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Earnings momentum should gather pace towards

"RATING: BUY 4

~IGH impact approvals
H to drive earnings from
J LQ4FY16F onwards:
While the nurber of approvals
hasincreasedfor LPCinFY18(14
sofar vs.104n FY15), the average
time for an approval-has also
risen to more than 60 months.

Most of the recent appl*ovals*

were for pre-FY13 filings. With
43% of pendingfilingsmorethan
{hirec years old, the rate of ap-
provals should remain strong.
None of theapprovalsinFY16so
far ave likely to have any materi:
alimpacton growth. Inour opin-
jon, rnorethan the number of ap-
provals, it is the approval of
select high impact products—
gGlumetza, gNeximm, gWelchol
and  gRenvela/Renagel—that
fnatter most for growth. We in-
corporate the recent currency
movewents, acgquisitions by
Lupin and the prospect of new
Jaurnches into our financial pro-
jections. We lower our earnings
by7% for FY16F, butraise by 21%
for FY178 Qur FY17FEPS is18%
above consensus.

The earnings momentum is
likely to gather pace from
4QFY16F. We lift our TP (target
price to 32,149 (from %1,698),
based on 23x (wnchanged) FY17-
18F average EPSof 393.4.

Valuation: TP lifted to 2,148

The stock currently trades at
96.3x% one-yvear forward EPS of
279.3. We continue to assess the
fair valuation range to be 20-25x.
Sigmificant value-accretive ac-
quisitions and visibility to sus-
tain growth by moving up the
complexity levels (inhalers and
biosimilars)could justify ahigh-
er valuation multiple, However,
currently we have very limited
visibility on the same.

Pace of approvals has in-
creased; old backlog being
cleared

. Lupin’space of approvals has
icked up in the recent past. In

.separately. The firsi-wave ap-
rovals -consist of ‘products in
“which Lupin is among the first

ig 1 we highlight the first wave |
f ANDA approvals.for Lupin

the end of this financial year.

set -of ' companies -to receive’

generic approvals or receive ap-
prov_al_s jnst after the genericex-
clusivity period, if applicable.
The approvals are an evenmixof

first-wave and. follow-on ap-
provalsin thepast three years as *
sshovm onFigl.

Large fraction of ‘old ANDAS
‘ jmplies approval momentum

to sustain in the near-term
Fig 2 shows the ANDA. ap-
proval timeline and e map it
with the filing period. So far
L'upinhasreceivedapprovalsfor
106 ANDAs. Thecompanyhasnot
received approvals for any AN-
DA filed after FY13. Only two AN-
DAs filed in F'Y13 have received

approvals. Most of the approvals’
received in FYig were filed in’

FY11 and FY12. Approvals that

are coming through now are

morethan tireeyear old filings.
Theaverage timeforapproval
has been rising for Lupin; as is

the case with the rest of ‘thie In- °

- dustry. The'average time for ap-
proval for ANDAs approved-in

FY16. is 66 months compared
with 51 months for approvals in
FY15. With approximately 36

ANDASs which are thore than 50 .

mgn‘fhs 0ld, the momentum for
newapprovalsislikelyto remain
high in thenear term.

Ppipeline granularity . . -
Outof the106 ANDAspending
approval as on July 2015, we he-

lieve 61 ANDAs arein the public*

domain. This is based on litiga-
tion records and voluntary dis-
closure by Lupin, The 61 ANDAs
haveannual brandsalesof $40bn,
accordingtoour es’_dmates‘.Thus,
we believe that 46 ANDAs with
sales of $15bn are not in the pub-
lic . domain. Therefore, the
pipgline visibility ishighat57%
in férms of the number of AN-
DAs and 73% in terms of brand
value of the pending pipeline.
‘The pipeline presents alot more
visibility inthenear termand we
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. [
see a lean patch again in FY18F
(Fig 2). New filings from FYI6E:
onwardsareunlikely tohaveany’
méterial impact in FY18F given*
the . timeline for product. ap- ™
provals, in our view. In general, -
we find that the value of-the :
pipeling is growing at- 10:11%:
The FY19 portfolio isrecordinga’
stronger growth on the back of 4" -
125% growth y-o-yinLyrica.

A few products hold the key:
Glumetza presents an atirac-
tive opportumity

. A stepup in product ap-

., provals is'a positive. ' With the

high frequency of approvals,
thereare possibilitiesof positive
surprises, but such:upsides are
unpredictable and may hot be
sustainable; webelieve. Thus, we -
think a few high-impact prod- -
ucts are key for the revival of
Lupin's US growth -slarting
4QFYi6F Theseinclude Glumet-
za, Nexiiim; Welchol and. Ren-
vela/Renagel for growth. Visibil-
ity on Glumetza's upside is high
as LPC has tentative approval
and the recent price increase in
Glumetzaadds totheupside. The
visibility on the approvaltiming
is Limited on the rest given the
regulatory challenges that the
product presents. Renvela/Re-
nagel and Nexiumremain FY16F
prospects, but. Welchol is now
1ikely only in FY178 inowr view

Attempt to move up the value
chain

AftertheslowdowninUSrev-
enues in FY14 and FY15, and po-
tential single-digit growth in
FY16F, we expect a revival in
growth in FY17F due to the spe-
ciflc product opportunities
highlighted above. Lupin has
recorded $8.767m of genericsales
per approved ANDA in FY15,
which is ahead of peers.Lupin’s
strong execntion, in terms of
the timely approval and strong
customer service, has led to
market share gains, supporting
higher sales per ANDA. With a
step-up in approvals and not a
proportionate rise in revenue,
we expect sales per ANDA to de-
cline in FY16F, before reviving
back in FY17F.

Intermsof product complexi-
ty, the gains for Lupin have been
limited with gFortamet beingan
exception. In Fig 3, we present
the sales split based on product
formulations. LPC's portfolio is
largely oral solids at the mo-
ment, with little presence in oth-
er formulation segments like
derm and injectables. Even the
pipeline is largely oral solids, Of
the 61 ANDASs in the public do-
main, we believe that 51 ANDAS
areoralsolids.

—Nomura



