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“. mﬁvo@ robust revenues

. Core margins EA&% to remain steady sequentially

.“ E EXPECT a robust
! 32% year-on-year
! revenue growth: for :
,_ the: pharma uni-

verse. This outperformance will
beled by (i) higher foreign curren-
cy realisations as a large part of
the earnings isbeing driven by ex-
portformulations; (ii)newlaunch-
es in the US, including generic
Combivir, Plavix, Seroquel,
Ziprasidone, Olanzapine, Forta-
. ment, Ocs (oral contraceptives),
| among others; (iii) continued ben::
. efit from one-off exclusivity sales’
: of Ziprasidone(Lupinand DrRed- -
__ dy’s), Lipitor (Ranabxy)and Doxil
¢ (Sun Pharma). Excluding thelim-
_ pact of thesé one-offs, recurri
growth is expected to nmamwsx
strongat28% YoYfortheuniverse:
(iv) strong growth in ‘domestic
business, specifically higher trac-
tion in anti-infectives .BE other
acute therapies; and (v) continued
momentum in emerging markets

; of Russia, Brazil, Mexico and oth-

i ers.

~ The pharma universe may sus-

tain its strong growth trajectory
withcoremargins E&ﬁoumsw_b
.ﬂmm% sequentially We see E.mm
e on earnings due to mark-to-
‘Hiarket (MTM) foreign exchange
lossesand highertaxrates. Within

. geographies, weseeastrongsurge

intheUSmarketfromlimited com-
petition launches and continued

wexclusivity sales of Ziprasi-

done/Lipitor. We also expect a
firm traction for Sun Pharma,
Lupin, Dr..Reddy’s Laboratories
and Cipla among large caps, and
Glenmark in the mid-cap space.
Aurbindo Pharma should also re-
portimprovedmargins. °

‘Valuations: Regulatoryrisksan

_4 overhang: Weforeseea slowdown

inearnings growth which¢oupled
with challenging regulatory envi-
ronment.could potentially de-rate
the sector. Historically, pharma
multiples have tracked earnings
growth and over the last three
months, multiples of the large cap
pharma universe have come off
from 20x to 18.5x. We remain cau-
tious and prefer companies with a

strong UGmHEm besides those
whichofferadifferentiated portfo-
lio to sustain growth beyond
FY13e. Lupin, Cadila and Glen-
Ewﬂw%oﬁwnmmmgvow.bsg

and Glenmark have a robust’

pipeline in the US as well as a dif-
ferentiated modelwhichrendersa
strong earn#gs visibility More-
over, valuations based on price

earnings-to-growth (PEG) do not’

appear to be stretched. We, thus,
see a visible narrowing of the gap
withthe peer group.

Higher tax, interest costs and
Jorex losses to impact earnings
&rowth: Operatingperformances
i:wmswm:now:ﬂocﬁ:mgawg«
growth insalesandmargin expan-
sion. However, the reported earn-
ings growth islikely to get impact-
ed from higher foreign exchange
losses due to an increase in MTM
losses on foreign currency bor-
rowingsforvariouscoverage com-
Panies. We expect high MTM loss-
esfor Aurobindo (32.35bn), Cadila
(X744 m), Ranbaxy (¥6.5 bn), Glen-
mark (¥1.6bn)and Lupin (X800m).

Adjustedfortheselosses, earnings
growth at 25% YoY are impacted
by higher tax rate (Cadila, Lupin
and Sun Pharma)due to the loss of
SEZ benefits, minimum alternate
taxes (MAT) applicability to part-
nership entities and higher sales
from first-to-file status. (FTFs).
With the applicability of schedule
VI, in the event of a MTM foreign
exchange loss on borrowings,
these copanies would need tore-
state the difference in interest
costs of India and foreign curren-
cy borrowings (6% to 10%) as no-
tional costs in profit & Loss (P&L).
SunPharma, Lupinand Dr Red-
dy’son a firm footing: We expect
Sun Pharma, Lupin and Dr Red-

dy’s to report strong. earnings

growth led by higher realisations
andniche productlaunches in the

US. Lupin’s growth in the US

generics is estimated at 90% YoY
led by launches such as Combivir,
NorQD (OC)and Fortamet. We be-
lieve Sun Pharma would grow
fromtheramp-upof Doxiland con-
mﬁicwummﬁmmdﬂunom_bag
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in Taro &Eozmv We see a sequen-
tial margin pressure for Taro.
Cipla will reap greater benefits
from the supply of Lexaproformu-
lations to Teva and rupee depreci-
ation. Glenmark’s core revenile
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growth would remain strong with
margins firming up on back of
niche launches in the US. Au-
rbindo Pharma’s margin might
seeamarginal improvement g-o-q

though YoY, it would be subdued
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duetooperatingissuesand ah:
er cost base. We see higher fore
exchange losses for Glenms:
Cadilaand Aurobindo.
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