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Q4 RESULTS PREVIEW PHARMACEUTICALS

Maintaining the

GRS

momentum

Pharma universe s likely to report steady year-on-year growth and profit margins

E EXPECT Dr Reddy’s
‘ ;s ; (DRL) and Cadila
Healthcare, among

large caps, to report strong num-
bers, while in mid-caps, Au-
robindo Pharma and Ipca
Laboratories- will have strong
traction.Ranbaxy,LupinandSun
Pharmaceuticals, among large
caps, will have weak operating
performance in the quarter,
while in mid-caps, Unichem is
likely to report lower numbers.

We expect the pharma uni-
versetoreportasteady revenue
growth of 10% YoY (flat QoQ)
during Q4FY11, with a positive
impact from the consolidation
of Taro(36% YoYinSun.)Cadila
will outperform peers in the
large-cap space, with a strong
growth of 27% YoY.In mid-caps,
growth will remain robust (20-
22%) for most peers like Tor-
rent, Ipca, and Aurobindo, led
by strong performance in
branded generics and ramp-up
fromnewcapacities.

Among large caps, growth in
Ranbaxy and Lupin could be im-
pacted from higher exclusivity
sales in US generics in Q4FY10.
Ranbaxy is likely to report de-
growthof 16% YoY, from $§180mof
sales from Valtrex in Q1CY10,
while Lupin could see impact
fromLotrelpriceerosionandlow-
er Suprax sales. Excluding Ran-
baxy and Sun, revenue growth is
16% YoYduringthequarter.

Ebitda (adjusted for Sun &
Ranbaxy)couldgrow18% YoY (40
bps expansion in Ebitda mar-
gins), driven by higher contribu-
tion from branded generics
business (Cipla, Cadila) and
niche product approvals in the
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US (41% YoY growth in DRL).
Ramp-up in SEZ revenues will
positively impactoperatingmar-
gins of Aurobindo (150bps YoY).

IncludingSunand Ranbaxy,Ebit-
dagrowthforthequarterislikely
to decline 11% YoY (520 bps con-
tractionin Ebitdamargins,ledby

of one-off impact from higher
margins from Valtrex (Ranbaxy)
andfullintegrationof Taro(Sun)
that has lower Ebitda margins).
Excluding Taro, Sun's margin is
expected todecline due tohigher
fixedcostsinCaraco.

We expect relatively higher
growth In earnings during the
quarter. Excluding Ranbaxy and
Sun, adjusted PAT (profit after
tax) is likely to grow 17% YoY for
the quarter, led by strong earn:
ings growth in DRL (49% YoY)~
Aurobindo(43% YoY),and Cadila
(23% YoY). However, lower
growth and higher fixed cost will
lead to a decline in earnings for
Ranbaxy (-61% YoY), Unichem (-
25% YoY)yand Sun(-21% YoY), re-
sultingin 15% YoY decline in the
PATof thepharmauniverse.

Weexpectstrongrevenue visi-
bility for FY12, withadouble-dig-
it growth in domestic
formulations and ROW (rest of
world)marketsandupsidesinUS
generics from $35 bn patent ex-
pires in FY12. Further, invest-
ments in field force and
capacitiesduring FY11arelikely
to consolidate and will resuit in
higher growth over H2KY12,
however, performance could
vary acrosscompanies.

The pharma universe is cur-
rently trading at 17x (times)
FY12eearnings, atarelative pre-
miwn of 11% to the Sensex,
which likely expands during
market consolidation. Hence, we
remain focused on specific stock
performance. DRLandLupinare
our top picks in large caps, and
Torrent our preferred pick in
mid-caps.

—Edelweiss






