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Weak quarter and near-term weak outlook
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● 2Q17 quarter and the near-term outlook by Lupin was weaker than
expected. (1) Lupin cut Gavis' sales guidance from US$300 mn to
US$250 mn in FY18. (2) It guided for Sun and Actavis to enter in
Glumetza in 4Q17. (3) The Renagel, Renvela, Welchol launch only in
2HFY18. (4) A delay in Advair DPI clinical trial to end of FY17. We
maintain that consensus estimates for base business margins are
high for Lupin and consensus has downside for both FY17 and FY18.
● 2Q17 EBITDA missed CS estimate by 18% due to weak US sales
(-9% QoQ). Sequential decline was expected due to Mylan's entry
in Fortamet in Sep-16 and seasonally soft quarter for Cephs, but
base business also declined QoQ. Lupin lost 6% market share in
2Q17 in Fortamet, and price erosion should be about 20%.
● Lupin provided a strong outlook on the number of launches with 10+
approvals in the rest of FY17 (4-5 between Goa & Indore – Minastrin,
Bupropion, Paxil CR, Epsicom and 4-5 from Gavis including
Oxycodone APAP and Hydrocodone APAP) and 30 in FY18.
● Takeaways. (1) Methergine–Lupin expects to scale to US$70 mn. (2)
Lupin is yet to respond to CRLs on Renagel, Renvela and Welchol.
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Click here for detailed financials

Weak quarter driven by sharp decline in US sales QoQ

2Q17 EBITDA missed CS estimates by 18% mainly due to lower sales
and higher other expenses. A large part of the sales miss was driven
by the US where sales declined by 9% QoQ. US sales were expected
to decline sequentially due to Mylan entering Fortamet and 2Q being a
seasonally soft quarter for antibiotics. However US sales decline was
much higher and given the gross margins were flattish sequentially,
base sales also declined for Lupin. We maintain that consensus
estimates on Lupin's base business margins are high and consensus
numbers have downside for both FY17 and FY18.
Good Japan growth; slow recovery in India

India sales growth was moderate at 12% YoY (despite 1Q17 being a
soft quarter with 5% growth). Japan growth in constant currency was
10.4% and in INR terms was high at 35% YoY due to favourable

currency (Yen appreciated 23% YoY). South Africa sales growth in
constant currency was 27% (Rand -5% YoY).
R&D to increase in 2HFY17 from 12% to the range of 12-14%

R&D cost in 1HFY17 was 12.3% and Lupin has guided for the 12-15%
range for FY17. R&D will increase in 2HFY17 as Lupin will initiate
clinical trial on generic Advair DPI.
Key takeaway from the conference call

● Fortamet hit from Mylan's entry—Lupin has lost 6% market share
and price erosion has been typical of a new entrant.
● Glumetza competition—Lupin expects competition from Sun and
Actavis to enter in 4Q17
● Update on Renagel, Renvela and Welchol approvals—Lupin
currently has CRLs on these and needs to respond to queries and
expect approval in 2HFY18
● Advair DPI Inhaler trial—Lupin is working on scaling up the
product (Adavir has challenges on stability for all strengths) and
Lupin expects to initiate trial by the year end.
● Gavis ramp-up guidance reduced from US$300 mn to US$250 mn
in FY18 and the capacity expansion has been completed but
market share ramp-up should be slower than consensus
expectations.
● Methergine—Lupin expects that peak sales of the product could
be US$70 mn where so far Lupin was stabilising volumes as
prescriptions were shifted from generic to brand. Lupin is also
working on an extended release version for life-cycle
management.
● Post Goa clearance, Lupin expects 10+ approvals in remainder of
FY17 (4-5 between Goa and Indore—Minastrin, Bupropion, Paxil
CR, Epsicom and 4-5 products from Gavis including Oxycodone
APAP and Hydrocodone APAP).
Figure 1: 2Q17 miss was largely driven by weak US sales
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Figure 2: Geographical sales split for 2Q17
Rs Mn
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Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which investment principal can be
eroded due to changes in redemption amounts. Care is required when investing in such instruments.
When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds, Japanese corporate bonds) from CS as a seller, you will be requested to pay the
purchase price only.
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