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Gradual revival seen in FY21

Pharmaceuticals | Q3FY20 Preview
Q3 strong for DRRD, LPC, SUN, Alkem & Laurus

TOP PICKS

LARGE-CAP IDEAS

SUMMARY
India Economics: FY20 GDP

India’s growth is estimated at 5% in FY20 (6.8% in FY19). The dip in growth is
led by decline in both investment and consumption demand. Even global
demand has not been helpful. However, we do expect growth to revive in FY21
to 5.7% on the back of higher government capex, expansion of global demand
and transmission of earlier rate cuts by RBI. Government’s privatisation plan
will give it room to spend on proposed infra pipeline of Rs 102tn over next five

years. In addition, we expect RBI to cut rates further in FY21 to boost growth.

Click here for the full report.

Pharmaceuticals: Q3FY20 Preview

DRRD, LPC, Sun & Alkem to report strong quarters both for US and India.
DRRD benefits from deferred sales in US and SG&A normalization from Q2
while Sun benefits from Cequa launch, Dusa/Absorica seasonality, LPC from
Levo/better flu season. Cipla, ARBP, ALPM should be stabilising quarters.
Sequential pick-up in the llumya, Solosec is weak. India growth is healthy ~10%
YoY and Alkem’s EBITDA is forecast to grow 17% YoY. Laurus will have
another strong quarter while DIVI is non-event. EM fx/US$ is stable QoQ.

Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.

Company Rating Target
Cipla Buy 570

ONGC Buy 210

Petronet LNG Buy 400

Reliance Industries Buy 1,860
ICS Add 2,230
MID-CAP IDEAS

Company Rating Target
Alkem Labs Buy 2,290
Future Supply Buy 680

Greenply Industries Buy 210

Laurus Labs Buy 480

PNC Infratech Buy 245

Source: BOBCAPS Research
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INDIA ECONOMICS

FY20 GDP

Gradual revival seen in FY21

India’s growth is estimated at 5% in FY20 (6.8% in FY19). The dip in growth is
led by decline in both investment and consumption demand. Even global
demand has not been helpful. However, we do expect growth to revive in FY21
to 5.7% on the back of higher government capex, expansion of global demand
and transmission of earlier rate cuts by RBl. Government’s privatisation plan
will give it room to spend on proposed infra pipeline of Rs 102tn over next five

years. In addition, we expect RBI to cut rates further in FY21 to boost growth.
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GDP growth at 5% in FY20: India’s GDP growth in FY20 is estimated at its
lowest since FYQO9 at 5% versus 6.8% in FY19. The dip in growth is led by sharp
deceleration in investment demand (1% in FY20 versus 10% in FY19) and
private consumption (5.8% in FY20 versus 8.1% in FY19). Decline in global
demand has contributed to lower exports at (-) 2% in FY20 versus an increase
of 12.5% in FY19. Government spending is the driver of growth at 10.5% in
FY20 (9.2% in FY19) which is the case in HIFY20 as well with government
spending increasing by 12.2%.

Manufacturing dragging GVA to 4.9%: GVA is expected to increase at 4.9% in
FY20 compared with 6.6% in FY19. This is driven by dip in manufacturing
growth to 2% in FY20 versus 6.9% in FY19. During H1FY20 manufacturing
growth is (=) 0.2%. Electricity output is tepid as well at 0.7% in FYTD20 and
expected at 5.4% in FY20 (7% in FY19). Construction output is estimated to
increase only by 3.2% in FY20 versus 8.7% in FY19. Services activity is also
expected to moderate to 6.9% in FY20 vs 7.5% in FY19 with slower pace of
expansion in trade, hotels & financial services. On the other hand, public

administration and defence services is estimated to grow by 9.1% in FY20

compared with 8.6% in FY19.

Lower rates and government spending to boost growth: The current cyclical
slowdown is quite broad based. Both investment and consumption demand has
taken a hit. Global demand is soft as well. With capacity utilisation at 69%,
private sector capex is likely to be lacklustre. Government capex would also be
subdued this year as tax revenues are muted. However, government has an
aggressive privatisation roadmap and infra pipeline (Rs 102tn over next five

years). This along with better global demand and transmission of earlier rate

cuts will lead to revival of GDP growth to 5.7% in FY21 from 5% in FY20.
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SECTOR UPDATE

PHARMACEUTICALS - Q3FY20 Preview

Q3 strong for DRRD, LPC, SUN, Alkem & Laurus

DRRD, LPC, Sun & Alkem to report strong quarters both for US and India.
DRRD benefits from deferred sales in US and SG&A normalization from Q2
while Sun benefits from Cequa launch, Dusa/Absorica seasonality, LPC from
Levo/better flu season. Cipla, ARBP, ALPM should be stabilising quarters.
Sequential pick-up in the llumya, Solosec is weak. India growth is healthy
~10% YoY and Alkem’s EBITDA is forecast to grow 17% YoY. Laurus will have
another strong quarter while DIVI is non-event. EM fx/US$ is stable QoQ.
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Key to watch: (1) Alembic: EU sales recovery, India commentary. (2) Aurobindo

KEY RECOMMENDATIONS

(ARBP): update on Sandoz FTC approval (guided for Jan"20), FDA update on Ticker Rating

. . . . ALPM IN BUY
Unit IV &Vl inspection. (3) Cipla: Progress on Goa 483s, update on key ALKEMLIN SUy
respiratory assets (gAdvair filing & gProventil launch). (4) Dr Reddy’s (DRRD): ARBD N ADD
inventory write off risk post generics entry in Nuvaring, Srikakulam/CTOG6 re- CIPLA IN BUY
inspection, Duvvada EIR update. (5) Divi’s (DIV1): Gross margin QoQ), capex DIVIIN ADD
progress. (6) Lupin (LPC): Incremental generics in Levo, Solosec update, DRRD IN ADD
Remediation progress (Goa, Indore-2, Somerset). (7) Laurus: Formulation offtake, LAURUS IN BUY
gross margin QoQ, ARV commentary. (8) Sun Pharma (SUNP): higher R&D LPC N ADD
spends in 2H (vs TH of 5.5% of Sales), update on Halol 483s, llumya, and Cequa. SUNPIN REDUCE
FIG1- Q3FY20: US REVENUE EXPECTATIONS
(US$ mn) Q2FY19 Q3FY19 Q4FY19 QIFY20 Q2FY20 Q3FY20E QoQ (%) YoY (%)
ALPM 60 43 44 49 77 66 (14.5) 54.0
ALKEM 69 74 69 69 76 79 4.0 6.2
ARBP 318 338 352 384 405 400 (1.3) 18.4
CIPLA 108 18 162 160 136 128 6.2) 8.2
DRRD 210 209 212 233 204 238 16.8 13.9
LPC 178 197 247 220 189 213 12.6 8.2
SUNP (ex-Taro) 183 186 264 259 179 210 17.5 131
TARO 159 176 180 161 161 165 2.6 ©.4)

Source: Company, BOBCAPS Research

FIG 2 - Q3FY20 PREVIEW: GOOD FOR DRRD, LPC, SUNP, ALKEM, LAURUS; STABILISING FOR OTHERS

Companies Sales (Rs mn) EBITDA (Rs mn) PAT (Rs mn) EBITDA margin (%)
Q3FY20E YoY (%) QoQ (%) | Q3FY20E YoY (%) QoQ (%) |Q3FY20E YoY (%) QoQ (%) |Q3FY20E Q3FY19  Q2FY20
ALPM 1,576 13.7 (6.7 2,821 16.5 (18.4) 1,865 9.9 (24.3) 24.4 23.8 27.9
ALKEM 21,219 10.2 (6.3) 3,650 171 (19.3) 2,435 20.2 (34.3) 17.2 16.2 20.0
ARBP 59,410 127 6.1 12,302 13.2 5.4 7,107 34 4.6 20.7 20.6 20.8
CIPLA 43,835 9.4 (0.3 8,360 18.1 [€CR)) 4,055 217 14.0) 191 17.7 20.7
DRRD 43,228 12.3 (10.0) 9,684 18.7 (31.2) 4,654 “@n (67.9) 224 212 293
LPC 4121 (8.9 (5.5 7,166 4.8) 2.0) 2,494 315 41.0) 17.4 16.7 16.8
SUNP 82,565 7.8 39 17,459 (5.0) 8.6 1,877 17.8 125 211 24.0 20.2
DIVI 15,162 129 8.0 5,503 25 134 3,883 @7 14.2 36.3 42.0 34.6
LAURUS 6,803 28.5 4.5 1,352 54.2 1.9 485 7.7 14.5) 19.9 16.6 19.4
Sector Agg. 325,010 8.0 (0.7) 68,298 6.6 (5.7) 38,854 10.6 (23.7) 21.0 213 221

Source: Company, BOBCAPS Research
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%
SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

Rating distribution

As of 31 December 2019, out of 83 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 50 have BUY ratings, 18 are rated ADD, 9 are
rated REDUCE and 6 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are

not associated persons of BOBCAPS.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company - specific

disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.
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We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.

Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the

subject company at the end of the month immediately preceding the date of publication of this report.
BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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