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Investor’s Rationale

>

Formulations to be main growth engine:

Leveraging on strong backward integration, Laurus has demonstrated
commendable execution capability in this segment growing 165x from | 5 crore
to | 825 crore in FY18-20 with majority growth stemming from tender driven
opportunities via participation in Global fund, PEPFAR and various incountry
African tenders. In order to supplement future growth, capex plans are already
under way to increase capacity by 1.8x by H2FY22E. Laurus is also developing a
robust generic pipeline for the developed markets. It has entered into a
partnership with a European generic player for contract manufacturing. In order
to scale up this segment and cater to other players, the company plans to double
the capacity to 2 billion units per annum over the next 18 months. We expect
formulation revenues to grow at 40% CAGR in FY20-23E to | 2258 crore.

Ramp-up in other generic API to drive steady API growth:

Growth in API has resumed with launch of first-line products — 3TC (Lamivudine)
and DTG (Dolutegravir) and will be supported by launch of second line APIs such
as Lopinavir and Ritonavir in H2FY21. Steady growth in oncology API, being a high
margin-low volume segment, is expected to drive margins, supported by one of
the largest high-potent API capabilities in India. Other APIs (anti-diabetic, CNS and
PPI) are expected to be key growth drivers due to a robust order book and large
capacity addition by end of FY21. APIs are also a prime beneficiary of China
substitute play. We expect API revenues to grow at ~27% FY20-23E CAGR to ~|
3351 crore.

Valuation

Besides continuous improvement in the financial performances, the company is
evolving as a strong vertically integrated player with strong order book visibility,
improving margin profile, strengthening return ratios and healthy FCF generation.
We maintain BUY rating with a target price of Rs 610 based on 25x of FY23E EPS of
24.4

| FY20 FY21 FY22E FY23E
Revenue (Rs.Cr) 2,831.7 4,672.7 5,625.6 6,248.5
EBITDA (Rs. cr) 561.0 1,504.1 1,786.1 1,999.5
Adj. profit (Rs.Cr) 255.3 959.8  1,130.9  1,307.8
Adj. EPS (Rs.) 4.8 17.9 21.1 24.4
P/E (x) 72.0 19.2 16.3 14.1
EV/Net Sales 6.9 4.2 3.4 29
EV/EBITDA (x) 34.7 13.0 10.8 9.2
ROE (%) 14.4% 36.4% 31.0% 27.1%
ROIC (%) 13.0% 33.8% 31.6% 30.4%
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pacity expansion

> Laurus is witnessing improved traction for its formulations segment and the company expects the H2FY21 to be
better than H1FY2021. The tender business accounts for around three-fourths of the total formulations segment
sales and has robust growth outlook backed by a sturdy demand of ARV’s. With strong demand, the
management anticipates capacity constraints going ahead. Consequently, it is expanding capacities, primarily
through brownfield expansion. The first leg of de-bottlenecking is expected to be over by end of Q4FY2021,
while the second leg of expansion would be done in two phases, which would go on stream by September 2021
and December 2021. Cumulatively, the formulations capacity would increase by 80% over the next two years.
Laurus is eyeing a revenue potential of 1.5-2x from the new capacities. Moreover, traction from North America
and EU is expected to sustain going ahead and would aid topline growth.

Custom synthesis business to clock double-di rowth:

» Laurus’s custom synthesis business is witnessing an improved traction backed by sturdy client wins done by the
company. For H1FY2021, segmental revenues were up ~37% y-o-y and traction is expected to sustain going
ahead as well. However there are capacity constraints emerging for the segment, and the company is in the
process for expanding capacities, so as to support growth. However given the commencement of commercial
supplies of four products in HLIFY2021, would aid the revenue growth for custom synthesis segment for FY2021.
Going ahead with expanded capacities coming on-stream during FY2022 and an increase in commencement of
commercial supplies, would drive growth for the custom synthesis business. The segment’s sales are expected to
clock a 19% CAGR over FY2020 to FY2023.

Capex to drive Richcore’s topline FY2022 onwards:

> Laurus’ acquisition of Richcore Lifesciences Private Limited (RLPL) is expected to yield substantial synergies going
ahead and is expected to complement the company’s aggressive growth strategies. RLPL operates through three
distinct revenue streams — Biotech, Enzymes, and CDMO, among which its revenues are equally split. Going
ahead, this is expected to change with the CDMO segment likely to be a major contributor to growth as chunk of
the incremental capacities are towards this business. As of September 2020, RLPL had one plant with a capacity
of 17500 litres operational and it is in the process of setting up another plant with a capacity of 1.8 lakh litres
that is likely to be ready by the end of FY2021. New capacities are unlikely to require any major compliance
approvals and are already pre-booked by existing clients. RLPL’s CDMO capacity caters to the requirement of the
clients largely in exports markets (US and Europe) and focused on the food industry. Hence, post the completion
of the plant, RLPL would be in a position to commence commercial production from the new capacity. The new
capacity has entailed an investment of Rs 90 crore and the company expects asset turnover of around 1.5x with
the revenues spread across FY2022 and FY2023.
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profit will experience a growth trajector
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Outlook and Valuation

The company is evolving as a strong vertically integrated player with strong order book visibility, improving margin profile,
strengthening return ratios and healthy FCF generation. We maintain BUY rating with a target price of Rs 610 based on 25x of
FY23E EPS of 24.4

Company Overview

Established in 2005, Laurus Labs is a fully integrated pharma company operating across three segments — APIs (57% of FY20
revenues), finished dosage formulations (29%) and synthesis/CDMO (14%). Till date, Laurus has commercialised 60+ products
across all three segments. Laurus provides APIs to top 10 large global pharma companies leveraging on a 3,403 KL capacity across
four of its manufacturing facilities with an additional 870 KL under expansion. The APl segment is classified into — 1) anti-viral
(ARV and Hepatitis-C) (38%), 2) oncology (7%) and 3) other APIs (11%). Among ARVs, it mainly caters to first and second line
treatment for HIV patients. Laurus is a market leader for Efavirenz, Emtricitabine and Tenofovir APl supplies. It established an
agreement in 2015 with Natco Pharma to supply Hepatitis-C APIs. The other APl segment caters to non-oncology APls such as
cardiovascular, anti-diabetics, gastroenterology and ophthalmic therapies.

» Higher concentration and pricing pressure in ARVs:

The ARV segment accounted for 36% of revenues in FY20 (from 61% in FY19) and has witnessed pricing pressure in the
past two years. A shift in the treatment regime from Efavirenz to Dolutegravir has adversely impacted gross margins. To
arrest the margin compression and business decline in ARVs, management has taken steps toward (1) backward
integration of some APIs including FTC and Lamivudine, and (2) rapid expansion of the non-ARV business. This, in our
view, should mitigate the profitability risk.

> Regulatory risks:

Units 1 and 3 are critical as they account for 80% of the topline (mainly catering to the APl and synthesis businesses).
Unit 2 is Laurus’ sole US formulations facility. All three units have recently received establishment inspection reports
(EIR).
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Profit & Loss Account (Consolidated)

(Bs crore) FY20  FY21E  FY2E  FY23E
Liabilities

Paid up capital 107 107 107 107
Reserves and Surplus 1663 2527 3544 4721
Net worth 1770 2633 3651 4828
Total Loans 1,079 1,179 1,029 729
Other non- current liabilities 57 62 69 76
Long Term Provisons 46 50 56 61
Total Liabilities 2952 3926 4805 5694
Assets

Total fixed assets 1717 1754 2516 2506
Goodwill 10 29 29 29
CWIP 47 52 78 90
Deffered Tax Asset 739 813 89.5 98.4
Investments 3 3 3 653
Net Current Assets 1014 1617 2019 2251
Other Assets 88 389 71 66
Total Assets 2952 3925 4805 5694

(Rsicrore) FY20 2L FY2E  FY23E
Total ti

Sopee 2832 4673 5626 6249
Income
Operating Expenses 2271 3169 3840 4249
EBITDA 561 1504 1786 2000
Depreciation 187 202 289 310
EBIT 374 1302 1498 1690
Interest cost 90 64 61 43
Other Inc.ome & 10 2% 23 41
Extraordinary Items
Profit before tax 294 1264 1459 1688
Tax 38 304 328 380
Profit after tax 255 960 1131 1308

Minority Interests - 5 -
P/L from Associates - 5 .

Other - - -

Adjusted PAT 255 960 1131 1308




Cash Flow (Consolidated)

LA AL LS ET) FY20 FY2l  FY22E  FY23E
PAT 254 960 1131 1308
Depriciation 187 202 289 310
Chg in Working Capital -200 -587 -329 -208
Other 106 64 61 43
Cash flow from operating 347 639 1152 1452
activities

Capex -222 -540 -750 -300
Other Invesment (Net of Exp) 1 -23 -4 -655
Cas'h'ﬂ.ow from investing 221 563 754 955
activities

Change in Borrowing -6 100 -150 -300
Dividend -32 -96 -113 -131
Others -90 -64 -61 -43
Cas.h.ﬂ.ow from financing 128 60 324 474
activities

Net chg in cash -1 17 74 24
Opening Cash 3 2 18 92
Closing Cash 2 18 92 116
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Key Ratios & Valuations (Consolidated)

Y.E March (Rs crore)
Solvency Ratios
Debt/Equity

Debt/EBITDA

Margin (%)
EBITDA

NPM

Return Ratios (%)
RoE

ROCE
Valuation(x)

P/E

EV/EBITDA
EV/Net Sales

Per share data (Rs.)

EPS

FY20 FY21 FY22E FY23E

0.6 04 0.3 0.2

19 08 0.6 0.4

19.8% 322% 31.7% 32.0%

9.0% 20.5% 20.1% 209%

144% 364% 31.0% 27.1%

13.0% 33.8% 31.6% 304%

72.0 19.2 16.3 141
34.7 13.0 10.8 9.2
6.9 4.2 34 29
48 179 211 244
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Large Cap. Return Mid/Small Cap. Return

Buy More than equal to 10% Buy More than equal to 15%

Hold Between 10% & -5% Accumulate* Upside between 10% & 15%

Reduce Less than -5% Hold Between 0% & 10%
Reduce/sell Less than 0%

* To satisfy regulatory requirements, we attribute ‘Accumulate’ as Buy and ‘Reduce’ as Sell.

Member: BSE, NSE, MCX, MCX-SX, CDSL

Reg. office: PG-4, Rotunda Bldg, Bombay Samachar Marg, Fort, Mumbai-
400001, Maharashtra, India

Corp Office: 24/26 Cama Bldg, 3rd Floor, Dalal Street, Fort Mumbai-
400001, Maharashtra India

Tel: 91-22-67378001 Fax: 91-22-22646410
Dealing: 91-22-67378011 Institutional Dealing: 91-22-6737833
Email: research@mjpdirect.com Website: www.mjpdirect.com

Registration Number: SEBI- INZ000218338

Disclaimer:

This document is solely for the personal information of the recipient, and must not be singularly used as the basis of any investment decision. Nothing in this
document should be construed as investment or financial advice. Each recipient of this document should make such investigations as they deem necessary to
arrive at an independent evaluation of an investment in the securities of the companies referred to in this document (including the merits and risks involved),
and should consult their own advisors to determine the merits and risks of such an investment. M J Patel Share & Stock Brokers Ltd. its affiliates, directors, its
proprietary trading and investment businesses may, from time to time, make investment decisions that are inconsistent with or contradictory to the
recommendations expressed herein. The views contained in this document are those of the analyst, and the company may or may not subscribe to all the
views expressed within. Reports based on technical and derivative analysis center on studying charts of a stock's price movement, outstanding positions and
trading volume, as opposed to focusing on a company's fundamentals and, as such, may not match with a report on a company's fundamentals. The
information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true, but
we do not represent that it is accurate or complete and it should not be relied on as such, as this document is for general guidance only. M J Patel Share &
Stock Brokers Ltd. or any of its affiliates/ group companies shall not be in any way responsible for any loss or damage that may arise to any person from any
inadvertent error in the information contained in this report. M J Patel Share & Stock Brokers Ltd. has not independently verified all the information contained
within this document. Accordingly, we cannot testify, nor make any representation or warranty, express or implied, to the accuracy, contents or data
contained within this document. While M J Patel Share & Stock Brokers Ltd. endeavours to update on a reasonable basis the information discussed in this
material, there may be regulatory, compliance, or other reasons that prevent us from doing so. This document is being supplied to you solely for your
information, and its contents, information or data may not be reproduced, redistributed or passed on, directly or indirectly. M J Patel Share & Stock Brokers
Ltd. and its affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in a merger or specific
transaction to the companies referred to in this report, as on the date of this report or in the past.

This document disclaims any warranty of any kind imputed by the laws of any jurisdiction, whether express or implied, as to any matter what so ever relating
to the service, including without limitation the implied warranties of merchantability, fitness for a particular purpose and non-infringement. Any disputes are
subject to the jurisdiction only of the Courts of Republic of India at Mumbai.

M J Patel Share & Stock Brokers Ltd shall not be liable for any misrepresentation, falsification and deception or for any lack of availability of services through
website even if the same is advertised on the website.

Neither M J Patel Share & Stock Brokers Ltd. nor its directors, employees or affiliates shall be liable for any loss or damage that may arise from or in
connection with the use of this information.




