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India seasonality, stable US good for Alkem, DRRD; Cipla weak

We expect Alkem and DRRD to report a good quarter with largely stable US sales Vivek Kumar
QoQ. Cipla will see weakness both in India & the US but commentary is unlikely research(@bobcaps.in
to be incrementally negative. LPC and SUNP could see a down quarter for the

US due to a high Q1 base and lack of impactful launches. Pick-up in specialty

assets has been weak (llumya, Solosec). India growth for our coverage ex-Cipla is

forecast to improve to 147% YoY (vs. 11% in Q1). Expect strong EBITDA in Laurus
and stable results from DIVI. EM fx/USS$ is stable QoQ while JPY/INR is up 47%.

Key to watch: (1) Alkem Labs: Commentary on potential regulatory action on RECOMMENDATION SNAPSHOT

margin capping, FDA update for Daman unit. (2) Aurobindo (ARBP): Business [lisksy i
impact due to Form 483 at formulation unit 7, Sandoz deal, CAPAs progress at ALKEMIN BUY

. . . . ARBP IN ADD
three APl units. (3) Cipla: Incremental risk to India & US base run-rate, LA N SUy
gProventil launch, readthrough on Goa 483s (12 observations in Sep”19). SV IN ADD
(4) Dr Reddy’s (DRRD): Inventory write-off risk in the US post Nuvaring DRRD IN ADD
CRL (complete response letter), Srikakulam/CTO®6 reinspection, cost control. LAURUS IN BUY
(5) Divi’s (DIVID): Gross margin QoQ. (6) Lupin (LPC): Levo capacity addition, LPC IN ADD
Solosec uptick, remediation progress (Goa, Indore-2, Somerset). (7) Sun SUNP IN REDUCE
Pharma (SUNP): Rapid pickup in Skyrizi Rx which is now 10x of llumya.
FIG 1- Q2FY20: US REVENUE EXPECTATIONS
(US$ mn) QIFY19 Q2FY19 Q3FY19 Q4FY19 QIFY20  Q2FY20E QoQ (%) YoY (%)
ALKEM 63 69 74 69 69 73 6.1 51
ARBP 283 318 338 352 384 380 amn 19.5
CIPLA 101 108 18 162 160 130 a8.7) 201
DRRD 237 210 209 212 233 237 1.6 13.0
LPC 177 178 197 247 220 193 (12.3) 82
SUNP (ex-Taro) 225 183 186 264 260 210 (19.2) 14.7
TARO 155 159 176 180 161 161 0.0 1.4

Source: Company, BOBCAPS Research

FIG 2 - Q2FY20 PREVIEW: GOOD FOR ALKEM & DRRD, BEST-EVER EBITDA FOR LAURUS, WEAK FOR CIPLA

Companies Sales (Rs mn) EBITDA (Rs mn) PAT (Rs mn) EBITDA Margin (%)
Q2FY20E  YoY (%) QoQ (%) |[Q2FY20E  YoY (%) QoQ (%) |Q2FY20E  YoY (%) QoQ (%) |Q2FY20E Q2FY19 QI1FY20
ALKEM 21,368 1.4 155 4,083 121 543 2,899 13.9 56.1 19.1 19.0 14.3
ARBP 54,409 14.5 0D 1,434 1.4 (0.3) 6,464 4.7 11 21.0 21.6 211
CIPLA 39,099 2.5) 2.0) 6,924 (1.3) (23.9) 3,128 (16.9) (34.6) 17.7 17.5 22.7
DRRD 43216 13.8 12.4 8,488 14.7 16.8 4,548 ©.7N (31.4) 19.6 19.5 18.9
LPC 44 867 13.6 15 7,647 391 mn 2,948 9.0 @7 17.0 13.9 19.5
SUNP 76,097 1 7.9 14,584 13 (19.6) 9,715 2.6) 26.4) 19.2 21.0 22.0
DIVI 12,425 33 9.0 4,280 (16.8) 1.3 2,990 (13.mn 9.4 34.4 40.0 337
LAURUS 6,438 9.5 16.9 1192 573 431 390 139.0 157.7 18.5 129 151
Sector Agg. 297,918 9.7 1.0 58,631 8.3 (5.2) 33,081 3.9) 14.7) 19.7 19.9 21.0

Source: Company, BOBCAPS Research

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
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ALKEM: Strong India business seasonality & stable US should drive Q2

Better acute seasonality should drive India sales growth at 14% YoY (secondary
growth was 19.8%/20.8%/14.5% for July/Aug/Sep). US sales should remain
steady at US$ 73mn (+6% QoQ), led by a stable base portfolio and ramp-up in
gVesicare (Alkem tracking 16% market share at Sep-end vs. 6% in June).
Contribution from gAmpyra is stable (19-20% market share) and Mycophenolate
suspension is yet to see incremental competition. Overall, we forecast EBITDA

growth at 12-13% YoY with 20bps margin expansion.

Key to watch: Margin guidance; commentary on Oct’19 domestic season; clarity
over regulatory action on margin capping; FDA update on the Daman unit

(USFDA issued two observations during Aug’19 inspection)

ARBP: Good quarter with stable US sales; update on Sandoz & US ramp-
up post Unit 7 Form-483 is key

We expect ARBP’s US sales to be flattish at US$ 380mn due to (1) Eugia unit
ramp-up which would compensate for the Ertapenem decline (where ARBP
currently has 64% share, Apotex has gained 23% share vs. 12% in Jun19, ACS
Dobfar’s launch is yet to hit the market); and (2) volume increase in baseline
products such as Rosuvastatin, Aripiprazole and Pantoprazole. EBITDA and
margins are projected to remain largely flat QoQ. Sandoz FTC approval timeline

has moved from Sep™9 to Dec19, as per Novartis commentary.

Key to watch: CAPA progress/reinspection for three APl units; assessment of
business impact due to Form 483 at formulation unit 7 (FDA issued seven

observations in Sep”19)

CIPLA: Weak quarter both in India & US; generic impact in key assets to
bottom only by Q4

We anticipate a weak quarter for Cipla with India sales dropping 9% Yo (trade
generic sales loss) and US sales down to US$ 130mn (vs. a Q1 base of
US$160mn, gSensipar-led). Cipla had three launches in Q2 - these were not
very impactful plus pricing pressure in some high-value base products such as
gSensipar, Pulmicort and gVoltaren are a key drag for the US business. For
gSensipar, three players have launched since Jul"9 (ARBP, Strides, SUNP).
Cipla’s market share in gPulmicort has fallen to 18% as at Sep-end from 26% in
Jul'19 as LPC is ramping up. The full generic impact in these assets should
normalise by Q4. EM business could see QoQ recovery due to recognition of

deferred supplies worth US$ 15mn from Q1.
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Key to watch: Incremental risk to India base and US base business run-rate; launch
timeline on gAlbuterol (Proventil) slated for Q4FY20; better readthrough on Goa
unit Form 483 (USFDA issued 12 observations in Sep19)

DRRD: Sequentially higher EBITDA but H2 to be more launch heavy

New launches (Vigabatrin, Carboprost, Pregaba), ramp-up in Suboxone and
Isotretinoin should help offset base price erosion. In Suboxone, we note that
DRRD has gained 14% share from 10% in Q1 and market dynamics are stable with
four players. We expect US sales to grow 2% QoQ to US$ 237mn. DRRD is
planning 16+ launches in H2 (vs. 13 in H1. PSAI sales/margin normalisation after a
weak Q1 overall should drive EBITDA margins QoQ. India growth is likely to be
strong at 17% YoY in Q2, in line with secondary trends.

Key to watch: Inventory write-off risk in the US post Nuvaring CRL; Srikakulam/

CTO6 reinspection; cost control

DIVI: Q2 a non-event; stronger margin visibility from Q3

DIVIis likely to report only a slight improvement in gross margins despite 9%
QoQ growth in sales. This is due to liquidation of high-cost inventory procured
from China in Q1. Management reiterated that operational efficiency should
return to normal from Q3 onwards as the benefits from backward integration

initiatives and a better CS mix fructify.

LAURUS: Best-ever EBITDA led by formulations

We expect a strong quarter YoY and QoQ both on sales and EBITDA for Laurus
backed by higher sales (US$17mn) and operating leverage in the formulations
business. ARV sales should see some sequentially recovery — we expect 18%
growth. Gross margins are estimated to remain healthy at ~48% with EBITDA of
Rs 1.2bn (+57% YoY, +43% QoQ) and net profits at Rs 390mn. The synthesis
business is forecast to report 20% YoY growth.

LPC: Core EBITDA to improve 6% QoQ; weak Solosec ramp-up

Reported EBITDA will be boosted by one-time licensing income from Boehringer
Ingelheim (Rs 1.4bn). Adjusted for this, core EBITDA should improve 6-7% QoQ.
We expect US sales to decline 12% QoQ to US$ 193mn mainly due to Ranexa
exclusivity loss (Teva, SUNP, Ajanta launched) otherwise existing base run-rate
should remain steady. Scale-up in Levo (+25% MoM; 3.5% share vs. Mar'20 target
of 20%), Fosaprepitant injection and approval of one depo injectable (expected in
Q3) should drive H2. India business is forecast to grow ~14% YoY in Q2. LPC also
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benefits from INR depreciation against the Yen. Solosec has not seen any material

pick-up in weekly prescription plus volume & value growth QoQ is ~6-7%.

Key to watch: Levo capacity addition; Solosec uptick post launch of direct
promotion strategy; remediation progress/inspection timelines (Goa, Indore-2

and Somerset)

SUNP: High R&D, weak llumya growth and down quarter for the US
US had one-off sales of US$ 60mn in Q1 plus Q2 did not see any meaningful

launches; hence, we expect US sales ex-Taro to decline 19% QoQ to

US$ 210mn. Taro should largely remain flat QoQ. SUNP has yet to launch
Pantoprazole Injection (US$ 15mn-20mn annual opportunity). llumya ramp-up is
tapering — we note that Skyrizi prescription as on Sep’19 is 10x higher than llumya
and on MoM basis, Skyrizi volumes are up 44% vs. llumya which is down 25%. We
expect EBITDA to drop sequentially with a step-up in R&D spends despite higher

India sales. India sales growth is forecast at 13% YoY (vs. 11% secondary trend).

Key to watch: Commentary on llumya (sales and R&D expense for new

indication)

FIG 3 - CROSS-CURRENCY MOVEMENT

Quarter Closing rate Average rate

End USDINR EURINR JPYINR RUBINR ZARINR |USDINR EURINR JPYINR RUBINR ZARINR
Sep 2017 65.3 771 0.6 11 48 64.3 75.5 06 11 4.9
Dec 2017 639 765 0.6 11 52| 647 762 0.6 11 4.8
Mar 2018 652 808 0.6 11 55| 643 790 0.6 11 54
Jun 20718 685 798 0.6 11 50 67.1 79.9 0.6 11 53
Sep 2018 72.5 84.0 0.6 11 5.1 701 81.5 0.6 11 5.0
Dec 2018 69.8 80.0 0.6 1.0 4.8 721 823 0.6 11 5.0
Mar 2019 69.2 777 0.6 11 4.8 70.5 801 0.6 11 5.0
Jun 2019 69.0 78.5 0.6 11 49 69.6 782 0.6 11 4.8
Sep 2019 70.8 773 0.6 11 47 70.3 782 0.7 11 4.8

Source: Bloomberg, 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 30 September 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 47 have BUY ratings, 15 are rated ADD, 6 are
rated REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research 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.

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.: INZO00159332 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.
Obpinions 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.

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.
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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.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do 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.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of 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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