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Investor day takeaways: Chronic and specialty launch focus

= EBITDA margin up 10ppt from FY19 levels to ~20% in FY22 as efforts to Saad Shaikh
research@bobcaps.in
improve operational efficiency pay off

* FY19-FY22 revenue CAGR at 10% (+13% in FY22) underpinned by

domestic formulations business

= Chronic/specialty focus in domestic formulations to sustain growth

momentum backed by launches and productivity gains

Key takeaways from RPGL’s (Not Rated) investor day held on 14 September: Ticker/Price RPGL IN/Rs 738
Market cap US$ 154mn

Thrust on specialty and chronic therapies: Chronic and specialty therapies Free float 28%

remain focus areas for RPGL with a raft of product launches in FY22, including 3M ADV US$ 0.5mn

IroHigh, Azilta, DPO, DPO-M, Mirasmart-S, Solifirst and Tamflo DFZ. The company 52wk high/low Rs 804/Rs 450

is a leader in immunosuppressants which contribute 35% of its turnover (including Promoter/FPI/DII 12%/0%/0%

domestic, international and API sales). Azathioprine (flagship brand) currently forms Soutce: NSE [ Price as of 16 Sep 2022

70-75% of the immunosuppressant portfolio. Management expects the share of

other brands such as Mycophenolate to improve significantly going forward. Stock performance
———RPGLIN  ——— NSE Nifty
Five pillars for domestic growth: RPGL continues to target above-industry growth 500
by (1) rejuvenating the product portfolio via chronic and specialty launches, 400
(2) building strategic brand assets through lifecycle management by introducing line 300
extensions, (3) deepening customer coverage in targeted therapies via field-force 200

expansion and digital deployment, (4) raising salesforce efficacy by building 100

competencies and productivity, and (5) improving profitability through opex control
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Source: NSE
Healthy revenue growth in FY22: RPGL'’s revenue/EBITDA grew 13%/23% in

FY22 with 165bps EBITDA margin expansion to ~20%. Domestic formulations
contributed 75% to incremental growth amid sustained prescription generation,
portfolio augmentation through launches and extensions, and plugging of sales
leakages via better control over product returns and inventory. APIs contributed 18%
of revenue led by higher sales of some of the company’s key products. Margin gains
aided 29% PAT growth and were led by a better product mix in favour of chronic &
specialty sales and higher operating efficiency. International formulations declined
~3% in FY22 due to political unrest in the key market of Myanmar.

Strong balance sheet: RPGL has a sound debt-free balance sheet and a cash of
Rs. 703mn as of FY22.
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Domestic growth outlook: RPGL’s management expects growth in its domestic
formulations business (64% of FY22 sales) to be helmed by the specialty and
chronic segments, where the company has increased customer coverage through
product launches. The focus is on introducing products that have both double-digit
revenue growth and margin expansion potential.

Global growth strategy: Management has identified three steps to growth in
the global formulations business (18% of FY22 sales): (1) build-up of the
immunosuppressant portfolio by leveraging its leadership in the domestic market,
(2) focus on products with a competitive advantage, such as Nicorandil (requires
special manufacturing conditions) and Sodium Valproate PR (complex generic
product), and (3) expansion of footprint in emerging markets such as Myanmar,
Vietnam, the Philippines, Sri Lanka, Egypt and Sudan.

NLEM 2022: The company does not see much impact from the latest (13 September)
revision of the National List of Essential Medicines (NLEM) list. RPGL’s drugs such
as Montelukast (Romilast) and Teneligliptin (GliptiNext) are a few of the new
additions to the list. Some of the company’s oncology drugs are also part of the
new additions. RPGL’s exposure to the NLEM list remains broadly unchanged at
35-36% even after the recent revision.

Margins: All products in RPGL’s domestic formulations business have healthy
double-digit EBITDA margins. Management highlighted a slew of initiatives taken
by the company to promote margin improvement over the last few years. This
entailed revisiting every aspect of operational efficiency, right from the frontend to
the backend, including salesforce restructuring, as outlined below. The company
aims to further improve efficiencies based on the recommendations of a consultant
employed to revisit costs.

o Salesforce optimisation resulted in clubbing or liberation of high-paying roles,
thus reducing costs.

o Improvement in “sales hygiene” helped plug leakages by better managing
marketing inventory, sales returns and product expiries.

o Reworking of backend manufacturing processes brought down overheads.
This involved a reengineering exercise for the domestic formulations business,
under which every drug formula was revisited and, where necessary, subject to
import substitution, process simplification, batch size optimisation, and shelf-
life enhancement initiatives. The company also introduced new formulae, new
process and new batches, together with efficiencies in procurement,
manufacturing and field-force travel.

API business: About 80-85% of the APIs that RPGL manufactures is exported
(18% of FY22 sales) and the rest is used for captive consumption.

Productivity: Productivity per salesperson currently stands in excess of Rs 0.5mn
from Rs 0.34mn-0.35mn earlier. Specialty business productivity also improved from
Rs 0.85mn-0.9mn to Rs 1.3mn-1.4mn. This stemmed from salesforce optimisation
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and travel cost efficiencies. Management expects topline growth to improve further as

productivity rises.

Capex: The company incurred capex of Rs 240mn in FY22 to upgrade its F2
formulation facility to the PIC/S (Pharmaceutical Inspection Co-operation Scheme)
standard, bearing in mind growth and cost reduction.

Fig 1 — Revenue growth of 7.5% over last 5Y

Fig 2 — Domestic formulations dominate revenue mix
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Fig 3 — 10ppt EBITDA margin expansion over FY19-FY22 Fig 4 — ROE on an uptrend
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Fig 5 — Consistent improvement in operating cash

Source: Company, BOBCAPS Research

Fig 6 — Balance sheet improves with debt retirement
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Part of RPG Enterprises, RPG Life Sciences (RPGL) is an integrated pharmaceutical
company operating in domestic and international markets in the branded formulation,
global generic and synthetic API space. The company draws 64% of revenue from
domestic formulations, 18% from international formulations and 18% from APls. It
operates three manufacturing facilities with 1,100+ employees and caters to 50+
markets worldwide.

RPGL'’s key therapy areas are nephrology, rheumatology, oncology, orthopaedics,
gastroenterology, cardiology, diabetology, and neuropsychiatry. It is a leader in the
immunosuppressant space with brands such as Azoran (Azathioprine), Mofetyl

(Mycophenolate Mofetil), Arpimune ME (Cyclosporine) and Imunotac (Tacrolimus).

In the domestic market, the company is increasingly focusing on the specialty and
chronic segments. In the specialty business, its portfolio consists of products such as
Trastuzumab (HerMab), Adalimumab (Adlumab), Bevacizumab (lvzumab), Rituzimab
(Zestmab) and Tofacitinib (T-Jaki). The chronic portfolio includes Vildagliptin (NuGliptin)
and Teneligliptin (GliptiNext).

A significant portion of RPGL’s domestic revenue is contributed by six textbook brands:
Azoran (Azathioprine), Aldactone (Spironolactone), Lomotil (Diphenoxylate HCI),
Naprosyn (Naproxen), Serenace (Haloperidol) and Norpace (Disopyramide Phosphate).

In the international formulations space, its generic portfolio includes Azathioprine,
Sodium Valproate PR and Nicorandil while the branded generic portfolio has products
such as Siloxogene, Azoran, Mofetyl, Arpimune and Dipsope. RPGL’s international
business primarily caters to the emerging markets of Myanmar, Vietnam, the
Philippines, Sri Lanka, Egypt and Sudan. Key products in the API portfolio include
Quinfamide, Azathioprine, Haloperidol, Risperidone, Propantheline Bromide, Nicorandil,
Pantoprazole and Diphenoxylate.

Fig 7 — Key therapies and products
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution

As of 31 August 2022, out of 119 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 67 have BUY ratings, 30 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 16 are rated SELL. Of these, 2 companies rated BUY and 1 rated ADD have been investment banking clients in the last 12
months. (*Our ADD and REDUCE ratings are in the process of being migrated to the new recommendation structure.)

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 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.

BOBCAPS'’s 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.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996G0O1098009.

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.

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 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
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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 or third party in the past 12 months in connection with research report/activities.
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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