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Domestic business recovery, pricing pressure in US to continue   
We expect the companies under our coverage to report weak performance in Q2FY18 due to high 
base (exclusive opportunities) and pricing pressure in US. However, we expect the domestic busi-
ness of pharma companies to bounce back to mid teen levels on the back of channel refilling at the 
stockiest level. We expect increase in working capital by the pharma companies as there is a delay in 
receiving the input credit under GST. Overall our pharma coverage expected to post Revenue/
EBIDTA/PAT growth of -6%/-32%/-38% YoY in Q2FY18. We expect the EBITDA margin of our cover-
age universe to decline by 823bps YoY, underpinned by a currency fluctuations in emerging markets, 
regulatory issues, severe competition in the US, consolidation of retail chains leading to pricing pres-
sures in the US, faster approvals by USFDA leading to increased competition from more players. 
Aurobindo Pharma 

We expect Aurobindo Pharma’s Q2FY18E revenues to grow by 9.1% YoY to Rs41.2bn, aided by 
base business growth in US and revenues from generic Renvela (sevelamer carbonate), where auro-
bindo pharma was the sole player during July-September’17. The company’s EBITDA margin is ex-
pected to improve by106bps YoY to 25.7% in Q2FY18 from 24.6% in Q2FY17, mainly due to high 
margin generic Renvela contribution. We expect participation in high‐value ARV tender business will 
benefit the company in better EBITDA margin. PAT expected to come at Rs6.8bn (13.2% YoY).  
Dishman Pharma 

Dishman Pharma is expected to deliver ~8% revenue growth with EBITDA growth of 9.7% on the 
back of improved operational efficiency. The net profit would grow by 11.8% YoY to Rs 612mn due to 
lower finance cost.  
Glenmark Pharma 

We expect Glenmark to report 4.4% sales growth primarily on back of 8% YoY growth in domestic 
business, while the US generic segment is expected to decline marginally by 3% YoY. We expect 
margins to decline by 435bps to 15.8% on the back of product mix net profit is set to decline by 4% Y
-o-Y to Rs2.15bn from Rs2.23bn. 
Granules India 

We expect Granules India’s revenues to grow by 6.3% YoY to Rs3.8bn. We expect EBIDTA margin 
to improve by 66bps YoY to 21.1% from 20.4% due to the change in product mix, with increased 
sales of high-margin formulations and with operational efficiency. Net profit to grow at lower pace by 
3.7% YoY to Rs423mn from Rs408mn due to increase in depreciation and finance cost. 
Lupin 

We expect Lupin’s Q2FY18E sales to contract by 6.5% YoY due to the increased competition in 
Glumetza and Fortamet generics in the US market and the absence of 180-days exclusivity of gener-
ic Glumetza in the US market. 
We expect EBIDTA margin to decline by 297bps to 21% from 24% mainly due to high base of metfor-
min in Q2FY17. The net profit to decline sharply by 34% YoY to Rs 4.34bn from Rs6.6bn on the back 
of weak operational performance.  
Sun Pharma 

We expect Sun Pharma’s revenues are likely to decline by~17.5% YoY, mainly due to expected low-
er growth of Taro, pricing pressure in the US market and consolidation of distributors in the US and 
absence of 180-days exclusivity for generic Gleevec. The company’s EBIDTA margin expects to de-
cline by 1735bps YoY to 21% from 38.3% due to adverse product mix. The net profit is likely to de-
cline by 57.6% YoY to Rs9.5bn from Rs22.3bn due to weak operational performance. 
Aarti Industries  
We expect Aarti Industries to see revenue growth of 15.6% YoY, aided by strong volume growth in 
speciality chemical segment supported with healthy growth in pharma segment. The company’s 
EBIDTA margin expects to decline to 18.9% from 21.3%. The net profit is likely to decline by 8.6% to 
Rs695mn from Rs760mn due to increase in depreciation and finance cost. 
Vinati Organics 

We expect Vinati organics to report robust revenue growth of 36.5% YoY on the back of low base, 
new product launches and sustainable growth in existing product. EBITDA margin expected to re-
main healthy at 32.3%. Strong revenue, operational performance and decline in interest cost trans-
late into 32.5% YoY earnings growth.   
IG Petrochemicals  
We expect IG petrochemicals to deliver revenue growth of 12.9% YoY, supported by healthy growth 
in base business and starting of revenue from MA business. EBITDA margins to grow at higher pace 
due to low base. Net profit to grow at 61.4% YoY to Rs 327mn from Rs 203mn.  
  

 Our Top Picks: Aurobindo Pharma, Granules India, IG Petrochemicals  

Relative Price Chart 

* UR = Under Review 

 Performance (%) 1m 3m 1Yr 

Aurobindo Pharma 1.0 2.7 -7.3 

Dishman Pharma# -100.0 -100.0 -100.0 

Glenmark Pharma 1.3 -10.5 -33.7 

Granules India 12.5 1.1 18.3 

Lupin 5.9 -6.3 -27.2 

Sun Pharma 4.5 -4.0 -26.6 

Aarti Industries 2.8 -9.1 23.9 

Vinati Organics 6.5 3.9 65.6 

IG Petrochemicals  32.9 69.4 218.3 

Company name Reco CMP 
Target 
price 

Aurobindo Pharma Hold 764 832 

Dishman Pharma Hold 299 UR 

Glenmark Pharma Buy 613 897 

Granules India Buy 142 173 

Lupin Buy 1066 1174 

Sun Pharma Buy 549 752 

Aarti Industries Hold 900 942 

Vinati Organics Hold 1006 1167 

IG Petrochemicals  Hold 758 UR 

# = Corporate Action 
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Summary Estimates ( In mn) 

Company 

Revenues EBITDA EBITDA  Margin (%) PAT PAT  Margin (%) 

Q2FY18E Q2FY17 
Y-o-Y 
(%) Q2FY18E Q2FY17 

Y-o-Y 
(%) Q2FY18E Q2FY17 Q2FY18E Q2FY17 Y-o-Y (%) Q2FY18E Q2FY17 

Pharmaceuticals                           

Aurobindo Pharma 41,203 37,755 9.1% 10,578 9,292 13.8% 25.7% 24.6% 6,854 6,056  13.2% 16.6% 16.0% 

Dishman Pharma 4,720 4,366 8.1% 1,270 1,158 9.7% 26.9% 26.5% 612 
                 

547  11.8% 13.0% 12.5% 

Glenmark Pharma 23,224    22,241  4.4% 3,676 4,488  -18.1% 15.8% 20.2% 2,147 2,236  -4.0% 9.2% 10.1% 

Granules India 3,869 3,638 6.3% 815 742 9.8% 21.1% 20.4% 423 
                 

408  3.7% 10.9% 11.2% 

Lupin 40,135 42,905 -6.5% 8,425 10,281  -18.0% 21.0% 24.0% 4,343 6,622  -34.4% 10.8% 15.4% 

Sun Pharma 68,177 82,651 -17.5% 14,301 31,677 -54.9% 21.0% 38.3% 9,477 22,351  -57.6% 13.9% 27.0% 

Chemicals                           

Aarti Industries 8,209 7,103 15.6% 1,553 1,509 2.9% 18.9% 21.3% 695 760 -8.6% 8.5% 10.7% 

Vinati Organics 1,830 1,398 30.9% 652 460 41.6% 35.6% 32.9% 421 304 38.3% 23.0% 21.8% 

IG Petrochemicals  2,879 2,550 12.9% 491 342 43.6% 17.1% 13.4% 327 203 61.4% 11.4% 7.9% 

Source: Company, BP Equities Research 
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