GF Eastern Financiers 11 May, 2023

Recommendation

Laurus Lab Ltd.

Current Market Price (CMP) Target Price
Rs. 321.45 Rs. 475

Our price target of Rs. 475 offers upside of approximately 50% from current
market price, over a 2 year period.

Opportunity

» Laurus Labs (LL) stock has gone steadily downhill after hitting a 52 wk high of Rs 606 in August
2022. It has practically halved to the current price due to various factors, which are transitory in
nature, in our view.

 We feel the LL stock presents a good long-term opportunity to deploy patient capital in
expectation of earning significant returns, with limited downside.

* LL posted a revenue CAGR of 24% and EPS CAGR of 35% between FY18-FY23.

Company Update:

* The key business areas of LL in the just concluded FY23 were:

1. FDF (19% of sales) — This declined by 39% due to less procurement from global agencies and
adverse pricing. LL has now signed supply agreement with global funds for ARV drugs in FY24-
FY25.

2. API (43% of sales) — Grew 28% in FY23, supported by growing CMO opportunities

3. CDMO-Syn (36% of sales) — Benefitted from scale execution with Big Pharma in record time,
visibility of LL to win more business from global clients is enhanced.

4. Bio (2% of sales) - Strong rebound and recorded 25% growth in sales. Key portfolio driver
includes AOF (animal origin free) proteins.

* LL has more than 6500 employees of which 2300 are in the scientific team (R&D/Quality). The
total R&D spend in five years, between FY18-FY23, is a high Rs 923 crs.
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Laurus Lab Ltd. - BUY

Positive:

LL posted a good revenue growth of 22% in FY23 to clock Rs 6041 crs of sales, EBITDA was up
11% at Rs. 1594 crs but PBT was up only 2% at Rs. 1109 crs, Operating Cash Flow grew 9% to Rs.
994 crs, EPS was Rs. 14.6, down 5%. Net working capital rose only 14% though sales grew 22%.
Total debt increased by only Rs. 240 crs in FY23 for LL, despite incurring a capex of Rs. 990 crs.

Current Negativesin LL:

The aspirational goal of USD 1 bn in revenue was deferred in mid-2022, due to severe price
erosion in ARV APIs and low offtake in ARV formulation.

The management has guided to a flat or marginally higher revenue in FY24 in late April 2023, so
practically there are two years — FY23 and FY24 — of stagnancy.

Large capex cycle underway, whereby LL has invested about Rs 1000 crs in both FY22 and FY23
and is expected to do the same in FY24. The Company charges all pre-operative expenses to the
current income statement, thus burdening current profits.

The Potential Positives for LL:

The CDMO business (has highest margins) has seen a breakthrough with Big Pharma, right to
win in CDMO is based on reputation, regulatory track record and plant flexibility with volumes.
Three greenfield sites are being set up to scale up this business

The Biotech business is also scaling up well, expanding capacities to grow the AOF proteins
segment as well as large scale precision fermentation going up to 1 mn litres.

The price erosion and offtake uncertainty prone ARV business will scale down to just 25-30% of
sales in FY25, from a high 73% of sales in FY18. This will protect LL from cyclicality and margin
pressure.

Recommendation:

We expect LL to resume its growth journey from early CY2024 with full impact on FY25 numbers.
The aspirational target of USD 1 bn in sales may be achieved by the end of FY25. With steady
margins, there’s ample reason to believe that LL will be able grow EPS by about 40-50% over FY24-
FY25 and thus can justify our aggressive price target to be achieved over a period of two years.
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Disclaimer

Eastern Financiers Limited (hereinafter referred to as ‘EFL’) is @ Member registered with SEBI having membership of NSE, BSE, MCX. It is also registered as a Depository
Participant with NSDL. It is also having AMFI certificate for Mutual Fund Distribution. The associate of EFL is engaged in activities relating to Insurance Broking. No disciplinary
action has been taken against EFL by any of the regulatory authorities. EFL/its associates/research analysts do not have any financial interest/beneficial interest of more than one
percent/material conflict of interest in the subject company(s). EFL/its associates/research analysts have not received any compensation from the subject company(s) during the past
twelve months. EFL/its research analysts has not served as an officer, director or employee of company covered by analysts and has not been engaged in market making activity of
the company covered by analysts. 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. 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. EFL 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. EFL 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 EFL endeavors 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.
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