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Strong runway for growth

Key Points

>

We hosted the management of Eris Lifesciences Ltd (Eris) at the NBIE
virtual Investors’ Conference to discuss the company’s business outlook.
The management believes that in FY24 it will start reaping the benefits of
recent acquisitions, with expected topline of ~Rs20bn and EBITDA
margin of ~35%.

The Derma segment is expected to outpace company-level growth with
margin improvement post commercialization of derma facility in Jan’24.
In the Insulin business, the company is confident of achieving breakeven
in FY24, led by scale-up of existing products & new launches.

We like Eris due to its pure domestic play, Speciality focus, strong
financials, healthy balance sheet and high return ratios. We maintain BUY
with a target price (TP) of Rs1,022, valuing it at 14x June’25E
EV/EBITDA.

Business overview

In FY24, the company will start reaping the benefits of recent
acquisitions of Oaknet and the Derma product portfolio. It has a strong
pipeline of products lined up, including line extensions.

Eris will launch Linagliptin in the near term while Zayo sales have
crossed Rs20mn/month. It has 10 products under development, most of
which will be first-to-market. The company will continue to file first in
market products in India.

Eris will continue to grow 400-500bps faster than the IPM, which is
expected to grow by 9-10%.

The company does not expect to add any field force during the year.
Price hike benefits will be seen 2QFY24 onwards.
No other large patent expiry is expected in FY24.

MR strength stands at ~2,900 reps. MR productivity stands at 5
lakh/month.

The company will continue to stick with Chronic and Sub-chronic therapy
areas. The business model is focused on oral medication, which is
prescribed in clinics vs drugs being sold in hospitals.

The Pharma sector is fragmented globally as well. While the Indian
market remains competitive, the focus remains on the Indian markets.

Eris has coverage of ~300 towns, which is 85% of IPM.

For FY24, the company has targeted sales of ~Rs20-21bn with EBITDA
margin of 35%.

Est Change -
TP Change -
Rating Change

Company Data and Valuation Summary

Reuters ERIS.BO
Bloomberg ERIS IN Equity
Market Cap (Rsbn / US$bn) 112.7/1.4
52 Wk H /L (Rs) 880 /551
ADTV-3M (mn) (Rs / US$) 162.0/2.0
Stock performance (%) 1M/6M/1yr 3.5/32.6/19.5
Nifty 50 performance (%) 1M/6M/1yr 1.2/56/11.3
Shareholding 3QFY23  4QFY23  1QFY24
Promoters 52.7 52.9 52.9
Dlls 9.9 10.0 10.7
Flls 155 14.9 13.8
Others 21.9 22.3 22.6
Pro pledge 0.0 0.0 11.4

Financial and Valuation Summary

Particulars (Rsmn) FY22 FY23 FY24E FY25E
Net sales 13,470 16,851 21,112 24,939
EBITDA 4,850 5,367 7,430 9,072
Net profit 4,061 3,787 5,040 6,500
EPS (Rs) 29.9 27.9 37.1 47.8
EPS growth (%) 14.2 (6.8) 33.1 29.0
EBITDA margin (%) 36.0 31.9 35.2 36.4
PER (x) 27.6 29.6 22.3 17.3
EV/Sales (x) 8.3 7.1 5.4 4.3
EV/EBITDA (x) 23.0 22.4 15.2 11.8
ROCE (%) 21.9 14.7 15.7 18.6
ROE (%) 23.3 18.5 21.0 227

Source: Bloomberg, Company, Nirmal Bang Institutional
Equities Research

Please refer to the disclaimer towards the end of the
document.
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Oaknet business

e Oaknet had 65-70% gross margin with ~10% EBITDA margin when it was acquired (EBITDA
margin of 24% in FY23, with expectation of 35% in FY24), with low PCPM. Post-acquisition,
Oaknet re-activated the whole pipeline and 700 reps have been transferred to the company. The
intent was to give them more products to sell. The company has worked on gross margin
improvement through smart sourcing. The Derma facility will be ready in Jan’24, which will further
improve gross margin to 70-75%.

e The rationale behind the acquisition of Derma brands was that most acquired brands were tail-
end brands for incumbent companies and they weren’t promoted aggressively. These brands had
grown at a meagre high single digits over the last 2-3 years. Through Oaknet and Glenmark
brands, the company has ventured into Medical Dermatology while through Dr Reddy’s brands it
has entered into Cosmetic Dermatology.

e The company has covered ~40-45% of the Dermatology market. Dermatology is expected to grow
faster than the company’s average growth rate.

Insulin business

e The Insulin business posted sales of ~Rs90mn in 1QFY24. For FY24, the target is to reach
Rs500mn. The current patient coverage is ~60,000 people. The company’s aspiration is to reach
10% market share over the next 10 years.

Others
e The promoter pledged stake to increase their stake in the company.

e The Trade Generics business is not the focus area. Focus would continue to remain on Branded
Formulations business. The company does not intend to venture into export branded generic
markets.

e Overall, Eris has covered 30-35% of IPM. The company has the potential to expand coverage,
enter new therapies and increase doctor coverage. Earlier, the focus was only on super specialist,
but post covid, the company has shifted focus to MDs as well.

Eris Lifesciences (ERIS)
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Valuation and Outlook

Eris’ adjusted net profit is expected to clock 31% CAGR over FY23-FY25E mainly on the back of
21.7% CAGR in revenue and improvement of 452bps in EBITDA margin to 36.4%. EBITDA
margin is expected to improve from here on mainly on the back of: (1) Sharp improvement in
Oaknet margins and MR productivity with consolidation of the acquired Dr Reddy’s and Glenmark
portfolios, shifting to in-house manufacturing and synergy benefits with the standalone business
(2) Reduced loss in the Insulin segment (expected to reach breakeven in FY24) and (3)
Operational leverage, especially driven by scale-up in new launches. Industry-leading growth in
revenue is expected to continue due to its strong focus on the Chronic portfolio, market share
gain in existing products, new launches and potential inorganic growth opportunities.

The company is currently trading at 22.3x/17.3x PE on FY24E/FY25E and 15.2x/11.8x
EV/EBITDA on FY24E/FY25E numbers. We like Eris Life due to its pure domestic play, Speciality
focus, strong financials, healthy balance sheet and high return ratios. We maintain BUY with a
TP of Rs1,022, valuing it at 14x June’25E EV/EBITDA. We value Eris Life on EV/EBITDA basis

as it removes tax rate volatility (especially post the Guwahati plant coming out from eligible tax
exemption) and focus on the core operational performance.

Exhibit 4: One-year Rolling Forward EV/EBITDA Chart
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Source: BSE, Bloomberg, Company, Nirmal Bang Institutional Equities Research

Eris Lifesciences (ERIS)



% NIRMAL BANG Institutional Equities

Financial statements

Exhibit 5: Income statement Exhibit 7: Cash flow
Y/E March (Rsmn) FY21  FY22  FY23 FY24E FY25E Y/E March(Rsmn) FY21  FY22 FY23 FY24E FY25E
Net sales 12,119 13,470 16,851 21,112 24,939 pgT 3,945 4,422 4,046 5,853 7,734
% growth - 128 112 251 253 181 pgepreciation 430 647 1171 1620 1,673
Raw material costs 2,383 2,585 3,524 4,184 4,758 Net Chg in WC 53 (299) (1,755) 664 (413)
Staff costs 2,293 2523 3,462 4,188 4,951 T 685 633 . 610) (1933
Other expenditure 3,137 3513 4499 5309 6,158 @€ (685)  (833)  (772)  (819) (1,933)
Total expenditure 7813 8621 11484 13681 15867 Interest 18 4 282 232 114
Gross profit 9,736 10,885 13,328 16,928 20,181 Others (M (196) (34) 1374 116
% growth 7.9 11.8 22.4 27.0 19.2 CFO 3754 3,783 2,917 8923 7,290
EBITDA 4,306 4,850 5,367 7,430 9,072 Capex (257) (1,203) (14,958) (500) (500)
% growth 169 126 107 384 221 NetInvestments made (2,946) (1,881) 4,904  (500)  (500)
EBITDA margin (%) 355 36.0 31.9 35.2 364 Gihers 30  (112) 232 i i
her i 7 261 112 274 44
Other income 8 6 ° cr (3,234) (3,196) (9,821) (1,000) (1,000)
Interest costs 18 41 262 232 114 ) e ol
Depreciation 430 647 1171 1620 1,673 ClangeinSharecapita ; ; ; ; ;
i Change in Debts 0 335 7,763 (5,929 -
Profit before tax & 3945 4422 4046 5853 7,734 gems (6,929)
xceptional ltems Interest Paid (18) (39) 234 (232) (114)
Exceptional It 0 0 0 0 0
xeeplionat flems Div. &Div Tax (747)  (816)  (999) (1,008) (1,300)
Profit before tax 3,945 4,422 4,046 5853 7,734 )
% growth 190 121 -85 446 321 Omhers (59) [N - -
Tax 394 364 305 819 1233 CFF (824)  (447) 6,955 (7,169) (1,414)
Effective tax rate (%) 10.0 8.2 75 14.0 15.9 Total Cash Generated (304) 140 52 755 4,877
PAT before Minority Interest 3,551 4,058 3,742 5,034 6,500 Cash Opening Balance 673 369 509 560 1,315
Share of MI 0 -3 -45 -6 0 cash Closing Balance 369 509 560 1,315 6,192
Reported PAT 3,551 4,061 3,787 5,040 6,500 Source: Company, Nirmal Bang Institutional Equities Research
Adjusted PAT 3551 4,061 3,787 5040 6,500
0, - A .
/ogrowth 19.9 14.4 6.8 33.1 290 Eyhibit 8: Key ratios
Adjusted EPS (Rs) 26.2 29.9 27.9 37.1 47.8
% growth 19.9 14.2 68 331 29,0 Y/EMarch FY21 FY22 FY23 FY24E FY25E
Source: Company, Nirmal Bang Institutional Equities Research Profitability & return ratios
EBITDA margin (%) 35.5 36.0 31.9 35.2 36.4
: Exhibit 6: Balance sheet Net profit margin (%) 29.3 30.1 22.5 23.9 26.1
Y/E March (Rsmn) FY21 FY22 FY23 FY24E FY25E ROE (%) 247 233 185 210 227
Share Capital 136 136 136 136 136 RoCE (%) 234 219 147 157 186
Reserves & Surplus 15,628 18,947 21,824 25856 31,056 RoIC (%) 25.3 23.4 15.4 164 218
Net worth 15,764 19,083 21,960 25991 31,192 Working capital & liquidity
Minority Interest 0 -1 247 241 241 ratios |
Net deferred tax liabilities 457 419 163  -184  -pp0 hecelvables (days) 42 4l 49 4l 4l
Total Loans 0 450 6444 2444 2444 INventory(days) 28 32 28 32 32
Other Long Term Liabilities 419 732 1,013 1,056 1,118 Payables (days) a1 32 27 32 32
Total Equities & Liabilities 16,640 20,683 29,501 29,549 34,796 Current ratio (x) 2.8 3.1 1.7 2.3 3.9
Net Block 779 1,679 3,560 2,440 1,267 Quick ratio (x) 2.2 2.6 1.4 1.8 3.3
CcwWIP 0 240 214 214 214 .
Leverage ratios
Intangible Assets and Goodwill 7,776 7,531 22,124 22,124 22,124 TP o1 0.0 04 0.0 02
Non-Current Investments 2,436 4,208 67 67 67 o o¢ quity () - ' ' ' -
Other Non-Current Assets 2648 2748 321 385 439 'nterestCover (x) 2151 1014 160 250 652
Inventories 945 1179 1,314 1821 2,143 NetDebUEBITDA (x) 0.2 0.1 15 0.1 -0.6
Debtors 1,405 1,610 2927 2,327 2,740 Valuationratios
Cash 383 523 585 1,339 6,916 EV/sales (x) 9.2 8.3 7.1 54 4.3
Investments 504 995 300 800 1,300 EV/EBITDA (X) 25.8 23.0 22.4 15.2 11.8
Other current assets 1,434 1,966 2521 1,300 1,300 P/E (x) 315 27.6 29.6 22.3 17.3
Total current assets 4,670 6,273 7,647 7,587 14,400 P/BV (X) 71 5.9 5.1 4.3 3.6
Creditors 1,026 1,178 1,248 1,819 2,141 - — "
N Source: Company, Nirmal Bang Institutional Equities Research
Other current liabilities 643 819 3,185 1,449 1,574
Total current liabilities 1,669 1,996 4,432 3,268 3,715
Net current assets 3,001 4,277 3,215 4,319 10,684
Total assets 16,640 20,683 29,501 29,549 34,796

Source: Company, Nirmal Bang Institutional Equities Research

Eris Lifesciences (ERIS)
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Rating Track

Date Rating Market price Target price (Rs)
29 September 2022 Buy 696 843
21 October 2022 Buy 705 843
18 January 2023 Buy 652 843
16 March 2023 Buy 586 804
17 May 2023 Buy 638 835
6 June 2023 Buy 640 835
8 August 2023 Buy 827 1,022
7 September 2023 Buy 825 1,022
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation.
NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no.
INHO00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in
cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company.
NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the
research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership
of 1% or more in the subject company at the end of the month immediately preceding the date of publication of this research
report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities
of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received any
compensation or other benefits from the company covered by Analyst or third party in connection with the research report.
Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been engaged
in market making activity of the subject company.

Analyst Certification: 1/We, Mitesh Shah, Research Analyst and Bhavya Sanghavi, Research Associate, the authors of this
report, hereby certify that the views expressed in this research report accurately reflects my/our personal views about the
subject securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst
was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research. The
analyst is principally responsible for the preparation of this research report and has taken reasonable care to achieve and
maintain independence and objectivity in making any recommendations.

Eris Lifesciences (ERIS)
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Disclaimer

Stock Ratings Absolute Returns
BUY > 15%

ACCUMULATE -5% to15%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is
not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in
or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation
and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a
state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject
NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees 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. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind,
regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fithess for a particular purpose, and non-
infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications
and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its
clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading.
The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional
risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect
the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of
NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication
in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages
whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the
information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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