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Please standby. Welcome, ladies and gentlemen, to embecta Corp.'s fiscal second quarter

2025 earnings conference call.

At this time, all participants have been placed in a listen-only mode. Please note that this
conference call is being recorded, and a replay will be available on the Company’s

website following the call.

I would now like to hand the conference call over to your host today, Mr. Pravesh

Khandelwal, Vice President of Investor Relations. Mr. Khandelwal, please go ahead.

Thank you, operator.

Good morning, everyone, and welcome to embecta’s fiscal second quarter 2025 earnings

conference call.

The press release and slides to accompany today’s call, and webcast replay details, are
available on the Investor Relations section of the Company’s website at

www.embecta.com.

With me today are Dev Kurdikar, embecta's President and Chief Executive Officer; and

Jake Elguicze, our Chief Financial Officer.
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Before we begin, I would like to remind you that some of the matters discussed in the
conference call will contain forward-looking statements regarding future events as
outlined in our slides. We wish to caution you that such statements are, in fact, forward-
looking in nature and are subject to risks and uncertainties and actual events or results
may differ materially. The factors that could cause actual results or events to differ
materially include, but are not limited to, factors referenced in our press release today,
as well as our filings with the SEC, which can be accessed on our website. In addition,
we will discuss certain non-GAAP financial measures on this call, which should be
considered a supplement to, and not a substitute for, financial measures prepared in
accordance with GAAP. A reconciliation of these non-GAAP measures to the
comparable GAAP measures is included in our press release and conference call

presentation.

Our agenda for today’s call is as follows:

« Dev will begin by providing some remarks on the overall performance of our
business during the fiscal second quarter of 2025; as well as an overview of our
strategic priorities.

» Jake will then review our financial results for the fiscal second quarter of 2025,
as well as discuss the updated financial guidance for fiscal year 2025.

+ Following these updates, we will open the call for questions.

With that said, I would now like to turn the call over to our CEO, Dev Kurdikar.

Good morning and thank you for taking the time to join us.
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Since we announced the termination of our patch pump program five months ago, we
have been advancing the next phase of embecta’s transformation. At the heart of this
transformation are three strategic priorities that are guiding our execution and shaping

our future.

First, strengthening our core business. We are making solid progress on our global brand
transition, with implementation in the U.S. and Canada underway and on track for
substantial completion in the second half of fiscal year 2025. Simultaneously, we are
pursuing initiatives within our core portfolio that solidify our customer relationships and

reinforce our leadership in insulin injection devices.

Second, expanding our product portfolio. We are advancing initiatives to bring market-
appropriate products to patients by leveraging our strengths in high-volume
manufacturing and global commercial reach. This includes partnerships with generic
drug manufacturers to co-package our pen needles with their potential generic GLP-1
drugs, and, expanding availability of our pen needles in appropriately sized retail

packaging for use with branded GLP-1 drugs delivered via pen injectors.

Third, increasing our financial flexibility. With the insulin patch pump program
restructuring plan substantially complete, we remain on track to deliver meaningful cost
synergies. In fiscal 2025, we remain committed to our goal of paying down
approximately $110 million in debt. With strong free cash flow generation and the
majority of the overall separation-related costs behind us, we believe we are well-

positioned to strengthen our balance sheet and enhance our financial agility.
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We believe consistent execution against these priorities will position embecta for

sustainable performance and long-term success.

Turning to some fiscal second quarter highlights.

Second quarter revenue totaled $259 million, which exceeded our expectations of
between $250 and $255 million that we provided on our last earnings call. As compared
to the midpoint of our prior guidance range, approximately half of the overachievement
in the quarter was due to constant currency performance, while the other half was due to

foreign exchange being less of a headwind than we previously anticipated.

Turning to some additional highlights, during the second quarter, we published the
updated FITTER Forward Expert Recommendations in Mayo Clinic Proceedings. This
1s an important milestone in our commitment to improving clinical outcomes, as the
recommendations support the best global practices for insulin injection technique,

device optimization, and provider training.

Additionally, during Q2 embecta conducted a company-wide employee engagement
survey through Great Place To Work, a global authority on workplace culture, employee
experience, and the leadership behaviors proven to deliver market-leading revenue,
employee retention and increased innovation. We had a tremendous response rate from
our employees worldwide, and we are pleased to announce that we have received
certification as a Great Place to Work for 2025 in 8 countries. This recognition is a
testament to the effort our teams have put into building a strong, authentic, and inclusive

culture.
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I am also pleased to announce that we are continuing to advance our efforts to co-
package our pen needles with potential generic GLP-1 drugs, as well as making our pen
needles available in retail packaging appropriate for use with branded GLP-1 drugs
delivered by pen injectors. We expect this will enable us to expand into a fast-growing
market while leveraging our world-class distribution network and commercial expertise.
We have received several purchase orders from generic manufacturers to co-package
our pen needles, and we look forward to sharing more details about these partnerships

and the market potential at our upcoming Analyst and Investor Day.

We have completed the majority of the steps required to implement the discontinuation
of our insulin patch pump program and the associated restructuring plan announced in

November 2024. This progress has occurred within our previously expected timeline.

Additionally, our stand-up activities are largely complete, with only India yet to be
transitioned to our ERP system and distribution network within the next few months.
Therefore, we continue to be focused on reducing our cost structure and during the
second quarter, we initiated a separate restructuring plan aimed at streamlining our
organization. We expect the plan to be substantially complete by the end of fiscal year
2025. As a result, we anticipate incurring total pre-tax charges of between $4 to $5
million, the majority of which are expected to be cash related. This action is expected to
drive meaningful efficiencies, with estimated pre-tax cost savings of between $7 to $8

million during the second half of fiscal 2025.

Turning to the next slide...
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In line with our commitment to enhancing financial flexibility, we continued to reduce
our debt, making an aggregate principal payment of approximately $27 million on our
Term Loan B facility during the quarter. While on a year-to-date basis, we have reduced
debt by approximately $60 million, which puts us well on-track to achieve our goal of

reducing debt by approximately $110 million during fiscal 2025.

Finally, as we reflect on our second quarter results and look ahead to the remainder of
the year, we are updating our fiscal 2025 guidance. While our teams delivered slightly
better than expected financial performance during the first six months of the year, we
are adjusting our full year 2025 constant currency revenue outlook to account for lower
projected U.S. volumes primarily associated with anticipated reductions in customer
inventory levels tied to store closures at a specific U.S. retail pharmacy customer. That
said, our as-reported revenue guidance remains largely intact, supported by favorable

foreign exchange movements as compared to our previously provided guidance.

In terms of gross margins, we have updated our guidance to reflect the lower constant
currency revenue expectations, as well as the estimated impact of currently implemented
incremental tariffs, which are expected to be a headwind of approximately 25 basis

points to our full year adjusted gross margins.

However, even with these headwinds, we are raising our guidance ranges for adjusted
operating and adjusted EBITDA margins for the year due to disciplined expense
management and the initiation of the previously mentioned restructuring plan in the
second quarter. We are also reaffirming our adjusted earnings per share outlook for fiscal

year 2025.
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Turning to the next slide, I would like to provide an update on our brand transition plan
and walk through the key elements of its execution. This initiative has been in planning
since our spin, and I am pleased to report that the transition is now underway in the U.S.
and Canada. We are executing the program in phases, as intended, and are preparing to
transition most of the remaining markets in the next fiscal year, in line with our original
plan. We continue to expect the global transition to be completed within the next couple

of years.

On the slide, you will see an example of the new embecta-branded packaging contrasted
with the legacy BD Nano 2™ Gen packaging. Importantly, product names and color cues
will remain unchanged—a deliberate decision informed by customer research. At the
same time, we are introducing a modern, refreshed look while maintaining the visual
elements that help healthcare providers and people with diabetes easily recognize our

products.

We remain focused on ensuring operational readiness along the supply chain, including
inventory management, customer communication, and regulatory compliance. This
thoughtful, phased approach is designed to ensure a smooth transition while preserving

the trust of those who rely on our products every day.
Now, let’s review our revenue performance for the second quarter.
During the second quarter of fiscal year 2025, embecta generated $259 million in

revenue, reflecting a 9.8% decline year-over-year on an as-reported basis, or a 7.7%

decline on an adjusted constant currency basis.
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Within the U.S., revenue for the quarter totaled $135.2 million, reflecting a year-over-
year decline of 8.4% on an adjusted constant currency basis. The year-over-year decline
was expected and is primarily due to two factors, both of which relate to the timing of
price increases that went into effect. First, in advance of a price increase that went into
effect on April 1% of 2024, we saw certain customers purchase additional products that
positively impacted our second quarter of 2024 results. Similarly, in advance of a price
increase that went into effect on January 1% of 2025, we saw certain customers purchase
additional products and that positively impacted our first quarter of 2025 results and
resulted in an offsetting reduction in the second quarter. As such, the combination of

these two factors led to a difficult comparable for our U.S. business.

Turning to our International business, during Q2 revenue totaled $123.8 million, which
equated to a 7.0%, and $10 million decline on an adjusted constant currency basis as
compared to the prior year period. Like the U.S., this decline was expected and due to
certain customers purchasing additional products in advance of ERP implementations in

certain regions in the prior year period.

While from a product family perspective, during the quarter, pen needle revenue
declined approximately 12.1%, syringe revenue grew by approximately 1.7%, safety
products grew approximately 4.2%, and contract manufacturing grew approximately

73%.

The decline in year-over-year pen needle revenue was primarily driven by the timing

issues associated with price increases that went into effect within the U.S., coupled with
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the unfavorable prior-year comparison stemming from ERP-related inventory builds

within our International markets.

Turning to our syringe products, they grew in the quarter by 1.7%, driven by

International markets, specifically Latin America and Asia.

While our safety products grew 4.2% as compared to the prior year period due to the
annualization of share gains resulting from a competitor discontinuing their product and

exiting the market.
That completes my prepared remarks, and with that, let me turn the call over to Jake to
review other Q2 financial highlights, as well as provide our updated financial guidance

for fiscal year 2025.

Jake....

Thank you, Dev, and good morning, everyone.

Given the discussion that has already occurred regarding revenue, I will start my review

of embecta’s second quarter financial performance at the gross profit line.

GAAP gross profit and margin for the second quarter of fiscal 2025 totaled $164.1
million and 63.4%, respectively. This compared to $185.4 million and 64.6% in the prior

year period.
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While on an adjusted basis, our Q2 2025 adjusted gross profit and margin totaled $165
million and 63.7%. This compared to $185.8 million and 64.7% in the prior year period.

The year-over-year decline in adjusted gross profit and margin was primarily driven by
the impact of net changes in profit-in-inventory adjustments, as well as the lower year-
over-year revenue that Dev mentioned earlier. These headwinds were partially offset by
manufacturing cost improvement programs, lower supply chain functional spend, lower

freight costs, and our ability to drive year-over-year price increases.

Turning to GAAP operating income and margin, during the second quarter they were
$62.9 million and 24.3%. This compared to $39.2 million and 13.6% in the prior year

period.

While on an adjusted basis, our Q2 2025 adjusted operating income and margin totaled
$81.4 million and 31.4%. This compared to $74.9 million and 26.1% in the prior year

period.

The year-over-year increase in adjusted operating income and margin is primarily due
to lower R&D expenses associated with the discontinuation of our insulin patch pump
program; as well as lower SG&A expenses primarily driven by lower TSA costs, as well
as lower compensation and marketing expenses. This was offset by the adjusted gross

profit changes I outlined.

Turning to the bottom line.

10
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GAAP net income and earnings per diluted share were $23.5 million and $0.40 during
the second quarter of fiscal 2025, as compared to $28.9 million and $0.50 in the prior

year period.

While on an adjusted basis, during the second quarter of fiscal 2025, net income and
earnings per share were $40.7 million and $0.70, as compared to $38.9 million and $0.67

in the prior year period.

The increase in year-over-year adjusted net income and diluted earnings per share is
primarily due to the adjusted operating profit drivers I just discussed, as well as a
reduction in interest expense. This was partially offset by an increase in our adjusted tax

rate from approximately 18% in Q2 of 2024 to approximately 25% in Q2 of 2025.

Lastly from a P&L perspective, for the second quarter of 2025 our adjusted EBITDA
and margin totaled approximately $97.1 million and 37.5%, as compared to $90.8

million and 31.6% in the prior year period.

Turning to the balance sheet and cash flow.

At the end of the second quarter, our cash balance totaled approximately $212 million,
while our last twelve months net leverage as defined under our credit facility agreement
stood at approximately 3.7x. As a reminder our net leverage covenant requires us to stay

below 4.75x.

As Dev mentioned earlier, we continue to be focused on more aggressively de-levering,

and during the second quarter we paid down $27.4 million of Term Loan B debt. I'm

11
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pleased to say that we remain on track to achieve our goal of reducing our gross debt by
$110 million during fiscal 2025, as well as getting our net leverage levels to approach

approximately 3x by year-end.

That completes my prepared remarks on our second quarter 2025 results.

Next, I would like to discuss embecta’s updated 2025 financial guidance and certain

underlying assumptions.

Before I begin, [ want to acknowledge the evolving tariff landscape and provide some

important context regarding our global operations.

As a reminder, we manufacture our products across three key facilities: Dun Laoghaire,
Ireland; Holdrege, Nebraska; and Suzhou, China. We do not perform any manufacturing
in either Canada or Mexico. It’s important to note that tariff regulations extend beyond
manufacturing location and require detailed analysis of trade classifications and rules of

origin to determine potential exposure.

As it relates to our global operations, we have now incorporated the impact of tariffs
currently in effect, notably the incremental 125% tariffs for raw material and finished
goods being imported into China with the U.S. as the country of origin, the incremental
145% tariffs for imports into the U.S. from China, and incremental baseline 10% tariffs
for imports into the U.S. from certain other countries. We have also assumed that certain
exemptions are applicable to certain materials and finished goods being imported into

the U.S.

12
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We have not incorporated the potential incremental tariffs that may be implemented after
the current pause on tariffs has expired. Given the uncertainties surrounding the evolving
global trade environment, our estimates remain subject to change and we will continue

to monitor the situation and provide updates when appropriate.

As always, we remain committed to mitigating potential impacts where possible to make
sure we continue supporting our customers and the people living with diabetes who rely

on our products.

Now, let me discuss our updated guidance.

Beginning with revenue.

On an adjusted constant currency basis, we are lowering our previously provided
guidance range by 150 basis points on both the low and high ends, as we now call for

revenue to decline between 2.5% and 4% as compared to 2024.

At the low end of the range, we estimate that volume will be a headwind of

approximately 3% and that pricing will be a headwind of approximately 1%.

Meanwhile, at the high end of our constant currency revenue guidance range, we
estimate that volume will be a headwind of approximately 1.5% and that pricing will be

a headwind of approximately 1%.

As Dev noted earlier, the additional 1.5% volume headwind which we have incorporated

into our outlook is driven by lower projected U.S. volumes primarily associated with

13
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anticipated reductions in customer inventory levels tied to store closures at a specific

U.S. retail pharmacy customer.

We believe this is transitory and does not reflect any fundamental change in the stability

of our base business.

Turning to our thoughts on F/X.

Since we provided our updated fiscal 2025 financial guidance in early February, the U.S.
dollar has weakened against most currencies, and as a result, we currently expect F/X to
be a headwind of approximately 0.8%, as compared to our prior guidance which called

for F/X to be a headwind of approximately 2.2%.

Additionally, our as-reported 2025 GAAP revenue will not be impacted by the 2015
through 2023 amount that we needed to accrue associated with the Italian payback
measure which impacted our 2024 as-reported GAAP revenue. This equates to a tailwind

of approximately 0.4%.

On a combined basis, our as-reported revenue guidance remains largely unchanged at a

range of between $1 billion 73 million and $1 billion 90 million.
Turning to adjusted gross margin, we are lowering our previously provided guidance

range by 50 basis points and now expect adjusted gross margin to be in the range of

between 62.75% and 63.75%.

14
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The reduction in our current versus prior adjusted gross margin guidance is primarily
due to the reduction in our constant currency revenue, as well as the incremental impact
of tariffs. This is somewhat offset by favorable profit-in-inventory adjustments and cost

improvement actions we are taking within cost of sales.

While from an adjusted operating margin standpoint, we are raising our guidance from
a range of between 29.5% and 30.5% to a new range of between 29.75% and 30.75%.
This improvement in adjusted operating margin is primarily driven by the expected cost

savings associated with the restructuring plan announced this quarter.

Moving to earnings.

Our better than expected second quarter earnings performance, coupled with the
restructuring plan we announced today, as well as favorable shifts in foreign exchange,
are enabling us to absorb the impact of the lower adjusted constant currency revenues
and incremental tariffs, thereby allowing us to maintain our previously provided adjusted

diluted earnings per share guidance range of between $2.70 and $2.90.

Our updated guidance range continues to assume that our annual net interest expense
will be approximately $107 million; that our annual adjusted tax rate will be
approximately 25%; and that our weighted average diluted shares outstanding will be

approximately 58.9 million.

Our guidance also continues to assume that we will use between $50 and $60 million of

cash during fiscal 2025 associated with separation costs largely related to brand

15
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transition. While as it relates to capital expenditures, we now expect to incur
approximately $15 million during the year, down from our prior estimate of

approximately $20 million.

For cash usage associated with the discontinuation of our insulin patch pump program,
our guidance now assumes that we will use between $20 and $25 million, as compared

to our previous estimates of between $25 and $30 million.

Lastly, for the same reasons we increased our adjusted operating margin guidance range,
we are also raising our adjusted EBITDA margin guidance from a range of between

36.0% and 37.0%, to a new range of between 36.25% and 37.25%.

And before I turn the call over to the operator, I wanted to take a moment to remind
everyone that we will be hosting our inaugural Analyst & Investor Day on May 22nd in
New York City. We are looking forward to providing a deeper look into our portfolio,
value creation opportunities, and long-term financial objectives. We hope to see many

of you there. Please RSVP by following the instructions on this slide.

With that, I would like to turn the call over to the operator for questions.

Operator...

As we close the call, I want to express my sincere gratitude to my colleagues at embecta
around the world. Our global team remains focused on executing the priorities that we
have laid out even as uncertainty exists in the macroeconomic and global trade

environments.
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Finally, we look forward to engaging with all of you at upcoming conferences and at our

Investor Day on May 22", 2025, where we will share more about our vision for embecta.

Thank you for calling in and your interest in embecta.
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