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Glenmark Pharmaceuticals (GNP IN)

Rating: SELL | CMP: Rs481 | TP: Rs365

US derma continue to be drag for growth

Quick Pointers:

"  US derma portfolio (35% of US sales) continues to witness strong price erosion
"  Guided for unattainable 19% EBITDAM for FY21E (v/s 14% in FY20)

1QFY21 earnings were mixed bag with revenue lower than our estimate
however EBITDA, EBITDAM and PAT were higher due to lower SG&A
(operating leverage). We continue to maintain SELL and retain TP of
Rs365(12x PE of FY22E) as its core business continues to witness headwinds
that may impact growth and margin. GNP is our top sell idea as 1) US derma
portfolio (35% of US revenue) continues to witnesses 15-20% price erosion,
2) has thin product pipeline for US market with guidance of 8-10 new launches
for FY21E and only 44 pending ANDA'’s, 3) 60-65% of R&D spend towards low
visibility specialty products, 4) insignificant EBITDA contribution from the
new Monroe facility even with qualitative approvals (due to higher operating
cost), 5)USD appreciation may increase gross debts and 6)LATAM and Semi-
regulated markets may get impacted due to COVID and currency volatility.
GNP guided that its EBITDAM 19% in 1QFY21 may likely be achievable for
FY21E due to lower SG&A. We believe SG&A decline of 34% QoQ and 24%
YoY looks unstainable, adding that once COVID cases decline its marketing
and travelling costs are expected to get back to normal level.

Positive surprise at EBITDA level due to lower SG&A: Revenue declined 15%
QoQ to Rs23bn (PLe: Rs25.7bn). India formulations grew 4% YoY while US/Semi-
regulated/LATAM/Europe declined QoQ to 2.5%/ 37%/ 63%/ 34%. In 4QFY20, it
had one-time opportunity from Europe. EBITDA grew 8% QoQ to Rs4.4bn (PLe:
Rs3.8bn) and EBITDAM was 19.2% (PLe: 15%) v/s 15% QoQ due to lower SG&A.
PBT and PAT grew 15% QoQ to Rs3.2bn (PLe: Rs2.2bn) and Rs2.5bn (PLe:
Rs1.6bn). PAT was higher by Rs280m in1QFY21 due to gain from sale of Vwash
brand.

Conference Call and Key Highlights

" India: Domestic formulation grew 4% YoY as April-May were impacted due to
lockdown. Its consumer business declined by 15% YoY due to disruption at
supply channel. GNP launched Favipiravir in last week June CY20 and its
revenue would be included in 2QFY21. As per IPM, GNP made sales of
Rs620m of Favipiravir in Jul CY20 respectively.

®  US: Revenue was US$98m v/s US$105m (Q4FY20) and US$112m (Q3FY20).
Its derma products (35% of US revenue) observed a 15% price erosion due to
competition in Mupirocin, Atomoxetine HCL, and Calcipotriene during the
quarter. GNP has a weak product pipeline of only 44 ANDA’s pending and
guided for only 8-10 new launches. GNP would response to Ryaltris CRL soon,
while Monroe facility benefits may be insignificant at EBITDA/PAT level,
despite qualitative approvals (injectable and nebulizers) because of higher
operating expense of the new facility.
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Glenmark Pharmaceuticals

Exhibit 1: Q1FY21 Result Overview (Rs mn)

Europe: Declined 33% QoQ as 4QFY20 had one-time opportunity from the
Italian market as one of its competitors was not able to supply adequately. GNP
generates 40% of Europe revenue from in-licensed products. The company
has filed Ryaltris with regulators and is seeking partners in European markets
and alongside guided for launch in FY21E.

LatAm: Revenue declined 63% QoQ due to lower business opportunities and
weak currency. The Brazilian subsidiary recorded good growth in constant
currency on account of the three in-licensed products while Mexico subsidiary
declined by 33% YoY. GNP guided for gradual uptick in revenues from 2QFY21
but currency could become a spoiler.

Semi-Regulated Market: Declined 37% QoQ due to subdued demand in
Russia and Asian countries. Russian subsidiary showed de-growth of 23% YoY
mainly due to currency devaluation.

Debt and CAPEX: Gross debt was Rs48.5bn in 1QFY21 while net debt was
Rs36bn. GNP repaid debt Rs1.8bn in 1QFY21 while gross debt increased by
Rs200m due to USD appreciation. Its Rs4bn debt to be refinanced in FY21E
and guided to monetize one more non-core asset to reduce debt. CAPEX for
FY20 was Rs9bn and guided for Rs7-8bn in FY21E with Rs6bn towards routine
CAPEX while rest towards in-license deals.

Y/e March Q1FY21 Q1FY20  YoY gr. (%) Q4FY20 FY21E FY20  YoY gr. (%)

Net Sales 23,093 22,836 1.1 27,113 1,10,663 1,03,972 6.4

Raw Material 8,084 8,101 0.2) 9,761 39,009 36,986 55
% of Net Sales 35.0 35.5 36.0 &8 35.6

Employee Costs 5,096 4,867 4.7 5,242 24,069 22,548 6.7
% of Net Sales 22.1 21.3 19.3 21.8 21.7

Others 5,487 6,842 (19.8) 8,015 32,092 29,895 7.4
% of Net Sales 23.8 30.0 29.6 29.0 28.8

Total Expenditure 18,667 19,810 (5.8) 23,018 95,170 89,429 6.4

EBITDA 4,426 3,026 46.2 4,095 15,493 14,543 6.5
Margin (%) 19.2 13.3 15.1 14.0 14.0

Depreciation 1,132 907 24.8 1,263 4,622 4,172 10.8

EBIT 3,293 2,119 55.4 2,832 10,871 10,372 4.8

Other Income 940 409 129.6 1,004 3,630 4,033 (10.0)

Interest 937 930 0.8 985 3,835 3,773 1.6

PBT 3,296 1,598 106.2 2,851 10,666 10,632 0.3

Extra-Ord. Inc./Exps. (280) - (329) - (329)

Total Taxes 1,036 506 104.9 977 3,093 3,201 (3.4)
ETR (%) 31.4 31.6 34.3 29.0 30.1

Reported PAT 2,540 1,093 132.5 2,203 7,573 7,760 (2.4)

Source: Company, PL
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Exhibit 2: Major Sources of Revenues

Major sources of revenues Q1FY21 Q1FY20 YoY gr. (%) Q4FY20 FY21E FY20 YoY gr. (%)
Glenmark generics 9,775 9,615 1.7 10,233 46,583 41,644 11.9
US generics 7,426 7,309 1.6 7,619 33,353 31,404 6.2
APIs 2,348 2,306 1.8 2,614 13,229 10,239 29.2
Glenmark Pharma (Branded generics) 13,316 13,349 (0.2) 16,897 64,080 62,716 2.2
India Formulations 7,799 7,522 3.7 7,648 35,544 32,022 11.0
Semi-Reg market 2,120 2,587 (18.1) 3,365 13,497 12,854 5.0
Latam formulations 658 811 (18.9) 1,769 5,677 5,356 6.0
EU branded generics 2,739 2,429 12.8 4,116 9,362 12,484 (25.0)
Source: Company, PL
Exhibit 3: India formulation sales : Growth impacted due to lockdown
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Exhibit 4: US Gx :Derma products price erosion at 15-20%

200 1
180 1
160 -
140 A
120
100 H
80 1
60

| mmm Sgles (US$ m)

QoQ gr. (%) (RHS) |

QIFY17
Q2FY17
Q3FY17
Q4FY17

FTELE b

Q1FY19

Q2FY19
Q3FY19
Q4FY19
Q1FY20
Q2FY20
Q3FY20
Q4FY20
Q1FY21

Source:

Company, PL

August 18, 2020



Glenmark Pharmaceuticals

Exhibit 5: Semi-Reg Markets : Russia led the decline in 1QFY21
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Exhibit 6: Latam: Sales growth :Mexico led the decline in 1QFY21
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Exhibit 7: EBITDA and Margin
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Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY20 FY21E FY22E FY23E Y/e Mar FY20 FY21E FY22E FY23E
Net Revenues 1,03,972 1,10,663 1,19,180 1,28,470 Non-Current Assets
YoY gr. (%) 7.1 6.4 77 7.8
Cost of Goods Sold 36,986 39,009 41,713 44,965 Gross Block 67,581 72581 77,581 82,581
Gross Profit 66,986 71,654 77,467 83,506 Tangibles 33,447 36,447 39,447 42,447
Margin (%) 64.4 64.8 65.0 65.0 Intangibles 34,134 36,134 38,134 40,134
Employee Cost 22,548 24,069 25,683 27,685
Other Expenses 13,544 13,280 13,706 14,774 Acc: Dep / Amortization 29,818 34,440 39,422 41,862
Tangibles 10,703 13,121 15,779 16,979
EBITDA 14,543 15,493 17,221 18,564 Intangibles 19,115 21,319 23,643 24,883
YoY gr. (%) 2.0 6.5 11.2 7.8
Margin (%) 14.0 14.0 145 145 Net fixed assets 49,756 38,141 38,159 40,719
Tangibles 34,737 23,326 23,668 25,468
Depreciation and Amortization 4,172 4,622 4,982 2,440 Intangibles 15,019 14,815 14,491 15251
EBIT 10,372 10,871 12,240 16,124 Capital Work In Progress 12,219 13,119 15,519 17,919
Margin (%) 10.0 9.8 10.3 12.6 Goodwill 529 635 762 914
Non-Current Investments 902 1,172 1,524 1,981
Net Interest 3,773 3,835 3,906 3,515 Net Deferred tax assets 14,393 14,450 14,330 14,165
Other Income 4,033 3,630 3,739 3,851 Other Non-Current Assets 849 637 700 770
Profit Before Tax 10,632 10,666 12,073 16,460 Current Assets
Margin (%) 10.2 9.6 10.1 12.8 Investments - - - -
Inventories 21,356 21,633 22,229 22,871
Total Tax 3,201 3,093 3,501 4,773 Trade receivables 24,090 27,287 28,734 30,974
Effective tax rate (%) 30.1 29.0 29.0 29.0 Cash & Bank Balance 11,112 12,995 13,491 13,184
Other Current Assets 10,228 11,763 10,586 9,528
Profit after tax 7,431 7,573 8,572 11,687 Total Assets 1,46,847 1,43,393 1,47,752 1,54,915
Minority interest - - - -
Share Profit from Associate - - - - Equity
Equity Share Capital 282 282 282 282
Adjusted PAT 7,760 7,573 8,572 11,687 Other Equity 60,423 67,431 75,439 86,561
YoY gr. (%) (16.1) (2.4) 13.2 36.3 Total Networth 60,705 67,713 75,721 86,843
Margin (%) 75 6.8 7.2 9.1
Extra Ord. Income / (Exp) (329) - - - Non-Current Liabilities
Long Term borrowings 40,430 36,387 32,748 29,473
Reported PAT 7,431 7,573 8,572 11,687 Provisions - - - -
YoY gr. (%) (1.9) 1.9 13.2 36.3 Other non current liabilities 5 3 2 2
Margin (%) 7.1 6.8 7.2 9.1
Current Liabilities
Other Comprehensive Income - - R R ST Debt / Current of LT Debt 4,426 3,983 3,585 3,227
Total Comprehensive Income 7,431 7,573 8,572 11,687 Trade payables 21,258 21,223 24,489 26,398
Equity Shares O/s (m) 282 282 282 282 Other current liabilities 15,575 11,085 9,109 7,506
EPS (Rs) 275 26.8 30.4 41.4 Total Equity & Liabilities 1,46,848 1,43,393 1,47,752 1,54,915
Source: Company Data, PL Research Source: Company Data, PL Research
August 18, 2020 5



[l

Glenmark Pharmaceuticals

Cash Flow (Rs m)

Key Financial Metrics

Yl/e Mar FY20 FY21E FY22E FY23E Y/e Mar FY20 FY21E FY22E FY23E
PBT 10,632 10,666 12,073 16,460 Per Share(Rs)
Add. Depreciation 4,172 4,622 4,982 2,440 EPS 27.5 26.8 30.4 41.4
Add. Interest 3,773 3,835 3,906 3,515 CEPS 42.3 43.2 48.0 50.1
Less Financial Other Income 4,033 3,630 3,739 3,851 BVPS 2151 240.0 268.4 307.8
Add. Other (8,463)  (9,952) (10,939)  (9,878) FCF 15.7 (28.2) 27 (0.8)
Op. profit before WC changes 10,114 9,171 10,021 12,537 DPS 2.0 2.0 2.0 2.0
Net Changes-WC 749 (8,129) 1,640 (591) Return Ratio(%)
Direct tax (3,201) (3,093) (3,501)  (4,773) RoCE 10.4 10.2 11.1 13.9
Net cash from Op. activities 7,662  (2,051) 8,161 7,173 ROIC 8.1 8.2 9.0 11.2
Capital expenditures (3,229) (5,900) (7,400) (7,400) RoE 13.3 11.8 12.0 14.4
Interest / Dividend Income 13 13 13 13 Balance Sheet
Others 103 271 352 457 Net Debt : Equity () 0.6 0.4 0.3 0.2
Net Cash from Invt. activities (3,113)  (5,616)  (7,035)  (6,930) Net Working Capital (Days) 85 91 81 78
Issue of share cap. / premium - - N - Valuation(x)
Debt changes 6,088  (4,486)  (4,037)  (3,633) PER 175 17.9 15.8 11.6
Dividend paid (660) (564) (564) (564) P/B 2.2 2.0 18 16
Interest paid 3,773 3,835 3,906 3,515 P/CEPS 11.4 111 10.0 9.6
Others - - B - EV/EBITDA 11.6 10.5 9.2 8.4
Net cash from Fin. activities 9,201  (1,215) (696) (682) EV/Sales 1.6 15 13 1.2
Net change in cash 13,750  (8,882) 430 (439) Dividend Yield (%) 04 0.4 0.4 0.4
Free Cash Flow 4,432 (7,951) 761 (227) Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m) Key Operating Metrics
Y/e Mar Q2FY20 Q3FY20 Q4FY20 QI1FY21 Y/e Mar FY20 FYZ1E FY22E FY23E
Net Revenue 27,637 26,386 27,113 23,093 Generics 46,275 51.651 54,315 57,120
voY ar. (%) 88 >1 73 11 US Formulations 31,404 33,353 34,698 36,096
Raw Mater-ial Expenses 9,861 9,263 9,761 8,084 EU Formulations 4105 4,489 4,809 5,151
Gross Profit 17,776 17,123 17,352 15,009 LatAm Formulations 507 579 637 701
Margin (%) 64.3 64.9 64.0 65.0 APIs 10,239 13,229 14,171 15,180
el 3.991 3431 4,095 4426 Branded 54,291 59,011 64,865 71,342
Yoy gr. (%) 01 (11.9) %3 462 India Formulations 32,022 35,544 39,809 44,586
Margin (%) 14.4 13.0 151 19.2 ROW Formulations 12,854 13,497 14,307 15,165
Depreciation / Depletion 942 1,060 1,263 1,132 LatAm Formulations 4,829 5,008 5,579 6,106
el 3049 2311 2832 3293 EU Formulations 4,586 4,872 5,169 5,484
Margin (%) 11.0 9.0 104 14.3 Source: Company Data, PL Research
Net Interest 898 961 985 937
Other Income 1,321 1,299 1,004 940
Profit before Tax 3,473 2,710 2,851 3,296
Margin (%) 12.6 10.3 10.5 14.3
Total Tax 918 801 977 1,036
Effective tax rate (%) 26.4 29.6 34.3 31.4
Profit after Tax 2,555 1,908 1,874 2,261
Minority interest - - - -
Share Profit from Associates - - - -
Adjusted PAT 2,555 1,908 1,546 1,981
YoY gr. (%) 220.9 64.0 (4.4) 81.2
Margin (%) 9.2 7.2 5.7 8.6
Extra Ord. Income / (Exp) - - - -
Reported PAT 2,555 1,908 1,546 1,981
YoY gr. (%) 220.9 64.0 (4.4) 81.2
Margin (%) 9.2 7.2 5.7 8.6
Other Comprehensive Income - - - -
Total Comprehensive Income 2,555 1,908 1,546 1,981
Avg. Shares O/s (m) 282 282 282 282
EPS (Rs) 9.1 6.8 55 7.0
Source: Company Data, PL Research
August 18, 2020 6
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Price Chart Recommendation History

G No. Date Rating TP (Rs.) Share Price (Rs.)
o 1 08-Jul-20  Sell 365 419
572 2 29-Jun-20  Sell 365 469
3 23-Jun-20  Sell 257 520
e 4 18-Apr-20  Sell 257 314
16 5 14-Apr-20  Hold 325 248
6 17-Feb-20 Reduce 325 310
188 ~ e e 7 o g 3 7 03-Jan-20  Reduce 335 352
=) 2 =) g = 2 =) 8 15-Nov-19 Reduce 335 301
< w < w < w <
9 03-Oct-19  Reduce 385 320
Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 Aurobindo Pharma Hold 838 881
2 Cadila Healthcare Sell 329 396
3 Cipla Reduce 657 729
4 Dr. Lal PathLabs Sell 1,006 1,892
5 Dr. Reddy's Laboratories Hold 4,326 4,306
6 Eris Lifesciences BUY 576 511
7 Glenmark Pharmaceuticals Sell 365 419
8 Indoco Remedies Hold 243 262
9 Ipca Laboratories Hold 1,962 2,013
10 Jubilant Life Sciences Sell 414 703
11 Lupin BUY 1,001 880
12 Sun Pharmaceutical Industries Reduce 479 532
13 Thyrocare Technologies Sell 307 677
PL’s Recommendation Nomenclature (Absolute Performance)
Buy  >15%
Accumulate . 5% to 15%
Hold . +5% to -5%
Reduce 1 -5% to -15%
Sell T <-15%
Not Rated (NR) . No specific call on the stock
Under Review (UR) : Rating likely to change shortly
August 18, 2020 7
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Surajit Pal- PGDBA, CFA, M.Com, Mr. Tausif Shaikh- BA, Major in Economics, Financial Management Research Analysts, authors and the names subscribed to this report,
hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation
was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Surajit Pal- PGDBA, CFA, M.Com, Mr. Tausif Shaikh- BA, Major in Economics, Financial Management Research Analysts of this report have not received any
compensation from the companies mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
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