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Limited Upside; Maintain HOLD

Glenmark Pharmaceuticals (GNP) has delivered a lower-than-expected performance on  share price (%) 1mth 3mth 12 mth
all mefrics in 4QFY19, with its revenue/EBITDA/PAT missing our estimates by 2%/10%/13%,
respectively while margin missed our estimate by 134bpps. Revenue grew by 12.4% YoY (flat
on QoQ basis) to Rs25.6bn. India business grew by 9.7% YoY to Rs6.7bn (in-line), while its U~ Relative to Nifty (143 (700 (7.4)
business grew by 10% YoY to Rs7.7bn (flat YoY and down 8% QoQ on CC basis to US$109mn vs.
our estimates of US$120mn due to higher price erosion in key molecules). RoW/API business : .
grew by 29%/21% YoY. Despite weak US business, gross margin remained stable at 66.4% (+ ST S el LAl LSl
80bps YoY) due to healthy margin in India and RoW market. Adjusted o one-off (clinical frial and ~ Promoter 46.5 46.5
marketing expense relating o Remogliflozin; Rs350mn in operating expenses), EBITDA margin - pyblic 53.5 53.5
fell by 144bps QoQ to 15.6%. EBITDA grew by 22% YoY to Rs4bn. GNP’s adjusted PAT — excluding
impact of forex gain of Rs380 other income — came in at Rs1.5bn. We maintain our HOLD

Absolute performance (13.3) (7.0) 41

recommendation on the stock with a revised Target Price of Rs580 (from Rs610 earlier). Key Financials

Key Quarterly Highlights (Rs mn) FY19  FY20E FY2IE

> US Biz (31% of Sales): Despite new launches, its US sales fell by 8% QoQ to US$109mn due €S 98,655 104279 114,722
to higher competition (10% QoQ and 20% YoY price erosion, as per IMS). GNP indicated that ~ EBITDA 15859 17,206 20,076
US generics environment remains challenging and there is higher price erosion in derma  Adj. PAT 7,579 8,068 10,228
therapy. GNP expects single-digit price erosion (excluding Mupirocin). It expects generic  EPS (Rs) 26.9 28.6 36.2
competition to its key molecule Mupirocin in 4QFY20 or FY21. Cumulatively, GNP filed 205  p/g () 20.5 19.3 15.2
ANDAs out of which 53 are pending for approvals (including Para-IV: 28). It expects to ry//c jjes ) 19 18 16
launch Ryaltris in Oct'19 and also looking to bring a partner for its commercialisation. The EV/EBITDA (X 7 08 91
Management highlighted that it is difficult to grow generics business beyond 10-12% in the S : : -
US due to increased competition. It expects US business to grow by mid-single digit in FY20 ROE (%] 13:5 127 14.0
and witness higher growth in FY21 led by launch of branded products (Ryaltris and other ROCE (%) 153 144 16.1
derma products). On the US FDA, GNP maintained its clean compliance record. It received
EIR for Goa (product approvals started; the largest plant for US).

L. , . . . Change of Estimates

» India Biz (27% of Sales): GNP’s India business grew by 9.7% YoY (flat on QoQ basis). As per (% change) T =T
IQVIA MAT Mar‘19, GNP’s market share increased in respiratory and CVS segments on YoY
basis. Its consumer care business grew by >35% YoY in 4QFY19 (29% YoY in FY19 to Rs1.9bn). Revenue 04 0
The Management expects FY20 and FY21 would be a very good year for domestic business ~ EBITDA (9.0) (3.3)
led by new launches. GNP launched its novel, patent protected Remogliflozin (SGLT2) in  PAT (21.5) (11.5)
India. GNP is seeing very good up-tick and it is gaining market share from other SGLT2s and
other anti-diabetics due to competitive pricing. It also working on line extension, which is
expected to be launched over the next 6 months. 1 Year Stock Price Performance

Outlook & Valuation 69

We continue to remain positive on GNP’s growth prospects in the medium-to-long-term driven gg

by niche product pipeline. On innovation R&D side, we continue to expect value unlocking over 30
the next 12-18 months. Looking ahead, GNP's India business is likely to recover with 13% CAGR 0
over FY19-21E. In light of increasing pricing pressure in the US and rolling over our earnings 570

estimate to FY21E, we maintain our HOLD recommendation on the stock with a revised ggg

Target Price of Rs580. 510
490 :
Quarterly Performance 4QFY19  4QFYV18 YoY,%  3QFY19  QoQ, % § 2 % i» Z; § 3% gg 2 T i 93
Revenue 25,635 22,798 124 25550 0.3 =7 20T Eem ==
Operating Expenses 21,643 19,532 10.8 21,204 2.1 Source: CMP as on May 30, 2018
EBIDTA 3,991 3,266 22.2 4,347 (8.2)
EBIT 3,131 2,417 29.5 3,621 (13.5)
PBT 2,312 1,674 38.1 2,735 (15.5)
Tax 779 813 (4.2) 359 16.9 Research Analyst: Krishnanath.Munde
Adi. PAT 1,533 861 78.1 2,376 (35.5) Contact: (022) 33034629
Adj EPS (Rs) 54 3.0 781 8.4 (35.5)

Email: Krishnanath.Munde@relianceada.com
Source: Company, RSec Research
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Other Key Highlights

> Ryaltris (Specialty Drug | Respiratory): GNP expects to launch the drug in Oct19.
PDUFA Target Action Date (TAD) on June 21, 2019.

> Debt: GNP's net debt reduced by Rs2bn to Rs32.3bn as of 4QFY19-end vs. Rs34bn in
FY18

» Capex and R&D spend: GNP incurred Rs11.4bn capex in FY19 and expects to incur
Rs8-9bn capex in FY20 (maintenance: Rs5bn and intangibles/in-licensing: Rs3bn). Its
R&D spend stood at Rs12.98bn (13.4% of sales) in FY19, which the Company expects
to be lower in absolute terms in FY20, most R&D spend has been done in FY19 for
Ryaltris.

Risks to View

» Upside Risks: Lower than expected price erosion in US and faster ANDA approvals.

» Downward Risks: Inordinate delay in getting product approvals from the US FDA;
higher-than-expected price erosion in the US business; and lower-than-expected
recovery in domestic business.

Exhibit 1: Segment-wise sales performance

(Rs mn) 4QFY19 4QFY18 YoY, % 3QFY19 QoQ, %
us 7,696 6,996 10.0 8,557 (10.1)
India 6,678 6,087 9.7 6,675 0.0
ROW 3,853 2,985 291 3,401 13.3
Europe 3,184 3,190 (0.2) 3,217 (1.0
Latin America 1,204 1,276 (5.7) 1,014 18.7
API 2,488 2,049 21.4 2,392 4.0
Gross sales 25,103 22,582 n.2 25,257 (0.6)
NCE pipeline 532 216 293

Total sales (including NCE) 25,635 22,798 12.4 25,550 0.3
US (USD mn) 109 109 0.5 n9 (8.4)

Source: Company, RSec Research
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Exhibit 2: Quarterly Performance

(Rs mn) 4QFY19 4QFY18 YoY, % 3QFY19 QoQ, %
Net Sales 25,635 22,798 124 25,550 0.3
Cost of Revenues 8,607 7,843 9.7 8,620 (0.1)
Gross Profit 17,028 14,955 13.9 16,930 0.6
% of net sales 66.4 65.6 83bps 66.3 16bps
Employee expenses 4,946 4,643 6.5 5,031 (1.7)
Other Expenses 8,090 7,046 14.8 7,553 7.1
Total operating expenses 21,643 19,532 10.8 21,204 2.1
EBITDA 3,99 3,266 22.2 4,347 (8.2)
EBITDA margin (%) 15.6 14.3 124bps 17.0 (144)bps
Depreciation 871 894 (2.6) 936 (6.9)
EBIT 3,131 2,417 29.5 3,621 (13.5)
Other Income 1 46 (76.7) 210 (95.0)
Interest 819 744 10.1 885 (7.5)
PBT 2,312 1,674 38.1 2,735 (15.5)
Total tax 779 813 (4.2) 359 116.9
Tax Rate (%) 33.7 48.6 (1,490)bps 13.1 2,056bps
Adjusted PAT 1,533 861 78.1 2,376 (35.5)
PAT margin (%) 6.0 3.8 221bps 9.3 (332)bps
Exceptional (30) (650) 1300

Reported PAT 1,563 1,51 3.5 1,076 452
Adj. EPS (Rs) 54 3.0 78.1 8.4 (35.5)

Source: Company, RSec Research
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Profit & Loss Statement
Y/E March (Rs mn) N8 Y19 FY20E FY21E
Net Sales 91,031 98,655 1,04,279 14,722
Total Expenditure 74,875 82,796 87,073 94,645
Cost of Materials 30,384 33,623 36,498 40,153
Personnel 18,718 20,560 21,899 24,092
R&D Expense 10,906 12,980 12,514 12,619
Other expenses 14,867 15,633 16,163 17,782
EBITDA 16,156 15,859 17,206 20,076
EBITDA margin 17.7 16.1 16.5 17.5
Depreciation& Amortisation 3,019 3,259 3,987 4,397
EBIT 914 2,081 900 900
Interest & other Charges 14,051 14,681 14,119 16,580
Other Income 2,856 3,346 2,914 2,374
PBT 1,195 1,335 1,205 14,206
Tax 3,155 3,756 3,137 3,978
% of PBT 28.2 33.1 28.0 28.0
Minority Interest 0.9 0.1 0.1 0.1
Adjusted PAT 8,040 7,579 8,068 10,228
Less: Extraordinary item 0 (1,672) 0 0
Reported PAT 7,299 9,250 8,068 10,228
EPS (Rs) 28.5 26.9 28.6 36.2

Balance Sheet

Y/E March (Rs mn) N8 FY19 FY20E FY21E
SOURCES OF FUNDS
Equity Share Capital 282 282 282 282
Reserves & Surplus 51,347 55,771 63,237 72,703
Shareholders Funds 51,629 56,053 63,519 72,985
Net deferred tax liability (13,203) (13,830) (13,830) (13,830)
Total Loans 46,393 38,773 33,773 28,773
Other non current liabilities 30 904 949 996
Total Liabilities 84,842 81,893 84,404 88,918
APPLICATION OF FUNDS
Gross Block 54,444 64,454 71,204 77,204
Less: Acc. Depreciation 23,385 26,644 30,630 35,027
Net Block 31,059 37,810 40,573 42,177
Capital Work-in-progress 9,933 12,340 14,590 16,590
Goodwill on consolidation 521 550 550 550
Investments 147 300 315 331
Current Assets 69,887 66,968 66,516 71,287
Cash 12,334 9,363 3,116 1,541
Loans & Advances 13,929 13,135 13,883 15,272
Current liabilities 27,903 37,183 39,303 43,238
Net Current Assets 41,984 29,785 27,213 28,049
Other non-current financial assets 1,197 1,108 1,163 1,221
Total Assets 84,842 81,893 84,404 88,918
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Cash Flow Statement
Y/E March (Rs mn) N8 N9 FY20E FY21E
Profit before tax 1,193 1,335 1,205 14,206
Depreciation 3,019 3,259 3,987 4,397
Interest Provided 2,856 3,346 2,914 2,374
Change in Working Capital 3,091 10,102 (3,630) (2,364)
Tax Paid (3,516) (4,383) (3,137) (3,978)
Others (162) (2,590) 0 0
Cash Flow from Operations 16,481 21,069 1,339 14,634
(Inc.)/ Dec. in Fixed Assets (10,446) (12,445) (9,000) (8,000)
(Inc.)/ Dec. in Investments 0 (153) (15) (16)
Other non-current assets 313 89 (55) (58)
Cash Flow from Investing (10,133) (12,509) (9,070) (8,074)
Inc./(Dec.) in loans (1,870) (7,620) (5,000) (5,000)
Dividend Paid (Incl. Tax) (679) (565) (601) (762)
Interest Provided (2,130) (3,346) (2,914) (2,374)
Others 102 0 0 0
Cash Flow from Financing (4,577) m,531) (8,515) (8,136)
Inc./(Dec.) in Cash 1,770 (2,971) (6,247) (1,575)
Opening Cash balances 10,564 12,334 9,363 3,16
Closing Cash balances 12,334 9,363 3,16 1,541
Key Ratios
Y/E March N8 Y19 FY20E FY21E
Valuation Ratio (x)
P/E 19.3 20.5 19.3 15.2
P/CEPS 14.1 14.4 12.9 10.6
P/BV 3.0 2.8 24 2.1
Dividend yield (%) 0.4 0.4 0.4 0.5
EV/Sales 2.1 1.9 1.8 1.6
EV/EBITDA n.7 n.7 10.8 9.1
Per Share Data (Rs)
EPS 28.5 26.9 28.6 36.2
Cash EPS 39.2 38.4 42.7 51.8
DPS 24 2.0 2.1 2.7
Book Value (BV) 183.0 198.6 2251 258.7
Returns (%)
RoCE 14.3 15.3 14.4 16.1
RoE 15.6 13.5 12.7 14.0
Turnover ratios (x)
Asset Turnover (Gross Block) 17 15 15 15
Asset Turnover (Net Block) 2.9 2.6 2.6 2.7
Inventory (days) 81 83 83 83
Receivables (days) 93 81 90 90
Payables (days) 96 121 121 121

C.______________________________________________________________} |
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Rating History
Date Reco CMP P
08-Apr-19 HOLD 645 610
15-Feb-19 BUY 570 610
14-Nov-18 BUY 655 610
14-Aug-18 BUY 583 610 PLEASE CLICK HERE FOR PREVIOUS REPORTS
31-May-18 BUY 536 615
12-Feb-18 BUY 535 630
6-Nov-17 BUY 626 790
31-Jul-17 BUY 696 900
15-May-17 BUY 7 900
Rating Guides
Rating Expected absolute returns (%) over 12 months gl signed by NAVEEN KULKARN
BUY >10% NAVEEN 5.2'5&!&723?3925@1mmasdc
HOLD -5% 10 10% beaapss poralcodecsoors

St=MAHARASHTRA,

REDUCE >-5% KU L K A R N I serialNumber=97¢18031b020ff979ee6
07a3efa48cfba8b1455defbde1b85bee

cbfbf99bbde3, cn=NAVEEN KULKARNI

Date: 2019.05.30 17:04:02 +05'30'

Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable financial services
companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and commodities broking, wealth
management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services. The list of associates of RSL is available on
the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are expression of
views and/or opinions and should not be deemed or construed fo be neither advice for the purpose of purchase or sale of any security, derivatives or any other security through RSL nor any solicitation
or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective security(ies) referred to herein. These information / opinions / views are not meant to serve as a professional
investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely on information/data arising out of their own investigations.
Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or making any investments. This Report has been
prepared on the basis of publicly available information, internally developed data and other sources believed by RSL to be reliable. RSL or its directors, employees, daffiliates or representatives do not
assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such information / opinions / views. While due care has been taken to ensure that the disclosures and
opinions given are fair and reasonable, none of the directors, employees, dffiliates or representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary
damages, including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved. The trades/
investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects or returns. The value
of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions, micro and macro factors and forces
affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks including but not limited to counter party risk, market
risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action has been or will
be taken by RSL in any jurisdiction (other than India), where any action for such purposel(s) is required. Accordingly, this Report shall not be possessed, circulated and/or distributed in any such country or
jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to inform himself about and to observe any restrictions
at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions in respect of
the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short position(s) in any specific
security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest with respect to any recommendation and
related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might have financial interest in the issuer company(ies) of the
said securities. RSL or its Associates may have received a compensation from the said issuer companyl(ies) in last 12 months for the brokerage or non brokerage services.RSL, its Associates, the research
analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said issuer companylies) or any third party in last 12 months in any respect whatsoever for
preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying, distribution of this
Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/strictures assessed
by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of whatsoever nature instituted or pending
against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of.

RSL CIN: U65990MH2005PLC154052. SEBI registration no. ( Stock Brokers: NSE - INB / INF / INE 231234833; BSE - INB / INF / INE 011234839, Depository Participants: CDSL IN-DP-257-2016 IN-DP-
NSDL-363-2013, Research Analyst: INHO00002384); AMFI ARN No.29889.
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