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Strong Revenue growth, but margins decline ACCUMULATE
Gland Pharma’s (GLAND) 3QFY21 revenue at Rs8,594mn grew by 33% YoY and 3.4%  Sector: Pharmaceuticals
QoQ. Revenue came in 5% above our estimate. Revenue growth was driven by the
growth in existing products, as well as high value launches like Micafungin in the US. CMP: Rs2,283
The company also entered new geographies (emerging markets) to support ongoin .
Il gfowi’h. SBResles (el ) PP 9oI9 Target Price: Rs2,330
Gross margin at for the quarter at ~53% and was lower 439bps YoY and 242bps QoQ.  Upside: 2%

Gross margin should remain volatile on a quarter over quarter basis due to change in
product / business mix and seasonality. On a full year basis, the trend should
normalize. The gross margin for 9MFY21 is just 36bps below the 9MFY20 gross margin.
EBITDA at Rs2,642mn decreased by 11.2% QoQ, which was 18.3% below our estimate.
The EBITDA margin was lower 204bps YoY and 506 bps QoQ due to a decline in gross
margins and increase in other expenses QoQ. Increase in other expenses was led by
higher R&D costs and there were expenses related to Covid precautions. Net profit
stood at Rs2,041mn, which was 18% below our estimates.

China business to commercialize in next 12-18 months: Gland has already filed 6 products in China
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and is expected to commercialize its first product in next fiscal year. The company has an advantage as it +9122 6273 8093
parent Shanghai Fosun has a widespread network in China. Kev Dat
Key geography business (US, Europe, Canada and Australia): Gland Pharma’s key geographies’ oy —aa
business grew by 24% YoY and 13% QoQ driven by older products gaining volumes as well as some new ~ Current Shares O/S (mn) 163.3
big ticket launches like Micafungin. The company received 24 approvals in 9MFY21 out of which 21 have Mkt Cap (Rsbn/US$bn) 373/5.1
already been launched with rest of the SKUs slated for launch in the last quarter of FY21. 52 Wk H/L (Rs) 2.509/1,700
Emerging markets will continue to grow with entry in newer markets: Gland's emerging markets Daily Vol. (3M NSE Avg.)
business continues on a upward trajectory with a 161% YoY growth during the quarter. The company
continues to expand it geographical reach with entry into new markets like Singapore, Israel, Armenia, and
Saudi Arabia. Price Performance (%)
Outlook and valuation: We value Gland at 25x FY23E earnings to arrive at a target price of Rs2,330 and ™ 6M 1Yr
assign an accumulate rating. The higher valuation multiple is to basically account for the following: 1)  Gland Pharma (2.9) - -
Gland has maintained a consistent track record of regulatory compliance. 2) Shanghai Fosun Pharma will v 1nd 45 28.4 173
: Jelately = . y Index . . .
be enabling smooth entry and faster market penetration in China where the company has already filed 6
products. 3) Strong RoCE profile despite growing competition in injectable space. 4) Headroom to scale  Source: Bloomberg
up operations led by approvals of complex injectable formulations and foray into newer geographies. Latest Results
Y/E March (Rsmn) 3QFY20 2QFY21 3QFY21 YoY (%) QoQ (%) 9IMFY20 9IMFY21 YoY (%)
Total income 6,459 8,315 8,594 33.1 34 19,980 25,751 28.9
Total material costs 2,774 3,735 4,069 46.7 8.9 8,465 11,003 30.0
% of revenue 43 45 47 439 bps 242 bps 42 43 36 bps
Staff costs 672 786 822 22.3 4.6 2,105 2,331 10.7
% of revenue 10 9 10 (84) bps 11 bps 11 9 (148) bps
Power and Fuel Costs 199 192 193 (2.9) 0.7 603 553 -8.3
% of revenue 3 2 2 (83) bps (6) bps 3 2 (87) bps
Other expenses 696 625 868 24.7 38.8 1,651 2,119 28.3
% of revenue 11 8 10 (67) bps 258 bps 8 8 (4) bps
EBITDA 2,118 2,977 2,642 24.8 (11.2) 7,156 9,746 36.2
EBITDA margin (%) 33 36 31 (204) bps (506) bps 36 38 203 bps
Other income 253 204 351 389 72.6 930 876 -5.8
Interest costs 57 8 12 (79.6) 52.5 67 24 -64.4
Depreciation 242 247 250 3.0 1.2 705 739 4.7
PBT (Pre-Exceptional ltems) 2,072 2,926 2,732 31.9 (6.6) 7,314 9,859 34.8
Exceptional items 0 0 0 0.0 0.0 0 0 0.0
Share of profitin JV 0 0 0 - - 0 0 -
Tax 531 738 691 30.3 (6.3) 1,533 2,493 62.6
Tax rate (%) 26 25 25 (31) bps 9 bps 21 25 433 bps
Minority Interest 1,541 2,189 2,041 325 (6.7) 5,781 7,366 274
Reported PAT post MI 24 26 24 (11) bps (257) bps 29 29 (33) bps
PAT Margin 6,459 8,315 8,594 33.1 3.4 19,980 25,751 28.9

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Key financials

Y/E March (Rsmn) FY19 FY20 FY21E FY22E FY23E
Net sales 20,442 26,332 32,798 38,929 47,364
EBITDA 7,065 9,555 12,823 15,475 19,387
Net profit 4,519 7,729 9,878 12,046 15,221
EPS (Rs) 21.7 47.3 60.5 73.8 93.2
EPS growth (%) 40.7 71.0 27.8 22.0 26.4
EBITDA margin (%) 34.6 36.3 39.1 39.8 40.9
PER (x) 82.5 48.2 37.7 30.9 24.5
P/BV (x) 13.0 10.2 6.3 53 43
EV/EBITDA (x) 51.7 37.6 26.5 214 16.6
RoCE (%) 25.0 25.1 21.7 21.9 22.8
RoE (%) 17.1 23.8 20.7 18.6 19.4

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual performance versus our estimate and Bloomberg consensus estimate

(Rsmn) Actual NBIE Var.(%)
Revenues 8,594 8,200 4.8
EBITDA 2,642 3,232 (18.3)
EBITDA margin (%) 30.7 39.4 (868) bps
PAT 2,041 2,482 (17.8)
PAT margin (%) 23.7 30.3 (652) bps

Source: Company, Nirmal Bang Institutional Equities Research
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Earnings conference-call summary

CapEx: The Company has a planned organic CapEx of rs2500mn over the next two years for maintenance
as well as for expansion of existing capacities. The company is additionally looking to add assets related to
Fermentation, peptides and hormonal products.

Milestone revenue and profit share: The Company received Rs1,330mn as a milestone income and
Rs2820mn as a profit share in 9MFY21. The management has guided for the milestone revenues to be
around 5-6% of revenues and profit share to be 10-11% of the revenues.

Therapy wise revenue split: IMFY20 had 32% of revenue comprised of anti-infectives whereas they have
come down to 27% but are slowly going back to normal level. Cardiac therapy contributed 25% of the
revenues in 9MFY21, Pain & Pain management contributed 11% of the revenues and anti-coagulants
contributed 10% of the revenues.

Product approvals/launches in key geographies: The Company launched 6 product SKUs (4 molecules) in
last quarter. Gland filed 19 ANDAs and received 24 approvals during the 9MFY21. The company has
launched 31 product SKUs (19 molecules) during the 9 months ended FY21. The company also filed 5 DMFs.

Product Development: The suspension products are in the scale up level and the company has already
installed lines.

Vaccines: Gland is looking to offer fill and finish services for Covid vaccines and is currently in discussion
with two vaccine companies. The company currently has a capacity of 40mn vials and is looking to add more
capacities not only in fill and finish but also in manufacturing of drug substance.

Enoxaparin: the company is focused on select markets as the company doesn’t have backward integration.

Capacities: The Company is operating at the 70% of capacity for Liquid vials and the Lyo lines are almost full
with expansion process ongoing.

API: 25% of the company’s revenues come from the backward integrated products. The company is looking
to build API capacities to avoid price fluctuation due to market dynamics and have better control over costs.

Gross Margin: The management has guided that the gross margin is expected to remain volatile on quarterly
basis but expect it to remain stable on yearly basis.

Inventory: The inventory level is in expected levels as Gland being a B2B company usually requires large
quantities in short time and for faster delivery needs to have the current inventory levels.

R&D: The R&D cost in 3QFY21 stood at Rs434mn, which was 5% of revenue. The management has guided
for the R&D costs to remain 3-4% of the revenue.

Tax Rate: The tax rate for the 9MFY21 remains at 25% which is in line with the guidance. The tax rate for
9MFY20 was little lower due to onetime reversal of deferred tax liability of Rs324mn due to reduction of
overall tax rate.

Gland Pharma
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Exhibit 3: Revenue Summary

Revenue Summary 1QFY20 2QFY20 3QFY20 4QFY20 1QFY21 2QFY21 3QFY21
Revenue Breakup

USA, Europe, Canada and Australia 4,808 4,895 4,853 4,788 6,081 5,313 6,021
India 1,155 1,245 1,193 1,078 1,284 1,538 1,495
Rest of the world 781 637 413 486 1,477 1,464 1,078
Total 6,745 6,776 6,459 6,352 8,842 8,315 8,594
Revenue Mix (%) 1QFY20 2QFY20 3QFY20 4QFY20 1QFY21 2QFY21 3QFY21
USA, Europe, Canada and Australia 71.3 72.2 751 754 68.8 63.9 701
India 171 18.4 18.5 17.0 14.5 18.5 174
Rest of the world 11.6 94 6.4 7.7 16.7 17.6 12.5
QoQ Growth (%) 1QFY20 2QFY20 3QFY20 4QFY20 1QFY21 2QFY21 3QFY21
USA, Europe, Canada and Australia 0.0 1.8 -0.9 -1.3 27.0 -12.6 13.3
India 0.0 7.7 -4.1 9.6 19.1 19.7 2.8
Rest of the world 0.0 -18.5 -35.2 17.7 203.7 -0.9 -26.4
Total 0.0 -18.5 -35.2 17.7 203.7 -0.9 -26.4
YoY Growth (%) 1QFY20 2QFY20 3QFY20 4QFY20 1QFY21 2QFY21 3QFY21
USA, Europe, Canada and Australia 0.0 0.0 0.0 0.0 26.5 8.5 241
India 0.0 0.0 0.0 0.0 11.2 236 25.3
Rest of the world 0.0 0.0 0.0 0.0 89.1 129.9 161.0
Total 0.0 0.0 0.0 0.0 89.1 129.9 161.0

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 4: Margin Summary

Margins (%) 1QFY20 2QFY20 3QFY20 4QFY20 1QFY21 2QFY21 3QFY21
Gross Margin 59.6 56.2 57.0 59.8 63.8 55.1 52.7
EBITDA Margin 39.0 35.5 32.8 37.8 46.7 35.8 30.7
EBIT Margin 35.7 32.0 29.0 34.0 43.9 32.8 21.8
PAT Margin 27.2 35.4 23.9 30.7 35.5 26.3 23.7

Source: Company, Nirmal Bang Institutional Equities Research

Gland Pharma
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Financial statement

Exhibit 5: Income statement Exhibit 6: Cash flow

Y/E March (Rsmn) FY19  FY20 FY21E  FY2E  FY23E  Y/E March (Rsmn) FY19  FY20 FY21E FY22E  FY23E

Net sales 20,442 26,332 32,798 38,929 47,364 ppT 6,863 9,929 13,170 16,061 20,294

% growth 26.0 28.8 246 187 217 (Inc.)/dec. in working capital 3539 799 1858 2537 3411

Raw material costs 8570 1020 12821 15186 18236 . 1) flow from operations 3323 9129 11312 13524 16,883

Saffcosts 220 2777 3276 386 49 e o “ e "

Other expenditure 2577 2981 3878 4402 5101

R8D Expenses 966 922 1148 1363 1658 Otherincome 38 oM A48 88 2309

Total expenditure 13377 16,778 19975 23454 27,976 Other Expenses 305 224 0 0 0

EBITDA 7065 9555 12,823 15475 19,387 Depriciation 821 946 1071 1197 1372

% growth 31.3 35.2 34.2 20.7 253 Taxpaid (-) 2235 2441 3293 4015 5074

EBITDA margin (%) 34.6 36.3 39.1 39.8 409 Net cash from operations 1,853 7,009 7,673 8922 10,903

Other income 856 1.3%2 1458 1818 2309 ool expenditure () 4352 1708 1600  -1,600  -3,000

lcrs]:irsess tpcr(;:ts 1 33; 15 312 19 932 23 732 29 123 Net cash after capex S 5302 6013 7322 7903

%% growth ’23_ . ’29_0 ’30_5 ’18’8 ’22’7 Other Investing activities 1780 5953 1274 1644 2,069

Depreciation 821 946 1,071 1,197 1,372 Cash from Financial Activities -31 -69 12,456 -39 -33

Profit before tax & Exceptional 7.063 9.929 13470 16.061 20294 Opening cash 3,728 2364 13,252 33,055 41,982

tems ’ ’ ’ ’ " Closing cash 2364 1695 33055 41982 51921

E:ﬁf.fﬁnfilrﬁ?f 6&2322 9,928 13,178 16,06(1) 20,292 Change in cash 1320 2 720 19803 89277 9939

% growth 40.8 40.6 326 22.0 26.4 Source: Company, Nirmal Bang Institutional Equities Research

Tax 2344 2200 3293 4015 5074

Effective tax rate (%) 33 22 25 25 25

PAT 4519 7729 9878 12046 15221 Exhibit 8: Key ratios

?Pgsrc;::ts i; :g; Z;g égg iig ;g: Y/E March FY19  FY20 FY21E FY22E FY23E

% growth 40.7 71.0 27.8 220 26.4 Profitability & return ratios

Source: Company, Nirmal Bang Institutional Equities Research EBITDA margin (%) 346 36.3 39.1 398 409
EBIT margin (%) 30.5 32.7 358 36.7 38.0

Exhibit 7: Balance sheet Net profit margin (%) 22.1 294 30.1 309 32.1

Y/E March (Rsmn) FY19  FY20  FY21E  Fy22E  Fyse ROE(%) 71238 207 186 194

Eiy - - e 63 163 ROCE(%) 250 254 27 219 228

Reserves 28465 36307 58677 70722 85043 ‘'vorking capital & liquidity ratios

Net worth 28620 36462 58840 70886 86106 ecelvables (days) 8 m 7 84 83

Net deferred tax liabilties 1,076 741 41 741 741 Inventory (days) S 26 243 49 248

Total Loans 50 41 37 33 30 Payables (days) 157 115 99 118 117

Other Financial Liabilities 382 330 330 330 33 Curentratio (x) 46 87 90 94 36

Liabilities 30128 37574 50947 71989  gr207 Quickratio(x) 28 64 74 78 80

Net Block 9287 9671 10401 11005 12,433 Valuation ratios

oW 23 1885 1685 1 485 1og5 EVisales (x 179 137 104 85 6.8

Right of Use Assefs 10 0 o 8 g EVIEBITDA (X 517 376 265 214 166

Other Non Current Assets 1,132 82 1016 1190 1429 FPEX 825 482 377 309 245

Inventories 9119 7563 9487 11238 13495 "BV(Y 180 102 6.3 5.3 4.3

Debtors 5,061 6,018 8,200 9,732 11841 Source: Company, Nirmal Bang Institutional Equities Research

Cash 7533 13252 33055 41982 51,021

Other current assets 1,861 1,630 1,969 2,290 2,732

Total current assets 23,575 28,463 52,710 65,242 79,989

Creditors 4,462 2,491 4,487 5,315 6,383

Other current liabilities 646 796 1,386 1,625 1,954

Total current liabilities 5,108 3,286 5,874 6,941 8,337

Net current assets 18,467 25176 46,837 58,302 71,651

Total assets 30,128 37,574 59,947 71,989 87,207

Source: Company, Nirmal Bang Institutional Equities Research

Gland Pharma
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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. INH000001436. 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: |, Vishal Manchanda, research analyst and Gaurang Sakare, Research Associate the author of this report,
hereby certify that the views expressed in this research report accurately reflects my 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.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

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, fitness 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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