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KEY HIGHLIGHTS
1. RESULTS OVERVIEW:

= Granules Itd Q4 FY23 consolidated revenues came in at 1,196 Cr, up

RECOMMENDATION - BUY

CMP - 321
TARGET - 391 (22.0%)

16.02% YoY and up 4.3% QoQ.
Op Profit for Q4FY23 stood at X228 Cr, down 0.8% QoQ and up 18.53% YoY.

=  Op margins for Q4FY23 came at 19% vs 20% in Q3 fy23. Industry Pharmaceuticals &
= PAT for Q4FY23 stood at 120 Cr, up 8.1% YoY and down 3.4% QoQ. Drugs
NSE CODE GRANULES

2. MANAGEMENT COMMENTARY: Market Cap (€ C1) =

= During the Quarter revenue grow 16% despite price erosion in US markets Shares Outstanding (in Cr) 24.20
and problem with the missing shipment. 52 wk High/Low (%) 381/267.75

= This revenue is mainly driven by US & European markets. P/E 15.10

= Co expects revenue to grow in the range of 10-12% and co is maintaining P/BV 2.77
EBITDA guidance at same levels of FY22. Face Value (X) 1.00

= Co has successfully introduced its products in selected European markets Book Value () 116.38
and planning to expand in other geographies. EPS (FY23) (X) 21.3

= The Co is planning to spend Rs 700 cr Capex in Fy 24. Dividend Yield (%) 0.52

= Cois also partnering with Greenko to establish an integrated green Total Debt / Equity 0.38
pharmaceutical zone and has formed a fully owned subsidiary, Granules Interest Coverage 13.29

CZRO.
The company expects to complete its green chemical initiative project by

SHAREHOLDING PATTERN

the end of 2025. Jun 23 Mar 23 Dec22
= A new packaging facility in USA, was partially commercialized and received Promoters 4202 42.02  42.02

FDA approval, and the management is expecting that this will help to MF/ DIl 4.87 3.76 3.91

moe e Renil S0t 3005 po08 0%
o (OGS bty Promoter 4,03 4.03 4.03
=  The operating income for the quarter was INR 1196 crore, an increase of Pledging

16.02% year-on-year basis. Operating EBITDA was INR 220cr, increase of
18.53% on year on year and EBITDA margin stood at 20%. Net profit after
tax reported was INR 120crore, an increase of 8.1% year on year while the
PAT margin percentage was 11.0%.

The co is planning to maintain healthy debt-to-EBITDA ratio, which is

FINANCIAL SNAPSHOT (X Cr)

Y/E March 2023A 2024E 2025E
currently less than one. Crore
= Gross margins declined due to the price erosion and higher R&D spend. Co Sales 4511.92 2963 5459
is expected to maintain the EBITDA margins in the range of 20-21%. sales Gr. 19.84 10.0 10.0
= Granules India has successfully introduced paracetamol and metformin (%)
formulations in selected European countries and planning to launch in other EBITDA 913.31 993.0 1146.0
geographies also. EBITDA % 20.56 20.0 21.0
= Company has maintained EBITDA margins in line of 19-21%. PAT 516.60 539.0 630.0
EPS (X) 21.3 22.0 25.0
4. OTHER DEVELOPMENTS: EPS Gr. (%) 28.24 2.30 17.20
= Cois currently focusing to establish an integrated green pharmaceutical zone, :\/t/:): () 116.38 138.0 163.0
which will manufacture products with near-zero carbon footprint, for which ROE (%) 1918 300 305
capex of 250cr has been allocated out of Rs 2000 cr capex plan. RoCE (%) 19.63 19.0 203
5. VALUATION AND OUTLOOK: Valuation
Company has reported Strong quarter led by growth in Europe and API P/E (x) 13.62 17.0 15.6
Segment. Co is expected to maintain revenue growth in the range of 10-15% P/BV (x) 2.50 2.8 2.3
over Fy 23-25. Co. recently has launched new products in new geographies EV/EBITDA 8.39 9.1 9.3

which will lead to improve the sales mix and EBITDA margins in next few
quarters.
We initiate a “BUY” rating on the stock and value the stock at 17x

Historical & Industrial Val Ratios

FY24E earnings to arrive at the target of X391

Historical P/E 15.10
Industry P/E 41.05
Historical P/B 2.77
Industry P/B 4.76
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REVENUE SPLIT (Q4 FY23)

M US
M India
APl HPFl uFD
i Europe
H ROW
6.0%
Geographical Sales Mix Product Sales Mix
QUARTERLY PERFORMANCE (CONSOLIDATED) (XCr)
Y/E March FY22 FY23 FY24
FY2 FY24E
@2 a a1 a1 @ Q3 a4 QuE* 3
Net sales 888 997 1,030 1,020 1,151 1,146 1,196 1,255 4,512 4963
YoY change (%) 3.52 18.03 28.86 19.97 29.54 14.98 16.07 23.02 20 10
Total Expenditures 737 823 837 808 908 915 967 1004 3,599 3970
EBITDA 151 174 193 212 243 231 228 251 913 993
Margins (%) 17 17 19 21 21 20 19 20 21 20
Depreciation 40 39 40 43 44 48 49 51 184 220
Interest 5 5 6 7 13 17 19 20 56 72
Other income 4 5 4 5 5 1 3 6 14 18
PBT 110 135 150 166 190 167 164 174 687 719
Tax 30 34 39 38 45 43 44 43 171 180
Adjusted PAT 81 101 111 128 145 124 120 131 517 539
EPS in Rs 4.85 4.07 4.48 5.14 5.84 5.01 4.82 5.28 21.3 22
Key Performance Indicators
Raw Mat cost as % of 49 53 51 50 50 52 52 52 57 57
revenue
Employee cost as % of 10 11 10 11 10 10 11 11 11 11
revenue
Op profit Margin 17 17 19 21 21 20 19 20 20 20
Net profit margin 9 10 11 13 13 11 10 11 11 11

Source: Company, Hem Securities Research.

*Insights into the assumptions:
e We expect margins to improve in upcoming quarters on account of new product launches.
e Revenue is expected to grow in the range of 10-15%
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INDUSTRY OVERVIEW

Key Players in Pharma

= |ndiais the largest provider of generic medicines globally Segment
with 20% share by volume and global vaccine supplier
with 62% share. India is home to more than 3,000 Caplin Point 1467
pharmaceutical companies with a strong network of over laboratories "
10,500 manufacturing facilities. The sector is significant Itd . 6,639
contributor to India’s economic growth and employs over
2.7 million people
=  The Indian pharmaceutical market is currently valued at Aurobindo 24,855
US$ 42 billion and expected to grow 3x in the next decade pharma _“9'011
to ~USS 120-130 billion by 2030. Exports market stood at
USS 24.44 billion in FY22. India is the 12th largest exporter
of medical goods in the world. The country’s Granules 4,512
pharmaceutical sector contributes 6.6% to the total India F 7,967
merchandise exports.
=  Medicine spending in India is projected to grow 9 12%
over the next five years, leading India to become one of Revenues M M.cap
the top 10 countries in terms of medicine spending.
= |ndian pharmaceutical companies are expected to play a
major role in global market too, being a low cost
producer. Rising R&D spend by pharmaceuticals
companies, increasing penetration of health insurance,
PEER PERFORMANCE (XCr)
Particulars Granules Aurobindo Caplin point
India Pharma laboratories
Market Cap 7,967 49,011 6,639
Net Sales 4,512 23,855 1,467
EBITDA 913.3 4,384.5 394.5
PAT 516.6 2,648.2 299.8
EPS(X) 213 45.2 39.6
EBITDA MARGIN % 20.6 9.8 34.1
PAT MARGIN % 11.4 5.5 24.3
ROCE % 19.0 12.7 28.8
ROE % 20.0 11.4 24.7
P/ETTM 15.1 254 17.3
P/BTTM 2.8 1.8 3.5
EV/EBITDA 9.4 121 12.4
Dividend Yield % 0.5 11 0.2
MCap/ Sales TTM 1.7 2.0 4.4

Source: Company, Hem Securities Research.
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STORY IN CHARTS

Revenue EBITDA & EBITDA Margin
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INVESTMENT RATIONALE:

Co is delivering decent revenue growth in last few quarters and expected to maintain the same in upcoming
quarters

Co. is witnessing strong demand from US markets and co is expected to grow at the CAGR of 10% over FY23-25.
A new packaging facility in USA, was partially commercialized and received FDA approval, and the management is
expecting that this will help to improve working capital and reduce uncertainty in sales.

Op margin are stable from last 2-3 Quarters at 19-20% and expected to improve margins in near term.

Co. has planned total Capex of Rs 2000 cr over the next 5 years which will improve their revenue and op margins.
Co is also partnering with Greenko to establish an integrated green pharmaceutical zone and has formed a fully
owned subsidiary, Granules CZRO.

Co is currently having ROE of 19%, ROCE of 18.5%.

Co is planning to reduce its debt in next few quarters. Current Debt to equity ratio stood at 0.4

Co. 3y Sales CAGR stood at 20%.

Co. 3y profit CAGR stood at 18%.

DIl has increase shareholding in Qtr ended June 2023. DIl holding stood at 6.68%.

RISK / NEGATIVE FACTORS:

=  Entry of new player could reduce market share or create pressure on margins or impact growth.
= Regulator actions, audits could adversely impact operations.
= Logistic issues could impact delivery timeline and dent margins.

COMPANY RECAP

=  Granules India Ltd and its subsidiaries are primarily involved in the manufacturing and selling of Active
Pharma Ingredients (APIs), Pharmaceutical Formulation Intermediates (PFls) and Finished Dosages.

= The company is one of the global leaders in the manufacturing of paracetamol, metformin, guaifenesin, and
Methocarbamol.

=  The company has a presence in 60+ countries across the world.

= The company has 5 APl and 1 Finished Dosage manufacturing facilities Located in Andhra Pradesh and
Telangana.

= Co is continuously investing in research and development across entire value chain, from finished
formulations to active pharmaceutical ingredients (APIs) and even chemical intermediates.

= The company expects to complete its green chemical initiative project by the end of 2025.

= Company is continuously expanding its operations in Europe, Canada, Latin America etc.
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ANNUAL PERFORMANCE

Financials & Valuations

Income Statement (X Cr)
Y/E March 2020 2021 2022 2023 2024E 2025E
Revenue from operations 2,599 3,238 3,765 4,512 4,963 5459
Growth YoY (%) 14 25 16 20 10 10
Total Expenditure 2,073 2,382 3,043 3,599 3,970 4,313
(%) of sales 81 78 80 79 80 79
EBITDA 525 855 722 913 993 1146
EBITDA Growth (%) 37 57 -16 25 9 15
EBITDA Margin (%) 19 22 20 21 20 21
Depreciation 137 151 159 184 220 260
EBIT 453 731 581 743 773 886
EBIT Growth (%) 48 61 -20 28 4 14
Net Interest Expenses 27 26 23 56 72 68
Other Income 37 27 18 14 18 22
Earnings before Taxes 426 704 558 687 719 840
EBT Margin (%) 15 18 15 15 14 15
Tax-Total 116 155 145 171 180 210
Rate of tax (%) 27 22 26 25 25 25
Net Profit 310 549 413 517 539 630
PAT Growth (%) 65 77 -25 25 4 17
PAT Margin (%) 11 14 11 11 11 11
Minority Interest 0 0 0 0 0 0
Adjusted PAT 335 549 413 517 539 630
EPS 13 22 17 21 22 25
EPS Growth (%) 42 68 -25 28 2 17
Balance Sheet
Y/E March 2019 2020 2021 2022 2023
Share Capital 25 25 25 22 24
Reserves 1504 1818 2149 2562 2811
Net Worth 1529 1843 2164 2584 2835
Borrowings 991 892 849 1106 1,136
Other Liabilities 458 487 690 819 932
Total Liabilities & Equity 2979 3223 3713 4512 4903
Fixed Assets 944 1204 1332 1541 1,911
CWIP 496 294 239 356 239
Investments 210 19 19 20 21
Other Assets 1328 1706 2123 2594 2,732
Total Assets 2979 3223 3713 4512 4903
Source: Company, Hem Securities Research.
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Ratios
Y/E March (Basic (INR) 2019 2020 2021 2022 2023
Profitability and return ratios
Net profit margin (%) 8 11 14 11 11
EBITDA margin (%) 17 19 22 20 21
EBIT margin (%) 13 15 18 15 16
ROE (%) 13 19 28 17 19
ROCE (%) 13 17 25 17 20
Working Capital & liquidity ratios 87 58 118 114 112
Payables (Days)
Inventory (Days) 51 51 56 85 86
Receivables (Days) 100 83 66 82 76
Current Ratio (x) 1 2 2 2 1
Valuations Ratios
EV/sales (x) 2 2 2 2 2
EV/EBITDA (x) 9 8 9 11 8
P/E (x) 12 11 14 18 14
P/BV (x) 2 2 3 3 2
Dividend Yield (%) 1 1 0 0 1
Leverage Ratio
Debt/Equity (x) 1.0 0.49 0.39 0.43 0.38
Cash Flow Statement
Y/E March 2019 2020 2021 2022 2023
CF from Operating activities (A) 262 476 432 332 739
CF from Investing Activities (B) -270 -161 -277 -380 -191
CF from Financing Activities (C) -17 -213 -299 190 -440
Net Cash Flow -25 103 -144 142 107
Add: Opening Bal. 116 83 186 42 185
Closing Balance 83 186 42 185 292
Source: Company, Hem Securities Research.
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RATING CRITERIA

INVESTMENT RATING EXPECTED RETURN
BUY >=15%
ACCUMULATE 5% to 15%

HOLD 0to 5%

REDUCE -5%to 0

SELL <-5%

RECOMMENDATION SUMMARY

DATE RATING TARGET
28-07-2023 Buy 391

DISCLAIMER

HEM Securities Limited (“Research Entity or HSL”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the
business of broking, depository services and other related activities. Broking services offered by HEM Securities Limited are under SEBI Registration
No.: INZ000168034.

This Report has been prepared by HEM Securities Limited in the capacity of a Research Analyst having SEBI Registration No. INH100002250 and
distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any
financial instrument or as an official confirmation of any transaction. The information contained herein is from publicly available data or other
sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an
investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such
investigation as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. This
should not be construed as invitation or solicitation to do business with HSL. The investment discussed or views expressed may not be suitable for
all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or
redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose. This
report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject
HSL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in
certain jurisdictions may be restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The
information given in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with
this information. This information is subject to change without any prior notice. HSL reserves the right to make modifications and alterations to this
statement as may be required from time to time. HSL or any of its associates / group companies 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. HSL is committed to providing
independent and transparent recommendation to its clients. Neither HSL nor any of its associates, group companies, directors, employees, agents
or representatives shall be liable for any damages whether direct, indirect, special or consequential including loss of revenue or lost profits that
may arise from or in connection with the use of the information. Our proprietary trading and investment businesses may make investment
decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance
.The disclosures of interest statements incorporated in this report are provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. We will not treat recipients as customers by virtue of their receiving this report.
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HSL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the securities thereof, of company(ies), mentioned herein or (b) be engaged in
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or
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 or at the time of public appearance.

Investments in securities market are subject to market risks, read all the related documents carefully before investing.

ANALYST CERTIFICATION/ DISCLOSURE OF INTEREST

Name of the Research Analyst: Chinmay Bhandari

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject
company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report.

SN Particulars Yes/No
1. Research Analyst or his/her relative’s or HSL's financial interest in the subject company(ies) No
2. Research Analyst or his/her relative or HSL’s actual/beneficial ownership of 1% or more securities of the subject No

company(ies) at the end of the month immediately preceding the date of publication of the Research Report

3. Research Analyst or his/her relative or HSL has any other material conflict of interest at the time of publication No
of the Research Report

4, Research Analyst has served as an officer, director or employee of the subject company(ies) No
5. HSL has received any compensation from the subject company in the past twelve months No
6. HSL has received any compensation for investment banking or merchant banking or brokerage services from the No

subject company in the past twelve months

7. HSL has received any compensation for products or services other than investment banking or merchant No
banking or brokerage services from the subject company in the past twelve months

8. HSL has received any compensation or other benefits from the subject company or third party in connection No
with the research report

9. HSL has managed or co-managed public offering of securities for the subject company in the past twelve months  No

10. Research Analyst or HSL has been engaged in market making activity for the subject company(ies) No

Since HSL and its associates are engaged in various businesses in the financial services industry, they may have financial interest or may have
received compensation for investment banking or merchant banking or brokerage services or for any other product or services of whatsoever
nature from the subject company (ies) in the past twelve months. Associates of HSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.

There were no instances of non-compliance by HSL on any matter related to the capital markets, resulting in significant and material disciplinary
action during the last three years.
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