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All-round beat

= Q4 revenue of Rs 6.2bn (+21% YoY) beat our estimate by 14% driven by
recovery in CDMO and growth in API

= EBITDA margin expanded to 33.2% on a better product mix, PLI scheme

benefits and moderating input prices

= We raise FY24-FY25 EPS by 5-6% and revise our TP to Rs 600 (vs.
Rs 585)
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Strong revenue beat: GLS posted a beat on all fronts in Q4FY23 as revenue/
EBITDA/PAT surpassed our estimates by 14%/33%/32%. Revenue grew 21% YoY
and 15% QoQ to Rs 6.2bn aided by recovery in CDMO (+30% YoY) and growth
across generic APIs (+15%). Pricing pressure in generic APIs continued, particularly
in US markets. External business growth of 19% YoY (ex-Glenmark Pharma: GPL)
was driven by strong demand in regulated markets (US, LATAM, and Japan) while
other geographies were stable. GPL business rebounded 45% QoQ and 25% YoY,
recovering from inventory tightening and rationalisation undertaken by the parent.

EBITDA margin buoyant; guidance at 30-31%: EBITDA grew at a robust 45%
YoY (+42% QoQ) with a 33.2% margin (+560bps YoY, +630bps QoQ), mainly due
to an improved gross margin and lower operating costs. Gross margin rose to 54.9%
(+450bps YoY, +385bps QoQ) on the back of a better product mix as CDMO
contribution moved up (+200bps impact), PLI scheme benefits (+150-200bps) and
lower input costs. PAT for the quarter grew 48% YoY and 39% QoQ. Management
has guided for 12-14% topline growth in FY24 and expects EBITDA margin to settle
at 30-31% for the year.

Expansion plans on track; total reactor capacity to double by FY26: GLS has
completed the addition of 240kl of API capacity as well as the oncology facility at
Dahej. A 208kl backward integration plant is under construction at Ankleshwar, with
a further 192kl commissioned in Mar'23. The greenfield project at Solapur is also
progressing well with consent to establishment (CTE) received for 1,000k,
scheduled to be operationalised over FY24-FY26. In all, the company’s reactor
capacity stood at 1,198kl as of FY23 which is targeted to double to 2,405kl by FY26.

Maintain BUY: The stock is trading at attractive valuations of 11.9x/10.3x P/E and
7.8x/6.3x EV/EBITDA on FY24E/FY25E. We raise our FY24-FY25 earnings
estimates by 5-6%. Our two-stage DCF model thus yields a revised TP of Rs 600
(vs. Rs 585), implying an FY25E P/E of 12.2x — ~15% discount to the average for
GLS’s peer group (Neuland Laboratories, Aarti Drugs and Solara Active Pharma).
Maintain BUY.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures and analyst certifications are provided at the end of the report.

Key changes
Target Rating
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Ticker/Price GLS IN/Rs 504
Market cap US$ 755.1mn
Free float 17%
3M ADV US$ 0.9mn
52wk high/low Rs 525/Rs 370
Promoter/FPI/DII 83%/8%/1%
Source: NSE | Price as of 28 Apr 2023
Key financials
YIE 31 Mar FY23P FY24E FY25E
Total revenue (Rs mn) 21613 24417 27,349
EBITDA (Rs mn) 6,424 7,093 8,346
Ad. net profit (Rs mn) 4671 5194 6,023
Adj. EPS (Rs) 38.1 424 492
Consensus EPS (Rs) 38.1 39.8 46.0
Adj. ROAE (%) 219 220 219
Adj. P/E (x) 13.2 11.9 10.3
EV/EBITDA (x) 9.9 8.1 6.8
Adj. EPS growth (%) 115 11.2 16.0
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Fig 1 — Quarterly performance

(Rs mn) Q4FY23 Q4FY22 YoY (%) Q3FY23 QoQ (%) FY23 FY22 YoY (%)
Revenues 6,213 5,141 209 5,407 149 21,613 21,232 1.8
EBITDA 2,064 1,422 451 1,455 41.9 6,424 6,161 43
Depreciation 115 96 - 108 - 421 379 -
EBIT 1,949 1,327 46.9 1,347 447 6,003 5,782 38
Interest 1 1 - 2 - 5 280 -
Other Income 28 51 - 66 - 290 147 -
PBT 1,976 1,376 43.6 1,411 40.0 6,287 5,649 1.3
Less: Taxation 513 387 - 361 - 1,616 1,462 -
Less: Minority Interest 0 0 - 0 - 0 0 -
Recurring PAT 1,463 989 48.0 1,050 394 4,671 4,187 115
Exceptional items 0 0 - 0 - 0 0 -
Reported PAT 1,463 989 48.0 1,050 394 4,671 4,187 115
Key Ratios (%)

Gross Margin 54.9 504 450 51.0 385 50.5 50.0 44
EBITDA Margin 332 2717 556 26.9 632 29.7 29.0 71
Tax/PBT 259 28.1 - 256 - 25.7 259 -
NPM 249 19.7 526 20.7 427 228 20.1 275
EPS 119 8.1 48.0 8.6 394 429 342 0.3

Source: Company, BOBCAPS Research

Fig 2 — Revenue mix

(Rs mn) Q4FY23 Q4FY22 YoY (%) Q3FY23 QoQ (%) FY23 FY22 YoY (%)
Generic API 5,299 4,590 155 4,799 104 19,080 19,154 (0.4)
CDMO 568 435 305 279 103.3 1,400 1,720 (18.6)
Net Sales 5,867 5,025 16.8 5,078 155 20,479 20,874 (1.9)
ool 346 116 198.6 329 5.2 1,134 358 216.9
Revenues 6,213 5,141 209 5,407 149 21,613 21,232 18

Source: Company, BOBCAPS Research

Fig 3 — Future capacity expansion plan

Operational
Timelines

Expansion Type Division Location Current Capacity Status & Planned Capacity

192 KL capacity added in

Brownfield Intermediate Ankleshwar 742.2 KL Mar 23.Under Construction Q3 FY24
208 KL
’ CTE Received for
Greenfield API Solapur - 1,000 KL FY24 - FY26

Total Reactor Capacity, KL

s v Capex for APl capacity expansion of 240 KL
Capacity and Oncology facility at Dahej has been
completed
Progress 1,198
by Year oo 765 v Backward Integration plant at Ankleshwar of
208KL is under construction
FY1g FY22 FY23 FY26

Source: Company, BOBCAPS Research
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Fig 4 — Revenue

Fig 5 - EBITDA
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CDMO: CDMO revenue growth of 30% YoY was driven by pick-up in demand from
one project that was affected by inventory rationalisation. GLS does not plan to
seek CDMO opportunities beyond pharma (such as agrochemicals) as this would
dilute infrastructure quality standards.

Raw materials: Solvent prices came down with the softening in crude prices.
Freight costs continued to improve.

Cash generation: During the year, GLS recorded healthy cash generation from
operations at Rs 31bn with free cash flow generation of Rs 1.4bn.

Working capital: The company clocked a rise in working capital days to 171 days
from 152 in FY22 on account of an increase in Q4FY23.

Capacity expansion:

Dahej (Gujarat): Brownfield expansion for generic APl products at Dahej is
complete with 240kl capacity, as is the expansion for the oncology plant. Out of
the two independent modules for the latter, one is 100% commissioned.

Ankleshwar (Gujarat): The intermediate manufacturing block at the
Ankleshwar (Gujarat) site has a manufacturing capacity of 400kl, of which
192kl is commissioned and operational. The balance is to become operational
in the second half of FY24.

Solapur (Maharashtra): The company has received environmental clearance
for the installation of 1,000kl capacity along with CTE (Consent to Establish) for
the planned greenfield site at Chincholi industrial area, Solapur in Maharashtra,
and construction work will begin in FY24. Investment in Solapur will be in
phases, in line with business progression.

High-potent API: One high-potent API has been added into development, taking
the total number to nine.

Capex: FY23 capex spend was Rs 1.7bn. Management expects spends in the
range of Rs 1.5bn-2bn in FY24.

Asset turnover: Asset turnover expectation from the new capex is 1.8-2.0x.

Regulatory Inspection: All three existing plants are due for USFDA inspection and
are ready. Successful inspection by the Brazilian and Mexican authorities gives the
company confidence of a successful outcome.

4 29 April 2023
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We like GLS for its strong market position in key APIs and focus on product value over

volumes which translates to a superior margin profile. The company is investing

Rs 6bn-6.5bn toward manufacturing capacities over FY20-FY25 to meet demand from

the expanding API portfolio and CDMO clientele, with a majority of the brownfield

expansion now near completion, which will lend a fillip to growth.

The stock is trading at attractive valuations of 11.9x/10.3x P/E and 7.8x/6.3x
EV/EBITDA on FY24E/FY25E. We raise our FY24-FY25 earnings estimates by 5-6%.
Our two-stage DCF model thus yields a revised TP of Rs 600 (vs. Rs 585), implying an
FY25E P/E of 12.2x — ~15% discount to the average for GLS’s peer group (Neuland
Laboratories, Aarti Drugs and Solara Active Pharma). Maintain BUY.

Fig 8 — Revised estimates

New Old Change (%)

(Rs bn)

FY24E FY25E FY24E FY25E FY24E FY25E
Sales 244 273 231 258 5.9 5.9
EBITDA 741 8.3 6.7 79 5.4 55
EBITDA margin (%) 29.0 30.5 29.2 30.6 (13bps) (12bps)
EPS (Rs) 424 49.2 40.2 46.6 5.6 55
Source: BOBCAPS Research
Fig 9 — Key assumptions
Revenue (Rs bn) FY23E FY24E FY25E
Generic API 19.1 217 244
CDMO 14 1.6 1.8
Other Op. Rev 1.1 1.1 1.1
Source: Company, BOBCAPS Research
Fig 10 — DCF valuation summary
Variables Assumptions Basis
Risk Free Rate (%) (A) 7.4 10Y Average GIND10Y Index
Equity Risk Premium (%) (B) 6.0 (Rm-Rf)
Beta (C) 0.7  5Y Average Beta of Nifty Pharma
Cost of Equity (%) (D)=A+BxC 118
Cost of Debt (%) (E) NA  Debt free
Marginal Tax Rate (%) (F) 25
Post-Tax Cost of Debt (%) (G) = E x (1-F) 0 Debtfree
Current Debt to Equity (2024) (H) 0
WACC (%) (I)=(1x D +Hx G)/(1 +H) 118

Stage 1 Stage 2 (Terminal)

FCF CAGR (FY22-FY33E) (%) 20 3

Source: BOBCAPS Research
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= Regulatory lapses: The US and EU are key geographies for GLS’s clientele,

implying potential risk of lapses in maintaining the strict cGMP standards required

by regulators in these markets. There have, however, been no regulatory lapses at

the company’s manufacturing plants to date.

= Customer concentration: GLS derived ~55% of revenue from its top-5 clients

over FY19-FY21, implying revenue concentration risk.

= Raw material supply disruptions: Periodic uncertainty regarding the supply chain

from China and other geographies due to local pandemic-linked lockdowns and

geopolitical tensions poses risks to our assumptions of growth and raw material

costs in the near-to-medium term.

= Pricing pressure: Pricing pressure from customers may affect gross margins,

profitability, and the ability to increase prices.

Company Ticker Market Cap (US$ bn) Price (Rs) Target (Rs) Rating
Ajanta Pharma AJP IN 2.1 1,313 1,470 HOLD
Alembic Pharma ALPMIN 1.3 556 615 HOLD
Alkem Labs ALKEM IN 5.1 3,510 3,000 SELL
Aurobindo Pharma ARBP IN 44 617 635 BUY
Cipla CIPLAIN 9.0 908 1,250 BUY
Divi's Labs DIVIIN 10.6 3,268 3,200 HOLD
Dr Reddy's Labs DRRD IN 10.0 4,930 4,700 HOLD
Eris Lifesciences ERIS IN 1.0 631 810 BUY
Glenmark Life Sciences GLSIN 0.8 504 600 BUY
Laurus Labs LAURUS IN 2.0 308 340 HOLD
Lupin LPCIN 39 710 700 HOLD
Sun Pharma SUNP IN 29.0 988 1,100 HOLD
Source: BOBCAPS Research, NSE | Price as of 28 Apr 2023
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Financials

Income Statement Per Share

Y/E 31 Mar (Rs mn) FY21A FY22A FY23P FY24E FY25E Y[E 31 Mar (Rs) FY21A  FY22A  FY23P  FY24E  FY25E

Total revenue 18,852 21,232 21,613 24,417 27,349 Reported EPS 31.9 34.2 38.1 424 49.2

EBITDA 5,911 6,160 6,424 7,093 8,346 Adjusted EPS 326 342 38.1 424 49.2

Depreciation 334 379 421 511 578 Dividend per share 0.0 211 114 12.7 147

EBIT 5,577 5,782 6,003 6,581 7,768 Book value per share 63.3 170.2 178.0 207.6 242.1

Net interest inc./(exp.) (875) (280) (5) (6) 0

Other inc./(exp.) 8 147 290 350 262 Valuations Ratios

Exceptional items 0 0 0 0 0 YIE 31 Mar (x) FY21A  FY22A  FY23P  FY24E  FY25E

EBT 4,709 5,649 6,287 6,925 8,030 EV/Sales 39 34 29 24 2.1

Income taxes 1,194 1,462 1,616 1,731 2,008 EV/EBITDA 12.3 116 9.9 8.1 6.8

Extraordinary items 0 0 0 0 0 Adjusted P/E 15.5 14.8 13.2 11.9 10.3

Min. int./Inc. from assoc. 0 0 0 0 0 P/BV 8.0 3.0 28 24 2.1

Reported net profit 3,516 4,187 4,671 5,194 6,023

Adjustments 0 0 0 0 0 DuPont Analysis

Adjusted net profit 3,516 4,187 4,671 5,194 6,023 Y/E 31 Mar (%) FY21A  FY22A  FY23P  FY24E  FY25E
Tax burden (Net profit/PBT) 747 741 743 75.0 75.0

Balance Sheet Interest burden (PBT/EBIT) 84.4 97.7 104.7 105.2 103.4

Y/E 31 Mar (Rs mn) FY21A FY22A FY23P FY24E FY25E EBIT margin (EBIT/Revenue) 29.6 27.2 27.8 27.0 284

Accounts payables 2,213 3,077 3,966 2,811 3,016 Asset turnover (Rev./Avg TA) 29.2 27.8 25.2 25.7 248

Other current liabilities 251 602 901 700 786 Leverage (Avg TA/Avg Equity) 27 1.3 1.0 1.0 1.0

Provisions 199 144 155 177 199 Adjusted ROAE 58.9 29.3 21.9 22.0 21.9

Debt funds 9,551 29 194 0 0

Other liabilities 0 0 0 0 0 Ratio Analysis

Equity capital 20 245 245 245 245 YIE 31 Mar FY21A  FY22A  FY23P  FY24E  FY25E

Reserves & surplus 7,737 20,613 21,561 25,197 29,413 YoY growth (%)

Shareholders’ fund 7,756 20,858 21,806 25,442 29,658 Revenue 226 12.6 1.8 13.0 12.0

Total liab. and equities 19,971 24,7110 27,021 29,129 33,659 EBITDA 25.2 42 43 104 17.7

Cash and cash eq. 1,156 5121 3,094 6,796 9,250 Adjusted EPS 12.3 48 11.5 11.2 16.0

Accounts receivables 6,195 6,735 8,068 7,027 7,899 Profitability & Return ratios (%)

Inventories 5,134 5,162 6,042 5,366 6,032 EBITDA margin 31.4 29.0 29.7 29.0 305

Other current assets 1,616 823 1,395 933 1,048 EBIT margin 29.6 27.2 27.8 27.0 284

Investments 1 1 1 1 1 Adjusted profit margin 18.6 19.7 216 21.3 220

Net fixed assets 5,649 5,847 7,749 8,247 8,665 Adjusted ROAE 58.9 29.3 219 22.0 21.9

CWIP 141 970 616 616 616 ROCE 34.7 31.0 29.3 29.2 29.1

Intangible assets 79 51 57 143 147 Working capital days (days)

Deferred tax assets, net 0 0 0 0 0 Receivables 121 118 144 110 110

Other assets 0 0 0 0 0 Inventory 101 90 108 84 84

Total assets 19,971 24,7110 27,021 29,129 33,659 Payables 43 54 71 44 42
Ratios (x)

Cash Flows Gross asset turnover 29 3.0 25 2.3 24

Y/E 31 Mar (Rs mn) FY21A FY22A FY23P FY24E FY25E Current ratio 53 47 37 55 6.1

Cash flow from operations 3,691 6,230 3,512 6,555 5,261 Net interest coverage ratio 6.4 207  1,0974 11333

Capital expenditures (571) (588) (1,659) (1,700) (1,000) Adjusted debt/equity 1.1 0.2) (0.1) (0.3) (0.3)

Change in investments 0 0 0 0 0 Source: Company, BOBCAPS Research | Note: TA = Total Assets

Other investing cash flows 0 0 0 0 0

Cash flow from investing (571) (588) (1,659) (1,700) (1,000)

Equities issued/Others 0 225 0 0 0

Debt raised/repaid (1,186) (9,522) 165 (194) 0

Interest expenses (875) (280) (5) (6) 0

Dividends paid 0 (2,579) (1,401) (1,558) (1,807)

Other financing cash flows (3) 10,480 (2,638) 605 0

Cash flow from financing (2,065) (1,676) (3,879) (1,153) (1,807)

Chg in cash & cash eq. 1,056 3,966 (2,027) 3,702 2,454

Closing cash & cash eq. 1,156 5121 3,094 6,796 9,250
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NOT FOR DISTRIBUTION, DIRECTLY OR INDIRECTLY, IN ORINTO THE UNITED STATES OF AMERICA (“US”) OR IN OR INTO ANY OTHER JURISDICTION
IF SUCH AN ACTION IS PROHIBITED BY APPLICABLE LAW.

Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months
BUY - Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Ratings and Target Price (3-year history): GLENMARK LIFE SCIENCES (GLS IN)
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Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about
the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOB Capital Markets
Limited (BOBCAPS).

General disclaimers

BOBCAPS is engaged in the business of Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited and BSE
Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS'’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any
regulatory authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till

03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017. BOBCAPS CIN Number: U65999MH1996G01098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives
of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or
advisory board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or

potential conflicts of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material
is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction We are not soliciting any action based on
this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, clients should consider whether it is
suitable for their particular circumstances and, if necessary, seek professional advice. BOBCAPS research reports follow rules laid down by Securities and
Exchange Board of India and individuals employed as research analysts are separate from other employees who are performing sales trading, dealing, corporate
finance advisory or any other activity that may affect the independence of its research reports.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities — that give rise to substantial risk and are not suitable
for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on
as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information
discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.
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We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long”
or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or
dispose of any such securities (or investment). We and our affiliates may assume an underwriting commitment in the securities of companies discussed in this
document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by
foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS'’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.
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relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date
of publication of this report.

The research analyst(s) has not received any compensation from the subject company or third party in the past 12 months in connection with research
report/activities. Compensation of the research analyst(s) is not based on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS'’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment
banking services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for
services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
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Distribution into the United Kingdom (“UK”):
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