May 17, 2021
RESULT REPORT Q4 FY21 | Sector: Pharmaceuticals

Gland Pharma

BUY CMP Rs2,793

Result Highlights

v" Revenues jumped ~40% YoY on the back of strong growth in core markets (US &
Europe +29% YoY), India (+15% YoY) and ROW (+196% YoY).

v" In domestic market, Gland ramped up Remdesivir supply and maintained supplies
of Enoxaparin

v" Gross margin declined by 388bps YoY to 55.9% while EBITDA margin contraction
restrained at 85bps YoY to 36.9%. Higher R&D too dampened margin

v R&D expenses at Rs304mn (vs. Rs173mn in Q4 FY20).

v FY21 capex at Rs2.2bn as company expanding its sterile injectable facility in
Hyderabad. Additionally, it will be investing in the drug substance and biologics
facility initially for vaccines and later on for biosimilars

Our view: Gland Pharma ended FY21 on strong note with robust growth in US, Europe
and ROW markets (on low base) coupled with solid margin delivery. We expect healthy
growth to persist across most of the core markets along with India and ROW.
Moreover, vaccine triggers to materialize as supplies start from Q4 CY21. Assuming
Gland makes 30% of the final selling price and 20% margin (vs company average of
36%), Sputnik V deal can boost earnings by 8-10% on conservative basis in FY23 (not
factored in our estimate). With ongoing capex in FY22 on API and sterile injectable
facility, growth rates can sustain beyond FY23, backed by complex filings (notably
peptides). Outer year triggers like biosimilar supplies to promoter Fosun, CMO
capabilities in biosimilars would help move up the value chain along with complex
generics. Reset FY23 EPS estimates marginally based on FY21 actuals and retain BUY
for TP Rs3,050. Notwithstanding near term upside, our thesis of solid earnings
compounding, outlined in our initiating coverage report in Mar'21, remains intact and
expect stock to give outsized (~70-75%) returns over a 3 year period.

Exhibit 1: Result table

(Rs mn) Q4FY21 Q3FY21 %qoq Q4FY20 % yoy
Revenues 8,877 8,594 3.3 6,352 39.8
RM + inventory changes (3,874) (4,040) (4.1) (2,534) 52.9
Purchase of goods (41) (29) 447 (22) 90.5
Staff (783) (822) (4.7) (672) 16.5
Other expenses (902) (1,062) (15.0) (726) 24.2
OPM (%) 36.9 30.7 617 bps 37.8 -85 bps
Depreciation (249) (250) (0.2) (241) 3.5
Interest (10) (12) (11.9) (5) 1154
Other income 472 351 34.4 462 22
PBT 3,489 2,732 27.7 2,615 334
Tax (885) (691) 281 (667) 32.7
Effective tax rate (%) 25.4 25.3 7 bps 25.5 -14 bps
PAT 2,604 2,041 27.6 1,948 33.7
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CON-CALL HIGHLIGHTS

v" Year-end inventory has gone up to prepare for launches; going ahead, it would stabilize
v" COVID led product benefit had normalized in US from Q2 FY21
v"In biosimilar, not just looking at fill finish but also drug substance manufacturing

v" Export incentives worth Rs500mn not accounted since Sep’20 due to stoppage of MEIS
scheme

v" Have 5-6 APIs for some of the key products which has helped margins despite faster ROW
sales

v" To invest additional Rs2.8bn on vaccine facility
v" Supply of Sputnik V to RDIF is for a fixed price irrespective of where the vaccine is sold

v" About 15% of the installed vaccine capacity is meant for COVID only, but rest can be used
for other vaccine and biosimilar products

v Working on peptides, hormones products - to file 1 peptide this year followed by 2 more
next year

v"In biologics, idea is to enter into CMO or CDMO type operations
v’ 14% - vol growth, 9% price hike and 3-4% from new launches drove revenues in FY21
v" To launch 36 molecules in FY22; 10in Q1 and 9 in Q2

v" Yet to fully monetize products like Micafungin and can see meaningful revenues from such
opportunities

v" Rs3bn capex in FY22 to be spent on expanding - sterile injectable facility in Hyderabad, API
plant in Vizag and onco facility

v Post Mar'21, acquired a facility for Rs900mn and will be used to scale up for vaccine
production.

v" Emerging markets has been growing rapidly through entering new markets like Singapore,
Israel, Saudi Arabia, and CIS Countries.

v' ~20 ANDA filings target including some complex injectables in FY22. ANDA filing has
moderated in Q4 FY21 due to COVID impact and product mix (the company is working
towards complex generics injectables which takes longer time to complete and expect the
ANDA filings in FY22E).

v R&D at 3-4% of sales to continue

v" Company expect some product launches in China and expect its contribution to the revenue
from FY23E.
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Exhibit 2: Financial summary

Y/e 31 Mar (Rs mn) FY19 FY20 FY21 FY22E FY23E
Revenues 20,442 26,332 34,629 43,141 53,448
yoy growth (%) 26.2 28.8 31.5 24.6 23.9
Operating profit 7,063 9,555 13,022 16,412 20,647
OPM (%) 34.6 36.3 37.6 38.0 38.6
Reported PAT 4,519 7,729 9,970 12,528 15,784
yoy growth (%) 40.7 71.0 29.0 25.7 26.0
EPS (Rs) 29.2 499 60.9 76.6 96.5
P/E (x) 95.8 56.0 45.8 36.5 28.9
P/BV (x) 151 11.9 7.7 6.4 5.2
EV/EBITDA (x) 60.2 43.9 32.8 25.6 19.8
Debt/Equity (x) 0.0 0.0 0.0 0.0 0.0
ROE (%) 17.9 23.7 20.9 19.2 19.9
ROCE (%) 24.6 27.4 22.6 23.5 24.2
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DISCLAIMER

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

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Bhavesh Gandhi, Meet Parikh

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

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

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

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

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

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)
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Since YSL 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
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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