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IN-DEPTH+*PRECISE+* ACTIONABLE
Higher FD sales drives earnings cMP Rs 397
= GRAN’s Q4FY24 results were above our estimates mainly on account of better 1arget/ Upside Rs 459 /16%
than expected gross margin led by higher FD sales and lower raw material NIFTY 22,201
costs, while sales were in-line. Scrip Details
= The company expects to launch 14 new products in the US, EU and other ROW  Equity / FV Rs 242mn /Rs 1
markets in FY25§ ‘Guided gross margin of ~55-58%. Paracetamol prices are ;. ket Cap Rs 96bn
expected to stabilize by FY26.
USD 1.2bn
= We upgrade our FY25E/FY26E EBITDA estimates by 2.4%/1.2% on assuming :
52- k High/L Rs 480/ 272
higher gross margin which will lead to higher EBITDA margin profile led by 1) week High/Low s 480/
significant shift towards high-value products, with FD segment's contribution AV8- Volume (no) 11,60,550
rising to 70% (50% in FY23 & 65% in FY24) in the medium term and 2) decline Bloom Code GRAN IN
in contribution from core n?olef:ulles with hlgh'voll,_lme Iqw value products w!th Price Performance 1M 3M  12M
new product launches. Maintain ‘Accumulate’ rating with TP of Rs459 (earlier -
Rs460) at 15x FY26 P/E. Key risks: Compliance issue on any facility, higher Absolute (%) ) (9 36
input cost. Rel to NIFTY (%) (3) (10) 15

Volume growth in the US drives FD sales

FD segment showed a strong growth of 41.3%/28.2% YoY in Q4/FY24 on account
of significant volume growth in the US, driven by CNS/ADHD portfolio and other

Shareholding Pattern
Sep'23 Dec'23 Mar'24

new products. The company expects to launch 14 new products in US/EU and Promoters 420 420 420
other geographies in FY25. With ramp up in new launches in the US and other MF/Banks/Fls 7.1 102 107
geographies coupled with improved volumes, we expect FD segment revenue s 215 188 196
CAGR of 23% over FY24-26E. :
Public / Others 29.5 29.1 27.8
Lower demand impacts APl and PFI sales .
. o o . N Valuation (x)
APIs declined by 55.4%/26.4% YoY in Q4/FY24, primarily led by lower demand
and reduction in prices for its key product-paracetamol, which reduced in-line FY24A  FY25E  FY26E
with key raw material prices. APl prices are expected to recover from H2FY25. P/E 23.7 16.0 13.0
PFI segment declined 318%/323% YoY in Q4/FY24 on account of more EV/EBITDA 12.3 9.2 7.6
customers converting into FDs from PFls. Management believes the PFl segment
; ) . e ) ROE (%) 134 172 179
sales will continue to decline due to a shift in portfolio towards FD.
ROACE (%) 11.9 14.8 15.6
Estimates (Rs bn)
Q4FY24 Result (Rs Mn) FY24A FY25E FY26E
Particulars Q4FY24 Q4FY23  YoY (%) Q3FY24 QoQ(%) Revenue 451 523 60.9
Revenue 11,758 11,955 (1.6) 11,556 1.7 EBITDA 8.6 11.5 13.8
Total Expense 9,201 9,674 (4.9) 9,051 1.7 PAT 4.1 6.0 7.4
EBITDA 2,557 2,281 121 2,505 2.1 Eps(Rs) 167 249 306
Depreciation 532 487 9.2 524 15
EBIT 2,025 1,794 12.9 1,981 2.2 VPR h: Rashmi Shett
esearch: Rashmi Shetty
IOtther ':wme 2;2 1:: (45‘;6& 282 183'1 Tel: +9122 40969724
nteres : : E-mail: rashmis@dolatcapital.com
EBT 1,756 1,640 7.1 1,701 3.3
Tax 460 444 3.6 444 3.5 ) ) )
RPAT 1,296 1,196 8.4 1,257 3.2 ASS°°'Tatf'+gal';g"éel7Pg:;gg
APAT 1,296 1,196 8.4 1,257 32 e@d et
-mail: candice olatcapital.com
(bps) (bps) P P
Gross Margin (%) 60.1 47.8 1221 57.0 310
EBITDA Margin (%) 21.7 19.1 267 21.7 7 Associate: Zain Gulam Hussain
NPM (%) 11.0 10.0 102 10.9 15 Tel: 49122 40969790
Tax Rate (%) 26.2 27.1 (88) 26.1 6 E-mail: zain@dolatcapital.com
EBIT Margin (%) 17.2 15.0 222 17.1 8
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Exhibit 1: uarterly revenue mix

Particular (Rs mn) Q4FY24 Q3FY24 YoY (%) Q3FY24 QoQ% FY23 FY24 YoY(%)
API 1,633 3,664 (55.4) 2,212 (26.2) 13,414 9,866 (26.4)
PFI 1,482 2,174 (31.8) 1,686 (12.1) 9,021 6,107 (32.3)
FD 8,642 6,117 41.3 7,658 12.8 22,684 29,090 28.2
Total 11,757 11,955 (1.7) 11,556 1.7 45,119 45,063 (0.1)
Source: Company, DART

Exhibit 2: Actual vs DART estimates

Particulars (Rs mn) Q4FY24  QAFY24E Va”ar(‘;; Comments

Revenue 11758 12026 (2.2)| In-line with estimates

EBITDA 2557 2375 7.6| Above estimate due to better than

EBITDA margin (%) 21.7 19.8 200bps | expected gross margin

PAT 1296 1162 11.6| Above estimate on account of higher

EPS (Rs) 5.3 4.8 11.6| operating performance

Source: Company, DART

Exhibit 3: Change in estimates

. FY25E FY26E
Particulars (Rs mn)
old New Chg (%) old New Chg (%)

Revenue 52,446 52,261 (0.4) 60,996 60,922 (0.1)

EBITDA 11,223 11,497 2.4 13,602 13,768 1.2

EBITDA Margin (%) 21.4 22.0 60bps 22.3 22.6 30bps

PAT 5,943 6,023 13 7,409 7,405 (0.1)

EPS (Rs) 24.5 24.9 1.3 30.6 30.6 (0.1)

Source: Company, DART

Exhibit 4: Annual revenue assumption

Rs Mn FY22 FY23 FY24 FY25E FY26E

API 9,751 13,414 9,866 9,965 10,463

% of revenue 25.9 29.7 21.9 19.1 17.2

% growth 6.9 37.6 (26.4) 1.0 5.0

PFI 8,456 9,021 6,107 6,168 6,230

% of revenue 225 20.0 13.6 11.8 10.2

% growth 35.0 6.7 (32.3) 1.0 1.0

FD 19,442 22,684 29,090 36,128 44,230

% of revenue 51.6 50.3 64.6 69.1 72.6

% growth 14.4 16.7 28.2 24.2 22.4

Total Revenue 37,649 45,119 45,063 52,261 60,922

Source: Company, DART
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Story in Charts

Exhibit 5: Increased volumes in US & new launches drives FD sales
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Exhibit 6: Higher price erosion & lower demand led to decline in APl segment
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Exhibit 7: Expect revenue CAGR of 16% over FY24-26E on low base
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Exhibit 8: EBITDA margin to expand with rise in FD contribution
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Exhibit 9: Expect ROIC to expand with improving profitability
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Exhibit 10: One year forward P/E band
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Earnings call KTAs

Guidance

EBITDA margin of 22-23% for FY25.
In FY25,16-18 product launches are expected to combine US & Europe and other markets.

Expect capex of Rs6.0bn in FY25, 50% of which will be incurred toward Granules Life
Science and remaining 50% will be incurred towards other projects & maintenance capex.

Gross margin is expected to be in the range of 55-58% depending upon product mix and
lower raw material prices.

CZRO (Greenko) update

Granules CZRO has initiated a pilot DCDA plant in Visakhapatnam. The pilot plant has
commenced operations in Mar’24.

The company is focused on strengthening core business through backward integration of
paracetamol and metformin in a sustainable manner.

Kakinada plant has capacity of 108 tons per annum.

Plans are being worked out for a larger commercial facility at Kakinada.

API, PFl & KSM

Para API prices are declining due to overstocking by some large brand leaders, which is
expected to start stabilising from Q3FY25. Also, excess capacity built up issue post covid
is causing price erosion. The company expects Paracetamol prices to stabilise by FY26.

The growth in Ibuprofen is expected to ramp up only by volume increase and will not be
driven by value. Currently Ibuprofen value is at its lowest and will continue for a while.
The market for products like paracetamol and Ibuprofen grows by 1-2%. Management
believes that they can achieve growth only by cannibalizing market share from other
players. The company has done it successfully in the past and expects to improve market
share going forward mainly in the US.

The company has also received European approval and has already tied up some sales
contracts with some customers.

Management sees good demand for all its products. Company sees very healthy demand,
except for Paracetamol, in all the geographies.

Formulation

Strong growth in formulations including GPI manufactured products was offset by decline
in Para APl sales volume and price erosion.

GPI sales for FY24 is Rs1.62bn and Rs4.77bn for Q4FY24.

Growth in Europe was driven by key partnerships and dossier sales/ BD Deals on existing
and new products.

Management expects formulation business to continue to drive growth in FY25.
The company expects new products to contribute 7-10% of total sales post Apr’'25.

MUPS block — capacity utilization currently is 40-50% but expects to go up to 70% by end
of FY25.

MUPS products are expected to contribute heavily from Q1FY25; to drive growth in FY25.

Metoprolol expects to have very good potential and management is ramping up
production for US market. The company has also received EU market approval for
Metoprolol. In FY26, company will start sales in Europe.

May 15, 2024
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No drastic change in Metoprolol price erosion in FY24.

Facility inspection update

Granules Life Sciences (GLS), with planned FD capacity of 8 Bn dosage, successfully
commenced operations in March 24. The company expects the plant to ramp up in
production from Jul’24, touching 100mn dosage per month in Aug’25 and will touch 4 to
5 bn dosage (annual capacity) by next fiscal year.

Continued prioritization and investment in R&D, towards building product development
capabilities and product pipeline in identified segments.

Other highlights

Net debt during the quarter stood at Rs8.4bn.
Net debt to EBITDA for Q4FY24 was at 0.98x.

Active Pharmaceuticals Ingredients (API), Pharmaceutical Formulation Intermediates
(PFI), and Finished dosages contribute 14%, 13%, and 73% of revenue from operations
respectively for Q4FY24.

Capex for FY24 stood at Rs 3.8bn vs Rs4.1bn in FY23.
Cash to cash cycle as of Mar’24 was 161 days.
Cashflow from operation for Q4FY24 was Rs2.15bn and Rs4.4bn for FY24.

New capacity addition led to an increase in employee cost and R&D cost. The company
has invested a lot in global marketing team, have people with high calibre. In FY25, the
company expects this cost to be under control.

GPI fixed asset turnover is better (excess of 5x) compared to intangible asset turnover.
Some of the launches which are expected in FY25, will lead to increase in overall asset
turnover.
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Financial Performance

Profit and Loss Account

(Rs Mn) FY23A FY24A FY25E FY26E
Revenue 45,119 45,064 52,261 60,922
Total Expense 35,981 36,504 40,764 47,154
COGS 23,073 20,213 22,995 26,745
Employees Cost 4,722 5,979 6,689 7,493
Other expenses 8,186 10,313 11,079 12,916
EBIDTA 9,138 8,560 11,497 13,768
Depreciation 1,845 2,073 2,253 2,625
EBIT 7,293 6,486 9,245 11,144
Interest 559 1,058 1,152 1,186
Other Income 138 44 46 49
Exc./ E.O. items 0 0 0 0
EBT 6,872 5,472 8,139 10,007
Tax 1,706 1,419 2,116 2,602
RPAT 5,166 4,053 6,023 7,405
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 5,166 4,053 6,023 7,405
Balance Sheet

(Rs Mn) FY23A FY24A FY25E FY26E
Sources of Funds

Equity Capital 242 242 242 242
Minority Interest 0 0 0 0
Reserves & Surplus 28,107 32,013 37,673 44,714
Net Worth 28,349 32,255 37,915 44,956
Total Debt 11,577 13,151 13,551 13,951
Net Deferred Tax Liability 949 (53) (53) (53)
Total Capital Employed 40,876 45,353 51,413 58,854
Applications of Funds

Net Block 19,109 20,956 21,704 25,079
CWIP 2,394 2,717 5,705 5,694
Investments 1,675 1,824 1,867 1,918
Current Assets, Loans & Advances 25,741 29,050 32,628 38,157
Inventories 11,494 13,005 15,083 17,582
Receivables 9,485 9,858 11,217 13,076
Cash and Bank Balances 3,128 3,864 3,948 5,109
Loans and Advances 0 0 58 68
Other Current Assets 1,634 2,323 2,323 2,323
Less: Current Liabilities & Provisions 8,044 9,194 10,490 11,994
Payables 7,821 7,495 8,712 10,133
Other Current Liabilities 223 1,699 1,778 1,861
Net Current Assets 17,697 19,857 22,138 26,163
Total Assets 40,876 45,353 51,413 58,854

E — Estimates
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Important Ratios

Particulars FY23A FY24A FY25E FY26E
(A) Margins (%)

Gross Profit Margin 48.9 55.1 56.0 56.1
EBIDTA Margin 20.3 19.0 22.0 22.6
EBIT Margin 16.2 14.4 17.7 18.3
Tax rate 24.8 25.9 26.0 26.0
Net Profit Margin 11.4 9.0 11.5 12.2
(B) As Percentage of Net Sales (%)

COGS 51.1 44.9 44.0 43.9
Employee 10.5 133 12.8 12.3
Other 18.1 22.9 21.2 21.2
(C) Measure of Financial Status

Gross Debt / Equity 0.4 0.4 0.4 0.3
Interest Coverage 13.0 6.1 8.0 9.4
Inventory days 93 105 105 105
Debtors days 77 80 78 78
Average Cost of Debt 5.0 8.6 8.6 8.6
Payable days 63 61 61 61
Working Capital days 143 161 155 157
FAT/O 2.4 2.2 2.4 2.4
(D) Measures of Investment

AEPS (Rs) 21.3 16.7 24.9 30.6
CEPS (Rs) 28.9 25.3 34.1 41.4
DPS (Rs) 0.8 1.5 1.5 1.5
Dividend Payout (%) 3.6 9.0 6.0 4.9
BVPS (Rs) 117.0 133.1 156.4 185.5
ROANW (%) 19.1 13.4 17.2 17.9
ROACE (%) 14.7 11.9 14.8 15.6
RoAIC (%) 20.6 16.4 20.8 22.0
(E) Valuation Ratios

CMP (Rs) 397 397 397 397
P/E 18.6 23.7 16.0 13.0
Mcap (Rs Mn) 96,172 96,172 96,172 96,172
MCap/ Sales 2.1 2.1 1.8 1.6
EV 1,04,622 1,05,459 1,05,775 1,05,014
EV/Sales 2.3 2.3 2.0 1.7
EV/EBITDA 114 12.3 9.2 7.6
P/BV 3.4 3.0 2.5 2.1
Dividend Yield (%) 0.2 0.4 0.4 0.4
(F) Growth Rate (%)

Revenue 19.8 (0.1) 16.0 16.6
EBITDA 26.5 (6.3) 34.3 19.8
EBIT 29.4 (11.2) 42.5 20.5
PBT 23.1 (20.4) 48.7 22.9
APAT 25.2 (21.5) 48.6 22.9
EPS 25.2 (21.5) 48.6 22.9
E — Estimates
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Cash Flow

Particulars FY23A FY24A FY25E FY26E
Profit before tax 6,734 5,428 8,093 9,958
Depreciation & w.o. 1,845 2,073 2,253 2,625
Net Interest Exp 559 1,058 1,152 1,186
Direct taxes paid (1,772) (1,652) (2,116) (2,602)
Change in Working Capital (1,487) (2,368) (2,197) (2,864)
Non Cash 0 0 0 0
(A) CF from Operating Activities 5,880 4,539 7,184 8,302
Capex {(Inc.)/ Dec. in Fixed Assets n WIP} (4,374) (4,243) (5,988) (5,989)
Free Cash Flow 1,506 296 1,196 2,313
(Inc)./ Dec. in Investments 0 0 0 0
Other 138 44 46 49
(B) CF from Investing Activities (4,236) (4,199) (5,942) (5,941)
Issue of Equity/ Preference (6) 0 0 0
Inc./(Dec.) in Debt 650 1,573 400 400
Interest exp net (559) (1,058) (1,152) (1,186)
Dividend Paid (Incl. Tax) (186) (364) (364) (364)
Other (2,508) 245 (43) (52)
(C) CF from Financing (2,610) 397 (1,158) (1,201)
Net Change in Cash (967) 736 84 1,161
Opening Cash balances 4,095 3,128 3,864 3,948
Closing Cash balances 3,128 3,864 3,948 5,109

E — Estimates

Notes
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy > 20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell <0%

Rating and Target Price History

Month Rating TP (Rs.) Price (Rs.)
May-23 Reduce 302 288
Aug-23 SELL 277 322
Nov-23 SELL 320 370
Jan-24 Accumulate 460 412
*Price as on recommendation date
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