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@ GRANULES “What we stand for”

Propelling for enduring growth
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Key Levers : Technical — Portfolio - IP — Regulatory
(Amalgamation of Core and Emerging Business value streams)
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Reliability with proven results over 33 years
]

Propelling Growth while strengthening and leveraging our core...



@ GRANULES Company Snapshot

= Present across the entire pharmaceutical manufacturing Listing information : NSE

value chain from active pharmaceutical ingredients (API) Market Cap (INR mn) as on June’17 30,522

to pharmaceutical formulation intermediates (PFl) to Outstanding Equity Shares (mn) 228.80
finished dosages (FD) manufacturing. Face value of equity (INR/share) 1.0
Bloomberg code GRAN:IN

=  Manufacturing facilities with approvals from the US, Sector Pharmaceuticals

Europe and other regulatory Agencies.

Share Holding Pattern Sept’16 Dec’16 Mar’1l7 June’l?7

= Regulated markets of North America and Europe account
for 67% of overall revenue, while the balance comes from Promoters Group (%) 51.0 519 534 534

customers in Latin America, India and ROW countries.
! Public (%) 49.0 48.1 46.6 46.6

= Entered potentially higher margin products through establishing in house APl and Formulation research centers
located at Hyderabad and in Virginia

=  Acquired Auctus Pharma in 2014 with focus on development of new APIs through in-house R&D for organic ANDA
filling and customers’ formulation development

= Presence in potentially higher margin CRAMS business through 50-50 JV with Ajinomoto Omnichem.
= Ventured into manufacturing and marketing of OTC products to the retail chains in the US Markets
= Acquired Formulation facility in Virginia, USA to introduce value added products

= Started construction of green field manufacturing site in Vizag to enter into Onchology and specialty Business



@ GRANULES Core Business Model

Q Vertically integrated across the entire value chain from active pharmaceutical ingredients (API) to !
pharmaceutical formulation intermediates (PFl) to finished dosages (FD) manufacturing of “High Volume
i Products” |

O Strong presence in ‘first line of defense’ products such as such as Paracetamol, Ibuprofen, Metformin and
Guaifenesin.

[ Customers }

A Pharmaceutical Formulation Intermediates

Active Pharmaceutical Ingredients

U Future Growth from existing portfolio
= |ncreasing emphasis on finished dosages will increase revenue and profitability
= Improving efficiencies and yields
= Growth will be driven by larger wallet share from existing customers as well as new customers additions
= Enhancing the product basket with new ANDA filling

O Capacity augmentation of APIs in base molecules: (under implementation)
= Addition of 7,000 TPA in Metformin capacity to reach to 9,000 TPA
= Addition of 2,000 TPA in Guaifenesin capacity to reach to 3,200 TPA
= Addition of 6,000 TPA in Paracetamol capacity to reach to 24,000 TPA

U Addition of 6,000 TPA PFl capacity : (under implementation)



@ GRANULES Initiatives for Future Growth

New API Division

= Auctus Acquisition — High-potential New API business.

= Significant saving; capacities with regulatory approvals for Granules growth strategy.

= USFDA approved multipurpose APl manufacturing facility in Vizag and an intermediate manufacturing
facility in Hyderabad

Granules Research Centre

= Established in house R&D division in Hyderabad, to develop new generic products
= Presently over 70 scientists are working

Granules Pharmaceuticals Inc.

= Acquired Formulation facility in Virginia, USA to introduce value added products.
=  Working towards limited competition space.
= (Created resources for development of 5-6 ANDAs per year.

Granules Consumer Health

=  Marketing of store brand OTC products with direct relationship with retail outlets in the US (B>B—>C)
= Extension of core business with existing products in the initial stage and thereafter continuously increasing
product offering by introducing new OTC products .




@ GRANULES Granules OmniChem (CRAMS Business)

U Foray into Contract Research And Manufacturing Services :
= Set up in July 2011 as a 50-50 JV company with Belgium based Omnichem, a part of the
Ajinomoto Group. The JV has set up a facility in Vizag SEZ for manufacturing of high-value
APIs for Innovators and Brand Leaders on a contract manufacturing basis. |
O JV strategy
= To provide a cost effective manufacturing base to innovators for their products.
O Progress
= FY 16-17 is the first full year of operations with INR 2,003 Mn with INR Rs 249 Mn profit
= Planning Capacity expansion
O Growth from CRAMS business |
= USFDA inspected the facility with 7 observations. Response was submitted and EIR is
awaited. '
= Healthy Business pipeline with Innovator products



@ GRANULES Group Structure and Manufacturing Capabilities

Incorporated in 1991, this is the only listed entity in the group, with 4 plants located in
Hyderabad (Jeedimetla, Bonthapally and Gagillapur) and 1 in Vizag Pharma City

Granules India

> Granules USA Inc. 100% subsidiary, for front-end marketing in the U.S.

100% subsidiary with manufacturing setup at Chantilly, USA focused on advanced formulation

> Granules Pharmaceuticals Inc.
development.

N Granules Europe Ltd. 100% subsidiary, for front-end marketing in Europe
S Granules OmniChem A 50-50 joint venture with Ajinomoto OmniChem, to focus on high-value, low-volume APIs and
intermediates for the latter’s existing customers with a manufacturing facility at Vizag SEZ.
EEN E=inles Feeenes A 50-50 joint venture with Chinese-based Hubei Biocause. JV has been operational since

13118011

2007 and manufactures Ibuprofen API at a plant located in central China (Jingmen).

Value Chain Facility Location Installed Capacity Approvals
API Bonthapally 18,000 TPA U.S. FDA, EDQM, WHO GMP
Jeedimetla 3,560 TPA U.S. FDA, EDQM, COFEPRIS, WHO GMP, HALAL
Jingmen, China (Biocause JV) 4,800 TPA U.S. FDA, MHRA, CFDA
Vizag 285 KL U.S. FDA, KFDA, EU GMP, WHO GMP

Vizag SEZ (OmniChem - CRAMs JV) 152 KL

PFI Gagillapur 17,200 TPA U.S. FDA, COFEPRIS, TGA
Jeedimetla 1,200 TPA HALAL
Gagillapur 18 Bn U.S. FDA, MCC, COFEPRIS, TGA
¥ Virginia, USA 0.5 Bn

API Intermediates Bonthapally 61.5 KL
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@ GRANULES Consolidated Revenue Break-up for Q1FY18

# PARA - Paracetamol; MF — Metformin; IBU — Ibuprofen; GUAI — Guaifenesin; MCB — Methocarbamol;

## Break up of Revenue as per IND AS
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# PARA - Paracetamol; MF — Metformin; IBU — Ibuprofen; GUAI — Guaifenesin; MCB — Methocarbamol

## Break up of Revenue as per IND AS



@ GRANULES Financial Overview — Trends

m PAT mEBITDA © Revenue 12,937
10,959
7,644
6,540
4,752
1,626
200 576 300 805 326 871 752
FY 11 FY 12 FY 13 FY 14
=@-PAT Margin (%) -#-EBITDA Margin (%)
16.5%
14.8%
12.1% 12.3%
11.4%
L— —a—
6.9% 7.0%
4.4% 4.6% ji%/ o
o >
FY 11 FY 12 FY 13 FY 14 FY 15

# All numbers are in INR Mn
##All the numbers for FY’16 and FY’17 are as per Ind AS. Numbers from FY11 to FY15 are based on | Gaap.



@ GRANULES Consolidated Financial Overview

Consolidated Financial Snapshot (INR Mn)

| |

FY16 FYi7 ! !

Income from Operation 13,829 14,353 i :
Material Cost 7,250 679 ! D
Other Operating Exp. 3,816 4,568 | “FY17 i
Other Income 52 99 i E
EBITDA 2,815 3,088 i ROCE (50 ROE (%) i
EBITDA Margin (%) 20.4% 21.5%  mmm e e e e e e '
EBITDA Growth (Y-0-Y) 10% i
Depreciation 584 715 i i
Finance Cost 371 323 i i
Tax 611 652 | "FY16 |
PAT 1,230 1,645 “FY17 |
PAT Margin (%) 8.9% 11.5%
PAT Growth (Y-0-Y) 3% |
Mar'16 Mar1? | B AEEESUI

Net Worth 6,616 9,036  1TTTTTTTTTTTTTTTTTTToTToooooooooosoooooooooooooooooooooooo- :
Debt: i : i
Long-term Debt 2,485 1,827 i i
Short-term Debt 3,929 4,738 i = FY 16 i
Gross Block 8,230 9,836 | " FY17 |
CWIP 766 2,605 ! !
Total Current Assets 8,180 8351 |

Debt : Equity Debt : EBITDA

Total Current Liabilities 6,547 7,848




@ GRANULES Financial Snapshots of JVs

mFY16 = FY17 2,003
12%
FY 17
249 391
m I -
102
(102) PAT ATIEE Revenue =4=PAT Margin (%) =m=EBITDA Margin (%)
i Granules Biocause

mFY16 =FY17 2,200 15.2%

7.6% 11.2%
3.8%
FY 16 FY 17
PAT EBITDA Revenue —o—PAT Margin (%) —#—EBITDA Margin (%)

Granules has 50% equity share in both the JVs.



@ GRANULES Core Management Team

Mr. C. Krishna Prasad - Chairman and Managing Director

Mr. Prasad is the Founder of Granules and has three decades of experience in the pharmaceutical industry. In 1984, he set up a
Paracetamol manufacturing facility, focused on capital and process efficiency. Pharmaceutical Formulations Intermediates (PFls) as
a cost efficient product for global formulations manufacturers, a concept pioneered and popularized by him.

Mrs. Uma Devi Chigurupati - Executive Director

Mrs. Uma has rich experience of 30 years in various fields. Mrs. Uma with Mr. C. Krishna Prasad had co-founded Triton
Laboratories Private Limited in the year 1984, which was later amalgamated with Granules India Limited. Presently, she is
spear heading CSR activities and HR initiatives.

Dr. Prasada Raju - Executive Director

Dr. Prasada Raju has over two decades of techno commercial experience in Global pharmaceutical space. His previous experience
at Dr. Reddy’s encompasses new product development, foster strategic partnerships, drive synergies between Industry and
Academia, new geography expansions, IP driven early Product Portfolio Development and Program Management.

Mr. Karuppannan Ganesh - Chief Financial Officer

Mr. Ganesh is a Chartered Accountant with post qualification experience of 30 years. He has worked on cross border M&A
activities, international treasury & taxation, corporate development and control. Prior to joining Granules India, Mr. Ganesh
worked in Dr Reddy's Laboratories as Sr Vice President - Corporate Finance. He also worked with Philips India, Coca Cola, ABB and
Manali Petrochemical on various capacities

Mr. Sreekanth Muttineni - Chief Operating Officer

Mr Sreekanth Muttineni joined Granules India in September 2016. During nine year tenure with Lupin Ltd, he was responsible for
manufacturing operations. Prior to that, Mr. Muttineni had worked at Aurobindo Pharma Ltd as General Manager — Operations and
led the establishment of generic pharmaceutical facilities and commercialization.

Mr. Stefan Lohle - Chief Marketing Officer

Mr. Lohle has over two decades of experience in the Pharmaceutical industry. Mr Lohle has been associated with Granules since
2001 and previously was Head of Latin American Operations, where he primarily focused on the PFI Business. Mr Lohle previously
served at Kimberly Clark Corporation for New Project Development.




@ GRANULES Disclaimer

The Presentation is to provide the general background information about the Company’s activities as at the date of the Presentation.
The information contained herein is for general information purposes only and based on estimates and should not be considered as
a recommendation that any investor should subscribe / purchase the company shares. The Company makes no representation or
warranty, express or implied, as to, and does not accept any responsibility or liability with respect to, the fairness, accuracy,
completeness or correctness of any information contained herein.

This presentation may include certain “forward looking statements”. These statements are based on current expectations, forecasts
and assumptions that are subject to risks and uncertainties which could cause actual outcomes and results to differ materially from
these statements. Important factors that could cause actual results to differ materially from our expectations include, amongst
others general economic and business conditions in India, ability to successfully implement our strategy, our research and
development efforts, our growth and expansion plans and technological changes, changes in the value of the Rupee and other
currencies, changes in the Indian and international interest rates, change in laws and regulations that apply to the Indian and global
pharmaceuticals industries, increasing competition, changes in political conditions in India or any other country and changes in the
foreign exchange control regulations in India. Neither the company, nor its directors and any of the affiliates or employee have any
obligation to update or otherwise revise any forward-looking statements. The readers may use their own judgment and are advised
to make their own calculations before deciding on any matter based on the information given herein.

No part of this presentation may be reproduced, quoted or circulated without prior written approval from Granules India Limited.

For Further information, please visit:
www.granulesindia.com

Investor Relations contact:

Sumanta Bajpayee

Tel: 040-30663572

Email: sumanta.bajpayee@granulesindia.com


http://www.granulesindia.com/
http://www.granulesindia.com/
http://www.granulesindia.com/
http://www.granulesindia.com/
http://www.granulesindia.com/

- Edelweiss Investment Research

Granules India Lid: Q1FY18 Result Update

Strong quarter aided with improved product mix

Granules India Limited (GIL) reported revenues of INR 386 cr, showing an annual growth of 10%. The strong uptick in numbers has been
primarily on account of higher formulations (FD) sales (especially Ibuprofen) by the company. Geographically, regulated markets of
North America and Europe continued to contribute nearly two-third to the overall topline with Europe growing at a stronger 21% y-o-y.
Improving product mix due to higher formulations sales led to improvement in gross margins by 332 bps to 53%. The management
continues to guide for higher FD sales while leveraging upon backward integration into APIs for margins improvement. In view of this
strategy, the company is undergoing expansion in its key APIs which are expected to generate incremental inflows from H2FY18. Further,
GIL continues to benefit from contract manufacturing and direct formulation sales in regulated markets through multiple joint-ventures
(JV) and acquisitions. Although, profits from its Omni-chem JV has been muted this quarter, GIL is certain to compensate for it in the
subsequent quarter leaving the annual targets unchanged. In a nuishell, we believe the management’s clear vision of growth coupled
with operational efficiency, supported by growing order inflows and strong brand reputation of the company, will contribute substantially
to GIL’s future growth sirategy.

Augmented formulations sales to usher overall expansion

Formulation revenues have grown by 22% to contribute 39% to Q1FY18 revenues from 36% earlier. This is largely attributable to higher
Ibuprofen sales which nearly doubled y-o-y to INR 73 crin the current quarter. Going forward, we estimate similar increase in formulations
sales and corresponding uptick in gross margins with major confribution from Ibuprofen and Metformin. With new expanded capacity in
Metformin becoming operational from FY 18, we estimate steep growth in its sales as well.

JVs business miss in Q1; fo compensate in subsequent quarters

GIL gets profit share from two of its joint-ventures i.e. Biocause and Omni-chem. Revenues and profit share from Biocause JV has been
higher than estimates due soaring Ibuprofen demand globally. The company received INR 5.5 cr from Biocause JV as against INR 3 cr y-o-
y. However, from the Omni-chem JV of contract manufacturing, it incurred a loss share of INR (2.6) cr as dispatches scheduled for the
quarter shifted fo subsequent quarter resulting in postponement of revenue accounting. Resultanitly, we estimate confributions from
Omni-chem JV for the entire fiscal fo remain in line with our estimates of INR 16 cr.

Valuation:

In our view, Granules India is at the cusp of a new growth story backed by the above stated factors. Ergo, we expect strong cash flows,
improving margins and steady growth across its business segments. Our earnings estimates per share for FY18E and FY19E are INR 7.9 and
INR 11.6 respectively. We value the company’s base business at 17x FY19E earnings of INR 11.6/share, whilst the value from in-licensed
opportunities and new filings at INR 30/share. We maintain our ‘BUY' recommendation on the stock, with a target price of INR 228/share.

Year to March QIFY18 QI1FY17 % Change Q4FY17 7% Change FY17 FY18E FY19E
Net Revenue (INR. Cr) 379 344 10.3 355 6.6 1.411 1,653 2,093
Growth (%) 3.9% 17.2% 26.6%
EBITDA (INR Cr) 77 68 12.8 77 (0.5) 297 383 527
Growth (%) 7.8% 29.1% 37.5%
Adj. Net Profit (INR Cr) 37 39 (4.9) 46 (19.4) 163 210 311
Growth (%) 33.2% 29.2% 48.0%
Adj. Diluted EPS (INR) 1 1 2 7 8 12
Diluted P/E (x) 17.2 15.5 10.5
EV/EBITDA (x) 1.2 9.7 6.9
ROE (%) 20.8 16.6 17.7

& Edelweiss

CMP INR 121 Target INR 228

Rating: BUY Upside: 88%

Neha Agarwal
Research Analyst
Nehap.agarwal@edelweissfin.com

Bloomberg: GRAN:IN

52-week range (INR): 157 /92
Share in issue (cr): 27
M cap (INR cr): 2,657
Avg. Daily Vol.

9 v 1746

BSE/NSE :('000):

Public, 46.6 Promoter,
53.4

Date: 16 August 2017

GWM/Edelweiss Investment Research



Granules India Ltd.

QI1FY 18 Result Highlights

(INR Cr) QI1FY18 QI1FY17 % Change Q4FY17 %Change FY17 FY18E FY19E
Net Revenues 379 344 10.3 355 6.6 1,411 1,653 2,093
Raw Materials Cost 180 175 3.1 156 15.2 680 780 966
Gross Profit 199 169 17.7 199 (0.1) 731 873 1,126
Employee Expenses 39 34 15.2 36 7.8 140 164 187
Other Expenses 83 67 24.1 86 (3.2) 294 326 412
Operating Expenses 122 101 21.1 122 0.1 434 490 599
EBITDA 77 68 12.8 77 (0.5) 297 383 527
EBITDA margin 20.3% 19.9% 21.8% 21.0% 23.2% 25.2%
Depreciation 18 16 7.7 18 (2.2) 72 89 97
Otherincome 0 3 (87.8) 1 (68.6) 10 10 10
Exceptional Expenses - - - - -
Net finance expense 8 8 3.3 8 7.0 32 36 37
Profit before tax 52 47 9.7 53 (2.5) 203 269 403
Provision for taxes 18 15 15.5 17 7.0 65 87 131
Reported net profit 34 32 6.9 36 (6.8) 138 181 272
Profit/Loss of Associate Company 3 7 (57.4) 9 (67.8) 25 29 39
Adj net profit (incl minority int.) 37 39 (4.9) 46 (19.4) 163 210 311
As % of net revenues 9.7% 11.3% 12.9%

COGS 48 51 44 48 47 46
Employee cost 10 10 10 10 10 9
Other Expenses 22 19 24 21 20 20
Operating expenses 32 29 34 31 30 29
EBITDA 20 20 22 21 23 25
Reported net profit 9 9 10 10 11 13
Tax rate (% of PBT) 34 33 31 32 33 33

2 GWM/Edelweiss Investment Research



Granules India Ltd.

Key Takeaways from the Concall

e Increase in other expenses had significant share of higher lab consumables and freight charges, most of which is one-off
* Raw material prices, especially PAP, have increased in Q1FY 18 with most of it gefting passed on tfo consumers due to confracts
e The company expects to file 5-6 new ANDAs from its US unit and 5-6 from Hyderabad in the current fiscal

e GIL had very low impact of US pricing pressure with its price correction being lowest among peers due to pre-existing competitive pricing policy of the
company

e PAT margins from Biocause JV have increased to 16% from 11% earlier; GIL reasoned it with high global demand outweighing capacities and expects the
frend to continue

* The company incurred capex of nearly INR 150 crin Q1FY18 in line with ifs annual capex estimate of ~INR 550 cr
* Incremental APl capacity will become operational from H2FY18 with full ufilization levels expected to be reached by FY21 across molecules
* Share of capex funding from debt, equity and internal accruals along with proposed QIP timeline has yet not been finalized

¢ GIL has appointed a new CFO, Mr. Ganesh, who comes with 30 years of experience in M&A, treasury and corporate with his last stint being with Dr. Reddy'’s
Lab

5 GWM/Edelweiss Investment Research



Granules India Ltd.

Company Description

Established in 1984, Granules India Ltd (GIL) is a fully integrated pharmaceutical manufacturing company with presence across the entire value chain of API's,
pharmaceutical formulatfion intermediates (PFI's) and finished dosage formulations (FDF). The company has largest PFI facility in the world along with one of the
largest single-site FD facilities in the world. GIL caters to customers across 60 countries with exports contributing ~82% of the company’s revenues.

Investment Theme

Granules India Limited (GIL) is one of the largest manufacturers of Paracetamol, Metformin, Ibuprofen and Guaifenesin globally with presence across the value
chain in each of these. While the company supplies APIs and PFls to global clients on contracts, its FD sales comprise of both direct market sale and contract
manufacturing. High quality standards and cost advantage has aided GIL in retaining global clientele and generic-generic presence in FDs has insulated it from
increasing price competition in regulated markets. GIL plans to enter the next phase of growth through higher FD sales while leveraging upon backward
infegration info APIs for margins improvement. In view of this strategy, the company is undergoing expansion in its key APIs which are currently fully utilized.
Further, GIL is venturing into contract manufacturing and direct formulation sales in regulated markets through multiple joint-ventures and acquisitions. We believe
the management’s clear vision of growth coupled with operational efficiency, supported by growing order inflows and strong brand reputation of the company,
will contribute substantially to GIL's growth going forward.

Key Risks

Regulatory Risk: The recent detailed scrutiny and the resultant adverse outcome for several players in the industry confinues to be the biggest risk in the pharma
sector; this implies to Granules too. However, annual audits of its facilities by global pharmaceutical companies with which GIL has contracts, ensures high facility
standards at all times and reduces the risk of deviation from global regulatory standards.

Foreign exchange Risk: Much of GIL's revenue accrues from exports (82% in FY17), but at the same time around 40% of its raw material requirements is imported.
Hence, the company enjoys a natural hedge. Also, much of GIL's debt is in foreign currency. Additionally, GIL has clauses in most of its contracts, wherein it
adjusts the selling price based on the forex rate.

Limited disclosure Risk: Agreements between Granules and its partners/customers are confidential allowing limited visibility on the product or client level
information. However, considering that limited disclosure in the contract manufacturing business is a feature of the business model, it indicates the maintenance
of healthy client confidentiality.

Concentration Risk: In the generics and API businesses, the companies have high dependency on select products. Incidentally, Granules derives around 85% of

revenue from its five key molecules. However, the growth plan of the company involves diversification across product classes and gaining a higher share from
multiple products in US generic formulations.

4 GWM/Edelweiss Investment Research



Granules India Ltd.

Financials
Income statement (Standalone) (INRCr) Balance sheet (Standalone) (INRCr) Ratios
Year to March FY15 FYT16R FY17R FY18E FY19E Ason 31stMarch FY15 FYT6R FY17R FY18E FY19E Yearto March FY15 FY16R FY17R FY18E FY19E
Income from operations 1,294 1,357 1411 1,653 2,093  Equity share capital 20 22 22.87 27 27 ROAE (%) 23.1 18.8 20.8 16.6 17.7
Direct costs 793 725 680 780 966  Reserves &surplus 411 640 881 1,596 1,860 ROACE (%) 17.5 17.4 15.8 15.0 17.3
Employee costs 107 118 140 164 187  Shareholders funds 431 662 904 1,623 1,886 Debtors (days) 39 101 108 120 120
Other expenses 185 239 294 326 412 Borrowings 482 577 598 698 648  Current ratio 2.1 3.1 2.7 3.3 3.3
Total operating expenses 1,084 1,082 1.114 1,270 1,566  Sources of funds 913 1,239 1,502 2,321 2,534 Debt/Equity 1.1 0.9 0.7 0.4 0.3
EBITDA 209 275 297 383 527  Gross block 844 747 897 1,147 1,357 Inventory (days) 63 68 71 70 70
Depreciation and amortisation 53 58 72 89 97 Depreciation 227 181 253 342 439  Payable (days) 63 70 80 80 80
EBIT 157 217 225 294 430 Net block 617 566 644 805 919  Cash conversion cycle (days) 39 99 99 110 110
Interest expenses 32 37 32 36 37 Capital work in progress 62 77 261 611 500 Debt/EBITDA 2.3 2.1 2.0 1.8 1.2
Otherincome 4 5 10 10 10 Total fixed assets 679 642 905 1,416 1,419  Adjusted debt/Equity 1.0 0.7 0.6 0.3 0.2
Profit before tax 128 185 203 269 403  Investments 0 70 116 116 116
Provision for fax 37 61 65 87 131 Inventories 225 254 276 317 401  Valuation parameters
Core profit 91 124 138 181 272  Sundry debtors 137 375 418 543 688  Yearfo March FY15 FY16R  FY17R FY18E FY19E
Profit after tax 91 126 136 181 272  Cash and equivalents 65 130 50 241 290 Diluted EPS (INR) 4.4 56 7.1 79 11.6
Share from associates 0 -2 25 29 39 Loans and advances 74 59 91 107 136 Y-0-Y growth (%) 18.4 26.5 26.2 10.6 48.0
Adjusted net profit 91 125 161 210 311  Total current assets 500 818 835 1,208 1,515 CEPS (INR) 70 8.3 102 1.2 153
Equity shares outstanding (mn) 20 22 23 27 27  Sundry creditors and others 223 260 309 362 459  Diluted P/E (x) 27.4 217 17.2 15.5 10.5
EPS (INR) basic 4.4 56 7.1 79 11.6  Total CL & provisions 236 260 309 362 459  Price/BV(x) 58 4.0 3.1 2.0 1.7
Diluted shares (Cr) 20.4 217 229 267 26.7  Net current assets 264 558 526 846 1,057 EV/Sales (x) 22 23 24 22 1.7
EPS (INR) fully diluted 4.4 5.6 7.1 79 11.6 Net Deferred tax -49 -57 -57 -57 -57  EV/EBITDA (x) 13.9 1.2 1.2 9.7 6.9
Dividend per share 0.5 0.6 0.9 1.2 1.8  Usesoffunds 913 1.239 1,502 2,321 2,534 Diluted shares O/S 20.4 21.7 229 267 26.7
Dividend payout (%) 11.2 1.2 12.7 152 152 Book value per share (INR) 21 31 40 61 71  Basic EPS 4.4 5.6 7.1 7.9 11.6
Basic PE (x) 27.4 21.7 17.2 15.5 10.5

Common size mefrics- as % of netrevenues Cash flow statement (INRCr) Dividendyield (%) 0.4 0.5 0.7 1.0 1.4
Year to March FY15 FY16R FY17R FY18E FY19E Yearto March FY15 FYT6R FY17R FY18E FY19E
Operating expenses 83.8 797 79.0 768 748 Net profit 91 120 164 210 311
Depreciation 4.1 43 5.1 5.4 4.6  Add:Depreciation 53 58 72 89 97
Interest expenditure 25 27 23 22 1.8  Add: Misc expenses written off -16 -14 13 12 0
EBITDA margins 16.2 20.3 21.0 23.2 252  Gross cash flow 147 163 248 311 408
Net profit margins 70 9.2 114 12.7 149 Less: Changes in W. C. 24 127 48 130 161

Operating cash flow 123 35 200 181 247
Growth metrics (%) Less: Capex 124 -44 334 600 100
Year to March FY15 FYT16R FY17R FY18E FY19E Free cash flow -1 79 -134 -419 147
Revenues 18.1 4.9 39 17.2 26.6
EBITDA 323 31.5 78 29.1 37.5
PBT 13.9 44.6 9.7 323 50.0
Net profit 20.6 36.8 29.3 30.4 48.0
EPS 18.4 26.5 26.2 10.6 48.0
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Rating Expected to

Buy appreciate more than 15% over a 12-month period
Hold appreciate between 5-15% over a 12-month period
Reduce Return below 5% over a 12-month period
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Disclaimer

Edelweiss Broking Limited (“EBL" or “Research Enfity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository services and related
activities. The business of EBL and ifs Associates (list available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME Finance, Commaodities, Financial
Markets, Asset Management and Life Insurance.

Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INZ000005231; Name of the Compliance Officer: Mr. Brijmohan Bohra, Email ID: complianceofficer.ebl@edelweissfin.com
Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098; Tel. 18001023335/022-42722200/022-40094279

This Report has been prepared by Edelweiss Broking Limited in the capacity of a Research Analyst having SEBI Registration No.INHO00000172 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 infended 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 af 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. 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 infended 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 EBL 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. EBL reserves the right to make modifications and alterations to this statement as may be required from time to time. EBL 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. EBL is committed to providing independent and
fransparent recommendation to its clients. Neither EBL 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 freated as endorsement of the views expressed in the report. The information provided in these reports remains, unless otherwise stated,
the copyright of EBL. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of EBL and may not be used in any form or for any purpose whatsoever
by any party without the express written permission of the copyright holders.

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break down of the system
or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the EBL to present the data. In no event shall EBL be liable for any damages,
including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by the EBL through this 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 fime. We will not
freat recipients as customers by virtue of their receiving this report.

EBL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time fo 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 fransaction 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. EBL may have proprietary long/short position in the above mentioned scrip(s) and therefore
should be considered as interested. The views provided herein are general in nature and do not consider risk appetite or investment objective of any particular investor; readers are requested to take
independent professional advice before investing. This should not be construed as invitation or solicitation to do business with EBL.

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public offering of securities for the subject
company in the past 12 months. EBL or its associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company in the past 12 months.
EBL or its associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past 12
months. EBL or its associates have not received any compensation or other benefits from the Subject Company or third party in connection with the research report. Research analyst or his/her relative or
EBL's associates may have financial interest in the subject company. EBL, its associates, research analyst and his/her relative may 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.
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Disclaimer

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatie and are subject to large fluctuations; ( i) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in inferest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
EBL has financial interest in the subject companies: No

EBL's Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report.
Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No

EBL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years.
A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:
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.

Additional Disclaimer for U.S. Persons

Edelweiss is not a registered broker — dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act”) and under applicable state laws in the United States. In addition Edelweiss is not a registered investment adviser under
the US. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any
brokerage and investment services provided by Edelweiss, including the products and services described herein are not available to or intended for U.S. persons.

This report does not constitute an offer or invitation fo purchase or subscribe for any securities or solicitation of any investments or investment services and/or shall not be considered as an advertisement tool. "U.S. Persons" are generally defined
as a natural person, residing in the United States or any entity organized or incorporated under the laws of the United States. US Citizens living abroad may also be deemed "US Persons' under certain rules.

Transactions in securities discussed in this research report should be effected through Edelweiss Financial Services Inc.

Additional Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order
2005 (the “Order"); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such
persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only to relevant persons and will be engaged in only with
relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to
any other person.

Additional Disclaimer for Canadian Persons

Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration requirements under such law. Accordingly, any brokerage and investment
services provided by Edelweiss, including the products and services described herein, are not available to or intended for Canadian persons.

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking, depository services and related activities. The business of EBL and its
associates are organized around five broad business groups — Credit including Housing and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any
matter related to the capital markets, resulting in significant and material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking Limited (‘Edelweiss’) in the capacity of a
Research Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INHO00000172.
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Granules India

MoTiLAL OSWAL

BSE SENSEX S&P CNX
e s CMP:INR149  TP: INR200 (+34%) Buy
Combination of strong growth and multiple re-rating
- 0 From being one of the largest Paracetamol APl manufacturers for regulated markets,
{«@F Granules India (GRAN) has now ventured into CRAMS and US Rx business, where it can
= leverage its competitive advantage of being a high-quality, low-cost producer. Despite
delivering ~40% PAT CAGR over last five years, we expect GRAN to deliver ~35% PAT
Stock Info CAGR till FY20E. This will be led by (1) capacity expansion in the base business, 2)
Bloomberg GRANIN  goubling of revenues (INR2.3b in FY20E from INR1.0b in FY17) and expansion in EBITDA
Equity Shares (m) 229 margin (>30% in FY20E from ~21% in FY17) in Omnichem CRAMS JV, and 3) new US
52-Week Range (INR) 157/91
1,6, 12 Rel. Per (%) 4/28/-6 generic business sales of ~USD85m in FY20 v/s nil currently.
M.Cap. (INR b) 33.8
M.Cap. (USD b) 0.5 Base business — augmented capacity to fuel growth; focus on formulations
Avg Val, INRm 197.0 to boost margins
Free float (%) 465 m  GRAN is among the largest manufacturers of Paracetamol and Ibuprofen APIs
Financials Snapshot (INR b) for the regulated markets. Along with this, it has been supplying Metformin,
Y/E Mar 2017 2018E 2019E Guaifenesin and Methacarbamol API/PFl/formulations. Until FY17, ~85% of its
Net Sales 14.4 174 239 business has come from these five base molecules. A higher focus on
EBITDA 30 37 52 formulations over past 4-5 years (revenue contribution up >10%) has helped
E/:ST“NR) ;Z ;i 1?2 GRAN expand its EBITDA margin from 11% in FY13 to ~21% in FY17.
or. (%) 327 123 399 ™ Currently, API is running at 100% capacity and PFI at 73% utilization. The
BV/Sh (INR) 435 604 69.1 company had planned to increase its APl capacity by ~40% and PFI capacity by
RoE (%) 200 164 17.6 >20% by March 2017, which will also help fuel growth in formulations (as the
RoCE (%) 170 147 168 company is dependent on backward integration). This will help grow the base
P/E (x) 205 183 131 business at mid-to-high teens till at least FY20 (~16% CAGR over FY17-20E v/s
P/BV (x) 34 25 22

~7% in FY17).
Shareholding pattern (%)

As On Mar-17 Dec-17 Mar-16  US business — plans niche foray into Rx business
Promoter 535 519 511 w  GRAN is planning to file ~¥25-30 ANDAs in the US till FY19E. Of these, ~10
FDllll 11'2 1'2 ;'i complex ANDAs will be filed from its US-based Virginia facility and the rest
Others 35 209  4l3 from its India—k?ased facility in 'Gagi‘lap‘)u'r. Tht? ‘cor'npany has alr'eady filed two.
FIl Includes depository receipts complex generic ANDAs from its Vlrgmlg fat:ﬂlty in March/April-17 (market size
of USD660m), where it expects to be 3°/4™ player at the time of launch
Stock Performance (1-year) (2HFY19). We expect own new filings for GRAN to contribute USD50-60m in
Granules India
FY20E.
Sensex - Rebased
160 B The company has also acquired the marketing rights from US Pharma for its
140 four ANDAs (scheduled to be launched from late FY18E to FY19E). The market
120 size for these products is >USD4b, and revenue potential could be USD30-35m
100 in FY19E.
m Although we are already building in R&D spend of ~USD12m for FY19E, full-
80 - . . .
© e v NN year revenue from own filings will start only FY20 onward. Despite this, we
> ¥ 3z 2 > estimate an improvement in the consolidated EBITDA margin by 100bp due to
= < =z w =

traction in the base business and a shift in product mix toward formulations.

Kumar Saurabh (Kumar.Saurabh@MotilalOswal.com); +91 22 6129 1519

Investors are advised to refer through important disclosures made at the last page of the Research Report.
Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.



MoTiLAL OSWAL

Our Initiating coverage report on
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Granules India

At a strategic inflection point

Granules India

Omnichem CRAMs JV: FDA approval expected in FY18; margins to reach
>30% in FY19E

Granules-Omnichem is a 50:50 JV between GRAN and Ajinomoto-Omnichem,
Belgium. Omnichem would be transferring large-scale production of
intermediates and APIs to Granules-Omnichem JV. It will also provide full
support for quality, engineering, tech transfer, procurement, sales and
management-related matters.

Revenue is likely to grow rapidly beyond FY18 post site approvals for customers
(US FDA inspection complete). We expect the EBITDA margin to reach >30%
from ~21% currently, as API supply to innovators will start FY19E onward.
Besides de-risking, it will provide a steady revenue stream with healthy margins.
We see revenue potential of INR450m by FY20E.

Return from investments visible; adding legs to growth

GRAN plans to invest INR10.5b over three years starting FY16. Over FY16 and
FY17, it incurred capex of ~INR1.3b and INR3.4b, respectively. Although full-
scale benefit of these investments will be visible from FY19/20E, FY18E will be a
critical year as 1) revenue contribution from capacity expansion in traditional
business will kick in, 2) filings from the US (already done 2 and ~8 by FY18-end)
will provide visibility on areas of investment in the US, 3) FDA approval for the
Omnichem JV plant will provide visibility on API sales (and in turn lead to margin
improvement to >30% from ~21% currently) and 4) oncology plant should be
ready.

The company plans to incur capex of INR5.5-6.0b in FY18. It intends to invest
~INR4.5b in the US (USD10m in FY16, USD18m in FY17 and ~USD40m in FY18),
mainly toward R&D (~60-65% of total) and the rest toward expanding
capacity/buying equipment. Capex of INR2.1b has been incurred on traditional
business capacity expansion (revenue to start 2QFY18 onward), while INR2.6b
will be spent on developing oncology APl/formulations plant (to get
commissioned by FY19 beginning).

PAT CAGR of ~35% till FY20, despite full R&D expensing

We expect PAT CAGR of ~¥35% over FY17-20E. This is after assuming R&D
expense of USD12m (5.5% of FY17E sales). This strong growth will be driven
primarily by ramp-up of the base business (led by capacity expansion), a shift in
product mix, and Omnichem JV and OTC business expansion. Although FY19 will
be the first year of US business sales, the full impact of investments in that
country will be visible from FY20.

Trades at ~13x FY19E PER; US business ramp-up an option value

GRAN trades at ~13x FY19E EPS (despite assuming >10% equity dilution). We
believe the stock has the potential to deliver >50% return over next 12-18
months, led by multiple re-rating (to >18x forward earnings) and a strong EPS
CAGR of ~35% till FY20. At 18x FY19E PER, fair value of the stock is INR200.

Key risks to our estimates: (1) Higher competition in products like Metformin
and Paracetamol. (2) Delay in ramp-up of the US business. (3) Regulatory risk for
its manufacturing facility.
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Exhibit 1: Molecule-wise share (%)

Granules India

Legacy business: Capacity expansion to fuel growth

GRAN plans to expand its API capacity by ~40% and PFI capacity by >20% by mid-FY18.
This will help it meet growing demand for Paracetamol/Metformin/Guaifenesin
molecules across the globe. At present, the top five molecules contribute 85% of its
total sales.

Strong base business; augmented capacity to fuel growth
B GRAN is among the largest manufacturers of Paracetamol and lbuprofen APIs

for the regulated markets. Along with this, it has been supplying Metformin,
Guaifensin and Methacarbamol APIs. Until FY17, ~85% of its business has come
from these five base molecules. Currently, APl is running at 100% capacity and
PFI at 73% utilization.

The company is increasing its APl capacity for Metformin, Paracetamol and
Guaifensin by 15,000 TPA, and PFI capacity by >20%. Paracetamol supply will
commence from 2QFY18, while Metformin supply to developed markets will
start from FY19 (as clinical trial will be required). This capacity expansion in
PFI/API will also help fuel growth in formulations (as the company is dependent
on backward integration). This will help grow the base business at high-teens till
at least FY20.

GRAN’s base business covers 75% of the analgesics market (Paracetamol,
Ibuprofen) and ~50% of the diabetes market (Metformin). Paracetamol,
Ibuprofen and Metformin have maintained their status as the first line of
defense in their respective segments, and have no direct replacements in the
pipeline.

Exhibit 2: Geography-wise share (%)
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Exhibit 3: Product mix changing (%)
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Source: Company, MOSL
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API capacities: GRAN’s existing API business is primarily driven by higher capacities,
which augment production yield for the five APls and improve profitability.

Over the years, GRAN has increased Paracetamol capacity from 8,000MTPA to
18,000MTPA, becoming the second largest Paracetamol producer in the world for
the regulated markets (behind Mallinckrodt). Due to growing demand for internal
and external consumption of Paracetamol in the regulated markets, GRAN has
expanded its API capacities via de-bottlenecking.

Similarly, it intends to expand Metformin capacities in two phases (from 2,000MTPA
to 9,000MTPA) by FY19E. Post expansion, GRAN would become one of the top three
Metformin API producers in the world. The Metformin APl market is growing at 8-
10%/year, reflecting healthy demand for Metformin molecules due to combination
products.

Exhibit 4: Growing API capacities

FY08 FY12 FY15 FY16 FY18E
Paracetamol 8,000 10,000 14,400 18,000 24,000
Metformin 960 2,000 2,000 2,000 9,000
Ibuprofen 3,600 4,800 4,800 4,800 4,800
Guanfenesin 640 1,200 1,200 1,200 3,200
Methocarbamol 96 180 360 360 360

Source: Company, MOSL

PFI capacities: GRAN has one of the largest PFl capacities globally at Gagilarpur in
Andhra Pradesh, India. It is the only company in the world with capacity to handle
6MT PFI batch size. This gives GRAN a significant edge over competitors in terms of
scale and profitability. GRAN already expanded its PFl capacity to 18,400MTPA in
FY16 from 13,200MTPA in FY15. These PFI capacities are operating at 70-75%
utilization, which is enough to support 17-18% growth in the existing PFl business
over next two years.

Exhibit 5: PFl capacities at 18,400MTPA

PFA 22400
18400
13200 13200
7200
FY08 FY12 FY15 FY16 FY18

Source: Company, MOSL

Finished dosages capacity: GRAN had set up its first formulations facility in FY0S,
with annual capacity of 6b tablets. In FY12, it tripled this capacity to 18b tablets. It is
still operating at 50-55% utilization and can comfortably support 26-30% revenue
CAGR in the existing formulations business over next two years.
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Exhibit 6: Finished dosage capacity at 18b tablets

Granules India
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Exhibit 7: Utilization levels of the base business (%)

Source: Company, MOSL
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Exhibit 8: APl capacities of top five molecules

Source: Company, MOSL
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US business: Plans niche foray into Rx business

Full potential will be visible in FY20

B GRAN is planning to file ~25-30 ANDAs in the US till FY19. Of these, ~10 complex
ANDAs will be filed from its US-based Virginia facility and the rest of them from
the India-based facility in Gagilapur. In FY18, GRAN plans to file 10-12 ANDAs, of
which six will be filed from Gagilapur and the rest from Virginia.

m Virginia facility — focus on complex filings: GRAN acquired the Virginia-based
facility for a consideration of USD1.5m. Through this plant, GRAN can focus on
products with specific release properties, ODTs and DEA-controlled substances.
The company plans to invest ~USD70m in this facility toward capacity expansion
(currently capacity of 0.5b tablets), R&D and employee addition.

B The company has already filed two complex generic ANDAs from its Virginia
facility in March/April-17 (market size of USD660m), where it expects to be
3/4™ player at the time of launch (2HFY19). We expect own new filings for
GRAN to contribute USD50-60m in FY20E.

m  US Pharma product acquisition to drive growth from FY19: GRAN has also
acquired marketing rights from US Pharma for four ANDAs (scheduled to be
launched from late-FY18 to FY19). The market size of these products is >USD5b,
with revenue potential of USD30-35m in FY19E.

m  Costs to be built in P&L from FY19E, but revenue potential to be visible from
FY20: Although we are already building in R&D spend of ~USD12m for FY19E,
full-year revenue from own filings will start only FY20 onward. Despite this, we
estimate an improvement in the consolidated EBITDA margins of 100bp due to
traction in the base business and a shift in the product mix toward formulations.

Revenues from US formulation business will start contributing from FY19 (~20% of sales)

US Formulations (USD m) 85

50

FY19E FY20E

Source: Company, MOSL
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Omnichem CRAMs JV — entry into high-value APIs

Partner profile: Hubei Biocause is a public listed company involved in the
pharmaceuticals, chemicals and new energy fuel businesses. Biocause’s
pharmaceuticals business involves contract research, contract manufacturing and
production of APIs, intermediates and formulations, including tablets, granules and
capsules. Biocause is one of the leading pharmaceutical product producers and
exporters to China, with a strong production, R&D and quality system. The company
has eight APIs registered with the FDA and four APIs with CEP.

Joint venture details: The JV between Biocause and GRAN had set up a facility in
Wuhan, China to manufacture Ibuprofen for the regulated markets. Currently, it is
operating at 4,800MTPA capacity, making it among the five largest Ibuprofen
suppliers in the world.

Granules-Omnichem JV: Established in FY15

Partner profile: Ajinomoto-Omnichem is a Belgium-based company specializing in
the manufacture of pharmaceutical products and fine chemicals. It is a wholly
owned subsidiary of Japan-based Ajinomoto Co Inc (known for amino acids and food
products). Omnichem, a division of Ajinomoto-Omnichem, focuses on development
and manufacture of intermediates and active ingredients for the pharmaceutical
industry (CRAMs). Each project is supported by an R&D team of ~80 people, who
work on integrating the first lab experiments and pilot trials to full industrial
production while maintaining confidentiality.

Omnichem JV sales expected to reach INR4.5b by FY20

Granules-Omnichem is a 50:50 JV between GRAN and Ajinomoto-Omnichem,
Belgium. Omnichem would be transferring large-scale production of intermediates
and APIs to Granules-Omnichem JV. It will also provide full support for quality,
engineering, tech transfer, procurement, sales and management-related matters.
Inspection at this facility is already completed in 3QFY17, and we expect EIR to come
in 1HFY18. API supply to developed markets will start from FY19. Till the time FDA
approval is not granted, the JV will continue to manufacture various intermediates
for Omnichem. Once approvals are in place, the JV would start manufacturing high-
value APIs for Omnichem’s CRAMs customers. These APls are likely to be sold to
innovators and MNCs, helping them compete with generic players.

In FY17, this business generated revenue of ~INR2b. However, upon required
regulatory approvals for products, Omnichem JV sales are expected to reach a peak
of INR4.5b by FY20. These product approvals should kick in from FY18. Until then,
the JV would continue supplying intermediates to Omnichem from this facility,
which reported sales of INR1,000m in FY17. It is likely to achieve >30% EBITDA
margin by selling high-value APIs (Oncology, CVS, etc.) to innovators.
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Exhibit 9: Expect significant ramp-up in FY19
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Return from investments visible; adding legs to growth

B GRAN plans to invest INR10.5b over three years starting FY16. In FY16 and FY17,
it incurred capex of ~INR1.3b and INR3.4b, respectively. Although full-scale
benefits of these investments will be visible from FY19/20E, FY18E will be a
critical year as: 1) revenue contribution from capacity expansion in traditional
business will kick in, 2) filings from the US (already done 2, and ~8 by FY18E-end)
will provide visibility on areas of investment in that country, 3) FDA approval to
Omnichem JV plant will provide visibility on API sales from this plant (and, in
turn, lead to margin improvement to >30% from ~21% currently) and 4)
oncology plant should be ready.

®  The company plans to incur capex of INR5.5-6.0b in FY18. It plans to invest
~INR4.5b in the US (USD10m in FY16, USD18m in FY17 and ~USD40m in FY18),
mainly on R&D (~60-65% of total) and the rest on expanding capacity and buying
equipment. Capex of INR2.1b has been incurred on traditional business capacity
expansion (revenue contribution to start from 2QFY18), while INR2.6b will be
spent on developing the oncology API/formulations plant (to get commissioned
by FY19 beginning).

Exhibit 10: Total planned capex of “~INR10.5b over FY16-19E (INR m)
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Source: Company, MOSL

Already secured line of credit to fund investments; equity raising is another
option: GRAN plans to invest ~INR5.5-6.0b in FY18E and ~INR2.5b in FY19E. It will
generate ~INR3.5b through internal accruals, while the rest can be funded via debt/
equity. The company has already has a line of credit of ~USD60m at an attractive
rate of EURIBOR+2%.
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Strong regulatory history

m At present, the company conducts business via six APl/intermediate facilities, two PFI
facilities and two formulation facilities. There is also one API facility under
construction for multi-product APIs in Vizag.

m  Historically, GRAN has demonstrated a strong regulatory record, with no warning
letter or import alert for any facility in last eight FDA inspections.

Exhibit 11: List of plants and recent inspections outcome

Locations Products Approvals

API facilities

Jeedimetla Metformin, USFDA, KFDA, TGA, EDQM

Bothapally 1 Paracetamol USFDA, WHO, GMP, EDQM,
Infarmed (EU) approved

Bothapally 2 Intermediate (Auctus)

Wuhan Ibuprofen USFDA, EDQM, TPD — Canada,
MCC approved

Vizag 1 Multiproduct (Auctus)  US FDA approved

Vizag 2 Oncology (Omnichem JV) Yet to approve

Vizag 3 Multiproduct (Granules Under Development

PFI facilties

Jeedimetla Multiproduct small scale USFDA, Australian TGA,
German HA approved

Gagilapur Multiproduct large scale USFDA, German HA, Australian
TGA approved

FD facilties

Gagilapur Tablets Infarmed (EU), USFDA

us Complex product filings

Source: Company, MOSL
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Building a strong management team

Granule is building a strong management team as it enters the US generic
space.

Name Designation Hired in Previous Company

Mr. Sreekanth Muttineni Ccoo 16-Sep Aurobindo Pharma

Mr. Ganesh K CFO 17-May Dr. Reddy

Mr M Gopi Reddy Sr. VP - Quality 16-Sep Cipla

Mr. Jaishokan Velusami Hear - R&D (Granules Pharma Inc.) 16-Apr Actavis & Par Pharma Inc.

Management team profile

Mr C. Krishna Prasad — Chairman and Managing Director

Mr Prasad is the founder of Granules and has three decades of experience in the
pharmaceutical industry. In 1984, he set up a Paracetamol manufacturing facility,
focused on capital and process efficiency. Pharmaceutical Formulations
Intermediates (PFls) as a cost-efficient product for global formulations
manufacturers is a concept pioneered and popularized by him.

Dr. Prasada Raju — Executive Director

Dr Raju has over two decades of techno commercial experience in the global
pharmaceutical space. His previous experience at Dr Reddy’s encompasses new
product development, fostering strategic partnerships, driving synergies between
Industry and Academia, expanding into newer geographies, IP-driven early product
portfolio development and program management.

Mr Sreekanth Muttineni — Chief Operating Officer

Mr Muttineni joined Granules India in September 2016. During his nine-year tenure
at Lupin Ltd, he was responsible for manufacturing operations. Prior to that, Mr
Muttineni worked at Aurobindo Pharma as general manager — operations, and led
the establishment of generic pharmaceutical facilities and commercialization.

Mr. Ganesh K — Chief Financial Offer

Mr. Ganesh joined Granules India in May 2017. Before joining Granules, he was
associated with Dr Reddy’s for a span of 12 years as senior vice president —
corporate finance. Mr Ganesh is a chartered accountant, having professional
experience of more than 27 years. He specializes in leading large-scale M&A and
treasury operations, with skills in executing business/financial management
strategies and strengthening fiscal efficiency.

Mr M Gopi Reddy - Sr. Vice President (Quality)

Mr Reddy joined Granules India in September 2016. He started his career 1995 as
assistant manager production at GSK Pharma, where he worked for six years. He has
21 years of experience in corporate quality assurance, working with some of the
biggest pharma companies in India. In his previous stint in Cipla as head quality
compliance, he was responsible for developing systems and skills to ensure
compliance at all the company’s manufacturing sites globally.

20 May 2017

11



MoTiLAL OSWAL

Granules India

Mr Jaishokan Velusami — Head R&D (Granules Pharmaceuticals Inc.)

Mr Velusami has over 15 years of extensive multi-disciplinary expertise in drug
development and portfolio management across a broad range of therapeutic areas,
drug delivery systems and novel platform technologies. His extensive experience
includes technology transfer, commercializing R&D assets, strategic planning and
optimizing operation strategy across cross-functional teams. Prior to Granules, he
led R&D programs at Actavis and Par Pharmaceutical Inc., and has also laid the
foundation for successful start-ups (Novel and Kali Laboratories) in drug
development and operational strategy.

Mr. Stefan Lohle — Chief Marketing Officer

Mr Lohle has over two decades of experience in the pharmaceutical industry. He has
been associated with Granules since 2001, and previously was head of Latin
American operations, where he primarily focused on the PFl business. Mr Lohle has
also served at Kimberly Clark Corporation for new project development.

20 May 2017
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Story in charts

Exhibit 12: Revenues to exhibit 27% CAGR over FY17-20E Exhibit 13: Revenues from US biz to drive growth
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Exhibit 14: EBITDA margins to expand to 23% by FY20E Exhibit 15: PAT to exhibit 35% CAGR over FY17-20E
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Exhibit 16: Geograph- wise revenue break-up Exhibit 17: Product mix changing (%)
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Exhibit 18: Capex needs to continue with growth Exhibit 19: Return ratios to improve post FY18
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Valuation and view

Over last six years, GRAN reported a 39% earnings CAGR, led by improved
profitability, higher operating leverage and a superior business mix. The company
expanded its finished dosages business at a CAGR of 36% over FY11-16, leading to
higher profitability and improved utilization of the existing capacity of 18b tablets.
Profitability of the PFI business has also improved substantially, with the
implementation of 6MT order capacity. As a result, GRAN has expanded its EBITDA
margin from 11.8% in FY11 to ~21% in FY17.

We expect ~35% PAT CAGR to continue till FY20E, supported by ~27% revenue CAGR
and ~250bp margin expansion. Our target price of INR200 discounts FY19E EPS at

18x, which (a) is at a 5-10% premium to peers and (b) implies a PEG of 0.5x (FY17-
20E EPS CAGR of ~30%).

GRAN is trading at ~13x FY19E EPS. We argue for a P/E re-rating for GRAN, given (a)

strong PAT growth outlook and (b) expansion in its high-margin CRAMs and US
generic business.
Exhibit 20: Peer comparison

Mkt. CAP P/E EV/EBITDA ROE (%)

CMP (USD m) FY18E FY19E FY18E FY19E FY18E FY19E
Granules India 149 535 13.1 9.4 8.9 6.6 16.3 17.2
Marksans Pharma 50 314 25.4 17.7 14.2 10.6 16.0 19.8
Shilpa Medicare 718 889 32.9 22.8 22.2 16.5 19.2 23.0
Dishman Pharma 299 743 18.6 14.8 11.1 9.6 14.1 15.9
IPCA 530 1040 21.0 15.8 11.8 9.5 12.4 14.4
Suven 184 363 20.2 17.6 13.2 11.4 16.2 16.5
Neuland 1450 199 24.7 16.8 11.9 9.0 23.4 27.1

Key catalysts to drive stock performance over medium term
m  Finished dosage product approvals from regulated markets
m  Commercialization of new capacity

m  Higher-than-expected realizations from Omnichem JV

Risks to our investment thesis

m Pricing pressure on existing products

m  Regulatory risks related to already approved manufacturing facilities

Exhibit 21: P/E band - significant re-rating over

past 30 months Exhibit 22: P/E relative to Sensex
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Income Statement (INR Million)
Y/E Mar 2012 2013 2014 2015 2016 2017 2018E 2019E
Net Sales 6,540 7,644 10,959 12,929 14,295 14,353 17,051 23,390
Change (%) 37.6 16.9 43.4 18.0 10.6 0.4 18.8 37.2
EBITDA 793 851 1,583 2,086 2,767 2,988 3,683 5,239
EBITDA Margin (%) 12.1 11.1 14.4 16.1 19.4 20.8 21.6 22.4
Depreciation 207 231 298 527 643 715 1,018 1,481
EBIT 586 620 1,285 1,560 2,124 2,273 2,664 3,759
Interest 170 177 204 323 399 323 326 541
Other Income 14 21 43 43 77 99 140 140
Extraordinary items 0 0 0 0 0 0 0 0
PBT 430 464 1,124 1,280 1,802 2,050 2,479 3,358
Tax 130 138 371 371 617 643 793 1,074
Tax Rate (%) 30.3 29.7 33.0 29.0 34.2 314 32.0 32.0
Min. Int. & Assoc. Share 0 0 0 0 0 -247 -375 -600
Reported PAT 300 326 753 909 1,185 1,654 2,060 2,883
Adjusted PAT 300 326 753 909 1,185 1,654 2,060 2,883
Change (%) 43.3 8.8 130.8 20.8 30.3 39.6 24.6 39.9
Balance Sheet (INR Million)
Y/E Mar 2012 2013 2014 2015 2016 2017 2018E 2019E
Share Capital 201 201 203 204 217 228 253 253
Reserves 2,250 2,547 3,357 4,107 6,444 9,683 15,035 17,241
Net Worth 2,451 2,749 3,560 4,312 6,660 9,911 15,288 17,494
Debt 2,036 2,705 4,417 4,872 4,767 6,517 6,517 7,017
Deferred Tax 230 245 303 493 580 580 580 580
Total Capital Employed 4,717 5,698 8,280 9,676 12,008 17,008 22,386 25,092
Gross Fixed Assets 3,545 3,874 6,539 8,438 9,622 12,992 18,492 20,992
Less: Acc Depreciation 1,041 1,240 1,714 2,272 2,941 3,656 4,674 6,155
Net Fixed Assets 2,504 2,635 4,825 6,166 6,681 9,336 13,818 14,837
Capital WIP 293 1,088 1,246 620 766 1,005 1,023 1,403
Investments 2 97 2 2 2 2 2 2
Current Assets 2,914 3,007 3,848 5,184 7,080 9,120 10,398 12,539
Inventory 1,099 1,365 1,742 2,245 3,071 2,802 3,296 4,475
Debtors 950 710 1,109 1,326 1,526 3,932 4,671 6,088
Cash & Bank 320 417 418 653 1,419 1,317 1,160 233
Loans & Adv, Others 545 515 580 959 1,065 1,069 1,270 1,742
Curr Liabs & Provns 996 1,128 1,640 2,295 2,521 2,455 2,854 3,689
Curr. Liabilities 934 1,061 1,517 2,120 2,399 2,167 2,373 2,984
Provisions 62 68 123 175 122 288 481 706
Net Current Assets 1,918 1,879 2,208 2,888 4,559 6,665 7,543 8,850
Total Assets 4,717 5,698 8,280 9,676 12,008 17,008 22,386 25,092
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Ratios
Y/E Mar 2012 2013 2014 2015 2016 2017 2018E 2019E
Basic (INR)
EPS 1.5 1.6 3.7 4.5 5.5 7.3 8.1 114
Cash EPS 2.5 2.8 5.2 7.0 8.4 10.4 12.2 17.2
Book Value 12.2 13.7 17.6 21.1 30.7 43.5 60.4 69.1
DPS 0.2 0.2 0.4 0.5 0.6 1.0 1.5 2.2
Payout (incl. Div. Tax.) 15.6 14.4 11.0 13.6 13.9 16.2 22.2 23.5
Valuation(x)
P/E 334 27.2 20.5 18.3 13.1
Price / Book Value 7.0 4.8 3.4 2.5 2.2
EV/Sales 2.4 2.1 2.2 1.9 1.4
EV/EBITDA 15.0 11.0 10.8 8.8 6.5
Dividend Yield (%) 0.3 0.4 0.7 1.0 1.5
Profitability Ratios (%)
RoE 12.9 12.5 23.9 23.1 21.6 20.0 16.4 17.6
RoCE 15.2 12.9 19.8 18.7 214 17.0 14.7 16.8
RolC 10.8 10.6 15.9 14.6 15.2 12.7 10.3 11.7
Turnover Ratios (%)
Asset Turnover (x) 1.4 1.3 1.3 1.3 1.2 0.8 0.8 0.9
Debtors (No. of Days) 52 33 36 36 38 98 98 93
Inventory (No. of Days) 61 65 58 63 78 71 71 70
Creditors (No. of Days) 67 72 77 92 86 84 75 67
Leverage Ratios (%)
Net Debt/Equity (x) 0.7 0.8 1.1 1.0 0.5 0.5 0.4 0.4
Cash Flow Statement (INR Million)
Y/E Mar 2012 2013 2014 2015 2016 2017 2018E 2019E
Adjusted EBITDA 793 851 1,583 2,086 2,767 2,988 3,683 5,239
Non cash opr. exp (inc) 7 8 29 29 25 0 0 0
(Inc)/Dec in Wkg. Cap. -436 146 -310 -363 -915 -2,208 -872 -2,030
Tax Paid -115 -112 -238 -317 -490 -652 -793 -1,074
Other operating activities 7 19 16 18 51 0 -163 -203
CF from Op. Activity 256 912 1,080 1,453 1,438 128 1,855 1,932
(Inc)/Dec in FA & CWIP -550 -1,163 -2,649 -1,473 -1,335 -3,609 -5,518 -2,880
Free cash flows -294 -251 -1,570 -20 103 -3,481 -3,663 -948
(Pur)/Sale of Invt 2 -95 95 0 0 0 0 0
Others 3 -20 8 17 53 99 140 140
CF from Inv. Activity -545 -1,278 -2,546 -1,456 -1,281 -3,510 -5,378 -2,740
Inc/(Dec) in Net Worth 0 6 11 11 1,059 1,873 3,775 0
Inc / (Dec) in Debt 691 682 1,709 628 191 1,750 0 500
Interest Paid -168 -178 -205 -319 -406 -323 -326 -541
Divd Paid (incl Tax) & Others -35 -47 -47 -83 -234 -21 -83 -77
CF from Fin. Activity 489 463 1,467 238 609 3,280 3,367 -119
Inc/(Dec) in Cash 200 97 0 236 766 -102 -157 -927
Add: Opening Balance 120 320 417 417 653 1,419 1,317 1,160
Closing Balance 320 417 417 653 1,419 1,317 1,160 233
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Encouraging quarter

After several quarters of muted top-line growth,
GRAN reported 10.2% growth in 1QFY18. Top-line
came in at Rs 3.78bn, 5% ahead of estimates. The
EBITDA margin at 20.3% was up 40bps YoY, in-line
with expectations. While the gross margin expanded
~330bps YoY owing to the improving business mix,
higher operating expenses prevented further
expansion in the EBITDA margin. PAT was Rs 368mn,
down ~5%YaY, largely owing to lower other income
(Rs 4mn vs Rs 30mn YoY) and a higher tax rate.

We continue to believe that strong top-line growth
will kick in starting 2HFY18. Mgt expects ~15-20%
top-line growth, and ~25% profit growth in FY18, on
the back of expected ANDA approvals for the US
market, core business capacity expansion kicking in
and a continued ramp-up in the Omnichem JV.
However, the full impact of these factors is likely to
be visible only from FY19. Overall, we expect GRAN
to report “17% revenue CAGR, ~“21% EBITDA CAGR
and ~24% PAT CAGR over FY17-20E. Maintain BUY
with a revised TP of Rs 185 (16x Junel9E EPS).

®  Formulations: The finished dosages segment grew
~19%YoY to Rs 1.5bn in 1QFY18. GRAN is on track to

Financial Summary

RESULTS REVIEW 1QFY18 | 17 AUG 2017

Granules India
BUY

begin its scale-up of the US formulations segment
starting 2HFY18, with 3-4 products expected to be
launched. Two TAD dates in 4QFY18 have provided
further visibility on this front. It also expects to launch
4 products from its USpharma tie-up, where we expect
GRAN to generate at least USS 20mn in FY19E. From
this basket, Prasugrel is expected to be the first, with a
launch in Oct-17 likely. GRAN is also planning to file 20-
22 ANDAs over the next two years, which would take
its total ANDA filings by FY19 to ~35. Foresee ~26% rev.
CAGR in the formulations business over FY17-20E.

® APl and PFlIs: Growth in the APl and PFl segments was
less impressive at 2% and 10% YoY respectively. Going
ahead, we expect a pick-up in PFl sales, owing to
increased capacities. API sales are likely to be muted,
owing to the increased need for captive consumption.
Overall, we expect both segments to grow at ~8% and
11% CAGR respectively, over FY17-20E.

®  Margins to scale up: With the ramp-up in formulations
and Omnichem JV sales, margins are likely to expand.
However, increased R&D spending leads us to forecast
only a ~225bps expansion over FY17-20E.

(Rs mn) 1QFY18 1QFY17 YoY(%) 4QFY17 QoQ (%) FY17 | FY18E  FY19E  FY20E
Net Sales 3,787 3,437 10.2 3,553 6.6 14,106 | 16,277 19,850 22,369
EBIDTA 769 685 12.3 774 (0.5) 2,988 3,525 4,464 5,237
APAT 368 390 (5.5) 457 (19.4) 1,645 1,975 2,484 3,130
Diluted adj. EPS (Rs) 1.61 1.70 (5.5) 2.00 (19.4) 7.2 8.6 10.9 13.7
P/E (x) 17.6 14.7 11.7 9.2
ROE (%) 21.0 20.0 21.2 226

Source: Company, HDFC sec Inst Research # Consolidated

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO> & Thomson Reuters
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After several quarters of

muted top-line growth, GRAN

delivered 10% growth

There were certain higher
operating expenses during
the quarter, such as higher
freight outward costs, certain
one-time expenses in R&D
projects

EBITDA margin remained
largely flat, owing to the
offsetting of the improved
gross margin by certain non-
recurring operating expenses

GRANULES INDIA: RESULTS REVIEW 1QFY18

Quarterly Financials Snapshot (Consolidated)

Particulars 1QFY18 1QFY17 YoY (%) 4QFY17 QoQ (%)
|Net Sales 3,787 3,437 10.2 3,553 6.6
Material Expenses 1,800 1,746 3.1 1,562 15.2
Employee Expenses 390 339 15.2 362 7.8
‘Other Expenses 828 667 24.1 855 (3.2)‘
EBITDA 769 685 12.3 774 (0.5)
Depreciation 176 163 180
EBIT 593 522 13.8 594 (0.0)
Other Income 3.8 30.3 12
Interest Cost 82 79 77
PBT 515 472 9.0 529 (2.6)
Tax 177 154 166
Minority Interest (30) (71) (94)
RPAT 368 390 (5.5) 457 (19.4)
EO Items (Adj For Tax) - - -
APAT 368 390 (5.5) 457 (19.4)
Source: Company, HDFC sec Inst Research
Margin Analysis

1QFY18 1QFY17 YoY (bps) 4QFY17 QoQ (bps)
Material Expenses % Net Sales 47.5 50.8 (328) 44.0 356‘
Employee Expenses % Net Sales 10.3 9.9 45 10.2 12
Other Expenses % Net Sales 21.9 19.4 245 24.1 (221)
EBITDA Margin (%) 20.3 19.9 39 21.8 (146)
Tax Rate (%) 344 325 189 314 305
APAT Margin (%) 9.7 11.3 (162) 12.9 (314)

Source: Company, HDFC sec Inst Research
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Growth Revival In 1QFY18 Formulations Continue To Scale Up
I Revenue (Rs bn) —@—YoY Growth (%) I Formulations (Rs bn) —@—YoY Growth (%)
19.1

The top-line growth in
1QFY18 was encouraging,
after several quarters of

stagnant revenues
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Segmental Quarterly Performance

API growth is likely to be

! : (Rs mn) 1QFY18 1QFY17 YoY (%) 4QFY17 QoQ (%)
stuliteciowibgitalitcieased Finished Dosages 1,477 1,237 19.4 1,314 12.4
R PFls 909 825 10.2 782 16.3

APIs 1,401 1,375 1.9 1,457 (3.8)
Total 3,787 3,437 10.2 3,553 6.6

Source: HDFC sec Inst Research

Assumptions

FY16 FY17 FY18E FY19E FY20E
Finished Dosages 4,417 5,408 6,489 9,215 10,873
Growth (%) 7.0 22.4 20.0 42.0 18.0
PFIs 3,843 3,415 3,825 4,284 4,712
Growth (%) 24.0 (11.1) 12.0 12.0 10.0
APIs 5,737 5,400 5,963 6,351 6,783
Growth (%) 0.6 19.0 10.4 6.5 6.8
Total 14,248 16,422 18,801 22,848 25,892
Growth (%) 10.2 15.3 14.5 21.5 13.3

Source: HDFC sec Inst Research

Page | 4
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Peer Valuations

Mcap CMP Adj EPS (Rs/sh) P/E (x) ROE (%)
Reco TP

(Rsbn)  (Rs/sh) FY17 FY18E FY19E FY20E| FY17 FY18E FY19E FY20E | FY17 FY18E FY19E FY20E
Sun Pharma 1,169 486 NEU 455 260 160 231 30.5| 187 304 210 159| 179 101 133 155
Cadila Healthcare 495 483 BUY 590 145 151 191 26.3| 332 320 253 184| 235 199 206 233
Cipla 474 590 NEU 490 125 17.8 244 313| 472 332 242 188| 84 109 134 151
Lupin 432 961 BUY 1,650 570 516 700 87.7| 169 186 137 11.0| 209 162 19.0 20.1
Aurobindo Pharma 418 714 BUY 790 39.3 420 482 52.0| 182 170 148 13.7| 276 234 217 193
Dr Reddy's Labs 340 2,005 SELL 2,275 72.7 77.2 1234 1652| 276 260 162 121 95 100 145 17.0
Torrent Pharma 224 1,324 BUY 1,450 51.2 484 673 884| 259 274 197 150| 221 183 226 247
Alkem Labs 217 1,815 BUY 2,000 746 671 89.7 110.5| 243 270 202 164| 219 168 195 20.5
Glenmark Pharma 175 622 BUY 1,035 296 313 474 583 210 198 13.1 10.7| 181 161 200 20.3
Divis Labs 174 656 NEU 680 399 332 411 47.0| 164 198 160 14.0| 220 156 174 179
Alembic Pharma 97 515 BUY 635 214 236 297 37.8| 241 218 174 136 230 216 227 238
Granules India 29 127 BUY 185 72 86 109 13.7| 176 147 117 9.2| 21.0 200 212 226

Source: HDFC sec Inst Research

After the recently correction
in the stock price, GRAN
trades at extremely
attractive valuations

Page | 5
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Income Statement (Consolidated)

GRANULES INDIA: RESULTS REVIEW 1QFY18

Balance Sheet (Consolidated)

Year ending March (Rs mn) FY1l6 FY17 FY18E FY19E FY20E Year ending March (Rs mn) FY1l6 FY17 FY18E FY19E FY20E
Net Revenues 13,572 14,106 16,277 19,850 22,369 SOURCES OF FUNDS
Growth (%) 5.0 3.9 15.4 22.0 12.7 Share Capital - Equity 217 228 228 228 228
Material Expenses 7,250 6,796 7,975 9,667 10,782 Reserves 6,399 8,807 10,483 12,530 14,773
Employee Expenses 1,176 1,402 1,563 1,846 2,125 Total Shareholders Funds 6,616 9,035 10,711 12,758 15,001
Other Expenses 2,383 2,919 3,213 3,873 4,225 Long Term Debt 1,842 1,242 4,356 4,431 7,581
EBITDA 2,763 2,988 3,525 4,464 5,237 Short Term Debt 3,929 4,738 5,125 5,550 2,400
EBITDA Margin (%) 20.4 21.2 21.7 22.5 23.4 Total Debt 5,771 5,981 9,481 9,981 9,981
EBITDA Growth (%) 324 8.2 18.0 26.6 17.3 Net Deferred Taxes 479 541 541 541 541
Depreciation 584 715 823 1,058 1,158 Other Non-current Liabilities & a7 39 45 60 797
EBIT 2,179 2,273 2,702 3,406 4,079 Provns
Other Income (Incl EO Items) 52 99 33 40 45 TOTAL SOURCES OF FUNDS 12,912 15,596 20,778 23,340 26,320
Interest 371 323 387 584 599 APPLICATION OF FUNDS
PBT 1,860 2,050 2,348 2,862 3,525 Net Block 5,599 6,443 11,120 11,562 11,904
Tax (Incl Deferred) 611 652 704 830 987 CWIP 766 2,605 2,500 2,500 2,500
RPAT 19 247 332 452 593 Investments 761 1,157 1,200 1,250 1,250
Minority Interest 1,268 1,645 1,975 2,484 3,130 Other Non-current Assets 235 184 250 320 320
EO (Loss) / Profit (Net Of Tax) - _ _ - _ Total Non-current Assets 7,360 10,389 15,070 15,632 15,974
APAT 1,268 1,645 1,975 2,484 3,130 Cash & Equivalents 1,303 498 483 1,550 4,026
APAT Growth (%) 39.4 29.8 20.1 25.8 26.0 Inventories 2,537 2,760 3,166 3,820 4,254
Adjusted EPS (Rs) 5.5 7.2 8.6 10.9 13.7 Debtors 3,753 4177 4,013 4,894 5,516
Source: Company, HDFC sec Inst Research Other Current Assets 586 915 1,056 1,287 1,451
Total Current Assets 6,877 7,852 8,235 10,002 11,220
Creditors 1,811 2,160 2,477 2,989 3,328
(:rt:\(/er:SCurrent Liabilities & 817 984 533 855 1572
Total Current Liabilities 2,628 3,144 3,010 3,844 4,900
Net Current Assets 4,249 4,708 5,225 6,158 6,320
TOTAL APPLICATION OF FUNDS 12,912 15,596 20,778 23,340 26,321

Source: Company, HDFC sec Inst Research

Page | 6
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GRANULES INDIA: RESULTS REVIEW 1QFY18

Cash Flow Key Ratios
Year ending March (Rs mn) FYl6 FY17 FY18E FY19E FY20E FYl6 FY17 FY18E FY19E FY20E
Reported PBT 1,860 2,050 2,348 2,862 3,525 PROFITABILITY (%)
Non-operating & EO items 716 - - - - GPM 46.6 51.8 51.0 51.3 51.8
Interest expenses 318 223 354 544 554 EBITDA Margin 204 21.2 21.7 22.5 234
Depreciation 584 715 823 1,058 1,158 APAT Margin 9.3 11.7 12.1 12.5 14.0
Working Capital Change (735) (467) (510) (918) 575 RoE 23.2 21.0 20.0 21.2 22.6
Tax Paid (611) (652) (704) (830) (987) RolC (or Core RoCE) 14.8 12.7 11.6 12.4 14.3
OPERATING CASH FLOW (a) 2,132 1,869 2,310 2,715 4,825 RoCE 13.0 13.1 12.3 13.1 14.3
Capex (2,735) (3,131) (5,395) (1,500) (1,500) EFFICIENCY
Free cash flow (FCF) 397 (1,261) (3,084) 1,215 3,325 Tax Rate (%) 329 31.8 30.0 29.0 28.0
Non-operating Income 27 (777) (212) (20) 45 Fixed Asset Turnover (x) 1.6 1.5 1.1 1.2 1.2
INVESTING CASH FLOW (b)) (1,708) (3,908) (5,405) (1,510) (1,531) Inventory (days) 68.2 71.4 71.0 70.2 69.4
Debt Issuance/(Repaid) 30 210 3,500 500 - Debtors (days) 100.9 108.1 90.0 90.0 90.0
Interest Expenses (371) (323) (387) (584) (599) Other Current Assets (days) 15.8 23.7 23.7 23.7 23.7
FCFE 84 (2,151) 19 1,121 2,695 Payables (days) 48.7 55.9 55.6 55.0 54.3
Share Capital Issuance 805 1,345 - - - Other Current Liab & Provns (days) 22.0 25.5 12.0 15.7 25.6
Dividend (169) (246) (300) (437) (887) Cash Conversion Cycle (days) 114.3 121.8 117.2 113.2 103.1
Others 35 247 267 382 593 Debt/EBITDA (x) 2.1 2.0 2.7 2.2 1.9
FINANCING CASH FLOW (c) 331 1,234 3,080 (139) (893) Net D/E (x) 0.7 0.6 0.8 0.7 0.4
NET CASH FLOW (a+b+c) 755 (805) (15) 1,067 2,401 Interest Coverage (x) 5.9 7.0 7.0 5.8 6.8
Closing Cash & Equivalents 1,303 498 483 1,550 3,951 PER SHARE DATA (Rs)
Source: Company, HDFC sec Inst Research EPS 5.5 7.2 8.6 10.9 13.7
Dividend 0.6 0.9 1.1 1.6 3.2
Book Value 28.9 39.5 46.8 55.8 65.6
VALUATION
P/E (x) 22.8 17.6 14.7 11.7 9.2
P/BV (x) 4.4 3.2 2.7 2.3 1.9
EV/EBITDA (x) 11.8 11.2 10.7 8.4 6.6
EV/Revenues (x) 2.4 2.4 2.3 1.9 1.6
OCF/EV (%) 6.6 5.6 6.1 7.3 13.9
FCF/EV (%) 1.2 (3.8) (8.1) 3.3 9.6
FCFE/Mkt Cap (%) 0.3 (7.7) 0.1 3.9 9.3
Dividend Yield (%) 0.5 0.7 0.9 1.3 2.6

Source: Company, HDFC sec Inst Research

Page | 7
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Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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