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 GNP's 3QFY12 operational performance was in-line with estimates. Excluding generic Malarone exclusivity

upside in US, revenues were higher than estimates with 33.4% growth to INR10b vs est of INR9.12b, EBITDA

was up 10.5% to INR1.84b (vs est of INR1.85b) and EBITDA Margins declined 380bps to 18.4% vs est of 20.3%.

 Topline growth was mainly led by INR238m of NCE licensing income and higher than expected growth in the

branded business. US generic revenues increased 56% YoY.

 Excluding NCE research income of INR238m, core EBITDA margins were at 16.4% vs est of 18.2%. EBITDA

margins were lower than estimates due to significant increase in costs. However GNP has been able to

compensate lower margins by better topline.

 Adjusted PAT at INR83m (excl both NCE research & Malarone upsides) was higher than our est of a net loss of

INR314m mainly due to lower than expected forex losses. The company reported MTM forex loss of INR1.02b

vs our estimates of INR1.39b.

Outlook and View: GNP has differentiated itself among Indian pharmaceutical companies through its significant

success in NCE research. Given this success, Glenmark has been aggressive in adding new NCEs to its pipeline,

which will raise R&D costs in the short-to-medium term. Also, likely absence of strong forex gains (INR1.3b for

FY11 vs INR1.75b forex loss in 9MFY12) will temper down the earnings growth for FY12. High debt and low return

ratios remain our main concerns despite the strong growth traction. Based on our revised estimates, we expect

EPS of INR10 for FY12 and INR20.6 for FY13. The stock currently trades at 29.5x FY12E and 14.4x FY13E earnings.

Maintain Neutral with TP of INR323 (15x FY13E EPS + INR14 DCF value of Crofelemer & Para-IV pipeline).
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Topline growth driven by branded formulations portfolio
GNP's 3QFY12 operational performance was in-line with estimates. Topline grew by

37% to INR10.31b, EBITDA by 23% to INR2.04b while reported PAT declined by 58% to

INR461m. Excluding generic Malarone exclusivity upside in US, revenues were higher

than estimates with 33.4% growth to INR10b vs est of INR9.12b, EBITDA was up 10.5%

to INR1.84b (vs est of INR1.85b) and EBITDA Margins declined 380bps to 18.4% vs est

of 20.3%. However GNP has been able to compensate lower margins by better topline.

We estimate generic Malarone to have contributed INR297m to revenues and INR208m

to EBITDA.

Topline growth was mainly led by INR238m of NCE licensing income and higher than

expected growth in the branded business (up 24% YoY, partly due to favourable

currency). India formulations growth at 6.5% was disappointing with management

indicating that it has reduced its inventory in the trade. This is likely to temporarily

impact the revenues for this segment.

While US generic revenues increased 56% YoY to INR3.19b, they grew by only 6% QoQ

despite the an extremely favourable currency (GNP does not have any forex hedges).

Adjusted for Malarone exclusivity upside, QoQ revenues in US were flat at INR2.9b.

Management has indicated that it has undertaken a restructuring of its US portfolio

regarding certain low-end products which has impacted revenues.

Revenue mix (INR m)

3QFY12 3QFY11 % YoY 2QFY12 % QoQ

Formulation 9,139 6,758 35.2 8,361 9.3

     Branded 5,607 4,521 24.0 5,134 9.2

          India 2,547 2,390 6.5 2,539 0.3

          Europe-branded 664 448 48.3 378 75.9

          Latam-branded 825 528 56.1 738 11.7

          Semi-regulated mkts 1,571 1,154 36.1 1,479 6.2

     Generics 3,533 2,238 57.9 3,227 9.5

          Latin America 36 43 -17.2 41 -14.1

          North America 3,190 2,041 56.3 3,001 6.3

          Europe 307 154 99.1 185 65.4

API & others 933 750 24.4 1,009 -7.5

NCE Income 238 0 1,185

Net Sales 10,311 7,508 37.3 10,554 -2.3

Source: Company/MOSL

Core EBITDA at INR1.8b was in-line with our estimate
Excluding NCE research income of INR238m, core EBITDA margins were at 16.4% vs

estimate of 18.2%. EBITDA margins were lower than estimate due to significant

increase in costs with RM cost up by 49%, staff costs up by 45% and other expenses

(excl forex losses) up by 30.6%. This was partly due to increase in R&D expenses and

partly due to adverse impact of INR depreciation on USD-denominated costs. We

note that even though the EBITDA margins are below our estimates, absolute EBITDA

is in line with estimates due to better than expected revenues.
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EBITDA & Margin Trend

Source: Company/MOSL

Adjusted PAT at INR83m (excl both NCE research & Malarone upsides) was higher

than our estimate of a net loss of INR314m mainly due to lower than expected forex

losses. The company reported MTM forex loss of INR1.02b vs our est of INR1.39b.

Balance sheet highlights
 Debtor days have remained constant QoQ at 116 days.

 Net debt has increased by ~INR2b QoQ to INR20.74b mainly due to mark-to-market

of forex debt of USD350m for a depreciating currency.

 The company had converted a large portion of local debt to forex debt in 1QFY12

due to which there is an increase in MTM forex losses for past two quarters.

Guidance for base business (excluding R&D licensing income)
Mgmt has cut its core EBITDA guidance for FY12 from the previous 22-23% to 20%,

although the company is tracking topline growth much higher than its guidance of 20-

25% growth. We believe that the guidance is a bit aggressive and model core EBITDA

Margin of 19% for FY12. Core EBITDA guidance for FY13 is indicated at 20-21%. It has

also raised its R&D expenses guidance for FY12 from INR2-2.25b to INR2.5-2.6b. Capex

for FY12 and FY13 will be INR2.5b each while tax rate will move up from 9-10% to 14-

15% by FY13.

Trying to build a differentiated portfolio for the US market - Expect strong
growth ahead
Glenmark currently has ~43 ANDAs pending US FDA approval (with 4 FTFs). It has

already launched 5 oral contraceptives (OCs) in the US over the past few quarters

although, the company is yet to record meaningful revenues from them. It expects 3-

5 more OC approvals over the next 12 months. We note that the company has

commenced filings for niche opportunities in the Dermatology, Controlled Substances

and Hormones categories and has also started receiving some approvals in these

categories which is a long-term +ve. Management believes that ~75% of the pending

ANDAs are in the niche / low-competition category and will thus result in a

differentiated portfolio in the long-term.
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Glenmark - US Revenue ramp-up (USD M)

Source: Company/MOSL

Strong growth ahead but balance sheet improvement needed
We expected GNP to record strong topline CAGR of 22% over FY11-13 led by a 30%

CAGR for the generics business and 22% CAGR for the branded formulations business.

Core EPS is also expected to record a strong 28% CAGR over FY11-13 (albeit on a low

base) led by strong topline growth and gradual expansion in EBITDA margins. However,

we note the company has a high debt of ~INR22.7b (as of 31-Dec-2011) which is

impacting its return ratios. We believe that the company needs to reduce its debt

significantly to ensure an improvement in return ratios and get a better valuation

multiple.

Valuation & view
GNP has differentiated itself among Indian pharmaceutical companies through its

significant success in NCE research. Given this success, Glenmark has been aggressive

in adding new NCEs to its pipeline, which will raise R&D costs in the short-to-medium

term. Also, likely absence of strong forex gains (INR1.3b for FY11 vs INR1.75b forex

loss in 9MFY12) will temper down the earnings growth for FY12. Based on our revised

estimates, we expect EPS of INR10 for FY12 and INR20.6 for FY13. We have cut our core

EPS estimates for FY12 by 8% to take into account the lower EBITDA margins and forex

losses. While we have also cut our EBITDA estimates for FY13 by 2%, our EPS has

remained flat mainly due to reversal of forex losses expected in FY13. High debt and

low return ratios remain our main concerns despite the strong growth traction. The

stock currently trades at 29.5x FY12E and 14.4x FY13E earnings. Maintain Neutral with

TP of INR323 (15x FY13E EPS + INR14 DCF value of Crofelemer & Para-IV pipeline).
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Comparative valuations
Glenmark DRL Cipla

P/E (x) FY12E 29.5 22.2 25.2

FY13E 14.4 19.7 19.9

P/BV (x) FY12E 3.6 5.2 3.8

FY13E 2.9 4.6 3.3

EV/Sales (x) FY12E 2.6 3.4 4.1

FY13E 2.2 3.1 3.5

EV/EBITDA (x) FY12E 10.5 17.3 17.9

FY13E 10.9 15.5 14.6

Shareholding pattern (%)
Dec-11 Sep-11 Dec-10

Promoter 48.3 48.3 48.3

Domestic Inst 5.1 6.4 6.7

Foreign 34.8 33.2 31.9

Others 11.8 12.1 13.1

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY12 10.0 19.5 -48.6

FY13 20.6 21.2 -2.8

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

296 323 9% Neutral

Company Description
Glenmark is one of the second tier integrated

pharmaceutical companies which has differentiated

itself through its success in NCE research. The company

has pipeline of 9 Novel drugs in different phases of

clinical studies. It is also one of the leading Indian generic

companies in US with focus on niche generics segments.

Glenmark has large presence in semi-regulated markets.

Key investment arguments
 Glenmark has adopted differentiated generic

strategy for US business which focuses on niche

segments like Harmones, dermatology, controlled

release etc which has limited competition and better

profitability

 It is the most successful Indian company in novel

drug discovery research and has earned US$202m in

milestone payments so far.

Key investment risks
 Given the significant contribution of the success of

Glenmark's NCE research (to its market

capitalization), any NCE failures are likely to have

significant adverse impact on investor returns.

 Glenmark is targeting to replicate the success of its

NCE research for its generics business as well. This is

likely to involve an aggressive ramp up in Glenmark's

Glenmark Pharmaceuticals: an investment profile
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presence in various markets as the company tries to

catch up with the sector leaders. We do not rule out

execution risks for such an aggressive ramp up

strategy.

Recent developments
 Paid USD28m to Paul capital for termination of

royalty agreement for dermatology products in the

US.

 Receives USD5m from Sanofi Aventis towards

milestone patment

Valuation and view
 The stock currently trades at 29.5x FY12E and 14.4x

FY13E earnings.

 Maintain Neutral with target price of INR323 (15x

FY13E EPS + DCF value of INR14/sh for Crofelemer

and Para-IV upsides).

Sector view
 Regulated markets would remain the key sales and

profit drivers in the medium term. Japan is expected

to emerge as the next growth driver, particularly for

companies with a direct marketing presence.

 We are overweight on companies that are towards

the end of the investment phase, with benefits

expected to start coming in from the next fiscal.
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Financials and Valuation
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N O T E S
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