Gland Pharma Ltd.

IPO Note

Company Overview

Gland Pharma is one of the fastest growing generic injectables-focused companies by revenue in
the United States from 2014 to 2019 (STheirce: IQVIA Report). They sell products primarily under a
business to business (“B2B”) model in over 60 countries as of June 30, 2020, including the United
States, Europe, Canada, Australia, India and the Rest of the world. They have 7 manufacturing facili-
ties in India, comprising 4 finished formulation facilities and 3 API facilities. The company has 267
ANDA filings comprising 191 ANDA filings for sterile injectables, 50 for oncology and 26 for ophthal-
mics related products, of which 215 have been approved. Around 62% of revenues are derived from
USA.

Objects of the issue

The objects of the Offer are to achieve the benefits of listing the Equity Shares on the Stock Ex-
changes. Further, Gland Pharma proposes to utilize the net proceeds from fresh issue for:

A) Funding incremental working capital requirements of Their Company (7.6 bn)

B) To meet working capital requirements (1.6 bn)

C) General Corporate Purposes (3.3bn)

Investment Rationale

Extensive portfolio of complex products supported by internal R&D and regulatory capabili-
ties.

It is a vertically integrated company with demonstrated ability to advance a product from the R&D
stage through commercialisation. Their capabilities include internal research and development ex-
pertise, robust manufacturing capabilities (including the ability to synthesise and manufacture critical
APls in-house), a strict quality assurance system, extensive regulatory experience and established
marketing and distribution relationships. Its product development is underpinned by the internal
R&D expertise.Their centralised R&D laboratory is located near manufacturing facility at Dundigal,
Hyderabad with supporting personnel based at each of the manufacturing facilities. The centralised
R&D laboratory has an in-house team of approximately 250 personnel including PhDs, pharmacy
post graduates and chemists with expertise in synthesis of low molecular Theyight injectables drugs,
steroids and oncology drugs and in developing complex injectables such as lyophilized products,
high-potent drugs and long-acting suspensions. In addition, the R&D laboratories are engaged in the
development of key processes such as formulation development, analytical method development,
API process development and stability studies.

Diversified B2B-led model across markets, complemented by a targeted B2C model in India

Their primary business model is B2B, covering IP-led, technology transfer and contract manufactur-
ing models, complemented by a B2C model in Their home market of India. They consider that Ttheir
various B2B business models enable them to (i) grow market share in key markets such as the Unit-
ed States, Europe, Canada and Australia, particularly the United States, while reducing the market-
ing investments They need to make, (ii) leverage the reputation of Their marketing partners in their
home markets to build their own presence in these markets, (iii) build their own reputation as a com-
plex injectables manufacturer with a consistent compliance record attracting confidence from other
potential marketing partners, and (iv) balance profitability and capacity utilisation while continuing to
deliver high manufacturing and quality standards to a broad range of customers. In Fiscals 2018,
2019 and 2020, The revenue generated from the B2B model constituted 96.27%, 95.57% and
95.99%, respectively, of the total revenue from operations for the relevant year. In the three months
ended June 30, 2020, there revenue generated from the B2B model constituted 96.94% of their total
revenue from operations for the relevant period.

Valuation and Outlook

On the operational front, Gland Pharma has shown excellent growth in both revenues (27% CAGR)
and PAT (55% CAGR) with 328bps expansion in EBITDA margin during FY18-20. To extend this
growth momentum, the company aims to continue investing in manufacturing and technology
capabilities to expand its product portfolio and increase market share through organic and
inorganic routes. The company has also strengthened its balance sheet with a healthy operating
cash flow generation over the last few years. At the upper end of the price band, Gland Pharma
demands a P/E multiple of 31.7x based on fully diluted EPS of FY20, which appears attractive given
the opportunity company possesses. Considering niche player in Pharma space, superior business
performance, healthy balance sheet, and complex nature of the business with a strong product
pipeline, we give a “SUBSCRIBE” rating on this issue for the medium to long-term.
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Income Statement (In mn)

Particulars FY18 FY19 3MFY21
Revenue
Revenue from operations 16,229 20,442 26,333 8,842
Total revenue 16,229 20,442 26,333 8,842
Expenses
Cost of materials consumed 7,183 9,549 10,903 3,056
Excise duty 30 - -
Power and Fuel 604 740 785 168
Purchase of traded goods 91 163 187 46
Increase in inventories of finished goods, stock-in-trade and work-in-
progress (667) (1,142) (64) 98
Employee benefit expenses 1,791 2,229 2,777 723
Other expenses 1,845 1,837 2,196 625
Total Operating expenses 10,876 13,377 16,783 4,716
EBITDA 5,353 7,065 9,550 4,126
Depreciation and amortisation expense 784 821 946 242
Other income 488 856 1,392 321
EBIT 5,057 7,099 9,996 4,205
Finance costs 42 37 72 5
Exceptional Item - 200 - -
PBT 5,015 6,863 9,924 4,200
Current tax 1,695 2,212 2,514 1,069
Deferred Tax charge 106 120 (318) (5)
Taxes for earlier year 4 12 4 -
Total tax 1,801 2,344 2,196 1,064
‘PAT 3,214 4,519 7,728 3,136
Diluted EPS 19.7 27.7 47.3 19.2
Cash Flow Statement (In mn)
Particulars FY18 FY19 FY20 3MFY21
Cash Flow from operating activities 2,021 1,852 7,009 2,931
Cash flow from investing activities (3,589) (3,141) (7,661) (805)
Cash flow from financing activities (38) (31) (4)
Net increase/(decrease) in cash and cash equivalents (1,605) (1,320) (720) 2,122
Cash and cash equivalents at the beginning of the period 5,331 3,728 2,364 1,695
Effect of exchange differences on cash and cash equivalents held in foreign currency 3 (44) -
Cash and cash equivalents at the end of the period 3,728 2,364 1,695 3,818
Source: RHP, BP Equities Research
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Gland Pharma Ltd.

Balance Sheet (In mn

Particulars 3MFY21
Liabilities
Share Capital 155 155 155 155
Other Equity 23,949 28,465 36,307 39,480
Non-controlling interests - - -
Net worth 24,104 28,620 36,462 39,635
Borrowings 55 50 41 41
Other financial liabilities 387 163 27 27
Deferred tax liability
Total Non Current Liabilities 442 212 67 67
Trade payables 2,918 4,462 2,491 4775
Other financial liabilities 149 220 304 282
Other current liabilities 575 507 513 453
Current tax liabilities (net) 129 110 107 758
Deferred Tax Liabilities 957 1,076 741 733
Provisons 21 29 175 210
Total Current Liabilities 4,749 6,403 4,331 7,211
Total liabilities 29,295 35,236 40,860 46,913
Assets
Tangible Assets 8,426 9,287 9,671 9,502
Right of Use Assets 11 10 10 9
Capital Work in Progress 1,989 1,232 1,885 2,544
Other financial assets 61 64 69 574
Deferred tax Assets (net) 198 190 15 16
Other non-current assets 1,287 878 748 568
Total Non current assets 11,973 11,661 12,397 13,213
Inventories 5,128 9,119 7,563 10,089
Loans 3 3 5 10
Trade Receivables 4,752 5,061 6,018 6,740
Cash and Bank Balances 6,708 7,534 13,252 15,289
Other financial assets 34 71 151 156
Current Tax Assets (Net) - - 95 -
Other current assets 696 1,788 1,379 1,414
Total Current Asset 17,321 23,575 28,463 33,699
Net Current Assets 12,572 17,171 24,132 26,488
Total Assets 29,294 35,236 40,860 46,913

Source: RHP, BP Equities Research

Key Risks

= There are certain approvals and licenses in the ordinary course of business, and the failure to obtain or retain them in a timely manner
may adversely affect the business, financial condition, cash flows and results of operations.

= Certain of business transactions are entered into with government or government-funded entities in India and any change in the gov-
ernment policies, practices or focus may adversely affect their business and results of operations.

= Their business subjects to risks in multiple countries that could materially adversely affect their business, and business prospects.
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Disclaimer Appendix

Analyst (s) holding in the Stock : Nil

Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation (s) or view (s) in this report. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd or any
of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. or any of its affiliates or employees do not provide, at any
time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fithess for a particular purpose, and non-infringement. The recipients of this report should rely on their own
investigations.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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