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e s, CMP: INR534 TP: INR625 (+17%) Buy
‘ OAI at Gagillapur breaks the sound compliance track record
“C’" GRANULES Limited approvals pending from Gagillapur offer some respite
B USFDA classified Granules India’s (GRAN) gagillapur site as Official Action Indicated
Stock Info (OAI) following the recent inspection.
Bloomberg GRANIN ™ OAlimplies that the remediation measures have some lacuna in addressing issues
Equity Shares (m) 242 highlighted by USFDA.
M.Cap.(INRb)/(USDb) 129.5/1.5 m  Having said that, there are only three ANDAs pending for approval. Additionally,
52-Week Range (INR) 725/ 365 with the OAI classification, GRAN can continue to s ly th roved product
1, 6,12 Rel. Per (%) 7/16/15 e assification, an continue to supply the approved products.
12M Avg Val (INR M) 1245 ™ The temporary disruption in production due to the implementation of remediation
Free float (%) 61.1 measures is already built into our FY25 estimates.
) ) B GRAN is not only diversifying its formulation manufacturing capacity at
Financials Snapshot (INR b) Vizag/Genome Valley/Virginia but also building capabilities to manufacture products
Y/E MARCH FY25E FY26E FY27E ) N ) )
Sales 441 504 584 in oncology as well as utilizing differentiated technologies such as MUPS.
EBITDA 99 11.9 143 B We expecta 29% earnings CAGR over FY25-27, driven by a) building a niche pipeline
Adj. PAT 52 69 87 in oncology and innovative tech-based products; b) large volume products; and c)
EBIT Margin (%) 176 19.2 204 backward integration. We lower the PE multiple from 20x to 18x to factor in the
Cons. Adj. EPS (INR)  21.6  28.6  36.0 escalation of the regulatory issue and arrive at a TP of INR625. Reiterate BUY.
EPS Gr. (%) 242 32.8 258
BV/Sh. (INR) 153.2 180.7 2155 OAI at Gagillapur to impact new approvals while base business continues
':latt'gsE 03 03 o2 B GRAN was issued a form 483 with six observations for its Gagillapur site after
et D: . . . . . ,
ROE (%) 151 172 182 the USFDA inspection on Sept’24.
RoCE (%) 12.7 143 156 M The observations were related to cleaning/maintenance, inadequate root-
Payout (%) >4 41 32 cause analysis, document management, procedures for in-process controls,
Valuations . R R .
and air purification units.
P/E (x) 248 186 14.8 - ) )
EV/EBITDA (x) 174 144 118 ™ The USFDA has now classified the inspection as OAI.
Div. Yield (%) 02 02 02 m Thecompany hasonlythree products pending approval from this site.
FCF Yile'd (%) 23 08 25 m |thasresponded to all the observations issued by the USFDA.
EV/S 39 34 29 . . . .
/Sales () m To remediate the facility, GRAN has voluntarily paused the manufacturing and
Shareholding Pattern (%) distribution at the site. It has also employed an independent third-party
As On Sep-24 Jun-24 Sep-23 ) ) o
Promoter 389 388 420 consultant for the site's cleaning protocols and cross-contamination controls.
DIl 149 141 71 W To date, GRAN has gone through 24 USFDA inspections since 2009. Out of 24
Fil 19.5 204 215 inspections, Gagillapur (Medchal-Malkhajgiri) has been inspected six times. All
Others 268 266 295 the inspections received either Voluntary Action Indicated (VAI) or No Action
Fll includes depository receipts Indicated (NAI) classifications.
Stock Performance (one-year) De-risking/adding new capabilities/capacities
Gfanules India B The Gagillapur site has a 24k TPA of PFl and 21.6b PA of formulation capacity,
750 Nifty - Rebased which is higher than the combined capacity of Parawada, Chantilly, and
650 Jeedimetla.
m  Further, to de-risk the facility, GRAN has commercialized the new 2.5b
>0 formulation capacity at Genome Valley and filed new complex products, such
450 419""""\"” as CNS, ADHD, and other products. An additional capacity of 5.5b from
350 Genome Valley is expected to come online by FY26 to support growth.
m, §I 7{1 7{1 7{1 m  Furthermore, GRAN is launching new oncology products from Vizag plants in
[S] — c Q o
a s 2 8§ & the near term.
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Limited impact on financials

Post the form 483 issuance by the USFDA on the Gagillapur site, GRAN
temporarily paused the production and distribution at this site. This affected
revenue and profitability in 2QFY25.

This impact would also be carried forward in 3QFY25, led by the gradual ramp-
up of the plant.

While GRAN is implementing remediation measures at the plant, it is also filing
niche products from alternate sites such as Genome Valley and Vizag, which
would offset the impact.

As such, we have already factored in the impact of classification and
remediation measures at the Gagillapur plant in FY25.

Valuation and view

GRAN has recorded a healthy 10% earnings CAGR over FY19-24. Given GRAN's
focus on building a niche pipeline in the oncology space, large-volume products,
innovative tech-based products, and backward integration, we estimate a 29%
earnings CAGR over FY25-27. However, the regulatory inspection at Gagillapur
will be a near-term hurdle for growth in the US markets, and GRAN is working
on implementing remediation measures in this plant.

We await further clarity on the business prospects following the OAl
classification at Gagillapur.

We lower the PE multiple from 20x to 18x to factor in the escalation of the regulatory
issue and arrive at a TP of INR625. Reiterate BUY.

Exhibit 1: Granules USFDA inspection history

Sr No Site Inspection end date Classification
1 Medchal-Malkhajgiri Sep-24 OAl
2 Parawada Mandal Apr-24 NAI
3 Chantilly Dec-23 VAI
4 Chantilly Aug-23 NAI
5 Visakhapatnam Jun-23 NAI
6 Secunderabad Jun-23 NAI
7 Manassas Mar-23 NAI
8 Chantilly Jul-22 VAI
9 Medchal-Malkajgiri Feb-20 VAI
10 Medchal-Malkajgiri Mar-18 NAI
11 Medchal-Malkajgiri Oct-16 NAI
12 Medchal-Malkajgiri Mar-15 NAI
13 Medchal-Malkajgiri Sep-12 VAI
14 Medchal-Malkajgiri Nov-09 NAI

VALI: Voluntary Action Indicated, NAI: No Action Indicated, OAl: Official Action Indicated;
Source: MOFSL, Company, USFDA

Exhibit 2: Granules plant capacity

Segment Facility Capacity
FD Gagillapur 26.8b
Virginia 1.5b
Vizag (Unit V) 1.1b
Granules Life Sciences 2.5b*
PFI Gagillapur 23200 TPA
Jeedimetla 1440 TPA

*Note: The remaining 5.5b capacify will come online in FY26;
Source: MOFSL, Company, USFDA
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Exhibit 3: P/E chart Exhibit 4: EV/EBITDA chart
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Story in charts

Exhibit 5: Expect revenue CAGR of 15% over FY25-27 Exhibit 6: EBITDA margin to expand 200bp over FY25-27
Revenues (INRb) —O=—%YoY growth EBITDA (INRb) —O=—EBITDA margin (%)
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Exhibit 7: Formulations’ contribution to remain the highest Exhibit 8: FDF sales to clock 21% CAGR over FY25-27
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Exhibit 9: PAT to exhibit 29% CAGR over FY25-27 Exhibit 10: Return ratios rising steadily over FY24-26
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Consolidated - Income Statement INRm
Y/E March FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Total Income from Operations 22,792 25,986 32,375 37,477 45,119 45,063 44,056 50,372 58,391
Change (%) 34.7 14.0 24.6 15.8 20.4 -0.1 -2.2 14.3 15.9
Total Expenditure 18,872 20,513 23,665 30,427 35,901 36,293 34,144 38,434 44,085
% of Sales 82.8 78.9 73.1 81.2 79.6 80.5 77.5 76.3 75.5
EBITDA 3,920 5,473 8,710 7,050 9,218 8,770 9,913 11,938 14,306
Margin (%) 17.2 21.1 26.9 18.8 20.4 19.5 22.5 23.7 24.5
Depreciation 1,055 1,370 1,515 1,586 1,845 2,073 2,150 2,286 2,407
EBIT 2,866 4,104 7,195 5,464 7,373 6,697 7,763 9,652 11,899
Int. and Finance Charges 285 270 263 232 559 1,058 1,020 741 680
Other Income 267 366 152 176 138 44 110 126 146
PBT bef. EO Exp. 2,848 4,199 7,085 5,407 6,952 5,683 6,853 9,036 11,365
EO Items -80 57 -40 173 -80 -211 0 0 0
PBT after EO Exp. 2,768 4,257 7,045 5,580 6,872 5,472 6,853 9,036 11,365
Current Tax 891 1,257 1,954 1,382 1,772 1,652 1,687 2,096 2,637
Deferred Tax 72 -100 -405 70 -66 -233 -60 0 0
Tax Rate (%) 34.8 27.2 22.0 26.0 24.8 25.9 23.7 23.2 23.2
Add: Associate income 487 255 0 0 0 0 0 0 0
Reported PAT 2,292 3,354 5,496 4,128 5,166 4,052 5,225 6,940 8,728
Adjusted PAT 2,345 3,313 5,524 4,000 5,224 4,207 5,225 6,940 8,728
Change (%) 76.8 41.3 66.8 -27.6 30.6 -19.5 24.2 32.8 25.8
Margin (%) 10.2 12.6 17.0 10.6 11.5 9.3 11.8 13.7 14.9
Consolidated - Balance Sheet INR m
Y/E March FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
Equity Share Capital 254 254 248 248 242 242 242 242 242
Total Reserves 15,040 18,183 21,485 25,617 28,107 32,013 36,895 43,551 51,996
Net Worth 15,295 18,437 21,733 25,865 28,349 32,255 37,137 43,794 52,238
Minority Interest 0 0 0 6 0 0 0 0 0
Deferred Liabilities 655 482 11 139 77 231 231 231 231
Total Loans 9,330 7,932 7,504 10,928 11,362 13,151 12,355 11,559 10,729
Capital Employed 25,279 26,851 29,248 36,938 39,788 45,637 49,723 55,583 63,198
Gross Block 16,639 21,442 22,220 25,355 30,897 34,817 39,317 43,817 47,017
Less: Accum. Deprn. 5,473 6,842 8,357 9,943 11,788 13,861 16,011 18,297 20,704
Net Fixed Assets 11,167 14,600 13,863 15412 19,109 20,956 23,306 25,520 26,313
Capital WIP 3,235 1,481 1,848 3,562 2,394 2,717 4,406 5,037 4,671
Total Investments 2,104 193 190 197 361 382 382 382 382
Curr. Assets, Loans&Adv. 13,279 15,957 21,226 25,945 27,168 30,783 30,187 34,848 43,039
Inventory 3,842 4,384 7,822 9,786 11,494 13,005 10,758 12,530 14,977
Account Receivables 6,735 6,620 7,654 9,250 9,485 9,858 9,777 12,420 14,398
Cash and Bank Balance 890 2,839 2,710 4,095 3,128 3,864 5,687 5,364 7,825
Loans and Advances 1,811 2,113 3,040 2,815 3,060 4,056 3,965 4,534 5,839
Curr. Liability & Prov. 4,548 5,432 7,887 8,191 9,258 9,573 8,930 10,576 11,579
Account Payables 3,235 3,569 5,410 6,386 7,821 7,495 7,016 8,424 9,421
Other Current Liabilities 1,144 1,589 2,160 1,294 998 1,580 1,545 1,767 1,752
Provisions 169 275 317 511 439 497 369 386 406
Net Current Assets 8,731 10,525 13,340 17,753 17,910 21,211 21,257 24,272 31,460
Appl. of Funds 25,279 26,852 29,248 36,938 39,788 45,637 49,723 55,583 63,198
E: MOFSL Estimates
3 December 2024 5
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Ratios

Y/E March FY19 FY20 FY21 FY22 FY23 FY24 FY25E FY26E FY27E
EPS 9.7 13.7 22.8 16.5 21.6 17.4 21.6 28.6 36.0
Cash EPS 13.4 18.4 28.4 22.5 29.2 25.9 30.4 38.1 45.9
BV/Share 60.2 72.5 87.7 104.3 117.1 133.1 153.2 180.7 215.5
DPS 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Payout (%) 13.4 8.9 5.3 7.0 5.5 7.0 5.4 41 3.2
Valuation (x)

P/E 55.2 39.1 23.4 324 24.8 30.8 24.8 18.6 14.8
Cash P/E 39.9 29.0 18.8 23.7 18.3 20.6 17.5 14.0 11.6
P/BV 8.9 7.4 6.1 5.1 4.6 4.0 3.5 3.0 2.5
EV/Sales 7.6 6.6 5.3 4.6 3.9 3.9 3.9 3.4 2.9
EV/EBITDA 44.4 31.2 19.6 24.5 18.9 20.0 17.4 14.4 11.8
Dividend Yield (%) 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Return Ratios (%)

RoE 16.5 19.6 27.5 16.8 19.3 13.9 15.1 17.2 18.2
RoCE 8.6 12.8 20.6 12.6 14.8 11.7 12.7 14.3 15.6
RolC 10.2 14.4 24.0 15.1 17.6 13.7 15.2 17.6 19.2
Working Capital Ratios

Asset Turnover (x) 09 1.0 1.1 1.0 1.1 1.0 0.9 0.9 0.9
Inventory (Days) 53 58 69 86 86 99 98 84 86
Debtor (Days) 103 94 80 82 76 78 81 80 84
Creditor (Days) 56 61 69 71 72 77 78 73 74
Leverage Ratio (x)

Current Ratio 2.9 2.9 2.7 3.2 2.9 3.2 3.4 3.3 3.7
Interest Cover Ratio 10 15 27 24 13 6 8 13 18
Debt/Equity 0.6 0.4 0.3 0.4 0.4 0.4 0.3 0.3 0.2
Consolidated - Cash Flow Statement INRm
Y/E March FY19 FY20 FY21 FY22 FY23 FY24 FY25E  FY26E FY27E
OP/(Loss) before Tax 2,848 4,256 7,044 5,580 6,952 5,472 6,853 9,036 11,365
Depreciation 1,055 1,370 1,515 1,586 1,845 2,073 2,150 2,286 2,407
Interest & Finance Charges 18 207 139 232 559 1,058 910 615 534
Direct Taxes Paid -891 -1,191 -1,914 -1,450 -1,758 -1,903 -1,687 -2,096 -2,637
(Inc)/Dec in WC -377 128 -2,749 -2,572 -103  -2,463 1,777 -3,338  -4,727
CF from Operations 2,652 4,769 4,034 3,376 7,495 4,238 10,002 6,503 6,943
Others 0 -7 291 -56 -27 156 0 0 0
CF from Operating incl EO 2,652 4,762 4,325 3,321 7,467 4,394 10,002 6,503 6,943
(inc)/decin FA -2,544  -1,843 -2,710 -3,967 -4,107 -3,788 -6,189 -5,132 -2,834
(Pur)/Sale of Investments -539 0 -2 0 2,035 159 0 0 0
Others 267 237 -59 166 158 28 110 126 146
CF from Investments -2,816 -1,606 -2,771 -3,801 -1,914 -3,602 -6,078 -5,006 -2,688
Issue of Shares 195 0 41 37 -3,084 32 0 0 0
(Inc)/Dec in Debt -252  -1,534 -719 2,530 -600 1,435 -796 -796 -830
Interest Paid -285 -266 -263 -242 -533  -1,027 -1,020 -741 -680
Dividend Paid -306 -307 -247 -372 -186 -363 -284 -284 -284
CF from Fin. Activity -102  -2,129 -2,993 1,900 -4,403 77 -2,100 -1,821 -1,793
Inc/Dec of Cash -266 1,027 -1,440 1,419 1,151 869 1,824 -323 2,461
Opening Balance 1,156 890 2,839 2,711 4,095 3,128 3,863 5,687 5,364
FX -30 921 1,312 -35  -2,118 -134 0 0 0
Closing Balance 891 2,839 2,711 4,095 3,128 3,863 5,687 5,364 7,825

E: MOFSL Estimates

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)
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SELL <-10%

NEUTRAL >-10 % to 15%

UNDER REVIEW Rating may undergo a change
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investment or investment activity to which this document relates is only available to major institutional investors and will be engaged in only with major institutional investors. In reliance on the exemption
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission
("SEC") in order to conduct business with Institutional Investors based in the U.S., MOFSL has entered into a chaperoning agreement with a U.S. registered broker-dealer, Motilal Oswal Securities
International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this chaperoning agreement.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer,
MOSIPL, and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research
analyst account.

For Singapore
In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (‘“MOCMSPL") (Co. Reg. NO. 201129401Z) which is a holder of a capital markets services license and an

exempt financial adviser in Singapore. Persons in Singapore should contact MOCMSPL in respect of any matter arising from, or in connection with this report/publication/communication. This report is
distributed solely to persons who qualify as “Institutional Investors”, of which some of whom may consist of "accredited" institutional investors as defined in section 4A(1) of the Securities and Futures Act of
Singapore .Accordingly, if a Singapore person is not, or ceases to be, such an investor, they must immediately discontinue any use of this Report and inform MOCMSPL .

Disclaimer:

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent. This report and information herein is solely for informational purpose and may not be used or considered as an
offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation
that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make
their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment
by any recipient. Each recipient of this document should make such investigations as it deems necessary to arrive at 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 its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not
be suitable for all investors. Certain transactions -including those involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not
suitable for all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The Disclosures
of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject
to change without any prior notice. The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any prior approval. MOFSL, its
associates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document.
They may perform or seek to perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as
a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of information that is already
available in publicly accessible media or developed through analysis of MOFSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the views expressed
therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied, in whole or
in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction,
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject MOFSL to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to
observe such restriction. Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost
revenue or lost profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees
from, any and all responsibility/liability arising from such misuse and agrees not to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any
of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

This report is meant for the clients of Motilal Oswal only.

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.. 022 - 71934200 / 71934263; www.motilaloswal.com.
Correspondence Address: Palm Spring Centre, 2nd Floor, Paim Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 71881000. Details of Compliance Officer: Neeraj Agarwal,
Email Id: na@motilaloswal.com, Contact No.:022-40548085.

Grievance Redressal Cell:

Contact Person Contact No. Email ID

Ms. Hemangi Date 022 40548000 / 022 67490600 lquery@motilaloswal.com

Ms. Kumud Upadhyay 022 40548082 servicehead@motilaloswal.com
Mr. Ajay Menon 022 40548083 am@motilaloswal.com

Registration details of group entities.: Motilal Oswal Financial Services Ltd. (MOFSL): INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INH000000412 . AMFI:
ARN .: 146822. IRDA Corporate Agent — CA0579. Motilal Oswal Financial Services Ltd. is a distributor of Mutual Funds, PMS, Fixed Deposit, Insurance, Bond, NCDs and IPO products.

Customer having any query/feedback/ clarification may write to query@motilaloswal.com. In case of grievances for any of the services rendered by Motilal Oswal Financial Services Limited (MOFSL) write to
grievances@motilaloswal.com, for DP to dpgrievances@motilaloswal.com.
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