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Glenmark Pharmaceuticals BUY
Maintained

On a visionary tralil Rs708

Reason for report: Company update

Our meeting with Glenmark’s top management reinforced our optimism on the
company’s healthy prospects. At the recent analyst meet, Glenmark unveiled VISION
2015: ‘To become a specialty pharma company with two proprietary products in the
world market, and earn >70% of revenues from the proprietary business’. Glenmark
believes it would achieve FY08 and FYQ09 PAT guidance of US$125mn and US$150mn
respectively. Further, the company seems poised to strike two more NCE licensing
deals in FY08, which we believe would potentially add US$400-500mn
(19-24%) to its current market cap. Glenmark, being one of the best twin plays on
India’s R&D capabilities and among the fastest growing generics businesses, remains
one of our top large-cap BUYs in the sector. Our fair value remains unchanged at
Rs916/share, implying a potential upside of 29% in the next 12 months.

» VISION '15: To bring two NCEs in the world market. In the recent analyst meet,
Glenmark unveiled Vision '15: ‘To become a specialty company with two proprietary
products in the world market, and earn >70% of revenues from the proprietary business
with specialty front-ends in all key markets (the US, EU and ROW). We believe
Glenmark has all the ingredients to become a world-class mid sized specialty pharma
company and bring at least one NCE to the regulated markets. However, >70% of
revenue from the proprietary business seems a tall order.

» Drug discovery, base generics — In full swing. Glenmark’s R&D NCE pipeline is
progressing well, with the GRC6211 compound having recently entered phase Il in
Europe. Further, the company is in advanced negotiations for the compound, with a deal
closure in the offing in '07. Based on the US FDA requirement, Glenmark’s licensee,
Forest Labs is conducting additional studies on Oglemilast, expected to be completed by
end-"07. GRC10693 and GRC10801 are other key compounds. On the generics front,
the company has sustained aggressive growth, with the US dosage form revenues likely
to grow ten-fold within just three years — to US$130mn in FY09 from US$13mn in FYO06.
Further, non-US revenues would more-than-double to US$340mn in FY09 from
US$159mn in FY06. Glenmark expects its net profit from the base generics business to
jump to US$65mn and US$90mn in FY08 and FYQ9 respectively.

» Remains one of our top BUYs. Glenmark offers the best twin play from India, with both
drug discovery and generics engines scaling up fast. The recent announcement at the
June 11 board meeting, to consider stock split (we expect 1:1), is a positive to market
sentiment. The stock, currently trading at FYO8E P/E of 17x on a consolidated basis,
remains one of our top large-cap BUYs in the sector.

Market Cap Rs85bn/US$2.1bn Year to March FY0O6 FYO7P FYOSB8E FYO9E
Reuters/Bloomberg  GLEN.BO/ GNP IN Revenue (Rs mn) 7,020 12,083 17,237 19,271
Shares Outstanding (mn) 120 Net Income (Rs mn) 814 3,132 5,296 5,862
52-week Range (Rs) 713/238 EPS (Rs) 6.3 24.6 41.6 46.1
Free Float (%) 45.7 % Chg YoY (24.9) 292.3 69.1 10.7
Fll (%) 25.7 P/E () 112.8 28.8 17.0 15.4
Daily Volume (US$/'000) 9,050 CEPS (Rs) 8.6 29.6 48.6 54.4
Absolute Return 3m (%) 294 EVIE (x) 66.7 21.8 13.3 12.1
Absolute Return 12m (%) 131.0 Dividend Yield (%) 0.1 0.1 0.2 0.3
Sensex Return 3m (%) 14.5 RoCE (%) 9.7 24.1 28.7 25.6
Sensex Return 12m (%) 46.0 RoE (%) 23.5 58.6 56.2 40.2

Please refer to important disclosures at the end of this report
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Vision 2015

In the recent analyst meet, Glenmark unveiled Vision '15: ‘To become a specialty
company with two proprietary products in the world market, and earn >70% of
revenues from the proprietary business, with specialty front-ends in all key markets
(the US, EU and ROW)'. We believe that Glenmark has all the ingredients to become
a world-class mid sized specialty pharma company and bring at least one NCE to the
regulated markets. However, >70% of revenue from the proprietary business may be a
tall order. In FY07, Glenmark earned 11% of revenue from the proprietary business
through R&D milestone income.

Further, in the next one year after licensing out two more NCEs, the company plans to
invest more resources, taking one-two NCEs beyond the Proof-of-Concept (PoC)
stage. The decision to move up the value chain and learning curve is partly influenced
by expected higher free-cash generation from the business.

Chart 1: Progression of NCE business model
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Phenomenal transformation

Glenmark has come a long way from a pure, small generic company in FY02 (sales:
Rs2.4mn, PAT: Rs233mn, and market cap: US$44mn at which we initiated
coverage in our report ‘Poised for takeoff’, dated December 12, '02) to a greatly
transformed innovation-led generics company. At present, Glenmark has two world-
class lucrative NCE deals in the bag, sales and PAT of Rsl12bn and Rs3bn
respectively in FY07 and a market cap of US$2.1bn.

Chart 2: Stellar track record (~5 years)
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GRC6211 — Now in phase I, likely candidate for deal

Glenmark’s GRC6211, a VR1 (vanniloid receptor) antagonist compound, recently
completed a successful phase |, which was conducted on 72 human subjects. The
compound was well tolerated by the subjects at all dosage levels, with a good safety
profile and predictable pharmacokinetic properties. Glenmark will nhow move into
phase Il (a) or the PoC stage for dental pain in Europe, which the company targets
completing by December '07. Glenmark had given guidance to clinch two licensing
deals in FY08 and, we believe that GRC6211 is the prime candidate. In the past, large
innovator companies — Pfizer and Merck & Co — have in-licensed similar compounds
from Renovis and Nurogen for US$170mn and US$118mn respectively in total
milestone payments. This indicates an attractive scientific and commercial opportunity
for Glenmark. With the addition of GRC6211 in phase IlI, Glenmark now has three
compounds in phase Il trials and expects three more to enter clinical trials in the next
six-nine months.
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US generics — US$100mn within striking distance

Glenmark’s multi-pronged strategy of building a robust US generics business is
bearing fruit; the company smartly ramped up its ANDA filings through the owned,
acquired & partnership routes. At present, Glenmark (along with its partners) has as
many as 36 ANDAs pending approvals, with a good mix of commodity and niche
generics (para IVs, controlled release, dermatology & controlled substance). Recently,
Glenmark announced that it has first-to-file position on Zetia (ezetimibe) — which has
revenues of US$1.5bn in the US — with its patents expiring through '11-22. At present,
Glenmark has 13 products in the US generics market, with sales expected to jump to
US$130mn in FY09 (company’s guidance) compared with <US$1mn in FY05 and
US$50mn in FYO7. This will place Glenmark in India’s top league (Ranbaxy, Dr.
Reddy’s Laboratories and Sun Pharma) that includes companies with >US$100mn
revenues from the US generics business. Further, Glenmark is the fastest (in the fifth
year of sales) Indian company to have achieved the US$100mn sales mark. More
importantly, Glenmark’'s US dosage form business is quite profitable, with ~25%
EBITDA margin, which is one of the highest among Indian pharma companies.

Chart 3: Massive scale-up in dosage form revenues from the US
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Company guidance

Table 1: Company’s guidance versus i-SEC estimates

(US$ mn)
FY08 FY09
i-SEC  Company i-SEC  Company

estimate  guidance % chg estimate  guidance % chg
Formulations 303 303 0.1 354 400 (11.5)
Domestic 108 108 0.2 118 125 (5.6)
us 92 90 2.2 120 130 (7.7)
Latin America 41 42 (2.4) 47 60 (21.4)
Rest of world 62 63 (1.6) 69 85 (18.8)
API 42 47 (11.4) 53 70 (23.7)
Total product sales 345 350 (1.5) 408 470 (13.3)
R&D income 69 69 0.0 55 69 (20.3)
Total Revenues 414 419 1.2) 463 539 (14.2)
Consolidated PAT 126 125 0.9 140 150 (7.0)
Core business PAT 62 65 (4.7) 88 90 (1.8)

Source: Company data, i-SEC Research

Glenmark has assumed US$=Rs42 in its guidance, which we too have now used for
our earnings forecast. Consequently, the gap between the company’s guidance and
conservative i-SEC estimates has almost disappeared (Table 1). Further, we have
modified our FYO8E and FYQ9E earnings forecast based on FYOQ7 actuals and the
company’s new guidance, however keeping the EPS estimate unchanged.
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Financial Summary (Consolidated as per Indian GAAP)

Table 2: Profit and Loss Statement

(Rs mn, year ending March 31)

Table 4: Cash Flow Statement
(Rs mn, year ending March 31)

FYO6 FYO7 FYOSE FYQ9E FY06 FYO7P_ FYOBE FYO9E
Operating Income (Sales) 7,020 12,083 17,237 19,271 Operating Cash flow 1,078 3,673 6,144 6,713
Operating Expenses 5,648 7,823 10,307 11,865 Working Capital Changes (1,605) (3,526) (2,608) (2,170)
EBITDA 1,372 4,260 6,930 7,406 Capital Commitments (2,596) (1,800) (2,900) (2,200)
% margins 195 3.3 402 384 Free Cash Flow (3,123) (1,633) 636 2,344
Depreciation & Amortisation 232 426 544 667 Cash flow from Investing 97 181 279 497
Gross Interest 182 404 521 427 Activities
Other Income 97 181 279 497 Issue of Share Capital 0 3 0 0
Recurring PBT 1,055 3,611 6,144 6,808 Buyback of shares 0 0 0 0
Extraordinaries (Net) 66 (20) 0 0 Inc (Dec) in Borrowings 2,979 2,000 0 (2,872
Less: Taxes 241 479 848 946 Dividend paid (111)  (93) (169) (234)
- Current tax 139 163 265 265 Extraordinary Items 66  (20) 0 0
- Deferred tax 102 316 584 681 Chg. in Cash & Bank balance (216) 672 536 (477)
Net Income (Reported) 880 3,111 5,296 5,862 Source: Company data, -SEC Research
Recurring Net Income 814 3,132 5,296 5,862
Source: Company data, i-SEC Research
Table 5: Key Ratios
Table 3: Balance Sheet (Rs mn, year ending March 31)
(Rs mn, year ending March 31) FY06 FYO7P FYO8E FYO9E
FY0O6 FYO7P FYO8E FYQ9E Per Share Data (in Rs)
Assets EPS(Basic Recurring) 6.6 26.1 44.1 48.8
Total Current Assets 7,415 12,372 16,361 18,720 Diluted Recurring EPS 6.3 246 416 461
of which cash & cash eqv. 1,056 1,728 2,264 1,786 Recurring Cash EPS 86 296 486 544
Total Current Liabilities & Dividend per share (DPS) 0.8 0.8 1.4 2.0
Provisions 1,728 2,486 3,332 3,998 Book Value per share (BV) 30.9 58.1 99.0 1441
Net Current Assets 5,687 9,886 13,029 14,721
Investments 197 197 1,097 1,097 Growth Ratios (%)
of which Operating Income 23.3 72.1 42.7 11.8
Strategic/Group 135 135 135 135 EBITDA (11.9) 2105 627 6.9
Other Marketable 62 62 962 962 Recurring Net Income (24.0) 284.6 69.1 10.7
Net Fixed Assets 5805 7,178 8,635 10,167 Diluted Recurring EPS (24.9) 2923 691 107
of which Diluted Recurring CEPS (16.1) 245.2 64.1 11.8
intangibles
Capital Work-in-Progress 577 360 400 440 Valuation Ratios (x)
Total Assets 11,689 17,261 22,760 25,985 P/E 112.8 28.8 17.0 15.4
P/CEPS 82.5 23.9 14.6 13.0
Liabilities P/BV 22.9 12.2 7.2 4.9
Borrowings 7554 9554 9,554 6,682 EV /EBITDA 66.7 218 13.3 121
Deferred Tax Liability 420 736 1,320 2,001 EV / Operating Income 13.0 7.7 5.4 4.7
Equity Share Capital 237 240 240 240 EV / Operating FCF (173.7) 6339 261 198
Face Value per share (Rs) 2 2 2 2
Reserves & Surplus* 3,477 6,731 11,646 17,063 Operating Ratio
Net Worth 3,715 6,971 11,886 17,303 Raw Material/Sales (%) 36.4 30.4 30.2 30.0
Total Liabilities 11,689 17,261 22,760 25,985 SG&A/Sales (%) 224 199 196 190
*excluding revaluation reserves; # = not written off R&D/Sales (%) 3.9 3.9 4.7 4.8
Source: Company data, i-SEC Research Other Income / PBT (%) 9.2 5.0 4.5 7.3
Effective Tax Rate (%) 215 13.3 13.8 13.9
Table 6: terlv t d NWC / Total Assets (%) 39.6 47.3 47.3 49.8
able 6: Quarterly trends Inventory Turnover (days) 1987 2192 237.1 2554
(Rs mn, year ending March 31) Receivables (days) 154.8 1732 196.2 212.7
Jun-06 Sep-06 Dec-06 Mar-07 Payable_s (days) 131.0 1453 1489 160.6
Gross sales 1916 2,557 3,066 3486 D/ERatio(%) 2146 1476 915 502
0,
EaToA 1 sor 2% 10l  Rewm/Profitabilty Ratio (%)
Margin (%) 17.4 24.3 53.1 29.8 Recurring Net Income Margins 11.4 25.5 30.2 29.7
Other income 45 29 31 77 RoCE 97 241 287 256
Extraordinaries (Net) - - (20) 0 RONW , 235 586 562 402
Net profit 187 402 1910 633 B:X:gzzg \P(?e)igm Ratio 13-51’ g-(l) gg g-g
Source: Company data, i-SEC Research EBITDA Margins (excl. R&D
income) 16.4 26.8 28.1 30.0

Source: Company data, i-SEC Research
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ANALYST CERTIFICATION

We /I, Rajesh Vora, Grad. CWA, CFA 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.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing
group. We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. Our research
professionals provide important input into our investment banking and other business selection processes. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. 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 of ICICI Securities. While we would endeavour to update the information
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy
or completeness guaranteed. 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. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. 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 judgement by any recipient. The
recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates
or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and
may be subject to change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and affiliates
expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed that Rajesh
Vora, Grad. CWA, CFA research analysts and the authors of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include earnings from Investment Banking and
other business.

ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

It is confirmed that Rajesh Vora, Grad. CWA, CFA research analysts and the authors of this report or any of their family members does not serve as an officer, director
or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities
and affiliates may act upon or make use of information contained in the report prior to the publication thereof.

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 ICICI Securities and affiliates 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.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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