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Granules India Ltd. (GRANUL)



	By Raghvendra Kumar

	Background   
Granules India started operations in April 1991 as an exporter of bulk drugs. In Aug 1994, it acquired a group company, Triton Laboratories (TL), from which it was procuring drugs for exports. It completed an on-going project to manufacture bulk drugs like folic acid, salbutamol sulphate, brom pheniramine maleate and direct compression (DC) of paracetamol through the process of granulation. Today, Granules manufactures several active pharmaceutical ingredients (APIs) and pharmaceutical formulations intermediates (PFIs). PFIs are pre-processed blends of single or multiple APIs, ready to be compressed into tablets or to be filled in capsules. They represent an intermediate stage between APIs and formulations.     
The company has strong capabilities to manufacture PFIs through non-infringing processes. It has emerged as a completely integrated and dependable pharmaceutical manufacturing outsourcing company. It markets its PFIs under the brand name of CompressoTM for over 40 countries, including the US, Canada, Mexico, Europe, Australia, New Zealand, South America and South Africa.     
Granules India operates three manufacturing units located around Hyderabad . The Bonthapally plant, with a capacity of 11,600 tonnes per annum (tpa) is dedicated to manufacturing of APIs. The Jeedimetla plant houses PFI and API manufacturing units. The units have been approved by the FDA, Australia ’s TGA and Germany ’s Health Authority. The granulation-installed capacity in this plant is 1,200 tpa, while the US FDA approved multi-purpose API unit has an installed capacity of 1,176 tpa. The Gagillapur plant houses the largest (7,200 tpa) PFI capacity. The plants have got the approvals from US FDA, Australian TGA and German Health Authority. At Gagillapur, the company is commissioned a tablet (compression and coating) facility with an annual capacity of one billion tablets.   
Investment Rationale   
Backward integration 
The company currently manufactures PFIs for paracetamol and other APIs. The company sources most of its paracetamol API requirements in-house. To reduce its dependence on expensive imports and control costs, the company has set up an API plant with a capacity of 8,000 tpa to manufacture paracetamol. This enables the company source most of its API requirement in-house, and at the same time sell part of the production. In addition, the joint venture with a Chinese company, which would manufacture API starting with Ibuprofen, would start operations by June 2007.    
This backward integration would lead to a decline in overall raw material costs. OPM is likely to expand to 20.74% in FY08E. The new API plant is likely to reduce overall raw material costs by at least 3%, from around 64% of sales to 61% from FY08E.     
Targeting 10% market share 
The capacity of the new API plant is 8,000 tpa, which is 10% of the total global demand of 80,000 tpa for paracetamol. The new plant is highly automated, which would result in lower manpower costs. We expect operating margins to improve from 15.77% in FY07E to 20.72% in FY08E.     
Forward integration 
The company has set up a compression and coating facility to manufacture finished dosages. It has also set up a tablet-making facility with a capacity of 6 billion tablets per annum, which is likely to be ready for operation by July 2007. The company plans to expand the capacity to 12 billion tablets by the end of CY08. These forward integration steps would strengthen its position in the international market as a fully integrated supplier of APIs, PFIs or finished dosages.   
We believe regulatory approvals for the new tablet making facility would be in place by the Q4FY08. Post-expansion, Granules would move forward in the value chain. After the tablet making facility goes on stream, realizations are likely to go up, which, we believe, would lead the operating margin.   
Shift in focus to prescription drugs 
Granules India plans to shift its focus from OTC (over-the-counter) drugs like paracetamol to prescription drugs in the US . Realizations for PFI related to prescription drug are around 50% higher than those for OTC markets. The shift in focus would lead Granules to generate higher revenue along with higher margins.   
ANDA filings – new foray 
The company plans to manufacture paracetamol combination products in dosage form for the US market. The company plans to file ANDA for its customers in the US . It would retain all patent assets related to the product. The company plans to start filing ANDAs from CY07 in paracetamol-related products. In 2008, the company plans to file 3 ANDAs with a target of five to six ANDAs every year thereafter. It plans to come out with combination product such as paracetamol SR (slow release), paracetamol - dextromethorphan combination, paracetamol codeine combination and paracetamol Ibuprofen combination, etc.     
Enjoys competitive advantage 
Granules India is one of the few companies in the world that provide granulation services in commercial batches. It is among the few companies in the world that provides granulation services beyond paracetamol and the world’s third largest player in its business segment. Apart from Mallinckrodt, Rhodia, Attaby, Granules is the only other manufacturer to have approvals from the US FDA, European Health Authority and the Australian TGA.    
Inorganic growth 
The company is scouting for a strategic acquisition to complement its strategy of entering the regulated markets. The acquisition will also supplement its ongoing capacity expansion plans.     
Risks and Concerns   
The company is focused on regulated markets of US and Europe and is servicing these markets from its existing facilities. Any incremental sales to these markets on account new capacities would start kicking in only after the company receives requisite approvals for its new units.   

	 

	

	 

Quarter ended

Year ended

Rs. cr
year
 

2007/03
2006/03
var %
 
2006/06
2005/06
var %
Sales Income

 

47.57

44.88

5.99

 

181.70

137.49

32.16

Other Income

 

0.61

0.51

19.92

 

0.46

0.83

-45.07

Expenditure

 

39.52

38.43

2.84

 

155.57

117.94

31.91

Interest

 

3.03

2.70

12.53

 

10.44

8.88

17.48

Gross Profit

 

5.63

4.27

31.90

 

16.15

11.49

40.49

Depreciation

 

1.97

1.20

63.82

 

5.08

3.22

57.67

Tax

 

0.82

0.28

195.45

 

1.55

1.61

-3.72

PAT

 

2.85

2.79

1.92

 

9.52

6.66

42.84

Equity

 

12.57

12.36

1.73

 

12.36

12.32

0.35

OPM (%)

 

16.92

14.37

2.55

 

14.38

14.22

0.16

GPM (%)

 

10.55

8.36

2.19

 

8.64

7.76

0.88

NPM (%)

 

5.98

6.22

-0.24

 

5.23

4.84

0.39

 


	Key Financial Ratios
 

2006/06
2005/06
2004/06
2003/03
2002/03
EPS

7.48

5.41

6.73

3.96

5.30

CEPS

12.07

8.38

10.94

6.03

7.92

Book Value

66.80

60.91

36.44

28.54

30.94

Dividend/Share

1.25

1.25

1.25

1.00

0.00

OPM

15.45

14.94

15.56

12.60

12.28

RONW

11.86

8.99

17.41

13.68

18.06

Debt/Equity

1.54

1.25

2.32

1.59

1.15

Ratio

3.01

4.53

2.98

1.97

1.89

Interest Cover

2.69

2.33

2.52

2.82

2.45



	 

	Financials:

	On the back of business transformation, top line is likely to grow at a CAGR of 26% over FY04-08E to Rs 320.46 crore. Bottom line is likely to see a CAGR of 58% over the period to Rs 34.84. For the nine- month period ended March 31, 2007 , Granules reported a net profit of Rs 7.94 crore on net revenue of Rs 146.56 crore. Starting from FY08, we expect margins would start expanding, as the new facilities would go on stream by July 2007. Higher growth in bottom line will arise from doubling of net margin from 4.32% in FY04 to 10.85% in FY08E. From FY08E onwards, we expect tax liability to decline as the new plants are in the 100% export-oriented unit.
Bottom of Form




