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Strong performance across branded markets

Key Points

» Torrent Pharma’s (Torrent) 2QFY24 results were largely in line with NBIE
as well as consensus estimates, led by strong growth across major
branded generic markets coupled with margin improvement aided by
better product mix and cost optimization initiatives.

> The strong performance was driven by robust growth in India aided by
the Curatio acquisition and new launches while the Brazilian business
continued to outperform the market. German business growth was led by
the revival of the tender business. However, the US generic business
reported a decline due to pricing pressure and the lack of new launches.

» We are positive about Torrent mainly due to its strong Chronic-centric
branded portfolio, industry-leading PCPM in India and healthy margins &
FCF, which continue to provide the opportunity for further inorganic
growth. We maintain BUY with a target price (TP) of Rs2,197, valuing it
at 19x Sept’25E EV/EBITDA.

Business performance: Domestic revenue grew by 18% YoY to Rs14.4bn,
driven by 17% YoY growth in Curatio and double-digit growth in the Chronic
segment, revival in gastro demand and new launches. The company ventured
into the domestic Consumer Healthcare business, for which it is investing in
brand promotion. Revenue in Brazil grew strongly by 36.2% YoY to ~Rs2.5bn
due to spillover of sales from 1QFY?24, adjusted for these, sales grew by 13%
YoY. US revenue declined by ~17% QoQ to US$30mn due to the
discontinuation of lower margin products and short-term supply issues. As per
the management, price erosion has stabilized to mid to high single digits.
German business grew by ~21%/3% YoY/QoQ to Rs2.7bn, led by new tender
wins. Gross margin improved by 317bps YoY to 75.2%. EBITDA margin
improved by 138bps YoY to 31% as the improvement in gross margins was
offset by higher employee cost and other expenditure. Improvement in Curatio
margins, change in mix and operational leverage are likely to drive margins
going forward.

Outlook: We estimate Revenue/EBITDA/PAT CAGR of 12%/14.5%/20.6%
over FY23-FY25E with EBITDA margin likely to improve by 142bps. Margin
improvement will be driven by cost optimization at other plants and
improvement in Curatio margins. RoE and RoCE are expected to improve to
23.3% and 16.9%, respectively over FY23-FY25E, led by consistent margin
improvement and de-leveraging of balance sheet. The company’s net
Debt/EBITDA is expected to improve from 1.16x in 1HFY24 to <1x by FY24
end.

Valuation: We tweak our estimates to factor in quarterly gyrations and
account for increase in marketing expenses for the consumer healthcare
business. We maintain BUY with a TP of Rs2,197, valuing it at 19x Sept'25E
EV/EBITDA.

Est Change Downward
TP Change Downward
Rating Change Maintain

Company Data and Valuation Summary

Reuters: TORP.BO
Bloomberg: TRP IN Equity
Mkt Cap (Rsbn/US$hn): 640.2 /7.7
52 Wk H /L (Rs): 2,095/ 1,446
ADTV-3M (mn) (Rs/US$): 864.5/10.4
Stock performance (%) 1M/6M/1yr: 0.4/19.0/18.7
Nifty 50 performance (%) 1M/6M/1yr:  (3.2) / (0.7) / 11.2
Shareholding 4QFY23  1QFY24  2QFY24
Promoters 71.3 71.3 71.3
Dlls 9.0 8.3 8.0
FlIs 12.0 12.9 13.2
Others 7.7 7.6 7.6
Pro pledge 0.0 0.0 0.0

Financial and Valuation Summary

Particulars (Rsmn) FY23 FY24E FY25E FY26E

Net sales 96200 108294 120,389 134,301
EBITDA 28420 32795 37270 42877
Net profit 1245 15308 18111 22118
EPS (Rs) 36.8 453 536 65.4
EPS growth (%) 255 23.0 18.3 221
EBITDA margin (%) 295 30.3 31.0 31.9
PER (x) 50.9 414 35.0 286
P/BV (x) 10.2 8.8 76 6.5
EV/EBITDA (x) 243 206 178 15.0
RoCE (%) 12.8 14,6 16.9 19.8
RoE (%) 205 229 233 243

Source: Bloomberg, Company, Nirmal Bang Institutional
Equities Research

Please refer to the disclaimer towards the end of the
document.
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Exhibit 1: 2QFY24 consolidated performance

Institutional Equities

Particulars (Rsmn) 1Q23 2Q23 3Q23 4Q23 1Q24 2Q24 3Q24E  4Q24E FY23 FY24E
Net Sales 23,470 22,910 24,910 24,910 25,910 26,600 27,725 28,059 96,200 1,08,294

YoY Change (%) 10.0 7.2 18.3 16.9 10.4 16.1 11.3 12.6 13.5 12.6
Gross Profit 16,870 16,500 17,610 17,870 | 19,410 20,000 20,239 20,488 | 68,850 80,137

Margin (%) 71.9 72.0 70.7 71.7 74.9 75.2 73.0 73.0 71.6 74.0
EBITDA 7,120 6,790 7,240 7,270 7,910 8,250 8,290 8,345 | 28,420 32,795

YoY Change (%) 5.2 2.9 35.1 29.6 111 215 14.5 14.8 18.4 15.4

Margin (%) 30.3 29.6 29.1 29.2 30.5 31.0 29.9 29.7 29.5 30.3
Depreciation 1,550 1,630 1,930 1,960 1,910 2,010 2,240 3,024 7,070 9,184
Interest 550 690 1,020 1,070 1,030 910 740 571 3,330 3,251
Other income 300 160 -100 90 340 260 286 315 450 1,201
Extraordinary Items - - - - - - - - - -
PBT (bei) 5,320 4,630 4,190 4,330 5,310 5,590 5,595 5,065 | 18,470 21,560
PBT 5,320 4,630 4,190 4,330 5,310 5,590 5,595 5,065 | 18,470 21,560
Tax 1,780 1,510 1,360 1,460 1,530 1,730 1,625 1,367 6,020 6,252

ETR (%) 335 32.6 325 33.7 28.8 30.9 29.0 27.0 32.6 29.0
Reported PAT 3,540 3,120 2,830 2,870 3,780 3,860 3,970 3,697 | 12,450 15,308
Adj. PAT 3,540 3,120 2,830 2,870 3,780 3,860 3,970 3,697 | 12,450 15,308

YoY Change (%) 7.3 -1.3 13.7 16.8 6.8 23.7 40.3 28.8 19.1 23.0
Adj. EPS 10.5 9.2 8.4 8.5 11.2 11.4 11.7 10.9 36.8 45.2

Source: Company, Nirmal Bang Institutional Equities Research

Conference Call Highlights
India

e As per AIOCD data, Torrent’s growth (Ex curatio) for 2QFY24 stood at 12% YoY [volume
growth 1-1.5%, price growth 7% and NI 3.5-4%] vs IPM growth of 4% YoY. This market
outperformance was led by continued double digit growth in chronic therapies, revival in
gastro demand, traction in consumer division and new launches. There has been good
sequential growth in acute and sub-acute therapy areas.

e The trade generic business has grown by 20-25% and the company continues to add SKU'’s;
currently it has 75-80 SKU’s. The growth is expected to be strong due to a lower base. Once
the business matures, growth will be in the high teens.

e Torrentis ranked first amongst the branded generic players in the sitagliptin market and it
expects to clock ~Rs1bn on MAT basis by 3QFY24.

e Curatio grew by 17% YoY, led by strong ~25% growth in Tedibar franchise. EBITDA
margin is ~14% higher compared to pre-acquisition and 6% higher sequentially due to
enhanced focus on cost synergy, there is still headroom for margin improvement over the
next 7-8 quarters mainly through operational leverage.

e In the Consumer Healthcare Business, Shelcal 500 continues to see increasing sales
traction and the company has initiated a national media campaign for the product. Other
brands such as Unienzyme, Tedibar, and Ahaglow are also promoted through digital
mediums.

e Torrent expects the India business to continue outperforming the market growth.

Torrent Pharma
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us

e Adjusted for one-off income in 2QFY23, US business declined by 16% YoY in constant
currency. The decline was due to the discontinuation of lower margin products and short-
term supply issues.

e The company launched its first oncology product Sorafenib from its new oral oncology facility
at Bileshwarpura. It has already captured double digit market share in the first three months.

e The price erosion trend is normal. The company has seen mid to high single digit price
erosion on a YoY basis.

e It has guided US$30-35mn sales each quarter for the US business. Long term goal is to
achieve annual sales of ~US$200$mn.
Brazil

e As per IQVIA, Torrent's grew by 13% vs market growth of 8%. The growth was aided by the
performance of top brands, new launches, and growth in the generic segment.

e The company added 26 reps in the CNS segment. Total MR strength in Brazil stands at ~319
reps (206 reps in CNS and 113 reps in Cardio)

e Wil be launching 4 products in FY24, two in Cadio Diabetes and two in CNS segment.

¢ The company believes it can continue to outperform the Brazil market.

Germany

e During 2QFY24, Torrent had good wins in tenders, which will reflect in sales from 4QFY24
Have launched 5 products.

e The sales force has been expanded from eight to fifteen in the OTC business.

e The focus will be on cost optimization to improve the competitiveness in the tender segment,
launching new products, and developing the OTC business.

Margins

o Gross margins improvement is sustainable, led by cost optimization initiatives. The company
expects the Gross margins to sustain.

e There has been an increase in SGA expenses in 2QFY24. From FY25 onwards it may
stabilize.

e The new Oncology facility was capitalized in July; there won’t be any incremental cost from

the facility.

Others
e The current Net Debt/EBITDA is ~1.16x will be <1x by March’24.
e The company is more comfortable with acquisitions in the Indian market.

e Historically, Net debt/EBITDA has gone as high as ~3x net debt due to acquisitions. The
company is willing to increase leverage for acquisitions provided that over the next two years,
the leverage can be reduced substantially to 1.5x-2x.

Torrent Pharma
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Exhibit 2: Actual performance vs NBIE/Bloomberg consensus estimates

(Rsmn) Actuals NBIE Var (%) Cons. Var (%)
Revenue 26,600 26,366 0.9 26,269 1.3
EBITDA 8,250 8,002 3.1 8,099 1.9
EBITDA margin (%) 31.0 30.4 67 bps 30.8 18 bps
PAT 3,860 3,734 3.4 3,827 0.9
PAT margin (%) 14.5 14.2 35 bps 14.6 (6) bps
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Revised estimates

(Rsmn) New estimates Old estimates Change (%)

FY24E FY25E FY26E| FY24E FY25E FY26E| FY24E FY25E FY26E

Revenue 1,08,294 1,20,389 1,34,301 |1,08,869 1,20,820 -0.5 -0.4

EBITDA 32,795 37,270 42,877 | 33,188 38,499 -1.2 -3.2

Margin (%) 30.3 31.0 31.9 30.5 31.9 (20) bps  (91) bps

PAT 15,308 18,111 22,118| 15,587 18,946 -1.8 -4.4

Margin (%) 14.1 15.0 16.5 14.3 15.7 (18) bps  (64) bps

EPS 45.3 53.6 65.4 46.1 56.1 -1.8 -4.4
Source: Nirmal Bang Institutional Equities Research

Exhibit 4: Revenue summary

Segmental Revenue (Rsmn) 2QFY23 1QFY24 2QFY24 YoY (%) QoQ(%)
India 12,240 14,260 14,440 18.0 1.3
Brazil 1,850 1,900 2,520 36.2 32.6
Germany 2,200 2,580 2,660 20.9 3.1
Us ($ mn) 37 36 30 (18.9) (16.7)

Source: Company, Nirmal Bang Institutional Equities Research

Torrent Pharma
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Valuation and Outlook

Torrent’s net profit is expected to improve by ~21% over FY23-FY25E, driven by ~12% CAGR in
revenue, with 142bps improvement in EBITDA margin. Revenue growth will mainly be driven by
the consolidation of Curatio, strong growth in the BRx segment (>70% of business) amid a focused
approach in the Chronic segment in both India & Brazil and new launches. Growth in Gx (<30%
of revenue) is also expected to be strong, due to new launches in the US and new tenders in
Germany. Improvement in margins is likely to be driven by cost rationalization and a better product
mix. Also, due to the absence of major organic capex plan in the near term, strong FCF generation
of Rs45bn over FY24E-FY25E will largely be utilized for the repayment of Curatio debt.

The stock currently trades at 41.4x FY24E and 35x FY25E earnings and EV/EBITDA multiples of
20.6x on FY24E and 17.8x on FY25E. The P/E multiple looks high due to the significant
amortization charge. We remain positive about Torrent considering the company’s strong branded
franchise in both India as well as Brazil markets, driven by a dominant Chronic portfolio. We
maintain BUY on Torrent with a TP of Rs2,197, valuing it at 19x Sept’25E EV/EBITDA. We value

the stock on EV/EBITDA basis considering the significant amortization cost, which is a non-cash
charge.
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Financial statements

Exhibit 5: Income statement

Institutional Equities

Exhibit 7: Cash flow

Y/E March (Rsmn) FY22 FY23 FY24E FY25E FY26E
PBT 12,260 18,470 21,560 26,634 32,527
Depreciation 6,620 7,070 9,184 9,505 9,825
Net Chg in WC (3,519) (180) (4,488) (2,725) (3,124)
Taxes (4,210) (3,980) (6,252) (8,523) (10,409)
Others 6,879 2,300 5598 2,757 2,038
CFO 18,030 23,680 25,601 27,648 30,858
Capex (1,970) (24,150) (4,185) (4,000) (4,000)
Net Investments made (350) (130) - - -
Others 386 130 - - -
CFI (1,934) (24,150) (4,185) (4,000) (4,000)
Change in Share capital - - - - -
Change in Debts (8,464) 12,430 (17,000) (13,000) (13,000)
Div. &Div Tax (6,769) (8,630) (5,358) (6,339) (7,741)
Others (2,873) (1,650) (3,251) (2,351) (1,571)
CFF (18,106) 2,150 (25,609) (21,690) (22,313)
Total Cash Generated (2,010) 1,680 (4,193) 1,958 4,545
Cash Opening Balance 6,040 4,030 5,710 1,517 3,475
Cash Closing Balance 4,030 5,710 1,517 3,475 8,020

Y/E March (Rsmn) FY22 FY23 FY24E FY25E FY26E
Net sales 84,279 96,200 1,08,294 1,20,389 1,34,301
% growth 5.3 141 12.6 11.2 11.6
Raw material costs 24,430 27,350 28,156 31,783 35,724
Staff costs 15,260 16,780 20,136 21,747 23,487
R&D expenses 5,160 5,160 6,498 7,223 8,058
Other expenditure 15,920 18,490 20,709 22,366 24,155
Total expenditure 60,770 67,780 75,499 83,118 91,423
Gross profit 59,849 68,850 80,137 88,606 98,577
% growth 2.2 15.0 16.4 10.6 11.3
EBITDA 23,509 28,420 32,795 37,270 42,877
% growth -5.4 20.9 15.4 13.6 15.0
EBITDA margin (%) 27.9 29.5 30.3 31.0 31.9
Other income 1,970 450 1,201 1,219 1,046
Interest costs 2,550 3,330 3,251 2,351 1,571
Depreciation 6,620 7,070 9,184 9,505 9,825
E;‘g‘l;gif:;ﬁ:z;f 16,309 18470 21,560 26,634 32,527
Exceptional Items -4,850 0 0 0 0
Profit before tax 11,459 18,470 21,560 26,634 32,527
% growth 6.9 13.3 16.7 235 22.1
Tax 4,490 6,020 6,252 8,523 10,409
Effective tax rate (%) 27.5 32.6 29.0 32.0 32.0
PAT before Minority Interest 6,969 12,450 15,308 18,111 22,118
Share of Ml 0 0 0 0 0
Reported PAT 6,969 12,450 15,308 18,111 22,118
Adjusted PAT 9,919 12,450 15,308 18,111 22,118
% growth -20.8 25.5 23.0 18.3 22.1
Adjusted EPS (Rs) 29.3 36.8 45.3 53.6 65.4
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 6: Balance sheet

Y/E March (Rsmn) FY22 FY23 FY24E FY25E FY26E
Share Capital 846 1690 1,690 1,690 1,690
Reserves & Surplus 58,680 60,290 70,240 82,012 96,389
Net worth 59,526 61,980 71,930 83,702 98,079
Minority Interest 0 0 0 0 0
Net deferred tax liabilities -3,000 -1,420 520 520 520
Total Loans 21,230 24,960 14,960 11,960 8,960
Other Long Term Liabilities 4,150 4,690 5,184 5,678 6,247
Total Equities & Liabilities 81,906 90,210 92,594 1,01,861 1,13,806
Net Block 27,030 27,720 25,922 23,805 21,366
CWIP 5440 6,880 6,880 6,880 6,880
Intangible Assets & Goodwill 38,050 54,270 51,068 47,682 44,295
Non-Current Investments 420 430 430 430 430
Other Non Current Assets 2,170 2,090 2,154 2,218 2,292
Inventories 24,620 22,300 24,840 27,346 30,079
Debtors 16,330 19,440 21,884 24,328 27,139
Cash 4,030 5,710 1,517 3,475 8,020
Investments 1,840 1,560 1,560 1,560 1,560
Other current assets 4830 4,130 4,649 5,168 5,766
Total current assets 51,650 53,140 54,450 61,878 72,564
Creditors 16,740 16,790 17,285 19,511 21,931
Other current liabilities 27,414 37,680 31,175 21,671 12,240
Total current liabilities 44,154 54,470 48,460 41,182 34,171
Net current assets 7,496 -1,330 5,989 20,696 38,393
Assets held for sale 1,300 150 150 150 150
Total assets 81,906 90,210 92,594 1,01,861 1,13,806

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 8: Key ratios

Y/E March FY22 FY23 FY24E FY25E FY26E
Profitability & return ratios

EBITDA margin (%) 27.9 29.5 30.3 31.0 31.9
Net profit margin (%) 11.8 12.9 14.1 15.0 16.5
RoE (%) 16.8 20.5 22.9 23.3 24.3
RoCE (%) 11.2 12.8 14.6 16.9 19.8
RolC (%) 11.9 13.5 15.2 17.3 209
Working capital & liquidity

ratios

Receivables (days) 68 68 70 70 70
Inventory (days) 111 89 79 79 78
Payables (days) 81 64 57 56 56
Current ratio (x) 1.2 1.0 1.1 1.5 2.1
Quick ratio (x) 0.6 0.6 0.6 0.8 1.2
Leverage ratios

Net Debt/Equity (x) 0.7 0.9 0.6 0.3 0.1
Interest Cover (x) 6.6 6.4 7.3 11.8 21.0
Net Debt/EBITDA (x) 1.9 1.9 1.3 0.7 0.2
Valuation ratios

EV/sales (x) 8.0 7.2 6.2 55 4.8
EV/EBITDA (x) 28.8 24.3 20.6 17.8 15.0
P/E (x) 63.9 50.9 41.4 35.0 28.6
P/BV (x) 10.6 10.2 8.8 7.6 6.5

Source: Company, Nirmal Bang Institutional Equities Research

Torrent Pharma
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Rating Track

Date Rating Market price Target price (Rs)
29 September 2022 Buy 1,241 1,491
23 October 2022 Buy 1,575 1,888
26 January 2023 Buy 1,558 1,888
16 March 2023 Buy 1,552 1,909
31 May 2023 Buy 1,717 1,981
8 August 2023 Buy 2,052 2,418
24 October 2023 Buy 1,874 2,197
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation.
NBEPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no.
INHO00001436. NBEPL is also a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in
cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company.
NBEPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the
research report with the subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership
of 1% or more in the subject company at the end of the month immediately preceding the date of publication of this research
report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities
of the company covered by Analyst during the past twelve months. NBEPL or its associates have not received any
compensation or other benefits from the company covered by Analyst or third party in connection with the research report.
Analyst has not served as an officer, director or employee of Subject Company and NBEPL / analyst has not been engaged
in market making activity of the subject company.

Analyst Certification: I/We, NBIE Research, Research Analyst, the authors of this report, hereby certify that the views
expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products,
sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and objectivity
in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY > 15%

ACCUMULATE -5% to15%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is
not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in
or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation
and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a
state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject
NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL 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 inadvertent error
in the information contained in this report. NBEPL 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.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications
and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its
clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading.
The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional
risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect
the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of
NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication
in relation to this research. Here it may be noted that neither NBEPL, nor 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 profit that may arise from or in connection with the use of the
information contained in this report.

Copyright of this document vests exclusively with NBEPL.
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