
Piramal Pharma Ltd — Oct 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

The punchline. Read this first — it frames everything below.

Result: Inline One-line: PPL’s "Turnaround Thesis" remains firmly intact as the CDMO business shifts towards

high-value on-patent work, successfully offsetting persistent pricing headwinds in US Generics and a high

structural tax rate.

Dimension This Quarter Signal / Evidence Sentiment

Beat/Miss vs Prior

Quarter
Strong Beat

Revenue growth accelerated to 17% YoY (vs 12% in Q1); EBITDA

margin expanded to 18% (vs 11% in Q1).
🟢

Earnings Quality Moderate
EBITDA growth is high-quality (mix-driven), but PAT is weighed down

by a 54% Effective Tax Rate (ETR) and increased interest costs.
🟡

Guidance

Confidence
Strong

Management reiterated "early teens" growth despite a strong H1

(15%), implying a conservative cushion for H2.
🟢

Management

Credibility
Strong

Executing on Lexington expansion ($80M) and vertical integration at

Digwal/Dahej as promised.
🟢

Business Quality

Signal
Improving

CDMO segment (57% of rev) is pivotally shifting to "Innovation" work

(on-patent commercial), which now dominates the mix.
🟢

Key Q&A Exchange Q2: CDMO RFPs
RFPs are "materially higher" due to Biosecure Act/diversification, but

decision cycles are lengthening.
🟡

The Street's

Primary Anxiety

Structural Tax

Leakage

High tax (50%+) due to inability to offset overseas losses against

Indian profits remains a P&L drag.
🔴

Capital Cycle Stage
Growth /

Investment

Initiated $80Mn Lexington expansion; capacity doubling for high-

demand sterile fill-finish/ADCs by FY27.
🟡

Margin Trajectory Improving
150bps YoY expansion in Q2 (18% vs 16%) driven by operating

leverage in CDMO.
🟢

Pricing Power Mixed
Strong in CDMO innovation; weak in US CHG (Sevo pricing event in

its last quarter of impact).
🟡

FCF Conversion Distorted
Net Debt increased to ₹4,235 Cr (from ₹3,932 Cr in Mar-24) due to

H2-bound working capital buildup.
🟡

Competitive Moat Widening
Integrated "ADCelerate" (Antibody-Drug Conjugates) platform creates

a high-entry-barrier niche.
🟢

Balance Sheet

Strength
Adequate

Net Debt/EBITDA is improving on LTM basis, but absolute debt rose

this quarter.
🟡

Working Capital

Efficiency
Deteriorating

Inventory build-up ahead of H2 resulted in a ₹312 Cr increase in Net

Working Capital.
🔴

Mgmt Guidance

Record
Reliable

Consistent delivery on segment growth; conservative revision of

annual targets.
🟢

Key Vulnerability
SOFR/LIBOR

Exposure

Interest costs remain high (₹150 Cr range) despite debt repayment

efforts due to floating rate benchmarks.
🔴

Management Tone Confident
Focused on "customer delight" and long-term FY30 targets ($2Bn

revenue, 25% Margin).
🟢



Key Takeaways (Positives & Negatives): * Positives: The CDMO business (the primary value driver) grew

24% YoY, underpinned by the 6th consecutive quarter of margin expansion. "On-patent commercial" work is now

a significant revenue contributor, providing better visibility and higher terminal value. ICH power brands (Little’s,

Tetmosol) continue robust 18% growth, and the $80M Lexington expansion is a targeted move into the supply-

constrained sterile fill-finish market. * Negatives: The Effective Tax Rate (54% in Q2) remains a major leakage

point that management admits will stay "higher than 50%" for the full year. Net Debt increased sequentially as

the company stocked inventory for its seasonally heavy H2. CHG growth is still recovering from a US pricing

reset that occurred in Q3 FY24. * Street Concern: Analysts are questioning the divergence between strong

EBITDA growth and muted PAT. Management’s response clarifies that until overseas subsidiaries turn profitable

enough to utilize deferred tax assets, the P&L will remain "leaky." * Forward Watchpoint: Monitor the

completion of Sevoflurane expansion at Digwal (India) in FY26; this is the key lever to transition CHG

manufacturing from high-cost US sites to low-cost Indian sites, which should structurally re-rate segment

margins.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

Metric
Current Qtr

(Q2FY25)

YoY

Change

QoQ

Change
Trend Mgmt Commentary

Revenue

(Consolidated)
₹2,242 Cr ↑ 17% ↑ 15% ↑

Driven by 24% CDMO growth and volume gains

in Inhalation Anesthesia.

Revenue - CDMO ₹1,324 Cr ↑ 24% ↑ 25% ↑
Strong traction in on-patent commercial

manufacturing and innovation work.

Revenue - CHG ₹732 Cr ↑ 9% ↑ 2% →
Volume growth in Sevoflurane offset US pricing

pressure; Baclofen share at 70%.

Revenue - ICH ₹186 Cr ↑ 8% ↓ 5% ↓
Power brands grew 18%; i-range impacted by

price controls.

EBITDA ₹404 Cr ↑ 28% ↑ 88% ↑
Margin expansion to 18% led by CDMO

operating leverage and cost optimization.

EBITDA Margin % 18% ↑ 200 bps ↑ 700 bps ↑
H2 expected to be stronger; H1 overall at 15%

margin.

PAT ₹23 Cr ↑ 350%
↑ (from

Loss)
↑

PAT growth healthy but suppressed by high

ETR (54%).

Net Debt ₹4,235 Cr
↑ 8% (vs

Mar)
↑ 8% ↓

Increase due to working capital build-up for H2;

Net Debt to EBITDA is steady.

Interest Coverage

(x)
~2.6x → ↑ ↑

Improved from Q1 but still impacted by high

floating rates (SOFR).

Net Working

Capital
₹2,651 Cr

↑ 13% (vs

Mar)
↑ 12% ↓

Build-up in inventory and receivables ahead of

peak H2 sales.

R&D Pipeline

(CHG)
24 products → → →

$2 Billion addressable market; focus on 505(b)

(2) and complex generics.

2B. SEGMENT BREAKDOWN



Segment
Revenue (₹

Cr)

YoY

Growth
Margin Trend

vs Co.

Avg
Key Development

CDMO 1,324 24% High ↑ Above
50% Innovation work; $80M Lexington expansion

announced.

CHG 732 9% Moderate → Below
Sevoflurane capacity expansion at Digwal &

Dahej underway.

ICH 186 8% Improving ↑ Below
E-commerce now 20% of sales; power brands

contributing 48%.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension Category Management Target / Claim Required Run-Rate / Feasibility
Historical

Delivery

Risk

Flag

Guidance Revenue Early teens growth for FY25.
H1 is already at 15%; very likely to

exceed if H2 seasonality holds.
Met (Prior Q) Low

Guidance Margins
Meaningful improvement in

PAT; 25% EBITDA by FY30.

Needs ~20-22% EBITDA in H2 to

average mid-to-high teens for FY25.
Improving Moderate

Guidance Debt
Net Debt/EBITDA ~1x by

FY30.

Requires massive EBITDA scaling

from ₹1,000 Cr to ₹2,500 Cr+.
Ongoing High

Strategy
Lexington

Capex

$80Mn investment for 2x

capacity.

Funded via internal accruals and

debt; requires high utilization by

FY27.

New Moderate

Strategy
CHG

Pipeline

24 new products ($2Bn

market).

Requires acceleration in approvals;

focus on differentiated/specialty.
Ongoing Moderate

Macro
Biosecure

Act

Capturing China-plus-one

demand.

RFPs are "materially higher";

conversion to POs is the key metric

to watch.

In-Progress Moderate



4. ANALYST Q&A



Q# Relevance Analyst
Theme

Cluster
Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Credibility Verdict

1 4.0
Vinod

Jain
Taxation Financials

"Why is the

tax incident

so high in the

quarter?"

Management

explained that

profits were

generated in

tax-paying

jurisdictions

while losses

elsewhere

couldn't be

offset. High

ETR will

remain a

structural

drag until

global

subsidiary

profitability

aligns.

None 4.0

Specific

and

verifiable

2 3.5 Yasser Neoatricon
Business

Overview

"Opportunity

for

Neoatricon in

terms of

market size

and

marketing

agreement?"

Management

declined to

give specific $

sizes but

highlighted

exclusivity

and the

solution it

provides for

neonatal

dosing errors.

This niche

specialty

product

strategy

supports the

CHG margin-

expansion

thesis.

Exact

size
3.0

Vague but

consistent

3 3.0 Gopinath Governance Governance

"What is the

amount that

the company

has paid to

the Piramal

family as

royalty?"

Management

confirmed a

₹15 Cr

payment for

the quarter,

calculated as

0.75% of

turnover at

arm’s length.

This remains

a minor but

recurring

cash outflow

to the

None 5.0
Specific,

quantified



Q# Relevance Analyst
Theme

Cluster
Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Credibility Verdict

promoter

group.

4 3.5
Yash

Darak
OpEx Financials

"Is the

employee

expense run

rate of

₹560-580 Cr

sustainable?"

Management

indicated this

is the

normalized

range, subject

to quarterly

incentive

provisions.

Investors can

model stable

labor costs as

a % of

revenue as

scaling

continues.

None 4.0

Directional

with

evidence

5 4.5
Abdul

Khader

CDMO

Order Book
Financials

"How is the

innovative

CDMO order

book shaping

up and

status of

Biosecure

inquiries?"

Management

reported

strong order

flows for on-

patent

commercial

work and

"materially

higher" RFPs

due to China-

diversification,

though

decision

cycles are

longer. This

confirms PPL

is a primary

beneficiary of

the Biosecure

Act over the

medium term.

None 4.0

Directional

with

evidence

6 3.5
Abdul

Khader
Guidance Management

"Are we

being

conservative

by reiterating

early teens

growth

despite high

H1 growth?"

Management

cited H1

benefited

from

favorable

order phasing

and forex

gains, while

Q3 will see

higher one-off

spending in

ICH and

CHG. This

None 3.0
Vague but

consistent



Q# Relevance Analyst
Theme

Cluster
Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Credibility Verdict

suggests the

"early teens"

target is a

floor rather

than a ceiling.

7 4.0
Abdul

Khader

Gross

Margins
Financials

"Why did

gross

margins dip

~220 bps

YoY?"

Management

clarified that

the previous

year’s Q2

margin (67%)

was an

aberration

due to

inventory

accounting

credits;

current 65%

is the

normalized

base. This

removes the

concern of

core RM cost

inflation or

pricing

erosion.

None 4.0

Specific

and

verifiable

8 4.0
Harsh

Bhatia
Q3 Outlook Management

"Will Q3 see

a variation in

mix?"

Management

warned that

the "lumpy"

nature of

CDMO means

Q3 could

have a

different

margin profile

than Q2, but

H2 overall will

still

outperform

H1. This sets

expectations

for a

potentially

softer Q3

followed by a

blockbuster

Q4.

None 3.0
Vague but

consistent

9 4.0
Harsh

Bhatia

Lexington

Capex

Capex and

Allocation

"Is the $80M

expansion

customer-

funded?"

Management

stated it is

funded by

accruals and

None 4.5

Specific

timeline

given



Q# Relevance Analyst
Theme

Cluster
Category

Underlying

Concern

Management

Response &

Investment

Implication

Evaded Credibility Verdict

loans, but

"customer-

led" as it's

built for

specific

volume

forecasts of

existing

clients. This

reduces

"speculative

capex" risk as

demand is

already

partially

visible.

10 3.5
Bharat

Sheth
CDMO Mix

Business

Overview

"Mix of

discovery vs

commercial

business?"

Current mix is

5% Discovery,

25%

Development,

and 70%

Commercial.

The focus on

Commercial

orders

provides the

"steady state"

revenue

needed for

operating

leverage.

None 4.0
Specific,

quantified

PATTERN FLAGS & SENTIMENT * The CDMO Quality Shift: Analysts (Abdul, Bharat) are increasingly

focused on the "on-patent commercial" component. Management is signaling that this isn't just a volume story,

but a mix shift toward higher-complexity products like ADCs and sterile fill-finish. The sentiment here is bullish

but cautious on conversion timelines. * The Structural Tax & Interest Burden: Recurring questions (Vinod,

Yash) on ETR (54%) and interest costs show this is the primary valuation overhang. Management’s posture is

one of "limited control" over these macro/structural factors in the short term, which may keep the stock’s P/E

multiple compressed despite operating beats. * CHG Resilience: The anxiety over US pricing is fading as

volume growth in EM (Asia, Europe) proves the Sevoflurane franchise's global legs.

Analyst Sentiment Verdict: Analysts are convinced of the operational turnaround (CDMO/CHG volume

growth) but remain skeptical of the bottom-line efficiency due to the high ETR. Management credibility is high

regarding capacity expansion (Lexington) but needs to demonstrate debt reduction in H2 to satisfy the

deleveraging thesis.

GUIDANCE GAPS REVEALED IN Q&A | Topic | What Mgmt Claimed (Opening) | What Q&A Revealed | Gap /

Walk-back | Risk to Thesis | | :--- | :--- | :--- | :--- | :--- | | EBITDA Guidance | Consistent expansion. | Q3 may have

a different mix/margin profile. | Potential "soft" Q3 due to lumpy CDMO mix. | Low (Seasonal) | | Tax Rate | Not

highlighted in opening. | Will remain >50% for FY25. | Structural mismatch in jurisdiction profits/losses. |

Moderate (PAT impact) |



5. WHAT CHANGED vs PRIOR QUARTER

Comparison against Q1FY25 data.

What Changed Prior Quarter (Q1FY25) This Quarter (Q2FY25) Direction

Revenue Growth (YoY) 12% 17% ↑

EBITDA Margin 11% 18% ↑

CDMO Revenue Growth 18% 24% ↑

Net Debt ₹3,921 Cr (est) ₹4,235 Cr ↓ (Deteriorating)

CDMO RFP Volume Improving inquiries "Materially higher" than last year ↑

Lexington Status Evaluation phase $80M expansion announced ↑

ETR Range ~50% 54% ↓ (Deteriorating)

CHG Growth 2% (Price hit) 9% (Volume recovery) ↑
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