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Sector: Industrial Products RESULT REVIEW Q2FY24 Declared On: 09 Nov 2023

GMM Pfaudler Limited

RECOMMENDATION SNAPSHOT

*CMP MCap (Rsbn) Recommendation Target Potential Upside

Rs1620 72.8 Buy Rs2000 23%

*as on 16th Nov, 2023

About the Company:

GMM Pfaudler Limited (GMM) is a leading supplier of engineered equipment and systems which have critical
applications in the pharmaceutical and chemical market. The company pioneers in manufacturing Glasslined steel
equipment’s which have applications in pharmaceutical, chemical, petrochemical, pesticide and food industries. The
company is also involved in designing, manufacturing and marketing of glass-lined reactor vessels, storage tanks, valves
and pipe & fittings. GMM is an I1SO 9001:2008 company. The company has also been approved by Special Equipment
Licensing Office (SELO) for the supply of pressure vessels to the Peoples Republic of China. GMM has its manufacturing
plant located at Karamsad in Gujarat

Results: Quick Glance:

e On a consolidated level, the company has reported net sales of Rs9,375mn as compared to Rs7,800mn in the same
quarter last year, growth of 20.2%

e The Ebitda margins for the quarter under review stood at 15.1% as compared to 15.2% in the comparative quarter
last year

e The company reported profit of Rs703mn as compared to Rs967mn in the same quarter last year

e The EPS for the quarter stood at Rs15.82 as compared Rs14.81 in the corresponding period of last year

e The board of director of the company have approved payment of interim dividend of Rs1 for FY23-24

Conference Call Highlights:

e During the quarter under review, revenue growth was driven by strong execution across international and the India
businesses. The market in India has been challenging for the last 6-9 months especially in the chemical and
pharmaceutical segments. However, the execution of the order backlog both in India, and international business has
been quite strong

e The international business has recorded the highest ever profitability during the quarter under review. The
profitability improvement in the international business driven by operational excellence and pricing improvements.
For the international business, GMMP is looking at internal cost efficiencies which is quite important in terms of
improving and maintaining profitability

e GMMP has been able to increase its market share especially in Europe, and has been able to get a foothold in
Southern and Eastern Europe. As a part of the global strategy, the company wanted to be a global player in mixing
which appears to be completed with the recent acquisitions. The vision of the Management is to be among the top
five mixing companies in the world in the long run. Mixing is an important business for GMMP, the Management has
a strategy in place as a growth driver both in terms of revenue and profitability. During the quarter under review, the
company has signed an agreement to purchase 100% stake in Mixpro which is a mixing company based in Ontario
(Canada) for a consideration of about USD7mn. The transaction is expected to be completed by 31st November 2023.

e For the mixing business, the company is using the global sales network to combine the platforms into one and offer
the same product ranges to multiple customers across multiple regions. Seeing significant improvement in the mixing
business for the India operation and on the international front; the Management believes the mixing business to
become stronger with a vision to almost double the business to ~USD100mn or so. For the mixing business, the
company is also looking at adding some experienced industry personnel. The mixing business is anticipated to grow
at a faster pace and the company is exploring newer areas in the mixing business-like lithium extraction, gold
extraction etc. and moving away from the traditional chemical and pharmaceutical space

e Services business is very profitable and something that GMMP continues to focus on, the company is creating service
centers in the right geographies. The international business has a much larger component of services where India is
currently ~9-10% of the total revenue from services segment. The Management is looking at increasing the same to a
double-digit number. Services and the capex are inversely proportional to each other i.e., when capex increases
services decrease and vice versa. The strategic intent of the Management is not only restricted at servicing their own
equipment but also, be able to service other equipment in the chemical or pharma plants. The Management believes
that the services business will continue to grow. The company has opened new service centres in Taubate (in Brazil)
and Venice (in Italy); both the newly set up service centres are for the mechanical industry i.e. is the Interseal
business and the aim is to improve the services in these regions
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Conference Call Highlights (contd.):

e GMMP is focusing on making the balance sheet stronger and has reduced the long-term debt. The strategy of cost
reduction and various other measures continue across geographies. the company has reported ROCE of ~25% and
ROE of ~27% (on annualized basis) in H1FY24

e The long term borrowings have decreased to Rs6,730mn as on September 30, 2023, (including prepayment of
Rs290mn related to Hyderabad and Vatva’s properties loan) while the short term borrowings have increased to
Rs1,500mn on account of higher working capital requirements

e GLE business is the core business for the company, and they maintain their market share in this domain. Pharma
companies like Divis, Laurus, Neuland, Cipla, and Sun Pharma are gradually expanding which is good for the GLE
business. GLE margins have been strong, the non GLE businesses are also generating similar levels of profitability like
those of GLE business. The three new facilities in Germany, Italy and China are executing the momentum which
translates into significant improvement in revenue

e The management is very much aligned in terms of strategic direction in terms of order intake and believe that over
the next few months will be able to build a backlog. The company believes that this order book can continue to grow
as the team is already working on some of these opportunities which are delayed. GMMP continuous to work on the
stock and sale strategy which is a success story already

e The order intake of the company for the quarter under review stood at Rs6,260mn while the total order backlog
stood at Rs17.05bn. The order intake remained subdued due to general weakness in the chemical sector; however,
the strategy of soft diversification and entering new industry segments has led to a strong opportunity pipeline across
various geographies. The company is closely watching mega trends related to bio-plastic, bio proteins and mock
meats and lithium batteries where the Management is seeing opportunities in bio proteins and lithium. In terms of
the order intake for the Technologies and Systems business continued to be subdued due to slowdown in Chemical
segment while that for the services segment continued to remain on track

e The current order backlog translates into about 6 months of order visibility in India and about 7-8 months in the
international business. The revenue growth is basically driven by strong execution across the India and the
International businesses. The Management is seeing strong opportunity pipeline across all business verticals,
however decision making delays are seen from the customer’s end

e As far as the mixing business is concerned, this business gives a little bit of diversification to the company which is
profitable and hence GMMP is looking at extending the same; the only pain point for the company is the HE
business where the margins are slightly lower than the GLE business. however, the company has a clear strategy of
picking and choosing the right metallurgy so that the margin profile is closer to ~12-15%

e The company has received the requisite approvals; where the Patel family will purchase 1% stake from DBAG
Fund- VI at Rs1700 per share

Financials:
Performance (Q2FY24)

Q2FY24 Result (Rs mn) Sept-23 Sept-22 y-0-y Jun-23 g-0-q H1FY24 H1FY23 y-o-y FY24E
Total Revenue 9375 7800 20.2% 9123 2.8% 18498 15193 21.8% 37495
EBITDA 1420 1187 19.6% 1321 7.5% 2741 2166 26.6% 5343
Other Income 85 194 (56.1%) 87 - 172 480 (64.1%) 371
Interest 215 86 - 203 5.9% 418 243 72.4% 811
Depreciation 322 282 14.3% 347 (7.1%) 669 555 20.7% 1323
Exceptional Items 0 0 - 0 - 0 0 - 0
Tax 265 46 - 315 (16.1%) 580 265 - 1003
Net Profit 703 967 (27.3%) 543 29.6% 1246 1584 (21.3%) 2578
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Outlook and Recommendations:

The company has performed quite well for the first half of the year and the Management expects to continue the
momentum into the second half as well. GMMP has reported a strong performance for the quarter under review where
both the revenue as well as the profitability are in line with the FY25 guidance. When the three businesses are
combined, the company has a much wider range of industry segments that can be used while catering to a much wider
range of industries. Mixing is an important business for GMMP, the Management has a strategy in place as a growth
driver both in terms of revenue and profitability. Management believes the mixing business has the potential to almost
double to ~USD100mn. GMMP has been able to increase market share especially in Europe, and has been able to get a
foothold in Southern and Eastern Europe. The acquisition done in the space of the mixing has significant growth
opportunities. The recently made acquisitions in Italy and France, are helping increase the overall intake, diversifying the
industries catered to and is bringing an uptick in the performance of the overall business. Going forward, the
Management intends to focus on strengthening the market share, reducing costs and improving efficiencies. Value
sourcing will continue to be the key to the bottom-line accreditation for GMMP. The Management is targeting to be debt
free by FY28 which is a conservative target as the cash flow generated over the period of time can help reduce the
debt burden. Apart from the maintenance capex, there are not many major capex plans chalked out by the
company. Services business is very profitable and something that GMMP continues to focus on, the company is creating
service centres in the right geographies. The Management is always on the look for smaller acquisitions (related to the
mixing business) which can fit well with the synergies of GMMP. The Management is very diligently looking at the
internal cost structure, trying to rationalize manufacturing footprint and looking at opportunities to reduce cost
etc. While the company has been successful in marinating the Ebitda and ROCE targets, the company is looking at
breaching the revenue guidance which was earlier provided. With the absence of any large acquisitions the focus of
GMMP is to generate healthy cash flows, reduce the debt coupled with strong execution plans for the next 4-6 years,
which helps us maintain our confidence, and we continue to advocate sipping into the stock with our target price of
Rs2000.
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DISCLAIMERS AND DISCLOSURES-

Progressive Share Brokers Pvt. Ltd. and its affiliates are a full-service, brokerage and financing group. Progressive Share Brokers Pvt. Ltd. (PSBPL) along with its affiliates are participants in
virtually all securities trading markets in India. PSBPL started its operation on the National Stock Exchange (NSE) in 1996. PSBPL is a corporate trading member of Bombay Stock Exchange
Limited (BSE), National Stock Exchange of India Limited (NSE) for its stock broking services and is Depository Participant with Central Depository Services Limited (CDSL) and is a member of
Association of Mutual Funds of India (AMFI) for distribution of financial products.

PSBPL is SEBI registered Research Analyst under SEBI (Research Analysts) Regulations, 2014 with SEBI Registration No. INHO00000859. PSBPL hereby declares that it has not defaulted with any
stock exchange nor its activities were suspended by any stock exchange with whom it is registered in last five years. PSBPL has not been debarred from doing business by any Stock Exchange /
SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.

PSBPL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about
the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views
expressed in this report.

Other disclosures by Progressive Share Brokers Pvt. Ltd. (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company (s)
covered in this report-:

- PSBPL or its associates financial interest in the subject company: NO
- Research Analyst (s) or his/her relative's financial interest in the subject company: NO

- PSBPL or its associates and Research Analyst or his/her relative's does not have any material conflict of interest in the subject company. The research Analyst or research entity (PSBPL) has not
been engaged in market making activity for the subject company.

- PSBPL or its associates actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of Research
Report: NO

- Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication
of Research Report: NO

- PSBPL or its associates may have received any compensation including for brokerage services from the subject company in the past 12 months. PSBPL or its associates may have received
compensation for products or services other than brokerage services from the subject company in the past 12 months. PSBPL or its associates have not received any compensation or other
benefits from the Subject Company or third party in connection with the research report. Subject Company may have been client of PSBPL or its associates during twelve months preceding the
date of distribution of the research report and PSBPL may have co-managed public offering of securities for the subject company in the past twelve months.

- The research analyst has served as officer, director or employee of the subject company: NO
- Registration granted by SEBI and certification from NISM is in no way guarantee performance of the intermediary or provide any assurance of returns to investors

PSBPL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our sales people, traders, and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary
trading and investing businesses (if any) may make investment decisions that may be inconsistent with the recommendations expressed herein. In reviewing these materials, you should be
aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important
information regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject PSBPL or its group companies to any registration or licensing requirement within such jurisdiction. If this document is sent or has reached any
individual in such country, especially, USA, the same may be ignored. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. None of the
material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of PSBPL. All
trademarks, service marks and logos used in this report are trademarks or registered trademarks of PSBPL or its Group Companies. The information contained herein is not intended for
publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise
expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before
investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Terms & Conditions:

This report has been prepared by PSBPL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential 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 PSBPL. The report
is based on the facts, figures and information that are considered true, correct, reliable and accurate. The information is obtained from publicly available media or other sources believed to be
reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All
such information and opinions are subject to change without notice. The report is prepared solely for informational purpose and its at discretion of the clients to buy or sell or subscribe for
securities or other financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. PSBPL will not
treat recipients as customers by virtue of their receiving this report.

Registered Office Address: Compliance Officer:

Progressive Share Brokers Pvt. Ltd, Ms. Neha Oza,

122-124, Laxmi Plaza, Laxmi Indl| Estate, Email: compliance@progressiveshares.com,
New Link Rd, Andheri West, Contact No.:022-40777500.
Mumbai—400053, Maharashtra Grievance Officer:
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