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CMP :95

Market Data

Nifty 10511
Sensex 34280
Nifty PE 26
Sensex PE 23.5
Stock Data

Sector Chem & Pharma
BSE Code 524164

NSE Code IOLCP

FV 10

Market Cap (INR cr) 535
Market Cap (US$ cr) 8.2I
Equity Share Cap. (cr.) 56.21

Stock Performance (%)

52-week high/low  Rs. 9630/ 42
IM 6M 12M
Absolute (%) 13.90 3.7 44.69

Shareholding Pattern (%)

Promoters : 41%
Others : 50%

Sensex & Stock Movement
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Company Background:

Established in 1986, IOL Chemicals & Pharmaceuticals is India's
one of the leading generic pharmaceutical company, and a
significant player in the organic chemicals space. It has two
business segments i.e. chemicals and pharmaceuticals. The
chemical segment manufactures Ethyl Acetate, Iso Butyl
Benzene (IBB), Acetyl Chloride and Mono Chloro acetic Acid
(MCA), while under pharmaceuticals the company manufactures
active pharmaceutical ingredient (APIs) i.e. Ibuprofen. Company
sells branded formulation and ibuprofen in export markets like
Europe, Latin America and Middle East. Apart from Ibuprofen, it
also manufactures Metformin Hydrochloride, Lamotrigine,
Fenofibrate and Clopidogrel Bi sulphate. The chemical and
pharmaceutical segments contribute equally to the revenue but
management wants to take pharma business revenue upto ~65%
over a period of time. Company has a co-generation plant of
17MW to meet the energy demands of its production units. It's
R&D lab is DSIR approved and is fully equipped to validate the
existing processes.

Buy

The Specialty Chemicals Segment:

IOLCP is a major manufacturer in the specialty organic chemical
space. It is one of the largest producers of Ethyl Acetate (87,000
TPA) and ISO Butyl Benzene in India with over 30% of the global
market share and a major player in Ibuprofen. It has forward-
integrated this vertical to the pharmaceutical segment with end
products such as IBB (9000 TPA), MCA (7200 TPA) and Acetyl
Chloride (5200 TPA) used as key raw materials for Ibuprofen. It
plans to explore its presence in other industries such as paints,
flexible packaging and glass. In line with this approach, it has
added many MNC giants to its customer base like Akzo Nobel,
BASF, Strides, Granules etc.

Pharmaceuticals Segment:

With a presence in over 50 countries, IOL Chemicals &
Pharmaceuticals has established itself as a major player in
Ibuprofen with over 30% of the global capacity. It is the world's
only backward-integrated Ibuprofen producer (8,000 TPA) that
manufactures all intermediates and key starting materials at one
location. It has augmented its pharma business by moving up the
value-chain by entering into lifestyle drugs for pain management,
anti-depressant, anti-diabetic, anti-platelet and anti-convulsion.
Currently, 6 APIs are already commercialized and 10 APIs are in
the advance stage of development. IOLCP's Ibuprofen plant is
USFDA, EDQM and EUGMP certified by the National Institute of
Pharmacy and Nutrition, Hungary. Most of all the MNC pharma
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companies are IOLCP's clients like Sanofi, Abott, Cipla, Alkem,

Alembic, etc.

Financial:

For FY17, IOLCP's sales grew 22% to Rs.710.65crore from
Rs.581.62 crore in FY16. It posted PAT of Rs.4.23 crore as against
a loss of Rs.40.03 crore in FY16 fetching an EPS of Re.0.75 and
Cash EPS of Rs.6.08. It has posted superb set of nos in Q3FY18
numbers. In Q3FY 18, PAT zoomed 771.28% to Rs.8.80 crore from
Rs.1.01 crore on 33% higher sales of Rs.262.68 crore fetching an
EPS of Rs.1.56 and Cash EPS of Rs.2.68. For 9MFY 18, it's PAT
soared 507.11% to Rs.16.21 crore from Rs.2.67 crore on 26%
higher sales of Rs.713.44 crore fetching an EPS of Rs.2.88 and
cash EPS of Rs.6.57.

5 Year Financials :

INR Mn FY I3 FY 14 FY I5 FY 16 FY 17

Sales 481.51 563.5 384.73 580.42 710.65

Operating Profit 89.04 95.74 11.25 51.38 101.68

PBT 2.96 5.08 -75.44 -38.55 5.47

PAT 1.59 33 -66.65 -40.03 4.23

EPS (Rs.) 0.61 I.15 -13.99 -7.12 0.75

Cash EPS (Rs.) 12.6 12.12 -7.92 -1.84 6.08

Ratios

Particulars FYI13 FYl4 FYIS FYle FYI7

ROE 1% 2% -33% -22% 2%

ROCE 10% 12% -1% 3% 1%

OPM 18.49% 16.99% 2.92% 8.85% 14.31%

DEBTOR DAYS 27.15 31.91 30.99 5487 57.92

Financials:
INR Cr. Q3FY18 Q2FY18 QoQ(%)  Q3FY17  YoY(%) IMFY18 OMFY17  YoY(%)
Sales 262.67 217.79 20.6% 197.63 32.9% 713.44 565.61 26.1%
Operating Pro.  32.78 30.02 9.2% 25.73 27.4% 90.42 76.96 17.5%
Profit Before Tax 9.56 5.84 63.7% 1.32 624.2% 18.57 3.6 415.8%
Net Profit 8.8 4.43 98.6% 1.01 771.3% 16.21 2.67 507.1%
EPS 1.56 0.79 97.5% 0.18 766.7% 2.88 0.48 500.0%
Cash EPS 2.68 214 25.2% 1.54 74.0% 6.57 4.52 45.4%
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Turnaround Story and Expansion of Capacity:

It has arrested heavy losses of last two years in FY17 by posting profit of Rs. 4.2 crore. It has posted
profit of Rs. 16.2 crs in 9MFY 18 which is substantially higher than total profit of FY17! Looking at the
management's plan to increase the focus on pharma, led by capacity expansion, will substantially
boost the profitability in coming years!

Company will invest about Rs.100 crore every year for two years to increase their capacity by 30%
every year, to meet its growing demand of Ibuprofen. Currently company is working with full capacity
utilization at 8000 TPA out of which it has added 800 TPA capacities in Q3FY18 and management
believes by the end of H2FY19 it will reach to the capacity level of 10,000 and rest 2000 TPA will be
added gradually. The company will also enhance the capacities of its backward integrated productsi.e.
ISO butyl benzene from 9000 TPA to 12000 TPA, MCA from 7200 TPA to 10500 TPA and Acetyl
Chloride from 5200 TPAto 8400 TPA. The company has already completed and commercialized unit 3
to manufacture Fenofibrate, Clopidogrel and Lamotrigine etc. with an investment of Rs.16.48 crs met
through internal accruals. It has successfully started the Metformin, an anti-diabetes drug with an
annual capacity of 3000 MT in February 2018.

Industry Overview:

The Indian chemical industry is the 3rd largest in Asia and 6th by volume in the world. By 2025, the
industry is projected to reach $403 bn. The Indian pharmaceuticals market is the 3rd largest in terms of
volume and 13th largest in terms of value. India is the largest producer of generic drugs globally with
Indian generics accounting for 20% of the global exports in terms of volume. The Indian pharma
industry, which is expected to grow over 15% per annum between 2015 and 2020, will outperform the
global pharma industry.

Ibuprofen — The New Sunrise Product of Industry:

Ibuprofen has installed manufacturing capacity of 31,350 TPA, while it has demand of around 38,000
TPA! Which is quite high compared to it's supply. According to industry reports, the demand of
Ibuprofen s likely to increase in couple of years. Prices of Ibuprofen have increased substantially in the
USA and Europe due to lack of capacity expansion by existing manufacturers. Industry checks suggest
prices of Ibuprofen have increased by ~50% in the USA and Europe while in India it has increased by
~30%. IOLCP is the only Ibuprofen manufacturer who is expanding capacity to meet the shortage
demand. Currently, itis running at full capacity.

Valuations:

AT CMP of Rs. 95, the stock is trading at PE of 30x on its EPS (TTM) of Rs. 3.15 per share. The stock is
available at a discount if we compare it with Industry PE (PE 38.7x).

It is quoting at 1.4x of Sales/MCap ratio which is dearth cheap considering it's product mix and
expansion plans.

IOLCP is expanding its API product portfolio and improving cost competitiveness through efficient
manufacturing processes and systems and growing relationships with major MNCs for the sale of APIs.

To meet the rising demand in the market, IOLCP has announced expansion plan.

Considering the above, along with the growth drivers; we recommend a strong BUY to our investors
with a Target Price of Rs. 175 by 2020. We will closely monitor company's executions and keep
upgrading our forecasts on the basis of earnings.
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Authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our views about the subject issuer(s) or securities.VVe 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.Research Analyst or his/her
relative or Equity99 Ltd.does not have any financial interest in the subject company.Also Research Analyst or his/her relative or
Equity99 Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of the Research Report. Further Research Analyst or his/her relative or
Equity99 Ltd.or its associate does not have any material conflict of interest.Any holding in stock — No.

Disclaimer:

This report has been prepared by Equity99 Ltd. and is meant for sole use by the recipient and not for circulation. The
information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith
from 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.This document is for information purposes only. Descriptions of any company or companies
or their securities mentioned herein are not intended to be complete and this document is not,and should not be construed as
an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.This report is not directed to, or
intended for display, downloading, printing, reproducing or for distribution to or use by,any person or entity who is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction,
availability or use would be contrary to law or regulation or what would subject Equity99 Ltd. or its affiliates to any registration
or licensing requirement within such jurisdiction. If this report is inadvertently send or has reached any individual in such
country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be
reproduced, distributed or published for any purposes without prior written approval of Equity99 Ltd. Foreign currencies
denominated securities, wherever mentioned,are subject to exchange rate fluctuations, which could have an adverse effect on
their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are
influenced by foreign currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a
solicitation to buy any security. Equity99 Ltd. may from time to time solicit from, or perform broking, or other services for,any
company mentioned in this mail and/or its attachments. Equity99 Ltd. and its affiliated company(ies), their directors, analysts
and employees may; (a) from time to time, have a long or short position in,and buy or sell the securities of the company(ies)
mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor
or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any
recommendation and other related information and opinions. Equity99 Ltd., its directors, analysts or employees do not take
any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action
taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the
currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Equity99 Ltd. or its associates might have
managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months. Equity99 Ltd. or its associates might have received any
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 managing or co-managing public offerings, corporate finance,investment banking or merchant
banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.
Equity99 Ltd. or its analysts did not receive any compensation or other benefits from the companies mentioned in the report
or third party in connection with preparation of the research report.Accordingly, neither Equity99 Ltd. nor Research Analysts
have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not
based on any specific merchant banking, investment banking or brokerage service transactions. Equity99 Ltd. may have issued
other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Research entity has not been engaged in market making activity for the subject company.Research analyst has not served as an
officer,director or employee of the subject company.
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