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Ipca Laboratories

On a strong footing

Ipca Laboratories Limited (Ipca) reported impressive results for
Q2FY2020. Numbers were ahead of estimates. Aided by a strong
double-digit growth across the formulations and API business, topline
was up 29% y-oy to Rs 1284 crore. On the back of improved product mix
and favorable raw material prices, operating profit jumped 52.5% y-o-y
to Rs 263.5 cr while the adjusted PAT rose 62% y-o-y to Rs 193.5 cr.
Expected traction across the formulation and API business, improved
product mix and a substantial drop in the remedial cost are expected to
be the key earnings drivers. We Expect Ipca’s sales and profits to grow
at a CAGR of 19% and 32% over FY2019-FY2021. Further a successful
inspection outcome from the USFDA would be a key trigger for earnings
upgrades.

Key positives

+ Sturdy double digit growth across all verticals

¢ OPM’s expanded sharply by 320 bps to 20.5% attributable to better
product mix.

¢ Operating profit and adjusted PAT grow impressively by 52.5% and
62% y-o-y respectively.

¢ Remediation costs have reduced and the management expects no
major remedial cost to come up.

Key negatives

¢ Global Fund business offtake delayed; Anti-malarial drug prices
softening.

Our Call

Valuation — Maintain Buy with revised PT of Rs. 1,220: IPCA is on a strong
footing and is well placed to capitalize on the growth opportunities across
the domestic and exports markets. Performance across the Formulation
and APl segment is expected to improve as most headwinds that impacted
the performance are behind. Management has maintained its sales
and profitability guidance. However, given the robust performance in
Q2FY2020, we have revised our earnings estimates upwards for FY2020 /
FY2021. We expect the company to a report sales/profit CAGR of 19%/32%
over FY2019-FY2021. At CMP the stock is trading at an attractive P/E
multiple of 17.6x its FY2021 earnings. We maintain our Buy recommendation
on the stock with a revised PT of Rs. 1,220. Successful resolution of the
USFDA regulatory issues could provide further upside with the potential
for upgrade of earnings estimates.

Key Risks

+ A lack/delay of clearance by other drug regulators would impact the
export business outlook
+ Addition of drugs in NLEM list could hurt the domestic business; and

¢ Weakness in emerging market currencies could affect the growth

prospects.
Valuation (Consolidated) Rs cr
Particulars FY2018 FY2019 FY2020E FY2021E
Net sales 3,283.6 3,773.2 4,522.9 5,380.9
OPM (%) 13.8 18.3 20.8 22.4
PAT 2394 4422 6457 7681
EPS (Rs) 19.0 351 51.2 60.9
PER (x) 56.3 30.5 20.9 17.6
EV/Ebidta (x) 30.9 19.9 14.8 1.5
RoCE (%) 91 15.4 19.9 23.0
RoNW (%) 9.5 15.3 18.8 18.5

Source: Company; Sharekhan estimates
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Impressive results; PAT beat estimates: Ipca reported an impressive set of numbers for Q2FY20. Numbers
were ahead of estimates. Sales for the quarter grew by 29% y-o-y to Rs 1284 crore. A strong double-digit
growth across the formulations and a sturdy growth in the API business caided the robust topline growth.
Operating profit was up remarkably by 52.5% y-o-y to Rs 263.5 crores. Operating margins improved 320
bps y-o-y to 20.5%. A favorable product mix (higher share of formulations business) drove margin expansion.
Adjusted PAT at Rs 193.5 crore grew strongly by 62% y-o-y, comfortably beating our estimates of Rs 157.7 cr.
The forex loss stood at Rs 2.33 crore as against Rs 30.33 cr loss in the corresponding quarter of the previous
year.

Strong growth outlook: A Strong growth in domestic formulation business coupled with increased opportunities
in the API space and additional business from institutional anti-malaria segment indicates strong growth
potential over the next 2-3 years. In the formulations business the management expects to comfortably
outpace the market growth by clocking a 1.5x growth rate. In the API space, alternative sourcing opportunities
(as most of the companies look to India as alternative sourcing destination to China) is expected to be a
key growth driver. For FY2020, the management has maintained its conservative guidance for “20% sales
growth and OPM improvement guidance of 150 bps y-o-y. OPM improvement is likely to be on account of
low remedial costs (Management expects Rs 15 cr remedial cost for FY2020 vs. Rs. 50 crores in FY2019),
improved product mix along with increasing operational efficiencies. On an overall basis, we expect sales
and profit CAGR to be 19% and 32%, respectively between FY2019-FY2020.

Remediation measures completed; Await USFDA re-inspection: Ipca has submitted response to all queries
of USFDA-related to all its three sites, with no queries pending currently. We expect the USFDA to re-inspect
facilities anytime in the near term. Successful inspection outcome would be the key positive factor that will
lead to an earnings upgrade.

Q2FY2020 Conference Call Highlights:

¢ Remedial cost incurred for Q2FY2020 is Rs 4 cr, Q1FY2020 is Rs 6c¢r. The management has guided for a
remedial cost of Rs 15 cr for Fy2020

¢ |pcahasincurred a capex of Rs 85 crin THFY2020 while it expects to spend a similar amountin 2HFY2020.
For FY2021 Ipca has guided for Rs 250 to Rs 300 cr capex, towards the API business.

¢ Ipca has guided for effective tax rate to be in the territory of 17.5-18% for the next 2-3 years as it has huge
unutilized MAT credit.
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Results (Consolidated) Rs cr
Particulars Q2FY2020 Q2FY2019 YoY % Q1FY2020 QoQ %
Net sales 1283.9 997.8 287 1078.2 191
Expenditure 1020.4 825.0 237 870.3 17.2
Operating profit 263.5 172.8 525 2079 26.8
Other income 14.8 13.8 76 20.3 -271
EBIDTA 278.3 186.5 49.2 228.2 22.0
Interest 4.2 2.4 777 4.6 -8.0
Depreciation 496 43.2 15.0 461 77
PBT 2245 141.0 59.2 177.5 26.5
Tax 319 21.3 50.0 374 -14.7
Adjusted PAT (ex-forex) 192.6 119.7 60.8 1401 375
Excep. Items -1.0 0.0 10.7 -109.0
Net profit (reported) 193.5 119.7 61.6 129.4 49.6
EPS (Rs) 15.4 9.5 61.6 10.3 496

bps bps
OPM (%) 20.5 17.3 321 19.3 124

Source: Sharekhan Research

Geographical Sales Break-Up — Quarterly Rs cr
Formulation Q2FY2020 Q2FY2019 YoY % Q1FY2020 QoQ %
Domestic 543.2 468.6 15.9 452.8 20.0
Exports 340.8 288.3 18.2 244.8 39.2
Branded Generics 100.2 83.2 20.4 91.6 9.4
Institutional 615 43.8 40.3 27.3 125.0
Generics 179.2 161.2 1.1 125.9 42.3
Total Formulation 884.0 756.9 16.8 697.6 26.7
APIs

Domestic 67.2 51.4 30.6 65.7 2.2
Exports 247.2 1737 42.3 2326 6.3
Total APIs 314.4 225.2 39.6 298.3 5.4
Subsidiaries 71.3 14.2 4031 67.2 6.2
OO0l 14.2 15.8 -10.3 151 -6.0
Total Sales 1283.9 1012.0 26.9 1078.2 1941

Source: Company, Sharekhan Research, Industry Reports
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Outlook

Strong growth in the domestic formulation business coupled with increased opportunities in the API space
and additional business from institutional anti-malaria segment indicates strong earnings potential for the
company over the next 2-3 years.

Valuation

Maintain Buy with revised PT of Rs. 1,220: IPCA is on a strong footing and is well placed to capitalize on the
growth opportunities across the domestic as well as exports markets. Performance across the Formulation
and APl segment is expected to improve as most headwinds that impacted the performance are behind. The
management has maintained its sales and profitability guidance. However, given the robust performance in
Q2FY2020, we have revised our earnings estimates upwards for FY2020 / FY2021. We expect the company
to a report sales/profit CAGR of 19%/32% over FY2019-FY2021. At CMP, the stock is trading at an attractive P/E
multiple of 17.6x its FY2021 earnings. We maintain our Buy recommendation on the stock with a revised PT of

Rs.1,220. Successful resolution of the USFDA regulatory issues could provide further upside with potential for
upgrade of earnings estimates.
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About company

Ipca is a fully integrated Indian pharmaceutical company, manufacturing more than 350 formulations and
80 APIs for various therapeutic segments. Ipca is a therapy leader in India for anti-malarias with a market
share of over 34% with a fast-growing presence in the international market as well. The company has leading
brands in five therapeutic areas, with three of its branded formulations being ranked among the top-300
Indian brands by ORG-IMS. Ipca’s APIs and formulations are produced at manufacturing facilities approved
by leading drug regulatory authorities, including USFDA, U.K.-Medicines and Healthcare Regulatory Agency
(MHRA), South Africa-Medicines Control Council (MCC), Brazil-Brazilian National Health Vigilance Agency
(ANVISA) and Australia-Therapeutic Goods Administration (TGA) with operations in more than 100 countries.

Investment theme

Strong growth in the domestic formulation business coupled with increased opportunities in the APl space
and additional business from institutional anti-malaria segment indicates strong earnings potential over the
next 2-3 years. We feel most headwinds that impacted sales and profitability of the company (except for
import alert from USFDA) are behind. Management has maintained its sales and profitability guidance, We
expect the company to a report sales/profit CAGR of 19%/32% over FY2019-FY2021.

Key Risks

¢ Alack/delay of clearance by other drug regulators would impact the export business outlook
+ Addition of drugs in NLEM list could hurt the domestic business; and

* Weakness in emerging market currencies could affect the growth prospects.

Additional Data

Key management personnel

Premchand Godha Chairman and Managing Director

Ajit Kumar Jain Joint Managing Director

Dr. Ashok Kumar President - R&D (Chemical)

E. J. Babu President - API

Dr. Goutam Muhuri President - R&D (Formulations)

Kavita Sehwani President - Generics

Sunil Ghai President — Marketing

Harish Kamath Corporate Counsel & Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Kaygee Investments Pvt Ltd 21.4
2 DSP Investment Managers Pvt Ltd 6.6
3 KAYGEE LABORATORIES PVT LT 6.6
4 Chandurkar Investments Pvt Ltd 55
5 Paschim Chemicals Pvt Ltd 4.0
6 HDFC Asset Management Co Ltd 3.8
7 Lavender Investments Ltd 2.9
8 Godha Premchand 21
9 Norges Bank 21
10 UTI Asset Management Co Ltd 2.0

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

November 08, 2019 20

Stock Update



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
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and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
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make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
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advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed 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, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
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Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



