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Q4FY20 Result Update

Change in Estimates | M Target | M Reco

Change in Estimates

Current Previous
FY21E FY22E FY21E FY22E
Rating BUY ACCUMULATE
Target Price 1,839 1,728
Sales (Rs. m) 51,261 58,416 47,534 53,066
% Chng. 7.8 10.1
EBITDA (Rs. m) 10,534 12,705 9,768 11,542
% Chng. 7.8 10.1
EPS (Rs.) 57.7 71.3 55.2 66.0
% Chng. 4.6 8.0
Key Financials - Standalone
Y/e Mar FY19 FY20 FY21E FY22E
Sales (Rs. m) 37,732 46,487 51,261 58,416
EBITDA (Rs. m) 6,919 9,067 10,534 12,705
Margin (%) 18.3 19.5 20.5 21.7
PAT (Rs. m) 4,396 6,036 7,287 9,005
EPS (Rs.) 34.8 47.8 57.7 71.3
Gr. (%) 83.4 37.3 20.7 23.6
DPS (Rs.) 1.0 8.0 1.0 1.0
Yield (%) 0.1 0.5 0.1 0.1
ROE (%) 15.1 18.2 18.6 18.7
RoCE (%) 15.0 18.8 19.2 20.2
EV/Sales (x) 5.2 4.2 3.8 3.3
EV/EBITDA (x) 28.5 21.8 18.4 14.9
PE (x) 44.9 32.7 27.1 21.9
P/BV (x) ) 6.3 5.6 45 3.8
Key Data IPCA.BO | IPCA IN

52-W High / Low
Sensex / Nifty
Market Cap

Rs.1,825/ Rs.844
33,508/ 9,881
Rs.198bn/ $ 2,594m

Shares Outstanding 126m
3M Avg. Daily Value Rs.2022.92m
Shareholding Pattern (%)
Promoter’s 46.07
Foreign 12.64
Domestic Institution 26.61
Public & Others 14.68
Promoter Pledge (Rs bn) -
Stock Performance (%)

iM 6M 12M
Absolute (1.8) 36.2 71.9
Relative (8.8) 68.1 99.8
Surajit Pal

surajitpal@plindia.com | 91-22-66322259

Tausif Shaikh

tausifshaikh@plindia.com | 91-22-66322246

Ipca Laboratories (IPCA IN)

Rating: BUY | CMP: Rs1,563 | TP: Rs1,839

Strong guidance in tough environment - Upgrade
to BUY

Quick Pointers:
" Q4FY20 growth led by domestic formulation and API
®  Comeback in US highly unlikely in FY21E

IPCA held its strong guidance for FY21E with 1) Revenue growth of 14-17% 2)
EBITDA margin expansion of 100-150bps and 3) domestic formulation growth
of 10-12% in tough environment. We believe IPCA’s Q4FY20 performance and
growth visibility was far better as compared to its peers. Also, future
prospects are not depended on exogenous factors (like resolution from FDA,
new approval and tender win). We believe FDA’s resolution in FY21E for its
three plants would lead to an earnings surprise. Accordingly, we value IPCA
at Rs1,839(earlier Rs1,728) on 26x PE of FY22E and upgrade to Buy (earlier
Accumulate) due to marginal change in earnings estimate.

Strong performance by Domestic formulation and APl segment in Q4FY20:
Revenue grew 21% YoY to Rs10.0bn (PLe Rs8.8bn) with domestic formulations
and API business reporting strong growth of 21% and 30% YoY.EBITDA growth
was 10% YoY to Rs1.92bn (PLe Rs1.56bn) and EBITDA margin was 19.2%(PLe
17.7%) versus 21% in Q4FY19.During the quarter, IPCA incurred impairment and
forex loss of Rs276mn and Rs209mn.Ad] to impairment loss, EBITDA margin was
22%.

Conference Call and other key highlights:

" Domestic formulation: Grew by 21% YoY in Q4FY20 due to growth in pain
segment 26%, Anti-bacterial 40%, CNS 18%, Neuro 18% and Ophthal 29%.
Domestic formulation growth for FY20 was at 16% YoY, with top 10 brands (
57% of domestic revenue) growing at 10%. Guided for 11-12% growth for
FY21E in tough environment when MR’s continue to be off the field

"  HCQ: Q1FY21E will include the benefit of HCQ supply to US and domestic
market. IPCA has supplied Rs400mn (120 tablets) worth of HCQ to various
Indian govt. entities.

" Export Formulation: Branded business declined 19% YoY due to delay in
shipment of assignments for CIS, LATAM and Africa. Q1FY21E is expected to
be better due to additional supply of HCQ and shipment of previous
assignments.

"  API: Total APl segment grew by 30% YoY with domestic/export growth of
41%/27% YoY.Guided for double digit growth in FY21E, led by de-
bottlenecking of existing facilities. IPCA acquired 35-acre land at Dewas and
Noble Explochem plant to expand its API business. These facilities would come
on stream from 2HFY22E and FY23E. IPCA highlighted prices of Losartan and
Valsartan have stabilized.
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Ipca Laboratories

Exhibit 1: Q4FY20 Result Overview (Rs mn)

CAPEX/R&D/Tax rate: Guided CAPEX of Rs2500mn for FY21E of which
Rs600-700mn would be utilized in development of Dewas plant. R&D was at
2.5% of sales in FY20 and guided at 3-3.5% of sales for FY21E. Tax rate would
be 17% for next few years as it has Rs3000mn MAT credit.

Regulatory Status update: Ratlam, Silvasa and Indore Piparia continues to
be under USFDA scanner even after partial ban lifted to supply HCQ. IPCA
completed remediation work and is waiting for a response from the regulator.
Remediation cost was Rs160mn and Rs30mn for FY20 and Q4FY20
respectively. IPCA stated it would not incur incremental remediation cost in
FY21E.

Working Capital: Inventory/Receivables days were 107/71 in FY20 versus
104/64 in FY19. Inventory days was stretched due to high captive utilization
level (55%) while receivables have been extended due to global lockdown.

Y/e March Q4FY20 Q4FY19  YoY gr. (%) Q3FY20 FY20 FY19 YoY gr. (%)

Net Sales 10,048 8,338 20.5 11,390 43,674 36,332 20.2

Raw Material 3,269 2,690 21.6 3,815 14,807 11,598 27.7
% of Net Sales 325 32.3 335 33.9 31.9

Personnel Cost 2,279 1,768 28.9 2,177 8,708 7,522 15.8
% of Net Sales 22.7 21.2 19.1 19.9 20.7

Others 2,573 2,134 20.6 2,744 11,012 10,280 7.1
% of Net Sales 25.6 25.6 24.1 25.2 28.3

Total Expenditure 8,121 6,591 23.2 8,736 34,527 29,400 17.4

EBITDA 1,927 1,747 10.3 2,654 9,147 6,932 32.0
Margin (%) 19.2 20.9 23.3 20.9 19.1

Depreciation 454 416 9.1 461 1,786 1,719 3.9

EBIT 1,473 1,331 10.7 2,193 7,361 5,213 41.2

Other Income 133 146 (8.8) 176 647 546 18.5

Interest 35 63 (44.5) 38 158 185 (14.6)

PBT 1,572 1,414 11.2 2,331 7,850 5,574 40.8

Extra-Ord. Inc./Exps. - - - - -

Total Taxes 294 319 (7.9) 365 1,325 1,025 29.3
ETR (%) 18.7 22.6 15.7 16.9 18.4

Reported PAT 1,278 1,095 16.7 1,966 6,524 4,549 43.4

Other Comprehensive Income (33) (43) - (75) (51)

Total Comprehensive Income 1,244 1,052 18.3 1,966 6,450 4,498 43.4

Source: Company, PL

Exhibit 2: Major Sources of Revenue

Major sources of revenues Q4FY20 Q4FY19  YoY gr. (%) Q3FY20 FY20 FY19 YoY gr. (%)

Domestic 4,958 4,017 23.4 5,388 21,635 18,488 17.0%

Formulations 4,310 3,557 21.2 4,856 19,126 16,468 16.1%

APIs 649 460 40.9 532 2,509 2,020 24.2%

Exports 4,927 4,192 175 5,856 21,438 17,308 23.9%

Formulations 2,825 2,536 11.4 3,534 12,216 10,482 16.5%

APIs 2,102 1,656 27.0 2,322 9,222 6,826 35.1%

Net Sales 9,885 8,209 20.4 11,244 43,073 35,796 20.3%

Source: Company, PL
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Exhibit 3: Total Sales (Rs mn) and YoY Gr (%)
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Exhibit 4: India Formulation (Rs mn) and YOY Gr (%)
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Exhibit 5: Export Formulation (Rs mn) and YoY Gr (%)
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Exhibit 6: Domestic API (Rs mn) and YoY Gr (%)
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Exhibit 7: API Export and YoY Gr (%)
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Exhibit 8: EBITDA (Rs mn) % EBITDA Margin (%)
| mmm EBITDA (Rs m) EBITDA Margin (%) |
3000 H r 30%
24% b
2500 - 21% '/o Qﬁ - 25%
19% ? 19% 19%
2000 - 17% 17% - 20%
14% 13%
1500 A F 15%
1000 H r 10%
0,
500 A 3% I 5%
0%

[ee]
-
>
LL
—
(04

Q2FY18

Q3FY18

Q4FY18

Q1FY19

Q2FY19

Q3FY19

Q4FY19

Q1FY20

Q2FY20

Q3FY20

Q4FY20

Source: Company, PL

June 17, 2020



P

Ipca Laboratories

Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY19 FY20 FY21E FY22E Y/e Mar FY19 FY20 FY21E FY22E
Net Revenues 37,732 46,487 51,261 58,416 Non-Current Assets
YoY gr. (%) 14.9 23.2 10.3 14.0
Cost of Goods Sold 12,397 16,441 17,403 20,037 Gross Block 25,870 27,920 29,970 32,020
Gross Profit 25,334 30,046 33,858 38,379 Tangibles 23,940 25840 27,740 29,640
Margin (%) 67.1 64.6 66.0 65.7 Intangibles 1,930 2,080 2,230 2,380
Employee Cost 7,874 9,212 9,483 10,194
Other Expenses 943 1,255 1,538 1,752 Acc: Dep / Amortization 6,938 9,043 11,366 13,917
Tangibles 6,475 8,398 10,541 12,893
EBITDA 6,919 9,067 10,534 12,705 Intangibles 463 645 825 1,023
YoY gr. (%) 52.2 31.1 16.2 20.6
Margin (%) 18.3 19.5 20.5 217 Net fixed assets 18,932 18,877 18,604 18,103
Tangibles 17,465 17,442 17,199 16,746
Depreciation and Amortization 1,824 2,105 2,323 2,550 Intangibles 1,467 1,435 1,405 1,357
EBIT 5,094 6,962 8,211 10,155 Capital Work In Progress 663 852 979 806
Margin (%) 13.5 15.0 16.0 17.4 Goodwill 472 624 624 624
Non-Current Investments 1,503 2,081 2,302 3,332
Net Interest 189 165 150 89 Net Deferred tax assets (1,457) (1,398) (1,594) (1,810)
Other Income 577 670 710 753 Other Non-Current Assets 141 282 338 1,014
Profit Before Tax 5,482 7,467 8,771 10,819 Current Assets
Margin (%) 14.5 16.1 17.1 18.5 Investments 904 2,383 2,502 3,752
Inventories 10,725 13,231 14,887 17,125
Total Tax 1,042 1,353 1,403 1,731 Trade receivables 6,815 8,952 10,112 11,683
Effective tax rate (%) 19.0 18.1 16.0 16.0 Cash & Bank Balance 2,823 1,809 4,360 5,705
Other Current Assets 1,434 1,342 1,544 2,161
Profit after tax 4,440 6,114 7,367 9,088 Total Assets 45,507 51,293 57,215 65,731
Minority interest 44 78 80 83
Share Profit from Associate - - - - Equity
Equity Share Capital 253 253 253 253
Adjusted PAT 4,396 6,036 7,287 9,005 Other Equity 30,971 36,022 43,309 52,314
YoY gr. (%) 83.6 37.3 20.7 23.6 Total Networth 31,224 34,970 43,562 52,567
Margin (%) 11.7 13.0 14.2 15.4
Extra Ord. Income / (Exp) - - - - Non-Current Liabilities
Long Term borrowings 1,409 1,030 669 435
Reported PAT 4,396 6,036 7,287 9,005 Provisions 253 322 258 271
Yo gr. (%) 83.6 37.3 20.7 23.6 Other non current liabilities 16 23 20 18
Margin (%) 11.7 13.0 14.2 15.4
Current Liabilities
Other Comprehensive Income - - R R ST Debt / Current of LT Debt 2,097 3,168 2,059 1,339
Total Comprehensive Income 4,396 6,036 7,287 9,005 Trade payables 5,243 6,099 5,899 6,402
Equity Shares O/s (m) 126 126 126 126 Other current liabilities 3,635 3,998 3,024 2,759
EPS (Rs) 34.8 47.8 57.7 71.3 Total Equity & Liabilities 45,507 51,293 57,215 65,731
Source: Company Data, PL Research Source: Company Data, PL Research
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Cash Flow (Rs m)

Key Financial Metrics

Yl/e Mar FY19 FY20 FY21E FY22E Y/e Mar FY19 FY20 FY21E FY22E
PBT 4,440 6,114 7,367 9,088 Per Share(Rs)
Add. Depreciation 1,824 2,105 2,323 2,550 EPS 34.8 47.8 57.7 71.3
Add. Interest 189 165 150 89 CEPS 49.2 64.4 76.1 91.5
Less Financial Other Income 577 670 710 753 BVPS 247.1 276.8 344.8 416.0
Add. Other (1,144) 1,683 2,913 (9,054) FCF 195 22.2 34.6 (45.2)
Op. profit before WC changes 5,309 10,066 12,754 2,673 DPS 1.0 8.0 1.0 1.0
Net Changes-WC (130)  (2,987)  (4,303)  (4,656) Return Ratio(%)
Direct tax (1,069)  (1,883)  (1,892)  (1,892) RoCE 15.0 18.8 19.2 20.2
Net cash from Op. activities 4,110 5,197 6,559  (3,875) ROIC 13.7 17.4 19.2 20.9
Capital expenditures (1,641) (2,397) (2,192) (1,838) RoE 15.1 18.2 18.6 18.7
Interest / Dividend Income 4 5 5 5 Balance Sheet
Others (281)  (1,551) (194)  (1,328) Net Debt : Equity (x) 0.0 - (0.2) (0.2)
Net Cash from Invt. activities (1,918)  (3,944)  (2,381)  (3,160) Net Working Capital (Days) 119 126 136 140
Issue of share cap. / premium - - N - Valuation(x)
Debt changes (1,282)  (1,254)  (3,875) 8,175 PER 44.9 32.7 27.1 21.9
Dividend paid - - - - P/B 6.3 5.6 4.5 3.8
Interest paid (189) (165) (150) (89) P/CEPS 31.8 24.3 20.6 171
Others - - N - EV/EBITDA 28.5 21.8 18.4 14.9
Net cash from Fin. activities (1,471)  (1,419)  (4,025) 8,087 EV/Sales 5.2 4.2 3.8 3.3
Net change in cash 721 (165) 153 1,051 Dividend Yield (%) 01 0.5 0.1 0.1
Free Cash Flow 2,469 2,800 4,367 (5,713) Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m) Key Operating Metrics
Yl/e Mar Q1FY20 Q2FY20 Q3FY20 Q4FY20 Y/e Mar FY19 Y20 FYZ1E FY22E
A 10,110 12,126 11,390 10,048 Domestic Formulations 16,468 19,126 21,039 23,563
Yoy ar. (%) 18.4 215 202 205 Domestic API 2,020 2,509 2,810 3,035
. Mater-ial Expenses 3,626 4,007 3,815 8,269 Export Formulations 10,483 12,215 14,976 17,653
Gross Profit 6,484 8,029 7,575 6,779 Export API 6,826 9,222 10,423 12,131
Margin (%) 64.1 66.2 66.5 67.5 Source: Company Data, PL Research
EBITDA 1,950 2,616 2,654 1,927
YoY gr. (%) 71.1 51.4 145 10.3
Margin (%) 19.3 21.6 23.3 19.2
Depreciation / Depletion 420 451 461 454
EBIT 1,530 2,165 2,193 1,473
Margin (%) 15.1 17.9 19.3 14.7
Net Interest 45 41 38 35
Other Income 194 143 176 133
Profit before Tax 1,680 2,267 2,331 1,572
Margin (%) 16.6 18.7 20.5 15.6
Total Tax 359 307 365 294
Effective tax rate (%) 214 13.5 15.7 18.7
Profit after Tax 1,321 1,960 1,966 1,278
Minority interest - - - -
Share Profit from Associates - - - -
Adjusted PAT 1,321 1,960 1,966 1,278
YoY gr. (%) 101.5 63.7 22.7 16.7
Margin (%) 13.1 16.2 17.3 12.7
Extra Ord. Income / (Exp) - - - -
Reported PAT 1,321 1,960 1,966 1,278
YoY gr. (%) 1015 63.7 22.7 16.7
Margin (%) 13.1 16.2 17.3 12.7
Other Comprehensive Income 9) (33) - (33)
Total Comprehensive Income 1,312 1,927 1,966 1,244
Avg. Shares O/s (m) 126 126 126 126
EPS (Rs) 10.5 15.5 15.6 10.1
Source: Company Data, PL Research
June 17, 2020 6
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Price Chart Recommendation History

G No. Date Rating TP (Rs.) Share Price (Rs.)
T 1 4-May-20  Accumulate 1,728 1,619
p—t 2 18-Apr-20  Accumulate 1,728 1,498

3 14-Apr-20  Accumulate 1,826 1,603
1252 4 2-Mar-20  BUY 1,826 1,361
725 | 5 13-Feb-20 BUY 1,826 1,423
6 3-Jan-20 Accumulate 1,238 1,139
A . < p = 5 > = 7 8-Nov-19  Accumulate 1,238 1,074
s g S g = 3 S 8 3-Oct-19 Accumulate 1,008 905
i ° i ° i ° ) 9 14-Aug-19  Accumulate 1,008 940
10 4-Jul-19 BUY 908 949
Analyst Coverage Universe
Sr. No. Company Name Rating TP (Rs) Share Price (Rs)
1 AurobindoPharma ~ Accumulate 88 759
2 Cadila Healthcare Sell 263 324
3 Cipla Reduce 542 570
4 Dr. Lal PathLabs Sell 895 1,583
5 Dr. Reddy's Laboratories Accumulate 4,326 3,915
6 Eris Lifesciences Accumulate 576 520
7 Glenmark Pharmaceuticals Sell 257 314
8 Indoco Remedies Hold 259 236
9 Ipca Laboratories Accumulate 1,728 1,619
10 Jubilant Life Sciences Hold 414 445
11 Lupin BUY 1,001 870
12 Sun Pharmaceutical Industries Hold 467 450
13 Thyrocare Technologies Sell 307 503
PL’s Recommendation Nomenclature (Absolute Performance)
Buy o >15%
Accumulate : 5% to 15%
Hold : +5% to -5%
Reduce : -5% to -15%
Sell T <-15%
Not Rated (NR) . No specific call on the stock
Under Review (UR) : Rating likely to change shortly
June 17, 2020 7
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Surajit Pal- PGDBA, CFA, M.Com, Mr. Tausif Shaikh- BA, Major in Economics, Financial Management Research Analysts, 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. We 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.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Surajit Pal- PGDBA, CFA, M.Com, Mr. Tausif Shaikh- BA, Major in Economics, Financial Management Research Analysts of this report have not received any
compensation from the companies mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts 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.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
for the subject company

Our sales people, traders, and other professionals or affiliates 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 may make investment decisions that are 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.

PL and its associates, their directors and employees may (a) from time to time, have a long or short position in, and buy or sell the securities of the subject company 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 subject company or act as an
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