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Alkem Laboratories BUY
Maintained

Strong performance and outlook Rs2,980

Alkem Laboratories (Alkem) reported Q1FY21 performance significantly above
our estimates on profitability front with beat of 2/85/112% on
revenue/EBITDA/PAT front. Revenue growth was heathy at 8.3% YoY to Rs20.0bn
(I-Sec: Rs19.6bn) driven by 38.3% increase in US sales. India business
contributed ~58% to the revenues and we believe it would be the key value driver
for Alkem, though India sales were down 5.5% in Q1FY21 impacted by lockdown.

EBITDA margin improved 1,230bps YoY to 26.6% largely driven by impressive

cost control with 930bps decline in S,G&A expenses. We remain positive on the

long-term outlook given sustainable growth in the domestic market and
continued scale-up in US generic business, though near term outlook remains
uncertain considering its large acute portfolio. Reiterate BUY.

» Steady revenue growth despite drop in India sales: Domestic revenues reported
a decline of 5.5% YoY mainly due to nationwide lockdown. There was a spillover of
sales from Q4FY20, adjusting for the same the decline would be ~15%. The decline
in secondary sales (IQVIA) was 11.8% in Q1FY21 vs industry decline of 4.9%, due
to higher acute concentration which was the worst affected during lockdown. US
revenues grew 5.1% QoQ to US$89mn (+29.1% YoY). New launches and market
share gain in key products aided the higher than estimated performance. Successful
USFDA audits at company’s key facilities in past twelve months would ensure filing
and launch of new products that would help maintain the growth momentum in US.

» EBITDA margin surprised positively: EBITDA margin improved 1,230bps to
26.6% on back of improved gross margin and lower S,G&A expenses. Gross margin
improved 190bps led by better product mix and favorable currency. We believe
improvement in gross margin and EBITDA margin is partially sustainable. Overall,
we expect EBITDA margin improvement of 330bps over FY20-FY22E to be driven
by increasing contribution from chronic segments in India, improving MR productivity
and controlled costs.

» Outlook: We expect Alkem to register 10.6% revenue and 19.5% PAT CAGRs over
FY20-FY22E with margin expansion of 330bps to 21.0%. Strong earnings growth
along with reduced capex requirement would help in high free cashflow generation
of ~Rs25bn over FY21E-FY22E. It would also drive the return ratios, RoE and RoCE
higher to 20.8% and 18.1% respectively by FY22E.

» Valuations and risks: We raise earnings estimates by 11-22% for FY21E-FY22E to
factor in higher US sales, better gross margin profile and lower S,G&A expenses.
We raise target P/E to 26x from 24x considering strong India business and
improving margin profile leading to better return ratios. We maintain BUY with a
revised target of Rs3,500/share based on 26xFY22E EPS (earlier Rs2,902/share).
Key downside risks: regulatory hurdles and delay in product approvals in the US.

Market Cap Rs357bn/US$4.8bn Year to Mar FY19 FY20 FY21E FY22E
Reuters/Bloomberg ALKE.BO/ALKEM IN Revenue (Rs mn) 73,572 83,444 92,378 102,158
Shares Outstanding (mn) 119.6 Net Income (Rs mn) 7,706 10,957 14,657 16,092
52-week Range (Rs) 2982/1706 EPS (Rs) 63.6 94.3 122.6 134.6
Free Float (%) 34.0 % Chg YoY 9.4 48.2 30.0 9.8
Fll (%) 4.0 P/E (x) 46.8 31.6 24.3 22.1
Daily Volume (USD/'000) 6,085 CEPS (Rs) 79.3 115.4 145.4 158.3
Absolute Return 3m (%) 16.6 EV/E (x) 31.9 24.5 17.7 16.1
Absolute Return 12m (%) 771 Dividend Yield (%) 0.5 0.8 1.0 1.1
Sensex Return 3m (%) 21.7 RoCE (%) 12.7 15.9 18.0 18.1
Sensex Return 12m (%) 4.9 RoE (%) 14.8 19.4 22.0 20.8

Please refer to important disclosures at the end of this report
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Q1FY21 result and earnings call highlights

Net sales grew 8.3% YoY in Q1FY21 to Rs20.0bn led by growth in export markets.

Domestic formulation sales declined 5.5% YoY and 8.2% QoQ to Rs11.6bn.
The sales were impacted due to the nationwide lockdown. Lower patient footfall in
OPDs and private clinics affecting new prescriptions caused a decline. This was
more pronounced in the acute therapies. Restrictions have eased with gradual
improvement of footfalls at OPDs. Anti-infectives and gastro-intestinal fared better
than the industry during the quarter. Company expects Q2FY21 to perform better
than Q1FY21.

Company’s anti-infectives and derma portfolio declined sharply by 22.1% and
35.7% respectively dragging the company’s overall growth. Other acute therapies
like gastro-intestinal and pain/analgesics also declined. VMN was the only
exception with a growth of 3.9% during the quarter. Growth across emerging
therapies for Alkem remains strong. Anti-diabetic segment grew 11.7% and
cardiac grew 13.9%. Company is the second largest trade generics player in India
and is witnessing strong double digit growth in the segment even in the current
environment.

Domestic formulations contributed 57.6% to total revenues. Company has a field
force of ~11,000. Company doesn’t intend to add anymore MRs in FY21.
Company utilised digital marketing during the current quarter.

US formulation sales grew 9.8% QoQ and 29.1% YoY to US$89mn. The growth
was driven by new launches and market share gain in existing products. US
contributed 33.3% of total revenues. Company launched fiver products, filed four
ANDAs and received two approvals (incl. one tentative approval) during Q1FY21
taking cumulative approvals to 90 including 13 tentative approvals. In total, the
company has filed 148 ANDAs including two NDA. Company expects to file 12-15
ANDAs and launch ~10-12 products in FY21.

Exports to other international markets grew 8.6% YoY to Rs1.2bn, contributing
5.9% of total revenues during the quarter. Chile and Kazakhstan registered
healthy growth during the quarter.

Gross margin improved 190bps YoY and 710bps QoQ to 63.4% in Q1FY21
compared to 61.5% in Q1FY20 with improving business and product mix.
Controlled other expenses aided EBITDA margin expansion of 1230bps YoY
(+1180bps QoQ) to 26.6%.

Adjusted PAT grew 127.5% YoY to Rs4.2bn with strong operational.
Capex is expected to be Rs3.5bn for FY21.

R&D expenses for the company stood at 5.9% for the quarter. Alkem expects R&D
expenses to be ~5-6% of sales for FY21 with a large part geared to the
international market.

Effective tax rate for the company would be ~12-14% for FY21E.
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Table 1: Q1FY21 result review
(Rs mn, year ending March 31)

Q1FY21 Q1FY20 YoY % Chg Q4FY20 QoQ % Chg
Net Sales 20,035 18,495 8.3 20,490 (2.2)
EBITDA 5,332 2,645 101.6 3,030 75.9
Other income 435 175 149.0 275 58.4
PBIDT 5,767 2,820 104.5 3,305 74.5
Depreciation 668 558 19.7 631 6.0
Interest 171 161 6.1 142 20.8
PBT 4,928 2,100 134.6 2,353 109.4
Tax 696 227 206.0 438 59.0
Minority Interest 12 18 (35.2) 28 (57.4)
Adjusted PAT 4,220 1,855 127.5 2,034 107.5
Extra ordinary income/ (exp.) - - (180)
Reported PAT 4,220 1,855 127.5 1,888 123.6
EBITDA margins (%) 26.6 14.3 1230bps 14.8 1180bps
Source: Company data, I-Sec research
Table 2: Revenue mix
(Rs mn, year ending March 31)
Q1FY21 Q1FY20 YoY % Chg Q4FY20 QoQ % Chg
Domestic 11,550 12,222 (5.5) 12,576 (8.2)
Exports 7,853 5,912 32.8 7,523 4.4
us 6,664 4,817 38.3 6,068 9.8
Others 1,189 1,095 8.6 1,455 (18.3)
Other Op Income 632 361 75.0 391 61.7
Total 20,035 18,495 8.3 20,490 (2.2)

Source: Company data, I-Sec research

Revising sales and earnings estimates

For FY20-FY22E, we forecast net sales and earnings to increase at CAGRs of 10.6%
and 19.5% respectively. We raise earnings estimates by 11-22% for FY21E-FY22E to
factor in higher US sales, better gross margin profile and lower S,G&A expenses.

Table 3: Earnings revision

FY21E FY22E
Total sales (Rs mn)
Sales — new 92,378 102,158
Sales — old 91,366 101,251
Change (%) 1.1 0.9
EPS (Rs)
EPS — new 122.6 134.6
EPS - old 100.6 120.9
Change (%) 21.9 11.3

Source: I-Sec research
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Valuations

We expect Alkem to witness an earnings CAGR of 19.5% over FY20-FY22E driven by
revenue CAGR of 10.6% and EBITDA margin expansion to 21.0% in FY22E from
17.7% in FY20. Return ratios (RoE and RoCE) would improve with margin expansion
led by strong growth in India. The stock currently trades at valuations of 24.3xFY21E
and 22.1xFY22E earnings and EV/EBITDA multiple of 17.7xFY21E and 16.1xFY22E.
We remain positive on the long-term outlook considering the company’s strong brand
presence in the domestic market with sustainable growth and scale-up of US generic
business (58 pending ANDAs). We raise target P/E to 26x from 24x considering strong
India business and improving margin profile leading to better return ratios and
maintain BUY with a revised target price of Rs3,500/share based on 26xFY22E
earnings (earlier Rs2,902/share based on 24xFY22E).

Chart 1: 1-year forward P/E
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Summary financials (consolidated)

Table 4: Profit & Loss statement

(Rs mn, year ending March 31)

Table 6: Cashflow statement
(Rs mn, year ending March 31)

FY19 FY20 FY21E FY22E
Domestic 48,742 54,540 58,416 65,377
Exports 23,917 27,379 32,354 35,056
Total Gross Sales 72,659 81,920 90,770 100,433
Excise - - - -
Other Operating Income 913 1,524 1,608 1,725
Total Net Revenue 73,572 83,444 92,378 102,158
YoY Growth% 14.9 134 10.7 10.6
Total Op. Exp. 62,379 68,710 72,368 80,688
EBITDA 11,193 14,734 20,009 21,470
Margins % 15.2 17.7 21.7 21.0
YoY Growth% 8.1 31.6 35.8 7.3
Depreciation 1,877 2,528 2,728 2,838
EBIT 9,316 12,206 17,282 18,632
Other Income 877 1,042 1,146 1,261
Interest 546 651 715 471
EO ltems - - - -
PBT 9,647 12,598 17,714 19,422
Tax 1,810 1,419 2,834 3,107
Tax Rate (%) 18.8 11.3 16.0 16.0
Minority Interest 131 222 222 222
Reported PAT 7,706 10,957 14,657 16,092
Adj. PAT 7,706 10,957 14,657 16,092
Net Margins (%) 10.5 13.1 15.9 15.8
Source: Company data, I-Sec research
Table 5: Balance sheet
(Rs mn, year ending March 31)

FY19 FY20 FY21E FY22E
Paid-up Capital 239 239 239 239
Reserves & Surplus 54,154 61,368 71,610 82,854
Total Equity 54,393 61,607 71,849 83,093
Minority Interest 1,326 1,483 1,705 1,928
Total Debt 9,441 17,009 12,049 7,094
Deferred Liabilities (7,073) (9,326) (9,326) (9,326)
Capital Employed 58,087 70,773 76,278 82,789
Current Liabilities 16,919 19,335 20,762 22,918
Total Liabilities 75,006 90,108 97,040 105,707
Net Fixed Assets 30,234 32,710 33,482 34,644
Investments 957 915 1,013 1,120
Inventory 14,999 18,188 19,157 21,359
Debtors 12,484 16,494 18,260 20,193
Other Current Assets 7,437 9,180 10,144 11,198
Cash and Equivalents 8,895 12,621 14,985 17,193
Total Cur. Assets 44,772 57,398 63,557 71,063
Total Assets 75,006 90,108 97,040 105,707

Source: Company data, I-Sec research

FY19 FY20 FY21E FY22E
PBT (Adj. for Extraordinary) 9,547 12,598 17,714 19,422
Depreciation 1,877 2,528 2,728 2,838
Net Chg in WC (2,041) (5,429) (2,307) (3,074)
Taxes (2,511) (2,834) (2,834) (3,107)
Others 379 (1,662) 36 40
CFO 7,250 5,200 15,336 16,118
Capex (5,269) (3,476) (3,500) (4,000)
Net Investments made 1,662 (4,454) (98) (107)
Others 443 517 - -
CFl (3,164) (7,414) (3,598) (4,107)
Change in Share capital - - - -
Change in Debts (1,057) 5,838 (4,959) (4,955)
Div. & Div Tax (2,186) (4,396) (4,415) (4,847)
Others 5 5,077 - -
CFF (3,238) 6,519 (9,374) (9,802)
Total Cash Generated 848 4,306 2,364 2,208
Cash Opening Balance 5,768 6,616 10,922 13,286
Cash Closing Balance 6,616 10,922 13,286 15,494
Source: Company data, I-Sec research
Table 7: Key ratios
(Year ending March 31)

FY19 FY20 FY21E FY22E
Adj EPS 63.6 94.3 122.6 134.6
YoY Growth% 9.4 48.2 30.0 9.8
Cash EPS 79.3 115.4 145.4 158.3
EBITDA - Core (%) 15.2 17.7 21.7 21.0
NPM (%) 10.5 131 15.9 15.8
Net Debt to Equity (x) 0.0 0.1 (0.0) (0.1)
P/E (x) 46.8 31.6 24.3 221
EV/EBITDA Core (x) 31.9 24.5 17.7 16.1
P/BV (x) 6.4 5.6 4.8 4.2
EV/Sales (x) 4.8 4.3 3.8 3.4
RoCE (%) 12.7 15.9 18.0 18.1
RoE (%) 14.8 19.4 22.0 20.8
RolC (%) 13.2 16.1 18.3 18.8
Book Value (Rs) 455 515 601 695
DPS (Rs) 16.0 23.6 30.7 33.7
Dividend Payout (%) 252 25.0 25.0 25.0
Div Yield (%) 0.5 0.8 1.0 1.1
Asset Turnover Ratio 1.0 1.0 1.0 1.0
Avg Collection days 58 63 69 69
Avg Inventory days 73 73 74 72

Source: Company data, I-Sec research
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