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IPCA Labs
Dual engines shoot margins to record levels; maintaining a Buy

Ipca’s Q1 FY21 result was boosted by strong momentum in its of
business and supplies of Covid’19-related drugs (sales of ¥2.6-3bn).
Sales grew 42.3% y/y to %¥15.3bn. Gross and EBITDA margins were a
record 71.9%/38%, expanding 952/2037bps on one-time supplies of
drugs with lofty margins and higher operating leverage. Adj. PAT grew
a stunning 259% to T4.4bn. We inctease our FY2le/22e/23e
28.6%/12.8%/14.1%. Strong traction in India formulations and exports
and investment in raising API capacity and backward integration are
likely to boost earnings 26.5% over FY20-23. We retain our Buy rating
on the stock, with a higher target of ¥2,300.

Pace of domestic formulations unhurt by the slowdown. Domestic
formulations had the highest quartetly sales F4.9bn, rising 8% y/y). Q1 sales were
boosted by Covid’19-related drug supplies. Adjusting for this growth was 2%. We
believe a domestic business 12% CAGR over FY20-23 is possible aided by
momentum in the base portfolio and launches of products in newer therapies.

Momentum in APIs continue strong. API sales grew 72% to ¥5.1bn. Of
this, domestic API sales doubled (up 209%) to ¥2bn. The company is also
investing 32.5-3bn on setting up a plant at Dewas, which will boost overall
API capacity 20%. It expects this segment to grow faster and contribute 30%
to sales (27% in FY20) in the next few years. We expect the API business to
register a 16% CAGR over FY20-23.

Valuation. Ipca has grown robustly due to a pickup in its businesses and
from opportunities in supplying Covid-19 drugs. We expect benefits from
such supplies to come in Q2 FY21, after which growth will be driven by
exports, pain management and launches in India. The stock trades at 22x and
19x FY22e and FY23e EPS. We retain our Buy with a higher target of 32,300.
Risks: Price cuts in the domestic portfolio, currency fluctuations, increase in
remediation costs for US plants.

Key financials (YE Mar) FY19 FY20 FY21e FY22e FY23e
Sales (T m) 37,732 46,487 55,299 62,557 69,561
Net profit (% m) 4,635 6,416 11,071 11,477 13,074
EPS ) 36.7 508 87.6 90.8 1035
PE (x) 26.8 393 28 220 19.3
EV/ EBITDA (x) 176 266 16.2 15.2 12.9
PBV (x) 40 6.9 55 45 37
RoE (%) 16.0 19.0 2.9 224 21.0
RoGE (%) 12.7 16.2 237 206 19.7
R&D 03 03 0.4 0.4 05
Net debt / equity (x) 0.0 0.0 0.1 0.2 03

Source: Company, Anand Rathi Research
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Ipca Labs — Dual engines shoot margins to record levels; maintaining a Buy

Quick Glance - Financials and Valuations

Fig 1 —Income statement (X m)

Fig 2 - Balance sheet (X m)

Year-end: Mar FY19 FY20 FY21e FY22e FY23e Year-end: Mar FY19 FY20 FY21e FY22e FY23e
Share capital 253 253 253 253 253
Net revenues 37,732 46,487 55299 62,557 69,561 Net worth 31,224 36,275 46,140 56,367 68,018
Growth (%) 14.9 232 19.0 13.1 11.2 Debt 4,650 5,283 3,583 3,183 2,783
Direct costs 12,397 16441 17,716 20,681 22,942 Minority interest 155 136 136 136 136
SG&A 18,229 20,552 22,451 26,149 28,868 DTL / (Assets) 1,457 1,398 1,398 1,398 1,398
EBITDA 7,105 9,494 15,132 15,727 17,752 Capital employed 37,486 43,092 51,258 61,085 72,335
EBITDA margins (%) 18.8 204 274 25.1 255 Net tangible assets 17,465 19,225 19,981 20,441 20,706
- Depreciation 1,824 2105 2295 2504 2,713 Net intangible assets 1,770 1,363 1,812 1,849 1,870
Other income 390 519 696 789 895 Goodwill 472 624 624 624 624
Interest expenses 189 165 125 111 97 CWIP (tang. & intang.) 361 708 708 708 708
PBT 5,483 7,467 13,408 13,900 15,836 Investments (strategic) 301 337 337 337 337
Effective tax rate (%) 19.0 17.5 17.5 17.5 17.5 Investments (financial) 904 2,759 2,759 2,759 2,759
+ Associates / (Minorities) -18 -78 -18 -18 -18 Current assets (ex cash) 21,394 25753 27,396 31,532 34,499
Net income 4,448 6,063 11,071 11,477 13,074 Cash 2,823 1,809 7,269 14,071 22,419
Adjusted income 4,635 6,416 11,071 11,477 13,074 Current liabilities 8,002 9,486 9,629 11,235 11,587
WANS 126 126 126 126 126 Working capital 13,392 16,268 17,768 20,297 22,913
FDEPS (% / sh) 36.7 50.8 87.6 908 1035 Capital deployed 37,486 43,092 51,258 61,085 72,335
R&D (% of sales) 25 25 25 25 25 Contingent liabilities 404 - - - -
Fig 3 — Cash-flow statement (¥ m) Fig 4 — Ratio analysis
Year-end: Mar FY19 FY20 FY2le FY22%e FY23e Year-end: Mar FY19  FY20 FY2le FY22e FY23e
PBT (adj. other inc. / int.) 5281 7,113 12,837 13,223 15,038 PJE (x) 26.8 39.3 228 220 19.3
+ Non-cash items 1,824 2105 2295 2504 2713 EV/EBITDA (x) 176 266 162 152 129
Oper. prof. before WC 7,106 9218 15132 15727 17,752 EV/Sales (x) 33 5.4 44 3.8 3.3
- Incr. / (decr.) in WC 1,285 2,876 1,500 2530 2,616 P/B (x) 4.0 6.9 55 45 37
Others incl. taxes 1,164 1411 2346 2433 2,771 RoE (%) 16.0 19.0 26.9 22.4 21.0
Operating cash-flow 4657 4930 11,285 10,765 12,364 RoCE (%) - after tax 12.7 162 237 206 197
- Capex (tang. + intang.) 1,632 3,958 3,500 3,000 3,000 ANDA filings 48.0 48
Free cash-flow 3,025 972 7,785 7,765 9,364 DPS (% /sh) 3.0 5.0 79 8.2 9.3
Acquisitions - - - - - Dividend yield (%) 0.3 0.3 0.4 0.4 0.5
- Div. (incl. buyback & taxes) 457 762 1206 1,250 1,424 Dividend payout (%) - incl. DDT 10.3 12.6 10.9 109 109
+ Equity raised 0 - - - Net debt / equity (x) 0.0 0.0 -0.1 -0.2 0.3
+ Debt raised -1,626 634 -1,700  -400  -400 Receivables (days) 66 70 64 64 64
- Fin investments 336 1,891 - - - Inventory (days) 104 104 89 92 89
- Misc. (CFl + CFF) (711)  (33)  (580)  (687)  (807) Payables (days) 62 60 56 60 56
Net cash-flow 1318 -1014 5460 6802 8348  CFO:PAT% 1005 769 1019 938 946
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research
Fig 5 — Price movement Fig 6 — Revenue break-up (Q1 FY21)
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] Result highlights

Fig 7 — Quarterly financials (¥ m)
X m) Q4FY18 Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 Q2FY20 Q3FY20 Q4FY20 Q1FY21 % YIY % QQ
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Source: Company, Anand Rathi Research, consolidated
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Fig 8 — Revenue break-up
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J Concall highlights, Key takeaways

Result highlights

B Sales of ¥260m spilled over from Q4 FY20.

B Further sales contribution from supplies of Covid-19 drugs was
%2.6bn. Sales of these products were spread across most segments

B Incremental Covid-19 drug sales had very high gross margins (over
80%)

B Management expects some benefit from supplies of these drugs to
come Q2 FY21, after which supplies might be normal.

Domestic

B India formulations accounted for 50% of sales in Q1 FY21.

B The lockdown had a 12% impact on its India business growth. Key
therapies impacted were anti-bacterials, dermatologicals and
ophthalmologicals.

B Adjusted for institutional sales and the added sales of HCQS, India
branded sales growth was 2%.

B Management talked of 12% growth in India formulations in the
next 2-3 quarters.

B Plants catering to domestic formulation have 75% utilization.

The API husiness

The company plans to add 300 tons of API at Dewas, which will
boost its overall capacity by 20%.

In the short term, further APl sales will be driven by de-
bottlenecking, which would also enhance profitability in this line of
business.

70% of API sales are generated from three therapies: cardio, anti-
malarials and pain management.

API capacity operating at optimal levels.

The company will be applying for certain products in the PLI
scheme.

It plans to invest ¥2.5bn-3bn on the new Dewas plant and may take
15 months to set it up.

It has identified a basket of 5-6 KSMs (intermediates) which it
would like to manufacture at the new Dewas site.

In the UK it is setting up a direct front-end (likely by Q3 FY21) as
its pattner is facing some problems in making timely payments.

US remediation

It has completed remediation for three US-centric plants and is
now awaiting the US FDA to come forward with timelines for re-
inspection.

Anand Rathi Research
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B Management talked of 18-19% sales growth in FY21 if the
domestic formulations market recovers.

APIs are expected to grow 20% in FY21.

Institutional business may have sales of I2bn in FY21. The
business can achieve peak sales of ¥4 bn.

B The gross margin may improve to 68-69% in FY21 due to lower
material costs.

B Overall other expense to grow 5-6% in FY21

Fig 9 — Sales break-up assumptions
X m) FY21e FY22e FY23e

Formulations 25,436 28,542 31,508
% of sales 49.2 48.6 48.1
% yly 176 122 10.4
Domestic 21,421 24,206 26,369
% of formulations 84.2 84.8 85.3
% yly 12.0 13.0 11.0
Exports 4,015 4,336 4,640
% of formulations 15.8 15.2 14.7
% yly 60.0 8.0 7.0
APIs 26,248 30,186 33,997
% of sales 50.8 51.4 51.9
% yly 224 15.0 126
Total 15,919 18,205 20,338

Source: Company, Anand Rathi Research

Fig 10 — Growth driven by strong performance in all divisions  Fig 11— Gross margins expected to stabilize at 68-69%

(m)
18,000
16,000
14,000
12,000
10,000

8,000

6,000

4,000

2,000

0

Q1FY19
Q2FY19
Q3FY19
Q4FY19

Sales —Growth YoY (RHS)

Source: Company, Anand Rathi Research

Q1FY20

Q2FY20

(%) Rm) (%)
45 12,000 73
40
10,000 7
35
30 8,000 69
25
6,000 67
20
15 4,000 65
10
2,000 63
5
0 0 61
IS S 5 2 2 2 2 & 8 & & &
& N o > > > > = = > = >
w [T o [T [T [T [T [T [T [T [T [T
& =3 = b~ N s} = — Y} 52 = =
3 S S <] S S S <] o] S S <]

Gross Profit  —Gross Margins (RHS)

Source: Company, Anand Rathi Research

Anand Rathi Research



12 August 2020 Ipca Labs — Dual engines shoot margins to record levels; maintaining a Buy

Fig 12— EBITDA margins at current levels may not sustain Fig 13 — Profit growth likely to sustain in quarters ahead
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Fig 14 — Momentum in APIs continues to be strong Fig 15— Domestic business to grow at higher rate ahead
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Fig 16 — Key therapeutic growth in Q1 FY21
Key therapies (X m) Q1 FY20 Q1 FY21 YIY (%) Q4 FY20 Q/Q (%)

Pain / Analgesics 1,327 1,481 11.6 1,478 02
Anti Malarials 584 815 39.5 735 10.9
Cardiac 790 870 10.2 919 -5.3
Anti-infectives 286 219 -23.3 393 -44.1
Gastro-intestinals 334 317 5.2 320 -0.8
Anti-neoplastics 251 315 25.7 292 8.0
Anti-diabetes 240 255 6.4 259 -1.6
Derma 192 170 -11.5 250 -32.0
Neuro / CNS 202 218 7.5 233 6.5
Total domestic sales 4,540 4,989 9.9 5,349 -6.7

Source: AIOCD
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Fig 17 — Performance of key brands in Q1 FY21 ¥ m)
Brands Molecule Therapy Chronic/Acute Q1FY20 Q1FY21 Y/Y (%) Q4FY20 Q/Q (%)

Zerodol Sp Aceclofenac + paracetamol + serratiopeptidase Pain Management  Chronic 455 525 15.4 513 2.3
Hcgs Hydroxychloroquine Rheumatology Chronic 282 495 75.5 381 29.9
Zerodol P Aceclofenac + paracetamol Pain Management  Chronic 293 337 15.0 311 84
Folitrax Methotrexate Rheumatology Chronic 159 190 19.5 179 6.1
Zerodol Th Thiocolchicoside + aceclofenac Pain Management ~ Chronic 121 155 28.1 144 7.6
Lariago Chloroquine Anti-Malarial Acute 74 109 47.3 114 4.4
Larinate Artesunate Anti-Malarial Acute 78 63 -19.2 87 -27.6
Ctd Chlorthalidone Cardio Chronic 121 125 3.3 142 -12.0
Glycinorm M Gliclazide Anti-Diabetic Chronic 126 129 24 133 -3.0
Ctd-T Telmisartan + chlorthalidone Cardio Chronic 103 133 29.1 135 -1.5

Domestic sales 4,540 4,989 9.9 5,349 -6.7

Source: AIOCD

Anand Rathi Research 7
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] valuations

Factoring in the better-than-expected operating efficiency, we raise our
FY21e/FY22¢/FY23e; EBITDA by 25.3%/12.3%/13.9% and PAT by
28.6%/12.8%/14%.

Fig 18 — Change in estimates

R'm

Fy2te FY22e  Fy23e  FY20e Fy21te FY23e  Fy2te FY22e  Fy23e

Revenue 2.7 22 1.5 2.7 22 1.5 2.7 22 1.5
EBITDA 25.3 12.3 13.9 25.3 12.3 13.9 25.3 12.3 13.9
PAT 28.6 12.8 14.1 28.6 12.8 14.1 28.6 12.8 14.1

Source: Anand Rathi Research

Ipca has grown robustly due to a pickup in its businesses and from
opportunities in supplying Covid-19 drugs. We expect benefits from such
supplies to come in Q2 FY21, after which growth will be driven by exports,
pain management and launches in India. The stock trades at 22x and 19x
FY22e and FY23e EPS. We retain our Buy with a higher target of 32,300.

Fig 19 — PE band, one-year-forward Fig 20 — Standard deviation, one-year-forward
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Price cuts in the domestic portfolio.

B Delay in product approvals/launches.
B Currency fluctuations.
| |

Increase in remediation costs for the US plants.
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Fig 21 — Key data
RATING CMP TP MCap EPS R)

FY21e FY22e FY23e FY2le FY22e FY23e FY2le FY22e

FY21e FY23e

Aarti Drugs Buy 2098 2090 489 1019 1124 1440 20.6 18.7 14.6 10.9 9.8 75 31.0 26.1 26.0
Ajanta Hold 1631 1614 1423 57.8 73.2 87.8 28.2 22.3 18.6 14.4 12.3 13.3 18.8 19.1 20.1
Alembic Hold 1079 985 2122 45.6 46.6 53.0 23.7 23.1 20.4 15.8 14.8 12.9 24.3 21.0 204
Alkem Hold 2877 3145 3440 106.0 1239 136.8 271 23.2 21.0 21.2 17.9 15.9 19.2 19.6 18.9
Zydus Cadila Hold 384 431 3932 151 175 196 255 220 196 159 140 124 143 1563 155
Eris Hold 564 565 715 242 26.0 27.9 23.3 21.6 20.2 17.7 15.8 14.0 23.0 20.9 19.2
Granules India Buy 317 330 78.4 17.5 21.8 27.2 18.1 14.6 11.6 9.9 7.9 6.1 21.8 224 230
Indoco Remedies Sell 253 190 233 75 103 125 335 245 203 137 114 9.5 97 120 129
Ipca Labs. Buy 1995 2300 2531 87.6 90.8 1035 22.8 22.0 19.3 16.2 15.2 12.9 26.9 224 21.0
JB Chemicals Sell 774 720 62.2 375 43.7 49.8 20.6 17.7 15.6 12.4 10.3 8.6 18.9 19.2 19.2
Natco Pharma Hold 827 712 150.5 27.3 29.3 334 30.3 28.2 24.8 18.8 16.8 14.8 12.5 121 12.4
Neuland Hold 798 795 102 367 445 530 218 179 150 76 6.0 7.0 441 6.1 71
Pfizer Hold 4552 4449 2082 1103 1229 1320 413 37.0 345 271 24.1 21.8 141 141 13.7
Suven Pharma Buy 691 695 87.9 28.9 34.9 41.3 23.9 19.8 16.7 15.9 12.8 10.1 37.3 34.3 31.7

Torrent Pharma Buy 2823 2995 4777 660 820 1006 428 344  28.1 19.7 164 164 202 234 244

Source: Company, Anand Rathi Research
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32 13-Feb-20 Hold 1530 1420

33 21-Apr20 Buy 1,900 1,599

34 15-Jul-20 Buy 1,990 1,662

Anand Rathi Ratings Definitions

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (<US$1bn) as described
in the Ratings Table below:

Ratings Guide (12 months)

Buy Hold Sell
Large Caps (>US$1bn) >15% 5-15% <5%
Mid/Small Caps (<US$1bn) >25% 5-25% <5%
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