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Equity Shares (m) 126
M.Cap.(INRb)/(USDb) 253.8/3.5
52-Week Range (INR) 2175/ 844
1, 6, 12 Rel. Per (%) 16/68/106
12M Avg Val (INR M) 498

Financials & Valuations (INR b)

Y/E MARCH 2020 2021E 2022E
Sales 46.5 555 616
EBITDA 96 154 154
Adj. PAT 6.5 112 11.2
EBIT Margin (%) 16.1 240 215
Cons. Adj. EPS (INR) 51.4 89.0 88.7
EPS Gr. (%) 416 732 -0.3
BV/Sh. (INR) 287.9 363.5 439.0
Ratios

Net D:E -0.1 -0.2 -03
RoE (%) 192 273 221
RoCE (%) 17.8 253 209
Payout (%) 14.8 15.0 15.0
Valuations

P/E (x) 39.2 226 227
EV/EBITDA (x) 263 159 155
Div. Yield (%) 04 07 07
FCF Yield (%) 16 33 35
EV/Sales (x) 54 44 39

Shareholding pattern (%)

As On Jun-20 Mar-20 Jun-19
Promoter 46.1 46.1 46.1
DIl 28.2 26.7 24.1
Fil 124 12.6 15.6
Others 13.3 14.6 14.3

FIl Includes depository receipts

CMP: INR2,008 TP: INR2,420 (+20%) Buy

A supernormal quarter

On a strong growth trajectory even post adjusting for HCQS business
Ipca Laboratories (IPCA) delivered a phenomenal performance, with
unprecedented high sales/EBITDA/PAT for the quarter. This was led by
Export Formulations and Domestic APls. COVID-19-led demand for
Hydroxychloroquine Sulfate (HCQS) sustained the momentum in API, and
the spillover of some business QoQ aided 3x YoY PAT for 1QFY21.

B We raise our EPS estimate by 36%/15% for FY21/FY22 to factor: (a) HCQS-
led opportunity, (b) an improving outlook / reduced opex for Domestic
Formulations (DF), and (c) lower raw material cost. We further raise the PE
multiple to 25x (in line with the five-year average) from 23x earlier to factor
IPCA’s capability to: (a) grow better than the industry in DF and (b) benefit
from supply disruption in the APl industry and increased backward
integration driving better gross margins. Accordingly, we revise our TP to
INR2,420 (from INR1,955 earlier) and reiterate Buy on the stock.

Strong beat on earnings

m |PCA’s 1QFY21 sales were up 42% YoY to INR15.3b (our estimate: INR11.7b),
led by strong growth in Export Formulations and API.

m Exports (Generic Formulations) grew 89% YoY to INR2.4b (16% of sales). API
grew 72% YoY to INR5.2b (33% of sales) for the quarter.

m Branded Formulations exports grew 46% YoY to INR1.3b (9% of sales).
Institutional Sales exports rose to INR887m YoY from INR273m. DF sales
grew 8% YoY to INR4.9b (32% of sales).

B The gross margin (GM) was up 940bp YoY at 71.7%, led by a superior
product mix.

B The EBITDA margin further expanded by ~1,980bp YoY to 38.2% on account
of a better GM and strong operating leverage (employee cost / other
expenses down 330bp/710bp YoY).

m EBITDA at INR5.9b (our estimate: INR2.5b) was ~3x YoY.

B PAT stood at INR4.4b (our estimate: INR1.7b) and was ~3.6x YoY.

Highlights from management commentary

m COVID-19-led CQS/HCQS sales stood at INR2.6b for 1QFY21.

B  Overall sales are expected to grow 18-19% YoY in FY21, with 10-12%
growth in the DF business, a 20% YoY increase in API, and better
opportunities in Export Formulations. Gross margins are expected to expand
100—-150bps YoY in FY21 on lower raw material cost and a product mix
change.

m Overall, operational expenses are expected to grow 5-6% YoY in the near
term.

m  With environmental clearance in place, IPCA would commence construction
at Dewas post the monsoons; it intends to spend INR2.5-3b capex over the
next 15M to expand API capacity.
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Valuation and view

B We expect an earnings CAGR of 31% (FY20-22), supported by: a) a sales CAGR of
20% in International Generics and 22% in API, b) healthy outperformance by the
DF segment, and c) 500bp margin expansion owing to a better product mix and
operating leverage. Optically, FY22 earnings may look flat YoY. However,
adjusted for HCQS, we expect healthy YoY growth in FY22 as well.

m  We value IPCA on a 25x 12M forward earnings basis to arrive at TP of INR2,420
(from INR1,955 earlier).

m  We remain positive on IPCA on the back of: a) superior performance in the DF
segment, b) the addition of new APIs as well as increased traction in existing API
molecules, ¢) product launches under its own label in the UK, and d) increased
backward integration to derive further benefit by improving manufacturing
efficiency. Reiterate Buy.

Quarterly Performance (INR m)

Y/E March FY20 FY21E FY20 FY21E Est. % Chg
1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QE

Net Revenues (Core) 10,782 12,839 12,129 10,738 15,344 13,678 14,199 12,312 46,487 55,534 11,716 31.0
YoY Change (%) 23.2 26.9 20.5 22.1 42.3 6.5 17.1 14.7 23.2 19.5 8.7

EBITDA
YoY Change (%)
Depreciation

1,987 2,659 2,737 2,197 5,863 3,420 3,493 2,663 9,580 15,438 2,495 135.8
40.4 29.8 32.8 33.5 195.0 28.6 27.6 21.2 33.6 61.2 25.6
461 496 508 639 510 490 520 563 2,105 2,083 480

EBIT 1,526 2,162 2,228 1,558 5,353 2,930 2,973 2,100 7,475 13,355 2,015 166.6
YoY Change (%) 60.7 35.6 39.0 30.0 250.7 35.5 334 34.8 39.8 78.7 32.1

Interest 46 42 40 37 27 34 45 64 165 170 40

Other Income 112 148 181 137 121 125 130 134 578 510 120

PBT before EO Expense 1,592 2,268 2,369 1,658 5,446 3,021 3,068 2,170 7,888 13,695 2,095

One-off (gain)/ Expense -91 0 0 536 0 0 0 0 445 0 0

PBT after EO Expense 1,683 2,268 2,369 1,123 5,446 3,021 3,058 2,170 7,442 13,695 2,095

Tax 374 319 369 292 999 529 535 403 1,353 2,465 335

Rate (%)

23.5 14.1 15.6 17.6 18.3 17.5 17.5 18.6 17.2 18.0 16.0

Reported PAT
Minority Interest

1,310 1,949 2,001 830 4,448 2,492 2,523 1,767 6,090 11,230 1,760 153.8
-16 -14 -25 -23 -11 6 2 3 -78 0 -20

Adj PAT
YoY Change (%)
Margins (%)

1,223 1,936 1,975 1,352 4,437 2,498 2,525 1,770 6,485 11,230 1,740 1504
44.2 37.5 47.2 376 262.8 29.1 27.8 30.9 41.6 73.2 42.3
11.3 15.1 16.3 12.6 28.9 18.3 17.8 14.4 14.0 20.2 14.9

Key performance Indicators (Consolidated)

Y/E March FY20 FY21E FY20 FY21E Est.
INRm 1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QE
Domestic formulations 4,528 5,432 4856 4,310 4,894 5,704 5,390 4,668 20,656 23,548 4,936
YoY Change (%) 12.9 15.9 16.0 21.2 8.1 5.0 11.0 8.3 8.0 14.0 9.0
Exports formulations 2,448 3,408 3,534 2,825 4,636 3,573 3,979 3,483 15,671 17,584 2,608
YoY Change (%) 9.3 18.2 25.2 11.4 89.4 4.8 12.6 233 28.3 12.2 6.5
Domestic APIs 657 672 532 649 2,030 1,900 1,595 1,500 7,026 7,518 723
YoY Change (%) 9.5 10.0 18.0 409 209.0 13.0 200.0 131.2 180.0 7.0 10.0
Export APIs 2,326 2,472 2,322 2,102 3,103 2,281 2,400 1,646 9,429 10,034 2,838
YoY Change (%) 47.5 20.0 35.0 27.0 334 23.0 23.0 (21.7) 2.2 6.4 22.0
Cost Break-up
RM Cost (% of Sales) 37.7 35.0 34.9 34.0 28.3 33.0 33.5 334 35.4 28.3 35.2
Staff Cost (% of Sales) 20.0 18.1 19.1 22.6 16.7 19.0 18.9 20.6 19.8 16.7 20.0
Other Cost (% of Sales) 23.9 26.2 234 23.0 16.8 23.0 23.0 24.4 24.2 16.8 23.5
Gross Margins(%) 62.3 65.0 65.1 66.0 71.7 67.0 66.5 66.6 64.6 71.7 64.8
EBITDA Margins(%) 18.4 20.7 22.6 20.5 38.2 25.0 24.6 21.6 20.6 27.8 21.3
EBIT Margins(%) 14.2 16.8 18.4 14.5 34.9 21.4 20.9 17.1 16.1 24.0 17.2
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Highlights from management commentary

The new plant at Dewas is expected to increase API capacity by 300 TPA (+20%
from current levels).

The Institutional business is expected to generate INR2b+ revenues for FY21.
The Promotional business would grow 17-18% YoY for FY21, including spillovers
from previous quarter.

HCQS sales have normalized on an overall basis. Some APl demand is witnessed
in the LATAM market.

IPCA has worked on two Drug Master Files (DMFs); these are high in value and
small in volume. Remediation measures have been completed and IPCA awaits
inspection before filing these DMFs with the USFDA.

IPCA is tracking well on Sartans and would further increase capacity on these
products.

IPCA has received approval for some of its products in the UK under its own
label, and it plans to launch the products from 3QFY21.

Valuation and view
Improving outlook for DF

IPCA recorded 8% YoY growth in DF sales. Adjusting for HCQS sales to the
government, YoY growth would be at 2% for the quarter. IPCA exhibited
consistently robust growth in the Pain-Analgesics and Anti-Malaria therapies for
the quarter. However, this was offset, to some extent, by moderate growth in
Cardiac and decline in Anti-Infectives. Product-wise, Zerodol continues to do
well. Considering the gradually improving outlook for the DF segment, we
expect an 11% sales CAGR over FY20-22 in this segment.

Good prospects for APl segment

The API business (33% of sales) posted 72% YoY growth in 1QFY21, largely led by
domestic APIs. Overall growth in APl sales was partly driven by higher demand
for HCQS. While HCQS demand has already normalized, except for some
demand from LATAM countries, other APIs are expected to pick up as
manufacturing is moving away from HCQS in favor of other APIs. IPCA has a
strong API product portfolio in the CVS, Anti-Malaria, and Pain segments, which
account for >75% of sales. IPCA continues to strengthen its position in Sartans. It
is also in the process of adding some KSM products to its in-house
manufacturing capabilities to improve profitability.

Furthermore, it is expanding capacity, with the addition of a new API facility in
Dewas, to address future demand. As a result, we expect IPCA to deliver a 22%
sales CAGR in the APl segment over FY20-22.
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Exhibit 1: P/E chart

Ipca Laboratories

EU business to improve gradually
m  Apart from HCQS-led opportunity in Export Formulations, IPCA is working on

replacing the distributor label in the UK with its own label and subsequently
doing launches under its label (14-15 in FY21). While this move is a positive for
margin expansion opportunities in the long run, IPCA expects start-up costs and
the migration of the business from the distributor to lead to short-term
disruption. This would, in turn, result in the UK business moderating in FY21.
The Europe business (excl. the UK) is on track and should sustain the growth
momentum in FY21 as well (42% YoY growth in FY20 to INR1.7b). This would be
led by increased product offerings and better traction in existing products. IPCA
has multiple distributors in other countries within Europe; thus, it is not likely to
face disruption similar to the UK in this region.

Valuation and view
®  We raise our EPS estimate by 36%/15% for FY21/FY22 to factor HCQS-led

opportunity, an improving outlook / reduced opex for Domestic Formulations
(DF), and lower raw material cost. Accordingly, we expect an earnings CAGR of
31% (FY20-22).

We further raise the PE multiple to 25x (in line with the five-year average) from
23x earlier to factor IPCA’s capability to: (a) grow better than the industry in DF
and (b) benefit from supply disruption in the API industry and increased
backward integration driving better gross margins. Accordingly, we revise our TP
to INR2,420 (from INR1,955 earlier). Reiterate Buy.

Exhibit 2: P/B chart
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Story in charts

Exhibit 3: Total sales up 42% YoY in 1QFY21

Exhibit 4: DF sales up 8% YoY
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Exhibit 5: Export Formulations grows 89% YoY Exhibit 6: APIs witness strong growth of 72% YoY
APIs (INRb) =—O=—YoY Growth (%)
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Exhibit 7: EBITDA margin expands by 1,980bp YoY to 38.2% Exhibit 8: Expect sales CAGR of 15% over FY20-22
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Exhibit 10: Margins to remain on an uptrend (adjusting for
Exhibit 9: Expect DF CAGR of 11% over FY20-22 HCQS)
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Exhibit 11: Return ratios to improve from FY20 levels

Ipca Laboratories

Exhibit 12: Expect EPS CAGR of 31% over FY20-22

26.9 27.3

—O—RoCE (%)
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Core EPS (INR/ share)

375 198 105 16.1 190 363 514 89.0 887
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Source: Company, MOFSL
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Financials and valuations

Income Statement (INR m)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Net Revenues 32,818 31,418 28,850 32,106 32,836 37,732 46,487 55,534 61,579

Change (%) 16.7 -4.3 -8.2 113 2.3 14.9 23.2 19.5 10.9
EBITDA 8,106 5,291 3,417 4,448 4,547 7,170 9,580 15,438 15,395

Margin (%) 24.7 16.8 11.8 13.9 13.8 19.0 20.6 27.8 25.0
Depreciation 1,031 1,796 1,722 1,730 1,777 1,824 2,105 2,083 2,165
EBIT 7,074 3,495 1,695 2,718 2,770 5,346 7,475 13,355 13,229
Int. and Finance Charges 269 284 316 241 240 189 165 170 163
Other Income - Rec. -500 358 169 226 418 483 578 510 525
PBT before EO Expense 6,306 3,569 1,548 2,703 2,948 5,640 7,888 13,695 13,591
EO Expense/(Income) 0 -42 395 0 0 157 445 0 0
PBT after EO Expense 6,306 3,611 1,153 2,703 2,948 5,483 7,442 13,695 13,591
Current Tax 1,357 747 228 533 614 1,218 1,406 2,191 2,120
Deferred Tax 167 272 -42 142 -102 -176 -53 274 272
Tax 1,524 1,019 186 675 511 1,042 1,353 2,465 2,392

Tax Rate (%) 24.2 28.6 12.0 25.0 17.3 18.5 17.2 18.0 17.6
Reported PAT 4,782 2,592 967 2,028 2,436 4,441 6,090 11,230 11,198
Less: Minority Interest 49 49 35 0 42 18 78 0 0
Net Profit 4,733 2,542 933 2,028 2,394 4,423 6,012 11,230 11,198
Adj PAT 4,733 2,501 1,328 2,028 2,394 4,580 6,485 11,230 11,198

Adj PAT growth (%) 46.3 -47.2 -46.9 52.8 18.1 91.3 41.6 73.2 -0.3
Balance Sheet (INR m)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Equity Share Capital 252 252 252 252 252 252 252 252 252
Total Reserves 19,344 21,832 22,340 24,300 26,633 30,971 36,081 45,626 55,145
Net Worth 19,597 22,084 22,592 24,553 26,886 31,224 36,333 45,878 55,397
Deferred liabilities 1471 1743 1565 1705 1580 1457 1405 1678 1950
Total Loans 4,379 8,286 6,691 5,290 4,731 3,505 3,820 3,748 3,514
Capital Employed 25,447 32,113 30,848 31,548 33,196 36,342 41,557 51,304 60,861
Gross Block 19,321 25,463 22,121 23,508 24,969 26,657 28,157 30,657 32,157
Less: Accum. Deprn. 5,785 7,459 1,628 3,350 5,127 6,951 9,056 11,139 13,305
Net Fixed Assets 13,536 18,004 20,493 20,158 19,842 19,706 19,101 19,518 18,852
Capital WIP 1,649 2,672 936 621 418 361 361 361 361
Investments 92 162 258 1,358 869 1,204 1,204 1,204 1,204
Curr. Assets 16,827 17,285 17,230 17,458 20,027 24,217 32,133 43,960 55,471
Inventory 8,476 9,266 8,374 8,822 8,806 10,725 13,464 16,394 19,032
Account Receivables 4,495 3,530 4,459 5,002 6,023 6,815 8,484 10,136 11,582
Cash and Bank Balance 763 1,248 1,755 359 1,506 2,823 5,943 12,362 19,236
Loans & Advances 3,093 3,242 2,641 3,276 3,693 3,854 4,242 5,068 5,621
Curr. Liability & Prov. 6,656 6,011 8,069 8,047 7,960 9,147 11,242 13,739 15,027
Account Payables 5,950 5,471 7,245 7,141 7,029 8,190 10,342 12,663 13,835
Provisions 706 540 824 906 931 957 900 1,075 1,192
Net Current Assets 10,171 11,275 9,160 9,410 12,068 15,070 20,891 30,221 40,444
Appl. of Funds 25,447 32,113 30,848 31,548 33,196 36,342 41,557 51,304 60,861
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Financials and valuations

Ratios

Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
EPS (INR) 37.5 19.8 10.5 16.1 19.0 36.3 51.4 89.0 88.7
Cash EPS 45.7 34.4 21.0 29.8 33.1 49.5 64.3 105.5 105.9
BV/Share 155.3 175.0 179.0 194.6 213.0 247.4 287.9 363.5 439.0
DPS 5.9 1.0 0.0 1.0 1.0 1.0 7.2 13.4 13.4
Payout (%) 15.4 4.9 0.0 6.2 5.2 2.8 14.8 15.0 15.0
Valuation (x)

P/E 53.7 101.6 191.4 125.3 106.1 55.5 39.2 22.6 22.7
P/BV 13.0 11.5 11.2 10.3 9.4 8.1 7.0 5.5 4.6
EV/Sales 7.9 8.3 9.0 8.1 7.8 6.8 5.4 4.4 3.9
EV/EBITDA 31.8 49.3 75.8 58.2 56.6 35.5 26.3 15.9 15.5
Dividend Yield (%) 0.3 0.0 0.0 0.0 0.0 0.0 0.4 0.7 0.7
Return Ratios (%)

RoE 26.9 12.0 5.9 8.6 9.3 15.8 19.2 27.3 22.1
RoCE 22.3 10.1 5.5 7.5 8.6 14.3 17.8 253 20.9
RolC 24.9 9.8 53 7.1 7.7 14.0 18.8 30.7 28.2
Working Capital Ratios

Fixed Asset Turnover (x) 2.7 2.0 1.5 1.6 1.6 1.9 2.4 2.9 3.2
Debtor (Days) 50 41 56 56 66 65 66 66 68
Inventory (Days) 94 108 106 100 98 104 106 108 113
Working Capital Turnover (Days) 105 116 94 103 117 118 117 117 126
Leverage Ratio (x)

Interest Cover Ratio 26.3 12.3 5.4 11.3 115 28.3 45.3 78.4 81.0
Debt/Equity 0.2 0.3 0.2 0.2 0.1 0.0 -0.1 -0.2 -0.3
Cash Flow Statement (INR m)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Oper. Profit/(Loss) before Tax 8,106 5,291 3,417 4,448 4,547 7,170 9,580 15,438 15,395
Interest/Dividends Recd. -500 358 169 226 418 483 578 510 525
Direct Taxes Paid -1,357 -747 -364 -535 -636 -1,165 -1,406 -2,191 -2,120
(Inc)/Dec in WC -339 -619 2,622  -1,647  -1510 -1686  -2,701  -2,911  -3,348
CF from Operations 5,910 4,282 5,844 2,491 2,819 4,803 6,051 10,846 10,451
CF from Oper. incl EO Exp. 5,910 4,324 5,449 2,491 2,819 4,646 5,605 10,846 10,451
(inc)/dec in FA -3,887 -7,166 5,079 -1,072 -1,258 -1,632 -1,500 -2,500 -1,500
Free Cash Flow 2,023 -2,842 10,527 1,420 1,561 3,014 4,105 8,346 8,951
(Pur)/Sale of Investments -1 -70 -96 -1,100 489 -336 0 0 0
CF from Investments -3,888 -7,236 4,982 -2,172 -768 -1,967 -1,500 -2,500 -1,500
(Inc)/Dec in Debt -854 3,906 -1,594 -1,401 -560 -1,070 159 -72 -234
Interest Paid -269 -284 -316 -241 -240 -189 -165 -170 -163
Dividend Paid -738 -126 0 -126 -126 -126 -902 -1,684 -1,680
Others 20 -73 -8,013 77 48 49 -78 0 0
CF from Fin. Activity -1,841 3,424 -9,923 -1,691 -878 -1,335 -986 -1,927 -2,077
Inc/Dec of Cash 180 511 508 -1,371 1,173 1,343 3,120 6,419 6,874
Add: Beginning Balance 582 763 1,248 1,755 359 1,506 2,823 5,943 12,362
Closing Balance 763 1,274 1,756 384 1,531 2,849 5,943 12,362 19,236
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%
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