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Indoco Remedies

Growth expectation intact

Result Synopsis

Indoco delivered better than expected revenue growth of 34% YoY with US revenue
driving a sharp growth YoY. This was further aided by strong show in domestic business
on a low base. Management expects growth on this high base in FY23 led by rebound in
Stomatologicals. Margins have fallen as RM prices along with higher freight prices
affected 4Q.

Indoco guides to a strong 40% growth in US business as Brinzolamide market share ramp
up and Combigan launch in July drive H2 revenues. We reckon US business is dependent
on these two key products along with ~6 new launches in current fiscal. Indoco would
also be shielded from price erosion due to ophthalmic nature of launches. Capex of
Rs550mn on 3 additional blocks comprising sterile and ophthalmic capacities should
support growth in Europe and US. Domestic business has a high base of FY22 to contend
with & expect ~8-9% growth in current fiscal (~12-13% on ex-Covid base) driven by
rebound in Stomatologicals though acute therapies would be subdued. Importantly, we
now expect margin to be lower than FY22 largely on back of lower gross margin
expectation. Unless there is worsening of key starting material prices from China
(management alluded to recent flatlining prices), expect 4Q or at worst 1Q margin to
mark a bottom. We have raised revenue estimates for FY22 on back of strong US
guidance which has offset impact of gross margin cut; a bottoming out of margin coupled
with unchanged growth outlook would support rerating — retain target 19x on FY24 EPS
with marginally lower TP Rs500 (earlier Rs530). On back of strong growth prognosis,
Indoco remains one of our top bets in pharma.

Result Highlights

= Revenue up 34.1% YoY to Rs 4,091mn, much higher than our estimate of 24%
growth YoY.

= Gross margins declined 180bps QoQ to 67.9% as higher input costs negated the
effect of higher sales and higher utilization.

= Operating margins came in at 19.7% and were down 83bps QoQ due to increased
freight costs

= PAT increased 62% YoY and 23% QoQ, ahead of our estimates (+43% YoY) on

solid revenue performance

Exhibit 1: Actual vs estimates
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Financial Summary

(Rs mn) FY22 FY23E FY24E
Revenue 15,408 17,805 19,607
YoY Growth 241 15.6 10.1
EBIDTA 3,273 3,646 4,193
YoY Growth 459 11.4 15.0
PAT 1,555 2,040 2,419
YoY Growth 67.0 31.2 18.6
ROE 18.6 20.5 20.3
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BV 98.3 118.0 141.3
EV/EBITDA 10.3 8.8 7.2
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Exhibit 2: Quarterly snapshot

Rs mn Q4FY21 Q1FY22 Q2FY22 Q3FY22 QA4FY22 vy/y(%) q/q(%) FY22  FY21 y/y (%)
Revenue 3,051 3,368 3,869 3,580 4,001 34.1 143 15,408 12,403 24.2
Expenditure 2,504 2,999 3,004 2,846 3,286 31.2 15.5 12,134 10,167 19.3
-RM 879 1,103 1,063 1,087 1,315 49.5 21.0 4,568 3,541 29.0
- Staff Cost 602 750 742 713 732 21.7 27 2937 2,729 7.6
- Other Costs 1,023 1,146 1,199 1,046 1,239 211 185 4,629 3,898 18.8
Operating Profit 547 869 864 735 805 47.2 9.7 3273 2,236 46.4
OPM(%) 17.9 22.5 223 20.5 19.7 175bps -83bps  21.2 18.0 322bps
Other Income 20 9 10 2 3 (85) 88 23 31 (25.3)
Depreciation 186 222 195 192 181 (3) (6) 790 731 8.0
Interest 46 42 31 38 30 (34) (20) 141 222 (36.4)
PBT 336 613 650 506 598 78.0 18.1 2,366 1,314 80.1
Tax 86 216 233 176 193 1255 9.7 818 390  109.9
PAT 250 397 417 330 405 61.8 226 1,548 924 67.6

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 3: India grows on low base of last year Exhibit 4: US deliver strong growth QoQ
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Exhibit 5: Europe revenue growth Exhibit 6: SA, Aus & NZ deliver healthy growth
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Exhibit 7: EM growth trajectory continues Exhibit 8: API revenues on the decline
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Exhibit 9: CRO & Analytical Services business Exhibit 10: High RM costs affect gross margins
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Exhibit 11: Operating margin fall on higher COGS Exhibit 12: Trend in key brands revenues
%
25 % 225 223 S0 H Febrex Plus M Cyclopam MATM ®Oxipod  Sensodent K = Cital
> 197
185
20 17.6 18.1 179 1,200
15 1,000 131
128
110 121 12.3 800 107 ) 4 136 fic 130
103 96 105 16 112
10 20 600 114 {gg 103 '8 116 1
100 155 105 141 130 8 g9 ! 1
400 1 |
]
5 200 | & L I
o TR W I W 1 1 ®
e e e e = - s IR R
I ~ N ~ I o~ o~ I o~ o~ I N = = = = = = T b T b T b
T oL 4 & o4 T & & T & T - o o ¥ = o m X = o m %
— N o0 < — Y ) < — Y %) < oo o oo o o o o o o o o
0o o0 9 & o o9 o o o o o o
Source: Company, YES Sec Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 4



Indoco Remedies

KEY CON-CALL HIGHLIGHTS

Guidance
=  To match 4Q margin in 1Q FY23 and hope to improve in the subsequent quarters
= APl -To do external sales of Rs1.2bn and almost similar number consumed internally in FY23

= US business — to grow 40% and Europe 20% in FY23

India

= Anti-infectives and respiratory saw increased consumption due to covid tailwinds. Karvol
Plus, ATM and one more drug got benefit due to Covid.

= Stomatologicals continue to grow at double digits despite impact of covid. Expect to grow
at higher levels this year.

= 2 acute divisions to show muted growth.

= Rs300mn extra due to Covid in FY22 largely from brands ATM, Oxipod but even here it was
driven by prescriptions and not OTC due to Covid

= ~6% price blended across portfolio — 10.7% in NLEM (11% of total) and 5-6% in non NLEM
=  To be impacted by 1 more quarter of high COGS

= Capex —Rs1.1-1.2bn in FY23 — maintenance + fresh lines in ophthalmic lines

= MR productivity — Rs3.3lakhs and in next 2 years expect it to touch Rs4lakhs

= New launches accounted for 2% of India growth and will be higher in FY23 as full benefit yet
to be seen

API
= Have started to see API prices stabilized and hopefully worst should be behind

= APl -min 2 inventories across India, US & EU and packing inventory of 1.5 months

US business
= US sales Rs700mn and Europe Rs800mn in 4Q
= Combigan - looking at July launch in US

= Brinzolamide — Teva share of 5-7% and by July expecting back to 20% - loss of share in 1
quarter was due to change in packaging requirement leading to lull in manufacturing earlier
but supply has inched up now

= 6 launches in FY22 and similar number to be filed in FY23
= Looking to increase prices in Europe and ROW
= US-out of 20, about 15 products in injectables and ophthalmic & rest is oral solids

= Profit share of Rs40mn and dossier income of Rs170mn; profit share from partners to
increase in plain vanilla products while on those which require clinical trial would remain flat

= Hi-potent block for Europe as well as sustained release tablets which would drive growth in
FY23 -total capex of Rs550-600mn for 3 lines

= Installed and commissioned a sterile line which should be running by 20th June and should
give benefits in FY23.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 5
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FINANCIALS

Exhibit 13: Balance Sheet

Y/e 31 Mar (Rs m) FY20 FY21 FY22 FY23E FY24E
Equity capital 184 184 184 184 184
Reserves 6,611 7,506 8,862 10,672 12,815
Net worth 6,796 7,690 9,046 10,857 12,999
Debt 1,330 1,392 1,460 1,264 1,068
Def.tax lia 0 0 106 106 106
Total liabilities 8,126 9,081 10,612 12,226 14,173
Goodwill 1 1 1 1 1
Fixed assets 6,403 6,380 6,765 7,145 7,062
Investments 321 350 358 358 358
Net working capital 1,042 2,157 3,488 4,722 6,751
Inventories 2,083 2,379 3,105 3,588 3,952
Sundry debtors 2,101 2,338 2,972 3,435 3,783
Cash 380 144 198 1,567 3,125
Other current assets 1,067 1,365 1,461 1,602 1,765
Sundry creditors (1,656) (1,132) (2,193) (2,534) (2,790)
Other current liabilities (2,934) (2,937) (2,056) (2,937) (3,082)
Def tax assets 359 194 - - _
Total assets 8,126 9,081 10,612 12,226 14,173

Source: Company, YES Sec

Exhibit 14: Income statement
Y/e 31 Mar (Rs m) FY20 FY21 FY22 FY23E FY24E
Revenue 11,066 12,415 15,408 17,805 19,607
Operating profit 1,232 2,243 3,273 3,646 4,193
Depreciation (708) (731) (790) (820) (883)
Interest expense (263) (223) (141) (136) (117)
Other income 24 31 30 31 31
Profit before tax 286 1,320 2,372 2,720 3,225
Taxes (45) (390) (818) (680) (806)
Adj. profit 242 931 1,555 2,040 2,419
Exceptional item - - - - -
Net profit 242 931 1,555 2,040 2,419

Source: Company, YES Sec

Exhibit 15: Growth and Ratio matrix
Y/e 31 Mar FY20 FY21 FY22 FY23E FY24E
Growth matrix (%)
Revenue growth 14.3 12.2 24.1 15.6 10.1
Op profit growth 60.7 82.0 459 114 15.0
EBIT growth 387.3 181.3 62.9 13.6 17.0
Net profit growth - 285.4 67.0 31.2 18.6

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Profitability ratios (%)

OPM 11.1 18.1 21.2 20.5 214
EBIT margin 5.0 12.4 16.3 16.0 17.0
Net profit margin 2.2 7.5 10.1 115 123
RoCE 6.8 17.9 25.5 25.0 25.3
RoNW 3.6 12.8 18.6 20.5 20.3
RoA 2.0 7.4 11.2 12.5 12.8

Per share ratios

EPS 2.6 10.1 16.9 22.1 26.2
Dividend per share 0.4 0.3 2.2 2.5 3.0
Cash EPS 10.3 18.0 254 31.0 35.8
Book value per share 73.7 834 98.2 117.8 141.1

Valuation ratios (x)

P/E 1341 34.8 20.8 15.9 13.4
P/BV 4.8 4.2 3.6 3.0 2.5
M Cap/Sales 2.9 2.6 2.1 1.8 1.7
EV/EBIDTA 27.1 15.0 10.3 8.8 7.2

Payout (%)
Tax payout 15.6 29.5 34.5 25.0 25.0
Dividend payout 13.9 3.0 133 1.3 114

Liquidity ratios

Debtor days 69 69 70 70 70
Inventory days 69 70 74 74 74
Creditor days 55 33 52 52 52

Leverage ratios

Interest coverage 2.1 6.9 17.8 21.0 28.7
Net debt / equity 0.1 0.2 0.1 (0.0) (0.2)
Net debt / op. profit 0.8 0.6 0.4 (0.1) (0.5)

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 7
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Recommendation Tracker
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of 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 YSL and associates 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.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst's truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation (“SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1212 388 5600.

YES Securities (India) Limited

Indoco Remedies

DISCLOSURE OF INTEREST

Name of the Research Analyst : Bhavesh Gandhi, Yash Singhee

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Sr.
r Particulars Yes/No
No.
Research Analyst or his/her relative’s or YSL's financial No
interest in the subject company(ies)
Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of the No
subject company(ies) at the end of the month immediately
preceding the date of publication of the Research Report
Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report
Research Analyst has served as an officer, director or No
employee of the subject company(ies)
YSL has received any compensation from the subject No

company in the past twelve months
YSL has received any compensation for investment

6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months
YSL has 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

No

YSL has received any compensation or other benefits from

8 the subject company or third party in connection with the No
research report
YSL has managed or co-managed public offering of

9 securities for the subject company in the past twelve No
months

10 Research Analyst or YSL has been engaged in market No

making activity for the subject company(ies)

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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