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Y/e Mar FY21 FY22E FY23E FY24E
Sales (Rs. m) 54,200 57,956 64,670 73,855
EBITDA (Rs. m) 15,031 12,883 15,535 18,814
Margin (%) 27.7 22.2 24.0 25.5
PAT (Rs. m) 11,412 9,469 11,512 13,182
EPS (Rs.) 90.0 74.6 90.8 103.9
Gr. (%) 80.1 (17.0) 21.6 145
DPS (Rs.) 8.0 12.0 14.0 16.0
Yield (%) 0.4 0.6 0.7 0.7
ROE (%) 27.4 18.6 19.3 18.9
ROCE (%) 29.0 20.6 22.3 23.8
EV/Sales (x) 4.9 4.6 4.0 35
EV/EBITDA (x) 17.8 20.5 16.7 13.6
PE (x) 23.9 28.8 23.7 20.7
P/BV (X) 5.8 5.0 4.2 3.6
Key Data IPCA.BO | IPCA IN
52-W High / Low Rs.2,767 / Rs.1,785
Sensex / Nifty 60,322 /17,999
Market Cap Rs.273bn/ $ 3,673m
Shares Outstanding 127m
3M Avg. Daily Value Rs.1308.3m
Shareholding Pattern (%)
Promoter’s 46.29
Foreign 18.46
Domestic Institution 25.00
Public & Others 10.25
Promoter Pledge (Rs bn) -
Stock Performance (%)
M 6M 12M
Absolute (a1.1) 0.2 2.8
Relative (9.6) (19.0) (25.6)

Param Desai

paramdesai@plindia.com | 91-22-66322259
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Ipca Laboratories (IPCA IN)

Rating: BUY | CMP: Rs2,153 | TP: Rs2,450

Weak quarter; outlook remains positive

Quick Pointers:

®  Strong growth in India formulations; pain accounts 48% of total India biz.
®  Cost pressure to continue along with weak export API business in Q3.

IPCA Lab’s (IPCA) Q2 performance was weak and should recover from
Q4FY22/Q1FY23. Domestic business (45% of total sales) continues to remain
on strong footing and should continue to outperform IPM. Strong API
capabilities and diversified model benefit IPCA in the current environment.
We recommend ‘Buy’ rating on the stock with target price of Rs 2,450 based
on 25x sept 2023E earnings. Any weakness in stock should be used as buying
opportunity.

" Mixed bag: IPCA’s sales at Rs 15.4bn, grew 14% YoY. Domestic business
grew 30% YoY aided by low base while export formulation growth was muted
with 4% YoY decline. Institutional business declined 22% YoY, mainly
impacted by delay in shipments. Branded generics grew by 4.5% YoY while
generics grew 1% YoY. Export API declined by 12% QoQ largely on reduced
order flow. Domestic API grew strongly by 25% YoY. Revenue from
subsidiaries was higher in Q2 at Rs 1.2bn

® Margins disappoint: IPCA reported weak EBITDA margins of 22.4%, down
400bps QoQ due to increase in commaodity prices and logistic costs. During the
guarter, raw material prices increased 17% YoY vs revenue growth of 10%.
Gross margins contracted by 30bps QoQ and 270bps YoY mainly on higher
API prices. Overheads grew 12% YoY aided by higher freight cost. There was
forex gain of Rs196m. PAT declined by 6% YoY and 18% QoQ to Rs 2.5bn.

® Key Concall takeaways: (1) Raw material prices are expected to remain
elevated in near term, however company expects to pass on increased prices
to customers with a lag of 3-4 months. (2) Export API will see decline in near
term given azido impurity issues faced in its Sartan business. IPCA has already
filed with regulators revised process and should get fresh approval by Dec
2021 end and remain hopeful of recovery from Q4. Sartans constitute 30% of
export API business. (3) No update on re-inspection of plants on import alert
from US FDA. (4) Additional capacity at Ratlam plant will start in next month
while Devas facility to start in Q1FY23 which should enhance 30-35% capacity
on API side. (5) IPCA expects traditional products to continue despite vaccine
approval for malaria in its institutional business (6) Pain segment contributing
48% of sales grew 33% YoY (ex-HCQS). Among other segments- Anti-
bacteria, Cough & cold, Derma and Anti-malaria grew by 37%, 95%, 52% and
75% respectively (7) Management maintained its earlier guidance of branded
and institutional business while lowered its Europe generic and export API
guidance for FY22. Expect FY22E domestic revenue to be better than earlier
guidance of 17-18%.
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Exhibit 1: 2QFY22 Result Overview (Rs mn) : Sharp hit on margins on the back of increased RM prices

Y/e March Q2FY22 Q2FY21 YoY gr. (%) Q1FY22 QoQ gr. (%) H1FY22 H1FY21 YoY gr. (%)

Net Sales 15,444 13,611 13.5 15,658 (1.4) 31,102 28,955 7.4

Raw Material 5,444 4,427 23.0 5,457 (0.2) 10,901 8,743 24.7
% of Net Sales 35.2 325 34.9 35.0 30.2

Personnel Cost 2,964 2,545 16.4 2,996 (1.2) 5,960 5,109 16.7
% of Net Sales 19.2 18.7 19.1 19.2 17.6

Others 3,577 3,208 115 3,074 16.4 6,651 5,849 13.7
% of Net Sales 23.2 23.6 19.6 21.4 20.2

Total Expenditure 11,985 10,180 17.7 11,527 4.0 23,512 19,701 19.3

EBITDA 3,460 3,431 0.8 4,131 (16.2) 7,591 9,254 (18.0)
Margin (%) 22.4 25.2 26.4 24.4 32.0

Depreciation 569.6 521.2 9.3 558.7 2.0 1,128 1,032 9.4

EBIT 2,890 2,910 (0.7) 3,572 (19.1) 6,462 8,223 (21.4)

Other Income 376.8 325.3 15.8 244.8 53.9 622 506 22.8

Interest 10.6 231 (54.1) 18.2 (41.8) 29 51 (43.0)

PBT 3,256 3,212 1.4 3,799 (14.3) 7,055 8,679 (18.7)

Total Taxes 679.1 525.9 29.1 707.7 (4.0 1,387 1,525 9.1)
ETR (%) 20.9 16.4 18.6 19.7 17.6

Minority Interest 75 15.5 383.9 243 208.6 99 26 279.0

Reported PAT 2,502 2,671 (6.3) 3,067 (18.4) 5,569 7,128 (21.9)

Extraordinary exps 0 0 #DIV/0! 0 #DIV/0! 0 0 #DIV/0!

Adjusted PAT 2,502 2,671 (6.3) 3,067 (18.4) 5,569 7,128 (21.9)

Source: Company, PL

Exhibit 2: Major Sources of Revenue

Major sources of revenues Q2FY22 Q2FY21 YoY gr. (%) Q1FY22 QoQ gr. (%) H1FY22 H1FY21 YoY gr. (%)
Domestic 7,712 5,940 29.8 7,029 9.7 14,741 12,864 14.6
Formulations 6,982 5,355 30.4 6,130 13.9 13,112 10,249 27.9
APls 729.2 585 24.6 899.5 (18.9) 1,629 2,615 (37.7)
Exports 6,378 6,869 (7.2) 7,663 (16.8) 14,040 14,608 (3.9)
Formulations 3,510 3,644 3.7) 4,418 (20.6) 7,928 8,280 (4.3)
APIs 2,868 3,225 (11.2) 3,245 (11.6) 6,113 6,328 (3.4)

Source: Company, PL

Exhibit 3: Total Sales (Rs m) and YoY Gr (%)
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Exhibit 4: India Formulation (Rs m): Growth driven by key therapies
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Exhibit 5: Export frml (Rs m): Disappointed Institutional segment
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Exhibit 6: Domestic API (Rs m) and YoY Gr (%)
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Exhibit 7: API Export and YoY Gr (%)
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Exhibit 8: EBITDA (Rs m) %, Margin (%): Weak EBITDAM on higher input cost
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Ipca Laboratories

Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY21 FY22E FY23E FY24E Y/e Mar Fy21 FY22E FY23E FY24E
Net Revenues 54,200 57,956 64,670 73,855 Non-Current Assets
YoY gr. (%) 16.6 6.9 11.6 14.2
Cost of Goods Sold 21,439 24,783 26,731 30,120 Gross Block 31,380 36,380 41,380 47,380
Gross Profit 32,762 33,173 37,939 43,735 Tangibles 31,380 36,380 41,380 47,380
Margin (%) 60.4 57.2 58.7 59.2 Intangibles - - - -
Employee Cost 10,136 11,555 12,826 14,108
Other Expenses 7,595 8,736 9,579 10,812 Acc: Dep / Amortization 11,122 13,318 15,624 18,045
Tangibles 11,122 13,318 15,624 18,045
EBITDA 15,031 12,883 15535 18,814 Intangibles - - - -
YoY gr. (%) 58.3 (14.3) 20.6 21.1
Margin (%) 27.7 222 24.0 255 Net fixed assets 20,258 23,062 25,756 29,335
Tangibles 20,258 23,062 25,756 29,335
Depreciation and Amortization 2,092 2,196 2,306 2,421 Intangibles - - - -
EBIT 12,939 10,687 13,229 16,393 Capital Work In Progress 2,348 2,348 2,348 2,348
Margin (%) 23.9 18.4 205 222 Goodwill 466 466 466 466
Non-Current Investments 1,114 1,114 1,114 1,114
Net Interest 90 60 30 30 Net Deferred tax assets (1,316) (1,316) (1,316) (1,316)
Other Income 1,041 1,031 950 1,100 Other Non-Current Assets - - - -
Profit Before Tax 13,890 11,658 14,149 17,463 Current Assets
Margin (%) 256 20.1 21.9 236 Investments 3,938 3,938 3,938 3,938
Inventories 15,948 16,787 18,745 21,424
Total Tax 2,401 2,098 2,547 4,191 Trade receivables 8,118 10,392 11,604 13,263
Effective tax rate (%) 17.3 18.0 18.0 24.0 Cash & Bank Balance 3,651 4,428 8,553 12,304
Other Current Assets 1,878 1,878 1,878 1,878
Profit after tax 11,489 9,559 11,602 13,272 Total Assets 60,664 67,506 77,650 89,479
Minority interest - - - -
Share Profit from Associate (77) (90) (90) (90) Equity
Equity Share Capital 254 254 254 254
Adjusted PAT 11,412 9,469 11,512 13,182 Other Equity 46,763 54,564 64,115 75,042
YoY gr. (%) 80.8 (17.0) 21.6 145 Total Networth 47,017 54,818 64,369 75,296
Margin (%) 21.1 16.3 17.8 17.8
Extra Ord. Income / (Exp) - - - B Non-Current Liabilities
Long Term borrowings 365 365 365 365
Reported PAT 11,412 9,469 11,512 13,182 Provisions - - - -
YoY gr. (%) 80.8 (17.0) 21.6 14.5 Other non current liabilities - - - -
Margin (%) 211 16.3 17.8 17.8
Current Liabilities
Other Comprehensive Income - R - N ST Debt / Current of LT Debt 1,492 (508) (1,008) (1,508)
Total Comprehensive Income 11,412 9,469 11,512 13,182 Trade payables 6,662 7,195 8,034 9,182
Equity Shares O/s (m) 127 127 127 127 Other current liabilities 3,813 4,320 4,574 4,828
EPS (Rs) 90.0 74.6 90.8 103.9 Total Equity & Liabilities 60,664 67,506 77,650 89,479
Source: Company Data, PL Research Source: Company Data, PL Research
November 17, 2021 5
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Cash Flow (Rs m)

Key Financial Metrics

Yle Mar FY21 FY22E FY23E FY24E Y/e Mar FY21 FY22E FY23E FY24E
PBT 12,849 10,627 13,199 16,363 Per Share(Rs)
Add. Depreciation 2,092 2,196 2,306 2,421 EPS 90.0 74.6 90.8 103.9
Add. Interest 90 60 30 30 CEPS 106.5 92.0 108.9 123.0
Less Financial Other Income 1,041 1,031 950 1,100 BVPS 370.6 432.1 507.4 593.6
Add. Other 1,748 - - - FCF 65.8 28.1 45.4 43.6
Op. profit before WC changes 16,779 12,883 15,535 18,814 DPS 8.0 12.0 14.0 16.0
Net Changes-WC (2,363)  (2,221) (2,232)  (3,098) Return Ratio(%)
Direct tax (2,456)  (2,098)  (2,547)  (4,191) RoCE 29.0 20.6 22.3 23.8
Net cash from Op. activities 11,960 8,564 10,756 11,525 ROIC 24.4 18.1 20.3 224
Capital expenditures (3,616)  (5,000)  (5,000)  (6,000) RoE 27.4 18.6 19.3 18.9
Interest / Dividend Income - - - - Balance Sheet
Others . - - - Net Debt : Equity (x) (0.1) (0.2) (0.2) (0.2)
Net Cash from Invt. activities (3,616)  (5,000)  (5,000)  (6,000) Net Working Capital (Days) 117 126 126 126
Issue of share cap. / premium 358 - - - Valuation(x)
Debt changes (2,258) (2,000) (500) (500) PER 23.9 28.8 23.7 20.7
Dividend paid (1,015)  (1,758)  (2,051)  (2,344) P/B 5.8 5.0 4.2 3.6
Interest paid 538 740 920 1,070 P/CEPS 20.2 23.4 19.8 175
Others (4,125) 231 - - EV/EBITDA 17.8 20.5 16.7 13.6
Net cash from Fin. activities (6,502) (2,787)  (1,631) (1,774) EV/Sales 4.9 4.6 4.0 35
Net change in cash 1,842 777 4,125 3,751 Dividend Yield (%) 0.4 0.6 0.7 0.7
Free Cash Flow 8,344 3,564 5,756 5,525 Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m) Key Operating Metrics
Yle Mar Q3FY21 Q4FY21 QI1FY22 Q2FY22 Y/e Mar Fy21 FY22E FY23E FY24E
I 14,098 11147 15,658 15,444 Domestic Formulations 19,817 24,177 26,836 30,325
Yoy gr. (%) 162 38 20 135 Domestic API 3,863 3,267 3,594 3,953
. Mater-ial Expenses 5,154 3,386 5457 5444 Export Formulations 15,972 16,418 18,685 22,661
Gross Profit 8,944 7,761 10,201 10,000 Export API 11,200 10,304 11,747 12,021
Margin (%) 634 69.6 65.1 64.8 Source: Company Data, PL Research
EBITDA 3,619 2,157 4,131 3,460
YoY gr. (%) 33.1 (1.8) (29.1) 0.8
Margin (%) 25.7 19.4 26.4 22.4
Depreciation / Depletion 535 525 559 570
EBIT 3,084 1,632 3,572 2,890
Margin (%) 21.9 14.6 22.8 18.7
Net Interest 23 17 18 11
Other Income 204 332 245 377
Profit before Tax 3,265 1,947 3,799 3,256
Margin (%) 23.2 17.5 24.3 21.1
Total Tax 567 309 708 679
Effective tax rate (%) 17.4 15.9 18.6 20.9
Profit after Tax 2,698 1,637 3,091 2,577
Minority interest 43 25 24 75
Share Profit from Associates - - - -
Adjusted PAT 2,655 1,612 3,067 2,502
YoY gr. (%) 34.4 45.7 (31.2) (6.3)
Margin (%) 18.8 14.5 19.6 16.2
Extra Ord. Income / (Exp) - - - -
Reported PAT 2,655 1,612 3,067 2,502
YoY gr. (%) 34.4 457 (31.2) (6.3)
Margin (%) 18.8 145 19.6 16.2
Other Comprehensive Income 1,194 - - -
Total Comprehensive Income 3,849 1,612 3,067 2,502
Avg. Shares O/s (m) - - - -
EPS (Rs) 21.0 12.8 24.3 19.8
Source: Company Data, PL Research
November 17, 2021 6
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Analyst Coverage Universe

Sr. No. Company Name Rating TP (Rs) Share Price (Rs)
1 Aurobindo Pharma Accumulate 780 677
2 Cadila Healthcare BUY 590 504
3 Dr. Reddy's Laboratories BUY 5,400 4,659
4 Eris Lifesciences BUY 954 813
5 Glenmark Pharmaceuticals Accumulate 600 536
6 Indoco Remedies Accumulate 480 450
7 Lupin Accumulate 1,004 882
8 Sun Pharmaceutical Industries BUY 1,000 815
PL’s Recommendation Nomenclature (Absolute Performance)
Buy . >15%
Accumulate : 5% to 15%
Hold . +5% to -5%
Reduce . -5%to-15%
Sell : <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
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ANALYST CERTIFICATION

(Indian Clients)

Wel/l, Mr. Param Desai- MBA Finance, Ms. Akshaya Shinde- MBA Finance 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 commaodity 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. Param Desai- MBA Finance, Ms. Akshaya Shinde- MBA Finance 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
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