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Pharmaceuticals Q2FY23 Result Update

NEUTRAL

IPCA Labs

Formulation business to drive the growth momentum

IPCA Labs Q2FY23 earnings were below our expectations as Revenue/ EBITDA / PAT
saw a negative deviation of 2.4%/12.7%/21.8% from our estimates. IPCA reported a
top line of INR 16,010mn (up 3.7% YoY and 1% QoQ) due to lower demand in the Latin
America and Asia markets. Q2FY23 EBITDA at INR 2,606mn (down 28.7% YoY and 3.2%
QoQ) and margin at 16.3% (down 739bps YoY and 70bps QoQ) due to higher raw
material expenses, energy, and marketing cost. PAT at INR 1,439mn de-grew by 42.5%
annually and remained flat on the sequential basis. We believe going forward the
revenue will be impacted by a decline in the API and anti-malarial business and
elevated fixed costs will impact the margins.

Formulation business: In Q2FY23, the total formulation business, which accounted for
c.73% of total revenue, grew by 11.5% YoY and 7.7% QoQ to INR 11,701mn. The
domestic anti-malarial business has shown a significant decline in the quarter by around
19%. Due to some restructuring process, the cardiovascular has underperformed, and all
other therapies have delivered significant growth and outperformed the IPM. Gross
margins for the domestic business are at a consistent level of 67-68%, which has not
materially changed over a period. The UK business is expected to marginally decline, and
around 7-8 products are to be launched in the H2FY23 which will see good traction in
the coming years.

API business: In Q2FY23, the API business, which accounted for c.19% of total revenue,
de-grew by 14.6% YoY and 18.1% QoQ to INR 3,072mn. The reason behind the decline is
mainly due to the Latin America and Asia market which has experienced revenue loss of
INR 500mn due to slowdown in the demand (as a result of pricing pressure) and
customers postponing the order efficiencies. The softening in the raw material on the
API side includes products like Paracetamol with around an 18%-20% decrease, products
like Erythromycin, Pantoprazole, and Aceclofenac, with around 10%-15% decrease. The
API business is expected to decline by 2-3% for the year.

Margin Performance: During the quarter, the gross margins came at 64.1% (down 65bps
YoY and up 59bps QoQ) due to higher raw material expenses. EBITDA was reported at
INR 2,606 (down 28.7% YoY and 3.2% QoQ) and margin at 16.3% (down 739bps YoY and
70bps QoQ) due to higher energy and marketing costs. During the H1FY23, the company
hired 1,500 MRs for the domestic market and does not plan to add any further sales
force in the coming quarters. The management expects to achieve a 21% EBITDA margin
in the current year which is including the other income and 23% for the FY24.

Outlook & Valuation: We factor in 1) the decline in the API business by 2-3% for the
year; 2) cardiac therapy underperforming the market growth; 3) the decline in the anti-
malarial business; 4) an increase in the fixed costs which will impact the margins; and 5)
reduction in the tax benefits. We introduce FY25 estimates and value the stock based on
Sep-24E EPS to arrive at a target price of INR 908 (valuing at 24x) and maintain our
NEUTRAL rating on the stock.

Financial Snapshot

Year end: March FY21 FY22 FY23E FY24E FY25E
Revenue (INR Mn.) 54,200 58,298 64,070 71,053 79,366
Gross Profit (INR Mn.) 36,917 38,150 41,272 46,829 53,502
EBITDA (INR Mn.) 15,444 13,093 10,967 14,429 17,153
EBITDA Margin (%) 28.5 22.5 171 20.3 21.6
Adj. Adj. EPS (INR) 44.9 34.8 24.8 341 41.6
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Quarterly performance

Particulars (Rs. Mn.) Q2FY23 Q2FY22 YoY (%) Q1FY23 QoQ (%)
Revenue 16,010 15,444 3.7 15,857 1.0
Cost of Goods Sold 5,748 5,444 5.6 5,787 (0.7)
Contribution Margin (%) 64.1 64.8 (65.3) bps 63.5 59.4 bps
Employee Expenses 3,192 2,964 7.7 3,227 (1.1)
EBITDA 2,606 3,656 (28.7) 2,692 (3.2)
EBITDA Margin (%) 16.3 23.7  (739.1) bps 17.0 (69.8) bps
Depreciation 637 570 11.9 617 3.3
EBIT 2,331 3,267 (28.6) 2,296 1.5
Interest 93 11 778.3 69 34.1
PBT 2,238 3,256 (31.3) 2,227 0.5
Tax 770 679 13.4 743 3.7
Adj. PAT 1,439 2,502 (42.5) 1,431 0.6
PAT Margin (%) 9.0 16.2 (721.4) bps 9.0 (3.3) bps
Adj. EPS 5.7 9.9 (42.5) 5.6 0.6

Source: Company, CEBPL
Geographical Performance

Rs. In Mn. Q2FY23 Q2FY22 YoY (%) Q1FY23 QoQ (%)
Domestic 7,657 6,982 9.7 6,848 11.8
% of sales 47.8 45.2 43.2
Export 4,044 3,510 15.2 4,018 0.6
% of sales 25.3 22.7 25.3
API 3,072 3,597 (14.6) 3,751 (18.1)
% of sales 19.2 23.3 23.7
Other 76 149 (49.0) 76 -
% of sales 0.5 1.0 0.5
Subsidiary 1,161 1,206 (3.7) 1,165 (0.3)
% of sales 7.3 7.8 7.3
Total Sales 16,010 15,444 3.7 15,857 1.0

Source: Company, CEBPL
Estimates vs Actual

Particulars (Rs mn) Actual Estimates Deviation (%)

Net Sales 16,010 16,396 (2.4)

EBIDTA 2,606 2,987 (12.7)

EBIDTA Margin (%) 16.3 18.2 (194.0) bps

PAT 1,439 1,840 (21.8)

EPS 5.7 7.3 (21.8)

Source: Company, CEBPL

Change in Estimates for FY23E & FY24E

Income Statement FY23E FY24E

(INR Mn.) New Previous Dev. (%) New Previous Dev. (%)

Net sales 64,070 63,778 0.5 71,053 71,368 (0.4)

EBITDA 10,967 13,518 (18.9) 14,429 17,586 (18.0)

EBITDA margin(%) 171 212 (407)bps 203 246 (433)bps

PAT 6,293 8,421 (25.3) 8,639 11,219 (23.0)

EPS 24.8 33.2 (25.3) 34.1 44.2 (23.0)

Source: Company, CEBPL
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Management Call - Highlights

IPCA is second fastest growing in IPM among the top 20 players in MAT September
2022. The company has gained 3 ranks over 2018 and is now ranked 17t in IPM.

API declined by 15% during the quarter mainly due to lower demand in LATAM and
Asia (because of slow down in the demand and customers postponing the order) and
pricing pressure in the business. This has resulted in decline in INR 50cr of API
business. APl business is expected to deliver a negative growth of around 2% for
FY23.

For the current year, the company expects anti-malaria business to remain flat. The
India business gross margins are at a consistent level of 67-68%.

The company is observing softening trend in prices of intermediates and starting
material like solvents, API, aluminum foil, plastic, PVC, PVDC. The paper marginal
cost has gone up and even for glass products.

On overall basis, other expenditure has increased of by 23% for the quarter due to 1)
increase in energy cost (higher by almost INR 16 cr) due to rise in the overall coal
prices, SSD prices and electricity rate revisions by the state electricity boards; and 2)
marketing cost has significantly increased on account of overall increase in the field
strengths.

Raw material prices have started to soften. On the API side, products like
paracetamol are almost down around 18% to 20%. On the solvent prices, they are up
by 2% but other solvents like Acetone, IPA, methanol, MDC is nearly 9% to 17%
down. Aluminum foil prices has fallen from INR 300 to INR 200. Plastic and PVDC
prices have reduced 16-35%.

On the energy front, coal prices dropped from INR 15/kg to INR 12.9/kg, furnace oil
per metric ton is reduced from INR 70k to INR 45k. In case of biofuels prices has
increased from INR 7/kg to INR 8.8/kg.

The other expenditure during the quarter was up by 35cr due to increased fuel and
power cost (impact of INR 16cr) and balance due to marketing costs.

The company has completed addition of 1200 MRs during the quarter. The company
expects to break even from the new force addition in 2 years time frame. The impact
of MR addition for FY23 will be around INR 100 crores.

For the Devas plant, the company plans to validate 10 APIs and the same has begun.

The growth in pain management is 21% vs. 12% market growth, the cardiac market
is growing by 7% but company has grown by 4%. As far as anti-infectives are
concerned, market has grown around 4% and the company grown by 5%.
Dermatology market is up by 3%, whereas company segment growth is 14%. On the
cough and cold and portfolio, market has grown by 12% and the IPCA have grown by
24%. CNS segment, market growth was 9% vs. company growth of 30%. Urology
market growth was 17%.

During Q2, currency realization on USD was around 79.85 but other currencies (cross
currency) realization has gone down by almost around 7% to 8% like sterling, euro,
New Zealand, Australian dollar, was around 2% kind of low realization.

Silvassa facility is running at 15-20% capacity. SEZ Indore facility at around 35-40%
capacity and is being used for Europe, Canada, Australia, New Zealand and South
Africa.

Effective tax rate for FY23 will be around 28-29%.
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Domestic Formulation (Rs. mn) and QoQ Growth (%)

Total Export (Rs. mn) and QoQ Growth (%)
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Revenue (Rs. mn) and YoY Growth (%)

EBITDA (Rs. mn) and Margin (%)
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Income statement (Consolidated in INR Mn.)

Particular Fy21 FY22 FY23E FY24E FY25E
Revenue 54,200 58,298 64,070 71,053 79,366
Gross profit 36,917 38,150 41,272 46,829 53,502
EBITDA 15,444 13,093 10,967 14,429 17,153
Depreciation 2,092 2,324 2,504 2,667 2,826
EBIT 13,980 11,434 9,424 12,685 15,358
Other income 628 666 961 924 1,032
Interest expense 90 77 385 347 308
PBT 13,890 11,357 9,039 12,338 15,051
Adj. PAT 11,400 8,841 6,293 8,639 10,561
Adj. EPS (INR) 44.9 34.8 24.8 34.1 41.6

Balance sheet (Consolidated in INR Mn.)

Particular FY21 FY22 FY23E FY24E FY25E
Net worth 47,161 55,689 59,311 65,427 73,468
Borrowings 1,988 8,072 7,241 6,553 5,936
Trade Payables 6,662 5,577 7,372 7,787 8,698
Other non-current liabilities 1,743 1,974 1,995 2,444 2,502
Other current liabilities 3,130 5,075 4,475 4,374 4,865
Total Net Worth & liabilities 60,683 76,388 80,395 86,585 95,469
Net Block 19,473 21,879 23,540 25,278 27,214
Capital WIP 1,837 2,939 2,439 1,939 1,439
Goodwill & intangible assets 1,608 2,214 2,269 2,444 2,652
Investments 5,053 9,892 10,059 10,729 12,699
Trade Receivables 8,118 9,108 10,181 11,680 13,047
Cash & Cash equivalents 3,651 6,407 6,592 7,216 7,973
Other non-current assets 2,282 2,087 2,173 2,444 2,695
Other current assets 18,662 21,863 23,142 24,856 27,752
Total Assets 60,683 76,388 80,395 86,585 95,469

Cash Flows (INR Mn.) FY21 FY22 FY23E FY24E FY25E

CFO 10,902 8,560 9,313 9,688 10,993

CFI (5,207) (8,551) (4,464) (5,395) (7,041)

CFF (3,058) 4,268 (4,663) (3,669) (3,196)

Source: Company, CEBPL
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Growth Ratios (%) FY21 FY22 FY23E FY24E FY25E

Revenues 16.6 7.6 9.9 10.9 11.7
Gross Profit 22.9 3.3 8.2 13.5 14.2
EBITDA 70.3 (15.2) (16.2) 31.6 18.9
EBIT 25.8 19.6 14.7 17.9 19.4
PBT 86.0 (18.2) (20.4) 36.5 22.0
Adj. PAT 86.5 (22.4) (28.8) 373 22.2

Margins (%)

Gross Profit 68.1 65.4 64.4 65.9 67.4
EBITDA Margin 28.5 22.5 17.1 20.3 21.6
EBIT 25.8 19.6 14.7 17.9 194
PBT 25.6 19.5 14.1 17.4 19.0
Tax rate 17.3 19.8 28.5 28.5 28.5
Adj. PAT 21.0 15.2 9.8 12.2 13.3

Profitability (%)

ROE 24.2 15.9 10.6 13.2 14.4
ROIC 315 19.9 115 15.1 16.8
ROCE 28.5 18.0 14.2 17.7 19.4

Financial leverage (x)

Pre-tax OCF/EBITDA 0.8 0.7 1.0 0.9 0.9
OCF / Net profit 1.0 1.0 1.5 11 1.0
EV/EBITDA 32.8 18.3 20.2 15.2 12.7
Earnings

EPS (Rs.) 45 35 25 34 42
Shares outstanding 254 254 254 254 254
Working Capital (days)

Inventory days 107 116 113 110 110
Receivable days 55 57 58 60 60
Creditor days 45 43 42 40 40
Current Ratio (x) 2.2 3.0 3.0 3.1 3.3

Source: Company, CEBPL
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Historical recommendations and target price: IPCA Labs
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1050.0 -
IPCA Labs
1000.0 4 1.30-12-2021: Target Price Rs.2,463; Rating: Outperform
9500 2.16-02-2022: Target Price Rs.1,119; Rating: ADD
: 3. 26-05-2022: Target Price Rs.1,035; Rating: ADD
900.0 - 4.12-08-2022: Target Price Rs.1,059; Rating: Neutral
5.15-11-2022: Target Price Rs. 908; Rating: Neutral
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CHOICE RATING DISTRIBUTION & METHODOLOGY
OUTPERFORM  The security is expected to generate more than 15% returns over the next 12 months

ADD The security is expected to generate greater than 5% to less than 15% returns over the next 12 months
NEUTRAL The security expected to show downside or upside returns by 5% over the next 12 months
REDUCE The security expected to show less than -5% to greater than -15% over the next 12 months

UNDERPERFORM The security is expected to generate returns in excess of -15% over the next 12 months
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Securities Depository Limited (NSDL)

This Research Report (hereinafter referred as “Report”) has been prepared by Choice Equity Broking Private Limited as a Research Entity (hereinafter referred as
“CEBPL RE” Limited. The Research Analysts, strategists are principally responsible for the preparation of “CEBPL RE” research. The research analysts have received
compensation based upon various factors, which may include quality of research, investor client feedback, stock picking, competitive factors and firm revenues etc.
Whilst CEBPL has taken all reasonable steps to ensure that this information is correct, CEBPL does not offer any warranty as to the accuracy or completeness of
such information. Any person

placing reliance on the report to undertake trading does so entirely at his or her own risk and CEBPL does not accept any liability as a result. Securities and
Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily an indication of future performance.

General Disclaimer: This ‘Report’ is strictly meant for use by the recipient and is not for circulation. This Report does not take into account particular investment
objectives, financial situations or specific needs of individual clients nor does it constitute a personal recommendation. The recommendations, if any, made herein are
expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or
any other security through CEBPL nor any solicitation or offering of any investment

/trading opportunity on behalf of the issuer(s) of the respective security (ies) referred to herein. These information / opinions / views are not meant to serve as a
professional investment guide

for the readers. No action is solicited based upon the information provided herein. Recipients of this “Report” should rely on information/data arising out of their
own Study/investigations. It is advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or
making any investments. This ‘Report’ has been prepared on the basis of publicly available information, internally developed data and other sources believed by CEBPL
to be reliable. CEBPL or its directors, employees, affiliates or representatives shall not be responsible for, or warrant for the accuracy, completeness, adequacy and
reliability of such information / opinions / views. Though due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of
the directors, employees, affiliates or representatives of CEBPL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages,
including lost profits arising in any way whatsoever from the information / opinions / views contained in this Report.

The price and value of the investments referred to in this Report and the income from them may tend to go down as well as up, and investors may incur losses on any
investments. Yester performance shall not be a guide for future performance. CEBPL does not provide tax advice to its clients, and all investors are strongly
advised to take advice of their tax advisers regarding

taxation aspects of any potential investment. Opinions are based on the current scenario as of the date appearing on this ‘Report’ only. CEBPL does not
undertake to advise you as to any change of our views expressed in this “Report’ may differ on account of differences in research methodology, personal
judgment and difference in time horizons for which recommendations are made. User should keep this risk in mind and not hold CEBPL, its employees and associates
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6. “CEBPL”, its research analyst, or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in
this report.

7. “CEBPL, or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in connection
with the research report.

8. CEBPLresearch analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

9. “CEBPL”, its research analyst has not been engaged in market making activity for the company(ies) covered in the Research report.
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1. Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for investment banking No
transaction by CEBPL

2 Whether Research Analyst, CEBPL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1 of the company(ies) No
covered in the Research report

3. Whether compensation has been received by CEBPL or its associates from the company(ies) covered in the Research report No

4. CEBPL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the company(ies) No
covered in the Research report

5. CEBPL, its research analyst, his associate, or its associates have received compensation for investment banking or merchant banking or brokerage No
services or for any other products or services from the company(ies) covered in the Research report, in the last twelve months

Copyright: The copyright in this research report belongs exclusively to CEBPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or
reproduction, in whole or in part, is permitted without the CEBPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in
its entirety.

This “Report” is for distribution only under such circumstances as may be permitted by applicable law. This “Report” has no regard to the specific investment objectives,
financial situation or particular needs of any specific recipient, even if sent only to a single recipient. This “Report” is not guaranteed to be a complete statement or summary
of any securities, markets, reports or developments referred to in this research report. Neither CEBPL nor any of its directors, officers, employees or agents shall have any
liability, however arising, for any error, inaccuracy or incompleteness of fact or opinion in this “report” or lack of care in this report’s preparation or publication, or any losses
or damages which may arise from the use of this research report.

Information barriers may be relied upon by CEBPL, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups, or affiliates of CEBPL.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities of non-U.S.
issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S. securities or related
financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and regulatory requirements comparable to those in effect
within the United States. The value of any investment or income from any securities or related financial instruments discussed in this research report denominated in a
currency other than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related
financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by CEBPL with respect to future
performance. Income from investments may fluctuate. The price or value of the investments to which this research report relates, either directly or indirectly, may fall or rise
against the interest of investors. Any recommendation or opinion contained in this research report may become outdated as a consequence of changes in the environment in
which the issuer of the securities under analysis operates, in addition to changes in the estimates and forecasts, assumptions and valuation methodology used herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior written consent of CEBPL and CEBPL
accepts no liability whatsoever for the actions of third parties in this respect.
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