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Institutional Equities

Reuters: INDR.BO; Bloomberg: INRMIN
Entering into a high growth phase

Indoco Remedies’ (IRL) 2QFY20 revenue at Rs 2,926mn is up 15.8% QoQ and 24.2% YoY
and is higher than our/consensus estimate by 9%/7%, respectively. Net profit stood at
Rs78mn (in line with expectation) and was adversely impacted by a one-off expenditure
of Rs120mn. Adjusted for the same, net profit would have been Rs180mn.

Revenue outperformance was led by the domestic business, which expanded 17% YoY. A
strong anti-infective season together with better execution aided the performance. The
recorded growth was almost twice the covered market growth. The growth was largely
volume driven (11% volume growth). The company hopes to deliver mid-teens growth in
the domestic business for the rest of the year. In subsequent quarters, EU business
ramp-up should also become evident as compliance woes (which led to restricted
exports to Europe) are now resolved. Incrementally, the new facility at Baddi is also now
EU GMP compliant and will add to the base business. The company expects EU sales
quarterly run rate to be around Rs500mn in 2HFY20, which was Rs390mn in the current
quarter. Over the next six to eight quarters, EU sales can potentially ramp up to 2.5x of
current levels.

Renewal of supplies to the US markets should also begin 4QFY20 onwards. The US ramp-
up may be slow but will be margin accretive as the fixed costs related to the business are
largely into the structure.

API business sales grew by 22% YoY during the quarter and the run rate should be
maintained as the new expansion at Patalganga (3x of current manufacturing capacity)
will come into play 1QFY21 onwards.

EBITDA at Rs326mn increased by 45.5% QoQ and 176.1% YoY, and was in line with
our/consensus estimates. EBITDA margin improved to 11.2%, up by 228bps on account of
operating leverage. During the quarter, the company also had Rs120mn in extraordinary
expenses, adjusted for which EBITDA would have been Rs450mn.

Guidance for FY20 — The company is guiding for FY20 EBITDA of Rs125 crore, which
implies 2HFY20 EBITDA of Rs70 crore. The company acknowledges guidance as
conservative given the expected immediate ramp-up in Europe sales and resumption in
US sales in 4QFY20. Net profit expansion will be disproportionate with EBITDA growth as
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there is no additional investment that will be required in capex to execute sales growth. Indoco Remedies 36 (205) (152)
We retain our Buy on IRL and revise our valuation methodology from EV/EBITDA to P/E  Nifty Index 32 08 161
basis. We roll over to September 2021 earnings and assign a risk adjusted P/E multiple of oo Bloomberg

16x to arrive at a target price of Rs. 239 which represents a 50% upside at CMP

Y/E March (Rsmn) Q2FY19 Q1FY20 Q2FY20 YoY (%) QoQ (%) 1HFY19 1HFY20 YoY (%)
Revenues 2,356 2,527 2,926 24.2 15.8 4,532 5,453 20.3
Raw material costs 796 856 896 12.5 4.6 1,509 1,752 16.1
% of revenues 33.8 33.9 30.6 (316) bps (326) bps 33.3 32.1 (117) bps
Staff costs 585 609 641 9.7 5.3 1,146 1,251 9.1
% of revenues 24.8 24.1 21.9 (290) bps (218) bps 25.3 22.9 (235) bps
R&D 127.5 111.2 116.4 (8.7) 47 260 228 (12.3)
% of revenues 5.4 44 4.0 (143) bps (42) bps 5.7 42 (155) bps
Other expenses 730 726 946 29.6 30.2 1,383 1,672 20.9
% of revenues 31.0 28.7 32.3 136 bps 358 bps 30.5 30.7 14 bps
EBITDA 118 224 326 176.1 45.5 234 551 135.4
EBITDA margin (%) 5.0 8.9 11.2 614 bps 228 bps 5.2 10.1 493 bps
Other income 3 6 6 75.8 (9.4) 6 12 90.6
Interest costs 50 61 54 7.2 (12.3) 122 115 (5.7)
Depreciation 177 170 180 2.2 6.2 344 350 1.9
PBT (105) (0) 98 (193.2) (19,700.0) (225) 98 .
Tax (27) (19) 20 (172.9) (204.7) (27) 1 -
Tax rate (%) 26.0 - 20.3 (567) bps - 12.1 0.9 -
Reported PAT (78) 19 78 (200.4) 322.2 (198) 97 -

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Earnings conference-call commentary

Margin: The gross margin stood at 69.4%, which was the highest margin the company has achieved and was
aided by a strong domestic sales performance and milestone income accruing for its US business.

Domestic formulations: The domestic formulations business grew by 17% on the back of growth in multiple
therapies. It was good season for anti-infectives. The company took a price growth of 4% and new launches
grew by 2% while the rest of the growth came from volume. During the quarter, the company launched one
new product in the Chronic segment. The total number of new product launches in 1HFY20 stands at three
i.e., two in Chronic and one in Sub-Chronic segment.

Europe: European business grew sequentially as guided by management and with a full GMP status has been
reinstated in Plant | in Goa. The supplies will increase going forward. The company has 3 clients in the UK, 3
clients in Germany and 1 client in Spain. Management has guided for revenue of Rs1,750mn for the year.

Capex: IRL has given annual capex guidance of Rs500mn over the next three to four years, mainly towards
maintenance capex.

Other expenses: Other expenses were higher due to an extra expense of Rs200mn, of which Rs120mn was
one-off. There was an expense on advertising worth Rs70mn, benefit of which will be realized in the
subsequent quarters.

Approvals: Management has guided for a total of 4 approvals from USA. The company has received an
approval for Rasagiline this month. Management has guided for 2 injectibles approval and 1 solid dosage
approval.

Patalganga plant: The old capacity of 150 tonne is running at 100% whereas the new capacity will be adding
300 tonne to the existing capacity. However, the ramp up will be slow.

EBITDA: Management has guided for an annual EBITDA of Rs1100mn to Rs1250mn.
R&D: Management has guided that the R&D expense will be around 4% of sales.

Tax Rate: Management has guided that the tax rate will be around 20-21%.

Exhibit 1: Key financials

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Net sales 10,453 9,685 12,054 14,739 16,619
EBITDA 1,349 767 1,554 2,670 3,046
Net profit 412 (29) 457 1,238 1523
EPS (Rs) 45 (0.3) 5.0 134 16.5
EPS growth (%) (46.6) (107.0) - 170.8 23.0
EBITDA margin (%) 12.9 7.9 12.9 18.1 18.3
PIE (x) 345 NA 31.0 115 9.3
P/BV (x) 2.1 2.1 2.1 18 15
EV/EBITDA (x) 12.2 212 10.7 6.0 5.0
RoCE (%) 9.0 0.3 10.0 221 23.1
RoE (%) 6.2 04 6.8 16.7 17.7

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual versus our estimates

(Rsmn) Actual Our est. Var. (%) Cons. Var(%)
Revenues 2,926 2,675 94 2,723 74
EBITDA 326 337 (3.1) 297 10.1
EBITDA margin (%) 11.2 12.6 (144) bps 10.9 27 bps
PAT 78 90 (12.9) 64 21.6

Source: Company, Nirmal Bang Institutional Equities Research
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a relationship beyond broking

Exhibit 3: Revenue and growth trend Exhibit 4: Gross profit and growth trend
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Exhibit 5: EBITDA and growth trend Exhibit 6: PAT and growth trend
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Exhibit 7: Margin trend Exhibit 8: Domestic formulations revenue and growth trend
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Exhibit 9: US formulations revenue and growth trend

Institutional Equities

Exhibit 10: EM formulations revenue and growth trend
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Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 11: Europe formulations revenue and growth trend

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 12: API revenue and growth
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Financial statements

Exhibit 13: Income statement Exhibit14: Cash flow
YIE March (Rsmn) FY18 FY19 FY20E FY21E FY22E Y/E March (Rsmn) FY18 FY19  FY20E FY21E  FY22E
Net sales 10,453 9,685 12,054 14739 16,619 EBIT 719 112 826 1,893 2,292
% growth 4.7) (7.4) 24.5 22.3 12.8  (Inc.)/dec. in working capital 178 492 (846) (564) (397)
Raw material expenses 3,512 3,203 4,215 5,139 5,808 Cash flow from operations 897 604 (20) 1,329 1,894
Staff costs 2,209 2,317 2,548 2,803 3,111 Otherincome (47) (61) (27) (13) (70)
R&D expenses 535 515 663 737 831  Depreciation 677 716 755 790 824
Other expenses 2,848 2,884 3,074 3,390 3,822 Interest (235) (205) (216) (242) (261)
Total expenditure 9,104 8918 10500 12,069 13572 Tax paid (-) (72) 64 (152) (413) (508)
EBITDA 1,349 767 1,554 2,670 3,046 Net cash from operations 1,220 1,117 339 1,452 1,880
% growth (13.8)  (43.2) 102.7 71.8 14.1  Capital expenditure (-) (1,242) (859) (84) (600) (600)
EBITDA margin (%) 12.9 79 12.9 18.1 18.3  Net cash after capex (22) 258 255 852 1,280
Other income 47 61 27 13 70  Other investing activities (131) (3) (424) (260) (203)
Interest costs 235 205 216 242 261  Cash from financial activities (353) (17) (25) 168 75
Gross profit 6,941 6,482 7,839 9,600 10,811  Change in cash balance (506) 238 (194) 760 1,153
% growth (2.7) (6.6) 20.9 22.5 12.6  Opening cash balance 626 119 363 169 928
Depreciation 677 716 755 790 824  Closing cash balance 120 357 169 928 2,081
Profit before tax 484 -93 610 1651 2,031 Source: Company, Nirmal Bang Institutional Equities Research
% growth (46.8) (119.2)  (754.7) 170.8 23.0
Tax 2. (64) 152 413 508 Exhibit 16: Key ratios
Effective tax rate (%) 5 689 2 2 %5 VE March FY18  FY19 FY20E FY21E FY22E
Net profit 412 (29) 457 1,238 1,523
Profitability &return ratios
% growth (46.6)  (107.0) (1,676.3) 170.8 23.0 )
EPS (Rs) 15 03) 5.0 134 16.5 EBITDA mérgln (%) 129 79 129 18.1 183
. EBIT margin (%) 6.4 0.5 6.6 12.8 134
% growth (46.6)  (107.0) (1,676.3) 170.8 23.0
Net profit margin (%) 3.9 (0.3) 38 84 9.2
Source: Company, Nirmal Bang Institutional Equities Research RoE (%) 6.2 (04) 6.8 167 177
| Exhibit 15: Balance sheet RoCE (%) 80 03 100 21 2
Working capital &liquidity ratios
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E Receivables (days) 73.9 76.1 65.9 66.0 685
Equity 184184 8 18 B4 entory (days) 1976 2147 1799 1829 1894
Reserves 6566 6422 6701 7761 9107 pyopies (days) 1630 1825 1516 1415 1465
Net worth 6750 6606 6885  7.946 9291 \youing capital days 1086 1083 942 1074 1114
Provisions/ other LT liabilities 224 233 258 297 332 Current ratio (x) 18 16 18 19 21
Total loans 2,332 2,421 2,548 2,854 3,073 Quick ratio (x) 11 11 11 13 15
Liabilities 9,306 9,259 9,691 11,097 12,696 Valuation ratios
Net block 4,411 4,166 4,729 4,812 4,361 EV/Sales (x) 16 17 14 11 0.9
Capital work-in-progress 758 1,412 450 450 450 EV/EBITDA (x) 122 219 107 6.0 5.0
Intangible assets 486 510 478 478 478 PIE (¥) U5 NA 310 15 93
LT loans &advances 1 13 13 13 13 PIBV () 21 21 21 18 15
Other LT assets 1,333 1,099 1,310 1,310 1,310
) Source: Company, Nirmal Bang Institutional Equities Research
Inventories 1,934 1,835 2,321 2,830 3,198
Debtors 2,078 1,958 2,397 2,931 3,304
Cash 119 363 169 928 2,081
Other current assets 1,242 1,225 1,431 1,749 1,971
Total current assets 5,373 5,381 6,317 8,437 10,555
Trade payables 1,496 1,707 1,795 2,188 2473
Other current liabilities/provisions 1,570 1,614 1,811 2,214 2,496
Total current liabilities 3,066 3,321 3,605 4,402 4,969
Net current assets 2,307 2,059 2,712 4,035 5,585
Total assets 9,305 9,259 9,691 11,097 12,696

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
5 September 2017 Buy 194 250
8 November 2017 Buy 256 295
29 January 2018 Accumulate 296 315
31 May 2018 Buy 200 301
14 August 2018 Buy 196 301
14 November 2018 Buy 179 273
5 April 2019 Buy 208 289
30 May 2019 Buy 187 290
14 August 2019 Buy 151 290
23 September 2019 Buy 158 300
31 October 2019 Buy 159 239
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Vishal Manchanda, research analyst and Gaurang Sakare, Research Associate the author of this report,
hereby certify that the views expressed in this research report accurately reflects my personal views about the subject securities,
issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or
indirectly related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and objectivity in
making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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