INDOCO REMEDIES
Q2FY22 Result Update | Pharmaceuticals

Strong demand in India and exports, profitability
improvement continues

Indoco Remedies Q2FY22 results were below
estimates due to challenges in container availability
for exports. We believe the issues are temporary in
nature and will resolve in a quarter or two. Robust
demand in India and exports continue in both
regulated & semi regulated markets with
profitability improvement.

Sales came in at Rs 3868 mn, (+18% yoy/flat qoq).
EBITDA came in at Rs 848 mn (+41% yoy/-2% qoq).
EBITDA margin came in at 21.9% (+340 bps yoy/-80 bps goq).

PBT came in at Rs 623 mn (+72% yoy/+2% qoq). Lower interest (-
48%) due to debt repayment of Rs 140 mn and depreciation (+5%).

After taxes@35%, PAT came in at Rs 390 mn (+56% yoy/+2% qoq).
EPS for the quarter was at Rs 4.24.

Sales by geography

India sales (60% of sales, +19% Rs 2224 mn), driven by
formulations (57% of sales, +22% Rs 2136 mn), API (Rs 50.3 mn,
-46%) and CRO at Rs 38 mn.

Exports (40% of sales, +11%) Rs 1502 mn, driven by formulations
Rs 1355 mn, +12% and APl (Rs 147 mn mn, +9%).

Regulated markets Rs 1114mn, +10%, driven by US Rs 479 mn,
+10%, EU Rs 597 mn, +6% and South Africa Rs 38 mn, +111%. US
sales in Q1FY22 include launch of Brinzolamide suspension by
Teva as the first generic.

Semi regulated markets Rs 242 mn, +21%.

Financial Summary

Y/E Mar (Rs mn) FY19 FY20 FY21 FY22E FY23E
Net sales 9,684 11,066 12,415 15,929 18,259
EBITDA 767 1,232 2,243 3,280 3,843
Adjusted net profit (29 241 931 1,532 2,121
Free cash flow 141.7 560.7 (1,043.3) 2,219.2 1,972.4
EPS (Rs) (0.3) 2.6 10.1 16.6 23.0
growth (%) (107.1) (929.2) 285.8 64.7 38.4
P/E (x) (1,447.7) 174.6 45.3 27.5 19.9
P/B (x) 6.4 6.2 5.5 4.9 4.1
EV/EBITDA (x) 53.5 32.8 18.5 12.3 10.3
D/E 0.4 0.3 0.3 0.2 0.2
RolC (%) (0.5) 4.7 13.2 24.1 32.8
RoE (%) (0.4) 3.5 12.1 17.8 20.9
Dividend yield (%) 0.4 0.4 0.3 0.4 0.4

Source: Company
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INDOCO REMEDIES

Conference Call Highlights

A. India

e India sales (60% of sales, +19% Rs 2224 mn), driven by

(¢]

o

(¢]

formulations (57% of sales, +22% Rs 2136 mn), API (Rs
50.3 mn, -46%) and CRO at Rs 38 mn.

By therapy, Indoco grew in anti infectives,
gastrointestinal, opthalmic, vitamins and respiratory.

2 new launches namely Renofin tablets (Paracetamol +
Diclofenac) in pain management and Noxa cream in
dermatology.

High attrition at 25-30% for domestic sales.

B. Exports - Reg markets - US
e Regulated markets Rs 1114mn, +10%, driven by

©]
o
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US Rs 479 mn, +10%,
US sales in Q1FY22 include launch of Brinzolamide

suspension by Teva as the first generic (Rs 75-85 mn in
HT1).

Orderbook healthy for all products including
Brinzolamide, will grow faster in H2FY22.

The management has maintained its guidance at Rs 2500
mn for FY22.

C. Exports - Reg markets - Europe

o

o

o

D. Financials

EU Rs 597 mn, +6% and South Africa Rs 38 mn, +111%.

DALAL & BROACHA STOCK BROKING PVT

Brands - fast moving
brands were Oxipod,
Febrex Plus, Cyclopam.

Healthy Orderbook for
US, expect faster growth
in H2FY22

Europe sales were muted due to shortages of containers and APIs during the quarter.
No challenges in pricing, the management expects the situation to normalize in 1- 2 quarters.

e R & D spend: @5% of sales

e The management expects PAT margins of 10% to be sustainable.
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Quarterly Financials

Particulars (INR in mn) Q2FY22 Q1FY22 Q2FY21 %yoy %gqoq H1FY22 H1FY21

Net Sales 3865.9 3867.5 3276.6 18% 0% 7733.4 6035.2 28%

Other Income 10.1 8.6 52 18.7 7.8 Strong revenue growth
yoy, flat sequentially due

Total Income 3876 3876.1 3281.8 18% 0% 7752.1 6043 28% to supply chain issues in

Raw Material costs -1079.0 -1103.1 -902.1 -2182.1 -1718.3 exports

Gross Profit 2789.00 2764.40 2374.50 17% 1% 5551 4317 29% Gross margins improve

GPM 72.1% 71.5% 72.5% 71.8%  71.5% due to better sales mix

Employee costs -741.7 -749.8 -751.5 -1491.5 -1409.8

R&D -213.3 -165.3 -156.6 -378.6  -259.2

Other Expenses -986.1 -980.3 -865.0 -1966.4  -1560

Total Expenses -3020.1 -2998.5 -2675.2 13% 1% -6018.6 -4947.3 22% OPM marginally lower

sequentially

EBITDA ex Ol 845.80 869.00 601.40 41% -3% 1715 1088 58%

EBITDA margins 21.9% 225% 18.4% 22.2%  18.0%

Interest -30.5 -42.4 -58.9 -72.9 -116.4

Depreciation -194.5 -222.3 -185.7 -416.8 -377

Profit before tax 631 613 362 74% 3% 1243.80 602.30 107%

Tax -232.6 -216.3 -111.3 -448.9  -181.2

Profit after tax 398.30 396.60 250.70 59% 0% 794.90 421.10 89%

Equity 184.37 1843 1843 184.3 184.3

Face Value 2 2 2 2 2

Number of shares 92.15 92.15 92.15 92.15 92.15

EPS (Rs) 4.32 4.30 2.72 8.63 4.57

Profitability analysis Q1FY23 Q1FY22 Q2FY21 +/-yoy +/-qoq H1FY22 H1FY21 bps

Gross margin 72.1 71.5 725 -32 67 71.8 715 255

EBITDA margin 21.9 225 18.4 352 -59 22.2 18.0 415

PBT margin 16.3 15.8 11.0 527 47 16.1 10.0 610

PAT margin 10.3 10.3 7.7 265 5 10.3 7.0 330

Cost analysis Q1FY23 QI1FY22 Q2FY21 H1FY22 Hi1FY21

RMC -27.9 -28.5 -27.5 -28.2 -28.5

Employee -19.2 -19.4 -22.9 -19.3 -23.4

R&D 5.5 -4.3 -4.8 -4.9 -4.3

Other exps -25.5 -25.3 -26.4 -25.4 -25.8

Revenue breakup Q1FY23 Q1FY22 Q2FY21 %yoy %qoq H1FY22 H1FY21

India 2224 22202 1876.1 19% 0% 4444.2 3451.7 29%

Exports 1502.3 1591.5 1348.6 11% -6% 3093.8 2441 27%

Valuation &Outlook

Indoco Remedies reported muted growth in exports due to shortage of containers and APIs, leading
to lower despatches for Europe. The management expects the situation to improve in 2 quarters.
Further, the R & D spend is marginally higher at 5% of sales.

At Rs 457, Indoco Remedies trades at 20x FY23E EPS of 23 and 11x EV/EBITDA.
We maintain BUY.
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Financials
P&L (Rs mn) FY19 P20 P21  FY22E  FY23E  Cash Flow St. (Rs. mn) FY19 FY20 FY21 FY22E  FY23E
Net Sales 9684 11,066 12415 15929 18259  NetProfit (29) 21 931 1,532 2121
Add: Dep. & Amort, 716 708 731 814 823
Raw materials (3,203 (3304 (3541 (4779 (5380  Cashprofits 087 949 1,662 2,346 2,944
Employee costs 2317 Q565 @740 G151 (3,624)
Other Expenses (3399 (3,94) (3,891) (479 (54060  (nc)/Decin
Cost of sales (8918) (9834 (10173) (12,649) (14416)  -Sundry debtors 137 (143) 237 (498) (415)
Anventories 99 (249) (295) (458) 415)
Operating Profit 767 1232 2243 3280 3843 -Loans/advances 0 0 ) ) 0
Depreciation ey (708 (B @14 (823)  -Sundry creditors M (1) (524) 76 11
PBIT 5l 54 1511 2466 3,020 -Others 317 376 (887) 913 418
Other income ] P 3l 34 38 Change in working capital 825 67 (1,943) Iy (mn
Interest 05 (63 Q) @13 (19  CFfrom Oper. activities 1,512 882 (281) 3,068 2,772
Profit before tax 93) 286 1320 2287 2,866 CFfromInv. activities (1370) (322) (762) (1,349 (1,600)
Provision for tax o4 @) 390 (7Y (1)
Reported PAT 29 241 931 1532 2,121 CFfrom Fin. activities (293) (388) 83 (573) (554)
Extraordinary ltems - - - - -
Adjusted PAT 29) 241 931 153 2121 Cashgenerated/(utilised) (152) 173 (960) 1,146 619
Cash at start of the year 3,699 3,547 3,720 2,760 3,906
Cash at end of the year 3,547 3,720 2,760 3,906 4524
Balance Sheet FY19  F20 P21 FY22E  FY23E |Ratios FY19 FY20 FY21 FY22E  FY23E
Equity capital 184 184 184 184 184 OPM 79 1] 18.] 20.6 210
Reserves 6422 6611 7506 8436 9968  NPM 03 22 15 9.6 11.6
Net worth 6,606 6,79 7,690 8620 10,153  Taxrate (68.8) (15.6) (29.5) (33.0) (26.0)
Def, Tax Liab.+Minority Int 73 128 144 173 208 Growth Ratios (%)
Total debt 240 2009 2133 2133 2133 NetSales i 14 12 28 15
CAPITAL EMPLOYED 9100 8953 9967 10,926 12493  Operating Profit @) 61 8 4 17
PAT (107) (929) 286 65 38
Gross block 7130 8790 9375 10175 10975
Accumulated depreciation 2,719 (3,427)  (4158)  (4972) (5,795  PerShare (Rs,)
Net block 4401 5364 5217 5203 5180 Net Earnings (EPS) (03) 26 10,1 16.6 230
Capital WIP 1412 73 25 300 300 Cash Earnings (CPS) 15 103 180 255 319
Total fixed assets 5823 5437 5468 5503 5480  Dividend 20 20 15 20 20
Goodwill ] ] ] ] 1 Book Value n.7 737 834 93.5 110.2
[nvestments 0 0 0 50 1,300 Free Cash Flow 15 6.1 (1.3) 2. 2.4
Inventories 1835 2088 2379 2837 3252
Sundry debtors 1958 2100 2338 2837 3252  Valuation Ratios
Cash & bank 3547 3720 2,760 3906 4524 P/E(x) (1,448) 175 45 2 2
Loans & advances 4 4 4 4 5 PR ) b 5 5 4
Other current assets 119 1,06 1334 1467 1614 EV/EBIDTAX) 5 3 18 12 10
Sundry creditors (1,707 (1,656) (1,132 (1,898) (21400  EV/SALES(Y 4 4 3 3 2
Acceptances 2879 (014 Q470 (3333 (718  Div. Yield®) 0 0 0 0 0
Provisions (602 (749 (747 (8%6) (1,076)  FCFYield(%) 0 | @ 5 5
Working capital 3276 3515 4498 4922 5712 ReturnRatios (%)
Deferred Tax Assets - - . - - RoIC 0.5 47 132 4] 3.8
Miscellaneous exp. - - : : - ROE (0.4) 35 12 178 209
CAPITAL DEPLOYED 9100 8953 9967 10926 12493  ROCE 0.6 59 15.2 226 242
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Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B (CINU67120MH1997PTC111186) was
established in 1997 and is an integrated financial services player offering an extensive range of financial
solutions and services to a wide spectrum of customers with varied needs ranging from equities to mutual funds
to depository services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India
Limited (NSE). D&B along with its affiliates offers the most comprehensive avenues for investments and is
engaged in the securities businesses including stock broking (Institutional and retail), depository participant,
portfolio management and services rendered in connection with distribution of primary market issues and
financial products like mutual funds, fixed deposits. Details of associates are available on our website i.e.
www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI
(Research Analysts) Regulations, 2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any
stock exchange with whom it is registered in any time in the past. It has not been debarred from doing business
by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by
SEBI at any point of time.

SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued
advice letters or levied minor penalty on D&B for certain operational deviations in routine course of business.
D&B offers research services to clients as well as prospects. The analyst 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.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst)
Regulations, 2014 with reference to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.

The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject
company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at
the end of the month immediately preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or | No
more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the subject | No
company.
Whether the research Analyst has served as officer, director or employee of the subject | No
company
Whether the Research Analyst has received any compensation from the subject company | No
in the past twelve months
Whether the Research Analyst has managed or co-managed public offering of securities | No
for the subject company in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or | No
merd;lant banking or brokerage services from the subject company in the past twelve
months

Whether the Research Analyst has received any compensation for products or services | No
other than investment banking or merchant banking or brokerage services from the
subject company in the past twelve months

Whether the Research Analyst has received any compensation or other benefits from the | No
subject company or third party in connection with the research report

D&B and/or its affiliates may seek investment banking or other business from the company or companies that
are the subject of this material. Our salespeople, traders, and other professionals 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
may be inconsistent with the recommendations expressed herein.
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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 including but not limited to those stated herein. Additionally, other
important information regarding our relationships with the company or companies that are the subject of this
material is provided herein. This report is not directed to, 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 or regulation or which would subject D&B
or its group companies to any registration or licensing requirement within such jurisdiction. Specifically, this
document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any
financial instrument or as an official confirmation of any transaction to any U.S. person. Unless otherwise stated,
this message should not be construed as official confirmation of any transaction. No part of this document may
be distributed in Canada or used by private customers in United Kingdom. All material presented in this report,
unless specifically indicated otherwise, is under copyright to D&B. None of the material, nor its content, nor any

copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior
express written permission of D&B. All trademarks, service marks and logos used in this report are trademarks
or registered trademarks of D&B or its Group Companies. The information contained herein is not intended for
publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination,
distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure
that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by
Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report
includes current or historic information, it is believed to be reliable, although its accuracy and completeness
cannot be guaranteed.

Name Designation Email Phone Sector
Mr.Kunal Bhatia Head of Research kunal.bhatia@dalal-broacha.com 022 67141442 Retail | FMCG | Logistics
Mrs.Charulata Gaidhani Sr.Analyst  charulata.gaidhani@dalal-broacha.com 02267141446 Pharma | Healthcare
Mr.Mayank Babla Sr.Analyst  mayank.babla@dalal-broacha.com 02267141412 IT | Telecom | Media
Mr.Avinash Tanawade Sr.Analyst  avinash.tanawade@dalal-broacha.com 022 67141449 BFSI
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Mr.Miraj Shah Associate  miraj.shah@dalal-broacha.com 022 67141489 FMCG | Retail
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