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Unichem integration working; focus on synergies...

About the stock:

Ipca Laboratories is an integrated pharmaceutical company

which manufactures and market over 350 formulations and 80 API’s across various
therapeutic segments. The Company has 18 manufacturing units in India producing
API's and formulations.

Top 3 therapeutic segments which include pain management,
cardiovascular and anti-infectives, together account for 59% of domestic
revenues (IQVIA MAT Sep 24)

Revenue break-up Q2FY25 - Formulations: 62% (domestic: 39%, export:
23% - export generic: 12%, export institutional: 5%, export branded: 6%),
API: 13% (export API: 9%, domestic API: 4%), subsidiaries: 23%

Investment Rationale:

Q2FY25- Domestic formulations and Unichem drive sales; margins still
muted - Revenues grew ~16% YoY to X 2355 crore driven by domestic
formulations growth and Unichem integration. Domestic formulations
grew 11% YoY to X 873 crore, driven strong traction in pain management.
Institutional exports grew 85% to X 112 crore while generic exports grew
8% to X 287 crore. Branded exports on the other hand de-grew 2% to X
143 crore and so did total APIs which de-grew ~5% to X 319 crore. EBITDA
grew 37% YoY to X 442 crore while EBITDA margins improved 295 bps to
18.7% driven by 110 bps GPM improvement (67.8%) and lower growth in
total expenses. PAT grew 58% YoY to X 230 crore.

Focus shifts to margin expansion with Unichem improvement, domestic
momentum -Acquisition of Unichem Labs was met with lots of scepticisms
for Ipca for changing an otherwise smooth business model of linear growth
and firm EBITDA margins. Cut Q2FY25 and things are looking normal.
Marked improvement in Unichem’s EBITDA profile (from 6% to 12%) has
brought lot of comfort on that front. Going ahead, we expect full impact of
synergy especially on the US front to trickle down on numbers. The synergy
can be in the form of common API sourcing or using Ipca’s own API source
or using Unichem’s front-end to sale combined portfolio in the US. There
will be product rationalisation as well. Although the EBIDTA margins
(continue to languish below 20% level, we expect synergy benefits and
continuing momentum from the legacy domestic formulations and export
formulations to lead margin expansion. With Ipca’s own USFDA focused
plants out of USFDA embargo, we expect better capacity utilisation and
hence better operating leverage. We change our neutral stance
encouraged by the progress and future guidance by the management.

Rating and Target price

Our target price is X 1910 based on 23x FY26E EBITDA of X 2050.9.

Key Financial Summary

Key Financials 2 year CAGR

i) FY22 FY23 FY24 (FY22-24) FY25E
Revenues 5829.8 62435 7707.4 15.0 8838.6
EBITDA 1309.2 925.9 1282.1 -1.0 1727.8
EBITDA Margins (%) 225 14.8 16.6 19.5
Net Profit 884.1 470.5 547.4 -21.3 935.4
EPS (R) 34.8 185 216 36.8
PE (x) 44.7 84.0 72.2 42.2
EV to EBITDA (x) 30.0 42,5 313 23.1
RoNW (%) 16.1 8.1 9.3 14.0
RoCE (%) 17.4 10.3 11.0 14.6
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Amount
< 40386 crore

Particular
Market Capitalisation

Debt (FY24) < 1438 crore
Cash (FY24) % 209 crore
BV < 41615 crore
52 week H/L (F) 1708/1041
Equity capital < 25 crore
Face value X 1 crore
Shareholding pattern

(in %) Dec-23 Mar-24 Jun-24  Sep-24
Promoter 46.3 46.3 46.3 46.3
Flls 10.3 10.5 10.9 10.8
Dlls 34.2 34.1 335 33.9
Others 9.3 9.2 9.4 9.0
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(i) Slower ramp up in new launches

Ipca Labs (RHS)

especially in the US.

(i) Regulatory issues which keep on
emerging.
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2 year CAGR

FY26E (FY24-26E)

9786.8 12.7

2050.9 26.5
21.0

1163.0 45.8
458
34.0
18.7
15.1
159

Source: Company, ICICI Direct Research
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Exhibit 1: Quarterly Summa

Z Crore Q2FY22 Q3FY22 Q4FY22 QI1FY23 Q2FY23 Q3FY23 Q4FY23 QIFY24 Q2FY24 Q3FY24 QA4FY24 QI1FY25 Q2FY25 YoY (%) QoQ (%)
Net Sales 15444 14305 12891 15857 1600.1 15460 15116 15876 20340 20529 20330 20926 2354.9 158 125
Raw Material Expenses 5444 4986 4262 5787 5748 5618 5912 5153 6776 6970 6859 6435 7586 12.0 17.9
% of Revenue 352 34.9 33.1 365 359 36.3 39.1 325 333 34.0 337 308 322 -110bps 146bps
Gross Profit 10000 9319 8629 1007.0 10253 9842 9205 10723 13564 13559 13471 14491 1596.3 17.7 10.2
GPM (%) 64.8 65.1 66.9 635 64.1 63.7 60.9 675 66.7 66.0 66.3 69.2 67.8 110bps -146bps
Employee Expenses 2964 2837 2977 3227 3192 3184 3273 3575 4259 4590 4660 4879 5098 19.7 45
% of Revenue 19.2 19.8 23.1 20.4 19.9 20.6 21.7 225 20.9 22.4 229 233 217  71bps -166bps
Other expense 3381 3404 3458 4151 446.4 4499 4121 4071 6092 5655 5592 568.6  645.0 59 135
% of Revenue 219 23.8 26.8 26.2 27.9 29.1 27.3 256 30.0 275 275 27.2 27.4 -256bps  22bps
Total Expenditure 11789 11227 10698 13165 13403 13301 13306 12800 17127 17215 17111 1699.9 1913.4 117 12.6
% of Revenue 76.3 78.5 83.0 83.0 83.8 86.0 88.0 80.6 84.2 83.9 84.2 81.2 81.3 -295bps  2bps
EBIDTA 3656 307.8 2193 2692 2598 2159 1810 3076 3213 3313 3219 3927 4415 37.4 12.4
EBIDTA Margin (%) 237 215 17.0 17.0 16.2 14.0 12.0 19.4 158 16.1 158 188 187 295bps  -2bps
Depreciation 57.0 58.7 60.9 61.7 63.7 66.6 69.5 69.3 90.3 99.5 98.1 98.9  100.4 11.1 15
Interest 11 1.4 3.4 6.9 9.3 108 185 314 441 33.4 29.4 24.1 22.6 -489 6.2
Other Income 181 129 145 221 36.2 30.9 36.4 449 386 225 189 206 26.3 -319 27.4
PBT 3256 2607 1695 2227 2230 1693 1294 2518 2254 2209 2133 2904 3448 53.0 187
Tax 67.9 57.3 288 743 77.0 53.7 48.4 856 87.9 66.2 737 91.4 99.4 130 8.7
Tax Rate (%) 20.9 22.0 17.0 33.3 345 317 37.4 340 39.0 30.0 345 315 28.8 -1019bps -266bps
PAT 2502 1970 1302 1431 1431  107.8 765 1628 1451  180.0 596 1922 2295 58.2 19.4

Source: Company, ICICI Direct Research

Q2FY25 Results / Conference call highlights

e Ipca at present has 7000 MRs in India and productivity stands at X 4.62
Lakhs PM.

e Domestic business to grow at a CAGR of 11-12%

e The company enjoys ~60% market share in Rheumatoid Arthritis in India.

e It will take another 5-6 month to merging synergies of Ipca with Unichem.

e Unichem has not yet started sourcing products from Ipca, once started
they will benefit by cost reduction (25-30%) in raw material.

e Unichem will also get benefited by common API buying.

e The management for Unichem had guided EBITDA of X 200 crore in FY26
however it is expected to surpass in current year Itself.

e Unichem Business in FY25 will remain around X 1850 - 1900 crore (with
14-15% EBITDA margin in H2).

e Unichem plans to launch 4-5 formulation per year.

e Unichem capacity utilization- Goa unit 1 and Ghaziabad -70-80%. Goa
unit 2 and Baddi plant at 20% and 30% respectively.

e The company will market Unichem’s product in different market.

e  Company during current year (in US) plans to launch 6 products in total (3
already launched)

e US sales at present is Nil but it is expected to witness good traction.

¢ RoW market (Branded formulation) will grow 12-13% from Q3 and overall
year 7-8% growth.

e Generic Business to witness 7-8% Growth in FY25

e Overall generic business to grow 10-12% (including US launches)

e Institutional business is expected to fluctuate in the range of X 300 - X400
crore going forward.

e Topline Growth (ex-Unichem) in FY25 is expected to be around 9-10%

e EBITDA FY25 guidance for standalone is 22%

e  Overall R&D for FY26 to be around 4-4.5%

ICICI Securities | Retail Research 2



j" Company Update | Ipca Labs ICICI Direct Research

Financial Tables

(Year-end March) FY23 FY24 FY25E FY26E  (Year-end March) FY23 FY24 FY25E FY26E
Revenues 6,243.5 7,707.4 8,838.6 9,786.8 Profit after Tax 521.6 546.4 9354 1,163.0
Growth (%) 71 234 14.7 10.7  Add: Depreciation 261.6 3572 3999 4205
Raw Material Expenses 23065 25758 2,895.0 3,229.6 (Inc)/dec in Current Assets 887 -1855 -47.0 306.3
Employee Expenses 12876 17084 19484 21574  |nc/(dec)in CLand Provisions -39.7 939 1486 -1163
Other Expense 1,723.4  2,141.1 2,267.4 2,3488 Others _26.4 132.6 91.7 91.7
Total Operating Expenditur 53176 64253 71109 77359  CEfrom operating activities  805.8 944.6 1,528.7 1,865.3
Z‘:IV[::(%) Sfi‘:'z 1’23";‘; 1’721'2 z'oi:g (Inc)/dec in Fixed Assets 4583 -4027 -511.3 -350.0
: : : : (Inc)/dec in Investments -45.3 39.7 -81.8 0.0
Interest 455 1383 L7 LT s 2213  -9288 65 1432
Depreciation 261.6 357.2 399.9 420.5 R K L
Other Income 1956 1248 958 106.1 CF from investing activities -725.0 -1,291.8 -586.6 -206.8
PBT after EO/Forex 7444 8427 13319 1644 'SSue/(Buyback) of Equity 0.0 0.0 00 0.0
Total Tax 2534 3135 3916 4770 Inc/(dec) in loan funds 6486 -370.1 -236.2 0.0
MI & Profit from associates 53 307 71 73 Dividend paid & dividend tax -101.5 -50.7 -1403 -174.4
PAT 4705 547.4 9354 1,163.0 Other -688.4 2383 1445 917
Growth (%) _46.8 16.4 70.9 243 CF from financing activities 507.2 -552.6 -468.2 -266.2
Adjusted PAT 4705 590.6 9354 1,163.0 NetCash flow 2669 -1,446.5 -4998 13924
EPS 18.5 21.6 36.8 45.8 Opening Cash 9909 16555 755.8 255.9
EPS (Adjusted) 18.5 233 36.8 45.8 Closing Cash 1,257.8 209.0 255.9 1,648.3
Source: Company, ICICI Direct Research Free Cash Flow 347.5 542.0 1,017.4 1,515.3
Source: Company, ICICI Direct Research
(Year-end March) FY23 FY24 FY25E FY26E  (Year-end March) FY23 FY24 FY25E FY26E
Equity Capital 25.4 25.4 25.4 254 Per share data (])
Reserve and Surplus 5816.7 6,306.8 6,675.0 7,663.6 Adjusted EPS 185 23.3 36.8 45.8
Total Shareholders funds 58420 16,3322 6,7004 7,688.9 BV per share 2300 2493 263.8 302.7
Total Debt 1,481.3 1,438.4 1,202.2 1,202.2 Dividend per share 5.6 5.4 6.0 6.9
Deferred Tax Liability 189.2 3105 3215 344.0 . . o
Minority Interest 733 13948 14173 15590 OPerUtmg_thlos_ (%)
LTP & Other LTL 473 878 962 1029  CrossProfitMargins 63 67 67 67
Total Liabilities 7.633.0 9,563.7 9,737.6 10,897.1  EBITDAMargins 15 1 20 21
Gross Block - Fixed Assets 43311 64379 67964 71464 AT Margins 8 8 11 12
Accumulated Depreciation 16178 19751 23750 27956 Inventorydays 276 350 317 276
Net Block 2,7132 44628 4,421.4 43508 Debtor days 58 80 75 58
Capital WIP 140.4 342.9 495.7 495.7 Creditor days 83 110 114 83
Total Fixed Assets 2,853.7 48057 49170 48465  Asset Turnover 1.4 1.2 13 14
Goodwill on Consolidation 38.1 90.6 90.6 90.6 EBITDA conversion Rate 87.0 73.7 88.5 90.9
Investments 626.0 8622 9439 9439  Return Ratios (%)
LT L&A,Non Current Assets 242.7 362.4 397.8 425.5 RoE 8.1 93 14.0 15.1
Inventory 17434 2,469.6 25182 24411 RoCE 103 11.0 146 15.9
Debtors 989.0 1,686.5 1,813.6 15503 RolC 118 116 16.8 214
Loans and Advances 3.2 9.4 41.6 445 . .
Other Current Assets 8725 6061 4452 4764  Yaluation Ratios (x)
Cash 1,257.9 208.9 2559 11,6483 P/E 84.0 72.2 42.2 340
Total Current Assets 48660 49805 50745 61606 EV/EBITDA 425 313 231 18.7
Creditors 5251 7761 9061 7352 EV/NetSales 6.3 5.2 4.5 3.9
Provisions 1080 2446 2641 2826 Market Cap/Sales 6.3 51 4.5 4.0
Other current libilities 360.3 5170 5160 552.1  Price to Book Value 6.8 6.2 5.9 5.1
Total Current Liabilities 9934 15376 1,686.2 15699 Solvency Ratios
Net Current Assets 3,8725 3,4429 3,388.3 4,590.6 Debt/EBITDA 1.6 1.1 0.7 0.6
Application of Funds 7,633.0 9,563.7 9,737.6 10,897.1 Debt / Equity 03 02 0.2 02
Source: Company, ICICI Direct Research Current Ratio 3.6 3.1 29 29
Source: Company, ICICI Direct Research
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