
Our Large Rhino pick for the month of March 2020 is Ipca Laboratories pharmaceutical company, manufacturing active pharmaceu-
tical ingredients (API), branded formulation and generic drugs. It is a fully-integrated Indian pharmaceutical company, manufacturing 
more than 350 formulations and 80 APIs for various therapeutic segments. The company is a therapy leader in India for antimalarial 
with a market share of over 34 per cent and with a fast-growing presence in the international market. It has leading brands in five 
therapeutic areas, with three of its branded formulations being ranked among the top-300 Indian brands by ORG-IMS. Its interna-
tional client list includes global pharmaceutical giants like AstraZeneca, GlaxoSmithKline, Merck, Roche and Sanofi Aventis; most of 
which have been its partner for years.
Ipca has emerged as one of India’s top exporters of APIs with nearly 25 per cent of the revenue coming from APIs. Regulated markets 
like USA, Canada, Europe and Australia account for 75 per cent of the company’s API exports. The company’s formulations basket 
includes generics for the developed markets and branded formulations for emerging markets. Formulations account for 67 per cent 
of export revenue, making Ipca, one of India’s largest formulation exporters. It manufactures over 350 formulations in virtually every 
dosage form: oral solids and liquids, dry powders for suspension and injectables (liquid and dry).

Import alert exemption from USFDA to aid Ipca’s growth
Recently, USFDA has made an exception to import alert for the company’s Hydroxychloroquine Sulphate and Chloroquine Phosphate 
APIs produced at the company’s APIs manufacturing unit situated at Ratlam (Madhya Pradesh) and Hydroxychloroquine Sulphate 
Tablets produced at the company’s formulations manufacturing units situated at SEZ Indore, Pithampur (Madhya Pradesh) and Pi-
paria (Silvassa). With this exception, the company can now export these drugs to US, which gives a support to the company’s top-line. 
Hospitals and consumers in USA are stockpiling Hydroxychloroquine after reports of its efficacy were out in some small clinical stud-
ies. This development comes amid a shortage/medical necessity of certain medicines in US in the light of Coronavirus outbreak. The 
company in its exchange filing said that credible articles/reports/research papers showed efficacy of the drugs for prophylactic use as 
well as for treating COVID-19. Consequently, due to emergency demand, enquiries have shot up for CP and HCQS APIs as well as its 
formulations from several countries across the globe. Ipca is amongst the largest manufacturers, vertically integrated with capacities 
and capabilities for manufacturing the above-mentioned APIs and its formulations. Hence, the company is in a position to ramp up 
the supplies in a short-time span. We believe that this development will put Ipca in a strong position and can also prove beneficial for 
enormous demand potential of these drugs as the world is fighting against Coronavirus.

Capex to boost growth further
The company is in a process of expanding its API facilities, for which it has acquired 35 acre land at Dewas (Madhya Pradesh). Further, 
it has acquired Noble Explochem (NEL) plant to expand its API facilities. The company is also eying on reducing dependence on others 
for API and intermediaries. As of now, around 55 per cent of its formulations business is backed by captive APIs however, 70 per cent 
of its intermediaries are imported from China. For expanding Dewas plant, Ipca is likely to incur a capex of Rs 300 crore of which, 
it will spend Rs 100 crore in FY21E. The company expects an environmental clearance of the facility and also, plans to commence 
construction by June FY21E. Management believes that after the successful completion of this capex, it would be able to generate 
incremental revenue of Rs 500 crore in just few years.

Less vulnerable to COVID-19 impact
The company does not have any significant risk expose, owing to the supply disruption from China in the light of COVID-19 outbreak, 
as there is no direct dependence on China for intermediates. However, key starting materials (KSM) for third-party outsourcing APIs 
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are imported from China. The company’s management expects a possible negative impact due to China’s delayed production with 
due consideration of COVID-19 epidemic outbreak. However, the company believes that its formulation business will not be impacted 
till May-June 2020, as it has stocked up inventory. Shipment from North China has already commenced, while for the rest of China, it 
may start within the next few weeks. Further, according to some report, China is looking to lift lockdown in Wuhan from April 8, which 
indicates that there will be shipments from China thereby; reducing the risk of raw materials shortage. This development bodes well 
for the company and indicates uninterrupted operations.

Financial performance
In the third quarter of FY20, the company reported a healthy performance across the board. Its net sales during the quarter grew by 
more than 20 per cent YoY to Rs 1,139 crore. The overall formulation business has grown by 19 per cent YoY while, its API business 
surged by 25 per cent YoY.  EBITDA for the period increased almost 15 per cent YoY to Rs 265.44 crore with a corresponding margin 
contraction of 115 bps. EBITDA margin for the quarter was at 23.3 per cent. Profit after tax in Q3FY20 surged nearly 23 per cent YoY 
to Rs 196.6 crore. PAT margin for the quarter improved to 17.3 per cent.

Valuation & outlook
The recent exception made by USFDA bodes well for Ipca being amongst the largest manufacturers, vertically integrated with capac-
ities and capabilities for APIs manufacturing and its formulations that have shown efficacy for the treatment of COVID-19. Enormous 
enquiries have been witnessed by the company for both the drugs (Chloroquine Phosphate and Hydroxychloroquine), which indicate 
a robust growth potential for Ipca over the near-term. Besides, robust growth in the domestic formulation business, coupled with 
enormous opportunities in API space as well as an additional business from institutional antimalaria segment provides further fuel 
for growth. The company’s return ratios, ROE and ROCE stand at 15.6 per cent and 16.8 per cent, respectively. The stock of Ipca Lab 
is presently available at an attractive P/E multiple of 26.81x, as compared to its five-year median P/E multiple of 37.26x. Thus, we 
recommend a BUY on the stock and expect it to reach Rs 1580, representing almost 22 per cent upside movement.

Inc/Exp Statement (Standalone)
Description 201903 201803 201703 201603 201503

Net Sales 3605.66 3193.40 3102.21 2843.06 3087.84
Total Income 3677.23 3251.10 3158.73 2889.33 3146.49
Total Expenditure 2926.87 2766.48 2703.54 2585.54 2582.48
PBIDT 750.36 484.62 455.19 303.79 564.01
PAT 454.91 233.11 188.29 92.52 256.11
Dividend % 150 50 50 50
Adj. EPS(Rs) 36 18.47 14.92 7.33 20.29

Quarter On Quarter (Standalone)
Particulars 201912 201909 Q on Q Var (%) 201812 Y on Y Var (%)

Net Sales 1139.07 1212.56 -6.10 947.59 20.20
Total Expenditure 873.63 951 -8.10 715.89 22.00
PBIDT (Excl OI) 265.44 261.56 1.50 231.7 14.60
PAT 196.63 196.02 0.30 160.18 22.80
PBIDTM% (Excl OI) 23.3 21.57 8.00 24.45 -4.70
PBIDTM% 24.85 22.75 9.20 25.78 -3.60
PATM% 17.26 16.17 6.70 16.9 2.10
Adj. EPS(Rs) 15.56 15.51 0.30 12.68 22.70



CIN No. : CIN-U22120MH2003PTC139276   SEBI Registration No:  INA000001142 DSIJ INVESTMENT ADVISORY UNIT (CRU)CIN No. : CIN-U22120MH2003PTC139276   SEBI Research Analyst - INH000006396 

DSIJ Pvt. Ltd. :  C - 105, Trade Center, North Main Road, Near Axis Bank, Opp. Lane no. 6, Koregaon Park, Pune - 411001 I For Customer Service :  020-49072626 OR  service@dsij.in
Registered Office Address: 419-A, 4th Floor, Arun Chambers, Tardeo, Next to  AC Market, Mumbai - 400034

DSIJ INVESTMENT ADVISORY UNIT (CRU)

**Track calls using our new investor app

SINCE 1986

M
ar

ch
 2

02
0


