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To voluntarily stop supplies to US 
Sharp cut in EPS, but management’s track record gives us comfort 

 Voluntary stoppage of API supplies to the US would impact formulations sales, 
significantly. 

 We estimate 18-20% earnings cut due to loss of sales and other remediation 
costs. 

 Presence in products that suit IPCA’s capabilities and its past record of swift US 
FDA resolution give us comfort, despite massive earnings cuts.  

 
Voluntary stoppage of API supplies to US to impact formulations sales  
IPCA has voluntarily stopped shipment from its API facility in Ratlam, India post 
the observations (form 483) listed by the US FDA in its recent inspection. IPCA 
received six observations, of which two relate to data integrity. This 
development will also have an impact on the formulations plants (Indore SEZ 
and Silvassa), which source majority of the APIs from the Ratlam site. The US 
market contributed ~10% to FY14 sales (INR3b).  
 
Estimate 18-20% earnings cut due to loss of sales and other 
remediation costs 
IPCA expects no sales in the US from September 2014 till the time the US FDA 
issues are resolved. It expects to resolve these issues over the next 4-6 months. 
We estimate cumulative sales loss of USD41m/62m/49m for FY15/FY16/FY17, 
which includes loss of current sales and delay in new launches. In addition, we 
build in remediation costs that IPCA would have to incur until resolution of the 
issue. We estimate 18%/20%/15% cut in earnings for FY15/FY16/FY17.  
 
Presence in products that suit IPCA’s capabilities and past record of 
swift US FDA resolution gives us comfort despite massive earnings cuts 
IPCA’s stock price declined over 15% today, partly reflecting the potential cut in 
earnings due to this development. Despite the significant earnings cut, we 
maintain our Buy rating. We draw comfort from (a) swift resolution of US FDA 
issues at Indore SEZ within 10 months, and (b) high probability of IPCA regaining 
lost market share, as these are high volume/mature products, making it difficult 
for competition to match IPCA’s scale. We build in a gradual recovery in the US, 
starting 2HFY16 and expect FY17 to be a normalized year of operations. We 
move our valuations and target price to FY17. Our revised target price is INR930 
(15x FY17E EPS). Key risk to our call is escalation of current observations to 
import alert or warning letter status.  

 

BSE Sensex S&P CNX 
26,272 7,831 

 
Stock Info 
Bloomberg IPCA IN 

Equity Shares (m) 126.2 

52-Week Range (INR) 907/609 

1, 6, 12 Rel. Per (%) -16/-29/-15 

M.Cap. (INR b) 105.6 

M.Cap. (USD b) 1.8 

 

 
Financial Snapshot (INR Million) 
 Y/E March 2015E 2016E 2017E 
Net Sales 35,499 41,531 50,546 

EBITDA 7,831 9,329 11,880 

Adj PAT 5,048 6,036 7,821 

EPS (INR) 40.0 47.8 62.0 

   Growth (%) 6 20 30 
BV/Share 
( ) 

189 230 283 

RoE (%) 23.2 22.8 24.2 

RoCE (%) 26.5 26.7 28.8 

P/E (x) 18.2 15.2 11.7 

P/BV (x) 3.8 3.2 2.6 

 

 
Shareholding pattern (%) 

As on Jun-14 Mar-14 Jun-13 

Promoter 45.9 45.9 45.9 

DII 11.0 11.5 13.5 

FII 25.3 25.3 23.0 

Others 17.9 17.4 17.7 

Note: FII Includes depository receipts 

 
Stock Performance (1-year) 

 
 

Investors are advised to refer through disclosures made at the end of the Research Report. 
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Key takeaways from conference call 
 FDA observations: The US FDA inspected IPCA’s Ratlam-based API facility over 

14-18 July 2014. The inspection culminated in a six-point observation letter. The 
management indicated that of the six, two points were on data integrity 
problems identified in certain batches analyzed.  

 Consultants: IPCA has hired Lachman Consultants to resolve the issues raised by 
the FDA. As per their advice, the company has chosen to cease US sales until 
receipt of an Establishment Information Report (EIR). The turnaround indicated 
by the consultants is 4-6 months.  

 Business impact: Currently, the US contributes revenues of INR2.96b: (1) 
INR2.04b from US generics formulations, (2) INR570m from direct API sales to 
the US, and (3) INR350m from API sales to Indian customers who sell in the US. 
However, IPCA has one month’s inventory, which will be sold in the market. The 
impacted business has higher EBITDA margins than company’s overall margins. 
Further, the consultants have been retained with ~USD1m in fees.  

 Regaining market share: The management indicated that these are typically 
high-volume, mature products where IPCA has the highest market share. It 
would be difficult for competitors to match IPCA’s scale. Hence, the 
management is capable of regaining lost market share quickly post resolution. 

 Resolution underway: IPCA has been automating most of its production 
processes, which has been part of the capex guidance as well. Once it achieves 
the targeted level of automation, the management believes that most of the 
issues raised in the 483 will be resolved. 

 Filing and launch timelines delayed: The management indicated that ANDA 
filing and launches would be delayed until resolution of the issues. However, 
they also indicated that the development work on ANDAs would continue and 
filings are likely to be bunched up in FY16. 

 No penalty provisions in supply agreements: IPCA’s agreements with customers 
do not have any penalty provisions in case of discontinuation of supplies. 
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History of enforcement actions taken by the FDA 
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Story in charts 
 

Medium term impact in N America; recovery likely in FY17 
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Branded generics to continue to grow on a small base 
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Institutional business growth to moderate due to base effect 
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Expect improvement in sales mix, despite USFDA bottleneck 
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India formulations growth to pick up as market normalizes… 
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…with dependence on anti-malaria reducing to 14%  
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Story in charts 
 

One of the most backward integrated player in the US 
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Revenue growth to dip in FY15; likely to pick up thereafter 
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Profitability to improve, aided by improving sales mix 

3,335 3,761 5,135 6,232
8,106 7,831 9,329

11,880

21.3 19.8
21.8 22.2

24.7
22.1 22.5 23.5

FY10 FY11 FY12 FY13 FY14 FY15E FY16E FY17E

EBITDA (INR m) EBITDA Margin (%)

 
Source: Company, MOSL 

One-year forward PE chart 
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Financials and valuations 
 
Income statement (INR Million) 
 Y/E March 2012 2013 2014 2015E 2016E 2017E 
Net Sales  23,587 28,131 32,818 35,499 41,531 50,546 
     Change (%) 24 19 17 8 17 22 
EBITDA 5,135 6,232 8,106 7,831 9,329 11,880 
     EBITDA Margin (%) 21.8 22.2 24.7 22.1 22.5 23.5 
Depreciation 671 867 1,031 1,266 1,536 1,826 
EBIT 4,464 5,365 7,074 6,565 7,793 10,055 
Interest 413 334 269 285 285 285 
Other Income -408 -488 -500 362 434 521 
Extraordinary items 0 0 0 0 0 0 
PBT 3,643 4,543 6,306 6,642 7,942 10,291 
Tax 881 1,299 1,524 1,594 1,906 2,470 
     Tax Rate (%) 24.2 28.6 24.2 24.0 24.0 24.0 
Min. Int. & Assoc. Share 0 0 0 0 0 0 
Reported PAT 2,762 3,243 4,782 5,048 6,036 7,821 
Adjusted PAT 2,762 3,243 4,782 5,048 6,036 7,821 
     Change (%) 5 17 47 6 20 30 
     Margins (%) 12 12 15 14 15 15 

 

Balance sheet (INR Million) 
 Y/E March 2012 2013 2014 2015E 2016E 2017E 
Share Capital 252 252 252 252 252 252 
Reserves 12,288 15,285 19,344 23,635 28,766 35,414 
Net Worth 12,540 15,538 19,597 23,887 29,018 35,666 
Debt 5,326 5,234 4,379 4,379 4,379 4,379 
Deferred Tax 932 1,304 1,471 1,604 1,763 1,969 
Total Capital Employed 18,798 22,075 25,447 29,871 35,160 42,014 
Gross Fixed Assets 13,150 15,555 18,976 23,976 28,976 33,976 
Less: Acc Depreciation 3,945 4,748 5,785 7,051 8,586 10,412 
Net Fixed Assets 9,205 10,806 13,192 16,925 20,390 23,564 
Capital WIP 945 1,292 1,649 1,649 1,649 1,649 
Investments 341 90 92 92 92 92 
Current Assets 12,547 14,545 16,827 17,433 20,368 25,716 
     Inventory 6,699 7,410 8,476 9,049 10,578 12,874 
     Debtors 3,491 4,178 4,495 4,953 5,901 7,454 
     Cash & Bank 122 582 763 382 215 644 
     Loans & Adv, Others 2,235 2,374 3,093 3,048 3,674 4,743 
Curr Liabs & Provns 4,475 4,894 6,656 6,572 7,683 9,351 
     Curr. Liabilities 4,099 4,351 5,950 5,906 6,903 8,402 
     Provisions 377 544 706 667 779 949 
Net Current  Assets 8,071 9,651 10,171 10,860 12,685 16,365 
Total Assets 18,798 22,075 25,447 29,871 35,160 42,014 

E: MOSL Estimates 
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Financials and valuations 
 

Ratios  
 Y/E March 2012 2013 2014 2015E 2016E 2017E 
Basic (INR)                                     
EPS 21.9 25.7 37.9 40.0 47.8 62.0 
Cash EPS 27.2 32.6 46.1 50.0 60.0 76.4 
Book Value 99.4 123.1 155.3 189.3 229.9 282.6 
DPS 3.7 4.7 5.8 6.0 7.2 9.3 
Payout (incl. Div. Tax.) 17.0 18.1 15.4 15.0 15.0 15.0 
Valuation(x)                                     
P/E 33.2 28.2 19.2 18.2 15.2 11.7 
Cash P/E 26.7 22.3 15.8 14.5 12.1 9.5 
Price / Book Value 7.3 5.9 4.7 3.8 3.2 2.6 
EV/Sales 4.1 3.4 2.9 2.7 2.3 1.9 
EV/EBITDA 18.8 15.4 11.7 12.2 10.3 8.0 
Dividend Yield (%) 0.5 0.6 0.8 0.8 1.0 1.3 
Profitability Ratios (%)                                     
RoE 24.0 23.1 27.2 23.2 22.8 24.2 
RoCE 24.1 25.2 29.4 26.5 26.7 28.8 
Turnover Ratios (%)                                     
Asset Turnover (x) 1.8 1.8 1.7 1.5 1.4 1.5 
Debtors (No. of Days) 53.6 53.8 49.7 50.6 51.5 53.5 
Inventory (No. of Days) 103.7 96.1 94.3 93.0 93.0 93.0 
Creditors (No. of Days) 81.1 72.5 87.9 77.9 78.2 79.3 
Leverage Ratios (%)                                     
Net Debt/Equity (x) 0.4 0.3 0.2 0.2 0.2 0.1 

 

Cash flow statement (INR Million) 
  Y/E March 2012 2013 2014 2015E 2016E 2017E 
OP/(Loss) before Tax 3,643 4,543 6,306 6,642 7,942 10,291 
Depreciation 671 867 1,031 1,266 1,536 1,826 
Others 0 0 0 0 0 0 
Interest 413 334 269 285 285 285 
Direct Taxes Paid -757 -927 -1,357 -1,461 -1,747 -2,264 
(Inc)/Dec in Wkg Cap 39 -1,119 -339 -1,070 -1,993 -3,250 
CF from Op. Activity 4,010 3,698 5,910 5,661 6,023 6,888 
(Inc)/Dec in FA & CWIP -3,315 -2,752 -3,887 -5,000 -5,000 -5,000 
(Pur)/Sale of Invt 68 251 -1 0 0 0 
Others 0 0 0 0 0 0 
CF from Inv. Activity -3,247 -2,501 -3,888 -5,000 -5,000 -5,000 
Inc/(Dec) in Net Worth 1 0 0 0 0 0 
Inc / (Dec) in Debt 25 -93 -854 0 0 0 
Interest Paid -413 -334 -269 -285 -285 -285 
Divd Paid (incl Tax) -468 -589 -738 -757 -905 -1,173 
CF from Fin. Activity -744 -736 -1,841 -1,042 -1,190 -1,458 
Inc/(Dec) in Cash 18 461 180 -380 -168 430 
Add: Opening Balance 104 122 582 763 382 215 
Closing Balance 122 582 763 382 215 644 

E: MOSL Estimates 
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Disclosures 
This research report has been prepared by MOSt to provide information about the company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company(ies). This 
report is for personal information of the select recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement to 
invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been 
furnished to you solely for your general information and should not be reproduced or redistributed to any other person in any form. This report does not constitute a personal recommendation or take into 
account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this material, investors should consider whether it is suitable 
for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go down as well as up, and 
investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. 
 

MOSt and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We and our affiliates have investment banking and other business 
relationships with a significant percentage of the companies covered by our Research Department Our research professionals provide important input into our investment banking and other business selection 
processes. Investors should assume that MOSt and/or its affiliates are seeking or will seek investment banking or other business from the company or companies that are the subject of this material and that 
the research professionals who were involved in preparing this material may participate in the solicitation of such business. The research professionals responsible for the preparation of this document may 
interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. Our research professionals are paid in part based on the 
profitability of MOSt which include earnings from investment banking and other business. MOSt generally prohibits its analysts, persons reporting to analysts, and members of their households from 
maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. Additionally, MOSt generally prohibits its analysts and persons reporting to analysts from serving as an 
officer, director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals  or affiliates 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 are inconsistent with 
the recommendations expressed herein. In reviewing these materials, you should be aware that any or all o the foregoing, among other things, may give rise to real or potential conflicts of interest . MOSt and 
its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in 
any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or 
lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.   
 

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its 
affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to 
hold MOSt or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays. The 
information contained herein is based on publicly available data or other sources believed to be reliable. Any statements contained in this report attributed to a third party represent MOSt’s interpretation of the 
data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. This Report is not 
intended to be a complete statement or summary of the securities, markets or developments referred to in the document. While we would endeavor to update the information herein on reasonable basis, MOSt 
and/or its affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its 
affiliates or employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. MOSt 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.  
 

Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary explanation of its 
contents.  
 

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of 
Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report. 
 

Disclosure of Interest Statement IPCA LABORATORIES LTD 
 Analyst ownership of the stock  No  
 

Analyst Certification 
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or 
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible 
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. 
 

Regional Disclosures (outside India) 
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 MOSt & its group companies to registration or licensing requirements within such jurisdictions. 
 

For U.K.  
This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (referred to as "investment professionals"). This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to 
which this document relates is only available to investment professionals and will be engaged in only with such persons. 
 

For U.S. 
Motilal Oswal Securities Limited (MOSL) is not a registered broker - dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act") and under applicable state laws in the United States. 
In addition MOSL is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 1934 Act, the "Acts), and under applicable state 
laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment services provided by MOSL, including the products and services described herein 
are not available to or intended for U.S. persons.  
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institutional investors and will be engaged in only with major institutional investors. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as 
amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S., MOSL has 
entered into a chaperoning agreement with a U.S. registered broker-dealer, Motilal Oswal Securities International Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be 
executed within the provisions of this chaperoning agreement.  
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