
    
  

    

 

 
 
   

We interacted with the management of Marksans Pharma (MPL) for an update 
on its business and future growth prospects. Key takeaways are: 

 Business continues to perform strongly (revenue / EBITDA growth of 33% / 
65% over 9MFY15), driven by a steady scale-up in the key US and EU markets.  

 In the near term, US sales (up 81% in 9MFY15) would continue to grow on the 
back of market share gains in existing products, especially Ibuprofen Rx and 
soft gels (SGC). In 9MFY15, MPL has filed two new SGC ANDAs (11 pending 
ANDAs; 10 SGCs) and intends to file two more this year. 

 MPL expects to set its front-end in the US over the next few months and 
gradually transition its existing and future launches to this set-up. This should 
enable it to significantly enhance profitability of the US business. 

 Momentum has sustained in the EU business with strong growth in revenues 
as well as profitability through deeper penetration of key accounts and 
portfolio expansion. The company is now focusing on expanding beyond UK 
as also rolling out its SGC portfolio across multiple EU countries. 

 MPL expects a reduction of Rs600m-700m in net debt during the year and be 
“long term” debt-free by end-FY15 – in line with the management guidance. 

MPL’s focus on SGC and its initial success in the area differentiate it from peers 
with significant value creation potential in the medium term. Setting up of the 
US front-end and expansion in the EU should add to the growth momentum. 
MPL’s strong operating performance in the last few quarters adds to comfort on 
its execution capabilities. Steadily rising cash flow generation should bolster the 
balance sheet and improve return ratios. At CMP, the stock trades at 24x trailing 
12-month earnings. Ability to stay compliant with FDA norms is a monitorable. 

 

 

 

 

 

Stock data  

CMP (Rs)                   59.0  

Mkt Cap (Rsbn/USDm)  22.7 / 364 

Bloomberg code MRKS IN 

1-yr high/low (Rs) 72.0 / 16.25 

6-mth avg. daily volumes (m) 4.796  

6-mth avg. daily traded value  

(Rsm/US$m)  152.3  

Shares outstanding (m) 385 

Free float (%)                  49.0  

Promoter holding (%)                 51.0  
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Key financials   
As on 31 March FY10 FY11 FY12 FY13 FY14
Net sales (Rs m) 3,594 3,053 3,548 4,384 6,300
Adj. net profit (Rs m)  (99)  (1,430)  (372)  459  719
Shares in issue (m) 368 368 368 385 385
Adj. EPS (Rs) (0.3) (3.9) (1.0) 1.2  1.9 
        % change (27.6) (1,344.2) 74.0  na 56.8 
PE (x) n/a n/a n/a 49.5  31.6 
Price/ Book (x) 14.6  na na 28.4  16.8 
EV/ EBITDA (x) 104.8  173.6  59.8  38.1  20.5 
RoE (%)  na  na na na 66.8 
RoCE (%) 1.5  na 5.4  15.0  29.3

Source: Company, IDFC Securities Research 

Price performance – relative and absolute 

25 February 2015 

BSE Sensex: 29008 

Sector: Pharmaceuticals 

(%) 3-mth 6-mth 1-yr 

Marksans Pharma 3.4 20.1 246.5 
BSE Sensex 2.4 8.9 39.1 

Nitin Agarwal 

nitin.agarwal@idfc.com 
91-22-6622 2568 

Param Desai 

param.desai@idfc.com 
91-22-6622 2579 
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 US business – riding on the “Ibuprofen” momentum   
 The business has grown ~81%, to Rs1.2bn (~US$20m) in 9MFY15, driven by market share gains in existing 

products, especially Ibuprofen Rx and soft gel. This market share gain trend should continue over the next few 
quarters as the company continues to pursue new sales accounts for its Ibuprofen soft gel, where it is the only 
other generic player apart from Banner Pharma. On the Ibuprofen Rx, the company continues to enjoy a steady 
~18% market share in the 800mg and 400mg tablet formulations. Based on negotiations with the distribution 
channels, MPL expects to increase its market share in the coming quarters.  

Exhibit 1: US sales – scaling up steadily 
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Source: Company; IDFC Securities Research  

 While MPL does not anticipate any new approvals in the next 3-4 quarters, it remains hopeful of obtaining 2-3 
soft gel approvals in late-FY16 / early-FY17. The company anticipates that this will provide a strong boost to US 
sales in later years. Overall, with the current set of approvals, the management remains positive on clocking 
$35m-40m sales by FY16E with attractive margins (~25%).  

 Currently, MPL has 11 ANDAs (including 10 SGCs; a cumulative pipeline of ~$2bn) awaiting approval. It has 
filed two ANDAs in 9MFY15 and plans to file another two niche SGC drugs over the next few quarters. 

 As part of its long-term focus on the US market, MPL is establishing its own front-end in the US market and 
expects the same to be in place by H2FY16. It is currently evaluating both organic and inorganic measures to 
accomplish the same. The company expects to transition most of its existing products (including Ibuprofen) as 
also most of the future SGC launches to its own front-end. It should enable the company to retain a significantly 
higher proportion of the profit on US sales as compared to the prevailing partnership structure.  

 In Canada, MPL has made 5 SGC filings so far and it anticipates relevant contribution from these products to 
profits in the next 2-3 years as the approvals come through. 

 Key risk: Marksans currently has a single facility in Goa catering to the US market, which is due for inspection in 
the next few months. Any adverse FDA action emanating from the inspection can derail Marksans’ US foray and 
its overall growth strategy. In the light of significant tightening of FDA quality norms and the challenges faced 
by small/ large Indian pharma companies in complying with the same, Marksans’ ability to successfully clear the 
FDA inspection is critical for its growth outlook.    

 EU / UK formulations – ramping up; looking to expand beyond UK 
 The business has witnessed a significant scale-up in revenues as well as profitability as MPL continues to 

increase its penetration of key accounts and expand the portfolio. Revenues have grown 33% to Rs4bn in 
9MFY15. 



  Marksans Pharma 
 
 

3 |IDFC SECURITIES 25 February 2015 

Exhibit 2: Quarterly EU sales trend 
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Source: Company; IDFC Securities Research  

 Profitability in the Rx business (Relonchem) has more than doubled from <10% in FY13 to ~20% in the recent 
quarters as the scale and quality of the business has improved. Operating margins of the OTC business (Bells 
Lab) have also expanded by ~500bp to ~12% over the period. 

 The management believes that its pipeline of filings pending approval/ under development, especially in 
Relonchem, is significantly superior to the one being currently marketed (~25 marketed and another ~20 under 
approval / under development). This should aid in sustaining and improving profit margins. 

 The OTC business growth will be aided by a gradual rollout of the SGC portfolio.  

 In the coming quarters, commercialization of some of the recent licenses that MPL has procured should boost 
growth in the UK market.   

 MPL is actively exploring inorganic growth opportunities in EU markets beyond UK – e.g. Germany, where the 
company sees interesting opportunities with prices close to bottoming out. The company seeks to replicate its UK 
business model in these new markets.  

 Key financials 
 In 9MFY15, consolidated revenues grew 33% to Rs6.2bn, EBITDA grew 65% yoy to Rs1.46bn and PAT grew by 

38% yoy to Rs844m.  

 Aided by increasing contribution from the high-margin US sales and improving UK profitability, MPL’s 
consolidated margins expanded by ~450bp yoy to 23.3% in 9MFY15. Going forward, the management remains 
positive on sustaining and even improving margins.  

 The management plans to continue working on optimizing the working capital parameters, which should aid 
further cash generation. MPL has made adequate provisions for settling outstanding FCCBs and expects to close 
the issue over the next few months. 

 Given higher profitability and an improving working capital cycle, cash flow generation should stay strong and 
MPL expects to be nearly debt free by March 2015. The company anticipates net debt reduction of Rs600m-700m 
during the year. This should enable MPL to step-up R&D as well as capex investments for the next phase of 
growth. 

 The management has maintained its guidance of >Rs10bn in revenues by FY16E with EBITDA margin of 22-23%. 
Based on recent quarterly trends, MPL is well on track to meet this guidance. Potential approvals for some niche 
soft gel products in the US and higher market share gains in existing products can provide significant upside to 
these numbers.  
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Exhibit 3: A steady scale-up in revenues…   … and EBITDA over the last few quarters 

 
Source: Company; IDFC Securities Research  

Exhibit 4: US business to grow significantly form a small base currently 

 
Source: Company; IDFC Securities Research  
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Income statement  

Year to 31 Mar (Rs m) FY10 FY11 FY12 FY13 FY14 
Net sales 3,594  3,053  3,548  4,384  6,300 
        % growth (0) (15) 16  24  44 
Operating expenses 3,349  2,902  3,107  3,725  5,123 
EBITDA 244  152  440  659  1,177 
        % change (16) (38) 191  50  79 
Other income 18  18  28  44  35 
Net interest (192) (1,102) (164) (146) (191) 
Depreciation 157  202  237  156  157 
Pre-tax profit (91) (1,352) (334) 435  864 
Current tax 4  64  11  (53) 128 
Profit after tax (95) (1,416) (344) 488  736 
Minorities (4) (14) (28) (29) (17) 
Non-recurring items (1) (802) (1,416) 0  0 
Net profit after  
non-recurring items (100) (2,232) (1,788) 459  719 
        % change 26  2,123  (20) (126) 57 
 

Balance sheet  

As on 31 Mar (Rs m) FY10 FY11 FY12 FY13 FY14
Paid-up capital 368  368  368  385  385 
Preference share capital 135  135  135  135  135 
Reserves & surplus 1,106  (1,154) (2,184) 344  902 
Total shareholders' equity 1,483  (761) (1,760) 800  1,353 
Total current liabilities 595  611  586  561  1,398 
Total debt 4,375  4,902  4,790  2,439  1,789 
Deferred tax liabilities 122  157  131  26  23 
Other non-current liabilities 1  10  103  187  338 
Total liabilities 5,093  5,680  5,610  3,213  3,548 
Total equity & liabilities 6,576  4,919  3,851  4,012  4,901 
Net fixed assets 3,917  2,786  1,654  1,561  1,456 
Total current assets 2,659  2,133  2,197  2,451  3,444 
Working capital 2,064  1,522  1,611  1,890  2,047 
Total assets 6,576  4,919  3,851  4,012  4,901

 

Cash flow statement     

Year to 31 Mar (Rs m) FY10 FY11 FY12 FY13 FY14 
Pre-tax profit  (91)  (1,352)  (334)  435   864 
Depreciation  157   202   237   156   157 
Chg in Working capital  (37)  396   (174)  (345)  154 
Total tax paid  (4)  (64)  (11)  53   (128) 
Ext ord. Items & others  (11)  (793)  (1,323)  84   151 
Operating cash inflow  15   (1,612)  (1,604)  384   1,199 
Capital expenditure  (270)  930   895   (64)  (52) 
Free cash flow (a+b)  (255)  (682)  (709)  320   1,147 
Chg in investments  (100)  100   -     -     -   
Debt raised/ (repaid)  275   527   (113)  (2,351)  (650) 
Capital raised/ (repaid)  -     0   -     17   0 
Dividend (incl. tax)  -     -     -     -     (45) 
Misc  212   9   735   1,949   (141) 
Net chg in cash  132   (46)  (86)  (65)  311 
 

Key ratios 

Year to 31 Mar FY10 FY11 FY12 FY13 FY14 
EBITDA margin (%) 6.8  5.0  12.4  15.0  18.7  
EBIT margin (%) 2.4  (1.6) 5.7  11.5  16.2  
PAT margin (%) (2.8) (46.8) (10.5) 10.5  11.4  
RoE (%)     66.8  
RoCE (%) 1.5  NA 5.4  15.0  29.3  
Gearing (x) 3.0  (6.4) (2.7) 3.0  1.3 
 

Valuations 

Year to 31 Mar FY10 FY11 FY12 FY13 FY14 
Reported EPS (Rs) (0.3) (6.1) (4.9) 1.2  1.9  
Adj. EPS (Rs) (0.3) (3.9) (1.0) 1.2  1.9  
PE (x) n/a n/a n/a 49.5  31.6  
Price/ Book (x) 14.6  na na 28.4  16.8  
EV/ Net sales (x) 7.1  8.6  7.4  5.7  3.8  
EV/ EBITDA (x) 104.8  173.6  59.8  38.1  20.5  
EV/ CE (x) 4.3  6.1  8.1  7.3  6.9 
 

Quarterly revenues scaling up steadily 
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3. IDFC Capital (Singapore) Pte. Ltd. Subsidiary Fund Manager 

4. IDFC Securities Singapore Pte. Ltd. Subsidiary Dealing in Securities 

5. IDFC Fund of Funds Limited Subsidiary Sponsor Investments 
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Viren Sompura SVP, Sales trading viren.sompura@idfc.com 91-22-6622 2527 
Rajashekhar Hiremath SVP, Sales trading rajashekhar.hiremath@idfc.com 91-22-6622 2516 
Alok Shyamsukha VP, Sales trading alok.shyamsukha@idfc.com 91-22-6622 2523 
Suketu Parekh VP, Sales trading suketu.parekh@idfc.com 91-22-6622 2674 

 
 




