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Ipca Laboratories Ltd

Result
Update

Growth momentum continues

Ipca’s Q1FY09 revenues grew by 20% to Rs2.95bn (Rs2.46bn in Q1FY08)
which was above our expectation. The increase in revenues is largely
driven by 40% growth in export sales to Rs 1525.2mn (Rs1093mn in
Q1FY08). The branded formulation business in semi-regulated markets
grew by 40%. On the domestic front, Ipca has reported muted
performance. Domestic business grew by just 2% to Rs1429mn in Q1FY09
(Rs1401mn in Q1FY08). This was mainly because last year, company has
got tender business of Rs120mn in the domestic market, which was not
there this year. Excluding this tender business, branded formulation
revenues grew by 13.5%, in-line with the industry growth. EBIDTA for the
quarter was down by 25% to Rs420mn on the back of Rs176.5mn of forex
loss in Q1FY09 vs. forex gain of Rs136.5mn in Q1FY08. However after
adjusting for forex loss/ gain, EBIDTA margins for the quarter expanded by
320 bps to 20.2% (17.0% in Q1FY08) on the back of 450 bps reduction in
raw material cost. PAT declined by 29% to Rs236.3mn in Q1FY09 (Rs
330.7mn in Q1FYO08). After adjusting the forex loss/gain, the Adjusted PAT
witnessed a growth of 113% to Rs 413mn (Rs 194.2mn). Adjusted EPS for
Q1FY09 stood at Rs16.5 (up by 113% over corresponding period of Rs 7.8).
Management has given strong outlook for FYO9E with revenue and profit
guidance of 18-20% and EBIDTA margins in the range of 22 to 24%. At CMP
of Rs540, the stock is trading at 7.9x FY0O9E and 6.8x FY10E earnings. We
maintain our BUY rating with a price target of Rs965. Key risk to our call
remains the currency appreciation.

Result Highlights

m Revenues grew by 20% to Rs.2.95bn on the back of strong performance in
export business which grew by 40% to Rs1525.5mn. Domestic formulation
business for the quarter grew by 13.5%, in-line with the industry growth.
However overall domestic business was flat this year since last year Ipca had
institutional order of Rs120mn last year.

m Recently Ipca and couple of other Indian companies entered into a long term
drug supply agreement with Clinton foundation, to tackle malaria across the
world. The management is of the view that deal will pave the way for Ipca to
deal with the governments of other countries. Company expects revenues
from the malarial drugs to double and clock Rs400crore (current revenue
~Rs200crore) over the next three years. Further they have hinted that
EBIDTA margins in these tenders are in the range of 20-25%.

m [pca along with its alliance partner ‘Ranbaxy’ has received 6 approvals in US market.
Recently Ipca has received approval of metoclopromide tablets which has a market
size of US$27mn. Company expects good momentum of its APIs business in US from
FYO9E onwards. Ipca is filing 6-8 ANDAs every year and we expect US to contribute
$20mn in FY09.

m EBIDTA for the quarter was down by 25% to Rs420mn in Q1FYQ9 on the
back of forex loss of Rs176.5mn vs forex gain of Rs136.5mn in Q1FY08
because of restatement of forex debt. Excluding this EBIDTA margins have
improved by 320 bps to 20.2% in Q1FY09 from 17% in Q1FY08 mainly
because of reduction in raw material cost by 450bps.

m PAT was down by 29% to Rs236mn in Q1FY09. However after adjusting to
forex loss/ gain, APAT was up by 113% to Rs413mn.

m Diluted EPS has gone up by 113% to Rs16.5 in Q1FYQ09 (Rs7.8 in Q1FY08).
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Management has given strong outlook for FY09 with revenue and profit guidance
of 18-20% and EBIDTA margins in the range of 22 to 24%.

Outlook and Valuation

We continue to be very positive on the growth story of Ipca and believe that the
business profile of the company has improved substantially in the last 2-3 years.
Over the last five years (FY2003-2008) the branded formulation business of the
company grew by a CAGR of 24% and currently contributes 74% of the total
revenues. We expect it to further improve with strategic focus on branded
formulations segment, geographical expansions in semi-regulated markets (a 500+
sales people network across multiple semi-regulated markets (excluding India)),
new product launches in fast growing life style segments and focus on European
and US markets. Going forward, its focus in the US market will become growth
driver from FYO9E onwards. With strong visibility of an earning growth, 30% ROE,
no fears of dilution, we believe that Ipca is an excellent opportunity. At CMP of Rs
540, the stock is trading at 7.9x FY09E and 6.8x FY10E earnings. We maintain our
BUY rating with a price target of Rs965 based on 12x FY10E EPS of Rs80.

Key Financials

Income Statement Standalone Consolidated

Y/E,Mar (Rs. m) Q1FY09 Q1FY08 Y-0-Y Gr.(%) Q4FY08 Q-0-Q Gr.(%) FY08 FY09E FY10E
Net Sales 2951 2466 20% 2538 16% 10914 12671 14332
Expenses 2354 2046 15% 2073 14% 8660 9915 11229
Raw Materials 1165 1084 7% 1079 8% 4639 5251 5914
% of sales 39.5 44.0 (10%) 42 (7%) 425 414 41.3
Employee cost 439 370 19% 360 22% 1470 1691 1919
% of sales 14.9 15.0 (1%) 14 5% 13.5 13.3 134
Other expenses 750 592 27% 634 18% 2551 2973 3396
% of sales 25.4 24.0 6% 25 2% 23 23 24
EBIDTA 597 420 42% 466 28% 2254 2756 3103
EBIDTA % 20.2 17.0 320 bps 18.3 190 bps 20.7 21.8 21.6
Other income 4 6 (39%) 13 (71%) 28 11 5
Interest 40 48 (17%) 46 (14%) 204 203 167
Depreciation 90 76 18% 85 6% 325 398 428
PBT 294.5 422.2 (30%) 247.4 19% 1752.9 2166.7 2513.1
Total Tax 58.2 91.5 (36%) 21.0 177% 357.9 4442 515.2
Effective tax rate (%) 19.8 21.7 (9%) 8.5 133% 20.4 20.5 20.5
RPAT 236.3 330.7 (29%) 226.4 4% 1395.0 1722.6 1997.9
E/O items (176.5) 136.5 (100.0) 0.0 0.0 0.0
Adjuted PAT 412.8 194.2 113% 326.4 26% 1359.6 1722.6 1997.9
Net Margin (%) 14.0 7.9 612 bps 12.9 113 bps 12.5 13.6 13.9
EPS (diluted) 16.5 7.8 113% 13.1 26% 54.5 68.7 79.7
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DISCLAIMER: This document is not for public distribution and has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. The
manner of circulation and distribution of this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may
come are required to inform themselves of, and to observe, such restrictions. This material is for the personal information of the authorized recipient, and we are not soliciting any action based
upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. No person
associated with Emkay Global Financial Services Ltd. is obligated to call or initiate contact with you for the purposes of elaborating or following up on the information contained in this document.
The material is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon. Neither Emkay Global Financial Services
Ltd., nor any person connected with it, accepts any liability arising from the use of this document. The recipient of this material should rely on their own investigations and take their own
professional advice. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis the information discussed in
this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others are cautioned that any forward-looking statements are not
predictions and may be subject to change without notice. We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation or issuance of this
material may; (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of 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 may perform or seek to perform
investment banking services for such company(ies)or act as advisor or lender / borrower to such company(ies) or have other potential conflict of interest with respect to any recommendation and
related information and opinions. The same persons may have acted upon the information contained here. No part of this material may be duplicated in any form and/or redistributed without
Emkay Global Financial Services Ltd.'s prior written consent. No part of this document may be distributed in Canada or used by private customers in the United Kingdom. In so far as this report
includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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