5,

IndiaNivesh

Trust...... we earn it.

Result Update
May 28, 2015

Indoco Remedies Ltd.

A weak quarter; however, outlook remains intact

T Previous

CMP : Rs.367 Rating : BUY
Rating : HOLD Target : Rs.392
Target : Rs.392 Achieved

STOCK INFO

BSE 532612
NSE INDOCO
Index S&P BSE 500
Bloomberg INDR IN
Reuters INRM.NS
Sector Pharmaceutical
Face Value (Rs) 2
Equity Capital (Rs mn) 184
Mkt Cap (Rs mn) 33,907
52w H/L(Rs) 413 /145
Avg Daily Vol (BSE+NSE) 180,089
SHAREHOLDING PATTERN %
(as on Mar. 2015)

Promoters 59.3
Flls 8.3
Dlls 10.9
Public & Others 21.6

Source: BSE

STOCK PERFORMANCE (%) 1m 3m 12m

INDOCO REMEDIES 5.8 24.0 1474
SENSEX 0.6 (6.1) 123

Source: Capitaline, IndiaNivesh Research

INDOCO REM. v/s SENSEX

=== INDOCO REMEDIES SENSEX Index

> > > N Uy 3 > © o &
~ & \)\,\ \)%’\r Q,’\ (},‘\ o“” é’,\ (\,’\ ‘0'\ ’b(,’\ Q(\/ 5‘,\
I A AR R RS ¥oE

Source: Capitaline, IndiaNivesh Research

Daljeet S. Kohli
Head of Research

Tel: +91 22 66188826
daljeet.kohli@indianivesh.in

Tushar Manudhane
Research Analyst

Tel: +91 22 66188835
tushar.manudhane®@indianivesh.in

Indoco Remedies’ (INDR IN) financial performance was below our estimates, led
by lower-than-expected sales growth in exports and higher-than-expected other
expenses. The overall performance was driven by strong growth in domestic
formulation (DF) segment. We maintain our sales and adjusted PAT estimates for
FY16 and FY17 as outlook remains intact. We expect earnings in FY16E and FY17E
to be driven by increased business, under Watson agreement in US, own dossier
filing in Europe and better-than-industry growth in domestic formulation market.
At CMP of Rs367, the stock is trading at 22.4x FY16E EPS of Rs16.4 and 18.8x
FY17E EPS of Rs19.5. We continue to value INDR at 20x FY17E earnings to arrive
at price target of Rs392. However, we downgrade INDR to HOLD rating on the
basis of limited upside from current levels.

Rs.mn Q4FY15 | Q4aFv14 | Y-y(%) | Q3FY15 | Q-q(%) | INSPL Est |Variance(%)
Revenue 2,115 1,859 13.8 2,129 (0.7) 2,263 (6.5)
EBIDTA 389 351 10.9 390 (0.1) 464 (16.1)
Adjusted PAT 219 224 (2.1) 216 1.2 246 (11.1)
PAT 187 186 0.8 216 (13.5) 246 (24.1)

Source: Company Filings; IndiaNivesh Research

Though DF was the driver for Q4FY15, it was exports led growth for
FY15:

Net sales grew by 13.8% y-y to Rs2.1bn for Q4FY15. Y-y sales growth was driven
mainly by DF segment, which grew by 16.7% for the quarter. Y-y growth in exports
was moderate at 9.9% y-y due to nominal y-y growth of 2.3% y-y in exports-regulated
market, which formed 83% of exports-formulation. Low growth in exports-regulated
market is mainly due to high base of past year. Exports-emerging market grew at
strong rate of 73.8% y-y due to low base of past year. Gross margin improved 61bps
y-y to 67.6% due to superior product mix in Q4FY15. However, EBITDA margin
declined by 49bps y-y due to higher other expenses. Other operating income had
forex loss of Rs31.9mn for the quarter. Adjusting for forex loss, PAT was Rs219mn
for the quarter.

Though DF was the driver for Q4FY15, it was exports led growth for FY15. Net sales
grew by 18.5% y-y to Rs8.5bn. Exports-formulation grew by 25.6% y-y and DF grew
by 15% y-y in FY15.

Management has guided for 20% y-y growth in sales for FY16. This guidance excludes
income from products under Watson agreement, which has received tentative
approval. INDR has guided for capex of Rs1.25bn for FY16. The capex is mainly for
setting up pilot plant and replicating API plant at Patalganga.

DF sales y-y growth on uptrend after two quarters of downtrend:

DF sales grew at better-than-industry growth at 16.7% y-y to Rs1.2bn for Q4FY15.
The y-y growth for the quarter was driven by Stomatologicals, Anti-infective, Pain
and Vitamin segment, which grew by 19.4% y-y, 18.1% y-y, 17.1% y-y and 22.6% y-y,
respectively.

DF sales grew by 15.1% y-y to Rs5bn for FY15. INDR launched 19 new products in
FY15. Currently, MR strength is about 2700. INDR expects to add 500 MRs in FY16
for increased penetration and enhancing anti-obesity category. We expect INDR to
outperform in DF category on the back of new product launches and increased
penetration.

Sales in US market under Watson agreement is yet to pick up:

Exports formulation sales at Rs750mn grew at muted rate of 9.9% y-y for the quarter.
This was due to high base of past year, which resulted in 2.3% y-y growth in exports
for regulated market. There has been delay in pick-up in US sales under Watson
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Result Update (contd...)

agreement. However, we remain confident of pick up in US sales in medium term on the back of approved
product as well as on the basis of products which have received tentative approval. INDR has total
cumulative filing of 24 ANDAs, (16 under Watson agreement and 8 own). INDR has 17 ANDAs pending
for approval at the end of Q4FY15. INDR expects to file 6 ANDAs under Watson agreement and 4-5 own
ANDAs in FY16. INDR had filed 7 dossiers for Europe market and is expected to file 12 in FY16.

USFDA inspection update:

During the quarter, INDR had USFDA inspection at its Kilo-lab facility at Rabale and API facility at
Patalganga. The kilo-lab facility had zero 483 observations and API facility at Patalganga had one minor
observation.

Valuation:

At CMP of Rs367, the stock is trading at 23.4x FY16E EPS of Rs15.7 and 19.5x FY17E EPS of Rs19.5. We
maintain our estimates for FY16 and FY17 as outlook remains intact. We expect earnings in FY16E and
FY17E to be driven by increased business, under Watson agreement in US, own dossier filing in Europe
and better-than-industry growth in domestic formulation market. We continue to value INDR at 20x
FY17E earnings to arrive at price target of Rs392. However, we downgrade INDR to HOLD rating on the

basis of limited upside from current levels.

Quarterly financial summary

Rs mn Q4FY15 Q4FY14 Y-y(%) Q3FY15 Q-q (%) FY15 FY14 Y-y (%)
Net Sales 2,115 1,859 13.8 2,129 (0.7) 8,508 7,174 18.6

Other operating income 15 16 NA 37 (59.5) 79 37 112.0

Consumption of raw material 685 613 11.7 777 (11.8) 3,004 2,691 11.6

Employee Cost 350 346 1.0 347 0.7 1,398 1,237 13.0

Manufacturing & Other Expenditure 617 507 21.8 566 9.1 2,296 2,004 14.6

R&D Expense 75 42 50 217 144

Operating Expenses 1,726 1,508 14.5 1,740 (0.8) 6,914 6,076 13.8

EBITDA 389 351 10.9 390 (0.1) 1,594 1,098 45.2

Otherincome 4 10 (63.7) 2 85.0 17 17 0.6

Depreciation and Amortization 125 79 59.4 120 4.4 471 309 52.3

EBIT 283 298 (5.2) 309 (8.5) 1,219 843 44.6

Net Interest Expenses 22 35 (35.9) 27 (18.5) 106 188 (43.7)
Profit Before Tax 261 264 (1.1) 282 (7.5) 1,114 655 69.9

Tax 42 40 4.0 66 (36.3) 267 142 88.2

Net Profit After Tax 219 224 (2.1) 216 1.2 846 513 64.9

Minority Interest - - NA - NA - - NA

Adj. PAT 219 224 (2.1) 216 1.2 846 513 64.9

Adj. EPS (Rs) 1.3 1.3 (2.1) 1.3 1.2 5.0 3.0 64.9

EOitems (31.9) (38.0) - (18.0) 66.0

Reported PAT 187 186 0.8 216 (13.5) 828 579 43.0

Rep. EPS (Rs) 2.4 2.4 (2.1) 2.4 1.2 9.2 5.6 64.9

Source: Company Filings; IndiaNivesh Research

Key ratios

Adj Gross Margins 67.6 67.0 61 63.5 410 64.7 62.5 220

Adj EBITDA margin 18.4 18.9 (49) 18.3 10 18.7 15.3 343

Net Margin 10.3 11.9 (165) 10.0 30 9.9 7.1 274

Material cost/Net Sales 32.4 33.0 (61) 36.5 (410) 35.3 37.5 (220)
Employee Cost/ Net Sales 16.5 18.6 (209) 16.3 23 16.4 17.2 (82)
Other Expenditure/ Net Slaes 29.2 27.3 191 26.6 262 27.0 27.9 (95)
Tax Rate 16.1 15.3 79 23.3 (727) 24.0 21.7 233

Source: Company Filings; IndiaNivesh Research
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Result Update (contd...)

Sales breakdown

-30

( Rs Mn) Q4FY15 Q4FY14 Y-y (%) Q3FY15 Q-q (%) FY15 FY14 Y-y (%)
Formulations 1,980 1,736 14.1 1,997 (0.8) 7,950 6,697 18.7
Domestic 1,230 1,053 16.7 1,229 0.1 5,048 4,386 15.1
Exports 750 683 9.9 768 (2.3) 2,903 2,311 25.6
Reg 624 610 2.3 663 (5.9) 2,516 2,005 25.5
Semi Reg 127 73 73.8 105 20.8 387 307 26.3
APIs 130 117 10.8 129 0.8 518 460 12.7
Domestic 61 49 25.8 64 (4.1) 251 228 10.2
Exports 68 68 - 65 5.6 267 232 15.1
Trading/ Others 6 6 - 4 37.5 20 16 19.5
Total 2,115 1,859 13.8 2,129 (0.7) 8,488 7,174 18.3
Source: Company Filings; IndiaNivesh Research
Y-y growth in DF sales back on uptrend Exports grew at moderate rate on y-y basis
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Though gross margin improved by 61bps y-y, EBITDA
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Financial Statements

Income statement Balance Sheet
Y EMarch (Rs m) FY13 FY14  FY15AE FY16E FY17E Y EMarch (Rs m) FY13 FY14  FY15AE FY16E FY17E
Net sales 6,308 7,258 8,570 11,191 13,255 Equity capital 184 184 184 184 184
Growth % 109 15.1 18.1 30.6 184 Reserves and surplus 3,957 4,387 5,004 6,280 7,526
Expenditure 5,381 6,122 6,914 8,864 10,427 Total equity 4,144 4,574 5,191 6,467 7,713
Raw Material 2,626 2,720 3,004 3,950 4,626 Total debt 1,300 1,014 979 979 1,579
Employee cost 1,079 1,295 1,398 1,802 2,121 Minority interest 2 2 2 2 2
Other expenses 1677 2,107 2,513 3,112 3,680 Total Liabilities 5,444 5,589 6,170 7,446 9,292
EBITDA 927 1,136 1,655 2,327 2,828 - - - - -
Growth % 95 22.6 457 40.6 215 Fixed assets 3,592 3,694 4,022 4,761 4,837
EBITDA Margin % 14.7 15.7 193 208 213 Investments 1 2 2 2 2
Deprecaition 237 309 471 511 524 Current assets 3,324 3,672 4,432 5,718 7,841
EBIT 690 827 1,184 1,816 2,304 Cash 140 210 157 318 1,300
EBIT Margin % 109 114 13.8 16.2 174 Inventory 932 1,102 1,491 1,993 2,360
Other Income 15 18 17 20 23 Debtors 1271 1,381 1,554 2,024 2,360
Interest 92 103 106 93 139 Other current assets 0 3 4 4 4
PBT 612 742 1,096 1,743 2,188 Current liabilities 1,127 1,475 2,018 2,733 3,085
Tax 58 143 267 296 394 Accounts payable 683 707 1,199 1913 2,266
Effective tax rate % 12 20 24 17 18 Provisions 217 359 410 410 410
Extraordinary items (126) (18) - - - Others 228 410 410 410 410
Less: Minority Interest - - - - - Deferred tax liability (net) (348) (305) (271) (305) (305)
Adjusted PAT 428 581 828 1,446 1,794 Total Assets 5,444 5,589 6,170 7,446 9,292
Growth% (7.7) 35.7 426 747 240
PAT margin % 7 8 10 13 14
Reported PAT 428 581 828 1,446 1,794
Growth% (7.7) 35.7 426 74.7 24.0
Cash Flow Key ratios
Y E March (Rs m) FY13 FY14  FY15AE FY16E FY17E Y E March FY13 FY14  FY15AE FY16E FY17E
PBT 612 742 1,096 1,743 2,188 EPS (Rs) Core 4.6 6.3 9.0 15.7 195
Depreciation 237 309 471 511 524 EPS Reported 4.6 6.3 9.0 15.7 195
Interest 92 103 106 93 139 Cash EPS (Rs) 72 9.7 14.1 212 25.2
Other non cash charges DPS (Rs) 11 14 23 1.6 5.1
Tax (58) (143) (384) (296) (394)
Cash flow fromoperations 758 1,081 1,018 1,640 1,669 ROCE 98 117 163 224 223
Capital expenditure (488) (412) (684)  (1,250) (600) ROE 103 127 16.0 294 233
Free Cash Flow 270 669 334 390 1,069
Investments - o - - : Inventories Days 623 648 776 650 650
Cash flow from investments (488) (412) (684)  (1,250) (600) sundry Debtors Days 725 685 655 66.0 65.0
Equity capital raised 62 - - : : Loans & Advances Days 560 484 517 450 500
Loans availed or (repaid) 62 (285) @) - 600 Trades Payable Days 57 46 624 64 624
Interest paid (92) (103) (106) (93) (139)
Dividend paid (incl tax) (119) (152) (253) (170) (548) PER (x) 79.0 582 108 234 189
Others (147) (61) 7 35 (0) P/BV () 82 74 65 52 44
Cash flow from Financing (235) (600) (387) (228) (87) EV/EBITDA () 377 305 209 148 121
Net changein cash 35 69 (52) 161 982 Dividend Yield % A A i
Cash at the beginning of the year 105 140 209 157 318 m cap/sales (x) 5.4 47 39 3.0 26
Cash at the end of the year 140 210 157 318 1,300 net debt/equity (x) 03 02 02 01 0.0
net debt/ebitda (x) 13 0.7 0.5 0.3 0.1

Source: Company Filings; IndiaNivesh Research
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Disclaimer: This document has been prepared by IndiaNivesh Securities Private Limited (“INSPL”), for use by the recipient as information only and is not for circulation or public distribution. INSPL includes
subsidiaries, group and associate companies, promoters, employees and affiliates. INSPL researches, aggregates and faithfully reproduces information available in public domain and other sources, considered
to be reliable and makes them available for the recipient, though its accuracy or completeness has not been verified by INSPL independently and cannot be guaranteed. The third party research material included
in this document does not represent the views of INSPL and/or its officers, employees and the recipient must exercise independent judgement with regard to such content. This document has been published in
accordance with the provisions of Regulation 18 of the Securities and Exchange Board of India (Research Analysts) Regulations, 2014. This document is not to be altered, transmitted, reproduced, copied,
redistributed, uploaded or published or made available to others, in any form, in whole or in part, for any purpose without prior written permission from INSPL. This document is solely for information purpose
and should not to be construed as an offer to sell or the solicitation of an offer to buy any security. Recipients of this document should be aware that past performance is not necessarily a guide for future
performance and price and value of investments can go up or down. The suitability or otherwise of any investments will depend upon the recipients particular circumstances. INSPL does not take responsibility
thereof. The research analysts of INSPL have adhered to the code of conduct under Regulation 24 (2) of the Securities and Exchange Board of India (Research Analysts) Regulations, 2014. This document is based
on technical and derivative analysis center on studying charts of a stock’s price movement, outstanding positions and trading volume, as opposed to focusing on a company’s fundamentals and, as such, may not
match with a report on a company’s fundamentals. Nothing in this document constitutes investment, legal, accounting and/or tax advice or a representation that any investment or strategy is suitable or
appropriate to recipients’ specific circumstances. INSPL does not accept any responsibility or whatever nature for the information, assurances, statements and opinion given, made available or expressed herein
or for any omission or for any liability arising from the use of this document. Opinions expressed are our current opinions as of the date appearing on this document only. The opinions are subject to change
without any notice. INSPL directors/employees and its clients may have holdings in the stocks mentioned in the document.

This report is based / focused on fundamentals of the Company and forward-looking statements as such, may not match with a report on a company’s technical analysis report

Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is responsible in this report, (1) all of the views expressed in this report
accurately reflect his or her personal views about the subject companies and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations
or views expressed in this report: Daljeet S Kohli, Amar Maurya, Abhishek Jain, Yogesh Hotwani, Prerna Jhunjhunwala, Kaushal Patel, Rahul Koli, Tushar Manudhane & Dharmesh Kant.

Following table contains the disclosure of interest in order to adhere to utmost transparency in the matter:

Disclosure of Interest Statement

1. | Details of business activity of IndiaNivesh Securities Private Limited (INSPL) INSPL is a Stock Broker registered with BSE, NSE and MCX - SX in all the major segments viz. Cash, F & O and
CDS segments. INSPL s also a Depository Participant and registered with both Depository viz. CDSL and NSDL.
Further, INSPL is a Registered Portfolio Manager and is registered with SEBI.

2. | Details of Disciplinary History of INSPL No disciplinary action is / was running / initiated against INSPL

3. | Details of Associates of INSPL Please refer to the important 'Stock Holding Disclosure' report on the IndiaNivesh website (investment
Research Section -

://www.indianivesh.in/Research/Holding_Disclosure.aspx?id=10 link).

Also, please refer to the latest update on respective stocks for the disclosure status in respect of those stocks.
INSPL and its affiliates may have investment positions in the stocks recommended in this report.

4. | Research analyst or INSPL or its relatives'/associates' financial interest in the subject No (except to the extent of shares held by Research analyst or INSPL or its relatives'/associates')
company and nature of such financial interest

5. | Research analyst or INSPL or its relatives'/associates' actual/beneficial ownership of 1% or more Please refer to the important 'Stock Holding Disclosure' report on the IndiaNivesh website (investment

in securities of the subject company, at the end of the month immediately preceding the date Research Section -
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INSPL and its affiliates may have investment positions in the stocks recommended in this report.

6. | Research analyst or INSPL or its relatives'/associates' any other material conflict of interest

at the time of publication of the document No
7. | Has research analyst or INSPL or its associates received any compensation from the subject

company in the past 12 months No
8. | Has research analyst or INSPL or its associates managed or co-managed public offering of

securities for the subject company in the past 12 months No
9. | Has research analyst or INSPL or its associates received any compensation for investment banking

or merchant banking or brokerage services from the subject company in the past 12 months No

10. | Has research analyst or INSPL or its associates received any compensation for products or services
other than investment banking or merchant banking or brokerage services from the subject

company in the past 12 months No
11. | Has research analyst or INSPL or its associates received any compensation or other benefits

from the subject company or third party in connection with the document. No
12. | Has research analyst served as an officer, director or employee of the subject company No
13. | Has research analyst or INSPL engaged in market making activity for the subject company No
14. | Other disclosures No

INSPL, its affiliates, directors, its proprietary trading and investment businesses may, from time to time, make investment decisions that are inconsistent with or contradictory to the recommendations expressed
herein. The views contained in this document are those of the analyst, and the company may or may not subscribe to all the views expressed within. This information is subject to change, as per applicable law,
without any prior notice. INSPL reserves the right to make modifications and alternations to this statement, as may be required, from time to time.

Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

HOLD. We expect this stock to deliver -15% to +15% returns over the next 12 months.

SELL. We expect this stock to deliver <-15% returns over the next 12 months.

Our target prices are on a 12-month horizon basis.

Other definitions
NR = Not Rated. The investment rating and target price, if any, have been arrived at due to certain circumstances not in control of INSPL
CS = Coverage Suspended. INSPL has suspended coverage of this company.
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NA = Not Available or Not Applicable. The information is not available for display or is not applicable.
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