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IOL Chemicals & Pharmaceuticals Ltd- Buy

About the Company:

IOL Chemicals and Pharmaceuticals Limited (IOLCP) a one of the largest players
in Specialty Organic Chemicals and Bulk Drugs (APl's), headquartered in
Ludhiana (Punjab). IOLCP operates in two business segments, Specialty organic
chemicals and Bulk Drugs with its manufacturing facility at Barnala (Punjab).
IOLCP has its footprints in 56 counties and regularly supplying its high quality
products to major pharmaceutical players like Sanofi Aventis (India and Hungary),
Aristo Pharmaceuticals, Prafi Donaduzzi E Cia Ltda (Brazil), Cipla, BASF (USA), UPL,
Abbot India and ZIBO XINUA-Perrigo Pharmaceutical (China). With its backward
infegrated USFDA accredited Ibuprofen plant, IOLCP has emerged as favorable
supplier abroad.

Investment Thesis

Capex plan for next two years

IOL plans to invest Rs.200 crore over the next two years on capacity expansion.
100 cr capex in FY20 cr from internal accrual and 40 cr from equity, 40 cr from
promoter (interest free loan) in terms of percentage 20% from internal accruals,
40% equity &40% soft loan,350 crs debf till September 2019, repayment 75 crs in
FY19. It plans to expand ifs flagship product- lbuprofen’s capacity from 8,000 TPA
tfo 12,000 TPA, keeping in view the recent approvals from USA and Europe. It also
plans fo enhance the capacity of its backward integrated products i.e. ISO butyl
benzene from 9,000 TPA to 12,000 TPALMCA from 7,200 TPA to 10,500 TPA and
Acetyl Chloride from 5,200 TPA to 8,400 TPA. Ethyl installed capacity 87000, current
volumes 75000.

Ibuprofen Demand Outlook

The Ibuprofen demand worldwide has grown from 30330 TPA in FY12 to 33211 TPA
in FY14 and further tom 36800 TPA in FY17 as against installed capacity worldwide
is 31350 TPA as on FY17. We expect the demand for Inuprofen to grow further to
40000 TPA in FY19E creating shortage of 4000 TPA in FY18 & 4800 TPA in FY19E. To
cater fo this growing demand IOLCPL is geared up for further expansionby
adding additional capacities. Also offlate in the last 6 months Ibuprofen prices
have increased by 25-40% byaround Rs 65-75 per kg. The company expects that it
is confident of a average 25% increase in coming yeareven after prices cool off
but these prices will still be higher than last year enabling higher EBIDTA margins
inFY18 and some improvement has been visible in H1 of FY18 already.Pace of
stores addition is going forward Improve.

Strong financial performance - topline growth and margin expansion
However from coming year that is FY19 onwards we expect operating profitability
fo improve significantly onthe back of higher lbuprofen prices and better
operatfing leverage kicking in hence we expect the leverage to reduce to
around 1.30 levels over the next 2 years. In fact we expect that by FY20E the ROE
to touch 24% from 2% currently while ROCE is also expected to increase to 16%
from 10% in FY17.

Spurt in Prices of Ibuprofen

Ibuprofen prices last year increased by 20-25% due to Plant closure by BASF which
is a major manufacturer of Ibuprofen . With no capacity addition happening
globally, prices have fightened due to supply demand mismatch . Af the end of
FY18, the demand for Ibuprofen was for nearly 40,000 TPA and the global
capacity was af roughly 35,000 TPA.
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Key Metrics

Shortage of Ibuprofen in market and most of companies shutdown or stopped
production due to environmental problems in Chinese market so there is
increase in demand and Ibuprofen prices have gone up 25 to 40%.European
markets price increase almost 50%.

Financials

During the past 5 years, revenue of IOLCP grew at a CAGR of 18.7% while PAT
grew at a CAGR of 63.8% in the same period.

Particulars FY16 FY17 FY18 FY19E | FY20E
Net sales 580 711 1001 1401 2032
EBITDA 51 102 124 182 252
EBITDA margin 9% 14% 12% 13% 12%
Net profit -40 4 28 73 125
Net Profit Growth -40% -111% 555% 163% 72%
Net profit margin -7% 1% 3% 5% 6%
ROE -22% 2% 13% 25% 30%
ROCE 4% 12% 16% 22% 26%
EPS -7 1 5 13 22
P/E -29 271 41 16 9

Key Business Highlights
Pharmaceuticals

Industry overview,Indian pharmaceutical sector is estimated to account for 3.1 -
3.6 per cent of the global pharmaceutical industry in value terms and 10 per cent
in volume terms. It is expected to grow to US$100 billion by 2025. The market is
expected to grow to US$ 55 billion by 2020, thereby emerging as the sixth largest
pharmaceutical market globally by absolute size. The sector is expected to
generate 58,000 additional job opportunities by the year 2025. India’s
pharmaceutical exports stood at US$ 16.8 billion in 2016-17 and are expected to
grow by 30 per cent over the next three years to reach US$ 20 billion by 2020.
IOLCP is a major player in lbuprofen manufacturing, accounting nearly 30% of
global capacity. IOLCP has world’s second largest Ibuprofen manufacturing
facility and is only company that has backward integration. It has recently de
boftlenecked its manufacturing facility and has increased the capacity from
7200 TPA to 10,000 Tons per Annum.

Company has set up third manufacturing unit fo expand capacities for
Fenifibrate, Clopidogrel Lamoftrigine by investing 17 Crs. IOLCP has also set up
fourth manufacturing plant for Metformin with an 2880 TPA capacity and capital
outlay of 10 Crs. The Ibuprofen manufacturing facility is USFDA approved and has
CEP, EUGMP and WHOGMP accreditation.

Chemicals

Industry overview,Indian chemical industry is the 3rd largest producer in Asia and
7th by output in the world. By 2025, the Indian chemical industry is projected fo
reach USD403 billion. The chemical industry in India is a key constituent of Indian
economy, accounting for about 2.11 per cent of the GDP. More than 70,000
commercial products such as petrochemicals & basic chemicals are covered
under chemical sector India accounts for approximately 16 per cent of the world
production of dyestuff and dye intermediates, particularly for reactive acid and
direct dyes. India is currently the world’s third largest consumer of polymers and
third largest producer of agrochemicals. India specialty chemical market is
expected to

reach USD70 billion by 2020.

IOLCP started its business with Ethyl Acetate production and is one of the largest
producer in the world with 87,000 TPA. Its Iso Butyl Benzene has global market
share of 30% and is key ingredient for manufacturing of lbuprofen. IBB capacity is
at 2000 TPA. Its Mono Chloride Acetate and Acetyl Chloride capacity are at 7200
TPA and 5200 TPA respectively.
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Risk & Concern
Currently there is no further capacity addition by peers; But Capacity addition by peers in future may hamper

the demand/supply curve of products.
IOLCPL is already highly leveraged, in case debft further goes up and operatfing margins come under pressure
then the company could face a pressure on its bottomline growth

Valuation
Value the company as an EV/EBITDA multiple, as currently stock is trading at 5.4 mulfiple. Expect that the company will frade at
EV/EBITDA multiple of 7.4x FY20E EBITDA. Stock with buy recommendation with a target price of Rs 272.

Disclosure: This document has been prepared by the Research Desk of M/s Bonanza Portfolio Ltd. and is meant for use of the recipient
only and is not for circulation. This document is not fo be reported or copied or made available to others. It should not be considered
to be taken as an offer to sell or a solicitation fo support any security. The information contained herein is obtained and collated from
sources believed reliable that reflects the unbiased view and we do nof represent it as accurate or complete and it should not be
relied upon as such. The opinion expressed or estimates made are as per the best judgment as applicable at that point of fime and are
subject fo change without any notice. Bonanza Portfolio Ltd. along with its associated companies/ officers/employees may or may not,
have positions in, or support and sell securities referred to herein.
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