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Robust India drives Q3
Q3 results reaffirms stable base business outlook for the 
US (for last 6 quarters) and strong trends for domestic 
formulations business (double digit growth at 11% for 
covered companies vs 9.5% for IPM). R&D spends 
remain calibrated at 7.8% of sales (vs 9%+ in FY17/18) 
and EBIDTA margins improved 30bps QoQ. We forecast 
revenue/EPS CAGR of  9%/15% over FY20-22e for our 
covered universe. Torrent and Cipla are preferred Buys.  
Key visible trends: a) aggressive push towards India 
business via acquisition/in-licensing/field force 
expansion, b) calibration of R&D spend – targeted 
towards specialty/key pipeline assets, c) increased 
compliance cost for US FDA plants. 
Covid-19 outbreak – Immediate risk is limited but 
prolonged shutdown will have implications: Indian 
Pharma Industry’s dependence on China for key starting 
material (KSM)/intermediates/ API is very high. Share of 
China in bulk drug and intermediates imports was ~67% 
at USD2.4bn in FY19 (source:DGCIS). In the event of 
extended shutdown, the industry faces risk of supply 
disruption and increased input cost. Most companies 
have inventory of 3-4 months and are closely monitoring 
the situation.  It is difficult to ascertain specific impact at 

this stage but a prolonged shutdown will impact the 
entire supply chain which could have knock on effect on 
the cost of goods produced globally.  
We believe over a longer term the Indian API industry 
would stand to benefit as regulators encourage 
investments and incentivise the API industry to reduce 
dependence on China. Also, the cost arbitrage has 
narrowed between Indian and Chinese manufacturers 
given stricter environmental and compliance regulations 
in addition to increased labour cost in China. 
Q3FY20 Review   
 Domestic biz of large cap pharma outperformed IPM 

and posted revenue growth of 11% YoY in Q3 (vs 
9.5% for IPM).  

 US revenues largely reflected stable base business 
performance (+6% YoY and +4% QoQ). 

 Gross margins were flat YoY and QoQ at 66%. 
 EBIDTA growth was at -2.4% YoY and +1% QoQ and 

margins declined by 160bps YoY and improved 30bps 
QoQ for covered companies. 

 R&D expense were flat  YoY and increased 30bps QoQ 
at 7.8% of sales. 

Valuation Summary 

Company MCap 
(Rs. bn) 

CMP 
(Rs./ 
Sh) 

RECO TP 
 

EPS CAGR 
FY20-22E 

PER(X) EV/ EBITDA (X)  ROCE  

 FY20E  FY 21E   FY22E  FY 20E  FY 21E  FY 22E  FY 20E  FY 21E  FY 22E  

 Cipla  351 436 BUY 495 8.5% 20.8 20.7 17.7 11.5 10.8 9.3 12.4 12.0 13.0 
 Dr. Reddy's  541 3,255 NEU 3,440 14.5% 24.8 23.0 18.9 16.9 13.5 11.4 12.5 15.5 17.0 
 Lupin  317 699 NEU 705 23.8% 30.2 25.0 19.7 14.5 12.6 10.5 7.1 8.4 10.2 
 Sun   972 405 BUY 500 13.7% 23.2 21.9 17.9 13.1 11.8 9.6 10.3 10.6 11.5 
 Torrent  378 2,235 BUY 2,405 20.3% 40.8 34.7 28.2 19.2 17.1 15.0 16.5 18.9 20.8 
Source: Company, HDFC sec Inst Research

 
 

Company RECO TP  

 Cipla  BUY 495 
 Dr. Reddy's  NEU 3,440 
 Lupin  NEU 705 
 Sun   BUY 500 
 Torrent  BUY 2,405 
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Q3FY20 result snapshot  
Rs mn Revenue YoY QoQ EBIDTA YoY QoQ Adj. PAT YoY QoQ Comments 
Cipla 43,710 9% -1% 7,583 7% -20% 3,510 6% -34% India growth bounced back, margins were in line 

Dr. Reddy's 43,838 14% 7% 10,416 24% 36% 7,503 69% 7% Strong performance across markets, gNuvaring 
impairment led to reported loss 

Lupin  37,693 -5% -11% 4,291 -37% -37% 1,197 -34% -130% Trough quarter in terms of margins, one offs led 
to reported loss  

Sun Pharma 81,549 5% 0% 17,596 -7% -2% 9,135 -26% -16% Strong growth in India at 13% YoY, US base 
improved despite decline in Taro 

Torrent  19,650 -1% -2% 5,390 2% 0% 2,510 19% 3% India biz growth disappointed (+8.5% YoY, 
adjusted), lower R&d aided margins 

Source: Company, HDFC sec Inst Research 
 
India business reported strong growth, guides for outperforming the IPM  
India (Rs mn) Q3 

FY18 
Q4 

FY18 
Q1 

FY19 
Q2 

FY19 
Q3 

FY19 
Q4 

FY19 
Q1 

FY20 
Q2 

FY20 
Q3 

FY20  

Cipla 15% 13% 21% 0% -1% 11% -12% 6% 12% Realignment in trade gx biz impacted growth in 
1HFY20. Reported growth for 9MFY20 at 2% 

Dr. Reddy's 3% 7% 30% 8% 10% 6% 15% 9% 13% Improved growth trajectory (+12% YoY) in 9MFY20 
Lupin  8% 10% 28% 4% 11% 9% 10% 12% 9% Consistent performance (+10% YoY) in 9MFY20 
Sun Pharma 6% 2% 22% -16% 7% -44% 8% 35% 13% Higher growth (+18% YoY) in 9MFY20 on low base  

Torrent* 17% 48% 79% 34% 42% 9% 9% 10% 4% Reported growth of 8% YoY (adjusted 11.5%) for 
9MFY20 

IPM 6% 8% 9% 10% 10% 10% 8% 12% 9% IPM growth for 9MFY20 was at 9.5% led by higher 
growth in acute segment 

Source: AIOCD AWACS, Company data, HDFC Sec Inst research, *includes Unichem from Q3FY18 
 
US business reported revenues in line with expecations 
US sales  
(USD mn) 

Q3 
FY18 

Q4 
FY18 

Q1 
FY19 

Q2 
FY19 

Q3 
FY19 

Q4 
FY19 

Q1 
FY20 

Q2 
FY20 

Q3 
FY20  

Cipla 100 116 100 108 118 163 161 135 133 Stable base business. gSensipar contribution has 
normalized  

Dr. Reddy's 241 228 247 207 213 216 234 202 224 
Recovered from Q2 lows as 5 new launches  offset 
price erosion in base. Q2 was impacted on account 
of ranitidine recall and supply issues  

Lupin  223 224 168 171 194 245 218 184 186  gTamiflu contribution was similar to Q2 and 
Levo/Solosec ramp up is miuted 

Sun Pharma 328 368 380 342 362 443 424 339 350 Sun's base business and specilaty improved despite 
despite Taro’s decline of 8% QoQ 

Torrent  40 44 49 55 58 53 51 52 52 Stable base, Valsartan ramp up remains calibrated 
Source: Company, HDFC sec Inst Research 

 
Q3 revenues grew by 5% YoY 
led by strong growth in India 
and stable performance in US 
 
IPM growth break up of 9.5% 
for the Q3 -  price (5.4%), 
volume (1.4%) and new 
products (2.7%) 
 
IPM growth was 9.5% for 
9MFY20 driven by acute 
(10.1%), chronic (9.2%) and 
sub-chronic (8.2%) 
 
US base business reported 
stable revenues whereas 
Specialty portfolio saw slower 
traction  
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Revenues grew by 5% YoY in Q3  India biz posted double digit growth at 11% YoY 

 

 

 

Source: Company, HDFC sec Inst Research 
 

 Source: Company, HDFC sec Inst Research, Q4FY19 was impacted 
as Sun transferred biz from AML to wholly owned subsidiary  

 
 
US base was flat YoY and grew 4% QoQ  R&D spend remains moderated at 7.8% of sales 

 

 

 

Source: Company, HDFC sec Inst Research  Source: Company, HDFC sec Inst Research 
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Gross margins were largely stable at 66%   EBIDTA margins declined 140bps YoY to 20% 

 

 

 

Source: Company, HDFC sec Inst Research  Source: Company, HDFC sec Inst Research 
 
Change in estimates and TP 
 We cut earnings for Cipla by 2% for FY21/22 to account for gVoltaren switch to OTC from prescription and revise our TP 

down to Rs495 from Rs510. Our Buy rating remains unchanged. 

 We increase our target multiple for Torrent from 15x to 16x (10% premium to domestic peers) and revise our TP to 
Rs2,405 from Rs2,250. Our Buy rating remains unchanged. 

Peerset comparison 

Company 
Market 
Cap (Rs. 

bn) 

CMP 
(Rs./ Sh) RECO TP EPS CAGR 

FY20-22E 

PER(X) EV/ EBITDA (X) ROE 

FY20E  FY21E   FY22E  FY20E  FY21E  FY22E  FY20E  FY21E  FY22E  

 Cipla  351 436 BUY 495 8.5% 20.8 20.7 17.7 11.5 10.8 9.3 10.6 9.8 10.5 
 Dr. Reddy's  541 3,255 NEU 3,440 14.5% 24.8 23.0 18.9 16.9 13.5 11.4 14.4 13.7 14.6 
 Lupin  317 699 NEU 705 23.8% 30.2 25.0 19.7 14.5 12.6 10.5 7.2 8.2 9.6 
 Sun   972 405 BUY 500 13.7% 23.2 21.9 17.9 13.1 11.8 9.6 10.2 10.1 10.9 
 Torrent  378 2,235 BUY 2,405 20.3% 40.5 34.5 28.0 19.2 17.1 15.0 17.9 19.0 20.8 
 Alkem  318 2,658 NA NA 16.5% 30.6 26.1 22.5 20.7 17.5 15.3 17.9 18.0 18.1 
 Cadila  286 279 NA NA 12.4% 19.8 17.3 15.7 12.9 11.6 10.8 12.7 13.4 13.7 
 Glenmark  91 322 NA NA 16.6% 12.6 10.4 9.2 7.0 6.1 5.5 12.0 12.6 12.8 
 Ipca Labs  184 1,455 NA NA 19.7% 30.6 24.9 21.3 17.3 14.7 12.7 17.5 18.2 18.0 
 Eris Lifesciences  59 433 NA NA 16.8% 16.9 14.6 12.4 17.0 15.0 13.0 26.8 25.2 22.5 
Source: Bloomberg, HDFC sec Inst Research 
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Rating Definitions   
BUY  :  Where the stock is expected to deliver more than 10% returns over the next 12 month period 
NEUTRAL  :  Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period 
SELL  :  Where the stock is expected to deliver less than (-)10% returns over the next 12 month period 
 

Disclosure:  
I, Bansi Desai, CFA, author and the name subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has 
no material adverse disciplinary history as on the date of publication of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) 
or view(s) in this report. 
Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have 
beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities 
Ltd. or its associate does not have any material conflict of interest. 
Any holding in stock –No 
HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.  
 
Disclaimer:  
This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general 
nature and do not consider the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice before investing.  Nothing in this document should be 
construed as investment advice.  Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of the companies 
referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have been compiled 
or arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or 
implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any company or companies or their securities mentioned 
herein are not intended to be complete. HSL is not obliged to update this report for such changes.  HSL has the right to make changes and modifications at any time.  
This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or 
other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement 
within such jurisdiction.  
If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the attention of the sender. This document may not be 
reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.  
Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, 
investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any 
security. 
This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation 
to do business with HSL. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its attachments. 
HSL 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. 
HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, 
including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. 
HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other 
deals in these securities from time to time or may deal in other securities of the companies / organizations described in this report. 
HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve 
months.  
HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or 
co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business. 
HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor 
Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or 
brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  
Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any 
compensation/benefits from the subject company or third party in connection with the Research Report. 
HDFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 
2496 5066 
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600 
HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. 
No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193 
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing. 
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