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Dr. Reddy’s Labs  

Good quarter, lower SG&A cost is encouraging 

Dr. Reddys' Q2 Rev/PAT beat estimates by 4%/20% driven by strong growth 

across markets and lower tax rate. Tight control on SG&A cost (-208bps QoQ) 

is noteworthy given sequential increase in marketing spends and integration 

of Wockhardt portfolio in the quarter. The business outlook remains strong 

with multiple triggers such as upsides from Covid portfolio (Sputnik V 

vaccine, Favipiravir trial in US) and complex approvals/launches in the US 

(gVascepa, Copaxone, gNuvaring); however, launch timelines for these 

remain uncertain.  We expect core business performance to remain strong 

aided by structural tailwinds in API business, strong launch momentum in 

US, traction in EU business and ramp-up in Wockhardt portfolio. Our 

estimates largely remain unchanged and we marginally increase our TP to 

Rs5,390 (from Rs5,375 earlier). Maintain ADD. 

 Strong traction across markets: Revenues grew by 20% YoY led by strong 

growth in India (+21% YoY, Wockhardt integration, Covid drugs), PSAI 

(+20% YoY, services biz, currency gains), Europe (+36% YoY, new launches, 

currency gains) and US (+6% QoQ, new launches). EBIDTA margins were 

steady at 25.2% (-21bps QoQ) as lower gross margins (-211 QoQ, lower 

export incentive, product mix, forex) were offset by lower SG&A cost (-

208bps, productivity gains). Adjusting for one offs, PAT came at Rs8.4bn 

aided by lower tax rate (11%, DTA led). 

 US pipeline holds promise: Limited competition products in pipeline such 

as gKuvan (TA in place), gVascepa (preparing for launch), gNuvaring and 

gCopaxone (uncertain timelines) add longer term growth visibility to the US 

business. US pipeline consist of 92 pending ANDA (50 Para IVs, 26 FTFs). 

This, along with strong launch momentum (30+ launches in FY21) will drive 

15% revenue CAGR over FY20-23e.  

 Key call takeaways: a) gVascepa – launch timelines not disclosed; b) 

Sputnik V – approval is contingent on outcome of global trials, Phase 3 trial 

in India (1,400 patients) to end by May 21, plans 100mn doses in a phased 

manner; c) Wockhardt integration – progressing well; d) Net debt: Rs1.4bn, 

ETR at 25% for FY21; e) Rituximab – Phase 3 trial progressing well; f) M&A 

opportunities - will continue to evaluate. 

 Valuation and risks: We maintain ADD rating and increase our SOTP based 

target price to Rs 5,390. Our target price is based on 22x Sep 22 EPS and NPV 

of Rs384/share for gRevlimid. Key risks: delay in key approvals; higher price 

erosion in the US; adverse outcome on drug price fixing lawsuit in US; and 

delay in turnaround of Wockhardt portfolio.  

Financial Summary 

  
Q2 

FY21 

Q2 

FY20 

YoY 

 (%) 

Q1 

FY21 

QoQ 

(%) 
FY20 FY21E FY22E FY23E 

Net Sales 48,967 40,780 20.1 44,175 10.8 167,371 1,94,141 2,25,848 2,50,462 

EBITDA 12,364 6,986 77.0 11,247 9.9 34,546 49,470 57,466 64,422 

Rep. PAT 7,623 10,924 (30.2) 5,793 31.6 19,497 28,183 35,208 40,572 

EPS (Rs) 45.8 65.6 (30.2) 34.8 31.6 117.1 169.3 211.5 243.7 

P/E* (x) 
     

38.9 26.9 21.5 18.7 

RoCE* (%) 
     

16.0 15.9 16.5 16.3 

Source: Company, HSIE Research; * Adjusted for gRevlimid   

 

 

 

 

 

ADD 

CMP(as on 28 Oct 2020) Rs 4,951 

Target Price Rs 5,390 

NIFTY 11,730 

 

KEY 

CHANGES 
OLD NEW 

Rating ADD ADD 

Price Target Rs 5,375 Rs 5,390 

EPS % 
FY21E FY22E 

+1% +0% 

 

KEY STOCK DATA 

Bloomberg code DRRD IN 

No. of Shares (mn) 166 

MCap (Rs bn) / ($ mn) 823/11,144 

6m avg traded value (Rs mn) 8,511 

52 Week high / low            Rs 5,607/2,495 

 

STOCK PERFORMANCE (%) 

 3M 6M 12M 

Absolute (%) 22.2 25.3 77.7 

Relative (%) 18.5 1.0 76.0 

 

SHAREHOLDING PATTERN (%) 

 Sep -20 Jun -20 

Promoters 26.74 26.74 

FIs & Local MFs 15.59 16.21 

FPIs 29.58 29.33 

Public & Others 28.09 27.72 

Pledged Shares 0.00 0.00 

Source : BSE   
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