
 

 
1  Edelweiss Securities Limited 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We expect the pharma universe to continue its growth trajectory led by 

strong uptick in the US and emerging markets, while domestic growth 

could tone down due to delayed monsoon. Though margins are 

expected to remain steady QoQ, YoY they are likely to expand on back 

of higher realisations. Moreover, the recent appreciation of INR could 

reverse MTM forex losses for players such as Ranbaxy (RBXY), Glenmark 

(GNP) and Aurobindo (ARBP). We also expect one-off opportunities to 

benefit Sun (SUNP), Dr. Reddy’s (DRRD) and Cipla. Among mid caps, 

IPCA and ARBP are expected to report better growth and earnings.  

 

Recurring growth to sustain as one-offs icing on cake 

We expect revenue growth of 29.5%YoY, in line with the previous quarter (30% YoY). 

While growth will be led by US and continued momentum in emerging markets, India 

could see lower growth momentum. High value one-time opportunities such as 

Tacrolimus for DRRD and Doxil for SUNP will also contribute to higher profitability. 

We estimate margin expansion of 225bpsYoY and EBITDA growth of 42.5%. PAT 

growth is estimated at 38% with some negative impact from increase in tax rate. 

 

Sun Pharma, Dr. Reddy’s and Cipla on firm footing  

We expect SUNP, DRRD and Cipla to report strong earnings growth led by higher 

realisations, continued growth in branded generics and one-time high value launches 

in US. Cipla could also see favourable impact from accrual of milestone income from 

Meda. Lupin’s growth in US generics to benefit from higher market share gain in 

Combivir and Geodon. RBXY’s profits will have positive impact from exclusivity sales 

of Actos. GNP’s revenue growth will remain strong; however, reported numbers are 

likely to face base effect from licensing income. Among mid caps, we expect QoQ 

margin improvement for ARBP from higher operating leverage in US, while IPCA is 

likely to also report strong momentum from higher anti-malaria exports. 

 

Short-term favourable impact from MTM gains 

Given the appreciation in currency (from USDINR 54 at end Q1FY13 to 52.9 end 

September 2012) reported earnings for GNP, RBXY and ARBP are likely to get a boost 

from reversal of MTM forex losses as these have higher foreign currency loans.   

 

Valuations: Negative overhang from pricing policy 

We are cautious as we foresee slower earnings growth during H2FY13 on a high base, 

which coupled with challenging regulatory environment and lower currency 

realisations (sequentially) could have negative bearing on valuations. We estimate a 

potential loss of INR20bn (2.5%-3% of domestic sales) from current pricing policy, 

which could rise to INR60mn if cost-based pricing model is adopted. The final policy 

outcome, if in favour of cost-based pricing, could potentially de-rate the sector.  

Hence, we continue to remain stock specific. Lupin, Cadila and Glenmark are our 

preferred bets in large caps and IPCA in mid caps.  
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Result Preview 

Result expectations during the quarter  

We expect a robust revenue growth of 29.5%YoY for the pharma universe. Excluding the 

impact of one offs, recurring growth is also expected to remain strong at 25% YoY. This 

outperformance will be led by:  

• Higher foreign currency realisations (20.4%YoY and 2%QoQ) as a large part of the 

earnings is being driven by export formulations. 

• Continued growth momentum in US generics from higher market share traction and 

incremental new launches. Few players such as ARBP and Cadila received a slew of 

product approvals that will aid their growth momentum within the US in ensuing 

quarters.  

• DRRD, SUNP and Cipla are also likely to benefit from one-time sales of a few high value 

launches such as Tacrolimus (benefit from short supply), Doxil and Lexapro/Vancomycin, 

respectively.  

• Domestic growth, though at a moderate pace from previous quarter, will remain in mid-

double digits for our universe.   

• We estimate continued momentum in emerging markets of Russia, Brazil, Mexico and 

others. 

 

Chart 1: Strong growth expected in US, led by blockbuster FTFs  

 

Source: Company, Edelweiss research 
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Chart 2: Growth expectations in domestic market across the coverage universe   

 
 Source: Company, Edelweiss research 

 

Table 2: Key launches in US during the quarter 

 
Source: Bloomberg, Company, Edelweiss research 
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Jul-12 Norgestimate and Ethinyl Estradiol Ortho Tri-Cyclen              316 Lupin

Jul-12 Atorvastatin calcium Lipitor           1,500 Dr. Reddy's

Jul-12 Entacapone Comtan                80 Sun Pharma

Aug-12 Montelukast Sodium Singulair           3,219 Aurobindo, Dr. Reddy's, Glenmark, Torrent Pharma

Aug-12 Metoprolol Succinate ER Toprol-XL              450 Dr. Reddy's

Aug-12 Didanosine Aurobindo
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Sep-12 Amoxicil l in Amoxil              179 Dr. Reddy's
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2.5%. We thus believe that margins are likely to remain steady and continue to benefit; 

however, going forward as the currency appreciates, average realisations may decline. Thus, 

companies that have open hedge positions such as SUNP and Cipla could face negative 

impact of the same. Other players that have hedged their exports at average rate of USD/INR 

51-52 will continue to gain benefit of higher realisation for the balance fiscal. 

 

Moreover, given the appreciation of INR by quarter range (from USD/INR54 on June 30, 2012, 

to USD/ INR52.9 on September 30, 2012) reported earnings growth for players such as GNP, 

RBXY and ARBP is likely to get a boost from reversal of MTM forex losses as these have higher 

foreign currency borrowings. On other hand companies that have higher receivables such as 

Cadila, could see some MTM loss on currency appreciation. We have build MTM gain for 

ARBP (INR1.14bn), GNP (INR300mn) and IPCA (INR324mn). We also expect benefit from 

reversal of losses for RBXY; however, we have not build the same in our estimates. 

 

Chart 3: MTM losses during Q1FY13 for coverage universe 

 

Source: Company, Edelweiss research 
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Chart 4: Growth momentum likely to slowdown in H2FY13 on higher base  

 

Source: Company, Edelweiss research 

 

Chart 5: Relative performance of pharma to Sensex 

 
Source: Bloomberg, Edelweiss research 
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Chart 6: Performance within sector (Relative to Sensex and Absolute) 

   
Source: Bloomberg, Edelweiss research 

 

Table 3: Valuation and recommendation snapshot                    (INR mn) 

 
Source: Edelweiss research 

Note: *EPS represents core business excl NPV and other one-offs 
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