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Market Cap Rs1383bn/US$18.5bn  Year to Mar  FY20  FY21 FY22E FY23E 
Reuters/Bloomberg DIVI.BO/DIVI IN  Revenue (Rs mn) 53,944 69,694 80,403 96,586 
Shares Outstanding (mn)           265.5   Net Income (Rs mn) 13,765 19,843 23,835 29,251 
52-week Range (Rs) 5372/3049  EPS (Rs) 51.9 74.8 89.8 110.2 
Free Float (%) 48.0  % Chg YoY 1.8 44.2 20.1 22.7 
FII (%) 21.1  P/E (x) 100.4 69.7 58.0 47.3 
Daily Volume (USD/'000)         34,682   CEPS (Rs) 58.9 84.4 101.1 123.1 
Absolute Return 3m (%)               3.1   EV/E (x) 75.3 47.6 40.0 32.5 
Absolute Return 12m (%)             67.0   Dividend Yield (%) 0.6 - 0.4 0.4 
Sensex Return 3m (%)             11.3   RoCE (%) 18.5 22.9 22.5 23.0 
Sensex Return 12m (%)             50.0   RoE (%) 19.3 23.9 23.3 23.7 
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Q2FY22 result review 
and reco change 

 Pharmaceuticals 
 
Target price Rs4,628 
 
Earnings revision 
(%) FY22E FY23E 
Sales (4.2) (2.5) 
EPS (5.7) (4.1) 
 
Target price revision 
Rs4,628 from Rs4,828 
 
 
Shareholding pattern 

 
Mar 
’21 

Jun 
’21 

Sep 
’21 

Promoters 52.0 52.0 52.0 
Institutional  
investors 36.6 37.2 37.0 
  MFs and others 12.6 12.6 12.6 
 FIs/Banks/Ins. 3.7 3.6 3.3 
  FIIs 20.3 24.6 21.1 
Others 11.4 10.9 11.0 

Source: BSE India 
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Divi’s Laboratories REDUCE 
 Downgrade from Hold 
Rising near term pressures Rs5,208 
 
 

 
 

          

 

 

Divi’s Laboratories’ (Divis) reported Q2FY22 performance was below our 
estimates. Consolidated revenue grew 13.6% YoY to Rs19.9bn (I-Sec: Rs20.9bn), 
EBITDA margin dropped 120bps YoY to 41.2% (I-Sec: 42.5%) and PAT grew 16.7% 
to Rs6.1bn (I-Sec: Rs6.3bn). The growth was driven primarily by custom synthesis 
business while generics declined YoY. Strong positioning of Divis will help in 
monetising the growth opportunity in API and CRAMS space given its stellar 
execution track record, recent capex of ~Rs25bn and being one of the preferred 
suppliers. However, we envisage near term pressures growing with rising raw 
material prices, logistical issues and declining generics business. Additionally, 
recent rally in stock has made valuations expensive, hence, we downgrade to 
REDUCE from Hold with a revised target price of Rs4,628/share. 
 Business review: Divis reported revenue growth of 13.6% YoY in Q2FY22 driven 

by strong growth of 53.4% in custom synthesis on back of commercialization of fast 
tracked projects including Molnupiravir. Generic API business declined 15.4% YoY 
and 11.4% QoQ. Carotenoids remained flat YoY but recovered from a low in 
Q1FY22. EBITDA margin at 41.2% dropped 120/230bps YoY/QoQ while gross 
margin remained flat. Rising raw material prices and logistical issues coupled with 
declining generics business would restrict margins at current levels in the near term. 
We expect generic APIs, carotenoids and custom synthesis businesses to grow at a 
CAGR of 5.0%, 12.0% and 33.2% over FY21-FY23E, respectively.  

 Concall highlights: 1) Company has completed the debottlenecking and expansion 
of plants which were delayed due to 2nd wave of COVID-19 2) All cases regarding 
Kakinada have been dismissed by HC and company expects transfer of ownership 
shortly 3) Q2FY22 recorded some sales of Molnupiravir, company doesn’t expect 
any major capex related to it going ahead 4) Vertical integration for newer products 
will happen once they achieve 60-70% market share 5) Power outages in China 
have created supply and price volatility in raw materials while shipping costs have 
soared with rising crude oils and container availability. 

 Outlook: We estimate revenue/EBITDA/PAT CAGR of 17.7%/19.9%/21.4% over 
FY21-FY23E. Divis has consistently generated positive FCF over the years and we 
expect ~Rs34bn FCF over FY22E-FY23E. RoE and RoCE would remain strong at 
~23-24% in FY23E. 

 Valuation and risks: We cut revenue and EPS estimates by 3-4% and 4-6% 
respectively to factor in rising costs of raw materials and logistics as well as 
declining generics business. Coupled with the recent rally in stock that has made 
valuations expensive, we downgrade the stock to REDUCE from Hold with a revised 
target price of Rs4,628/share based on 42xFY23E EPS (earlier Rs4,828/share). Key 
upside risks: Incremental innovator projects in custom synthesis, faster than 
expected recovery in the generics business. 
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Table 1: Q2FY22 result review  
(Rs mn, year ending March 31) 

  Q2FY22 Q2FY21 YoY % Chg Q1FY22 QoQ % Chg 
Net Sales 19,875 17,493 13.6 19,606 1.4 
EBITDA 8,181 7,411 10.4 8,521 (4.0) 
Other income 191 136 40.1 360 (46.9) 
PBIDT 8,372 7,548 10.9 8,880 (5.7) 
Depreciation 774 611 26.5 733 5.6 
Interest 2 2 31.3 3 (25.0) 
Extra ordinary income/ (exp.) - -  -  
PBT 7,596 6,935 9.5 8,145 (6.7) 
Tax  1,532 1,739 (11.9) 2,574 (40.5) 
Minority Interest - -  -  
Reported PAT 6,065 5,196 16.7 5,571 8.9 
Adjusted PAT 6,065 5,196 16.7 5,571 8.9 
EBITDA margins (%) 41.2 42.4 (120)bps 43.5 (230)bps 

 Source: Company data, I-Sec research 
 

Valuations 

We expect Divis to register earnings CAGR of 21.4% over FY21-FY23E driven by 
revenue CAGR of 17.7% and 160bps EBITDA margin improvement. We believe 
revenue growth will be led by market share gain in existing products, new launches 
(~10 products in pipeline) and growing demand for custom synthesis projects. We 
expect return ratios to remain strong at RoE and RoCE of 23.7% and 23.0%, 
respectively, in FY23E despite the ongoing capex programme.  

The stock currently trades at valuations of 58.0xFY22E and 47.3xFY23E earnings and 
EV/EBITDA multiple of 40.0xFY22E and 32.5xFY23E. The stock has traded at 
premium valuations in the past and the same has improved further recently due to 
strong growth seen in FY21, potential opportunity from shift of API/CRAMS 
manufacturing to India given China disruptions. While we believe premium valuation of 
the stock is justified and will continue due to its strong execution track record, high 
growth visibility and superior return ratios, rising costs and declining generics business 
would elevate pressure in the near term. Also, the recent rally has made valuations 
expensive; hence, we downgrade our rating to REDUCE from Hold with a revised 
target price of Rs4,628/share based on 42xFY23E EPS (earlier Rs4,828/share).  

Chart 1: 1-year forward P/E 

10
15
20
25
30
35
40
45
50
55

N
ov

-1
6

M
ar

-1
7

Ju
l-1

7

N
ov

-1
7

M
ar

-1
8

Ju
l-1

8

N
ov

-1
8

M
ar

-1
9

Ju
l-1

9

N
ov

-1
9

M
ar

-2
0

Ju
l-2

0

N
ov

-2
0

M
ar

-2
1

Ju
l-2

1

N
ov

-2
1

(x
)

DIVI P/E -1 Std Dev. Mean +1 Std Dev.

 
Source: Company data, I-Sec research 
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Summary financials (consolidated) 

Table 2: Profit & Loss statement 
(Rs mn, year ending March 31) 

 FY20 FY21 FY22E FY23E 
Total Net Revenue 53,944 69,694 80,403 96,586 
YoY Growth% 9.1 29.2 15.4 20.1 
Total Op. Exp. 35,723 41,095 46,666 55,440 
EBITDA 18,222 28,599 33,736 41,146 
Margins % 33.8 41.0 42.0 42.6 
YoY Growth% (2.7) 57.0 18.0 22.0 
Depreciation 1,862 2,556 2,995 3,415 
EBIT 16,359 26,044 30,741 37,731 
Other Income 1,896 626 1,126 1,376 
Interest 61 9 2 2 
EO Items - - - - 
PBT 18,195 26,660 31,865 39,105 
Tax 4,429 6,818 8,030 9,854 
Tax Rate (%) 24.3 25.6 25.2 25.2 
Minority Interest - - - - 
Reported PAT 13,765 19,843 23,835 29,251 
Adj. PAT 13,765 19,843 23,835 29,251 
Net Margins (%) 25.5 28.5 29.6 30.3 
Source: Company data, I-Sec research 
 
Table 3: Balance sheet 
(Rs mn, year ending March 31) 

  FY20 FY21 FY22E FY23E 
Paid-up Capital 531 531 531 531 
Reserves & Surplus 72,568 92,415 111,007 134,407 
Total Equity 73,099 92,946 111,538 134,938 
Minority Interest - - - - 
Total Debt 389 48 48 48 
Deferred Liabilities 2,696 3,348 3,348 3,348 
Capital Employed 76,184 96,343 114,934 138,335 
Current Liabilities 9,130 11,366 12,929 15,639 
Total Liabilities 85,313 107,708 127,863 153,974 
     
Net Fixed Assets 37,015 44,145 47,150 51,735 
Investments 0 0 0 0 
Inventory 18,639 21,452 24,343 29,688 
Debtors 14,134 16,765 19,341 23,234 
Other Current Assets 4,586 3,786 4,088 4,545 
Cash and Equivalents 10,940 21,560 32,941 44,771 
Total Cur. Assets 48,298 63,563 80,713 102,239 
Total Assets 85,313 107,708 127,863 153,974 
Source: Company data, I-Sec research  
 

Table 4: Cashflow statement 
(Rs mn, year ending March 31) 

 FY20 FY21 FY22E FY23E 
PBT (Adj. for Extraordinary) 18,195 26,660 31,865 39,105 
Depreciation 1,862 2,556 2,995 3,415 
Net Chg in WC (2,044) (3,720) (4,438) (7,337) 
Taxes (4,452) (6,443) (8,030) (9,854) 
Others (1,463) 407 232 351 
CFO 12,098 19,461 22,625 25,680 
Capex (11,829) (9,100) (6,000) (8,000) 
Net Investments made 10,563 9,282 - - 
Others 431 570 - - 
CFI (835) 751 (6,000) (8,000) 
Change in Share capital - - - - 
Change in Debts (612) (340) - - 
Div. & Div Tax (10,241) - (5,244) (5,850) 
Others (337) 462 - - 
CFF (11,190) 122 (5,244) (5,850) 
Total Cash Generated 74 20,334 11,381 11,830 
Cash Opening Balance 1,153 1,226 21,560 32,941 
Cash Closing Balance 1,226 21,560 32,941 44,771 
Source: Company data, I-Sec research 
 
Table 5: Key ratios 
(Year ending March 31) 

 FY20 FY21 FY22E FY23E 
Adj EPS 51.9 74.8 89.8 110.2 
YoY Growth% 1.8 44.2 20.1 22.7 
Cash EPS 58.9 84.4 101.1 123.1 
EBITDA - Core (%) 33.8 41.0 42.0 42.6 
NPM (%) 25.5 28.5 29.6 30.3 
Net Debt to Equity (x) (0.1) (0.2) (0.3) (0.3) 
     
P/E (x) 100.4 69.7 58.0 47.3 
EV/EBITDA Core (x)  75.3 47.6 40.0 32.5 
P/BV (x) 18.9 14.9 12.4 10.2 
EV/Sales (x) 25.4 19.5 16.8 13.9 
     
RoCE (%) 18.5 22.9 22.5 23.0 
RoE (%) 19.3 23.9 23.3 23.7 
RoIC (%) 22.4 28.2 30.3 33.2 
     
Book Value (Rs) 275.4 350.1 420.2 508.3 
DPS (Rs) 32.0 - 19.8 22.0 
Dividend Payout (%) 61.7 - 22.0 20.0 
Div Yield (%) 0.6 - 0.4 0.4 
     
Asset Turnover Ratio 1.7 1.7 1.8 2.0 
Avg Collection days 87 81 82 80 
Avg Inventory days  315 315 317 307 
Source: Company data, I-Sec research 
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This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, 

Inc. (Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are 

as follows: Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com, 

Rishi_agrawal@icicisecuritiesinc.com. 

 

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports 

and no charges are levied for providing research reports to such investors." 
 

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise) 

BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return 
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