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Recommend Buy, PT$478.4, on the back of expected launch of G7 in 2021. 
Closing Price (USD) Target (USD) Upside potential Recommendation M.cap.(USD mn) 
333.39 478.4 43.5% Strong Buy 31,939.4 

• DXCM’s G6 highly competitive, with G7 in 
pipeline  
G6 helps diabetes patients control their blood sugar level by 
avoiding hypoglycemic events much better that its competitors. 
Moreover, the company’s next generation product, G7, is being 
developed with the aim of cost reduction which is expected to be 
launched in 2H21. 
 

Market data 
Company name DexCom, Inc. 
Sector HealthCare 
NASDAQ Ticker DXCM 
Share count (mn) 97.5 
Market Cap (USD mn) 31,939.4 
52 Week H/L 456.23/182.07 

• Accelerated growth in topline in out years 
We believe that the current G6 and future G7 products will 
deliver a greater value to the patients in the form of better 
managing their condition which will drive topline growth both in 
US and international markets.  

Key financials  
Particulars 2019 2020E 2021E 
Sales 1,476.0 1,901.6 2,407.0 
Adj. EBIT 257.5 442.4 558.1 
Margin (%) 17.4 23.3 23.2 
Adj EBITDA 306.2 508.6 666.4 
EPS (Basic) 1.11 2.24 3.03 
EPS (Diluted) 1.10 2.16 2.92 
Source: Company reports, self-elaborate  

• Expansion into international market 
The company has a significant potential for expansion in the 
international market. Although the incidence rate is lower in 
international markets, the size of the population affected by 
diabetes in developed markets provide a large growth 
opportunity.   

DXCM vs STOXX 600 and S&P HealthCare  

 
Source: Thomson Reuters Eikon, as on 10 Dec, 2020 

•  High reimbursement from payors 
The clinical conditions to switch from finger-pricks to CGMs are 
clear and widely accepted and, thus, the payors readily 
reimburse the costs associated with the use of CGMs. All 
company products are covered by the seven largest private 
payors in the US and G6 is covered by Medicare and Medicaid. 

• Valuation 
We see the company as undervalued with price target of $478.4 
per share with upside potential of 43.5%. We believe that there 
is a significant potential for the company to expand in into 
international markets as well as T2D market. Expansion into 
developed markets of Europe and Asia-Pacific alone will lead to 
significant value accretion in stock price. 

DXCM is currently is valued at an EV/EBIIT of 77.3x, though this 
seem to be overvalued on standalone basis, is undervalued 
compared to its peer average of 93.8x. We believe that market 
undervalues the company and is waiting for announcement on 
specification of its G7 product.  

Relative valuation 

Company EV/EBIT EV/EBITDA 
DexCom Inc 77.3x 57.0x 
Medtronic  19.9x 17.6x 
Abbott Laboratories 21.6x 18.8x 
Roche Holding  12.9x 10.5x 
Insulet Corp 129.6x 95.0x 
Tandem Diabetes  420.3x 75.2x 
Boston Scientific  18.9x 16.3x 
Edwards Lifesciences  33.3x 30.9x 
Average 93.8x 37.8x 
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Company overview 

DEXCOM, Inc. (NASDAQ: DXCM) is a medical device company that offers diabetes 

management solution. The company continuous glucose monitoring (CGM) divice is 

approved by FDA to be used as a part of integrated continuous glucose monitoring 

(iCGM). Its current product uses a proprietary algorithm which generates a glucose vale 

which is transmitted to the patient’s mobile and wearable devices. These devices are 

covered under Medicare reimbursements and the company has established strategic 

partners with commercial payors. The company has a global presence, dominated by the 

US (contributing 79% of total sales), followed by its international market covering Africa, 

Asia, Europe, Latin America, Middle East, Australia, Canada, and New Zealand. 

 

The company has conducted several studies to for its technology. One of the studies 

“DIaMonD Study” (Beck RW, 2017) indicated that use of company’s Dexcom CGM device 

leads to 79% reduction in patients hypoglycemic1 events and 40% reduction in 

hyperglycemic2 events. 

 

DXCM was incorporated in May 1999, which is currently headquartered in San Diego, 

California, and is listed at NASDAQ with a ticker ‘DXCM’ since April 14, 2005. As of 

December 2019, the company operates with a team of approximately 3,900 full-time 

employees and 1,300 contract and temporary employees.  

US market contributing 79% of 2019 revenue, with 
international market outpacing growth of US region 

DXCM generated revenue of USD 1,476mn in 2019, growing at a CAGR of 38% through 

2015-19 (industry grew at CAGR of 19.2%). In 2019, the company’s revenue grew by 43% 

YoY, primarily driven by (i) growing traction in insulin-dependent population in T2D; (ii) 

expanding coverage in Medicare and (iii) stronger foothold of its product ‘G6’. They 

continued their expansion into their target market by focusing on T2D population in 

2020. Additionally, the company has partnered several diabetes managements 

companies, such as Onduo, Livongo, WellDoc, and Tandem; providing them with an 

opportunity to strengthen presence in market.  

 

The company’s majority of revenue (76%) was generated from its distribution channels 

and only 24% from direct channel. Management plans to focus on building its 

distribution channels to achieve higher cost efficiencies over time. We believe that 

management’s strategy to expand its distribution channels through partnerships will 

lead to improvement in SG&A, reducing their efforts to capture attention of end -users. 

A lower operating expense would lead to improvement in operating margin leading to 

value attractions for its stakeholders.  

 

 
1 Hypoglycemia is when the blood sugar in a person’s body drop below the recommended target level 70 mg/dL 
2 Hyperglycemia is when the blood sugar in a person’s body drop below the recommended target level 130 mg/d 

• One of the first movers in CGM 

• DXCM grew at CAGR 38% 

compared to the industry 19.2% 

• Reached EBITDA profitability in 

2018 
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Chart 1: Total revenue and YoY growth Chart 2: Revenue by channel 3Q20 

 
 

Source: Company reports, Self-elaborate  Source: Company reports, Self-elaborate 

 

DXCM has three type of products, (i) sensors; (ii) transmitter and (iii) receiver. As of 2019, 

majority if revenue was generated from its ‘sensors’ segment, contributing 78% of the 

total revenue. This was flowed by transmitter’s contributing 17% and receiver’s 5%. We 

believe company will be able to unlock its potential by tapping into its distribution 

channel and expanding its sensors business. Moreover, with the increasing adoption of 

CGM devices for T2D (Tejaswi Kompala, 2019), there is a significant potential for the 

company to expand its customer base with both its distributor and direct channel.  

 

Chart 3: DXCM revenue by components and growth 2014-30E 

 

Source: Company reports, self-elaborate 
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Strong potential for CGM in T2D market, backed by 
rising economic burden on healthcare system 

According to American Diabetes Association (ADA), glucose levels should be maintained 

between 70-180 mg/dL. A deviation from maintaining these recommended could lead 

to hypoglycemia and hyperglycemia which could lead to several life-threatening 

disorders. Over time, complications due to diabetes can lead to disorders affecting major 

organs such as heart, blood vessels, nerves, eyes and kidney. An article published by ADA 

(ADA, 2018), suggests that approximately 14% of the total medical spend can be directly 

linked to diabetes and its complications, which accounts for $327bn. The increasing 

burden on the healthcare system due to diabetes and complications arising from 

diabetes is expected to rise of the back of continued increase in prevalence of diabetes 

is the US.  

 

To ascertain company’s target addressable market, we do not limit ourselves to insulin-

dependent population but look at potential of CGM in total diabetes market. We believe 

that company’s CGM device can be combined across different therapy treatments, 

providing them with a broad base for its product. As of 2019, the total diabetes 

prevalence stood at 463mn (IDF, 2019), approximate 12mn increase per year since 2015. 

The potential addressable market is expected to grow at a CAGR of 2.3% trough 2019-

30E (self-elaborate based on IDF figures), driven by increase in population, higher 

prevalence rate and changing lifestyle. 

 

Chart 4: US diabetes population and prevalence rate 

 

Source: ADA, Self-elaborate 

 

We believe, growing prevalence of diabetes coupled with high contribution of T2D and 

increasing importance of CGM devices in T2D will support the company’s top-line 

growth.  According to Centers for Disease Control and Prevention (CDC) report, 
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• G6 significantly reduces 

hypo/hyperglycaemic events 

frequency  

• Significant opportunity in T2D 

market 
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“National Diabetes Statistics Report 2020 - Estimates of Diabetes and Its Burden in the 

United States”, T2D accounts for 90-95% (T1D – 5-10%) of the total diabetes market. 

Adoption of CGM in the T2D has unlocked a significant potential for the company to 

expand. We see the company as well poised to capitalize this opportunity with its well-

established distribution channel.  

 

CGM combating diabetes with real-time glucose data 

Diabetes patients, T1D or T2D, need to check their blood glucose levels for their 

hemoglobin A1c (HbA1c) levels, to be maintained between 70-130mg/dL in order to 

avoid adverse events. Traditionally patients were required to use a small needle or a 

scalpel to make an incision usually in the fingertip area to draw blood for analysis. The 

limited surface area of fingertips and frequent blood drawings makes the procedure 

painful and the patients may feel disturbance during other day to day activities. Due this 

the adherence of checking glucose levels was limited. In December 2016, FDA approved 

the first CGM, ‘Dexcom G5’ (USFDA, 2016), that replaced traditional finger-stick testing, 

and this changed the landscape of glucose monitoring market. 

 

Later in May 2018, the company received approval for its ‘Dexcom G6’ (USFDA, 2018). 

This new and improved product is (i) comfortable and easy to wear under clothing, (ii) 

provides 43% longer wear time, (iii) has an 80bps higher accuracy, and (iv) does not 

require any calibration, when compared to G5. Moreover, the sensor is in the form of a 

thin wire, which minimizes potential discomfort during insertion and is virtually 

unnoticeable wearing experience.  

 

DXCM is continuously focused product innovation, in order to combat stiff competition 

in the market. Currently they are developing G7, which is expected, as per management, 

to be significantly better that its predecessor G6 in terms of accuracy, sensor size and 

production costs. Per management, the company is expected to commercially launch 

this G7 in 2021. We believe that with launch of G7 company will see an increase in its 

market share. 

 

G7 expected to improve DXCM’s competitive position  

In 2019, Roy Beck, an epidemiologist and director at Jaeb Center for Health Research, in 

his presentation at ADA, explained that CGM is expected to become at standard care for 

all T1D patients. During his presentation, he compared the four key players in the US 

CGM market, viz. Medtronic (MDT), DXCM, Abbott (ABT), and Senseonics.(SENS) This 

comparison indicated that, DXCM’s G6 in better than ABT’s Libre in controlling 

hypoglycemic events by 50bps. Whereas when compared to an overall accuracy, Libre 

beats G6 by 40bps. Due to this clinical superiority the company faces a stiff competition 

from ABT. 

 

DXCM’s primary competitor in the US as well as in the international markets is ABT. The 

company’s FreeStyle Libre 1 and Libre 2 products are virtually same, with a minor 

difference, i.e., Libre 2 has a blood glucose alert function. However, this function only 

• G6 offers real-time monitoring, 

alerts and predictive analytics 

• G7 in clinical studies and expected 

to hit the market in 2H2021 
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alerts the user without providing the reading on the glucose level. To obtain the glucose 

level a patient needs to manually scan the sensor. Whereas Dexcom’s G6 provides the 

alerts and the glucose levels simultaneously. Detailed comparison can be found in the 

table below (Chart 5: G6 Vs Libre1/2): 

 

Chart 5: G6 Vs Libre1/2 Chart 6: CGM sensor accuracy* 

Device Dexcom G6 
Abbot FreeStyle 
Libre 1/2 

 

Type of 
monitoring  

Real-time “Flash” 

Sensor longevity 10 days 14 days 

Accuracy 

Acceptable but 
better at measuring 
at lower glucose 
ranges 

Acceptable but 
worse at measuring 
at lower glucose 
ranges 

Glucose level 
alerts 

Present 
Available only with 
Libre 2 

User calibration 
Not required but 
possible 

Not required, 
impossible 

Source: Company reports, Self-elaborate  Source: ADA annual meeting presentation, 2019; Note: *within 
15mg/dL for <100mg/dL and 15% for > 100mg/dL 

 

We believe that with the launch of G7 the company will be able to gain a competitive 

edge over ABT. The new G7 is expected to be price competitive and much smaller device 

as compared to ABT’ Libre 1/2/3, with clinical significance at par with G6 or higher. We 

see this combination to be of a turning point for the company to gain incremental market 

share.  

 

Relentless focus on R&D and building patent portfolio 

DXCM has a strong track record of innovation in the CGM market. It was the first to offer 

a smartphone app as a receiver device which made dedicated receivers unnecessary, 

potentially reducing costs while increasing the user-friendliness of the device. Current 

generation product, G6, does not require a calibration by the user, and is easy to start 

using. This also can alert the user about potential hypo- and hyper-glycemic events 10 

to 20 minutes prior using its predictive analytics technology. Next device in the product 

pipeline, G7, is being developed with aim of both increasing the effectiveness and 

reducing the overall costs.   

 

We believe that the company will continue to invest approximately 17% of its future 

sales in its R&D, to support its innovation strategy and remain competitive in market. 

Additionally, we see the company’s being well protected from immediate threats to its 
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technology due to its strong portfolio of patents and trademarks. As of FY19 the 

company held 516 patents in the US and 50 patents in Europe.  

 

Chart 7: R&D investment & margin 2014-30E Chart 8: No of patents and trademarks as of FY19 

 

Patents 

US 516 

EU 50 

Trademarks 

US 31 

EU 21 

Source: Company reports, Self-elaborate  Source: Company reports, Self-elaborate 

 

G4/G5/G6 covered by seven largest private payors in 
the US 

As the CGM devices gained FDA approval and proved their superiority compared to 

traditional fingerstick methods. Healthcare payors, be it private insurers or 

Medicare/Medicaid, typically readily reimburse the costs related to transitioning and 

usage of CGM devices. Medicare/Medicaid usually covers 80% of the total costs, the 

patient paying the remaining 20% out of pocket, which is about $50 per months for G6 

device.  

 

In December 2016, USFDA approved use of G5 mobile system and are currently being 

reimbursed by Medicare and Medicaid. In addition to coverage from CMS, the company 

has built a network of private third-party payers that would reimburse the company’s 

products. As of December 2019, the company’s product was reimbursed by seven of the 

largest players in the US private payor market. Per management, the company is 

expected to continue its efforts to build its payor network to increase coverage of their 

products. This would lead to a decrease in out-of-pocket expenditure for out-patients, 

i.e., patients that are not currently covered by the company’s network payors. 
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Continued improvement in margins backed by 
operational efficiencies  

DXCM has witnessed a significant improvement in its Adj. EBIT and EBITDA margin, from 

9% in FY17 to 17% in FY19 and 11% in FY17 to 21% in FY19, respectively. This was 

primarily driven by improvement in SG&A margins and was partially offset a rise in COGS 

margin. Improvement in SG&A margin was largely related to marketing and promotion 

expenses. The company is in the process of significantly increasing the size of the sales 

team which will put a pressure on SG&A margins in 2021 and 2022, to support its launch 

of G7. After that, we expect a marginal improvement in SG&A expenses as the company 

improves its marketing and sales efficiency reaching around 31% which is in line with 

current SG&A figures of Abbot and Medtronics. COGS margins are also expected to 

improve marginally mainly due to economies of scale and G7’s projected lower cost of 

production. However, during the initial ramp up of G7 production the COGS are expected 

to increase and, subsequently, the company should be able to improve the COGS 

margins to historical levels. We expected that this continuous improvement in SG&A and 

COGS margin will drive the adj. margins for the company. 

Chart 9: COGS and SG&A margin Chart 10: Adj. EBIT and Adj. EBITDA margin 

  

Source: Company reports, Self-elaborate  Source: Company reports, Self-elaborate 
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As of 3Q20, the company had USD 1,646mn in senor convertible notes and long-term 

lease obligations. Senior convertible notes were issued in November 2018 and May 2020 

and are due by December 2023 and November2025 respectively. The first tranche has a 

conversion price much lower than the projected share price; we assume that the note 
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that the company will not need to issue any significant amount of debt in the forecasting 

period. 

Chart 11: Debt & D/E 2014-30E Chart 12: Free cash flow 2014-30E 

  

Source: Company reports, Self-elaborate  Source: Company reports, Self-elaborate 

Capex expected to rise in FY21 &FY22, on the back of 
G7 setup 

In 2019 the company doubled its capacity for it G6 production, with an effort to meet 

the rising demand in the market. We believe that DXCM will continue to invest in 

expansion of capacity with the expected launch of G7 in 2021, post which we believe the 

will continue with its maintenance capex.  

As for depreciation we believe that the company will maintain its D&A to gross PPE ratio 

in range of 9-12%, with historical average being 10.8% over 2014-19.  

 

Chart 13: Capital expenditure and D&A 2014-30E 

 

Source: ADA, Self-elaborate 
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Valuation 

We see the company as undervalued and have ascertained price target at $478.4 per 

share with price of $333 per share (as on December 10, 2020) with upside potential of 

43.5%. The price target is calculated by discounting future cashflows in two stages. First 

phase, 2020-30E, we compute free cash flow using adjusted EBIT, adjusting it for tax 

benefit, capital expenditure, depreciation & amortization and change in working capital. 

Whereas in second phase we have assumed a marginal slowdown in growth through 

2031-35E in free cash flow. DXCM is expected to see a value accretion based on (i) 

growing traction in insulin-dependent population in T2D; (ii) expanding coverage in 

Medicare and (iii) stronger foothold of its product G6 and launch of G7.  

 

We have made following assumptions to compute the final price target: 

i. Debt/equity – As mentioned earlier DXCM is expected to paydown it’s notes in 

2023 and 2025. Thus, we have assumed a 0% debt.  

ii. Tax rate – applied effective tax rate for the company as of 2019 till the company 

turns profitable. Post which, 2022-30E, we have applied a weighted average 

effective tax for US (19.7%) and UK (19%) ((OECD), 2020) 

iii. Rf – 0.8%. 10 Year US Treasury Rate 

iv. Rm – 5.23; based on risk premium of the US.  

v. Beta – 0.6. Computed based on 5-Yr rolling monthly beta against MSCI All 

Country World Index.  

vi. Terminal Growth – 1% 

Chart 14: DXCM beta Jan 2011 - Dec 2020 Table 1: Sensitivity analysis 

 

 

Source: Thomson Reuters Eikon, Self-elaborate Source: Self-elaborate 
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Table 2: DXCM DCF valuation 

 
Source: Self-elaborate  
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Risks to valuation 

Highly saturated market  

The company operates in a highly competitive market. They have to indirectly compete 

with traditional insulin delivery methods and directly with CGM producers. Additionally, 

there are several companies, such as Abbot, Medtronic and Senseonics Eversense that 

have or are currently developing CGM systems. If the company is not able to keep up 

with the new technology, then it could affect the company’s sales negatively.  

Technology risk  

The company is under a constant risk of being outdated, due to continuous innovations. 

Innovations may come both within and outside of the industry: competitors may 

develop a better product and/or a cheap/reliable cure for diabetes might be developed. 

With the patents expiring in the late 2020s and early 2030s there is a constant pressure 

on the company to continuously invest in R&D. Only by ensuring constant flow of 

innovations the company can maintain and expand its market share. 

Regulatory risk  

DXCM has to comply with several federal, state, and local regulatory bodies, which 

exposes the industry to increased risk while possibly significantly impacting day-to-day 

business operations. As for the US companies, they need to follow the regulatory 

requirements set by (i) judgement based during Myriad case for licensing, (ii) the United 

States Food and Drug Administration’s (USFDA) digital health software Precertification 

(Pre-Cert) pilot program, (iii) government and private payers, (iv) HIPAA. 

Privacy and cybersecurity  

One of most daunting risks to DXCM is of privacy and cybersecurity. With growing 

awareness among end-user customers, for their data privacy rights through Health 

Insurance Portability and Accountability Act (HIPAA), there has been a rise in lawsuits 

after cases of data leak. As the sector is privy to a huge amount of personal and financial 

data, they must uphold the highest level of data and security measure.  

Litigation risk 

Industry is exposed to litigation risks due to heavy regulatory requirements and 

technology failure. If a patient gets injured due to malfunction in technology or human 

error or hacking, then the industry may face serious setback both in reputational and 

financial terms. 
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Appendix 

Table 3: Financials summary 

 
Source: Company reports, Self-elaborate  
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Table 4: Global revenue model 

 
Source: Company reports, Self-elaborate  
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