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Dr. Reddy’s Laboratories

Performance Highlights

Y/E March R cr) 2QFY2012 1QFY2012 %chg (qoq) 2QFY2011 % chg (yoy)
Net sales 2,769 2,268 22.1 1,899 45.9
Gross profit 1,658 1,221 35.8 1,041 59.2
EBIT 738 353 109.1 273 170.4
Net profit 513 307 66.7 273 88.2

Source: Company, Angel Research

Dr. Reddy’s Laboratories (DRL) reported higher-than-expected 3QFY2012 results.
Net sales increased by 45.9% yoy, led by 57% yoy and 12% yoy growth across the
global generics and proprietary products businesses, respectively. This aided an
expansion of the operating margins and subsequently a higher net profit growth
during the period. Management has reinforced its FY2013 guidance of
US$2.7bn, with RoCE expected to come in at 25%. We maintain our Buy rating
on the stock.

Results much above expectations: DRL reported net sales of 32,76%9cr (31,89%cr)
for 3QFY2012, registering 45.9% yoy growth, which was higher than our estimate
of ¥2,301cr. The US market reported strong growth of 122% yoy, led by new
product launches like olanzapine 20mg and higher market share in its key
markets. Sales from Russia grew by 15.2% yoy during the quarter. The domestic
market reported single-digit growth of 15.8% yoy.

Outlook and valuation: DRL has reinforced its earlier revenue guidance of
US$2.7bn by FY2013E with RoCE of 25%. We expect net sales to report a 13.3%
CACR to ¥9,584cr and adjusted EPS to record a 22.7% CAGR to ¥96.0 over
FY2011-13E. We maintain our Buy recommendation on the stock with a revised
target price of ¥1,920.

Key financials (IFRS Consolidated)

Y/E March R cr) FY2010 FY2011 FY2012E FY2013E
Net sales 7,028 7,469 8,721 9,584
% chg 1.2 6.3 16.8 9.9
Net profit 107 1,104 1,565 1,620
% chg 933.6 41.8 3.5
Adj net profit 921 1,076 1,565 1,620
% chg 4.1 16.8 45.4 3.5
Adj. EPS ) 54.6 63.8 92.7 96.0
EBITDA margin (%) 20.2 21.0 26.5 25.4
P/E (x) 30.6 26.2 18.0 17.4
RoE (%) 21.7 24.2 29.9 24.9
RoCE (%) 16.2 17.7 24.3 21.8
P/BV (x) 6.6 6.1 4.8 3.9
EV/Sales (x) 4.1 4.0 3.4 3.0
EV/EBITDA (x) 20.4 19.2 12.9 11.9

Source: Company, Angel Research
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Exhibit 1: 2QFY2012 performance (IFRS, consolidated)

Y/E March (% cr) 3QFY2012 2QFY2012 %chg (goq) 3QFY2011 %chg (yoy) 9MFY2012 9MFY2011 % chg
Net sales 2,769 2,268 22.1 1,899 45.9 7,015 5,452 28.7
Other income 17 23 (28) 20 - 57 60 -
Total income 2,786 2,291 21.6 1,918 45.2 7,072 5512 283
Gross profit 1,658 1,221 35.8 1,041 59.2 3,933 2,931 34.2
Gross margin (%) 59.9 53.8 11.2 54.9 9.1 56.1 53.8 4.3
SG&A expenses 768 722 6.4 637 20.5 2,165 1,756 23.3
R&D expenses 151 146 3.8 131 15.6 417 357 16.8
EBIT 738 353 109.1 273 170.4 1,351 817 65.3
EBIT (%) 26.7 15.6 - 14.4 19.3 15.0 -
Interest (17) 5 - 5 (449.4) (8) 26.2 -
PBT 772 371 108.1 288 168.3 1,416 851 -
Tax 262 63 314.6 15 1,622.2 337 84 302.9
Net profit 511 308 65.8 273 87.3 1,079 768 40.5
Share of profit/ (loss) in associates 2.6 - - - - 4.3 0.7

Reported net profit 513 308 66.7 273 88.2 1,083 769 41.0
Exceptional items - - - - - -
Adjusted PAT 513 307 66.9 273 88.2 1,083 769 41.0
EPS () 30.3 18.2 16.1 - 63.7 45.3 -

Source: Company, Angel Research

Exhibit 2: Actual vs. Estimates

Rer) Actual Estimates Variation (%)
Net sales 2,769 2,301 20.3
Other income 17 22 (25.0)
Operating profit 738 365 102.3
Interest (17) 10 -
Tax 262 146 79.2
Net profit 513 320 60.2

Source: Company, Angel Research

Better-than-expected revenue growth: DRL reported net sales of ¥2,76%9cr
(%2,307cr) for 3QFY2012, registering 45.9% yoy growth, which was higher than
our estimate of ¥2,301cr. The global generics market registered growth of 56.6%
yoy, led by growth across the US and Russian markets.

In terms of market performance, the US market reported strong growth of 133.2%
yoy with sales of I1111.4cr R476.5cr), led by market share improvement in key
products and new product launches including olanzapine 20 mg and olanzapine
ODT. Russia registered 15.2% yoy growth. The domestic market reported single-
digit growth of 11.1% yoy.

Sales from Europe grew in single digits growing by 14.2% yoy during the quarter,
as Betapharm business continued to reel under pricing pressure. During the
quarter, sales from Germany were at 31,500cr.

During the quarter, three ANDAs were filed. Cumulative ANDA filings as of
December 31, 2012, stood at 187. The company has 79 ANDAs pending for
approval with the USFDA, of which 40 are Para IVs and 10 are FTFs.
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During the quarter, DRL launched six products in the domestic market, which grew
modestly by 11.1% yoy. The biosimilar market reported growth of 22% yoy,
representing 25% of the company’s sales.

Exhibit 3: Global generic trend
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The PSAIl segment registered 11.7% yoy growth, majorly led by 9.9% yoy decline in
the European market. North America posted 51.9% yoy growth. India, on the other
hand, grew by 38.6% yoy during the quarter.

Exhibit 4: PSAI trend
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EBIT margin higher than expected: DRL reported gross margin of 59.9% (54.9%)
during the quarter. The company’s EBIT margin came in at 26.7% (14.4%), higher
than our estimate. The key expenditure areas — R&D and S&GA grew by 15.9%
and 20.5%, respectively.

Exhibit 5: EBIT margin trend
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Net profit grew by 87.7% yoy during the quarter: DRL reported net profit of T513cr
(%273cr), registering an increase of 87.7% yoy, much higher than our estimate of
%320cr. This was on account of higher gross and operating margins.Tax as a
percentage of PBT stood at 34% vis-a-vis 5.0% in 3QFY2011.

Exhibit 6: Adjusted net profit trend
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Concall takeaways

B  Management reinforced its FY2013 revenue guidance of US$2.7bn, with
RoCE of 25%.

B Guided for higher R&D costs (7%-8%, up from current 6.5% of total sales) on
account of biosimilar trials for regulated and ROW markets and filings of

complex molecules in US.
B Proprietary products attained $100mn in sales during 9MFY2012 which is
expected to double by FY2013.

B Management indicates that growth from biosimilars will accelerate over next 2

to 3 years to an estimated $100mn.
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Investment arguments

Robust growth in the US ahead: After attaining a critical mass (US$426mn with 11
new product launches in FY2011), DRL aims to scale up its business to the next
orbit in the US market on the back of a strong product pipeline (75 ANDAs are
pending approval, of which 36 are Para IVs and 11 are FTFs). Management has
guided for one limited competition opportunity every year for the next few years.
The US market is expected to be one of the key growth drivers, with strong revenue
expected to come in from fexofenadine OTC, Olanzapine and Arixtra.

Worst is left behind in the German market: Post the Betapharm acquisition,
the German market has become a tender-based market, leading to significant
price erosions. In order to remain competitive, DRL has managed to reduce its
workforce by 200 to 80 employees currently, and 60% of its products at
Betapharm are now vertically integrated. The company is taking several conscious
efforts such as reducing work force and bidding for high-margin tenders to

improve its profitability.

Domestic back in focus: After a below-industry average growth on the domestic
formulation front since the last three years, DRL reported modest 15.1% growth in
FY2011. Management expects the company’s performance to rebound and targets
to achieve 18-20% growth going ahead, driven by a) field force expansion (field
force stands at 3,800MRs as of FY2011) and improvement in productivity, b) new
product launches (including biosimilars) and ¢) focus on brand building.

Strategic alliances to provide long-term growth: In order to tap the emerging
market opportunities, DRL entered into an alliance with GSK in FY2011 to develop
and market branded formulations across emerging markets. On the biogeneric
front, the company has developed nine products (four products launched in India)
on mammalian cell culture with global brand sales of US$30bn. The company has
also entered into a marketing agreement with Valent Pharma to market Cloderm
cream in the US market. This deal is expected to provide an impetus to the
proprietary products business going forward.

Valuation: DRL has revised its earlier revenue guidance of US$3bn to US$2.7bn by
FY2013E with RoCE of 25%. Growth would be driven by the US business, uptick in
the domestic formulation and Russian markets and increased contribution from
GSK’s alliance. We expect the company’s net sales to post a 13.3% CAGR to
39,584cr and adjusted EPS to record a 22.7% CAGR to ¥96.0 over FY2011-13E.
At the CMP, the stock is trading at 18.0x FY2012E and 17.4x FY2013E earnings,
we maintain our Buy view on the stock with a target price of ¥1,920.
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Exhibit 7: Key assumptions

FY2012E FY2013E
PSAl segment growth (%) 4.0 3.6
Generics segment growth (%) 21.5 12.0
Operating margin (%) 26.3 25.1
Capex (X cr) 700 300

Source: Company, Angel Research

Exhibit 8: One-year forward PE chart
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Exhibit 9: Recommendation summary
Company Reco CMP Tgt. price Upside FY2013E FY11-13E FY2013E
® ® % PE(x) EV/Sales (x) EV/EBITDA (x) CAGRin EPS (%) RoCE (%) RoE (%)
Alembic Pharma. Buy 39 77 97.0 5.1 0.7 4.9 30.6 26.6 37.0
Aurobindo Pharma Buy 117 166 42.0 8.5 1.0 6.8 9.9 10.2 15.0
Aventis* Sell 2,245 1,937 (13.7) 25.0 3.1 20.6 15.4 15.7 17.1
Cadila Healthcare Buy 658 965 46.6 13.6 2.1 1.1 19.4 25.2 31.1
Cipla Accumulate 340 369 8.6 184 3.3 15.8 23.8 16.6 18.2
Dr Reddy's Buy 1,635 1,920 174 17.4 3.0 11.9 22.7 21.8 24.9
Dishman Pharma Buy 52 68 303 4.5 1.3 7.2 5.7 7.9 9.2
GSK Pharma* Neutral 1,963 - - 226 5.1 14.4 14.6 41.0 30.7
Indoco Remedies Buy 430 583 416 7.8 1.0 6.3 15.6 14.2 16.9
Ipca labs Buy 323 393 21.7 99 1.3 6.1 25.2 25.9 27.8
Lupin Buy 474 593 24.9 16.0 2.6 13.0 23.9 24.8 28.6
Orchid Chemicals Buy 174 270 552 47 1.1 5.1 29.0 12.0 23.0
Ranbaxy* Neutral 456 - - 86 1.4 5.9 21.8 27.7 30.0
Sun Pharma Neutral 543 - - 210 5.9 16.7 21.4 22.4 22.4

Source: Company, Angel Research; Note: *December year ending;*Calculations based on recurring EPS
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Profit & loss statement (IFRS Consolidated)

Y/E March R cr) FY2009 FY2010 FY2011 FY2012E FY2013E
Gross sales 6,833 6,883 8,451 9,830 11,443
Less: Excise duty 42.2 31.6 50.7 59.0 68.7
Net sales 6,944 7,028 7,469 8,721 9,584
Other operating income (25.4) 56.9 75.0 75.0 75.0
Total operating income 6,919 7,085 7,544 8,796 9,659
% chg - 2.4 6.5 16.6 9.8
Total expenditure 5,418 5,608 5,903 6,413 7,148
Cost of revenues 2,913 2,978 3,028 3,125 3,430
SG&A expenses 2,102 2,251 2,369 2,695 3,067
R&D expenses 403.7 379.3 506.0 593.0 651.7
EBITDA 1,526 1,420 1,566 2,308 2,435
% chg - -6.9 10.3 47.4 5.5
(% of Net Sales) 22.0 20.2 21.0 26.5 25.4
Depreciation & amortisation 381.4 416 415 494 547
EBIT 1,144 1,004 1,151 1,814 1,888
% chg - (12) 15 58 4
(% of Net Sales) 16.5 14 15 21 20
Interest & other charges 166.8 37 28 36 44
Other Income 48.2 37 9 9 9
(% of PBT) 4.8 3 1 1 0
Share in profit of associates 2.4 5 0 0 0
Recurring PBT 1,003 1,066 1,208 1,863 1,929
% chg - 6.3 13.3 54.2 3.5
Extraordinary expense/(Inc.) 1,402.3 860 (37) - -
PBT (reported) (399.6) 205 1,244 1,863 1,929
Tax 117.2 99 140 298 309
(% of PBT) -29.3 48.0 11.3 16.0 16.0
PAT (reported) (516.8) 107 1,104 1,565 1,620
Add: Share of earnings of asso. - - - - -
Less: Minority interest (Ml) - - - - -
Exceptional items - 815 9 - -
PAT after MI (reported) (516.8) 107 1,104 1,565 1,620
ADJ. PAT 885.5 921 1,076 1,565 1,620
% chg 4.1 16.8 45.4 3.5
(% of Net Sales) -7.4 1.5 14.8 17.9 16.9
Basic EPS ) 52.6 54.6 63.8 92.7 96.0
Fully Diluted EPS (%) 52.6 54.6 63.8 92.7 96.0
% chg 3.8 16.8 45.4 3.5
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Balance sheet (IFRS Consolidated)

Y/E March R cr) FY2009 FY2010 FY2011 FY2012E FY2013E
SOURCES OF FUNDS

Equity share capital 84.2 84 84 84 84
Reserves & surplus 4,120 4,207 4,515 5,766 7,062
Shareholders’ funds 4,205 4,292 4,599 5,852 7,149
Total loans 1,948.3 1,466 2,357 1,814 2,215
Deferred tax liability 341.1 144 144 144 144
Total liabilities 6,494 5,901 7,100 7,809 9,508
APPLICATION OF FUNDS

Net fixed assets 1,660 1,759 2,478 3,173 3,467
Goodwill /other intangibles 2,238 1,422 1,549 1,183 1,183
Capital Work-in-Progress 427.9 486.7 486.7 491.6 496.5
Investments 26.2 31.0 31.0 31.0 31.0
Current Assets 3,901 4,206 4,832 5,405 7,009
Cash 559.6 658 573 247 1,339
Loans & Advances 416.6 422 448 523 575
Other 2,925 3,126 3,811 4,635 5,095
Current liabilities 1,759 2,004 2,276 2,475 2,681
Net Current Assets 2,142 2,202 2,556 2,930 4,328

M:is. Exp. not written off - = 5 - -

Total Assets 6,494 5,901 7,100 7,809 9,508

Cash flow statement (IFRS Consolidated)

Y/E March R cr) FY2009 FY2010 FY2011 FY2012E FY2013E
Profit before tax 1,002.7 1,066 1,208 1,863 1,929
Depreciation 381.4 416 415 494 547
(Inc)/Dec in Working Capital (826.7) 38 (439) (700) (306)
Less: Other income 36.8 37 9 9 9
Direct taxes paid 117.2 99 140 298 309
Cash Flow from Operations 403.4 1,384 1,034 1,349 1,852
(Inc.)/Dec. in Fixed Assets (450.7) (158) (718) (700) (300)
(Inc.)/Dec. in Investments 437.7 5 - - -
Other income 36.8 37 9 9 9
Cash Flow from Investing 23.8 (116) (709) (691) (290)
Issue of Equity - 0 - - -
Inc./(Dec.) in loans (66.2) (483) 892 (544) 402
Dividend Paid (Incl. Tax) 73.8 (123) (221) (313) (324)
Others (573.8)  (1,775)  (1,081) (128) (548)
Cash Flow from Financing (566.2) (1,169) (410) (985) (470)
Inc./(Dec.) in Cash (139.0) 99 (86) (326) 1,092
Opening Cash balances 699 560 658 573 247
Closing Cash balances 560 658 573 247 1,339
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Key ratios

Y/E March FY2009 FY2010 FY2011 FY2012E FY2013E
Valuation Ratio ()

P/E (on FDEPS) 31.8 30.6 26.2 18.0 17.4
P/CEPS 5 54.0 18.6 13.7 13.0
P/BV 6.7 6.6 6.1 4.8 3.9
Dividend yield (%) 0.3 0.3 0.3 0.3 0.3
EV/Sales 4.3 4.1 4.0 3.4 3.0
EV/EBITDA 19.4 20.4 19.2 12.9 11.9
EV / Total Assets 45 49 4.2 3.8 3.1
Per Share Data (%)

EPS (Basic) 52.6 54.6 63.8 92.7 96.0
EPS (fully diluted) 52.6 54.6 63.8 92.7 96.0
Cash EPS - 31.0 90.0 122.0 128.4
DPS 5.0 5.0 5.0 5.0 5.0
Book Value 249.7 254.2 2725 346.7 4235
Dupont Analysis

EBIT margin 16.5 14.3 15.4 20.8 19.7
Tax retention ratio 0.0 52.0 88.7 84.0 84.0
Asset turnover (x) 1.0 1.3 1.3 1.2 1.2
ROIC (Post-tax) 0.0 9.4 17.5 21.8 20.3
Cost of Debt (Post Tax) 0.0 1.1 1.3 1.4 1.8
Leverage (x) 0.3 0.3 0.3 0.3 0.2
Operating ROE 0.0 11.6 222 285 23.9
Returns (%)

ROCE (Pre-tax) 17.6 16.2 17.7 24.3 21.8
Angel ROIC (Pre-tax) 35.0 30.4 29.4 35.0 305
ROE 21.1 21.7 24.2 29.9 24.9
Turnover ratios (x)

Asset Turnover (Gross Block) 4.2 4.1 3.6 3.1 2.9
Inventory / Sales (days) 70 69 71 72 74
Receivables (days) 77 68 72 79 82
Payables (days) 40 50 55 52 53
WC cycle (ex-cash) (days) 83 81 85 97 107
Solvency ratios (x)

Net debt to equity 0.3 0.2 0.4 0.3 0.1
Net debt to EBITDA 0.9 0.6 1.1 0.7 0.4
Interest Coverage (EBIT / Interest) 6.9 27.0 40.7 50.6 43.1
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DISCLAIMER

This document is solely for the personal information of the recipient, and must not be singularly used as the basis of any investment
decision. Nothing in this document should be construed as investment or financial advice. Each recipient of this document should make
such investigations as they deem necessary to arrive at an independent evaluation of an investment in the securities of the companies
referred to in this document (including the merits and risks involved), and should consult their own advisors to determine the merits and
risks of such an investment.

Angel Broking Limited, its offiliates, directors, its proprietary trading and investment businesses may, from time to time, make
investment decisions that are inconsistent with or contradictory to the recommendations expressed herein. The views contained in this
document are those of the analyst, and the company may or may not subscribe to all the views expressed within.

Reports based on technical and derivative analysis center on studying charts of a stock's price movement, outstanding positions and
trading volume, as opposed to focusing on a company's fundamentals and, as such, may not match with a report on a company's
fundamentals.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable
sources believed to be true, but we do not represent that it is accurate or complete and it should not be relied on as such, as this
document is for general guidance only. Angel Broking Limited or any of its offiliates/ group companies shall not be in any way
responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report.
Angel Broking Limited has not independently verified all the information contained within this document. Accordingly, we cannot testify,
nor make any representation or warranty, express or implied, to the accuracy, contents or data contained within this document. While
Angel Broking Limited endeavours to update on a reasonable basis the information discussed in this material, there may be regulatory,
compliance, or other reasons that prevent us from doing so.

This document is being supplied to you solely for your information, and its contents, information or data may not be reproduced,
redistributed or passed on, directly or indirectly.

Angel Broking Limited and its affiliates may seek to provide or have engaged in providing corporate finance, investment banking or
other advisory services in a merger or specific transaction to the companies referred to in this report, as on the date of this report or in
the past.

Neither Angel Broking Limited, nor its directors, employees or affiliates shall be liable for any loss or damage that may arise from or in
connection with the use of this information.

Note: Please refer to the important TStock Holding Disclosure' report on the Angel website (Research Section). Also, please refer to the
latest update on respective stocks for the disclosure status in respect of those stocks. Angel Broking Limited and its affiliates may have
investment positions in the stocks recommended in this report.

Disclosure of Interest Statement Dr. Reddy’s Laboratories
1. Analyst ownership of the stock No
2. Angel and its Group companies ownership of the stock No
3. Angel and its Group companies' Directors ownership of the stock No
4. Broking relationship with company covered No

Note: We have not considered any Exposure below €1 lakh for Angel, its Group companies and Directors

Ratings (Returns): Buy (> 15%) Accumulate (5% to 15%) Neutral (-5 to 5%)
Reduce (-5% to 15%) Sell (< -15%)
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