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July 29, 2024 

CMP: ₹ 6827 Target: ₹ 7220(6%)  Target Period: 12 months  

Dr Reddy's Laboratories (DRREDD) 

 
 
 

HOLD  

  

  

US growth drives numbers, profitability flat on a 
higher base... 
About the stock: Dr Reddy’s (DRL) business encompasses generic formulations 
sales across US, Europe, RoW markets and branded generics in India and Russia 
CIS. The business also comprises of API sales under the head PSAI. The company 
is increasingly looking to expand its global portfolio with biosimilar and complex 
formulation offerings. 

• Revenue breakup FY24: US (47%), India (17%), Russia and CIS (11%), Europe (7%), 
RoW (6%), PSAI (11%) 

• It owns 14 formulation facilities, 9 API manufacturing facilities, one biologics 
facility and several R&D centres across the globe. 

Investment Rationale: 

• Q1FY25- Beat on revenues front due to higher US sales– Revenues grew 
~14 YoY to ₹ 7696 crore driven by growth 20% growth in the US to ₹ 3263 
crore and 15% growth in India to ₹ 1325 crore. Growth in Europe was 
subdued at 4% to ₹ 527 crore due to significant decline in the UK and 
growth in Russia / CIS was negative 3% due to unfavourable currency 
impact. EBITDA grew 3% YoY to ₹ 2130 crore and margins declined 283 
bps to 27.7% despite strong GPM (71.7%) mainly due to significant jump in 
SG&A expenses (up 28%) on account of investment in new business 
initiatives, higher freight costs, business integration costs, annual merit 
increases among others.  Net profit was flat at ₹ 1392 crore. 

• US launches, in-licensing deals, acquisitions to determine the growth 
path–US growth (on a higher base) was driven by increase in volumes of 
base business, contribution from new launches which effectively offset 
price erosion. Anti-cancer drug gRevlimid also contributed to the US 
growth. The management has guided for 20 launches in the next two years 
in the US, many of which will be complex launches. India growth was 
mainly on account of acquisition of Sanofi vaccines portfolio (ex of which 
the growth was mid-single digit). The management expects double digit 
growth excluding acquisitions. R&D is expected to be around ~8-9% of the 
revenues with ~20% earmarked for biosimilars. Overall, we believe DRL’s 
capability of complex launches on a consistent basis across geographies 
to be the key determinant for overall performance. Recent acquisition of 
Nicotine Replacement Therapy brands, launch drug-free migraine device 
in Europe and JV with Nestle for nutraceuticals are some unique deals the 
success of which would be keenly watched for.   

Rating and Target price 

• Our target price is ₹ 7220 based on 23x FY26E EPS of 310.3 plus NPV of ₹ 
86 for gRevlimid. We maintain HOLD rating as we continue to monitor 
progress on the launches and R&D front. 

 

 

Key Financial Summary 
 

 
 

Source: Company, ICICI Direct Research 

 

 

Particulars 
 

   

Shareholding pattern 

   

Price Chart 

 
Key risks  

 

 (i) Slower ramp up in new launches 
especially in the US 

 (ii) Increasing intangible component on 
the balance sheet due to licensing deals 

Research Analyst  
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Q4FY24 Results / Conference call highlights 

US Business- 

• During this quarter, DRL launched three new products and filed one product 
with the USFDA.  

• The in-licensed biosimilar abatacept will be launched in CY27. 
• 20% of R&D spending is towards development of biosimilar products. 
• It plans to launch 20 products in the US during FY25. 
• The capex for the new biologics facility of Aurigene Pharma in Hyderabad 

is around ₹300 crore and will be utilized specifically for CDMO business. 

Domestic business- 

• 15% YoY growth in domestic business was mainly driven by 13 new 
launches during quarter and in-licensed vaccine portfolio from Sanofi. 

• Base business grew in mid-single-digits (excluding Sanofi vaccine 
buisness). Management expects base business to grow in double-digits in 
FY25. 

• JV with Nestle expected to be operational from Q2FY25. 

Other aspects 

• Company launched 12 new products in Europe in Q1.  
• Company has filed 11 DMFs globally. 
• Company expects R&D expenses to be around 8.5-9% of sales for FY25 and 

plans to allocate 20% of R&D budget to biosimilar products.  
• SG&A expenses to be 27.5-28% of sales for FY25. 

Key Business Updates 

• DRL during the quarter signed a definitive agreement with Haleon plc a 
leading consumer healthcare company to acquire Haleon’s global portfolio 
of consumer healthcare brands in the Nicotine Replacement Therapy (NRT) 
category outside of the US. The portfolio to be acquired consists of 
Nicotinell, a global leader in the NRT category with an extensive footprint in 
over 30 countries spanning Europe, Asia including Japan, and Latin 
America, and local market-leading brand names of the product – Nicabate 
in Australia, Thrive in Canada, and Habitrol in New Zealand and Canada. 
Nicotinell is the second biggest brand globally (excluding the US) in the NRT 
category. 
The deal includes total consideration of GBP 500 million, with an upfront 
cash payment of GBP 458 million and performance-based contingent 
payments of up to GBP 42 million. 
 

Exhibit 1: Quarterly Summary 

 
Source: Company, ICICI Direct Research 
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Financial Tables 

Exhibit 3: Profit and loss statement                                    ₹ crore 

 
Source: Company, ICICI Direct Research 

Exhibit 4: Cash flow statement                                            ₹ crore 

 
Source: Company, ICICI Direct Research 

Exhibit 5: Balance Sheet                                                      ₹ crore 

 

Source: Company, ICICI Direct Research 

Exhibit 6: Key ratios 

 

Source: Company, ICICI Direct Research 
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