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US growth drives numbers, profitability flat on a .o

higher base... Dr. Reddy S ‘

About the stock: Dr Reddy’s (DRL) business encompasses generic formulations —— .8
sales across US, Europe, RoW markets and branded generics in India and Russia _ Al -8
CIS. The business also comprises of API sales under the head PSAI. The company Particular Amount o
is increasingly looking to expand its global portfolio with biosimilar and complex Market Capitalisation 113328 crore >
c . Debt (FY24) 2002 crore -+
formulation offerings. 3 =
Cash & equivalents (FY24) 711 crore 9)
e Revenue breakup FY24: US (47%), India (17%), Russia and CIS (11%), Europe (7%), EV 3114620 crore O
RoW (6%), PSAI (11%) 52 week H/L [X) 6505/4384 o
Equi ital 383.0
e It owns 14 formulation facilities, 9 APl manufacturing facilities, one biologics F:Ez;zzlm oo
facility and several R&D centres across the globe.
. Shareholding pattern
Investment Rationale: (in %) Sep-23 Dec-23 Mar-24 Jun-24
Promoter 26.7 26.7 26.7 26.7
e QI1FY25- Beat on revenues front due to higher US sales— Revenues grew Fils 282 2856 29.1 27.7
~14 YoY to X 7696 crore driven by growth 20% growth in the US to X 3263 Dils 210 187 183 207
Others 241" 2617 2597 25.0

crore and 15% growth in India to X 1325 crore. Growth in Europe was

subdued at 4% to X 527 crore due to significant decline in the UK and

growth in Russia / CIS was negative 3% due to unfavourable currency so00

o a

increases among others. Net profit was flat at X 1392 crore.

impact. EBITDA grew 3% YoY to X 2130 crore and margins declined 283 zxz '] a0
bps to 27.7% despite strong GPM (71.7%) mainly due to significant jump in Wit s
SG&A expenses (up 28%) on account of investment in new business 10000 ;xg
initiatives, higher freight costs, business integration costs, annual merit 5000 Looo

Jan-22
Jul-22
Jan-23
Jul-23
Jon-24

e US launches, in-licensing deals, acquisitions to determine the growth o o Rt Lot 1 )
path-US growth (on a higher base) was driven by increase in volumes of
base business, contribution from new launches which effectively offset AL
price erosion. Anti-cancer drug gRevlimid also contributed to the US (i) Slower ramp up in new launches
growth. The management has guided for 20 launches in the next two years especially in the US
in the US, many of which will be complex launches. India growth was " o .

. . ' . . . (ii) Increasing intangible component on
mainly on account of acquisition of Sanofi vaccines portfolio (ex of which . )
S .. .. the balance sheet due to licensing deals
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 Research Analyst

revenues with ~20% earmarked for biosimilars. Overall, we believe DRL’s

-~ . . . Siddhant Khandekar
capability of complex launches on a consistent basis across geographies el e @t e s e
to be the key determinant for overall performance. Recent acquisition of
Nicotine Replacement Therapy brands, launch drug-free migraine device Shubh Mehta
in Europe and JV with Nestle for nutraceuticals are some unique deals the shubh.mehta@icicisecurities.com

success of which would be keenly watched for.
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Rating and Target price

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

Key Financial Summary

Key Financials (X crore) FY20 EYz1 Fy22 Y23 3 year CAGR Fy24 FY25E FY26E 2 year CAGR
(FY20-23) (FY24-26E)

Revenues 17517.0 19047.5 215452 24669.7 12.1 28011.1 311365 33767.9 98

EBITDA 2466.0 3869.9 3767.7 6348.9 37.1 7924.7 7629.3 8189.3 17

EBITDA Margins (%) 14.1 20.3 175" 25.7 2837 245" 24.3

Adjusted PAT 2026.0 19516 2112.2 44702 20.2 5563.2 4723.4 5150.2 a8

EPS [Adjusted) 122.0 117.6 127.2 2693 335.1 2845 3103

PE (x) 50.8 51.5 47.2 22.8 185 218" 20.0

ROE (%) 13.0 111 110 192 197 147 14.1

RoCE (%) 9.6 131 125 23.9 23.0 195 20.0

Source: Company, ICICI Direct Research
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Exhibit 1: Quarterly Summa

X Crore QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 QIFY24 Q2FY24 Q3FY24 Q4FY24 QIFY25 YoY (%)  QoQ (%)
Total Operating Income 49451 5786.9 5338.3 54749 52329 6331.8 6780.8 63152 6757.0 6002.6 7236.83 71138 7696.1 13.9 8.2
Raw Material Expenses 1702.1 2027.6 18147 1897.8 1911.3 1847.0 20014 1898.1 1937.6 2003.0 21760 2092.1 21817 12.6 4.3
% of Revenues 34.4 35.0 34.0 34.7 36.5 202 205 30.1 28.7 20.0 30.1 20.4 283 -32bps -106bps
Gross Profit 3243.0 3759.3 3523.6 3577.1 3321.6 4484.8 4788.4 4417.1 48203 4899.6 5060.8 5021.7 5514.4 14.4 9.8
Gross Profit Margins (%) 65.6 65.0 66.0 65.3 63.5 70.8 70.5 69.9 71.3 71.0 69.9 70.6 717 32bps 106 bps
Employee expenses 9465 1010.4 9563 972.6 10457 11517 11732 1276.0 1189.7 12803 12764 12836 1413.7 18.8 101
% of Revenues 19.1 17.5 17.9 17.8 20.0 18.2 1737 202" 176" 185" 176" 130 134 76bps 33 bps
Other expenses 1562.0 1389.1 13516 2153.5 13347 14342 16633 16072 1568.5 1611.0 1761.3 19069 1970.3 25.6 3.3
% of Revenues 316 24.0 25.3 303 255 22.7 245 25.4 232 233 24.3 26.3 25.6 239bps -120bps
Total Expenditure 4210.6 4427.1 4122.6 50239 42917 44329 4837.9 47813 46958 48943 5213.7 52826 55657 185 5.4
% of Revenues 85.1 76.5 77.2 918 82.0 70.0 71.3 75.7 69.5 70.9 72.0 74.3 72.3 283bps -194 bps
EBITDA 7345 1359.8 12157 4510 941.2 18989 19519 1533.9 2062.1 20083 2023.1 18312 2130.4 3.3 16.3
EBITDA Margins (%) 14.9 235 228 8.2 18.0 30.0 28.7 24.3 305 20.1 28.0 25.7 27.7 -283bps 194 bps
Total Depreciation 2839 2941 2942 293.0 301.8 3092 3237 3155 353.3 3755 3735 3677 3811 7.9 3.6
Interest 19.3 23.4 216 315 34.7 30.9 418 35.4 37.1 35.3 39.4 59.3 59.8 61.2 0.3
:;zir;C;fc‘::?;:tfe(:is:\i;;ees 0.0 0.0 0.0 0.0 0.0 0.0 0.0 7.6 43 42 27 35 59

Other income 107.9 2055 558 1219  853.9 40.8 58.7 1385 1740 3150 2162 1975 187.2

EBT 539.2 1247.8 9557 248.4 14586 1599.6 1645.1" 1329.1" 1850.0"7 191677 1829.1" 1605.2" 1882.6 1.8 17.3
Total Tax 175.4 2767 2649 1619 270.0 499.4 3038  369.0 4450 4345 4482 2054 4902 10.2 65.9
Tax % 39.2 25.9 28.8 1182 45.4 318 24.9 27.8 24.1 22.7 245 18.4 26.0

PAT 363.8 9711 690.8 3256 607.0 11002 12513 960.1 14050 14822 1380.0 1309.8 1392.4 -0.9 6.3
No. of Equity Shares 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6 16.6

EPS (Diluted) 22.9 60.0 42.7 5.8 71.6 67.1 75.7 57.8 34.6 39.3 33.2 78.9 83.9

Source: Company, ICICI Direct Research

Q4FY24 Results / Conference call highlights

US Business-

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

e The in-licensed biosimilar abatacept will be launched in CY27.

e 20% of R&D spending is towards development of biosimilar products.

e It plans to launch 20 products in the US during FY25.

e The capex for the new biologics facility of Aurigene Pharma in Hyderabad
is around X300 crore and will be utilized specifically for CDMO business.

Domestic business-

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

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

e ]V with Nestle expected to be operational from Q2FY25.

Other aspects

e Company launched 12 new products in Europe in Q1.

e 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.

e 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.
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Exhibit 3: Profit and loss statement X crore

(Year-end March) Fy23
Revenues 24,669.7
Growth (%) 145
Raw Material Expenses 7.657.8
Employee expenses 4,646.6
Other expenses 6.016.4
Total Operating Expenditur  18,320.8
EBITDA 6,348.9
Growth (%) 68.5
Interest 142.8
Depreciation 1,250.2
PBT before Exceptional lten 6,011.4
Share of profit/ (loss) of equ -37.0
PBT 6,048.4
Total Tax 1.541.2
PAT 4,507.2
Adjusted PAT 4,470.2
Growth (%) 111.6
EPS 2715
EPS (Adjusted) 269.3

FY24
28,011.1
13.5
8,208.7
5.030.0
6.847.7
20,086.4
7.924.7
24.8
1711
1.470.0
7.186.3
0.0

7.186.3"
1,623.1
5.563.2
5,563.2

245"
335.1
335.1

FY25E
31,136.5
11.2
9,407.6
5719.5
8.380.1
23,507.2
7.629.3
-37
239.2
1,760.8
6.388.4
0.0

6,.388.4"
1,665.0
4,723.4
4723.4

-15.17
284.5
284.5

FY26E
33,767.9
8.5
10,383.9
6,247.1
8,947.6
25,578.6
8,189.3
7.3

50.1
1.849.0
6,965.6
0.0
6,965.6
1,815.4
5,150.2
5,150.2
9.0
3103
3103

Source: Company, ICICI Direct Research

ICICI Direct Research

Exhibit 4: Cash flow statement X crore

(Year-end March) FY23
Profit/(Loss) after taxation 4,977.1
Add: Depreciation & Amortization 1,250.2
Net Increase in Current Assets -840.6
Net Increase in Current Liabilities 55.1
CF from operating activities 5,887.3
(Inc)/dec in Fixed Assets -1,878.2
(Inc)/dec in Investments -2,336.6
Others 77.6
CF from investing activities -4,137.2
Inc / (Dec) in Equity Capital 36.8
Inc/ (Dec) in Loan -2,039.7
Dividend & Dividend Tax -497.9
Others -185.3
CF from financing activities -2,686.1
Net Cash flow -936.0
Opening Cash 1,486.1
Closing Cash 550.1
Free Cash Flow 4,009.1
FCF Yield 3.5%

Fr24
5,196.3
1,470.0

-2,649.9

631.7
45433
-2,637.1
-1,570.4
179.2
-4,028.3
80.5
4346
-664.8
-226.6"
-376.3
13877
578.7
717.4
1,906.2
1.7%

FY25E
4,723.4
1.760.8
-1,871.4
5725
5,424.5
-6,800.0
3,800.0
-50.6
-3,050.6
0.0
-500.0

-830.0

23927

-1,569.2

FY26E
5,150.2
1.849.0

-1,097.9
539.3
6,490.7
-2,020.0
-780.0
-52.7
-2,852.7
0.0
-500.0
-830.0
-50.1
-1,380.1

804.7" 2,258.0

7115
1,516.2
-1,375.5
-1.2%

1.516.2
3,774.1
4,470.7

3.9%

Source: Company, ICICI Direct Research

Exhibit 5: Balance Sheet X crore [ Exhibit 6: Key ratios

(Year-end March) FY23 Fr24 FY25E FY26E (Year-end March) FY23 Fy24 FY25E FY26E
Equity Capital 83.3 83.4 83.4 83.4 Per share data (3)
Net Networth 23,2028 28,171.4 32,064.8 36,385.0 EPS 269.3 3351 284.5 310.3
Total Shareholders fund 23,286.1 28,254.8 32,148.2 36,468.4 BV per share 1.402.8 1,702.1 1,936.6 2.,196.9
Total Debt 1,347.2 2,002.0 1,502.0 1,002.0 Operating Ratios (%)
Deferred Tax Liability 76.0 84.1 87.5 91.0 Gross Profit Margins 69.0 70.7 69.8 69.2
Other Non Current Liabilitie 203.2 314.0 326.6 339.6 EBITDA margins 25.7 28.3 24.5 243
Long term Provisions 12.9 23.9 259 26.9 Net Profit margins 18.1 19.97 15.2 15.3
Source of Funds 24,932 30,679 34,090 37,928 Inventory days 232.0 2826 260.0 240.0
Gross Block - Fixed Assets 21,586.4 24,260.2 30,360.2 31,880.2 Debtor days 107.2 104.6 110.0 110.0
Accumulated Depreciation 12,914.7 14,3847 16,1455 17.994.5 Creditor days 108.1 116.2 115.0 115.0
Net Block 8,671.7 98755" 142147" 138857 Asset Turnover 1.1 1.2 1.0 1.1
Capital WIP 1,030.1 1,419.3 2,119.3 2,619.3 EBITDA conversion Rate 92.7 57.3 71.1 79.3
Net Fixed Assets 9,701.8 11,2948 r 16,334.0 r 16,505.0 Return Ratios (%)
Goodwill 547.4 550.1 550.1 550.1 RoE 19.2 19.7 14.7 14.1
Investments 4,985.8 4,930.5 1,130.5 1,910.5 RoCE 239 23.0 195 20.0
Inventory 4.867.0 6.355.2 6,701.3 6.827.8 RolC 32.6 315 225 24.1
Cash 577.9 710.7 1,516.2 3.774.1 Valuation Ratios (x)
Debtors 7.248.5 8,029.8 9,383.6 10,176.6 P/E 25.1 20.4 24.0 22.0
Loans & Advances & Other 2,130.2 4,287.6 4,459.1 4,637.5 EV/EBITDA 17.2 1397 14a7% 220
Total Current Assets 15,975.9 20,400.3 23,077.2 26,433.0 EV/Revenues 4.4 3.9 36 3.2
Creditors 2,268.4 2614.4 2,964.0 3,271.6 Market Cap / Revenues 4.6 4.0 36 3.4
Provisions & Other CL 5.084.3 5570.6" 5793.4" 6,025.2 Price to Book Value 49 4.0 35 3.1
Total Current Liakilities 7.352.7 8,185.0 8,757.5 9,296.8 Solvency Ratios
Net Current Assets 8,623.2 12,2153 14,319.7 17,136.2 Debt / Equity 01 01 0.0 0.0
LT L& A, Other Assets 369.0 63037 655.5" 6817  Debt/ERITDA 02 03 0.2 01
Deferred Tax Assets 705.2 1,057.8 1,100.1 1.144.1 Current Ratio 1.9 23 23 23
Application of Funds 24,932 30,679 34,090 37,928 Quick Ratio 1.3 15 16 16
Source: Company, ICICI Direct Research Working Capital Cycle 231.1 271.0 255.0 2350
Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 3



{ Result Update | Dr Reddy's Laboratories ICICI Direct Research

ANALYST CERTIFICATION

I/We, Siddhant Khandekar, Inter CA; Shubh Mehta, MBA(Tech); Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
—INHO000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
- 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries
engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are
available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research

recommendations promise or guarantee any assured, minimum or risk-free return to the investors.
Name of the Compliance officer (Research Analyst): Mr. Anoop Goyal

Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to
analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICIC| Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment
decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any
other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future
performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from
those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one
percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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