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Strong Performance Led by gRevlimid

Est. vs. Actual for Q1FY25: Revenue — BEAT; EBITDA Margin — BEAT; PAT — BEAT

Changes in Estimates post Q1FY25:

FY25E/FY26E:Revenue: 5.4%)/8.0%; EBITDA Abs: 8.9%/11.4%; PAT 9.8%/12.4%

Recommendation Rationale:

e In the US, gRevlimid sales were $160 Mn versus our expectations of $130 Mn. The base
portfolio reported growth of 11% YoY.

e The branded formulations business in India grew by 15% despite starting from a low base and
was also supported by the recently licensed vaccine portfolio.

e The company’s gross margins stood at 71.7% and were the highest. They improved by 32bps
due to the significant share of gRevlimid in the product mix. The EBITDA margin remains
healthy at 27.7%, up 193 bps QoQ. The company’s reported profit of Rs 1,400 Cr stood flat on a
YoY basis.

Sector Outlook: Positive

Company Outlook & Guidance: We believe the company’s strategy of investing in various
businesses may provide growth in the long term. It is proactively building a global pipeline of
Biosimilars, developing NCE for immune-oncology, and building up a Neutraceuticals portfolio,
vaccines, CDMO, and digital healthcare platforms.

Current Valuation: PE of 21x for FY26E earnings (Earlier Valuation: PE 20x)
Current TP: Rs 7,100/share (Earlier TP: Rs 6,000/share)
Recommendation: HOLD

Financial Performance: Dr. Reddy's Q1FY25 results have outpaced expectations, with reported
revenue growing by 14% YoY. This growth was largely driven by better-than-expected US sales of
gRevlimid and strong performance in India, primarily due to the licensed vaccine portfolio.

In the US, gRevlimid sales were $160 Mn versus our expectation of $130 Mn. However, the base
portfolio also reported growth of 11% YoY. Major products like gSuboxone, gVascepa, gToprol,
and gCiprodox in the base business showed strong growth in the last quarter. The branded
formulations business in India grew by 15%, despite starting from a low base, and was also
supported by the recently-licensed vaccine portfolio. Excluding vaccine sales, growth in the
domestic business was in the high single digits. Europe and Emerging Markets grew by 4% and
3% respectively, primarily impacted by the Russian business.

Gross margins stood at 71.7% and were the highest, up 32bps due to the significant share of
gRevlimid in the product mix. The EBITDA margin remained healthy at 27.7%, improving by
193bps QoQ. Reported profit stood at Rs 1,400 Cr and was on a YoY basis.

DRRD has planned to launch 25 products (6 biosimilars), reflecting revenue visibility over the
period of time in the US market. Furthermore, DRRD has received 10 observations for the
Telangana Unit, which could result in a Warning Letter (WL). As per the management, a proper
response has been submitted to regulators. Any adverse response could delay the launch of new
products in the US market. Furthermore, the company has announced a stock split in the ratio 1:5.

Outlook: Looking ahead, we expect several developments, including the filing of biosimilars
Denosumab and Abatacept in CY25. Dr. Reddy’s expects to sustain growth with continued strong
contributions from gRevlimid and the launch of 25 new drugs in FY25E. Furthermore, the
integration of the recently acquired strategic women's health portfolio from Mayne and the
acquisition of Menolabs, along with expansion in the OTC segment, will support growth. The JV
with Nestlé and Sanofi's acquired vaccine portfolio is expected to enhance domestic business
growth in the future.

Valuation & Recommendation: DR. Reddy comprises weak product pipeline in upcoming years.
Therefore we maintain our HOLD rating with a target price of Rs 7100/share, implying an upside of
4% from the CMP.

Key Financials (Consolidated)

(Rs Cr) Q1FY25 QoQ (%) YoY (%) Axis Est. Variance %
Net Sales 7,696 8.2 13.9 7,165 7.4
EBITDA 2,130 16.3 383 1,956 8.9
EBITDA Margin 27.7% 193 -284 27.3%

Net Profit 1,392 6.3 -0.9 1,334 4.4
EPS (Rs) 83.7 6.3 -0.9 80.0 4.6

Source: Company, Axis Research Research

Target Price

7100

HOLD
Results Update | Dr.Reddy’s Laboratories Ltd e

(CMP as of 29 July 2024)

CMP (Rs) 6,835
Upside /Downside (%) 4%
High/Low (Rs) 6,966/5206
Market cap (Cr) 1,14,000
Avg. daily vol. (6m)Shrs. 5,00,000
No. of shares (Cr) 16.64

Shareholding (%)

Dec-23  Mar-24  Jun-24
Promoter 26.7 26.7 26.7
Flls 28.6 29.1 27.7
MFs / UTI 8.2 8.0 10.1
Banks / Fls 0.1 0.1 0.1
Others 36.5 36.2 B515

Financial & Valuations

Y/E Mar (Rs Cr) FY24 FY25E FY26E
Net Sales 28,011 32,462 33,972
EBITDA 7,933 9,089 8,833
Net Profit 5,578 5,899 5,611
EPS (Rs) 334 355 338
PER (x) 20.4 19.3 20.2
P/BV (x) 14.4 12.6 12.6
EV/EBITDA (x) 4.0 3.4 3.0
ROE (%) 19.7 17.6 14.6

Change in Estimates (%)

Y/E Mar FY25E FY26E
Sales 5.4% 8.0%
EBITDA 8.9% 11.4%
PAT 9.8% 12.4%

ESG disclosure Score**

Environmental Disclosure Score 60.5
Social Disclosure Score 46.3
Governance Disclosure Score 89.9
Total ESG Disclosure Score 65.6
Sector Average 48.7

Source: Bloomberg, Scale: 0.1-100

**Note: This score measures the amount of ESG data a

company reports publicly and does not measure the company's
performance on any data point. All scores are based on 2022

disclosures
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Key Risks to Our Estimates and TP

e The USFDA inspection and issuing of WL/OAI or 483 observations may impact the company’s

revenue growth

e Entry of new players may increase pricing pressure in the injectables portfolio

e Delay in launching Biosimilars in the market

Change in Estimates

New

FY25E
Sales 32,462
EBITDA 9,089
PAT 5,899

Source: Company, Axis Securities Research

FY26E

33,972

8,833

5,611

old

FY25E

30,786

8,343

5,370

FY26E

31,455

7,927

4,991

% Change
FY25E FY26E
5.4% 8.0%
8.9% 11.4%
9.8% 12.4%




Results Review

Particulars (Rs Cr)
Net Sales
Growth (YoY%)
Total Expenditure
Raw Material Consumed
% of sales

Gross margins (%)
Employee Expenses
% of sales
Other Expenses
% of sales
Impertinent Costs
% of sales
R&D Expenses
% of sales
EBITDA
EBITDAM (%)
Interest
Depreciation
Other Income
PBT
Tax
Tax (%)
Reported PAT
Associate Profit
PAT after Eol

Source: Company, Axis Securities Research

Geographical Breakup

(Rs Cr)

Global Generics
North America
Europe

India

Emerging Markets
PSAI

Proprietary Products &Oth.

Total

Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25 YoY (%)
6,758 6,903 7,237 7,114 7,696 13.9
29.1% 9.0% 6.6% 12.6% 13.9%

4,696 4,894 5,214 5,283 5,566 18.5
1,938 2,003 2,176 2,092 2,182 12.6
28.7% 29.0% 30.1% 29.4% 28.3%
71.3% 71.0% 69.9% 70.6% 71.7% 32
1,190 1,280 1,276 1,284 1,414 18.8
17.6% 18.5% 17.6% 18.0% 18.4%
1,567 1,606 1,750 1,924 1,970 25.7
23.2% 23.3% 24.2% 27.0% 25.6%
1 6 11 -17 1
0.0% 0.1% 0.2% -0.2% 0.0%
512 545 557 557 557
7.6% 7.9% 7.7% 7.8% 7.2%
2,062 2,008 2,023 1,831 2,130 3.3
30.5% 29.1% 28.0% 25.7% 27.7% -284
37 35 39 59 60
353 376 374 368 381
174 315 216 198 187
1,846 1,913 1,826 1,602 1,877 1.7
445 435 448 295 490
24.1% 22.7% 24.5% 18.4% 26.1%
1,401 1,478 1,378 1,306 1,387 -1.0
4 4 3 4 6
1,405 1,482 1,381 1,310 1,392 -0.9
Q1FY24 Q2FY24 Q3FY24 Q4FY24 Q1FY25  YoY (%)
6,008 6,101 6,310 6,119 6,886 14.6
3,198 3,170 3,349 3,263 3,846 20.3
507 529 497 521 527 3.8
1,148 1,186 1,180 1,127 1,325 15.4
1,155 1,216 1,283 1,209 1,188 2.8
671 703 784 784 766 14.1
59 68 121 142 212 258.1
6,738 6,873 7,215 7,045 7,863 16.7

Source: Company, Axis Securities Research

QoQ (%)
8.2

5.4
4.3

106
10.1

2.4

16.3
193

17.2

6.1

6.3

QoQ
(%)

12.5
17.9
11
17.6
-1.8
-2.3
49.3
11.6




Financials (consolidated)
Profit & Loss

Y/E March

Net sales

Other operating income
Net Revenue

Cost of goods sold
Contribution (%)

Other operating costs
EBITDA

Other income

PBIDT

Depreciation

Interest & Fin Chg.

E/o income / (Expense)
Pre-tax profit

Tax provision

(-) Minority Interests
Associates

Adjusted PAT

Source: Company, Axis Securities Research

Balance Sheet

Y/E March

Share Capital
Reserves & Surplus
Net Worth

Total Loan funds
Deferred Tax Liability
Long Term Provisions
Other Long Term Liability
Capital Employed
Gross Block

Less: Depreciation
Net Block
Investments

Sundry Debtors
Cash & Bank Bal
Loans & Advances
Inventory

Other Current Assets
Total Current Assets
CurrLiab&Prov

Net Current Assets
Total Assets

Source: Company, Axis Securities Research

FY23
24,670
0
24,670
7,658
31.04%
10,663
6,349
1,056
7,405
1,250
143
0
6,012
1,541
0
37
4,508

FY23
83
23,203
23,286
1,347
76
20
203
32,285
14,176
8,522
5,654
4,450
7,249
1,647

4,867
2,213
8,572
20,428
11,855
32,285

FY24
28,011
0
28,011
8,209
29.31%
11,869
7,933
894
8,827
1,470
171
0
7,186
1,623
0
15
5,578

FY24
83
28,171
28,255
2,002
84
24
314
38,864
15,507
9,259
6,249
4,405
8,030
1,728

6,355

4,288

9,588

24,807
15,219
38,864

FY25E
32,462
0
32,462
9,609
29.60%
13,764
9,089
628
9,717
1,730
180
0
7,807
1,966
0
58
5,899

FY25E
83
33,406
33,489
1,802
84
24
356
45,271
21,707
10,626
11,081
4,405
9,338
1,359

7,382
3,895
10,819
26,381
15,562
45,270

(Rs Cr)

FY26E
33,972
0
33,972
10,531
31.00%
14,608
8,833
600
9,433
1,844
160
0
7,429
1,870
0
52
5,611

(Rs Cr)

FY26E
83
38,361
38,444
1,602
84
24
372
49,899
23,507
12,107
11,400
4,405
9,773
4,360

7,725
4,416
10,575
30,681
20,106
49,889




Cash Flow

Y/E March

PBT

Add: Depreciation

Add: Interest

Cash flow from operations
Change in working capital
Taxes

Miscellaneous expenses
Net cash from operations
Capital expenditure
Change in Investments
Net cash from investing
Increase/Decrease in debt
Dividends

Proceedings from equity
Interest

Others

Net cash from financing
Net Inc./(Dec.) in Cash
Opening cash balance
Closing cash balance

Source: Company, Axis Securities Research

Ratio Analysis

Y/E March
Sales growth

OPM

Oper. profit growth
COGS / Net sales
Overheads/Net sales
Depreciation / G. block
Effective interest rate

Net wkg.cap / Net sales
Net sales / Gr block (x)

RoCE

Debt/equity (x)
Effective tax rate
RoE

Payout ratio (Div/NP)

EPS (Rs.)
EPS Growth
CEPS (Rs.)
DPS (Rs.)

Source: Company, Axis Securities Research

FY23
6,049
950
143
7,141
254
1,541
0
5,347
(2,123)
(2,332)
(4,455)
(2,037)
(498)
0
(143)
1,012
(1,666)
(774)
2,421
1,647

FY23
131

21.8
&3
34.5
43.7
6.8
28.7

0.3
1.7

18.2
0.2
28.7
11.4

601.0

131.1
11.8
201.2
30.0

FY24
7,201
1,170
171
8,542
3,659
1,623
0
3,260
(3,015)
5
(3,010)
655
(665)
0
(171)
11
(170)
81
1,647
1,728

FY24
14.5

25.7
35.2
31.0
43.2
6.7
25

0.3
1.7

24.8
0.1
25.5
19.4
597.7

270.6
106.6

345.6
29.9

FY25E
7,865
1,368
180
9,413
570
1,966
0
6,877
(6,563)
0
(6,563)
(200)
(665)
(0)
(180)
363
(683)
(369)
1,728
1,359

FY25E
185

28.3
25.0
29.3
42.4
6.3
25.0

0.4
1.8

26.9
0.1
25.0
19.7

797.1

334.4
23.7

422.5
39.9

(Rs Cr)

FY26E
7,481
1,481
160
9,122
1,426
1,870
0
5,826
(2,163)
0
(2,163)
(200)
(665)
0
(160)
363
(662)
3,001
1,359
4,360

FY26E
15.9

28.0
14.6
29.6
42.4
6.3
25.0

0.3
i85

23.9
0.1
25.0
17.6
799.0

354.5
5.8
458.5
40.0

(%)




Dr. Reddy's Price Chart and Recommendation History

===Pricc ® Buy ® Sell @ Hold @ UnderReview
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Date Reco ’ TP Research

27-Jan-23 BUY 5,000 Result Update
11-May-23 BUY 5,100 Result Update
27-Jul-23 BUY 5,400 Result Update
30-Oct-23 HOLD 6,000 Result Update
31-Jan-24 HOLD 6,000 Result Update
08-May-24 HOLD 6,000 Result Update
30-Jul-24 HOLD 7,100 Result Update

Source: Axis Securities Research
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