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DRRD IN Outperform 
 
Stock price as of 17 Sep 09 Rs 835.15 
12-month target Rs 920.00 
Upside/downside % +10.2 
Valuation Rs 900.00 
 - DCF 
 
GICS sectorpharmaceuticals, biotechnology & life 
sciences 
Market cap Rs m 140,792 
30-day avg turnover US$m 1.7 
Market cap US$m 2,924 
Number shares on issue m 168.6 
  

Investment fundamentals 
Year end 31 Mar  2009A 2010E 2011E 2012E 
 
Total revenue  m 62,240 67,336 75,420 84,312 
EBIT  m 6,828 8,128 9,878 11,326 
EBIT Growth % 25.3 19.0 21.5 14.7 
Recurring profit  m 6,300 7,763 10,023 11,981 
Reported profit  m -5,168 8,824 10,549 11,822 
Adjusted profit  m 5,125 6,444 8,319 9,944 
 
EPS rep Rs -30.70 52.42 62.66 70.22 
EPS rep growth %  0.0 0.0 19.5 12.1 
EPS adj Rs 30.44 38.27 49.42 59.07 
EPS adj growth %  -20.7 25.7 29.1 19.5 
PE rep x  nmf 15.9 13.3 11.9 
PE adj x  27.4 21.8 16.9 14.1 
 
Total DPS Rs  4.38 4.82 5.30 5.83 
Total div yield %  0.5 0.6 0.6 0.7 
 
ROA % 8.2 10.4 12.6 12.7 
ROE % 11.5 14.0 15.2 15.3 
EV/EBITDA x 14.5 11.9 10.2 9.1 
Net debt/equity % 32.3 5.5 -10.9 -23.1 
Price/book x 3.3 2.8 2.4 2.0 
  

DRRD IN rel SENSEX performance, & 
rec history 

 
Source: FactSet, Macquarie Research, September 2009 
(all figures in INR unless noted) 
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Getting the act right 
Event 
We met the management of the company recently and came back comfortable 
with our thesis on the stock. The focus is now on profitable growth which should 
be reflected in coming quarters. We maintain our Outperform rating and highlight 
it as one of our top conviction picks in the Indian pharmaceutical space.  

Impact 
India – getting the act right: With renewed focus on the India business, 
management is confident of growing faster than the market. For first four months 
(Apr-Jul 09), IMS secondary sales growth for DRRD was ~15% well ahead of 
market growth of ~13%. The increased momentum should be reflected in 
primary sales in coming quarters and does pose upside risk to our 11% growth 
forecast for FY10. Two biosimilars are slated to be launched in 2H FY10. 

Russia – concerns abating: Inventory correction by trade, coupled with liquidity 
issues, impacted the Russian business in 1Q FY10. Collections have been 
strong in recent months providing leeway to free-up credit limit to distributors. 
The secondary sales trend has been encouraging and the currency stabilisation 
also bodes well. We see little threat to our 5% growth estimate for FY10. 
 
US – strong momentum: US business continues to be on a strong wicket. DRL 
launched Nateglinide last week with shared 180-day exclusivity and it could 
contribute Rs.1 to FY10 reported EPS (~ 2.5% upside). DRL plans to launch 10-
12 products by the end of FY10 which would further add to sales momentum. 
Potential Omeprazole mg and Fondaparinux launch in 3Q FY10 will definitely be 
a game-changer as these are multi-year opportunities that would help build scale 
in the US business. We see upside risk to our 26% growth forecast for FY10. 

Germany – a bearable issue: While the AOK tender products are showing 
substantial volume growth, loss of share in non-AOK products could be an issue. 
We currently model a 20% YoY decline for FY10 and there could be some 
downside to these estimates. Germany contributes ~ 10% to total sales with 
much lower EBITDA contribution & hence is not a major swing factor anymore. 

Earnings and target price revision 
No change  

Price catalyst 
 12-month price target: Rs920.00 based on a Sum of Parts methodology. 

 Catalyst:  1) Fondaparinux approval 2) Quarterly results 

Action and recommendation 
GSK deal for emerging markets, Biologics and innovative pipeline are all option 
values which would unfold over the medium term. We believe the next trigger for 
DRL could be Fonda approval by Nov-09 which should lead to a further re-rating. 
Other potential limited competition opportunities (Allegra D24 & Lotrel) in early 
2010 could further add fuel to the fire. Adjusting for exclusivity, DRRD is 
currently trading at ~16x FY3/11E earnings. DRRD looks even better (14.5x 
FY3/11E earnings) if we look at the earnings power excluding amortisation of 
acquired intangibles.

Please refer to the important disclosures and analyst certification on inside back cover of 
this document, or on our website www.macquarie.com.au/research/disclosures. 
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Dr. Reddy's Laboratories (DRRD IN, Outperform, Target price: Rs920.00)
Quarterly Results 4Q/09A 1Q/10E 2Q/10E 3Q/10E  Profit & Loss 2009A 2010E 2011E 2012E

     
Revenue m 15,560 15,487 18,854 16,161 Revenue m 62,240 67,336 75,420 84,312
Gross Profit m 9,021 7,407 8,754 7,744 Gross Profit m 31,100 33,668 37,710 42,156
Cost of Goods Sold m 6,539 8,080 10,100 8,417 Cost of Goods Sold m 31,140 33,668 37,710 42,156
EBITDA m 3,416 2,781 3,566 2,517 EBITDA m 10,642 12,931 15,110 16,888
Depreciation  m 578 751 751 751 Depreciation  m 2,310 3,003 3,432 3,761
Amortisation of Goodwill m 0 0 0 0 Amortisation of Goodwill m 0 0 0 0
Other Amortisation m 376 450 450 450 Other Amortisation m 1,504 1,800 1,800 1,800
EBIT m 2,463 1,580 2,365 1,316 EBIT m 6,828 8,128 9,878 11,326
Net Interest Income m -138 -100 -100 -100 Net Interest Income m -552 -400 100 600
Associates m 6 9 9 9 Associates m 24 35 45 55
Exceptionals m -2,574 717 717 717 Exceptionals m -10,296 2,868 2,686 2,262
Forex Gains / Losses m 0 0 0 0 Forex Gains / Losses m 0 0 0 0
Other Pre-Tax Income m 0 0 0 0 Other Pre-Tax Income m 0 0 0 0
Pre-Tax Profit m -243 2,206 2,991 1,942 Pre-Tax Profit m -3,996 10,632 12,709 14,243
Tax Expense m -293 -439 -465 -425 Tax Expense m -1,172 -1,807 -2,161 -2,421
Net Profit m -536 1,767 2,526 1,517 Net Profit m -5,168 8,824 10,549 11,822
Minority Interests m 0 0 0 0 Minority Interests m 0 0 0 0

     
Reported Earnings m -536 1,767 2,526 1,517 Reported Earnings m -5,168 8,824 10,549 11,822
Adjusted Earnings m 2,037 1,172 1,931 921 Adjusted Earnings m 5,125 6,444 8,319 9,944

     
EPS (rep)  -3.19 10.50 15.01 9.01 EPS (rep)  -30.70 52.42 62.66 70.22
EPS (adj)  12.10 6.96 11.47 5.47 EPS (adj)  30.44 38.27 49.42 59.07
EPS Growth yoy (adj) % -6.7 32.7 21.8 49.0 EPS Growth (adj) % -20.7 25.7 29.1 19.5

   PE (rep) x nmf 15.9 13.3 11.9
   PE (adj) x 27.4 21.8 16.9 14.1
     

EBITDA Margin % 22.0 18.0 18.9 15.6 Total DPS  4.38 4.82 5.30 5.83
EBIT Margin % 15.8 10.2 12.5 8.1 Total Div Yield % 0.5 0.6 0.6 0.7
Earnings Split % 39.7 18.2 30.0 14.3 Weighted Average Shares m 168 168 168 168
Revenue Growth % 24.5 8.2 8.2 8.2 Period End Shares m 168 168 168 168
EBIT Growth % 27.6 20.7 17.6 26.1   

     
Profit and Loss Ratios  2009A 2010E 2011E 2012E Cashflow Analysis 2009A 2010E 2011E 2012E

     
Revenue Growth % 24.5 8.2 12.0 11.8 EBITDA m 15,574 15,799 17,796 19,150
EBITDA Growth % 20.8 21.5 16.9 11.8 Tax Paid m -2,791 -1,807 -2,161 -2,421
EBIT Growth % 25.3 19.0 21.5 14.7 Chgs in Working Cap m -8,267 2,909 -724 -1,486
Gross Profit Margin % 50.0 50.0 50.0 50.0 Net Interest Paid m -757 -400 100 600
EBITDA Margin % 17.1 19.2 20.0 20.0 Other m -11 0 0 0
EBIT Margin % 11.0 12.1 13.1 13.4 Operating Cashflow m 3,748 16,501 15,011 15,842
Net Profit Margin % -8.3 13.1 14.0 14.0 Acquisitions m 833 0 0 0
Payout Ratio % 14.4 12.6 10.7 9.9 Capex m -4,680 -4,848 -4,902 -5,059
EV/EBITDA x 14.5 11.9 10.2 9.1 Asset Sales m 0 0 0 0
EV/EBIT x 22.5 18.9 15.5 13.5 Other m 0 0 0 0

   Investing Cashflow m -3,847 -4,848 -4,902 -5,059
Balance Sheet Ratios   Dividend (Ordinary) m -738 -812 -893 -982
ROE % 11.5 14.0 15.2 15.3 Equity Raised m 5 0 0 0
ROA % 8.2 10.4 12.6 12.7 Debt Movements m -662 0 0 0
ROIC % 16.2 12.1 15.5 17.7 Other m 0 0 0 0
Net Debt/Equity % 32.3 5.5 -10.9 -23.1 Financing Cashflow m -1,395 -812 -893 -982
Interest Cover x 12.4 20.3 nmf nmf   
Price/Book x 3.3 2.8 2.4 2.0 Net Chg in Cash/Debt m -1,722 10,841 9,216 9,801
Book Value per Share  249.7 297.3 354.7 419.1   

   Free Cashflow m -932 11,653 10,109 10,783
     
   Balance Sheet 2009A 2010E 2011E 2012E
     
   Cash m 6,126 0 6,483 16,283
   Receivables m 14,592 9,996 10,553 11,697
   Inventories m 13,226 16,311 17,220 19,086
   Investments m 0 0 0 0
   Fixed Assets m 20,882 20,927 20,598 20,095
   Intangibles m 22,179 22,179 22,179 22,179
   Other Assets m 4,896 5,316 5,661 6,334
   Total Assets m 81,901 74,729 82,694 95,674
   Payables m 5,987 7,951 8,394 9,304
   Short Term Debt m 9,569 2,734 0 0
   Long Term Debt m 10,132 0 0 0
   Provisions m 3,411 3,411 3,411 3,411
   Other Liabilities m 10,757 10,576 11,176 12,406
   Total Liabilities m 39,856 24,671 22,981 25,121
   Shareholders' Funds m 42,045 50,057 59,713 70,553
   Minority Interests m 0 0 0 0
   Other m 0 0 0 0
   Total S/H Equity m 42,045 50,057 59,713 70,553
   Total Liab & S/H Funds m 81,901 74,729 82,694 95,674
     

All figures in INR unless noted.   
Source: Company data, Macquarie Research, September 2009 
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Important disclosures: 
Recommendation definitions 
Macquarie - Australia/New Zealand 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 
Macquarie – Asia/Europe 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 
Macquarie First South - South Africa 
Outperform – expected return >+10% 
Neutral – expected return from -10% to +10% 
Underperform – expected return <-10% 
Macquarie - Canada 
Outperform – return >5% in excess of benchmark return 
Neutral – return within 5% of benchmark return 
Underperform – return >5% below benchmark return 
Macquarie - USA 
Outperform (Buy) – return >5% in excess of benchmark 
return (Russell 3000) 
Neutral (Hold) – return within 5% of benchmark return 
(Russell 3000) 
Underperform (Sell)– return >5% below benchmark 
return (Russell 3000) 
Recommendations – 12 months 
Note: Quant recommendations may differ from 
Fundamental Analyst recommendations 
 

Volatility index definition* 
This is calculated from the volatility of historical 
price movements. 
 
Very high–highest risk – Stock should be 
expected to move up or down 60–100% in a year – 
investors should be aware this stock is highly 
speculative. 
 
High – stock should be expected to move up or 
down at least 40–60% in a year – investors should 
be aware this stock could be speculative. 
 
Medium – stock should be expected to move up or 
down at least 30–40% in a year. 
 
Low–medium – stock should be expected to move 
up or down at least 25–30% in a year. 
 
Low – stock should be expected to move up or 
down at least 15–25% in a year. 
* Applicable to Australian/NZ/Canada stocks only 

Financial definitions 
All "Adjusted" data items have had the following 
adjustments made: 
Added back:  goodwill amortisation, provision for 
catastrophe reserves, IFRS derivatives & hedging, 
IFRS impairments & IFRS interest expense 
Excluded:  non recurring items, asset revals, property 
revals, appraisal value uplift, preference dividends & 
minority interests 
 
EPS = adjusted net profit / efpowa* 
ROA = adjusted ebit / average total assets 
ROA Banks/Insurance = adjusted net profit /average 
total assets 
ROE = adjusted net profit / average shareholders funds 
Gross cashflow = adjusted net profit + depreciation 
*equivalent fully paid ordinary weighted average 
number of shares 
 
All Reported numbers for Australian/NZ listed stocks 
are modelled under IFRS (International Financial 
Reporting Standards). 
 

Recommendation proportions – For quarter ending 30 June 2009 
 AU/NZ    Asia   RSA    USA     CA   EUR 
Outperform 40.38% 48.53% 40.00% 44.02% 57.42% 40.20% (for US coverage by MCUSA, 1.54% of stocks covered are corporate advisory clients)  
Neutral 39.25% 17.08% 45.00% 37.45% 32.90% 39.21% (for US coverage by MCUSA, 1.16% of stocks covered are corporate advisory clients)  
Underperform 20.38% 34.40% 15.00% 18.53% 9.68% 20.59% (for US coverage by MCUSA, 0.77% of stocks covered are corporate advisory clients)  
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