S&RELIGARE

Values that bind

INSTITUTIONAL EQUITY RESEARCH

26 October 2007

Key data

Sector Pharma
Market Cap Rs102.8bn/US$2.6bn
52 Wk H/L (Rs) 840/580
Avg. daily vol. (6 month) 582,027
BSE Code 500124
NSE Code DRREDDY
Bloomberg DRRD IN
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Q2FYO08 Result Review

Dr Reddy’s

Hold Current Price: Rs615 Target price:737

Results were below our estimates / consensus

Figure 1: Actual Vs Religare Estimates

Q2FYO08A Q2FYO08E Difference (%) Consensus
Net sales 12,670 12,871 (1.6) 12,433
EBITDA 1,462 1,576 (7.2) 1,911
EBITDA margins (%) 11.5 12.2 (71bps) 15.4
Adj. PAT 1,170 1,277 (8.4) 1,492
Adj. PAT margins (%) 9.2 9.9 (69bps) 12.0

Source: Religare Institutional Equity Research, Bloomberg

Financial highlights

® Net sales for Q2FY08 declined by 36.8%YoY on account of a 64%YoY
decline in generics sales (higher base effect and lower Betapharm
revenues). CPS business revenues also declined by 31%YoY.

® EBITDA declined by 65.4%YoY. EBITDA margins contracted by 950bpsYoY
to 11.5% and 620bps QoQ. This was driven by a 1510bps increase in
SG&A costs and 440bps increase in R&D expenditure.

® Amortization increased by a mere 2%YoY during the quarter.

® Adj. PAT grew by 58%yYoY. Adj. PAT margin contracted by 480bps to
9.2%YoY and 600bps QoQ. Adj PAT decline is lower than the EBITDA
decline because of a lower tax outgo.

Valuations and Recommendation

We are downgrading Dr Reddy’s FYO8E and FYO9E earnings by 2.4% and
17.4% respectively on account ofa) Lower growth and margin pressure in
Betapharm (Germany) and CPS (Mexico) business. b) Higher SG&A and R&D
costs. The key trigger — revival of its earnings growth is about six months
away. However, the stock is trading at a PER of 16x one year forward
earnings, which is towards the lower end of its band. Hence, we are
downgrading our recommendation from a Buy to a Hold.

Figure 2: Quarterly Performance (Rs mn)
Y/e Mar FY07 FY08 FY07 FYO8E
Rs mn 1Q 2Q 3Q 4Q 1Q 2QA

Net Sales 14,049 20,039 15,434 15,573 12,018 12,670 65,095 51,683
Change % 151.3 245.2 160.4 123.3 (14.5) (36.8) 168.2 (20.6)
EBITDA 2,210 4,220 2,464 5,470 2,132 1,462 14,361 7,596
EBITDA margin (%) 15.7 21.1 16.0 35.1 17.7 11.5 221 14.7
Change (%) 392.6 435.8 417.9 - (3.5) (65.4) 761 (47)
Depreciation 388 402 330 451 351 410 1571 1597
Other Income -279 -264 -269 234 227 368 -456 701
Interest exp/(inc) - - - - - - - -
PBT 1,543 3,554 1,865 5,253 2,008 1,420 12,334 6,699
PBT margin (%) 11.0 17.7 12.1 33.7 16.7 11.2 18.9 13.0
PBT growth (%) 280.8 310.0 102.0 - 30.1 (60.1) 677 (46)
Extraordinary exp/(Inc) (63) - - 1,770 - (1,500) 1,770 (1,500)
Tax 208 737 -27 260 181 252 1,177 902
Effective tax rate (%) 13.5 20.9 (1.4) 4.9 9.0 17.7 9.6 13.5
PAT reported 1,398 2,798 1,879 3,252 1,834 2,670 9,328 7,280
Adjusted PAT * 1,335 2,798 1,879 5,022 1,834 1,170 11,098 5,780
Adj PAT margin (%) 9.5 14.0 12.2 32.2 15.3 9.2 17.0 11.2
Change (%) 284.5 214.5 199.0 - 37.4 (58.2) 794 (48)
Equity Capital (Rs mn) 838 838 838 838 838 838 838 838
Adj EPS 8.0 16.7 11.2 29.9 10.9 7.0 66.2 34.5

* Excluding extraordinary
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Other business highlights

® Betapharm

India and these will be launched in months to come.

revenues declined by 25%YoY on the back of supply
constraints. The company has transferred 6 products for manufacturing in

® Dr Reddy’s lead R&D molecule — Balaglitazone (anti-diabetic) has entered
into Phase-Ill clinical trials. This development will not have a significant
impact on earnings.

Figure 3: Earnings revision table

(Rs mn) Earlier estimates Revised estimates Upgrade/(downgrade) (%)

FY07 FYO8E FY09E FY07 FYO8E FY09E FY07 FY08E FY09E
Net Sales 65,095 52,755 61,926 65,095 51,683 58,493 - (2.1) (5.9
EBITDA 14,361 7,771 11,454 14,361 7,596 9,756 - (2.3) (17.4)
EBITDA margin (%) 221 14.7 18.5 221 14.7 16.7
PBT 12,334 6,860 9,913 12,334 6,699 8,444 - (2.4) (17.4)
Adj PAT 11,098 5,919 8,389 11,098 5,780 7,146 - 2.4 (17.4)
Adj PAT margin (%) 17 11 14 17.0 11.2 12.2
Adj EPS (Rs) 66.2 35.3 50.0 66.2 345 42.6 - (2.4) (17.4)

Future outlook

® The turnaround of the German operations and recovery of the Mexican

CPS business will be the key trigger for future performance.

Figure 4: Valuation summary — Pharmaceuticals

Company Price| Rating Target| Mkt Cap Sales EBITDA Adj PAT Adj EPS FYO8SE FYO9E
Rs) Price (Rs mn) Q2FY08E YoY|Q2FYO8E YoY|Q2FYOS8E YoY|Q2FYO8E YoY | AdjEPS P/E|AdjEPS P/E
(Rs) (Rsmn) (%)| (Rsmn) (%) (Rsmn) (%) (Rs) (%) (Rs) (x) (Rs) (x)
Aurobindo* 580| Reduce 678| 31,169 6,012 25.3 966 39.8 599 9.6 11.2 95 40.1 14.5 429 135
Biocon 506| Reduce 512| 50,600 2,820 133 840 27.3 540 20.0 54 20.0 222 22.8 276 184
Cipla 185| Reduce 198| 143,799| 10,984 22.6 2,240 (1.6) 1,906 5.7 25 57 7.6 245 9.0 20.6
Dr Reddy's 615|Accumulate 737| 103,315| 12,670 (36.8) 1,462 (65.4) 1,170 (58.2) 7.0 (58.2) 345 17.8 426 14.4
Glenmark 430 Buy 422| 104,896 3,554 43.9 1,042 733 639 59.0 2.7 59.0 21.2 20.2 26.3 16.3
GSK Pharma 1064| Reduce 1,357| 90,124 4,208 5.4 1,366 6.5 1,091 101 129 10.1 46.3 23.0 51.2 20.8
Sun Pharma 1016 Buy 1,265| 202,359 6,528 24.8 2,309 35.2 2,140 14.8 11.1 148 459 221 55,5 18.3
Sector 726,262| 46,776 (2.5)| 10,225 (10.7) 8,085 (8.7) 20.2 16.9

Source: Religare Institutional Equity Research, Bloomberg, Biocon, Cipla, Dr Reddy’s, Sun and GSK Pharma numbers are actual.
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Stock performance

Dr Reddy’s

Absolute Perf. From Apr 04
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12 month forward

rolling band charts

Dr Reddy’s
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Financials

Income statement (Rs mn)
YIE, 31st March FY05 FY06 FY07 FYO8E FYO9E
Net sales 19,472 24,267 65,095 51,683 58,493
EBITDA 473 1,668 14,361 7,596 9,756
EBITDA margin (%) 24 6.9 221 14.7 16.7
Depreciation / Amortization 350 420 1,571 1,597 1,673
EBIT 43 1,248 12,790 5,999 8,084
Other income 43 340 (456) 701 360
Interest Exp/(Inc) - - - - -
PBT (operating) 166 1,588 12,334 6,699 8,444
PBT margin (%) 0.9 6.5 18.9 13.0 14.4
Extra ord (inc)/exp - (388) 1,770 (1,500) -
Taxes (94) 258 1,177 902 1,262
Minority interest (10) - (4) - 4
PAT( Reported) 328 1,630 9,328 7,280 7,146
Less: Extra ordinal

(income) / Expensr?al - (388) 1,770 (1,500) )
Adj PAT 328 1,242 11,098 5,780 7,146
Adj PAT margin (%) 1.7 5.1 17.0 11.2 12.2
Quarterly — Financials (Rs mn)

Y/E, 31st March

Q1FY07 Q2FY07 Q3FY07 Q4FY07 Q2FY08

Net sales 20,039 15,434 15573 12,018 12,670
Changes (%) 2452 160.4 123.3 (14.5) (36.8)
EBITDA 4,220 2,464 5,470 2,132 1,462
Changes (%) 435.8 417.9 - (3.5) (65.4)
Margin (%) 21.1 16.0 35.1 17.7 11.5
PAT 2,798 1,879 3,252 1,834 2,670
PAT adj 2,798 1,879 5,022 1,834 1,170
Changes (%) 214.5 199.0 - 37.4 (58.2)
Margin (%) 14.0 12.2 32.2 15.3 9.2
EPS adj (Rs) 16.7 11.2 29.9 10.9 7.0
EPS dil (Rs) 16.7 11.2 29.9 10.9 7.0
Ratios

YIE, 31st March FY05 FY06 FY07 FYO8S8E FYO09E
Growth

Net sales (%) (3.0) 24.6 168.2  (20.6) 13.2
EBITDA (%) (78.3) 2526 761.0 (47.1) 28.4
PAT adjusted (%) (87.2) 2787 7936 (47.9) 23.6
EPS adjusted (%) (87.2) 2787 716.3 (47.9) 23.6
EPS diluted (%) (87.2) 2787 7538 (50.2) 23.6
EPS Consl and diluted (%)  (87.2) 278.7 753.8 (50.2) 23.6
Valuations

P/E (x) 287.6 76.0 8.9 17.9 14.5
P/BV (x) 4.9 4.6 2.4 2.2 1.9
EV/EBITDA (x) 204.4 78.2 7.9 14.0 10.1
EV/Sales (x) 5.0 5.4 1.7 2.1 1.7
Profitability

EBITDA margin (%) 24 6.9 221 14.7 16.7
Adj PAT margin (%) 1.7 5.1 17.0 11.2 12.2
RoE (%) 1.6 7.5 28.7 16.1 141
RoCE (%) 0.6 3.5 21.0 8.0 9.9
RolC (%)* 0.6 2.9 17.2 7.4 10.3
B/S ratios

Inventory days 65.6 103.7 75.0 90.0 90.0
Creditor days 55.1 107.0 70.0 70.0 70.0
Debtor days 67.2 72.2 50.0 50.0 50.0
Working Capital days 75.7 93.3 47.6 71.2 73.8
Net debt/equity (0.3) 1.2 0.3 0.1 (0.1)

Balance sheet (Rs mn)
Y/E, 31st March FY05 FY06 FYO07 FYO8E FYO9E
Liabilities

Equity share capital 767 767 840 840 840
Total Res. & Surplus 20,571 21,888 41,968 46,783 52,965
Total Shareholders' fund 20,953 22,272 42,806 47,622 53,804
Convertible Debt - - - - -
Others Debt (long term liabilities) 2,827 30,995 33,529 33,209 23,766
Total Loans 2,827 30,995 33,529 33,209 23,766
Deferred tax liability (net) - - - - -
Total liabilities 24,509 60,081 85,045 90,810 89,502
Assets

Net fixed assets & others 6,352 8,178 9,464 9,408 9,359
Capital WIP & others 706 909 1,052 1,045 1,040
Total non-current assets 7,058 9,086 10,515 10,453 10,399
Total investments 1,176 1,223 1,223 1,223 1,223
Current assets

Inventories 3,500 6,895 13,376 12,744 14,423
Sundry debtors 3,587 4,802 8,917 7,080 8,013
Cash & cash equivalents 9,288 3,713 22,760 30,265 28,748
Cash 6,502 2,599 15,932 21,186 20,123
Liquid investments 2,786 1,114 6,828 9,080 8,624
Other current assets 1,978 4,681 9,202 7,726 8,475
Total current assets 18,353 20,090 54,254 57,815 59,658
Total current liabilities 4,780 8,687 21,562 16,073 17,723
Total provisions 4,780 8,687 21,562 16,073 17,723
Net current assets 13,573 11,403 32,692 41,742 41,935
Misc. expenditure - - - - -
Total assets 24,509 60,081 85,045 90,810 89,502
Cash flow (Rs mn)
Y/E, 31st March FYO5 FY06 FYO07 FYO8E FYO09E
Cash from operations

PBT 166 1,976 10,564 8,199 8,444
Tax paid 94  (258) (1,177) (902) (1,262)
Dep & amortization 1,309 1,567 3,142 3,159 3,227
Working capital changes 71 (1,958) (6,095) (251) (1,628)
Others - - - - -
Net cash from operations 2,292 1,643 9,649 10,268 10,390
Cash from investments

Capital expenditure (1,749) (1,873) (3,000) (1,500) (1,500)
Sale/purchase of inv & others 2,382 (32,651) 0 0 0
Net cash from investments 633 (34,524) (3,000) (1,500) (1,500)
Cash from financing

Issue of shares & share premium 0 74 10,296 0 0
Dividend paid (344) (431) (943) (964) (964)
Debt change 2,363 27,914 2,534 (320) (9,443)

Others -
Net cash from financing
Net change in cash

1,987 27,306 12,398 (1,263) (10,407)
4,912 (5,575) 19,047 7,505 (1,517)

* RolC is calculated on post tax basis

Per share data

YIE, 31st March FY05 FY06 FY07 FYO8E FY09E
EPS adjusted 2.1 8.1 66.1 34.4 42.6
EPS diluted - wtd 2.1 8.1 69.1 34.4 42.6
EPS Consl and diluted 2.1 8.1 69.1 34.4 42.6
CEPS 7.7 14.2 75.6 43.8 51.9
Book value 1256.0 1328 2553 284.0 320.9
Dividend 4.0 5.0 5.0 5.0 5.0
Of/s shs.-actual (mn) 1534 1534 1679 1679 167.9
O/s shs.-diluted (mn) 1534 1534 167.7 1679 167.9
O/s shs wtd / diluted (mn) 1534 1534 1605 167.8 167.9
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Rating definition

Buy 1 > 15% returns relative to Sensex Accumulate :
Sell 1 > (-)15% returns relative to Sensex Reduce
Hold : Upto +/ (-) 5% returns relative to Sensex

+5 to +15% returns relative to Sensex
(-) 5 to (-) 15% returns relative to Sensex
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including the Portfolio Management Services of Religare whereas Religare Research is published with a view to service all segments of clients including Retail,
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This document has been prepared by Religare Securities Limited — Institutional Equities. Affiliates of Religare- Institutional Equities may have issued other
reports that are contrary with and reach different conclusion from the information presented in this report. 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 Priority Client Group of Religare Securities Limited.

We are not soliciting any action based upon this material. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in
any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of Religare-Institutional Business. It does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients Religare-
Institutional will not treat recipients as customers by virtue of their receiving this report. We have reviewed the report, and in so far as it includes current or
historical information, it is believed to be reliable. It should be noted that the information contained herein is from publicly available data or other sources believed
to be reliable. Neither Religare, nor any person connected with it, accepts any liability arising from the use of this document.

This document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for any investment decision. The investment
discussed or views expressed may not be suitable for all investors. The user assumes the entire risk of any use made of this information. The recipients of this
material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such investigations as it
deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and
risks involved), and should consult its own advisors to determine the merits and risks of such an investment. Price and value of the investments referred to in this
material may go up or down. Past performance is not a guide for future performance. Certain transactions -including those involving futures, options and other
derivatives as well as non investment grade securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers
on studying charts of a stock's price movement 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.

Opinions expressed are our current opinions as of the date appearing on this material only. We do not undertake to advise you as to any change of our views
expressed in this document. While we would endeavor to update the information herein on a reasonable basis, Religare, its subsidiaries and associated
companies, their directors and employees are under no obligation to update or keep the information current. Also there may be regulatory, compliance, or other
reasons that may prevent Religare and affiliates from doing so. Prospective investors and others are cautioned that any forward-looking statements are not
predictions and may be subject to change without notice.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or
other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Religare and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain
category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

Religare and its affiliates, officers, directors, and employees may: (a) from time to time, have long or short positions in, and buy or sell the securities thereof, of
company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a
market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other
potential conflict of interest with respect to any recommendation and related information and opinions. Without limiting any of the foregoing, in no event shall
Religare, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind.

Copy right in this document vests exclusively with Religare. This information should not be reproduced or redistributed or passed on directly or indirectly in
any form to any other person or published, copied, in whole or in part, for any purpose, without prior written permission from Religare. We do not guarantee the
integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or
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	Actual Vs Religare Estimates
	Financial highlights
	Valuations and Recommendation
	Quarterly Performance
	Other business highlights
	Future outlook
	Stock performance
	12 month forward rolling band charts
	Financials

