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Key changes in this note

> Raise FY24F-25F core earnings by 3-4%.
» Maintain HOLD rating on the stock with an
unchanged target price of Rs4,556.
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Dr Reddy's Laboratories Ltd

Mayne’s US generic biz buyout is right move

= Dr Reddy’s Labs acquires Mayne’s portfolio in the US; likely earnings-accretive
and valuation seems reasonable; more upside likely if the synergies play out.

m We feel the peak pricing pressure/competitive intensity in the US generics
market is behind us; we consider this buyout as a move in the right direction.

m Valuation likely to remain subdued given the 40%+ contribution from gRevlimid
in the company’s earnings; retain HOLD rating with a target price of Rs4,556.

Acquires Australia-based Mayne Pharma’s US generic portfolio

Dr Reddy’s Labs has announced the acquisition of the US generic portfolio of the Australia-
based Mayne Pharma for around US$100m. The portfolio registers full-year sales
amounting to US$111m and includes complex low-competition products such as hormonal
vaginal ring, a birth control pill and a cardiovascular product. We find the portfolio very
interesting and valuable which is broadly into branded hormonal products in women’s
health, CNS and controlled substances.

Acquisition is earnings-accretive and valuation seems reasonable

Dr Reddy’s Labs has not revealed the current/expected profitability of the portfolio, but we
tend to believe that it is reasonably profitable and that the company will have an opportunity
to reduce costs further. We feel the acquisition should be earnings-accretive even at 10%+
EBITDA margin. Thus, the price paid, at around 1x sales, seems to be highly reasonable.

Additional benefits if synergies play out

There could be more synergistic benefits that could play out over time. Dr Reddy’s Labs
could shift the manufacturing in-house and improve profitability, over time. Mayne Pharma
was a niche player in the US generics market; the muscle power of Dr Reddy’s Labs can
improve the distribution reach and bargaining power of the portfolio. The acquisition also
gives Dr. Reddy’s Labs a good standing in the above-mentioned attractive specialties.

US generics space bottoms out - the acquisition strategy is right

We maintain our view that peak pricing pressure/competitive intensity in the US generics
market is behind us and we expect a steady improvement in the company’s business
profitability. We would not be surprised if we see a period of price appreciation soon at the
weighted average level instead of price erosion. Hence, we consider this acquisition as a
move in the right direction.

Upside to be limited as a major part of earnings is gRevlimid-driven
We raise our FY24F-25F core earnings estimates by 3-4% as we bake in the acquisition.
While Dr Reddy’s Labs trades at just 16.6x our FY24F core earnings, its valuation may
remain subdued given the 40%-+ contribution from gRevlimid in the earnings that will erode
in FY27F. We retain HOLD rating on it with an unchanged target price of Rs4,556, or 14.9x
FY25F core earnings plus cash per share. Downside risk: Further erosion in profitability
ex-gRevlimid portfolio. Upside risk: Large product opportunities in the US market.

Financial Summary Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Revenue (Rsm) 189,722 214,391 240,802 268,101 286,503
Operating EBITDA (Rsm) 44,775 46,054 60,338 70,197 76,123
Net Profit (Rsm) 19,149 23,568 43,761 43,743 47,802
Core EPS (Rs) 155.7 186.8 215.2 262.8 287.2
Core EPS Growth (20.4%) 19.9% 15.2% 22.1% 9.3%
FD Core P/E (x) 28.84 24.05 20.87 17.09 15.64
DPS (Rs) 25.0 30.0 30.0 35.0 40.0
Dividend Yield 0.56% 0.67% 0.67% 0.78% 0.89%
EV/EBITDA (x) 16.50 15.88 11.72 9.73 8.47
P/FCFE () 11.36 16.45 17.80 10.40 7.86
Net Gearing (2.9%) (6.5%) (15.9%) (22.2%) (31.4%)
P/BV (x) 4.27 3.92 3.25 2.78 2.40
ROE 15.7% 17.0% 17.0% 17.5% 16.5%
% Change In Core EPS Estimates 3.60% 3.18%

InCred Research/Consensus EPS (x)
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Figure 1: Core valuation table

Fy21 FY22 FY23F FY24F FY25F
Core EPS (Rs) 139.1 158.8 197.8 248.5 272.8
Core EPS growth -9.3% 14.2% 24.6% 25.6% 9.8%
Cash per share (Rs) 206.7 276.7 355.4 499.5 730.0
Current core P/E (Rs) 29.7 26.0 20.9 16.6 15.2
Core ROIC 21.8% 20.2% 26.6% 29.5% 29.9%

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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BY THE NUMBERS
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Profit & Loss

(Rs m) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Net Revenue 189,722 214,391 240,802 268,101 286,503
Gross Profit 103,077 113,840 134,251 152,820 164,530
Operating EBITDA 44,775 46,054 60,338 70,197 76,123
Depreciation And Amortisation (12,798) (11,824) (12,955) (13,400) (13,800)
Operating EBIT 31,977 34,230 47,383 56,797 62,323
Financial Income/(Expense) (970) (958) (1,374) (800) (800)
Pretax Income/(Loss) from Assoc.

Non-Operating Income/(Expense) 3,605 5,838 3,866 3,000 3,000
Profit Before Tax (pre-El) 34,612 39,110 49,875 58,997 64,523
Exceptional Items

Pre-tax Profit 34,612 39,110 49,875 58,997 64,523
Taxation (9,175) (8,730) (14,496) (15,929) (17,421)
Exceptional Income - post-tax (6,768) (7,515) 7,938

Profit After Tax 18,669 22,865 43,317 43,068 47,102
Minority Interests 480 703 444 675 700
Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax

Net Profit 19,149 23,568 43,761 43,743 47,802
Recurring Net Profit 25,917 31,083 35,823 43,743 47,802
Fully Diluted Recurring Net Profit 25,917 31,083 35,823 43,743 47,802
Cash Flow

(Rs m) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
EBITDA 44,775 46,054 60,338 70,197 76,123
Cash Flow from Invt. & Assoc.

Change In Working Capital (8,288) (13,894) (12,019) (9,949) (6,419)
(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense

Other Operating Cashflow 24,627 22,456 46,071 47,993 55,983
Net Interest (Paid)/Received (970) (958) (1,374) (800) (800)
Tax Paid 12,046 6,610 (10,430) (2,200) (2,200)
Cashflow From Operations 35,703 28,108 34,267 44,993 52,983
Capex (12,476) (14,290) (10,000) (11,000) (11,500)
Disposals Of FAs/subsidiaries

Acg. Of Subsidiaries/investments (5,625) (8,300)

Other Investing Cashflow

Cash Flow From Investing 23,227 13,818 18,642 25,693 41,483
Debt Raised/(repaid) 6,848 3,520 (10,915) 1,195 678
Proceeds From Issue Of Shares (924) 334

Shares Repurchased

Dividends Paid (4,147) (4,146) (4,993) (4,993) (5,825)
Preferred Dividends

Other Financing Cashflow (16,171) (1,828) 10,430 2,200 2,200
Cash Flow From Financing (14,394) (2,120) (5,478) (1,598) (2,947)
Total Cash Generated 8,833 11,698 13,164 24,095 38,536
Free Cashflow To Equity 65,778 45,446 41,993 71,881 95,143
Free Cashflow To Firm 59,900 42,884 54,282 71,486 95,266
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Balance Sheet

(Rs m) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Cash And Equivalents 34,573 46,271 59,435 83,530 122,066
Total Debtors 49,641 66,764 69,833 77,749 83,086
Inventories 45,412 50,884 55,384 61,663 65,896
Total Other Current Assets 18,623 17,187 24,080 26,810 28,650
Total Current Assets 148,249 181,106 208,732 249,752 299,697
Fixed Assets 57,111 62,169 59,214 56,814 54,514
Total Investments 3,375 3,668 3,668 3,668 3,668
Intangible Assets 40,216 36,036 41,661 49,961 49,961
Total Other Non-Current Assets 16,540 13,675 13,675 13,675 13,675
Total Non-current Assets 117,242 115,548 118,218 124,118 121,818
Short-term Debt 23,136 28,099 20,000 20,000 20,000
Current Portion of Long-Term Debt
Total Creditors 21,916 25,572 25,265 27,707 29,453
Other Current Liabilities 36,420 44,171 46,921 51,455 54,699
Total Current Liabilities 81,472 97,842 92,186 99,162 104,152
Total Long-term Debt 6,299 5,746 2,930 4,124 4,802
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 2,739 2,539 2,539 2,539 2,539
Total Non-current Liabilities 9,038 8,285 5,469 6,663 7,341
Total Provisions
Total Liabilities 90,510 106,127 97,654 105,825 111,493
Shareholders Equity 174,981 190,527 229,740 269,165 311,842
Minority Interests (444) (1,119) (1,819)
Total Equity 174,981 190,527 229,296 268,046 310,023
Key Ratios

Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Revenue Growth 8.7% 13.0% 12.3% 11.3% 6.9%
Operating EBITDA Growth 19.7% 2.9% 31.0% 16.3% 8.4%
Operating EBITDA Margin 23.6% 21.5% 25.1% 26.2% 26.6%
Net Cash Per Share (Rs) 30.87 74.66 219.33 356.92 584.37
BVPS (Rs) 1,051.31 1,144.71 1,380.31 1,617.18 1,873.59
Gross Interest Cover 32.97 35.73 34.49 71.00 77.90
Effective Tax Rate 26.5% 22.3% 29.1% 27.0% 27.0%
Net Dividend Payout Ratio
Accounts Receivables Days 96.12 99.09 103.52 100.46 102.45
Inventory Days 169.51 174.78 182.02 185.30 190.86
Accounts Payables Days 81.25 86.19 87.07 83.86 85.52
ROIC (%) 14.1% 14.5% 18.5% 20.5% 22.0%
ROCE (%) 17.0% 16.0% 19.9% 20.9% 19.9%
Return On Average Assets 10.5% 11.1% 11.7% 12.5% 12.0%
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DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd.(formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INHO00011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(i) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

IRSPL may have issued other reports (based on technical analysis, event specific, short term views etc.) that are inconsistent with and reach different
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