RESULT UPDATE

DR.REDDYS LABORATORIES

Earnings continue to linger in weak terrain

India Equity Research| Pharmaceuticals

Dr. Reddys Laboratories’ (DRRD) Q4FY17 earnings continued to be weak
after the unsustainable gross margin spike in Q3FY17. Revenue, EBITDA
and adjusted PAT tumbled 5%, 25% and 4% YoY, respectively, hit by
supply constraints and pricing pressure in US. Including the recent limited
competition gVytorin launch, DRRD expects to launch >10 US products
during FY18. While Warning Letter at Miryalguda and Srikakulam could
get resolved, recent reaudit of Duvvuda’s oncology facility has led to
serious Form 483 observations, entailing escalation risks. We expect the
base business to remain under pressure, unless there are key launches of
gCopaxone and gNuvaring built in estimates. Maintain ‘HOLD’ with
INR2,660 (18x FY19E EPS) target price.

Ailing US operations continue to hurt base business

US business (43% of total) fell 20% YoY and 6% QoQ (in CC) due to high competition,
pricing pressure and some supply constraints (Isotretinoin). India (16% of total) was up
8% YoY impacted by general market slowdown. Russia (13% of total) jumped 26% YoY
(in CC) as DRRD supplied Rituximab tenders. Gross margin plummeted 549bps YoY and
793bps QoQ to 51% on gross margin dip in PSAI as well as global generics businesses.
Ergo, EBITDA margin was fell short of expectation, leading to a weak performance.

Delays in key launches and monetisation

DRRD expects >10 US launches during FY18. While its pipeline could spring positive
surprises (para-1/11/1ll), approval delays could derail near-term US revenue build up,
which hinges on a number of approvals with complex approval pathways (glLovenox,
gPentasa, gDiprivan and gDoxil). Approval pathways for gCopaxone and gNuvaring are
not straight forward. In gCopaxone, DRRD has responded to characterisation issue in
the DMF in December 2016 and has TAD for “November 2017. It is in the process of
addressing major deficiencies for gNuvaring. We have built best case scenario (H2FY19)
in our estimates. However, launch delay implies ~25% downside to our FY19 estimates.

Outlook and valuations: Earnings under pressure; maintain ‘HOLD’

While Warning Letter at Miryalguda and Srikakulam could get resolved, recent reaudit
of Duvvuda’s oncology facility has led to serious Form 483 observations, entailing
escalation risks. Several issues pose downside risks to DRRD’s earnings. At CMP, the
stock trades at 17.4x FY19E EPS. We maintain ‘HOLD/SP’.
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Financials (Consolidated) (INRmn)

Year to March Q4FY17 QAFY16 %change Q3FY17 %change FY17 FY18E FY19E  Rahul Solanki

Net revenue 35,542 37,562 (5.4) 37,065 (4.1) 140,809 156,380 181,885  +91226623 3317

EBITDA 5,834 7,797  (25.2) 8526  (31.6) 24,155 30,235 41,100 '°uhsclanki@edelweissfin.com

EBITDAmargin (%)  16.4 20.8 23.0 17.2 19.3 22.6  Archana Menon

Adjusted profit 3,221 4,443 (27.5) 4,708 (31.6) 12,039 15,932 24,485  *912266203020
archana.menon@edelweissfin.com

Adj. diluted EPS 18.9 26.0 (27.5)  28.4 (33.5) 72.6 96.1 147.7

P/E (x) 35.4 26.8 17.4

ROAE (%) 9.5 12.3 17.1  May 12,2017
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Q4FY17 conference call: Key highlights
Guidance for FY18

us

Tax: 24-25%.
Expects >10 launches in US versus 15 earlier.
Gross margin around 55% (+/- 200bps).

10-12% growth in India.

Revenue - USD228mn/956mn for Q4FY17/FY17. Business impacted due to supply
constraints and pricing pressure (low double digit).

26 filings in FY17.

2 launches in April—gVytorin (3 players market, Mylan has not launched due to
Warning Letter at Nashik) and gPrometrium.

Bachupally plant: Observations are procedural in nature and will not require any
incremental spend.

Miryalaguda plant: CB30 approval received.

Duvvada plant: 2 major injectables have partner sites also. One solid oral does not have
a partner site.

Copaxone: 20mg DMF response had been sent in ~December 2016; has received TAD
for ~6 months from now.

Nuvaring: Received CRL related to drug device. The company will respond in a few
weeks.

Aloxi: Interesting developments on litigation in ANDA with the competitor; will closely
watch over next 60 days. Has appealed for 505b2.

Proprietary products:

Zembrace: 500 prescriptions per week (up 33% QoQ).

Sernivo: 850 prescriptions per week (up 40% QoQ).

75% insurance coverage. Peak sales of Zembrace and Sernivo in 3 years.
Base business steady.

Xeglyze: Dependant on resolution of plant.

Derma product: PDUFA date later in FY18.

A N N N R RN

Expects positive cashflow over the next 3 years or so.

India

8%/9% growth for Q4FY17/FY17.

Edelweiss Securities Limited



Dr.Reddys Laboratories

Russia

e 26%/8% on back of win of Rituximab tender in Q4FY17.

Finance and Other
e Translation rate for the quarter: USD1/INR64.85.
e  Global generics-58.4% and PSAI-10%. Lower gross margin due to:

Impairment charges of USDémn.

v Inventory built up for failed launch written off.
v Failure to provide the quantity — Isotretinoin.
v High pricing pressure.

Higher maintenance cost.

e R&D: USD76mn. Capex: USD 36mn/USD 179mn for Q4FY17/FY17.

Table 1: Actual versus estimates (INR mn)
Deviation from
Q4FY17 YoY (%) Edel estimate YoY (%) Actual (%) Comments

Net revenue 35,542 (5) 36,310 (3.3) (2.1)

Cost of revenue 17,360 7 15,976 (1.9) 8.7 Global Generics GM: 58.5%
PSAI GM: 9.9%

Gross profit 18,182 (15) 20,334 (4.4) (10.6)

Gross margin (%) 51.2 270.4 56.0

S,G&A 7,769 (10) 8,500 (1.2) (8.6) Include impairment charge of INR335mn
pertaining to certain units of the global
generics segment

R&D 4,579 (6) 4,759 (2.5) (3.8) 12.9% of sales.

EBITDA 5,834 (25) 7,074 (9.3) (17.5)

EBITDA margin (%) 16.4 19.5

Depreciation 2,338 13 2,000 (3.0) 16.9

Amortization 866 (11) 1,000 3.1 (13.4)

Total operating expenses 15,552 (6) 16,259 (1.5) (4.4)

EBIT 2,630 (45) 4,074 (14.5) (35.5)

Less: Interest Expense (89.0) (100.0)

Add: Other income 505.0 64.5 300.0 (2.3) 68.3

Add: Exceptional items (137) (96) -

Profit before tax 3,087 27 4,474 84.4 (31.0)

Tax rate (%) 2.1 (353.5) 25.0

Less: Provision for Tax 64 (96) 1,119 (35.7) (94.3)  Low due to resolution of certain tax
matters pertaining to prior years

Less: Minority Interest (102) 73 (80) 35.6 27.5

Reported Profit 3,125 319 3,436 360.6 (9.0)

Adjusted Profit 3,221 (28) 3,436 (22.7) (6.3)

Source: Company, Edelweiss research
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Table 2: Revenue mix by segment — Consolidated

(INR mn)

Year to March Q4FY17 QA4FY16 %change Q3FY17 % change Comments
Global generics 29,138 30,775 (5.3) 30,638 (4.9)

North America 15,349 18,950 (19.0) 16,595 (7.5) Down 20% YoY/ 6% QoQ in CC due to increased
competition in valgancyclovir, decitabine, azacitidine
and discontinuation of McNeil business

Europe 2,066 1,759 17.5 2,148 (3.8)

India 5711 5,267 8.4 5,947 (4.0)

Russia & CIS 4,500 3,140 43.3 4,148 8.5 Russia:up 26% YoYin CC

Others 1,512 1,659 (8.9) 1,800 (16.0) RoW largely impacted on account of no sales in
Venezuela

PSAI 5401 5,765 (6.3) 5,400 0.0
Propr. products/Others 1,003 1,022 (1.9) 1,027 (2.3)
Net Sales 35,542 37,562 (5.4) 37,065 (4.1)

Chart 1: Revenue declines
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Chart 2: US revenue impacted by competition in key products and price erosion
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Chart 3: India grew 8% YoY, impacted by market factors
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Table 3: Therapy-wise break up of sales (INR mn)
Contribution (%) MAT Mar'l7 MAT Mar'16 Growth YoY (%)
Gastro Intestinal 21 5,182 5,191 (0.2)
Anti-Neoplastics 14 3,591 2,655 35.2
Cardiac 14 3,372 3,531 (4.5)
Respiratory 9 2,318 2,028 14.3
Anti-Infectives 8 1,883 1,798 4.7
Anti Diabetic 7 1,648 1,586 3.9
Pain / Analgesics 7 1,647 1,642 0.3
Derma 6 1,442 1,540 (6.4)
Urology 4 974 954 2.1
Stomatologicals 3 759 774 (1.9)
Others 8 2,082 1,973 5.5
Acute 52 13,065 11,647 12.2
Chronic 27 6,739 7,085 (4.9)
Sub-Chronic 20 5,094 4,941 3.1
Total Sales 100 24,898 23,673 5.2
Source: Company, Edelweiss research
Table 4: Top brands (INR mn)
MAT Mar'17 MAT Mar'1l6  Growth YoY (%)
Omez Gastro Intestinal 1,130 1,325 (14.7)
Omez D Gastro Intestinal 1,039 982 5.9
Nise Pain / Analgesics 709 745 (4.8)
Econorm  Gastro Intestinal 648 729 (11.1)
Atarax Respiratory 618 439 40.8
Razo D Gastro Intestinal 598 528 13.3
Stamlo Cardiac 595 686 (13.3)
Razo Gastro Intestinal 553 472 17.2
Reditux Anti Neoplastics 500 485 2.9
Stamlo Beta Cardiac 496 477 4.1
Total 6,888 6,869 0.3

Source: Company, Edelweiss research
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Chart 4: Russia / CIS revenues grew 8% QoQ
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Chart 5: PSAIl revenue stable QoQ

20.0
10.0 I
X
(10.0)
(20.0)
(30.0)
n (Vo] (o] (e} (o] ™~ ™~ ~ ™~
i — — i i — — — —
> > > > > > > > >
[N (NN (NN (N (N (N (N (N (N
< — o o < — o o <
o] o o] o] o] o] o] o] o]
BPSAI

Chart 6: Gross margin declined QoQ
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Dr.Reddys Laboratories

Chart 7: EBITDA and PAT margins declined QoQ
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Financial snapshot (INR mn)
Year to March Q4FY17 Q4FY16 % change Q3FY17 % change FY17 FY18E FY19E
Net revenues 35,542 37,562 (5.4) 37,065 (4.1) 140,809 156,380 181,885
Cost of revenue 17,360 16,286 6.6 15,166 14.5 62,453 69,433 78,211
Gross profit 18,182 21,276 (14.5) 21,899 (17.0) 78,356 86,947 103,674
SG&A 7,769 8,600 (9.7) 8,417 (7.7) 34,650 36,383 38,929
R&D 4,579 4,879 (6.1) 4,956 (7.6) 19,551 20,329 23,645
Amortization expenses 866 970 (10.7) 988 (12.3) - - -
Total expenditure 15,552 16,511 (5.8) 16,297 (4.6) 54,201 56,712 62,574
EBITDA 5,834 7,797 (25.2) 8,526 (31.6) 24,155 30,235 41,100
EBITDA margin 16.4 20.8 23.0 17.2 19.3 22.6
Depreciation 2,338 2,062 13.4 1,936 20.8 11,722 11,750 11,775
EBIT 2,630 4,765 (44.8) 5,602 (53.1) 12,433 18,486 29,325
Other income 505 307 64.5 187 170.1 1,065 855 1,073
Interest (89) (1,051) NA (54) NA (806) (1,000) (1,000)
Add: Exceptional items (137) (3,697) NA (20) NA

Profit before tax 3,087 2,426 27.2 5,833 (47.1) 14,304 20,341 31,399
Provision for taxes 64 1,739 (96.3) 1,221 (94.8) 2,614 4,759 7,314
Minority interest (102) (59) NA (89) NA (349) (350) (400)
Reported net profit 3,125 746 318.9 4,701 (33.5) 12,039 15,932 24,485
Adjusted Profit 3,221 4,443 (27.5) 4,708 (31.6) 12,039 15,932 24,485
Diluted shares (mn) - 171 166 166 166 166
Adjusted Diluted EPS - 26.0 (100.0) 28.4 (100.0) 72.6 96.1 147.7
Diluted P/E (x) - - - 35.4 26.8 17.4
EV/EBITDA (x) - - - 19.0 14.9 10.8
ROAE (%) - - - 9.5 12.3 17.1
As % of net revenues - - - - - 1
Cost of revenue 48.8 43.4 40.9 44.4 44.4 43.0
Gross profit 51.2 56.6 59.1 55.6 55.6 57.0
SG&A 21.9 22.9 22.7 24.6 23.3 21.4
R&D 12.9 13.0 13.4 13.9 13.0 13.0
Total expenses 43.8 44.0 44.0 38.5 36.3 34.4
Operating profit 7.4 12.7 15.1 8.8 11.8 16.1
Reported net profit 8.8 2.0 12.7 8.5 10.2 13.5
Tax rate 2.1 71.7 20.9 18.3 23.4 23.3

8 Edelweiss Securities Limited



Dr.Reddys Laboratories

Company Description

Dr. Reddy’s is one of the largest Indian generic companies in the world with presence in
more than 40 countries. USA is its largest market and contributes more than 40% of its
revenues. It has one of the largest portfolios among Indian generic players and has enabled
it to become a prominent generic player in the US. Russia and India are the two other key
geographies, where it has significant presence. Apart from strengths in developing niche
generic products, vertical integration into APIs has enabled it to become a global generic
powerhouse. It operates 30 facilities (10 USFDA approved) and is actively supported by an
extensive R&D programme. It also has one of the deepest pipelines of bio-similars amongst
leading global generic companies, addressing global brand sales of USD30bn.

Investment Theme

Dr. Reddy’s stands out with its world class R&D skills in developing technically
complex/niche products which attract limited competition and is well set to capture the
less-explored world of higher complexity generic products in the US. It is also among the
leading players globally with a strong pipeline in the high potential biosimilars space which
will be a long term growth driver. We believe that higher contribution from niche pipeline in
US, strong growth in Russia & bounce back in India should drive strong earnings growth.

Key Risks

e Slowdown in ANDA approvals and USFDA related regulatory risks are part of the
generics business

e Delay in bounce back in the PSAIl business

e  Failure to get approvals for Biosimilars and niche derma pipeline

Edelweiss Securities Limited
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Financial Statements

Key Assumptions Income statement (INR mn)
Year to March FY16 FY17 FY18E FY19E Year to March FY16 FY17 FY18E FY19E
Macro Net revenue 154,708 140,809 156,380 181,885
GDP(Y-0-Y %) 7.4 6.5 7.1 7.7 Income from operations 154,708 140,809 156,380 181,885
Inflation (Avg) 4.8 4.8 5.0 5.2  Materials costs 62,427 62,453 69,433 78,211
Repo rate (exit rate) 6.8 6.3 6.3 6.3 R&D Cost 17,834 19,551 20,329 23,645
USD/INR (Avg) 65.0 67.5 67.0 67.0 Total SG&A expenses 35,359 34,650 36,383 38,929
Sector EBITDA 39,088 24,155 30,235 41,100
IPM growth (Y-0-Y) % 12.0 12.0 12.0 13.0  Operating profit 39,088 24,155 30,235 41,100
Company EBIT 28,745 12,433 18,486 29,325
India sales (INR mn) 21,293 23,131 25,907 29,016 Add: Other income 874.00 1,065.00 855.49 1,073.2
% change 19.2 8.6 12.0 12.0  Less: Interest Expense 2,708 (806)  (1,000)  (1,000)
US generics (USD mn) 1,139 942 1,030 1,300 Add: Exceptional items 4,133 - - -
Growth (YoY)% 18.7 (17.3) 9.3 26.2  Profit Before Tax 26,911 14,304 20,341 31,399
Russia/ CIS growth(YoY)% 5.2 11.5 20.0 10.0  Less: Provision for Tax 7,127 2,614 4,759 7,314
PSAI growth (YoY) % (17.3) (8.4) 5.9 3.0 Associate profit share 229 349 350 400
EBITDA margins (%) 25.3 17.2 19.3 22.6  Reported Profit 20,013 12,039 15,932 24,485
R&D (% of sales) 11.5 13.9 13.0 13.0  Exceptional Items 4,133 - - -
USD/INR (Avg) 65.0 67.5 67.0 67.0 Adjusted Profit 23,061 12,039 15,932 24,485
Net debt to equity (x) (0.1) 0.3 0.2 0.1 Shares o /s (mn) 171 166 166 166
Adjusted Basic EPS 135.0 72.6 96.1 147.7
Diluted shares o/s (mn) 171 166 166 166
Adjusted Diluted EPS 135.0 72.6 96.1 147.7
Adjusted Cash EPS 195.5 143.4 167.0 218.8
Dividend per share (DPS) 19.9 20.0 26.5 40.7
Dividend Payout Ratio(%) 17.0 27.5 27.5 27.5
Common size metrics
Year to March FY16 FY17 FY18E FY19E
Operating expenses 74.7 82.8 80.7 77.4
Materials costs 40.4 44.4 44.4 43.0
S G & A expenses 229 24.6 233 21.4
R & D cost 11.5 13.9 13.0 13.0
Depreciation 6.7 8.3 7.5 6.5
Interest Expense 1.8 (0.6) (0.6) (0.5)
EBITDA margins 253 17.2 19.3 22.6
Net Profit margins 14.9 8.6 10.2 13.5
Growth ratios (%)
Year to March FY16 FY17 FY18E FY19E
Revenues 4.4 (9.0) 11.1 16.3
EBITDA 16.8 (38.2) 25.2 35.9
PBT (3.8) (46.8) 42.2 54.4
Adjusted Profit 3.1 (47.8) 323 53.7
EPS 3.1 (46.2) 323 53.7
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Dr.Reddys Laboratories

Balance sheet (INRmn)  Cash flow metrics
As on 31st March FY16 FY17 FY18E FY19E Year to March FY16 FY17 FY18E FY19E
Share capital 853 828 828 828 Operating cash flow 41,247 37,828 24,210 26,310
Reserves & Surplus 127,483 123,216 133,885 150,281 Investing cash flow (20,423) (38,954) (12,203) (12,000)
Shareholders' funds 128,336 124,044 134,713 151,108 Financing cash flow (17,001) (35,344) (5,701) (8,089)
Short term borrowings 22,828 22,828 22,828 22,828 Net cash Flow 3,823 (36,469) 6,306 6,220
Long term borrowings 10,685 26,357 26,357 26,357 Capex (22,727) (38,954) (12,000) (12,000)
Total Borrowings 33,513 49,185 49,185 49,185 Dividend paid (3,405) (3,977) (5,264) (8,089)
Long Term Liabilities 3,216 3,216 3,216 3,216
Def. Tax Liability (net) (4,230)  (4,230) (4,230) (4,230) Profitability and efficiency ratios
Sources of funds 160,835 172,215 182,884 199,279  Year to March FY16 FY17 FY18E FY19E
Depreciation 10,343 11,722 11,750 11,775  ROAE (%) 19.2 9.5 12.3 17.1
Net Block 53,961 57,160 57,410 57,636  ROACE (%) 18.8 8.1 10.9 15.9
Intangible Assets 24,644 48,677 48,677 48,677 Inventory Days 149 158 158 155
Total Fixed Assets 78,605 105,837 106,087 106,313 Debtors Days 97 103 94 92
Non current investments 3,297 3,297 3,500 3,500 Payable Days 67 75 74 73
Cash and Equivalents 39,955 18,136 24,442 30,663 Cash Conversion Cycle 179 186 178 174
Inventories 25,578 28,529 31,684 34,897  Current Ratio 2.9 2.8 2.8 3.1
Sundry Debtors 41,306 38,065 42,274 49,169  Gross Debt/EBITDA 0.9 2.0 1.6 1.2
Loans & Advances 12,849 11,695 12,988 15,106  Gross Debt/Equity 0.3 0.4 0.4 0.3
Current Assets (ex cash) 79,733 78,289 86,946 99,172  Adjusted Debt/Equity 0.3 0.4 0.4 0.3
Trade payable 12,300 13,417 14,901 16,412 Net Debt/Equity (0.1) 0.3 0.2 0.1
Other Current Liab 29,518 20,990 24,691 25,457 Interest Coverage Ratio 10.6 (15.4) (18.5) (29.3)
Total Current Liab 41,818 34,407 39,592 41,868
Net Curr Assets-ex cash 37,915 43,882 47,354 57,304 Operating ratios
Uses of funds 160,835 172,215 182,884 199,279  Year to March FY16 FY17 FY18E FY19E
BVPS (INR) 751.1 748.5 812.9 911.8  Total Asset Turnover 1.0 0.8 0.9 1.0
Fixed Asset Turnover 2.2 1.5 1.5 1.7
Free cash flow (INR mn) Equity Turnover 13 1.1 1.2 1.3
Year to March FY16 FY17 FY18E FY19E
Reported Profit 20,013 12,039 15,932 24,485  Valuation parameters
Add: Depreciation 10,343 11,722 11,750 11,775  Year to March FY16 FY17 FY18E FY19E
Interest (Net of Tax) 1,991 (659) (766) (767)  Adj. Diluted EPS (INR) 135.0 72.6 96.1 147.7
Others 9,940 16,133  (8,586) (17,780)  Y-o-Y growth (%) 3.1 (46.2) 32.3 53.7
Less: Changes in WC 1,040 1,407 (5,880) (8,597) Adjusted Cash EPS (INR) 195.5 143.4 167.0 218.8
Operating cash flow 41,247 37,828 24,210 26,310 Diluted P/E (x) 19.1 355 26.8 17.5
Less: Capex 22,727 38,954 12,000 12,000 P/B(x) 34 3.4 3.2 2.8
Free Cash Flow 18,520 (1,126) 12,210 14,310 EV/Sales(x) 2.8 33 29 2.4
EV / EBITDA (x) 11.1 19.0 15.0 10.9
Dividend Yield (%) 0.8 0.8 1.0 1.6
Peer comparison valuation
Market cap Diluted P/E (X) EV / EBITDA (X) ROAE (%)
Name (USD mn) FY18E FY19E FY18E FY19E FY18E FY19E
Dr.Reddys Laboratories 6,648 26.8 17.5 15.0 10.9 12.3 17.1
Aurobindo Pharma 5,681 14.1 13.3 9.3 8.5 24.7 21.3
Cipla 7,104 25.7 22.6 14.9 12.6 13.0 133
Lupin 8,805 19.6 17.7 13.5 11.8 19.8 18.8
Sun Pharmaceuticals Industries 24,436 19.6 16.8 12.4 9.8 18.8 18.4
Median - 19.6 17.5 13.5 10.9 18.8 18.4
AVERAGE - 21.2 17.6 13.0 10.7 17.7 17.8
Source: Edelweiss research
:
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Additional Data

Directors Data

Satish Reddy Chairman GV Prasad Co-Chairman & CEO

Dr. Omkar Goswami Independent Director Ravi Bhoothalingam Independent Director
Anupam Puri Independent Director J. P. Moreau Independent Director
Kalpana Morparia Independent Director Bruce LA Carter Independent Director
Ashok Ganguly Independent Director Sridar lyengar Independent Director

Auditors - BSR & Co., Chartered Accountants, and KPMG India

*as per last annual report

Holding — Top10

Perc. Holding Perc. Holding
Dr reddys holdings | 24.52 Commonwealth bank of 9.65
Blackrock 7.33 Massachusetts mutual 3.27
Templeton asset mgmt 1.55 Gic private limited 1.44
Franklin resources 1.42 Teluk kemang invs It 1.25
Vanguard group 1.01 Vontobel holding ag 1.01
*in last one year
Bulk Deals
Data Acquired / Seller B/S Qty Traded Price
16 Jun 2016 Dr Reddys Laboratories Ltd Buy 884213 3076.83
*in last one year
Insider Trades
Reporting Data Acquired / Seller B/S Qty Traded
17 Jan 2017 GV Prasad Sell 212000.00
17 Jan 2017 K Satish Reddy Sell 212000.00
17 Jan 2017 Dr. Reddy's Holdings Limited Buy 424000.00
10 Oct 2016 GV Prasad Buy 20800.00
05 Oct 2016 GV Prasad Buy 66000.00

*in last one year
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RATING & INTERPRETATION _

STOCK
RATING

Company Absolute Relative Relative | Company Absolute Relative  Relative
reco reco risk reco reco
Apollo Hospitals Enterprise BUY SO L Aurobindo Pharma HOLD SP
Cadila Healthcare BUY SO Cipla HOLD SP
Divi's Laboratories HOLD SO Dr. Lal Pathlabs Ltd BUY SP
Dr.Reddys Laboratories HOLD SP FORTIS HEALTHCARE LTD BUY SO
Glenmark Pharmaceuticals HOLD SP HealthCare Global Enterprises BUY SP
Limited
Ipca Laboratories REDUCE SuU Lupin HOLD SP
Max India Limited BUY SO Natco Pharma BUY Nej
Sun Pharmaceuticals Industries BUY SO Thyrocare Technologies Ltd BUY SP

Torrent Pharmaceuticals BUY Nej

ABSOLUTE RATING

Ratings Expected absolute returns over 12 months
Buy More than 15%
Hold Between 15% and - 5%

Reduce Less than -5%

RELATIVE RETURNS RATING

Ratings Criteria

Sector Outperformer (SO) Stock return > 1.25 x Sector return

Sector Performer (SP) Stock return > 0.75 x Sector return
Stock return < 1.25 x Sector return

Sector Underperformer (SU) Stock return < 0.75 x Sector return

Sector return is market cap weighted average return for the coverage universe
within the sector

RELATIVE RISK RATING

Ratings Criteria

Low (L) Bottom 1/3rd percentile in the sector
Medium (M) Middle 1/3rd percentile in the sector
High (H) Top 1/3rd percentile in the sector

Risk ratings are based on Edelweiss risk model

SECTOR RATING
Ratings Criteria
Overweight (OW) Sector return > 1.25 x Nifty return
Equalweight (EW) Sector return > 0.75 x Nifty return

Sector return < 1.25 x Nifty return

Underweight (UW) Sector return < 0.75 x Nifty return

13 Edelweiss Securities Limited
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Coverage group(s) of stocks by primary analyst(s): Pharmaceuticals

Apollo Hospitals Enterprise, Aurobindo Pharma, Cadila Healthcare, Cipla, Divi's Laboratories, Dr. Lal Pathlabs Ltd, Dr.Reddys Laboratories, FORTIS

HEALTHCARE LTD, Glenmark Pharmaceuticals, HealthCare Global Enterprises Limited, Ipca Laboratories, Lupin, Max India Limited, Natco Pharma, Sun
Pharmaceuticals Industries, Thyrocare Technologies Ltd, Torrent Pharmaceuticals

Recent Research

Date Company Title Price (INR) Recos
12-May-17  Glenmark Disappointment on all fronts; 760 Hold
Pharma Result Update
12-May-17 Thrycare  Strong quarter; to focus on 734 Buy
Technologies tier-2 geographies;
Result Update
19-Apr-17  Healthcare - Speed bumps ahead; prefer
Paharma  hospitals over diagnostics;
Sector Update
Distribution of Ratings / Market Cap
Edelweiss Research Coverage Universe Rating Interpretation
Buy Hold Reduce Total Rating Expected to
Rating Distribution* 161 67 11 240 Buy appreciate more than 15% over a 12-month period
* 1stocks under review
Hold iat to 15% 12- th jod
> 50bn Between 10bn and 50 bn < 10bn © appreciate up fo 157 overa Lasmonth perio
Reduce depreciate more than 5% over a 12-month period
Market Cap (INR) 156 62 11
One year price chart
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is
licensed to carry on the business of broking, depository services and related activities. The business of ESL and its Associates (list
available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME
Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration
No.INH200000121 and distributed as per SEBI (Research Analysts) Regulations 2014. This report does not constitute an offer or
solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency
Derivatives. The information contained herein is from publicly available data or other sources believed to be reliable. This report is
provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. The
user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it
deems necessary to arrive at an independent evaluation of an investment in Securities referred to in this document (including the
merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. 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. 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 ESL and associates / group companies to any registration or licensing
requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons
in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date
of this report and there can be no assurance that future results or events will be consistent with this information. This information
is subject to change without any prior notice. ESL reserves the right to make modifications and alterations to this statement as
may be required from time to time. ESL or any of its associates / group companies shall not be in any way responsible for any loss
or damage that may arise to any person from any inadvertent error in the information contained in this report. ESL is committed
to providing independent and transparent recommendation to its clients. Neither ESL nor any of its associates, group companies,
directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or consequential
including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary
trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed
herein. Past performance is not necessarily a guide to future performance .The disclosures of interest statements incorporated in
this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in
the report. The information provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of ESL and may not be used in
any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including
network (Internet) reasons or snags in the system, break down of the system or any other equipment, server breakdown,
maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall ESL be
liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or
expenses arising in connection with the data presented by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. We will not treat recipients as customers by virtue of
their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to
time, have long or short positions in, and buy or sell the Securities, 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
subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other
potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of
publication of research report or at the time of public appearance. ESL may have proprietary long/short position in the above
mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional
advice before investing. This should not be construed as invitation or solicitation to do business with ESL.
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ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may
have managed or co-managed public offering of securities for the subject company in the past 12 months. ESL or its associates
may have received compensation for investment banking or merchant banking or brokerage services from the subject company in
the past 12 months. ESL or its associates may have received any compensation for products or services other than investment
banking or merchant banking or brokerage services from the subject company in the past 12 months. ESL or its associates have
not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
Research analyst or his/her relative or ESL’s associates may have financial interest in the subject company. ESL and/or its Group
Companies, their Directors, affiliates and/or employees may have interests/ positions, financial or otherwise in the
Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst and his/her
relative may have other potential/material conflict of interest with respect to any recommendation and related information and
opinions at the time of publication of research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange
rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by numerous market
factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in
interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the
value of the currency. Investors in securities such as ADRs and Currency Derivatives, whose values are affected by the currency of
an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month
immediately preceding the date of publication of research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of
the month immediately preceding the date of publication of research report: No

ESL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately
preceding the date of publication of research report: No

Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years except that ESL had submitted an offer of settlement with Securities and
Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to
their charges of non registration as a broker dealer.

A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

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 companies and its or their securities, and no part of his or her compensation was, is or will be, directly or
indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States
(U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required
to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public
appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule
15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and
Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as
specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied,
duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC
in order to conduct certain business with Major Institutional Investors, Edelweiss Securities Limited has entered into an
agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial
Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the
“Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being
referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment
activity to which this research report relates is available only to relevant persons and will be engaged in only with relevant
persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other
person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have
prepared the research report. The research analysts preparing the research report are resident outside the Canada and are not
associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by
a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario
Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of
Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among other things, the research
analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103"))
who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the recipient of this report is not an
Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to
the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain
international advisers and/or dealers. Please be advised that (i) ESL is not registered in the Province of Ontario to trade in
securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv)
there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for
service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No.
201016306H) which is a holder of a capital markets services license and an exempt financial adviser in Singapore and (ii) solely to
persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"),
sections 25, 27 and 36 of the Financial Advisers Act, Chapter 110 of Singapore shall not apply to EIAPL when providing any
financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for
private investors.

Copyright 2009 Edelweiss Research (Edelweiss Securities Ltd). All rights reserved
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