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SERIES India Equity Research| Pharmaceuticals Ideas create, values protect
Dr. Reddy’s Laboratories (DRRD) is our top pick in the large-cap pharma
space and is also part of the Braveheart Series. Key assets of the company
. . .. Absolute Rating BUY
are progressing well and here is the update- 1) gSuboxone — Awaiting N berformer

decision of the appeals court, which is expected in next few months; 2)
gNuvaring — Minor query, expected launch in H1CY2019 vs H2FY2019

Risk Rating Relative to Sector ~ Medium

Sector Relative to Market Equalweight
earlier; 3) gCopaxone — will submit response on earlier queries by August
2018 approval is expected in H2CY2019; 4) DFNO2 — PDUFA date in
January 2019, preparing for launch; 5) Srikakulam — Responded to all MARKET DATA (R: REDY.BO, B: DRRD IN)
queries and USFDA response is expected; 6) Duvvada — Invited USFDA to cMep * INR 2,133
re-inspect the plant. There are multiple triggers in earnings in FY19, with ~ TargetPrice + INR 3,350
full potential expected to be seen in FY20. Refer to our upgrade note. Sz_we?k‘range“NR) : 2,725 /1,887

. . Share in issue (mn) : 165.9

Maintain ‘BUY’ and TP of INR3,350. M cap (INR bn/USD mn) : 354 /5,044

Avg. Daily Vol.BSE/NSE(‘000) : 839.3
Strong domestic sales along with growth in the U.S.

In Q1FY19, domestic business posted third consecutive quarter of double digit growth SHARE HOLDING PATTERN (%)

of 30% YoY, though on a GST impacted base. Management estimates double digit Current Q4FY18 Q3FY18
growth in FY19. US sales jumped 10% QoQ led by new launches like gSuboxone and Promoters * 26.8 26.8 26.8
gAloxi, and partly offset by competitive pressures in gDacogen and gToprol. MF's, FI's & BK's  14.8 14.8 15.4
Management expects 15-20 launches in FY19, which include a few site transfers from Fil's 30.3 303 293
Duvvada; estimates Zembrace to clock USD20mn in FY19. Emerging markets grew 16% Others 28.2 28.2 28.6
YoY led by robust spurt in Russia and ROW. Europe declined 3% YoY primarily due to * Promoters pledged shares 1.2

. . . (% of share in issue)
price erosion in key molecules.

FY19 - A year to look forward to e e——

. EW Pharma
DRRD’s key priorities are: 1) fighting the appeals case in preliminary injuction on Stock  Nifty Ineex
gSuboxone; 2) accelerating approval of key products like gNuvaring, gCopaxone and S (15.2) 2 (5.0)
others; 3) working towards successful resolution of USFDA’s concerns on the two 3 months (5.0) 3.7 (2.2)
warning letter impacted plants; 4) strengthening the portfolio across markets and grow 12 months  (26.8) 10.7 (10.0)
higher than respective markets; and 5) improving cost efficiencies and productivity
across functions like R&D, manufacturing and marketing
Outlook and valuations: Revival continues; maintain ‘BUY’
We believe DRRD’s promising complex generics pipeline, strong earnings revival and
compelling valuations at 12.8x FY20E EPS render it a prime re-rating candidate. We Deepak Malik
maintain ‘BUY/SP’ with TP of INR3,350. I 22 EIEAD £

deepak.malik@edelweissfin.com

Financials (Consolidated) (INRmn) Ankit Hatalkar

YeartoMar. Q1FY19 QI1FY18 %change QA4FY18 %change FY18 FY19E FY20E 491 22 2286 3097

Netrevenue 37,207 33,159 12.2 35,349 53 1,42,028 1,62,275 1,90,139 ankit.hatalkar@edelweissfin.com
EBITDA 7,575 3,058 147.7 5,510 37.5 22,891 36,674 45,633 Videesha Mehta

Adj. profit 4,561 584 681.0 3,022 50.9 9,806 20,834 27,724  \ideesha.mehta@edelweissfin.com
Adj. dil. EPS 27.5 3.5 681.0 18.2 50.9 59.2 125.7 167.3

P/E (x) 36.1 17.0 12.8

ROAE (%) 7.8 15.4 17.9 July 26, 2018

Edelweiss Securities Limited
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Pharmaceuticals
Q1FY19 conference call: Key highlights

FY19 Guidance

e  US business to grow in FY19 despite double digit price erosion. 15-20 launches in FY19
compared to 15 given earlier. Further, these are not subjected to warning letter
resolution of two sites. Few products from these have been site transferred from
Duvvada.

e  Domestic business is expected to grow double digit in FY19.

e  Capexless than INR10bn for FY19.

North America
e  Four new products launched during the quarter.

e gSuboxone: Timing for (lifting injunction) appeal can be as early as September 2018,
but can go to the next quarter. The company has started amortizing the product. 8mg
strength is the primary volume driver.

e gNuvaring: Recently received a few additional queries. DRRD is positive about the type
of queries. Working on response and will submit in two months. Launch expected in
H1CY19.

e gCopaxone: CRL response to be submitted in next couple of weeks. Additional queries
likely to arise in the normal course. Expected to launch in H2CY19.

e  Price erosion in Q1FY19 is lower than previous year (approximately mid to high teens
earlier).

e In QI1FY19, US business has a constant currency growth of 7%. Ex-Suboxone,
performance has still improved, YoY and QoQ.

Proprietary products

e  DFNO02: PDUFA date January 2019 and expected launch in Q1FY20.

e  Zembrace: Prescription value continuously increasing. 10% growth in prescription
volumes accompanied with increase in subscriber base.

e  Sernivo: Slight decline in volumes. Sales have not peaked out at all. Coverage has been
an issue, and company is taking constant efforts to expand coverage. In coming weeks,
DRRD expects to hear about increasing coverage from respective plants. Approximately
24-36 months to peak.

e DFDO6: Partner has launched the product in May.

Regulatory

e Duvvada: DRRD has already invited USFDA for inspection however company is yet to
hear from the agency.

e  Srikakulam: Company has responded to all the queries, and is expecting US FDA
response

2 Edelweiss Securities Limited
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Russia & others

Strong revival due to better buying patterns following a soft Q4FY18. New product
launches in new markets like Brazil and Colombia.

India

Expect double digit growth in FY19.

Financials

Gross margin higher due to depreciation of INR w.r.t. to EUR; benefit from gSuboxone
sale offset by price erosion.

R&D cost is lower in Q1FY19 due to conscious efforts to prioritize costs. However,
company expects R&D to be similar to previous year.

Tax rate going forward would be at 21-23%.

Working capital is higher for the quarter due to temporary surge in inventory of new
products due to increase in credit period for key customers in the US, gSuboxone sales,
sales fluctuations, but primarily increases is due to US.

Net debt ratio - 0.29.

In the medium to long term, a few sites will be closed on rationalization and shifting
manufacturing to new sites. One site for antibiotics will be sold during the next week.
One or two sale of sites during FY19 can be expected.

Personnel expense will increase due to annual increment—not more than single digit.

API price erosion: Increase in China is offset by purchase of API from other geographies.

Edelweiss Securities Limited



“bayes™

SERIES

Table 1: Actual versus estimates

Pharmaceuticals

Deviation from
Q1FY19 YoY (%) Edel estimate YoY (%) Actual (%) Comments

Net revenue 37,207 12.2 38,549 16.3 (3.5)

Cost of revenue 16,479 2.6 16,961 5.6 (2.8)

Gross profit 20,728 21.2 21,587 26.3 (4.0)

Gross margin (%) 55.7 56.0 Global Generics GM: 61.2%,

PSAI GM: 21.9%

S,G&A 8,996 0.4 9,059 1.1 (0.7)

R&D 4,157 (18.1) 5,166 1.8 (19.5)

EBITDA 7,575 147.7 7,363 140.8 2.9

EBITDA margin (%) 20.4 19.1

Depreciation 2,214 10.3 2,120 5.6 4.4

Amortization 896 133 880 11.3 1.8

Total operating expenses 16,263 (3.4) 17,224 2.3 (5.6)

EBIT 4.465 1.623.9 4.363 1.584.5 2.3

Less: Interest Expense (156.0) (250.0)

Add: Other income 303.0 56.2 200.0 3.1 51.5

Add: Exceptional items - (100.0) -

Profit before tax 4,924 630.6 4,813 614.1 2.3

Tax rate (%) 9.1 23.2 23.0

Less: Provision for Tax 446 146.4 1,107 511.6 (59.7)

Less: Minority Interest (83) (15.3) (100) 2.0 (17.0)

Reported Profit 4,561 671.7 3,806 544.0 19.8

Adjusted Profit 4,561 681.0 3,806 551.7 19.8

Table 2: Revenue mix by segment — Consolidated
Year to March Q1FY19 Q1FY18 %change QA4FY18 % change Comments
Global generics 30,593 27,455 114 27,883 9.7
North America 15,903 14,946 6.4 14,487 9.8 N.America (40% of total) increased by 6% YoY/
10% QoQ on contribution from new products,
primarily gSuboxone, and partly offset by
competitive pressures on some of the key
Europe 2,016 2,075 (2.8) 1,711 17.8 EU (7% of total) was down 3% YoY / up 18% QoQ,
primarily on account of higher price erosion.
India 6,074 4,687 29.6 6,138 (1.0) India (16% of total) was up 30% YoY / declined 1%
QoQ impacted due to GST transition
Russia & CIS 4,900 4,347 12.7 3,747 30.8 Russia & CIS (12% of total) increased 13% YoY /
31% QoQ. Russia grew 14% YoY in CC, while RoW
grew 17% YoY.
Others 1,700 1,400 21.4 1,800 (5.6)

PSAI 5,409 4,651 16.3 6,251 (13.5) PSAI business (17% of business) was up 16% YoY /
down 13% QoQ. 2 DMFs were filed in the US this
quarter.

Propr. products/Others 1,162 1,053 10.4 1,262 (7.9)

Net Sales 37,164 33,159 12.1 35,396 5.0

Source: Company, Edelweiss research
4



Dr.Reddys Laboratories ,,,M“{(\

SERIES

Chart 1: Group revenue improves 12% YoY / 5% QoQ

40,000 30.0
38,000 21.0
= 36,000 120 &
IS <
o« E
£ 34,000 30 2
G}
32,000 I (6.0)
30,000 (15.0)
~ M~ ~ M~ [ee] e} o0 o0 ()}
i — i - i i — - i
> > > > > > > > >
(N (N (N (N (N (N (N (N (N
- o (32) < i o (32} < —
(of of of (of (of of of g (of
I Revenue —=YoY Growth
Chart 2: US grew due to new product launches including gSuboxone
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Chart 3: India grew 30% YoY / declined 1% QoQ
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Chart 4: Russia recoups after 4 quarters of decline
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Chart 5: PSAI revenue grew 16% YoY / declined 14% QoQ
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Chart 7: EBITDA and PAT margin improve significantly
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Financial snapshot (INR mn)
Year to March Q1FY19 Q1FY18 % change Q4FY18 % change FY18 FY19E FY20E
Net revenues 37,207 33,159 12.2 35,349 5.3 142,028 162,275 190,139
Cost of revenue 16,479 16,062 2.6 16,454 0.2 65,724 69,454 79,858
Gross profit 20,728 17,097 21.2 18,895 9.7 76,304 92,821 110,281
SG&A 8,996 8,964 0.4 9,037 (0.5) 35,148 35,051 39,929
R&D 4,157 5,075 (18.1) 4,348 (4.4) 18,265 21,096 24,718
Amortization expenses 896 791 13.3 921 (2.7) - - -
Total expenditure 16,263 16,838 (3.4) 16,415 (0.9) 53,413 56,147 64,647
EBITDA 7,575 3,058 147.7 5,510 37.5 22,891 36,674 45,633
EBITDA margin 204 9.2 15.6 16.1 22.6 24.0
Depreciation 2,214 2,008 10.3 2,109 5.0 11,762 11,587 11,628
EBIT 4,465 259 1,623.9 2,480 80.0 11,129 25,087 34,006
Interest (156) (211) NA (1,032) NA (2,080) (800) (800)
Other income 303 194 56.2 167 81.4 788 800 800
Add: Exceptional items - 10 (100.0) - - - -
Profit before tax 4,924 674 630.6 3,679 33.8 13,997 26,687 35,606
Provision for taxes 446 181 146.4 726 (38.6) 4,535 6,223 8,281
Minority interest (83) (98) NA (69) NA (344) (370) (400)
Reported net profit 4,561 591 671.7 3,022 50.9 9,806 20,834 27,724
Adjusted Profit 4,561 584 681.0 3,022 50.9 9,806 20,834 27,724
Diluted shares (mn) 166 166 166 166 166 166
Adjusted Diluted EPS 27.5 35 681.0 18.2 50.9 59.2 125.7 167.3
Diluted P/E (x) - - - 36.1 17.0 12.8
EV/EBITDA (x) - - - 16.7 10.2 8.0
ROAE (%) - - - 7.8 15.4 17.9
As % of net revenues - - - - 1 1
Cost of revenue 44.3 48.4 46.5 46.3 42.8 42.0
Gross profit 55.7 51.6 53.5 53.7 57.2 58.0
SG&A 24.2 27.0 25.6 24.7 21.6 21.0
R&D 11.2 15.3 12.3 12.9 13.0 13.0
Total expenses 43.7 50.8 46.4 37.6 34.6 34.0
Operating profit 12.0 0.8 7.0 7.8 15.5 17.9
Reported net profit 12.3 1.8 8.5 6.9 12.8 14.6
Tax rate 9.1 26.9 19.7 324 23.3 23.3

8 Edelweiss Securities Limited
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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  Escalation of observations at Duvvada and Bachuppaly
e Delay in approval for Copaxone, Nuvaring and Suboxone
e  Failure to get approvals for biosimilars and delays in ramp up of proprietary pipeline

e  Currency fluctuation

Edelweiss Securities Limited
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Financial Statements

Key Assumptions Income statement (INR mn)
Year to March FY17 FY18 FY19E FY20E Year to March FY17 FY18 FY19E FY20E
Macro Net revenue 140,809 142,028 162,275 190,139
GDP(Y-0-Y %) 6.6 6.5 7.1 7.1  Income from operations 140,809 142,028 162,275 190,139
Inflation (Avg) 4.5 3.6 4.5 4.5  Materials costs 62,453 65,724 69,454 79,858
Repo rate (exit rate) 6.3 6.0 6.0 6.0 R&D Cost 19,551 18,265 21,096 24,718
USD/INR (Avg) 67.1 64.5 66.0 66.0 Total SG&A expenses 34,650 35,148 35,051 39,929
Sector EBITDA 24,155 22,891 36,674 45,633
IPM growth (Y-0-Y) % 12.0 12.0 13.0 13.0  Operating profit 24,155 22,891 36,674 45,633
Company EBIT 12,433 11,129 25,087 34,006
India sales (INR mn) 23,131 23,322 26,121 29,255 Less: Interest Expense (806)  (2,080) (800) (800)
% change 8.6 0.8 12.0 12.0 Add: Other income 1,065.00 788.00 800.00  800.00
US generics (USD mn) 948 928 1,100 1,400  Profit Before Tax 14,304 13,997 26,687 35,606
Growth (YoY)% (16.8) (2.1) 18.5 27.3  Less: Provision for Tax 2,614 4,535 6,223 8,281
Russia/ CIS growth(YoY)% 11.8 (4.2) 11.0 10.0  Associate profit share 349 344 370 400
PSAIl growth (YoY) % (7.2) 7.6 2.5 5.0 Reported Profit 12,039 9,806 20,834 27,724
EBITDA margins (%) 17.2 16.1 22.6 24.0 Adjusted Profit 12,039 9,806 20,834 27,724
R&D (% of sales) 13.9 12.9 13.0 13.0 Shares o /s (mn) 166 166 166 166
USD/INR (Avg) 67.1 64.5 66.0 66.0 Adjusted Basic EPS 72.6 59.2 125.7 167.3
Net debt to equity (x) 0.2 0.2 0.1 0.1 Diluted shares o/s (mn) 166 166 166 166
Adjusted Diluted EPS 72.6 59.2 125.7 167.3
Adjusted Cash EPS 143.4 130.1 195.6 237.5
Dividend per share (DPS) 20.0 20.0 20.0 20.0
Dividend Payout Ratio(%) 27.5 33.8 15.9 12.0
Common size metrics
Year to March FY17 FY18 FY19E FY20E
Materials costs 44.4 46.3 42.8 42.0
S G & A expenses 24.6 24.7 21.6 21.0
Operating expenses 82.8 83.9 77.4 76.0
R & D cost 13.9 12.9 13.0 13.0
Depreciation 8.3 8.3 7.1 6.1
Interest Expense (0.6) (1.5) (0.5) (0.4)
EBITDA margins 17.2 16.1 22.6 24.0
Net Profit margins 8.5 6.9 12.8 14.6
Growth ratios (%)
Year to March FY17 FY18 FY19E FY20E
Revenues (9.0) 0.9 14.3 17.2
EBITDA (38.2) (5.2) 60.2 24.4
PBT (46.8) (2.1) 90.7 334
Adjusted Profit (29.0) (18.5) 112.5 33.1
EPS (26.8) (18.5) 112.5 331

10
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Balance sheet (INR mn) Cash flow metrics
As on 31st March FY17 FY18 FY19E FY20E Year to March FY17 FY18 FY19E FY20E
Share capital 829 830 830 830 Operating cash flow 21,513 18,029 24,323 26,434
Reserves & Surplus 123,215 125,630 142,487 166,234 Financing cash flow (3,692) (3,971) (4,278) (3,977)
Shareholders' funds 124,044 126,460 143,317 167,064 Investing cash flow (18,471) (15,295) (10,000) (12,000)
Long term borrowings 5,449 25,089 25,089 25,089 Net cash Flow (650) (1,237) 10,044 10,456
Short term borrowings 43,649 25,529 25,529 25,529  Capex (40,957) (10,904) (10,000) (12,000)
Total Borrowings 49,098 50,618 50,618 50,618  Dividend paid (3,687) (4,911) (3,977) (3,977)
Long Term Liabilities 4,124 3,633 3,633 3,633
Def. Tax Liability (net) (4,376)  (2,898) (2,898) (2,898)  Profitability and efficiency ratios
Sources of funds 172,890 177,813 194,670 218,417  Year to March FY17 FY18 FY19E FY20E
Depreciation 11,722 11,762 11,587 11,628  ROAE (%) 9.5 7.8 15.4 17.9
Net Block 57,160 57,869 56,282 56,654  ROACE (%) 8.1 6.8 13.9 16.9
Intangible Assets 48,677 48,610 48,610 48,610 Inventory Days 158 160 157 151
Total Fixed Assets 105,837 106,479 104,892 105,264  Debtors Days 103 101 98 97
Non current investments 6,840 4,653 4,653 4,653 Payable Days 75 82 87 83
Cash and Equivalents 18,136 20,968 31,012 41,469 Cash Conversion Cycle 186 179 168 164
Inventories 28,529 29,089 30,740 35,345 Current Ratio 2.4 2.5 2.8 3.2
Sundry Debtors 38,065 40,617 46,407 54,376 Gross Debt/EBITDA 2.0 2.2 1.4 1.1
Loans & Advances 15,645 18,971 21,675 25,397 Gross Debt/Equity 0.4 0.4 0.4 0.3
Current Assets (ex cash) 82,239 88,677 98,822 115,118 Adjusted Debt/Equity 0.4 0.4 0.4 0.3
Trade payable 13,417 16,052 16,963 19,504 Net Debt/Equity 0.2 0.2 0.1 0.1
Other Current Liab 27,934 28,111 29,247 30,083 Interest Coverage Ratio (15.4) (5.4) (31.4) (42.5)
Total Current Liab 41,351 44,163 46,210 49,587
Net Curr Assets-ex cash 40,888 44,514 52,612 65,531 Operating ratios
Uses of funds 172,890 177,813 194,670 218,417 Year to March FY17 FY18 FY19E FY20E
BVPS (INR) 748.5 763.1 864.8 1,008.1  Total Asset Turnover 0.8 0.8 0.9 0.9
Fixed Asset Turnover 1.5 13 1.5 1.8
Free cash flow (INRmn)  Equity Turnover 1.1 1.1 1.2 1.2
Year to March FY17 FY18 FY19E FY20E
Reported Profit 12,039 9,806 20,834 27,724  Valuation parameters
Add: Depreciation 11,722 11,762 11,587 11,628  Year to March FY17 FY18 FY19E FY20E
Interest (Net of Tax) (659) (1,406) (613) (614) Adj. Diluted EPS (INR) 72.6 59.2 125.7 167.3
Others (182)  (2,610) (14,014) (22,337)  Y-o-Y growth (%) (26.8) (18.5) 112.5 33.1
Less: Changes in WC 1,407 (477) (6,530) (10,033) Adjusted Cash EPS (INR) 143.4 130.1 195.6 237.5
Operating cash flow 21,513 18,029 24,323 26,434 Diluted P/E (x) 29.4 36.0 17.0 12.7
Less: Capex 40,957 10,904 10,000 12,000  P/B(x) 2.8 2.8 2.5 2.1
Free Cash Flow (19,444) 7,125 14,323 14,434 EV / Sales (x) 2.7 2.7 2.3 1.9
EV / EBITDA (x) 15.9 16.7 10.2 7.9
Dividend Yield (%) 0.9 0.9 0.9 0.9
Peer comparison valuation
Market cap Diluted P/E (X) EV / EBITDA (X) ROAE (%)
Name (USD mn) FY19E FY20E FY19E FY20E FY19E FY20E
Dr.Reddys Laboratories 5,146 17.0 12.7 10.2 7.9 15.4 17.9
Aurobindo Pharma 4,961 13.5 13.3 9.4 8.7 19.6 16.9
Cadila Healthcare 5,531 17.4 14.0 12.3 9.8 22.0 23.0
Cipla 7,354 27.4 221 16.3 13.5 12.0 13.3
Lupin 5,344 22.9 17.6 12.3 10.2 11.3 13.5
Sun Pharmaceuticals Industries 19,460 321 25.7 19.5 15.5 10.3 12.0
Median - 20.4 16.1 12.2 9.9 13.6 14.9
AVERAGE - 22.2 17.9 13.2 10.9 14.9 15.8
Source: Edelweiss research
:
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Additional Data

Directors Data

Pharmaceuticals

Satish Reddy

Dr. Omkar Goswami
Anupam Puri
Kalpana Morparia
Ashok Ganguly

Chairman

Independent Director
Independent Director
Independent Director
Independent Director

GV Prasad

Ravi Bhoothalingam
J. P. Moreau

Bruce LA Carter
Sridar lyengar

Co-Chairman & CEO

Independent Director
Independent Director
Independent Director
Independent Director

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

Holding - Top10

*as per last annual report

Perc. Holding Perc. Holding
Commonwealth Bank of Australia 7.31 Blackrock 2.04
Franklin Resources 2.98 Franklin Templeton Asset Management 1.9
Massachusetts Mutual Life 2.95 ICICI Prudential Life Insurance 1.41
Reliance Capital Trustee 2.58 Vanguard group 1.11
Birla Sun Life Asset Management 2.21 SBI Funds Management 0.86

*in last one year

Bulk Deals

Data Acquired / Seller B/S Qty Traded Price

No Data Available

*in last one year

Insider Trades

Reporting Data Acquired / Seller B/S Qty Traded
23 Aug 2017 GV Prasad Sell 140500.00
23 Aug 2017 K Satish Reddy Sell 266000.00
23 Aug 2017 Dr. Reddy's Holdings Limited Buy 406500.00
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RATING & INTERPRETATION

o N
AVERS
STOCK VERE
RATING

Company Absolute Relative Relative | Company Absolute Relative  Relative]
reco reco risk reco reco Risk

Aurobindo Pharma HOLD SP H Cadila Healthcare BUY Nej M

Cipla HOLD SP Divi's Laboratories REDUCE SuU

Dr.Reddys Laboratories BUY SP Glenmark Pharmaceuticals HOLD SuU

Ipca Laboratories BUY SO Lupin BUY SP

Natco Pharma BUY SO Sun Pharmaceuticals Industries HOLD SuU

Torrent Pharmaceuticals HOLD SP

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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Edelweiss Securities Limited, Edelweiss House, off C.S.T. Road, Kalina, Mumbai — 400 098.

Board: (91-22) 4009 4400, Email: research@edelweissfin.com

Aditya Narain
Head of Research

aditya.narain@edelweissfin.com

ADITYA
NARAIN
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Coverage group(s) of stocks by primary analyst(s): Pharmaceuticals

Aurobindo Pharma, Cadila Healthcare, Cipla, Divi's Laboratories, Dr.Reddys Laboratories, Glenmark Pharmaceuticals, Ipca Laboratories, Lupin, Natco
Pharma, Sun Pharmaceuticals Industries, Torrent Pharmaceuticals

Recent Research

Date Company Title Price (INR) Recos
25-Jul-18 Lupin Summer around the corner, 799 Buy
upgrade to Buy;
Company Update
11-Jul-18 Torrent FY18 Annual Report Analysis; 1461 Hold
Pharma Company Update
03-Jul-18 Pharma GST-dented base, FX to lift
Q1FY19 earnings;
QIFY19 Result Preview
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 iod
> 50bn Between 10bn and 50 bn < 10bn © appreciate up fo 157 overa Lamonth 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; (i) 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

Access the entire repository of Edelweiss Research on www.edelresearch.com
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