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India and Europe outperform, helps negate price erosion in USA
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Reco/View: HOLD CMP: Rs. 1,217 Price Target: Rs. 1,316

Qe
DI'. Reddy,s ‘.... Quick Snapshot

e Domestic business outperformed IPM with innovation franchises, new launches, and
the Stugeron acquisition contributing 17-18% of organic growth; while the innovative
portfolio fetched 10-15% of sales.

e Europe biz helped offset impact of pricing pressure from US.

STOCK UPDATE

Result Update - Q3FY2026 e US business is a near term drag, leading to lower gross margins of ~55% in the coming

quarters.

e We expect the new launches to become more EPS accretive over the next 6-8 quarters.
SECTOR We value the stock at 18.5x on FY28E EPS of Rs. 71.2, and retain our Hold rating with a

Pharmaceuticals PT of Rs. 1,316.

Result overview
Modest revenue growth, broad-based ex US

e o Consolidated revenue stood at Rs. 8,727 crore, up 4.4% y-o-y and roughly flat g-o-q, with
Market cap: Rs. 1,01,582 cr 9MFY26 revenue up 8% y-o-y to Rs. 26,077 crore. Growth was driven by India, Europe and
. the emerging markets, while North America saw a declined due to lower Lenalidomide
52-week high/low:  Rs. 1,378/1,026 sales and generic price erosion. The management is optimistic of growth in Europe and
NSE volume: 16.5 lakh India.
(No of shares) Margins fall despite healthy absolute profit
BSE code: 500124 e EBITDA atRs. 2,049 crore (23.5% margin), while better in absolute terms, is actually below

the 27% margin in Q3FY25, on account of gross margin compression to 53.6%. This was
NSE code: DRREDDY on account of a change in the product mix (lower high-margin Lenalidomide), pricing
pressure in the US and one-time costs (including Indian labour code-related provisions) as
key drivers, implying near-term profitability headwinds even as operating scale remains
strong. Profit after tax fell 14% y-o-y to INR 1,210 crores with diluted EPS at Rs. 14.52.

Strong India and EM momentum

Free float: 61.2cr
(No of shares)

Source: NSE, BSE, Mirae Asset Sharekhan Research

e Consolidated revenue growth stayed modest at about 4-5% y-o-y, despite double digit

SHAREHOLDING (%) growth in India and emerging markets, capping overall topline momentum.
o India business revenue stood at ~Rs. 1,600 crore, up 19% y-o-y and 2% g-o-q, supported by
Promoters 26.6 innovation franchises, new brand launches, price hikes, higher volumes and the Stugeron
FII 223 portfolio. Emerging markets delivered Rs.1,896 crore, up 32% y-o-y and 15% g-o-q,
showing robust traction in branded generics and new launches, which partially offsets US
DII 304 pressure and improves geographic diversification.
Others 20.6 e North America market's revenue declined high single digits y-o-y as the Lenalidomide

(Revlimid) wind down and ongoing generic price erosion more than offset contributions

Source: NSE, BSE, Mirae Asset Sharekhan Research
from new launches.

e US generics had been a key high margin profit driver; as Lenalidomide and some other

PRICE CHART profitable products tapered, the mix shifted toward relatively lower margin geographies
and products. An adverse mix, combined with price pressure in the US, dragged gross

margin to ~53-54%, while EBITDA margin declined 300-400 bps y-o-y, even though

1300 absolute profit stayed healthy.
1250
1200
1150 Our Call
iégg The impact of Lenalidomide on the gross margins are significant in the near term and the
1000 o company would look towards new launches and increased geographic diversification to
2 oy 3 P 2 offset the same. Current major launches are expected from H2FY27E and beyond and expect
= < - e = significant EPS improvements from the FY28E onwards. We value the stock at 18.5x, on FY28E
Source: NSE, BSE, Mirae Asset Sharekhan Research EPS of 71.2, and retain our Hold rating with a PT of Rs. 1,316.
Valuation Rs cr
PRICE PERFORMANCE Particulars FY24 FY25 FY26E FY27E FY28E
EBITDA 7,838.7 8,626.0 8,224.5 8,030.2 8,691.8
Absolute ~ -7.7 46 35 6.1 Margin (%) 28.1% 26.5% 23.6% 21.9% 22.2%
Relativeto oo oo oq 138 PAT 5,563.2 5,703.5 5,572.9 5,462.7 59122
Sensex o s T RoE 21.6 18.4 15.4 133 12.8
RoCE 237 20.7 16.7 15.0 14.7

Source: Mirae Asset Sharekhan Research, Bloomberg
Source: Company; Mirae Asset Sharekhan estimates
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Concall Highlights
Guidance and expected launch periods:

e Combined gross margins for Global Generics and PSA are expected to be at 50-55% post-Lenalidomide arrangement ending

Q4.

e Current focus is on Semaglutide with launch expected in India by March, in Canada between Feb and May and Brazil/Turkey
in July.

e Biosimilars - Abatacept in US by end of 2026, and Europe by 2027, Denosumab biosimilar already launched in Germany
(December 2025), with UK/Europe rollouts underway

e R&D spends expected at 7-8% of sales.

Regional performance:

¢ North America: It was impacted by Lenalidomide decline and pricing

e Europe generics business - 4% y-o-y growth to $140 million, driven by NRT (8% CC growth, EBITDA >25%) and 10 new generics.
e Russia: 21% y-o0-y CC growth amid macro challenges.

e PSAI: Down 5% y-0-y to $92 million; 31 DMF filings.

Results Rs cr
Particulars Q3FY26 Q3FY25 Y-0-Y (%) Q2FY26 Q-0-Q (%)
Revenue 8727 8359 4% 8805 -1%
EBITDA 2049 2298 -11% 2351 -13%
Adjusted net profit 1190 1404 -15% 1427 -17%
Adjusted EPS (Rs) 14.52 16.94 -14% 17.25 -16%

bps bps
EBITDA margin (%) 23% 27% -401.25 27% -322.19
NPM(%) 14% 17% -316.04 16% -257.09

Source: Company; Mirae Asset Sharekhan Research

Additional Data

Top 9 shareholders Key management personnel
Sr. No. Holder Name Holding (%) Name Designation
1 Prasad GV 13.04 Venketeshwar Prasad ~ Chairman & Managing Director
2 LIC 11.79 Satish Reddy Co- Chairman
3 GVP Family Trust 11.51 Erez Israele CEO
4 VSD Family Trust 9.06 M. V. Narasimham CFO
5  ICICI Prudential 4.54 Source: Company Website
6 Kallam Satish Reddy 4.52
7 Blackrock Inc 2.8
8  Vangaurd Grp 2.71

Nippon Life India asset Management
Ltd.

Source: Bloomberg

9 2.32

Mirae Asset Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. and is intended for use only by the person or entity to which it is addressed to. This
Document may contain confidential and/or privileged material and is not for any type of circulation, and any review, retransmission, or any other use
is strictly prohibited. This information/ document is subject to change without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume, and
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
However, this would only apply to information/documents focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report at
the same time. Mirae Asset Sharekhan will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable, and Mirae Asset Sharekhan has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on a reasonable basis, Mirae Asset Sharekhan, its subsidiaries and associated companies, their directors, and
employees (“Mirae Asset Sharekhan and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory,
compliance, or other reasons that may prevent Mirae Asset Sharekhan and its affiliates from doing so. This document is prepared for assistance
only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients of this report should also be aware
that past performance is not necessarily a guide to future performance, and the value of investments can go down as well. The user assumes the
entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at
an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved) and
should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be
suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Mirae Asset Sharekhan may have issued other
recommendations/ reports that are inconsistent with and reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 Mirae Asset Sharekhan and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document
may come are required to inform themselves of and to observe such restrictions.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in the securities of the company and that all the views expressed
in this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of Mirae Asset Sharekhan. The analyst and Mirae Asset Sharekhan further certifies that either he or his relatives or Mirae Asset Sharekhan
associates might have direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company
at the end of the month immediately preceding the date of publication of the research report. The analyst and Mirae Asset Sharekhan encourage
independence in research report/ material preparation and strive to minimize conflict in the preparation of the research report. The analyst and Mirae
Asset Sharekhan do not have any material conflict of interest or have not served as officers, directors or employees or engaged in market-making
activity of the company. The analyst and Mirae Asset Sharekhan have not been a part of the team which has managed or co-managed the public
offerings of the company, and no part of the analyst's compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Ltd, or its associates, or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from a third party in the past twelve months in
connection with the research report.

Either Mirae Asset Sharekhan or its affiliates or its directors or employees/representatives/clients or their relatives may have position(s), make market,
act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities
or related securities referred to in this report and they may have used the information set forth herein before publication. Mirae Asset Sharekhan
may from time to time solicit from, or perform investment banking or other services for, any company mentioned herein. Without limiting any of
the foregoing, in no event shall Mirae Asset Sharekhan, any of its affiliates or any third party involved in, or related to, computing or compiling the
information have any liability for any damages of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management'’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance, and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of future
performance or results expressed or implied by such forward-looking statements. Sharekhan Ltd and its affiliates undertake no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change, except as required by applicable securities laws.
The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgment before taking any
investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Mirae Asset Sharekhan has been ranked as India’s No.1 Retail Broker by Asiamoney Brokers Poll 2023. For more details, visit bit.ly/AsiamoneyPoll
Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com

Registered Office: 1st Floor, Tower No. 3, Equinox Business Park, LBS Marg, Off BKC, Kurla (West), Mumbai 400 070, Maharashtra, India.
Tel: 022-67502000.
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