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After a year of exceptional performance

on the back of strong launches, this year
has been one of consolidation. We have
focussed on strengthening our assets —
intellectual property assets, technology,
people and infrastructure — to prepare
ourselves for the future. These will add
substantially to our competitive muscle and
make Us a globally sustainable organization.

This year we have commissioned an
integrated R&D facility, the “Innovation
Plaza" and scaled up our generics
infrastructure to become one of the largest
such manufacturing facilities in Asia. We
have also enhanced our manufacturing
capabilities for cytotoxic formulations

and dedicated blocks for our custem
pharmaceutical business.
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We have built various new partnerships,
alliances and collaborations to add teeth
to our own internal R&D capabilities. We
have acquired new facilities and butinesses
to gain strategic strengths, the value of
which will reveal itself in time. We have
continued to work at institutionalizing the
principles of Lean management to drive
Execution excellence, thus, improving the
effectiveness of the company, We have also
executed further on our plans to become a
talent factory, where we build and develop
human capability across businesses and
functions.

As we emerge intc a strong vertically
integrated global pharmaceutical ccmpany,
we shall recall this year as one of fozussed
consolidation for the leap forward.
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Deay Fhanabrldins

In 2008-09, we will compete 25 years of telng in
business. It is a significant milestone. [ ask my fe low
employees to continue delivering affordable and
superior medicines te cure various diseases- - angd
in doing so, provide consistently high growth anad
excellent long-term shareholder value
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Third, we expect some significant upsides in
2008-09. Let me share with you about one such. In the
third quarter of 2008-09, your Company will exclusively
distribute in US 25 mg, 50 mg and 100 mg strengths
of Sumatriptan succinate, an authorized generic of
GlaxoSmithKline’s Imitrex® tablets, Sumatriptan is
used for the treatment of acute migraine, and enjoys
widespread market acceptability.

I see other upsides as well, My belief is that the worst
in Germany is probably over in terms of further margin

Let me give you a few examples of how these
initiatives are coming into play. During 2007-08, your
Company successfully launched Reditux™ in India, a
monoclonal antibody used in the treatment of cancer,
and thus demonstrated its technological prowess in
manufacturing a eroduct in the biologics space. As
of 31 March 2008, Dr. Reddy's has filed a total of 122
Abbreviated New Drug Applications (ANDAs); and 281
Drug Master Files (DMFs). In Discovery Research, it has
one significant molecule, DRF 2593 for the treatment of
Type Il diabetes, in Phase Il clinical trials in association
with Rheoscience.

DURING 2007-08, YOUR COMPANY successfully launched Reditux™ in India,
a monoclonal antibody used in the treatment of cancer and thus demonstrated
its technological prowess in manufacturing a product in the biclogics space.

Your Company has also completed three acquisitions
in April 2008, These are;

pressures. By migrating production of an increasing
number of fermulations to facility in India, we should
generate higher profits from betapharm in 2008-09.
Similarly, the problems of securing raw material from
other suppliers for the CPS facility in Mexico has been
addressed with the Company setting up its dedicated
raw material plant at Miryalaguda, near Hyderabad, at a
cost of U.S.3. 16 million.

In what was a difficult year, 2007-08 saw
outstanding performance of the Branded Formulations
business, with revenues increasing By 16 per cent to
Rs. 15,241 million in 2007-08. incidentally, this 16
per cent growth was achieved both in India as well as
international markets. | am also delighted that your
Company's Branded Formulations business in Russia has
now comfartably crossed the U.5.3. 100 million mark.

Modern norms of corporate governance require
listed companies to desist from making 'forward-
loocking’ statements, especially in their Management
Discussion and Analysis. While conscious of such
rectitude, | must share with you what my expectations
are for your Company in 2008-09, In rupee terms,
| expect your Company as a whole to increase its topline
by at least 25 per cent.

This is a do-able target, and | expect it to be achieved
because of changes that have been brought about
across your Company over the last few years — changes
that are now primed to deliver superior financial
results. | shared these with you last year. But they bear
repetition.

Over the past few years, your Coempany has been
developing the different building blocks of future
growth. Some of these have been: creating a lean
manufacturing organization; strengthening Dr. Reddy's
position in existing markets and developing new
gecgraphies; building more infrastructure to drive
higher levels of output; creating a faster and more
focused product development process; building wider
technical capabilities; leveraging the new acquisitions;
optimizing efforts across the Company through best-
in-class IT and ERP systems; and, most impartantly,
pringing all these together by creating a commonly
aligned organization.

© A part of the DowPharma'’s sma!l molecules business
located in Mirfield and Cambpridge, in the UK, with
customer contracts, associated products, process
technologies, intellectual property rights and trademarks
© Jet Generici Srl in ltaly, which gives access to an
essential product portfolio, a pipeline of registration
applications and a sales and marketing organization

© BASF's pharmaceutical manufacturing business

and facility in Shreveport, Louisiana, USA, which does
contract manufacturing of solid, semi-solid and liquid
dosage forms of generic prescription and OTC products
for companies in the US,

During 2007-08, your Company invested
Rs. 6,293 million on manufacturing, R&D facilities and
other capital expenditure. This is the highest level of
investment in a single financial year up to date. They
will create the capacity 1o support Dr. Reddy’s strategic
growth agenda.

1am, therefore, confident of your Company’s growth
prosgects in 2008~09 and thereafter.

In February 2009, Dr. Reddy’s will have completed
25 years of its life. It will be a significant milestone and
deserves celebrations, which undoubtedly shall happen
at the time. To me, however, milestones are not about
the journey completed, but guideposts to the voyage
ahead. Therefore, | ask my fellow employees to re-
dedicate themselves to develop and deliver affordable
and superior medicines to cure various diseases
for patients worldwide — and in doing so, provide
consistently high growth and excellent long-term
shareholder value.

As always, thank you for your support to Dr. Reddy's
Laboratories, Many of you have stayed with us for almost
25 years and gained in the process. | say 10 you, “Stay with
us for the next 25, and gain a great deal more.”

25 years of existence, And 25 per cent growth. That is
not a bad way to be!

Thank you
Yours sincerely

¢ dJW‘J( veddy

/./
Dr. K Anji Reddy
Chairman
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Financial Highlights

GonS ol data IR EVEn Las)
Consolidated revenues
decreased by 23% to

Rs. 50,006 miliicn, or

U.S.%. 1.25 billion in 2007-
08 from Rs. 65,095 million in
2006-07.

(O DErA TN 0NN COME]
Operating Income decreased
by 70% to Rs. 3,358 million
in 2007-08 from Rs. 11,331
million in 2006-07.

DeofifBeforelfaxdand
Viinoptviinterest

Profit before tax and minority
interest decreased by 67% to
Rs. 3,438 million in 2007-08
from Rs. 10,500 million in
2006-07.

u ANDAs, DMF, Product Registration and NCEs

Protitatte ]

Profit after tax decreased by
50% to Rs. 4,678 million

in 2007-08 from Rs. 8,327
million in 2006-07.

Edllyabilntedibarning ]
Pedshatel

Fully diluted earnin3s per
share decreased to Rs. 27.73
in 2007-08 from Rs. 58.56 in
2006-07.

FAN 2SI RIS

In 2007-08, Company filed
19 ANDAs in US including
10 Para IV filings. These
ANDAs address innovator
revenues of about U.5.3. 7.9
billion (IMS MAT, December
2007). Dr. Reddy's has filed
122 cumulative ANDAs as of
31March 2008.

Highesgotimbedot

IApprovaistio@AND ARk lings)

2007-08 also saw the
highest number of approvals
for the Company’s ANDA
filings: 13 final appravals
from the US and 4 from
Canada, in addition to 7
tentative approvals from the
US. As of 31 March 2008,
the Company’s US Generic

pipeline comprises 70 ANDAs

pending with the USFDA,
including 10 tentative
approvals.

u Revenues from Different Businesses

1) VI ESY

Regarding APIs, the Comgany
filed 54 DMFs in 2007-08. Of
these, 23 were filed in US, 9
in Canada, 13 in Europe and
9 in other countries. As on 31
March 2008, the Company
has made cumulative filings
of 281 DMFs, with 127 in

the LS.

Eomtiationsy

In Branded Formulations,

a total of 307 dossiers
have been filed for preduct
registrations in various
countries.

ewl@hiemica BortiHe)
(NG

As on 31 March 2008,

Dr. Reddy’s had three
molecules or New Chemical
Entities (NCEs), of which two
are in clinical development
and one is in the pre-clinical
stage.

ReVenuelicompanh
Revenues slightly decreased
by 1% to Rs. 11,805 million
in 2007-08 from

Rs. 11,883 million in
2006-07. International
revenues accounted for 80%
of APl revenues, Revenues in
2006-07 included the benefit
of upsides in sertraline &
rabeprazole.

u HR Awards

Honmb fation-sRevenies!
Revenues at Rs, 15,241
million in 2007-08 an
increase of 16% over
2006-07. This growth was
primarily driven by the

performance of India, Russia,

Romania, Venezuela & Other
CIS markets,

© Revenues in India grew by
16% to Rs. 8,060 million in
2007-08.

0 Revenue from International

markets grew by 17% to

Rs. 7,181 million in 2007-08.

RevenfesstromIGenerics)
Revenues decreased by
46% to Rs, 17,782 million
in 2007-08 from Rs. 33,224
millien in 2006-07.

North American revenues
at Rs. 8,024 million in 2007-
08 as against Rs. 23,617
million in 2006-07.
© Revenues grew by 14%
to Rs. 5,581 million in
2007-08 from Rs. 4,914
million in 2006-07 excluding
the benefit of upsides from
Authorized Generics &
ondansetron exclusivity.

0 Commencament of own

OTC business with the launch

of ranitidine and cetirizine,

revenues for 2007-08 at

Rs. 263 million.

© Europe Generics revenues

grew by 1.2% to Rs. 9,715

million in 2007-08 from

Rs. 9,603 million in 2006-07.
© Revenues from
betapharm grew by 2%
to Rs. 8,189 million in
2007-08 from Rs. 8,004
million in 2006-07.

GRSIRevenuial

Revenues decreasec! by
27% to Rs, 4,818 miillion
in 2007-08 from Rs. 6,600
million in 2006-07.

WV ontaAwWardYau o
IACEOTa R G it SEEI R
Hnitictives

©0 Ranked 10th in ‘'The Best
Companies to work for in

India” survey conducted

by Business Today, Mercer
Human Resource Consultirg
and TNS India.

@ Won the Amity Leadership
Award for best HR practices
in the Pharmaceutical Sector
at the 4th HR Summit.

© Received the Recruitment
and Staffing Best in Class
(RASBIC) award for the third
time in a row in the Asia-
Pacific HRM Congress.

0 Adjudged by the ISTD for
the Certificate of Marit for

Innovative Training Practices
among Indian organizations.

[——




C

S | DR. REDDY’S LABORATORIES LTD KEY HIGHLIGHTS

m Consolidated Revenue Geographic Mix of APIs
IN RS MILLION IN RS MILLION

""T”"r“w“““E

>
b
)]
) [4 B
) 4 2 =
> ¢ 3 ICMEARTA Euope
a] — 3
] ¢ = T —— 20 2,352 [T
= ¢ > 17 2,077 [0 ,-_“'a—
b e ) r———'—-—a t_ j
— hd 2 s
: ] : ] . (LI North America
[« ) { il L < .
C ) L > C o C ]
C b} C il C ] L —
2006-2007 2007-2008 2006-2007 2007-2008
Geographic Mix of Formulations Wl Geographic Mix of Generics
1N RS MILLION Ll 1N RS MILLION

13,087 IEXERER others PERIERE] Eurcpe (9,603) & others
8 EELY Others m Central & Eastern Europe
K Fad Central & Eastem Eurcpe m Cl5

10 1,168 L4y

27 3,584 ]

.
y )
£
.

2 e ———C
3 53 8.060 [UGE]

r-

ﬂ

North America

27 4,064 LR

5

17,782
EERE N L] Europe (9,715) & others
e A

5

[ =l
E -}
[s )
C el
Lo -]
XY india : 3 c 5 I—
[N b C ) C —) M rr———— —
E; = ; 3 ; > TR vorth America
£ J C ) C -l L
L ;) C ) C .l C 3
[ S— J | S— hl - =3 L= D
[4 ] [n D [ ] C )
C = C b C -] — )
2006-2007 2007-2008 2006-2007 2007-2008
Wl Geographic Mix of ANDAs In U.S. m Geographic Mix of DMFs

33

3 tion para v PEY others

W

_."";':_"_'ﬁ m Eusope
‘l Non Para IV m Canada
U g . n Canada
2 < \ =
2 < 3
— —] - - - -
—— PXE] United States of America United States of America
Para IV £ 3 : =
e — — ——— [ 2 € ) C )
C J 4 ) L )
Para IV C > ¢ pl C D
L8 b 4 3 C A C >
[ > —te } C > C i}
C b [+ > [# ) C >
C b J — ) 4 b

C
2006-2007 2007-2008 2006-2007 2007-2008




HUMAN
RESQURCES
@
..\'\
> &
I'f

C

6 | ANNUAL REPORT 2007-08 CONSOLIDATING FOR THE FUTURE

It we think of our company as a [virg orgenism,
then people are the heart that keeps Dr. Reddy's
ticking and growing. Our people are our pride anc
our greatest asset. We are proud of the talent we
have been able to attract and of the impotant
and innovative ways i1 wh'ch we rave nytured,
motivated ard ergaged them

u PERISED FER FUTDRE GRENTTTR
DrReddyisthastcomelalionghwaylovedthel
yearsfandiwelin tendiiolgolaliotitpthe ginkthel
futtirelorovathlandithafineansivelmtsiffocuston
propelftistionwardy
Welrelmoyinglsteadilyhinkthis
ditection¥ensungitiatkthetught
peoplefaralinktheluightiplacesSCuy
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lemployeastarafatfinternationaliiocationsy
(Onelotictidtoninuontiestiasibeanttofadd,
iCevitalentagth el eadeshiplevellactosstsevatal
blisinessesfachwelNastinlcorporatelfinctionsy
Wolhavelalsolnjecteditalendinfareastsuichlas)
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berelhredicumpgithelyearignificaniivitamping!
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asiBiologicsYPhasmacet ticalSe vice sYeFAttivel
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We also built a support organization around our Global
Cncology business, which is fast growing across various
businesses and geagraphies. This core tearm will provide
high quality and high impact support in line with our
strategrc aspirations.

EMBRACING DIVERSITY

As a peaple-centric organization, we believe in fair
employment opportunities for all. We participated in
job fairs for differently abled candidates, including
career fairs by the Ability Foundation, strengthening our
Diversity Program. Our efforts to build a truly inclusive
organization are also visible in new women-friendly
policies and initiatives in the workplace,

We are justly proud of our revised maternity
benefit policy which has a number of additional
benefits, including 4-month maternity leave, two-
hour flexibility for the first year from the date of the
child's birth and a {lexible work schedule. We also
instituted a comprehensive sexual harassment policy
which includes a process for filing a complaint and
launching an investigation. One of our big initiatives
was the establishment of day care centers at three
locations which are supervised by trained caregivers
and Montessori school teachers and serve a significant
number of cur women employees with young children.
We are also supporting the career develcpment of
women associates by providing mentors in every

of ouT revised
PO.ICY —WIdn NOW
NS 4 month
maternity edve,
wo Fou” “exo ity
fior the first year
7@ @ Fexbwe work
seredule

wellness fields spoke on the subject of work-life balance.
Our initiatives have borne fruit, with a significant
increase in hiring from campuses, where almost a third
of all hires were women.

TALENT MANAGEMENT

We continue to tap into the campus talent pool,
attracting the best and brightest from the country’s top
universities. This year we recruited 13 management
trainees and laterals from prestigious B-Schools
including IIMs, XLRI, ISB & NMIMS as well about 200
Technical Trainees, including a number of IIT graduates.
This year, we also launched a Technical Internship
Program as part of our Global Internship Program,

In line with our thinking on lean processes and
simplification, we have leveraged technology to
oplimize the recruitment process. We have developed
an e-recruitment module which is hosted on our
internal porial that serves as a platform for applicant
tracking starting from application creation to on-
boarding. Geing a step further, we also developed an
interactive e-joining module, called Connexion, which
has considerably reduced the time spent on the on-
boarding process, while giving prospective employees
wide access to information about the organization and
10 transition-related subjects. Many of our policies and
processes have been revisited and redone to unleash
greater empowerment, faster turnaround and more
accountability in our various HR transactions.

OUR COMMITMENT TO OUR PEOPLE has won us the notice and respect of

institutions worldwide. We were ranked among the 10 Best Companies to Work
for in India as per the Business Today — Mercer study for 2007 and among the 25 Best
Employers in India in the Hewitt Associates - Economic Times survey for 2007.

SIMPLIFYING PROCESSES
Lean thinking was also implemented successfully in
our HR organization as part of our ongoing efforts

business uniz. Our quarterly women’s meets draw large
crowds and serve as a forum for discussion and self-
expression, At the latest meeting held on Women’s Day,
a number of eminent speakers from the business and

to simplify our processes while adopting global best
practices. We have fully automated our HR and
employee processes, thereby improving productivity
and reducing turnaround time. In line with this, we
also benchmarked HR processes and policies across the
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industry and simplified our own in order to eliminate
redundancy and waste. In the course of one of these
exercises, we saw the need to revise our Code of
Business Conduct and Ethics (COBE). The new, reader-
friendly COBE simplifies our Ombudsman procedure,
provides clear and specific guidelines with respect to our
hehavior and strongly reinforces our commitment to all
of our stakeholders.

RECOGNITIONS IN HR

We have continued to be recognized by numerous
external agencies for our people practices. We won the
Recruiting and Staffing Best in Class Award (RASBIC)

EFFECTIVE COMMUNICATION THROUGH a variety of high-impact channels

ensures that all our employees worldwide are kept abreast of the ups and downs,
strategies, plans and performance of our organization. We have a communication
cascade procedure which ensures information reaches every single employee in the
organization within the shortest time possible.

2007-08 in the ‘Best Use of Technology for Recruiting’
category. This is the third year in a row we have won
this accolade. We also took home the Amity Leadership
Award for best HR practices in the Pharmaceutical
Sector at the 4th HR Summit. CGur commitment to our
people has won us the notice and respect of institutions
worldwide. We were ranked among the 10 Best
Companies to Work for in India as per the Business
Today - Mercer study for 2007 and among the 25 Best
Employers in India in the Hewitt Associates — Economic
Times survey for 2007.

However, external recognition is not encugh. We
check our internal barometer every alternate year
through the Grganizational Climate Survey (OCS), a
diagnastic survey which gauges employee motivation,
satisfaction and commitment and helps us identify areas
for improvement. In the OCS 2007, we received an
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Employee Satisfaction Score that put Dr. Reddy's in the
Top 10-33 % in India.

LEADERSHIP DEVELOPMENT

Leadership development has gained a new urgency
within our organization. Knowing we will need high
potential leaders to achieve the aggressive g-owth
trajectory we have charted out, we have launched a
Leadership Development initiative with the twin agenda
of enhancing our leadership bandwidth and bench and
building a distinctive culture of leadership.

We are also focusing our energies on building
leadership skills and giving potential leaders the tools
and challenges to perform at their optimal levels.
Executive Coaching Services were provided to many
of our senior managers, where intensive one-on-one
interactions with an outside ‘coach’ sought to improve
performance at work and in life.

We held our fifth Technical Conclave on the theme
of Unit Processes — Lab Scale to Commercialization,
where about 400 people across Business Units benefited
from interactions with experss from India and abroad.
We also continue to strengthen our long-term education
efforts with Birla Institute of Technclogy & Science
(BITS), giving our employaes the opportunity to learn
while they earn. This year, we focused on building
organizational technical capability by starting two new
batches in MSc (Pharmaceutical Chemistry} and MS
{Pharmaceutics), which together have more than 70
takers.

We developed customized training programs to meet
business needs throughout the organization. A major
undertaking this year was to facilitate understanding of
the 55 and Lean thinking concepts that were introduced
across the organization through targeted workshops
and training sessions in different business units.
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VIBRANT & EFFECTIVE COMMUNICATION COMMITTED TO A HEALTHY FUTURE

Effective communication through a variety of high- We are deeply committed to the people who make
impact channels ensures that all our employees Dr. Reddy’s the successful, respected organization
worldwide are kept abreast of the ups and downs, that it is. As we Jook ahead to a future brimming with
strategies, plans and performance of our organization. opportunities and possibitities, we intend to strengthen
We have a communication cascade procedure which cur focus on the people who will take our organization
ensures information reaches every single employee to the next level of growth. Innovative programs,
best-in-class practices and technology-driven initiatives
u AS WE LOOK AHEAD TO A FUTURE brimming with opportunities and will bring out the best in our people and drive them to
possibilities, we intend to strengthen our focus on the people who will take our higher levels of performance than ever before. Inspired
organization to the next level of growth. Innovative programs, best-in-class practices by our missien and empowered with the tools to
and technelogy-driven initiatives will bring out the best in our people and drive them succeed, there is no goal we cannot achieve, ne dream
to higher levels of performance than ever before. we cannot realize.

in the organization within the shortest time possible.
The Quarterly Communication Meets remain a major
top down communication tool where members of our
Management Council discuss our business performance
with senior rnanagers who, in turn, trigger the flow

of this information through the organization. The
CEQ's internal website, Perspectives, and his quarterly
Communique, are also valuable platforms for interaction
and exchange within the crganization. In additicn to
these, we link our workforce across geographies and
business units through such publications as our house
magazine ‘Elixir', our monthly newsletter "Around

Dr Reddy's’, newsletters of the different business units,
and electronic news posts on our Intranet portal. Our
annual Celebrations in Hyderabad is the mega event
that cements our global integration initiatives and in
recent years we have webcast this event worldwide

in real time to reinforce our commitment to our
international workforce.

We also reached out to former employees of our
company this year by launching a dedicated Alumni
website called ‘Friends Forever', which has attracted
many alumni io renew their connect with the Company.
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AND ENVIRONMENT
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Stated below are major highlights seen in the area of
Safety, Health & Environment during the year.

© Environmental Clearance obtained for the
expansion projects of CTO -V, Miryalaguda & CTO - v,
Pydibhimavaram.

© Over and above the existing 3 Zero Liquid Discharge
Plants {ZLDP), one more was mage operational this year
at FTO — | using SAFF {submerged fixed film reactor}
system followed by membrane technology. Treated
water is reused within plant for cooling towers and
allied applications. Another ZLDP is in advanced stage of
construction at our Biologics development centre. The
same will be commissioned during FY 2008-09.

© Dedicated multi stage scrubbers were instaffed

to scrub process gases thereby eliminating fugitive
emissions in CTO - IV and CTO - V.

© Under our organization's sustainability drive through
resaurce conservation, we have initiated major up-
gradation of our solvent recovery systems (SRSs) in all
CTO Units,

© Fresh Water usage / Waste water effluent reduction
initiatives initiated in a big way at CTO - VI

O Efforts ara being made for recyding the organic
wastes in cement industries as auxiliary fuel and trial
runs are under progress.

MOCK DRILLS FOR TRAINING STAFF to effectively handle emergency

situations were carried out across all manufacturing locations. Infrastructure
facilities like fire hydrant, breathing air system, Nitrogen plants etc were upgraded
during the year as a result of a comprehensive Emergency Preparedness system audit
at all our facilities.

© Energy conservation is yet another area where we
are placing special efforts, We have sensitized our
employees on the linkages of energy demand and
the issue of global warming through internal training
and poster campaigns. Specially designed posters

One ~ore 7e70 | gu @
Bischarge Plants, was
made operatora: this
yodr atire © using
saFE (Ssubmerged
fived % reactor)
SYSE TO wed

By IR O ENE

tech ~ology

for creating awareness on energy conservation are
displayed across all locations. We have defined targets
for energy conservation for manufacturing units as well
as for office establishments. Energy audits were initiated
with helg from external consultants like Cll and TERI.

O For the better management of safety, safety training
programs at various levels, safety promotion schemes
for the positive management of Safety were some of
the areas we addressed regularly. All our manufacturing
plants celebrated “The National Safety Week”

in March with the objective of strengthening &
integrating safety culture in the workplace. for this
occasion we produced a video film titled "Emergency
Response & Mitigation in Chemical Industries”. Mock
drills for training staff to effectively handfe emergency
situations were carried out across all manufacturing
locations. infrastructure facilities like fire hydrant,
breathing air system, Nitrogen plants etc were
upgraded during the year as a result of a comprehensive
Emergency Preparedness system audit at all our facilities.
© We reached out to our Third Party Manufacturing
vendors & initiated the process of SH&E improvements
at their end. This comprised helping them improve their
statutory compliance, SH&E Awareness & Training and
other such initiatives to help them upgrade their SH&E
capability & performance. This initiative will continue
over the coming years too.

© We themed our Celebrations 2008 on
“Sustainability”. Towards this theme, the Celebrations
2008 Committee along with teams from manufacturing
units and offices made a modest beginning with
several sustainability initiatives like waste segregation

& recycling during the Celebration Events and in our
manufacturing and office locations in India. All

efforts were made to make Celebrations 2008 a

"waste neutral’ event.
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RESPONSIBILITY
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}>8 LIVELIHOGDS CREATED IN THE COUNTRY DURIN(IS THE YEAR

IN PARTNERSHIP WITH THE CENTRAL GOVERNMENT, VARIOUS STATE GOVYERNMENTS,
OTHER NGOS AND THE PRIVATE SECTOR, DRF HAS SET UP LABS ACROSS INDIA. A

TOTAL OF 42064 LIVELIHOQDS WERE GENERATED IN 2007-08 IN THE FOLLOWING STATES
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Municioal Administration, Department of Youth Services.
Employment Generation & Marketing Mission, Greater

of Rural Poverty and Union Ministry of Rural Development

[ TAMIL i ADU EEIH]]

with Aide et Action, Corporation of Chennai, Accenture,
firstsource Solutians, Directorate of Town Panchayats
and Union Mmistry of Rural Development

Rural Developgnent

with AP Urban Services for the Poor, Commissioner & Director

Visakhapatnam Municipal Corperation, Society for Elimination

PROMOTING MICRO-ENTREPRENEURS
Through our LABS program we have developed

innovative models for self-employment through micro-

entrepreneurship programs, which nurture youth for

entrepreneurship through skills development, business

plan development and market inkages.
© Under the "Aarogya’ program, over 75 mobile

food vendors in Karimnagar (AP} have been assisted in
developing their businesses. The program is being scaled
up to include 200 beneficiaries in a few municipalities of

Hyderabad.

H DRF HAS SET UP eight Yuva Youth Learning Centers in Hyderabad and RR

Districts, which run two bridge programs for disadvantaged youth, to enable

them to obtain lateral entry into the mainstream education system.

© Under the "Sayodya’ program, 25 partially disabled
youth in RR District {AP) have been assisted in earning

their livelihoods through corn vending in specially
designed kiosks. The initiative is being extended to

include 1000 beneficiaries, in association with DRDA,
AR In August 2007, 50 youth were trained under Phase
It of the program. Five of them have formed an SHG and

set up a canteen in an office complex in Hyderabad.

RASHTRA CHENETHA JANA SAMAKHYA

DRF signed an MoU with Rashtra Chenetha Jana
Samakhya, a handloom weavers’ union based at Chirala
(AP}, under which ORF will provide funding for the
development of a loom that will reduce the strain on

a weaver. The International Institute of Information
Technelogy, Hyderabad, has been co-opted as the
technological partner in the project.

SPREADING SMILES

THROUGH EDUCATION

Using schools as community learning resource

centres, DRF strives to reduce school drop-out rates

by developing local knowledge, skills and teadership.
Adaopting 72 government schools in Balanagar Mandal
{RR District) and Hyderabad-Secunderabad, DRF has
launched several innovative initiatives in curriculum
development, teacher training and community
involvernent.

YUVA YOUTH LEARNING CENTERS

DRF has set up eight Yuva Youth Learning Centers

in Hyderabad and RR Districts, which run two bridge
programs for disadvantaged youth, to enable them

to obtain lateral entry into the mainstream education
system.

© Adolescent Bridge Courses {ABCs) coach 250-500
school dropouts every year to appear for the Class X
Board examinations of the Government of AP. 287
students appeared for the Class X exams that were held
in March-April 2008.

© Under the Integrated Learning Program {ILP}, never-
been-to-school adolescents, child fabour and adolescent
girls working as domestic help are put through a
Foundation Course in basic Math, English, Telugu,
environmental sciences and health education. They

are also prepared for Classes VII-IX under the AP Open
School Society. This year, 213 students are appearing for
the Open School examinations.

The Centers offer soft skills, career guidance,
computer education and spoken English, thereby
enabiing the youth to make informed choices about
their future. This also minimizes chances of the girls
being compelled into early marriage. Over 250 such
girls have been withdrawn from domestic labour and
admitted to these Centers.

RESIDENTIAL BRIDGE COURSES

Under the government-supported Sarva Siksha Abhiyan,
DRF also conducted a Residential Bridge Course for out-
of-school children and those engaged in child labour.
101 boys and 67 girls have been mainstreamed into
{ormal education and housed in government welfare
hostels, To ensure their continued education, DRF has
launched a ‘hostel support program’, which includes a
dedicated hostel volunteer and tutors to coach them to
enhance their educational standards.

o
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TRIBAL SCHOOL PROGRAM

In VR Puram Mandal (Khammam District, AP), DRF is
working with 23 government schools in areas inhabited
by Koya and Konda tribes. After holding several
workshaps and discussions with youth, elders and
teachars in the Mandal, DRF has published several books
{including primers, stories, poems and riddles} in their
dialects, using the Telugu script.

FOR STUDENTS WHO HAVE CLEARED the Class X Board Examination, the
Kallam Anji Reddy Vocational Junior College offers two-year vocational courses.
The students are encouraged to take up higher education after completing the course.

KALLAM ANJI REDDY VIDYALAYA
The Kallarm Anji Reddy Vidyalaya at Hyderabad has
aver 1500 students from KG to Class X. The
co-educational school offers instruction in both English
and Telugu media. Students who successfully clear the
Class X Board exam are assisted in getting admission
in government / private junior colleges, including
vocational junior colleges. Those who have failed in the
Board exam are given intensive coaching to enable them
to pass in subsequent attempts.

For students who have cleared the Class X Board
Examination, the Kallam Anji Reddy Vocational
Junior College offers two-year vocational courses
in 'Automobile Engineering Technician’, ‘Computer
Graphics & Animation’, "Computer Science &
Engineering’, 'Hote! Operations’, "Marketing &
Salesmanship” and 'Multi-Purpose Health Worker'. The
students are encouraged to take up higher education
after completing the course. Those interested in
earning vocation-based livelihoods are given placement
assistance.

EDUCATION RESOURCE CENTRE
DRF's Education Resource Centre (ERC) looks after
the academic and pedagogical requirements of

neighbourhood schools, It also undertakes research

on various aspects of education and schoolirg. In
partnership with government, civil society acencies and
individuals working in the field of education and child
rights, the ERC generates and shares resources among
partners.

PUDAMI PRIMARY SCHOOLS

Cn 8 June 2007, DRF taunched 14 Pudami English
Primaries in Hyderabad. Set up in neighbourhoods
containing large populations of urban poor, these
English-medium Primaries teach Math, English and
Environmental Science. The teachers are assisted by the
ERC in curriculum design and training. These Primaries
will act as feeders for 'Pudami Neighbourhoad Schools’
that will commence in 2008-09.

SPREADING THE NEIGHBOURHCQOD
SCHOOL IDEA

On 7 December 2007, DRF organized a ‘National
Conference on Neighbourhood Schools” at Hyderabad.
Attended by representatives from academia,
pureaucracy, NGOs and the private sector, the
Conference discussed the concept of neighbourhood
schoals that would assure access to quality education
for children from all sections of society. It sought to
promote the idea of setting up neighbourhnod schoaols
on private-public partnership.

ALTIUS, THE ADVANCEMENT SCHOOL

DRF has introduced ALTIUS, an advancement school
that serves as a platform for graduates, post-graduates
and diploma holders to access various career
advancement cpportunities by providing them with
requisite employability skills. it offers training in Medical
Transcription, Call Center operations and Azcountancy
packages, in addition to Communicative Erglish, soft

skills and computer basics.
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DR. REDDY'S FOUNDATION

FOR HEALTH EDUCATION, DRFHE

If health is Dr. Reddy's core purpose, and inclusive
education is its means of connecting with society, DRFHE
is a perfect fusion of the two, providing health care
education ta professionals who can assist the medical
fraternity to Create a more integrative healthcare service.
It also addresses the gap in patient education, enabling
them with self-care capability and improving the cost-

OVER THE PAST YEAR, SPARSH has provided quality and affordable anti-

cancer drugs to over 500 patients, through their doctors. Of this number, 200
patients suffering from Non-Hodgkin's Lymphoma benefited from our new drug
Reditux™, which was launched last year.

effectiveness of disease management.

Since 2003, DRFHE's ane year post-graduate

course in health care management has placed 212
students in hospitals, clinics and pharma companies.
Nutrition, pharmacy, dentistry, physiotherapy, hospital
administration and biosciences are sorme of the subjects,
The graduates work as physician's assistants, counselors,
educaters and associates.

ASSISTING ASSISTANTS

DRFHE's Abhilasha {hope} is a skill-sharpening program
for nurses in cancer, diabetes and cardiology care.
Sarathi {* charioteer”or guide} aims to improve skills and
attitudes of doctor's assistants. Doctors acknowledge
the course as providing professionals who can
substantialy contribute to patient communication and
care, and who are charged as individuals.

HELPING DOCTORS

At the level of Doctors, the Inner Circle program, assists
young doctars to develop extra-medical soft skills and
husiness competencies to be more effective in their
professional careers.
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ENABLING PATIENTS

Life at your Doorstep

Dr. Reddy's Foundation for Health Education introduced
two patient education initiatives in the past year. Life

at Your Doorstep, a palliative care program, is focused
on providing relief to chronically and terminally ill
patients through pain and symptom management and
by counseling the family. A team consisting of a doctor,
nurse and patient counselor visits the patient at home.
Since the program’s launch in January 2008, Life at your
Doorstep has reached out to 56 patients.

DRFHE and Art of Living Foundation

DRFHE, in conjunction with Art of Living Foundation
(AQL}, lfaurched a pilot lifestyle management program.
This program encourages and helps patients suffering
from chronic illnesses 1o adopt lifestyle changes to
reduce risk factors and to self-manage their conditions.
Ten metabolic disorder patients benefited from the first
seven-day program.

Sparsh

Sparsh, Dr. Reddy’s Patient Assistance Program,
continues to improve the accessibility of Oncology
drugs to patients in need. Over the past year, Sparsh
has provided quality and affordable anti-cancer drugs
to over 500 patients, through their doctors. Of this
number, 200 patients suffering from Non-Hodgkin’s
Lymphoma benefited from our new drug Reditux™,
which was launched in April 2007.
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ANALYSIS

In the previous year's Annual Report, we had
discussed how Dr. Reday’s Laborator.es

(‘Dr. Reddy’s’, ‘DRL’ or ‘the Company’) hes beer
working at pJtiing in place the dif'erent buiding
blocks of future growth
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This was very different fram the year earlier, when the
Company launched simvastatin and finasteride, the
generic versions of Zocor® and Proscar® respectively, of
Merck as authorized generic products and ondansetron,
the generic version of Zofran®, under 180-days
exclusivity. In addition, the Company had also launched
Fexofenadine, the generic version of Allegra®. During
200607, Simvastatin and Finasteride had contributed
to Rs. 15,813 million or 24 percent of Dr. Reddy's

total revenues and the Company's market share for

WE LAUNCHED 10 NEW PRODUCTS in the US generics market in 2007-08,
including two over-the-counter (OTC) products. We have filed 122 cumulative
Abbreviated New Drug Applications (ANDAs) up to date.

Key Financial Highlights
for 2007-08
{US GAAP, CONSOLIDATED)

Revenues (net of excise
duties and sales returns}
was at Rs. 50,006 million,
versus Rs. 65,095 million
in 2006-07. in US dollars,
2007-08 revenue was
U.S.$. 1.25 billion in
2007-08 compared to
U.5.%. 1.51 billion in the
previous year

Profit after tax (net of
minority interests) was at
Rs. 4,678 million as against
Rs. 9,327 million in 2006—
07 —or U.5.3. 117 million
in 2007-08 versus U.S.3.
216 million in 2006-07
Earnings per share on a fully
diluted basis were at

Rs. 27.73in 2007-C8

as against Rs. 58,56 in
2006-07, or U.S.$. 0.69 on
2007-08 versus U.5.$. 1.36
in the previous year

Fexoienadine was 11 percent as on 31 March 2007. The
current year, 2007-08, saw no such launch — which led
to a fall in revenues compared to 2006-07.

Second, there were issues regarding betapharm, the
Company's generics acquisition in Germany. For one,
the German generics market remained very challenging.
During the year, the government introduced further
amendments in its health care law, which now require
patients to use medicines endorsed by their sick funds.
This increased the bargaining power of these funds
and resulted in lower prices, For another, in the first
half of the year there were supply chain problems with
betapharm’s contract manufacturer, Salutas, which led
to reductions in the quantity of formulations for the
market. The supply chain protzlem was a blessing in
disguise. It helped accelerate the process of migrating
the production of a large number of betapharm’s
products to Dr. Reddy's operating facilities in India
— and the supply pipeline has been restored. This is
discussed in detail later in chapter. Nevertheless, the
combination of lower realizations and supply chain
constraints led to the revenues from betapharm
remaining at same level; Rs. 8,189 million in 2007-08
versus Rs. 8,004 million a year earlier. We believe that
the worst in Germany is probably over and that, thanks
to migrating production to more efficient and lower cost
facilittes in india, Dr. Reddys is well poised to profitably
leverage dernand growth in 2008-09.

Third, the Company’s Custom Pharmaceutical
Services (CPS} business out of Mexico was also
hindered by supply chain constraints in the beginning
of 2007-08. These were linked to the supply of a
key material for naproxen, the largest manufactured
product in the Mexico facility. This, too, has had a
positive cutcome. The Company has now set up its own
plant near Hyderabad at a cost of U.5.$. 14 million for
manufaciuring the necessary raw material to ensure
uninterrupted supply.

Fourth, 2007-08 saw exceptional fluctuations in the
Indian rupee-US dollar exchange rate. The average daily
US dollar value for 2007-08 was Rs. 40.28 compared to
Rs. 45.24 during the previcus year, While the Company
took adequate foreign exchange cover against its

exports, depreciation of the US dollar adversely affected

realizations.

Dr. Reddy's key financial highlights for 2007-08 are

given below.

Despite the fall in revenue and profits, the Company’s

undertying business drivers have actually strengthened

over the year. Here are some facts:

© The Branded Formulations business grew by 16
percent to generate revenue of Rs. 15,241 million

in 2007-08, was driven by growth in both India

as well as international markets. Revenues in india

grew by 16 percent to Rs. 8,060 million, while

revenue from international markets increased by

17 percent to Rs. 7,181 million. In the international

market, growth was primarily in Russia, the other CIS

countries, Romania, Vietnam and Venezuela. Today,
the Company sells over U.5.%. 100 million worth of
branded formulations in Russia alone.

© InIndia, 2007-08 saw Dr. Reddy's launching

Reditux™, a monoclonal antibody. The product

contributed to a revenue of Rs. 154 million, and

demonstrated the Company's technological prowess

in manufacturing a product in the biologics space,
© We launched 10 new products in the US generics

market in 2007-08, inciuding two over-the-counter

(OTC) products. We have filed 122 cumulative

Abbreviated New Drug Applications {ANDAs) up to

date. As on 31 March 2008, there were 70 ANDAs

pending for approval at the US Food and Drug

Authority (USFDA), including 10 tentative approvals.

© Regarding Active Pharmaceutical Ingredients (APts),
the Company filed 23 Drug Master Files (DMFs) in

the US during the year, taking the total filings to 127.

It also filed 9 DMFs in Canada, 13 in Europe and 8 in

the rest of the world.

© The Company has also completed three acquisitions
after 31 March 2008, These are;

a. A part of the Dow Pharma small molecules
business in the UK. We have acquired relevant
customer contracts, associated products, process
technologies, intellectual property rights,
trademarks and the Dow Pharma small molecutes
facilities at Mirfield and Cambridge. The two
sites and the business employ approximately 80
people. We have also acquired a non-exclusive
license to Dow’s Pf nex ExpressionTechnology™
for bio-catalysis development,

b. Jet Generici Sl in taly, which provides us with
access to an essential product portfolio, a pipeline
of registration applications, and a sales and
marketing organization.

¢. BASF's pharmaceutical contract manufacturing
business and manufacturing facility at Shreveport,
Louisiana, USA. The business involves contract

NOTE Unless otherwise stated, financial data given in
this Management Discussion and Analysis is based on
consofidated US GAAP financials
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manufaciuring of generic prescription and OTC
praoducts for branded and generic companies
in the US. It also includes customer contracts,
related ANDAs, NDAs and tradernarks as well as
the Shreveport facility — which is designed to
manufacture solid, semi-solid and liquid dosage
forms, and employs about 150 people.
© During the year, the Company invested Rs. 6,293
million on manufacturing, R&D facilities and other
capital expenditure — the highest level of investment
in a single financial year up to date. These -
investments will create the capacity to support
Dr. Reddy’s strategic growth agenda.

TRENDS IN GLOBAL MARKETS

NOTE Glocbal market share numbers referred to in this
and subsequent sections are based on latest available
reports from IMS Health inc.

According to IMS Health Inc., the global pharmaceutical
market is forecast to grow to U.5.$. 897 billion by
2011, at a compounded annual growth rate (CAGR) of
6.9 percent over the next five years. The forecast also
predicts global pharmaceutical sales to expand to
U.5.%. 735 billion to U.S.$. 745 billion in 2008,
compared to U.5.3. 665 to U.5.3. 685 billicn in 2007.

GLOBALLY, AN AGEING POPULATION and improved diagnostics have

increased demand for oncology treatment — a challenge that has been met with
a strong innovation pipeline. Products used in the treatment of oncology reached a
global vatue of U.5.5. 40 — U.5.5. 45 billion in 2007, and contributed to nearly a fifth of
total market growth.

GLOBAL REGIONAL PERFORMANCE

In the US, market growth slowed down to 4-5 percent
in 2007 compared with the 6-7 percent in 2006. The
Medicare Part D prescription drug benefit expanded
the overall US market by nearly 1 percent in 2006, with
a further expansion of 1-2 percent in 2007. However,
the loss of patent protection for several key brands
valued at U.5.3. 10 billion will significantly impact the
market. Growth from new products will not be sufficient
to offset the volume of branded drugs that shift to
generics.

In Europe, the top five markets (France, Germany,
the UK, Italy and Spain) combined grew at 3-4 percent
in 2007 — down from the 4-5 percent growth
witnessed in 2006. While these countries are seeing
increased demand from an ageing population, growth
is being affected by cost-containment measures,
incentives for using generics and increased scrutiny of
the cost / benefit of drugs. The Japanese market grew at
5-6 percent in 2007.

Emerging markets, including China and India, grew
by more than 10 percent in 2006 and 2007, largely due
to their expanding economies, increased affordability
and broader access to healthcare. Growth in China was
15-16 percent, and the market size was arcund
U.5.3. 15-1.5.%. 16 billicn. Generally, locally
manufactured generics dominate these markets.

Globally, an ageing population and improved
giagnostics have increased demand for oncology
treatment — a challenge that has been met with
a strong innovation pipeline. Products used in the
treatment of oncology reached a global vaiue of
U.S.3. 40 -1U.5.%. 45 billion in 2007, and contributed
to nearly a fifth of 1otal market growth. Amang other
major therapy classes, lipid-lowering medicines have
grown to U.5.$. 30 - U.5.5. 33 billion in 2007.

KEY MARKET TRENDS

© Emerging markets are growing fast, while
mature markets are slowing down in the US,
Canada and the five largest European marksats (France,
Germany ltaly, Spain and the UK} sales growth in 2008
is expected tc range from 4 percent to 5 pe-cent. The
seven emerging markets of China, Brazil, Mexico, South
Korea, India, Turkey and Russia are expected to grow at
12-13 percent in 2008, to U.5.%. 85 billion -- U.5.3. 90
billion. This is due to increased availability of health care,
and the growing need for treatments associated with
chronic diseases.

© The wave of genericization will continue Drugs
with approximately U.S.$. 20 billion in annual sales will
face patent expiry in 2008 — similar to levels seen aver
the past two years. Increased use of generics will be
driven by an ageing population in the mature markets,
higher level of generics prescriptions written in the US,
new government contracting initiatives and a distinctly
pro-generics thrust in Europe.

© Specialty and niche products are increasing in
share It is anticipated that up to 29 innovative new
medicines will be launched in 2008, of which 80 percent
will be primarily prescribed by specialists. Products

used in the treatment of oncology are expected to

be between U1.5.3. 40 billion and U.5.%. 45 billion in
2008, contributing nearly 17 percent of audited market
growth. Overall growth in the audited specialty-driven
market is forecasted at U.S.3. 295 billion 10 U.5.$. 305
billion, or a 14-15 percent growth in 2008.

© Higher safety standards for pharmaceutical
products The USFDA has established a Risk
Communication Committee, a new arm designed to
improve risk communication to the public. It will make
critical decisions in 2008 regarding post-mzrketing
surveillance, in light of the provisions of the Food

and Drug Administration Amendments Act (FDAAA)

of 2007, designed to enhance the agency's ability to
safeguard and advance public health. It is expected
that there will be greater limitation on the claims of
newly approved medicines, the use of more *black

box’ warnings on labels, greater clinical evidence

being required by the regulators and slower approvals.
Overall, these will raise the level of uncertainty faced

by companies, as well as their ability to make products
available to patients,

© Intellectual property rights challenged on
multiple fronts Intellectual property issues under
review in 2008 could potentially have signiticant
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long-term effects on the patent-holders. The issue

of compulsory licensing by nations, court rulings on
composition of product and process patents, granting
of patents in India, enforcement of IP rights in China,
and reform of patent laws in the US and Europe will all
play out to some extent during 2008 and 2009. Each of
these adds uncertainty to the fundamental mode! that
underpins the R&D-based pharmaceutical industry.

TRENDS IN INDIA

NOTE Information in this section is based on the
indian Pharmaceutical Overview Report, published

by ORG IMS Research Private Ltd. for the year ended
December 2007.

The Indian pharmaceutical market continues to be
highly fragmented and dominated by Indian companies.
Dr. Reddy’s is listed in the Top-10. The industry has
recorded retail sales of U.S.$. 7.76 billion, representing
a value growth of 13 percent and volume growth of

12 percent. All the growth elements — new product
introductions (8 percent growth), price {1 percent
growth) and volume (4 percent growth} showed positive
trends. Towns and cities are the highest contributors,
growing at 13 percent. However, rural markets are
showing a high growth potential — 19 percent — albeit
over a lower base.

While acute therapy domirates, accounting for 75
percent of the overall market in value terms, the chronic
segments are growing at a faster pace — 21 percent
versus 11 percent for the acute segments.

Brand building has been the key growth driver for
2007, with new product introductions reaching new
heights. The top-300 brands account for more than a
fourth of the incremental value and 77 percent of the
growth in market value in India has been contributed by
brands launched after 2000.

The pharmaceutical market is projected to grow at
11-13 percent per annum between fiscal 2008 and fiscal
2020, achieving a terminal market value of U.5.$. 30
biflion. The major growth influencers will be population
dynamics, high disease prevalence, increased health
care access, changing health care models and greater
capacity to spend.

DR. REDDY'S MARKET PERFORMANCE

REVENUES

The Company's consclidated revenues decreased by 23

percent to Rs, 50,006 million in 2007-08 (U.5.$. 1.25

billion). This was largely on account of four reasons

discussed earlier in the overview. These are:

a. No major US generics launch in 2007-08. In contrast,
in 2006-07, the Company launched Simvastatin
and Finasteride, the generic versions of Zocor® and
Proscar® respectively of Merck, as authorized generic
products and Ondansetron, the generic version of
Zofran®, under 180-days exclusivity. During 200607,
Simwvastatin and Finasteride had contributed to
Rs. 15,813 million or 24 percent of Dr. Reddy’s total
revenues, However, post-patent expiry, their prices
decreased significantly leading to considerable
reduction in revenues from these products,

b. The revenues from betapharm have largely remained
at the same level at Rs. 8,189 million in 2007-08
versus Rs. 8,004 million a year earlier. This was due
to pricing pressures in the German generics market
as well as suppty chain problems with betapharm’s
contract manufacturer, Salutas. The latter problem
has been subsequently resolved with the manufaciure
of a large number betapharm’s products migrating to
Dr. Reddy’s facility in India.

¢. The Company's Custom Pharmaceutical Services
{CPS) busiress out of Mexico was also hindered by
supply chain constraints in the beginning of 2007-08.
The Company has now set up its own plant near
Hyderabad for manufacturing the necessary raw
materials.

d. Exceptional fluctuations in the Indian rupee-US dollar
exchange rate and a significant weakening of the US
dollar vis-a-vis the rupee.

Having said this, it is important to note Dr. Reddy's
overall growth in revenues from 1999-2000 to
2007-08. Chart A plots the data in US dollars. It shows
a 27 percent expenential trend rate of growth (i.e. trend
CAGR} over the last nine years. It also shows that the
Company, despite its lower performance in 2007-08, is
solidly positioned as a more than U.5.$. 1 billion entity
— and is poised for further growth.
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TAELE 1 Consolidated Business-Wise Performance under US GAAP G Rs.
2007-08 . 3006507 )
Revenue Gross profits! % to Revenue | (Grossiprofitsiy % o Glvamm l
formulations 15241 11,202 73 13,087 9,163 70
APl 11,805 ~ 3,98(L 34 11,883 4,641 39
Generics 17,782 B 8,470 48 33,224 15,126 46
CPs  aBls 1,665 35 6,600 1,937 29
Others 360 91 25 30 9 3
TOTAL 50,006 | 25.408 51 65,095 30,876 |

NOTE ™ does not include sefling, research and development costs, and exchange gains and fosses.

Bl Consolidated Revenue

IN RS, MILLIONS

JNAHRAI B
'L

06-07 07-08

Table 1 gives Dr. Reddy's consolidated financial
performance by businesses under US GAAP

In 2007-08, the share of revenue between the
international business and India was split 79 percent
to 21 percent. The revenue composition beiween
geographies changed considerably. This was due to the
absence of authorized generics sales in the US during
2007-08. Hence, North America {US and Canada)
contributed to 23 percent of total revenues in 2007-08,
versus 44 percent in 2006-07. Europe (excluding Russia
and the CIS) accounted for a larger share of revenues:
32 percent of the total in 2007-08, compared to 23
percent in 2006-07. Russia and other countries in the
CIS contributed to 11 percent of the total in 2007-08
— up from 7 percent in 2006-07. India accounted for
21 percent of total revenues in 2007-08, versus 14 in
2006-07. Chart B shows the differences in revenue
compaosition over the two years.

ACTIVE PHARMACEUTICAL INGREDIENTS
AND INTERMEDIATES (API)

Revenues from APl remained largely at the same level
amounting to Rs. 11,805 million in 2007-08 compared
to Rs. 11,883 millicn in 2006-07. Sates outside india
accounted for 80 percent of this business’ revenues,
compared to 83 percent in the previous year.

The international business of AP slightly declined
to Rs. 9,453 millicn in 2007-08, from Rs. 9,806 million
in the previous year. In 2006-07, the Company had
posted significant sales of sertraline hydrochloride,
largely driven by launch of its generic version in US. In
the current year, the prices of this product and revenues

TR B

Share of Markets
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from it have significantly decreased. However, this was
partially offset by Yaunch of other products in 2007-08.

Revenue from Europe increased by 19 percent to
Rs. 2,521 million in 2007-08, primarily on azcount
of increased sale of products such as olanzaaine,
escitalopram, ramipril and losartan. There was, however,
a fall in sales of sertraline and amlodipine maleate.

North America revenue grew by 13 percant, from
Rs. 2,030 miliion to Rs. 2,289 million in 2007-08,
mostly on account of increased sales of finastride and
olanzapine.

Sales in the emerging markets reduced by 18 percent
— from Rs, 5,659 million in 2006-07 to Rs. 4,644
million in 2007-08, This was largely on account of
de-growth in Israel due to lower revenues from sertraline
hydrochloride, which was partially offset by growth in
Turkey, Japan, South Korea and Mexico.

Revenue from india increased by 13 percent to
Rs. 2,352 million in 2007-08, due to growth in the sales
of clopidogrel, ramipril and fexofenadine.

Chart C gives the geographical distribution of AP
revenues during 2007-08. Table 2 gives the revenues
from the Company's top 10 API products in 2007-08
and 2006-07, and their growth.

BRANDED FORMULATIONS

Branded Formulations has been the star performer

in 2007-08. Its revenues rose by 16 percent — from

Rs. 13,087 million in 2006-07 to Rs. 15,24 million

in 2007-08. This was driven by almost 16 percent
growth in revenues in both India as well as international
markets.
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WARNE 2 Revenue from Key APl Products (combined for all regions) RS. MILLION

[Kevleroduets - 7006207 Grovany
Finasteride 952 581 64%
Ramipril 933 761 23%
Ciprofloxacin Hydrochloride 818 740 11%
Olanzapine 721 157 359%
Clopidogrel 682 384 78%
Naproxen 637 408 56%
Sertraline Hydrochloride 601 2,461 (76%)
Terbinafine HCI 457 484 {6%)
Amlodipine Besylate 404 83 387%
Nizatidine 381 224 70%
Cthers 5,219 5,600 (6%)
Total | , ] 11,805 11,883 0%
INDIA Table 3, in the next page, gives the data for the top-

Revenues in India grew by 16 percent to Rs. 8,060

million in 2007-08, thanks to the periormance of the

top-10 brands, especially Omez, Razo and Atocor.

© Omez, the Company's brand of omeprazole, grew
by 16 percent compared to overall market growth
of 7 percent, driven by continued success of a line
extension, Omez D. Dr. Reddy's Omez now accounts
for 47 percent of the total market.

© Revenues from sales of Razo, Dr. Reddy’s brand of
rabeprazole, grew by 38 percent compared to overall
markei growth of 23 percent. The growth was aided
by a specific market campaigns, and the brand now
has a market share of around 12 percent. It also
features in the industry's list of Top 300 Brands.

© Atocor, Dr. Reddy’s brand of Atorvastatin, grew by
29 percent compared to overall market growth of 38
percent. The growth was largely due to the launch
of a line extension, Atocar N. The brand is currently
ranked 4th with an 8 percent market share.

© During the year, the Company launched Rituximab,
the first monoclonal antibody bio-similar, under the
brand name of Reditux™. The product contributed
Rs. 154 million in revenues in 2007-08.
The Company's top-10 brands accounted for

revenues worth Rs. 3,724 million {46 percent of Branded

Farmulation's Indian revenues), and grew by 17 percent.

Geographical Distribution érf APl Revenue, Formulation Revenue, Generics Revenue respectively

535 India
8,060

1,656

Cis |10
1.461

20% | India Others|10%
JZ.SSZ

07-08

07-08

10 formulations brands in India in 2007-08 and the
previous year.

INTERNATIONAL

Revenue from international markets increased by

17 percent — to Rs. 7,181 million in 200708, from

Rs. 6,122 million in 2006-07. This growth was primarily
driven by Russia, CIS countries, Romania, Vietnam and
Venezuela.

The Russian pharmaceutical market witnessed a
growth of 15 percent for calendar year 2007. In this
high growth market, Dr. Reddy’s revenues grew by
13 percent — due to strong contributions in the OTC
segment as well as by prescription sales. The growth was
largely led by key brands such as Omez, Nize, Keterol
and Cetrine. Due to the Company’s robust growth, it
maintained its rank at 14th (Pharmexpert MQT, March
2008}, with a market share of 1.2 percent, Fiscal 2008
saw Dr. Reddy's Russian sales cross the
U.5.5. 100 million mark.

Revenue from CIS countries increased by 25 percent,
largely contributed by Ukraine, Belarus and Uzbekistan.
Ramania grew by 38 percent, Vietnam by 21 percent
and Venezuela by 68 percent. Chart D gives the
geographical distribution of the Branded Formulations
business.

IN RS. MILLIONS

Europe|559;
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North MNorth
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| VAGLE B TARBLE ]__] Revenues from the Top-10 Brands in India RS.

2007-08

Omez 966 830

Nise 880 873 1
Stamlo 406 370 10
Stamlo Beta 305 268 14
Razo 291 211 38
Atocor 244 189 29
Enam 180 174 3
Reditux 154 -

Mintop 150 119 26
Reclimet 149 138 8
Others 4,335 3,792 14
Total | 8,060 6,964 | | 16 |

m@ a Revenues of the Top-5 Formulation Brands in Russia

mym | 2007-08 NN :-00°" 0 7@@&1})%
Nise 799 666 20%
Omez 849 821 3%
Ketorol 797 634 26%
Cetrine 199 166 20%
Mitotax 105 87 21%
GENERICS CUSTOM PHARMACEUTICAL SERVICES (CPS)

The Company’s revenues from Generics decreased from
Rs. 33,224 million in 2006-07 to Rs. 17,782 million

in 2007-08. This was largely due 1o the lack of sales

of authorized generics (AG} in 2007-08 — which had
contributed 48 percent of this segment’s revenues in
2006-07.

Revenue in this segment reduced to Rs. 4,818 million
in 2007-08 from Rs. 6,600 million in 2006—37.

As discussed earlier, this was on account of decrease
in revenues from our key products — naproxen and
naproxen sodium — on account of severe shiortage
of raw material at the beginning of the year. The
problem has been resolved with the Company setting
up its own plant at Miryalaguda, near Hyderabad, for

manufaciuring the necessary raw materials “or its

2007-08 ALSO SAW THE HIGHEST NUMBER of approvals for the
CPS business.

Company’s ANDA filings; 13 final approvals from the US and 4 from Canada, in
addition to 7 tentative approvals from US. As of 31 March 2008, the Company's US

Generic pipeline comprises 60 ANDAs pending with the USFDA. REGULATORY ACTIVITY

North American revenue reduced from Rs. 23,617
million in 200607 to Rs. 8,024 million in 2007-08,
again due 1o lower sales of AG products, which had
accounted for 67 percent of this geography’s revenues
in 2006-07. Excluding AG, the rest of the Company’s
North American generics portfolio witnessed significant
valume growth which more than offset pricing pressure.
During the year, Or. Reddy’s commenced its own OTC
business with the launch of Ranitidine and Cetirizine.
These products contributed Rs. 263 million of revenues.

Revenues from Europe grew to Rs. 9,715 in
2007-08 from Rs. 9,603 million in 2006-07. betapharm
revenues increased 1o Rs. 8,189 million from Rs. 8,004
million despite an unfavorable pricing and supply
environment. With German demand looking up and
given the transfer of production of many products to
India, we expect improvemends in betapharm’s revenues
as well as profits in 2008-09. Revenues from rest of
Europe declined from Rs. 1,589 million in 2006-07 to
Rs. 1,526 million in 2007-08, largely on account of
decline in prices in UK.

A strong product pipeline strengthens the foundation of
any pharmaceutical company. Dr. Reddy’s has continued
with its commitment to build a robust generics and API
pipeline.

In 2007-08, the Company filed 19 ANDAs in US
including 10 Para IV filings. These ANDAs acidress
innovator revenues of about U.S.3. 7.9 billion {(IMS MAT,
Decernber 2007). Or. Reddy's has filed 122 cumulative
ANDAs as of 31 March 2008.

2007-08 also saw the highest number cf approvals
for the Company's ANDA filings: 13 final approvals
from the US and 4 from Canada, in addition to 7
tentative approvals from the US. As of 31 March 2008,
the Company’s US Generic pipeline comprises 70
ANDAs pending with the USFDA, including 10 tentative
approvals.

Regarding APts, the Company filed 54 CMFs in
2007-08. Of these, 23 were filed in US, 9 in Canada,

13 in Europe and 9 in other countries. As on 31 March
2008, the Company had cumulative filings of 287 DMFs,
with 127 in the US.
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Dr. Reddy’s Development Pipe!ihe in DiscoveryResearch

Compound Therapeutic Area Status | Development Partner Remarks

DRF 2593 Metabolic disorders Phase I} Rheoscience In Phase it for Type 2 diabetes

DRF 1042 Oncology Phase | ClinTec Scheduled to enter Phase Il for solid tumors

COPD Respiratory disorders  Pre-clinical Development  Argenta Targeted for chronic obstructive pulmonary disease

m lnvestlng in Capital Expansion

Present Status

Business unit

Project

Capital spent {Rs. millions)

Techops Cytotoxic facility for formulatlons 660  To be commissicned shortly
Techops Formulations plant at Himachal Pradesh 670 Commissioned and capitalized
Techops Generics: cammercial facility expansion 630  Phases 1 & 2 commissioned and capitalized.
Phase 3 excepted to be commissioned shortly
Techops iPDO Centre 570 Commissioned
CT0 DL Acid facility at Miryalaguda 560 Commissioned
CT0 ZLD capacity expansion at Unit V and VI 490  Expected to be completed by end June 2008
9]¢} Unit 1: Five-year capacity build-up 400 Ongeing
CPS MMC 2 370  Commissioned
Generics SEZ land at Medak district 400  SEZ approval received
Total | | | 4,750

In Branded Formulations, a total of 307 dossiers
have been filed for product registrations in various
countries. This includes 19 dossiers in Australia and 13
dossiers in New Zealand. The Company's investments
in bic-generics have also started maturing. In 2007-08,
Dr.Reddy's has launched its second bio-generic product
Reditux™ Dr. Reddy's brand of rituximah, a monoclonal
antibody used in the treatment of Non-Hodgkin's
Lymphoma.

DISCOVERY RESEARCH

As on 31 March 2008, Dr. Reddy’s had three
molecules or New Chemical Entities {NCEs), of which
two are in clinical development and one is in the pre-
clinical stage. Details of the three NCEs are given in
Table 5 as above.

The Company continues to advance these NCEs
through a combination of in-house development,
partnerships and co-development initiatives. In
2007-08, Dr. Reddy’s entered into an agreement
with 7TM Pharma for drug discovery collaboration
on selected drug targets in the area of metabolic
disorders.,

BUILDING NEW CAPACITIES

Growth requires state-of-the-art capacities. Realizing
this, Dr. Reddy's has invested considerable efforts and
funds to create new manufacturing and R&D capacities.
A total of Rs. 6,293 million has been spent on building
these capacities in 2007-08, Table 6 as above shows
significant investments during the year.

INTERNAL INITIATIVES

As a part of the Company’s drive to continuousty
construct and teverage the different building blocks
of sustainable growth, Dr. Reddy’s has been engaged
in several internal initiatives, some of which are briefly
described below.

LEAN MANAGEMENT
The Company, under its initiative myDREEM
(Dr. Reddy's Execution Excellence Model), has implemented
lean practices which have significantly impacted the
manufacturing operations, IPDO and service operations.
The areas of focus were reducing change-over times,
implementing layouts that facilitate easy manufacturing,
low-cost process control automation, increasing
productivity, and managing inventories and cash cycles

At the Chemical Tech-Ops, the change-over time
has reduced by 50 percent. Solvent recycling systems
have been installed to recover and recycle sclvents back
to the process. Quality management has been able
to cater to the higher demand of sample analysis. At
the Formulation Tech-Ops, automation of packaging
lines and solid handling systern has lead to improved
productivity. At the Integrated Product Development
Organization (IPDO), laboratory automations have
resulted in reduction in product development cycle
times and enhanced data reliability. The human resource
function is able to value add by adopting lean practices
by simplifying policies and enabling the mySAP business
suite to be used for paperless emgloyee services. The
impact of lean practices in global business services has
led to quicker service levels and improved cash cycles.

UNNATI I

A CUSTOMER MANAGEMENT SOLUTION
Under its initiative, Unnati I, the Company has
developed a customer management solution.

The sales process effectiveness has been revamped on a
new [T platform, the mySAP business suites, 1o enable
the ‘handshaking’ of sales and marketing for enhanced
field force productivity. The customer management
solution has web-cum-handled interface to enable
targeting based on customer potential at the brand
level, and to provide real time analytics to the field force
to monitor pregress and facititate course corrections.
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The hackbone of this selution is the mySAP business
suite, where the Customer Relation Management
{CRM), Human Resource {HR}, Businass Intelligence (BI)
and logistics medules interface with hand he!d mobile
phones, The project covers the Branded Formulations
national marketing field force. The pilot launch has

REVENUES DECREASED BY 23 PERCENT to Rs. 50,006 million in 2007-08

from Rs. 65,095 million in 2006-07. As mentioned earlier, fast year we had
revenues of Rs. 15,813 million from sale of authorized generics. Excluding these,
revenues decreased by 3 percent in 2007-08, though there has been a growth of

7% in dollar terms.

been successfully deployed to alt PSRs and managers
in Andhra Pradesh and a naticnal level roli-out will

be completed by November 2008. This customer
management soluticn is one of the best-in-class in the
pharmaceuticals business.

HUMAN RESOURCES

Dr. Reddy's global employee strength ¢rossed 9,000

in 2007-08, of which over 2,000 were based at
international locations. Over 45 nationalities represent
Dr. Reddy's across various regions. There is a conscious
effort at building diversity in the workforce, which has
resulted in the rise of the share of women employee t0 8
percent of the total. Women colleagues are also moving
up at senior levels.

TALENT ACQUISITION

Atotal of 1,602 employees were hired, mostly for

replacement positions. Recruitments in new positions

were under a freeze / strict review. Only keay talent and

skills were acquired during the year. The highlights of

the hiring program were:

© 23 overseas hires, with critical skills added in the
areas of purification, fermentation, pre-clinical trials,
biological assays, synthetic chemistry, formulations,
and differentiated products

© A core team for global oncology was set up in line
with strategic aspirations

© Manpower for the entire new Visakhapatnam unit
CCM 1 was hired in the areas of quality, engineering,
project management and manufacturing

© Large numbers were hired on account of green field
project of DL acid plant {Chemical Tech-Ops Unit 5)
in Miryalaguda. This is the plant near Hyderabad to
manufacture inputs for the Mexican CPS facility

© 170 trainees were hired from campuses to
strengthen the feeder pipeline
As a model employer, Dr. Reddy’s also participated

in career fair by the Ability Foundation in 2007 and

2008 in Chennai and New Delhi respectively, and hired

physically disabled candidates for different positions in

the Company.

LEARNING, DEVELOPMENT, EMPLOYEE

VOICE AND LEAN HR PRACTICES

© Launched an initiative called the Review of
Leadership Development, with greater emphasis

on building a distinctive leadership culture and
enhancing both the ieadership bandwidth and
the bench

O Executive coaching services provided to 30 people in
senior management

0O Joined a consertium of learning partners comprising
frontline organization across various industries for
having senior leadership programs with ienowned
faculty from across the world

© Held the Fifth Technical Conclave for CTQ employees.
This was on unit-level processes and focused on
moving from laberatory scale to commercialization.
It was the fifth such conclave over the last three years

© Continued with long term education effiarts
in collaboration with BITS by starting two new
hatches in MS¢ (Pharmaceutical Chemisiry} and
MS (Pharmaceutics)

© Introduced 55 and Lean Thinking across the
arganization

©O Carried out an organizational climate survey in 2007.
Secured an employee satisfaction score “hat put
the Company midway in the top 10 percent to
33 percent in India

© Benchmarked HR processes and policies across the
industry and simplified these in order to eliminate
redundancy. It has also significantly automated HR
processes, and implemented LEAN in HR

© Went live with the mySAP e-recruitment model,
which has increased compliance and reduced
unproductive time

© Launched an e-joining modute branded called
‘Connexion’ which enables new employees at
various levels to complete their statutory and other
formalities prior to joining

© Launched an alumni site to attract ex-employees of
Dr. Reddy’s

HR AWARDS

© Consistently ranked among the Top Ten (10th in
2007-08} in ‘The Best Caompanies to Work for in
India’ Survey conducted jointly by Busiress Today,
Mercer Humnan Resource Consulting and TNS India.

© Received the Recruitment and Staffing 3est in Class
(RASBIC) Award for the ‘Best Use of Technotogy for
Recruiting” at the Asia Pacific HRM Congress for the
third time

0 Adjudged by the ISTD for the Certificata of Merit
for Innovative Training Practices among Indian
organizations

SAFETY, HEALTH AND ENVIRONMENT
{SHE)
As a part of Dr. Reddy’s commitment towards the
principles of sustainable development, safaty, health
and environment continue to be priority areas for the
Company.

Dr. Reddy’s has been publishing its Sustainability
Report for the last three years — which gives
full account of its activities in safety, health and
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RS. MILLIGNS

| Abridged Consclidated Statemént of Operations, 2007-08, US-GAAP

— . o] __
Percent ‘ Bercen (NI NcreaseY)

Rs. Mn To sales RsYMin) \lolsales) (Decrease)

Revenues 50,006 100% 65,095 100% (23%)
Gross profit 25,408 51% 30,876 47% {18%)
Selling, general and administrative expenses 15,175 30% 14,051 22% 8%
Research and development expenses 3,533 7% 2,463 4% 43%
Amortization expenses __ 1615 3% 1,571 2% 3%
Write down of Intangibles. 2,489 5% 1,770 3% 41%
Write down of Goodwill 90 0% NC
Foreign exchange {(gain) / loss (745) (1%) (137} 0% 444%
Other operating (income) / expenses (107) 0% (174) 0% (39%])
Operating income 3,358 7% 11,332 17% (70%)
Equity in {loss) / income of Affiliates . z 0% (63} 0% NC
Other income / {(expenses), net 79 0% (769} {1%) NC
Income before income taxes and minority interest 3,439 7% 10,500 16% {(67%)
Income tax benefit / (expenses} 1,229 2% {1,177} (2%) NC
Mincrity Interest 10 0% 3 0% 233%

Net income

NOTES NC = Not Comparable.

envircnmernt, and goes well beyond the statutory

requirements. The Sustainahility Report is prepared

according to internationally accepted guidelines issued
by Global Reporting Initiatives, commonly known as GRI
guidelines. GRIis an official collaborating center of the

United Nations Environment Program (UNEP), and works

in cooperation with the UN Secretary General's Global

Compact. The Company will continue with this initiative

of publishing the Sustainability Report in the future.
Some of the major activities in the area of safety,

health and environment have been:

@ The use of waste-water recycling plants using
membrane technology, multiple effects evaporators
and spray dryers at key API locations

© The commissioning of a modern, well-designed
zero liquid discharge plant at the Company's
Formulations Tech-Ops {FTO) unit 1. Another plant
based on similar technology is at an advanced
stage of construction at the Company's Biologics
Development Center. Mulii-stage scrubbers were
installed to fugitive emissions in CTO-IV and CTO-V.
Initiated major upgrading of solvent recovery systems
in all CTO units .

© Organizing special meets will all vendors to share
the Company’s values and expectations in the area
of SHE

© Training of staff at all levels in the different units
regarding SKE issues

© |Initiating energy audits with the help of external
consultants like the Confederation of Indian Industry
(CIy and The Energy Research Institute (TERI)

© Celebrating the National Safety Week at all
manufacturing plants with the objective of
strengthening and integrating safety culture in the
workplace

© The Company's annual celebraticn for 2008 was
based on the theme of 'Sustainability”.

FINANCIALS

As before, the financials are given in three sub-sections;

© Abridged US GAAP accounts for Dr. Reddy’s as a
consolidated entity.

© Abridged Indian GAAP consclidated accounts.

© Abridged Indian GAAP stand-alone accounts for
Dr. Reddy's, as statutorily required under India’s
Companies Act, 1956.

US GAAP CONSOLIDATED FINANCIALS
Table 7 as above gives the abridged US GAAP financial
performance of Dr. Reddy's for 2007-08 and 2006-07
on a consolidated basis.

REVENUES

Revenues decreased by 23 percent to Rs. 50,006
million in 2007-08 from Rs. 65,095 million in 2006-07.
As mentioned eartier, last year we had revenues of

Rs. 15,813 million from sale of authorized generics.
Excluding AG revenues from both the years, revenues
decreased by 3 percent in 2007-08. During the year,
the US dollar weakened by approximately 11 percent
vis-a-vis the Indian rupee. With around 57 percent of the
Company’s sales invoiced in dallars, this depreciation in
dollar value had a significant impact on our revenues,
ang hence lowered the growth rate in the current year.
Excluding the impact of weak dollar and authorized
generics, our revenues actuafly increased by 7 percent.

GROSS PROFIT
The Company’s gross profits decreased by 18 percent to
Rs. 25,408 million for 2007-08 from Rs. 30,876 million
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in 2006-07. Gross profit as a percentage of revenue was
51 percent in 2007-08, versus 47 percent in 2006-07.
The reason: during the fast year, revenues from
authorized generics cantributed to 24 percent to total
revenues and earned gross margins which are below the
Company’s average.

SELLING, GENERAL AND ADMINISTRATIVE
EXPENSES

Selling, General and Administrative (SG&A) expenses
increased by 8 percent 10 Rs. 15,175 million in 2007-08,
compared to Rs. 14,051 million in 2006-07. This was
largely on account of higher manpower costs, which
rose by 12 percent in 2007-08 due tc annual increments
and normat year-on-year increase in the headcount.
There was also a growth in marketing expenses, which
increased by 7 percent in 2007-08 — mostly on account
of higher shipping costs and higher commission on

sales due to increased revenues, as well as higher
advertisement expenses due to campaigns undertaken
in Russia, Belarus and Ukraine.

UNDER THE TERMS OF THE R&D partnership agreement with I-VEN Pharma
Capital Limited (I-VEN}, the Company has not recorded any reduction in R&D
expense in 2007-08 compared to Rs. 453 million recorded in 2006-07.

R&D EXPENSES

R&D expenses grew by 43 percent to Rs. 3,533 million
for 2007-08 from Rs. 2,463 million for 2006-07. As

a share of total revenue, R&D expenditure was at 7
percent in 2007-08, compared to 4 percent in 2006-07.
The rise in R&D expenses (gross of reductions as
discussed below) was primarily on account of increase
in developmant activity in the Generics, Biologics and
Discovery segments.

Under the terms of the R&D partnership agreement
with I-VEN Pharma Capital Limited (I-VEN), the
Company has not recorded any reduction in R&D
expense in 2007-08 compared to Rs. 453 million
recorded in 2006-07.

AMORTIZATION EXPENSES

Amortization expenses increased by 3 percert to

Rs. 1,615 million in the year ended 31 March 2008
from Rs. 1,571 million in the year ended 31 March
2007. The amortization during the year increased
primarily on account of higher amortization expense for
the beneficial toll manufacturing contract, the useful
life for which was reduced as in February 2007 The
amortization also increased marginally on aczount of the
increase in the Euro — Rupee exchange rate. The impact
of these movermnents on amortization expenses was
pariially ofi-set on account of write-down of intangible
assets, which resulted in lower amortization expense.

WRITE-DOWN OF INTANGIBLE ASSETS

Buring the year ended 31 March 2008 we effected

a write down of intangible assets for an aggregate

amount of Rs. 2,489 million as compared to Rs. 1,770

million in the year ended 31 March 2007. Write down

during the year ended 31 March 2008 consists of

1. Write-down amounting o Rs. 2,361 million of
certain product related intangibles of the betapharm
arising out of adverse market conditions in
Germany such as decreases in market price and
increase in the value of rebate and also due to
supply constraints faced by us.

2. Write-down amounting to Rs. 127 million of
litaphar's product related intangibles arising out of
adverse market conditions like reduction in sales
and margins and inczease in the supply cost.

Write down during the year ended 31 March 2007

consisted of

1. Write-down expense amounting to Rs. 213 million
associated with core technology rights and other
product related intangible asseis acguired through
Trigenesis Therapeutics, Inc. The write down was
recorded with a view that commercialization
of these intangible assets was deemed 1o be
economically unviable because of further regulatory
and approval process requirements and unfeasible
partnering prospects.

(GEHARISFXGHE US GAAP Gross Profit, R&D Expenses, Net Income respectivel‘y 1N RS
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US GAAP Consolidated Cash Flow RS. MILLION
2007—08

Opening Cash and Cash Equivalents 17,981 3,7 1 3
Cash Flows from

(a) Operating Activities 6,123 11,960
(b} Investing Activities (9,600) 436
{c) Financing Activities (6,828) 1,754
Effect of exchange rate changes (278) 118

Closing Cash & Cash Equivalents

br. Reddy s Consolidated Working Capital RS. MILLION
31 March 2008 EB3MMarch}2007

7,398 17,981

Accounts recewabre 6,823 7,519 (696)
Inventories 11,133 7,546 3,587
Deferred Income Taxes and Other Assets 4,489 3,799 690

Total Current Assets |

22,445 18,864 3,581

Trade Accounts Payable 5410 4,755 655
Accrued Expenses 4,155 3,958 197
Other current liabilities 3,150 2,937 213

Totat Curfent Liabilities |

Working Capital i

2. Due to legislative reforms in Germany designed to
contrel healthcare spending, including the WSG and
the AVWG, severe pricing pressures thereafter, and
impact of the Salutas contract amendment, certain
of our product-related intangibles faced loss in
economic value. Consequently, based on a detailed
review carried out by management, an impairment
write-down of Rs. 1,557 million was recorded.

OTHER INCOME 7 EXPENSES (NET)
In 2007-08, other income {net of expense) amounted
to Rs. 79 million, compared to ather expense (net of
income) of Rs. 763 million in 2006-07. This movement
was primarily on account of following:
© Net interest expense in 2007-08 amounted to
Rs. 328 million, while in 2006-07, it was Rs. 1,055
million. This decrease was largely due to the fall in
interest expense on account of a reduction in the
average loan outstanding in 2007-08. During the
year, the Company paid back 140 million of loan

taken for the betapharm acquisition, and also had
lower working capital loans. Moreover, interest
income increased due to investment of funds at
higher interest rates compared to previous year.

© Other income increased by Rs. 121 million, primarily
due to increase in sale of scrap and income from
mutual fund investments.

NET INCOME

Dr. Reddy's net income decreased to Rs. 4,678 million
in 2007-08, versus Rs. 9,327 million in 2006-07. Net
income as a percentage of total revenues decreased to
9 percent in 2007-08 — from 14 percent in 2006-07.

LIQUIDITY AND CAPITAL RESOURCES
Table 8, in the previous page, gives the Company’s
US GAAP consolidated cash flow for 2007-08 and
2006-07.

The Company's cash flow for 2007-08 is healthy
primarily due to significant cash surplus generated

(GLARTEI Dr. Reddy’s Composition of Debt & Equity IN RS. MILLIONS

24, 754 Debt

06-07

Equity 6,578

Equity {1056

07-08
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BLAEUEREON] Dr. Reddy's Debt-Equity Position ' IN RS

31 March 2008

Change
5,489

Total Stockholders’ Equity 47,067

Leng-term Debt (non-current) 12,864 17.871 (5,007)
Long-term Debt (current) 1,815 3,670 (1,855}
Bank Borrowings 4,863 3,213 1,650
Total Debt | 19,542 24,754

[.__.

Financials, Indian GAAP Consolidated IN RS

| 200708 | A0 nwrerrs ) (Bpacesd) |
Gross Sales . 439,700 65,126 (24%)
Excise Duty B {558} {779} {28%)
Net Sales 49,142 64,346 {24%)
License Fees 35 28 26%
Income from services 740 882 {16%)
Other income L 2,038 1,162 75%
Total Income 51,955 66,418 (22%)
Material costs _ 17,847 27,432 (35%)
Excise duty o 287 17 145%
Personnel costs 7.31% 6,433 14%
Operating and other expenseas 12,620 12,187 4%
Research and development expenses 3,447 2,446 41%
Total Expenditure 41,512 48615 |
EBIDTA 10,443 17,803 {41%)
Finance charges 958 1,526 (37%)
Equity in loss of associates, o 7 g7 (80%)
Deprg;igtion & Amortization of Brand 4,019 3,791 6%
Acquisition Cost
PBT B 5.450 12,399 (56%)
Provision for Taxation 1,077 2,744 (61%)
Minority interest {9 {4) 125%
Net Profit | 4,381 9659 |

from its operations. Investing activities includes net
investment in property, plant and eguipment of

Rs. 6,293 million to meet business growth, compared
1o Rs. 4,393 million in 2006-07. Investment in mutual
funds net of proceeds from sale amounted to Rs. 3,382
million. Net cash outflow from financing activities in
2007-08 mainly represents the repayment of Rs. 7,719
million of long term debt, and payment of dividends
amounting to Rs. 737 million. These have been partially
offset by net bank borrewings of Rs. 1,613 million.
Table 9 in the previous page gives the Company’s
working capital, excluding cash and cash equivalents,
investment securities, restricted cash, bank borrowings
and long term debt {current).

DEBT-EQUITY

The debt-equity position of the Company as on

31 March 2008 and 2007 is given in Table 10.
Stockholders’ equity increased in 2007-08 due to an

increase in accumulated other comprehensive income

(by Rs. 1,275 million) as well as the profits retalned

during the year (by Rs. 3,941 million). Long-term

debt, including the current and non-current porticns,

decreased by Rs. 6,862 million in 2007-08 due to

repayment in June 2007 of the non-recourse portion of
the loan taken on account of the betapharm acguisition.

The Company’s ratio of total debt-to-stockholders’
equity ratio improved from 0.60 as on 31 March 2007 to
0.42 on 31 March 2008,

INDIAN GAAP CONSOLIDATED
FINANCIALS

Table 11 gives the break-up of Indian GAAP
consolidated financials for 2007-08 and 2006-07.

REVENUES

Gross sales decreased by 24 percent to Rs. 49,700

million in 2007-08. Previous year net sales include

revenues from sales of Authorized Generics products,

which did not materialize in 2007-08. Excluding sales

from these products, the Company’s revenues would

have decreased by 3 percent.

© AP Gross sales decreased by 2 percent to Rs. 11,804
million. This was on account of decreasa in revenues
from the 'Rest of the World" markets, and was
partially offset by increases in India, North America,
Europe and some other markets.
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WABRERWM Financials, Indian GAAP stand-alone

IN RS. MILLION

[Rarticulars) 2007-08 [ncreaselj(Decrease)
Gross Sales 33,865 38,261 (11%)
Excise duiy in sales (558) (779) (28%)
Net Sales {Net of excise Duty) 33,307 37,482 (11%)
License Fees 216 1,745 {88%)
Income from services 416 447 (7%}
Other income 1.91 1,169 63%
Total Income 35,850 40,843 {12%)
Material costs 12,535 11,216 12%
Excise duty 287 117 145%
Personnel costs 3,686 2,798 32%
Operating and other expenses 8,427 8,310 1%
Research and development expenses 3,219 2,457 31%
Decline in long term investment 133 472 (72%)

12%

Total Expenditu ré

28,287

25,370

EBIDTA 7,563 15,474 (51%)
Finance charges 102 480 (79%)
Depreciation & Amortization of Brand 1,620 1,335 21%
Acquisition Cost

PBT 5.841 13,658 (57%)
Provision for Taxation (1,089) (1,890} {42%)
Net Profit , | 4,752 11,769 (60%)

© Formulations Gross sales of this segment increased
by 16 percent to Rs. 15,650 million, driven by well-
diversifiad growth across all key geographies.

O Generics Gross sales decreased to Rs. 17,428 million
from Rs. 33,518 million in 2006-07. As explained
earlier, 1his was due to higher revenues from
authorived generics (simvastatin and finastride}, and
new launches (ondansetron and fexofenadine) in
2006-07.

© CPS Grass sales decreased from Rs. 6,080 million in
2006-07 to Rs. 4,818 million in 2007-08. This was
due to decline in revenues from our key products -
naproxen and naproxen sodium — arising of supply
problems with their key raw materials. The problem
has since been addressed.

MATERIAL COSTS

Material costs decreased to Rs. 17,847 million in
2007-08 from Rs. 27,432 million in 2006-07. As a
percent of total income, material costs {ell to 34 percent
in 2007-08, from 41 percent in 2006-07. This was due
to lower sales of authorized generics in 2007-08 {which
had contributed 24 percent to total revenues in 2006-
07) and had a higher material cost ratio than others.

PERSONNEL COSTS

Personnel costs increased by 14 percent to Rs. 7,311
million in 2007-08. This was on account of annual
increments ang increase in number of employees.

As a share of total income, personnel costs increased
from 10 percent in 2006-07 to 14 percent in 2007-08
— due to the fall in revenues.

OPERATING AND OTHER EXPENSES

Operating and other expenses rose by 4 percent to

Rs. 12,620 million in 2007-08. The increase was

due to higher advertisement costs, rise in power and
fuel, and repairs and maintenance expenses due to
increase in production and commissioning of two new
manufacturing plants; and increase in carriage outwards
because of higher sales volumes. This increase was
partially offset by a fall in legal and professional and
communication expenses and also of the Directors’
remuneration due to fall in profits. As a share of total
income, this head of exgense increased from 18 percent
in 2006-07 to 24 percent in 2007-08, due to fall

in sales.

DEPRECIATION AND AMORTISATION
Depreciation and amortisation increased by 6 percent

10 Rs. 4,018 million in 2007-08 because of increase

in gross block and intangibles. Additicnal investments
werg incurred towards normal capital expenditure

as well as new projects in CPS, APl and Generics.
Amaortisation marginally decreased from Rs. 2,369
million in 200607 to Rs. 2,280 million in 2007-08 due
to amortisation of intangible assets in Trigenesis, and
impairment of product related intangibles at betapharm.

R&D

R&D expenses increased by 41 percent to Rs. 3,447
million in 2007-08. As a share of total income, it
increased from 4 percent in 2006-07 to 7 percent in
2007-08 — largely due the decrease in income
from sales,
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FINANCE EXPENSES

Finance expenses for 2007-08 amounted to Rs. 958
million, compared to Rs, 1,526 million in 2006-07.
This was primarily on account of a repayment of
Eurc 140 million towards loan taken in 2005-06 for
the acquisition of betapharm, and a decrease in
working capital loans in the current year

compared to previous year.

INCOME TAX

Provision for income tax {inclusive of fringe benefit tax)
for 2007-08 amounted to Rs. 1,077 million against

Rs. 2,744 million in 2006-07. This was due to an overall
decrease in taxable profits.

PROFIT AFTER TAX

PAT decreased from Rs. 9,659 million in 2006-07 to
Rs. 4,381 million in 2007-08. The PAT to total income
ratio in 2007-08 was 8 percent, versus 15 percent

in 2006-07.

INDIAN GAAP STAND-ALONE FINANCIALS
Table 12, in the previous page, gives the break-up of
Indian GAAP stand-alone financials for 2007-08 and
2006-07.

INTERNAL CONTROLS AND RISK

MANAGEMENT

Dr. Reddy's has a comprehensive system cf internal

controls with the objective of safeguarding the

Company’s assets, ensuring that transactions are

properly autherized, and providing significant assurance

at reasonable cost, of the integrity, objectivity and
reliability of financial information. The management of

Dr. Reddy's duly considers and takes appropriate action

on recommendations made by the statutory auditors,

internal auditors, and the independent Audit Committee
of the Board of Directors. More on internal contrals is
given in the chapter on Corporate Governance.

In a very dynamic business enviranment, the
traditional base business model is exposed to much
volatility, both upwards and downwards. While the
upsides create nonlinear value for the organization,
there is a conscious attempi to protect it against the
downsides.

As a step towards this, and continuing with the
progress achieved during the earlier years, a basic
framework for the Enterprise-wide Risk Management
(ERM) has been developed in collaboration with Ernst
and Young. It comprises three phases:

1. Assess Define the risk classification framework,
rating criteria and develop a risk library.

2. Enhance Conduct workshops for prioritization of
these risks, identify risks that matter as well as their
root causes and document the associated mitigation
plans.

3. Monitor Define the risk management crganization
structure at the business level, enable the
maintenance of risk management framework an

an ongoing basis and monitor the prograss on
mitigation plans.

The significant risks include those related to
changing regulations and related compliance,
increasing pricing pressure due to market externalities,
foreign currency fluctuations and uncertainties
around innovation efforts. The Company has a formal
risk management structure with defined roles and
responsibilities.

The Company's Board of Directors, through its Audit
Committee, approves the overall risk managament
strateqy, regularly monitors the risk management
process and takes high level decision, when required,
on risk management matters.

Business unit heads provide overall guidance
on ERM, ensure compliance with the defined risk
framework, up-date the risk register and either through
the Chief Risk Officer or in business unit presentations,
give quarterly update to the Audit Committee of the
Board.

The functional heads — within business units and {or
shared services — identify risks, analyze and prioritize
these in terms of the probability of occurrence and their
impact, prepare mitigation plans and regularly monitor
the risks,

THREATS, RISKS AND CONCERNS

The Company operates in the pharmaceutical industry
whose envirenment and the landscape are rapidly
changing. The industry is highly regulated, dependent
upon the ownership of intellectual property, subject to
product related litigations and characterized by a high
level of uncertainty regarding product develcpment and
launch. The Company’s inability to obtain nezessary
regulatory approvals for its praducts or fatlur= of a
product at any stage may disturb its future revenue
prejections.

Drug discovery Dr. Reddy's long term Discovery
operations will degend, to a large extent, upan its
ability to successfully patent and commercial ze its
own discovery molecules and specialty products. There
are significant risks of execution, as the process of
development and commercialization of new molecules
is time consuming as well as costly.

Generics The Company's generic business remains
challenging due to increased competition from India
and Eastern Europe. The segment has inhereat risks
with regard to patent litigation, product liabi ity, pricing
pressure, increasing regulation and complianze refated
issues. The business could be negatively affected if
innovataer pharmaceutical companies are successful
in limiting the use of generics through aggressive
legal defense as well as authorized generics deals,
development of combination products and over-the-
counter switching.

In view of the number of patent expiries coming up
in the near future, sales of patent expiry drucs in the US
as well as in Europe represent significant opportunity for
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all generics and APl manufacturers. However, obtaining
180-days exclusivity is getting increasingly difficult in
the US, and the generics market is becoming rapidly
commoditized.

Drug pricing In India, the Government of India
through its Drugs (Prices Controf) Order, 1995 (DPCO)
imposes price contrels for specified pharmaceutical
products under certain circumstances, Adverse changes
in the DPCO list or a widening of the span of price
control can affect pricing, and thereby the Indian
revenues.

Foreign exchange fluctuations In fiscal 2007-08,
the Company saw unprecedented and significant
fluctuations in the US dollar-Indian rupee exchange
rate coupled with an 11 percent depreciation of the
dollar. Given that the Company has a major partion of
its revenues in US dollars, it has suffered on account of
reduced rupee realizations. Although the Company has
taken adequate foreign exchange cover for its exports,
further depreciation in the dollar may have adverse
impact on profits.

Germany As of 1 April 2007, GKV-WSG law to
regulate the German health care system tock effect.
The law has significantly increased the power of the
insurance companies (sick funds) by allowing them
to enter into direct rebate contracts with suppliers
of pharmaceuticals. It further incentivizes doctors
to prescribe generic drugs covered by such rebate
contracts. The pharmacist is also required to dispense
such drugs as are covered by rebate centracts. About
85 percent of betapharm’s sales are prescriptions
covered by sick funds. Thus, successfully concluding
rebate contracts with insurance companies is a critical
success factor in competing in the generic prescription
market. betapharm today has rebate contracts with sick
funds covering 77 percent of the insured population in
aggregate. During 2007-08, the reference prices for
generics were reduced on 1 January 2008. Insurance
campanies may cantinue to put pressure on margins by
further adjustments to the reference prices.

Patent With implementation of GATT in 2005, India
started recognizing product patent protection with
effect fram 1 January 2005. It is expected that the new
product launch apportunities for Indian manufacturers
of APl and finished dosages will narrow over the next
few years.

OUTLOOK

Notwithstanding the setbacks in 2007-08, Dr. Reddy's
looks forward to a strong performance in 2008-09. We
believe that our core businesses of APl and Formulaticns
will show robust revenue growth and consequently,
greater margin contribution. The Company's North
American Generics business is expected to deliver
stronger performance with new launches and upsides.

The Generics business in Eurcpe should see stabilization
after the effects of significant regulatory and industry
changes in 2007-08. Our initiative ta shift some of

the betapharm’s supplies to India has already started
delivering value. With more products being shifted

in 2008-09, the business will be further de-risked.

By setting up a dedicated facility at Miryalaguda,

near Hyderabad, for supplying inputs to Mexico, the
Company believes that it has taken necessary steps to
ensure that supply chain constraints do not affect the
CPS business. We expect healthy growth of this segment
in 2008-09. |n addition, our strategic acquisitions

in US and UK are also expected to create value for
shareholders.

We have been steadily building capabilities and
resources over the years, and strengthened these further
with several initiatives at improving productivity and
reducing costs. We see these initiatives coming to bear
in 2008-09 and thereafter — thus contributing te
graater value creation. Moreover, we have committed
significant investments in infrastructure and facilities for
almost all our businesses to support revenue scaie-ups in
the near future.

In line with our stated philosophy and strategy, we
will continue to pursue both organic and inorganic
options to achieve faster and more profitable growth.
Having set aggressive targets across geographies and
businesses, we look forward to a good 2008-09.

CAUTIONARY STATEMENT

The management of Dr. Reddy’s has prepared and

is responsible for the financial statements that

appear in this report. These financial statements are
in conformity with accounting principles generally
accepted in India and in the US, and therefore indlude
amounts based onr informed judgments and estimates.
The management also accepts responsibility for the
preparation of other financial information that is
incfuded in this report.

This write-up includes some forward-looking
statements, as defined in the U.S. Private Securities
Litigation Reform Act of 1995. The management has
based these forward-looking statements on its current
expectations and projections about future events.

Such statements involve known and unknown risks,
uncertainties and other factors that may cause actual
resulfts to differ materially. These factors include, but are
not limited to, changes in focal and giobal economic
conditions, the Coempany’s ability to successfully
implernent its strategy, the market’s acceptance of

and demand for its products, growth and expansion,
technological change and exposure to market risks. By
their nature, these expectations and projections are only
estimates and could be materially different from actual
results in the future.
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u DR. K ANJI REDDY

CHAIRMAN

is the founder Chairman of Dr. Reddy’s Laboratories
Limited. Pricr to founding Dr. Reddy's in 1984, he was
the founder-Managing Director of Uniloids Limited

and Standard Organics Limited and also served in the
state-ownecdl Indian Drugs and Pharmaceuticals Limited.
Under Dr. K Anji Reddy’s leadership, Dr. Reddy's has
become a picneer in the Indian Pharmaceutical industry.
It has transformed the Indian bulk drug industry from
import-dependent in mid-80s to self-reliant in mid-90s
and finally into the export-oriented industry that it is

u MR. G V PRASAD

Joined the Board in 1986 and leads the core team that is
driving the Company's growth and transformation from
a Company predominantly selling API, Formulations

& Generics to achieving its visian of becoming a
discovery-led global pharmaceutical Company. As

CEO, Mr, Prasad has championed the globalization

of the Company and has played a vital role in the
Company's evolution. He has been the architect of the

MR. SATISH REDDY

joined the Company as Executive Director in 1993

and was responsible for manufacturing operations of
active pharmaceutical ingredients (AP1), formulations,
research and development activities and new product
development. He presided over the Company’s
successful transition from a predominantly API
manufacturer to a more value-added, finished dosages
producer. In the year 1995, he was appcinted as
Managing Director of Dr. Reddy’s Laboratories with
primary focus on finished dosage forms (formulations),

H MR. ANUPAM PURI

INDEPENDENT DIRECTOR

joined the Company's Board in 2002. From 1970

to 2000, Mr. Anupam Puri was with McKinsey &
Company. He worked globally with corporate clients
in several industries on strategy and organizational
issues, and also served several governments and
multilateral institutions on public policy. Mr. Apupam
Puri spearheaded the development of McKinsey's
India practice, oversaw the Asian and Latin American

today. Under his guidance, Dr. Reddy's became the

first Indian company to embark upon drug discovery
research in India in 1993 and the first non-Japanese Asia
Pacific pharmaceutical company to list on NYSE in April
2001. Dr. K Anji Reddy has a Bachelor of Science degree
in Pharmaceuticals and Fine Chemicals from Bombay
University and a Ph.D. in Chemical Engineering from
National Chemical Laboratory, Pune.

VICE CHAIRMAN AND CHIEF EXECUTIVE OFFICER

Company’s global generics strategy. He has helped
create new platforms of growth for Dr. Reddy’s, in the
Custom Pharmaceutical Services, Discovery Services and
Specialty Pharmaceutical segments. Mr. Prasad has a
Bachelors degree in Chemical Engineering from lllinois
Institute of Technalogy, Chicago, and a Masters in
Industrial Administration from Purdue University, USA.

MANAGING DIRECTOR AND CHIEF OPERATING OFFICER

in the national and international markets. He was

the major force behind the successful acquisition of
Armerican Remedies Limited {1999), a Chennai based
pharmaceutical company. Besides, he was instrumenial
in setting up wholly owned subsidiaries in Russia

and Latin America and joint ventures in China and
South Africa. Mr. Satish Reddy has a B. Tech. degree

in Chemical Engineering from Osmania University,
Hyderabad and M.S. degree in Medicinal Chemistry
from Purdue University, USA.

offices, and was an elected member of the Board. He is
currently a Special Advisor for Corsair Capital LLC.

Mr. Anupam Puri holds a M. Phil. in Economics, Nuffield
College, Oxford University, 1969; an MA in Ecanomics
from Balliol College, Oxford University, 1967; and a BA
in Econamics from Dethi University, India, 1965. He is
also on the Boards of ICIC) Bank Limited, Mahindra &
Mahindra Limited and Tech Mahindra Limited.
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DR. } P MOREAU
E INDEPENDENT DIRECTOR
joined Company’s Board in 2007. He is presently
working as Executive Vice-President and Chief Scientific
Officer of the IPSEN Group where he is responsible for
the Group's Discovery and innovation with facilities in
Paris, Londan, Barcelona and Boston. Before that, he
was Vice-President, Research from April 1994 and has
been a member of the Executive Committee of IPSEN
Group since that date. Dr. Morgau has a degree in
Chemistry from the University of Orleans and a D.5c

INDEPENDENT DIRECTOR
joined Company’s Board in 2007. She is Vice Chair —
insurance, Securities and Asset Management of ICICI
Group and also Chief Strategy and Communications
Officer of ICIC) Group. She was the Joint Managing
Director of ICICI Bank Limited and was responsittle for
the Corporate Centre gt 1CIC) Bank Limited comprising
operations, planning and strategy, risk management,
human resources management, legal and corporate
communications and corporate brand management. A
graduate in law from Bombay University, Ms. Morparia
joined ICICI Limited in 1975. She worked in the areas
of planning, treasury, resources and corporate legal
services, In 2001, she led the ICIC! Group’s major
corporate structuring initiative, the merger of ICICI

H MS. KALPANA MORPARIA

H PROF. KRISHNA G PALEPU
INDEPENDENT DIRECTOR

joined the Company's Board in 2002. Prof. Palepu

15 the Ross Graham Walker Professor of Business
Administration at the Harvard Business School. He holds
the titles of Senior Assaciate Dean for International
Development. Prof. Palepu’s current teaching and
research activities focus on Globalization and Corporate
Governance. He has published numerous research
papers and cases, and is also the co-author of the

book titled ‘Business Analysis & Valuation: Text and
Cases.’ Prof. Palepu has a Masters degree in physics

in biochemistry. He has also conducted posi-doctorate
research at the Ecole Polytechnique. He has published
over S0 articles in scientific journals and is named as
inventor or co-inventor in maore than 30 patents. He is a
regular speaker at scientific conferences and a member
of Nitto Denko Scientific Advisory Board. In October
1976, Dr. Moreau founded Biomeasure Incorporated,
based near Boston, and has been its President and CEQ
since then.

Limited with ICICI Bank to create India’s second largest
bank. Ms. Morparia has served on several committees
constituted by the Government of India. In November
2005, she was honoured with the Economic Times
‘Business Women of the Year’ award. In September
2006, she was named one of ‘The 100 Most Powerful
Women' by Forbes Magazine. She is Vice Chair of
ICIC) Prudential Life Insurance Company Limited, CICI
Lombard General Insurance Company Limited, ICICI
Prudential Asset Management Company Lirited,

ICICI Securities Limited and Director on the 3oards of
Bennet Coleman & Co Limited, CMC Limited and ICICI
Foundation for Inclusive Growth.

from Andhra University, a Postgraduate Diploma in
Management from the Indian Institute of Management,
and a Ph.D. from the Massachusetts Institut= of
Technology. He is also a recipient of an Honourary MA
from Harvard, and an Honourary Doctorate from the
Helsinki Schoel of Economics. He serves as z consultant
to a wide variety of businesses and is on the Boards of

Satyam Computer Services Limited, Brooks Automation,

and Polymedica Corporation.
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DR. CMKAR GOSWAMI
H INDEPENDENT DIRECTOR
joined the Company's Board in 2000. Since April 2004,
he has been the Founder and Chairman of CERG
Advisory Private Limited, a consulting and advisory firm.
A professional economist, Dr. Goswami did his Masters
in Economics from the Delhi School of Economics and
his D.Phil (Ph.D) from Oxfard University. He taught and
researched economics for 18 years at Oxford, Delhi
School of Ezonomics, Harvard, Tufts, Jawaharlal Nebru
University, Rutgers University and the Indian Statistical
Institute, New Delhi. In March 1897, he moved away

MR. P N DEVARAJAN

INDEPENDENT DIRECTOR
joined the Company's Board in 2000. He was Director
in Cheminor Drugs Limited, a Company that merged
with Dr. Reddy's in 2000. He was also member of
the Planning Board of Madhya Pradesh, Chairman
of Research at the Council of National Environment
Engineering Research Institute, member of the
Assessment Committee of Council of Scientific and
Industrial Research and member of the Research Council

MR. RAVI BHOOTHALINGAM
INDEPENDENT DIRECTOR

jeined the Company’s Board in 2000.

Mr. Bhoothalingam has served as the President of The
Oberoi Group of Hotels and was responsible for the
operations of the Group worldwide, He has also served
as Head of Personnel at BAT Plc, Managing Director of
VST Industries Limited and as a Director of ITC Limited.

from formal academics to become the Editor of Business
India, one of India‘s prestigious business magazines.
From August 1998 up to March 2004, Dr.Goswami
served as the Chief Economist of the Confederation

of Indian industry — the apex industry organization of
India. He is also an Independent Director on the Boards
of Infosys Technelogies Limited, Crompton Greaves
Limited, Sona Koya Steering Systems Limited, IDFC
Limited, Ambuja Cements Limited, Cairn India Limited
and DSP-Merrill-Lynch Fund Managers Limited.

of National Chemical Laboratory, He was also a Director
of the Bank of Baroda, member of the Central Board

of Directors of the Reserve Bank of India and Group
President and consultant of Reliance Industries Limited,
He is also a Director on the Board of Kothari Sugars and
Chemicals Limited and Tropical Technologies Private
Limited and BEST and Crompton Engineering Limited.

Mr. Bhoothalingam holds a Bachelor of Science degree
in Physics from St. Stephens College, Dethi and M.A.

in Experimental Psychology from Gonwille and Caius
College, Cambridge University, He is also a Director of
Nicco Internet Ventures Limited and Sona Koyo Steering
Systems Limited.
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l DATE OF
NAME DESIGNATION QUALIFICATIONS JOINING THE
COMPANY
VICE CHAIRMAN AND B.Sc. (CHEM. ENG.),
nl G V PRASAD CHIEF EXECUTIVE OFFICER M.S. INDL. ADMN.} a7 30 JUN 1990
| MANAGING DIRECTOR AND B.TECH., M.S. (MEDICINAL
Bl s»rish reooy CHIEF OPERATING OFF{CER CHEMISTRY) e 18 JAN 1993
| PRESICENT
Bl asqo mukneree PHARMA SERVICES & ACTIVE INGREDIENTS B. TECH. (CHEM.) 49 15 JAN 2003
J (PSAI
SENIOR VICE PRESIDENT — CORPORATE
> VRIS ARl A B.S. B AS., MB.A 33 6 AUG 2003

ASHWANI KUMAR EXECUTIVE VICE PRESIDENT M. PHARM., P.G.D.-1.E.& M.,

MALHOTRA FORMULATIONS TECH OPS P.G.D. (CD) 32 8 FE8 2001

SENTOR VICE PRESIDENT &
DR CARTIKEYA REDDY HEAD - EIOLOGICS B.TECH,, M.5 & PhD 37 20 JUL 2004

PRESIDENT

JASPAL SINGH BAJWA BRANDED FORMULATIONS (RoW)

B.Sc., M.B.A, 56 10 APR 2003

EXECUTIVE VICE PRESIDENT
JEFFREY WASSERSTEIN NORTH AMER. CA SPECIALITY BLSINESS B.A., I D. 49 31 1AN 2005

EXECUTIVE VICE PRESIDENT
K B SANKARA RAO INTEGRATED PRODUCT DEVELOPMENT M. PHARM. 54 29 SEP 1986

PRESIDENT B.Sc. DAIRY SCIENCE, VIRGINIA
MARK HARTMAN NORTH AMERICA GENERICS TECH 49 4/1AN 2002
]
B rreenona ngNf:ORR VICE PRESIDENT & GLOBAL CHIEF ) 4 oo gy 4 29 NOV 2002
| B 2cHu cipams ADVISOR - LEGAL & STRATEGY 8.5¢., P.G.D.B.M., L L.B. 57 1 0CT 2001
|
| PRESIDENT DEGREE IN MEDICINE & SURGERY,
‘ Bl or rannpes kumar DISCOVERY RESEARCH, DEVELGFMENT AND P.G.D. 52 30 APR 2007
| COMMERCIALIZATION (PSYCHIATRY & NEURDLOGY)
: PRESIDENT, CHIEF FINANCIAL OFFICER &
u SAUMEN CHAKRABORTY GLOBAL CIIEF OF IT f BPE B.Sc (H), P.G.D.M. a7 2 JUL 20014
| PRESIDENT &
n V S VASUDEVAN HEAD OF EURCPE OPERATIONS B.COM., A.C.A. 57 1 APR 1986
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COVIRMATEE

THE COMPANY'S PHILOSOPHY of corporate governance stems out from its

belief that timely disclosures, transparent accounting policies, and a strong and
independent Board go a long way in preserving shareholders trust while maximizing
long-term corporate values.

guidance, objective and Independent view to the
Company’s management while discharging its fiduciary
responsibilities, thereby ensuring that the management
adheres to high standards of ethics, transparency and

Keeping in view the Company’s size and complexity

in operations, Dr. Reddy's corporate governance

framework is based cn the following main principles:

O Appropriate composition and size of the Board, with
each Director bringing in key expertise in different
areas.

0O Proactive flow of information o the members of the
Board and Board Committees to enable effective
discharge of their fiduciary duties.

© Ethical business conduct by the management and
employees,

© Fuli-fledged systems and processes for internal
controls on all operations, risk management and
financial reporting;

© Timely and accurate disclosure of all material
operational and financial information to the
stakeholders.

The Securities and Exchange Board of India (" SEBI™}
through Clause 49 of the listing agreement with the
stock exchanges regulates corporate governance for
listed companies. Dr. Reddy’s is in full compliance
with Clause 49. It is also in full compliance with the
applicable corporate governance standards of the
New York Stack Exchange (“"NYSE”). This chapter
of the Annual Report, the information given under
‘Management Discussion and Analysis' and Additional
Shareholder Information’ together constitute the
compliance report of the Company on corporate
governance during the year 2007-08.

BOARD OF DIRECTORS
COMPOSITION
As on 31 March 2008, the Board of Dr. Reddy’s had
ten Directors, comprising three executive Directors,
including the Chairman, and seven independent
Directors as defined under listing Agreement with
Indian Stock Exchanges, and the Corporate Governance
Guidelines of the NYSE. Detailed profiles of Directors
have been discussed in this annual report.

The Directors have expertise in the {ields of strategy,
management, finance, human resource development
and economics. The Board provides leadership, strategic

disclosure. Each Directar informs the Company on
annua! basis about the Board and Board Cornmittee
positions he occupies in other companies including
Chairmanships and notifies changes during -he term of
their directorship in the Company.

Table 1 gives the composition of Dr. Reddy’s Beard,
their positions, relationship with other Direciors, date of
joining the Board, other Directorships and memberships
of Committees held by each of them.

MEMBERSHIP TERM

As per the provisions of the Companies Act, 1956,
one-third of the Board members {other than exacutive
Directors) who are subjecied to retire by rotation shall
retire every year, and the approval of the shareholders is
sought for the re-appointment of the retiring members
who are 5o eligible. Executive Directors are appointed
by the shareholders for a maximum period of five
years at a time, but are eligible for re-appointment
upen completion of the term. The Board, on the
recornmendations of the Governance Committee,
considers the appointment and re-appointrent of
Directors.

SELECTION AND APPOINTMENT CF NEW -
DIRECTORS

Induction of any new member cn the Board of Directors
is the responsibility of the Governance Committee,
which is entirely composed of independent Directors.
Taking into account the current composition and
organization of the Board, and the requirement of new
skill sets, if any, the Governance Commitie2 reviews
potential candidates in terms of their expertise, skills,
attributes and personal and professional backgrounds.,
Candidates that fit the hill are then for by the
Governance Committee, for induction as a Director of
the Company.

DIRECTCRS' SHAREHOLDING IN THE
COMPANY

Table 2 gives details of shares and stock options held by
each of the Directors as on 31 March 2008.
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TARLE 1 Compasition of Dr. Reddy’s Board AS ON 31 MARCH 2008

L
>
2
L
[
=
S
2
KL
QU
[+ 4

Position

Other Directors
Date Of Joining
Directorships
In India U/S
275 Of The
Companies
Act, 1956
Directorships "
Committee
Membership@
Chairmanship In
Committees @

Father of Mr. Satish Reddy &
Dr. K Anji Reddy Executive Chairman father-in-law of 24 February 1984 5 38 - -
Mr. GV Prasad
Vice Chairman Son—in-la\nf of Dr. K Aniji Ren_jdy _
Mr. G V Prasad & brother-in-law of Mr. Satish | 8 April 1986 10 39 2 1
&CEO Reddy
. Managing Director & Son of D.r' K Anii Reddy &
Mr. Satish Reddy €00 brother-in-law of 18 January 1993 6 36 2 -
Mr. G V Prasad
Mr. Anupam Puri Independent Director | None 4 June 2002 4 - 1 1
Dr. J P Moreau & Independent Direcior | None 18 May 2007 1 2 -
Prof. Krishna G Palepu Independent Directar | Nene 29 January 2002 2 2 - -
Ms. Kalpana Morparia % Independent Director | None 5 June 2007 7 1 3 -
Dr. Omkar Goswami Independent Director | None 30 October 2000 8 1 9 2
Mr. P N Devarajan Independent Director | None 30 October 2000 3 1 1 1
Mr, Ravi Bhoothalingam Independent Director | None 30 October 2000 3 - 2 1

" Other Directorships are those, which are not covered under Section 275 of the Companies Act, 1956.

@ Membership / Chairmanship in Audit and Shareholders’ Grievance Committees of alf public limited companies, whether listed or not, including Dr. Reddy’s.
Foreign companigs, private limited companies and companies under Section 25 of the Companies Act, 1956 have been excluded.

6 pr. 1 P Moreau joined the Board of the Company with effect from 18 May 2007 and Ms. Kalpana Morparia joined the Board with effect from

5 June 2007.
Name ‘ | ! No. of shares held Stock Options held®
Dr. K Anji Reddy™ 800,956 -
Mr. G V Prasad 1,355,840 -
Mr. Satish Reddy 1,205,832 -
Mr, Anupam Puri 1,500 10,5009

Dr. ) P Moreau - -
Ms. Kalpana Marparia - -

Prof, Krishna G Palepu 1,500 10,5009
Dr. Omkar Goswami 6,000 6,000
Mr. P N Devarajan 6,200 6,000
Mr. Ravi Bhoothalingam 6,000 6,000

W Shares held in individual capacity. in addition Dr. K Anji Reddy owns 40% of Dr. Reddy’s Holdings Private Limited, which in turn owns 37,798,290
shares of Dr. Reddy’s Laboratories Limited. Various members of his family own the balance shares in Dr. Reddy's Holdings Private Limited,

@ Stack Options were granted ta independent Directors in the Board meetings held on 6 May 2005, 31 May 2006 and 18 May 2007.

110,500 Stock Options held pursuant to ADR Stock Option Scheme, 2007 granted on 18 May 2007.

MEETINGS OF THE BOARD must meet at feast four times a year, with a maximum
The Company plans and prepares the schedule of time gap of four months between two Board meetings.
the Board and Board Committee meetings a year in Dr. Reddy’s Board met four times during the financial
advance to assist the Directors in scheduling their year under review: on 18 May 2007, 23 july 2007,
program. The schedule of meetings and agenda 24 October 2007 and 25 fanuary 2008. The Company
for meeting is finalized in consultation with an held one Board meeting in each quarter as required
independent Director of the Company. The agenda under the Companies Act, 1956.

of the meeting is pre-circulated with presentations, Details of Directors and their attendance in Board
detailed notes, supporting decuments and gxecutive meetings and Annual General Meeting are given in

summary. Under Indian laws, the Board of Directors Table 3.
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Meetings held in

Number of Board

IN FINANCIAL YEAR 2007-08

Attendance in last) AGM on

Name | Director's tenure meetings attended . Julyj24, 2007
Or. K Anji Reddy 4 4 Present
Mr. G V Prasad 4 4 Present
Mr. Satish Reddy 4 4 Present
Mr. Anupam Puri 4 4 Present
Dr. J P Moreau 30 3 Present
Ms. Kalpana Morparia 30 3 Present
Prof. Krishna G Palepu 4 4 Present
Dr. Omkar Goswami 4 32 Present
Mr. P N Devarajan 4 4 Present
Mr. Ravi Bhoothalingam 4 4 Present

& Dr. 1 P Moreau joined the Board of the Company on 18 May 2007 and Ms. Kalpana Morparnia foined the Board on 5 June 2007
& was given leave of absence cn request.

The Board and its Committee meetings at Dr. Reddy's
extended for one to two days sessions. In the course of
these meetings, the business unit heads, consultants
and key management personnel made presentations to
the Board.

INFORMATION GIVEN TO THE BOARD

The Company provides the following information to

the Board and the Board Committees as and when

required. Such information is submitted either as part
of the agenda papers in advance of the meetings or by
way of presentations and discussion material during the
meetings,

0 Annual operating plans and budgets, capital
budgets, updates, and afl variances;

O Quarterly, half yearly and annual results of the
Company and its operating divisions or business
segments,

©O Detailed presentations on the progress in Research
and Development and new drug discoveries;

© Minutes of meetings of Audit Committee and other
Committees;

© Information on recruitment and remuneration of key
executives below the Board level;

0 Significant regulatory matters concerning Indian or
Foreign regulatory authorities;

© Issue which involves possible public or preduct
liability claims of a substantial nature;

© Risk analysis of various products, markets and
businesses;

© Detailed analysis of potential acquisition targets, or
passible divestments;

0 Details of any Joint Venture or collaboration
agreements;

© Transactions that invalve substantial payment
towards goodwill, brand eguity or intellectual
property;

0 Significant sale of investments, subsidiaries, assets,
which are not in the normal course of business;

© Contracts in which Director(s) are deemed to be
interested;

0 Materially important show cause, demand,
prosecution and penalty notices;

© Fatal or serious accidents or dangerous occurrences;

0 Significant effluent or pollution problem:s;

0O Materially relevant default in financial obligations to
and by the Company or substantial non-payment for
goods sold by the Company;

O Significant labour problems and their proposed
solutions;

0 Significant development in the human resources and
industrial relations fronts;

© Quarterly details of foreign exchange e» posure and
the steps taken by management 1o limi. the risks of
adverse exchange rate movement.

© Non-compliance of any regulatory or statutory
nature or listing requirements as well as shareholder
services such as non-payment of dividend and delays
in share transfer; and

© Subsidiary companies minutes, financial statements,
significant investrnents and significant transactions
and arrangements.

MEETINGS OF INDEPENDENT DIRECTORS IN
EXECUTIVE SESSION

During the financial year, the independent Directors of
Dr. Reddy’s met four times without the management

in executive sessions. The Company intencss to further
facilitate such sessions as and when requirzd by the
independent Directors. Executive sessions Jenerate ideas
for improvements in Board processes. A lead Director
among the independent Directors was identified to
provide structured feedback to the Board to encourage
healthy discussions and openness amongst the members
of the Board.

ANNUAL BOARD RETREAT

During the financial year, the annua! Board retreat was
organized at London. In the retreat the Beard discussed
various business strategy and governance matters.
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IN RS. THOUSANDS

Name of Directors |

Sitting fees'™ | Commissions?| Salaries

Perquisites® Stock Options @

Dr. K Anji Reddy NA 60,310 5,400 497 66,207 NA
Mr. G V Prasad NA 45,233 3,600 687 49,520 NA
Mr. Satish Reddy NA 45233 3,600 695 49,528 NA
Mr. Anupam Puri 80 2,848 NA NA 2,908 3,000%
Dr. ) P Moreau'® 25 2,588 NA NA 2,613 3,000
Ms. Kalpana Morparia® 30 2,407 NA NA 2,437 3,000
Prof. Krishna G Palepu 35 2,648 NA NA 2,683 3,000©
Dr. Omkar Goswami 55 2,808 NA NA 2,863 3,000
Mr. P N Devarajan 85 2,608 NA NA 2,693 -
Mr. Ravi Bhoothalingam 75 2,608 NA NA 2,683 3,000

™ Sitting fees include fees for Board as well as Board Committee meetings @ Rs. 5,000 per meeting.

@ Payment of commissions is variable, and based on percentage of net profit calculated according to Section 198 of the Companies Act, 1956. The
commissions would be paid after the approval of sharcholders at the Annual General Meeting, scheduled on 22 July 2008. The Board of Directors
recommended for a fixed commission of Rs. 2,407,200 (U.5.%. 60,000) per director applicable to all the independent directors, a specific commission of
Rs. 401,200 (U.S.$. 10,000) to the Chairman of Audit Committee and Rs. 200,600 (U.5.3. 5,000) to the Chairman of other Committees Other than the
above, a specific compensation of Rs. 60,180 (U.S.$. 1,500) per meeting was recommended towards foreign travel to the directors outside India,

@ Parquisites include house rent allowance, medical reimbursement for self and family according to the rules of the Company, leave travel assistance,
personal accident insurance, Company'’s vehicle for official use with driver, telephone at residence and mobile phone, contribution to Provident Fund and
Superannuation Scheme. All these benefits are fixed in nature.

® The Company granted stock options to independent Directors on 20 May 2008. The exercise price of the options is Rs. 5 each. The options vest at the
end of cne year from the date of grant. The exercise period of options is 5 years from the date of vesting.

' Dr. 1 P Moreau joined the Board of the Company on 18 May 2007 and Ms. Kalpana Morparia joined the Board on 5 June 2007.

® Stock Options granted under ADR Stock Options Scheme, 2007 on 20 May 2008.

DIRECTOR'S REMUNERATION

The remuneration for the three executive Directors,
including the commission based on net profiis

of the Company, is recommended by the Board’s
Compensation Committee 1o the Board for
consideration. After approval, the Board then
recommends these for the approval of shareholders at
the Annual General Meeting. The commission to be paid
each year to the executive Direciors is decided by the
Board, within the limits approved by the shareholders,

Execuiive Directors are appointed by shareholders’
resolution for a period of five years. No severance
fees is payable to the executive Directors. Except
the commission payable, all other components of
remuneration to the executive Directors are fixed,
and in line with the Company’s policies.

The independent Directors receive sitting fees for
attending meetings of the Board and its Committees,
and commission based on the net profits of the
Company. The remuneration including commission
payable to the Directors during the year under review
was in conformity with the applicable provisions of the
Companies Act, 1956, duly considered and approved by
the Board and the shareholders. The remuneration paid
or payabla 10 the Directors for their services rendered
during 2007-08 is given in Table 4.

The criteria for making payments to the executive
Directors are:
© Salary, as recommended by the Compensation
Committee and approved by the Board and the
shareholders in general meetings. Perquisites and
retirement benefits are also paid in accordance with
the Company's compensation policies, as applicable
to all employees.

0 Shareholders of the Cempany have approved the
payment of commission on the net profits calculated
in accordance with Section 198 of the Companies Act,
1956 to all executive Directors.
© The Compensation Committee decides the amount
of commission payable every year within the overall limit.
O Remuneration paid to the executive Directors is
determined keeping in view the industry benchmarks.
The criteria for making payments to the independent
Directors is given below.
O Independent Directors are paid sitting fees for each
meeting of the Board or Board Committee @ Rs. 5,000/-
per meeting attended by them.
© Shareholders of the Company have approved
payment of commission up to 0.5 per cent of net
profits calculated in accordance with Section 198 of the
Companies Act, 1956 collectively to all the independent
Directors. The Board decides the amount of commission
payable to Independent Directors every year within the
overall limit of 0.5 per cent of net profits.
© Remuneration paid to independent Directors is
determined by keeping in view industry benchmarks,
and also on the basis of their memberships in varfous
committees of the Board.
© Shareholders of the Company approved granting of
up to 200,000 stock optians in aggregate at any point
of time during the financial years starting from 2006-07
and ending with 2010-11. Of this, up to 60,000 stock
options can be granted in a single financial year to all
the Directors (excegt the three executive Directors)
under any of the stock opticn plans, either existing or
to be framed in future, on such ierms and conditions as
the Compensation Committee / Board of Directors may
think fit.
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© The Board of Directors recommended for a fixed
commission of Rs. 2,407,200 (U.S.%. 60,000) per

director applicable to all the independent directors,

a specific commission of Rs. 401,200 {U.5.$. 10,000)

to the Chairman of Audit Committee and Rs. 200,600
(U.5.$. 5,000} to the Chairman of other Committees
Other than the above, a specific compensation of

Rs. 60,180 {U.5.%. 1,500) per meeting was recommended
towards foreign travel to the directors outside India.

LEAD INDEPENDENT DIRECTOR

The independent Directors of the Company have
identified the following lead independent Directors for
various matters.

@ Mr. Anupam Puri Corporate strategy;

O Ms. Kalpana Morparia Internal Audit and control
© Prof. Krishna G Palepu Board processes and thefr
improvements and giving structured feedback to

Board on the outcome of executive sessions of
independent Directors meetings;

O Dr. Omkar Goswami Finance, internal contrels and
risk management;

O Mr. P N Devarajan Chief Ombudsman for the
Whistle Blower Policy of the Company; and

O Mr. Ravi Bhoothalingam Compliance and Driving
agenda for Board and Board Committee meetings
and its development and improvement.

RISK MANAGEMENT
The Company has a detailed enterprise-wide risk
management system in place. During the year, detailed
presentations were made to the Board members an
the enterprise-wide risk management system and a
process was set up to inform Board members about the
risk assessment and minimization procedures, These
procedures are periodically reviewed to ensure that
the management controls the risk through means of a
properly defined framework.

A separate report on risk management and practices
of the Company in minimizing the risk is part of this
annual report.

COMPLIANCE REVIEWS

Dr. Reddy’s has a dedicated team and a defined
framework to review the compliances with all laws
applicable to the Company. The compliance status is
periodically updated to the senior management team.
Presentations are scheduled periodically in the Audit
Committee Meetings on compliance status.

CODE OF BUSINESS CONDUCT AND ETHICS
AND OMBUDSMAN PROCEDURE

The Company has adopted a Code of Business Conduct
and Ethics (COBE / “the Code”), which applies

to all employees and Directors of the Company, its
subsidiaries and affiliates. It is the responsibility of all
employees and Directors to familiarize themselves with
this Code and comply with its standards.

An Ombudsman Procedure has also been made
under this Code, which describes the ombudsman
framework and procedures for investigation and
communication of any repart on any violaticn or
suspected violation of the Code, appeal aga.nst any
decision taken by Ombudsman, and submission of
complaint against any retaliation action against any
empioyee. An independent Director has been appeinted
as Chief Ombudsman, and the reports and complaints
submitted to the Company will be reported to the Audit
Committee.

The Code of Business Conduct and Ethics and
Ombudsman Procedure has been posted on the
Company’s website — www.drreddys.com

The Board and the Senior Management affirms
compliance with the Code of Business Canduct and
Ethics annually. A certificate of the Chief Executive
Officer of the Company to this effect is enclased as
Exhibit 1 to this section.

RELATED PARTY TRANSACTIONS

The details of related party transacticns are discussed in

detail in page no.s 101 and 102 of this annual Report.
All related party transactions during the year,

whether in the ordinary course of business or not, were

placed before the Audit Committee. All related party

transactions were on arm's Jength basis.

SUBSIDIARY COMPANIES

The Audit Committee of the Company reviews the
financial statements of the subsidiary companies.
During the year, the Audit Committee also reviewed the
investments made by the subsidiary companies, minuies
of the Board meetings of the subsidiary companies

and statement of all significant transactions. and
arrangements entered into by the subsidiary companies.
No Indian subsidiary of the Company falls under the
term ‘material non-fisted Indian subsidiary’ as defined
under Clause 49 of the Listing Agreement.

DISCLOSURE ON ACCOUNTING TREATMENT
In the preparation of financial statements for 2007-08,
there is no treatment of any transaction dif‘erent from
that prescribed in the Accounting Standards notified

by Government of India under Section 21143C) of the
Companies Act, 1956,

COMMITTEES OF THE BOARD

The Board Committees appeinted by the Board focus
on specific areas and make informed decisions within
the authority delegated. Each Committee of the Board
is guided by its Charter, which defines the compositicn,
scope and powers of the Committee.

The Committees also make specific recc mmendations
to the Board on various matters from time-to time, All
decisions and recommendations of the Ccmmittees
are placed before the Board for information or for
approval,
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TAELE S Audit Committee Attendance IN FINANCIAL YEAR 2007-08

Committee members i Pasition Meetings heid Meetings attended
Dr. Omkar Goswami® Chairman 4 3
Mr. Anupam Puri® Member 3 3
Ms. Kalpana Morparia® Member i ]
Prof. Krishna G Palepu™@ Member 3 2
Mr. PN Devarajan'? Member 3 3
Mr. Ravi Bhoothalingam Member 4 4

I were given leave of absence on request.

@ Ceased to be the members of the Committee on reconstitution effective 24 October 2007.

® pember of the Committee effective 24 October 2007

During the year based on the recommendations and
reviews made by the Board of Directors’ at the Board
retreat held in London proposed for the re-constitution
of the Board Committees and changes in the Board
processes and accordingly the Company has six Board-
fevel Committees, namely;

O Audit Commiitee

O Compensaticn Committee

O Governance Committee

© Shareholders' Grievance Committee
© Investment Committee and

© Management Commitiee

Audit Committee

The management is responsible for the Company’s

internal contrels and the financial reporting process

while the staiutory auditors are responsible for
performing independent audits of the Company’s
financial statements in accordance with generally
accepted auditing practices and for issuing reports based
on such audits. The Board of Directors has entrusted the

Audit Committee to supervise these processes and thus

ensure accurate and timely disclcsures that maintain the

transparency, integrity and quality of financial control
and reporting. The primary responsibilities of the Audit

Commitiee are to:

© Supervise the financial reporting process;

O Review the financial results before placing them to
the Board along with related disclosures and filing
requirements;

© Review the adequacy of internal controls in
the Company, including the p'an, scope and
performance of the internal audit function;

© Discuss with management the Company’s major
pelicies with respect to risk assessment and risk
management;

© Hold discussions with statutory auditors on the
nature and scope of audits, and any views that
they have about the financial centrol and reporting
processes;

© Ensure compliance with accounting standards, and
with listing requirements with respect to the financial
staierments;

© Recommend the appointment and removal of
external auditors and their fees;

© Review the independence of auditors;

O Ensure that adequate safeguards have been taken
for legal compliance both for the Company and its
tndian as well as foreign subsidiaries;

O Review related party transactions;

O Review the functioning of Whistle Blower
mechanism; and

© Implementation of the applicable provisions of the
Sarbanes Oxley Act, 2002.

The Audit Committes is entirely composed of
independent Directors, and all members of the Audit
Committee are financially literate, and bring in expertise
in the fields of finance, economics, human resource
development, strategy and management. Mr. Ravi
Bhoothalingam, independent Director has accounting or
related financial management expertise.

During the year the Board of Directors reconstituted
the Audit Committee in terms of its composition
and presently the Committee consists of Dr. Omkar
Goswami, Mr. Ravi Bhoothalingam and Ms. Kalpana
Morparia as members of the Committee and Dr. Omkar
Goswami acts as the Chairman of the Committee.

The Audit Committee met four times during the
year: on 17 May 2007, 23 July 2007, 24 October 2007
and 25 January 2008. The Company 15 in compliance
with the provisions of the amended Clause 49 of the
listing agreement on the time gap between any two
Audit Committee meetings. In addition, the Chairman
of the Audit Committee and the other members of
the Audit Committee met additionally to review other
processes, particularly the pregress on internal control
mechanisms to prepare for certification under Section
404 of the Sarbanes Oxley Act, 2002. Table 5 gives
the composition and attendance record of Audit
Committee.

The Chief Executive Officer, Chief Financial Officer
and Chief Internal Auditor are permanent invitees to all
Audit Committee meetings. The statutory auditors of
the Company were present in all the Augit Committee
meetings during the year. The Company Secretary is the
Secretary of the Committee.

The Audit Committee meetings were generally half-
day sessions, except in the case of half-yearly and annual
results, where they extend to full day sessions. The
agenda for the Audit Committee included the foliowing
iterns:
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[ TARLE 6 Compensation Committee Attendance IN FINANCIAL YE -

Committee members Position Meetings held |Meetings
Mr. Ravi Bhoothalingam Chairman 4 4
Mr. Anupam Purit Meamber 2 2
Dr. J P Moreau™ Member 2 2
Ms. Kalpana Morparia®? Member 2 2
Prof. Krishna G Paleput® Mermber 2 1
Dr. Omkar Goswamit? Member 2 2
Mr. P N Devarajan Member 4 4

™ Ceased to be the members of the Committee on reconstitution effective 24 October 2007.

@ pember of the Committee effective 24 October 2007.
& was given leave of absence on request.

0 Review of financial performance, including business
level financial performance.
Internal audit, control matters and risk management,
including action-taken reports.
Status on the implementation of the compliance
with Section 404 of the Sarbanes Oxley Act, 2002
and its sustenance,
Discussion with statutory auditors, including new
accounting policies relating to Indian as well as U.S.
accounting principles and practices, and
Detailed operaticnal and financial risk appraisals, as
well as risks relating to legal compliance.
The internal and statutory auditors of the Company
discuss their audit findings and updates with the Audit
Committee and submit their views direcily to the
Committee. Meetings with internal auditors focus on
detailed reviews of the processes and internal controls
in the Company. This practice enables the Directors in
smaller groups to devote more time towards business
and financial performance during the Audit Committee
meetings.

The report of the Audit Committee is enclosed as
Exhibit 2 to this Section.

[+]

[+

Compensation Committee
The Compensation Committee, entirely composed of
independent Directors, reviews the performance of
the executive Directors and senior executives one level
below the Board, and alsc reviews the remuneration
package offered by the Company to different
grades / levels of its employees. While reviewing the
remuneration of senior management personnel, the
Committee 1akes into account the following:
© Financial position of the Company;
© Trends in the industry;
© Appointee’s qualifications and experience;
© Past performance;
Q Past remuneration; eic.

The Compensaticn Committee administers
Dr. Reddy’s Employee Stock Option Schemne, 2002 and
Dr. Reddy's Employees ADR Stock Option Scheme, 2007.
The details of stock options granted by the Committee
have been discussed in the Directors” Report.

The Chief of Human Resources makes periodic
presentations to the Compensation Committee on

organization structure, performance appraisals,
increments and performance bonus recommendations.
These keep the Directors updated on vario s Human
Resources matters.

During the year the Board of Directors -econstituted
the Compensation Committee in terms of its
composition and presently the Commitiee consists of
Mr. Ravi Bhoothalingam, Dr. ) P Moreau, Ms. Kalpana
Morparia and Mr. P N Devarajan as members of the
Committee and Mr. Ravi Bhoothalingam azts as the
Chairman of the Committee.

The Compensation Committee met three times
during the year: on 17 May 2007, 23 July 2007,

24 October 2007 and 25 January 2008. Table 6
gives the composition and attendance recard of the
Compensation Committee.

The Chief of Human Resources is the Secretary of the
Committee. The report of the Compensation Committee
is enclosed as Exhibit 3 to this Section.

Governance Committee

During the year the Board of Directors reconstituted
the Governance Committee in terms of its compaosition
and renamed the Committee as Governance
Committee. Presently the Commiitee consists of

Mr. Anupam Puri, Prof. Krishna G Palepu and

Dr. Omkar Goswami as members of the Committes
and Mr. Anupam Puri acts as the Chairman of

the Cormnmittee. Mr. P N Devarajan ¢eased to be

the member of the Commitiee subsequent to the
reconstitution effective 24 October 2007. The

existing Committee maintains the composition of the
independent Directors as members of the Committee.
The role of the Governance Committee is to;
Shortlist nominees for induction to the: Board of the
Company;

Selection of nominees on the Board or the Company;
Recommend appoiniment of members to the Board
for its consideration; and

Review principles of corporate governance of the
Company.

o

The Gavernance Committee met once during the
year on 17 May 2007, and all members attended. The
Company Secretary is the Secretary of the Committee.
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Strategy Committee Attendance IN FINANCIAL YEAR 2007-08

Committee members | Position Meetings held Meetings attended
Prof, Krishna G Palepu Chairman 2
Mr. Anupam Puri Member 2 2
Mr. G V Prasad Member 2 2
Dr. Omkar Goswami Member 2 2
Mr. Satish Reddy Member 2 2
Mr. Ravi Bhoothalingam Member 2 2

AA'E IVERS] Shareholders' Grievance Committee Attendance IN FINANCIAL YEAR 2007-08

Committee members Position Meetings Meetings attended
Mr. P N Devarajan Chairman 4 4
Mr. G V Prasad Member 4 4
Mr. Satish Reddy Member 4 4

Strategy Committee

The role of this Committee is to:

O PFarticipate with management to develop or modify
the Company’s strategies, including

© overall mergers and acquisition plans;

O Recommend to the Board the adoption or
modification of the Company’s strategles,

© Oversee the development of plans to implement
different strategies;

© Review progress and implementation of the
strategies; and

© Assess and provide guidance on internal and external
trends and developments that impact both strategy
and execution.

The Strategy Committee is a combination of
independent Directors and executive Directors.

The Chairman of the Committee is an independent
Director. The Committee met twice during the year
on 17 May 2007 and 24 July 2007. Table 7 gives the
compaosition and attendance record of the Strategy
Committee. The Company Secretary is the Secretary
of the Commitiee.

During the year based on the recommendations and
reviews made by the Board of Directors” at the Board
retreat held in Londan proposed for the re-constitution
of the Board Committees and changes in the Board
processes, Subsequent 1o the reconstitution, the
Commitiee was repealed and accordingly the terms of
reference of the Committee were vested with the Board
of Directors of the Company.

Shareholders’ Grievance Committee
The Shareholders’ Grievance Committee is empowered
to perform all the functions of the Board in relation
to handling of Shareholders’ Grievances. li primarily
focuses on:
O Review of investor complaints and their redressal;
© Review of the queries received from investors;
O Review of the work done by Share Transfer Agent;
and
© Review of corporate actions related work.
The Shareholders’ Grievance Committee consists of
three Directors, including two executive Directors.,

The Chairman of the Committee is an independent
Director. The Committee met four times during the
year: on 17 May 2007, 23 July 2007, 24 October 2007
and 25 January 2008. Table 8 gives the compaosition
and attendance record of the Shareholders” Grievance
Committee. The Company Secretary is the Secretary of
the Committee.

The Company Secretary has been designated as
Compliance Officer of the Company. An analysis of
investor queries and complaints received during the year
and pending disposal is given in this Annual Report in
the Chapter on Additional Shareholders Information,

Investment Committee

The Investment Committee reviews the Company's
capital investment proposals and ongoing projects.

It consists of three Directors, including two executive
Directors. The Chairman of the Committee is an
executive Director. The Committee met once during the
year on 7 Novernber 2007 and all members attended.
The Company Secretary is the Secretary of

the Committee,

During the year the Board of Directors of the
Company revised the terms of reference in Charter of
the Investment Committee.

During the year, the Committee approved the
investments in the projects for Chemical Technical
Operations for its new block, existing facility
upgradations and for QC, R&D and Office
Infrastructure facilities in Biologics.

Management Committee
The role of Management Committee is to authorize
Directors and officers of the Company to deal with day-
to-day business operations such as banking, treasury,
insurance, excise, customs, administrative and dealing
with other government / non-government authorities;
approve loans to subsidiaries or other entities / persons
up to an overall limit of Rs. 250 million; and approve
borrowings from any person up to an overall limit of
Rs. 250 million.

The Management Committee consists of three
Directors including two executive Directers. The
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Chairman of the Committee is an executive Director,
The Committee held seven meetings during the year:

on 11 May 2007, 24 July 2007, 1 Cctober 2007,

12 November 2007, 14 January 2008, 14 February 2008
and 28 March 2008. The Company Secretary is the
Secretary of the Committee.

MANAGEMENT

The management of Dr. Reddy's has developed and
implemented policies, procedures and practices that
attempt to translate the Company’s core purpose and
mission into reality. The management also identifies,
measures, monitors and minimizes the risk factors in
the business and ensures safe, sound and efficient
operation. These are iniernally supervised and
monitored through the Management Council.

MANAGEMENT COUNCIL
Dr. Reddy's Management Council consists of ali
senior management members from the business
units and corporate centre of the Company. It has a
balanced representation from the Indian as well as its
overseas offices. Page no.s 36 and 37 of this Annual
Report gives the details of the members of
the Management Council.
The Management Council meets once in a quarter
for two to three full day sessions. Background notes
for the meetings are circulated in advance to facilitate
decision-making. Listed below are some of the key
issues that were considered by the Management Council
during the year under review:
© Company’s long term strategy, growth initiatives and
priorities;
© MNonitoring overall Company performance, including
those of various business units;
© Decision cn major corporate policies;
© Discussion and sign-off on annual plans, budgets
and investments and any other major initiatives;
© Discussion on business alliances proposals and
Organizational design and matters.
During the year, out-bound training programmes
for team building were organized amongst the
Management Council members.

MANAGEMENT DISCUSSION AND ANALYSIS
This annual report has a detailed Chapter on
Managemaent Discussion and Analysis.

MAMNAGEMENT DISCLOSURES

Senior management of the Company (employees at
Senior Director leve! and above, as well as certain
identified key employees) make annual disclosures

to the Board relating to all material financial and
commercial transactions where they have personal
interest, if any, that may have a poiential conflict with
the interest of the Company at large. Such transactions
have been discussed in financials sections of this Annual
Report under Related Party Transactions.

PROHIBITION OF INSIDER TRADING

The Company has implemented a policy prohibiting
Insider Trading in conformity with applicable
regulations cf the Securities Exchange Board of India
("SEBI") and Securities Exchange Commission ("SEC")
of the USA. Necessary proceduras have been laid down
for employees, connected persons and perions deemed
to be connected for trading in the securities of the
Company. Blackout / quite periods, when the employees
are not permitted to trade in the securities of the
Company, are intimated to all employees fiom time

to time.

INTERNAL CONTROL SYSTEMS

Effective governance consists of competent
management; implementation of standard policies
and processes; maintenance ¢f an appropriate audit
programme and internal control environment

and effective risk monitoring and management
information systems.

Dr. Reddy’s has both external and internal audit
systems in place. Auditors have access to 2l records
and information of the Company. The Board and
the management periodically review the findings
and recommendations of the auditors and take
necessary corrective actions wherever necessary.

The Board reccgnizes the work of the auditors as an
independent check ¢n the information received from
the management on the operations and performance of
the Company.

INTERNAL CONTROLS
The Company maintains a system of internal controls
designed to provide reasonable assurance regarding the
achievement of objectives in following categories:
O Effectiveness and efficiency of operations;
© Adequacy of safeguards for assets;
© Reliability of financial controls; and
© Compliance with applicable laws and regulations.
The integrity and reliability of the internal control
systems are achieved through clear policies and
procedures, process automation, careful selection,
training and development of employees, and an
organization structure that segregates responsibilities.
Internal Audit at Di. Reddy's is an independent and
objective assurance function, responsible for evaluating
and improving the effectiveness of risk management,
control, and governance processes.
The department prepares annual audit plans
based on risk assessment, and conducts extensive
reviews covering financial, operaticnal ard compliance
controls and risk mitigation. Areas requiring specialized
knowtedge are reviewed in partnership with external
experts. I[mprovement opportunities identified during
reviews are communicated to the management on an
on-going basis.
The Audit Committee of the Board monitors the
performance of internal audit on a periodic basis
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\7A'B IVERS] Details of Communication made IN FINANCIAL YEAR 2007-08
Means of communication I, ) Frequency

Press releases / statements 27
Earnings calls 4
Publication of results 4

through review of audit plans, audit findings and speed
of issue resolution through follow ups.

STATUTORY AND US GAAP AUDITS
For 2007-08, BSR & Co. audited the financial
statements prepared under the Indian GAAP.

The Company had also appointed KPMG as
independent auditors for the purpose of issuing
opinion an the financial statements prepared under the
US GAAP.

While auditing the operations of the Company,
the externat auditors recorded their observations and
findings with the management. These were then
discussed by the management, and the auditors at
Audit Committee meetings as well as Audit Committee
conference calls, Corrective actions suggested by the
auditors and the Audit Committee have been either
implemented or taken up for implementation by
the management. Independent auditors render an
opinion regarding the fair presentation in the financial
statements of the Company’s financial condition and
operating results. Their audit was made in accordance
with generally accepted auditing standards, and
included a review of the internal controls, to the extent
considered necessary, to determineg the audit procedures
required to support their opinion,

AUDITORS" FEES

During the year, the Company paid Rs. 6.55 million to
the statutory auditors of the Company BSR & Co. as
auditors’ fees. The Company also paid Rs. 1.23 million
to the statutory auditors of the Company BSR & Co. for
taxation and other matters.

INFORMATION TO STAKEHOLDERS
DISSEMINATION OF INFORMATION

The Company has established systems and procedures
1o disseminate relevant information to its stakeholders,
including shareholders, analysts, suppliers, customers,
employees and the society at large. The primary
source of information regarding the operations of the
Company is the corporate website of the Company
www.drreddys.com,

All official news releases and presentations made
1o institutional investors and analysts are posted on the
Company's website. An analysis of the various means of
dissemination of informaticn in the year under review is
produced in Table 9.

Quarterly and Annual results of the Company are
published in widely circulated national newspapers such
as The Economic Times, Business Line and the local daily
Vaartha. These are also disseminated internationally
through Business Wire.

In addition to the corporate website, the Company
maintains various portals such as www.customer2drl.
com, www.housecallsindia.com and www.drlintouch.
com, which have proved to be effective and widely
appreciated tools for information dissemination.

INFORMATION TO SHAREHCOLDERS
Reappointment of Directors

MR. ANUPAM PURI

INDEPENDENT DIRECTOR

Mr. Anupam Puri jeined the Board of Directors of the
Company as Director in 2002,

From 1970 to 2000, Mr. Anupam Puri was with
McKinsey & Company. He worked globally with
corporaie clients in several industries on strategy
and organizational issues, and also served several
governments and multilateral institutions on public
policy. Mr. Anupam Puri spearheaded the development
of McKinsey’s India practice, oversaw the Asian and
Latin American offices, and was an elected member
of the Board. He is currently a Special Advisor for
Corsair Capital LLC. Mr. Anupam Puri holds a M. Phil.
in Economics, Nuffield College, Oxford University,
1969; an MA in Economics from Balliol College, Oxford
University, 1967; and a BA in Economics from Delhi
University, India, 1965. He is also on the Boards of ICICI
Bank Limited, Mahindra & Mahindra Limited and Tech
Mahindra Limited.

He has 1,500 equity shares and 2000 ADRs of the
Company as on 31 March 2008.

PROF. KRISHNA G PALEPU

INDEPENDENT DIRECTOR

Prof. Krishna G Palepu joined the Company's Board
as Director in 2002. Prof. Palepu is the Ross Graham
Walker Professor of Business Administration at the
Harvard Business School. He holds the titles of Senior
Associate Dean for International Development. Prof.
Palepus current teaching and research activities focus
on Globalization and Corporate Governance. He

has published numerous research papers and cases,
and is also the co-author of the book titled ‘Business
Analysis & Valuation; Text and Cases.’ Prof. Palepu has
a Masters degree in physics from Andhra University,

a Postgraduate Diploma in Management from the
Indian Institute of Management, and a Ph.D. from
the Massachusetts Institute of Technology. He is also
a recipient of an Honourary MA from Harvard, and

an Henourary Doctorate from the Helsinki School of
Economics. He serves as a consultant 1o a wide variety
of businesses and is on the Boards of Satyam Computer
Services Limited, Brocks Automation, and Polymedica
Corporation.
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He has 1,500 equity shares of the Company as on
31 March 2008.

Compliance Report on NYSE Corporate
Governance Guidelines

Pursuant to Section 303A.11 of the NYSE Listed
Companies Manual, Dr. Reddy's which is a foreign
private issuer as defined by Securities and Exchange
Commission, must make its U.S. investors aware of the
significant ways in which the corporate governance
practices differ from those required of domestic
companies under NYSE listing standards. A detailed
analyslis of this has been posted on Dr. Reddy’s website
www.drreddys.com.

Compliance Report on Non-Mandatory Requirements
under Clause 49

1. The Board The Chairman of Dr. Reddy’s is an
executive Director and he maintains the Chairman's
office at the Company's expenses. The tenure of all
independent Directors on the Board is less than

nine years.

2. Remuneration Committee The Board of Directors
has constituted a Compensation Committee, which is
composed of independent Directors. This Committee
also discharges the duties and responsibilities of
Remuneration Committee as contemplated under non
mandatory requirements of Clause 49, Details of the
Compensation Committee and its powers have been
discussed earlier in this section.

3. Shareholders Rights The Company did not send
half yearly results to each household of the shareholders
in 2007-08. However, it displays its quarterly and half-
yearly results on its website www.drreddys.com and
published in widely circulated newspapers.

4. Audit Qualifications The auditors have not
qualified the {inancial statements of the Company.

5. Training of Board Members The Company
believes that for the able discharge of the
responsibilities of the Board it is essential that Board
be continuously empowered with the knowledge of the
latest developments in the Company's businesses and
the external environment affecting the industry

as a whole.

In pursuit of achieving this goal, during the year, the
Directors were given presentations on global business
environment, all business areas of the Company
including business strategy, risks and opportunities.
The Directors visited various manufacturing and
research locations of the Company.

6. Mechanism for Evaluating Independent
Board Members A lead Director amongst the
independent Directors has been identified to provide
structured feedback to the Board on the functioning
and performance of the Board to encourage healthy
discussions and openness amongst the members of
the Board.

7. Whistle Blower Policy The Company has framed
a Whistle Blower policy, details of which have been
discussed earlier in this section.

Additional shareholder information
The detailed “additional shareholder information”
section is part of this Annual Report.

EXHIBIT 1

DECLARATION OF THE CHIEF EXECUTIVE
OFFICER ON COMPLIANCE WITH CODE OF
BUSINESS CONDUCT AND ETHICS

Dr. Reddy's Laboratories Limited has adopted a Code
of Business Conduct and Ethics (COBE / “thz2 Code”),
which applies to all employees and Directors of the
Company, its subsidiaries and affiliates. Uncer the code,
it is the responsibility of all employees and Directors to
{familiarize themselves with the Code and comply with
its standards.

I hereby certify that the Board members and senior
management personnel of Dr. Reddy's have affirmed
compliance with the Code of the Company for the
financial year 2007-08.

G WV PRASAD
VICE CHAIRMAN & CHIEF EXECUTIVE OFFICER
Date 20 May 2008

EXHIBIT 2
REPORT OF THE AUDIT COMMITTEE
To the shareholders of Dr. Reddy's Laboratories Limited

The Audit Committee of the Board of Directors
comprises three Directors. Each member of the
Committee is an independent Director as defined under
Indian laws, Clause 49 of the Listing Agreement and
the New York Stock Exchange Corporate Governance
Guidelines. The Committee operates under a written
charter adopted by the Board of Directors, and has
been vested with all the powers necessary -0 effectively
discharge its responsibilities.

Dr. Reddy's management has primary responsibility
for the financial statements and reperting process,
including the systems of internal controls. During the
year, the Committee discussed with the Ccmpany's
internal auditors and statutory auditors the scope
and plans for their respective audits. The Committee
discussed the results of their examination, their
evaluation of the Company's internal controls, and
overall quality of the Company’s financial rzporting.

tn fulfilling its oversight responsibilities, the
Committee has reviewed and discussed the Company's
audited financial statements with the management.
BSR & Co., the Company’s independent avditors for
Indian GAAP financial statements, and KPIMG, the
Company's independent auditors for US GAAR financial
statements are responsible for expressing their opinion
on the conformity of the Company’s audited financial
statements with Generally Accepted Accounting
Principles.

Relying on the review and discussions with the
management and the independent auditors, the Audit
Committee believes that the Company’s financial
statements are fairly presented in conformity with
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Generally Accepted Accounting Principles in all
material aspects.

During the year, the Committee devoted
considerable time and effort towards the compliance
with Section 404 of the US Sarbanes-Oxley Act (SOX)
of 2002. In 2005-06, the Company became the first
Indian manufacturing company to comply with Section
404 of the US Sarbanes-Oxley Act (SOX), in advance of
the mandatory deadline of 31 March 2007 which was
applicable for foreign private issuers.

The Committee also devoted time towards
Enterprise-wide Risk Management processes and
discussed in detail the risk profiles of the Company and
their mitigaticn plans.

The Audit Committee has ensured that the
Company's Code of Business Conduct and Ethics has the
mechanism whereby no personnel intending to make a
compliant relating to Securities and Financial reporting
shall be denied access to the Audit Committee.

The Audit Committee has recommended that
the Board accept the audited financial statements
prepared in accordance with Indian GAAP and financial
staterents prepared under US GAAP as true and fair
statements of the financial health of the Company.
Further, the Committee has recommended that for
2008-0% the Board re-appoint BSR & Co. and KPMG as
statutory independent auditors for Indian GAAP and US
GAAP respectively.

DR. OMKAR GOSWAMI
CHAIRMAN, AUDIT COMMITTEE
Date 19 May 2008

EXHIBIT 3
REPORT OF THE COMPENSATION
COMMITTEE
To the shareholders of Dr. Reddy’s Laboratories Limited
The Compensation Committee of the Board of
Directors comprises four Directors, Each member of the
Committee is an independent Director as defined under
Indian laws and New York Stock Exchange Corporate
Governance Guidelines. The Committee operates under
a written charter adopted by the Board of Directors.
It has been vested with all the powers necessary to
effectively discharge its responsibilities.
The Committee believes that its principal objective
is to reward executive performance that will lead
to long-term enhancement of shareholder value.
The compensation policies are vital elements in the
Company’s drive 10 identify, develop and motivate
high-potential leaders to create and sustain outstanding
performance. The Compensation Committee is
responsible for overseeing performance evaluation,
approving compensation levels for all senior executives
and oversight of the administration of the Employee
Stock Option Plans.

During the year, the Committee discussed the
Company's performance appraisal systems, and the
outcome of the performance assessment programs
and compensation policies. The Committee devoted
considerable time in discussing the arganization design
and succession planning for critical positions within the
Company.

As on 31 March 2008, the Company had 1,115,346
outstanding stock options, which amounts to 0.66%
of total equity capital. The stock options have been
granted to 477 employees of the Company and its
subsidiaries under Dr. Reddy's Employee Stock Options
Scheme, 2002 and Dr. Reddy's Employee ADR Stock
Opticns Scheme, 2007. Out of the total 1,115,346
stock options, 158,780 stock options are exercisable
at Fair Market Value and 956,566 stock options are
exercisable at Par Value i.e. Rs. 5.

RAVI BHOOTHALINGAM
CHAIRMAN, COMPENSATION COMMITTEE
Date 19 May 2008

CERTIFICATE OF COMPLIANCE

To the Members of Dr. Reddy's Laboratories Limited

We have examined the compliance of conditions of
Corporate Governance by Dr. Reddy's Laborataories
Limited (“the Company”), for the year ended on

31 March 2008, as stipulated in Clause 49 of the Listing
Agreement of the said Company with the Bombay
Stock Exchange and the National Stock Exchange. The
compliance of conditions of Corporate Governance is
the responsibility of the management. Our examination
was limited to procedures and implementation thereof,
adopted by the Company for ensuring the compliance
of the conditions of the Corporate Governance. Jtis
neither an audit nor an expression of opinion ¢n the
financial statements of the Company.

In our opinion and to the best of our information
and according to the explanations given to us, we certify
that the Company has complied with the conditions
of Corporate Governance as stipulated in the above
mentioned Listing Agreement.

We further state that such compliance is neither
an assurance as to the future viability of the Company
nor the efficiency or effectiveness with which the
management has conducted the affairs of the Company.

for BSR & Co.
CHARTERED ACCOUNTANTS

S SETHURAMAN
PARTNER
Membership No. 203491

Place Hyderabad
Date 20 May 2008
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CONTACT INFORMATION

REGISTERED AND CORPORATE OFFICE
Dr. Reddy’s Laboratories Limited

7-1-27, Ameerpet, Hyderabad 500 016

Andhra Pradesh, India

T+91-40-2373 1946

F+91-40-2373 1955

W http:/Avww.drreddys.com

REPRESENTING OFFICERS

Correspondence to the following officers may be
addressed at the registered and corporate office of the
Company.

CHIEF COMPLIANCE OFFICER
Saumen Chakraborty

Chief Financial Officer

T +91-40-2373 1946

F+91-40-2373 1955

E saumenc@drreddys.com

COMPLIANCE OFFICER
V § Suresh

Company Secretary

T +91-40-2373 4504

F +91-40-2373 1955

£ sureshvs@drreddys.com

For the quarter ending 30 June 2008

ADR INVESTORS / INSTITUTIONAL
INVESTORS / FINANCIAL ANALYSTS
Nikhil Shah

Investor Relations

T +91-40-6651 1532

F +91-40-2373 1955

E nikhilshah@drreddys.com

INDIAN RETAIL INVESTORS

N V S Pavan Kumar

Corporate Secretarial

T+91-40-2374 5274

F +91-40-2373 1955

E shares@drreddys.com / pavanknvs@drreddys.com

MEDIA

M Mythili

Corporate Communicatiens
T +91-40-6651 1620

F +391-40-6651 1621

E mythilim@drreddys.com

ANNUAL GENERAL MEETING
Date Tuesday, 22 July 2008
Time 11.30 AM
Venue  Grand Ball Room, Hotel Tgj Kristna

Road No.1, Banjara Hills, Hyderz bad 500 034
Last date for receipt of proxy forms— 20 July 2008
before 11.30 AM.

. | '
Financial Calendar -

Tentative Calendar for Declaration of Financial Results in 2008-09

Last week of July, 2008

Far the quarter and half year ending 30 September 2008

Last week of October, 2008

For the guarter and nine months ending 31 December 2008

Last week of January, 2009

For the year ending 31 March 2009

Last week of May, 2009

AGM for the year ending 31 March 2009

Second fortnight of July, 2009

DIVIDEND

The Board of Directors of the Company has proposed
a dividend of Rs. 3.75 on equity shares of Rs. 5 each.
The dividend will be paid on or after 26 July 2008, if
approved by the shareholders at the Annual General
Meeting scheduled on 22 July 2008.

BOOK CLOSURE DATE

The dates of book closure are from 8 July ;'008 1o
12 July 2008 (both days inclusive) for the purpose of
payment of dividend.
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Listing on Stock Exchanges and Stock Codes

Equity Shares { Stock Codes
The Bombay Stock Exchange Limited ("BSE™) 500124
National Stock Exchange of India Limited ("NSE*) DRREDDY
American Depository Receipts (“ADR") Stock Codes
New York Stock Exchange Inc. ("NYSE™) RDY
NOTES

1. Listing fees for the year 2608-09 has been paid to the indian Stock Exchanges.
2. Listing fees to NYSE for listing of ADRs has been paid for the calendar year 2008.
3. Shares are also traded at other stock exchanges as permitted securities.

4. The Stock Code on Reuters is REDY.BO and on Bloomberg is DRRD@IN.

INTERNATIONAL SECURITIES INDIAN CUSTODIAN OF ADRs
IDENTIFICATION NUMBER (ISIN) ICICH Limited

ISIN is a unigue identification number of traded scrip. ICIC) Towers, Bandra-Kurla Comgiex
This number has to be quoted in each transaction Mumbai 400 051

relating to the dematerialised equity shares of the Maharashtra, India

Company. The ISIN number of the equity shares of T+91-22-2653 1414

the Company is INEOBSAO1023 E shareholder@adr.com

F+91.22-2653 1122
CUSIP NUMBER FOR ADRs

The Committee en Uniform Security Identification REGISTRAR FOR INDIAN SHARES
Procedures {* CUSIP") of the American Bankers (COMMON AGENCY FOR DEMAT AND
Association has developed a numbering system for PHYSICAL SHARES)
securities. A CUSIP number uniguely identifies a Bigshare Services Private Limited
security and its issuer and this is recognized globally (-10 Left Wing, Amrutha Ville
by crganizations adhering to standards issued by the Opp. Yashodha Hospital, Raj Bhavan Road
International Securities Organization. The Company's Hyderabad 500 082
ADRs carry the CUSIP number 256135203, T+91-40-2337 4967

F +91-40-2337 0295
DEPOSITORIES Contact Person-Mr. G S Dharma Veer
OVERSEAS DEPOSITORY OF ADRs E hyd2_bigshare@yahoo.com
J P Morgan Chase Bank, N.A.
PO. Box 43013 EQUITY HISTORY OF THE COMPANY
Providence Table 1, as given in next page, lists equity history of the
RI 02940-3013 Company since incorporation of the Company up to

T(781)5754325 31 March 2008.
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_‘T&[ﬁiﬁ q ‘ Equity History of the Company Sinjce Incorporation of the Company UP TO 31 MA -
Pt Mt doanticularsy ed ancelled ulative |
24 February 1984 Issue to Promoters 200 200
22 November 1984 Issue to Promoters 243,300 243,500
14 June 1986 Issue to Promoters 6,500 250,000
9 August 1986 Issue to Public 1,116,250 1,366,250
30 September 1988 Forfeiture of 100 shares 100 1,366,150
9 August 1989 Rights Issue (2:1} 819,750 2,185,900
16 December 1991 Bonus Issue (2:1) 1,092,950 3,278,850
17 lanuary 1993 Bonus Issue {1:1} 3,278,850 6,557,700

_ 10 May 1994 Bonus Issue (1:2) 13,115,400 19,673,100
10 May 1994 Issue to Promoters 2,250,000 21,923,100

26 July 1994 GDR underlying Equity Shares 4,301,076 26,224,176
29 September 1935 SEFL Shareholders on merger {(10:1) 263,062 26,187,238
30 January 2001 CDL Shareholders on merger (25:9) 5,142,942 31,630,180
30 January 2001 Cancellation of shares held in CDL 41,400 31,588,780
11 April 2001 ADR underlying Equity Shares 6,612,500 38,201,280
9 july 2001 GDR conversion into ADR 38,201,280
24 September 2001 ARL Shareholders on merger (12:1) 56,634 38,257,974
25 October 2001 Sub division of equity shares (Rs. 10 to Rs. 5 per share) 76,515,948
30 January 2004 Allotment pursuant to exercise of Stock Options 3,001 76,518,949
29 April 2005 Allotment pursuant to exercise of Stock Options 20,000 76,538,949
13 February 2006 Allotment pursuant to exercise of Stock Options 68,048 76,506,997
24 March 2006 Allotment pursuant to exercise of Stock Options 12,573 76,619,570
31 March 2006 Allotment pursuant to exercise of Stock Options 75,000 76,594,570
11 May 2006 Allotment pursuant to exercise of Stock Options 7.683 76,702,253
1 July 2006 Allotment pursuant to exercise of Stock Options 34,687 76,736,940
16 August 2006 Allotment pursuant to exercise of Stock Options 20,862 76,757,802
30 August 2006 Bonus Issue (1:1) 76,757,802 153,715,604
22 November 2006 ADR underlying Equity Shares 12,500,000 166,015,604
29 November 2006 ADR underlying Equity Shares {Green Shoe options) 1,800,000 167,315,604
19 December 2006 Allotment pursuant to exercise of Stock Options 13,958 167,329,562
16 February 2007 Allotment pursuant to exercise of Stock Options 70,782 167,900,344
20 March 2007 Allotment pursuant to exercise of Stock Options 11,836 167,912,180
21 June 2007 Allotment pursuant to exercise of Stock Options 137,672 168,049,852
10 July 2007 Allotment pursuant to exercise of Stock Options 47,520 168,097,442
5 October 2007 Allotment pursuant to exercise of Stock Options 34,700 168,132,142
4 January 2008 Allotment pursuant to exercise of Stock Options 3,510 168,135,652
21 February 2008 Allotment pursuant to exercise of Stock Options 37,094 168,172,746

NOTES

Movement of the Company's share price in 2007-08 on NSE -

160 -
140 -

120 -

[ Reaids S v B |

1. Al values are indexed to 100 ason 190
1 April 2007
2. S&P CNX Nifty is a diversified 50 80 - —

stock index accounting for 23

sectors of the Indian corporates. It is 609
owned and managed by india Index @
Services and Products Ltd. (St), q
which is a joint venture between

NSE and CRISIL.

May 07 -
Jun 07 -
Jul 07 -

Aug 07 -
Sep 07~
Oct 07 -

Nov 07 -
Dec 07 -
Jan 08 -
Feb 08 -

fiar U5 -

31 Mar 08~
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STOCK DATA
Table 3 gives the monthly high, low and the total
number of shares / ADRs traded per month on the BSE,
NSE and the NYSE during the financial year 2007-08.
Chart 1 gives the movement of the Company’s share
price on NSE vis--vis S&P CNX Nifty during the financial
year 2007-08.
Chart 2 gives the movemnent of Dr. Reddy's ADR
prices on NYSE vis-3-vis S&P ADR index during the
financial year 2007-08 and Chart 3 gives premium

DESCRIPTION OF VOTING RIGHTS
All shares issued by the Company carry the equal voting
rights.

PERSONS HOLDING OVER 1% OF THE
SHARES

Table 2 gives the names of the persans whao hold
more than 1 per cent shares of the Company as on
31 March 2008.

Persons Holding 1% or More offthe Shares in the Company AS ON 31 MARCH 2008

ap e & il R T ealides B |
1 Dr. Reddy's Holdings Private Limite 37,798,290 22.48
2 Life Insurance Corporation of India 20,619,743 12.26
3 HDFC Trustee Cornpany Limited 7,194919 4.28
4 Baytree Investments {(Mauritius) 6,767,346 4.02
5 HSBC Global Investment Funds 6,384,557 3.80
6 FID Funds (Mauritius) Limited 4,253,656 2.53
7 M and G Investment Limited 3,001,343 1.78
8 Swiss Finance Corporation (Mauritius) 2,582,011 1.54
9 The Master Trust Bank of lapan Limited 1,848,608 1.10

" does not include ADR holdings

Apr 2007 757.00 650.00 3832530 752.00 685.0 11,003,810 17.48 15.85 8,077,000
May 2007 729.45 640.00 4949174 727.90 631.10 18,473,157 17.49 15.51 13,790,900
Jun 2007 664.00 608.90 2123927 665.00 605.10 9,625,129 16.23 14.97 6,571,300
Jul 2007 654.00 625.00 2261355 693.00 625.05 7,421,294 17.04 15.65 5,997,500
Aug 2007 £45.00 603.30 1089050 646.0C 607.00 6,313,814 16.19 14.83 6,600,600
Sept 2007 673.90 631.00 880110 674.95 633.05 5,265,444 16.59 15.72 4,170,600
Oct 2007 £65.90 580.00 3343161 665.50 575.00 12,227,814 17.05 15.06 9,515,300
Nov 2007 £35.00 595.00 1292028 633.50 583.25 5,609,823 16.13 14.76 6,059,700
Dec 2007 748.00 625.25 1542043 744.40 625.00 8,674,410 18.52 15.76 7,201,500
Jan 2008 760.00 520.00 2160001 763.00 500.10 8,871,078 18.6& 13.62 10,924,700
Feb 2008 589.50 501.00 532407 586.95 42425 4,789,491 14.75 13.2% 5,507,500
Mar 2008 605.00 506.00 1190561 604.95 476.65 6,245,768 15.03 13.07 5,778,700

W One ADR is equal to one Equity share

CTATT 2 Movement of ADR Prices in 2007-08

140 ~
130 7
120"
1o - SR EJADRTIndex]
100
NOTES )
1. Alf values are indexed to 100 as on %
1 April 2007 80 - o >
2. The S&P ADR Index is based on (Lo Gty 20 e
the non-U.5. stocks comprising the 70 -
5&P Global 1200. For details of the 60 o . \ , \ . . \ . . , , \
methodology used to compute this s = |~ ] |~ =3 5 s 5 3 3 3 3
index please visit www.adr.com -3 F 5 E] z & g 2 i g 2 S 2
=
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LACSERO Distribution of Shareholdings on t}we Basis of Ownership
E arch 2008 LY = < 2007
0.0 are % of tota INoXofishares)
Promoter’s Holding N
Individuals 4,479,484 2,66 4,489,584 2.68 (0.02)
Companies 37798290 22.48 37,798,290 22.51 (0.03)
Sub-Total 42,277,774 25.14 42,287,874 2519 {0.05)
Indian Financial Institutions o 21,366,488 1271 13,961,129 8.31 4,40
Banks 405,898 0.24 523,345 0.31 {0.07)
Mutual Funds 9,691,099 576 10,794,465 6.43 (0.67)
Foreign holdings
Foreign Institutional Investors 41,726,515 - . 24.81 46,162,315 27.49 {2.68)
Non Resident Indians 3,231,295 1.92 3,412,822 2.03 0.11)
ADRs / Foreign National 28,174,977 o 1675 27,880,976 16.61 0.14
Overseas Corporate Bodies - ) - - - -
Sub total 104,596,272 62.19 102,735,052 61.18 (1.01)
Indian Public and Corporate 21,298,700 12.67 22,889,254 13.63 (0.96)
168,;1 72,746 R 167,912,180

Shares held No. of shareholders % of shareholders No. of shares held % of shar m
1- 5,000 96,555 96.17 8,299,806 493
5,001 - 10,000 1,580 1.58 2,334,134 1.3%
10,001 - 20,000 1,128 1.12 3,326,926 1,98
20,001 - 30,000 355 0.35 1,808,732 1.08
30,001 - 40,000 223 0.22 1,532,020 0.91
40,001 - 50,000 88 0.09 802,367 0.48
50,001 - 100,000 226 0.23 3,062,050 1.82
100,001 and above 231 0.24 118,834,394 70,66
Total, excluding ADRs 100,396 100.00 140,000,429 83.25
Equity shares underlying ADRs™ 1 0.00 28,172,317 16.75
Total | 100,397 100.00 168,172,746 |
" held by beneficial owners outside India

[GHARIEEE Premium on ADR Traded at NYSE, Versus Price Quoted at the NSE;

i0 7

-6
-8 4
NQOTES 10 4
Prenyum hla-s br:'en calculated on - = 5 - - - - ~ 5 2 2 q
a daily basis using RBI reference 4 4 T Z % 2 p p S = 2 S
exchange rate < = 4 - 2 A < 2 a 2 £ kS
[L:]
in per cent on ADR traded at NYSE compared to price DIVIDEND HISTORY
quoted at NSE. Chart 4 gives the dividend history of the Company from
1996-97. The dividend proposed for 2007-08 is 75%

SHAREHOLDING PATTERN AS ON i.e Rs. 3.75 pre share of Rs. 5 face value.

31 MARCH 2008

Tables 4 and 5 give the data on shareholding classified NOMINATION FACILITY

on the basis of ownership and shareholder class, Shareholders holding physical shares may, if they so
respectively. want, send their nominations in prescribed Form 2B of
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TR @ Shares Transferred / T

[ | 200708 |

Number of transfers / transmissions

188 317

Number of shares

31,811 54,172

the Companies (Central Government’s) General Rules
and Forms, 1956 to the Registrars & Transfer Agents of
the Company. Those holding shares in dematerialised
form may contact their respective Depository Participant
(DP) to avail the nomination facility.

SHARE TRANSFER SYSTEM
All services refating to share transfers / transmissions and
information may be addressed to:
Bigshare Services Private Limited
G-10 Left Wing, Amrutha Ville
Opp. Yashodha Hospital, Raj Bhavan Road
Hyderabad 500 082
T +91-40-2337 4967
F +91-40-2337 0295
E hyd2_bigshare@yahoo.com
Contact Person-Mr. Dharma Veer, Branch Manager
The Company periodically sudits the operations of
Share Transfer Agent. The number of shares transferred /
transmitted in physical form during the last twao financial
years is given in Table 6.

e Final Dividend
—— Interim Dividend

. 40%
o
N  x e ]
Il N S » o
R}
======== ========= L . S——
96-97 97-98 9399 99-00 00-01
(GLITAT e
Physical Form |[18.96% 77.18%|Electronic
Promoters I\ Form
NSDL

Physical Form
2.58% ™ty

ir
ES%

Electronic i

Form
cDSsL

31 March 2007

DEMATERIALISATION OF SHARES
The Company’s scrip forms part of the compulsory
dematerialisation segment for all investors with effect
from 15 February 1999. To facilitate easy access of the
dematerialised system to the investors, the Company
has signed up with both the depositaries — namely, the
National Securities Depasitory Limited ("NSDL") and the
Central Depository Services {India) Limited ("CDSL") —
and has established connectivity with the depositories
through its Registrar, Bigshare Services Private Limited.
Chart 5 gives the breakup of dematerialized
shares and shares in certificate form as on 31 March
2008 as compared with that of 31 March 2007.
Dematerialisation of shares is done through Bigshare
Services Private Limited and on an average the
dematerialisation process is completed within 10 days
from the date of receipt of a valid dematerialisation
request along with the relevant documents.

SECRETARIAL AUDIT

For each quarter of the financial year 200708, a
qualified practicing Company Secretary carried out
secretarial audits to reconcile the total admitted capital

The Dividend History of the Company from 1996-97
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] | Nature of Letters | [ Opening Balance | Received | Replied | | Closing B
1 Change of address - 227 227 -
2 Revalidation and issue of duplicate dividend warrants 33 498 507 24
3 Sub-division of shares - 277 277 -
4 Share transfers 19 203 219 3
5 Transmission of shares - 27 27 -
6 Split of shares - 5 5 -
7 Stop transfer - 35 35 -
8 Power of attorney registration - 1 1 -
9 Change of bank mandate - 34 34 -
10 Correction of name - 1 1 -
11 Dematerialization of Shares 8 1,091 4,095 4
12 Rematertalization of Shares - 8 8 -
13 Issue of duplicate share certificates of Dr. Reddy's 3 18 20 1
14 Issue of duplicate share certificates of ARL/ SEFL/CDL - 26 26 -
15 Letters & emails received from Shareholders 2 308 298 12
16 Complaints received from Stock Exchanges / SEBI ete. - 50 50 -

"The Company has resolved all the shareholders’ caomplaints as on 31 March 2008. The above table does not include those shareholders' comy laints,
which are pending in various courts.

Special resolution(s) passq

Date and time Location

2004-05 27 July 2005 At 11.30 AM Hotel Viceroy, Tank Bund Road, Hyderabad 0 Amendment in Dr. Reddy’s
500 080 Employees Stock Options Scheme,
2002
O Approval to the Employeas Stock
Option Scheme
2005-06 28 July 2006 At 11.30 A M. Grand Ball Room, Hotel Taj Krishna, Road No. 1, © Remuneration of Directoss other
Banjara Hills, Hyderabad - 500 034 than the Managing / Whole-time
Directors
© Further issue of shares
2006-07 24 July 2007 At 11.30 A.M. Grand Ball Room, Hotel Taj Krishna, Road No. 1, No Special resolution was passed

Banjara Hills, Hyderabad - 500 034

with NSDL and CDSL, and total issued and listed capital.
The audit reperts confirm that the total issued / paid up
capital is in agreerment with the total number of shares
in physical form and the total number of demateriafized
shares held with NSDL and CDSL.

DATES AND VENUE OF LAST THREE
ANNUAL GENERAL MEETINGS
Tabie 8 gives the date, time, location and business
transacted at last three Annual General Meatings.
All special resolutions in the Annual General
Meetings held in 2005 and 2006 were passad
through show of hands. There is no proposal to
conduct postal ballot for any matter in ensuing
Annual General Meeting.

OUTSTANDING ADRs AND THEIR IMPACT
ON EQUITY SHARES

The Company’s ADRs are traded in the U.5. on New
Yark Stock Exchange (“*NYSE™) under the ticker symbol
‘RDY". Each ADR is represented by one equity share.
As on 31 March 2008, there were approximately
22,600 record holders of ADRs evidencing

28,172,317 ADRs.

DISCLOSURE ON LEGAL PROCEELNNGS
PERTAINING TO SHARES

There are six pending cases relating to disputes over title
of the shares, in which the Company has been made a
party. These cases, however, are not material in nature.
QUERIES AND REQUESTS RECEIVED FROM

SHAREHOLDERS IN 2007-08 UNCLAIMED DIVIDENDS

Table 7 gives details of types of shareholder gueries Pursuant to section 205A of the Companies Act,
received and replied to during 2007-08. Pending gueries 1956, unclaimed dividends up to and inclutding for the
and requests were either received during the last week financial year 19992000 have been transferred to the
of March 2008, or were pending due to non-receipt of  general revenue account of the Central Government /
information / documents from the shareholders. Investor Education and Protection Fund.
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TAELE © Dates of Transfer of Unclaimed :Dividend A

Financial year Type of | Date of declaration Amount outstanding as on Due for transfer on
dividend 31 March 2008
2000-2001 Final 24.09.2001 1,142,548.00 31.10,2008
2001-2002 Interim 31.10.2001 1,781,300.00 07.12.2008
2001-2002 Final 26.08.2002 1,142,930.50 02.10.2009
2002-2003 Final 25.08.2003 1,595,815.00 01.10.2010
2003-2004 Final 28.07.2004 2,072,345.00 03.09.2011
2004-2005 Final 27.07.2005 1,802,065.00 02.09.2012
2005-2006 Final 28.07.2006 1,671,630.00 03.09.2013
2006-2007 Final 24.07.2007 3,162,502.50 30.08.2014
The dividends for the period listed above in cTo-nl
Table 9, which remain unclaimed for seven years will  Plot No. 116

be transferred to Investor Education and Protection
Fund established by the Central Government under
Section 205C of the Companies Act, 1956. Table 9
gives the transfer dates in this regard. Shareholders
who have not claimed these dividends are, therefare,
requested to do so before they are statutorily
transferred to the Investor Education and Protection
Fund. Shareholders who have not encashed their
dividend warrants relating to the dividends specified
in Table 9 are requested to immediately approach M/s
Bigshare Services Private Limited, Hyderabad for the
issue of duplicate warrants / demand drafts in lieu of
the dividend warrants.

NON-COMPLIANCE ON MATTERS RELATING
TO CAPITAL MARKETS

There has been na instance of non-compliance relating
to capital markets for the last three years.

FINANCIAL RESULTS ON COMPANY'S
WEBSITE

The quarterly, half yearly and annual results of

the Company are displayed an its website
www.drreddys.com. Presentations to analysts, as and
when made, are immediately placed on the website
for the benefit of the shareholders and public at large.
Apart from the above, the Company afso regularly
provides relevant information to the stock exchanges
as per the requirements of the listing agreements,

PLANT LOCATIONS

IN INDIA

Chemical Tech-Ops

o -1

Plot No. 137,138 & 146

IDA Bollaram, Jinnaram Mandat
Medak Dist., AP

Pin: 502 320

cTo -1l

Plot No. 11G & 111

IDA Bollaram, Jinnaram Mandal
Medak Dist., AP

Pin: 502 320

DA Bollaram, linnaram Mandal
Medak Dist., AP
Pin: 502 320

CToO -1V

Plot No. 9/A

Phase —1ii, IDA Jeedimetla
Ranga Reddy Dist., AP
Pin: 500 055

cTo-v
Peddadevulapally
Tripuraram Mandal
Nalgonda Dist,, AP
Pin: 508 207

cTo-vi

IDA, Pydibheemavaram
Ransthal Mandal
Srikakulam Dist., AP
Pin: 532 409

CTO - 1X

DA, Pydibheemavaram
Ransthal Mandal
Srikakulam Dist., AP
Pin: 532 409

Formulation Tech-Ops
FTO -1

DA Bollaram

Jinnaram Mandal

Medak Dist., AP

FTO - It

SY iNo.42, Bachupally
Quiubultapur Mandal
Ranga Reddy Dist., AP
Pin: 500 123

FTC -1

SY No.41, Bachupally
Qutubullapur Mandal
Ranga Reddy Dist., AP
Pin: 500 123
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FTO - IV

Ward-F, Block-4
Adavipolam
Yanar, Pondicherry
Pin: 533 464

FTO-Vi

Khol, Nalagarh, Solan
Nalagarh Road
Baddi-173205
Himachal Pradesh
Pin: 502 320

FTO - VIl

Plot No. P1-P9, Phase Il
Duwvada, VSEZ
Visakapatanam 530 046
Andhra Pradesh, India

Biologics

Biologics Development Centre (BDC)
Survery No. 47

Qutubullapur Mandal

Ranga Reddy Dist., AP

Pin: 500 123

PLANT LOCATIONS

OUTSIDE INDIA

Dr. Reddy's Laboratories (UK) Limited
Riverview Road, Beverly, East Yorkshire, HU 17 Old,
United Kingdom.

Kunshan Rotam Reddy Pharmaceutical Co. Limited
Huangpujiangzhonglu Kunshan Economic and
Technological Development Zane, Jiangsu province
China.

Industrias Quimicas Falcon de Mexico 5.A, de C.V.
Km 4.5 Carr. Fed. Cuernavaca-Cuautla

62578 CIVAC, Jiutepec

Morelos, Mexico

Discovery Research
3075, Northwoaods Circle
Narcross, Georgia 30071
Usa

Dr. Reddy’s Laboratories Louisiana LLC
8800 Line Avenue

Shreveport L.A 71106

USA

Dr. Reddy’s Laboratories (EU) Limited
Steanard Lane, Mirfield

West Yorkshire WF 14, 8HZ

UK

Chirotech Technology Limited
Waest Yorkshire

162 Cambridge Science Park
Milton Road

Cambridge CB4 OGH

UK

INFORMATION ON DIRECTORS PROPOSED
FOR REAPPOINTMENT

The information is given in the Chapter on {orporate
Governance,

QUERIES AT ANNUAL GENERAL NMEETING
Shareholders desiring any information with regard to the
accounts are requested to write to the Company at an
early date so as to enable the management to keep the
information ready. The queries relating to operational
and financial performance may be raised at the Annual
General Meeting.

The Company provides the facility of Investor-
Helpdesk at the Annuat General Meeting. Shareholders
may post their queries relating to shares, dividends etc.,
at this Investor-Helpdesk.

PROCEDURE FOR CONVENING AN
EXTRAORDINARY GENERAL MEETING
An Extraordinary General Meeting of the Company
may be called by the requisition of sharehelders. Such
a requisition shall set out the matters of corsideraticn
for which the meeting is to be called on, signed by the
requestors, and deposited at the registered office of the
Company.

Pursuant to the provisions of the Companies
Act, 1956, members entitled to the requisition of an
Extraordinary General Meeting with regard te any
matter shall be those who hold not less than one-tenth
of the paid-up capital of the Cormnpany as at the date
of the deposit of the requisiticn, and carry the right of
voting in that matter.

PROCEDURE FOR NOMINATING A
DIRECTOR ON THE BOARD

Pursuant 1o Section 257 of the Companies Act,

1956, any member intending to propose a person for
appointment on the Board of the Company shall leave
a signed notice signifying candicature to th= office

of a Director, along with a depdsit of Rs. 500 at the
registered office of the Company, not less than fourteen
days before the shareholders’ meeting. All nominations
are considered by the Governance Commitiee of the
Board of Directors entirely consisting of independent
Directors.
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INFORMATION ON MEMORANDUM AND
ARTICLES OF ASSOCIATION

The Memorandum and Articles of Assaciation of the
Company are available at the corporate website of the
Company, www.drreddys.com.

CERTIFICATE FROM THE COMPANY

SECRETARY

I, V Viswanath Company Secretary of Dr. Reddy’s

Laboratories Limited, hereby confirm that the

Cempany has:

a. Complied with provisions prescribed for Director
Identification Number under Companies Act, 1956
and Director Identification Number Rules, 2006 as
amended,

b. Maintained all the books of account and statutory
registers prescribed under the Companies Act, 1956.

¢, Filed all forms and returns and furnished all necessary
particulars to the Registrar of Companies and / or
Authorities as required under the Companies
Act, 195€.

d. Conducted the Board Meetings and Annual General
Meetings as per the Companies Act, 1956 and
the minutes therecf were progerly recorded in the
minutes books.

e. Effected share transfers and despatched the
certificates within the time limit prescribed by varicus
authorities.

f. Not exceeded the borrowing powers.

g. Paid dividend to the shareholders within the time
limit prescribed and has also transferred the unpaid
dividend to the Investor Education and Protection
Fund within the time limit.

h. Complied with the regulations prescribed by the Stock
Exchanges, SEBI and other Statutory Authorities and
alse the statutory requirements under the Companies
Act, 1956 and other applicable statutes in force.

The certificate is given by the undersigned according
to the best of his knowledge and belief, knowing fully
weil that on the faith and strength of what is stated
above, the shareholders of the Company will place full
reliance on it.

V VISWANATH
COMPANY SECRETARY

Place Hyderabad
Date 20 May 2008
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Five Years at a Glance ‘ R . LL FIGURES IN RS.jMILLION E
[ Yeer caetg, £ ady 2008 R007 R006) 2005 p04

Product sales 49,231 64,185 24,077 19,126 20,081
Service Income _ 740 882 142 47 22
License fees 35 28 48 346 -
Other _ - - -
Total revenues 50,006 65,095 24,267 19,519 20,104
Cost of revenues 24,598 34,220 12,417 9,386 9,337
Gross profit 25,408 30,876 11,850 10,134 10,767
as a % of revenues 51 47 49 52 54

Operating Expenses i ; . e . . . . g ik,
Selling, general and administrative expenses 15,175 14,051 8,029 6,775 6.543

Research and development expenses 3,533 2,463 2,153 2,803 1,992
Amaortization expenses 1,615 1,571 42Q 350 383
Write-down of intangible assets 72_,489 1,770
Impairment of Goodwill 90
Fareign exchange {gain) / loss (745) {137} 126 489 {282}
Other Operating (income) / expenses, net {107 {174) (320) 6 83
Total operating expenses 22,050 19,544 10,408 10,423 8,718
Operating income 3,358 11.331 1,442 (289) 2,049
as a % of revenues 7 17 6 (1) 10
Equity in loss of affiliate 2 (63) (88) (58) (44}
Other (expense} / income, net 79 {769) 526 454 536
Income before income tax and minority interest 3,438 10,500 1,887 107 2,540
Income tax benefit / {(expense) 1,229 (1,177 (258) 94 {69)
Mincrity interest 10 3 [(0)] 10 3
Net income / {loss) 4,678 9,327 1,629 211 2,474
as a % of revenues g 14 7 1 12
Netincome / (loss) per equity share )

Basic EPS 28 59 1 1 16

Diluted EPS 28 59 1 1 16
Dividend declared per share of Rs. 5 (Rs.} 3.75 3.75 5.00 5.00 5.00
Balance Sheet Data ; J . (. ]
Cash and cash equivalents 7,398 17,981 3,713 9,288 4,376
Working capital 15,228 18,933 1,345 10,771 11,103
Total assets 85,445 85,919 68,768 29,288 26,619
Total long-term debt, including current portion 14,679 21,541 21,863 3 184
Total stockholders’ equity 47,067 41,578 22,272 20,953 21,039

Additional Data

Net cash provided by / {used in):

QOperating activities 6,1 2:3 11,805 1,643 2,292 3,999
Investing activities (5,600} 592 (34,524) 633 (6,506)
Financing activities (6,828) 1,754 27,211 1,931 (376)
Effect of exchange rate changes on cash {278) 118 a5 56 {14)
Expenditure on property, plant and equipment (6,34@) (4,477) (1,873) (1,749) (2,416)
NOTE

EPS for 2004 — 2008 has been adjusted for bonus issue.
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Ratio Analysis . '

[ Reties ’ 2007 208 |

PerformanceRatios | ] i,

International Revenue / total revenue % ) 79.1 83,9 65.9
Domestic revenue / total revenue % 209 14.1 341
Gross profit / total revenue % L 50.8 37.4 48.8
—APl % ) B 337 39.1 28.2
—Formulations % 73.5 70.0 68.9
—Generics % 47.6 455 46.5
—Custom pharmaceutical services % 346 294 247
Selling, General and Administrative expenses / total revenue % 30.3 21.6 33.1
R&D Expenses / total revenue % 7.1 3.8 8.9
—Drug Discovery / Total R&D % 241 31.5 37.8
Operating profit / total revenue % i _ 6.7 17.4 5.9
Depreciation and amortization / total revenue % 6.8 46 6.5
Other income / total revenue % 0.2 1.2 2.2
Profit before tax / total revenue % 6.9 16.1 7.8
Profit after tax / total revenue % 9.4 14.3 6.7
Fixed Assets turnover ratio 3.4 6.1 3.0
Capital expenditure / total revenue % 12.7 6.9 7.7
Working Capital Turnover ratio 1 _ 5.9 98 49
Debt / Equity 0.4 0.6 1.39
Debtors turnover (Days) ~ 52.3 35.0 63.0
Inventory turnover ratio (Days} - 138.6 77.0 153.0
Cash and cash equivalents / total assets 2 8.7 2t 6 14.2
Investments / total assets 5.6 1.3 1.6
Total revenue % (23.3) 168.2 243
—APl % {0.7) 44.2 18.6
—Formulations % 165 31.8 269
—Generics % B (46.5) 719.2 134
——{Custom Pharmaceuticals % (27.0) 3974 3258
International revenue % (29.3) 249.6 247
Selling, General and Administrative expenses % 8.0 75.0 18.5
R&D Expenses % 43.5 14.4 (23.2)

| SRareiData 1.

Book Value ( 2799 2476 145.2
Dividend % 75.0 75.0 100.0
Dividend per share (Rs} 3.75 3.75 5.00
Price / earnings, end of year 212 12.38 66.78
Basic earnings per share 27.8 58.82 10.64
Diluted earnings per share 27.7 58.56 10.62

NOTES

1. Working Capital is calculated as [Accounts Receivables, Inventories & Cther Current Assets] Less [Trade Accounts Payables, Accrued Expenses & Other

Current liabifitias].

2. Cash & cash equivalents includes Restricted Cash (current & non-current portion)
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ALBIR" X

) e

EVA - Economic Value Added ® { AS AT 31 MARCH (RS. IN
I T R TR 21007 Ycockk 21005} amy |

Shareholders Funds 45,428 41,578 22,272 20,953 21,039
Debt - LT (incl Current portion} 14,679 21,541 25 N 184
Total Capital employed 64,107 63,119 22,297 20,984 21,223
Earnings before Interest & Tax — EBIT 6,128 11,555 2,186 173 2,555
Tax on EBIT* 1,186 2,510 363 2 205
NOPAT (a) 4,942 9,045 1,823 17 2,350
Cost of Debt 3.6% 3.4% 2.1% 2.3% 1.9%
Cost of Equity & Retained Earnings 11.7% 13.8% 13.7% 12.3% 10.8%
Weighted average cost of capital 9.8% 10.7% 13.7% 12.3% 10.7%
Capital charges (b) 6,309 6,475 3,052 2,571 2,269
Economic Value added (a-b) {1,367) 2,570 (1,229) (2,400) 80
® EVA s a registered trademark of Stern Stewart & Co.

NOTE

1. The cost of equity is calculated by using the following formula:
Return on risk-free investment + expected risk premium on equity investment adjusted for the beta variant for Dr. Reddy’s in India
2. 10-year G-Sec yield taken as the risk-free rate of investment (7.98%)
3. Beta value of 0.45 used for calculation of cost of equity
4, Taxes on EBIT calculated at the Effective Tax Rate (excluding deferred taxes)
5, Alf the calculations are based on US GAAP Consolidated Financials
6. Long Term debt of Rs, 21.8 billion taken in March 2006 has been ignored for 2006 EVA calculation
7. EBIT for FY08, excludes one time writedown of intangibles at betapharm of Rs. 2,361 Million

MILLIONS

Economi@ Vatue Added

2,570

(2,400) {1,229
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MVA - Market Value Added AS AT 31 MARCH (RS. IN MILLIONS)
I j 2,008 RY607 RY006) AfB 23 |
184

Current Market Value of Debt 14,679 21,541 21,863 31
No of outstanding shares {Mn) 168 168 77 77 77
High for the year 763 889 1,517 1,004 1,461
Low for the year 424 570 605 650 816
Average Price 594 730 1.061 827 1,139
Average Market Value of Equity 99,832 122,492 81,216 63,302 87,124
Market Value of Debt & Equity 114,511 144,033 103,079 63,333 87,308
Book Value of Debt & Equity® 64,107 63,119 44,135 20,984 21,070
Market Value at end of year 50,404 80,914 58,944 42.349- 66,238
Net MVA added during the year (30,510) 21,970 16,595 (23,889) 15,105

! Book values, including current portion
2 Share prices in 2007 and 2008 adjusted for bonus issue
? Book value of Equity excludes on time writedown of intangibles at betapharm of Rs. 2,361 Million

Market Vailue Added - RS. IN MILLIONS
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Dear Members,
Your Directors are pleased to present the 24th Annual
Report for the year ended 31 March 2008.

FINANCIAL HIGHLIGHTS

Table -1 gives the financial highlights of the Company
in the financial year 2007-08 as compared to previous
financial year on Indian GAAP standalone basis.

DIVIDEND
Your Directors are pleased to recommend a dividend of
Rs. 3.75 per equity share of Rs. 5.00 for the financial
year 2007-08. The dividend, if approved at the
ensuing Annual General Meeting, will be paid to those
shareholders whose name appears on the register of
members of the Company as on 12 July 2008.

The dividend would be tax-free in the hands of the
shareholders,

EMPLOYEE STOCK OPTION SCHEMES
Pursuant to the provisions of Guideline 12 of the
Securities and Exchange Board of India (Employee Stock
Option Scheme and Employee Stock Purchase Scheme),
Guidelines, 1999, as amended, the details of stock
options as on 31 March 2008 under the “Dr. Reddy's
Employees Stock Option Scheme, 2002" and the
“Dr. Reddy’s Employees ADR Stock Cption Scheme,
20077 are set out in the Annexure ~1 to the
Directors’ Report.

Your Directors proposed to amend further, the
Dr. Reddy's Employees Stock Option Scheme, 2002
and the “Dr. Reddy’s Employees ADR Stock Option
Scheme, 2007 in view of the Finance Ministry's move
on levying the Fringe Benefit Tax (FBT} on the employee
stock options (ESOPs} under the Income Tax Act, 1961
and also proposed to remave the grades / designations
prescribed under the existing Clause 9 (a) of Dr. Reddy’s
Employees Stock Option Scheme 2002 pursuant to
the changes in the work levels in the Organisation
structure of the Company and proposed for necessary
amendment in the said clause of the scheme of the
stock options respectively,

SHARE CAPITAL

The paid up Share Capital of your Company increased
by Rs. 1,302,830 in the financial year ended 31 March
2008, due to allotment of 260,566 equity shares on
exercise of Stock Options by the eligible employees

under Dr. Reddy's Employees Stock Option
Scheme, 2002.

CORPORATE GOVERNANCE AND
ADDITIONAL INFORMATION TO
SHAREHOLDERS

A detailed report on the Corporate Governance system
and practices of the Company are given in a separate
section in this annual report. Detaited information for
the shareholders is given in Additional Shareholders’
Information section.

MANAGEMENT DISCUSSION AND
ANALYSIS

A detailed Management Discussion and Aralysis is
provided in the annual report.

SUBSIDIARY COMPANIES
The Company had 34 subsidiary companie; as on
31 March 2008. The members may refer to the
Statement under Section 212 of the Companies Act,
1956 and information on the financials of subsidiaries
appended to the above Statement under Section 212
of the Companies Act, 1956 in this Annual Report for
further information on these subsidiaries.

The Ministry of Company Affairs vide its letter
No. 47/310/2008-CL-llIl dated 19 May 2003 granted
approval to the Company for not attaching the
financials of subsidiary companies to the financials of
the Company for the financial year 2007-(8.

The members, if they desire, may write to Company
Secretary at Dr. Reddy's Laboratories Ltd.,
7-1-27, Ameerpet, Hyderabad — 500 016 to obtain a
copy of the financials of the subsidiary companies.

DIRECTORS RESPONSIBILITY STATEMENT
In terms of Section 217{2AA) of the Companies Act,
1956, your Directors confirm as under;

1. In preparation of annual accounts, the applicable
accounting standards have been {ollowed along
with proper explanation relating to material
departures;

2. We have selected such accounting poicies and
applied them consistently and made judgments and
estimates that are reasonable and prudent so as to
give a true and fair view of the state cf affairs of the
Company at the end of the financial year 2007-08
and of profit of the Company for that period;
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Financial Hightights for the Financial Year Ended 31 March {RS.IN THOUSANDS)

[ 2008 2007,
Income 35,850,075 40,843,048
Gross profit 7.460,889 14,993,466
Depreciation 1,619,862 1,335,009
Profit before tax 5,841,027 13,658,457
Taxation

Current tax {1,088,808) (1,889.864)
Net profit for the year 4,752,219 11,768,593
Add: Profit and loss brought forward 13,036,395 3,196,508
TOTAL AVAILABLE FOR APPROPRIATIONS 17,788,614 14,965,101
APPROPRIATIONS
Proposed dividend on equity shares 630,648 629,671
Tax on proposed dividend 107,179 107,013
Dividend of previous year 604 242
Transfer to general reserve 475,222 1,176,859
Balance carried forward 16,574,961 13,051,316

3. We have taken proper and sufficient care for the
maintenance of adequate accounting records
in accordance with the provisions of this Act for
safeguarding the assets of the Company and
for preventing and detecting fraud and other
irregularities;

4, We have prepared the annual accounts on an on
going concern basis.

FIXED DEPOSITS

Your Company has not accepted any fixed deposits
under Section 58A of the Companies Act, 1956
and hence no amount of principal or interest was
outstanding as of the Balance Sheet date,

DIRECTORS
Mr. Anupam Puri, Mr. P N Devarajan and Dr. Krishna G
Palepu retire by rotation at the ensuing Annual General
Meeting scheduled on 22 July 2008. Mr. P N Devarajan
expressed his unwillingness to be reappointed and
ceased to be the Director of the Company effective
20 May 2008. The other retiring Directors are eligible
for re-appointment. The brief profiles of Mr. Anupam
Puri and Dr. Krishna G Palepu are given in the Corporate
Governance section for the reference of members.

The Board placed a record of their deep appreciation
of the services rendered by Mr. P N Devarajan guring his
tenure of office.

AUDITORS

The Statutory Auditors of the Company BSR & Co.,
Chartered Accountants, retire at the ensuing Annual
General Meeting and have confirmed their efigibility
and willingness to accept office of Statutory Auditors,
if reappointed. The Audit Committee and the Board of
Directors recommend BSR & Co. as Statutory Auditors
of the Company for the financial year 2008-09 for
shareholders approval.

COST AUDIT

Pursuant to Section 233B of the Companies Act, 1956,
the Central Government has prescribed Cost Audit of
the Company’s Bulk Drugs Division and Formulations
Division.

Subject to the approval of the Central Government,
the Board has appointed Sagar& Associaies as Cost
Auditors of the Company for the financial year 2007-08.
The Cost Audit is under process and the Company
will submit the Cost Auditors’ report ta the Central
Government in time.

PARTICULARS OF EMPLOYEES

Pursuant to the provisions of Section 217{2A} of the
Companies Act, 1956 read with Companies (Particulars
of Emplayees) Rules, 1975 as amended, the names
and other particulars of employees are set out in the
Annexure — 2 to the Directors’ Report.

CONSERVATION OF ENERGY RESEARCH
AND DEVELOPMENTS, TECHNOLOGY
ABSORPTION, FOREIGN EXCHANGE
EARNING AND OUTGO

The particulars as prescribed under Section 217(1)(e}
of the Companies Act, 1956, read with the Companies
{Disclosure of particulars in the report of Board of
Directars} Rules, 1988 are set out in the Annexure - 3
to the Directors’ Report.
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ACKNOWLEDGEMENT

Yeur Directors place on recard their sincere appreciation
for significant contributicn made by the employees
through their dedication, hard work and commitment
and the trust reposed on us by the medical fraternity
and the patients.

We also acknowledge the support and wise counsel
extended 10 us by the analysts, bankers, government
agencies, shareholders and investors at large. We look
forward 1o having the same support in our endeavour to
help people lead healthier lives.

FOR DR, REDDY'S LABORATORIES LIMITED

DR. K ANJI REDDY
CHAIRMAN

Date 20 May 2008
Place Hyderabad
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ANNEXURE TO THE DIRECTORS’ REPORT
ANNEXURE - 1

Pursuant to the provisions of Guideline 12 of the
Securities and Exchange Board of India (Employee Stock
Option Scheme and Employee Stock Purchase Scheme),
Guidelines, 1999, as amended, the details of stock
options as on 31 March 2008 under the Dr, Reddy's
Employees Stock Option Scheme, 2002 and the

Dr. Reddy's Employees ADR Stock Option Scheme, 2007
are as under:

Reddy's Employees ADR Stock

Dr. Reddy'si Employees StocIT Option Scheme, 2002

Option Scheme, 2007

General Meeting held on 28 july 2004,

The amendment enabled the Company to grant Stock Options in
two categories as discussed below. Before this amendment

Dr. Reddy’s Employees Stock Option Scheme, 2002 provided for
grant of options at fair market value only.

Category A: 1,721,700 stock options out of the total of
2,295,478 reserved for grant of options having an exercise price
equal to the fair market value of the underlying equity shares on
the date of grant; and

1 Options granted 4,975,376 206,818
2 The pricing formula Dr. Reddy's Employees Stock Option Scheme, 2002 provides for Dr. Reddy’s Employees ADR Stock Option
the grant of options in two categories: Scheme, 2007 provides for the grant of
options in two categories:
Category A: 600,000 stock options out of the total of 4,590,956 Category A: 382,695 shall be available
reserved for grant of options having an exercise price equal to the | for grant of Stock Options at the fair
fair market value of the underlying equity shares on the date of market value; and
grant; and
Category B: 3,990,956 stock options out of the total of 4,590,956 | Category B: 1,148,084 Cptions shall be
reserved for grant of options having an exercise price equal to the | available for grant of Stock Options at par
par value of the underlying equity shares (i.e., Rs. 5 per option). value of the shares i.e. Rs. 5 per option.”
The fair market value of a share on each grant date falling under | The fair market value of a share on
Category A above is defined as the weighted average closing price | €ach grant date falling under Category
for 30 days prior to the grant, in the stock exchange where there | A above is defined as the closing price
is highest trading volume during that period. of the Company’s equity shares on the
trading day immediately preceding the
date of grant, in the stock exchange
where there is highest trading volume
during that period.
3 Options vested 192,194 | Nil
Options exercised 841,650 | Nil
5 The total number of 841,650 | Nil
shares arising as a resuft
of exercise of option
6 Options lapsed 3,201,158 24,040
7 Variation of terms of 1. Members of the Company approved the amendment in Not applicable
options Dr. Reddy’s Employees Stock Option Scheme, 2002 at the Annual

Category B: 573,778 stock options out of the total of 2,295,478
reserved for grant of options having an exercise price equal to the
par value of the underlying equity shares (i.e., Rs. 5 per option),

2. Members of the Company approved the amendment in
Dr. Reddy's Employees Stock Option Scheme, 2002 at the Annual
General Meeting held on 28 July 2004.

The amendment enabled the Company to grant Stock Options
in two categaries as discussed in para 2 above. Before this
amendment Dr. Reddy's Employees Stock Option Scheme, 2002
provided for grant of options at fair market value only.
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8 Money reaised by Rs. 107,558,568.70 | Nil
exercise of options
9 Total number of options 932,568 182,778
in force
10 Employee wise details
as on 31 March 2008 of
options granted to
(i) Senior managerial Namnel el I Exerkise No.of
| personnel ‘? X b o ‘ o . price ptions
‘ r. V' S Vasudevan Fair Market Value 101,480 | Mr. Jeff Par Value 22,000
Par Value 15,000 | Wasserstein
Mr, Abhijit Par Value 20,900 | Mr. Mark Fair Market 20,000
Mukherjee ] Hartman Value
Mr. Arun Sawhney Par Value 21,370
Mr. Ashwani Kumar | Par Value 16,252
Malhotra
Mr. Jaspal Singh Par Value 22,500
Bajwa
Mr. K B Sankara Par Value 25,220
Rao
Mr. Mark Hartman Fair Market Value 32,000
Mr. Raghu Cidambi | Par Value 21,750
M. Saumen Fair Market Value 5,000
Chakraborty Par Value 21,550
(i) Any other employee | Nif Nil
who receives a grant in
any one year of option
amounting to 5% or
more of option granted
during that year.
(iii) Identified employees | Nil Nil
who were granted
option, during any
one year, equal to or
exceeding 1% of the
issued capital (excluding
outstanding warrants
and conversicns) of the
Company at the time
of grant;
1" Diluted Earnings 2944
Per Share {EPS)
pursuant to issue of
shares on exercise
of option calculated
in accordance with
Accounting Standard
(AS) 20 'Earnings Per
Share’
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The difference
between the employee
compensation Cost
computed under
Intrinsic Value Method
and the employee
compensation cost
that shall have been
recognized if the
Company had used the
Fair Value Methods and
its impact on profits
and on EPS of the
Company

The employee Compensation Cost on account of ESOP in the financial year 2007-08 based on intrinsic Value
Method is Rs, 207.12 million. Had the Company used the Fair Value Method, the ESOP cost in the financial year
2007-08 would have been Rs. 234.54 million.

There would not have been any adverse effect on the Profit and EPS, on using fair value method of accounting.

13

Weighted-average
exercise prices and
weighted-average fair
values of opticns for
options whose exercise
price either equals or
exceeds or is less than
the market price of the
stock

Weighted average exercise price of the outstanding Fair Market Value options as on 31 March 2008 was
Rs. 421.79/-.

Weighted average exercise price of the outstanding Par Value options as on 31 March 2008 was Rs. 5.
The weighted average fair value of the outstanding options as on 31 March 2008 was Rs. 526.92.

14

Description of the
methad and significant
assumptions used
during the year to
estimate the fair values
of options:

The Company has opted Intrinsic Value Method for accounting of Compensation Cost arising out of ESOP.
However for disclosures in para 12 above the following assumptions have been used:

{i) Risk-free interest
rate,

78%-82%

(i) Expected life,

12 months to 78 months

{iii) Expected volatility,

28.40% to 32.70%

{iv) Expected dividends,
and

0.75%

{v) The price of the
underlying share in
market at the time
of option grant

Rs. 663.60 to Rs. 747.35
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ANNEXURE - 2  Information as per Section 217 (2A

NAME OF THE AGE DESIGNATION / NATURE GROSS

) of the Companies Act, 1956 and Companies (Particulars of Employees) Rules 1975 as amended,

EMPLOYEE CF BUTY REMUNERATION
Employed for the full year | '
1 Dr. K Anji Reddy 68 Chairman 145,082,600
2 Mr, G V Prasad a7 Vice Chairman and CEQ 108,689,400
3 Mr. K Satish Reddy 40 Managing Director and COO 108,674,400
4 Mr. Saumen Chakraborty a7 President and Chief Financial Officer 14,223,788
5 Mr. Abhijit Mukharjee 49 President 13,711,512
B Mr. Arun Sawhney 52 President 15,636,448
7 Mr. Jaspal Singh Bajwa 56 President 14,777,682
8 Mr. Ashwani Kumar Malhotra 52 Executive Vice President 10,682,044
9 Mr. K B Sankara Rao 54 Executive Vice President 10,484,928
10 Mr, Vilas Dholye 58 Executive Vice President 7,532,000
1" Dr. Apurba Bhattacharya 55 Senior Vice President 6,184,077
12 Mr. Prabir Kumar Jha 41 Senior Vice President 8,215,047
13 Mr. Sharad Tyagi 47 Senior Vice President 4,913,400
14 Mr. B Madhusudan Rao 41 Vice President 5,538,145
15 Dr. Cartikeya Reddy 38 Vice President 5,927,933
16 Dr. C Seshagiri Rac 58 Vice President 5,173,725
17 Mr. N G G Shankar 5C Vice President 5,123,779
18 Dr. Kashi Nath Singh 56 Vice President 7,289,098
19 Mr. K Ganesh 45 Vice President 4,364,024
20 Mr. K N Reddy 54 Vice President 4,855,473
21 Mr. K P Gapala Krishnan 51 Vice President 4,175,502
22 Mr, K Ranga Reddy 52 Vice President 3,893,509
23 Dr. KV S Ram Rao 45 Vice President 4,612,233
24 Dr. K Vyas 50 Vice President 4,389,389
25 Ms. Rajini Kesari 36 Vice President 3,492,521
26 Dr. Ravi Pillai 47 Vice President 4,539,101
27 Ms. Ritha Chandrachud 44 Vice President 5,895,913
28 Mr. R V Ramesh 39 Vice President 3,898,173
29 Mr, Sharat P Narsapur 42 Vice President 4,258,489
30 Mr. Singhai Sunil Chand 53 Vice President 5,272,438
31 Mr. Umang Vohra 36 Vice President 4,763,916
32 Mr. V K Chandrasekharan 56 Vice President 4,079,818
33 Mr. Vilas Dahanukar 42 Vice President 4,245,072
34 Mr. V V Parsuram 41 Vice President 3,255,542
35 Mr. Anindya Choudhury 38 Senior Director 2,855,346
36 Mr. Antony Raj Gomes 41 Senior Director 2,456,388
37 Mr. Atul Dhavle 37 Senior Director 3,666,776
38 Mr. B Karunakar 47 Senior Director 2,728,116
39 Me. B V Srinivas 48 Senior Director 3,173,812
40 Mr. D Ravinder Rao 48 Senior Director 2,956,361
41 Dr. Harshal P Bhagwatwar 45 Senior Director 3,648,193
42 Mr. Kalyan Krishnan NH 48 Senior Directer 2,788,441
43 Mr. Kaushik Mitter 41 Senior Director 3,036,207
44 Mr. K R Janardana Sarma 55 Senior Director 3,452,617
45 Mr. K Subba Raju 57 Senior Director 2,896,954
46 Mr. K Sumesh Reddy 40 Senior Director 4,490,876
47 Mr. Mannam Venkata Narasimham 40 Senior Director 2,461,348
48 Dr. M V Suryanarayana 47 Senior Director 3,374,021
49 Mr. Nanda Venkateswarlu 42 Senior Director 3,371,936
50 Mr. N S Yadav 52 Senior Director 3,360,286
51 Mr. P Muralidhar 39 Senior Director 4,454,208
52 Dr. P Pratap Reddy 50 Senior Director 2,535,051
53 Mr. P Yugandhar 36 Senior Director 4,258,261
54 Mr. Raghunathan Sampath 51 Senior Director 3,408,722




71 V DR. REDDY'S LABORATORIES LTD IGAAP CONSOLIDATED FINANCIALS

the names and other particulars of employees are as under:

EXPERIENCE DATE OF PARTICULARS OF

QUALIFICATION IN YEARS COMMENCEMENT LAST EMPLOYMENT

| B.5¢. (Tech), Ph D 38 24.02.1984 Managing Director — Standard Organics Ltd.
B.Sc. (Chem Eng.), M.S. {Indl. Admn.) 24 30.06.1990 Promoter Director — Benzex Labs Pvt. Lid.
B.Tech., M.S. (Medicinal Chemisiry) 16 18.01.1993 Director - Globe Organics Ltd.
B.Sc. (H), M.B.A- IIM 24 02.07.2001 Vice President - Tecumseh Products India Pvt. Ltd.
B.Tech (Chem.) 27 15.01.2003 President — Atul Ltd.
B.Com., P.G.D.B. M. 25 01.06.2001 Chief Executive — Max-GB Ltd.
B.5¢C., M.B.A, 31 10.04.2003 Executive Director and COO — Marico Industries Ltd.
M.Pharm., PG.D.- IEM, PG.D .-CS 28 03.02.2001 Unit Head - Cipla Ltd,
M.Pharm. 30 29.09.1986 Production Executive - Cipla Ltd.
B.Tech (Chem) 29 18.12.2000 VP — Pidilite Industries Ltd,
M.Sc., Ph D 25 30.12.2005 Associate Proessor — Texas A&M Kingsville
M.A., PG.D.M. (XLRD) 19 29.11.2002 Regional Head HR — Mahindra British Telecom
B.E,PGD.M. 22 16.01.2007 Director - Engelhard Asia Pacific India Pvt. Ltd.
M.5c., M.Phil. 15 09.07.1993 -
B.Tech, M.S., Ph D 17 20.07.2004 Senior Engineer — Genetech Inc.
M.Sc., Ph D 34 21.04.1994 Senior Research Executive — IDPL
M.Pharm, M.B.A. 28 28.02.1996 General Manager - John Wyeth (India) Ltd.
M.Sc., Ph D 35 08.08.2003 President - Alkemn Laboratories Ltd.
B.Com., A.C.A. 17 14,10.200% Country Treasurer — Philips Electronics Ltd.
M.Sc. £} 16.06.1994 Manager — Ranbaxy Laboraoties Ltd.
B.E, PG.D.PM. 24 16.04.2003 General Manager — Sanmar Speciality Chemicals Ltd.
B.Com., C.A. Inter 23 12.08.1985 -
B.Tech, ME,Ph D 14 03.04.2000 Senior Manager — Vam Organic Chemicals Ltd.
M.Sc, Ph D 28 15.07.1994 Post Doctoral Fellow — University of California
B.Com., A.CA AILCWA, 17 14.08.2001 Senior Auditor - KPMG
M.S..PhD 16 04.07.2005 Asociate Director — Ranbaxy Research Laboratories
B.S¢., M.M.S, 22 14,07.2003 Senior Director — Fulford {india) Ltd.
B.E. {Chem.Engg) 16 12.11.2003 Vice President — Shasun Chemiclas & Drugs Ltd.
B.Tech {Chem. Engg.} 23 20.01.1998 Project Manager — Shrirang Agro Chem {F} Ltd.
M.Pharm. 29 19.02.2001 General Manager — Ranbaxy Laboratories Ltd.
B.E., M.B.A. 13 18.02.2002 Manager - Pepsico. India
B.S¢. 30 17.04.1952 Divisional Manager — Fyto Chem Formulations
M.Pharm., Ph D. 15 12.06.2003 Senior Principal Scientist — Schering Plough
A.C.A., PG Diploma., ALCW.A. 21 06.12.2000 Senior Manager - Tecumseh Products india Pvt. Lid.
B.E., PG.D.M. 14 02.05.2005 Manager — Hindustan Lever Ltd.
B.5c., PG.D.LA.C. 19 20.01.2003 Head — QC Cipla Ltd.
B.E. 16 07.06.1999 Deputy Manager — Du Pont Fibres Ltd.
B.Tech., PG.D.M. 24 30.03.2005 Head — |CFAl Business School
B.Com, A.C.A., MB.A. 16 11.12.1991 Assustant Manager — Fenner Finance Lid.
M.A., M. Phil. 18 02.07.1994 Senior Executive — MM Restaurant & Resorts
M.Pharm., M.5., Ph D 14 02.08,2004 Associate Driector — Wockhardt Limited
B.5C., M.Sc., M.B.A. 22 10.02.1998 Manager - Torrent Pharmaceuticals Ltd.
M.A., M.B.A. 16 26.09.2005 Consultant — Tata Sons Ltd.
M.Tech. 29 14.09.2005 Freelance Consuitant
B.Sc. 30 15.08.1987 Deputy Manager — Du Pont Fibres Ltd.
B.Sc., L.LB., L.LM. 17 01.09.2002 Faculty — 1SB Middle Earth
B.Com., A.C.S. Inter A.C.A. 17 12.06.2000 Executive Manager — Sanmar Group
M.Sc., M.Phil., Ph D 18 22.12.1989 -
B.Tech., PG.D.I.E. 20 05.10.1998 Manager — Pl Automation Sdn Bhd
B.Sc. 30 01.09.1987 Exgecutive — Cipla Lid.
B.E., M.Sc.,Ph D 14 16.11.2001 General Manager - Idika Solutions
B.Sc., M.Sc.,, Ph D 19 04.08.2003 Associate Professor — Osmania University
M.M.S. 14 21.02.2001 Manager — Eli Lilly Ranbaxy Ltd.

B.Com., B.L., A.C.A 23 02.01.2007 Director - BSR & Co.
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NAME OF THE . DESIGNATION f NATURE GROCSS

NO.

EMPLOYEE OF DUTY REMUNERATION
55 Dr. Ramesh Kumar 38 Senior Director 2,575,600
56 Mr. Sanjay 5 Shetgar 39 Senior Director 2,604,611
57 Mr. Sanjay Surendra Bhanushali 47 Senior Director 3,415,061
58 Mr. Savya Sachi 46 Senior Director 3,565,376
59 Dr. Shashank Narayan Rao Lulay 54 Senior Director 3,599,354
60 Mr. Shrikant G Kale 57 Senior Director 2,604,992
61 Mr. § Milind Hardas a7 Senior Director 4,374,5%6
62 Mr. Swapn 37 Senior Director 3,190,882
63 Mr. T S R Gautam Buddha 54 Senior Director 2,914,359
64 Mr. V Narayana Reddy 45 Senior Director 2,574,462
65 Mr. V S Suresh 50 Senior Director 4,137,369
66 Mr. V V Dikshit 47 Senior Director 2,677,988
67 Mr. V Viswanath 41 Senior Director 3,544,088
68 Dr. ] Moses Babu 45 Principal Research Investigator 3,462,932
69 Dr. K B Sunil Kumar 45 Principal research Investigator 3,224,448
70 Dr. Sunil Kumar Singh 46 Principal research Investigator 2,668,333
71 Mr. Crispin Rivera 52 Director 9,883,654
72 Dr. K Srinivas a4 Director 2,435,765
73 Mr. N L Narasimha Das 49 Director 2,611,768
74 Mr. Raj Kumar Kapoor a4 Director 2,532,077
75 Mr. V Ragunathan 45 Director 2,415,229

Employed for the part of the year | |
76 Dr. R Rajgopalan 57 President 5,820,429
77 Dr. Rajinder Kumnar 52 President, R&D and Commercial 21,374,919
78 Mr. Sandeep Sahney 42 Executive Vice President 10,020,092
79 Dr. Santosh K Mishra 52 Executive Vice President 1,610,515
80 Dr. N R Srinivas 47 Senior Vice President 8,986,725
81 Dr. Darshan B Makhey 41 Vice President-Global Quality 2,384,124
82 Mr. Indu Bhushan 42 Vice President 4,782,316
83 Mr. Joydeep Chatierjee 47 Vice President 2,501,658
84 Mr. K Ramesh 46 Vice President 4,475,971
85 Mr. Manoj Mehrotra 46 Vice President 3,433,334
86 Mr. Martin Sanjay K Ghosh 43 Vice President 262,500
87 Mr. M S Mohan 43 Vice President 5,308,552
83 Dr. Ranjan Chakraborty 49 Vice President 5,763,998
89 Dr. Sridhar Narayanan 39 Vice President 2,245,651 :
90 Mr. Anant Barbadikar 42 Senior Director 3,200,867
91 Mr. B S Yadav 46 Senior Director 3,546,558
92 Mr. Dheeraj Mishra 41 Senior Director 2,964,106
93 Mr. M Victor James Edward 47 Senior Director 2,768,586
94 Mr. N Thyagarajan 57 Senior Director 2,517,817
95 Mr. PV Sankar Dass a4 Senior Director 4,889,734
96 M. Parimal Upadhyay 42 Senior Director 4,063,833
57 Mr. Prashant Kumar Pathak 44 Senior Director 3,507,033
a8 Dr. R Ezhil Arasan 48 Senior Director 5,396,544
99 Mr. Raju Subramanyam 42 Senior Director 966,711
100 Mr. Siraj Attari 55 Senior Director 228,974
101 Mr. V Rajasekaran 44 Sentor Dicector 2,537,541
102 Dr. Parimal Misra 43 Principal Research Investigator 3,717,502
103 Dr. V M Sharma 44 Principal Research Investigator 2,565,651
NOTES

1. Al the above employments are contractual.

2. Dr. K Anji Reddy; Mr. G V Prasad and Mr. Satish Reddy are relatives within the meaning of Section 6 of the Companies Act, 1956.

3. Dr. K Anji Reddy, Mr. G V Prasad and Mr. Satish Reddy are also eligible for commission on the net profits of the company. The Commission Fas been
included inn the remuneration specified above.

4. No individual employee is holding equivalent to or more than 2% of the shareholding of the Company
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EXPERIENCE DATE OF PARTICULARS QF

IFICATION
QUALIFICATIO IN YEARS COMMENCEMENT LAST EMPLOYMENT

M.Sc., PhD, LL.B, 9 13.01.2000 Research officer — SIRIS Ltd.

M.Sc. 32 16.12.2002 Head - QA. Cipla Ltd.

B.Pharm. 25 09.04.1998 Manager - Cipla Ltd.

B.Sc. 21 15.11.1997 Regional Manager — Cipla Ltd.

M.Pharm., PhD 25 04.07.2005 General Manager - Wockhard Ltd.

B.E., M.E. 34 01.03.2002 Consultatnt — PEP Consultants

B.Sc., D.M.M. 26 17.12.1994 Area Sales Manager — Wockhardt Ltd.

B.E, MB.A. 15 15.09.2003 Head (Commercial) - MARS Inc.

M.Sc., PG.D.LE 9 11.11.199% Manager — Ranbaxy Research Laboraoties Lid.

M.A. 21 01.03.1990 APQ - Novapoan Ltd.

B.Com, ALCWA, ACS. 29 02.09.1996 Executive Manager — Fisher-Xomox India Ltd.

B.Tech,, PG.D.B.M. 23 15.06.1994 Deputy Manager — Pfimex International Lid.

M.Com., ALC WA, ACS. 22 16.01.1955 Assistant Manager - Privadarshini Cement

M.Sc., Ph D 17 01.10.1993 Lecturer — Wesley College, Hyderabad

M.Sc., Ph D 16 10.04.1996 Assistant Driector — Vimta Labs Ltd.

M.Sc.,Ph D 30 01.04.1998 Deputy Manager — Nicholas Piramal India Ltd.

Chemical Engineer 32 01.11.2006 Industrias Quimicas Falcon de Mexico.

M.Sc., Ph D 13 11.10.2002 Research Scientist — Wockhardt Research Center

B.5c., B.L. 25 04.04.2002 Senior Manager {legal) - Hindustan Paper Corporation Ltd.
B.Com., A.C.A. 20 06.04.2006 Sr. Manager (Internal Audit) — Price Water House Coopers P. Ltd.

B.Sc., M.5c.

27.03.1995
L

M.Sc., Ph D 34 " 18.04.1994

Manager - Techscience Servicep Ltd.
!,

Principal Research Scientist — Hoechst India Ltd.

M.5¢., MBBS, PG Dip in Psychiatry & Newrology 25 30.04.2Q07 CEO and Founding Member - MeRaD Pharmaceuticals Ltd.
M.B.A., 20 04.04.2005 Director - Sales & Marketing - Eli Lilly & Co () Pvi. Ltd.
Ph D 20 18.02.2008 Managing Director — Lilly Systems Biology
B.Pharm.,, Ph D 17 01.06.2001 Senior Research Investigator — Bristol Myers Sgibbs Company
M.Pharm., Ph D 15 01.02.2008 Vice-President — Mayne Pharma (USA) Inc
M.Pharm. 16 03.11.2003 Associate Direcior — Lupin Ltd.
B Tech., M.B.A, 25 02.04.2007 Vice President — Tecumsech Products India Pvt. Ltd.
B.E{Mech.), M.M.5. 23 25.01.2002 General Manager — Max India L1d.
B.Tech., PG.D.B.M. 25 25.07.2007 Vice President — SRF Ltd.
B.Tech., M.B.A. 11 10.03.2008 General Works Manager — Ciba Speciality Chemicals (1) Ltd.
M.Pharm. 19 01.03.2000 Assistant Manager — Astra DL Ltd.
M.Sc., PhD 24 08.08.1985 Research Associate — University of Massachusetts Medical Centre
| B.Pharm., Ph D 11 28.01.2008 Vice President -~ Glenmark Pharmaceuticals Ltd.
| B.Tech. 21 20.06.2002 Project Manager — Gharda Chemicals Ltd.
| M.Pharm., PG.D.M.S. 26 28.07.19%9 Works Manager - IPCA Laboratories Ltd.
B.Com., A.CA, PGDMSEF 14 15.05.2006 Financial Controller — Foster's India Private Ltd.
B.5c. 26 04.12.1998 TLM - Solares Pharmaceuticals
B.Tech., PG Diploma in Mgmt. 37 13.09.2007 Head - Projects, Jubilant Organosys Ltd.
B.5¢c., D.M.M. 24 07.10.199 Director - TOPL
B.Pharm., M.B.A. 19 09.10.1397 Area Business Manager - Pharmacia & Upjohn
B.S¢. 23 03.01.1994 SOL Pharmaceuticals Ltd.
M.B.B.S., M.D. 20 . 27.09.2004 Vice President — USV Lid.
B.Tech., M.M. 16 18.02.2008 Project Manager — E | Dupont India Pvt. Ltd.
B.A. 23 03.03.2008 General Manager — Nagarjuna Fertilisers and Chemicals Lid.
B.5c., PG.D. 22 29.04.2005 Vice President — Shasun Chemicals.
M.Sc.,Ph D 20 05.11.1996 Assaciate Director — Council of Scientific Industrial Research

M.Sc., Ph D 16 02.06.1992 -




74 | ANNUAL REPORT 2007-08 CONSOLIDATING FOR THE FUTURE

ANNEXURE - 3

FORM A

Form for Disclosure of Particulars with respect to
Conservation of Energy.

A. Power and fuel consumption

Purchased|

1. Electricify -

2007-08 20060070
Unit 118,283,306 192,560,471
Total amount (Rs.) 412,897,055 340,274,397
Rate / unit (Rs.) 3.49 3.31
Own generation — through diesel generator set

2007-08 00607
Unit 5,322,801 5,163,571
Units per itr. of diesel oil 322 3.25
Rate /unit {Rs.) 10.42 9.43

2. Coal (used in boiler)
2007-08 0065078 |

Quantity {tonnes) 50,427 37,777
Total Cost (Rs.) 162,387,363 100,365,087
Average rate {Rs.) 3,220 2,657

3. Furnace|Qil
2007-08 Ecoe

Quantity (K Lts.) 2,604 4,334

Total Cost (Rs.) 60,099,631 72,603,211

Rate / unit {Rs.} 23,080 16,752
FORM 8 products whose patents and regulatory exclusivity

Research and development (R & D)

1. Specific areas in which R & D carried out by the
Company

Our research and development activities can be
classified into several categories, which run parallel to
the activities in our principal areas of operations:

© Formulations, where our research and development
activities are directed at the developmeni of product
formulations, process validation, bio-equivalency testing
and other data needed to prepare a growing list of
drugs that are equivalent to numerous brand name
preducts for sale in the emerging markets.

@ Active pharmaceutical ingredients and intermediates,

where our research and development activities
concentrate on development of chemical processes for
the synthesis of active pharmaceutical ingredients for
use in our generics and formulations segments and for
sales in the emerging and developed markets to third
parties.

© Generics, where our research and development
activities are directed at the development of product
formulations, process vafidation, bio-equivalency testing
and other data needed to prepare a growing list of
drugs that are equivalent to numerous brand name

pericds have expired or are nearing expiration in the
regulated markets of the United States and Europe.

© During fiscal 2004, we integrated the product
development capabilities in our API, generics and
formulations segments to increase our focus on
productivity and product delivery, by combining
technical excellence with process excellence. We also
strengthened our technical, intellectual property and
legal skills to enhance our new product de selopment
process. This will help us leverage our core technology
strengths in chemistry and formulation development
with legal, regulatory and intellectual property
management expertise to expand our product pipeline.
© Ciritical care and biotechnology, where research and
development activities are directed at the development
of oncology and biotechnology praducts far the
emerging as well as regulated markets.

© Custom pharmaceuticals, where we intend to
leverage the strength of our process chemistry skills to
cater to the niche segment of the specialty chemical
industry targeting innovator pharmaceutical companies.
The research and develepment is directed toward
supporting the business to focus on marketing of
process development and manrufacturing services to
emerging and established pharmaceutical companies.
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© Drug discovery, where we are actively pursuing
discovery and development of NCEs. Qur research
programs focus on the following therapeutic areas:
—Metabolic disorders
—Cardiovascular disorders
—Cancer
—Bacterial infections

We are pursuing an integrated research strategy with
our laboratories in the U.S. focusing on discovery of new
molecular targets and designing of screening assays
to screen for promising lead melecules. Discovery is
followed by selection and optimisaticn of lead molecules
and further clinical development of those optimised
leads at our labaratories in India.

N

Benefits derived as a result of the R&D

Several new products have been identified after a
thorough study of the market and the processes to
manufacture these products will be developed in the
R&D fab.

© Development of Analytical methads for the new
products and method validations.

4. Expenditure on R & D:

Technology, absorption, adaptation and
innovation

FORM C

Foreign exchange earnings and outgo

Please refer information given in the notes to the annual
accounts of the Company in Schedule 19 Notes to

accounts item No. 16 toitem No. 17.

Commercial production of the new producis
Modification of existing manufacturing processes for
some of the products and significant savings in cost
of produciion

0 Modification of existing manufacturing processes to
reduce the time cycle

Indian patents and US patents filings

0 Development of analytical methods for the products
in various therapeutic areas

[}

w

. Future plan of action
Commercialisation of new products for which the
products are under trials at development stage.

FOR THE YEAR ENDED 31 MARCH
2008 P00

o

A Capital {Rs. thousand) 115,270 470,868
B  Recurring (Rs. thousand} 3,219,204 2,457,109
C  Total{Rs. thousand) 3,334,474 2,927,977

Total R & D expenditure as a percentage 9.85% 7.56%

of total turnover

The Company has a full-fledged R&D Division ¢ontinuously
engaged in research on new products and on process
development of existing products. The Company has
developed indigenous technology in respect of the producis
manufactured by it.

As soon as the technology is developed for a product, it is
tested in Pilot Plant and thereafter commercial production is
taken up. It is our philosophy to continuously upgrade the
technology.

1 Efforts, in brief, made towards technology absorption, adaptation and innovation

Product quality improvement, cost reduction, product
development, import substitution etc. The continuous up
gradation and adoption of new technology has benefited the
Company in the farm of better production process, better
yields, better quality of the end product and cost reduction.

2 Benefits derived as a result of the above efforts, e.g., product improvernent, cost
reduction, product development, impaort substitution, etc.

3 In case of imported technology (imported during the last 5 years reckoned from the  No Imported technology
beginning of the financial year), foliowing information may be furnished:

a) Technology imported

b} Year of import

¢} Has technology been fully absorbed

d} If not fully absorbed, areas where this has not taken place, reasons there for and
future plans of action.
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| Auds

0" Repet o tre Mermoers of D7, Redoy's lavoretorles rited

|

We have audited the attached Balance Sheet of Dr. Reddy’s Laboratories Limited ("the Company™} as at 31 March 2008, the Profit and Loss account and the Cash
Flow Statement of the Company for the year ended on that date annexed thereto. These financial statements are the responsibility of the Company’s management.
Qur responsibility is 1o express an opinion on these financial staternents based on our audit.

1. We conducted our audit in accordance with auditing standards generally accepted in India. Those Standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
suppaerting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our

opi

nion.

2. As required by the Companies (Auditor's Report) Order, 2003, issued by the Central Government of India in terms of sub-section (4A) of Section 227 of the
Companies Act, 1956, we enclose in the Annexure a statement an the matters specified in paragraphs 4 and 5 of the said Order.

3. Further to our ccmments in the Annexure referred to above, we report that:

(a)
)]
@
{d)

(e}

for BSR &
Chartered

we have cbtained all the information and explanaticns, which 1o the best of our knowledge and belief were necessary for the purpose of o4r audit;
in our opinion, proper books of account as required by law have been kept by the Company so far as appears from cur examination of those books;
the Balance Sheet, Profit and Loss Account and the Cash Flow Staterment dealt with by this report are in agreement with the books of account;

in our opinion, the Balance Sheet, the Profit and Loss Account and the Cash Flow Statement dealt with by this report comply with the accounting
standards referred 10 in sub-section (3C) of Section 211 of the Companies Act, 1956 1o the extent applicable;

on the basis of written representations received from the directors, and taken on record by the Board of Directors, we report that none of the directors
are disqualified as at 31 March 2008 from being appointed as a director in terms of clause (g) of sub-section (1) of Section 274 of the Coripanies Act,
1956; and

in our opinion and to the best of our information and accerding to the explanations given to us, the said accounts give the information recuired by the
Companies Act, 1956, in the manner so required and give a true and fair view in conformity with the accounting principles generally accepted in India:

{i) inthe case of the Balance Sheet, of the state of affairs of the Company as at 31 March 2008;
(i) in the case of the Profit and Loss Account, of the profit of the Company for the year ended on that date; and

(itiy in the case of Cash Flow Statement, of the cash flows of the Company for the year ended on that date.

Co.
Accountants

S Sethuraman

Partner

Membership No. 203491

Place: Hyderabad
Date: 20 May 2008
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[&T‘(mffo tothe Avditors’ Repoert . ___ J

The Annexure referred to in the auditors’ report to the members of Or. Reddy’s Laboratories Limited {“the Company”} for the year ended 31 March
2008. We report that:

i. (a} The Company has maintained proper records showing full particulars, including quantitative details and situation of fixed assets.

(by The Company has a phased programme of physical verification of its fixed assets which, in our opirion, is reasonable having regard to the size of
the Company and the nature of its assets. In accordance with this programme, certain fixed assets were physically verified by management during
the year and no material discrepancies were identified during such verification.

{¢) Fixed assets disposed off during the year were not substantial and therefore do not affect the going concern assumption.

ii. (a) The inventory, except goods-in-transit and stocks lying with third parties, has been physically verified by the management during the year. In
our opinion, the frequency of such verification is reasonable. For stocks lying with third parties at the year-end, written confirmations have been
obtained.

{b) In our opinion, the procedures of physical verification of inventaries followed by the management are reasonable and adequate in relation to the
size of the Company and the nature of its business.

(¢} The Company is maintaining proper records of inventory. The discrepancies noticed on verification between the physical stocks and the book
records were not material.

i, (@) The Company has granted loans to eight companies covered in the register maintained under Section 301 of the Companies Act, 1956, The maximum
amount outstanding during ihe year was Rs. 5,448,571 thousands and the yearend balance of such loans was Rs. 5,335,271 thousands.

(b) In our opinion, the rate of interest and other terms and conditions on which loans have been granted to companies, firms or other parties listed in
the register maintained under Section 201 of the Companies Act, 1956 are not, prima facie, prejudicial to the interest of the Company.

(c) In the case of loans granted to companies listed in the register maintained under Section 301, where stipulations have been made, the borrowers
have been regular in repaying the principal amounts as stipulated and in the payment of interest.

(d) There is no overdue amount of more than Rupees one lakh in respect of loans granted to any of the companies, firms or other parties listed in the
register maintained under Section 301 of the Companies Act, 1956.

(e} The Company has not taken loans secured or unsecured from any companies, firms and other parties covered in the register maintained under
Section 301 of the Companies Act, 1956.

iv. In our opinion and according to the information and explanations given to us, and having regard to the explanation that purchases of certain items
of inventories are for the Company’s specialized requirementis and similarly certain goods sold are for the spedialized requirements of the buyers and
suitable alternative sources are not available to obtain comparable quotations, there is an adequate internal control system commensurate with the size
of the Company and the nature of its business with regard to purchase of inventories and fixed assets and with regard to the sale of goods and services.
We have not abserved any major weakness in the internal contral system during the course of the audit,

v. {a) Inour opinion and according to the infermation and explanations given to us, the particulars of contracts or arrangements referred to in Section
301 of the Companies Act, 1956 have been entered in the register reguired to be maintained under that section.

{b) In our opinion, and according to the information and explanations given to us, the transactions made in pursuance of contracts and arrangements
referred to in point (a) above and exceeding the value of Rs. 5 lakh with any party during the year, have been made at prices which are reasonable
having regard to the prevailing market prices at the relevant time except for the purchases of certain items of inventories which are for Company's
specialized requirements and similarly for sale of certain goods for the specialized requirements of the buyers and for which suitable alternaiive
sources are not available to obtain comparable quotations. However, on the basis of information and explanations provided, the same appear
reasanable.

vi. The Company has not accepted any deposits from the public.
vil. In qur opinion, the Company has an internal audit system commensurate with the size and nature of its business.

vili. We have broadly reviewed the books of account maintained by the Company pursuant to the rules prescribed by the Central Government for
maintenance of cost records under Section 209(1) (d) of the Companies Act, 1956, and are of the pinion that prima facie the prescribed accounts and
records have been made and maintained. However, we have not made a detailed examination of the records,

ix. {a) According to the information and explanations given to us and on the basis of our examination of the records of the Company, amounts deducted’
accrued in the books of account in respect of undisputed statutory dues including Provident Fund, tnvestor Education and Protection Fund,
Employees’ State Insurance, Income-tax, Sales-tax, Wealth tax, Service tax, Customs duty, Excise duty and other material statutory dues have been
generally regularly deposited during the year by the Company with the appropriate authorities.
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Xi.

Xii.
xiit.

xiv,

Xv.

xvi,

Xvii.

xviii.

(B} According to the information and explanations given to us, no undisputed amounts payable in respect of Provident Fund, Investor Education and
Protection Fund, Employees’ State Insurance, income tax, Sales tax, Wealth tax, Service tax, Customs duty, Excise duty and other material statutory
dues were in arrears as at 31 March 2008 for a pericd of mare than six months from the date they became payable.

(¢} Further, since the Central Government has till date not prescribed the amount of cess payable under Section 441A of the Companies Act, 1956,
we are not in a pasition 10 comment upon the regularity or otherwise of Company in depositing the same.

{d} According to the information and explanations given to us, the dues set out in Appendix 1 in respect of Income tax, Sales tax, Customs duty and
Excise duty have not been deposited with the appropriate autharities on account of disputes.

The Company does not have any accumulated losses at the end of the financial year and has not incurred cash losses during the financial vear and in
the immediately preceding financial year.

tn our opinion and according to the information and explanations given to us, the Company has not defaulted in repayment of dues to its bankers or
to any financial institutions.

The Company has not granted loans and advances on the basis of security by way of pledge of shares, debentures and other securities.
In our opinion and according to the information and explanations given to us, the Company is not a chit fund / nidhi / mutual fund / sociey.

According to the information and explanations given to us, the Company is not dealing or trading in shares, securities, debentures and ather investments.
Accordingly, clause 4(xiv} of the Order is not applicable.

In our opinion and according to the information and explanations given to us, the terms and conditions on which the Company has giver guaraniees
for loans taken by others from banks or financial institutions are not prejudicial to the interests of the Company.

In our opinion and according 1o the information and explanations given to us and on the basis of our examination of the books of account, the term
loans obtained by the Company were applied for the purpose for which such loans were obtained.

According to the information and explanations given 1o us and on an overall examination of the balance sheet of the Company, we aze of the opinion
that no funds raised on shori-term basis have been used for long term investment.

The Company has not made any preferential allotment of shares to companies / firms / parites covered in the register maintained under Section 301 of
the Companies Act, 1956.

xix. The Company did not have any outstanding debentures during the year.

XX.

XX,

We have verified the end-use of money raised by public issues as disclosed in the notes to the financial statements.

According to the information and explanations given to us, no fraud on or by the Company has been noticed or reported during the course of our
audit. However, as indicated in Note 2(iv) of Schedule 20, the Company in the previous year received information from anonymous sources that certain
persons have ciaimed income tax refunds by filing forged income tax deducticn forms of the Company. The matter is currently under investigation. The
Company, however, does not foresee any claim of damages, fine or penalty.

for BSR & Co.
Chartered Accountants

S Sethuraman

Partner

Membership No, 203491

Place: Hyderabad
Date: 20 May 2008
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| Appendix 1 &s refemed to in para ix(d) of Annexure to the Auditers’ Repert |
1

PERIOD TO WHICH THE

I FORUM WHERE DISPUTE IS PENDING
AMOUNT RELATED

NAME OFf THE STATUTE

NAiTuRE OF THE DUES !AMOUN'I’ (Rs. "000) ’

Sales Tax {induding Central Sales Tax and Local Sales Tax)

Central Sales Tax Act, 1956 - Andhra Pradesh Tax 3,010 2003-04 Appellate Deputy Commissioner

Delhi Sales Tax Act, 1975, Tax and Interest 691 2002-03 | Appellate Deputy Commissioner

Central Sales Tax Act, 1968 - Gujarat Tax 733 2003-04 | Appellate Deputy Cormmissioner

Kerala Generat Sales Tax Act, 1963 Tax and surcharge 262 1997-88 | Tax revision case filed with Kerala High Court
Central Sales Tax Act, 1956 - Kerala Tax 245 1997-98 | Tax revision case filed with Kerala High Court
Kerala General Sales Tax Act, 1963 Tax 1,610 1998-99 | Tax revision case filed with Kerala High Court
Central Sales Tax Act, 1956 — Kerala Tax 66 1998-99 | Assessing Officer

Kerala General Sales Tax Act, 1963 Tax and Interest 631 1993-00 Sales Tax Tribunal

Kerala General Sales Tax Act, 1963 Tax 630 2000-01 Sales Tax Tribunal

Kerala General Sales Tax Act, 1963 Tax 57 2001-02 Sales Tax Tribunal

Kerala General Sales Tax Act, 1963 Tax 800 2001-02 Assessing Officer

¥erala General Sales Tax Act, 1963 Tax 86 2002-03 | Appellate Deputy Commissioner

Kerala General Sales Tax Act, 1963 Tax 213 2003-04 | Appellate Deputy Commissianer

Rajasthan Sales Tax Act, 1954 Tax 88 2004-05 | Appellate Deputy Commissioner

Extise Duty

Central Excise Act,1944 Duty - 579 2000-01 Asst. Commissioner

Central Excise Act, 1944 Duty 113 2000-01 Asst. Commissioner

Central Excise Act, 1944 Duty a5 2002-03 | Revision Authority — Delhi
Central Excise Act, 1944 Duty and Penalty 69 2004-05 | Revision Authority ~ Delhi
Central Excise Act,1944 Credit and Penalty 116 2005-06 | Customs Excise Service Appellate
Central Excise Act, 1944 Duty 4,729 2003-05 CESTAT

Central Excise Act, 1944 Duty 2,024 2004-06 | CESTAV

Central Excise Act, 1544 Duty 2,452 2005-06 CESTAT

Central Excise Act, 1944 Duty 892 2002-03 | Assistant Commissioner

Central Excise Act, 1944 Duty 26,744 2005-06 | Commissioner of CEX, Pondicherry
Central Excise Act, 1544 Duty 702 2005-06 | Commissioner-Appeals

Central Excise Act, 1944 Duty 392 2005-06 | Assistant Commissioner

Central Excise Act, 1944 Interest &0 2003-04 | Commissicner-Appeals

Central Excise Act, 1844 Duty 225 2005-06 | Commissioner-Appeals

Central Excise Act, 1944 Interest 116 2005-06 | Commissioner-Appeats

Central Excise Act, 1544 Duty 4125 2004-06 Additional Commissioner — Hyd-Iv
Central Excise Act, 1944 Duty 8,481 2005-07 Commissioner Hyd-Iv

Central Excise Act, 1544 Duty 423 200405 | Assistant Commissioner

Central Excise Act, 1944 Duty 11,786 200506 | Commissioner Hyd-IV

Central Excise Act, 1544 Duty 469 2004-05 | Assistant Commissioner

Central Excise Act, 1544 Duty 6,084 2005-06 | Commissioner Hyd-IV

Central Excise Act, 1944 Duty 2,723 1995-04 | Commissioner

Central Excise Act, 1944 Duty 4,349 2004-05 | Commissioner

Central Excise Act, 1544 Duty 1,476 2004-05 | Assistant Commissioner

Central Excise Act, 1944 Duty 9,219 2003-04 | CESTAT

Central Excise Act, 1944 Duty 368 2004-05 | Assistant Commissioner

Central Excise Act, 1544 Duty 10,001 2001-04 | Commissioner

Central Excise Act, 1544 Valuation 398 2005-06 | CESTAT

Central Excise Act, 1944 Valuation 6913 200105 | Commissioner

Central Excise Act,1944 Valuation 78 Prior to July 2000 CESTAT

Central Excise Act, 1944 Duty 44 2006-07 & 2007-08 Assistant Cormmissioner
Central Excise Act, 1944 Duty 144 2006-07 | Commissioner

Central Excise Act, 1544 Duty 7,450 2006-07 & 2007-08 | Commussioner

Central Excise Act, 1944 Duty 152 2002-03 | Assistant Commissioner
Central Excise Act,1944 Duty 6,462 2006-07 | Commissioner

Central Excise Act, 1544 Duty 18,397 2006-07 | Commissioner

Central Excise Act,1544 Duty 10,396 2006-07 | Assistant Commissioner
Central Excise Act,1544 Duty 6,207 2006-07 | Assistant Commissioner
Central Excise Act,1544 Duty 530 2006-07 | Assistant Commissioner
Central Excise Act,1944 Duty 4,786 2006-07 | Assistant Commissioner
Central Excise Act, 1944 Duty 11,209 2006-07 | Assistant Commissioner
Central Excise Act, 1944 Duty 965 1998-2002 | CESTAT

Customs Duty

Customs Act, 1962 Penalty 17,910 1994-00 | Supreme Court

Customs Act, 1962 Duty 142 2003-04 | CESTAY

Custams Act, 1662 Duty 258 2003-04 | Commissioner

Customs Act, 1862 Excess DEPB 11,009 2003-07 | Commissicner

Income Taxes

Incame Tax Act, 1961 Tax and Interest 153 1999-00 | Tax and interest

Income Tax Act, 1961 Tax and Interest 140,125 2002-03 | Income Tax Appellate Teibunal (TAT)
Income Tax Act, 1961 Tax and Interest 591 1993-94 | AT

Income Tax Act, 1961 Tax and Interest 20,334 1993-94 & 1994-95 High Court, Andhra Pradesh
Income Tax Act, 1961 Tax and Interest 324 1991-92 | High Court, Andhra Pradesh
Income Tax Act, 1961 Tax and Interest 1,189 1992-93 High Court, Andhra Pradesh
Income Tax Act, 1961 Tax and Interest 1,574 1993.94 High Court, Andhra Pradesh
Income Tax Act, 1961 Tax and Interest 3,838 1994-95 | High Court, Andhra Pradesh
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I Belaree SMEEE as at 31 marcH 2008

ALL AMOUNTS [N INDIAN RUFEES THOUSANDS, EXCEPT SHARE DATA AND WHjERE OTHERWISE STATED

31 marcH 2008

SOURCES OF FUNDS

ASAT
31 makcH 2007

Shareholders’ funds

Share capital 840,865 839,561
Reserves and surplus 2 47,277,184 42,894,005
48,118,049 43,733,566

Loan funds
Secured loans 3 34,022 19,225
Unsecured loans 4,589,052 3,279,794
4,623,074 3,299,019
Deferred tax liability, net 20(3) 868,575 577,404

APPLICATION OF FUNDS

Fixed assets and Intangibles 5
Gross block 17,502,108 12,911,921
Less: Accumulated depreciation and amortisation {7,627,956) {6,091,535)
Net block 9,874,152 6,820,386
Capital work-in-progress (including capital advances) 2,457,106 2,806,081
12,331,258 9,626,467
Investments 6 19,306,197 8,302,126
Current assets, loans and advances
Inventories 7 6,409,343 4,875,836
Sundry debtors 8,977,086 10,557,008
Cash and bank balances 9 5,373,417 14,567,111
Loans and advances 10 8,921,846 7,044 177
29,681,692 37,044,132
Current liabilities and provisions
Current liabilities i1 6,808,568 6,334,275
Provisions 12 900,881 1,028,461
7,709,449 7.362,736
Net current assets 21,972,243 29,681,396
53,609,698 | 47,609,989
Notes to Accounts 20
The schedules referred to above form an integral part of the Balance Sheet
As per our report attached
for BSR & Ca. for Dr. Reddy's Laboratories Limited
Chartered Accountants
S Sethuraman Partner Dr. K Anji Reddy Chairman
Membership No. 203491 G V Prasad Vice Chairman and CEQ
K Satish Reddy Managing Director and COQ
Hyderabad 20 May 2008 Saumen Chakraborty Chief Financial Officer
V Viswanath Company Secretary
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Eptf@ff_ﬁ;@ﬁ@ [L@E.‘i% &@_@@u“‘ﬁ FOR THE YEAR ENDED 31 MARCH 2008

. ALL AMOUNTS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE QTHERWISE STATED

FOR THE YEAR ENDED

|

FOR THE YEAR ENDED

SCHEDULE 31 marcH 2008 31 marcu 2007
INCOME
Sales, gross 33,864,865 38,261,368
Less: Excise duty on sales (558,308) (779,350)
Sales, net 33,306,557 37,481,978
License fees 215,832 1,744,737
Service income 416,373 447,040
Other income 13 1,911,313 1,169,293
35,850,075 40,843,048
EXPENDITURE
Material costs 14 12,534,602 11,215,910
Conversion charges 558,264 1,132,043
Excise duty 286,808 117,191
Personnel costs 15 3,686,203 2,797,652
Operating and other expenses 16 7,869,051 7.177.926
Research and development expenses 3,308,709 3,282,514
Less: Amount reimbursed as per the research and 17 (89.505) 3219204 (825,405) 2,457,109
development arrangements (Refer Note 21, Schedule 20)
Provision for decline in the value of long-term investments 13311 472,069
Finance charges 18 101,883 479,682
Depreciation and amortisation 1,619,862 1,335,009
30,009,048 27,184,591
Profit before taxation 5,841,027 13,658,457
Income tax expense 19 1,088,808 1,889,864
Profit after taxation 4,752,219 11,768,593
Balance in profit and loss account brought forward 13,051,316 3,278,210
Less: Transiticnal liability recognised pursuant to adoption of
Accounting Standard-15 {Revised) "Employee Benefits” 20{19) - (81,702)
Transitional loss recognised pursuant to early adoption of
Accoun.ll'ng Standard-30 "Financial Instruments: 2008) (14.921) 13,036,395 _ 3,196,508
Recognition and Measurement”
Amount available for appropriation 17,788,614 14,965,101
APPROPRIATIOMS:
Proposed dividend on equity shares 630,648 629,671
Tax on proposed dividend 107179 107,013
Dividend of previous years 604 242
Transferred to General Reserve 475,222 1,176,859
Balance carried forward 16,574,961 13,051,316
17,788,614 14,965,101
Earnings per share 20(4)
Basic — Par value Rs. 5 per share 28.27 74.23
Diluted - Par value Rs. 5 per share 28.09 73.74
Notes to accounts 20

The schedules referred to above form an integral part of the Profit and Loss Account

As per our report attached
for BSR & Co.
Chartered Accountants

for Dr. Reddy's Laboratories Limited

§ Sethuraman Partner Dr. K Anji Reddy
Membership No. 203491 G V Prasad
K Satish Reddy
Hyderabad 20 May 2008 Saumen Chakraborty
V Viswanath

Chairman

Vice Chairman and CEQ
Managing Director and COO
Chief Financial Officer
Company Secretary
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§@}ﬂ@@@[@$’j i@ ﬁfrﬁ@ [‘r’n}@ﬂ@]m@ Sl}ﬂ@@t FOR THE YEAR ENDED 31 MARCH 2008 J
. . A% AT ; ' ’\ o
31 marcH 2008

SCHEDULE 1: SHARE CAPITAL

Authorised

200,000,000 {previous year: 200,000,000) equity shares of Rs. 5 each 1,000,000 1,000,000

Issued

168,172,946 (previous year: 167,912,380) equity shares of Rs. 5 each fully paid-up (Note 1) 840,865 839,562

Subscribed and paid-up

168,172,746 (previous year: 167,912,180) equity shares of Rs. 5 each fully paid-up 840,864 839,560

Add: Forfeited share capital (Note 2) 1 840,865 1 839,561

| 840,865 J 839,561

NOTES:

" 1. Subscribed and paid-up share capital includes:

ta) 111,732,202 {previous year: 111,732,202) equity shares of Rs. 5 each fully paid-up, allotted as bonus shares. Out of total, 34,974,400 shares were alloted
by capitalisation of General Reserve and 76,757,802 equity shares alloted as bonus shares by capitalisation of the Securities Premium Account in the earlier
years,

(b} 1,052,248 (previous year: 1,052,248) equity shares of Rs. 5 each allotted pursuant to a scheme of amalgamation with Standard Equity Fund Limited
without payments being received in cash.

{c) 20,571,768 (previous year: 20,571,768) equity shares of Rs. 5 each allotied and 82,800 (previous year: 82,800) equity shares of Rs. 5 each extinguished
pursuant to a scherne of amalgamation with erstwhile Cheminer Drugs Limited {CDL) without payments being received in cash.

{d) 40,750,000 (previous year: 40,750,000} equity shares of Rs. 5 each allotted against American Depository Shares (ADS). The Company. during the previous
year raised Rs. 10,241,200 through a secondary offering by issuing 14,300,000 ADS, representing 14,300,000 equity shares {one ADS repres=nts one equity
share).

(e) 17,204,304 (previous year: 17,204,304} equity shares of Rs. 5 each allotied against Global Depasitory Receipts (GDR) that were converted into ADS during
the year ended 31 March 2002.

(i 226,776 (previous year: 226,776) equity shares of Rs. 5 each allotted to the erstwhile members of American Remedies Limited (ARL) pursuant to a scheme
of amalgamation with ARL without payments being received in cash.

{g} 659,227 (previous year: 398,661) equity shares of Rs. 5 each allotted to the employees of the Company on exercise of the vested s-ock options in
accordance with the terms of exercise under the "Dr. Reddy's Employees Stock Option Scheme, 20027,

2. Represents 200 (previous year: 200} equity shares of Rs. S each, amount paid-up Rs, 500/- forfeited due to non-payment of allotment money.
3. 932,568 {previous year: 1,080,832) stock options are cutstanding to be issued by the Company on exercise of the vested stock options in accordance with
the terms of exercise under the “Dr. Reddy's Employees Stock Option Scheme, 2002" and 182,778 (previous year: nil) stock options are outstanding to be issued

by the Company on exercise of the vested stock options in accordance with the terms of exercise under the "Dr. Reddy's Employees ADR Stock Option Scheme 2007,

(Refer Note 9, Schedule 20)
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Schieaales (o the Baiere® SREET continuen) ) |

ALL AMOUNTS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE STATED
SCHEDULE 2: RESERVES AND SURPLUS

AS AT AS AT
31 marcH 2008
Capital Reserve

31 marcH 2007
Balance at the beginning and end of the year 7.276 7,276

Securities premium account

Balance at the beginning of the year 17,519,763 7.877.812
Add: Received during the year on exercise of employee stock options 122,574 83,330
Add: Received during the year on issue of American Depository Shares (ADS) - 10,169,700
Less: Utilised for issue of bonus shares - (383,789)
Less: Utilisation towards ADS issue expenses - (227,290)

17,642,337 17,519,763

Employee stock options outstanding

Balance at the beginning of the year 448,486 261,053
Add: Options granted during the year 401,502 292,251
Less: Options forfeited during the year (162,261) (36,350)
Less: Options excercised during the year . (108,657) (68,468)
Balance at the end of the year {A) 579,070 448,486

Deferred stock compensation cost

Balance at the beginning of the year 220,882 146,592
Add: Options granted during the year 401,502 292,251
Less: Amortisation during the year (207,125) (181,611)
Less: Options forfeited during the year {162,261} (36,350)
Balance at the end of the year {B} 252,998 220,382
{A) - (B) 326,072 227,604

General reserve

Balance at the beginning of the year 12,137,044 10,960,185
Add: Transferred from profit and loss account 475,222 1,176,859
12,612,266 12,137,044

Foreign currency translation reserve

Balance at the beginning of the year (48,998) -
Additions / deductions during the year (Note 1} 173,334 (48,998)
124,336 {48,998)

Hedging Reserve

Balance at the beginning of the year - -

Additions / deductions during the year (Refer note 18, Schedule 20} (10,064) -
(10,064) -

Profit and loss account
Balance in profit and loss account 16,574,961 13,051,316

47,277,184 42,894,005

NOTE:

1. The foreign currency translation reserve comprises e«change difference on monetary item that in substance form part of the net investment in Industrias
Quimicas Falcon de Mexico, S.A.de.C.V (Mexico} and Lacock Holdings Limited, Cyprus, non-integral foreign operations as defined in Accounting Standard
(AS) = 11 (Revised 2003) on “The Effects of Changes in Foreign Exchange Rates”.
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Schedu.es o the Balance SPeet (contivuen) |

ALL AMOUNTS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE STATED

AS AT A% AT
31 march 2008 31 marcu 2007

SCHEDULE 3: SECURED LOANS
From other than banks

Loan from Indian Renewable Energy Development Agency Limited (Note 1) 13,305 19,225
Finance Lease Obligation (Note 2) 20,717 -
NOTES:

1. loan from Indian Renewable Energy Development Agency Limited is secured by way of hypothecation of specific movable assets pertaining to the Sofar
Grid Interactive Power Plant. The loan is repayable in quarterly installments of Rs. 1,480 each quarter and carries an interest rate of 2% per annum.

2. Finance lease obligation represents present value of minimum lease rentals payable for the vehicles leased by the Company (Refer Note 23, Schedule 20)

AS AT AS AT
31 marcH 2008 31 wiarcH 2007

SCHEDULE 4: UNSECURED LOANS

Sales tax deferment loan from the Government of Andhra Pradesh (interest free) _ 63,246 68,708
From banks

Packing credit loans (Note 1) 4,090,878 2,684,700
Bank overdraft {Note 2} 434,928 526,386

| 4,589,052 |

NOTES:

1. Foreign Currency Packing Credit loan is from Standard Chartered Bank, State Bank of India, The Bank of Nova Scotia, ABN Amro Bank, Citi Bank, BNP Paribas
carrying interest rates of LIBOR plus 50 — 100 bps, repayable on expiry of 3 to § months from the date of drawdown. Packing Credits loans for the
previous year comprised foreign currency loan that were taken from Siate Bank of India carrying an interest rate of LIBOR plus 60 bps, repayable on
expiry of 6 months from the date of drawdown and rupee packing credit loans from Standard Chartered Bank and Bank of Tokyo — Mitsubishi UF) Ltd carrying an
interest rate of 9.5% and 9% per annum respectively.

2. Bank overdraft is on the current accounts with Citibank, which carry interest rates of 8.75% per annum. Previous year bank overdraft was an the current
accounts with HDFC Bank with interest of 9% per annum.
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ALL AMOUNTS IN INDIAN BRUPLLES THOUSANDS, EXCERT SHARE DATA AND WHERE OTHERWISE STATED

AS AT AS AT
31 marcH 2008 31 marcH 2007

SCHEDULE 6: INVESTMENTS
Long term at cost, unless otherwise specified

I. QUOTED INVESTMENTS

Non-trade

(a) Equity shares {fully paid-up)
12,000 (previous year: 12,000) equity shares of Rs. 10 each of State Bank of India (Note 1) 3,096 3,096

1l. UNQUOTED INVESTMENTS
Trade
{a} Equity and preference shares (fully paid-up}

In Subsidiary Companies
50,000 (previous year: 50,000) equity shares of Rs. 10 each of DRL Investments Limited, India 500 500
11,625,000 {previous year: 11,625,000) ordinary shares of H.K.$. 1 each of Reddy Pharmaceuticals Hong £8 024 58.021
Kong Limited, Hong Kang ) !
Equity shares of QQQ )V Reddy Biomed Limited, Russia (Noie 2) 6,635 6,635
500,000 (previous year: 500,000) equity shares of U.5.3. 1 each of Reddy Antilles N.V., Netherlands 17,969 17,963
6,059,231 i . 6,059, lU.S.$.1 . : i i
.(prewous year: 6,059,231} shares of Real U.5.3. 1 each of Dr. Reddy's Farmaceutica do Brasil 97,085 97,085

Ltda, Brazil
400,750 (previous year: 400,750) ordinary shares of U.S.$. 10 each of Dr. Reddy’s Laboratories Inc, U.S.A. 175,038 175,038
134,513 (previous year: 134,513) equity shares of Rs. 10 each of Cheminer Investments Limited, India 1345 1345
2,500 (previous year: 2,500) ordinary shares of FF. 100 each of Reddy Chemincr S.A., France ) 1,558 1,558
88,644,161 (previ ear: 88,644,161) equity sha fRs. 1 h of Aurigene Discovery Technolog:

8,644, .(p vious year: 88,644,161) equity shares o 0 eac urigeng Discovery Technologies 886,442 886,442
Limited, India
34,476 (previous year: 34,476} ordinary A shares of GBP 0.01 each of Dr. Reddy's Laboratories {(EU}

L 141,502 181,502
Limited, U.K. _
98,124 (previous year: 98,124) ordinary shares of GBP 0.01 each of Dr. Reddy’s Laboratories {EU) Limited,
UK 493,324 493,324

i ; 1 h f GBP 0.0001 each of Dr. R : i

3.60.,000 (previous year; 360,000} preference shares of GBP 0.0001 each of Dr. Reddy's Laboratories (EU) 22,546 22.546
Limited, U.K.

4 7 i : 34, , i 1 . s Big-sci imited,
3 ,922.0 0 (previous year: 34,022,070} equity shares of Rs. 10 each of Dr. Reddy's Bio-sciences Limited 266,388 266,388
india
Equity shares of OO0 Dr. Reddy's Laboratories Limited, Russia (Note 2) 71,843 71,843
60 (previous year: 60) ordinary shares of Rand 1 each of Dr. Reddy's Labaratories {Proprietory) Limited, 3 3
South Africa
206 {previous year: 206} equity shares of U.5.$. 0.01 each of Trigenesis Therapeutics Inc, U.S.A. 496,715 496,715
12,293 (previous year: 5,000} equity shares of CYP. 1 each of Lacock Heldings Limited, Cyprus 11,578,767 3,952,700

2 - : — - —

140,526,270 {previous year: 140,526,270} Series “A" shares of Peso 1 each of Industrias Quimicas 708,039 709,039

Falcon de Mexico, 5.A.de.C.V.,, Mexico
5,566,000 {previous year: 5,566,000) Ordinary Shares of Eure 1 each of Reddy Pharma Iberia, Spain 321,130 321,130
700,000 (previous year: 699,993} ordinary shares of Aus$. 1 each of Dr. Reddy’s Laboratories {Australia)

24,640 24,640
Pty. Limited, Australia )
100,000 {previous year: nil) Ordinary Shares of CHS 1 each of Dr, Reddy's Laboratories SA, Switzerland 3,522 -
in associates
500, i : 2,500, i 1 Perl Pl Pri imited,
2,500,000 (previous year: 2,500,000) equity shares of Re. 1 each of Perfecan Pharma Private Limited 170,000 170,000

India {Refer Note 21 of Schedule 20)

Carried forward | 15,544,012 | 7,914,423
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AS AT AS AT
31 marcH 2008 31 mancu 2007

SCHEDULE 6: INVESTMENTS (CONTINUED)
Brought forward 15,544,012 7,914,423
Ungquoted trade investments {continued)

in joint venture

Equity shares held in Kunshan Rotam Reddy Pharmaceutical Co. Limited, China (Note 2) 429,048 429,048
in other companies
28,693 (previous year: 28,693) ordinary shares of Roubles 1,000 each of Biomed Russia Limited, Russia. 65,557 65,557

(b) In capital of partnership firm (a subsidiary)

Globe Enterprises, India 2,396 2,396
(A partnership firm with Dr. Reddy's Holdings Private Lirnited organised under the Indian Partnership Act,

1932 wherein the Company and Dr. Reddy’s Holdings Private Limited share the profit/loss for the year in

the ratio of 95:5 respectively)

Partners capital account:

Dr. Reddy’s Laboratories Limited - Rs, 2,396

Dr. Reddy’s Holdings Private Limited — Rs. 101

Non-trade
{a) In Debentures
S {previous year: 5), 0-9% based on offer side fixed rate of 12 month MIOIS, canvertible debentures of

. , e 250,000 250,000
Rs. 50,000,000 each of Citicorp Finance {India} Limited
10 {previous year: 10), 0-9.5—“/? basec.! on offer s.ide fixgd rate of 12 maonth MIQIS, convertible debentures 500,000 500,000
of Rs. 50,000,000 each of Citicorp Finance (India) Limited

i : -12. ide fi I ibl

5 (previous year: 5), 0-12 359’..; -based f)n offer sad.e fI)A(E(?' rate of 12 month MIQIS, ¢convertible debentures 500,000 500,000
of Rs. 100,000,000 each of Citicorp Finance (India) Limited
(b} In Equity Shares
200,000 {previous year: 200,000) ordinary shares of Rs. 10 each of Altek Engineering Limited, India 2,000 2,000
8,859 (previous year: 8,859) equity shares of Rs. 00 each of Jeedimetla Effluent Treatment Limited, India 965 965
24,000 (previous year: 24,000) equity shares of Rs, 100 each of Progressive Effluent Treatment Limited, 5 400 2.400
India ' '

(<) In Mutual Fund
Nil {previous year: 2,000) Units of UTI Master Gain 92 - 20

TOTAL UNQUOTED LONG TERM INVESTMENTS (I1) 17,296,378 9,666,809

Current Investments at cost or market value which ever is less

UNGQUOTED INVESTMENTS
in Mutual Fund

19,644,524.76 (previous year: nil) units of BSL Interval Income-INSTL-MONTHLY-Series 2-Growth 200,663 -
29,296,588.90 (previous year: nil) units of ABN AMRQ Interval Fund Monthly Plan A Growth-Ren 297,785 -
40,193,735.69 (previcus year: nil) units of Birla Dynamic Bond Fund-Retail-Growth 509,098 -
100,800,000.00 {previous year: nil} units of SBI Debt Fund Series-30 Days-2-(27-Mar-08)-Grawth 1,000,000 -
76,546,233.92 (previous year: nil) units of Tata Dynamic Bond Fund Option B-Growth 1,000,000 -
45,810,967.69 (previous year: nil) units of Reliance Monthly Interval Fund-Seies Il - Institutional Growth Plan 500,127 -
TOTAL UNQUOTED CURRENT INVESTMENTS (I11)
AGGREGATE cost of (NnvESTMENTS (1 + Il + 111) 20,807,147 9,669,905
Less: Provision for decline, other than temporary, in the value of long term investments (1,500,950} (1,367,779)

| oo : 19,306,197 8,302,126

Total investments, net \




90 | ANNUAL REPORT 2007-08 CONSOLIDATING FOR THE FUTURE

| Scredyies to the Balence SRee? contmuen)

: ALL AMQUNTS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE STATED

: AS AT AS AT
' 31 marcH 2008 31 mancH 2007

SCHEDULE 6: INVESTMENTS (CONTINUED)

Aggregate cost of quoted investments 3,096 3,096

Aggregate cost of unquoted investments 20,804,051 9,666,809

Market value of quoted investments _19.203 11,933

Market Value of mutual funds 3,515,963 61
NOTES:

1. Inrespect of shares of State Bank of India, the share certificates were misplaced during transferflost in transit. The Company has initiated necessary legal action at
the appropriate courts.

2. Equity shares held in Kunshan Rotam Reddy Pharrnaceutical Co. Limited, China (Reddy Kunshan), OO0 J¥ Reddy Biomed Limited and OCO Dr, Reddy's
Laboratories Limited, Russia are not denominated in number of shares as per the laws of the respective countries.

AS AT AS AT
31 marcw 2008 31 maacu 2007

SCHEDULE 7: INVENTORIES

Stores, spares and packing materials 596,214 435,663
Raw materials 2,533,789 2,099,552
Waork-in-process 2,226,873 1,643,466
Finished goods 1,052,467 697,155

l 6,409,343 |

AS AT AS AT
31 marcH 2008 31 nvarcH 2007

SCHEDULE B: SUNDRY DEBTOQRS
{Unsecured)
Debts outstanding for a period exceeding six months

Considered good 349,164 455,156

Considered doubtful N Z_I 3,342 211,240
Other debts

Considered good 8,627,822 10,101,852

9,190,428 10,768,248

Less: Provision for doubiful debts (213,342) (211,240)

| 8.977.086 |
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AS AT
31 marcH 2008 31 marcH 2007

AS AT

SCHEDULE 9: CASH AND BANK BALANCES

Cash in hand 17,490 5,284
Balances with scheduled banks
In current accounts 454,228 579,662
In EEFC current accounts 69,686 673,180
In deposit accounts 4,701,537 13,081,066
In unclaimed dividend accounts 14,372 12,620
In unclaimed fractional share pay order accounts 666 666
Balances with non-scheduled banks outside India
In current a<counts 115,438 214,633

NOTES:

1. Deposits with scheduled and non-scheduled banks include Rs. 1,268 {previous year:
Rs. 1,621) representing margin money for letters of credit and bank guarantees.

2. Details of unutilised portion of ADS issue proceeds:

Deposit with schedule banks outside India -

8,732,898

iMaximurm amount outstanding at any time during the year: Rs. 8,732,898 (previous
year: Rs. 8,732,898))

Deposit with schedule banks in India 2,500,000

Investment in mutual funds 3,507,673

3. Closing balances and maximum amounts outstanding at any time during the year on current accounts with banks outside India;

MAXIMUM BALANCE

BALANCE AS AT

31 MARCH 31 maRcH | 31 marcH | 31 MARCH

2007 2008 2007

Citibank, New York 178,760 178,760 70,656 178,760
Credit Bank of Moscow, Moscow 44,532 20,886 752 10,988
ABN Amro Bank, Romania 5.706 6,517 5,016 3,686
ABN Amro Bank, Kazakhstan 8,150 5,344 1,511 1,750
Golden Taler Bank, Belarus 4,021 5,237 4,021 2,755
Societe Generale Yugoslav Bank Ad, Yugoslavia 49 281 44 49
Exim Bank HCMC, Vietnam 512 2,868 509 118
Standard Chartered Grindlays Bank, Sri Lanka 2,184 376 962 25
Citibank, Malaysia 855 1,120 593 434
Citibank NA, China 4,341 4,460 1.849 2,621
Commercial Bank of Africa L1d., Kenya 62 62 - 62
Ukreximbank, Ukraine 11,662 7.026 11,662 206
HSBC, U.ALE 3,817 5,644 3,817 2,872
Standard Chartered Bank, Ghana ) 4 4 3 -
Union Bank of Switzerland, Basel 6,140 3,133 6,140 3,133
National Bank for Foreign Economic Activity, Uzbekistan 1,557 649 1,199 33
Foreign Trade Bank, Myanmar 2,492 2,492 1,396 2,492
Banca Canarias Ce, Venezuela 4,351 4,351 2,712 4,351
Union Bank, Philipines 1,212 - 1,212 -

Citibank, Moscow 3,225 - 1,384
‘ C 115,438 -

214,633
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SCHEDULE 10: LOANS AND ADVANCES

AS AT

31 marcH 2008

{Unsecured)

 ajay
31 marcy 2007

Considered good

toans and advances to wholly owned subsidiary companies, step down subsidiary

. ) . 5,536,287 4,872,227
companies, Joint venture and associates
Advance recoverable from Perlecan Pharma Private Limited (Refer Note 21, Schedule 20) o 20,158 85,716
Advances to material suppliers S 382,152 307,058
Staff loans and advances o 12,957 16,317
Interest accrued on investments 27,985 5,630
Other advances recoverable in cash or in kind or for value 1o be received 1,237,289 1,102,344
MAT crecit entitlement - 24,760 -
Balances with customs, central excise etc. o 874,113 546,888
Deposits 106,145 103,997
Considered doubtful
Advance towards investment o 8,056 8,056
Staff loans and advances 6,500 6,500
Loans and advances to a wholly owned subsidiary companies, joint ventures and associates S 361,732 357,699
Other advances recoverable in cash or in kind or for value to be received 54,507 52,67
9,352,641 7,469,103
Less: Pravision for doubtiul advances {430,795) (424,926)
| 8,921,846 |

Staff loans and advances include:
Loans to an officer of the Company Rs. Nil (previous year: Rs, Nil)
[Maximum amount outsianding at anytime during the year Rs. Nil {previous year: Rs. Nil}]

Loans and advances to wholly owned subsidiary companies, step down subsidiary companies, joint ventures and associates:

BALANCE AS AT

MAXIMIM AMOUNT
OUTSTANDING AT ANY TIME

31 mARCcH 31 MARCH ‘ 31 MarcH | 31 MARCH
2008 2007 2008 ‘ 2007

DURING THE YEAR

Aurigene Discovery Technologies Limited, India 358,944 358,944 353,944 358,944
DRL Investments Limited, India 8,534 8,534 3,534 8,534
Cheminar Investments Limited, India 7 7 7 7
Reddy Antifles N.V., Netherlands £22,409 107,197 222,409 114,816
Dr. Reddy’s Farmaceutica Do Brasil Ltda., Brazil - 357,068 256,473 357,068 260,871
Dr. Reddy’s Bio-sciences Limited, India ALY 32,198 79,147 32,198
Dr. Reddy’s Labarataries Inc., USA 3,225 - 3,225 266,003
Kunshan Rotam Reddy Pharmaceutical Company Limited, China 13 222 1,822 47,232
Dr. Reddy’s Laboraiories (Proprietary) Limited, South Africa 10,882 18,932 15,254 23,832
APRLLC 105,982 101,948 103,982 101,948
Reddy Holding GmbH, Germany - 48,916 43,916 69,082
Lacock Holdings Limited, Cyprus 3,127,322 2,721,075 3,127,322 2,721,075
Industrias Quimicas Falcon de Mexico, SA de C.V, Mexico 1,517,277 1,575,480 1,575,480 1,830,439
Dr. Retidy's Laboratories SA, Switzerland 100,300 - 100,300 -
Dr. Reddy’s Laboratories (Australia) Pty. Ltd., Australia 6,909 - 6,909 -
] 5,898,019 5,229,926 : I
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NOTES:

1. The loans and advances in the nature of loans to the subsidiaries and step down subsidiaries are repayable on demand except for Dr. Reddy's Farmaceutica Do
Brasil Ltda., Brazil, Dr. Reddy's Laboratories (Proprietary) Limited, South Africa and Reddy Holding GmbH, Germany, where the repayment schedule is beyond seven
years. In respect of amounts receivable from Industrias Quimicas Falcon de Mexico, S.A.de.C.V (Falcon) and Lacock Holdings Limited, Cyprus settlement is neither
planned not likely to occur in foreseeable future. All these loans are interest free toans except for the following loans:

Loan 1O INTEREST RATE PER ANNUM
Dr. Reddy’s Laboratories (Proprietary) Limited, South Africa 6%

Lacock Holdings Limited, Cyprus 5%

Industrias Quimicas Falcon de Mexico, S.A.de.C.V {Falcon) MXN TIE 28d plus 1.5%

2. There are no investments made by the loanees in the Company and in any of its subsidiaries except in respect of Aurigene Discovery Technologies Limited,
Dr. Reddy's Laboratories Inc., Reddy Antilles N.V., Reddy Holding Gmbh and Lacock Holdings Limited which have made investments in their wholly owned

subsidiaries.
AS AT AS AT
31 marcH 2008 31 marcH 2007

SCHEDULE 11: CURRENT LIABILITIES
Sundry creditors

Due to medium and small enterprises (Note 1 & 2) 31,821 27,086

Others {Note 3) 5,100,549 5,957,837

Payable to subsidiary companies, assocoiates and joint venture 492,376 211,071
Interest accrued but not due on loan 5.326 1,226
Unclaimed dividends * 14,372 12,620
Trade deposits 38,095 40,445
Other Liabilities 125,629 83,990
‘ | f | 6,308,568 6,334,275

* Investor Protection and Education Fund is being credited by the amounts of unclaimed dividends after seven years from the due date.

NOTES:

1. The principal amount paid and that remaining unpaid as at 31 March 2008 in respect of enterprises covered under the “Micro, Small and Medium
Enterprises Development Act, 2006” (MSMDA} are Rs. 485,841 (previous year: Rs. 269,320) and Rs. 28,987 (previous year: Rs. 26,482} respectively. The
interest amount computed based on the provisions under Section 16 of the MSMDA Rs. 2,834 (previous year: Rs. 604} is remaining unpaid as of 31 March
2008. The interest that remained unpaid as at 31 March 2007 was paid during the year.

2. The list of undertakings covered under MSMDA were determined by the Company on the basis of information available with the Company and have been
relied upon by the auditors.

3. Previous years amount includes liability towards Leave Encashment amounting to Rs. 143,979 pursuant to amendment of the Company leave encashment

policy.
AS AT AS AT
31 marcH 2008 31 marcH 2007

SCHEDULE 12: PROVISIONS

Proposed dividend 630,648 629,671
Tax on proposed dividend (including dividend tax) 107,179 107,013
Provision for tax (net of advance tax Rs. 3,611,941, previous year: Rs. 2,832,253} 106,183 234,902
Provision for

Gratuity 30,191 21,661

Leave encashment 26,680 35,214

900,881 1,028,461
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SCHEDULE 13: OTHER INCOME

FOR THE YEAR ENDED
31 marcH 2008

ron THE fEAR £N ;n

31 mares 2007

Interest income

On fixed deposits (gross, tax deducied at source: 654,029 489,058

Rs. 1,45,582; previous year: Rs. 70,608)

On loans to subsidiaries and joint venture 258,773 212,825

On non-trade investrments {gross, tax deducted at source: Rs. 5,283; B 23,315 3,000

previous year: Rs. 673)

On others 16,925 21,941
Gain on redemption of mutual fund units 110,269 869
Sale of spent chemicals 200,105 206,994
Profit on sale of fixed assets, net - 45,618
Royalty income from subsidiary 2,754 1,780
Foreign exchange gain, net ~ 447,677 119,386
Misceilaneous income 197,466 67,822

o e e s (e

SCHEDULE 14: MATERIAL COSTS

FOR THE YEAR ENDED
31 marcH 2008

FOR THE YEAR ENDED

31 nwancu 2007

(a)  Net(increase) / decrease in stock

Opening
Work-in-process 1,643,466 1,278,837
Finished goods 697,155 2,340,@2} 829,504 2,108,341
Closing B
Work-in-process 2,226,873 1,643,466
Finished goods 1,052,467 3,279,340 697,155 2,340,621
Net {increase) (938,719) (232,280)
(b} Raw materials consumed o )
Opening stock of raw materials 2,099,552 1,978,164
Add: Purchases 9,200,496 8,996,886
11,300,048 ) 10,975,050
Less: Closing stock (2,533,789) 8,766,259 {2,099,552) 8,875,498
(c} Stores, chemicals, spares and packing material consumed _ 2,013,205 1,046,408
(d) Purchase of traded goods 2,693,857 1,526,284
| 12,534,602 |

NOTES:

1. Raw materials consurned include Rs. 344,505 (previous year: Rs. 155,435) being stocks written-offiwritten-down, Rs. 155,508 {previous year: Rs. 143,660) being

cost of samples issued and is net of Rs. 997,555 (previous year: Rs. 781,308) being sale of raw materials.

2. Raw material consumption is net of DEPB credit availed amounting to Rs. 455,879 {previcus year: Rs. 523,733).

FOR THE YEAR ENDED
) 31 marcH 2008

SCHEDULE 15: PERSONNEL COSTS

FOR THE YEAR ENDED

31 marcH 2007

Salaries, wages and bonus 2,875,341 2,189,197
Contribution to provident and other funds B 200,923 127,651
Workmen and staff welfare expenses 402,814 299,193
Amortisation of deferred stock compensation cost 207125 181,611

| 3,686,203 l 2,797,652
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FOR THE YEAR ENDED

31 marcH 2008

SCHEDULE 36: OPERATING AND OTHER EXPENSES

HARE DATA AND WHERE OTHERWISE STATED

FOR THE YEAR ENDED
31 marcH 2007

Power and fuel 771,163 578,289

Repairs and maintenance
Buildings 53,199 79,100
Plant and machinery 745,197 424,287
Others 395,309 290,147
Rent 111,381 91,903
Rates and taxes 56,998 31,550
Insurance 180,666 193,690
Travelling and conveyance 407,064 317,119
Communication 104,045 82,580
Advertisements 85,941 33,025
Commission on sales 216,606 204,619
Carraige outwards 1.102,033 987,239
Other selling expenses 2,355,162 2,009,118
Printing and stationery 77.211 80,871
Donations 125,455 79.181
Legal and professional 538,817 660,474
Bad debts written-off 30,468 7,467
Provision for doubtful advances, net 5,869 197,671
Provision for doubtful debts, net 2,102 41,900
Directars’ sitting fees 365 350
Directors’ remuneration 183,770 374,361
Auditors’ remuneration 7,872 8,465
Bank Charges 45,018 39,883
Loss on sale of fixed assets, net 3,319 -
Sundry expenses 270,01 364,637
, | | 7,869,051 7,177,926
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FOR THE YEAR ENDED FOR THE YEAR Eﬁfpib
31 march 2008 31 nanrcn 2007

SCHEDULE 17: RESEARCH AND DEVELOPMENT EXPENSES

Personnel costs 1,033,282 797,023
Clinical trial expenses 885,372 1,237,999
Chemicals and consumables 880,875 833,626
Legal and professional charges 184,781 92,262
Power and fuel 102,635 78,182
Other expenses 221,704 243,422

3,308,709 3,282,514

Less: Al i h h devel t
ess: Amount reimbursed as per the research and development arrangements 89,505 825.405
(Refer Note 21, Schedule 20)

- a2 | J257109

FOR THE YEAR ENDED FOR THE YEAR ENDED
SCHEDULE 18: FINANCE CHARGES
Interest on packing credit loan 64,883 318,385
Other finance charges 37,000 161,297

[ 101,883 |

FOR THE YEAR ENDED FOR THE YEAR ENDED
31 marcH 2008 31 narcH 2007

SCHEDULE 19: INCOME TAXES

Current taxes

Domestic taxes 645,274 1,729,973
MAT credit entitlement {24,760) -
Deferred taxes

Domestic taxes 291,171 90,039
Fringe benefit tax 177,123 69,854

| rosags |
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SCHEDULE 20: NOTES TO ACCOUNTS

1. SIGNIFICANT ACCOUNTING POLICIES
a) Basis of preparation
The financial statements of Dr. Reddy's Labcratories Limited (“DRL" or “the Company“} have been prepared and presented in accordance with Indian
Generally Accepted Accounting Principles (GAAP) under the hisiorical cost convention on the accrual basis, GAAP comprises accounting standards notified
by the Central Government of india under Section 211 (3C) of the Companies Act, 1956, other pranouncements of Institute of Chartered Accountants of
India, the provisions of Companies Act, 1956 and guidelines issued by Securities and Exchange Board of India. The financial statements are rounded of to
nearest thousands.

b) Use of estimates

The preparation of the financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent liabilities on the date of the financial statements and reported amounts of revenues and
expenses for the year. Actual results could differ from these estimates. Any revision to accounting estimates is recognised prospectively in the current and
future periods.

¢) Fixed assets and depreciation
Fixed assets are carried at the cost of acquisition or construction less accumulated depreciation. The cost of fixed assets includes non-refundable taxes,
duties, freight and other incidental expenses related to the acquisition and installation of the respective assets. Borrowing costs directly attributable to
acquisition or construction of those fixed assets which necessarily take a substantial period of time to get ready for their intendad use are capitalised.

Advances paid towards the acquisition of fixed assets outstanding at each balance sheet date and the cost of fixed assets not ready for their intended use
before such date are disclosed under capital work-in-progress.

Depreciation on fixed assets is provided using the straight-line method at the rates specified in Schedule XIV to the Companies Act, 1956 or based on the
useful life of the assets as estimated by Management, whichever is higher. Depreciation is calculated on a pro-rata basis from the date of installation till the
date the assets are sold or disposed. Individual assets costing 'ess than Rs. 5,000 are depreciated in full in the year of acquisition.

The Management’s estimates of the useful fives for various categories of fixed assets are given below:

Buildings

- Factory and administrative buildings 20t0 30
— Ancillary structures 3to 10
Plant and machinery 31015
Electrical equiprment 5t0 15
Laboratory equipment 5te 15
Furniture, fixtures and office equipment (other than computer equipment) 4108
Computer equipment 3
Vehicles 4105
Library 2
Leaasehold vehicles 3

d} Intangible assets and amortisation
Intangible assets are recorded at the consideration paid for acquisition. Intangible assets are amortised over their estimated useful lives on a straight-line

basis, commencing from the date the asset is available to the Company for its use. The management estimates the useful lives for the various intangible
assets as follows:

Customer contracts 2t05

Technical know-how 10
Non-compete fees 1.51t010

Patents, tradernarks and designs

(including marketing know-how) 3t010

e) Investments

Long-term investments are carried at cost less any other-than-temporary diminution in value, determined separately for each individual investment.

Current investments are carried at the lower of cost and fair value. The comparison of cost and fair value is done separately in respect of each category of
investment.
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f) Inventories
Inventories are valued at the lower of cost and net realisable value. Cost of inventories comprises all cost of purchase, cost of conversion and other costs
incurred in bringing the inventories to their present location and condition.
The methods of determining cost of various categories of inventories are as follows:
Raw materials First-in-first-out (FIFO)
Stores and spares Weighted average method
Work-in-process and finished goods {manufactured) FIFO and including an appropriate share of production overheads
Finished goods (traded) Specific identification method
g) Research and development

h)

i

Revenue expenditure on research and development is expensed as incurred. Capital expenditure incurred on research and development is capitalised as
fixed assets and depreciated in accordance with the depreciation policy of the Company.

Employee benefits

Contributions payable to an approved gratuity fund (a defined benefit plan}, determined by an independent actuary at the balance sheet date, are charged
to the profit and loss account. Provision for leave encashment cost is made on the basis of actuarial valuation at the balance sheet date, carried out by an
independent actuary. Contributions payable to the recognised provident fund and approved superannuation schemne, which are defined contribution schemes,
are charged to the profit and loss account. All actuarial gains and losses arising during the year are recognized in the Profit and loss Account ¢f the year.

Foreign currency transactions and balances

Foreign currency transactions are recorded using the exchange rates prevailing on the dates of the respective transactions. Exchange differences arising on
foreign currency transactions settled during the year are recognised in the profit and loss account.

Monetary assets and liabilities denominated in foreign currencies as at the balance sheet date, not covered by forward exchange contracts, are translated at
year-end rates. The resultant exchange differences are recognised in the profit and loss account. Non-monetary assets are recorded at the -ates pravailing
on the date of the transaction.

Income and expenditura items at representative offices are translated at the respective monthly average rates. Monetary assets at representative offices at
the balance sheet date are translated using the year-end rates. Non-monetary assets are recorded at the rates prevailing on the date of the transaction.

Forward contracts are entered into to hedge the foreign currency risk of the underiying outstanding at the balance sheet date, The premium or discount
on all such contracts is amortized as income or expense over the life of the contract. Any profit or loss arising on the cancellation or renewal of forward
contracts is recognised as income or expense for the period.

In relation to the forward contracts entered into to hedge the foreign currency risk of the underlying outstanding at the balance sheet date, the exchange
difference is calculated and recorded in accordance with AS-11 {revised). The exchange difference on such a forward exchange contract is calculated as the
difference of the foreign currency amount of the contract translated at the exchange at the reporting date, or the settlement date where the transaction is
settled during the reporting period and the corresponding foreign currency amount translated at the later of the date of inception of the forward exchange
contract and the last reporting date. Such exchange differences are recognized in the prafit and loss account in the reporting period in which the exchange
rates change.

Exchange differences arising on a monetary item that, in substance, forms part of an enterprise’s net investment in a non-integral foreign operation has
been accumulated in a foreign currency translation reserve in the enterprise’s financial statements until the disposal of the net investment, at which time
they should be recognised as income or as expenses.

Derivative instruments and hedge accounting

The Company uses foreign exchange forward contracts and options to hedge its movemnents in foreign exchange rates and does not use the foreign
exchange forward contracts and options for trading or speculative purposes.

Pursuant to ICAl Announcement “Accounting for Derivatives” on the early adoption of Accounting Standard AS 30 “Financial Instruments: Recognition
and Measurement”, the Company has early adopted the Standard for the year under review, to the extent that the adoption does not conflict with existing
mandatory accounting siandards and other authoritative pronouncemenis, Company law and other regulatory requirements.

The Company ciassifies foreign currency options in respect of the forecasted transactions at the inception of each contract meeting the hadging criterion,
as cash flow hedges. Changes in the fair value of options dlassified as cash flow hedges are recognised directly in shareholders’ funds (under the head
“Hedging Reserves”) and are reclassified into the profit and loss account upon the occurrence of the hedged transaction. The gainsfosses on options
designated as cash flow hedges are included along with the underlying hedged forecasted transactions. The exchange differences relating to options not
designated as cash flow hedges are recognised in the profit and loss account as they arise. Further, the changes in fair value relating 12 the ineffective
portion of the cash flow hedges are recognised in the profit and loss account as they arise.
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k} Revenue recognition

m)

n)

o)

P

q)

Revenue from sale of goods is recognised when significant risks and rewards in respect of ownership of products are transierred to customers. Revenue from
domestic sales of formulation products is recognised on despatch of products to stockists by clearing and forwarding agents of the Company Revenue from
domestic sales of active pharmaceutical ingredients and intermediates is recognised on dispatch of products from the factaries of the Company. Revenue {rom
export sales is recognised on shipment of products.

Revenue from product sales is stated exclusive of returns, sales tax and applicable trade discounts and allowances.
Service income is recognised as per the terms of contracts with customers when the refated services are performed, or the agreed milesiones are achieved.

bividend income is recognised when the unconditional right to receive the income is established. Income from interest on deposits, loans and interest bearing
securities is recognised on the time proportionate method.

Export entitlements are recognised as income when the right to receive credit as per the terms of the scheme is established in respect of the exports made
and where there is no significant uncertainty regarding the ultimate collection &f the relevant export proceeds.

The Company enters into certain dossier sales, ficensing and supply arrangements with certain third parties. These arrangements incluede certain performance
abligations by the Company. Revenue from such arrangements is recognized in the pericd in which the Company completes all its performance obligations.

Income-tax expense

Income tax expense comprises current tax and deferred tax charge or credit.

Current tax

The current charge for income taxes is calculated in accordance 'with the relevant tax regulations applicable to the Company.

Deferred tax

Deferred tax charge or credit reflects the tax effects of timing differences between accounting income and taxable income far the period. The deferred tax
charge or credit and the corresponding deferred tax liabilities or assets are recognised using the tax rates that have been enacted or substantially enacted by
the balance sheet date. Deferred tax assets are recognised only to the extent there is reasonable certainty that the assets can be realised in future; however,
where there is unabsorbed depreciation or carry forward of losses, deferred tax assets are recognised only if there is a virtual cenainty of realisation of such
assets. Deferred tax assets are reviewed at each balance sheet date and is written-down or written-up 1o reflect the amount that is reasonablyAvrtually
certain {as the case may be) to be realised. The break-up of the major components of the deferred tax assets and liabilities as at batance sheet date has
been arrived at after setting off deferred tax assets and liabilities where the Company has a legally enforceable right to set-off assets against liabilities and
where such assets and liabilities relate to taxes on income levied by the same governing taxation laws.

Earnings per share

The basic earnings per share ("EPS") is compuied by dividing the net profit after tax for the year by the weighted average number of equity shares
outstanding during the year. For the purpose of calculating diluted earnings per share, net profit after tax for the year and the weighted average number
of shares outstanding during the year are adjusted for the effects of all dilutive potential equity shares. The dilutive potential equity shares are deemed
converted as of the beginning of the period, unless they have been issued at a later date. The diluted potential equity shares have been adjusted for the
proceeds receivable had the shares been actually issued at fair value {i.e. the average market value of the outstanding shares).

Employee stock option schemes

In accordance with the Securities and Exchange Board of India guidelines, the excess of the market price of shares, at the date of grant of options under
the Employee stock option schemes, over the exercise price is treated as employee compensation and amortised over the vesting period.

Provisions and contingent fiabilities

The Company creates a provision when there is a present obligation as a result of a past event that probably requires an outflow of resources and a reliable
estimate can be made of the amount of the abligation. A disclosure for a contingent liability is made when there is a possible abligation or a present
obligation thai may, but probably will not, require an outifow of resources, Where there is possible obligation or a present obligation in respect of which
the likelihood of outflow of resources is remote, no provision or disclosure is made.

Impairment of assets

The Cempany assesses at each balance sheet date whether there is any indication that an asset may be impaired. If any such indication exists, the Company
estimates the recoverable amount of the asset. If such recoverable amount of the asset or the recoverable amount of the cash generating unit to which
the asset belongs is less than its carrying amount, the carrying amount is reduced to its recoverable amount. The reduction is {reated as an impairment loss
and is recognised in the profit and loss account. If at the balance sheet date there is an indication that if a previously assessed impairment loss no longer
exists, the recoverable amount is reassessed and the asset is reflected at the recoverable amount subject to a maximum of depreciated historical cost.
Leases

Assets taken on lease where the company acquires substantialty the entire risks and rewards incidental to ownership are classified as finance leases. The
amount recorded is the lesser of the present value of minimum lease rental and other incidental expenses during the lease term or the fair value of the
assets taken on lease. The rental abligations, net of interest charges, are reflected as secured loans. Leases that do not transfer substantially all the risks and
rewards of ownership are classified as operating leases and recorded as expense as and when the payments are made over the lease term.
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2., COMMITMENTS AND CONTINGENT LIABILITIES

i) Commitments / contingent liabilities:

AS AT AS AT
31 marcs 2008 31 mparcH 2007

(@) Guaraniees issued by banks 8?3_2; 72,800
{b) Guarantees issued by the Company on behalf of subsidiaries, associates and joint venture 16,699,303 16,628,368
{c) Letters of credit outstanding 657,518 716,784
{d) Contingent consideration payable in respect of subsidiaries acguired 12,463 12,463
i} Claims against the Company not acknowledged as debts in respect of:
{3} Income tax matters, pending decisions on various appeals made by the Company and by the 668,569 892,367
Depariment
(b) Excise matters, under dispute 965 17,451
() Custom matters, under dispute 17,911 19,711
(d) Sales tax matters, under dispute 14,625 14,785
(e} Other maiters, under dispute 276 16,674

M

Demand for payment to the credit of the Drug Prices Equalisation Account under Drugs {Price Control} Order, 1995 which is being contesied by the
Company in respect of its product "Norfloxacin®. During year ended 31 March 2005, the Hon'ble High Court of Andhra Pradesh dismissed the review
petition filed by the Company against the original order passed by the same Court. Subsequently, the Company had filed a Special Leave Petition with the
Supreme Caourt of India appealing against the High Court Order.

During the year ended 31 March 2006, the Company received a further demand notice from the authorities for a total of Rs. 284,984 towards the
overcharged sale price (principal) and interest thereon. The Company filed a fresh writ petition in the High Court of Andhra Pradesh challenging the
demand notice. The High Court whilst admitting the writ petition, granted an interim order wherein it ordered the Company to deposit 50% of the
principal amounting to Rs. 77,149, The Company deposited this amount with the authorities under protest on 14 November 2005, while it awaits the
outcome of its appeal with the Supreme Court. In February 2008, the Hon'ble High Court directed the Company 1o deposit an additional amount of
Rs. 30,000, which was deposited by the Company in March 2008. The Company has provided fully against the potential liability in respect of the principat
amount demanded and believes that possibility of any liability that may arise on account of interest and penalty is remote. In the event that the Company is
unsuccessful in the litigation in Supreme Court, it will be reguired to remit the sale proceads in excess of the maximum selling price to Government of india
and penalties or interest if any, the amounts of which are not readily ascertainable.

iii)

Estimated amount of contracts rernaining to be executed on capital account and not provided for (net
of advances)

1,523,894 1,171,969

)  During the previous year, the Company received information from anonymous sources that certain persons have claimed income tax refunds by filing forged
income tax deduction forms of the Company. The matter is currently under investigation. The Company, however, does not foresee any claim of damages, fine
or penalty.

v} The Company is also involved in other lawsuits, claims, investigations and proceedings, including patent and commercial matters, which arise in the ordinary
course of business. However, there are no such matters pending that the Company expects to be material in relation to its business.

3. DEFERRED TAXATION

Deferred tax liability, net included in the balance sheet comprises the following:

" AS AT ' AS AT
PARTICULARS
31 marcH 2008 31 marcH 2007

Deferred tax assets

Sundry debtors 65,674 77,044
Provisions for expenses 55,825 72,625
Current assets, loans and advances 64,530 21,644
Current liabilities 408 408

Deferred tax liability

Excess of depreciation allowable under Income tax law over depreciation provided in accounts (1,055,012} (749,125}

Deferred tax liability, net {868,575} | {577,404}
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CHEDULE 20: NOTES TO ACCOUNTS (CONTINUED)

EARNINGS PER SHARE (EPS)

The computation of EPS is set out below:

PARTICULARS

FOR THE YEAR ENDED
31 marcH 2008

FOR THE YEAR ENDED
31 marcH 2007

Basic & Diluted £PS

Basic & Diluted EPS

Earnings
Net profit for the year 4,752,219 11,768,593
Shares
Number of shares at the beginning of the year 167,912,180 153,389,140
Add: Equity shares issued on exercise of vested stock options 260,566 223,040
Equity shares issued by way of American Depository Receipts - 14,300,000
Total number of equity shares cutstanding at the end of the year 168,172,746 167,912,180
Weighted average number of equity shares outstanding during the year — Basic 168,075,840 158,552,454
Add: We.lghted average number of. eqj.nty shares arising out of outstanding stock options (net of the stock 1114177 1,046,753
options forfeited) that have dilutive effect on the EPS
Weighted average number of equity shares outstanding during the year — Diluted 169,190,017 159,599,207
Earnings per share of par value Rs. 5 - Basic (Rs.} 28.27 74.23
Earnings per share of par value Rs. 5 - Diluted (Rs.) 28.09 73.74

RELATED PARTY DISCLOSURES

a. The related parties where contro! exists are the subsidiaries, step-down subsidiaries, joint ventures and the partnership firms. There are no other parties over

which the Company has control.

b.  Related parties where control / significant influence exists or with whom transactions have taken place curing the year:

Subsidiaries including step-down subsidiaries

s 000 IV Reddy Biomed Limited, Russia;

* Reddy Pharmaceuticals Hong Keng Limited, Hong Kong;

+ Dr. Reddy's Laboratories Inc., USA;

+ Reddy Cheminer S.A., France;

+ Reddy Antilles N.V., Netherlands;

» Dr. Reddy’s Farmaceutica Do Brasil Ltda., Brazil;

+  Aurigene Discovary Technologies Limited, india;

* Aurigene Discovery Technology Inc., USA;

*  Cheminor Investments Limited, India;

* DRL Investments Limited, India;

* Reddy Netherlands B.V., Netherlands;

» Trigenesis Therapeutics Inc., USA;

* Reddy US Therapeutics Inc., USA;

s  Dr. Reddy's Laboratories (EU) Limited, UK;

¢ Dr. Reddy's Laboratories {UK) Limited, UK;

*  Dr. Reddy's Laboratories {Proprietary) Limited, South Africa;
* Q0O Dr. Reddy’s Laboratories Limited, Russia;

*  Promius Pharma LLC (farmerly Reddy Pharmaceuticals LLC, USA},
s Dr. Reddy’s Bio-sciences Limited, Indig;

s  Globe Enterprises (a partnership firm in India);

s Industrias Quimicas Falcon de Mexice, S.A.de.C.V, Mexico;
* lacock Holdings Limited, Cyprus;

* Reddy Holding GmkH, Germany;

« betapharm Arzneimittel GmbH, Germany;

s beta Healthcare Solutions GmbH, Germany;

* beta institut fur sozialmedizinische Forschung und Entwicklung GmbH, Germany;
* Reddy Pharma Iberia SA, Spain;

* Reddy Pharma [talia SPA, Italy,
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« Dr. Reddy’s Laboratories {Australia} Pty. Ltd., Australia;

» Dr. Reddy's Laboratories SA, Switzerland {from 16 April 2007);

« Affordable Health Care Limited, New Zealand (from 1 Feb 2008);

+ Eurcbridge Consulting B.V, Netherlands (from 11 Sep 2007);

s Q0O DRS Limited, Russia {from 11 Sep 2007},

* Aurigene Discovery Technologies (Malaysia) 5dn Bhd {from 26 Sep 2007},
Associates

¢ Perlecan Pharma Private Limited ("Perlecan”)

* APRLLC

Joint venture
» Kunshan Rotam Reddy Pharmaceutical
Company Limited (“Reddy Kunshan"}, China

Enterprise over which the Comnpany has significant influence thraugh 14.31%
shareholding and through representation on the Board of Directors of Perlecan.
100% Holding in class ‘B’ equity shares

Enterprise over which the Company exercises
joint control with other joint venture partners and holds 51.33% equity stake.

Enterprises where principal shareholders have control or significant influence (“Significant interest entities”)

* Dr. Reddy’s Research Foundation
("Research Foundation™)

* Dr. Reddy’s Holdings Private Limited

* Institute of Life Sciences

Others

» Diana Hotels Limited

+  Ms K Samrajyam

*  Ms. G Anuradha

s Ms, Deepthi Reddy

* Madras Diabates Research Foundation

* Dr. Reddy's Heritage Foundation

* Dr. Reddy's Foundation for Human and Social development
* Manava Seva Dharma Samvardhani Trust
+ KK Enterprises

+ AR. Life Sciences Private Limited

Key Management Personnel represented on the Board
s Dr. K Anji Reddy

s Mr GV PFPrasad

*  Mr. K Satish Reddy

Non-Executive and Independent Directors on the Board
s [Cr.V Mohan (till 28 July 2006)

¢ Dr. Omkar Goswami

+  Mr. Ravi Bhoothalingam

* M. P N Devarajan

¢ Dr Krishna G Palepu

* Mr. Anupam Puri

*  Ms. Kalpana Morparia (from 5 June 2007)

¢ Dr. JP Moreau {from 18 May 2007)

Enterprise over which the principal shareholders

have significant influence

Enterprise owned by principal shareholders

Enterprise owned by principal shareholders have significant influenca

Enterprise owned by relative of a director

Spouse of Chairman

Spouse of Vice Chairman and Chief Executive Officer

Spouse of Managing Director and Chief Operating Officer
Enterprise promoted by Director (till 28 July 2006)

Enterprise in which the Chairman is a director

Enterprise where principal shareholders are trustees

Enterprise in which a director is managing trustee (till 28 July 2006)
Enterprise in which relative of a director has significant influence
Enterprise in which relative of a director has significant influence

Chairman
Vice Chairman and Chief Executive Officer
Managing Director and Chief QOperating Officer
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c. Particulars of related party transactions

The following is 8 summary of significant related party transactions:

PARTICULARS

iy Salesto:

i ALL AMDUNT$ IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE STATED

FOR THE YEAR ENDED
31 marcu 2008

|

FOR THE YEAR ENDED
31 marcw 2007

Subsidiaries including step-down subsidiaries and joint ventures;

Dr. Reddy's Laboratories Inc., USA 5,173,241 14,373,119
000 Dr. Reddy’s Laborateries Limited, Russia 1,474,696 2,002,259
Dr. Reddy’s Laboratories (UK) Limited, UK _ 1,458,320 1,364,613
Others 1,061,803 217,879
9,168,060 17,957,870
Significant interest entities: .
Dr. Reddy's Holdings Private Limited 285 390
Others;
A.R. Life Sciences Private Limited 88,152 -
(it Interest income from subsidiaries including step-down subsidiaries: ) _
Lacock Holdings Limited, Cyprus 130,659 81,392
Industrias Quimicas Falcen de Mexico, 5.A.de.C.V Mexico 126,361 118,391
Others 1,753 13,042
258,773 212,825
(i} Royalty income from subsidiary: .
Dr. Reddy's Laboratories (Proprietary) Limited, South Africa 2,754 1,780
(iv) Service lncome: o
Dr. Reddy’s Labaratories Inc., USA 92,107 96,755
Dr. Reddy's Laboratories (UK) Limited, UK 207,985 92,077
Perlecan Pharma Private Limited, India 40,4071 139,335
340,163 328,167
{v) Licence fees: o
Dr. Reddy's Laboratories Inc., USA 209,864 1,718,003
Others 3,296 -
213,160 1,718,003
{vi} Purchases from:
Subsidiaries: ____
Dr. Reddy’s Laboratories SA, Switzerlend 534,448 -
Industrias Quimicas Falcon de Mexico, 5.A.de.C.V, Mexico 157,997 20,600
Dr, Reddy’s Laboratories Inc., USA B - 19,208
Others 1,403 10
693,848 39,818
Significant interest entities:
Dr. Reddy's Holdings Private Limited 37,924 36,167
QOthers: o
A.R. Life Sciences Private Limited 174,969 —
Others 6,152 5,522
181121 5,522
{vii) Lease rentals and other service charges paid to: _
Dr. Reddy's Research Foundation - 8,236
(viiiy Operating expenses paid / reimbursed to subsidiaries; 7
Industrias Quimicas Falcon de Mexico, 5.A.de.C.V, Mexico 4,583 20,964
Dr. Reddy's Laboratories {UK) Limited, UK - 4,124
QOthers - 464
4,583 25,552
(ix) Contributions made to others for sacial development:
Dr. Reddy's Foundation for Human and Social development - 113,621 34,100
Institute of Life Sciences - 40,000
113,621 74,100
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PARTICULARS

(x} Contribution made to subsidiaries and step-down subsidiary for research:

ISE STATED

FOR THE YEAR ENDED
31 mnrcH 2007

Reddy US Therapeutics Inc., USA 253,434 316936
Others 21,314 22,357
274,748 339,293
{xi} Hotel expenses paid to: )
Diana Hotels Limited 12,596 9,227
(xii} Rent paid to: _ _
Key management personnel:
Dr. K Aniji Reddy 4,130 1,872
M. K Satish Reddy 9,928 10,395
14,058 12,267
QOthers:
Ms. G Anuradha L 8,663 7812
Ms. Deepthi Reddy 1,979 1,805
10,642 9,617
(xiii) Executive Directors' remuneration 165,255 361,320
{xiv) Directors’ sitting fees 365 350
(xv) Investment in subsidiaries, joint venture and associates during the year:
Reddy Pharma Iberia SA, Spain = 321,130
Dr. Reddy's Laboratories (Australia) Pty. Ltd., Australia - 24,640
Kunshan Rotam Reddy Pharmaceutical Company Limited, China o - 89,274
Industrias Quimicas Falcon de Mexico, SA de C.V, Mexico - 52,014
Lacock Holdings Limited, Cyprus 7,626,067 . -
Perlecan Pharma Private Limited, India - 69,200
Dr. Reddy's Laboratories SA, Switzerland 3,522 -
Gwi)  Provision for decline in the value of long-term investments and investments written-off, net of write
back: o
Aurigene Discovery Technologies Limited, India . - 157,924
Trigenesis Therapeutics inc., USA o 274,791
Perlecan Pharma Private Limited, India 133,171 -
Others B - 39,354
133,171 472,069
(xvii}  Provision for loans given to subsidiary and associate:;
APRLLC 4,033 23,187
Aurigene Discovery Technologies Limited, India - 63,947
Dr. Reddy's Farmaceutica Do Brasil Ltda., Brazil - 87,134
4,033 174,268
(wviii) Purchase of Land, buildings and movable assets from Dr. Reddy's Research Foundation 140,995 -
{xix) Advance made to Dr. Reddy’s Holdings Private Limited towards acquisition of land 680,000 40,000
(xx) Contract manufacturing charges paid to a Industrias Quimicas Faicon de Mexico, S.A.de.C.V, Mexico 287,962 791,314
{xxi) Guarantee given/ (released) on behalf of a subsidiary:
Promius Pharma LLC, USA (194,641} -
Dr. Reddy's Laboratories Inc., USA {83,481 -
Lacock Holdings Limited, Cyprus {371,564) (6,785,583}
Aurigene Discovery Technologies Limited, India 260,000 -
Dr. Reddy's Laboratories SA, Switzerland 802,400 -
Others (38,524) (65,552)
374,150 (6,851,135)
{xxiiy  Reimbursement of Research & development and ather expenses by an Associate (Perlecan Pharma 89,505 376,533

Private Limited, India}
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d. The Company has the following amounts dues fram / to related parties:

(iy Due from related parties {included in loans and advances and sundry debtors):

FOR THE YEAR ENDED
PARTICULARS
31 magrch 2008

FOR THE YEAR ENDED
31 makrcu 2007

Subsidiaries including step-down subsidiaries, associates and joint ventures (included in sundry
debtors, loans and advances):

betapharm Arzneimittel GmbH, Germany 452,805 -
Dr. Reddy's Laboratories SA, Switzerland 477,260 -
Dr. Reddy’s Laboratories (UK) Limited, UK 707,022 457,995
Dr. Reddy's Laboratories Inc., USA 1,024, 663 4,270,172
000 Dr. Reddy’s Laboratories Limited, Russia 644,278 1,254,313
Others 155,332 184,067
3,461,360 6,166,547
Significant interest entities:
Dr. Reddy’s Holdings Private Limited {included in loans and advances) 680,000 40,000
Cthers {included in loans and advances):
AR. Life Sciences Private Limited 26,093 -
Others 209 65
26,302 65
{iy Provision outstanding at the end of the year towards dues from subsidiaries including step-down
subsidiaries, associates and joint veniures {included in sundry debtors):
(OO Dr. Reddy's Laboratories Limited, Russia 15,749 -
Reddy Cheminor S.A., France 4,738 4,738
20,487 4,738
(i) Deposit with Dr. Reddy’s Research Foundation (included in loans and advances) - 3,000
(iv) Due 1o related parties (included in current liabilities):
Subsidiaries including step-down subsidiaries, associates and joint ventures:
Dr. Reddy's Laboratories SA, Switzerland 208,250 -
Dr. Reddy’s Laboratories Inc., USA 174,613 32,985
Reddy US Therapeutics Inc., USA 43,856 80,095
Others 65,657 97,991
492,376 211,07
Significant interest entities:
Dr. Reddy's Research Foundation - 19,012
Qthers - 1,061
- 20,073
Diana Hotels Limited 450 -
Others:
AR, Life Sciences Private Limited 16,160 -
Gthers - 126
16,160 126

e. Details of remuneration paid to the whole-time and non-whele-time directors are given in Note 6, Schedule 20.

f.  Equity held in subsidiaries, associates and a joint venture have been disclosed under “Investment”, (Schedule 6). Loans to subsidiaries, joint venture and an

associate have been disclosed under “Loans and advances”, (Schedule 10).
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6. PARTICULARS OF MANAGERIAL REMUNERATION

The remuneration paid to managerial personnel during the year:

NON-EXECUTIVE /

CHAIRMAN VICE-CHAIRMAN & CEO MANAGING DIRECTOR & COO
INDEPENDENT DIRECEORS
FOR THE YEAR ENDED FOR THE YEAR ENDED FOR THE YEAR ENDED FOR THE YEAR ENDED
31 MARCH 31 MARCH 31 marcH i 31 marc

Salaries and allowances 5400 4,384 3,600 3,600 3,600 3,600 -
Commission 60,310 139,19 45,233 104,400 45,233 104,400 18,515 13,041
Other perquisites 497 382 687 679 695 679 -

66,207 143,962 49,520 108,679 | 49,528 108,679 18,515 13,041

The executive directors are covered under the Company‘s gratuity policy along with the other employees of the Company, Proportionate amount of gratuity is not
included in the aforementioned disclosure.

Computation of net profit and director's commission under section 309(5) of the Companies Act, 1956 and commission payable to directors.

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS
31 marcu 2008 31 mancH 2007

Profit after taxation as per prefit and loss account 4,752,214 11,768,593
Add: - }
Income tax expense - _;_‘ 1 ,088:808 1,820,010
Pravision for wealth tax N j 2,574 2,147
Directors’ sitting fees _ 365 350
Managerial remuneration to directors __ 183,770 374,361
Depreciation as per books of accounts 1,619,862 1,335,009
_7.647,598 15,300,470
Less: S
Depreciation as envisaged under section 350 of the Companies Act, 1956 (Refer Note 1 below) _ 1,619,862 1,335,009
Profit 7 {loss) on sale of fixed assets, net {3,319 45,618
Profit for the purpose of calculating director’s commission as per the provisions of the Companies Act, 1356 6,031,055 13,819,843
Commission payable to whole-time directors @ 2.5% 150,776 347,996
Commission payable to non-whole-time directors: L
Maximum aliowed as per the Companies Act, 1956 (1%) _ 60310 139,198
Maximum approved by the shareholders (0.5 %) 30,155 69,559
Commission approved by the Board 18,515 13,041
NOTES:

1. The Company depreciates fixed assets based on estimated useful lives that are lower than those implicit in Schedule XIV to the Companies Act, 1956. Accordingly,
the rates of depreciation used by the Company are higher than the minimum rates prescribed by Schedule XIV.

2. Stock compensation cost amounting to Rs. 13,656 (previous year: Rs. 11,173) pertaining io stock options issued to non-whole time directors have not been
considered as remuneration in the table above. The stock options were issued pursuant io a shareholder’s resolution dated 24 September 2001.

3. leave encashment of Rs. Nil {previous year: Rs. 49,000} has not been considered as remuneration in the table above.

7. AUDITOR'S REMUNERATION

ST i
FOR THE YEAR ENDED FOR THE Yi{AR ENDED

PARTICHLARS 31 marcH 2008 31 marcyH 2007

a) Audit fees 6,550
by  Othercharges S

Taxation matters o _ 330 330

Other matters 200 1,250

<) Reimbursement of out of pocket expenses 335

£
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8. INTEREST IN fOINT VENTURE

|

EXCEPT SHARE DATA AND WHERE OTHERWISE STATED

The Company has a 51.33 percent interest in Reddy Kunshan, & joint venture in China. Reddy Kunshan is engaged in manufaciuring and marketing of active
pharmaceutical ingredients and intermediates and formulations in China. The contractual arrangement between shareholders of Reddy Kunshan indicates
joint control as the minority shareholders, along with the company, have significant participaiing rights such that they jointly control the operations of Reddy
Kunshan. The aggregate amounts of the assets, liabilities, income and expenses related to the Company’s share in Reddy Kunshan as at and for the year ended

31 March 2008 are given below:

PARTICULARS

BALANCE SHEET

AS AT
31 march 2007

Secured loan o 82,880 84,609
Unsecured lpan _ - 58,284
Foreign currency translation reserve 1,465 2,786
Fixed assets, net - 82,_@_1 89,238
Deferred tax assets, net 13,892 (5,100
Current assets, loans and advances _ o
Inventories 23,953 25,764
Sundry debtors 93,683 75,542
Cash and bank balances 15,002 21,559
Loans and advances 12,969 18,010
Current liabilities and provisions .
Current liabilities 79,167 32,553
Net current assets 70,440 109,322
Estimated amount of contracts remaining to be executed on capital account and not provided for (net of 51 .
advances)

A5 AT

PARTICULARS

INCOME STATEMENT

31 marcH 2007

Income o
Sales 450,584 271,573
Other incorne - 64 10,231
Expenditure L
Material costs 286,137 152,929
Personnel costs ) 5_1,420 42,019
Operating and other expenses B 87,234 61,332
Research and development expenses 3133 3,457
Finance charges 5114 6,272
Depreciation . 2,130 8,459
Profit / {Loss) before taxation 15,480 7.336
Provision for taxation o
Current tax - -
Deferred tax (expense} / benefit 19,570 {5,134)
Profit / {Loss} after taxation 35,050 2,202

9. EMPLOYEE STOCK OPTION SCHEME

Dr. Reddy's Employees Stock Option Scheme-2002 (the DRL 2002 Plan). The Company instituted the 2002 Plan for all eligible employees in pursuance of the
special resolution approved by the shareholders in the Annual General Meeting held on 24 September 2001. The Scheme covers all non promoter directors and
employees of DRL {collectively referred to as eligible “employees*} and its subsidiaries. Under the Scheme, the Compensation Committee of the Board {'the
Committee’} shall administer the Scheme and grant stock options to eligible directors and employees of the Company and its subsidiaries. The Committee shall
determine the employees eligible for receiving the optiens, the number of options to be granted, the exercise price, the vesting period and the exercise period,
The vesting period is determined for the options issued on the date of the grant.
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The 2002 Plan was amended on 28 July 2004 at the annual general meeting of shareholders to provide for stock options grants in two categories

Category A: 1,721,700 stock options out of the total of 2,295,478 reserved for grant of options having an exercise price equal to the fair market value of the
underlying eguity shares on the date of grant; and

Category B: 573,778 stock options out of the total of 2,295,478 reserved for grant of options having an exercise price equal to the par value of th underlying
equity shares (i.e., Rs. 5 per option).

The DRL 2002 Plan was further amended on 27 July 2005 at the annual general meeting of sharehclders to provide for stock aption grants in two categories:

Category A: 300,000 stock options out of the total of 2,295,478 reserved for grant of options having an exercise price equal to the fair market value of the
underlying equity shares on the date of grant; and

Category B: 1,995,478 stock options out of the total of 2,295,478 reserved for grant of options having exercise price equal to the par value of the underlying
equity shares {i.e., Rs. 5 per option).

The fair market value of a share on each grant date falling under Category A above is defined as the average closing price (after adjustment of Bonus issue) for
30 days prior to the grant, in the stock exchange where there is highest trading volume during that peried. Notwithstanding the foregoing, the Ccmpensation
Committee may, after getting the approval of the shareholders in the annuzl general meeting, grant aptions with a per share exercise price other than fair
market value and par value of the equity shares.

As the number of shares that an individual employee is entitled to receive and the price of the optian are known at the grant date, the scheme i< considered
as a fixed grant.

'n the case of termination of employment, all nen-vested options would stand cancelled. Options that have vested but have not been exercised can be exercised
within the time prescribed under each option agreement by the Committee or if no time limit is prescribed, within three months of the date of employment
termination, failing which they would stand cancelled.

During the current year, the Company under the 2002 Plan has issued 386,060 options 10 eligible employees. The vesting period for the options granted varies
from 12 to 48 months.

The date of grant, number of options granted, exercise price fixed by the Committee for respective options and the market price of the shares of the Company

on the date of grant is given below:
1
MARKET PRICH {RUPEES)
EXERCISE PRICE (RUPEES)
(as| PER SEBI GYIDELINES)

DATE OF GRANT l NUMBER

GF OPTIONS GRANTED
17-May-07 377,060 5.00 663.60
18-May-07 9,000 5.00 678.45

| 386,060 , | ]

Stock option activity under the 2002 Plan was as follows:

CATEGORY A — FAIR MARKET VALUE OPTIONS ' FISCAL YEAR ENBED 31 maH
VIEIGHTED-
i WEIGHTED- AVERAGE
SHARES ARISING RANGE OF
PARTICULARS AVERAGE REMAINING
QuUT OF OPTIONS EXERCISE PRICES
EXERCISE PRICE CONIRACTUAL
LIFE | MONTHS)
Qutstanding at the beginning of the year 234,500 Rs. 362.5-531.51 Rs. 435.43 64
Granted during the year - - - -
Expired / forfeited during the year {11,600) 4415 -574.50 527.8 -
Exercised during the year (31,320) 441.5-531.51 477.4 -
Qutstanding at the end of the year 191,580 362.5-531.51 427.9 54

Exercisable at the end of the year 103,680 Rs. 362.5-531.51 Rs. 447.58 38
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CATEGORY A = FAIR MARKET VALUE OPTIONS FISCAL YEAR ENDED 31 MARCH 2008
WEIGHTED-
WEIGHTED- AVERAGE
SHARES ARISING RANGE OF
PARTICULARS AVERAGE REMAINING
QUT OF OPTIONS EXERCISE PRICES
EXERCISE PRICE CONTRACTUAL
: LIFE (MONTHS)
Qutstanding at the beginning of the year 191,580 Rs. 362.5-531.51 Rs. 427.9 38
Expired / forfeited during the year (2,100) 442 50 4425 -
Exercised during the year (30,700) 441.5-531.51 458.32 -
Qutstanding at the end of the year 158,780 362.5-531.51 421.79 44
Exercisable at the end of the year 119,830 Rs. 362.5-531.51 Rs. 433.05 36
CATEGORY B — PAR vmué OPTIONS ' FISCAL YEAR ENDED 31 MAaRCH 2007
WEIGHTED-
WEIGHTED- AVERAGE
SHATIES ARISING RANGE OF
PARTICULARS AVERAGE REMAINING
OUT OF OPTIONS EXERCISE PRICES
i EXERCISE PRICE CONTRACTUAL
Like {MONTHS)
Outstanding at the beginning of the year 729,968 Rs. 5 Rs. 5 81
Granted during the year 427,060 5 5 81
Forfeited during the year (76,056) 5 5 -
Exercised during the year {191,720) 5 5 -
Qutstanding at the end of the year 889,252 5 5 77
Exercisable at the end of the year 43,256 Rs. 5 Rs. 5 51

CATEGORY B — PAR VALUE OPTIONS ’ FISCAL YEAR ENDED 31 marcw 2008
WEIGHTED-
WEIGHTED- AVERAGE
SHARES ARISING RANGE OF
PARTICULARS AVERAGE REMAINING
QUT OF OPTIONS EXERCISE PRICES
EXERCISE PRICE CONTRACTUAL
. LIFE {MONTHS)
Qutstanding at the beginning of the period 889,252 Rs. 5 Rs. 5 77
Granted during the period 386,060 5 5 91
Forfeited during the period {133,240) 5 5 -
Surrendered by employees during the period {138,418) 5 5 -
Exercised during the period {229,866) 5 5 -
Qutstanding at the end of the period 773,788 ) 5 74
Exercisable at the end of the period 72,364 Rs. S Rs.5 50

Dr. Reddy's Employees ADR Stock Option Scheme-2007 {“the DRL 2007 Plan”}: The Company instituted the 2007 Plan for all eligible employees in pursuance
of the special resolution approved by the shareholders in the Annual General Meeting held on 27 July 2005. The 2007 Plan came into effect an approval of the
Board of Directors on 22 January 2007, The 2007 Plan covers all employees of the Company and all employees and directors of its subsidiaries. Under the 2007
Plan, the Compensation Committee of the Board {the "Compensation Committee") shall administer the 2007 Plan and grant stock options 1o eligible employees
of the Company and its subsidiaries. The Compensation Committee shall determine the employees eligible for receiving the options, the number of options to
be granted, the exercise price, the vesting pericd and the exercise period. The vesting period is determined for all options issued on the date of the grant.

During the current year, the Company under the 2007 Plan has issued 206,818 options to eligible employees. The vesting period for the options granted varies
from 12 to 48 months.
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The date of grant, number of aptions granted, exercise price fixed by the Committee for respective options and the market price of the shares of t1e Company
on the date of grant is given below:

i

! ) MarKeT PRIJE [RUPEES)
EXERCISE PRICE (RUPEES)

DATE OF GRANT l NUMBER OF OPTIONS GRANTED

(AIS PER SEBI QUIDELINES)

05-April-07 ‘ 126,418 500 747.35
17-May-07 59,400 5.00 663.60
18-May-07 21,000 5.00 678.45

™

206,818

Stock option activity under the 2007 Plan was as follows:

T T T —— B ’ N " "Hiscal vear eNpED 31 mAncH 2008
WEIGHTED-
WEIGHTED- AVERAGE
SHARES ARISING RANGE OF
PARTICULARS AVERAGE LEMAINING
OUT OF OPTIONS EXERCISE PRICES
EXERCISE PRICE CONTRACTUAL
) LIFE (MONTHS)
Qutstanding at the beginning of the period - - - -
Granted during the period 206,818 Rs. 5 Rs. 5 84
Forfeited during the period {24,040) 5 5 -
Exercised during the period - - - -
Outstanding at the end of the period 182,778 Rs. 5 Rs. 5 73

Exercisable at the end of the peried - - - -

The Company has followed intrinsic method of accounting based on which a compensation expense of Rs. 207,125 (previous year: Rs. 181,661) has been
recognized in the profit and loss account {refer Schedule 2 - Deferred stock compensation cost). The Compensation Committee at its meeting earlier held on
24 October 2007 proposed that the Company will gbsorb the full liability for the Fringe Benefit Tax (FBT) on the exercising of all stock options granted till the
date of the resolution and further that for future grants from the date of this resolution FBT would be recovered from the concerned employee. in addition,
the above amendment would be proposed at the ensuing Annual General Meeting of the Company proposed in July 2008, if required, for the apgroval of the
shareholders,

Finance Act, 2007 included Fringe Benefit Tax (“FBT") on Employee Stock Option plans. FBT expense for the year includes FBT in respect of stock optians granted
till October 2007 not collected from employees amounting to Rs. 80,682,

10. UTILISATION OQF FUNDS RAISED ON ADS ISSUE

In November 2006, the Company made a public offering of its American Depositary Shares (ADS} 1o international investors. The offering consisted of 14,300,000
ADS representing 14,300,000 equity shares having face value of Rs. 5 each, at an offering price of U.S.$. 16 per ADS. Consequently, as of 31 March 2007 the
share capital has increased by Rs. 71,500 and securities premium account has increased by Rs. 9,942,410 net of share issue expenses amounting to Rs. 227,290.
The equity shares represented by the ADS carry equivalent rights with respect to voting and dividends as the ordinary equity shares.

The utilisation of the funds raised on ADS issue is as follows:

" FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS
31 marcH 2008 31 mancH 2007

Working capital requirements _ - 2,309,640 -
Loans and advances to: o L

Lacock Holdings Limited, Cyprus ) N - 1,017,210
APRLLC - - 21,774

Total uti!isation during the year ‘ ) 2,309,640 038,984

NOTE:

1. Foreign exchange ioss of Rs. 415,585 (previous year Rs. 242,028} have not been considered above.
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The information required as per clause 4C and 4D and notes thereon of part Il of Schedule VI to the Companies Act, 1956

11. CAPACITY AND PRODUCTION

i. Licensed capacity, instatled capacity and production

I ‘ AS{ AT 31 marcH 2008 ) as a1 31 march 2007

D A D A A LICENSED INSTALLED ACTUAL

CLASS OF GOODS uNIT
PROD 0 capaciTy 1 capaciTy MV PRODUCTION
Formulations @ Million units 3,440* 3,440+ 4,062 3,440* 3,440* 3,715
Active pharmaceutical ingredients
ve pharmaceuticaing Tonnes 6,941 3,901 3,453 6.941 3,393 3,039
and intermediates (APl @
Generics Million Units 9,200 9,200 3,591 7.500 7.500 3,014
Biotechnology Grams 13,852 13,852 3,697 370 370 62
* On single shift basis
NOTES:

t. Licensed and installed capacities are as certified by Management and have not been verified by the auditors as this is a technical matter.
2. Actual production of Formulations includes 409 {previous year: $10} million units produced on loan licensing basis from ousside parties.

3. Actual production of APl includes 737 {previous year: 620} 1onnes produced on loan licensing basis from outside parties.

12. PARTICULARS OF PRODUCTION, SALE AND STOCK

QPENING STOCK l lPRODUCTI(l;N | PURCHASES SALES ** CLOSING $TOCK
CLASS OF GOODS QUANTITY VALUE QUANTITY TRADED QUANTITY QUANTITY
GOODS
{uniTs)
Formulations {million units) 345.81 444,162 4,062 310.83 895,334 4,170.38 13,947,561 548.26 571,535
(477.81) {462 ,444) (3,715) (356) (891,601} (4,203} {12,593,411) (345.81) (444,163)
Active pharmaceutical
ingredients and 128.00 191,285 3,453 44212 728,637 3,804~ 14,905,587 219.42 379,746
intermediates (tonnes)
(223) {221,159) {3.039) (365) {555,658} ' (3.499)* | (13,365,087 (128 (191,285)
Generics {million units) 55.43 25,501 3,591 - - 3.630.20 4,824,248 16.23 68,217
{26.43) (11,274) (3,014 - - {2,985) | {10,229,550) (55.43) {25,501)
Biotechnology (grams) - 27,440 3,697 - - 3,218 344,321 478.16 11,108
- (37,669) {61.60) - - {62.10} {828,988) _ (27,440)
Custom Pharmaceutica 7,910 8,767 553,650 | 811,541 | 1,069,886 | 1,360,301 | 3.322,773 | 12,800 | 21,861
Services (Kgs)
{12,514) (96,958) (1,267,876) {26,237 {79,025} | (1,295,117} (3,788,514) (7,910 (8,767)
697.155 | 2,693,857 | 37,344,490 - 1,052,467
{40,805,550)
Less: Inter segmental Sales 3,479,625
(2,525,169)
Sales (Gross of excise
duty) as per profit and loss 33,864,865
account
Previous year | (823,504) {1,526,284) {38,261,368) (697,155)

* Includes captive consumption of active pharmaceutical ingredients 430.37 tonnes (previous year: 660.85 tonnes)
** Sales are net of samples, rejections and damages but include inter segmental sales.

Figures in brackets represent the nurnbers for the previous year.
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SE STATED

13. RAW MATERIALS CONSUMED DURING THE YEAR

2008 2007 -
A mATERIALS QuaTiTy (Ks)

Recemiac-2-azabicyclo (3,3,0) Octane 497 6,555 9,203 131,454
2 4-Dichloro-5-Fluoro Acetophenone 481,658 168,216 535,298 210,847
Isobutyl Aceto Phenone (HVD) 342,631 58,605 932,737 153,547
2-Acetyl-6-Methoxy Naphthalene 1,394,800 622,500 607,941 202,794
Methanol 9,623,753 7.806 9,539,105 218,713
Toluene 5,586,261 226,755 3,840,506 177,572
Isopropy! Alcohol 1P 2,900,540 149,170 1,548,042 107,245
Flucro Quinolonic Acid 339,710 241,638 393,087 297,892
(4R-Cis-1, 1Dimethylethyl, 1-6-Cynaomethyl) 1,621 19,400 4,280 72,688
Others 7,265,614 7,302,746

Total - | : 8,766,259 [ d,875,498 |

‘Others’ include no item which in value individually accounts for 10 perceni or mare of the total value of raw materials consumed.

14, DETAILS OF IMPORTED AND INDIGENOUS RAW MATERIALS, SPARE PARTS, CHEMICALS, PACKING MATERIALS AND

COMPONENTS CONSUMED
FOR THE'VEAR ENDED 31 marcH 2008 FOR THE YEAR £NDED 31 march 2007

% OF TOTAL % OF TOTAL
PARTICULARS VALUE VALUE
CONSUMPTION CONSUMPTION

Raw materials

Imported 2,312,115 24% 3261640 C37%
idigenows 6454044 7%  5ei3gse e3w
T 8,766,259 T 8,875,498
TS;JEE—SLChemicaIs, Spares and Packing materials B o — - _
Imported L . 212,313 % 602318 58%
Indigenous N - 1,800,892 89% 484090 2%
o - 2,013,205 1,046,408 '

15. CIF VALUE OF IMPORTS

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS 31 marcH 2007
Raw materials 6,584,784 3,303,269
Capital equipment (including spares and components) 771,814 586,345

7,356,598 | 4,489,614

16. EARNINGS IN FOREIGN CURRENCY

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS 31 marcH 2008 31 march 2007
Exports on FCB basis 22,599,061 28,483,268
Interest on deposits with banks 109,980 “76,153
Interest on loan to subsidiaries 258,773 +12,825
Service income and license fees 592,134 2,051,181
Royalty income 2,754 1,780
Others 105,660
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17. EXPENDITURE IN FOREIGN CURRENCY

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS
31 marcH 2008 31 MARCH 2007

Travelling 93,850 59,855
Legal and professional fees BT 145 419,089
Bio-studies expenses 343,241 495,397
Other expenditure 2,365,398 2,359,311

3,353,634 3,333,652

18. HEDGING AND DERIVATIVES
Pursuant to ICAl Announcement “Accounting for Derivatives” on the early adoption of Accounting Standard AS 30" Finandial Instruments: Recognition
and Measurement”, the Company has early adopted the Standard for the year under review, to the extent that the adoption does not conflict with existing
mandatory accounting standards and other authoritative pronouncements, Company law and other regutatory requirements.

Pursuant to the adoption, the transitional loss representing the loss on foreign currency options nat classified as cash flow hedges outstanding at the beginning
of the year amounted 1o Rs. 14,921, net of tax of Rs. 7,683 and this loss has been adjusted against the opening balance of profit and loss account.

The following are the outstanding forward exchange contracts and currency options entered into by the Company:

YEAR ENDED 31 marcH 2007 {RS. IN MILLIONS)
CATEGORY CURRENCYl . CRO;‘S ClI!RRENCY AMOUNT auY / SELL PURPOSE
Forward Contract usb INR 398 Sell Hedging
Forward Contract EUR usb 11 Sell Hedging
Currency Options EUR usD 30 Sell Hedging

vYEAR ENDED 31 marcH 2008 (RS, 1N MILLIONS)
CATEGORY . CURRENCY I I CROS:S CU‘.RRENCY AMOUNT : BUY / SELL PURPOSE
Forward Contract Usb INR 137 Sell Hedging
Forward Contract : uso INR 77 Buy Hedging
Currency Options usp INR 270 Sell Hedging
Currency Options EUR uUsb 5 Sell Hedging

The outstanding foreign currency options, which are classified as cashflow hedges and effective as at 31 March 2008 are as follows:

{IN miLLIONS)

CURRENCY CROSS CURRENCY l . N:c‘} orlcomnans cam/{Loss}
JsD INR 1 $ 60 Rs. (10.06)

The year end foreign currency exposures that have not been hedged by a derivative instrument or otherwise are given below:

(1N MILLIONS)

FOR THE YEAR ENDED FOR THE YEAR ENDED
CURRENCY
31 magrcH 2008 31 marcH 2007

UsD - 29.08
EUR 13.31 3.79
GBP 8.88 5.57

The above expaosures represent amounts receivable in foreign currency.

19. EMPLOYEE BENEFIT PLANS
Effective 1 April 2006 the Company had adopted the revised accounting standard on employee benefits. Pursuant to the adoption, the transitional obligations
of the company amounted to Rs. 81,702 net of deferred tax Rs. 43,483. As required by the standard, the obligation has been recorded in the year ended
31 March 2007 with the transfer of Rs, 81,702 to revenue reservas,
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The following table set cut the status of the gratuity plan as required under AS 15 (Revised)

feconciliation of opening and closing balances of the present value of the defined benefit obligation

PARTICULARS

FOR THE YEAR ENDED
31 marcH 2008

FOR THE 'fEAR ENDED
31 mangH 2007

QOpening defined benefit obligation 257,986 216,271
Current service £ost 33,774 27,789
Interest cost 22,082 15,518
Actuarial losses / (gain) 36,992 20,627
Benefits paid {31,538 (22,219
Closing defined benefit obligation 319,266 257,986

Change in the fair value of assets

PARTICULARS

FOR THE YEAR ENDED
31 narch 2007

FOR THE YEAR ENDED
31 marcH 2008

Opening fair value of plan assets 236,325 220,270
Expected return on plan assets 16,891 16,192
Actuarial gains / (losses) 14,240 603
Contributions by employer o 53,157 21,479
Benefits paid ) (31,538) (22,219)
Closing fair value of plan assets 289,075 236,325
Amount recognized in Balance Sheet

AS AT AS AT
PARTICULARS 31 warcw 2007
Present Value of Funded Obligations 319,267 257,986
Fair Value of Plan Assets o (289,076) (236,325)
Net Liability 30,191 21,661
Amounts in the balance sheet
Provision for gratuity o 30,191 21,661
Net liability / {asset) 30,191 21,661

Expense recognized in statement of Profit and Loss Account

PARTICULARS

FOR THE YEAR ENDED l
31 marcH 2008 |

FOR TH) YEAR ENDED
31 marcH 2007

Current Service Cost 33,774 27,789
Interest on Defined Benefit Obligation —__ o 22,052 ) 15,518
Expected Return on Plan Assets o o (16,891} (16,193)
Net actuarial losses / {gains) recognized in year 22982 20,024
Amount, included in “Employee Benefit Expense” 61,687 47,138
Actual return on plan assets o 31,132 16,796
Asset Information

a5 at| AS AT
CATEGORY OF ASSETS 31 marcH 2008 31.marcH 2007
Government of India securities 3.91% 461%
Corporate bonds 2.81% 3.43%
Insurer manpaged funds —— 92.20% 90.54%
Others o 1.08% 1.42%
Total 100.00% 100.00%
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The approximate market value of the assets as at 31 March 2008 was Rs. 289,076 (Previous Year: Rs. 236,325), a breakup of the same is as
follows:

as AT AS AT
CATEGORY OF ASSETS
31 march 2008 31 marcu 2007

Government of India Securities 11,296 10,900
Corporate Bonds 8,115 8,115
Insurer Managed Funds 266,534 213,974
Others 3131 3,336
Total 289,076 236,325

Summary of Actuarial Assumptions
Financial assumptions at the valuation date:

FOR THE YEAR ENDED FOR THE YEAR ENDED
31 marcH 2008 31 marcu 2007

Discount Rate 7.80% p.a. 8.00% p.a.
Expected Rate of Return on Plan Assets 7.50% p.a. 7.50% p.a.
8% p.a. for next 8% p.a. for next

Salary Escalation Rate 4 years & 6% p.a. Syears & 6% p.a.
thereafter thereafter

20.

21.

Discount Rate: The discount rate is based on the prevailing market yields of Indian government securities as at the balance sheet date for the estimated term
of the obiigations.

Expected Rate of Return on Plan Assets: This is based on the expectation of 1he average long term rate of return expected on investments of the fund during
the estimated term of the obligations.

Salary Escalation Rate: The estimates of future salary increases considered takes into account the inflation, senicrity, promotion and other relevant factors.

DIVIDEND REMITTANCE IN FOREIGN CURRENCY

The Company does not make any direct remittances of dividends in foreign currencies to ADS holders. The Company remits the equivalent of the dividends
payable to the ADS holders in Indian Rupees to the depositary bank, which is the registered shareholder on record for all awners of the Company’s ADS. The
depositary bank purchases the foreign currencies and remits dividends to the ADS holders.

RESEARCH AND DEVELOPMENT ARRANGEMENTS

I-VEN Pharma arrangement

During the year ended 31 March 2005, the Company entered into a joint development and commercialisation agreement with I-VEN Pharma Capital Limited
{"I-VEN"}. As per the terms of the agreement, I-VEN will fund up to fifty percent of the project costs (development, registration and legal costs) related 1o the
specified generic product filings made by the Company for the United States of America market. The terms of the arrangement d¢ not require the Company
to repay the funds or purchase I-'VEN's interest in the event of the failure of the research and development. However, on successful commercialisation of these
products, the Company would pay I-VEN royalty on sales for a period of 5 years for each product. The first tranch advanced by I-VEN of Rs. 985,388 was received
on 28 March 2006.

The amount received from I-VEN will be recognised in the income statement upon comgpletion of specific milestones as detailed in the agreement. Accordingly,
an amount of Rs. Nil {previous year: 452,763} has been recognised in the current year representing the proportionate costs relating o the completion of
specified filings as a credit to research and development expenses. During the year ended 31 March 2007, an amendment agresment has been signed between
the parties to reflect a change in the product portfolio and the royalty rate.

Perlecan Pharma arrangement

In September 2005, the Company announced the formation of an integrated drug devetopment company, Perlecan Pharma Private Limited (*Perlecan Pharma®),
with a total equity of U.5.5. 52,500 to be contributed jointly by the Ccmpany, Citigroup Venture Capital International Grawth Partnership Mauritius Limited
(*Citigroup Venture"} and ICICI Venture Funds Management Company (*ICIC] Venture”). Perlecan Pharma would be engaged in the clinical development and
out-licensing of New Chemical Entity (“NCE*) assets. As part of this arrangement, the Company has transferred all rights and title, including the development
and commercialization rights, of four NCE assets 1o Perlecan Pharma, or 27 March 2007 (“the closing date”}.

As per the arrangement, Citigroup Venture and iCIC| Venture will contribute U.S.$. 22,500 each and the Campany will contribute U.3.%. 7,500 towards Perlecan
Pharma’s initial equity capital. As a result, the Company will initially own approximately 14.28% of the equity of Perlecan Pharma. Further, three out of seven
directors on the board of Perlecan Pharma will be from the Company. In addition, Perlecan Pharma will issue to the Company warrants 10 purchase 45 millian
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SCHEDULE 20: NOTES TO ACCOUNTS (CONTINUED)

equity shares of Perlecan Pharma, at Re. 1.00 per warrant, the exercise of which will be contingent upon the success of certain research and development
mitestones. If the warrants are fully exercised, then the Company will own approximately 62.5% of the equity shares of Perlecan Pharma.

Further as per the terms of the arrangement, the Company will have the first right to conduct product development and chemical trials on behalf of Perl 2can Pharma
on an arm’s length basis subject 1o the final decision by the board of directors of Perlecan Pharma. Moreover, the research and development expenses incurred
by the Company from 1 April 2005 till the closing date of the arrangement will be reimbursed by Perlecan Pharma {Rs. 89,505 towards 2007-08; previous year
Rs. 372,642).

As of 31 March 2008, the company owns approximately 14.3% of equity of Perlican pharma, in addition, the Company is committed to invest an additional
amount of Rs. 170,000 as its equity contribution in future.

In view of certain adverse developments in the progress of molecules during the year, the Company has made a provision of Rs. 133,171 towards decline, other
than temporary, in the value of its investment.

22. SEGMENT INFORMATION

In accordance with AS 17 — Segment Reporting, segment information has been given in the consolidated financial statements of DRL and therefor: no separate
disclosure on segment information is given in these financial statements.

23, FINANCE LEASE

The Cempany has acquired vehicles during the year on finance lease. The future minimum lease payments and their present values as at 31 March 2008 for
each of the following periods are as follows:

PRESENT VALUE OF
MINIMUM LEASE
MINIMUM LEASE FUTURE INTEREST

PAYMENTS
PAYMENTS
|
Not later than 1 year 5,493 8,477 13,970 !
Later than 1 year and not later than 5 years 15,224 6,347 21,571

Beyond 5 years - - _

| 20,717 14,824 | | 35,541 |

24. OPERATING LEASE
The Company has taken vehicles on non-cancellable operating lease during the year. The total future minimum lease payments under this non-cancellable lease

AS AT AS AT
31 march 2008 31 raarcu 2007

Not later than 1 year 17,582 -

are as follows:

Later than 1 year and not later than 5 years o _ﬂ,_127 -
Beyond 5 years - -
= 7Y E MY
Lease rentals on the said lease amounting to Rs, 9,018 (previous year: Rs. nil) has been charged to the profit and loss account. Lease rent under cancellable lease

amounting to Rs, 102,363 (previous year: Rs. 91,903)

25. COMPARATIVE FIGURES

Previous year's figures have been regrouped / reclassified wherever necessary to conform to current year's classification.

As per our report attached

for BSR & Co. for Dr. Reddy's Laboratories Limited
Chartered Accountants
S Sethuraman Partner Dr. K Anji Reddy Chairman
Membership No. 203491 G V Prasad Vice Chairman and CEC
K Satish Reddy Managing Director and COO
Hyderabad 20 May 2008 Saumen Chakraborty Chief Financial Offizer

V Viswanath Company Secretary
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FOR THE YEAR ENDED
31 marcH 2008

CasH FLows FROM OPERATING ACTIVIVIES

WHERE CTHERWISE STATED

FOR THE YEAR ENDED
31 marcH 2007

Profit before taxation N 5,841,027 13,658,457
Adjustrments:
Depreciation and amaortisation 1,619,862 1,335,009
Provision for wealth tax 2,574 2,147
Bad debts wnitten off 30,468 7.467
Income from redemption of mutual funds units (110,269) (869)
Amortisation of deferred stock compensation expense, net 207,125 181,611
Unrealised foreign exchange {gain) / loss 214,067 {151,539)
Provision for decline in the value of long-term investments, net _ 133171 472,069
Interest income (936,117) (704,883)
Finance charges 101,883 475,682
(Profit) / loss on sale of fixed assets, net o 3,319 (45,618)
Provision for doubtful debts 2,102 41,900
Provision for doubtful advances 5.869 197,671
Operating cash flows before working capital changes 7,115,081 15,473,104
{Increase) f Decrease in sundry debtor 1,446,616 (4,618,321)
Increase in inventories (1,533,507) (444,868}
Increase in loans and advances (1,185,982) (683,341}
Decrease in current liabilities and provisions 645,411 392,864
Cash generated from operations 6,487,619 10,119,438
Income taxes paid (928,931) {1,181,490)

Net cash provided by o'pera;ing activities

CASH FLOVIS FROM INVESTING ACTIVITIES

5.558,688

8,937,948

Purchase of fixed assets (4,548,560) {3,884,309)
Proceeds from sale of fixed assets 27.741 80,037
Purchase of investments (23,489,477) (745,971)
Proceeds from sale of investments 12,462,504 331,869
Loans and advances given to subsidiaries, joint ventures and associates (525,268 {(454,056)
Interest received 913,762 699,252

Net cash used in investi:ng activities

CASH FLOWS FROM FINANCING ACTIVITIES

(15,159,298)

{3,973,178)

Proceeds from issue of share capital 15,220 10,029,571
Repayment of long-term borrowings (19,921) (8,193}
Repayment of short-term borrowings {1,941,458) (7,071,859}
Proceeds from short-term borrowings 3,242,740 1,147,500
Interest paid (97,783) (493,618)
Dividend paid {including dividend tax) (737,288) (437,497)

Net cash provided by firf\anci‘ng activities 461,510 3,165,905
MeT INCREASE / {DECREASE) IN CASH AND CASH EQUIVALENTS (9,139,100) 8,130,675
Cash and cash equivalents at the beginning of the period (Note 1) 14,567,111 6,509,429
Effect of exchange gain on cash and cash equivalerits (54,594) (72,993)

Cash and cash equivalents at the end of the period (Note 1

As per our report attached

for BSR & Co.

Chartered Accountants

S Sethuraman Partner
Membership No. 203491

Hyderabad 20 May 2008

5,373,417

for Dr. Reddy’s Laboratories Limited

Dr. K Anji Reddy

G V Prasad

K Satish Reddy
Saumen Chakraborty
V Viswanath

14,567,111

Chairman

Vice Chaieman and CEQ
Managing Director and COO
Chief Financial Qfficer
Company Secretary
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NOTES:
AS AT AS AT
31 marcH 2008 31 marcH 2007

1. Cash and cash equivalents comprise:

CAsSH AND CASH EQUIVALENTS COMPRISE:

Cash in hand 17,490 5.284
Balances with banks:

In current accounts 569,666 794,295

In deposit accounts 4,700,269 13,079,445

In EEFC current accounts 69,686 673,180

tn unclaimed dividend account 14372 12,620

In unclaimed fractional share pay order accounts 666 666

In margin money 1,268 1,621

| 5,373,417 | 4,567,111

2. The Company has undrawn borrowing facilities of Rs. 13,559,000 (previous year Rs. 12,038,000). These facilities are essentially for funding working capital
requirernents of the Company.

3. Previous year's figures have been regrouped/reclassified, wherever necessary ta conform to the current year's classification.
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1. Registration details

Regisiration No.:

Balance Sheet Date:

2. Capital raised during the year {Amount in Rs. thousands)

Public Issue;
Banus Issue:

ALL AMOUNTS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE CTHERWISE STATED

. 4 5 0 7
31, 0 3 ] 0 8
Date Month Year

Preferantial offer of shares under Employee Stock Option Scheme 2002

State Code: 01

Righis Issue: . YN_ I L
Private Placement: ' N L
ADR Issue

2 6 05 6 6

3. Position of Moblisation and Deployment of Funds (Amount in Rs. thousands)

Total Liabilities:
Sources of Funds:
Paid-up Capital;
Secured Loans:
Application of Funds:
Met Fixed Assets:

Net Current Assets:

4. Performance of the Company (Amount in Rs. thousands}

Turnover:
Profit Before Tax:
Earning Per Share in Rs.

536096898

8
f + ¢4 + +
0 2
Y
+ + + + +
219722

33864865
58 4°10 27
2.8 . 2.7

i 0 ' i

Total Assets: 5:3;6_V0:9-6;9.8

Reserves and Surplus: 4;7;2+7;7+1+8+4
Unsecured Loans: 458905 2
investments: a ;9 3 0+6*1 g 7
Misceilaneous Exp.: N L

Toial Expenditure: 3;0:0;0;9;0:4;8;
Profit After Tax: 4 7 5 2 21 *9 .
Dividend Rate % 75

5.Generic Names of Three Principal Products / services of Company (as per the monetary terms}

Item Code No.:
(ITC Code)
Product Description:

Iltem Code No.:
(ITC Code)
Product Description:

Item Code No.:
(1TC Code)
Product Description:

29419003

Ciprofloxacin Hydrochloride

29420001

Norfloxacin
30048038

Omerprazole
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Auditors’ Report to the Board of Directors of Dr. Reddy’s Laboratories Limited on the Consolidated Financial Statements of Dr. Reddy’s Laboratories
Limited and its Subsidiaries

1. We have audited the attached consolidated balance sheet of Dr, Reddy's Laboratories Limited (“the Company”) and its subsidiaries (collectively referred tg as
the “Dr. Reddy's Group") as at 31 March 2008 and also the consolidated profit and loss account and the consolidated cash flow statement for the year ended
on that date, annexed thereto. These consolidated financial staterents are the responsibility of the Company's management. Our responsibility is to express
an opinion on these consolidated financial statements based on our audit.

2. We conducted our audit in accordance with auditing standards generally accepted in India. Those Standards require that we plan and perform the audit to
abtain reasonable assurance whether the consolidated financial statements are free of material misstatement. An audit includes, examining on a test basis,
evidence supporting the amounts and disclosures in the consclidated financial statements. An audit also includes assessing the accounting principles tsed and
significant estimates made by management, as well as evaluating the overall consolidated financial statement presentation. We believe that our audit provides
a reasanable basis for our opinion.

3. Wwe di;j not audit the financial statements and other financial information of certain subsidiaries, which have been audited by other auditers whose reports have
heen furnished 1o us, and our apinion is hased on the report of ather auditors. The attached consolidated financial statements include assets of Re. 13,483
million as at 31 March 2008, revenues of Rs. 12,355 million and net cash outflows amounting to Rs. 206 million in respect of the aforementioned suasidiaries
for the year then ended.

4. The consolidated financial statements have been prepared by the Company’s management in accordance with the requirements of Accounting Standard
21 - Consolidated Financial Statements, Accounting Standard 23 — Accounting for Investments in Associates in Conselidated Financial Siaterments and
Accounting Standard 27 - Financial Reporting of Interests in Joini Ventures, issued by the Institute of Chartered Accountants of India.

5. Inour opinion and to the best of our information and accerding to the explanations given to us, the consolidated financial statements give a true anc fair view
in conformity with the accounting principles generally accepted in India:

(i} in the case of the Consolidated Balance Sheet, of the consolidated state of affairs of Dr. Reddy’s Group as at 31 March 2008;
(i} in the case of Consolidated Profit and Loss Account, of the consolidated results of operations of Dr. Reddy's Group for the year ended on that date; and

(iii) in the case of Consolidated Cash Flow Statement, of the consolidated cash flows of Dr. Reddy's Group for the year ended on that date.

for BSR & Co.
Chartered Accountants

S Sethuraman
Partner
Membership No. 203491

Place: Hyderabad
Date: 20 May 2008
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AS AT AS AT
SCHEDULE 31 marcH 2008 31 mancH 2007

SOURCES OF FUNDS
Shareholders’ funds

Share capital 1 840,865 839,561
Reserves and surplius 2 44127978 39,133,040
44,968,843 39,972,601
Loan funds
Secured loans 3 720,476 6,144,284
Unsecured loans 4 18,963,394 18,762,313
19,683,870 24,906,597
Deferrad tax liabilities 19(7) 991,410 1,062,071
Minority Interest - 10,473

65,644,123 65,951,742

APPLICATION OF FUNDS

Fixed assets and Intangibles 5
Gross block 54877557 47,203,054
Less: Accumulated depreciation (15,752,198} (11,848,819)
Net block 39,125,359 35,354,235
{apital work-in-progress {(including capital advances) 2,677,827 2,897,792
41,803,186 38,252,027
Deferred tax assets 19(7) 185,615 95,114
Investments 6 4,820,832 1,341,169
Current assets, loans and advances
Inventories 7 11,018,790 747,517
Sundry debtors 8 6,521,681 7.810,.410
Cash and hank halances 9 7,452,880 18,610,097
Loans and advances 10 5,345,009 3,600,324
30,342,360 37,492,348
Current liabilities and provisions
Current liabilities 1 10,332,422 9,853,512
Provisions 12 1,175,448 1,375,404
11,507,870 11,228,916
Net current assets 18,834,490 26,263,432

65,644,123 65,951,742

Notes to consolidated accounts 19
The schedules referred to above form an integra! part of the Consolidated Balance Sheat

As per our report attached for Dr. Reddy’s Laboratories Limited
for BSR & Co.
Chartered Accountants
S Sethuraman Partner Dr. K Anji Reddy Chairman
Membership No. 203491 G V Prasad Vice Chairman and CEO
K Satish Reddy Managing Birector and COO
Hyderabad 20 May 2008 Saumen Chakraborty Chief Financial Officer

V Viswanath Company Secretary
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FOR THE YEAR ENDED
SCHEDULE 31 marcH 2008

|

FOR THE YEAR ENDED
31 maacs 2007

INCOME
Sales, gross 49,700,024 65,125,674
Less: Excise duty and other similar duties and taxes on sales (558,308) (779,390)
Sales, net o Asamne 64,346,284
Service income 740,232 882,172
License fees . 34822 27,542
Other income 13 o 2,037,664 ", 161,633
51,954,434 66,417,631
EXPENDITURE o
Material costs 14 17,846,647 27,431,721
Conversion charges o 600,572 1,142,039
Excise duty and other similar duties and taxes 286,807 117,191
Personnel costs 15 - 7,310,580 5,432,916
Operating and other expenses 16 12 019,495 11,044,869
Research and development expenses 3,536,622 o 3,271,457
Gevelopment atangements(Refer Note 13, Scheduie 19 B3 (89505 344017 (82540) 2,446,052
Finance charges 17 - 958,331 1,526,193
Equity in loss of associates, net (Refer Note 4, Schedule 19) 19(4) : 16,709 86,525
Depreciation - 4,018,609 3,791,108
. 46,504,867 £4,018,614
Profit before taxation and minority interest L 5,449,567 12,399,017
Income tax 18 1,076,923 2,743,686
Profit before minority interest o : N 4,372,644 9,655,331
Minority interest 8,681 3,547
Profit for the year o 4,381,325 9,658,878
Balance in profit and loss account brought forward 8848744 1,185,353
Less: Transittonal Liability recognised pursuant to adoption of

Accounting standard-15 (Revised) "Employee Benefits” 19(16) - . {81,702)

Transitional loss recognised pursuant to early adoption

of Accounting Standard-30 “Financial Instruments:

Recognition and Measurernent” 19017) {14,921) 8,833,823 - 1,103,651
Amount available for appropriation o a 13,215,148 10,762,529
APPROPRIATIONS o
Proposed dividend on equity shares 630,649 629,671
Tax on proposed dividend o 107,179 107,013
Dividend of previcus years (including tax) - 604 242
Transfer to general reserve _ 475,222 1,176,859
Balance carried forward 12,001,494 8,848,744

T s | Jtoses)

Earnings per share 19(8) o
Basic - Par value Rs. 5 per share . T 26.07 60.92
Diluted - Par value Rs, 5 per share 2590 60.52
Notes to consolidated accounts 19

The schedules referred to above form an integral part of the Consofidated Profit and Loss Account

As per our report attached
for BSR & Ca.
Chartered Accountants

for Dr. Reddy’s Laboratories Limited

S Sethuraman
Membership No. 203491

Hyderabad

Partner pr. K Anji Reddy Chairman

G V Prasad Vice Chairman and CEO

K Satish Reddy Managing Director and COQ
20 May 2008 Saumen Chakraborty Chief Financial Officer

V Viswanath Company Secretary
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AS AT

AS AT
31 marcH 2008 31 marcH 2007

SCHEDULE 1: SHARE CAPITAL

Authorised

200,000,000 {previous year: 200,000,000) equity shares of Rs. 5 each 1,000,000 1,000,000

Issued

168,172,946 {previous year: 167,912,380} equity shares of
Rs. 5 each fully paid-up (Note 1)

840,865 839,562

Subscribed and paid-up

168,172,746 (previous year: 167,912,180) equity shares of Rs. 5 each fully paid-up 840,864 839,560

Add: Forfeited share capital (Note 2) 1 840,865 1 839,561

NOTES:
1.

840,865 839,561

Subscribed and paid-up share capital includes:

(a)

{b)

©

(d)

(e

{f

()]

111,732,202 (previous year: 111,732,202) equity shares of Rs. 5 each fully paid-up, allotted as bonus shares. Qut of total, 34,974,400 shares were alloted
by capitalisation of General Reserve and 76,757,802 equity shares were alloted as bonus shares by capitalisation of the Securities Premium Account in earlier
years.

1,052,248 {previous year: 1,052,248) equity shares of Rs. 5 each allotted pursuant to a scheme of amatgamation with Standard Equity Fund Limited without
payments being received in cash.

20,571,768 (previous year: 20,571,768) eguity shares of Rs. 5 each allotied and 82,800 (previous year: 82,800) equity shares of Rs. 5 each extinguished
pursuant to a scheme of amalgamation with erstwhile Cheminor Drugs Limited without payments being received in cash.
40,750,008 {previcus year: 40,750,000) equity shares of Rs. 5 each allotted against American Depository Shares (ADS). The Company, during previous year,

raised Rs. 10,241,200 through a secondary offering by issuing 14,300,000 ADS, representing 14,300,000 equity shares {one ADS represents one equity
share).

17,204,304 {previous year: 17,204,304} equity shares of Rs. 5 each allotted against Global Depository Receipts (GDR), that were converted into ADS during
the year ended 31 March 2002.

226,776 (previous year: 226,776} equity shares of Rs. 5 each allotted to the erstwhile members of American Remedies Limited (ARL) pursuant to a scheme of
amalgamation with ARL without payments being received in cash.

659,227 (previous year: 398,66 1) equity shares of Rs. 5 each allotted to the employees of the Company on exercise of the vested stock optians in accordance
with the terms of exercise under the “Dr. Reddy’s Employees Stock Option Scheme, 2002,

Represents 200 (previous year: 200) equity shares of Rs. 5 each, amount paid-up Rs. 500/- forfeited due to non-payment of allotment money,

932,568 (previous year: 1,080,832} stock options are outstanding to be issued by the Company on exercise of the vested stock options in accordance with the
terms of exercise under the *Dr. Reddy’s Employees Stock Cption Scheme, 2002” and 182,778 (previous year: Nil) stock options are outstanding to be issued by
the Company on exercise of the vested stock options in accordance with the terms of exercise under the “Dr. Reddy’s Employees ADR Stock Option Scheme 2007~
{Refer Note 12, Schedule 19).
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AS AT
31 marcH 2008

SCHEDULE 2: RESERVES AND SURPLUS

" As AT
31 mancH 2007

Capital reserve

Balance as at the beginning and at the end of the year 13,769 13,769
13,769 13,769
Securities premium account
Balance at the beginning of the year 17,519,763 V877,812
Add: Received during the year on exercise of employee stock options 132,574 83,330
Add: Received during the year on issue of American Depository Shares (ADSs) o - 10,169,700
Less: Utilised for issue of bonus shares - {383,789)
Less: Utilisation towards ADS issue expenses - (227,290
17,642,337 17,519,763
Employees stock aptions outstanding S
Balance at the beginning of the year 448,486 261,053
Add: Options granted during the year 438,411 292,251
Less: Options forfeited during the year {162,261) {36,350}
Less: Options excercised during the year {108,657} {68,468}
Balance at the end of the year (A) 615,979 448,486
Deferred stock compensation cost o
Balance at the beginning of the year 220,882 146,592
Add: Options granted during the year 438,411 292,251
Less: Amortisation during the year {232,926) (181,611)
Less: Options forfeited during the year {162,261) (36,350)
Balance at the end of the year (B) 264,106 220,882
(A)-(B) 351,873 227,604
General reserve
Balance at the beginning of the year 12,175,560 10,998,701
Add: Transferred from profit and loss account 475,222 1,176,858
12,650,782 12,175,560
Hedge Reserve
Balance at the beginning of the year - -
Additions for the year (10,064) -
{10,064) -
Foreign Currency Translation Reserve B
Batance at the begining of the year 347,600 115,227
Additions for the year 1,130,187 232,373
1,471,787 347,600
Profit and loss account B
Balance in consolidated profit and loss account 12,001,494 8,848,744
| 44,127,978 |
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AS AT AS AT
31 marcH 2008 31 marcH 2007
SCHEDULE 3: SECURED LOANS

Loans from banks

Long term non recqurse loan (Note 1) - $,787,000

Short term loan from ABN Amro bank (Note 2) 253,750 -

Others {Note 3 and 4) 162,099 85,549

Loans from institutions

Finance lease obligations (Note 5) 291,322 252,510

Loan from Indian Renewable Energy Development Agency Limited (Note 6) 13,305 19,225
| ‘ i 720,476 6,144,284

NOTES:

1. Long term non recourse loan is against a general security of assets of one of the subsidiary. This Loan carries an interest rate of EURIBOR plus 200 bps and has been
repaid during the year.

2. Loan from ABN Amro Bank taken by Dr. Reddy's laboratories SA, Switzerland (“DRL,SA”) is secured by way of Corporate Guarantee given by Parent Company. The
loan carries an interest rate of Libor + 50 bps.

3. Loan from the ICICI Bank taken by Aurigene Discovery Technologies Limited (“ Aurigene ) is secured by way of hypothecation of vehicles acquired by Aurigene. The
loan carries an interest rate of 8.315% per annum.

4. Loan from the Agricultural Bank of China taken by Kunshan Rotam Reddy Pharmaceutical Company Limited (“Reddy Kunshan}, a consolidated joint venture, is
secured by way of hypothecation of leasehold land, buildings and equipment of Reddy Kunshan. This loan carries an interest rate of 5.742% per annum.

5. Finance lease obligations represent present value of minimum lease rental payable for the building and vehicles taken by the Company and its subsidiary companies
respectively. (Refer note 15, Schedule 19).

6. Loan from Indian Renewable Energy Development Agency Limited s secured by way of hypothecation of specific movable assets pertaining to the Solar Grid
Interactive Power plant. The loan is repayable in quarterly installments of Rs. 1,480 each quarter and carvies an interest rate of 2% per annum,

AS AT AS AT
31 marcH 2008 31 manch 2007

SCHEDULE 4: UNSECURED LOANS

Sales 1ax deferment loan from the Government of Andhra Pradesh {interest free) 63,246 68,708
Packing credit loan {Note 1) 4,090,878 2,684,700
Long term foreign currency loan (Note 2) 14,374,342 15,482,514

Bank Overdraft (Note 3) 434,928 526,391

18,963,394 18,762,313

NOTES:

1. Foreign Currency Packing Credit loan is from Standard Chartered Bank, State Bank of India, The Bank Of Nova Scotia, ABN Amro Bank, Citi Bank, BNP Paribas
carrying interest rates of LIBOR plus 50 - 100 bps, repayable on expiry of 3 to 6 manths from the date of drawdown. Packing Credit foans for the previous year
comprised foreign currency loan that were taken from Siate Bank of India carrying an interest rate of LIBOR plus 60 bps, repayable on expiry of 6 months from the
date of drawdown and rupee packing credit loans from Standard Chartered Bank and Bank of Tokyo — Mitsubishi Ufj Ltd carrying an interest rate of 9.5% and 9%
per annum respectively.

2. Long term Eurc loan has been guaranteed by the Company and certain subsidiaries of the Group. The loan carried an interest rate of EURIBOR plus 150 basis
points. Effective 24 November 2006, the interest rate has been changed 10 EURIBOR plus 70 - 200 basis points and LIBOR plus 70 basis points.

3. Bank overdraft is on the current accounts with Citibank, which carry interest rates of 9.75% per annum. Previous year bank overdraft was on the current accounts
with HDFC Bank, with interest rate of 9% per annum.
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) o AS AT AS AT
31 marcu 2008 31 marcH 2007

SCHEDULE 6: INVESTMENTS
(Long term, untess otherwise specified)
Investment in associates

Perlecan Pharma Private Ltd 57,098 69,773

Other investments (at cost)

Aggregate cost of quoted investments (Note 1) 3,096 3,096

Aggregate cost of unquoted investments 1,320,922 1,320,922

Current Investments, at the tower of cost or market value

Mutual funds 3,507,673 15,335
) 4,888,789 1,409,126

Less: Provision for decline, other than temporary, in the value of investments (67,957) (67,957}

| _ [ b 4,820,832 1,341,169

[ ¥ P

_ Market value of quoted investments 19,203 11,933
Market value of current investments 3,515,963 15,386
NOTE:

1. Inrespect of shares of State Bank of India, the share certificates were misplaced during transfer / lost in transit. The Company has initiated necessary legal action at

the appropriate courts.
‘ AS AT AS AT
. 31 march 2008 31 march 2007

SCHEDULE 7: INVENTORIES

Stores and spares 740,814 554,587
Raw materials 3,525,103 2,472,849
Work-in-process 2,352,993 1,690,584
Finished goods 4,399,880 2,753,497
- ' i ' ST T 11,018,790 7,471,517
AS AT AS AT
R 31 march 2008 31 marcH 2007
SCHEDULE 8: SUNDRY DEBTORS
(Unsecured)
Debts outstanding for a period exceeding six months
Considered good 323,635 310,614
Considered doubtful 488, 667 303,151
Other debts
Considered good 6,198,046 7,499,796
- 7.010,348 8,113,561
Less: Provision for doubtful debts (488,667) (303,151)

6,521,681 7,810,410
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]

As AT T - as A7

3 SRk "R 5 e 31 marcH 2008 31 manch 2007
SCHEDULE 9: CASH AND BANK BALANCES
Cash in hand 21,864 9,407
Balances with banks o
In current accountis 2,644,755 3,347,342
In EEFC current accounts 69,686 673,180
In deposit accounts 4,704,537 14,566,882
In unclaimed dividend accounts 14,372 12,620
In unclaimed fractional share pay order accounts 666 666
{ 7,452,880 | 1
NOTES:
Deposits with banks include:
1. Margin money for letters of ¢redit and bank guarantees 8,118 9,063
2. Details of unutilised portion of ADS issue proceeds:
Deposit with schedule banks outside India - 8,732,898
[Maximum amount outstanding at any time during the year: Rs. 8,732,898 (previous year: Rs. 8,732,2898)]
Deposit with schedule banks in India 2,500,000 -
Investment in mutual funds 3,507,673 -

G b . ) 7 . AS AT AS AT
Oy GO R ' ’ 31 marcH 2008 31 marcH 2007

SCHEDULE 10: LOANS AND ADVANCES

{Unsecured)
Considered good
Advances to associate 20,158 89,716
Advances to material suppliers 424,063 288,916
Staff loans and advances 28,996 17,460
Interest accrued on investments 27,985 5,630
Other advances recoverable in cash or in kind or for value to be received 3,148,480 2,014,257
Advance tax, net of provision for current taxes 315,090 43,179
MAT credit entitlemeant 24,760 -
Balances with statutory authorities 1,178,733 893,303
Deposits 180,744 247,863
5,349,009 3,600,324
Considered doubtful
Staff loans and advances 6,500 6,500
Other advances recoverable in cash or in kind or for value to be received 38,758 52,671
Advances towards investment 8056 8,056
5,402,323 3,667,551
Less: Provision for doubtful advances (53,314) (67,227)

( 5.349,009 | 3,600,324




131 1 DR, REDDY'S LABORATORIES LTD IGAAP CONSOLIDATED FINANCIALS

| Schedlules te tihe Conselidated Balanwe Sheet oo ]

ALL AMOQUNTS IN INDIAN RUPEES THOUSAND XCEPT SHARE WHERE OTHERWISE STATED

{ — = - AS AT © AS A¥
31 marcH 2008 31 marcH 2007

SCHEDULE 11: CURRENT LIABILITIES
Sundry creditors (Note 1-3} 10,274,629 9,795,782
Interest accrued but not due on loan 5,326 4,665
Unclaimed dividends 14,372 12,620
Trade deposits 38,095 40,445

10,332,422 9,853,512
NOTES:

1. The principal amount paid and that remaining unpaid as at 31 March 2008 in respect of enterprises covered under the “Micra, Small and Medium Enterprises
Development Act, 2006” (MSMDA) are Rs. 485,941 {previous year: Rs. 269,320) and Rs. 28,987 (previous year: Rs. 26,482) respectively. The interest amount
computed based on the provisions under Section 16 of the MSMDA Rs. 2,834 (previous year: Rs. 604) is remaining unpaid as of 31 March 2008. The interest that
remained unpaid as at 31 March 2007 was paid during the year.

2. The list of undertakings covered under M5MDA were determined by the Company on the basis of information available with the Company and have been relied
upen by the auditors.

3. Previous years figures includes liability towards Leave Encashment amounting to Rs. 145,306 pursuant to an amendment of the Company and one of its subsidiary's

leave encashment policy.
AS AT AS AT
31 marcH 2008 31 marcH 2007

SCHEDULE 12: PROVISIONS

Proposed dividend 630,649 629,671
Tax on proposed dividend 107,179 107,013
Provision for
Gratuity 33,266 23,589
Leave encashment 28,870 35,214
Pensian, seniority and severence indemnity plan 40,275 56,804
Taxation, net of advance taxes 335,209 523,113

' | | 1,175.448 1,375,404
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T o o FOR THE YEAR ENDED FOR THE YEAR ENDED
: 31 march 2008 31 marcu 2007

SCHEDULE 13: OTHER INCOME

S

Interest on fixed deposits -652629 495,815
Interest on investments ) —2131 5 3,000
Interest others - }7,@524 21,941
Profit on sale of fixed assets, net i - 46,000
Gain on redemption of mutual fund units 110,269 B&9
Sale of spent chemicals 200,105 206,994
Forex gain, net 6345844 178,674
Miscellaneous income 337,378 208,340
- 207664 [ 161633
NOTE:

1. Fixed deposits and interest income are stated at gross values. The value of income tax deducted at source is Rs. 150,865 {previous year: Rs. 71,314),

FOR THE YEAR ENDED FOR THE YEAR ENDED
31 marcH 2008 31 msreH 2007

SCHEDULE 14: MATERIAL COSTS
(a} Net(increase) / decrease in stock

Opening ) i

Work-in-process 1,690,584 o 1,436,810

Finished goods 2,753,497 2,465,468

Add: Stocks acquired from Litaphar - 4,444,081 22,864 3,925,142
Closing -

Work-in-process 2,352,993 1,690,584

Finished goods 4,399 880 6,752,873 2,752,497 4,444,081
Net (increase) (2,308,792) (518,939)

{b) Raw materials consumed (Note1)

Opening stock of raw materials 2,472,849 2,334,552
Add: Purchases 12,007,826 9,828,005
14,480,675 12,162,557
Less: Closing stock (3,525,103} 10,955,572 (2.472,849) 9,689,708
()  Stores, chemicals, spares and packing material consumed 2,121,896 1,226,135
(d} Purchase of traded goods ) 7,077,971 17,034,817

| 17,846,647 |

1) Raw materials consumed include Rs. 558,298 (previous year: Rs. 364,321) being stocks written-off / written-down, Rs. 1,386,570 {previous yeat: Rs. 647,987)
being cost of samples issued and is net of Rs. 997,555 (previous year: Rs. 781,308) being sale of raw materials.

2} Raw material consumption is net of DEPB credit availed amounting to Rs. 455,879 (previous year: Rs. 523,733).

FOR THE YEAR ENDED FOR THI YEAR ENDED
31 marcH 2008 31 warch 2007

SCHEDULE 15: PERSONNEL COSTS

Salaries, wages and bonus 5,878,412 5,247,586
Contribution to provident and other funds 557,083 452,192
Workmen and staff welfare expenses k42149 551,527
Amartisation of deferred stock compensation expense 232,926 181,611

| ' 7,210,580 | 6,432,916 °
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FOR THE YEAR ENDED FOR THE YEAR ENDED
) 31 marcy 2008 31 manrck 2007

SCHEDULE 16: OPERATING AND OTHER EXPENSES

Power and fuel 976,316 812,359
Rent 264,026 325,153
Rates and taxes 169,364 135,744
Repairs and maintenance

Buildings 53,352 79,315

Plant and machinery 768,386 424,932

Others 601,854 413,517
Insurance 239,006 266,589
Travelling and conveyance 649,518 540,825
Communication 199,136 234,353
Advertiserents 395,229 205,424
Commission on sales 210,615 204,619
Carriage outwards 1,309,301 1,231,706
Other selling expenses 3,317,472 3,143,055
Printing and stationery 109,461 111,411
Legal and professional charges 1,346,737 1,367,369
Donations 125,455 79,181

, Bad debts written-off 55,552 7,467
Provision for doubtful advances, net (13,913) 23,403
Pravision for doubtful debts, net 185,516 41,900
Directors” sitting fees 365 350
Directors” remuneration 183,770 374,361
Auditors’ remuneration 8,246 8,815
Bank charges 64,478 61,503
Loss on sale of fixed assets, net 10,862 -
Sundry expenses 789,391 651,518

, ) o , | e ' ‘_ 12,019,495 11,044,869

| FOR THE YEAR ENDED
) 31 marcH 2008 31 marcu 2007
SCHEDULE 17: FINANCE CHARGES
Interest on packing credit loan 64,883 318,385
Interest on long term loan 797,337 1,024,058

Other finance charges 86,111 183,750
) ‘ : 958,331 1,526,193

FOR THE YEAR ENDED
31 marcH 2008 31 manch 2007
SCHEDULE 18: INCOME TAX
Current taxes -
Domestic taxes 645,274 1,726,907
MAT credit entitlernent (24,760) -
Foreign taxes ' 437.138 708,365
1,057,652 2,435,272
Deferred taxes
Domestic taxes . *29 1,171 23,631
Foreign taxes  {449,686) 214,208
{158,515} 237,839

Fringe benefit tax 177,786 70,575
I L oL . : ; 1,076,923 2,743,686
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SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS

1. SIGNIFICANT ACCOUNTING POLICIES
a) Basis of preparation of consolidated financials statements
The consolidated financial statements of Or. Reddy's Laboratories Limited and its subsidiaries (" the group” or “the Company”) have been preparad and pre-
sented in accordance with the indian Generally Accepted Accounting Principles ("GAAP") under the historical cost convention on the accrual basis. GAAP
comprises accounting standards notified by the Central Government of India under Section 211 (3C) of the Companies Act, 1956, other proncuncements
of institute of Chartered Accountants of India, the provisions of Companies Act, 1956 and guidelines issued by Securities and Exchange Board of India.

| b) Use of estimates

| The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent liabilities on the date of the consolidated financial statements and reported amounts
of revenues and expenditure for the year. Actual results could differ from these estimates. Any revision to accounting estimates is recognised prospectively
in the current and future periods.

¢} Principles of consolidation

The consolidated financial statements include the financial statements of Dr. Reddy's Laboratories Limited (“the Company”), the parent company and all of
its subsidiaries (collectively referred to as “the Group” or "Dr Reddy’s Group"), in which the Company has more than one-half of the voting power of an
enterprise or where the Company controls the composition of the board of directors. [n accordance with AS 27 - "Financial Reporting of Interests in Joint
Ventures®, issued by the ICAI, the Group has accounted for its proportionate share of interest in a joint venture by the proportionate consolidation methed.
The joint venture arrangement has been more fully described in Note S below.

The consolidated financial statements have been prepared on the following basis:

The financial statements of the parent company and the subsidiaries have been combined on a line-by-line basis by adding tegether the book values of like
items of assets, liabilities, income and expenses after eliminating intra-group balances / transactions and resulting unrealised profits in full. Unrzalised losses
resulting $rom intra-group transactions have also been eliminated except to the extent that recoverable value of related assets is lower than their cost to
the group. The amounts shown in respect of reserves comprise the amaunt of the relevant reserves as per the balance sheet of the parent corpany and its
share in the post-acquisition increase in the refevant reserves of the subsidiaries.

The Group accounts for investments by the equity method of accounting where it is able to exercise significant influence over the operating and financial
policies of the investee. Inter company profits and losses have been proportionately eliminated until realised by the investor or investee.

Pursuant to the adoption of AS 27 “Financial Reporting of Interest in Joint Ventures” the Group does not consolidate entities where, regardless of the
share of capital contributions, the minority shareholders have significant participating rights jointly with the Group, that provide for effective involvement
in significant financial and operating decisions in the ordinary course of business.

The proportionate share of Group’s interest in Joint Ventures is combined on a fine-by-line basis by adding together the book values of like items of assets,
liabilities, income and expenses after eliminating intra-group transactions and resulting unrealised profits, to the extent it pertains to the grcup.

The excess / deficit of cost ta the parent company of its investment in the subsidiaries, joint ventures and associates over its portion of equity at the respec-
tive dates on which investment in such entities were made is recognised in the financial statements as gocdwill / capital reserve. The parent company’s
portion of equity in such entities is determined on the basis of the book values of assets and liabilities as per the financial statements of such entities as on
the date of investment and if not available, the financial statements for the immediately preceding period adjusted for the effects of significar.t transactions,
up to the date of investment. Goodwill / capital reserve arising on the acquisition of an associate by the parent company is included in the czrrying amount
of investment in the associate but is disclosed separately.

The cansolidated financial statements are presented, to the extent possible, in the same format as that adopted by the parent company tor its separate
financial statements.

The consolidated financial statements are prepared using uniform accounting pelicies for like transactions and other events in similar circurnstances.

d)} Fixed assets and depreciation
Fixed assets are carried at the cost of acquisition or construction, less accumulated depreciation. The cost of fixed assets includes non-re‘undable taxes,
duties, freight and ather incidental expenses related to the acquisition and installation of the respective assets. Borrowing costs directly atiributable to
acquisition or construction of those fixed assets which necessarity take a substantial period of time to get ready for their intended use are capitalised.

Advances paid towards the acquisition of the fixed assets outstanding at each balance sheet date and the cost of fixed assets not ready for their intended
use before such date are disclosed under capital work-in-progress.

Depreciation on fixed assets is provided using the straight-line method at the rates specified in schedule XIV to the Companie’s Act, 1926 based on the
useful tives of the assets as estimated by Management, whichever is higher. Depreciation is calculated on a pro-rata basis from the date ¢f installation till
the date the assets are sold or disposed off. Individual assets costing less than Rs. 5,000 are depreciated in full in the year of acquisition.
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The Management’s estimates of the useful lives for various categories of fixed assets are given below:

I I YEARS

Buildings

— Factory and administrative buildings 201050
- Ancillary structures 3t0 10
Plant and machinery 3015
Electrical equipment 5015
taboratory equipment 5t015
Furniture, fixtures and office equipment (other than computer equipment} 4108
Computer equipment 3
Vehicles 4105
Library 2

Leasehold building is being amortised over the primary period of the lease.

e) Intangible assets and amortisation

Intangible assets are recorded at the consideration paid for acquisition. Intangible assets are amortised over their estimated useful lives on a suraight-line
basis, commencing from the date the asset is available to the Group for its use. The management estimates the useful lives for the varigus intangible assets

as follows:
} 1 I YEARS
Goodwill 5t0 20
Patents, rademarks and designs (including marketing know-how) 3t 10
Customer contracts 2105
Technical know-how 10
Non-compete fees 1.51t010

f) Investments

Long-term investments, other than investments in associates, are stated at cost. A provision for diminution s made to recognise a decline, other than tem-
porary, in the value of long-term investments, Current investments are carried at the lower of cost and fair value. The comparison of cost and fair value is
done separately in respect of each category of investment,

Investments in assoctates, accounted under the equity method of accounting, are initially recorded at cost, identifying any goodwill / capital reserve at the
time of acquisition. The carrying amount of such investments is adjusted thereafter for the post acquisition change in the Group's share of net assets of
the investee unless there is an agreement to the contrary. The carrying amount of investment in an assocate is reduced to recognise a decline, other than
temporary, in the value of the investment, such reduction being determined and made for each investment individually.

g) Inventories

Inventories are valued at the lower of cost and net realisable value. Cost of inventories comprises alf costs of purchase, cost of conversion and other costs
incurred in bringing the inventories to their present location and condition.

The methods of determining cost of various categories of inventories are as follows:

Raw materials First in first out (FIFO)

Stores and spares Weighted average method

Work-in-process and finished goods (manufactured) FIFO and including an appropriate share of production overheads
Finished goods {traded) Specific identification method

h} Research and development
Revenue expenditure on research and development is expensed as incurred. Capital expenditure incurred on research and development is capitalised as
fixed assets and depreciated in accordance with the depreciation policy of the Group.

i} Employee benefits

Contributions payable to an approved gratuity fund {a defined benefit plan) and certain defined benefit plans at overseas subsidiaries determined by
independent actuaries at the balance sheet date, are charged to the prefit and loss account. Provision for leave encashment cost is made on the basis of
actuarial valuation at the balance sheet date, carried out by an independent actuary.

Contributions payable to recognised provident funds, approved superannuation scheme, empfoyee pension and social security schemes in certain overseas
subsidiaries, which are defined contribution schemes, are charged to the profit and loss account,

All actuarial gains and losses arising during the year are recognized in the statement of expense of the year.
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i

k)

Foreign currency transactions, balances and translation of financial statements of foreign subsidiaries and joint venture

Foreign currency transactions are recorded using the exchange rates prevailing on the dates of the respective transactions, Exchange differences arising on
fareign currency transactions settled during the year are recognised in the profit and loss account.

Monetary assets and liabilities denominated in foreign currencies as at the balance sheet date not covered by forward exchange contracts are transfated at
year-end rates. The resultant exchange differences are recognised in the profit and loss account. Non-manetary assets are recorded at the rates prevailing
an the date of the transaction.

Forward contracts are entered into to hedge the foreign currency risk of the underlying outstanding at the balance sheet date. The premium or discount
on all such contracts arising at the inception of each cantract is amortised as expense or income over the life of the contract. Any profit or loss arising on
the cancellation or renewal of forward contracts is recognised as income or expense for the period.

In relation to the forward contracts entered inte to hedge the foreign currency risk of the underlying outstanding at the balance sheet date, t1e exchange
difference is calculated and recorded in accordance with AS - 11 {revised). The exchange difference on such a forward exchange contract is calculated as
the difference the foreign currency amount of the contract translated at the exchange at the reperting date, or the settlement date where the transaction is
settled during the reporting period, and the correspending foreign currency amount translated at the later of the date of inception of the forward exchange
contract and the tast reporting date. Such exchange differences are recognized in the profit and loss account in the reporting period in which the exchange
rates change.

The financial statements of the foreign integral subsidiaries, representative offices and (collectively referred 1o as the ‘foreign integral operations’) are
transiated into Indian rupees as follows:

Revenue items, except opening and closing inventories and depreciation are translated at the respective monthly average rates. Opening and closing in-
ventories are translated at the rates prevalent at the commencement and close respectively of the accounting period. Depreciation is translated at the rates
used for the translation of the values of the assets on which depreciation is calculated.

Monetary items are translated using the closing rate.
Non-monetary items, other than inventories, are translated using the exchange rate at the date of transaction i.e., the date when they were acquired.

The net exchange difference resulting from the translation of items in the financial statements of foreign integral operations is recognised as income or as
expense for the year.

Contingent liabilities are translated at the closing rate.

The consclidated foreign subsidiaries Reddy US, DREU, DRUK, Al, Falcon, RHG, Lacock, Beta group companies, Reddy Pharma [beria SA, Reddy Pharma Italia
SpA and joint venture KRRP have been identified as non integral operations in accordance with the requirements of AS -11 (Revised 2003} "The Effect of
Changes in Foreign Exchange rates” issued by ICAl which is effective for the accounting periods commencing on or after 1 April 2004. In accordance with
AS —11 {Revised 2003} "The Effect of Changes in Foreign Exchange rates”, the financial statements of such non-integral foreign operations are translated
into Indian rupees as follows:

- All assets and liabilities, both monetary and non-monetary, are transiated using the closing rate.
- Revenue items are translated at the respective monthly average rates.

- The resulting net exchange difference is credited or debited to a foreign currency translation reserve. However, an exchange difference zrising out of
intragroup monetary item, whether short term or long term is recognised in the profit and loss account,

- Cantingent liabilities are translated at the closing rate.

Derivative instruments and hedge accounting

The Company uses foreign exchange forward contracts and aptions to hedge its movements in foreign exchange rates and does not use the foreign ex-
change forward contracts and options for trading or speculative purposes.

Pursuant to ICAI Announcement “Accounting for Derivatives” on the early adoption of Accounting Standard AS 30 “Financial Instrumerts: Recognition
and Measurement”, the Company has early adopted the Standard far the year under review, to the extent that the adoption does not confl.ct with existing
mandatory accounting standards and other authoritative pronouncements, Company law and other requlatory requirements.

The Company classifies foreign currency opticns in respect of the forecasted transactions at the inception of each contract meeting the hedaing criterion, as
cash flow hedges. Changes in the fair value of options classified as cash flow hedges are recognised directly in shareholders’ funds (under the head “Hedg-
ing Reserves”) and are reclassified into the profit and loss account upon the occurrence of the hedged transaction. The gains / losses on options designated
as cash flow hedges are included along with the underlying hedged forecasted transactions. The exchange differences relating to options not designated
as cash“flow hedges are recognised in the profit and loss account as they arise. Further, the changes in fair value relating to the ineffective portion of the
cash flow hedges are recognised in the profit and loss account as they arise.
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n

m)

n)

o)

Revenue recognition

Revenue from sate of goods is recognised when significant risks and rewards in respect of ownership of products are transferred to customers. Revenue
from domestic sales of formulation products is recognised on dispatch of products to stockists by clearing and forwarding agents of the Group. Revenue
from domestic sales of active pharmaceutical ingredients and intermediates is recognised on dispatch of products from the factories of the Group. Revenue
from export sales is recognised on shipment of products.

Revenue from product sales is stated exclusive of returns, sales tax and applicable trade discounts and allowances.

Service income is recognised as per the terms of contracts with customers when the related services are performed, or the agreed milestones are
achieved.

Dividend income is recognised when the unconditional right to receive the income is established. Income from interest on deposits, loans and interest bear-
ing securities is recognised on the time proportionate method.

Export entitlements under the Duty Entitlement Pass Book {"DEPB") scheme are recognised as income when the right to receive credit as per the terms
of the scheme is established in respect of the exports made and where there is no significant uncertainty regarding the ultimate collection of the relevant
export proceeds.

The Group has entered into marketing arrangements with certain marketing partners for sale of gocds in certain overseas territories. Under such arrange-
ments, the Group sells generic products to the marketing partners at a price agreed in the arrangement. Revenue is recognized on these transactions upen
delivery of products to the marketing partners. An additional amount representing prefit share is recognized as revenue on the basis of ultimate net sale
proceeds realized by such marketing partners from the end customer. Such amount is determined as per the terms of the arrangement and recognized by
the Group when the realisation is certain.

The Group enters into certain dossier sates, licensing and supply arrangements with certain third parties. These arrangements include ceriain performance
obligations by the Group. Revenue from such arrangements is recognised in the period in which the Group completes all its perfarmance abligations.

Income-tax expense

Income tax expense comprises current iax and deferred tax charge or credit.

Current tax

The current charge for income taxes is calculated in accordance with the refevant tax regulations applicable to the entities in the Group.

Deferred tax

Deterred tax charge or credit reflects the tax effects of timing differences between accounting income and taxable income for the period. The deferred 1ax
charge or credit and the corresponding deferred tax liabilities or assets are recognised using the tax rates that have been enacted or substantially enacted
by the balance sheet date. Deferred tax assets are recognised only to the extent there is reasonable certainty that the assets can be realised in future; how-
ever, where there is unabsorbed deprectation or carry forward of losses, deferred tax assets are recognised only if there is a virtual certainty of realisation of
such assets. Deferred tax assets are reviewed at each balance sheet date and written-down or written-up to reflect the amount that is reasonably / virtually
certain (as the case may be) to be realised.

The break-up of the major components of the deferred tax assets and liabilities as at the balance sheet date have been arrived at after setting off deferred
tax assets and liabilities where the group has a legally enforceable right to set-off assets against liabilities, and where such assets and liabilities relate to
taxes on income levied by the same governing 1axation laws,

Earnings per share

The basic earnings per share {("EP5") is computed by dividing the net profit after tax for the year by the weighted average number of equity shares outstand-
ing during the year. For the purpose of calculating diluted earnings per share, net profit after tax for the year and the weighted average number of shares
outstanding during the year are adjusted for the effects of all dilutive potential equity shares. Ditutive potential equity shares are deemed converted as of
the beginning of the year, unless they have been issued at a later date. The diluted potential equity shares have been adjusted for the proceeds receivable
had the shares been actually issued at fair value (i.e. the average rmarket value of the outsianding shares).

Employee stock option schemes

In accordance with the Securities and Exchange Board of India guidelines, the excess of the market price of shares, at the date of grant of options under
the Employee stock option schemes, over the exercise price is treated as employee compensation and amortised over the vesting period.
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p)

q

r)

Impairment of assets

The Group assesses at each balance sheet date whether there is any indication that an asset may be impaired. If any such indication exists, the Group es-
timates the recoverable amount of the asset. If such recoverable amount of the asset or the recoverable amount of the cash generating unit to which the
asset belongs is Tess than its carrying amount, the carrying amount is reduced to its recoverable amount. The reduction is treated as an impairment loss and
is recognised in the profit and loss account. If at the balance sheet date there is an indication that if a previously assessed impairment loss no Jenger exists,
the recoverable amount is reassessed and the asset is reflected at the recoverable amount subject to a maximum of depreciated historical cost.

Provisions and contingent liabilities

The Group creates a provision when there is a present obligation as a result of a past event that probably requires an outflow of resources and a reliable
estimate can be made of the amount of the abligation. A disclosure for a contingent liability is made when there is a possible obligation or a present ob-
ligation that may, but probably will not, require an outflow of resources. Where there is possible obligation or a present obligation in respect cf which the
likelihood of outflow of resources is remote, no provision or disclosure is made.

Leases

Assets taken on lease where the Group acquires substantially the entire risks and rewards incidental 16 ownership are classified as finance leases. The
armount recorded is the lesser of the present value of the minimum lease rental and other incidental expenses during the lease term or the asset’s fair value,
The rental obligations, net of interest charges, are reflected in secured loan. Leases that do not transfer substantially all of the risks and rewards of owner-
ship are classified as operating leases and recorded as expenses as and when payments are made over the lease term,
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2. DESCRIPTION OF THE GROUP
Dr. Reddy's Laboratories Limited {“the Company™) together with its subsidiaries (collectively referred to as “the Group” or “Dr. Reddy's Group”) is a leading
India-based pharmaceutical group headquartered in Hyderabad, India, The Group's principal areas of operation are active pharmaceutical ingredients and in-
termediates, formulations, generics, custom pharmaceutical services and drug discovery. The Group's principal research and development and manufacturing
facilities are located in Andhra Pradesh, India with principal marketing facilities in India, Russia, the United Siates, the United Kingdom, Brazil, Germany, Spain,
italy, Australia and South Africa. The Company’s shares trade on several stock exchanges in India and on the Mew York Stock Exchange in the United Siates
from 11 April 2001.
Dr. Reddy’s subsidiaries, step-down subsidiaries, asseciates and joint venture are listed below;
PERCENTAGE
ENTITY \ l COUNTRY OF INCORPORATION HOLDING(%)
Subsidiaries
000 IV Reddy Biomed Limited ("RBL") A Company organised under the laws of Russia 100
Reddy Pharmaceuticals Hong Kong Limited A Company organised under the laws of Hong Kong 100
Dr. Reddy’s Laboratories Inc. ("DRLI™) A Company organised under the laws of New Jersey, USA 100
Reddy Cheminor S.A. A Company organised under the laws of Chartres, France 100
Reddy Antilles N.V. {"RANV") A Company organised under the laws of Antilles, Netherlands 100
Dr. Reddy's Farmaceutica Do Brazit Lida. A Company organised under the laws of Brazil 100
Aurigene Discovery Technolagies Limited A Company organised under the laws of India 100
Dr. Reddy’s Laboratories (EU) Limited ("DREU") A Company organised under the laws of the United Kingdom 100
Cheminor Investments Limited A Company organised under the laws of India 100
DRL Investments Limited A Company arganised under the laws of India 100
0QO0 Dr. Reddy’s Laboratories Limited A Company organised under the laws of Russia 100
Dr. Reddy’s Laboratories (Proprietary) Limited A Company organised under the laws of the Republic of South Africa &0
Dr. Reddy's Bio-Sciences Limited A Company organised under the laws of India 100
Trigenesis Therapeutics In¢. A Company organised under laws of New Jersey, USA 100
Industrias Quimicas Falcon de Mexico S.A.de.C V.{"Falcon*} A Company organised under laws of Mexico 100
Dr. Reddy's Laboratories (Australia} Pty. Limited A Company organised under laws of Australia 70
Reddy Pharma Iberia SA A Company arganised under laws of Spain 100
Lacock Holdings Limited (*Lacock”) A Comoany crganised under laws of Cyprus 100
Dr. Reddy's Laboratories SA A Company arganised under laws of Switzerland 100
Step-down subsidiaries
Reddy Netherlands B.V. A subsidiary of Reddy Antilles N.V., organised under the laws of .
Netherlands
Reddy US Therapeutics Inc. {“Reddy US*) Sss:bs‘\diary of Reddy Antilles N.V., organised under the laws of Atlanta, 100
Promius Pharma LLC (formerly Reddy Pharmaceuticals, LLC.) A subsidiary of Dr. Reddy’s Laboratories Inc., organised under the laws of 100
Delaware, USA :
Dr. Reddy's Laboratories (UK) Limited (*DRUK") A subsidiary of.Dr. Rt.addy's Laboratories (€U) Limited, organised under the 100
laws of the United Kingdom
) ) . - A subsidiary of Aurigene Discovery Technologies Limited, organised under
Aurigene Discavery Technologies Inc ("Al") the laws of Massachusetts, USA 100
Reddy Holding GmbH (“RHG") A subsidiary of Lacock Heldings Limited organised under the laws of 100
Germany
betapharm Arzneimittel GmbH A subsidiary of beta Healthcare GmbH & Co. KG organised under the laws 100
of Germany
beta Healthcare Solutions GmbH A subsidiary of beta Healthcare GmbH & Co. KG organised under the laws 100
of Germany
heta institut fur sozialmedizinische Forschung und Entwicklung A subsidiary of beta Healthcare GrmbH & Co. KG organised under the laws 100
GmbH of Germany
Reddy Pharma Italia SPA A subsidiary of Lacock Holdings Limited organised under the laws of Italy 100
Eurobridge Consulting B.V. A subsidiary of Reddy Antilles NV organised under the laws of Netherlands 100
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ENTITY

E [

. PHRCENTAGE
- . ‘ o . : : COUNTRY OF INCORPORATION N
N ‘ _ } ‘ HoloING( %)

000 DRS Limited A supsidiary of Eurobridge Consulting B.V. organised under the laws of 100
Russia
A subsidiary of Aurigine Discovery Technologies Lirnited organised un
Aurigine Discovery Technologies (Malaysia) Sdn bhd onary . .:g iseovery grés L ganised under 100
the laws of Malaysia
A idi ¥ Dr. R * ies SA i |
Affordable Health Care Limited subsidiary of Dr. Reddy’s Laboratories SA organised under laws of New 100
Zealand
Partnership firms _
A partnership firm with Dr. Reddy’s Holdings Private Limited organised
Globe Enterprises under the laws of India, wherein Dr. Reddy's and Dr. Reddy's Holdings 95
Private Limited share the profits in the ratio of 95:5
Joint Venture
Kunshan Rotam Reddy Pharmaceutical Company Limited . .
A Company organised under the laws of China 51.33
("Redcy Kunshan” or *KRRP") pany roanisee uncer '
Associates
100% of Class
A Limited Liability Company (LLC) organised under the laws of Delaware, ? X
APR LLC B interest
USA ‘ .
‘ in the LLC
Perlecan Pharma Private Limited A Company organised under the laws of India l 14.31

3. COMMITMENTS AND CONTINGENT LIABILITIES
' " AS AT AS AT
L ﬁﬁCpﬁmﬁmilments / contingent liabilities:

{a) Guarantees issued by banks - T 85_351 282,687
b Letters of credit outstanding 664,368 739,857
) {0 Contingent consideration payable in respect of subsidiaries acquired 12,463 12,463
_(®___Claims against the Group not acknowledged a5 debts in respect of.

{a)  Income tax matters, pending decisions on various—appgls made by the Group and by the o 668,569 892,367

Department

{b)  Excise matters, under dispute T EGS 17,451

{¢)  Sales tax matters, under dispute 14,625 16,605

(d)  Custems matter under dispute 17,911 19,711
o i} Other matters, under dispute ) 275 16,674

(f} Demand {or payment to the credit of the Drug Prices Equalisation Account under Drugs (Price Control) Order, 1995 which is being contested by the Company

in respect of its product “Norfloxacin”. During the year ended 31 March 2005, the Hon'hle High Court of Andhra Pradesh dismissed the review petition filed
by the Company against the original order passed by the same Court. Subsequently, the Company had filed a Special Leave Petition with the Supreme Court of
India appealing against the High Court Order.

During the year ended 31 March 2006 the Company received a further demand notice from the authorities for a total of Rs. 284,984 towards the overcharged
sale price (principal) and interest thereon. The Company fited a fresh writ petition in the High Court of Andhra Pradesh challenging the demand notice. The
High Court whilst admitting the writ petition, granted an interim order wherein it ordered the Company to deposit 50% of the principal amounting to Rs.
77,149, The Company deposited this amount with the authorities under protest on 14 November 2005, while it awaits the ouicome of its appeal with the
Supreme Court. In February 2008, the High Court directed the Company to deposit additional amount of Rs. 30,000, which was deposited by the Company
in March 2008. The Company has provided fully against the potential liability in respect of the principal amount demanded and believes that possibility of any
liability that may arise on account of interest and penalty is remote. In the event that the Company is unsuccessful in the litigation in Supreme Court, it will be
required to remit the sale proceeds in excess of the maximum selling price to Government of India and penalties or interest if any, the amounts of which are
not readily ascertainable

(i)

Estimated amount of contracts remaining to be executed on capital account and not pravided for {net of

1,552,967 1,186,157
advances)
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(iv)

In April 2006, the Company launched its fexofenadine hydrochloride 30 mg, 60 mg and 180 mg tablet products, which are generic versions of Sanofi-
Aventis’ (" Aventis”) Allegra® tablets. The Company is currently defending patent infringement actions brought by Aventis in the United States District Court
for the District of New lersey. There are three formulation patents, three use patents, and two active pharmaceutical ingredients (“API”) patents that are
the subject matter of litigation concerning the Company’s tablets. The Company has obtained summary judgment as to each of the formulation patents.
In September 2005, pursuant to an agreernent with Barr Pharmaceuticals, Inc., Teva Pharmaceuticals Industries timited ("Teva™) launched its fexofenadine
hydrochloride 30 mg, 60 mg and 180 mg tablet products, which are AB-rated to Aventis' Allegra® tablets. Aventis has brought patent infringement actions
against Teva and its APl supplier in the United States District Court for the District of New Jersey, There are three formulation patents, three use patents, and
two APl patents at issue in the litigation and Teva has abtained summary judgment as to each of the formulation patents. On 27 January 2006, the District
Court denied Aventis' motion for a preliminary injunction against Teva and its APl supplier on the three use patents, finding those patents likely to be invalid,
and one of the APl patents, finding that patent likely to be not infringed. The issues presented during that hearing are likely to be substantially similar to those
which will be presented with respect to Company’s 1ablet products. A trial has not been scheduled. If Aventis is ultimately successful on its allegation of patent
infringement, the Company could be required to pay damages relaied to the sales of its fexofenadine hydrochloride tablets and be prohibited from selfing
those products in the future.

v)

On 10 April 2008, Dr. Reddy's received a Civil Investigative Demand (*CID") from the United States Federal Trade Commission (“FTC"). A CID is a request for
information in the course of a civil investigation and does not constitute the commencement of legal proceedings. Dr. Reddy’s has been informed that the
focus of the civil antitrust investigation relates to the settlement arrangement enterad into between Dr. Reddy's and UCB resolving patent litigation concerning
levetiracetam. Dr. Reddy's believes that the terms of its settlement arrangement are consistent with all applicable antitrust laws. Dr. Reddy's is cooperating fully
with the FTC regarding this investigation. The Company however, does not foresee any claim of damages, fine or penalty.

(vi)

During the previous year, the Company received information from anonymous sources that ceriain persons have claimed ingome tax refunds by filing forged
income tax deduction forms of the Company. The matter is currently under investigation. The Company, however, does not foresee any claim of damages, fine
or penalty.

{vii)

Additionally, the Company and its affiliates are involved in other disputes, lawsuits, claims, governmental anc/or regulatory inspections, inguiries, investigations
and proceedings, including patent and commercial matters that arise from time to time in the crdinary course of business. The Company believes that there are
no such pending matters that are expected to have any material adverse effect on its financial statements in any given accounting period,

ACCOUNTING FOR ASSOCIATES

Pursuant to the adoption of AS 23 — "Accounting for Investments in Associates in Consolidated Finandial Statements®, the Group has accounted for its invest-
ments in APR LLC and Perlecan Pharma Private Limited under the equity method, as the Group exercises significant influence over the financial and operating
policy decisians of these entities.

Perlecan Pharma Private Limited {"Perlecan Pharma”)

The Group, during the year ended 31 March 2006 invested Rs, 100,800 in Perlecan Pharma for an equity stake of 14.28%. As more fully described in Note 13
of Schedule 19, the Company as per the terms of the agreement has 3 out of the 7 directors on the Board of Perlecan Pharma and has continuing involvement
in the operations of Perlecan Pharma. The Group has therefore concluded that it has a significant influence in the financial and operating policies of Perlecan
pharma and has accounted for its investment in Perlecan Pharma under the equity method. Further during the year ended March 31, 2007, the Company
and the other two investors have additionally invested Rs. 69,200 and Rs. 412,700 in Perlecan Pharma. As a result, the Company as at 31 March 2008 owns
approximately 14.31% of the equity of Perlecan Pharma.

The Group’s losses of Perlecan Pharma amounting 1o Rs. 12,676 {previous year: Rs. 65,891) has been recognised in these financial statements,

APR LLC (“APR")

On 30 January 2004, the Group invested Rs. 21,859 in the Class B interest of APR. APR is a development stage Company in the process of developing an active
pharmaceutical ingredient. In accordance with a Development and Supply Agreement between the Group and APR, the Group has agreed to fund APR's devel-
opment expenses, provided certain milestones are achieved. Such funding is repayable by APR upon successiul commercialisation of the product in the future.
In addition to its equity investment of Rs. 21,859 the Group has advanced Rs. 78,500 10 APR through 31 March 2005, During the year ended 31 March 2008,
the balance carrying value of the investment and advance amounting to Rs. 13,632 has been adjusted against the Group’s share of losses thereby reducing the
Group’s investment in APR to Rs. Nil at 31 March 2006.

Further during the year ended 31 March 2008, the Campany has advanced a sum of Rs. 4,033 {previous year: Rs. 20,634) and the same has been adjusted
against the Group's share of losses and thereby reducing the Group’s investrment in APR to Rs. Nit {previous year: Rs. Nil) at 31 March 2008.
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5.

ACCOUNTING FOR INTEREST IN A JOINT VENTURE (JV)

Kunshan Rotam Reddy Pharmaceuticals Company Limited (“Reddy Kunshan®)

EXCEPT SHARE DATA AND WHERE OTHERWI!

E STATED

The Company has a 51.33 % interest in Reddy Kunshan, a joint venture (JV) in China. Reddy Kunshan is engaged in manufacturing and marketing of active
pharmaceutical ingredients and intermediates and formulations in China. The contractual arrangement between shareholders of Reddy Kunshan indicates joint
control as the minarity shareholders, along with the Group, have significant participating rights such that they jointly control the financial and eperating policies
of Reddy Kunshan in the ordinary course of business.

The Group has, in accordance with AS 27 - “Financial Reporting of Interests in Joint Ventures” issued by the JCAI, accounted for its 51.33 % interest in the JV by
the proportionate consalidation method. Thus the Group's income statement, batance sheet and cash flow statement incorporate the Group'’s share of income,
expenses, assets, liahilities and cash flows of the ¥ on a line-b

PARTICULARS

as AT
31 marcH 2008

BALANCE SHEET

ili
AS AT

31 marcH 2007

Secured loan 82,880 84,609
Unsecured loan - 58,284
Foreign currency translation reserve 1,465 2,786
Fixed assets, net o 8an 89,238
Deferred tax assets, net 13,892 (5,100}
Current assets, loans and advances
Inventories 23,953 25,764
Sundry debtors 93,683 75,542
Cash and bank balances 19,002 21,559
Loans and advances 12,969 14,010
Current liabilities and provisions _
Current liabilities 79,187 32,553
Net current assets 70,440 108,322
Estimated amount of contracts remaining to be executed on capital account and not provided for {net of 541 108
advances)
FOR THE YEAR ENDED FOR THE YEAR ENDED

PARFICULARS 1 MARCH 2007
INCOME STATEMENT
Income
Sales 450,584 271,573
Other income _ 64 10,231
Expenditure
Material costs 286,137 152,929
Personnel costs 51,420 42,019
Operating and other expenses 87,234 61,332
Research and development expenses 3,133 3,457
Finance charges 5114 6,272
Depreciation 2,130 8,459
Profit / (Loss) before taxation 15,480 7,336
Provision for taxation

Current tax - -

Deferred tax {expense} / benefit 19,570 {5,134)
Profit / (Loss) after taxation 35,050 2,202
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SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

6. ACQUISITIONS
a. Dr. Reddy's Laboratories Inc. (DRLI)

In March 2000, Dr. Reddy's Laboratories Ing, {"DRLI"), a consolidated subsidiary, acquired 25% of its common stock held by a minority shareholder (Pharma,
LLC) for a cash consideration of Rs. 1, 072, which was accounted for by the purchase method. The terms of the Stock Redemption Agreement dated March
2000 and Amendment to Stock Purchase Agreement dated March 2002 also provide for contingent consideration not exceeding U.5.5. 14,000 over the
ten years following such purchase based on achievement of sales of certain covered products. Such payments would be recorded as goodwill in the period
in which the contingency is resolved.

In August 2006, the Company received a letter from Pharma, LLC alleging 1hat sales of ¢ertain products were excluded by the Company from its calculation
of gross revenue in computing the amount payable to Pharma, LLC. The Company, in its response, has stated that the stated products, being the authorized
generic products of the partnering innovator company, are not DRU products and therefore fall within the definition of "excluded products”. Accordingly,
the Company has rejected Pharma LLC's claim for its share of consideration from sale of these products. Subsequently, in October 2006, Pharma LLC has
instituted an Arbitration Proceeding under the Redemption Agreement. This arbitration was settled during the year ended 31 March 2008 by executing a
settlernent arrangement thraugh which all remaining payments amounting to U.S.3. 4,492 has been agreed to be paid in various instalments beginning
1 Qctober 2007 and ending on 1 January 2009 and consequently the Company has recorded the amount payable to Pharma LLC aggregating to Rs. 178,984
(U.5.5. 4,492). Accordingly, as of March 2008, there are no unresolved contingencies and the entire amount of Rs. 612,306 (U.5.$. 14,000) has been
paid / accrued towards such contingent consideration and recerded as goadwill.

b. Trigenesis Therapeutics Inc,

In 2004, the Company, through the acquisition of Trigenesis Therapeutics Inc. (“Trigenesis”), acquired certain technology platforms and marketing rights
for a total consideration of Rs. 496,715 (U.5.$. 11,000). During the year ended 31 March 2007, the Company completed a detailed review of business
opportunities in respect of these core technology platforms and marketing rights. Based on this review, the Company determined that further
commercialization of these intangible assets may not be economically viable due to further regulatory approval process requirements and unfeasible
partnering prospects, and therefore discontinued its efforts to further davelop these assets. Accordingly, the net carrying value of these intangible assets as of
31 March 2007 was written down to Rs. Nil, by recording a write-down of Rs. 205,574. This write down, which has been disclosed under depreciation and
amortisation expense in the consolidated profit and loss account for the year ended 31 March 2007.

7. DEFERRED TAXATION

AS AT AS AT
PARTICULARS
31 marcH 2008 31 marcH 2007

Deferred tax assets

Losses carried forward 12,141 16,889
Sundry debtors 68,873
Provisions 13,815 69,859
Inventories 25,643 -
Qther current assets 32,396 -
Current liabilities 32,747 8,366
185,615 95,114
Deferred tax liability
Sundry debtors - (23,750)
Other current assets - (64,535)
Inventories - (1,537)
Excess of depreciation allowable under Income tax law over depreciation provided in accounts (991,410) {972,249)
{991,410) (1,062,071)

Deferred tax liability, net {805,795) (966,957)
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SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

The net deferred tax liability of Rs. 805,795 (previous year: Rs. 966,957) has been presented in the balance sheet as follows:

i ASIAT AS AT
PARTICULARS
« 31 mapcH 2008 31 maicr 2007
Deferred tax assets 185815 9514
Deferred tax liabilities (991,410} (1.062,071)

8. EARNINGS PER SHARE (EPS)

The computation of EPS is set out below:

PARTICULARS

i(805,795)

A ] L
FOR THE YEAR ENDED

31 mArRcH 2008

FOR THE YIAR ENDED
31 mance 2007

Earnings o
Net profit for the year 9,658,878
Shares o
Number of shares at the beginning of the year _ 167,912,180 153,389,140
Add: Equity shares issued on exercise of vested stock aptions 260,566 223,040

Equity shares issued by way of American Depository Receipts - 14,300,000
Total number of equity shares outstanding at the end of the year 168,172,746 167,912,180
Weighted average number of equity shares outsianding during the year — Basic ) i ' jss@siéjp 158,552,454
Add: Wei f equity sh isi f i i f stock

eighted average number of equity shares arising out of outstanding stock options {net ¢f stoc 1114477 1,046,753

options forfeited) that have dilutive effect on EPS

Weighted average number of equity shares outstanding during the yéar — Diluted

169,190,017

159,599,207

Earnings;.r- share of face value Rs. 5 - Basic (Rs.)

w07

60.92

Earnings per share of face value Rs. S - Diluted (Rs.)

2590

6052

9. RELATED PARTY DISCLOSURES

a. The related parties where control exists are the subsidiaries, step down subsidiaries and partnership firms as described in Note 2. There are no other parties

over which the Group has control.

b. Other related parties with whom transactions have taken place during the year:

Associates
+  APRLLC, USA

* Perlecan Pharma Private Limited, India

Enterprise over which the Group has significant influence, throu gh 100% of
Class B interest.
Enterprise over which the Group has significant influence, through 14.31%

shareholding and through representation on Board of Directors of the

Company.

Joint Venture
* Kunshan Rotam Reddy Pharmaceutical Company Limited — China
("Reddy Kunshan” ar KRRP)

Enterprises where principal shareholders have control or significant influence (*Significant interest entities”)

» Dr. Reddy’s Research Foundation {"Research Foundation”)

Enterprise over which the group exercises joint control with other joint
venture partners and holds 51.33% equity stake

Enterprise aver which the principal shareholders have significant influence

Enterprise owned by principal shareholders
Enterprise owned by principal shareholder

*  Dr. Reddy's Holdings Private Limited
» |nstitute of Life Sciences

Others

* Diana Hotels Limited

« Ms. K Samrajyam

s Ms. G Anuradha

*  Ms. Deepthi Reddy

« Dr. Reddy’s Heritage Foundation

«  Dr. Reddy's Foundation for Human and Social development
»  Madras Diabetes Research Foundation

* Manava Seva Dharma Samvardhani Trust

Enterprise owned by relative of a director

Spouse of the Chairman

Spouse of the Executive Vice-Chairman and Chief Executive Officer
Spouse of the Managing Director and Chief Operating Officer
Enterprise in which the Chairman is a director

Enterprise where principal shareholders are trustees

Enterprise promoted by Director (tiil 28 July 2006}

Enterprise in which a director is managing trustee (till 28 July 22006}
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* KK Enterprises
+ AR Life Sciences Private Limited

Key management personnel represented on the board of the Company
* Dr. K Anji Reddy

¢ Mr. GV Prasad

s Mr K Satish Reddy

Non-executive and independent directors on the board of the Company
»  Dr. V Mohan {(tili 28 July 2006)

*  Dr. Omkar Goswami

s Mr. Ravi Bhoothalingam

+ Mr. P N Devarajan

Dr. Krishna G Palepu

¢ Mr. Apupam Puri

Ms. Kalpana Morparia (From 5 June 2007)

Dr. | P Moreau (From 18 May 2007)

¢ Particulars of refated party transactions

The following is a summary of significant related party transactions:

Chairman
Vice-Chairman and Chief Executive Officer
Managing Director and Chief Operating Officer

PARTICULARS

Enterprise in which relative of a director has significani influence
Enterprise in which relative of a director has significant influence

|

FOR THE YEAR ENDED
31 marcH 2008 |

FOR THE YEAR ENDED
31 marcH 2007

@ Sales to:
Significant interest entities
- Dr. Reddy’s Holdings Private Limited 285 390
Others
- AR, Life Sciences Private Limited 88,152 -
(il Purchases from:
Significant interest entities
- Dr. Reddy’s Holdings Private Limited 37,924 35,167
Qthers
~ A R. Life Sciences Private Limited 174,969 -
— QOthers 6,152 5.522
(i) Lease rentals and other service charges paid to Dr. Reddy’s Research Foundation - 8,236
{ivy  Contributions made to others for social developrent
- Dr. Reddy’s Foundation for Human and Social development 113,621 34,100
- Institute of Life Sciences - 40,000
() Service Income from Associate — Perfecan Pharma Private Limited 40,071 139,335
(vi)  Reimbursement of research & development and other expenses from Associate (Perlecan) 89,505 376,533
{vi}  Hotel expenses paid for;
— Diana Hotels Limited 12,596 9,227
{(vii)  Rent paid to:
Key management perscnnel
- Dr. K Anji Reddy 4,130 1,872
- Mr. K Satish Reddy 9,928 10,395
Others
—Ms. G Anuradha 8,663 7,812
— Ms, Deepthi Reddy 1,979 1,805
(ix)  Directors’ sitting fees 365 350
(x}  Executive Directors’ Rernuneration 165,255 361,320
{x)  Investments in associate ~ Perlecan Pharma Private Limited - 69,200
(xi)  Investments in Joint venture ~ Kunshan Rotam Reddy Pharmaceutical Company Limited - 89,274
{xiii) Loan / advance to an associates (65,525} 23,186
{xiv) Loss pick up of Associates 16,709 86,525
{xv)  Purchase of Land, buildings and movable assets from Dr. Reddy’s Research Foundation 140,995 -
(xvi) Advance made to Dr. Reddy’s Holdings Private Limited towards acquisition of land 680,000 40,000
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d. The Company has the following amounts dues from / to related parties:

AS AT

PARTICULARS
31 marcH 2007

)

Due from related parties {included in loans and advances and sundry debiors):

Significant interest entities

- Dr. Reddy’s Holdings Private Limited - ) gs;o,p@ 40,0007

QOthers it

- AR. Life Sciences Private Limited 26,093 -

- Others 3 209 65

{ii)

Deposit with Dr. Reddy’s Research Foundation ) - 3,000

(iii)

Due 1o related parties (included in current liabilities). o T

Significant interest entities -

- Dr. Reddy’'s Research Foundation - 19,012

- Others - 1,061

Diana Hotels Limited o 450 -

Others

- AR. Life Sciences Private Limited ) o 16,160 -

- Others - 126

10.

e. Details of remuneration paid to the whole-time and non-whole-tlime directors are given in Note 11 to Schedule 19.

SEGMENTAL INFORMATION
The primary and secondary reportable segments are business segments and geographic segments respectively.
Business segments:
For manageiment purposes, the Group is organised on a wortdwide basis into five strategic business units (SBUs), which are the reportable segments:

= Formulations (including Critical care and Bictechnology);
«  Active Pharmaceutical Ingredients and Intermediates (API);
¢ Generics,

¢ Drug Discovery and

»  Custom Pharmaceutical Services (CPS).

The Group reports its primary segment information on the basis of strategic business units {SBUs). Formulations also referred to as finished dosayes consist of
finished pharmaceutical products marketed under brand name and ready for consumption by the patient. Active pharmaceutical ingredients and intermediates,
also known as active pharmaceutical products or bulk drugs, are the principal ingredients for formulations. Active pharmaceutical ingredients and intermediates
become formulations when the dosage is fixed in a form ready for human consumption such as a tablet, capsule or liquid using additoenal inactive ingredients.
Generics are generic finished dosages with therapeutic equivalence 0 innovator products. Drug Discovery involves the discovery of new chemical entities meant
for subsequent commercialisation or out licensing. Custom Pharmaceutical Services business caters to the strategic outsourcing needs of large innavator as well
as emerging pharmaceutical companies, spanning the entire value chain of pharmaceutical services.

Geographic segments:
The Group's business is organised into five key geographic segments. Revenues are attributable to individual geographic segments based on the Iocation of the
customer.

Segment revenues and expenses:

All segment revenues and expenses are directly attributable to the segments.

Segment assets and liabilities:
According to the internal organisation and management structure of the Group and its system of internal financial reporting, the Chief Operating Decision
Maker does not review the total assets and liabilities for each reportable segment.

The assets and liabilities are not fully identifiable with / allocable to individual reportable segments, as certain assets are interchangeable between segments.
Consequently, the Management believes that it is not practicable to provide segmental disclosures relating to total assets and liabilities by primary segments.

inter-segment transfers:
Segment revenue, segment expenses and segment result include transfers between business segments, Inter-segment transfers are accounted fcr at cost to the
transferring segment. Such transfers are eliminated on consolidation.
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SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

Accounting policies:

The accounting policies consisiently used in the preparation of the financial statements are also appfied to items of revenues and expenditure in individual seg-
ments,

Unallacable and Head office expenses:

General adminisirative expenses, head-office expenses, and other expenses that arise at the corporate level and relate to the Group as a whole, are shown as
unallocable items.

Sales by markets:

The following table shows the distribution of the Group’s sales by gecgraphical markets, based on the location of the custorner:

Sales revenues by geographic markets (Gross of excise and other similar duties)

’
FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS
31 wasca 2008 31 marcu 2007

India 10,053,473 8,863,494
North America 11,293,908 28,378,046
Russia and other CIS countries 5,525,828 4,854,484
Europe 15,584,859 14,655,024

Others 7,241,956 8,334,626

65,125,674

Analysis of assets by geography

As AT A5 AT
PARTICULARS
31 marcH 2008 31 mancH 2007

india 36,583,844 9,499,098
North America __ 6310, 222 19,964,595
Russia and other CIS ¢couniries 1,216 256 4,995,464
Europe 31,592,527 31,744,851

Others 923,679 838,358
‘ ' 76,626,528 77,042,365

Cost of tangible and intangible fixed assets acquired by geography

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS
‘ 31 march 2008 31 march 2007

India 4,771,304 2,591,602
North America 499,085 396,656
Russia and other CIS countries 4,662 5,611
Eurape 384,799 469,008
Others 13,108 9,363

5672,958 3,472,240

11. PARTICULARS OF MANAGERIAL REMUNERATION
The remuneration paid to managerial personnel during the year:

' FOR THE'YEAR ENDED FOR THE YEAR ENDED
i 31 mancH 2008 31 marcH 2007

PARTICULARS

Remuneration and Commission to whole-time directors

Salaries and allowances 12,600 11,584
Commission 150,777 347,996
Other perquisites 1,878 1,740

165,255 361,320
Cammission to non-whole-time directors 18,515 13,041

374 36.1

The executive directers are covered under the Company’s gratuity policy along with the other employees of the Company, Proportlonate amount of gratuity is
not included in the aforementioned disclosure,
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1z2.

Note: Computation of Net Profits under Section 309(5) of the Companies Act, 1956 (“the Act”) and the computation af limit on commussion payat e to non-
whole-time directors have not been disclosed as the limits prescribed under the Act do not apply 1o the Consolidated financial statements of the Company.

Leave encashment of Rs. Nil {previous year: Rs. 49,000) has not been considered in the above tabular disclosure.

EMPLOYEE STOCK OPTION SCHEME
Dr. Reddy’s Employees Stock Option Plan-2002 {the “DRL 2002 Plan”):

The Company instituied the 2002 Scheme for zll efigible employees in pursuance of the special resolution approved by the shareholders in the Annual General
Meeting held on 24 September 2001. The DRL 2002 Plan covers all nen promoter directors and employees of Dr. Reddys and its subsidiaries (collectivaly referred
to as eligible “employees"). Under the DRL 2002 plan, the Compensation Committee of the Board {*the Compensation Committee’) shall adminis-er the DRL
2002 plan and grant stock options to directors and eligible employees. The Compensation Committee shalt determine the employees eligible for receiving the
options, the number of options to be granted, the exercise price, the vesting period and the exercise period. The vesting period is determined for the opticns
issued on the date of the grant. The maximum contractua term fer aforementioned stock option plan is generally five years. The options issued under the ORL
2002 plan vest in periads ranging between one and four years.

The 2002 Plan was amended on 28 July 2004 at the annual general meeting of shareholders to provide for stock options granis in two categaries:

Category A: 1,721,700 stock options out of the total of 2,295,478 reserved for grant of options having an exercise price equal to the fair market value of the
underlying equity shares on the date of grant; and

Category B: 573,778 stock options out of the total of 2,295,478 reserved for grant of options having an exercise price equal to the par value of the underlying
equity shares (i.e., Rs. 5 per option}.

The DRL 2002 Plan was further amended on 27 July 2005 at the annual general meeting of shareholders to provide far stock option grants in two categories:

Category A: 300,000 stock options out of the total of 2,295,478 reserved for grant of options having an exercise price equal 10 the fair market value of the
underlying equity shares on the date of grant; and

Category B: 1,995,478 stock options out of the total of 2,295,478 reserved for grant of options having exercise price equal to the par value of the underlying
equity shares {i.e., Rs. 5 per option).

The fair market value of a share an each grant date falling under Category A above is defined as the average closing price (after adjusiment of Bo 1us issue) for
30 days prior to the grant, in the stock exchange where there is highest trading volume during that period. Notwithstanding the foregoing, the Compensation
Committee may, after getting the approval of the sharehoiders in the annual general meeting, grant options with a per share exercise price other than fair
market value and par value of the equity shares.

As the number of shares that an individual employee is entitled to receive and the price of the option are known at the grant date, the scheme is considered
as a fixed grant.

In the case of termination of employment, all non-vested cplions would stand cancelled, Options that have vested but have not been exercised can be exercised
withir the time prescribed under each option agreement by the Committee or if no time limit is prescribed, within three months of the date of employment
termination, failing which they would stand cancelled.

During the current year, the Company under the DRL 2002 Plan has issued 386,060 options to eligible employees. The vesting pericd for the options granted
varies from 12 to 48 months.

The date of grant, number of options granted, exeraise price fixed by the Committee for respective options and the market price of the shares of the Company
on the date of grant is given below:

17May-07 S 377,060 } 500

18-May-0

9,000 5.00
AR FEERAI ¥ o N
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Stock opnon activity under the DRL 2002 Plan was as follows:

1 woF -
CATEGDRV A = FAIR!MARKE _LUN OPTIONS

- — R—
FISCAL YEAR ENDED 31 marcH 2007

WEIGHTED-

SHARES ARISING
PARTICULARS
OUT OF OPTIONS

RANGE OF
EXERCISE PRICES

WEIGHTED-
AVERAGE
EXERCISE PRICE

AVERAGE
REMAINING
CONTRACTUAL

LIFE (MONTHS)

Cutstanding at the beginning of the year 234,500 Rs. 362.5-531.51 Rs. 439.43 64
Granted during the year - - - -
Expired / forfeited during the year (11,600) 441.5-5745 5278 -
Exercised during the year (31,320) 441,5-531.51 477 .4 -
Qutstanding at the end of the year 191,580 362.5-531.51 4279 54
Exercisable at the end of the year 103,680 Rs. 362.5-531.51 Rs. 447.58 38

TS e ——
_ FiSCAL YEAR ENDFD 31 MarcH 2008

SHARES ARISING
PARTICULARS
OUT OF OPTIONS

RANGE OF
EXERCISE PRICES

WEIGHTED~
AVERAGE

ERXERCISE PRICE

WEIGHTED-
AVERAGE

REMAINING

CONTRACTUAL
LiFE {MONTHS)

191,580 Rs.

Outstanding at the beginning of the year 362.5-531.51 Rs. 427.9 38
Expired / forfeited during the year {2,100} 442 .5 442 5 -
Exercised during the year (30,700) 441.5-531.51 458.32 -
Qutstanding at the end of ihe year 158,780 362.5-531.51 421.79 44
Exercisable at the end of the year 119,830 Rs. 362.5-531.51 Rs. 433.05 35

SHARES ARISING

PARTICULARS
OUT OF OPTIONS

FISCAL YEAR :I;I;gb 31 march 2007

RANGE OF

EXERCISE PRICES

WEIGHTED-
AVERAGE

EXERCISE PRICE

WEIGHTED-
AVERAGE
REMAINING
CONTRACTUAL

LiFE (MONTHS)

Outstanding at the beginning of the year 729,968 Rs. 5 Rs. 5 81
Granted during the year 427,060 5 5 81
Forfeited during the year (76,056) 5 5 -
Exercised during the year (191,720) 5 5 -
Qutstanding at the end of the year 889,252 5 5 77
Exercisable at the end of the year 43,256 Rs. 5 Rs. S 51

CATEGOR\".EF PAR z [ 40PTIOMS'

SHARES ARISING
PARTICULARS
OUT OF OPTIONS

RANGE OF

EXERCISE PRICES

FISCAL YEAR ENDED 31 marcH 2008

WEIGHTED-
AVERAGE

EXERCISE PRICE

WEIGHTED-
AVERAGE

REMAINING

CONTRACTUAL

LiFe {MONTHS)

Outstanding at the beginning of the period 889,252 Rs. 5 Rs. 5 77
Granted during the pericd 386,060 5 5 91
Forfeited during the period (133,240) 5 5 -
Surrendered by emptoyees during the period (138,418} 5 5 -
Exercised during the period (229,866} 5 5 -
Quistanding at the end of the period 773,788 5 5 74
Exercisable at the end of the pericd 72,364 Rs. 5 Rs.5 50
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SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)
Dr. Reddy’s Employees ADR Stock Option Scheme-2007 (“the DRL 2007 Plan"):

The Company instituted the DRL 2007 Plan for all eligible employees in pursuance of the special resolution approved by the shareholders in the Annual Gen-
eral Meeting held on 27 July 2005, The DRL 2007 Plan came into effect on approval of the Board of Directors on 22 January 2007. The DRL 2007 Plan covers
al! non-promater Directors and employees of Dr. Reddy's and its subsidiaries {collectively referred to as "eligible employees”). Under the DRL 2007 Plan, the
Compensation Committee of the Board {the "Compensation Cornmittee”) shall administer the DRL 2007 Plan and grant stock options 1o directors and eligible
employees. The Compensation Committee shall determine the employees eligible for receiving the options, the number of options to be granted, the exercise
price, the vesting period and the exercise period. The vesting period is determined for all options issued on the date of the grant. The maximum contractual term
for aforementicned stock option plan is generally five years. The options issued under the DRL 2007 plan vest in periods ranging between one and four years.

The DRL 2007 Plan provide for stock option grants in two categories:

Category A: 382,695 stock options out of the total of 1,530,779 reserved for grant of options having an exercise price equal to the fair market vatue of the
underlying equity shares on the date of grant; and

Category B: 1,148,084 stock options out of the total of 1,530,779 reserved for grant of options having an exercise price equal to the par value of 1he underiy-
ing equity shares (i.e., Rs. 5 per option).

During the current year, the Company under the DRL 2007 Plan has issued 206,818 options to eligible employees. The vesting period for the options granted
varies from 12 to 48 months

The date of grant, number of options granted, exercise price fixed by the Committee for respective options and the market price of the shares of the Company
on the date of grant is given below:

MARKET PRICE (RUPEES)

DATE OF GRANT NUMEER OF OPTIONS GRANTED EXERCISE PRICE (RUPEES)
(A‘S PER SEBI GUIDELINES)
05-Aprit-07 126,418 5.00 747.35
17-May-07 59,400 5.00 663.60
18-May-07 21,000 £.00 678.45

| [ aeans | I

Stock option activity under the DRL 2007 Plan was as follows:

| CATEGORY B = PAR VALUE OPTIONS FISCAL YEAR ENDED 31 marcH 2008

| WEIGHTED-
WEIGHTED- AVERAGE

SHARES ARISING RANGE OF
PARTICULARS AVERAGE REMAINING

' OUT OF OPTIONS EXERCISE PRICES
EXERCISE PRICE CCNTRACTUAL
tiFt; {MONTHS)
Quistanding at the beginning of the period - - - -
Granted during the period 206,818 Rs. 5 Rs. 5 84
Forfeited during the period (24,040) 5 5 -
Exercised during the pericd - - - -
Qutstanding at the end of the period 182,778 Rs. 5 Rs. 5 73

Exercisable at the end of the period - - - -

The Company has followed intrinsic method of accounting based on which a compensation expense of Rs. 207,125 {previous year: Rs. 181,661) has been
recognized in the profit and loss account (refer Schedule 2 - Deferred stock compensation cost). The Compensation Committee at its meeting earlier held on
24 October 2007 proposed that the Company should absorh the full liability for the Fringe Benefit Tax (FBT) on the exercising of all stock options granted till
the date of the resclution and further that for future grants from the date of this resclution FBT would be recovered from the concerned employee. In addition,
the above amendment would be proposed at the ensuing Annual General Meeting of the Company proposed in July 2008, if required, for the approval of the
shareholders.

Finance Act, 2007 included Fringe Benefit Tax (“FBT"} on Employee Stock Option plans. FBT expense for the year includes FBT in respect of stock oations granted
till October 2007 not collected from employees amounting to Rs. 80,682.

Aurigene Discovery Technologies Ltd. Employee Stock Option Plan (the "Aurigene ESOP Plan”):

In fiscal 2004, Aurigene Discovery Technologies Limited (" Aurigene”), a consolidated subsidiary, adopted the Aurigena ESOP Plan to provide for issuance
of stack options to employees. Aurigene has reserved 4,550,000 of its ordinary shares for issuance under this plan. Under the Aurigene ESOP Plan, stock
options may be granted at a price per share as may be determined by the Compensation Committee. The options vest from a period ranging from
one 1o three years, inlcuding certain options which vest immediately on grant.
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During the year ended 31 March 2008, the plan was amended to increase the total number of options reserved for issuance to 7,500,000 and recovery of fringe
benefit tax from employees.

Stock option activity under the Aurigene ESOP Plan was as follows:

FISCAL YEAR ENDED 31 MarcH 2007

WEIGHTED-

WEIGHTED~ . AVERAGE
SHARES ARISING

PARTICULARS EXERCISE PRICE AVERAGE REMAINING
OUT OF OPTIONS

EXERCISE PRICE CONTRACTUAL

LIFE {MONTHS)

QOutstanding at the beginning of the year 528,907 Rs. 10 Rs. 10 67
Granted during the year 910,786 10 10 66
Expired / forfeited during the year {256,110) 10 10 -
QOutstanding at the end of the year 1,183,583 i0 10 62
Exercisable at the end of the year 7.470 Rs. 10 Rs. 10 28

FISCAL YEAR ENDED 31 marcH 2008

WEIGHTED-

WEIGHTED- AVERAGE
SHARES ARISING

PARTICULARS AVERAGE REMAINING

OUT OF OPTIONS EXERCISE FRICE
EXERCISE PRICE CONTRACTUAL

LIFE {MONTHS)

Qutstanding at the beginning of the year 1,183,583 Rs. 10 Rs. 10 62
Granted during the year 1,877,369 10 10 42
Expired / forfeitec during the year {99,836) 10 10 -
Qutstanding at the end of the year 2,961,116 10 10 45
Exercisable at the end of the year 1.260,815 Rs. 10 Rs. 10 33

13.

The Company has followed intrinsic method of accounting based on which a compensation expense of Rs. 25,801 (previous year: Rs. Nil} has been recognized
in the profit and loss account (refer Schedule 2 — Deferred stock compensation cost).

Aurigene Discovery Technologies Ltd. Management Group $tack Grant Plan {the “Management Plan”):

In fiscal 2004, Aurigene adopted the Aurigene Discovery Technologies Limited Management Group Stock Grant Plan {the *Aurigene Management Plan*} o
provide for issuance of stock options to management employees of Aurigene and its subsidiary Aurigene Discovery Technologies Inc. Aurigene has reserved
2,950,000 of its ordinary shares for issuance under this plan. Under the Aurigene Management Plan, stock options may be granied at an exercise price as
determined by Aurigere’s Compensation Committee, As of 31 March 2008, there were no stock options outstanding under the Aurigene Management Plan.
The plan was closed by a resotution of the shareholders in January 2008.

RESEARCH AND DEVELOPMENT ARRANGEMENT

The Group undertakes significant portion of the research and development activities relating 1o drug discovery through its research facilities located in the United
States and India.

I-VEN Pharma arrangement

During the year ended 31 March 2005, the Group entered into a joint developrment and commercialisation agreement with I-VEN Pharma Capital Limited
("I-VEN"). As per the terms of the agreement, I-VEN will fund up to fifty percent of the project costs {development, registration and legat costs) related 1o the
specified generic product filings made by the Group for the United States of America market. The terms of the arrangement do not require the Group to repay
the funds or purchase I-VEN's interest in the event of the failure of the research and development. However, an successful commercialisation of these products,
the Group would pay I-VEN royalty at agreed rates on sales for a period of 5 years for each product, The first tranch advanced by I-VEN of Rs. 985,388 was
received on 28 March 2005.

The amount received from -VEN will be recognised in the income statement upon completion of specific milestones as detailed in the agreement. Accordingly,
an amount of Rs. Nil {previous year: 452,763} has been recognised in the current year representing the proportionate ¢osts relating to the completion of speci-
fied filings as a credit to research and development expenses. During the year ended 31 March 2007, an amendment agreement has been signed between the
parties to reflect a change in the product portfolic and the royalty rate.




154 | ANNUAL REPORT 2007-08 CONSOLIDATING FOR THE FUTURE

| sehedule to the Conselideted Balance Sheet | Profit and Loss Accourt covrmuesy |

SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

Perlecan Pharma arrangement

In Sepiember 2005, the Company announced the formation of an integrated drug development company, Perlecan Pharra Private Limited (" Perlecan Pharma”),
with a total equity of U.5.$. 52,500 to be contributed jointly by the Company, Citigroup Venture Capital International Growth Partnership Mauritius timited
(" Citigroup Venture”) and ICICl Venture Funds Management Company (“ICICI Venture™). Perlecan Pharma would be engaged in the dinical development and
out-licensing of New Chemical Entity {"NCE") assets. As part of this arrangement, the Company has transferred all rights and title, including the development
and commercialization rights, of four NCE assets to Perlecan Pharma, on 27 March 2007 {"the closing date”).

As per the arrangement, Citigroup Venture and ICICI Venture will contribute U1.5.3. 22,500 each and the Company will contribute U.S.$. 7,500 towards Perlecan
Pharma’s initial equity capital. As a result, the Company will initially own approximately 14.28% of the equity of Perlecan Pharma. Further, three out of seven
directors on the board of Perlecan Pharma will be from the Company. In addition, Perlecan Pharma will issue to the Company warrants to purchaze 45 million
equity shares of Perlecan Pharma, at Re. 1.00 per warrant, the exercise of which will be contingent upon the success of cenain research and development mile-
stones. If the warrants are fully exercised, then the Company will own approximately 62.5% of the equity shares of Perfecan Pharma.

Further, as per the terms of the arrangement, the Company will have the first right to conduct product development and chemical trials on behalf of Perlecan
Pharma on an arm’s length basis subject to the final decision by the board of directors of Perlecan Pharma. Moreover, the research and development expenses
incurred by the Company from 1 April 2005 till the closing date of the arrangement will be reimbursed by Perlecan Pharma [Rs. 89, 505 towards 2007-08
(Previous year Rs, 372,642)].

As a1 31 March 2008, the Company owns approximately 14.31% of the equity of Perlecan pharma, In addition, the Company is committed to invest an ad-
ditional amount of Rs. 170,000 as its equity contribution in future,

14. OPERATING LEASE

, The Group leases office residential facilities and vehicles under operating lease agreaments that are renewable on a periodic basis at the option of both the lessor
‘ and the lessee, Rental expense under those leases was Rs. 264,026 (previous year Rs. 325,153).

The schedule of future minimum rental payments in respect of non-cancellable operating leases is set out below:

. AS AT
PARTICULARS

| 31 marcu 2007

Not later than 1 year o _161,?43 131,399

Later than t year and not later than 5 years o 335959 266,748

Beyond S years - 30,979 ] 67,181

15. FINANCE LEASE
The Company has taken buildings and Vehicies under finance lease. Future minimum lease payments under finance leases as at 31 March 2008 are as follows:

PRESENT VALUE OF
MINIMUM LEASE

PARTHCULARS MINIMUM LEASE FUTURE INTEREST
PAYMENTS

PAYMENTS
Not later than 1 year 12,094 8,505 20,599
Later than 1 year and not later than 5 years 46,191 6,477 52,668
Beyond 5 years 233,037 975 234,011

DAL D | 350s7 ] i 3072785

EJ!
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SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

16. EMPLOYEE BENEFIT PLANS

Effective 1 April 2006, the company adopted the revised accounting standard on employes benefits. Pursuant to the adaption, the transitional obligations of
the company amounted to Rs. 81,702 net of tax of Rs. 43,483. As required by the standard, the obligation has been recorded in the year ended 31 March 2007

with the transfer of Rs. 81,702 to revenue reserves.

The following table set out the status of the gratuity plan as required under AS 15 (Revised)

16.1.EMPLOYEE BENEFIT PLAN NOTE FOR DR. REDDY'S LABORATORIES LIMITED

The disclosure requirements of Dr. Reddy's Laboratories Limited are shown in the tables below:
Reconciliation of benefit obligations and plan assets for the period

a}) Change in defined benefit obligation:

PARTICULARS

.
S . FOR THE YEAR ENDED .
S
fa 3N

FOR THE YEAR ENDED
31 marcu 2007

piarcn 2008

Opening defined benefit obligation 257,986 216,271
Current service cost 33,774 27,785
Interest cost 22,052 15,518
Actuarial losses / (gain) 36,993 20,627
Benefits paid (31,538} (22,219
Closing defined benefit obligation 319,267 257,986

9) Change in the Fair value of assets:

PARTICULARS

FOR THE YEAR ENDED
31 marcH 2007

Opening fair value of plan assets 238,325 220,270
Expected return on plan assets o 16,8§1 15,192
Actuarial gains / (lpsses) o o 1@0 603
Contributions by employer L 53,157 21,479
Benefits paid {31,538) (22,219)
Closing fair value of plan assets 289,075 236,325

Amount recognized in Balance Sheet

PARTICULARS

[ Fm o T e e

RTINS roR THE YEAR ENDED
. 31 marcn 2008 31 marcH 2007

Present value of funded cbligations 319,267 257,986
Fair value of plan assets (289,075} (236,325)
Net liability 30,192 21,661
Amounts in the balance sheet

Provision for gratuity 30,1592 21,661
Met liability / {asset) 30,192 21,661

Expense recognized in statement of profit and loss Account

PARTICULARS

FOR THE YEAR ENDED
31 marcH 2007

Current service cost 27,789
Interest on defined benefit obligation 15,518
Expected return on plan assets (16,891) (16,193}
Net actuarial losses / (gains) recognized in year 22,752 20,024
Total, included in “employee benefit expense” 61,687 47,138
Actual return on plan assets 31,132 16,796
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FOR THE YEAR ENDED FOR THE YHAR ENDED
31 marcH 2008 31 marcH 2007

| Schedlle to the Consoiidated Balance Sheet | Profit and Loss ACCOURS (conrinueo)

Asset Information

CATEGORY OF ASSETS

Government of India securities . 39% 4.61%
Carporate bonds 2.81% 3.43%
Insurer managed funds o 52@&/.: 90.54%
Others ~1.08% 1.42%
Total 100% 100%

The approximate market value of the assets as at 31 March 2008 was Rs. 289,076 (previous Year Rs. 236,325}, a breakup of the same is as follows:

FOR THE YEAR ENDED
31 marcH 2008

FOR THE YEAR ENDED

CATEGORY OF ASSETS
31 miRcH 2007

Government of India securities 11,296 10,900

Corporate bonds N :_ § lj 5 8,115

Insurer managed funds 266,534 213,974

Others IERER 3,336

Toial 289,076 236,325

Summary of Actuarial Assumptions

Financial assumptions at the valuation date:

FOR THE YEAR ENDED FOR THE '(EAR ENDED

31 mMarch 2007

Discount rate ___ 180%pa. 8.00% p.a.

Expected rate of return on plan assets 7.50% p.a. 7.50% p.a.

8% p.a. for next
4years & 6% p.a.
thereafter

8% p.a. for next
Syears & 6% p.a.
thereafter

Salary escalation rate

Discount rate: The discount rate is based on the prevailing market yields of Indian government securities as at the balance sheet date for the estimated term
of the obligations.

Expected rate of return on plan assets: This is based on the expeciation of the average long term rate of return expected on investments of the Fund during
the estimated term of the abligations.

Salary escalation rate: The estimates of future salary increases considered takes into account the inflation, senicrity, promotion and other relevant factors.

16.2.EMPLOYEE BENEFIT PLAN NOTE FOR AURIGENE DISCOVERY TECHNOLOGIES LIMITED

The disclosure requirements of Aurigine Discovery Technologies Limited are shown in the below tables:

Reconciliation of henefit obligations and plan assets for the period

a) Change in defined benefit obligation:

FOR THE YEAR ENDED
PARTICULARS

FOR THE YEAR ENDED
31 marcH 2008

31 marcH 2007

Opening defined bensfit obligation 1,927 1,036
Current service cost 1,007 705
Interest cost 15 77
Actuarial losses / (gain) 29 109
Benefits paid (40) -
Closing defined benefit obligation 3,074 1,927
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b}  Amount recognized in Balance Sheet;

PARTICULARS

FOR THE YEAR ENDED
31 marcu 2008

FOR THE YEAR ENDED
31 marcu 2007

Present value of unfunded obligations 3,074 1,927
Fair value of plan assets - -
Net liability 3,074 1,927
Amaunts in the balance sheet

Provision for gratuity 3,074 1,927
Net liability / (asset) 3,074 1,927

Expense recognized in statement of profit and loss Account

PARTICULARS

FOR THE YEAR ENDED
31 marcH 2008

FOR THE YEAR ENDED
31 marcH 2007

Current service cost 1,007 705
Interest on defined benefit obligation 151 77
Expected return on plan assets - -
Net actuarial losses / {gains) recognized in year 29 109
Total, included in “employee henefit expense” 1,187 891

Actual return on plan assets

Summary of Actuarial Assumptions

Financial assumptions at the valuation date:

Discount rate

FOR THE YEAR ENDED
31 march 2008

7.80% p.a.

FOR THE YEAR ENDED
31 marcH 2007

8.00% p.a.

Expected rate of return on plan assets

0.00% p.a.

0.00% p.a.

Salary escalation rate

10% p.a. for next
4 years & 6% p.a.

thereafter

10% p.a. for next
5years & 6% p.a.
thereafter

Discount rate: The discount rate is based on the prevailing market yields of Indian government securities as at the balance sheet date for the estimated term

of the abligations.

Expected rate of return on plan assets: This is based on the expectation of the average long term rate of return expected on investments of the Fund during

the estimated term of the obligations.

Salary escalation rate: The estimates of future satary increases considered takes into account the inflation, seniority, promotion and other relevant factors,

16.3.EMPLOYEE BENEFIT PLAN NOTES FOR INDUSTRIAS QUIMICAS FALCON DE MEXICO S.A. DE. C.V.

16.3. {a) Pension Plan

One of the subsidiaries provides for pension, a defined benefit retirement plan covering certain categories of employees.

The disclosure requirements of Industrias Quimicas Falcon de Mexico are shown in the below tables:

Reconciliation of benefit obligations and plan assets for the period

a) Change in defined benefit abligation:

PARTICULARS

fOR THE YEAR ENDED
31 march 2008

FOR THE YEAR EMDED
31 marcH 2007

Opening defined benefit obligation 203,49 189,360
Current service cost o 8,849 8,982
Interest cost 13,931 13,993
Actuarial losses / (gain) 27,866 29,463
Benefits paid (65,442) (38,307)
Closing defined benefit obligation 188,740 203,491
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by Change in the Fair value of asseis:

T
FOR'THE YEAR ENDED

PARTICULARS 31 ™) 2008
march 200

FOR THE YEAR ENDED
31 maRrcH 2007

Cpening fair value of plan assets L 264,303 234,423
Expected return on plan assets 18,195 17,373
Actuarial gains / (losses) o ) (19 464) 39,564
Contributions by employer 5182 11,220
Benefits paid {65,442} (38,307}
Closing fair value of plan assets 202,744 264,303

Amount recognized in Balance Sheet

T B e
FOR THE'YEAR ENDED

PARTICULARS
31 marcu 2008

FOR THE YEAR ENDED
31 marcH 2007

Present value of funded obligations o 188,740 203,491
Fair value of plan assets (202,744} (264,303}
Amount not recognised as an asset 413 -
Net liability (13,591} (60,812)
Amounts in the balance sheet -
| Pravision for pension {13,591} {60,812}
Net liabifity / (asset) (13,591} (60,812)
Expense recognized in statement of profit and loss Account
FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS 31 W ARCH 2007
Current service cost o _ 8,894 8,982
Interest on defined benefit obligation o 13,93 931 13,993
Expected retwnonplanassets (1 B8,195) (17,373}
Net actuarial losses / {gains) recognized in year 47,328 {10,131}
Amount not recognised as an asset 113 -
Total, included in “employee benefit expense” 52,371 {4,529)
Actual return on plan assets {1,269) 56,966

Asset Information

* FOR THE YEAR ENDED
31, manrch 2008

CATEGORY OF ASSETS

FOR THE YEAR ENDED
31 1aarcH 2007

Corporate bonds 76%
Equity shares of listed companies 24%
Total 100%

The approximate market value of the assets as at 31 March 2008 was Rs. 202,744 {previous year Rs. 264,303}, a breakup of the same is as follows:

FOR THE YEAR ENDED

CATEGORY OF ASSETS
31 marcH 2008

FOR THI YEAR ENDED
31 marcu 2007

Corporate bonds _ 107,454 200,870
Equity shares of listed companies 55,290 63,433
Total 202,744 264,303

Summary of Actuarial Assumptions

Financial assumptions at the valuation date:

— -
FOR THE YEAR ENDED
31 marcH 2008

FOR THE YEAR ENDED
31 marcH 2007

Discount rate ___ 750%pa 7.50% p.a.
Expected rate of return on plan assets 7.50% p.a. 7.50% p.a.
Salary escalation rate gﬁg%fpﬁ.a. 4.50% p.a.
Pension increases 3.75% p.a. 3.75% p.a.




159 | DR. REDDY’S LABORATQRIES LTD IGAAP CONSOLIDATED FINANCIALS

| Schedule to iihe Consolidated Balance Sheet | Profit and Loss AcCOURT continues)

ALL AMOUNYS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE STATED

SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINVED)

Discount rate: The discount rate is based on the prevailing market yields of Indian government securities as at the balance sheet date for the estimated term
of the obligations.

Expected rate of returh on plan assets: This is based on our expectation of the average long term rate of return expected on investments of the Fund during
the estimated term of the obligations.

Salary escalation rate: The estimates of future salary increases censidered 1akes inte account the inflation, seniority, promotion and other relevant factors.
Pension increases: The average annual increases in pension are assurmned to increase at the rate of 3.75% p.a.

16.3(b) Seniority Pay Plans

One of the Subsidiaries provides for seniority, a dafined benefit retirement plan covering certain categories of employees.

The disclosure requirements of Industrias Quimicas Falcon de Mexico are shown in the below tables:

Reconciliation of benefit cbligations and plan assets for the period

a) (Change in defined benefit obligation:

PARTICULARS

FOR THE YEAR ENDED
31 marcH 2007

Cpening defined benefit obligation 11,395
Current service cost 267
Interast cost 818
Actuarial losses / (gain) 503
Benefits paid (1,018)
Closing defined benefit abligation 11,967

b} Change in the Fair value of assets:

PARTICULARS

FOR THE YEAR ENDED

Lo 3] pmarcy 2008

FOR THE YEAR ENDED
31 marcH 2007

Opening fair value of plan assets 11,577 9,561
Expected return on plan assets 844 754
Actuarial gains / (losses) (907) 1,741
Contributions by employer 446 537
Benefits paid (1,870} (1.016)
Closing fair value of plan assets 10,090 11,577

Amount recognized in Balance Sheet

PARTICULARS

e
-F'DR THE YEAR ENDED

PR o 2

31 marcH 2008

FOR THE YEAR ENDED
31 marcH 2007

Present value of funded obligations 13,857 11,967
Fair value of plan assets (10,090) (11.,577)
Net liability 3.767 390
Amounts in the balance sheet

Provision for seniority pay 3,767 390
Net liabitity / (asset) 3,767 390

Expense recognized in statement of profit and loss Account

PARTHCULARS

FOR THE YEAR ENDED

_. .., 3 Maren 2008

FOR THE YEAR ENDED
31 marcH 2007

Current service cost 252 267
Interest on defined benefit obligation _7%e 818
Expected return on plan assets - __ {844} {754)
Net actuarial losses / {gains) recognized in year 3,616 {1,237)
Total, included in “employee benefit expense” 3,823 (906)
Actual return on plan assets (63) 2,495

Asset Information

CATEGORY OF ASSETS

]

+ EOR THE YEAR ENDED

31 marcH 2008

FOR THE YEAR ENDED
31 marcH 2007

Corporate bonds 53% 76%
Equity shares of listed Companies 47% 24%
Total 100% 100%
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| Sehediule to the Conse.ideted Balance Sheet | Profit and i.oss ACOURE (continuto) |

j ALL AMOUNTS IN INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWIBSE STATED

SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

The approximate market value of the assets as at 31 March 2008 was Rs. 10,090 {previous year Rs. 11,577), a breakup of the same is as follows:

FOR THE YEAR ENDED FOR THE YIAR ENDED
CATEGORY OF ASSETS
31 marcH 2008 31 march 2007

Corporate bonds 5348 8,798
Equity shares of listed Companies 4,742 2,779
Total 10,090 11,577

Summary of Actuarial Assumptions

Financial assumptions at the valuation date:

FOR THE YEAR ENDED FOR THE \;rEAR ENDED

; Discount rate o EOVi&a. 7.50% p.a.
Expected rate of return on plan assets ___ 7.50%p.a. 7.50% p.a.

Salary escalation rate 4.50% p.a. 1.50% p.a.

Discount rate: The discount rate is based on the prevailing market yields of Indian government securities as at the balance sheet date for the estimated term
of the obligations.

Expected rate of return on plan assets: This is based on our expectation of the average long term rate of return expected on investments of the Fund during
the estimated term of the gbligations.

Salary escalation rate: The estimates of future salary increases considered takes inte account the inflaticn, seniority, promotion and other relevent factors.

16.3 (¢} Severance Pay Plan
One of the subsidiaries has a scheme of severance pay for the employees who are dismissed from the services of the Employer without any justifiable reason.

The disclosure requirements of Industrias Quimicas Falcon de Mexico are shown in the below tables:

Reconciliation of benefit obligations and plan assets for the period

a) (Change in defined benefit obligation:

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS
31 marcu 2008 31 narcH 2007

Opening defined benefit obligation o 56,414 30,427
Current service cost o 4,401 2,606
Interest cost 3509 2,026
Actuarial losses / {gain) 9,264 45,965
Benefits paid {23,489) (24,610)
Closing defined benefit obligation 50,099 56,414

b} Change in the Fair value of assets:

FOR THE YEAR ENDED FOR THE YEAR ENDED
PARTICULARS 31 marcw 2008 31 march 2007
Opening fair value of plan assets - - -
Expected return on plan assets - -
Actuarial gains / (losses) - -
Contributions by employer ) 23,489 24,610
Benefits paid {23,489) (24,610)

Closing fair value of plan assets - -

Amount recognized in Balance Sheet

FOR THE YEAR ENDED FOR THi} YEAR ENDED
PARTICULARS

31 marcu 2008 31 marcH 2007
Present value of unfunded obligations o 50,089 56,414
Fair value of plan assets - -
Net liability ’ 50,099 56,414
Amounts in the balance sheet
Provision for severance pay 50,059 56,414

Net liability / (asset) 50,099 56,414
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| Sehedule fie the Conselidated Balonce Sheet | Profit and Loss ACCOURAR (conrinueo) |

ALL AMOUNTS IN INDIAN RUPEES THOUSAMDS, EXCEPT SHARE DATA AND VWHERE OTHERWISE STATED

SCHEDULE 19: NOTES TO CONSOLIDATED ACCOUNTS (CONTINUED)

Expense recognized in statement of profit and loss Account

l FOR THE YEAR ENDED

b A (R RPAE S

31 marcH 2008

Current service cost 4,401 2,606
Interest on defined benefit obligation 3,509 2,026
Expected return on plan assets - -
Net actuarial losses / (gains) recognized in year 9,264 45,965
Total, included in “employee benefit expense” 17,174 50,597

Actual return on plan assets - -

The severance pay scheme liabilities of the company are unfunded and hence there are no assets held to meet the liabilities.

Summary of Actuarial Assumptions
Financial assumptiens at the valuation date:

FOR THE YEAR ENDED

31 marcH 2008

Discount rate 7.50% p.a. 7.50% p.a.
Expected rate of return on plan assets Not applicable Naot applicabte
Salary escalation rate 4.50% p.a. 4.50% p.a.

17.

18.

19.

Discount rate: The discount rate is based on the prevailing market yields of Indian government securities as at the balance sheet date for the estimated term
of the obligations.

Expected rate of return on plan assets: Not Applicable.

Salary escalation rate: The estimates of {uture salary increases considered takes into account the inflation, seniority, promotion and other relevant factors,

HEDGING & DERIVATIVES

Pursuant to ICAt Announcement “Accounting for Derivatives” on the early adoption of Accounting Standard AS 30 "Financial Instruments: Recognition and
Measurement”, the Company has early adopted the Standard for the year under review, to the extent that the adoption does not conflict with existing manda-
tory accounting standards and other authoritative pronouncements, Company law and other regulatory requirements.

Pursuant to the adoption, the transitiona loss representing the loss on foreign currency options not classified as cash flow hedges outstanding at the beginning
of the year amounted to Rs. 14,921, net of tax of Rs. 7,683 and this loss has been adjusted against the opening balance of profit and loss account.

SUBSEQUENT EVENTS

In April 2008, the Company has acquired a unit of The Dow Chemical Company associated with its United Kingdom sites in Mirfield and Cambridge for
a cash consideration {(subject to adjustments for working capital etc.) of approximately U.S.$. 33.5 millien. The acquisition includes customer contracts,
associated products, process technology, intellectual property, trademarks and the Dowpharma Small Molecules facifities located in Mirfield and Cambridge,
United Kingdom.

In April 2008, the Company acquired Jet Generici Srl, a company engaged in the sale of generic finished dosages in Haly for a total cash consideration {subject
to adjustments for working capital etc.) of Euro 2.3 miflion.

In April 2008, the Company has acquired BASF's pharmaceutical contract manufacturing business and its manufacturing facility in Shreveport, Louisiana, USA
for a total cash consideration (subject to adjustments for warking capital etc.) of U.S.$. 39.8 million. The business involves contract manufacturing of generic
prescription and OTC products for branded and generic companies in the US. This business includes customer contracts, related ANDAs and NDAs, trademarks
including the Shreveport manufacturing facility.

COMPARATIVE FIGURES

Previous year's figures have been regrouped / reclassified wherever necessary, to conform to current year’s ¢lassification.
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| Consolidated Cash [Flow Statement

31 marcH 2008

CASH FLOWS FROM OPERATING ACTIVITIES

K AF

31 mancH 2007

Profit before taxation 5,449,567 12,399,017
Adjustments:
Depreciation and amortisation 4,018,609 3,791,107
Provision for wealth tax 2,574 2,147
Bad debts written-off 55,552 7,467
Gain on redemption of mutual fund units {110,269) (869)
Unirealized foreign exchange gain 226,852 (120,567)
Deferred employee compensation cost 232,926 181,611
Equity in loss of associates 16,709 86,525
Interest income (677.344) (498,815)
Interest expense 958,331 1,526,193
Profit on sale / retirement of fixed asset, net 10,862 (46,000}
Provision for doubtiul debts 185,516 41,900
Provision for doubtful advances (13,913} 23,403
Operating cash flows before working capital changes 10,355,972 17,393,119
{Increase) / decrease in sundry debtors 859,232 (2,944,801}
Increase in inventories (3,547,273) {783,442)
In¢crease in loans and advances {1,426,887) (528,679}
tncrease in current liabilities and provisions 418,461 1,282,107
Cash generated from operations 6,659,305 14,418,304
Income taxes Paid (1,521,569) (1,829,305}

Net cash provided by operating activities
CASH FLOVS FROM INVESTING ACTIVITIES

5,127,736 |

1

Purchase of fixed assets (5,085,794) (1,621,417)
Proceeds from sale of fixed assets 58277 115,116
Investment in affiliate - (69,200)
Purchase of investments (15,859,887) (331,612)
Sale of investments 12,477,819 331,869
Interest received 654,988 493,185
Cash paid for acquisition, net of cash acquired (344,345) (66,677)

Net cash used in investing activities (8,097,942)

CASH FLOWS FROM FINANCING ACTIVITIES o
Proceeds from issuance of share capital 15,220 "0,029,571
Proceeds from long-term borrowings 115,362 -
Repayment of long-term borrowings (7,723,968) (1,897,895)
Repayment of short-term borrowings (1,941,463) (7.071,854)
Proceeds from short-term borrowing 3,475,713 1,147,500
Interest paid {957,670) 11,536,680}
Dividends paid {including dividend tax) (737,288) (437,496}

Net cash provided / {used in) by financing activities“ (7,754,034)

MET INCREASE IN CASH AND CASH EQUIVALENTS (10_,72_4,_2_40_) 8,673,399
Cash and cash equivalents at the beginning of the year (Note 1) 18,610,097 9,796,156
Effect of exchange gain on cash and cash equivalents (432,977) 140,542

Cash and cash equivalents at the end of the year {Note 1} 7.452,880 |

As per our report attached for Dr. Reddy's Laborateries Limited

for BSR & Co.

Chartered Accountants

S Sethuraman Partner Dr. K Anji Reddy Chairman

Membership No. 203491 G V Prasad Vice Chairman and CEO

K Satish Reddy Managing Director and COQ

Hyderabad 20 May 2008

Chief Financial Officer
Company Secretary

Saumen Chakraborty
V Viswanath
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ALL AMOUNKTS IN INDIAM RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE 5TATED

NOTES:

1. Cash and cash equivalents comprise:

PARTICULARS _
31 marcH 2008 31 marcH 2007
Cash in hand 21,864 9,407
Balances with banks
In current accounts 2,644,755 3,347,342
In EEFC current accounts 69,686 673,180
In deposit accounts 4,701,537 14,566,882
In unclaimed dividend accounts 14,372 12,620
In unclaimed fractional share pay order accounts 666 666
. | | 7,452,880 18,610,097
Depaosits with banks include;
(i) Margin money for letters of credit and bank guarantees 8,118 9,063
(i) Batance of unutilized money out of ADS issue proceeds - 8,732,898

2. Previous year's figures have been regrouped / reclassified, wherever necessary to conform to the current year's classification.

l [] @@g}ﬂ EH@W §ﬁ@ﬁ (CONTINUED)
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Management of Dr. Reddy’s Laboratories Limited {the “Company”) is responsible for establishing and maintaining adequate internal control over financial reporting
and for the assessment of the effectiveness of internal control over financial reporting. As defined by the SEC, internal control over financial reperting is a
process designed under the supervision of the Company's principal executive and principal financial officers, and effected by the Company's board of directors,
management and other personnel, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements in
accordance with generally accepted accounting principles.

The Company’s internal control over financial reporting is supported by written policies and procedures, that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the Company’s assets; (2) provide reascnable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures
of the Company are being made only in accordance with authorizations of the Company's management and directors; and {3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that could have a material effect on thz financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of any evaluation of effectiveness
to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate,

Managernent of the Company conducted an assessment of the effectiveness of the Company’s internal contro! over financial reporting as of 31 March 208 based
on criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission {“the COSO
Framework”).

Based on this assessment, management has concluded that the Company’s internal control over financial reporting was effective as of 31 March 2008.

The effectiveness of the Company's internal control over financial reporting as of 31 March 2008 has been audited by KPMG, the independent registered public
accounting firm that audited the Company's financial statements, as stated in their report, a copy of which is included in this annual report.

GV Prasad Saumen Chakraborty

Vice-Chairman and Chief Executive Cfficer Chief Financial Cfficer

Place: Hyderabad
Date: 19 June 2008
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Report of Independent Registered Public Accounting Firm on ICOFR
|

The Board of Directors and Stockholders
Dr. Reddy's Laboratories Limited:

We have audited Dr. Reddy's Laboratories Limited and subsidiaries’ (the “"Company"} internal control over financial reporting as of 31 March 2008, based on
criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treatway Cornmission (*COS0").
The Company’s management is responsible for maintaining effective internai control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting, included in the accompanying Management’s Annual Report on Internal Control over Financial Reperting. Our responsibility is to
express an opinion on the Company’s internal control gver financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and evaluating
the design and operating effectiveness of internal control based on the assessed risk. Qur audit also induded performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our apinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1) periain to the maintenance of records that, in reasonable detail, accurately and faidy reflect the
transactions and dispositions of the assets of the company; (2} provide reasonable assurance that transactions are recorded as necessary to permit preparation
of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acauisition, use, or disposition of the company’s assets that could have a material effect an the financial statements.

Because of its inherent limitations, internal control over financial reporiing may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject 1o the risk that controls may becorne inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of 31 March 2008, based on criteria established
in /nternal Control - integrated Framework issued by the Committee of Sponsoring Orgzanizations of the Treadway Commission.

We also have audited, in accordance with the standards of the Public Company Accounting Qversight Board (United States), the consolidated balance sheets of the
Company as of 31 March 2008 and 2007, and the related consolidated statements of operations, stockholders’ equity and comprehensive income, and cash flows
for each of the years in the three-year period ended 31 March 2008, and our report dated 19 June 2008 expressed an unqualified opinion on those consolidated
financiat statements.

KPMG
Hyderabad, India
19 June 2008
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Dr. Reddy’s Laboratories Limited:

We have audited the accompanying consclidated balance sheets of Dr. Reddy’s Laboratories Limited and subsidiaries (the “Company”) as of 31 March 2008 and
2007, and the related consolidated statements of operations, siockholders’ equity and comprehensive income, and cash flows for each of the years in the three-
year period ended 31 March 2008. These consolidated financial statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Qversight Board (United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatemnent. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reascnable basis
for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of the Company as of
31 March 2008 and 2007, and the results of their operations and their cash flows for each of the years in the three-year period ended 31 March 2008, in conformity
with U.S. generally accepted accounting principles.

‘ We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company's internal control
‘ over financial reporting as of 31 March 2008, based on criteria established in internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (*C050"), and our report dated 19 June 2008 expressed an unqualified opinion on the effectiveness of the Company's
internal control over financial reporting.
KPMG
Hyderabad, India
19 June 2008
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onsolidated Balance Sheets

PT SHAREL DATA AND WHERE OTHERWISE STATED

AS OF 31 MARCH
2008

Convenience
translation into U.5.%.

ASSETS {unaudited)
Current assets:
Cash and cash equivalents Rs. 17,981,447 Rs. 7,398,285 U.5.3. 184,865
Investment securities 15,325 4,753,580 118,780
Restricted cash 606,159 23,156 579
Accounts receivable, net of allowances 7,518,878 6,823,448 170,501
Inventories 7,545,580 11,132,830 278,182
Deferred income taxes and deferred charges 557,792 587,375 14,677
Due from related parties 145,086 72817 1,820
Other current assets 3,096,129 3,828,714 95,670
Total current assets ) 37,466,396 34,620,205 865,073
Property, plant and equipment, net. 12,427,798 16,765,432 418,926
Due from related parties 4,856 4,280 107
investment securities 1,089,950 2,728 68
Investment in affiliates 225,505 237,054 5,923
Goodwill 15,540,688 16,978,916 424,261
intangible assets, net. 18,888,413 16,622,631 415,358
Other assets 275,097 213,810 5,343
Total assets . Rs. 85,919,103 Rs. 85,445,056 U.5.%. 2,135,059

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Borrowings from banks Rs. 3,212,676 Rs. 4,862,709 U.5.5. 121,507
Current portion of long-term debt 3,670,266 1,814,806 45,347
Trade accounts payable 4,754,978 5,408,782 135,177
Due to related parties 871 16,750 419
Accrued expenses 3,958,539 4,155,252 103,829
Other current liahilities 2.936,103 3,132,965 78,284
Total current liabilities ) i 18,533.433 19,392,264 484,563
Long-term debt, excluding current portion 17,870,983 12,864,163 321,443
Deferred income taxes 7,656,228 5.642,412 140,950
Qther liabilities 369,758 479,633 11,984

Total liabilities . Rs. 44,330,402 Rs. 38,378,472 U.S.5. 958,981
| MINORITY INTEREST 10,473 - -

STOCKHOLDERS' EQUITY:
Equity shares at Rs. 5 par value; 200,000,000 shares authorized; Issued

and outstanding; 167,912,180 shares and 168,172,746 shares as of Rs. 839,561 Rs. 840,864 uss. 21,011
31 March 2007 and 31 March 2008, respectively
Additional paid-in capital 19,908,837 20,036,473 500,661
Equity options outstanding 564,937 709,006 17,716
Retained earnings 20,091,135 24,031,880 600,497
Treasury shares held by a consolidated trust: 82,800 shares {4,882} (4,882} {122)
Accumulated other comprehensive income 178,640 1,453,233 36,313

Total stockholders’ equity 41,578,228 47,066,584 1,176,077

Total liabilities and stockholders’ equity Rs. 85,919,103 Rs. 85,445,056 L).5.5. 2,135,059
See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Opérations ««: «:«:-: -

ALL AMOURNTS IN INDIAN RUPEES THOUSANDS, DATA AND WHERE DTHERWFS

FISCAL YEAR ENDED 31 MaRCH
2008

Convenience

REVENUES: I
transiaticn into U.5.$.
(unaudited)
Product sales, net of allowances for sales returns (includes excise duties of
Rs.1,153,273, Rs.779,390 and Rs. 558,308 for the years ended 31 March Rs. 24,077,209 Rs. 64,185,378 Rs. 49,230,572 U.5.%. 1,230,149
2006, 2007 and 2008, respectively) .
Service Income 142,317 882,172 740237 18497
License fees 47,521 27,542 34,822 870
24,267,047 65,095,092 50,005,626 1,249,516
COST OF REVENUES 12,417,413 34,219,539 24,597,589 614,632
Gross profit B 11,849,634 30,875,553 25,408,037
Cperating expenses: - o _ L B )
Selling, general and administrative expenses 8,028,884 14,051,137 __ 15,175,243 378197
Research and development expenses, net 2,152,950 2,462,660 . 3,532,878 88278 .
Amortization expenses 419,867 1,570,894 1,614,806 . _ 40,350 .
___ Write-down of intangible assets - 1,770,221 2488514 62182
Impairment of goodwill - - - %437 2,260 \
__ Foreign exchange (gain) / loss, net 126,342 {136,753) (744915 ‘ (18,614} ,
Other operating (income) / expenses, net (327,688) (174,058) (106,627) (2,664)
Total q‘berating expenses; 10,400,355 12,544,301 22,050,336 |
_ Operating income 1,449,279 11,331,452 3357701 - B3901
Equity in {loss) / income of affiliates, net (88,235 (62,676) 1,783 L 45 .
Qther income / (expense), net 526,279 (768,501} 78,656 1,965
INCOME BEFORE INCOME TAXES AND MINORITY 1,887,323 10,500,275 3,438,140 85,911
INTEREST _ o L L ] .
Income taxes {expense} / benefit L (258,390) (1176936} 1229429 . 30,720
Minority interest {76) 3,499 10,473 262
Net ingome N I Rs. 1,678,857  Rs|9,326:838  Rs.4,678,082 us
__Earnings per equity share - i ) .
Basic o Rs. 10.64 Rs.5882 Rs.27.83  USS$.069
Diluted Rs. 1062  Rs.58.56  Rs 2773 USS$.069

T\a'eighted average number of equity shares used in computing earnings
per equity share B L
Basic 3 153,093.316 158,552,422 168,075,840

) 168,075,840 _
Diluted 153,403,845 159,256,476 168,690,774 168,690,774
See accompanying notes to the consolidated financial statements,
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Consolidated Statements o
CEPT SHARE TaA AND WHERE OTHERWISE STATED

FISCAL YEAR ENDED 31 MARCH

Equity Shaﬁes Equity Shares held

by a Controlled Trust

; Accumulated Equity — .

i X Retained Total
\ ) Comprehen- Other | No.of Options \

Amount Paid In i B Amount N Earnings | Stockholders’
! . sive Income | Comprehensive | shares Outstanding i

| Capital | Equity

| \ Income

Balance as of 1 April 2005 153,037,898 Rs.382,59:5 Rs. 10,089,152 Rs. 76,240 82,800  Rs. {4,882} Rs. 400,749 Rs. 10,009,305 Rs. 20,953,159

Additional
No. of

shares

Issuance of equity shares on exercise

of options 351,242 878 172,631 - - - - 99,870} - 73,639
Cash dividends - - - - - - - - {436,368) {436,368)
Stock based compensation - - - - - - - 162,249 - 162,249
Comprehensive income
Net income ' - - - Rs.1,628,857 - - - - 1,628,857 1628,857
Translation adjustment - - - 11,041 11,041 - - - - 11,041
nrealized | nj
i o
Comprehensive income - - - Rs. 1,519,054 - - - - - -

Balance as of 31 March 2006 153,389,140 Rs.383473 Rs.10,251,783] © Rs.{(33.563) Rs. 263,128

Stock split effected in the form of a

stack dividend - 383,789 (383,789) - - 82800 - - - -
::';::Ic:n':f equily shares on exefCse 23 pa 799 88,433 - - - - s - 15,661
Cornmons stock issued 14,300,000 71,500 9,942,410 - - - - - - 10,013,910
Cash dividends - - - - - - - - (437,457) (437,497}
S1ock based compensation - - - - - - - 190,186 - 190,186
Curmnulative effect adjustment on
adoption of SFAS 123 R - - - - - - - (14.806) - (14,806)
Comprehensive income

Net income - - - Rs.9,326,838 - - - - 9,326,828 9,326,838

Translation adjustment - - - 251,353 251,353 - - - - 251,353

nrealized | n investrmen

pemesaw e
Comprehensive income - - - Rs. 9,578,077 - - - - - -
Initial adopiion of SFAS 158, net of _ ~ ~ _ (39,036) _ _ _ _ (30,036)

tax berefit Rs, 20,019

Balance as of 31 March 2007 167,912,180 C O Rs. 178,840 B Rs.564,937 Rs, 20,093,135 :Rs.41,573,228°
Issuance of equity shares on exercise
uance ot equity e 260,566 1,303 127.636 - - - - m3ng - 15220
of pptions
Cash dividends - - - - - - - - {737,287 (737,287
Stack based compensation - - - - - - - 257,788 - 257,788
Comprehensive income
Net income - - - Rs. 4,678,042 - - - - 4,678,042 4,678,042
" Tianslation adjustiment net of tax
- - - 1,216,47 16,4 - - - - 1,216,47
. - 42262 ,216,478 1,216,478 8
Unrealized gain on investmen
nrealized gai nvestments, ~ N _ 123,425 123,425 - - - - 123,425
net af tax expease Rs. 35,260
Actuarial gain / {loss), net of tax {41,841) {41,841) {41,841)
benefit Rs. 18,771 B ' ' '
" Unrealized loss on cash flow Fedging
derivatives, net of tax benefit - - - {23,469) {23,469} - - - - (23,469
_Rs..12.085
Comprehensive income - - - Rs. 5,952,635 - - - - - -

Balance as of 31 March 2008 | 168,172,746 a1 (Rs14s3233 82800 H5 (48820  Rs.709.007 Rs,24.031/890 R, 47.066584.

Convenience translation

into U.S.5. (unaudited) Uss. 210 U.5.5. 500,661 Us55$.36,313 US.5.(122) USS 17,716 U.S.3. 600,497 LU.SS. 1,176,077
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Consolidated Statements of Cash Flows

ALL AMOUNTS IH INDIAN RUPEES THOUSANDS, EXCEPT SHARE DATA AND WHERE OTHERWISE STATED

CASH FLOWS FROM OPERATING ACTIVITIES:

FISCAL YEAR ENDED 3(1 MARCH

Convenience

translation into U.S.$

(unaudited)

Net income Rs. 1,628,857 Rs. 9,326,838 Rs. 4,678,042 116,893
Adjustments to reconcile net income to net cash from operating activities: .
Deferred tax benefit (55,157) (1,103,598) (2,351,120 {58,749) _
{Gain) / loss on sale of available for sale securities, net 3,924 (869) {110,269) (2,755)
Depreciation and amaortization 1,567,090 3,010,192 3,388,304 84,665
Write-down of intangible assets - 1,770,221 2,488,514 62,182
Impairment of goodwill - - 90,437 2,260 _
Loss / {gain) on sale of property, plant and equipment (320,361) (67,039) 7,629 e
Provision for doubtful accounts receivable 33,629 151,620 226,932 5,665
Allowance for sales returns 239,462 1,325,981 164,295 4,105
lnventory write-downs 100,783 306,235 327,997 . B1%6
Equity in loss / (income) of affiliates, net 88,235 62,676 {1,783) {45)
Unrealized foreign exchange{gain} / loss, net 67,650 (97,232) 225,893 5,670_‘
Stock based compensation 162,249 175,380 257,788ﬁ . tsam .
Minarity interest 76 (3,499) (10,473} (262)
Changes in operating assets and liabilities:
Accounts receivable (781,607) (3,032,373) 608,250 15,199
Inventories (1,851,724) (995,342) (3,908,736} {97,670)_
Other assets (1,123,076) (371,099) 1,654,006 {I_,E_qu
Due to / from related parties, net 15,223 (48,208) 88,724 oy
Trade accounts payable 1,564,454 1,045,753 1,076,159 26,891
Accrued expenses 243,625 825,207 134,848 3,370
Qther liabiliiies 113,201 (320,250} (2,912,810 (72,784)
Net cash provided by operating activities 1,696,533 11,960,596 6,122,627
CASH FLOWS FROM INVESTING ACTIVITIES: o
Restricted cash (6,017,219) 5,468,926 583,003 14,568
Expenditure on property, plant and equipment (1,873,268} {4,477 ,049) (6,348,085} _(158.823)
Praceeds from sale of property, plant and equipment 691,273 84,061 55,032 1375
Invesiment in affiliates (100,800} (158,474) - =
Purchase of investrment securities (5,074,184) (321,000) {15,859,878) (396,299)
Proceeds from sale of investmen? securities 5,274,899 331,869 12,477,799 n 1,789i_
Expenditure on intangible assets 41,517} (259,198) (421,503} {12,689)
Cash paid towards contingent consideration (114,244} (66,677) (86,319} ALY
Cash paid for acquisition, net of cash acquired (27,322,762) (156,076) - -
Net cash provided by / (used in) investing activities (34,577,822) 436,382 {9,599,951)
CASH FLOWS FROM FINANCING ACTIVITIES: o
Praceeds from issuance of equity shares 73,639 10,029,571 15,220 o _380__
Proceeds from minority interest shareholder - 10,473 - -
Proceeds from bank borrowings 6,322,206 2,212,983 3,554,417 88,816
Repayment from bank borrowings - {8,083,745) (1,541,458} __ (a8512)
Praceeds from long-term debt 21,598,301 - - -
Repayment of long-term debt (6,577) {1,888,540) {7,718,506) (192,866)
Debt issuance costs (340,243) (89,565) - -
Dividends {436,368) (437,497) {737,287) (18,423)
Net cash provided by / (used in) financing activities 27,210,958 1,753,680 (6.827,614)
NET INCREASE / (DECREASE) IN CASH AND CASH
(5,670,231) 14,150,658 (10,304,938) (257.495)
EQUIVALENTS DURING THE YEAR T
Effect of exchange rate changes on cash and cash equivalents, net 95,104 118,152 (278,224} 16352
Cash and cash equivalents at the beginning oi the year 9,287,864 3,712,637 17,981,447 449,312

Cash and cash equivalents at the end of the year |
See accompanying notes to the consolidated financial statements.

Rs. 3,712,637

Rs. 17,981,447

Rs, 7,398,285

184,865
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2008

Canvenience
translation into U.S.$
(un audited)

SUPPLEMENTAL DISCLOSURES:
Cash paid for:

Interest (net of interest capitalized} 225,284 1,589,386 1,043,376 26,071
Income taxes 223,000 1,350,083 1,531,569 38,270
SUPPLEMENTAL SCHEDULE OF NON-CASH INVESTING
ACTIVITIES:
P;c;perty, plant and eguipment purchased on credit during the 54,276 313,383 199,499 4,985
year
Property, plant and equipment purchased under capital lease 223,379 15,986 20,717 518
Provision for contingent consideration - 30,310 150,887 3,770
Promissory notes issued in connection with business acquisition 156,076 - - -

See accompanying notes to the consolidated financial statements

Notes to the 'Consolidated Financial Statements

ALL AMOUJNTS IN INDIAN RUPEES THQUSANDS, EXCEPT SHARE DATA AND WHERE QTHERWISE STATED

1. OVERVIEW

Dr. Reddy's Lahoratories Limited (“DRL") together with its subsidiaries (collectively, the “Company”) is a leading India-based pharmaceutical company
headquartered in Hyderabad, India. The Company’s principal areas of operation are formulations, active pharmaceutical ingredients and intermediates, generics,
custom pharmaceutical services and drug discovery. The Company’s principal research and development facilities are located in Andhra Pradesh, India and in
the United States; its principal manufacturing facilities are located in Andhra Pradesh, India, Himachal Pradesh, India and Cuernavaca-Cuautla, Mexico; and its
principal marketing facilities are located in India, Russia, the United States, the United Kingdom, Brazil and Germany. The Company's shares trade on the Bombay
Stock Exchange and the National Stock Exchange in India and, since 11 April 2001, on the New York Stock Exchange in the United States. As of 31 March 2008,
the list of subsidiaries is as follows:

® DRL investments Limited (“DRL Investments™) e Reddy Cheminor SA ("RCSA™)

e Reddy Pharmaceuticals Hong Kang Limited ("RPHL™) s Aurigene Discovery Technologies Inc, (ADTI"}

® Reddy Antilles N.V. ("RANV™) o Dr. Reddy's Laboratories (U.K.) Limited {"DRL U.K.")

® Reddy US Therapeutics Inc. ("Reddy US") e Cheminor Investrment Limited ("CIL*)

¢ Dr. Reddy’s Laboratories Inc. {"DRLI") ® Dr. Reddy's Bio-sciences Limited (“"RBSL")

®  Dr. Reddy's Farmaceutica Do Brazil Ltda. ("DRFBL") e Trigenesis Therapeutics Inc. {“Trigenesis”}

* Aurigene Discovery Technologies Limited (" ADTL") & Industrias Quimicas Falcon de Mexico $.A.de.C. V. (“FALCON")
¢ Dr, Reddy's Laboratories (EU) Limited ("DRL EU") ¢ 000 Dr. Reddy's Laboratories Limited, Russia ("000 DRL")
® Dr. Reddy’s Laboratories (Proprietary) Limited ("DRSA") e Dr. Reddy’s Laboratories {Australia) Pty Limited (*DRLA"}

*  Promius Pharma LLC (Previously Reddy Pharmaceuticals LLC.) {“PPLLC ") & Reddy Pharma lberia S.A. (“RPISA”)

¢ Reddy Holding GmbH ("RHG") e Reddy Pharma ltalia SPA. {"RPISPA"}

* Beta Healthcare Solutions GmbH ("Beta HSG") &  Dr. Reddy's Laboratories Switzerland ("DRSL")

® betapharm Arzneimitte! GmbH {”Beta AG") e Affordable Health Care Limited ("AHL")

®  Beta institut fur sozialmedizinische Forschung und Entwicklung GmbH ("Beta IG™) | Eurabridge Consulting BV, Netherlands (" Eurobridge”)

® lLacock Holdings Limited {“"LHL") e 000 DRS Limited, Russia (“DRSR")

e (O0O0 iV Reddy Biomed Limited (“Reddy Biomed “ or "RBL") ¢ Aurigene Discovery Technologies (M) Sdn bhd (" ADTM")

» Reddy Netherlands B.V. (“RNBY") e Macred India Private Limited ("MIPL”)

® Dr. Reddy’s Laborateries llac Ticaret Limited (“DRIT"}

Curing fiscal 2007, beta Healthcare Verwaltungs GmbH (“Beta HYG ™), beta Healthcare GmbH & Co KG ("Beta KG*) and beta Holding GmbH (“Beta HG ™) were
merged into RHG. RHG, Beta HSG, Beta AG and Beta IG are collectively referred to as betapharm, unless explicitly stated.
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2. SIGNIFICANT ACCOUNTING POLICIES

a) Basis of preparation
The accompanying consolidated financial statements have been prepared in accordance with the accounting principles generally accepted in the United
States (U.5. GAAP).
b) Estimates and assumptions
The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities, revenues and expenses and disclosure of contingent assets and liabilities. Actual results could differ from
these estimates.
¢) Functional currency
The functional currency of DRL is the Indian rupee, being the currency of the primary economic environment in which it operates. The functional currencies
of the subsidiaries have been determined as foltows, based on an individual and collective evaluation of economic factors described in Statement of
Financdial Accounting Standards ("SFAS") SFAS 52, “Foreign currency translation™:
NAME OF THE SUBSIDIARY FUNCTIONAL CURRENCY
DRL Investments, RPHL, RANV, DRLI, DRFBL, ADTL, DRSA, PPLLC, COO DRL, RBL, RNBY, RCSA, CIL, RBSL, Trigenesis, DRLA, Indian Rupee
DRSL, ADTM, Eurobridge, DRSR, AHL, MIPL and DRIT
| Reddy US and ADT! U.S. Doliar
DRL EU and DRL U.K. Pound Sterling
FALCON Mexican Peso
' RHG, Beta HSG, Beta AG, Beta 1G, RPISA, RPISPA and LHL Euro

d)

e)

In respect of all non-Indian subsidiaries that operate as marketing arms of DRL (“the parent company”) in their respective countries / regions {i.e., all
those listed in the first row of the table above), the functional currency has been determined to be the functional currency of the parent ccompany, i.e.
the Indian rupee. Accordingly, the operations of these entities are largely restricted to impon of finished goods from the parent company in India, sale of
these products in the fareign country and remittance of the sale proceeds to the parent. The cash flows realized from sale of goods are readily available
for remittance 1o the parent company and cash is remitted to the parent company on a regular basis. The costs incurred by these entities are primarily the
cost of goads imported from the parent. The financing of these subsidiaries is done directly or indirectly by the parent company. In respect of subsidiaries,
whose operations are self contained and integrated within their respective countries / regions {i.e., all those listed in the second through fifth rows of the
table above), the functional currency has been determined to be the local currency of those countries / regions. The assets and liabilities of such subsidiaries
are translated into Indian rupees at the rate of exchange prevailing as at the balance sheet date. Revenues and expenses are translated into Indian rupees at
average manthly exchange rates prevailing during the year. Resulting translation adjustments are included in accumulated other comprehensive income,

Foreign currency transactions

Foreign currency transaciions are translated into the functional currency at the rates of exchange prevailing on the date of the respective transactions.
Manetary assets and liabilities in foreign currency are canverted into the functional currency at the exchange rate prevailing on the balance sheet date. The
resulting exchange gains / losses are included in the consolidated statement of operations.

Convenience translation {(unaudited)

The accompanying financial statements have been prepared in indian rupees, the national currency of India. Solely for the convenience of the reader, the
financial statements as of and for the fiscal year ended 31 March 2008 have been translated into United States dollars at the noen buying rate in New
York City on 31 March 2008 for cable transfers in Indian rupees, as certified for customs purposes by the Federal Reserve Bank of New York of US5.3. 1 =
Rs. 40.02. No representation is made that the Indian rupee amounts have been, could have been or could be converied into United States dollars at such
a rate or any other rate.

Principles of consolidation

The consolidated financial statements include the financial statements of DRL and all of its subsidiaries, which it owns or controls more than 50% of
the voting rights, except where the minority shareholders have certain significant participating rights that provide for effective involvement in significant
decisions in the ordinary course of business of such entities which are accounted for under the equity method. DRL consolidates Dr. Reddy’s Research
Foundation (the “Research Foundation®), a nen-profit organization that is funded by and carries out research activities on behalf of and fo- the benefit
of the Company, and beta Institut for sociomedical research GmbH, a non-profit organizaticn which is engaged in research and developrient to seek
ways to improve the healthcare process in ways which promote the psychological welfare of patients, including develepment of patient pathways, case
management, disease management and health systems management. All inier-company balances and transactions are eliminated on consolidation. Newly
acquired subsidiaries are included in the consalidated financial statements from the date of acquisition.
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The Company follows Financial Accounting Standards Board (“FASB*} Interpretation No. 46 (revised December 2003 “FIN 46R "), Consolidation of Variable
Interest Entities ("VIE™), which addresses how a business enterprise should evaluate whether it has a controlling financial interest in an entity through
means other than voting rights and accordingly should cansolidate the entity. For any ViEs that must be consolidated under FIN 46R, the interpretation
generally requires the primary beneficiary initially to measure the assets, liabilities and non-contralling interests of the newly consolidated VIE at their fair
values at the date the enterprise first becomes the primary beneficiary. Based on evaluation of FIN 46R, the Company has consclidated APR LLC, a VIE.

The Company accounts for investments by the equity method of accounting where it is able to exercise significant influence over the operating and
financing pelicies of the investee. The Company’s equity in the income / loss of equity method affiliates, Kunshan Rotam Reddy Pharmaceuticals (“Reddy
Kunshan” or "KRRP"} and Perlecan Pharma Private Limited (" Perlecan Pharma”} is included in the consolidated statement of operations. Inter company
profits and losses have been eliminated until realized by the investor or investee,

Cash equivalents

The Company considers all highly liquid irvestments with remaining maturities at the date of purchase / investment, of three manths or less to be cash
equivalents.

Revenue recognition

Product sales

Revenue is recognized when significant risks and rewards in respect of ownership of products are transferred to customers, generally, the stockists or
fermulations manufacturers and when the following ¢riteria are met:

* Persuasive evidence of an arrangement exists;
« The price to the buyer is fixed and determinable; and

* Collectibility of the sales price is reasonably assured.

Revenue from domestic sales of formulation products is recognized on delivery of the product to the stockist by the consignment and clearing and
forwarding agent of the Company. Revenue from domestic sales of active pharmaceutical ingredients and intermediates is recognized on delivery of
products to customers, from the factories of the Company. Revenue from export sales is recognized when significant risks and rewards in respect of
ownership of products are transferred to customers, which is based on terms of the contract. Revenue from product sales in¢ludes excise duty and is
recorded net of sales tax and applicable discounts and allowances.

Sales of formulations in India are made through clearing and forwarding agents to stockists. Significant risks and rewards in respect of ownership of
formulation products are transferred by the Company when the goods are delivered to stockists from clearing and forwarding agents. Clearing and
forwarding agents are generally compensated on a commission basis as a percentage of sales made by them.

Sales of active pharmaceutical ingredients and intermediates in India are made directly to the end customers generally, fermulation manufacturers, from
the factories of the Company. Sales of formulations and active pharmaceutical ingredients and intermediates outside India are made directly to the end
customers, generally stockists or fermulations manufacturers, fram the Company or its consolidated subsidiaries.

The Company has entered into marketing arrangements with ¢ertain marketing partners for sale of goods. Under such arrangements, the Company sells
generic products to the marketing partners at a price agreed in the arrangement. Revenue is recognized on these transactions upon delivery of products
to the marketing partners, as all the conditions under Staff Accounting Bulletin No.104 {“SAB 104") are met. Subsequently, the marketing partners remit
to the Company an additional amount based on the sale proceeds of sales made by them to the end customer. Such amount is determined per the terms
of the marketing arrangement, and is recognized by the Company when the realization is certain under the guidance given in SAB 104,

Revenue from sales of generic products is recognized when products are delivered and significant risks and rewards in respect of ownership of products
passes on to the customer, Provisions for chargeback, rebates and medicaid payments are estimated and provided for in the year of sales and recorded as
reduction of revenue. A chargeback claim is a claim made by the wholesaler for the difference between the price at which the product is initially invoiced
to the wholesaler and the net price at which it is agreed to be procured from the Company. Provision for such chargebacks are accrued and estimated
based on historical average chargeback rate actually claimed over a period of time, current contract prices with wholesaters / other customers and average
inventory holding by the wholesaler. Such provisions are disclosed as a reduction of accounts receivable.

The Company accounts for sales returns in accordance with SFAS 48, “Revenue Recognition when Right to Return Exists” by recerding an accrual based
on Company’s estimate of expected sales relurns.

The Company deals in various products and operates in various markets, Accordingly, the Company’s estimate of safes returns is determined primarily by its
experience in these markets. In respect of established products, the Company determines an estimate of sales returns accrual primarily based on historical
experience of such sales returns. Additionally, other factors that the Company considers in determining the estimate include levels of inventory in the
distribution channel, estimated shelf life, product discontinuances, price changes of competitive products, and introduction of competitive new products, to
the extent each of these factors impact the Company's business and markets. The Company considers all these factors and adjusts the sales return accrual
to reflect its actual experience,
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With respect to new products introduced by the Company, those are either extensions of an existing line of product or in a general therapeutic category
where the Company has historical experience. The Company’s new product taunches have historically been in therapeutic categories where established
products exist and are sold either by the Company or its competitors. The Company has not yet introduced preducts in a new therapeutic catecory where
the sales returns expertence of such products is not known. The amount of sales returns for the Company's newly launched products do not significantly
differ from sales returns experience of current products marketed by the Company or competitors {as the Company understands based cn industry
publications and discussions with its customers). Accordingly, the Company does not expect sales returns for new products to be significantly different
from expected sales returns of current products. The Company evaluates sales returns of all its products at the end of each reporting period and records
necessary adjustments, if any. To date, no significant revision has been determined to be necessary.

Service income

Income from service, which primarily relate to contract research, is recognized as the related services are performed in accordance with the terms of the
contract and when all the conditions under SAB 104 are met. Arrangements with customers for contract research and other related services are either on
a fixed price or a time and material basis.

License fees

Non-refundable milestone payments are recognized in the consclidated statement of operations when earned, in accordance with the terms of the
license agreement, and when the Company has no future obligations or continuing involvement pursuant to such mitesione payments. Non-refundable
upfront license fees are deferred and recognized when the milestones are earned, in proportion to the amount that each milestone earned tears to the
total milestone payments agreed in the ficense agreement. As the upfront license fees are a composite amount and cannot be attributed to a specific
molecule, they are amortized cver the development period. The milestone payments increase during the development period as the risk involved decreases.
The agreed milestone payments reflect the progress of the development of the molecule and may not be spread evenly over the development period.
Accordingly, the milestone payments are a fair representation of the extent of progress made in the development of these underlying molecules. In the
event, the development of malecule is discontinued, the corresponding amount of deferred revenue is recognized in the consolidated statement of
operations in the period in which the project is terminated.

The Company has entered into certain dossier sales, ticensing and supply arrangements that include certain performance obligations. Based on an
evaluation of whether or not these obligations are inconsequential or perfunctory, the Company defers the upfront paymenis received under these
arrangements. Such deferred revenue is recognized in the consolidated statement of operaticns in the period in which the Company completes its
remaining performance obligations.

Shipping and handling costs

Shipping and handling costs incurred to transport products to customers are included in selling, general and administrative expenses.

Inventories

Inventories are stated at the lower of cost or market value. Cost is determined using the first-in-first-out method for atl categories of inventories except
stores and spares, where cost is determined using the weighted average method. Stores and spares comprise of packing materials, engineering spares
{such as machinery spare parts) and consumables {such as lubricants, cotton waste and oils), which are used in operating machines or consumed as indirect
materials in the manufacturing process. In the case of raw materials and stores and spares, cost comprises purchase price and attributable direct costs, less
trade discounts. In the case of work-in-procass and finished goods, cost comprises direct labor, material costs and production overheads.

A write-down of inventory o the lower of cost or market value at the close of a fiscal year creates a new cost basis and is not marked up based on
subsequent changes in underlying facts and circumstances. Such write-downs, if any, are included in cost of revenues.

Inventories are reviewed on a monthly basis for identification and write-off of slow-moving, obsolete and impaired inventory. Such write-downs, if any, are
included in cost of revenues.

Investment securities

Investrment securities consist of available for sale debt and equity securities and non-marketable equity securities accounted for by the cost method.

Available for sale securities are carried at fair value based on quoted market prices. For debt securities where quated market prices are not available, fair
value is determined using pricing techniques such as discounted cash flow analysis obtained from external sources, Unrealized holding gairs and losses,
net of the related tax effect, on available for sale securities are excluded from earnings and are reported as a separate component of stockholders’ equity
until realized. Dectine in the fair value of any available for sale security below cost that is determined to be other than temporary, results in recduction in the
carrying amount o fair vatue, Such impairment is charged to the consolidated statement of operations. Realized gains and losses from the sale of available
for sale securities are determined on a first-in-first-out method and are included in earnings.

Non-marketable equity securities accounted for by the cost method are stated at cost, less provision for any other than temporary decline in value.
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1) Derivative and hedge accounting
The Company purchases foreign currency forward contracts 7 option contracts to mitigate the risk of changes in foreign exchange rates on accounis
receivable and forecasted cash flows denominated in certain foreign currencies. The Company also purchases zero-cost collars, which qualify as net
purchased options, to hedge the exposure to variability in expected future foreign currency cash inflows due to exchange rate movements beyond a defined
range.

In accerdance with SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended, the Company recognizes all derivatives as
assets or liabilities measured at their fair value, regardless of the purpose or intent of hotding them. In respect of derivatives designated and effective as
cash flow hedges, gains or losses resulting from changes in the fair value are deferred and recorded as a component of accumulated other comprehensive
income within stockholder's equity until the hedged transaction occurs and are then recognized in the consolidated statement of aperations together with
the hedged item. The Company assesses hedge effectiveness based on overall change in fair value of derivative instrument.

Changes in fair value of derivatives not designated as hedges and the ineffective portion of the hedging instruments are recognized in the consolidated
statements of operations of each period and are reported within foreign exchange gain / {loss}, net under operating expenses.

In respect of derivatives designated as hedges, the Company formally documents all relationships between the hedging instrument and the hedged item,
as well as its risk management objective and strategy for undertaking the hedge transaction. The Company also formally assesses both at the inception
of the hedge and on an ongoing basis, whether each derivative is highly effective in offsetting changes in fair value or cash flows of the hedged item. If
it is determined that a derivative is not highly effective as a hedge, or if a derivative ceases to be a highly effective hedge, the Company, prospectively,
discontinues hedge accounting with respect to that derivative,

m) Property, plant and equipment
Property, plant and equipment including assets acquired under capital lease agreements are stated at cost less accumulated depreciation. The Company
depreciates property, plant and equipment over the estimated useful life using the straight-line method. The estimated useful lives of assets are as
follows:

Buildings

Factory and administrative buildings

25 to 50 years

Ancillary structures

310 15 years

Plant and machinery

3to 15 years

Furniture, fixtures and office equipment

4 to 10 years

Vehicles 410 5 years

Computer equipment 310 5 years

Advances paid lowards the acquisition of properiy, plant and equipment outstanding at each halance sheet date and the cost of property, plant and
equipment not put 10 use before such date are disclosed under capital work-in-progress. The interest cost incurred for funding an asset during its
construction period is capitalized based on the actual investment in the asset and the average cost of funds, The capitalized interest is included in the cost
of the relevant asset and is depreciated over the estimated useful life of the asset.

Software for internal use, which is primarily acquired fram third-party vendors including censultancy charges for implementing the software are capitalized.
Subsequent costs are charged to the consolidated statement of operations as incurred, The capitalized costs are amortized over the estimated useful life of
the software,

n) Goodwill

Goodwill represents the cost of acquired businesses in excess of the fair value of the identifiable tangible and intangible net assets purchased. Goodwill is
tested for impairment on an annuat basis, relying on a number of factors inctuding operating results, business plans and future cash flows, Recoverability of
goodwill is evaluated using a two-step process. The first step involves a comparison of the fair value of a reporting unit with its carrying value. If the carrying
value of the reporting unit exceeds iis fair value, the second step of the process involves a comparison of the fair value and carrying value of the goodwill
of that reporting unit. If the carrying value of the goodwill of a reparting unit exceeds the fair value of that goodwill, an impairment loss is recognized in
an amount equal to the excess. Goodwill of a reporting unit is tested for impairment between annual tests if an event occurs or eircumstances change that
would more likely than not reduce the fair value of the reporting unit below its carrying value.
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o) Intangible assets

Intangible assets consist of trademarks, product related intangibles, customer related intangibles, marketing rights, beneficial toll manufacturing contracts
and non-competition arrangements. All intangible assets with definite life are amortized over the expected benefit period or the legal life, whichever is
shorter. Such amortization periods are as follows:

Trademarks
- Trademarks with finite useful life 3 1o 10 years
- Trademarks with indefinite life Tested for impairment at least annually
Product related intangibles 12 to 15 years
Beneficial toll manuiacturing contract 24 months
Non-competition arrangements 1.5 10 10 years
Marketing rights 3 to 16 years
Customer-related intangibles 2 to 5 years
Other intangibles 5 to 15 years

p) Impairment of long-lived assets

Long-lived assets and intangibles with finite useful life are reviewed for impairment whenever events or changes in business circumstances indicate that the
carrying amount of assets may not be fully recoverable. impairment test is based on a comparison of the undiscounted cash flows expected to be generated
from the use of the asset to its recorded value. If impairment is indicated, the asset is written down to its fair value. Long-lived assets to be disposed are
reported at the lower of carrying value or fair value, less cost o sell. The fair value of the ‘beta’ brand (trademark with indefinite life} is determined applying
the relief from royalty method. The fair value of other intangibles is determined based on discounted cash flow approach.

q) Start-up costs

Cosis of start-up activities including organization costs are expensed as incurred.

r} Research and development

Research and development cast is expensed as ingurred. tn-process technologies used in research and development projects and having no aiternate future
use are expensed upon purchase. Capital expenditure incurred on equipment and facilities acquired or constructed for research and developrrent activities,
and having alternative future use, is capitalized as property, plant and equipment when acquired or constructed.

s) Stock-based compensation

Prior to 1 April 2006, the Company accounted for its stock-based compensation plans under SFAS 123 “Accounting for Stock Based Compensation”.
On 1 April 2008, the Company adopted SFAS No. 123(R) (revised 2004} "Share Based Paymeni™ (“SFAS No. 123(R)”} under the modified-prospective
approach. The modified-prospective-approach under SFAS No. 123(R) applies to new awards and to awards modified, repurchased, or cancelled after
adoption.

The Company uses the Black-Scholes option pricing model to determine the fair value of each option grant. Generally, the fair value approach in SFAS
No. 123(R) is similar to the fair value approach described in SFAS No. 123. Upon adoption of SFAS 123(R), the Company elected to continue estimating the
fair value of stock options using the Black-Schales option pricing model. The Black-Scholes model includes assumptions regarding dividend yields, expected
volatility, expected terms and risk free interest rates. In respect of Par Value Options, the expected term of an option is estimated based on the vesting
term, contraciual term, as well as expected exercise behavior of the employees receiving the option. In respect of Fair Market Value optione, the expected
term of an option is estimated based on the simplified method. Expected volatility of the option is based on historical volatility, during a pe-iod equivalent
to the expecied term of the oplion, of the observed market prices of the Company's publicly traded equity shares. Dividend yield of the options is based
on recent dividend activity. Risk-free interest rates are based en the government securities yield in effect at the time of the grant, These assumptions reflect
management’s best estimates, but these assumptions involve inherent market uncertainties based on market conditions generally outside of Company’s
control. As a result, if other assumptions had been used in the current peried, stock-based compensation expense could have been materially impacted.
Further, if management uses different assumptions in future periods, stock based compensation expense could be materially impacted in future years.

The estimated fair value of stock options is charged 1o income on a straight-line basis over the requisite service period for each separately vesting portion
of the award as if the award was, in-substance, multiple awards.

The {air value of each option is estimated on the date of grant using the Black-5choles model with the following assumptions:

riscal vear ENDED 31 MARCH
2006 2007 ' 2008

Dividend yield 0.5% 0.5% . 075%
Expected term 12 - 78 menths 12 — 48 months ____1l-4Bmonths
Risk free interest rates 5.7-75% 6.5-7.4% 78-82%

Volatility 23.4-359% 30.5-33.6% 28.4% -32.7%
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At 31 March 2008, the Company has four stock-based employee compensation plans, which are described more fully in Note 21, DRL and ADTL have two
stock based employee compensation plans each.

The adoption of SFAS No. 123(R) did not have a material impact on Company’s equity-based compensation expense for the year ended 31 March 2007.
Further, the Company believes that the adoption of SFAS Na.123(R) will not have a material impact on its future equity-based compensation expense.
Under SFAS 123, the Company had a policy of recognizing the effect of forfeitures anly as they occurred, Accordingly, &s required by SFAS No. 123 (R), on
1 April 2006, the Company estimated the number of auistanding instruments which are not expected to vest and recognized a credit to stock compensation
expense o f Rs. 14,806 representing reversal of stock compensation expense for such instruments previously recognized in the consolidated statement
of operations.

A recent amendment to the Indian tax regulations requires the Company 1o pay Fringe Benefit Tax {FBT} on exercise of employee stock options. The FBT is
computed based on the fair market value of the underlying equity share on the date of vesting of an option as reduced by the amount actually paid by the
employee for exercise of the options. The Company’s obligation to pay FBT arises only upon exercise of options and is recorded as compensation expense
in the consolidated statement of operations at that time.

In January 2008, ADTL amended its plan 10 recover FBT from employees for all new grants. Accordingly, the fair value of stock options granted subsequent
to the date of this amendment has been determined using the Binomial option pricing model.

The Binomial model includes assumptions regarding dividend yields, expected volatility, expected lives, risk free interest rates and expected FET recovery.
These assumptions reflact management's best estimates, but these assumptions invalve inherent market uncertainties based on market conditions generally
outside of Company's control. As a result, if other assumptions had been used in the current period, stock-based compensation expense could have been
materially impacted. Further, if management uses different assumptions in future periods, stock hased compensation expense could be materially impacted
in future years.

The fair value of each option is estimated on the date of grant using the Binomial model with the following assumptions:

FISCAL YEAR ENDED 37 MARCH
2008

Dividend yield -

Expected term 36— 72 months

Risk free interest rates o 742 -7.47%

Volatility 57.38%
t) Income taxes

u)

v)

w)

tncome taxes are accounted for using the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating
lass carry-forwards, Deferred tax assets and liabilities are measured using enacted tax rates expected (o apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred t1ax assets and liabilities of a change in tax rates is recognized in the
consolidated statement of operations in the period that includes the enactment date. Valuation allowance is established when necessary to reduce deferred
tax assets to the amount cansidered maore likely than not to be realized.

The Company adopted FASB Interpretation No. 48 (FIN 48), Accounting for Unceriainty in Income Taxes — an interpretation of FASB Statement No. 109,
on 1 April 2007. This Interpretation dlarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements in accordance
with SFAS No. 109, Accounting for Income Taxes and prescribes a recognition threshold of more-likely-than-not to be sustained upon examination,
Accounting and disclosures of tax positions 1aken or expected to be taken by the Company are based on the recognition threshold and measurement
attribute prescribed by FIN 48. The Company recognizes penalties and interest related 10 unrecognized tax benefits as a component of income taxes.

Leases

Leases of property. plant and equipment that transfer substantially all of the benefits or risks and rewards of ownership are classified as capital leases. The
amount recorded is the lesser of the present value of the rental and other lease payments during the lease term, excluding that portion of the payments
representing executory costs paid to the lessor, or the asset’s fair value. The rental obligations, net of interest cherges, are reflacted in long term debt.

Leases that do not transfer substantially all of the benefits or risks of ownership are classified a5 operating leases and recorded as expense on a straight line
basis over the lease term, including leases that bave rent holidays and / or escalating lease payments.

Legal cost

Legal costs incurred in connection with contingencies are expensed as incurred.

Earnings per share

In accordance with SFAS No.128, “Earnings per Share”, basic earnings per share is computed using the weighted average number of common shares
outstanding during the period. Diluted earnings per share is computed using the weighted average number of common and dilutive commen equivalent
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shares outsianding during the period, using the treasury stock method for options, except where the results would be anti-dilutive. If securities have been

issued by a subsidiary that enable their holders to obtain subsidiary’s common stock, the earnings of the subsidiary's shall be included in the consolidated
diluted earnings per share computations based on the Company’s holding of the subsidiary’s securities.

If the number of common shares outstanding increases as a result of a stock dividend or stock split or decreases as a result of a 1everse stock split, the
computations of basic and diluted earnings per share are adjusted retroactively for all periods presented to reflect that change in capital structure. if such
changes occur after the close of the reporting period but before issuance of the financial statements, the per-share computations for that peried and any
prior-peried financial statements presented are based on the new number of shares.

Reclassifications

Certain amounts in the prigr year's consolidated financial statements and notes have been reclassified to conform to the current year's presentation.

BUSINESS COMBINATIONS

All of the Company's acquisitions have been accounted for using the purchase method of accounting. Revenues and expenses of the acquired businesses have
been included in the accompanying consolidated financial statements beginning on the respective dates of acquisition. Contingent consideration pursuant to
eamout agreements is recorded as an additional cast of the acguisition, when the contingency is resolved and the consideration s issued or becomes issuable.

Industrias Quimicas Falcon de Mexico, $.A. de C.V. (“Falcon”)

On 30 December 2005, the Company acquired 100% of the share capital of Industrias Quimicas Falcon de Mexico, 5.A.de C.V. (“Falcon”), a Roche group
company for a total purchase consideration of Rs. 2,773,126 (U.5.3. 61,233). The Company has accounted for this acquisition under the purchase methad as
defined in SFAS No. 141, "Business Combinations”. Accordingly, the financial results of Falcon have been included in the consofidated financial statements
since that date. Falcon was acquired with intent to add steroid manufacturing capabilities and permit the Company to offer a full range of services in its custom
pharmaceutical services business. The operations of Falcon relate o the manufacture and sale of active pharmaceutical ingredients and steroids in accardance
with custorner specifications.

The purchase cost of Rs. 2,773,126 has been allocated as fallows:
« Property, ptant and equipment and intangible assets based on appraisals performed by third party valuer; and

» Others based on management's estimates.

CURRENT ASSETS
Cash and cash equivalents Rs. 217
Accounts receivable 39,736
Inventories 1,150,730
Other current assets 259,465
Property, plant and equipment 1,418,799
INTANGIBLE ASSETS
Customer contracts 51,493
Nen-competition arrangement 20,242
TOTAL ASSETS 2,940,682
Liabilities assumed (40,613)
Deferred tax liability, net (126,943)
PURCHASE COST Rs. 2,773,126
The weighted average useful lives of intangibles acquired are as follows:
Customer contracts 2.6 years
Non-competition arrangement 3 years
betapharm

On 3 March 2006, the Company acquired 100% of the outstanding comman shares of betapharm. Accordingly, the financial results of betapharm have been
included in the consolidated financial statemenits since that date. betapharm is a leading generics pharmaceuticals company in Germany. Under the ‘beia’ brand,
the Company markets a broad and diversified portfolio comprising formulations, primarily solid dose, focused on medical conditions requiring long-term therapy
that are typically prescribed by primary care physicians.

The aggregate purchase price of Rs. 26,063,321 {Euro 482,654) includes direct acquisition cost amounting to Rs. 201,548 (Euro 3,732). The acquisition
agreement included payment of contingent consideration amounting up to Rs. 518,400 {Eura 9,600), which was paid into an escrow account. This amount is
subject to set-off for certain indernnity claims in respect of legal and tax matters that might arise, pertaining to the periods prior to the acquisition. The escrow
will lapse and be time barred at the end of 2013 Since the maximum amounts pertaining 1o such claims are determinable at the date of acquiition, the same
has been included as part of the purchase price.
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During the year ended 31 March 2007, the Company completed the final allocation of the zggregate purchase price of Rs. 26,063,321 {Euro 482,654) for
betapharm based en management’s estimate and independent valuations of intangible assets as follows:

CURRENT ASSETS:

Cash and cash equivalents Rs. 1,357,395
Inventories 538,860
Other current assets 552,938
Property, plant and equipment 372,377
INTANGIBLES:

Trademarks 5,546,314

Product related intangibles 13,684,867

Benefidal toll manufacturing contract 621,058
Other assets 142,541
Goodwill 12,848,428
TOTAL ASSETS 35,664,778
Deferred tax liability, net (7,241,686}
Liabilities assumed (2,359,771)
PURCHASE COST Rs. 26,063,321

As a result of the final allecation of the aggregate purchase price, there were revisions in useful fives of certain intangibles and the total intangibles increased
from Rs. 16,325,558 as at 31 March 2006 to Rs. 19,852,239, in addition, goodwill decreased from Rs. 14,958,766 as at 31 March 2006 to Rs. 12,848,428 and
deferred tax liability, netincreased from Rs, 5,825,383 as at 31 March 2006 to Rs. 7,241,686.

Trademarks have an indefinite useful life and are therefore not subject to amortization but are tested for impairment annually. The weighted average useful
lives of other intangibles acquired are as follows:

Product related intangibles 14.5 years
Beneficial toll manufacturing contract 4.8 years"

The adjustments to the values of intangibles, goodwill and deferred tax liability, net and revisions to useful lives did nat have any material impact on the results
of the fiscal year ended 31 March 2007.

™ As more fully described in Note 5, in January 2007, the Campany revised the estimated useful life of the beneficial toll manufacturing contract intangible fram
58 months to 24 manths. Consequently, the unamortized balance as on the date of such amendment is being amortized over the remaining revised estimated
useful life of this intangible.

All goodwill arising from the acquisition of betapharm was assigned to the Company’s generics segment.

Pro forma Information: The table below reflecis unaudited pro forma consolidated results of operations as if both the Falcon and beta Holding GmbH

acquisitions had been made at the beginning of the period presented below:
FISCAL YEAR ENDED 31 MARCH
2006 (un AupiTED)

Revenues Rs. 33,766,668
Net income 1,991,090
Earning per equity share Basic 13.00
Diluted 12,98
Weighted average number of equity shares used in computing earnings per equity share

Basic 153,093,316
Diluted 153,403,846

The unaudited proforma consolidated results of operations is presented for illustrative purposes only and is not necessarily indicative of the operating results that
would have occurred if the transaction had been consummated at the date indicated, nor it is necessarily indicative of future operating results of the combined
companies and should not be construed as representative of these amounts for any future dates or periods.
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4. GOODWILL

In accardance with SFAS No. 142 "Goodwill and Other Intangible Assets”, the Company tests goodwill for impairment, at least annually. The folloving table
presents the change in goodwill halance during the years ended 31 March 2007 and 2008:

FISCAL YEAR: ENDED 31 MARCH
2007 2008

Balance at the beginning of the year" Rs. 16,816,452 Rs. 15,722,631

Acquired / adjusted during the year (2,013,351) S 16,459
Effect of translation adjustments 919,530 1321769
Balance ég the end of the year'” , ) Rs. 15,722,631 Rs. 17,

Goodwill acquired / adjusted during the years ended 3t March 2007 and 2008 represenis the following:

FISCAL \"EAI; ENDED 3

2007 | 2008

Contingent consideration paid / payable in purchase business combinations Rs. 96,987 Rs. 206,896
Adjustment on completion of final purchase price allocation related to acquisition of betapharm (2,110,338) T
fmpairment of goodwill - (90,4737) )

Rs. (2,013,351)

In March 2000, Dr. Reddy’s Laboratories Inc. ("DRLI"), a consolidated subsidiary, acquired 25% of its own common stock held by a minority shareholder
(Pharma, LLC) for cash consideration of Rs. 1,072, This acquisition was accounted for by the purchase method. Additionally, contingent consideration not
exceeding U.5.%. 14,000 was payable over a period of ten years based on achievement of sales of certain covered products. Such payments were to ke recorded
as goodwill in the period in which the contingency is resolved in accordance with the consensus reached by the Emerging Issues Task Force on 'ssue 95-8,
Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise in a Purchase Business Combination.

In August 2006, the Company received a letter from Pharma, LLC alleging that sale of certain products were excluded by the Company in its calculation of
gross revenue and consequently, the amount payable to Pharma, LLC. The Company, in its response, stated that excluded products were the authorized generic
products of the partnering innovator company and not DRLI's products per the agreement, Subsequently, in Octeber, 2006, Pharma LLC instituted an arbitration
proceeding which was settled during the year ended 31 March 2008. Per the settlement, the Company agreed to pay the remaining contingent consideration in
installments beginning 1 October 2007 and ending 1 January 2009. As there are no unresolved contingencies, this remaining consideration has been recorded
as goodwill in these consolidated financial statement amounting to Rs. 206,896. Accordingly, as of 31 March 2008, the entire Rs. 612,306 {U.5.3. 14,000} has
been recorded as goodwill.

Impairment of goodwill amounting to Rs. 90,437 relates tc Company's drug discovery segment.

The following table presents the allocation of Goodwill to the various segments:

1 MARCH
2007 2008

Formulationst" Rs. 349,774 Rs. 349774
Active pharmaceutical ingredients and intermediates 997,025 T —-__99?025 N
Generics 12,285,395 13,814,060
Drug discovery 90,437 -

| Rs. 15,722,631 | Rs.1p.160,859 |

tIncludes goodwill arising on investment in an affiliate amounting to Rs. 181,943,
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INTANGIBLE ASSETS, NET

In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, intangible assets are amortized over the expected benefit pericd or the legal life,

whichever is shorter.

Intangible assets consist of the following:

As OF 31 march 2007

GROSS CARRYING ACCUMULATED NET CARRYING

AMOUNT AMORTIZATION VALUE

Tradernarks with finite useful life Rs. 2,597,962 Rs. 2,359,221 Rs. 238,741

Trademarks with indefinite life 5,127,473 - 5,127,473

Product related intangibles 14,078,320 1,078,804 12,999,516
Beneficial toll manufacturing contract 665,505 179,691 7 4875,812 i

Non-competition arrangements 131,214 120,030 11,184

Marketing rights 8,511 8,511 -

Customer-related intangibies 177,375 153,435 23,940

Other intangibles 10,624 8,879 1,745

Rs. 22,796,984 Rs. 3,908,571

GROSS CARRYING ACCUMULATED

AMOUNT AMORTIZATION

Rs. 18,888,413

as of 31 marcH 2008
NET CARRYING
VALUE

Trademarks with finite useful life Rs. 2,581,217 Rs. 2,522,280 Rs. 58,937
Trademarks with indefinite life 5,620,563 - 5.620,563
Product refated intangibles 11,866,772 1,250,261 10,616,511
Beneficial toll manufacturing contract 729,531 482,419 247,112
Non-competition arrangements 128,216 123,776 4,440
Marketing rights 7,982 7,982 -
Customer-related intangibles 236,100 161,032 75,068
Other intangibles 9,962 9962 -

{

| | Rs. 21,180,343 Rs. 4,557,712

fis. 16,622,631

The amortization expense for the years ended 31 March 20086, 2007 and 2008 was Rs. 419,867, Rs. 1,570,894 and Rs. 1,614,806, respeciively,

Estimated amartization expense for the next five years and thereafter with respect to such assets is as follows:

|

l ]

FOR THE FISCAL YEAR ENDED 31 MARCH

2009 Rs. 1,191,471
2010 o 896,083
2011 885,625
2012 859,347
2013 845,765
Thereafter 6,353,%~

The intangible assets (net of accumulated amortization) as of 31 March 2007 have been allocated ta the following segments:

CUSTOM

FORMULATIONS

GENERICS PHARMACEUTICAL

Rs. 11,002,068

Traderarks with finite useful life

SERVICES

Rs. 233,108 Rs. 5,633 - Rs. 238,741
Trademarks with indefinite life - 5,127,473 - 5,127,473
Product related intangibles - 12,999,516 - 12,999,516
Beneficial toll manufaciuring contract - 485,814 - EE;,BM
Non-competition arrangements - 177 11,007 11,184
Customer-related intangibles - 584 23.356 o 23,940
Other intangibles - 1,745 - 1,785

Rs. 18,620,942 Rs. 34,363

Rs. 18,888,413

| R§j233,108
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The intangible assets (net of amortization} as of 31 March 2008 have been allocated to the following segments:

CUSTOM
FORMULATIONS GENERICS PHARMACEUTICAL
SERVICES )
Trademarks with finite useful life Rs. 56,462 Rs. 2,475 - Rs. 58,937_
Trademarks with indefinite life - 5,620,563 - 5,620,563
Product related intangibles - 10,616,511 - e @C
Beneficial toll manufacturing contract - 247,112 - o 247,112
Non-competition arrangements - - 4,440 4,440
Customer-related intangibles 3,572 65,461 6,035 75.068

Rs. 60,034 Rs. 16,552,122 fs. 10,475 I Rs. 16,622,631

Write-down of intangible assets acquired in Trigenesis acquisition

In 2004, the Company, through the acquisition of Trigenesis Therapeutics Inc. ("Trigenesis”), acquired certain technology platforms and marketing rights for a
total consideration of Rs. 496,715 (U.S.$. 11,000 which were accounted as purchase of intangible assets. During the year ended 31 March 2007, the Company
completed a detailed review of business opportunities in respect of these core technology platiorms and marketing rights. Based on this review, the Company
determined that further commercialization of these intangible assets may not be economically viable due to further regulatory approval process requirements
and unfeasible partnering prospects, and therefore discontinued its efforts to further develop these assets. Accordingly, the net carrying valug of these intangible
assets was written down to Rs. Nil, by recording a write-down of Rs. 213,518. This write down, which has been disclosed under "Write-down of intangible
assets” in the consalidated statement of operations for the year ended 31 March 2007, relates to the Company’s generics segment.

Change in estimated useful life of beneficial tofl manufacturing contract intangible

betapharm primarily sourced its producis from Safutas GmbH ("Salutas”) under a long-term supply contract. The contract gave betapharm a berefit by way of a
longer commitment period to supply products at favorable purchase price, Accordingly, at the time of betapharm’s purchase price allocation, this contract was
identified as a beneficial toll manufacturing contract and recorded as an intangible asset. In January 2007, Salutas served a termination notice to betapharm
cancelling its future commitrnent to supply products under this contract and renegotiated the terms and prices under this contract. This resulted in & reduction in
the averall committed supply period from 58 months to 24 months and increased procurement prices. Based on this amendment in January 2007, the Company
revised its estimated useful life of this intangible and is amortizing the balance unamortized amount as on the date of such amendment over the remaining
useful life of the intangible.

Write-down of intangible assets acquired in betapharm acquisition

During the year ended 31 March 2007, triggered by the above contract amendment with Salutas resulting in supply constraints in the short-ter n period and
increased procurement prices and certain market events comprising continuing decrease in market prices and increased competitive intensity, the Company
tested carrying value of betapharm intangibles for impairment. The carrying value of these intangibles included certain product related intancibles and the
‘beta’ brand. ‘beta’ brand was fair valued applying the relief from royalty method. The product related intangibles were fair valued based on discounted cash
flow approach. As a result of this review, the Company recorded a write-down of intangible assets amounting to Rs. 1,556,703 and adjusted the carrying value
of the 'beta” brand and certain product related intangibles as of 31 March 2007. This write-down, which has been disclosed under “Write-down of intangible
assets” in the consolidated statement of operations for the year ended 31 March 2007, relates to the Company’s generics segment.

During the year ended 31 March 2008, triggered by certain adverse market conditions such as decrease in market prices and an increasing trend in certain new
type of rebates being negotiated with State Healthcare Insurance Fund {“SHI") companies, and further affected by supply constraints, the Company tested
carrying value of betapharm intangibles for impairment. As a result of this review, the Company recorded a write-down of intangible assets amounting to
Rs. 2,361,008 and adjusted the carrying value of certain product related intangibles as of 31 March 2008, The fair value of these intangibles was determined
based on discounted cash flow approach. This write down, which has been disclosed under "Write-down of intangible assets™ in the consolidzted staternent
of operations for the year ended 31 March 2008, relates to the Company’s generics segment.

Write-down of intangible assets acquired in lberia acquisition

In May 2006, the Company acquired marketing authorizations and marketing authorization applications (*MAAs"} for certain specialty pharmaceutical products,
along with the related trademark rights and physical inventories of the products, from Laboratorios Litaphar, S.A. (“Utaphar”) for a total consideration of
Rs. 218,920 (Furo 3,740). Litaphar, a Spanish company was engaged in the promotion, distribution and commercialization of pharmaceutical products and
chemical-pharmaceutical specialties. As a result of this acquisition, the Company acquired an opportunity to sell those products using their existing brand names
through its generics sales and marketng network. During the year ended 31 March 2008, triggered by certain adverse market conditions such as decrease
in sales and increase in cost of procurement, the Company tested carrying value of litaphar intangibles for impairment. The fair values of these intangibles
were determined based on discountad cash flow approach. As a result of this review, the Company recorded a write-down of intangible assets amounting to
Rs. 127,506 and adjusted the carrying value of product related intangibles as of 31 March 2008. The above write down, which has been disclosed under “Write-
down of intangible assets” in the consolidated statement of operations, relates 1o the Company's generics segment.
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6. FORMATION OF PERLECAN PHARMA PRIVATE LIMITED
In September 2005, the Company announced the formation of an integrated drug development company, Perlecan Pharma Private Limited {“Perlecan Pharma”),
with Citigroup Venture Capital International Growth Partnership Mauritius Limited {"Citigroup Venture”) and ICICI Venture Funds Management Company
{"iCICI Venture"). Perlecan Pharma is engaged in the clinical development and out-licensing of New Chemical Entity (“NCE*) assets. Citigroup Venture and ICICI
Venture each committed to contribute Rs, 1,003,725 (U.S.3. 22,500) and the Company committed to contribute Rs. 340,000 {U.5.$. 7,500) towards equity in
Perlecan Pharma. The arrangement was subject to certain closing conditions, which were completed on 27 March 2006 resulting in an amendment of certain

teems of the investmens agreemenit.

As a result, the Company owned approximately 14.28% of the equity of Perlecan Pharma as of 31 March 2006. In addition, Perlecan Pharma is to issue to the
Company warrants to purchase 45 million equity shares of Perlecan Pharma, at an exercise price of Re.1.00 per equity share, the exercise of which is contingent
upon the success of certain research and development milestones. If the warrants are fully exercised, then the Company will own approximately 62.5% of the
equity of Perlecan Pharma. Further, three out of seven directors on the Board of Directors of Perlecan Pharma will be designated by the Company. In addition,
as per the terms of the arrangement, the Company will have the first right 10 conduct product development and clinical trials on behalf of Perlecan Pharma on
an arms length basis subject to the final decision by the board of directors of Perlecan Pharma. Considering these factors the Company has accounted for its
investment in Perlecan Pharma in accordance with APB 18, "The Equity Method of Accounting for Investments in Common Stock ™.

As of 31 March 2006, the three investors had invested Rs. 705,700 (U.S.$. 15.818) in Perlecan Pharma. The Company's share of equity investment was
Rs. 100,800(U.5.%. 2,259). The Company was alsc committed to invest an additional amount of Rs. 239,200 (U,5.%. 5,247) as its proportionate equity contribution
in the fuiure. As per the terms of the amended agreement, the Company was to be reimbursed by Perlecan Pharma for research and development costs of
Rs. 231,023 that were incurred by the Company prior to closing.

The Company’s equity in the loss of Perlecan Pharma for the period 28 March 2006 through 31 March 2006 amounted to Rs. 43,000. The reimbursement for
research and development costs incurred by the Company prior to the closing has been applied to reduce the carrying value of the equity investment in Perlecan
Pharma as of 31 March 2006 to zero, with the remaining balance of Rs. 170,223 reflected as other liability as of 31 March 2006.

During the year ended 31 March 2007, the Company and the other two investors invested additional amounts of Rs. 69,200 and Rs. 412,700, respectively, in
Perlecan Pharma. As a result, as of 31 March 2007, the Company owned approximately 14.31% of the equity of Perlecan Pharma, The Company's equity in the
loss of Perlecan Pharma for the year ended 31 March 2007 amounted to Rs. 63,339. Further as of 31 March 2007, the carrying value of Company's investment
in Perlecan Pharma was Rs. 3,309 and the other liability balance was Rs, 170,223.

The Company's equity in the loss of Perlecan Pharma for the year ended 31 March 2008 amounted to Rs. 12,675. Further, as of 31 March 2008, the carrying
value of Company's investment in Perlecan Pharma was Rs. Nil, the other liability balance was Rs. 179,589 and tha Company is committed to make additional
equity investrment of Rs. 170,000 in Perlecan Pharma.

The Company will continue to reflect its equity in losses of Perfecan Pharma to the extent of its net investment and future funding commitments.

7. CASH, CASH EQUIVALENTS AND RESTRICTED CASH

Cash and cash eguivalents as of 31 March 2007 and 2008 amounted to Rs. 17,981,447 and Rs. 7,398,284, respectively. These amounts primarity consisted of
current and time deposits with banks, This excludes restricted cash included in current assets of Rs. 606,159 and Rs. 23,156 as of 31 March 2007 and 2008,
respectively, in respect of following chligations or commitments of the Company:

&5 OF 31 MARCH

2007 2008
Against performance guarantees issued by the Company Rs. 1,080 Rs. 1,268
Against long term debt from Citibank 584,517 -
Against unclaimed dividend 13140 14,372
Against other obligations 7422 7,516

Total restricted cash l ‘ ! Rs. 606,159 Rs. 23,156

The fair value of cash and cash equivalents approximate their carrying values. During the year ended 31 March 2008, restriction on cash deposiis amounting to
Rs. 584,517 that were pledged against long-term debt taken from Citibank, was released and these cash deposits were liquidated.

8. ACCOUNTS RECEIVABLE, NET
Accounts receivable as of 31 March 2007 and 2008 are stated net of allowance for doubtful accounts. The Company maintains an allowance for doubtiul
accounts based on financial condition of the customer, ageing of the accounts receivable, historical experience of collections from customers and the current
economic environment.
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The activity in the allowance for doubtful accounts receivable is given below:

FISCAL YEAR; ENDED 31| MARCH
2006 2007 J 2008

Balance at the beginning of the year Rs. 171,154 Rs. 188,001 o A_Rs._§3,61 8 _
Additional provision 33,629 15120 226,932
Bad debts charged ta provision (16,782 (46,003) \59,429)

Balance at the end of the year ) Rs. 188,001 Rs. 293,618

9. INVENTORIES

Inventories consist of the following:

.
| A5 oF 31 MARCH

2007 ! 2008
Raw materials Rs. 2,147,896 Rs. 3,226,016
Packing materials, stores and spares 560,629 o #_773.‘,733—
Work-in-process 1,674,235 T 5545,_84_9_
Finished goods 3,162,820 4787532

J Rs. 7,545,580 | Rs.11,132,830 |

During the years ended 31 March 2006, 2007 and 2008, the Company recorded inventory write-down of Rs, 100,783, Rs. 306,235 and Rs. 327,997, respectively,
resulting from decline in the market value of certain finished goods and write-down of certain raw materials, These write-down adjustments are included in
cost of revenues.

During the year ended 31 March 2008, the Company recorded a loss an firm purchase commitment on certain finished products under its long-term supply
contract with Salutas amounting to Rs. 268,227, which is included in cost of revenues.

10. OTHER ASSETS

Other assets consist of the following:

1 MARCH
2007 2008

Prepaid expenses Rs. 479,141 ] Rs. 365,879
Advances to suppliers 297993 499567
Balances with statutory authorities 1066559 :: o ‘—94‘6—34‘3—
Deposits 240,968 0772
Export benefits receivable 347,814 T jrv:464,139_‘%
Others 538,751 71,555,924
Rs. 3,371,226 Rs. 4,042,524
Less: Current assets 3,096,129 T —ﬁﬁ 14

| 275097 | | 213,810 |

Balances with statutory authorities represent amounts deposited with the excise authorities and the unutilized excise input credits on purchases. These are
regularly utilized to offset the excise liability on goods produced by the Company. Accordingly, these balances have been classified as current assats.

Deposits mainly comprise telephone, electricity, premises and other deposits. Cthers mainly represent advance income taxes, interest receivable on fixed
deposits, receivables from banks on derivative contracts etc.
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11. PROPERTY, PLANT AND EQUIPMENT, NEY

Property, plant and equipment consist of the following;

‘ A5 OF 31 MARCH
2007 2008

Land Rs. 875,662 Rs. 1,456,439
Buildings 3.063872 4,147,041
Plant and machinery 9,974,476 L : 12,687,624
Furniture, fixtures and office equipment 936,504 866,810
Vehicles 383,024 437,908
Computer equipment 679,076 888,%‘?
Capital work-in-progress 2,805,221 4,000,6;17“.
18,717,835 B 24,485,216
Accumulated depreciation (6,290,037) (7,719,784)

Rs. 12,427,798 Rs. 16,765,432

Depreciation expense for the years ended 31 March 2006, 2007 and 2008 was Rs. 1,147,223, Rs. 1,439,298 and Rs. 1,773,498, respeclively.

During the year ended 31 March 2008, the Company capitalized interest cost of Rs. 85,484,

12. INVESTMENT SECURITIES

Investment securities consist of the follawing:

X as oF 31 marcH 2007 A5 0F 31 march 2008
GROSS
GROSS GROSS GROSS
CARRYING UNREALIZED CARRYING UNREALIZED
UNREALIZED FAIR VALUE UNREALIZED FAIR VALUE
VALUE . HOLDING VALUE HOLDINGAINS HOLDING
HOLDINGAINS LOSSES LOSSES
AVAILABLE
FOR SALE
Mutual fund units ~ Rs. 15315 Rs. 10  Rs. - Rs. 15325 Rs.3.507,663 Rs. 8300 Rs, - Rs, 3,515,963
Equity securities 3,096 8,837 - 11,933 3,096 16106 - 19,202
Debt securities 1,250,020 - (174,731) 1,075,289 1,250,020 (31,605) 1,218,415
Rs| 1,268,431 Rs.8.847 Rs.(174,731) | Rs. 1,102,547  Rs. 4,760,779 Rs. 24,406  Rs.(31,605) Rs.4,753,580

CURRENT:

Less: Current

: - - - 15,325 - - - 4,753,580
portion

Non-Current
portion

- |Rs. 1,087,222

Carrying value of non-marketable equity securities amounted to Rs. 2,728 as of 31 March 2007 and 2008.

Realized gains / {Josses) on sale of investment securities during the years ended 31 March 2006, 2007 and 2008 was Rs. {3,924), Rs, 869 and Rs. 110,269,
respectively.

Investments in debt securities, classified as available for sale mature in April, July and October 2008. The following table shows the gross unrealized losses and
fair value of the Company's investment with unrealized losses that are not deemed to be other-than-tempaorarily impaired and duration for which the securities
have been in a continuous unrealized loss position for a period of more than twelve months as of 31 March 2008.

31 marcH 2007 31 marcH 2008
FAIR VALUE UNREALIZED LOSSES FAIR VALUE UNREALIZED LOSSES
Debt securities 1,075,289 174,731 1,218,415 34,605

The unrealized losses on the Company’s investment in debt securities were caused by interest rate changes. The Company had purchased those investments at
a discount relative to their face amount, which is guaranteed by the issuer upon maturity. Since the decline in market value is attributable to changes in interest
rates and not credit quality of the issuer, and the Company has the ability and intent to hold these investments untii maturity, the Company does not consider
the decline in fair value of these investments below cost to be other-than-temporary as at 31 March 2008.
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LEASES

Capital leases

Property, plant and equipment include Rs. 239,365 and Rs. 291,650 {accumulated depreciation of Rs. 9,420 and Rs. 24,880) in respect of assets acquired under
capital leases and as of 31 March 2007 and 2008, respectively.

The depreciation expense related to these asseis was Rs, 678, Rs. 8,804 and Rs. 13,582 during the years ended 31 March 2006, 2007 and 2008, raspectively.
The financial obligations arising from these contractual arrangements are reflected in long-term debt.

Operating leases

The Company leases office and residential facilities under operating lease agreements that are renewable on a periodic basis at the option of the lessee. Rental
expense under these leases was Rs, 229,956, Rs. 219,631 and Rs. 264,028 for the years ended 31 March 2006, 2007 and 2008, respectively.

The schedule of future minimum rentals payments in respect of non-cancellable operating leases is set out below:

I
’ FISCAL YEAR ENDED

2009 R 161,543
2010 ) O 116,699
2011 - 92,976
2012 o 73,437
2013 o - 52,847
Thereafter 30,979

Total l | Rs.526.481 |

t4.

15.

INVESTMENT IN AFFILIATES

Reddy Kunshan: Reddy Kunshan is engaged in manufacturing and marketing of active pharmaceuticai ingredients and intermediates and formulations in
China. During the year ended 31 March 2007, the Company further invested Rs. 89,274 along with one of its other joint veniure partners in Recldy Kunshan,
Consequently, the Company’s interest in Reddy Kunshan increased from 51.2% as of 31 March 2006 to 51.3% as of 31 March 2007.

Three directors of the Company are on the Board of directars of Reddy Kunshan, which comprises seven directors. Under the terms of the agreement, all
decisions with respect to operating activities, significant financing and other activities are taken by the approval of at least five of the seven directors of Reddy
Kunshan Board. As the Company does not control Reddy Kunshan's board and the other partners have significant participating rights, Company’s interest in
Reddy Kunshan has been accounted under the equity method of accounting.

The Company’s equity in the loss of Reddy Kunshan for the year ended 31 March 2006 was Rs. 48,235, and it's equity in the income of Reddy Kunshan for the
years ended 31 March 2007 and 2008 was Rs. 663 and Rs. 14,458, respectively. The carrying value of Company’s investment in Reddy Kunshan as of 31 March
2007 and 2008 was Rs. 222,596 and Rs. 237,054 respectively.

Perlecan Pharma: As described in Note 6, the Company's equity in loss of Perlecan Pharma for the year ended 31 March 2006, 2007 and 2008 was Rs. 40,000,
Rs. 63,339 and Rs. 12,675 respectively. The canrying value of Company's investment in Perlecan Pharma as of 31 March 2007 and 2008 was Rs. 3,309 and
Rs. Nil, respectively.

VARIABLE INTEREST ENTITIES

On 30 January 2004, the Company along with two individuals formed APR LLC, a Delaware limited liability company. APR LLC is a development stage enterprise,
which is in the process of developing an active pharmaceutical ingredient (" API”). Equity capital of APR LLC consists of Class A equity interests held by two
individuals and Class B equity interests held by DRL. The initial contribution for the Class A interests was U.5.5. 400 (Rs. 17,487} in cash. Class A interests carry
voting rights and participate in the profits and losses of APR LLC in proportion to the voting interesis. DRL contributed U.5.3. 500 (Rs. 21,859) in cash for Class B
non-voting interests, which carry certain protective rights only.

Further, DAL has entered into a development and supply agreement under which DRL and APR LLC will collaborate in the development, marketing and sale
of APl and generic dosages. Under the terms of this agreement, DRL is committed to fund the entire research and development of API, which is repayable by
APR LLC upen successful commercialization of the product. DRL has paid U.S.$. Nil (Rs. Nil), U.5.3. 501 {Rs. 21,774) and U.5.3. 59 (Rs. 4,195) during the years
ended 31 March 2006, 2007 and 2008, respectively to fund ongaing research and development of APR LLC. These amounts have been recorded as research
and development expenses in the consolidated statement of gperations.

The Company has evaluated this arrangement and concluded that APR LLC is a variable interest entity and the Company is the primary beneficiary. Accordingly,
the Company has consolidated APR LLC under the requirements of FIN 46R.

The creditors of APR LLC do not have any recourse to the general credit of the Company. Further, there are no consolidated assets that are collateral for APR
LLC's obligations.
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16. FINANCIAL INSTRUMENTS
Concentration of risk: Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash equivalents, accounts
receivable and investment securities. The Company's cash resources are invested with financial institutions with high investment grade credit ratings. Limits
have been established by the Company as to the maximum amount of cash that may be invested with any such single entity. T reduce credit risk in respect of
accounts receivable, the Company performs ongoing credit evaluations of customers.
Fair value of financial instruments: The fair value of the Company's current assets and current liabilities approximate their carrying value because of their short
term maturity. Such financial instruments are classified as current and are expected to be liquidated within the next twelve months. For detaiis of fair value the
Company's investment securities and long-term debt refer Notes 12 and 19, respectively.
Derivative financial instruments: The Company enters into certain foreign currency forward contracts and option contracts where the counterparty is generally
a bank. The Company does not consider the risk of non-performance by the counterparty to be significant,
The following table presents the aggregate contracted principal amounts of the Company's derivative financial instruments outstanding:
! 45 OF 31 MARCH
i 2007 2008
Forward exchange contracts (U.5.$. ~ Rs.) (sell) U.5.3. 397,500 US.s 137,500
Forward exchange contracts (U.5.3. - Rs.) (buy} - U.s.3g. 77,200
Net Purchased Options {U.5.%. - Rs.) {sell) - uss3$. 270,000
Cross currency option contracts (FUR / US.$.) EUR 30,000 EUR 5,000
Forward exchange contracts (EUR / U.S.$.) (sell) EUR 11,000 EUR -
These fareign currency derivative contracts mature between one to twelve months.
In respect of foreign currency derivative contracts designated as cash flow hedges, the Company has recorded Rs. 35,554 of net loss as a component of
accumulated other comprehensive income within stockholder's equity as at 31 March 2008, As of 31 March 2008, there were no significant gains or losses on
derivative hedged transactions or portions thereof that have become ineffective as hedges.
In respect of foreign currency derivative contracts not designated as hedges, the Company recorded mark-to-market (gains) / loss of Rs. (196,918) and
Rs. 60,493, as of 31 March 2007 and 2008, respectively, which are included under other current assets / liabilities.
Curing the years ended 31 March 2006, 2007 and 2008, the Company recorded realized and unrealized Josses / (gains) on such derivative contracts amounting
to Rs. 29,230, Rs. (549,522), and Rs. (1,446,472), respectively which are included under foreign exchange {(gain} / loss in the consolidated statement of
operations.
17. RESEARCH AND DEVELOPMENT ARRANGEMENTS

During the year ended 31 March 2005, the Company entered into an agreement with I-VEN Pharma Capital Limited {*I-VEN") for the joint development and
commercialization of generic drug products. As per the terms of the agreement, I-VEN has a right te fund up to fifty percent of the project casts (developmaent,
registration and legat costs) related to these products and the related U.S. Abbreviated New Drug Applications (*ANDA") filed or to be filed subject to a
maximum contribution of U.5.%. 56,000. The terms of the agreement do not require the Company to repay the funds or purchase -VEN's interest in the event
the Company is not able to develop or commercialize one or mare of the products under this agreement. However, upon successful commercialization of these
products, the Company will pay I-VEN a royalty on net sales at agreed rates for a period of 5 years from the date of commercialization of each product.

The first tranche of Rs. 985,388 (U.5.§. 22,500} was advanced by I-VEN on 28 March 2005. The amount received from I-VEN has been treated as an advance
and is being racorded in the statement of operation as a reduction from research and development expenses upon completion of specific milestones as detaited
in the agreement. A milestone (i.e. a product filing as per the terms of the agreement} is considered 1o be completed once the appropriate ANDA has been
submitied by the Company to the U.S. FDA. Achievement of a milestone entitles the Companry to reduce the advance and credit research and development
expenses in a fixed amount equal to I-VEN's share of the research and development costs of the product (which share varies depending on whether the ANDA
is @ Paragraph Ill or Paragraph IV filing).

During the year ended 31 March 2007, the Company signed an amendment agreement with I-VEN to reflect a change in the praduct portfolio and the royalty
rate. The Company has credited research and development expenses by Rs. 384,488, Rs, 452,763 and Rs. Nil during the years ended 31 March 2006, 2007 and
2008, respectively, upon completion of specified milestones.
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18. BORROWINGS FROM BANKS

The Company had lines of credit of Rs. 14,723,000 and Rs. 17,659,000 as of 31 March 2007 and 2008, respectively, from its bankers for working capital
requirements. The line of credit is renewable annually. The Company has an option to draw down these lines of credit based on its requirements.

An interest rate profile of borrowings from banks i given below:

FISCAL vqrn ENDED 31 MARCH
2006 2007 | 2008

Rupee borrowings 10.5% 9% 9%
Foreign currency borrowings Libor + 65 bps Libor + 60 bps Libor + 50 = 100 bps

19. LONG-TERM DEBT

Long-term debt consists of the following:

1 MARCH
2007 2008

Rupee term loan Rs. 19,225 _Rs. 13,305
Foreign currency loan 21,265,514 14,374,342
Obiligation under capital lease 252,510 291,322
21,541,249 14,678,969
Less: Current portion L
— Rupee term foan 5920 5920
— Foreign currency loan 3,658,691 1,796,792
- Obligation under capital lease 5,655 12,054
3,670,266 1,814,806
Non Current Portion e
- Rupee term loan 13,305 __1.385
— Foreign currency Loan 17610823 12,577,550
— Obligation under capital lease {ransaction 246,855 279,228
l Rs. 17,870,983 [ Rs. 12,864,163

Rupee term loan represents a loan from Indian Renewable Energy Development Agency Limited which is secured by way of hypothecation of specific movable
assets pertaining 10 the Company’s solar grid interactive power plant located in Bachupally, Hyderabad.

Foreign currency loan represents Euro 400 Miltion lean ariginally received from Citibank, N.A., Hong Kong te fund the acquisition of betapharm.

During year ended 31 March 2007, the Rs. 21,602,000 (Euro 400 million) loan initially funded by Citibank N.A., Hong Kong was subsequently svndicated into
a non-recourse loan of Rs, 5,787,000 {(Euro 100 million) borrowed by Reddy Holding GmbH and a recourse loan of Rs. 15,482,514 (Euro 268 million) borrowed
by Lacock Holding Limited, which was guaranteed by DRL anc its wholly owned subsidiaries, 000 BRL, DRU and DRL UK. As part of the syndication process,
an amount of Rs. 1,882,620 (Eura 32 million) was repaid to Citibank N.A. The maturity period of the foan ranges from December 2007 till December 2011,

The Company incurred an amount of Rs. 429,808 as debt issuance costs, which is being amortized over the debt period.

During year ended 31 March 2008, the Company repaid Rs. 5,482,868 (Euro 100 Million) of non-recourse loan and Rs. 2,250,433 (Euro component of
39.49 Million and USD component of 0.51 Million} of recourse loan.

The Company is required to comply with certain financial covenants under the recourse Joan, which includes limits on capital expenditure and maintenance
of financial ratios {(computed based on local GAAP financial statements) as defined in the loan agreement. Such financial ratio requirements include:
{a) Consolidated Net Debt to Consolidated Earnings Before Interest, Tax, Depreciation and Amartization (“EBITDA") not to exceed 3.5:1, {b} Consolidated
EBITDA to Consolidated Interest Expenses shall not be less than 3.75:1, (¢} Total Debt shail not exceed Consolidated Net worth.

As of 31 March 2008, the Company was in compliance with such financial covenants.

An interest rate profile of long-term debt is given below:

FISCAL|YEAR ENDED 31 MARCH
2006 2007 2008
Rupee term loan 2% 2% 2% .
EURIBOR + 70 bps-200 b EURIBOR+7 -200
Foreign currency loan EURIBOR + 150 bps ’ P P +70 bps-200 bps

and LIBOR + 70 hps and LIBOF. + 70 bps
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A maturity profile of the long-term debt outstanding as of 31 Marzh 2008 is as follows:

MATURING IN THE YEAR ENDING 31 MARCH

RUPEE LOAN FOREIGN CAPITAL LEASE TOTAL
| CURRENCY LOAN

2009 5,920 1,796,792 12,094 1,814,806
2010 5,920 3,294,121 15.660 3,315,701
201 1,465 3,893,051 14,077 3,908,593
2012 - 5,390,378 7,970 5,398,348
2013 - - 8,485 8,485
Thereafter - 233,036 233,036

| 13,305 14,374,342 291,322 14,678,969

The {air value of outstanding payments on the Rupee term loan was Rs. 16,562 and Rs, 11,008 as of 31 March 2007 and 2008, respectively. The fair value of
the fareign currency loan and the capital lease obligation approximate their carrying value as of 31 March 2007 and 2008, respectively.

20. STOCKHOLDERS' EQUITY
Equity shares and dividend

The Company presently has only one class of equity shares. For all matters submitted to vote in the shareholders meeting, every holder of equity share, as
reflected in the records of the Company on the date of the sharehclders meeting shall have one vote in respect of each share held.

Indian law mandates that the dividends shall be declared cut of the distributable profits cnly after the transfer of up to 10% of net income computed in
accordance with current regulations to a general reserve. Should the Company declare and pay dividends, such dividends will be paid in indian rupees to each
holder of equity shares in proportion to the number of shares held ta the total equity shares cutstanding as on that date. Indian law on foreign exchange govern
the remittance of dividend outside India.

In the event of liquidation of the Company, all preferentiat amounts, if any, shall be discharged by the Company. The remaining assets of the Company, shall be
distributed to the holders of equity shares in proportion to the number of shares held to the total equity shares outstanding as on that date.

Final dividends on common stock are recorded as a liability on the date of their approval by the shareholders and interim dividends are recorded as a liability an
the date of declaration by the Board of directors. The Company paid dividends (including dividend tax} of Rs. 436,368, Rs. 437,497 and Rs. 737,287 during the
years ended 31 March 2006, 2007 and 2008, respectively. The dividend per share was Rs. 2.50, Rs. 2.50 and Rs. 3.75 during the years ended 3t March 2006,
2007 and 2008, respectively.

During the year ended 31 March 2007, the shareholders of the Company approved a one-far-ane stock split effected in the form of a stock dividend.
Consequently, the authorized share capital of the Company was increased from Rs, 500,000 as of 31 March 2005 to Rs. 1,000,000 as of 31 March 2007 and
2008, respectively.

The information pertaining to number of shares, number of options, exercise price, earnings per share and dividend per share has been retroactively adjusted
for all the periods presented in the consolidated financial statements, except for aptions earmarked under Category B of the DRL 2002 plan where the exercise
price is equal to the par value of the underlying equity shares {i.e. Rs. 5 per option).

21. EMPLOYEE STOCK INCENTIVE PLANS
Dr. Reddy’s Employees Stock Option Plan-2002 (the "DRL 2002 Plan"):

The Comnpany instituted the DRL 2002 Plan for all eligible employees in pursuance of the special resolution approved by the shareholders in the Annual General
Meeting held on 24 September 2001. The DRL 2002 Plan covers all employees of DRL and all employees and directors of its subsidiaries. The Compensation
Committee of the Board (the “Compensation Committee”} shatl administer the DRL 2002 Plan and grant stock options to eligible employees of the Company
and its subsidiaries. The Compensation Committee shall determine the employees eligible for receiving the options, the number of options o be granted, the
exercise price, the vesting period and the exercise period. The vesting period is determined for all options issued on the date of grant. The maximum contractual
term for aforementioned stock option plan is gererally five years. The options issued under the DRL 2002 Plan vest in periods ranging between one and four
years.

The DRL 2002 Plan was amended on 28 July 2004 at the annual general meeting of shareholders to pravide for stock option grants in two categories:

Category A: 1,721,700 stock options out of the total of 2,295,478 opticns reserved for grant having an exercise price equal to the fair market value of the
underlying equity share on the date of grant; and

Category B: 573,778 stock options out of the total of 2,295,478 options reserved for grant having an exercise price equél to the par value of the underlying
equity share (i.e. Rs. 5 per option).

The DRL 2002 Plan was further amended on 27 July 2005 at the annual general meeting of shareholders to provide for stock option grants in two categories:
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Category A: 300,000 stock options out of the total of 2,295,478 options reserved for grant having an exercise price equal to the fair market va ue of the
underlying equity share on the date of grant; and

Category B: 1,995,478 stock options out of the total of 2,295,478 options reserved for grant having an exercise price equat to the par value of the underlying
equity share (i.e. Rs. 5 per option).

Under the DRL 2002 Plan, the exercise price of the fair market value options granted under Category A above is determined based on the average closing price
for 30 days prior to the grant in the stock exchange where there is highest trading volume during that period. Notwithstanding the foregoing, the Comrpensation
Committee may, after obtaining the approval of the shareholders in the annual general meeting, grant options with a per share exercise price other than fair
market value and par value of the equity shares.

After the stock split effacted in the form of stock dividend issued by the Company in August 2006, the DRL 2002 Plan provides for stock options granted in the
above two categories as follows:

NUMBER OF OPTIONS

NUMBER OF OPTIONS

PARTICULARS GRANTED UNDER GRANTED UNDER
CATEGORY A CATEGORY B

Options reserved under orginal Plan 300,000 1,995,478 2,295,478

Options exercised prior to stock dividend date (A) 94,061 147,793 241,854

Balance of shares that can be allotted on exercise of options (B) 205,939 1,847,685 2,053,624

Options arising from stock dividend (C) 205,939 1,847,685 2,053,624

Options reserved after stock dividend (A+B+C) 505,939 3,843,163 4,349,102

In April 2007, certain employees surrendered their par value options under categery B of the DRL 2002 Plan in exchange for par value options undzr category
B of the DRL 2007 Plan {discussed below). The incremental cost due o such modifications was insignificant.

The Compensation Committee at its meeting held in October 2007, propased that the Company shauld absorb the full liability of FBT on exercise of all stock
options granied till the date of this resolution. Further, in respect of new grants to be made by the Company subsequent to the date of this resolution, FBT will
be recovered from employees upon exercise of stock options.

The above amendment would be proposed at the ensuing Annual General Meeting of the shareholders proposed to be held in July 2008.

Stock option activity under the DRL 2002 Plan for the two categories of options was as follows:

CATEGORY A — FAIR MARKET VALUE OPTIONS

SHARES ARISING QUT

oF RANGE OF EXERCISE WEIGHTED-AVERAGE
OPTIONS PRICES EXERCISE PRICE
Outstanding at the beginning of the year - 597,900 Rs. 373.5-574.50 Rs. 488.66 50
Granted during the year 65,000 362.50 362.50 81
" Expired / forfeited during the year {273,400) 362.5-574.50 47218 -
Exercised during the year (155,000) 441.5-488.65 47192 -
Outstanding at the end of the year 234,500 362.5-531.51 439.43 64
Exercisable at the end of the year 75,764 Rs. 362.5-531.51 Rs. 471.93 45

CATEGORY A — FAIR MARKET VALUE OPTIONS FISCAL YEAR

SHARES ARISING
ouT CF
OPTIONS

RANGE OF EXERCISE WEIGHTED-AVERAGE
PRICES EXERCISE PRICE

Cutstanding at the beginning of the year 234,500 362.5-531.51 439.43 64
Expired / forfeited during the year {11,600) 441.5-574.50 527.80 -
" Exercised during the year (31,320} 4415 -531.51 477.40 -
Qutstanding at the end of the year 191,580 362.5-531.51 427.90 24
Exercisable at the end of the year 103,680 Rs. 362.5-531.51 Rs. 447.58 33
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CATEGORY A — FAIR MARKET VALUE OPTIONS

SHARES ARISING
OuJT OF

OPTIONS
L

RANGE OFf EXERCISE
PRICES

FISCAL YEAR ENDED 31 marcH 2008

WEIGHTED-AVERAGE
EXERCISE PRICE

WEIGHTED-AVERAGE
REMAINING
CONTRACTUAL LIFE
(MONTHS)

Qutstanding at the beginning of the year 191,580 Rs. 362.5-531.51 Rs. 427.90 38
Expired / forfeited during the year (2,100) 442 .50 442 .50 -
Exercised during the year {30,700) 4415 -531.51 458.32 -
Outstanding at the end of the year 158,780 362.5 - 531.51 421.79 44
Exercisable / vested at the end of the year 119,830 362.5-531.51 433.05 36
Expected 1o vest at the end of the year 33,030 352.5-442.50 387.20 67

CATEGORY B — PAR VALUE QOPTIONS

SHARES ARISING OUT
OF OPTIONS

EXERCISE
PRICES

FISCAL YEAR ENDED 31 MarcH 2006

WEIGHTED -AVERAGE
EXERCISE PRICE

WEIGHTED-AVERAGE
HEMAINING
CONTRACTUAL LIFE
(MoONTHS)

Qutstanding at the beginning of the year 759,098 Rs. 5 Rs. 5 84
Granted during the year 433,720 5 5 81
Forfeited during the year (266,608) 5 5 -
Exercised during the year (196,242) 5 5 -
Outstanding at the end of the year 729,968 5 5 81
Exercisable at the end of the year 36,272 Rs. 5 Rs. 5 59

CATEGORY B — PAR VALUE OPTIONS

|
|

SHARES ARISING QUT
oF IOPTIO,US

i

EXERCISE

PRICES

FISCAL YEAR

WEIGHTED-AVERAGE
EXERCISE PRICE

ENDED 31 mancH 2007

WEIGHTED-AVERAGE
REMAINING
CONTRACTUAL LIFE
{MONTHS)

Qutstanding at the beginning of the year 729,968 Rs. 5 Rs. 5 81
Granted during the year 427,060 5 5 81
Forfeited during the year (76,056) 5 5 -
Exercised during the year {191,720) 5 5 -
Cutstanding at the end of the year 889,252 5 5 77
Exercisable at the end of the year 43,256 Rs. 5 Rs. 5 51

CATEGORY B — PAR VALUE OPTIONS

SHARES ARISING OUT
OF QPTIONS

EXERCISE
PRICES

FISCAL YEAR

WEIGHTED-AVERAGE
EXERCISE PRICE

ENDED 31 marcH 2008

WEIGHTED-AVERAGE
REMAINING
CONTRACTUAL LIFE
{mMoNTHS)

Outstanding at the beginning of the year 889,252 Rs. 5 Rs. 5 77
Granted during the year 386,060 5 5 91
Forfeited during the year {133,240 5 5 -
Surrendered by employees during the period (138,418) 5 5 -
Exercised during the period (229,866) 5 5 -
Qutstanding at the end of the period 773,788 5 5 74
Exercisable / vestad at the end of the periad 72,364 Rs. 5 Rs. 5 50
Expected to vest at the end of the year 594,808 Rs. 5 Rs.5 76

The weighted average grant date fair value of options granted during the year ended 31 March 2006 under category A — Fair market value options was
Rs. 293.42. The weighted average grant date fair value of options granted during the years ended 31 March 2006, 2007 and 2008 under category B par
value options was Rs. 705.88, Rs, 575.36 and Rs. 549,57, respectively. The aggregate intrinsic value of options exercised under the DRL 2002 Plan (both
category A and B) during the years ended 31 March 2006, 2007 and 2008 was Rs. 142 million, Rs. 145 million and Rs, 151 million, respectively. As of 31
March 2008, options outstanding and exercisable {vested) under the DRL 2002 Plan {both category A and B) had an aggregate intrinsic value of Rs. 481 million
and Rs. 61 million, respectively. As of 31 March 2008 the intrinsic value of options expected to vest under the DRL 2002 Plan (both category A and B) had an
aggregate intrinsic value of Rs. 355 million.




196 | ANNUAL REPORT 2007-08 CONSOLIDATING FOR THE FUTURE

fiNotes to the Consolidated Finaricial Statements

ALL AMOUNTS IN INDIAN RUPEES THOUSANDS, EXCEFT SHARE DATA AND WHER:E DTHERWI

23. OTHER OPERATING (INCOME) / EXPENSE, NET
FISCAL YEAR ENDED 3(1 MARCH
_ 2008

Other operating (income} / expense, net consist of the following:

Loss / (gain} on sale of property, plant and equipment, net Rs. {320,3561) Rs. (67,039) Rs. 7,629

Others (7,327) {107,019) 1114,256)

Rs. (327,688) Rs. {174,058} Rs. {106,627)

The above gain on sale of property, plant and equipment for the year ended 31 March 2006 includes an amount of Rs.387,337 on sale of one of the
manufacturing facilities of the Company in Goa, India.

24, OTHER INCOME / (EXPENSE} NET

Other income / {expense) consists of the following:

FISCAL YEAR ENDED 3|1 MARCH
1 L & 2008

Interest expense Rs. {298,603 Rs. (1,575,408) Rs. (1,079,521}
Interest income 717,410 520,709 751,100
Gain / (loss) on sale of available for sale securities, net (3,924) 869 110,269
QOther 111,396 285,329 296,808

f Rs. 526,279 Rs. {768,501) Hs. 78,656

25. PROFIT SHARE ARRANGEMENTS

tn January 2006, the Company entered into an agreement with Merck & Ca., Inc. ("Merck”), allowing the Campany to distribute and sell generic versions
of finasteride tablets 5 mg and simvastatin tablets 10 mg, 20mg, 40mg and 80mg (sold by Merck under the brand names Proscar® and Zacor®), upon the
expiration of Merck’s patents covering these products, provided that another company abtains 180-day exclusivity after the expiration of the patents of these
products. Subseguent to the Company's entering into this agreement, the patents for both of these products expired and other companies obtaired 180-day
exclusivity, thereby allowing the Company to launch the authorized generics products. Accordingly, the Campany launched these products in June 2006. Under
the agreement, during the exclusivity period, the Company procured the products from Merck at specified rates and sold to its customers. Further, as per the
terms of the agreement, the Company pays Merck an additional profit share computed based on a pre-determined formula. During the years ended 31 March
2007, and 2008, the Company recorded net revenues of Rs, 15,812,830 and Rs. 1,939,536, respectively, from sale of authorized generic versions of Proscar®
and Zocor®.

26. SHIPPING COSTS

Selling, general and administrative expenses include shipping and handling costs of Rs. 823,883, Rs. 1,233,308 and Rs. 1,308,632 for the years ended 31 March
2006, 2007 and 2008, respectively,
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27. INCOME TAXES

Income taxes consist of the following:

FISCAL YEAR ENRED 31 MARCH

2006 2007 2008

Pre-tax income / {loss)
Domestic Rs. 2,144,176 Rs. 11,584,770 Rs. 7,394,759
Foreign {256,853) (1,084,495) (3,956,619)

Rs. 1,887,323

Rs. 10,500,275

Rs. 3,438,140

Income tax benefit / (expense) attributable 10 continuing operations:

Current taxes:

Domestic Rs. {279,466} Rs. (1,589,571) Rs. (645,274)
Foreign (34,081) {690,963) (476,417)
(313,547) {2,280,534) (1,121,691)

Deferred taxes:
Domestic (48,503} 47,392 (379,040)
Foreign 103,660 1,056,206 2,730,160
55,157 1,103,598 2,351,120
Rs. (258,390) Rs. (1,176,936) Rs. 1,229,429
Deferred tax benefit / {expense} attributable to other comprehensive Rs. 35,079 Rs. 20,146 Rs. (46,666)

income

The reported income tax {expense) / benefit differed from amcunts computed by applying the enacted tax rates to income / {loss) before income taxes as a

result of the following:

FISCAL YEAR ENDED 31 MARCH

2006 2007 2008
Income before income taxes and minority interest Rs. 1,887,323 Rs. 10,500,275 Rs.3,438,140
Enacted tax rate in India 33.66% 33.66% 33.99%
Computed expected tax benefit / (expense) Rs. (635,272} Rs. (3,534,393) Rs. (1,168,624)
Effect of;
Differences between Indian and foreign tax rates {8,546) 79,056 (13,554)
Valuation allowance (142,206} G9,564 (176,019)
Impairment of goodwill - - (30,740)
Expenses not deductible for tax purposes {67,403} (70,951) (143,694)
ESOP cost not deductible for tax purpose {54,614) (22,397) (64,421)
Interest expenses not deductible for tax purpose - (293,205) (269,567)
Incame exempt from income taxes 538,151 2,100,801 1,108,156
Foreign exchange differences 8,335 10,871 (43,765)
Incremenital deduction allowed for research and development costs 166,308 390,097 544,844
Indexation benefit on capital assets 1,413 1,828 5916
Effect of changes in tax laws and rates 12,534 55,755 1,505,205
Minimum alternate tax (3,019) (2,108) -
Resolution of prior period tax matters {73,970) - -
Others (107) 8,140 (24,308)

Income tax benefit / (expense) Rs. (258,390}

Rs. {1,176,936)

fs. 1,229,429

The effect of changes in tax laws and rates primarily includes deferred tax benefit on account of reduction in income tax rates in Germany.

Income exempt from taxes above represents benefits from certain significant tax incentives provided to export oriented units {i.e., a unit that exports its production
to custamers outside India) and units located in certain specified less developed geographical areas under the Indian tax laws. These incentives presently pertain
to an exemption from payment of Indian corporate income taxes for certain units of the Company for a period of ten consecutive years, beginning from the
financial year when that particular unit commenced its operations (referred to as the ‘tax holiday' period). These tax holiday periods for the Company's units
expire in various years ranging from the year ended 31 March 2008 through the year ending 31 March 2016. The per share (basic) effect of the tax holiday was
Rs. 3.52, Rs. 13.25 and Rs. 6.59 for the years ended 31 March 2006, 2007 and 2008, respectively.

Incremental deduction allowed for research and development costs represents tax incentive provided by the Government of India for carrying out such
activities.
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The tax effects of significant temporary differences that resulted in deferred tax assets and liabilities and a description of the items that created these differences

is given below:

MARCH
2007 2008

Deferred tax assets:

Inventory 154,735 170,095
Minimum alternate tax carry-forward - 24,760
Accounts payable 47,445 50,458
Investments 179,064 145924
Accounts receivable 140,875 218,347
QOperating loss carry-farward 985,753 1,075,962
Capital loss carry forward 44,622 45,060
Expenses deferred for tax purposes 109,243 115,944
Others 287,964 282,602
1,949,701 2,129,152
Less: Valuation allowance (824,034) o (1,000,053) )
Deferred tax assets 1,125,667 1,129,099
Deferred tax liabilities .
Property, plant and equipment (792,732) o 77&9;44}438)7'
Intangible assets (7,233,314) (5 048,528)
Others (254,750) 198,178)
Deferred tax liabiities {8,280,796) (6,291,044)
Net deferred tax assets / {fiabilities) (7,155,129) - (5161,945)
Deferred charges 156,693 106,908

| Rs. (6,998,436) | Rs. (5055037 |

in assessing the realizability of deferred tax assets, management cansiders whether it is more likely than not that seme portion or all of the deferred tax assets
will not be realized. The ultimate realization of the deferred iax assets and tax loss carry forwards is dependent upon the generation of future taxable incorne
during the periods in which the temporary differences become deductible. Management considers the scheduled reversals of deferred tax liabilities, projected
future taxable income and tax planning strategy in making this assessment. Based on the level of historical taxable income and projections of future taxable
income over the periods in which the deferred tax assets are deductible, management believes that it is more likely than not the Company wil realize the
benefits of those deductible differences and tax loss carry forwards, net of the existing valuation allowance. The amount of deferred tax assets considered
realizable, however, could be reduced in the near term if estimates of future taxable income are reduced.

Operating loss carry forward comprises business losses and unabsorbed depreciation. The period for which such losses can be carried forward differs from five
years 1o indefinite.

During the year ended 31 March 2008, tha Company established a valuation allowance in respect of net deferred tax assets of RNBV, RANV, RBL, RCSA, DRFBL,
RPISA, RPISPA, APRLLC amaunting to Rs. 155,383, as based on {uture profit projections, management believes that the recorded deferred tax assets are required
to be reduced to amounts that will more likely than not be realized.

During the year ended 31 March 2008, the Company has established valuation allowance in respect of initial operating losses pertaining to DRLA and AHL
amounting to Rs. 12,867 and Rs, 1,741, respectively, as based on future profit projections, management believes that the recorded deferred tx assets are
required to be reduced to amounts that will more likely than not be realized.

During the year ended 31 March 2008, the Company has reversed the beginning of the year valuation allowance established in respect of net deferred tax assets
of ADTL, ADT], RBSL, Lacock and DRSA amounting to Rs. 27,554 to the extent of current year profits only, as based on future profit projections, management
believes that the recorded deferred tax assets are required to be reduced to amounts that will more likely than not be realized.
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As of 31 March 2008 the Company had cperating and capital loss carry-forward of Rs. 3,398,765 that expires as follows:

£ i 1
| L ) EXPIRING IN THE VEAR ENDING 31 MARCH

2009 Rs. 14,576

2010 -
2011 -
2012 -

2013 -
2014 62,102
Thereafter (2014 - 2025) 479,349
(indefinite) "~ Rs. 2,644,886

_Rs. 3,200,913

Further, capital loss carry forwards of Rs. 176,422 expires on 31 March 2013 and Rs. 22,430 expires on 31 March 2014. Valuation allowance has been created
for these carry forwards.

Undistributed earnings of Company's foreign subsidiaries and unrecognized deferred tax liability in respect of such earnings amounted 10 approximately
Rs. 1,204,443 and Rs. 409,390, respectively as of 31 March 2008. Such earnings are considered to be indefinitely reinvested and, accordingly no provision for
income taxes has been recorded on the undistributed earnings.

Effective 1 April 2007 the Company adopted the pravisions of FIN 48. The adoption of FIN 48 did not have a material impact on the retained eamnings or
provisions for taxation as of 1 April 2007. Upon adoption of FIN 48, the Company’s policy to include interest and penalties relating unrecognized tax benefits
within the provision for income taxes did not change. A reconcifiation of the beginning and ending amount of unrecognized tax benefits is as follows.

YEAR ENDED 31 MARCH:2008

Balance as of 1 April 2007 1,325,233
Increases related to current year tax positions i 78,369
Decreases related to prior year tax positions (8,352)

Balance as of 31 Marfch 2008 ! , . i ) B . 1,395,250

The Company’s total unrecognized tax benefits, if recognized, would reduce the tax provision by Rs. 1,325,233 and Rs. 1,395,250 as of 1 April 2007, and
31 March 2008, respectively, and thereby would affect the Company's effective tax rate.

As of 1 April 2007 the Company did not have any significant accrual towards interest and penalties. During the year ended 31 March 2008, the Company has
accrued an amount of Rs. 50,000 towards interest and penalties relating to certain withholding tax payments.

The Company’s major tax jurisdictions are India, U.S. and Germany, though the Company also files tax returns in other foreign jurisdictions. in India, the
assessment is not yet completed for fiscal year 2005 and onwards. Additionally, certain uncertain tax positions relate to fiscal years prior to 2005, which are
currently under dispute with the tax authorities. In the U.S., federal and state tax returns pertaining to fiscal year 2004 onwards are open to examination within
the statute of limitation prescribed by the relevant autherities. In Germany, tax returns pertaining to fiscal year 2004 onwards are open t¢ examination within
the statute of limitation prescribed by the refevant authorities.

Significant changes in the amount of unrecognized tax benefits within the next 12 manths cannot be reasonably estimated as the changes would depend upon
the progress of tax examinations with various tax authorities.

28. EARNINGS PER SHARE
A reconciliation of the equity shares used in the computation of basic and diluted earnings per equity share is set out below:

FISCAL YEAR ENDED 31 MaARCH
2006 2007 2008

Basic earnings per equity share — weighted average number of equity
shares outstanding
Effect of dilutive equivalent shares — stock options outstanding 310,530 704,054 614,634
Diluted earnings per equity share — weighted average number of equity
shares outstanding

153,093,316 158,552,422 168,075,840

153,403,846 159,256,476 168,690,774
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EMPLOYEE BENEFIT PLANS

Gratuity benefits: In accordance with applicable Indian laws, the Company provides gratuity, a defined benefit retirement plan (the “Gratuity Plan”) covering
certain categories of employees. The Gratuity Plan provides a lump sum payment to vested employees at retirernent or terminatian of employment. The amount
of payment is based on the respective employee’s last drawn safary and the years of employment with the Company. Effective 1 September 1999, the Company
established Dr. Reddy's Laboratories Gratuity Fund {the "Gratuity Fund”). Liabilities in respect of the Gratuity Plan are determined by an actuarial valuation,
based on which the Company makes contributions to the Gratuity Fund. Trustees administer the contributions made to the Gratuity Fund. Amounts contributed
to the Gratuity Fund are invested in specific securities as mandated by law and generally consist of federal and state government bonds and debt irstruments
of government-owned corporations.

The following table sets out the funded status of the Gratuity Plan and the amounts recognized in the Company’s financial statements:

MARCH
2007 2008

Change in the benefit obligations

Projected benefit obligations (PBO) at the beginning of the year 208,036 _ 227,652
Service cost 27,097 28,945
Interest cost 15,890 20,538
Actuarial (gain) / Loss {1,151} 47, 547
Benefits paid (22,220) (31, 579)
PBO at the end of the year Rs. 227,652 Rs. 293,103
Change in plan assets

Fair value of plan assets at the beginning of the year Rs, 220,270 236,32 5_-.
Actual return on plan assets 16,796 31,132
Employer contributions 21,479 53.198
Benefits paid (22,220) {31,579
Plan assets at the end of the year Rs. 236,325 Rs. 289,076
Funded status 8,673 (4,027}
Net amount recognized | Rs. 8,673 f Rs.

Amounts recognized in the statement of financial position consist of:

Non current asset Rs. 11,131 Rs -
Current liability (120) L (123)
Non current liability {2,338) (3,904)

Net amount recognized | Rs. 8,673 | R. {4.027)
The accumulaied benefit abligation for the Gratuity Plan was Rs.140,883 and Rs. 181,204 as at 31 March 2007 and 2008, respectively.

Components of net periodic benefit cost:

FISCAL YEAFR ENDED 31 MARCH

2006 2007 ‘ 2008

Service cost Rs. 26,926 Rs. 27,097 Rs. 28,945

! Interest cost 15,255 15,890 20,538
Expected return on plan assets (9,211) (16,193) {16,022}

‘ Amortization of transition obligation 12,146 - -
Recognized net actuarial toss 7,215 4,725 5.861

Net amount recognized | Rs. 52,331 Rs. 31,519 | R§. 39,322
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29. EMPLOYEE BENEFIT PLANS (CONTINUED)

Summary of the actuarial assumptions: The actuarial assumptions used in accounting for the Gratuity Plan are as follows:

The weighted-average assumptions used to determine benefit obligations:

as OF 31 marcn

. ‘ ! 2007 2008

Discount rate 9.75% 9.00%
8% to 10% per annum 8% to 10% per annum
Rate of compensation increase for first 5 years and 6% for first 4 years and 6%
per annum thereafter per annum thereafter

Weighted-average assumptions used to determine net periodic benefit cost:

FISCAL YEAR ENDED 31 MARCH

‘ 2006 ' 2007 2008
Discount rate 8.0% 8.0% 9.75%
8% to 10% per annum 8% to 10% per annum 8% to 10% per annum
Rate of compensation increase for first 5 years and for first 5 years and for first 5 years and
6.0% per annum 6.0% per annum 6% per annum
thereafter thereafter thereafter
Expected long-term return on plan assets 7.5% 7.5% 7.5%

The expected long-term return on plan assets is based on the expectation of the average long-term rate of return expected to prevail over the projected pay out
period for the types of investments prescribed as per the statutory patiern of investment.

Plan assets: The Gratuity plan’s weighted-average asset allocation at 31 March 2007 and 2008, by asset category is as follows:

a5 OF 31 MARCH

2007 2008
Debt securities 8% 7%
Funds managed by insurers 91% N%
Qthers 1% 1%

Contributions: The Company expects to contribute Rs. 30,123 to its Gratuity Plan during the year ending 31 March 2009,

Amounts recognized in accumulated other tomprehensive income consist of the foliowing:

FISCAL YEAR ENDED 31 march 2008

Net actuarial (gain) / loss at the beginning of the year Rs. 62,080
Actuarial (gain} / loss on plan assets and obligation during the year 35911
Actuarial gain / {loss) recognized as component of net periadic benefit cost during the year (5.861)
Net actuarial (gain) / loss at the end of the year Rs. 92,130

Amount of actuarial (gain) / loss expected to be recognized as components of net periodic benefit cost during fiscal 2009 is Rs. 8,686.

Estimated future benefit payments: The following benefit payments are expected to be paid:

FISCAL YEAR ENDED 31 MARCH

2009 42,006
2010 36,581
2011 38,175
2012 50,665
2013 52,813
2014 to 2018 301,569

Superannuation benefits: Apart from being covered under the Gratuity Plan described above, the senior officers of the Company also participate in superannuation,
a defined contribution plan administerad by the Life Insurance Corporation (“LIC"). The Company makes annual cantributions based on a specified percentage
of each covered employee's salary. The Company has no further obligations under the plan beyond its annual contributions, The Company contributed
Rs. 24,832, Rs. 27,965 and Rs, 39,887 to the superannuation plan during the years ended 31 March 2006, 2007 and 2008, respectively.

Provident fund benefits: In additian to the above benefits, all employees of the Company receive benefits from a provident fund, a defined contribution plan,
Both the employee and employer each make manthly contributions to a government administered fund equal to 12% of the covered employee's salary. The
Company has no further obligations under the plan beyand its menthly contributions. The Company contributed Rs. 64,443, Rs. 113,533 and Rs, 144,531 10
the provident fund plan during the years ended 31 March 2006, 2007 and 2008, respectively.
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Pension plan: All employees of Falcon are governed by a defined benefit pension plan. The pension plan provides a payment to vested employees a" retirement
or termination of empioyment. This payment is based on the employee’s integrated salary and is paid in the form of a monthly pension over a period of 20 years
computed based on a predefined formula. Liabilities in respect of the pension plan are determined by an actuarial valuation, based on which the Company
makes contributions 1o the pension plan fund. This fund is administered by a third party who is provided guidance by a technical committee formed by senior
employees of Falcon.

The following table sets out the funded status of the Falcon pension plan and the amaunts recognized in the Company’s financial statements:

1 MARCH
‘ ‘ ' 2007 2008

Change in the benefit obligations

Projected benefit obligations (PBO) at the beginning of the year Rs. 285,939 Re. 280,721
Service cost {adjusted by CPI) 17,718 15,882
Interest cost (adjusted by CPl) 15,120 12,962
Curtailment effect 17,677 o 14,830
Actuarial loss 6,880 7,452
Benefits paid {66,355) (76,505)
Inflationary effect on opening PBO 3,742 B (5.748)
PBO at the end of the year Rs. 280,721 Ri. 249,594
Change in plan assets

Fair value of plan assets at the beginning of the year 251,254 275,879
Actual return on plan assets 51,054 10,361}
Emplayer contributions 12,203 9,412
Benefits paic (40,812) {56,012)
Inflationary effect on opening plan assets 2,180 (6,083)
Plan assets at the end of the year Rs. 275,879 Rs. 212,835
Funded status (4,342) (36,759)

Net amount recognized ! Rs. (4,842) J RE. (36,759)

Amounts recognized in the statement of financial position consist of:

|
1 AS OF B1 MARCH

2007 2008
Other liabilities non-current Rs. (4,842) (36,759)

The accumulatec benefit obligation for the Falcon pension plan was Rs. 260,823 and Rs. 229,886 as at 31 March 2007 and 2008, respectively.

Components of net periodic benefit cost:

FISCAL VEAR ENDED |31 MARCH
: 2007 , 2008

Service cost Rs. 16,382 Rs. 15,344
Interest cost 13,979 B 12,524
Expected return on plan assets (14,755) (15,563)
Amortization of transition obligation 4,169 _ 3,789
Recognized net actuarial gain {150) -
CPl adjustment an Net periadic benefit cost 826 563
Net periodic pension cost adjusted by cost price inflation index Rs. 20,451 Rs. 16,657
Curtailment cost adjusied by CPI 16,118 14,576

Net amount recognized | Rs. 36,569 [ Rs. 31,233
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Summary of the actuarial assumptions: The actuarial assumptions used in accounting for the Falcon pension ptan are as follows:

Weighted-average assumptions used to determine benefit obligations:

AS AT 31 MARCH

i 2007 2008
Discount rate 5.00% 4.50%
Rate of compensation increase 1.00% 1.00%
Expected long-term return on plan assets 6.25% 6.25%
Cost Price Inflation {CPI) rate of fiscal year 3.50% 3.50%

Weighted-average assumptions used to determine net periodic benefit cost:

FOR THE YEAR ENDED 31 MARCH

. 2006 2007 2008
Discount rate 5.25% 5.25% 5.00%
Rate of compensation increase 2.00% 0.75% 1.00%
Expected long-term return on plan assets 7.75% 6.25% 6.25%
Cost Price Inflation {CPI) rate of fiscal year 0.87% 4.21% 3.50%

Plan asseis: The Falcon pension plan's weighted-average asset allocation as at 31 March 2007 and 2008, by asset category is as follows:

]
: as AT 31 MARCH

2007 2008
Equity 24% 47%
Debt 76% 53%

Amounts recagnized in accumulated other comprehensive income consist of the following:

FISCAL YEAR £ENDED 31 marcH 2008

Net actuarial {gain) / loss at the beginning of the year (3,025)
Actuarial {gain}/ Joss on plan assets and obligations during the year 34,379
Actuarial gain / {loss) recognized as component of net periodic benefit cost during the year (3.817)
Net actuanal (gain) / loss at the end of the year 27,537

The above amount of net actuarial {(gain) / loss at the end of the year includes an amount of Rs. 17,614 as unamortized net transitional cbligation. Amount
expected to be recognized as components of ne: periodic benedit cost during fiscal 2009 is Rs. 3,932.

Estimated future benefit payments: The following benefit payments are expected to be paid:

FISCAL YEAR ENDED 31 MARCH

.

2009 . Rs. 16,368
2010 16,596
2011 17,969
2012 18,289
2013 21,486
2014 to 2018 127,608

RELATED PARTY TRANSACTIONS

The Company has entared into transactions with the following related parties:

+  Diana Hotels Limited for availing hotel services;

* AR Life Sciences Private Limited for availing processing services of raw materia’s and intermediates;

*  Dr. Reddy's Heldings Private Limited for purchase and sale of active pharmaceutical ingredients and intermediates and purchase of land;
s Dr. Reddy's Foundation for Human and Social development towards contribution for social development;

* KK Enterprises for availing packaging services for formulation products; and

s SR Enterprises {or transportation services.

The directors of the Company have either a significant ownership interest, contralling interest or exercise significant influence over the above entities (“significant
interest entities”).
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The Company has entered into transactions with its two affiliates, Perlecan Pharma and Reddy Kunshan. These transactions are in the nature of reimbursement
of research and development expenses incurred by the Company on behali of Perlecan Pharma, revenue from research services performed by the Company for
Perlecan Pharma and purchase of active pharmaceutical ingredients by the Company from Reddy Kunshan.

The Company has also entered into cancellable operating lease transactions with directors of the Company and their relatives. Further, the Campany has also
pravided certain short term interest free foans to its employees which are recovered on a regular basis through salary deductions.

One of the Company's former executive and U.S. general counsel (resigned effective 31 July 2006), is a partner of a law firm that the Company engaged for
provision of legal services, Legal fees paid by the Company to this law firm during the period this former executive was in employment of the Company were
Rs. 466,567, Rs. 153,620 {till the date of his resignation} and Rs. Nil during the years ended 31 March 2006, 2007 and 2008, respectively,

The following is a summary of significant related party transactions:

: FISCAL YEAR ENDED 3|1 MARCH

Purchases from:

Significant inierest entities 129,320 260,673 219,044
Affiliates 5,410 - -
Contribution to a significant interest entity towards social development 53,550 34,100 113,621
Revenue from:

Significant interest entities 32,255 - 88,531
Affiliates - 139,335 40,071
Reimbursement of research and development expenses from:

Affiliates - 372,643 89,505
Lease rental paid under cancelable operating leases 1o0:

Directors and their relatives 18,927 21,884 22,635
General and administrative expenses paid to:

Significant interest entities 7407 9,227 12,596
Advance paid 1o a significant interest entity towards purchase of land: - - 680,000

The Company has the following ameounts due from related parties:

1 MARCH
! 2007 2008

Significant interest entities Rs. - 35, 26,396
Directors and their relatives 4,380 4,280
Employee loans (interest free) 2,426 19,457
Affiliates 143,136 26,964
Rs. 149,942 Rs. 77,097

Less: Current poriion 145,086 72,817
\ Rs. 4,856 Rs. 4,280

The above table does not include an amount of Rs. 680,000 paid as advance towards purchase of lang from a significant interest entity, which has been
disclosed under capital work-in-progress.

Employee loans outstanding as of 31 March 2008, are repayable within the year ending 31 March 2009,

The Company has the following amounts due to related parties (current):

31 MARCH
2008

Significant interest entities Rs. 871 Rs. 16,750
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COMMITMENTS AND CONTINGENCIES

Capital Commitments: As of 21 March 2007 and 2008, the Company was committed to spend approximately Rs. 1,186,049 and Rs. 1,552,426, respectively,
under agreements to purchase property, plant and eguipment. This amount is net of capital advances paid in respect of such purchases.

Guarantees: In accordance with the provisions of FIN 45, “Guarantar's Acceunting and Disclosure Requirements for Guarantees, including Indirect Guarantees
of Indebtedness of Others”, the Company recognizes the fair value of guarantee and indemnification arrangements issued or modified by the Company, if
these arrangements are within the scope of FIN 45 In addition, the Company centinues to monitor the conditions that are subject to these guarantee and
indemnification agreements to identify whether any loss is probable and recognizes such loss, if any when estimable.

The Company's affiliate, Reddy Kunshan secured a credit facility of Rs. 26,988 from Agricultural Bank of China (“Agricultural Bank”). During the year ended
31 March 2008, the Company issued a corporate guarantee amounting to Rs. 27,196 in favor of Agricultural Bank to enhance the credit standing of Reddy
Kunshan. The guarantee is required to be renewed every year and Company’s liablity may arise in case of non-payment by Reddy Kunshan of amounts drawn
under its credit facility, As of 31 March 2008, the fair value of such liability is not material.

Litigations / Contingencies: The Company manufactures and distributes Norfloxacin, a formulations product. Under the Drugs Prices Control Order (the “DPCO*),
the Government of India has the autharity to designate a pharmaceutical product as a “specified product” and fix the maximum selling price for such product.
fn 1995, the Government of India notified Norfloxacin as a “specified product” and fixed the maximum selling price. In 19986, the Company filed a statutory
Form IIl before the Government of India for the upward revision of the price and a legal suit in the Andhra Pradesh High Court (the “High Court*} challenging
the validity of the netification on the grounds that the applicable rules of the DPCO were not complied with while fixing the ceiling price. The High Court had
previously granted an interim order in favor of the Company; however it subsequently dismissed the case in April 2004, The Company filed a review petition
in the High Court in April 2004 which was also dismissed by the High Court in October 2004, Subsequently, the Company appealed 1o the Supreme Court of
fndia by filing a Special Leave Petition, which is currently pending.

During the year ended 31 March 2006, the Cornpany received a notice from the Government of India demanding the recovery of ihe price charged by the
Company for sale of Norfloxacin in excess of the maximum selling price fixed by the Government of India, amounting to Rs. 284,584, including interest therecn.
The Company filed a writ petition in the High Court challenging this demand order. The High Court admitted the writ petition and granted an interfm order,
directing the Company ta deposit 50% of the principal amount ¢laimed by the Government of India, which amounted to Rs. 77,148. The Company deposited
this amount with the Government of India in November 2005 and is awaiting the outcome o its appeal with the Supreme Court. In February 2008, the High
Court directed the Company to deposit an additional amount of Rs. 30,000, which was deposited by the Company in March 2008,

The Company has fully provided the potential liability related to the principal amount demanded by the Government of India (which is included under other
current liabilities} and believes that the liability on account of interest and penalty is remote. In the event the Company is unsuccessful in its litigation in the
Supreme Court, it will be required to remit the sale proceeds in excess of the maximum selling price to the Government of India including penalties or interest,
if any, which amounts are not readily ascertainable.

During the fiscal year ended 31 March 2003, the Central Excise Authorities of India (the *Authorities”) issued a demand notice to a vendor of the Company
regarding the assessable value of products suppfied by this vendor to the Company. The Company has been named as & co-defendant in this demand notice.
The Authorities demanded payment of Rs. 175,718 from the vendor, including penalty of Rs. 90,359. Through the same notice, the Authorities, issued a penalty
claim of Rs. 70,000 to the Company. During the year ended 31 March 2005, the Authorities issued an additional natice to this vendar demanding Rs. 225,599
from the vendor, including penatty of Rs. 51,152, Through the same notice, the Authorities, issued a penalty daim of Rs. 6,500 to the Company. Further,
during the year ended 31 March 2006, the Authorities issued an additional notice to this vendor demanding Rs. 33,549, The Company has filed appeals against
these notices. In August and September 20086, the Company attended the hearings conducted by the Customs, Excise and Service Tax Appellate Tribunal {the
“CESTAT") on this matter. In October 2006, the CESTAT passed an order in favor of the Company setting aside all of the above demand notices, In July 2007,
the Authorities appealed against CESTAT's order in the Supreme Court. The Company believes that the ultimate autcome of this matter is not expected to have
any material adverse effect on its financial position, results of operations or cash flows in any given accounting period.

In April 2006, the Company launched its fexofenadine hydrochloride 30 mg, 60 mg and 180 mg tablet products, which are generic versions of Sanofi-Aventis’
(“Aventis”} Allegra® tablets. The Company is presently defending patent infringement actions brought by Aventis in the United States District Court for the
District of New Jersey. There are three formulation patents, three use patents, and two active pharmaceutical ingredients (*API") patents which are under
litigation. The Company has obtained summary judgment in respect of each of the formulation patents.

In September 2005, pursuant to an agreement with Barr Pharmaceuticals, inc., Teva Pharmaceuticals Industries Limited (“Teva”) launched its fexofenadine
hydrochloride 30 mg, 60 mg and 180 mg iabler products, which are AB-rated (bioequivalent) 1o Aventis' Allegra® tablets, Aventis has brought patent
infringement actions against Teva and its AP! supplier in the United States District Court for the District of New Jersey. There are three formulation patents, three
use patents, and two APl patents under litigation, Teva has obtained summary judgment in respect of each of the formulation patents, On 27 lanuary 2008,
the District Court denied Aventis’ motion for a preliminary injunction against Teva and its APl supplier on the three use patents, finding those patents likely 1o
be invalid, and one of the API patents, finding that patent likely 10 be rot infringed,
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The issugs presented during Teva's hearing are likely to be substantially similar to those which will be presented with respect to Company’s tablet products. A
wrial has not been scheduled. If Aventis is ultimately successful in its allegation of patent infringement, the Company could be required to pay damages related
to fexofenadine hydrochloride tablet sales made by the Company, including be prohibited from selling these preducts in the future. The Company believes that
the u'timate cutcome of this matter is not expected to have any material adverse effect on its financial position, results of operation or cash flows in any given
accounting period.

In April 2007, the Company terminated its Over The Counter ("OTC") agreement with Leiner Health Products, LLC {"Leiner”}. This action was taken by the
Company after receiving notice that, Leiner had been served with a list of Inspection Observations on a Form 483 from the United States Food and Drug
Administration (“U.5. FDA™) inspectors. In response thereto, Leiner suspended all of its packaging, production and distribution of OTC Products manufaciured,
packaged or tested at its facilities in the United States. Under the terminated agreements, the Company had supplied to Leiner APl to produce OTC products,
finished dose tablets, and access to certain OTC products under development. Subsequently, in March 2008, Leiner filed for bankruptcy. The Company believes
that termination of this OTC agreement and Leiner’s filing for bankruptcy is not expacted to have any material adverse effect on its financial positicn, results of
operations or cash flows in any given accounting period.

In March 2007, the patent for Fosamax (Merck & Co.'s brand name for alendronate sodium, sold by the Company and other companies in genetics versicns)
in Germany was reinstated in favor of Merck & Co. The Company has filed protective writs to prevent a preliminary injunction without hearing. As of
31 March 2008, ng injunction had been granted to Merck & Ce. Based on 2 legal evaluation, the Company continues selling its generic version of this product
and believes that European patent reinstatement does not affect its ability to sell this product. The Company believes that the ultimate outcome of this patent
reinstatement matter is not expected to have any material adverse effect on its financial position, results of operations or cash flows in any given accounting
period.

The Indian Council for Environmental Legal Action filed a writ in 1989 under Article 32 of the Constitution of India against the Unien of India and others in the
Supreme Court of India for the safety of people living in the Patancheru and Bollarum areas of Medak district of Andhra Pradesh. The Company has been named
in the list of polluting industries. In 1996, the Andhra Pradesh District Judge proposed that the polluting industries compensate farmers in the Patancheru,
Bollarum and Jeedimetla areas for discharging effluents which damaged the farmers' agricultural land. The compensation was fixed at Rs. 1.30 per acre for dry
land and Rs. 1.70 per acre for wet land. Accordingly, the Company has paid a total compensation of Rs. 2,013. The matter is pending in the courts and the
possibility of additional liability is remote. The Company would not be able to recover the compensation paid, even if the decision of the court is in favor of the
Company.

The Company is aware of litigation with respect 10 one of its supplier for Oxycodon, which is sold by the Company and other companies in Germany. The
innovator company has claimed an infringement of formulation patents against the Company's supplier. In April 2007, the court rejected an application for
an interim order by the innovator company against the Company’s supplier. As of 31 March 2008, based on a legal evaluation, the Company continues to selt
this product and believes that the patent infringerment case does not affect its ability to sell the product. The Company believes that the ultimatz outcome of
this patent infringement maiter is not expected to have any material adverse effect on its financial position, results of operations or cash flows in any given
accounting perfod.

in April 2008, the Company received a Civil Investigative Demand ("CID") from the United States Federal Trade Commission {*FTC"). A CID is a request for
information in the course of a civil investigation and does not constitute the commencement of legal proceedings. The Company has been informed that
the focus of this civil antitrust investigation relates to the settlement arrangement entered into between the Company and UCB Pharma Inc. resolving patent
litigation concerning levetiracetam. The Company believes that the terms of its settlement arrangement with UCB Pharma Inc. are consistent with all applicable
antitrust laws. The Company is co-operating fully with the FTC regarding this investigation. The Company beiieves that the ultimate outcome of this investigation
is not expected to have any material adverse effect on its financial position, results of operations or cash flows in any given accounting period.

Additionally, the Company and its affiliates are involved in other disputies, lawsuits, claims, governmental and / or regulatory inspections, inquiries, investigations
and proceedings, including patent and commercial matters that arise from time to time in the ordinary course of business. The Company believes that there
are no such pending matters that are expected to have any material adverse effect on its financial position, results of operations or cash flows in any given
accounting period.

SEGMENT REPORTING AND RELATED INFORMATION

a) Segment information

The Chief Operating Decision Maker {*CODM") evaluates the Company's performance and allocates resources based on an analysis of various perfarmance
indicators by product segments. The product segments and the respective performance indicators reviewed by the CODM are as follows:

= Formulations — Revenues by therapeutic product category; Gross profit

 Active pharmaceutical ingredients and intermediates — Gross profit, revenues by geography and key products;
* Generics — Gross profit;

+ Drug discovery — Revenues and expenses; and

» Custom pharmaceutical services — Gross profit.
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The CODM of the Company does not review the 1otal assets for each reporiable segment. The property, plant and equipment used in the Company’s business,
depreciation and amortization expenses, are not fully identifiable with / allocable to individual reportable segments, as centain assets are used interchangeably
between segments. The other assets are not specifically allocable to the reportable segments. Consequently, management believes that it is not practicable to
provide segment disclosures relating to total assets since allocation among the various reportable segments is not possible.

Formulations

Formulatians, also referred to as finished dosages, consist of finished pharmaceutical products ready for consumption by the patient. Effective 1 April 2007, the
Company’s critical care and biotechnology segment was merged into its formulations segment. Accordingly, disclosures relating to the previous year have been
restated to conform 1o current year presentation. An analysis of revenues by therapeutic category of the formuiations segment is given below:

I
| FISCAL YEAR ENDED 31 MARCH

2006 2007 2008
Gastro-intestinal Rs. 2,284,254 Rs. 3,141,341 Rs. 3,744,575
Pain control 1,801,814 2,607,817 3,049,402
Cardigvascular 1,708,205 1,874,297 2,132,853
Anti-infectives 1,117,760 1,333,226 1,476,826
Dermatology 539,072 627,153 655,641
Others 3,036,469 3,502,773 4,181,777
Total revenue from external customers Rs. 10,587,574 Rs. 13,086,607 Rs. 15,241,074
Cast of revenues 3,290,552 3,923,519 4,038,940
Gross profit Rs. 7,297,022 Rs. 9,163,088 Rs. 11,202,134

Inter-segment revenues relating to transfer to the active pharmaceutical ingradients and intermediates segment which is accounted for cost amounting to
Rs. 40,246, Rs. 32,755 and Rs. 47,229 for the years ended 31 March 2006, 2007 and 2008, respectively.

Active pharmaceutical ingredients and intermediates

Active pharmaceutica! ingredients and intermediates, also known as active pharmaceutical products or bulk drugs, are the principal ingredients for formulations.
Active pharmaceutical ingredients and intermediates become formulations when the dosage is fixed in a form ready for human consumption such as a tablet,
capsule or liquid using additional inactive ingredients.

An analysis of gross profit for the segment is given below,

FISCAL YEAR ENDED 31 MARCH

2006 2007 2008
Revenues from external customers Rs. 8,267,512 Rs. 11,882,959 Rs. 11,804,752
Cost of revenues Rs. 5,946,055 Rs. 7,242,272 Rs. 7,825,217
Gross profit Rs. 2,321,457 Rs. 4,640,687 Rs. 3,979,535

Inter-segment revenues relating to transfers to the formulations, generics and custom pharmaceutical services segment which is accounted for at cost amounting
1o Rs. 1,064,816, Rs. 1,764,589 and Rs. 3,280,949 for the years ended 31 March 2006, 2007 and 2008, respectively.

An analysis of revenue by gecgraphy is given below,

FISCAL YEAR ENDED 31 MARCH

2006 : 2007 2008
Nerth America Rs. 1,654,953 Rs. 2,029,748 Rs. 2,288,570
India Rs. 2,300,390 Rs. 2,077,317 Rs. 2,351,724
Europe Rs. 1,420,930 Rs. 2,116,842 Rs. 2,520,753
QOthers Rs. 2,861,239 Rs. 5,659,052 Rs. 4,643,705

Rs. 8,267,512 Rs. 11,882,959 Rs. 11,804,752
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An analysis of revenues by key products is given below:

Sertraline Hydrochloride

CAL YEAR ENDED 3{1 MARCH
2008

Rs. 494,101 Rs. 2,461,494 Rs. 603,902
Ramipril 642,538 760,661 933,248
Ciproflexacin Hydrochloride 778,458 739,625 818,253
Finasteride 98,339 580,775 952,287
Naproxen Sodium 380,409 521,214 268,052
Terbinafine Hydrochloride 537,155 483,896 457,385
Ranitidine Hydrachloride Form 2 404,022 420,334 364,098
Naproxen 374,997 408,004 636,654
Clopidogrel 139,941 384,238 681,529
Ibuprofen 502,263 328,927 304,831
Montealukast 241,090 285,218 319,058
Losartan potassium 172,682 234,432 315,763
Nizatidine 160,857 223,593 380,952
Olanzapine 82,518 156,578 721,335
Amlcdipine Besylate 40,876 82,954 403,830
Others 3,217,266 3,811,016 3,646,575

Generics

Rs. 8,267,512

Rs. 11,882,959

Rs. 11,804,752

Generics are generic finished dosages with therapeutic equivalence to branded formulations.

An analysis of gross profit for the segment is given below:

FISCAL YEAR ENDED 31 MARCH
Al 7 2008

. H SR g ket Q D o L 14
Revenues from external customers Rs. 4,055,764 Rs. 33,224,185 Rs. 17,781,508
Cost of revenues 2,168,800 18,098,552 3,311,074

Gross Profit

Rs. 1,886,964

Rs. 15,125,633

Rs. 3,470,434

Drug discovery

The Company is involved in drug discovery through its research facilities located in the United States and India. The Company commercializes drug; discovered
with other products and also licenses these discoveries to other companies. An analysis of the revenues and expenses of the drug discovery segment is given

1 MARCH
2008

Rs. - Rs. 136,783 Rs. 39,211

below:

Revenues from external customers

Cost of revenues - 121,498 36,154
Gross Profit - 15,285 3,057
Research & Devalopment expenses Rs. 814,485 Rs. 774,614 Rs. 901,121

Custom pharmaceutical services ("CP5")

Custom pharmaceutical services operations relate o contract research services and manufacture and sale of active pharmaceutical ingredients and steroids in
accordance with the customer’s requirements.

FISCAL vEaR ENDED 31 MARCH
007" 2008

Revenues from external customers Rs. 1,326,828 Rs. 6,599,763 Rs. 4,817,606
Cost of revenues 999,434 4,662,542 3,152,107
Gross Profit Rs. 327,394 Rs. 1,937,221 Rs. 1,665,499

Inter-segment revenues relating to transfers to the active pharmaceutical ingredients and intermediates segment which is accounted for at cost anounting to
Rs. 151,446 for the year ended 31 March 2008,
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a) Reconciliation of segment information to entity total

FISCAL YEAR ENDED 31 MaRCH 2006 FISCAL YEAR ENDED 371 MARCH 2007 FISCAL YEAR EMDED 31 march 2008
REVENUES. GROSS PROFIT REVENUES GROSS PROFIT REVENUES GVROSS PROFIT
Formulations 10,587,574 7,297,022 13,086,607 9,163,088 15,241,074 11,202,132
Active ph i
Active pharmaceutical 8,267,512 2,321,457 11,882,959 4,640,687 11,804,752 3,079,535
ingredients and intermediates
Generics 4,055,764 1,886,964 33,224,185 15,125,633 17,781,508 8,470,434
Drug discovery - - 136,783 15,285 39,211 3,057
Custom pharmaceutical
7

services 1,326,828 327,394 6,599,763 1,937,221 4,817,606 1665499
Others 29,369 16,797 164,795 {(6,361) 321,475 87,378

24,267,047 /11,849,634 65,095,092 30,875,553 50,005,626 25,408,037

b) Analysis of revenue by geography

The Company’s business is organized into five key geographies. Revenues are attributable to individual geography based on the location of the customer.

FISCAL YEAR ENDED 31 MARCH

2006 2007 2008
India Rs. 8,272,468 Rs. 9,178,590 Rs. 10,450,580
North America 3,983,860 28,336,547 11,374,353
Russia and other countries of the former Saviet Union 3,559,477 4,751,981 5,525,828
Euraope 4,326,366 14,839,117 15,863,459
Others 4,124,876 7.988,857 6,791,406

Rs. 24,267,047 Rs. 65,095,092 Rs. 50,005,626

¢) Analysis of property, plant and equipment by geography

Praperty, plant and equipment (net) attributab'e to individuat geography are given below:

AS OF 31 MARCH

2007 2008
India Rs. 10,061,138 Rs. 14,284,786
North America 1,701,157 1,752,449
Russia ang other countries of the former Soviet Unian 26,618 190,768
Europe 629,330 516,128
Others 9,555 21,30

f l | Rs. 12,427,798 Rs. 16,765,432

33. SUBSEQUENT EVENTS
In April 2008, the Company has acquired a unit of The Dow Chemical Company associated with its United Kingdom sites in Mirfield and Cambridge for a cash
consideration (subject to adjustements for working capital etc.) of approximately Rs. 1,354 Million {U.5.$. 33.5 Million). The acquisition includes customer
contracts, associated products, process technology, intellectual property, trademarks and the Dowpharma Small Molecules facilities located in Mirfield and
Cambridge, United Kingdom.

In April 2008, the Company acquired Jet Generici Srl, a company engaged in the sale of genaric finished dosages in ltaly for a total cash consideration (subject
to adjustements for working capital etc.) of Rs. 146 Million (Euro 2.3 Million).

In April 2008, the Company has acquired BASF's pharmaceutical contract manufaciuring business and its manufacturing facility in Shreveport, Louisiana,
USA for a total cash consideration (subject to adjustements for working capital etc.) of Rs. 1,607 Million (U.5.$. 39.8 Million). The business involves contract
manufacturing of generic prescription and OTC products for branded and generic companies in the U.S. This business includes customer contracts, related
ANDAs and NDAs, trademarks including the Shreveport manufacturing facility.
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Notice is hereby given that the 24th Annual General Meeting of the Company
will be held on Tuesday, 22 July 2008 at 11.30 A.M, at the Grand Ball Room,
Hote! Taj Krishna, Road No. 1, Banjara Hills, Hyderabad-500 034, to transact the
fallowing business:

ORDINARY BUSINESS:

1.

To receive, consider and adopt the Profit & Loss Account for the year ended
31 March 2008, Balance Sheet as on that date along with the Reports of the
Directors’ and Auditors’ thereon.

To declare dividend on the equity shares for the financial year 2007-08.

To appoint a Director in place of Mr. Anupam Puri, who retires by rotation,
and being eligible, offers himself for re-appointment.

To appoint a Director in place of Dr. Krishna G Palepu, who retires by
rotation, and being eligible, offers himself for re-appointment,

To resolve not to fill vacancy, for the time being, caused by the retirement
of Mr. P N Devarajan, who retires by rotation and does not seek
re-appointment.

To appoint the Statutory Auditors and fix their remuneration. The retiring
Auditors BSR & Co. are eligible for re-appointment.

SPECIAL BUSINESS:

7.

To consider and if thought fit, to pass with ar without modification,
the following resolution as a special resolution:

"RESOLVED THAT pursuant to Requlation 6 and 7 of SEBI (Employes Stock
Option Scheme and Employee Stock Purchase Scheme) Guidelines, 1959
and Clause 20 of the Dr. Reddy’s Employees Stock Option Scheme 2002 &
Dr. Reddy's Employees ADR Stock Option Scheme, 2007 and other relevant
applicable provisions if any, and not withstanding anything to the contrary
stated in this regard in the existing schemes of the Company, the Board of
Directors of the Company (hereinafter referred to as "Board”, which term
shall be deemed to include the Compensation Committee, for the time
being authorised by the Board of Directors to exercise the powers conferred
on the Board of Directors by this resolution and / or such other persons who
may be authorised in this regard) be and are hereby authorised to modify
certain terms of the existing schemes approved earlier by the shareholders
of the Company tc exercise the right to recover from the relevant eligible
employees, the fringe benefit tax in the respect of options which are granted
to or vested or exercised by, the eligible employee under the provisions of
Section 115 WKA of the Income Tax Act, 1961.

"RESOLVED FURTHER THAT existing Clause 9{a) of Dr. Reddy’s Employees
Stock Option Scheme, 2002 be and is hereby suitably be amended, ”

"RESOLVED FURTHER THAT for the purpose of giving effect to the above
resolution, the Board of Directors including the Compensation Committee
thereof, be and are hereby authorised to do all such acts, deeds and things,
matters as may be necessary or expedient in this regard”.

To consider and if thought fit, to pass with or without modification,
the following resolution as a special resolution:

"RESOLVED THAT pursuant to the provisions of Section 81{1A) and all
other applicable provisions, if any, of the Companies Act, 1956 including
any statutory modification(s) or re-enactment thereof, for the time being in

force and in accordance with the relevant provisions of the Memorandum
and Articles of Association of the Company, the rules / regulations /
guidelines, if any, prescribed by the Securities Exchange Board of India and
/ or any other regulaiory authority, the listing agreement entered into by
the Company with the Stock Exchanges where the equity shares of the
Company are listed and subject to approval(s), consent(s), permission(s) and
/ or sanction(s), if any, of appropriate authorities as may be required and
subject to such conditions as may be prescribed by any one of them while
granting any such approval(s), consent{s), permission(s), and / or sanction{s},
the Board of Directors of the Company (hereinafter referred to as “Board”
which term shall be deemed to include any Committee which the Board may
have constituted or hereinafter constitute to exercise its powers including
the powers conferred by this resolution) be and are hereby authorized
to create, offer, issue, and allot warrants, entitling the warrant holder(s)
from time to time tc apply for equity shares of the Company in one or
more tranches, to promoters / promoter group including the entities in the
praomoter group / any select group related to promoter{s} of the Company
whether or not members of the Company (subject to the proposed allottee
complying to the applicable SEBI Guidelines on the date of allotment), on
preferential placement basis through offer letter and / or circular and 7 or
such other decuments / writings, in such manner and on such terms and
conditions as may be determined by the Board in this regard in its absolute
discretion, provided that the aggregate number of resultant equity shares
of the Company to be issued against such share warrants shall not exceed
84,06,782 (Eighty four lakhs six thousand and seven hundred and eighty
two only) being 5% of the equity as on 25 January 2008, as fully paid equity
shares of the face value of Rs.5 each at a price equal to:

a)  The average of the weekly high and low of the closing prices of the
Company’s shares quoted on the stock exchange (as explained in the
annexed explanatory statement) during the six manths preceding the
‘relevant date’; or

b} The average of the weekly high and low of the closing prices of the
Company’s shares guoted on a stock exchange (as explained in the
annexed explanatory statement) during the two weeks preceding the
‘relevant date”;

Whichever is higher; the ‘relevant date’ for this purpose being 22 June 2008

RESOLVED FURTHER THAT the resuftant equity shares to be issued and
allotted upon exercise of rights attached to the share warrants in accordance
with the terms of the offer(s) shall rank pari passu with the then existing
equity shares of the Company in all respects and be listed on domestic stock
exchanges where the equity shares of the Company are listed;

RESOLVED FURTHER THAT for the purpose of giving effect to the issue or
allotment of the share warrants and equity shares arising thereon, the Board
of Directors of the Company be and are hereby authorized on behalf of the
Company to take all actions and do all such acts, deeds, matters and things
as it may, in its absclute discretion, deem necessary, proper or desirable for
such purpase and with the power on behalf of the Company to settle all
questions, difficulties or doubts that may arise in the proposed issue, offer
and zllotment of the said share warrants and equity shares arising there
from, including utilization of the issue proceads, without baing required
to seek any further consent or approval of members or otherwise to the
end and intent that members shall be deemed to have given their approval
thereto expressly by the authority of this resolution;
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RESOLVED FURTHER THAT the Board be and is hereby authorized to
delegate all or any of the powers herein conferred to any Committee of
Directors or any Director(s} or Officer(s} of the Company 1o give effect to this
reselution”.

NOTES:

1.

An explanatory statement pursuant to Section 173 (2} of the Companies
Act, 1956 in respect of the special business is annexed hereto.

A member entitled to attend and vote is entitled to appoint a proxy
to attend and vote instead of himself/herself and the proxy need
not be a member of the Company. The instrument of proxy in order
to be effective, must be deposited at the registered office of the
Company, duly completed and signed not less than 48 hours before
the meeting.

The register of members and the share transfer books of the Company will
rerain closed from 8 July 2008 (Tuesday} to 12 July 2008 (Saturday) {both
days inclusive in connection with the payment of dividend for the financial
year 2007-08. Dividend, if declared, at the annual general meeting, will be
paid on or after 26 July 2008.

Place: Hyderabad
Date; 20 May 2008

The Shareholders are requested to intimate immediately any change in their
address or bank mandates 1o their depository participants with vshom they
are maintaining their demat accounts or to the Company’s Shate Transfer
Agent, M/s Bigshare Services Private Limited, if the shares are held in
centificate form.

For the convenience of members and for praper conduct of the meeting,
entry to the place of meeting will be regulated by aitendance slip, which
is part of the annual report. Members are requested to sign at the place
provided on the attendance slip and hand it over at the entrance to the
venue.

Shareholders desiring any information relating to the accounts are requested
to write to the Company at an early date so as to enable the management
to keep the information ready.

By order of the Board

V VISWANATH
COMPANY SECRETARY
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Explanatory statement pursuant to Section 173 (2) of the Companies Act,
1956

Item No. 7

The Company at present has two Employees Stock Option Schemes as under:
Scheme 1- Dr. Reddy’s Employees Stock Option Scheme, 2002

Scheme 2- Dr. Reddy's Employees ADR Stock Cption Scheme, 2067

These schemes were duly approved earlier by the Board of Directors and
Shareholders of the Company.

The Compensation Committee at its meeting earlier held on 24 Cctober 2007
proposed that the Company should absorb the full liability for the Fringe Benefit
Tax (FBT) cn exercising of all stock options granted till the date of the resalution.

FBT would be recovered on future grants from the concerned employee from the
date of the resolution. In addition, the above modification would be reflected in
a suitable amendment to the scheme of the stock options, which requires the
approval of the shareholders.

It is also proposed to remove the grades or designations prescribed under the
existing Clause 9 (a) of Dr. Reddy's Employees Stock Option Scheme, 2002
pursuant to the changes in the work levels in the organisation structure of the
Company and proposed for suitable amendment in the said cfause of the scheme
respectively.

In view of the above, it is proposed to amend the said schemes accordingly,
without affecting the other terms and conditions of the existing employees stock
optian schemes.

Your Directors recommend the resolution for your approvai.

None of the Directors are deemed to be concerned or interested in the above
resolution except those who are eligible for grant of stock options.

Item No. 8

The Campany continues to pursue opportunities to grow in the pharma business
globalty. In order to fund this growth, the Company has to strike an optimum mix
between Debt and Equity - such that the long term aspirations are adequately
met without compromising performance in the short term. The Company in
the past has resorted to financing its growth and acquisition both through debt
(March 2006) and a foltow on ADR offering (November 2006). Since the current
situaticn in the fixed income (debt) market worldwide is not conducive to raising
capital, the Company proposes to inject additional equity funds. This is proposed
to be met through a preferential convertible warrants issues to the promoter
group. This will accomplish the objectives of continuing the Company’s growth
momentum, bolstering its cash reserves, (Net debt as on 31 March 2008 is
Rs. 1,468 crores}, and leveraging a more beneficial capital structure for potential
future debt issuances.

In view of the above, the Board of Directors of the Company at its meeting earlier
held on 25 January 2008 had proposed to issue and allot convertible warrants
up te 5% of the equity existing as on that date to the said category as above,
on preferential basis upto 84,06,782 (Eighty four lakhs six thousand and seven
hundred and eighty two only) warrants, entitling the warrant hotders to apply for
equivalent number of fully paid equity shares of the Company.

As per regulation 13.14A of the SEBI {Disclosure and Investor Protection) Guidelines,
2000 as applicable from time to time, the required details are furnished as
under:

Objects of the issue:

As given above

Pricing:
The issue of the equity shares arising through the issue of warrants will be at a
price equal to;

s The average of the weekly high and low of the closing prices of the Company's
shares quoted on the stock exchange during the six months preceding the
‘relevant date’; or

* Theaverage of the weekly high and low of the closing prices of the Company's
shares quoted on a stock exchange during the two weeks preceding the
‘relevant date’;

Whichever is higher; and the ‘relevant date’ for this purpose being 22 June 2008.

“Stock exchange” for this purpose means any of the recognised stock exchanges
in which the shares are lisied and in which the highest trading volume in respect
of the shares of the company has been recorded during the preceding six menths
prior to the relevant date.

Payment & Conversion Terms:

An amount equal to 10% of the issue price shall be payable on allatment of the
warrants. The warrant holders shall be entitled to apply for and be allotted, in one
or more tranches, ane equity share of the face value of Rs. 5 each of the Company
per warrant, any time after the date of allotment of such warrants. Upon exercise
of the right to apply for equity shares, the warrant holders will be liable 10 make
the payment of the balance amount, being 90% of the issue price. The amount
paid, at the time of allotment of warrants, will be adjusted/ set off against the
issue price of the resultant equity shares. The Board {or a Committee there of)
upon receipt of the entire payment towards issue price, shall allot one equity
share per warrant. If the entitlernent against the warrants to apply for the equity
shares is not exercised within the specified period of 18 months, such entitlement
shall lapse and the amount paid on such warrants shall stand forfeited.

Intention of Promoters / Directors / Key Management Persons to subscribe
to the proposed preferential offer and change in control:

None of the Promoter / Director / Key Management Persons other than the
promoters as mentioned below intend to subscribe to the offer of issue of
warrants. The existing promoters of the Company will continue to be in control
of the Company and there will not be any change in the management or control
of the Company as a result of proposed preferential allatment.

Pre Issue, as on 25 Jan 2008
No. of Shares %
42,277,774 25.15%

Post Issue®
Na. of Shares %
50,684,556 28.71%

Name of the Shareholders /

Allottees

Promoters

- of which
Dr. Reddy's Holdings Private Ltd.
Dther Promoters

37,798,290 22.48%
4,479,484  261%

* assuming full exercise of the rights attached to convertible warrants

46,205,072 26.17%
4,479,484 254%
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Shareholding Pattern of the Company before and after the proposed
allotment of convertible warrants upon conversion would be as under:

Pre Issue, as on 16 May 2008 Post Issue®
Category of Shareholder
No. of Shares % No. of Shares %

PROMOTERS HOLDING
- Individuals 4,479,484 1. 66% 4,479,484 2.54%
- Companies

Dr. Reddy’s Holdings Private Lid. 37,798,290 2247% 46,205,072 26.16%
Sub Total 42,277,774 25.13% 50,684,556 28.70%
INDIAN BANKS / FIs / MFs
Indian Financial Institutions 21,367,012 12.70% 21,367,012 12.10%
Banks 420,435 0.25% 420,435 0.24%
Mutual Funds 9,946,265 591% 9,946,265 5.63%
Sub Total 31,733,712 1887% 31,733,712 17.97%
FCREIGN HOLDING
- Foreign Institutional Investors 41,958,619 24.95% 41,958,619 23.76%
= NRIs 3,215,785 191% 3,215,785 1.82%
= ADRs / Foreign Nationals 27,992,581 1664% 27,992,581 15.85%
Sub Total 73,166,985 43.50% 73,166,985 41.43%
INDIAN PUBLIC / CORPORATES 21,025615 12.50% 21,025,615 11.91%
Total 168,204,086 100.00% 176,610,868 100.00%

@ assuming full exercise of the rights attached 10 corvertible warrants

Proposed time within which the allotment shall complete:

As per SEBI Guidelines, the allotment of share warrants shall be completed within
15 days from the date of passing of the said resolution by the shareholders.
Provided that, where the allotment is pending on account of any regulatory
authority or from the Central Government, the allctment will be completed
within 15 days on receipt of such approval.

The identity of the proposed allottee(s) and the percentage of the
preferential issue that may be held by the allottee(s):

Dr. Reddy's Hotdings Private Limited — 100%

Certification from Statutory Auditors:

BSR & Co, Chartered Accountants, Statutcry Auditors of the Company, have
certified that the issue of preferential warrants is being made in accordance with
the SEBI Guidelines, except for the provisions which would be required io be
complied at the relevant date or on allotment of the share warrants or thereafier,
for preferential issues. A copy of the said certificate is open for inspection at the
Registered Office of the Company during the office hours on all working days
excepi Saturdays and Sundays between 11.00 A.M. and 1.00 P.M. till the date of
Annual General Meeting.

Lock-In:

The convertible warrants to be allotted on preferential basis and the resultant
equity shares shall be subject to lock-in as per applicable SEBI Guidelines in this
behalf;:

* The warrants and the resultant shares allotted shall be subject to a lock-in
period of 3 {three} years from the date of allotment.

* The entire pre-preferential allotment shareholding of proposed allottee(s)
shall be under lock-in from the relevant date upto a period of 6 (six) months
from the date of preferential allotment.

* The locked in warrants / shares may be transferred to and amongst promoter
/ promoter group or to a new promoter(s) or person(s) in control of the
Company, subject tc continuation of lock-in in the hands of transferee(s) for
the remaining period and compliance of SEBI {SAST) Reguiations, 1937, as
applicable.

The consent of the shareholders being sought for the spedial resalution for

issuance of preferential warrants as preposed in the resolution.

Your Directors recemmend the resolution for approval.

None of the Directors of the Company is concerned or interested in the said

resolution, except Dr. K Anji Reddy, Mr. G V Prasad and Mr, Salish Reddy,

Directors, being promoters may be deemed to be concerned or interested in the

special resolution to the extent of warrants may be subscribed by them / the

Companies associated with them / bodies corporate of the promoter group.

By order of the Board

V VISWANATH
COMPANY SECRETARY

Place; Hyderabad
Date: 20 May 2008




217 | DR. REDDY'S LABORATORIES LTD GLOSSARY

(Glossary .

ADR
ADS
AG
ANDA
API
ARL
AVWG

Bl

BPE
BSE
CAGR
CoL
CDSL
CEC
CESTAT
CFO
cGMP
ClA
all
CIs
Coo
CPS
CRM
1o
DMF
op
DPCO
DREEM
ODRF
EPS
ERM
ERP
ESOP
ESOS
FDAAA
GATT
FTO
GDR
GRI
HR
ICAI
Indian GAAP
IPDO
(PM
IPR
IREDA
IT
ITAT
ME&A
NCEs
NDDS
NSDL
NSE
NYSE

American Depositery Receipts oTC
Amegrican Depository Shares R&D
Authorized Generics ROW
Abbreviated New Drug Application RUSTI
Active Pharmaceutical Ingredients and Intermediates SBU
American Remedies Limited SEBI
Arzneimittelversorgungs-Wirtschaftlichkeisgastz SEC
{Economic Optimization of Pharmaceutical Care Act} SEFL
Business Intelligence SEZ
Business Process Excellence SRS
Bombay Stock Exchange Limited TDC
Compounded Annual Growth Rate TERI
Cheminor Drugs Limited UNEP
Central Depaository Services (India) Limited US GAAP
Chief Executive Officer USFDA
Customs Excise Service Tax Appellate Tribunal VAT
Chief Financial Officer WSG
Current Good Manufaciuring Practices

Chief Internal Auditor wWTO0
Confederation of Indian Industry ZLDP

Commonwealth of Independent States

Chief Operating Officer

Custom Pharmaceutical Services

Customer Relation Management

Chemical Tech-Ops

Drug Master File

Depository Participant

Drugs {Prices Control) Order, 1995

Dr. Reddy’s Execution Excellence Model

Dr. Reddy's Research Foundation

Earnings Per Share

Enterprise-wide Risk Management

Enterprise Resource Planning

Employees Stock Option Plan

Employees Stock Option Scheme

Food and Drug Administration Amendments Act of 2007
General Agreement on Tariff and Trade
Formulation Tech-Ops

Global Depository Receipts

Global Reporting Initiatives

Human Resources

Institute of Chartered Accountants of India
Indian Generally Accepted Accounting Principles
Integrated Product Development Organization
Intellectuat Property Management

Intellectuat Property Rights

Indian Renewable Energy Development Agency
Information Technology

Income Tax Appellate Tribunal

Mergers and Acquisitions

New Chemical Entity’s

New Drug Delivery System

National Securities Depository Limited
National Stock Exchange of India Limited
New York Stock Exchange, Inc.

Over The Counter

Research and Development

Rest of the World

Reddy US Therapeutic, Inc.

Strategic Business Unit

Securities and Exchange Board of India

Securities and Exchange Commission

Standard Equity Fund Limited

Special Economic Zone

Salvent Recovery System

Technelogy Development Centre

The Energy Research Institute

United Nations Environment Program

United States Generally Accepted Accounting Principles
United States Food and Drug Administration

Value Added Tax

Wettbewerbsstarkungsgesetz

(Statutory Health insurance Competition Strengthening Act}
World Trade Organization

Zero Liquid Discharge Plant
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Dr. Reddy’s Laboratories Limited
Regd. Office: 7-1-27, Ameerpet, Hyderabad - 500 016
Attendance Slip

Regd. Folio No. / Client ID ;

Name & Address of
First/Sale Sharehalder

No. of Shares held
| hereby record my presence at the 24th Annual General Meeting on Tuesday, 22 July 2008 at 11.30 AM at the Grand
Ball Room, Hotel Taj Krishna, Road No.1, Banjara Hills, Hyderabad — 500 034.

Signature of Member / Proxy

Note: Member / Proxy wish 1o attend the meeting must bring this attendance slip to the meeting and handover at the
entrance duly filled in and signed.

e
fﬁ}{ DRrR.REDDY'S

Dr. Reddy’s Laboratories Limited
Regd. Office: 7-1-27, Ameerpet, Hyderabad - 500 016

Proxy Form
Regd. Folio No./Client ID
No. of shares held
IWe
of being a member/members of
the above named Company, hereby appoint
of or
failing him/her of

as my/our Proxy to attend and vote for mefus on my/our behalf at the 24th Annual General Meeting of the Company
on Tuesday, 22 July 2008 at 11.30 AM at the Grand Ball Room, Hotel Taj Krishna, Road No.1, Banjara Hills, Hyderabad — 500 034,
and at any adjournment theraof.

Revenue
Stamp

Signed this day of 2008

Notes:

a) Proxy need not be a member of the Company.

b) The Proxy form duly filled in and signed by the member{s) across Revenue Stamp should reach the Company’s registered
office: Dr. Reddy’s Laboratories Ltd., 7-1-27, Ameerpet, Hyderabad — 500 016 at least 48 hours befare the time fixed far
the meeting.

¢) Corporate members intending to send their authorised representative(s) to attend the meeting are requested to send
a certified copy of the Board resalution authorizing their representative(s) to attend and vote on their behalf at the
meeting.
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