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The cover of this annual report is a faithful
representation of the ‘perlecan’ target.

The expression of this target has shown
therapeutic properties to block inflammation,
proliferation and thrombosis in arteries. 
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Chairman’s Letter

At a critical inflexion point in the history of your
Company, I write to you in two overlapping capacities —
first as your Chairman and chief fiduciary committed
to protecting the present, and second as a scientist
committed to securing the future. 

There can be little doubt that 2004-05 has been a very
challenging year for your Company. While our journey to
becoming a discovery-led global pharmaceutical player
continues unabated, it is a fact that we performed well
below par during the year. Because of intense competition
and severe pricing pressures in the U.S. generic markets for
two of our key products, fluoxetine and tizanidine, and in
Europe for an active pharmaceutical ingredient (API)
called ramipril, your Company suffered a fall in revenue for
the first time in its history. Revenue fell by 3 per cent from
Rs. 20,081 million in 2003-04 to Rs. 19,472 million in
2004-05. Unfortunately, we had no significant new
product launches either in generics or in APIs which
could have counteracted the pricing pressures and lifted
overall revenue. 

I am proud to say that your Company did not react to the
fall in revenue by adopting a myopic and eventually
self-defeating cost cutting strategy — that of drastically
reducing its R&D programmes and investments. We have
consistently felt that the only viable way of securing higher
growth and profits and thereby reaching global scale of
operations is through successful R&D. Therefore, despite
short-term market reversals, we actually raised R&D
investments by almost 41 per cent, from Rs. 1,992 million
in 2003-04 to Rs. 2,803 million in 2004-05. Today, R&D
investments account for 14 per cent of the total revenue of

your Company, which is not only the highest among all
Indian pharmaceutical players but also is proportionately
in line with global best-in-class. 

From a purely short-term perspective, the fall in revenue
combined with higher R&D investments contributed to a
sharp, unprecedented drop in your Company’s profits.
However, I need to emphasise that it is a short-term
phenomenon. For one, we have put corrective processes in
place to further reduce operational costs and gain markets,
which ought to reverse what occurred in 2004-05. For
another, and more importantly, long term sustainable
growth of your Company’s businesses — and hence
shareholder value — critically hinges upon executing a
successful R&D programme.

Let me elaborate on this a bit. At the level of APIs and
generics, the global market is getting increasingly
competitive and commoditised. In the developed markets
of the U.S. as well as Europe, pharmaceutical majors are
getting cleverer at preventing entrants from getting
exclusivity through aggressive legal defences, authorised
generics deals, development of combination products and
strategic over-the-counter switching. Added to this is the
rapidly growing competition from low cost generic and
API suppliers from India and Eastern Europe. Playing a
pure generics and API game without adequate
investments in R&D and a protective shield of intellectual
property rights (IPRs) is the sure path to corporate
involution and marginalisation. 

In other words, excelling in the basic business operations
will be necessary, but not sufficient. To maintain a long
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term presence in the global pharmaceutical markets and to
grow profitably will require companies to be even more
focused on R&D and creation of successful IPRs. This does
not mean research for the thrill of pure scientific discovery.
Instead, it refers to what we in the Company call ‘smart
R&D’. What does this mean?

‘Smart R&D’ consists of two components. First, it involves
doing research in a manner that can maximise the
expected value of a company’s R&D pipeline. This requires
critically re-examining the existing R&D portfolio — and
necessitates giving up work on a large number of
molecules across sundry segments in favour of a more
intensive, focused approach towards developing the most
scientifically promising, best-in-class molecules in key
therapeutic areas. We have done this in your Company.
Four years ago, we were looking at targets to deal with
diabetes, anti-infectives, pain management, cancer,
cardiovascular and metabolic disorders, among others.
Today, we are more focused on metabolic disorders,
obesity, cardiovascular and cancer, which are the leading
diseases of the developed world, and are rapidly migrating
to middle and lower middle income developing countries.
Your Company has methodically separated the potentially
winning molecules from the ‘also rans’, eliminated the
latter from its R&D portfolio, and earmarked
disproportionately higher investments on the former.

The second component of ‘smart R&D’ involves creating a
smart organisation that uses the levers of co-development,
out-licensing and attracting risk capital not only to create
key global alliances, but also to de-risk and mitigate the
costs of clinical trials and product development. 

The old model of global pharmaceutical majors in which
all elements of R&D from molecular selection to clinical
trials were under a single organisational roof is
proving to be too expensive and risky. In its place, we are
seeing networks of innovative alliances — between
boutique R&D companies and pharmaceutical players,
between different pharma companies, between pharma
players and clinical research organisations — many of
which are mediated by third party risk capital of venture
capital enterprises.

Your Company has embraced this notion of alliances. The
first steps were taken in March 2005 when ICICI Venture
Funds Management Company chose to partner with us
for commercialisation of the Company’s U.S. ANDAs in
the generics business. In a U.S.$ 56 million deal, ICICI
Venture will fund the development, registration and legal
costs related to the commercialisation of most of the U.S.

ANDAs filed (or to be filed) in 2004-05 and 2005-06. As
and when each of these generics is commercialised, we
will pay ICICI Venture a royalty on net sales for five
years. This partnership is the first of its kind in India,
where the pharmaceutical company de-risks its R&D
financials, while the investor supplies risk capital for
research and development. 

As I write, we are working on structuring similar mutually
beneficial models for our innovation-led businesses. It is
premature to share any details at this stage; but I assure
you that the information will be properly disseminated as
and when these deals are finalised.

Thus, we will continue to focus on R&D — and do so by
doing smart science through smart organisational
structures and alliances. And, as a scientist, businessman
and your chairman, I feel confident that your Company
now has a quality pipeline that ought to deliver significant
value in the future.

Having said this, let me not gloss over the short term
prospects. While we may get some R&D payments that
can de-risk the business and mitigate costs in the near
future, the real payoffs from new molecules are expected
to occur only after three to four years. In the meanwhile,
we will have to pare operational costs, drive the
API, generics and branded formulations markets, and
re-establish and then grow the revenue base that we lost
in 2004-05. There is no doubt that 2005-06 will be a
challenging year — one that will demand the best efforts
of all the employees of your Company.

2004-05 was a wake-up call for all of us in the Company.
But it has also served a purpose: that of making each of us
more determined than ever before. There is nothing like a
year of adversity to strengthen, re-focus and re-channel
entrepreneurial drives. I have seen this happen in the
Company. Now, armed with the power of smart
R&D and the additional commitment of each employee,
we have re-dedicated ourselves to pursue the goal of
becoming a discovery-led, scientifically respected global
pharmaceutical player.

This isn’t optimism. I see it as the writing on the wall. And
with your support, it can happen earlier than you think.

Yours sincerely,

Dr. K. Anji Reddy
Chairman
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At Dr. Reddy’s, we see ourselves as an attractive proxy for the
prevailing and prospective growth of the Indian and global
pharmaceutical industry. 

Over the years, the Company consistently strengthened its
capability through the following business-enhancing
initiatives: 

• Being proactive: In terms of people, commercial, R&D and
regulatory investments leading to enhanced capabilities. 

• Being progressive: Graduation to the innovation-led
businesses, leading to a migration to the highest end of the
value chain.

• Global outlook: Successful leverage of the product portfolio
across key international markets in different forms leading to
profitable and sustainable growth. 

• Customise: Adaptation of strategies for global and local
requirements leading to robust customer relationships. 

More importantly, Dr. Reddy’s scaled up from one
pharmaceutical business to another in seeking to realise its true
potential. The result is a presence today across a
comprehensive business range: from the manufacture of APIs
and finished dosages at one end leading to specialty segments
that serve as a bridge to the Company’s innovation-led
business of discovery at the highest end of the pharmaceutical
value chain. 

The Company’s decision to be extensively present in these
segments was a result of its strategic resolve to scale its
business with speed in response to a rapid growth in
opportunities emerging within the industry environment. So
on the one hand, this decision was influenced by the scope to
enhance shareholder value in a sustainable way on the basis of
the segment’s prevailing size, relevance, profitability and
extent of contribution that the Company’s presence could
make in addressing the unmet medical needs of community.
On the other hand, the decision was influenced by the need to
extend from one business to another and take advantage of the
investments in R&D and marketing infrastructure. 

To realise its true potential as a global value-driven
pharmaceutical organization, the Company recognized that it
would not be enough to merely scale its product portfolio but
to supplement it with a wide, deep and consistent presence
across the key global markets. Over the last few years, the
Company has done just this, as a result of which it has rapidly
evolved from an India focus to a global presence with

progressive investments in visibility, specialized professionals
and state-of-the-art infrastructure. 

At Dr. Reddy’s, this long-term commitment is reflected in the
Company’s consistent investments in key markets to build a
strong marketing and regulatory infrastructure, enabling it to
attract rich people skills on the one hand and participate in a
larger share of the value chain on the other. This is best
showcased by the Company’s growing presence in the U.S.,
the largest pharmaceutical market in the world: it entered this
market through product partnerships but rapidly graduated to
marketing products under its own label. Besides, over a period
of five years, the Company invested in rapidly expanding its
six-member U.S. team into a 61-member organization, quite
on the lines of its successful strategy for a growing market like
Russia, where it created a strong marketing team of more than
100 members to detail its brands. 

Revenue from key markets
(U.S.$ million)
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This then is the advantage that Dr. Reddy’s enjoys over a
number of its competitors: even as they are still trying to only
create a presence in these markets, the Company already
enjoys a front-end commercial infrastructure in the U.S.,
Europe, Russia and China, representing individually and
cumulatively a large market for the Company’s generic and
innovation-based products (as and when they mature). 

At Dr. Reddy’s, this proactive transformation from a single
business to a multi-business presence across the value chain as
well as from a single market to diverse markets is a result of
the Company’s objective to scale the business through a
willing embrace of challenges, reinvention of systems and
processes and planning for a profitable and sustainable future. 

To do so, the Company invested in the right people resources
and leadership. It created a manufacturing and commercial
infrastructure benchmarked to international standards that
would enable it to emerge as a discovery-led global
pharmaceutical Company. More importantly, the Company
invested in a rich pipeline of products – one of the largest in
the industry – expected to unleash its true value over the
near-term concurrent with its focus on the evolution of various
systems and processes in line with a rapidly changing industry
and global environment. 

At Dr. Reddy’s, a number of these diverse initiatives have been
knitted together by a culture of excellence that runs across its
businesses, processes and functions. At the Company, this
culture of excellence has been institutionalised through the

creation of a business process excellence framework and
reflected in the building of global quality systems, integrated
product development teams as well as sound governance
practices benchmarked with the best international standards.
Going ahead, the Company will continue to invest in
strengthening the right leadership and establishing the next
level of processes and systems critical to competing effectively
in the global marketplace.

So, even if the dynamics of the various markets change within
a rapidly evolving regulatory environment and most countries
move towards the protection of intellectual property,
Dr. Reddy’s will be attractively positioned to leverage the
value of its globally competitive research and discovery
capabilities, strong intellectual property management and
legal teams, regulatory competencies and world-class
infrastructure. 

As a result, what Dr. Reddy’s has done over the last few years
is lay the foundation for profitable and sustainable progress
towards its objective of emerging as a successful global
pharmaceutical organization. 

From a strategic perspective, the Company addressed the
potential inherent in its businesses at two levels, each requiring
the investment of a different mindset, resources and skill sets
for the reason that these businesses not only address varied
customers and their needs but also belong to varied cycles of
growth and maturity before they can truly emerge as
independently sustainable businesses.

OUR VISION IS ‘TO BECOME A DISCOVERY-LED GLOBAL PHARMACEUTICAL COMPANY’

TOGETHER WILL DRIVE LONG-TERM SHAREHOLDER VALUE CREATION

APIs
BRANDED
FINISHED
DOSAGES

GENERICS
FINISHED
DOSAGES

SPECIALTY
DRUG

DISCOVERY

BUILDING INNOVATION-LED
BUSINESS MODEL

BUILDING GLOBAL GENERICS
BUSINESS MODEL

6
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The generics model (including API and finished dosages
businesses) is one where the Company expects to leverage the
potential in its existing markets, products and synergies, and
across its three businesses for maximum benefit. This is well
illustrated through the single product omeprazole, which has
established itself in different businesses and markets, growing
rapidly to a global revenue of U.S.$ 45 million (in excess of
U.S.$ 10 million each in India, Russia and U.K.). Going ahead,
the Company expects to replicate this differentiated approach
across more products, accelerating growth in the process. 

At Dr. Reddy’s, it would be relevant to note that the Company’s
API and branded finished dosage businesses, strategically invested
with resources, are now on the verge of unleashing considerable
value through accelerated launches; being self-sufficient, they will
support the nascent growth of generics, specialty and discovery,
the Company’s three other businesses. The Company’s generics
business possesses a short-to-medium term maturity curve, has
attracted consistent investments and will require additional
support for it to mature into a sustainable growth engine. The
Company is unleashing the value of investments through an
expansion of its global presence in these businesses through a
wider reach on one hand and the expansion of its product pipeline
on the other.

At Dr. Reddy’s, the innovation businesses of specialty and
discovery research represent the other growth areas. The specialty
business is in the initial period of investments, with a
medium-term maturity curve that will serve as a bridge to
building its discovery business. The discovery business, on the
other hand, has a longer gestation and will require investments
across the long-term for the full value of its pipeline to be realized.
Both businesses will lead to the Company launching its own
NCEs globally in niche therapeutic spaces with the objective to
generate stable and attractive returns.

At Dr. Reddy’s, we are optimistic that both these businesses
possess the potential to considerably enhance stakeholder value as
they are adequately protected by a global intellectual property
framework. Once mature, these businesses will generate sustained
and stable cash flows derived through innovation-driven and
patent-protected franchises. 

At Dr. Reddy’s, in addition to these businesses, its Custom
Pharmaceutical Services business has strengthened its position
in emerging as a partner of choice for large global innovators as

well as emerging pharma companies. From providing chemistry
and manufacturing services to innovator pharmaceutical
companies across the globe, this business has transformed itself
into becoming a preferred supplier for the entire value chain of
pharmaceutical services – from discovery all the way to the
market. This approach will help the Company partner closely
with customers early and through the complete drug
development life cycle, a big advantage in a segment marked by
few players who truly understand the pharmaceutical business
and the intricacies involved in bringing a molecule to the
market. The Company has a trained scientific talent pool with a
rich understanding of the cGMP manufacturing and regulatory
requirements for synthesis and manufacture of an NCE from 
pre-clinical stage to commercialization. With India strongly
positioned to emerge as one of the preferred outsourcing hubs in
the new product patent era, the Company is attractively
positioned to leverage its infrastructure to address significant
growth opportunities.

The Company is also growing its biologics business through a
focus on the development of a global bio-generics portfolio for
the emerging as well as developed markets. Biologics presents
significant growth opportunities to both, innovator as well as
generics companies. As per IMS data, biotech products
accounted for 27 percent of the active research and development
pipeline and 10 percent of global sales in 2004. The Company
has proactively invested in this growing space in preparation of
an emerging environment when the regulatory pathway for the
development of biogenerics is crystallized. It is investing in
building infrastructure and R&D capabilities for the
development of a biologics portfolio with the regulatory
framework in mind: launch in near regulated markets as a
precursor to an entry into the regulated markets. 

At Dr. Reddy’s, the significant investments in the
commercialisation of its pipeline, the lead time involved in
product maturity and a competitive environment for some of its
key products has resulted in a temporary decline in profitability.
Even as the Company remains committed to its long term
investments, it is exploring risk-reward partnerships to reconcile
its short-term profitability with enhanced long-term
shareholder value. In the opinion of the Company, this strategy
– invest today for sustainable returns – will strengthen the
business and return it to its erstwhile growth trajectory in the
foreseeable future…

7
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At Dr. Reddy’s, the broad direction was and continues to be:
‘To be a discovery-led global pharmaceutical Company’.

The journey towards this challenging vision commenced nearly
a decade ago when the Company pioneered a drug discovery
programme in India directed at the proprietary development
of new drugs and the creation of intellectual properties.
During 2004-05, the Company raised this initiative to a new
high with the initiation of global clinical trials on two of its
NCE assets. 

This decision was as proactive as it will be productive: most
of the markets that the Company operates in have moved in
or are moving towards a complete protection of intellectual
property. In line with this global trend, India too began to
respect the ownership of product patents from January 2005,
now making it imperative for the country’s pharmaceutical
companies to substitute the longstanding reverse-engineering
of patented products with innovative strategies as well as
increasing investment in the research and development of
new drugs. 

Discovery research
At Dr. Reddy’s, this quest for the pioneering has been well
supported by investments. In the decade leading to 2004-05,
the Company invested close to U.S.$ 79 million in research
and development, one of the highest among pharmaceutical
companies in India.

Over the last decade, the Company has made a significant
progress in drug discovery in the following respects:
expanding its horizon in terms of understanding the human
biology and disease states, in the process sharpening its
research to identify select therapeutic areas that hold an
attractive promise in addressing the unmet or under-served
medical needs of society.

With this in perspective, the Company invested in world-class
R&D infrastructure and intellectual capital with the objective
to create a drug discovery-led organization with sustainable
growth and momentum. Today, the Company possesses

research labs in India and Atlanta (U.S.A.) as well as a team of
320 dedicated scientists comprising 62 Ph.Ds. 

Over the decade, this proactive investment has translated
into significant discovery capabilities reflected in the strength
of the Company’s pipeline of products. Further, the
Company has also started building capabilities in clinical
development – both in India and abroad. It is currently
managing the clinical development of two of its own NCEs
outside India and one within the country. The Company
expects to enhance value for shareholders in a significant way
through this extension into clinical development which will
add greater value to the assets either when we out-license
them or ultimately take them to the market. 

The Company has also made significant progress in the area
of metabolic disorders. Commencing research with a focus on
the PPAR platform, it gradually opened up newer avenues of
research through a better understanding of the disease state,
emerging among the front-runners on this platform. The
Company leveraged this understanding to evolve from the
development of assets to address diabetes through insulin
sensitizers, to the development of drug candidates to address
dyslipidemia and also other disease forms like obesity.

In the cardiovascular segment, the Company identified a
novel mechanism of action for the treatment of
atherosclerosis. While conventional research is centred
around the management of risk factors, the Company’s novel
target attempts to directly address the treatment
of atherosclerosis. 

Leveraging its research in the cardiovascular segment, the
Company has moved on to an early stage program to identify
orally deliverable disease-modifying drugs for the treatment
of arthritis.

The Company’s prospects appear optimistic in view of its
significant product pipeline in the discovery and early 
pre-clinical stages which will be reflected in their onward
development over the next few years.

Dr. Reddy’s Annual Report 2004-05
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Molecules in different stages of development 
Compound Therapeutic Area Development Status Status

DRF 2593 (Balaglitazone) Metabolic disorders Phase II completed Confirmed activity in patients for Type II diabetes

PPAR gamma agonist Two year carcinogenicity studies in progress

DRF 10945 Metabolic disorders Phase I completed Drug candidate for the treatment of dyslipidemia

Non-fibrate PPAR alpha agonist Phase I trials in Canada completed

Preparing to progress the compound into

Phase II trials

RUS 3108 Cardiovascular diseases Phase I Drug candidate for the treatment of atherosclerosis

Perlecan inducer Phase I trials in Europe in progress

DRF 1042 Cancer Drug candidate for the treatment of specific cancer

Oral Topoisomerase inhibitor tumours 

Phase II Phase II trials in progress in India

(diastereomeric mixture)

Phase I Phase I trials in progress in India (single isomer)

DRF 11605 Metabolic disorders Preclinical Drug candidate for the treatment of obesity and

Pan PPAR alpha agonist Type II diabetes

GLP toxicity studies in progress

DRF 13792 Bacterial infections Preclinical Drug candidate for the treatment of metacillin

Oxazolidinone analogue resistance, vancomycin resistance and gram

positive bacteria

GLP toxicity studies in progress

Specialty
The specialty business of the Company is a bridge between
generics and discovery, helping it put NCEs into the market
place with the objective to generate stable returns. 

The Company facilitated its entry into the dermatological
segment through the acquisition of Trigenesis, enabling it to
gain an access to product rights and technology platforms. The
Company leveraged the value from this acquisition and
product development capability to create a pipeline of two key
assets likely to go into clinical development in 2005-06.

As these molecules complete their various drug development
stages and mature into new product launches, they will
significantly accelerate the Company’s growth through
sustained and stable cash flows protected by global patents.

APIs, branded and generics finished dosages
At Dr. Reddy’s, even as the Company stayed committed to its
longer gestation businesses, it concurrently strengthened its
presence in the generics segment. The result: its investments
in ANDA and DMF filings over the last three years resulted in

the creation of a strong pipeline that today comprises 65
DMFs and 45 ANDAs pending approval with the U.S.FDA. 

The ANDA pipeline addresses an innovator sales opportunity
of U.S.$ 25 billion (IMS MAT Dec 2004). Of these 45
ANDAs, 29 are Para IVs and 12 potential first-to-file
opportunities. With several products under development in
the API and generics businesses, the Company is optimistic of
building a balanced portfolio that will translate into consistent
year-on-year revenue growth.

ANDA pipeline as on March 31, 2005

10
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Cumulative U.S. DMF filings 

Going forward, the Company’s increasing pipeline
development will coincide with a number of these key
products going off patent from 2006-07 onwards, accelerating
the translation of the potential of its pipeline into attractive
shareholder value.

In the branded finished dosages business, the Company is more
focused than ever in launching new products with an
increasing frequency. This is reflected in the numbers:
revenues from new products in India increased from 2 per cent
in 2003-04 to 6 per cent of total revenues in 2004-05. As per
ORG IMS March MAT 2005, the Company also improved its
market ranking in terms of the total value of new product
launches from 24th in 2003-04 to 4th in 2004-05.

The Company stepped up product filings in several
international markets over the last three years, which will
accelerate growth going forward; it is supplementing its
internal pipeline with in-licensing efforts, targeting to
generate 20 per cent of revenues from new product launches
(most recent 30 month launches) over the next three years.

At Dr. Reddy’s, this pipeline is being grown through the
institutionalised creation of an Integrated Product
Development Organization, a core group that selects a large
number of ideas that can be converted into commercially
viable products in an increasingly non-infringing environment. 

At the IPDO, the Company integrated the development of
APIs, generics and branded finished dosages to enhance
productivity and accelerate product delivery through the
prudent combination of technical, process, IP and legal
understanding to create a sustainable and profitable product
development framework. The IPDO represents the complete
value chain at the development stage: from the synthesis of
APIs to the development of the finished dosage, facilitating a
greater scientific cohesion, better knowledge sharing, unified
systems satisfying global regulatory agencies as well as better
communication and management of R&D projects.

004_023_ThemePages.qxd  22/06/2005  9:49 AM  Page 11



partnerships
Risk-reward 

12

004_023_ThemePages.qxd  22/06/2005  9:49 AM  Page 12



Dr. Reddy’s Annual Report 2004-05

Even as the Company’s investment in its pipeline is an
initiative whose benefit will be realized across the long-term,
the sharing of the risk and reward of its research represents an
important initiative to protect shareholder value over the
short-term. 

The Company expects to achieve both objectives by
accelerating the organic growth in its core businesses,
reinforced by partnerships coming out of its other businesses. 

These partnerships enable the Company to enhance the scope
and accelerate the pace of its research without compromising
either its quality or the Company’s ability to sustain them. In
doing so, it enables the Company to move into new areas
quicker than competition. Besides sharing risks and rewards,
the partnerships also provide the Company with opportunities
to scale its business with size and a geographic spread. As a
step ahead, the Company is exploring partnerships in its R&D
intensive businesses, which will enable it to grow in line with
its stated objective to enhance long-term shareholder value. 

One of the most important initiatives embarked upon by the
Company in 2004-05 was in a responsible risk sharing of its
growing investment in research. As a response, the Company
entered into a path breaking and responsible partnership with
ICICI Venture to strengthen its long-term commitment to
generics product development. On the one hand, this unique
arrangement served as a validation of the Company’s product
pipeline; on the other, it balanced risk sharing with
opportunity maximization, without compromising the
Company’s ongoing earnings capability.

The impact of the potential partnerships in the Company’s
Discovery business will enable it to extend benefits beyond
the obvious: 

• Enhance the complete value of the assets already created, 

• Enter into funding partnerships to migrate the assets into
clinical development,

• Leverage its existing R&D infrastructure to create new
assets and generate resources to graduate to clinical
development,

• Get more molecules from the pre-clinical to the clinical
stage and, in doing so, create a sustainable R&D growth
engine for the organization. 

• Unlock value of the assets of the Specialty business in a
similar way. 

In addition to entering into arrangements to balance risk and
reward, the Company is focusing on alliancing to complement
its in-house product development to maximise the value from
its product pipeline and expand its reach. The Company
entered into an alliance with Pliva, a Europe-based
pharmaceutical company, for the development and marketing
of oncology products in Europe. This alliance will enable the
Company to capitalize early on the growing oncology potential
in Europe; besides, it is a significant step in the globalization
of its oncology market through a prudent leverage of Pliva’s
strong presence in several European markets. The Company is
also supplementing its product development activity with 
in-licensing arrangements. This combination is expected to
accelerate growth especially in markets where it enjoys an
extensive reach. 

Even as the Company continues to grow its ongoing
businesses, these partnerships and alliances will help it
multiply the product portfolio and reach across different
markets; on the other hand, its risk-reward sharing strategy
will provide it with a greater flexibility in integrating 
short-term investments with long-term growth. 
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At Dr. Reddy’s, the various initiatives taken over the last
decade have been underlined by an ethos of ‘excellence in
everything we do’. 

The Company recognises that as it expands across businesses
and geographies, an efficient and timely execution of strategy
becomes increasingly prioritised. Work processes and systems
need to be constantly upgraded and the pursuit of excellence
needs to touch every member from the shop floor level to the
senior management. 

At Dr. Reddy’s, as a part of the Company’s drive to embed
excellence into all key processes, it adopted the Dr. Reddy’s
Execution Excellence Model. Built around the Company’s core
values and integrating its core purpose and vision, the
framework is expected to guide the Company towards
continuous improvement. This model provides a framework of
how people, processes and strategy can be interlinked for
sustainable improvement, supported through the creation of
an enabling organization.

As the Company progresses on its journey of excellence, it has
identified processes and organization-wide practices which it
needs to excel in for sustainable business results. The various
initiatives adopted across the organization as a part of this
pursuit comprise:

• A globalised matrix structure vertically segmented across
geographies and businesses. 

• The integration of product development in APIs, generics
and branded finished dosages with accelerated new product
rollout derived through a combination of technical prowess
with process excellence. 

•Shared Services: The Shared Services Organization was
established in March 2004 with the aspiration to leverage
people, processes and technology to attain a process excellence
in the areas of finance, human resource management and other
enabling processes. In view of this, the Six Sigma technique
was rolled out to achieve improvements in cost, cycle time,
accuracy and responsiveness and has already recorded an
efficiency of 4 sigma (99.3 per cent transaction accuracy)
resulting in significant savings. To take this initiative further,
a 3S Model for Excellence was anchored. The objective of this
model is to leverage SOX as an opportunity, SAP as a
platform and Shared Services as a model to achieve an
all-round excellence in business processes.

•Pragati: With an increase in organizational scale and size, it
is critical to retain cost competitiveness to compete effectively.
Institutionalizing this focus on cost leadership across all
businesses is therefore an organizational imperative. Towards

this goal, the Company initiated Project Pragati to drive cost
improvements. An implementation in three phases helped the
Company generate savings of Rs. 448 million over the last
three years.
•Rachna: A continuous creation of the product pipeline
represents the lifeline of any pharmaceutical organization. To
make the new product development process globally
distinctive, the Company initiated Project Rachna, which apart
from bringing excellence to the new product development
process, also resulted in the internalization of the project
management framework and a greater alignment of the R&D
teams to costs and timelines. As a result, the Company achieved
a reduction in the cycle time for the development of products.
•Disha: As the organization expands its global footprint with
a presence in diverse markets with different customer base and
needs, it becomes critical to build a cost effective global supply
chain that is highly responsive to and driven by customer
needs. In order to achieve this vision, the Company initiated
Project Disha, a critical component in the organization’s
strategy to gear up its supply chain to compete and succeed in
an increasingly complex and competitive marketplace. The
Company engaged the services of a leading management
consulting firm to assist in this quest for excellence and is
currently in the implementation phase.
•Suraksha: Project Suraksha was formed for implementation
of the provisions of Section 404 of the Sarbanes Oxley Act,
2002. The passing of this Act has unarguably changed the
landscape of corporate governance enforcement, its purpose
being to protect investors through the improved accuracy and
reliability of corporate disclosures. The Act aims to do so by
requiring the management to provide various forms of
certifications, one of which, is a certification of effectiveness of
internal controls over financial reporting (Section 404).
Dr. Reddy’s has always focused on being at the fore-front of
international corporate governance practices. Even though
compliance with Section 404 of SOX was mandatory only
from the financial year 2006-07 (ending March 31, 2007), the
Company used the opportunity to build an effective,
sustainable and visible control environment well ahead of the
timeline mandated under the Act. At the Company, the
project team comprised professionals from finance and
business processes and was supported by external consultants,
making compliance as comprehensive as it is competent. 

These initiatives will enable the Company to meet its current
earnings expectations, generate growth in the medium and
long term and build a sustainably high performing
organization possessing resilience.
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At Dr. Reddy’s, we believe that our people represent the DNA
of our organization. In view of this, the Company is evolving
and employing people practices that will enable it to retain its
position as a preferred place to work in. 

The human resource management strategy of the Company,
derived from its business strategy, is rooted in the three
elements of Talent, Commitment and Relationship. Over
the years, the Company strengthened its people capability
management through a number of initiatives: the
development of a process-obsessed and metrics-tracked talent
acquisition practice, incorporating an innovative selection
methodology to ensure that the Company continues to remain
a reservoir of best-in-class talent. This focused and selective
acquisition ensured an offer-to-acceptance ratio of 96 per cent,
a significant achievement in a competitive and challenging job
market. It launched Parichay, a referral plan aimed at
encouraging existing members to introduce prospective
members within the Company’s existing guidelines and
reflecting the abiding commitment of all associates in building
a world-class organization.

To reinforce this focused recruitment from the pharmaceutical
industry and beyond, the Company has established an effective
campus-hiring programme. It visits premier technical
campuses and business schools, arduously selecting fresh
minds ready to be moulded into the Dr. Reddy’s way of work
and life. To institutionalise this approach, the Company
introduced a Project Internship Program rolled out across
top management campuses in India and the U.S., creating a
team of strong brand ambassadors. The programme succeeded
in the identification of prospective candidates for the Company
as early as in its maiden year.

The Company addressed a greater appetite for responsibility
among members through diverse career options, a high
performance ethic and succession planning for every role and

function. Over the years, the Company created a culture that
empowers, values that inspire and a career proposition that
encourages meritocracy. Its differentiated career management
approach builds employability and competence rather than
mere vertical mobility. In view of this, the Company
institutionalised Careers Centre, an e-recruitment portal,
which significantly improved internal career mobility and
made all job positions available to anyone with the attitude
and the aptitude within the organization. Besides, unique
Career Design Workshops were initiated for middle to senior
level mangers to help them recognise and match their latent
strengths with career preferences.

At Ankur, the Company’s virtual corporate university, the
thrust area was ‘leadership development’ across levels and
functions. It supported long-term capability enhancement
through long-term education programs such as Masters’
Programs in Pharmaceutical Operations and Pharmaceutical
Chemistry (in partnership with BITS, Pilani), Internal
Certification Programs in critical areas like intellectual
property management and project management. The
Company reinforced its talent base in these critical functions
besides building competencies in project management and
execution among the scientific and management staff.
A popular Know Your Business programme ensured a
comprehensive update on the organization’s strategy and
businesses for new entrants and long-time associates.
Initiatives like Pragya and Gurukul helped converge
technical talent from across the organization on
knowledge-sharing platforms in the spirit of teamwork
and collaboration. 

With an increasing complexity in operating across multiple
geographies, the Company created a new organization design
with a focus on people and processes to ensure cross-business
and cross-functional integration, helping leverage resources
and knowledge across the organization. 

17
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As a result, the new organization design is based on the
following guiding principles:

• Networked/matrix organization to ensure collaboration
and uniform processes throughout the organization, helping
align the achievement of operational excellence with
business needs.

• Geography-based structure to enhance a focus on growth
and the development of key geographies.

At Dr. Reddy’s, we recognise that the management of a 
near-6,000 strong organization, representing 35 nationalities
and working concurrently across different time-zones,
represents a challenge. An inclusive, commonly understood and
practised organizational culture helps knit these various teams
together in the pursuit of a common objective, reflected in a
singular sense of pride and a collective competitive advantage. 

The Company’s diversely located teams espouse the
enunciated organizational values, reflected in all people
processes and people capability enhancement initiatives. In
2004-05, the different locations of the Company celebrated
the Values-Week that helped internalize precious
organizational values. The Company also developed a
Dr. Reddy’s Leadership Model, a comprehensive
expectation of what it takes to be a leader in the organization,
enhancing awareness among every member across business,

geography, function and location on what is expected to
emerge as a leader within the organization. To catalyse this
leadership capability building, the Company implemented an
online 360-degree feedback system based on this model.

Even as the Company strengthened its processes, it also
encouraged employee engagement, inviting feedbacks from its
associates incessantly. Its comprehensive Organizational
Climate Survey, conducted by an independent global agency
and its Performance Enhancement and Coaching Tool
(PerfECT), provide platforms for a constant dialogue. These
tools not just motivate members but also make the work ethos
special through opportunities for the sharing of ideas,
expectations and dreams among members.

At Dr. Reddy’s, we recognise that for a community that is as
spatially spread as itself, communication does not just serve the
purpose of information transfer but also as a binder. The
Company assiduously shares news, developments, successes
and challenges with its associates in the form of electronic
communiqués from the CEO and an in-house magazine called
ELIXIR. To service the increasing need for communication,
different businesses have initiated their own customized
electronic or hard copy newsletters. At the Company,
Face to Face with HR takes our HR leadership to different
locations. The CEO and the COO continue to CONNECT
with groups across locations to give each member an
opportunity to raise any issue that needs clarification.

18
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To leverage technology to make employee services robust and
responsive, the Company implemented the SAP HR module
in 2004-05. It created an Employee Services Team to provide
a single-window response to all HR transaction processing.
This initiative will enable the Company to scale its people
processes, while enabling HR facilitators resident at different
locations to partner with the Company’s business in a more
focussed manner.

Today, Dr. Reddy’s is widely recognized as an employer of
choice, reflected in prestigious accolades for its people practices
and our employer brand. The Company was ranked
seventh – the only pharmaceutical Company to make it to the
top ten – in ‘The Best Companies to Work For in India’, a
survey conducted by Business Today, Mercer and TNS. It was
also ranked eleventh among the ‘Top 25 Best Employers in

India’ in a survey conducted by Hewitt Associates and CNBC
India. To top it all, the Company was ranked as the sixth
‘Most Respected Company’ in a survey conducted among all
companies in India by Businessworld. 

What sets Dr. Reddy’s apart as an organization is its innate
respect for the dignity of the individual, the power to dream,
the courage to challenge and the will to succeed. The
Company’s HR philosophy, pivoted around innovation,
entrepreneurship and globalization, seeks to continually
enhance these qualities. As the Company absorbs from its
successes and setbacks, it enhances its agility, speed and
execution excellence. At the Company, this culture with a
difference will ensure that it successfully leverages its rich
people resources to succeed even as it changes gears to address
the challenges of the future. 
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At Dr. Reddy’s, Safety Health Environment (SHE) is one
of the pillars of Triple Bottomline. SHE has been accorded
an important corporate priority – through the extension of
commitment into an institutionalised policy, the identification
of global standards and the creation of a focused function to
ensure an ongoing review of compliance. 

At Dr. Reddy’s, sound compliance is also good business;
resource conservation is also operational excellence. The
prudent connection of the two objectives has translated into
the optimal use of finite or scarce resources and the maximized
leverage of available technologies, leading to lower costs. 

The commitment to environment is reflected in its on-going
initiatives that go beyond the statutes. The Company initiated
various process improvements to rationalize resource
consumption (raw material, energy and water). During the
year, it extended its zero discharge initiative to cover all its API
manufacturing facilities. These zero liquid discharge plants
(ZLDP) have helped in reducing the effluent and COD
(chemical oxygen demand) loads outside as well as conserving
fresh water resources through the recycling of treated effluents
within the plant. As a result, there has been a reduction
in water consumption and a substantial reduction of over

50 per cent in pollution load in spite of an increase in activity.
Reduction of pollution load is as important to the Company as
achievement of production and financial targets. The
Company’s efforts in water and energy conservation were
recognized by CII through the reward of the National Award
for Excellence in Energy Management and Excellence in
Water Management to two of its API manufacturing facilities.

As an extension of the Company’s comprehensive SHE
approach, it formulated a number of in-plant measures and
initiatives to protect the health of its people and make its
operations safe for its workers and the community. Towards
this end, the Company undertook a regular medical check-up
of all its employees including contract workers. The periodical
monitoring of the exposure levels for the critical parameters
formed an important activity. The Company obtained the
licence for STOP (Safety Training and Observation Program),
a world-class program from DuPont, for the implementation
of various safety and health initiatives, significantly reducing
the number of incidents that required first-aid redressal.

As a result, the Company’s SHE objectives were achieved
through a discipline of progressive benchmarking, prudent
target setting, ongoing review and performance measurement. 

At Dr. Reddy’s, we are convinced that business sustainability
can be achieved only if we equally and competently address all
three – economic, environment and social – dimensions of the
business. Addressing social and environmental values – in
addition to economic – helps in comprehensive service of
stakeholder interests, leading to creation of what is defined as
the Triple Bottom Line.

In recognition of this Triple Bottomline approach, the
Company released its first Sustainability Report, for
stakeholders in February 2005 based on the guidelines issued
by Global Reporting Initiative. This initiative reflects our
commitment not just to principles of sustainability but also to
voluntary corporate transparency. This is being continued for
the year 2004-05 as well. 

Safety Health Environment 
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At Dr. Reddy’s, social responsibility represents the third leg of its
Triple Bottomline and sustainable development philosophy. 

At the Company, we believe that we exist not only for private (as
in corporate) gain but also public benefit. As a result, the
Company’s community contribution extends beyond one-time
donation to ongoing participation; from distanced support to
voluntary employee involvement. 

To achieve a sustainable improvement, this agenda of community
development is driven at two levels: 

• At the people level and 

• At the corporate level through Dr. Reddy’s Foundation,
the Company’s social arm stewarded by the chairman
Dr. K. Anji Reddy.

Employee initiatives 
Some of the employee outreach programs initiated during the
year comprised: 

• Contribution to education through the adoption of schools in
rural areas, the award of scholarships to meritorious students,
contributions to upgrade infrastructure and the sponsorship of
teacher salaries.

• Adoption of an entire village and conducting courses on
leadership and technical skills in association with the ‘Art of
Living’ group; encouragement to the youth to form ‘self help’
groups to address village developmental issues and water
storage facilities. 

• Providing livelihood support in villages by providing training to
women in the manufacture of commercially viable products.

• This spirit is reflected in the Company’s Power of 10
programme, wherein every employee voluntarily donates Rs.10
(or multiples) from their monthly salary to the project of
Naandi Foundation. This contribution has helped improve the
quality of education for over 200,000 underprivileged children
in 1,800 government schools of Andhra Pradesh. 

Corporate initiatives – Dr. Reddy’s Foundation
A number of these community-benefiting initiatives were
institutionalised through the formation of Dr. Reddy’s Foundation
in 1996. This foundation endeavours to work towards the
betterment of society in innovative ways: the foundation that
began working with street children and rag pickers in Hyderabad,
now covers children from age six to adults with a focus on three
broad parameters: life, learning and livelihood. Over the years, the
foundation has evolved from a doer into an enabler: it solves
community problems in an innovative way, demonstrates it for
wider benefit, facilitates a competent handover to an independent
agency before moving on to other pressing community issues.

As a result, the foundation addresses the sustainable development
of individuals, communities and society-at-large through projects,
which link life, learning and livelihoods (3Ls) in a sustainable way. 

• Life: Comprises projects on health-related issues, which include
hygiene, water and sanitation. 

• Learning: Comprises education-related projects that provide
overall development for school going children. It focuses on
raising literacy, helping the target group acquire academic, life
skills, career education as well as efficiency skills required in a
usual workplace. 

• Livelihood: Comprises income-enhancing initiatives by
improving employability, teaching entrepreneurship skills,
creating market linkages and providing monetary resources for
getting ahead.

The foundation’s flagship Program, the Livelihood Advancement
Business School (LABS) aims to provide young adults from
economically weak backgrounds with an opportunity to become
job-worthy. LABS targets school dropouts, unemployed
secondary school graduates, street youth, retrenched workers,
migrant youth and resettlement community members from the
poorest 15 per cent of India’s population.

LABS help these deprived individuals acquire livelihood and social
skills in an environment of learning and mentoring responsive to
the individual’s emotional and developmental needs. Linking
LABS to mainstream employability schemes has made the project
sustainable for the long term, reflected in the goal: creation of one
million livelihoods by 2010. LABS has extended beyond Andhra
Pradesh to 11 states and beyond India to Vietnam and Sri Lanka.
During 2004-05, LABS created 20,000 livelihoods (25,000
livelihoods until date) across 64 locations in India.

The Child and Police (CAP) project is another initiative catalyzed
by Dr. Reddy’s Foundation in 1997 in association with the
Andhra Pradesh State Police, creating public-private partnerships
aimed at providing children and youth an access to quality
education. Today, the program covers 120 schools, 300 teachers
and more than 21,000 children at risk. The CAP project also
initiated Teen Channel, addressing the learning needs of
adolescents / youth at risk.

The long-term vision of the foundation is to emerge as an enabler,
inspiring other like-minded organizations to embark on active
community development. Towards this, the foundation intends to
set up a LABS university to train these organizations in
methodical processes and practices towards community
development, catalysing the transformation of society in a quicker
and more effective manner. 
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Key Highlights

• 45 pending ANDAs address innovator IMS sales
of U.S.$ 25  billion; 12 include potential first-to-
file opportunities

• Filed 7 DMFs in Europe

• Filed 306 international dossiers in branded
finished dosages segment

• Submitted product license applications for
6 products to U.K. MHRA

• Decline in revenue by 3% to Rs. 19,472

million (U.S.$ 446 million)

• Revenue increase of 25%  from Russia and

CIS drives growth in the company’s

international branded finished dosages

segment

• Revenue growth of 18% to Rs. 2,170

million (U.S.$ 50 million) in Russia, one of

the most successful international markets   

• Revenue increase in the key products of

omeprazole and amlodipine maleate drives

a growth of 44% in Europe Generics to

Rs. 1,340 million (U.S.$ 31 million)

• Global omeprazole revenues placed at

Rs. 1,963 million (U.S.$ 45 million);

omeprazole revenues cross Rs. 436 million

(U.S.$ 10 million) each in the key markets

of India, Russia and U.K. 

• Increase in revenue in the emerging

high-margin Custom Pharmaceutical

Services business from Rs. 113 million in

2003-04 to Rs. 312 million 

• Nearly 7% of total revenue derived from

new product launches across businesses. 

• In India, new product launches in the

finished dosages segment contributes

Rs. 252 million to the company’s total

revenue (5.8% of Indian revenues). The

Company improved its industry

ranking from the 24th position in

2003-04 to the 4th position in 2004-05

in terms of the value of new product

launches (source: ORG IMS MAT,

March 2005).

• In the U.S., new product launches of

citalopram and ciprofloxacin accounted

for Rs 319 million of the total revenue,

capturing a significant market share in

the range of 15% to 17% despite stiff

competition.

• Revenue declined in the API, U.S. Generics

and Indian finished dosage segments due to

a decline in revenue from ramipril API in

Europe, fluoxetine and tizanidine in the U.S.

Generics segment and a switchover in the

product taxation system to the value-added

tax (VAT) format in India.

• R&D investments increased by 41% to

Rs. 2,803 million (U.S.$ 64 million)

• Net profit declined from Rs. 2,474 million

in 2003-04 to Rs. 211 million as a result of

an overall decline in revenue and higher

R&D investments.

FinancialsBusiness revenue mix, 2004-05
(Rs. in million)

Geographic revenue mix, 2004-05
(Rs. in million)

U.S. DMF Filings ANDA FilingsPipeline Progress  
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Partnership with ICICI Venture 

• A U.S.$ 56 million agreement with ICICI Venture for the
development and commercialization of ANDAs in the U.S. to be filed
in 2004-05 and 2005-06. On commercialization of the products, the
Company will pay ICICI Venture royalty on net sales for a period of
five years.

• Receipt of U.S.$ 22.5 million by the Company in March 2005, of
which U.S.$ 2.2 million was recognized as R&D income while a
substantial part of the balance is available for mitigating R&D
investments in 2005-06 based on the ANDA filing program and
litigation milestones.     

Acquisition of a U.S. Specialty R&D Company

• The acquisition of Trigenesis Therapeutics, Inc., a U.S. based
privately owned dermatology company for a consideration of
U.S.$ 11.0 million in April 2004.  

• The acquisition to provide access to certain products and proprietary
drug delivery technology platforms for the development of a pipeline
of differentiated specialty products in the U.S. dermatology
prescription segment.

Geographic expansion into Canada with Pharmascience

• A multi-product agreement for the development and marketing of
generic products in Canada with Pharmascience Group.

• The agreement to provide the Company with an opportunity to
leverage its intellectual property and know-how developed for the
U.S. market in Canada.

Alliance with a U.S. biotechnology company for the development
of a bio-generics portfolio.

Corporate Alliances

• A ranking of Dr. Reddy’s as the “7th Best Company to Work For in
India”, the only pharmaceutical company to be listed in the top 10, in
a survey conducted by Business Today, Mercer and TNS. 

• A ranking of Dr. Reddy’s as 11th among the “Top 25 Best Employers
in India” for 2004 in a survey conducted by Global HR consulting
firm Hewitt Associates along with CNBC TV18. 

• A ranking of Dr. Reddy’s as the “6th most respected company” in
India and the “Most respected company in Pharmaceutical sector” in
a survey conducted by Businessworld.

• A ranking of Dr. Reddy’s as the “Best API Company” and “Best
Pharma Company for excellence in research” by Express Pharma
Pulse, India’s leading Pharmaceutical weekly.

Awards and Recognitions

R&D Investments 
• An increase in R&D investments to 14% of the company’s

total revenue at Rs. 2,803 million (U.S.$ 64 million) 

• An allocation of 48% of the total R&D investment in the
innovation-led businesses of drug discovery and specialty

• Commencement of the first-ever clinical trials outside
India on two NCE assets, a significant milestone

• Completion of the Phase I trials for DRF 10945 in Canada
while RUS 3108 is currently in Phase I trials in Ireland

• Prioritizing the development of two key assets in the
dermatology specialty segment; assets likely to move into
clinical development in 2005-06

03-04 04-05

(Rs. in million)
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Board of Directors
Dr. K. Anji Reddy
Chairman
Dr. K. Anji Reddy is the founder Chairman of Dr. Reddy’s Laboratories Limited. Prior to founding Dr. Reddy’s in 1984, he was the
founder-Managing Director of Uniloids Ltd. and Standard Organics Limited and also served in the state-owned Indian Drugs and
Pharmaceuticals Limited.

Under Dr. K. Anji Reddy’s leadership, Dr. Reddy’s has become a pioneer 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 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 is an active member of several associations and Government bodies including the Prime Minister’s Council on Trade
& Industry, Government of India, and the Board of National Institute of Pharmaceutical Education and Research (NIPER). 

Dr. K. Anji Reddy is the founder Chairman of Naandi Foundation and Dr. Reddy’s Foundation. His passion to develop sustainable
social development models has helped these foundations to evolve and forge successful business-government-community partnerships.

Dr. K. Anji Reddy is the recipient of several awards and honors for his contribution to the pharmaceutical industry in India. Notable
among them are Sir PC Ray award, twice conferred on Dr. Reddy by the Indian Chemical Manufacturers Association (1984, 1992),
the Federation of Asian Pharmaceutical Associations (FAPA)’s FAPA-Ishidate Award for Pharmaceutical Research in 1998 and
‘Businessman of the Year’ award by India’s leading business magazine, Business India in 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.

G V Prasad 
Vice Chairman and Chief Executive Officer

Mr. G V Prasad joined the Company in 1986 and leads the core team that is driving the Company’s growth and transformation from
a Company predominantly selling API, Branded Formulations & Generics to achieving its vision 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 Company’s global generics strategy. He has helped create new platforms of
growth for Dr. Reddy’s, in the Customs Pharmaceutical Services, Discovery Services and Specialty Pharmaceutical segments. 

Mr. Prasad has a Bachelors degree in Chemical Engineering from Illinois Institute of Technology, Chicago, and a Masters in Industrial
Administration from Purdue University. 

He is also an active member of several associations including the National Committee on Drugs & Pharmaceuticals. In addition to positions
held in Company’s subsidiaries, he is a Director in Diana Hotels Limited, Nipuna Services Limited and Leiner Health Products, LLC. 

Satish Reddy 
Managing Director and Chief Operating Officer 

Mr. Satish Reddy joined the Company as Executive Director in 1993, responsible for manufacturing operations of active pharmaceutical
ingredients (API), 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. 

Prior to the merger of Cheminor Drugs Ltd into Dr. Reddy’s in 2000, he served as the Managing Director of the then Dr. Reddy’s
Laboratories with primary focus on finished dosage forms (formulations), in the national and international markets. He was the major
force behind the successful acquisition of American Remedies Ltd. (1999), a Chennai-based pharmaceutical company. Besides, he was
instrumental in setting up our 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. 

In addition to positions held in Company’s subsidiaries, he is also a Director in Diana Hotels Limited and Biomed Russia Limited.
He is also a member of the CII National Council.

Anupam Puri
Independent Director

Mr. Anupam Puri joined the Company as Director in 2002. Mr. Puri retired from McKinsey & Co. in 2000. Elected Director of the
firm at 36, Mr. Puri played a variety of leadership roles during his 30-year career there. He has worked extensively on public policy
issues the world over. Before joining McKinsey & Co, Mr. Puri was Advisor for Industrial Development to the President of Algeria,
and consultant to General Electric’s Center for Advanced Studies. 

He holds a Bachelor of Arts degree in Economics from St Stephen’s College, Delhi University, and Master of Arts and M. Phil. degrees
from Oxford University. 

He is also on the Boards of Godrej Consumer Products Limited, ICICI Bank Limited, Mahindra and Mahindra Limited, Mahindra
British Telecom Limited and Patni Computer Systems Limited.
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P N Devarajan
Independent Director

Mr. P N Devarajan joined the Company as Director in 2000. He was Director in Cheminor Drugs Limited, a Company which merged
with Dr. Reddy’s in 2000. He is currently 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 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.

Ravi Bhoothalingam
Independent Director

Mr. Ravi Bhoothalingam joined the Company as Director in 2000. Mr. Bhoothalingam has served as the President of The Oberoi
Group and was responsible for the operations of the Group worldwide. He has also served as the Head of Personnel at BAT Plc,
Managing Director of VST Industries Limited and as a Director of ITC Limited. 

Mr. Bhoothalingam holds a Bachelor of Science degree in physics from St. Stephens College, Delhi and a Master of experimental
psychology degree from Gonville and Caius College, Cambridge University. 

He is also a Director of Nicco Internet Ventures Limited and Sona Koyo Steering Systems Limited.

Dr. V Mohan
Independent Director

Dr. V Mohan joined the Company as Director in 1996. He is also the Chairman and Managing Director of M V Diabetes Specialties
Centre Private Limited, a Director of Madras Diabetes Eye Research Centre Private Limited and the President of the Madras Diabetes
Research Foundation. He is also a visiting professor of Diabetology at Sri Ramachandra Medical College and a professor of
International Health at the University of Minnesota, USA. He was awarded the prestigious Dr. B.C. Roy award by Medical Council
of India in 2005. 

Dr. Mohan holds a Bachelor of Medicine degree, Doctor of Medicine degree, Ph.D. and a Doctor of Science degree from
Madras University. 

Dr. Omkar Goswami 
Independent Director

Dr. Omkar Goswami joined the Company as Director in 2000. Dr. Omkar Goswami is the Founder and Chairperson of CERG Advisory
Private Limited. In March 1997, he moved away 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 premier apex industry organization of India. 

A professional economist, Dr. Goswami did his Masters in Economics from the Delhi School of Economics and his D.Phil (Ph.D) from
Oxford University. He taught and researched economics for 18 years at Oxford, Delhi School of Economics, Harvard, Tufts, Jawaharlal
Nehru University, Rutgers University and the Indian Statistical Institute, New Delhi. 

He is also a Director of Infosys Technologies Limited, DSP-Merrill-Lynch Investment Managers Limited, Crompton Greaves Limited,
Infrastructure Development Finance Company Limited, SRF Limited and Sona Koyo Steering Systems Limited.

Prof. Krishna G Palepu 
Independent Director
Prof. Krishna G Palepu joined the Company 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, Director of Research. Prof. Palepu
teaches finance, control, and strategy in Harvard’s MBA and Executive programs. He has published numerous research papers 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, an MBA from the Indian Institute of Management and a Ph.D.
from the Massachusetts Institute of Technology. He is also a recipient of an honorary MA from Harvard, and an honorary Doctorate
from the Helsinki School of Economics. 

He serves as a consultant to a wide variety of businesses and is also on the boards of Satyam Computer Services Limited, Exetor Group,
Enamics Limited and Harvard Business School Publishing Company.
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Dr. Reddy’s Laboratories Limited’s (“Dr. Reddy’s” or the
“Company”) long-standing commitment to high standards of
corporate governance and ethical business practices is a
fundamental shared value of its Board of Directors,
management and employees. The Company’s philosophy of
corporate governance stems from its belief that timely
disclosures, transparent accounting policies and a strong and
independent Board go a long way in preserving shareholders
trust while maximising long-term corporate value. 

Recent Developments
On November 4, 2003, the Securities and Exchange
Commission of the U.S. approved the long anticipated
modifications to the corporate governance listing standards of
New York Stock Exchange (NYSE). The new rules represent a
sea change in the governance of listed companies, mandating
stricter measures of Board independence and independent
Director oversight of processes relating to corporate
governance, auditing, Director nominations and
compensation.

Listed foreign private issuers like Dr. Reddy’s are permitted to
follow home country corporate governance practices instead of
these new listing standards. However, they must disclose any
significant ways in which their corporate governance practices
differ from those followed by domestic companies under
NYSE standards. This disclosure should be made on the
Company’s website or in the annual report.

In addition, the Sarbanes Oxley Act, 2002 (SOX) has brought
sweeping changes in financial reporting. It is perceived to be
most significant change to federal securities laws in the last
three decades. Besides Directors and Auditors, this Act has
also laid down new accountability standards for security
analysts and legal counsels.

On October 29, 2004, SEBI directed all Stock Exchanges to
amend Clause 49 of the Listing Agreement, including the Stock
Exchange, Mumbai (popularly known as the Bombay Stock
Exchange, or BSE), and National Stock Exchange of India

Limited (NSE), with whom Dr. Reddy’s equity shares are listed.
The new Clause 49 of the Listing Agreement specifies certain
additional corporate governance practices that the companies
should follow, and is applicable starting December 31, 2005. 

This section of the Annual Report, the information given
under ‘Management Discussion and Analysis’ and ‘Additional
Shareholder Information’ constitutes the compliance report of
the Company on corporate governance during the year 
2004-05.

Major initiatives during the year 
The Company constantly endeavours in improving the
corporate governance and disclosure practices. As part of this
process, the following major initiatives were undertaken by the
Company during the year:

• Review meetings of small group of Directors on specific
business and control matters.

• Separate meetings of independent Directors in executive
sessions, without the presence of management.

• Representation of independent Directors by nomination of a
lead independent Director.

• Implementation of code of business conduct and ethics,
along with ombudsman procedure.

• Detailed discussions on business strategy of various
businesses.

• Usage of control tools under SOX to strengthen internal
controls on financial reporting.

A. BOARD OF DIRECTORS

Composition
As on March 31, 2005, Dr. Reddy’s Board consisted of nine
Directors, comprising three executive Directors, including the
Chairman and six independent Directors as defined under
Indian laws and NYSE Corporate Governance Guidelines. 

Corporate Governance
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Dr. P Satyanarayana Rao, Director of the Company retired by
rotation at the Annual General Meeting of the Company held on
July 28, 2004. He had expressed his intention not to opt for
reappointment.

Detailed profiles of Directors have been discussed in this annual
report on page nos. 26 and 27. 

The Directors bring in expertise in the fields of medicinal
chemistry, medical research, human resource development,
strategy, management, finance and economics. The Board

provides leadership, strategic 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 disclosure. 

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

(1) Other Directorships are those, which are not covered under Section 275 of the Companies Act, 1956.
(2) Membership in Audit, Compensation and Shareholders’ Grievance Committees including that of Dr. Reddy’s 
(3) Chairmanship in Audit, Compensation and Shareholders’ Grievance Committees including that of Dr. Reddy’s

Name Position Relationship Date of Directorships Other Committee Chairmanship 

with other joining in India u/s 275 Directorships(1) membership(2) in Committees(3)

Directors of the Companies 

Act, 1956

Dr. K. Anji Reddy Executive Father of  February 4 35 – – 

Chairman Mr.Satish Reddy  24, 1984

and father-in-law  

of Mr. G V Prasad

Mr. G V Prasad Executive Vice Son-in-law of April 8, 7 37 1 – 

Chairman and Dr. K. Anji Reddy 1986

CEO and brother-in-law 

of Mr. Satish Reddy

Mr. Satish Reddy Managing Son of Dr. K. Anji January 18, 5 40 1 –

Director and Reddy and 1993

COO brother-in-law of

Mr. G V Prasad

Mr. Anupam Puri Independent None June 4, 6 – 7 3

Director 2002

Prof. Krishna Independent None January 29, 2 3 3 –

G Palepu Director 2002

Dr. Omkar Independent None October 30, 7 1 8 2

Goswami Director 2000

Mr. P N Devarajan Independent None October 30, 2 1 3 1

Director 2000

Mr. Ravi Independent None October 30, 3 – 4 2

Bhoothalingam Director 2000

Dr. V Mohan Independent None March 8, 1 2 – –

Director 1996

Table 1: Composition of Dr. Reddy’s Board as on March 31, 2005
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Shareholding in the Company
Table 2 gives details of the shares held by each of the Directors
as on March 31, 2005.

Table 2: Shares held by Directors in the Company 
Name No. of shares held

Dr. K Anji Reddy(1) 400,478 

Mr. G V Prasad 686,772 

Mr. Satish Reddy 597,916 

Mr. Anupam Puri Nil

Prof Krishna G Palepu Nil

Dr. Omkar Goswami Nil

Mr. P N Devarajan Nil

Mr. Ravi Bhoothalingam Nil

Dr. V Mohan Nil

(1) Shares held in individual capacity. In addition Dr. K. Anji Reddy

owns 40% of Dr. Reddy’s Holdings Private Limited, which in turn

owns 17,877,730 shares in Dr. Reddy’s Laboratories Limited. Various

members of his family own the balance shares in Dr. Reddy’s Holdings

Private Limited.

Meetings
The Company prepares the tentative annual calendar and the
schedule of the Board and Board Committee meetings to assist
the Directors in scheduling their program well in advance. 

Under Indian laws, the Board of Directors must meet at least
four times a year, with a maximum time gap of four months
between any two meetings. 

Dr. Reddy’s Board met five times during the year under review
– on May 28, 2004, July 27, 2004, October 26, 2004, January
31, 2005 and March 4, 2005. The Company held one Board
meeting in each quarter as required under the Companies Act,
1956. The Company is in compliance with the provisions in
the listing agreement on the gap between two Board
meetings. Details of Directors and their attendance in Board
meetings and Annual General Meeting are given in Table 3. 

Table 3: Directors’ attendance at Dr. Reddy’s Board meetings and AGM during the financial year 2004-05

Name of Director Meetings held in Number of Board Attendance in last 

Director’s tenure meetings attended AGM on July 28, 2004

Dr. K Anji Reddy(1) 5 3 Present

Mr. G V Prasad 5 5 Present

Mr. Satish Reddy 5 5 Present

Mr. Anupam Puri(1) 5 4 Absent

Prof. Krishna G Palepu(1)(2) 5 2 Present

Dr. Omkar Goswami 5 5 Present

Mr. P N Devarajan 5 5 Present

Dr. P Satyanarayana Rao(3) 2 2 Absent

Mr. Ravi Bhoothalingam 5 5 Present

Dr. V Mohan(1) 5 2 Absent

(1) Were given leave of absence on request.
(2) Prof. Krishna G Palepu attended one meeting by way of videoconference. However, he was considered absent in that meeting.
(3) Dr. P Satyanarayana Rao retired at the Annual General Meeting held on July 28, 2004.

The Board and Committee meetings at Dr. Reddy’s extend for two days. In the course of these meetings, the business unit heads
and key management personnel are called upon to make presentations to the Board.
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Review meetings
During the year, a new initiative was undertaken to convene
review meetings of Directors in addition to the regular Board
and Board Committee meetings. The Company facilitates
review meetings between the Board Meeting dates wherein a
small group of Directors meet and review select topics in
greater detail. This practice enables the Directors to get
involved in comprehensive analysis of key themes and areas of
work, and allows them to give their detailed inputs. During
2004-05, there were four review meetings conducted on April
26 and 27, 2004, January 24, 2005, March 3, 2005 and
March 4, 2005. The minutes of such meetings are made part
of the agenda of the next Board meeting.

The Company also organizes meetings of various business and
functional heads (Management Council members) with the
Directors during the Board meeting dates. The Management
Council members look forward to Directors for their inputs
and suggestions on various strategic and operational matters in
their respective business and functional areas. In addition, the
Company organizes periodic visits by Directors to its research
and manufacturing locations to enable them to better
understand the business operations and also to provide an
opportunity to employees to interact with Directors. 

Information given to the Board
The Company provides the following information to the Board
or the Board Committees as and when required. Such
information is submitted either as part of the agenda papers in
advance of the meetings or are presented by way of
presentations during the meetings of the Board or the
Committees.

• Annual operating plans and budgets, capital budgets,
updates, and all variances;

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

• 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;

• Significant regulatory matters concerning Indian or Foreign
regulatory authorities;

• Issues that involve possible public or product liability claims
of a substantial nature;

• Risk analysis of various products, markets and businesses;

• Detailed analysis of potential acquisition targets, or possible
divestments;

• Details of any Joint Venture or collaboration agreements;

• Transactions that involve substantial payment towards
goodwill, brand equity or intellectual property;

• 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;

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

• Fatal or serious accidents or dangerous occurrences;

• Significant effluent or pollution problems;

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

• Significant labour problems and their proposed solutions;

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

• Quarterly details of foreign exchange exposure and the steps
taken by management to limit the risks of adverse exchange
rate movement; and 

• 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.

Meetings in Executive Session
During the financial year, the independent Directors of 
Dr. Reddy’s met twice without the management in an
executive session. The Company intends to further facilitate
such sessions as and when required by the independent
Directors. 

Lead independent Director
During the year, recognizing the need of a representative of the
independent Directors as a group, Mr. Ravi Bhoothalingam
was nominated as lead independent Director for finalizing the
information flow, agenda and schedule of Board and
Committee meetings. Mr. Anupam Puri was nominated for
scheduling the Board Retreat.
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Board Online
The Company has created an online portal exclusively for the
Board of Directors. The portal called “Board Online” keeps the
Board members updated on all key information related to the
Company. The Directors can access presentations, documents,
agenda notes and minutes of all previous meetings online for
their reference. They can also access key reports posted
periodically at this portal. The portal also keeps them updated
on the industry and the Company news.

Directors Remuneration
The remuneration, including the commission based on the net
profits of the Company for the three Executive Directors is
recommended by the Compensation Committee of the Board

and is then approved by the Board. The independent Directors
receive sitting fees for attending the meeting of Board and
Board Committees and commission based on the net profits of
the Company. Executive Directors are not eligible to
participate in the stock option plan. Independent Directors
have not been granted any options during the year under
review, or in previous years. 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 and duly approved by the Board and the
shareholders.

The remuneration paid or payable to the Directors for their
services rendered during 2004-05 is given in Table 4 below.

Code of Business Conduct and Ethics, Whistle Blower
Policy and Ombudsman Procedure

The Company has adopted a Code of Business Conduct and
Ethics (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.

The Code includes whistle blower provisions, where the
employees of the Company can voice their concerns on
violation and potential violation of this Code in a responsible
and effective manner. 

An Ombudsman Procedure has also been made under this
Code, which describes the ombudsman framework and
procedures for investigation and communication of any report

Table 4: Remuneration payable to the Directors for 2004-05 (in Rs. thousands)

Name of Directors Sitting fees(1) Commission(2) Salaries Perquisites(3) Total

Dr. K Anji Reddy NA 4,337 1,800 144 6,281 

Mr. G V Prasad NA 2,169 1,080 195 3,444 

Mr. Satish Reddy NA 2,169 1,080 195 3,444 

Mr. Anupam Puri 70 383 NA NA 453 

Prof. Krishna G Palepu 57 383 NA NA 440 

Dr. Omkar Goswami 80 383 NA NA 463 

Mr. P N Devarajan 100 383 NA NA 483 

Dr. P Satyanarayana Rao(4) 10 – NA NA 10 

Mr. Ravi Bhoothalingam 65 383 NA NA 448 

Dr. V Mohan 10 256 NA NA 266

(1) Sitting fees include fees for Board as well as Committee meetings @ Rs. 5,000 per meeting.
(2) Commission are 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 shareholders at the Annual General Meeting.
(3) Perquisites include house rent allowance, medical reimbursement for self and family according to the rules of the Company, leave travel

assistance, personal accident insurance, Company vehicle for official use with driver, telephone at residence and superannuation benefits and are

fixed in nature. 
(4) Dr. P Satyanarayana Rao retired at the Annual General Meeting held on July 28, 2004.
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on any violation or suspected violation of Code, appeal against
any decision taken by Ombudsman, and submission of
complaint against any retaliation action against any employee.
An independent Director has been appointed 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 have been posted on the Company’s website –
www.drreddys.com. 

Related Party Transactions
The details of related party transactions are discussed in detail
in financials sections of this Annual Report.

Committees of the Board 
The Committees appointed by the Board focus on specific
areas and make informed decisions within the authority
delegated. The Committees also make specific
recommendations to the Board on various matters from time-
to-time. All decisions and recommendations of the
Committees are placed before the Board for information or for
approval. The Company has seven Board-level Committees,
namely:

a) Audit Committee;

b) Compensation Committee;

c) Nomination Committee;

d) Strategy Committee;

e) Shareholders’ Grievance Committee;

f) Investment Committee; and

g) Management Committee. 

a) Audit Committee
The management is responsible for the Company’s internal
controls and the financial reporting process while the statutory
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 disclosures that maintain the
transparency, integrity and quality of financial control and
reporting. 

The primary responsibilities of the Audit Committee are to:

• Supervise the financial reporting process;

• Review the financial results before placing them to the
Board alongwith related disclosures and filing requirements;

• Review the adequacy of internal controls in the Company,
including the plan, scope and performance of the internal
audit function;

• Discuss with management the Company’s major policies
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 control and reporting processes;

• Ensure compliance with accounting standards, and with
listing requirements with respect to the financial
statements;

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

• Review the independence of auditors;

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

• Review related party transactions; and

• Review the functioning of Whistle Blower mechanism.

The Audit Committee 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. As of March 31, 2005, no member of our
Audit Committee has been nominated as an Audit Committee
financial expert under the definition of SEC and the amended
Clause 49 of the Listing Agreement, which is to come into
force from December 31, 2005.

The Audit Committee met four times during the year – on
May 27, 2004, July 26, 2004, October 26, 2004 and January
31, 2005. In addition, the Chairman of the Audit Committee
and some other members met additionally to review other
processes, particularly the progress on internal control
mechanisms to prepare for certification under Section 404.
Table 5 gives the composition and attendance record of Audit
Committee.

3
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Table 5: Audit Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Dr. Omkar Goswami Chairman 4 4

Mr. Anupam Puri(1) Member 4 3

Prof. Krishna G Palepu(1)(2) Member 4 2

Mr. P N Devarajan Member 4 4

Mr. Ravi Bhoothalingam Member 4 4

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 Audit Committee meetings during the
year. The Company Secretary is the Secretary of the
Committee.

The Audit Committee meetings were generally half a day
sessions, except in the case of half-yearly and annual results,
where they extend to full day sessions. The agenda for the
Audit Committees, inter alia, included the following items:

• Detailed presentation 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.

• Discussion with statutory auditors, including new
accounting standards and policies relating to Indian as well
as US accounting principles and practices.

• Detailed operational 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 directly 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 at the end of
this section.

b) Compensation Committee
The Compensation Committee considers and recommends to
the Board the compensation of the Executive Directors and
Executives above Vice President level, and also 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 takes into account the following:

• Financial position of the Company; 

• Trends in the industry; 

• Appointee’s qualification; 

• Experience; 

• Past performance; 

• Past remuneration; etc.

The Compensation Committee also administers the
Company’s Employee Stock Option Scheme. The details of
stock options granted by the Committee have been discussed
in detail in the Directors’ Report.

The Executive Vice President and Global Chief of Human
Resources makes periodic presentations to the Compensation
Committee on performance appraisals, increments and
performance bonus recommendations. Independent
consultants are encouraged to discuss HR issues with the
Compensation Committee. The Compensation Committee
reviews the performance appraisals of Management Council
members and approves the recommendations of their pay

(1) Were given leave of absence on request.
(2) Prof. Krishna G Palepu attended one meeting by way of video-conference. However he was considered absent in that meeting.
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revisions and performance incentives. The discussions and
presentations keep the Directors updated on various Human
Resources matters.

The Compensation Committee is entirely composed of
independent Directors. 

The Compensation Committee met three times during the
year on May 27, 2004, October 26, 2004 and January 24,
2005. Table 6 gives the composition and attendance record of
the Compensation Committee.

d) Strategy Committee
The role of this Committee is to:

• Participate with management to develop or modify the
Company’s strategies;

• Recommend to the Board the adoption or modification of
the Company’s strategies; 

• Participate with management to develop or modify the
Company’s merger and acquisition plans; 

The Executive Vice President and Global Chief of Human
Resources is the Secretary of the Committee. 

The report of the Compensation Committee is enclosed at the
end of this section.

c) Nomination Committee
The role of the Nomination Committee is to:

• Shortlist nominees for induction to the Board of the
Company;

• Selection of nominees on the Board of the Company;

• Recommend appointment of members to the Board for its
consideration; and

• Review principles of corporate governance of the Company.

The Nomination Committee is entirely composed of
independent Directors. 

The Company Secretary is the Secretary of the Committee.

The Nomination Committee met once during the year on
May 27, 2004. Table 7 gives the composition and attendance
record of the Nomination Committee.

Table 6: Compensation Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Mr. Ravi Bhoothalingam Chairman 3 3

Mr. Anupam Puri Member 3 3

Prof. Krishna G Palepu(1) Member 3 2

Dr. Omkar Goswami Member 3 3

Mr. P N Devarajan Member 3 3

(1) Was granted leave of absence on request.

Table 7: Nomination Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Mr. Anupam Puri Chairman 1 1

Prof. Krishna G Palepu Member 1 1

Dr. Omkar Goswami Member 1 1

Mr. P N Devarajan Member 1 1

Mr. Ravi Bhoothalingam Member 1 1
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• 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 the strategy and its
execution.

The Strategy Committee is composed of independent
Directors and Executive Directors. The Chairman of the
Committee is an independent Director.

The Committee held three meetings during the year on July 26,
2004, October 25, 2004 and January 24, 2005. Table 8 gives the
composition and attendance record of the Strategy Committee.

The Company Secretary is the Secretary of the Committee.

The Company Secretary is the Secretary of the Committee who
is designated as Compliance Officer of the Company.

An analysis of investor queries and complaints received during
the year and pending disposal is given in the Additional
Shareholders Information chapter of this annual report.

Table 8: Strategy Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Prof. Krishna G Palepu(1) Chairman 3 2

Mr. Anupam Puri Member 3 3

Mr. G V Prasad Member 3 3

Dr. Omkar Goswami Member 3 3

Mr. Satish Reddy Member 3 3

(1) Prof. Krishna G Palepu attended one meeting by way of video-conference. However he was considered absent in that meeting.

e) Shareholders’ Grievance Committee
The Shareholders’ Grievance Committee is empowered to
perform all the functions of the Board in relation to share
transfers/transmissions and handling of Shareholders’
Grievances. 

The Committee primarily focuses on:

• Review of investor complaints and their redressal;

• Review of the queries received from investors;

• Review of the work done by Share Transfer Agent; and

• Review of the 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 May 27,
2004, July 26, 2004, October 26, 2004 and January 25, 2005.
Table 9 gives the composition and attendance record of the
Shareholders’ Grievance Committee.

Table 9: Shareholders’ Grievance Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Mr. P N Devarajan Chairman 4 4

Mr. G V Prasad(1) Member 4 3

Mr. Satish Reddy Member 4 4

(1) was granted leave of absence on request.
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f) Investment Committee
The Investment Committee reviews the Company’s capital
investment proposals and ongoing projects. 

The Investment Committee consists of three Directors
including two Executive Directors. The Chairman of the

Committee is an Executive Director. 

The Committee held two meetings during the year on 
April 26, 2004 and January 25, 2005.

Table 10 gives the composition and attendance record of the
Investment Committee.

Table 10: Investment Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Mr. G V Prasad Chairman 2 2

Mr. P N Devarajan Member 2 2

Mr. Satish Reddy(1) Member 2 1

(1) was granted leave of absence on request.

Table 11: Management Committee attendance during the financial year 2004-05

Committee members Position Meetings held Meetings attended

Mr. Satish Reddy Chairman 9 9

Mr. G V Prasad Member 9 9

Mr. P N Devarajan(1) Member 9 1

(1) was granted leave of absence on request.

The Company Secretary is the Secretary of the Committee.

During the year, the Committee approved the investments in
the subsidiary companies and approved two projects for
Formulation facilities at Baddi, Himachal Pradesh and
Visakhapatnam Special Economic Zone, Andhra Pradesh.

g) Management Committee
The role of Management Committee is to authorise 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 upto an overall limit of Rs. 250 million;

and approve borrowings from any person upto an overall limit
of Rs. 250 million between two Board meetings.

The Management Committee consists of three Directors
including two Executive Directors. The Chairman of the
Committee is an independent Director. 

The Committee held nine meetings during the year on
April 30, 2004, June 7, 2004, July 15, 2004, August 6, 2004,
September 15, 2004, October 26, 2004, January 5, 2005,
February 14, 2005 and March 16, 2005. Table 11 gives the
composition and attendance record of the Management
Committee.

The Company Secretary is the Secretary of the Committee.

B. 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 internally supervised
and monitored through the Management Council.

Management Council
Dr. Reddy’s management council consists of all senior
management members from the business units and corporate
center of the Company. It has a balanced representation from
the Indian as well as its overseas offices. Table 12 gives the
details of the members of Management Council as on
March 31, 2005:

026_068_CorpPgs.qxd  22/06/2005  9:51 AM  Page 37



38

Dr. Reddy’s Annual Report 2004-05

Table 12: Details of Management Council Members as on March 31, 2005

Sr. No. Name and Designation Qualification Age Experience Date of Particulars of
in years commencement last 

of employment employment 

1 G V Prasad B.Sc. (Chem Eng), 44 21 30.06.1990 Promoter Director,
Chief Executive Officer MS (Indl. Admn) Benzex Labs Private
and Vice Chairman Limited

2 Satish Reddy B.Tech., M.S. 37 13 18.01.1993 Director, Globe 
Chief Operating Officer Organics Limited
and Managing Director

3 V S Vasudevan B.Com., ACA 54 31 01.04.1986 Finance Head, Standard
Chief Financial Officer Equity Fund Limited

4 Abhijit Mukherjee B.Tech. (Chem) 46 16 15.01.2003 President, Atul Limited
President – Developing
Businesses

5 Alan Shepard B.Tech. (Hons.) 57 34 01.11.2004 Vice President - Global
Executive Vice President Corporate Strategy, Pliva
–Europe

6 Andrew J Miller B.A., J.D. 49 25 08.01.2002 Partner, Budd Larner
Executive Vice President
and General Counsel

7 Arun Sawhney B.Com. PGDBM 49 22 01.06.2001 Chief Executive, 
President – API Max-GB Limited

8 Ashwani Kumar Malhotra M.Pharma, PGD-IE&M, 49 25 08.02.2001 Unit Head, Cipla Limited.
Senior Vice President PGD-CS
– Formulations TechOps

9 Dr. Dennis H Langer B.A., M.D., J.D. 54 28 19.01.2004 Senior Vice President - 
President – North America Project and Portfolio

Management, Research
and Development,
GlaxoSmithKline

10 Jaspal Singh Bajwa B.Sc., PGDBM 53 28 10.04.2003 Executive Director and
President – Branded COO, Marico Industries
Formulations (ROW) Limited

11 K Sankara Rao M.Pharma 51 27 29.09.1986 Production Executive, 
Executive Vice President Cipla Limited
– Integrated Product
Development

12 Mark Hartman B.Sc. Dairy Science, 46 20 04.01.2002 Vice President, Sales &
Executive Vice President – Virginia Tech Marketing, Watson 
North America Generics Generics

13 Osagie O. Imasogie LL.B., B.L., LL.M., 44 21 05.05.2004 Vice President & Director, 
Executive Vice President GSK Ventures,
– Global Corporate Business GlaxoSmithKline
Development

14 Dr. R Rajagopalan M.Sc., Ph.D. 55 32 18.04.1994 Principal Research Scientist,
President – Discovery Research Hoechst India Limited

15 Raghu Cidambi B.Sc., PGDBM, LL.B. 54 35 01.10.2001 Director – Eenadu,
Head – Corporate IPM and Margadarsi Group
Strategic Planning

16 Saumen Chakraborty B.Sc. (H), PGDBM 44 16 02.07.2001 Vice President, Tecumseh
Executive Vice President and
Global Chief of HR

17 Dr. Uday Saxena Ph.D. 47 15 03.03.2003 Vice President, Preclinical
Chief Scientific Officer Research, AtheroGenics Inc.

For further details on Management Council members please visit the corporate website of the Company – www.drreddys.com 
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Management Council meet: April 28, 2005, Hyderabad

The Management Council meets once in a quarter for two-
three full day sessions. The 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 in the year under review:

• Company’s long term strategy, growth initiatives and
priorities;

• Monitoring overall Company performance, including the
performance of various business units;

• Decision on major corporate policies;

• Discussion and sign off on annual plans, budgets and
investments and any other major initiatives; and

• Discussion on business alliances proposals.

Management Discussion and Analysis
This annual report has a detailed chapter on Management
Discussion and Analysis as part of financial sections.

Prohibition of Insider Trading
The Company has implemented a policy prohibiting Insider
Trading in conformity with applicable rules of the Securities
Exchange Board of India (SEBI) and Securities Exchange
Commission (SEC) of United States of America. The necessary
procedures have been laid down for employees, connected
persons and persons deemed to be connected for trading in the
securities of the Company.

C. INTERNAL CONTROL SYSTEMS
Effective governance consists of competent management;
implementation of standard policies and processes;
maintenance of an appropriate audit program 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 all records and information on
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 recognises the work of the Auditors as an independent
check on the information received from the management on
the operations and performance of the Company. 

Statutory and U.S. GAAP Audits
For the financial year 2004-05, 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 on the financials prepared
under the U.S. GAAP. 

While auditing the operations of the Company, the external
Auditors recorded their observations and findings with the
management. These were then discussed by the management,
Audit Committee members and the Auditors at Audit
Committee meetings. Corrective actions suggested by the
Auditors and the Audit Committee were implemented or
taken up for implementation by the management.

Standing left to right: Andrew J Miller, Raghu Cidambi, Ashwani Kumar Malhotra, Saumen Chakraborty, Mark Hartman, K Sankara Rao, 
Arun Sawhney, V S Vasudevan.

Sitting left to right: Jaspal Singh Bajwa, Dr. R Rajagopalan, Alan Shepard, G V Prasad, Satish Reddy, Dr. Dennis H Langer,
Osagie O. Imasogie, Abhijit Mukherjee.

Note: Dr. Uday Saxena, member of the Management Council was not present at the Management Council meet held on April 28, 2005.
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The 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 determine the audit procedures
required to support their opinion. 

Auditors’ fees
During the year, the Company paid Rs. 7.9 million to the
Statutory auditors of the Company BSR & Co. as Auditors
remuneration. 

The Company also paid Rs. 1.7 million to the Statutory
auditors of the Company BSR & Co. as non-audit fees.

Internal Audit
Internal audit team at Dr. Reddy’s performs independent
reviews of control systems across Dr. Reddy’s group of
companies and reports on the same to the Audit committee.
The Chief Internal Auditor is a permanent invitee to the Audit
committee. In addition to regular audit committee meetings,
members of the audit committee and the internal audit team
hold independent sessions for discussing in depth certain audit
activities such as planning and resourcing. 

Annual audit plans are prepared using a risk based approach.
The risk based approach considers factors such as business
objectives, risks affecting these objectives, control systems in
place, finding from earlier reviews etc. Audit plans are
discussed in detail with CEO, COO and CFO to validate
assumptions on risks and controls. These plans are presented
to and approved by the audit committee. The audit committee
reviews performance of the internal audit team based on these
audit plans which are broken down into quarterly plans for
easy monitoring. Areas requiring specialized skills are reviewed
in partnership with external experts. 

During the first half of the year internal audit team
performed operations and compliance reviews. During the
later half, after seeking specific approval of the audit

committee chairman, internal audit team focused their
efforts on ensuring compliance with Section 404 of the
Sarbanes Oxley Act, 2002. The involvement of internal audit
in Section 404 compliance program was in the role of project
managers and also as independent internal auditors. They
have refrained from performing functions which are
management’s responsibility. 

D. INFORMATION TO STAKEHOLDERS

Dissemination of information
The Company has established systems and procedures to
disseminate, in a planned way, 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 to
institutional investors and analysts are posted on the
Company’s website. An analysis of the various means of
dissemination of information in the year under review is
produced below in Table 12.

Table 12: Details of communication made during the
financial year 2004-05.
Means of communication Frequency

Press releases / statements 22

Earnings calls 4

Publication of results 4

Analysts meet 1

The quarterly results of the Company are published in widely
circulated national newspapers such as The Economic Times,
Business Line, The Hindu and The Times of India and the
local daily, Vartha and Andhra Bhoomi. Also the same is
disseminated internationally through Business Wire.
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In addition to the corporate website, the Company maintains
various portals such as 

www.vikreta2drl.com 

www.customer2drl.com 

www.livizi.com

www.housecallsindia.com

www.drlintouch.com

which have proved to be effective tools for information
dissemination and have been widely appreciated.

Information to Shareholders

Re-appointment of Directors

Prof. Krishna G Palepu and Mr. Ravi Bhoothalingam retire by
rotation at the ensuing Annual General Meeting. These
Directors are proposed to be re-appointed at the same
meeting. Brief profiles of these Directors are given hereunder
for the reference of the shareholders.

Prof. Krishna G Palepu has been on the Board of the Company
since January 2002. Professor Palepu is the Ross Graham
Walker Professor of Business Administration at the Harvard
Business School. He holds the titles of Senior Associate Dean,
Director of Research. Professor Palepu has a Masters degree in
physics from Andhra University, an MBA from the Indian
Institute of Management and a Ph.D. from the Massachusetts
Institute of Technology. He is also a recipient of an honorary
MA from Harvard and an honorary Doctorate from the
Helsinki School of Economics. Professor Palepu teaches
finance, control, and strategy in Harvard’s MBA and
Executive programs. He has published numerous research
papers and is also the co-author of the book titled “Business
Analysis & Valuation: Text and Cases”. Professor Palepu
serves as consultant to a wide variety of businesses and is also
on the Boards of Satyam Computer Services Limited, Enamics
Limited, Exetor Group and Harvard Business School
Publishing Company. He is not holding any equity shares in
the Company.

Mr. Ravi Bhoothalingam has been on the Board of the
Company since October 2000. He served as the President of
The Oberoi Group and was responsible for the operations of
the Group worldwide. He has also served as the Head of
Personnel at BAT Plc, Managing Director of VST Industries
Limited, and as a Director of ITC Limited. Mr. Bhoothalingam
holds a Bachelor of Science degree in physics from St. Stephens
College, Delhi and a Master of Experimental Psychology
degree from Gonville and Caius College, Cambridge
University. He is also a Director of Sona Koyo Steering
Systems Limited and NICCO Internet Ventures Limited. He
is not holding any equity shares in the Company.

Compliance report on non-mandatory requirements
under Clause 49

A. Chairman of the Board 

The Chairman of Dr. Reddy’s is an Executive Director and he
maintains the Chairman’s office at the Company’s expenses. 

B. 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
as contemplated under non-mandatory requirements of
Clause 49. The details of the Compensation Committee and its
powers have already been discussed in this section of the
annual report.

C. Shareholders rights

The Company did not send half yearly results to each
household of the shareholders in the financial year 2004-05.

D. Postal ballot

There was no occasion of the postal ballot during the financial
year 2004-05.

Additional Shareholder information

The detailed Additional Shareholders’ Information section is
part of this annual report.
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REPORT OF THE AUDIT COMMITTEE 

To the shareholders of Dr. Reddy’s Laboratories Limited

The Audit Committee of the Board of Directors comprises five
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, and has been vested with all the powers necessary to
effectively discharge its responsibilities.

Dr. Reddy’s management has primary responsibility for the
financial statements and reporting process including the
systems of internal controls. During the year, the Committee
discussed with the Company’s internal auditors and Statutory
Auditors the overall scope and plans for their respective audits.
The Committee also discussed the results of their examination,
their evaluations of the Company’s internal controls, and the
overall quality of the Company’s financial reporting. 

In 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 Auditors for Indian GAAP financial statements
and KPMG, Company’s independent Auditors for U.S. GAAP
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 Generally Accepted Accounting Principles in
all material aspects.

The Audit Committee has recommended that the Board
accept the audited financial statements prepared in accordance
with Indian GAAP and U.S. GAAP as true and fair statements
of the financial health of the Company. 

Further, the Committee has recommended that for the year
2005-06 the Board re-appoint BSR & Co. and KPMG as
statutory independent Auditors for Indian GAAP and U.S.
GAAP respectively. 

Dr. Omkar Goswami
Date: May 6, 2005 Chairman, Audit Committee

REPORT OF THE COMPENSATION
COMMITTEE 

To the shareholders of Dr. Reddy’s Laboratories Limited

The Compensation Committee of the Board of Directors
comprises five 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. The Committee has been vested with all
the powers necessary to effectively discharge its
responsibilities.

The Committee believes that its principal objective is to
incentivize and reward executive performance that will
lead to long-term enhancement of shareholder value. The
Compensation policies of the Company are the vital
elements of the Company’s drive to 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 Plan. 

During the year, the Committee discussed Company’s
performance appraisal systems, the outcome of the
performance assessment programs and compensation policies
for national and international employees. The Committee also
discussed amendment to the Employee Stock Option Scheme
and grant of options at the par value of the shares.
Accordingly, an amendment in Dr. Reddy’s Employee Stock
Option Scheme, 2002 was proposed in the last Annual
General Meeting held on July 28, 2004.

As on March 31, 2005, the Company has 678,499
outstanding stock options, which amounts to 0.89% of total
equity capital. The stock options have been granted to 154
employees of the Company and its subsidiaries under
Dr. Reddy’s Employee Stock Options Scheme, 2002. Out of
the total 678,499 stock options, 298,950 stock options are
exercisable at fair market value and 379,549 stock options are
exercisable at par value i.e. Rs. 5.

Ravi Bhoothalingam
Date: May 6, 2005 Chairman, Compensation Committee
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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 Laboratories Limited (“the Company”),
for the year ended on March 31, 2005, 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. It is neither an audit nor an expression of opinion on 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 state that no investor grievance is pending for a period exceeding one month against the Company as per the records
maintained by the Shareholders/Investors Grievance Committee.

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.
(formerly Bharat S Raut & Co.)

Chartered Accountants

Sanjay Agarwal
Partner

Place: Hyderabad 
Date: May 6, 2005
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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
Phone: +91-40-23731946
Fax: +91-40-23731955
Website: http://www.drreddys.com

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

Chief Compliance Officer
V S Vasudevan
Chief Financial Officer
Phone: +91-40-23731946
Fax: +91-40-23731955
email: vasudevan@drreddys.com

Compliance Officer
V Viswanath
Company Secretary
Phone: +91-40-23734504
Fax: +91-40-23731955
email: viswanathv@drreddys.com

ADR Investors / Institutional Investors /
Financial Analysts
Nikhil Shah
Investor Relations
Phone: +91-40-55511532
Fax: +91-40-23731955
email: nikhilshah@drreddys.com

Media
R Rammohan
Corporate Communications
Phone: +91-40-55511620
Fax: +91-40-55511621
email: rammohanr@drreddys.com

Indian Retail Investors
Girish Tekchandani 
Assistant Company Secretary
Phone: +91-40-23745274
Fax: +91-40-23731955
email: girisht@drreddys.com

EVENTS FOR FINANCIAL YEAR 2005-06

Annual General Meeting 

Date : Wednesday, July 27, 2005

Time : 11.30 AM

Venue : Convention Centre  

Hotel Viceroy, Tank Bund Road

Hyderabad 500 080

Last date for receipt

of proxy forms : July 25, 2005 before 11.30 AM

Financial Calendar
The tentative calendar for declaration of financial results in
financial year 2005-06 is as follows: 

For the quarter ending Last week of July, 2005

June 30, 2005

For the quarter and half year Last week of October, 2005

ending September 30, 2005

For the quarter and nine Last week of January, 2006

months ending December 31, 2005

For the year ending First week of May, 2006

March 31, 2006

AGM for the year ending Second fortnight of July, 2006

March 31, 2006

Dividend 
The Board of Directors of the Company has proposed a
dividend of Rs. 5 on equity shares of Rs. 5 each. The dividend
will be paid on or after August 1, 2005, if approved by the

Additional Shareholders’
Information
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shareholders at the Annual General Meeting scheduled on July
27, 2005.

Book Closure Date 
The dates of book closure are from July 11, 2005 to July 15,
2005 (both days inclusive) for the purpose of payment of
dividend. 

LISTING ON STOCK EXCHANGES AND
STOCK CODES

Equity shares Stock Codes

• The Stock Exchange, Mumbai (BSE) 500124

• National Stock Exchange (NSE) DRREDDY

American Depository Receipts (ADRs)

• New York Stock Exchange (NYSE) RDY

Notes:
1. Listing fees for the year 2005-2006 has been paid to the Indian Stock

Exchanges. 
2. Listing fees to NYSE for listing of ADRs has been paid for the calendar year

2005. 
3. Shares are also traded at other stock exchanges as permitted securities. 
4. The Stock Code on Reuters is REDY.BO and Bloomberg is DRRD@IN.

The Company’s shares have been voluntarily de-listed from
Hyderabad Stock Exchange Limited (Regional Stock
Exchange), The Calcutta Stock Exchange Association Limited,
Madras Stock Exchange Limited and Ahmedabad Stock
Exchange. 

International Securities Identification Number (ISIN)
ISIN is a unique identification number of traded scrip. This
number has to be quoted in each transaction relating to the
dematerialised equity shares of the Company. The ISIN
number of the equity shares of the Company is
INE089A01023.

CUSIP Number for ADRs
The Committee on Uniform Security Identification Procedures
(CUSIP) of the American Bankers Association has developed a
numbering system for securities. A CUSIP number uniquely
identifies a security and its issuer and this is recognised
globally by organisations adhering to standards issued by the
International Securities Organization (ISO). The Company’s
ADRs carry the CUSIP number 256135203.

Overseas depository of ADRs

J P Morgan Chase Bank, N.A.

P.O. Box 43013

Providence, RI 02940-3013

Phone: (781) 5754325

email: shareholder@adr.com

Indian custodian of ADRs

ICICI Limited

ICICI Towers, Bandra-Kurla Complex,

Mumbai 400 051, Maharashtra, India

Phone: +91-22-26531414

Fax: +91-22-26531122

Registrar for Indian shares (Common agency for

demat and physical shares)

Bigshare Services Private Limited

G-10 Left Wing, Amrutha Ville,

Opp. Yashodha Hospital, Raj Bhavan Road,

Hyderabad - 500 082

Phone: +91-40-23374967

Fax: +91-40-23370295

Contact Person: Mr. G S Dharma Veer

email: hyd2_bigshare@yahoo.com 

DEPOSITORIES
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EQUITY HISTORY OF THE COMPANY

Table 1 gives the equity history of the Company from incorporation of the Company till March 31, 2005. 

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

PERSONS HOLDING MORE THAN 1% OF THE SHARES
Table 2 gives the names of the persons who hold more than 1 per cent shares of the Company as on March 31, 2005.

Table 1: Equity history of the Company till March 31, 2005

Date Particulars Issued Cancelled Cumulative

February 24, 1984 Issue to promoters 200 – 200

November 22, 1984 Issue to promoters 243,300 – 243,500

June 14, 1986 Issue to promoters 6,500 – 250,000

August 9, 1986 Issue to public 1,116,250 – 1,366,250

September 30, 1988 Forfeiture of 100 shares – 100 1,366,150

August 9, 1989 Rights Issue 819,750 – 2,185,900

December 16, 1991 Bonus Issue 1,092,950 – 3,278,850

January 17, 1993 Bonus Issue 3,278,850 – 6,557,700

May 10, 1994 Bonus Issue 13,115,400 – 19,673,100

May 10, 1994 Issue to promoters 2,250,000 – 21,923,100

July 26, 1994 GDR underlying Equity Shares 4,301,076 – 26,224,176

September 29, 1995 SEFL shareholders on merger 263,062 – 26,487,238

January 30, 2001 CDL shareholders on merger 5,142,942 – 31,630,180

January 30, 2001 Cancellation of shares held in CDL – 41,400 31,588,780

April 11,2001 & April 24, 2001 ADR underlying Equity Shares 6,612,500 – 38,201,280

July 9, 2001 GDR conversion into ADR – – 38,201,280

September 24, 2001 ARL shareholders on merger 56,694 – 38,257,974

October 25, 2001 Sub division of equity shares – – 76,515,948

January 30, 2004 Allotment pursuant to exercise of Stock Options 3,001 – 76,518,949

Table 2: Persons holding 1 per cent or more of the shares in the Company 

Sr. No. Name No. of shares held(1) % of paid up capital

1 Dr. Reddy’s Holdings Private Limited 17,877,730 23.36% 

2 Life Insurance Corporation of India 7,355,048 9.61% 

3 HSBC Global Investment Funds 1,471,921 1.92%

(1) Does not include ADR holdings
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STOCK DATA

Table 3 gives the monthly high, low and the total number of shares/ADR traded per month on the BSE, NSE and the NYSE
during the financial year 2004-05.

Chart 1 gives the movement of the Company’s share price movement on NSE vis-a-vis S&P CNX Nifty during the financial year
2004-05. 

Chart 1: Movement of the Company’s share price in 2004-05 on NSE
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Table 3: High, low and number of shares traded per month on BSE, NSE and NYSE in financial year 2004-05 

Month BSE NSE NYSE

High Low No. of High Low No. of High Low No. of

(Rs.) (Rs.) Shares (Rs.) (Rs.) Shares (U.S.$) (U.S.$) ADR

Apr-04 1002.90 859.00 1,042,615 1004.45 859.00 5,676,062 24.80 19.10 8,876,200

May-04 919.00 692.00 2,368,896 939.80 675.00 4,892,954 20.50 17.60 6,713,300

Jun-04 845.00 709.15 1,529,698 821.00 700.00 3,872,707 19.60 16.73 5,304,900

Jul-04 789.00 713.20 1,651,987 789.90 700.00 2,361,499 17.70 15.93 4,728,100

Aug-04 795.00 652.50 1,209,852 795.00 650.10 6,133,467 17.15 15.05 4,168,100

Sep-04 767.00 700.00 1,175,524 779.75 698.00 5,484,300 17.74 15.60 2,994,000 

Oct-04 784.95 703.00 1,833,263 781.00 703.10 5,676,016 17.38 16.18 3,762,300

Nov-04 818.70 740.10 1,217,085 816.00 741.00 2,938,152 17.99 16.51 3,286,600

Dec-04 879.00 775.00 2,782,413 877.00 775.10 4,151,045 19.90 17.66 3,278,400

Jan-05 890.00 703.00 1,658,300 873.45 703.00 3,947,386 19.89 16.76 4,728,100

Feb-05 759.00 690.00 1,365,010 759.80 690.00 3,057,905 18.06 16.56 2,961,200

Mar-05 779.90 715.00 1,148,639 778.00 705.05 5,267,226 17.75 16.74 2,601,300 

Note: 1 ADR = 1 Equity share

Notes:

1. All values are indexed to 100 as on April 1, 2004

2. S&P CNX Nifty is a diversified 50 stock index accounting for 23 sectors of the Indian corporates. It is owned and managed by India Index

Services and Products Ltd. (IISL), which is a joint venture between NSE and CRISIL.
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Chart 2 gives the movement of Dr. Reddy’s ADR prices on NYSE vis-à-vis S&P ADR index during the financial year 2004-05
and Chart 3 gives premium in per cent on ADR traded at NYSE compared to price quoted at NSE.

Chart 2: Movement of ADR prices in financial year 2004-05

Notes:

1. All values are indexed to 100 as on April 1, 2004

2. The S&P ADR Index is based on the non-U.S. stocks comprising the S&P Global 1200. For details of the methodology used to compute this

index please visit www.adr.com 

Chart 3: premium (in per cent) on ADR traded at NYSE compared to price quoted at NSE

Note:

Premium has been calculated on a daily basis using RBI reference exchange rate 
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SHAREHOLDING PATTERN AS ON MARCH 31, 2005
Table 4 and 5 give the data on shareholding classified on the basis of ownership and shareholder class respectively.

Table 4: Distribution of shareholdings on the basis of ownership as on March 31, 2004 and March 31, 2005

31-Mar-05 31-Mar-04

No. of shares % of total No. of shares % of total % change

Promoter’s Holding

Individuals 2,243,594 2.93 2,247,594 2.94 -0.01

Companies 17,877,730 23.36 17,461,730 22.82 0.54

Sub Total 20,121,324 26.30 19,709,324 25.76 0.54

Indian Financial Institutions 7,971,748 10.42 5,785,844 7.56 2.86

Banks 606,592 0.79 89,458 0.12 0.67

Mutual Funds 1,583,330 2.07 2,061,063 2.69 -0.62

Foreign holdings

Foreign Institutional Investors 12,282,463 16.05 15,964,503 20.86 -4.81

Non Resident Indians 1,911,826 2.50 1,933,438 2.53 -0.03

American Depository Receipts 20,271,793 26.49 20,492,993 26.78 -0.29

Overseas Corporate Bodies 1,245 0.00 1,100 0.00 0.00

Sub total 34,467,327 45.04 38,392,034 50.17 -5.13

Indian Public and Corporate 11,768,628 15.38 10,481,226 13.70 1.68

Total 76,518,949 100.00 76,518,949 100.00 0.00

Table 5: Distribution of shareholding according to shareholder class as on March 31, 2005

Shares held No. of % of No. of % of

shareholders shareholders shares held share holding 

1 – 5,000 69,083 99.35 10,415,855 13.61

5,001 – 10,000 264 0.38 1,812,300 2.37

10,001 – 20,000 82 0.12 1,108,713 1.45

20,001 – 30,000 19 0.03 458,315 0.60

30,001 – 40,000 8 0.01 285,822 0.37

40,001 – 50,000 8 0.01 355,067 0.46

50,001 – 100,000 21 0.03 1,599,975 2.09

100,001 and above 52 0.07 40,211,109 52.55

Total, excluding ADRs 69,537 100.00 56,247,156 73.51

Equity shares underlying ADRs(1) 1 – 20,271,793 26.49

Total 69,538 100.00 76,518,949 100.00

(1) Held by beneficial owners in outside India

4

026_068_CorpPgs.qxd  22/06/2005  9:51 AM  Page 49



50

Dr. Reddy’s Annual Report 2004-05

DIVIDEND HISTORY
Chart 4 gives the dividend history of the Company from 
1996-97.

Chart 4: Dividend History of the Company

The dividend proposed for declaration by shareholders for the
financial year 2004-05 is Rs. 5 per share of Rs. 5 face value,
which is 100%.

NOMINATION FACILITY

Shareholders holding physical shares may, if they so want,
send their nominations in prescribed Form 2B of 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 relating 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 
Phone: +91-40-23374967 
Fax: +91-40-23370295
email: hyd2_bigshare@yahoo.com 
Contact Person: Mr. Dharma Veer, Branch Manager

The Company periodically audits the operations of Share
Transfer Agent. The number of shares transferred /
transmitted in physical form during the last two financial years
is given in Table 6.

Table 6: Shares transferred / transmitted in physical form
2004-05 2003-04

Number of transfers / transmissions 251 407

Number of shares 73,016 52,353

Chart 5: Break up of dematerialized shares and shares in certificate form as on March 31, 2005 and March 31, 2004

DEMATERIALISATION OF SHARES

The Company’s scrip forms part of the compulsory dematerialisation segment for all investors with effect from February 15, 1999.
To facilitate easy access of dematerialised system to the investors, the Company has signed up with both the depositories, namely,
National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL), and has established
connectivity with the depositories through our registrars — Bigshare Services Private Limited. 

Chart 5 gives the break up of dematerialized shares and shares in certificate form as on March 31, 2005 as compared with that of
March 31, 2004.

March 31, 2004 March 31, 2005 
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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 
Each of the quarter in the financial year 2004-05, a qualified
practicing Company Secretary carried out secretarial audits to
reconcile the total admitted capital with National Securities
Depository Limited (NSDL) and Central Depository Services
(India) Limited (CDSL) and total issued and listed capital. The
audit reports confirm that the total issued/paid up capital is in

agreement with the total number of shares in physical form
and the total number of dematerialized shares held with NSDL
and CDSL.

OUTSTANDING ADR WARRANTS AND
IMPACT ON EQUITY SHARES

The Company’s ADRs are traded in the US on New York
Stock Exchange (NYSE) under the ticker symbol “RDY”. Each
ADR is presented by one equity share. As on March 31, 2005,
there were approximately 12,050 record holders of ADRs
evidencing 20,271,793 ADRs.

QUERIES AND REQUESTS RECEIVED FROM SHAREHOLDERS IN 2004-05

Table 7 gives details on all types of shareholder queries received and replied to during 2004-05. The pending queries and requests
were either received during the last week of March 2005 or were pending due to non-receipt of information / documents from the
respective shareholders.

Table 7: Shareholder queries and requests received and replied to in 2004-05 

Sl. No. Nature of Letters Received Replied Pending

1 Change of address 397 397 – 

2 Revalidation and issue of duplicate dividend warrants 469 429 40

3 Sub-division of shares 1,609 1,577 32 

4 Share transfers 277 267 10 

5 Transmission of shares 55 55 – 

6 Split of shares 14 14 – 

7 Stop transfer 138 138 – 

8 Power of attorney registration 11 11 – 

9 Change of bank mandate 70 70 – 

10 Correction of name 7 7 – 

11 Dematerialization of Shares 1,619 1,606 13 

12 Rematerialization of Shares 22 22 – 

13 lssue of duplicate share certificates of Dr. Reddy’s 20 16 4 

14 lssue of duplicate share certificates of ARL/SEFL/CDL 194 191 3

15 Letters and emails received from Shareholders 1,052 1,045 7 

16 Letters received from Stock Exchanges/SEBI etc. 26 25 1 

026_068_CorpPgs.qxd  22/06/2005  9:51 AM  Page 51



52

Dr. Reddy’s Annual Report 2004-05

Table 8: Last three Annual General Meetings 

Year Date and time Location Special resolution(s) passed

2001-2002 August 26, 2002 Hotel Viceroy, Tank Bund Road, • Amendment in Articles of Association of 
at 11.30 am Hyderabad – 500 080 the Company

2002-2003 August 25, 2003 Hotel Viceroy, Tank Bund Road, • De-listing of equity shares from four
at 11.30 am Hyderabad – 500 080 stock exchanges

2003-2004 July 28, 2004 Hotel Viceroy, Tank Bund Road, • Approval to the Employee Stock
at 11.30 am Hyderabad – 500 080 Option Scheme

• Amendment in the Employee Stock
Option Scheme

• Amendment in Articles of Association of
the Company

Table 9: Dates of transfer of unclaimed dividend

Financial year Type of dividend Date of declaration Due for transfer 

1997-1998 Final 25.09.1998 13.11.2005

1997-1998 Final (erstwhile Cheminor) 26.09.1998 14.11.2005

1998-1999 Final 24.09.1999 12.11.2006

1998-1999 Final (erstwhile Cheminor) 25.09.1999 13.11.2006

1999-2000 Interim 23.03.2000 11.05.2007

1999-2000 Final 29.09.2000 17.11.2007

1999-2000 Interim (erstwhile Cheminor) 23.03.2000 11.05.2007

1999-2000 Final (erstwhile Cheminor) 06.07.2000 24.08.2007

2000-2001 Final 24.09.2001 31.10.2008

2001-2002 Interim 31.10.2001 07.12.2008

2001-2002 Final 26.08.2002 02.10.2009

2002-2003 Final 25.08.2003 01.10.2010

2003-2004 Final 28.07.2004 03.09.2011

All special resolutions in the Annual General Meetings held in
2002, 2003 and 2004 were passed through show of hands. An
ordinary resolution relating to disposal of Company’s
Formulations factory (Formulations – III) situated at
Pondicherry was passed by postal ballot in 2003. There was no
other occasion of postal ballot in these Annual General
Meetings.

DISCLOSURE ON LEGAL PROCEEDINGS
PERTAINING TO SHARES
There are twelve pending cases relating to disputes over title
of the shares, in which Company has been made a party. These
cases however are not material in nature.

UNCLAIMED DIVIDENDS
Pursuant to section 205A of the Companies Act, 1956,
unclaimed dividends up to and including for the financial year

1996-97 have been transferred to the general revenue account
of the Central Government / Investor Education and
Protection Fund.

The dividends for the following years, which remain unclaimed
for seven years will 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, therefore, 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.

DATES AND VENUE OF LAST THREE ANNUAL GENERAL MEETINGS
Table 8 gives the date, time, location and business transacted at last three Annual General Meetings.
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PLANT LOCATIONS (IN INDIA)

Bulk Drugs – I

Plot No.137,138 & 146

IDA Bollaram

Jinnaram Mandal

Medak Dist., AP

Pin: 502 320

Bulk Drugs – II

Plot No.110&111

IDA Bollaram

Jinnaram Mandal

Medak Dist., AP

Pin: 502 320

Bulk Drugs – III

Plot No.116

IDA Bollaram

Jinnaram Mandal

Medak Dist., AP 

Pin: 502 320

Bulk Drugs – IV

Plot No.9/A

Phase-III, IDA Jeedimetla

Ranga Reddy Dist., AP 

Pin: 500 055 

Bulk Drugs – VII

IDA Pydibheemavaram

Ransthal Mandal

Srikakulam Dist., AP

Pin: 532 409

Bulk Drugs – V

Peddadevulapally

Tripuraram Mandal

Nalgonda Dist., AP

Pin: 508 207

Bulk Drugs – VI

IDA Pydibheemavaram

Ransthal Mandal

Srikakulam Dist., AP

Pin: 532 409

Bulk Drugs

Dr. Reddy’s Laboratories

(UK) Limited 

Riverview Road, Beverly 

East Yorkshire, HU 17 Old

United Kingdom.

Dr. Reddy’s Laboratories

(EU) Limited

208-214, York Road 

Battersea, London, Sw11 3sd 

United Kingdom.

Reddy US Therapeutics Inc.

3065, Northwoods circle

Norcross, GA 30071-1542

United States of America

Kunshan Rotam Reddy

Pharmaceutical Co. Limited 

Huangpujiangzhonglu Kunshan

Economic and Technological

Development Zone 

Jiangsu province, China.

PLANT LOCATIONS (OUTSIDE INDIA)

Formulation – I

IDA Bollaram

Jinnaram Mandal

Medak Dist., AP

Pin: 502 320

Formulation – II

S Y No.42 Bachupally

Quthbullapur Mandal

Ranga Reddy Dist., AP

Pin: 500 123

Formulation – III

Ward-F, Block-4

Adavipolam

Yanam, Pondicherry

Pin: 533 464

Formulation – IV

Plot No. A-3 to A-6 

Phase 1-A, Verna Industrial

Estate, Verna, Goa 

Pin: 403 722

Generics

Survey No.41

Bachupally

Quthbullapur Mandal

Ranga Reddy Dist., AP

Pin: 500 043

Biotech

Survey No.47 Bachupally

Quthbullapur Mandal

Ranga Reddy Dist., AP

Pin: 500 043

Custom Pharmaceutical
Services

Bollaram Road

Miyapur, 

Hyderabad, AP

Pin: 500 050

Critical Care

Survey No.47 Bachupally

Quthbullapur Mandal

Ranga Reddy Dist., AP

Pin: 500 043

Discovery Research

Bollaram Road

Miyapur

Hyderabad, AP

Pin: 500 050

Formulations

53
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NON-COMPLIANCE ON MATTERS
RELATING TO CAPITAL MARKETS FOR
LAST THREE YEARS

There has been no 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 on 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 also regularly provides
relevant information to the stock exchanges as per the
requirements of the listing agreements.

INFORMATION ABOUT DIRECTORS
PROPOSED FOR REAPPOINTMENT
The information is given in the Section on ‘Corporate
Governance’.

QUERIES AT ANNUAL GENERAL MEETING

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
Annual General Meeting. Shareholders may post their queries
relating to shares, dividends etc., at this Investor-Helpdesk.

PROCEDURE FOR CONVENING EXTRA-
ORDINARY GENERAL MEETING

The Extra Ordinary General Meeting of the Company may be
called on by the requisition of the shareholders. The requisition
shall set out the matters of consideration for which the
meeting is to be called on, signed by the requisitionists, and
deposited at the registered office of the company.

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

PROCEDURE FOR NOMINATING
DIRECTOR ON THE BOARD
Pursuant to 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 notice in writing under his
hand signifying candidature to the office of director along with
a deposit of five thousand rupees at the registered office of the
company, by not less than fourteen days before the meeting.

INFORMATION ON MEMORANDUM AND
ARTICLES OF ASSOCIATION
The Memorandum and Articles of Association of
the Company are available at the Company’s corporate
website – www.drreddys.com. 

CERTIFICATE FROM THE COMPANY
SECRETARY
I, V Viswanath, Company Secretary of Dr. Reddy’s
Laboratories Limited, hereby confirm that the Company has: 

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

b. Filed all forms and returns and furnished all necessary
particulars to the Registrar of Companies and/or Authorities
as required under the Companies Act, 1956. 

c. Conducted the Board Meetings and Annual General
Meetings as per the Companies Act, 1956 and the minutes
thereof were properly recorded in the minutes books. 

d. Effected share transfers and despatched the certificates
within the time limit prescribed by various authorities. 

e. Not exceeded the borrowing powers. 

f. 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.

g. Complied with the regulations prescribed by the Stock
Exchanges, SEBI and other Statutory Authorities and also
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 well that on
the faith and strength of what is stated above, the shareholders
of the Company will place full reliance on it.

Place: Hyderabad V Viswanath
Date: May 6, 2005 Company Secretary
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Five Years at a Glance
(U.S. GAAP)

All figures in Rs. Million except EPS

For the year ended March 31 2005 2004 2003 2002 2001 

Income Statement Data:

Product sales 19,126 20,081 18,070 16,409 10,975 

License fees 346 – – 125 –

Other – – – 89 –

Total revenues 19,472 20,081 18,070 16,623 10,975 

Cost of revenues 9,386 9,346 7,848 6,869 5,736 

Gross profit 10,086 10,735 10,222 9,754 5,239 

as a % of revenues 52 53 57 59 48 

Operating Expenses: 

Selling, general and administrative expenses 6,810 6,563 5,103 3,674 2,819 

Research and development expenses 2,803 1,992 1,412 742 509 

Amortization expenses 350 383 419 488 482 

Foreign exchange (gain)/loss 489 (282) 70 (209) (62)

Total operating expenses 10,453 8,655 7,005 4,695 3,748 

Operating income (366) 2,080 3,218 5,059 1,491 

as a % of revenues (2) 10 18 30 14 

Equity in loss of affiliate (58) (44) (92) (131) (32)

Other (expense) / income, net 532 504 683 154 (387)

Income before income tax and minority interest 107 2,540 3,809 5,083 1,073 

Income tax benefit/(expense) 94 (69) (398) (154) (321)

Minority interest 10 3 (7) (15) (9)

Net income/(loss) 211 2,474 3,404 4,914 742 

as a % of revenues 1 12 19 30 7 

Net income / (loss) per equity share

Basic 2.76 32.34 44.49 64.63 11.74 

Diluted 2.76 32.32 44.49 64.53 11.74 

Dividend declared per share of Rs. 5 (Rs.) 5.00 5.00 5.00 7.50 2.00 

Balance Sheet Data: 

Cash and cash equivalents 9,288 4,376 7,273 5,109 479 

Working capital 10,771 11,103 12,024 9,519 795 

Total assets 29,288 26,619 23,092 18,967 11,883 

Total long-term debt, excluding current portion 25 31 41 47 1,003 

Total stockholders’ equity 20,953 21,039 18,832 15,457 5,241

Additional data: 

Net cash provided by / (used in): 

Operating activities 2,292 3,999 4,367 4,653 617 

Investing activities 633 (6,506) (1,955) (1,533) (689)

Financing activities 1,931 (376) (153) 1,422 (88)

Effect of exchange rate changes on cash 56 (14) (95) 89 82 

Expenditure on property, plant and equipment (1,749) (2,416) (1,516) (1,090) 489 
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EVA – Economic Value Added ®
(Rs. million)

For the year ended March 31 2005 2004 2003 2002 2001

Shareholders funds 20,953 21,039 18,832 15,457 5,241

Debt - long term 25 31 41 47 1,003

Total capital employed 20,978 21,070 18,873 15,504 6,244

Earnings before interest & tax (EBIT) 173 2,555 3,944 5,095 1,460

Tax on EBIT* 2 205 398 423 411

NOPAT (a) 171 2,350 3,546 4,672 1,049

Cost of debt 2.3% 1.9% 1.9% 1.9% 6.6%

Cost of equity & retained earnings 12.3% 10.8% 11.9% 12.8% 16.1%

Weighted average cost of capital 12.3% 10.8% 11.9% 12.7% 14.6%

Capital charges (b) 2,571 2,267 2,238 1,973 910

Economic Value Added (a-b) (2,400) 83 1,307 2,699 140

® EVA is 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 (6.72%)

3. Beta value of 0.67 used for calculation of cost of
equity

4. Taxes on EBIT calculated at the Effective Tax Rate
(excluding deferred taxes)

5. All the calculations are based on U.S. GAAP
Consolidated Financials

Intangibles Valuation
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MVA – Market Value Added (Rs. million)

For the year ended March 31 2005 2004 2003 2002 2001

Current market value of debt 25 31 41 47 1,003 

No of outstanding shares (Mn) 77 77 77 77 32 

Share price details*

High for the year 1,004 1,461 1,150 1,150 1,494 

Low for the year 650 816 675 432 1,159 

Average price 827 1,139 912 791 1,327 

Average market value of equity 63,302 87,124 69,821 60,527 41,984 

Market value of debt and equity 63,327 87,156 69,862 60,574 42,987 

Book value of debt and equity 20,978 21,070 18,873 15,504 6,244 

Market value at end of year 42,349 66,085 50,989 45,070 36,743 

Net MVA added during the year (23,736) 15,096 5,919 8,327 2,914 

* Share prices in 2002 adjusted for stock split
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Ratio Analysis 
Year ending March 31 2005 2004 2003

Performance Ratios:
Product revenues / total revenue % 98.2 100.0 100.0
License fees / total revenue % 1.8 – –
Export Revenue / total revenue % 65.6 64.4 64.1
Domestic revenue / total revenue % 34.4 35.6 35.9
Gross profit / total revenue % 51.8 53.5 56.6

– API % 27.8 33.1 37.9
– Formulations % 68.1 65.5 64.1
– Generics % 54.7 69.5 75.2
– Critical care & biotechnology % 66.5 49.6 45.3

Selling, general and administrative expenses / total revenue % 35.0 32.7 28.2
R&D expenses / total revenue % 14.4 9.9 7.8

– Drug Discovery / Total R&D % 31.0 36.6 34.0
Employee cost (excluding R&D employee cost) / total revenue % 14.7 12.1 10.8
Operating profit / total revenue % (1.9) 10.4 17.8
Depreciation and amortization / total revenue % 6.7 5.6 5.6
Other income / total revenue % 2.7 2.5 3.8
Profit before tax / total revenue % 0.5 12.6 21.1

Balance Sheet Ratios:
Fixed assets turnover ratio 2.9 3.6 4.2
Capital expenditure / total revenue % 9.0 12.0 8.4
Working capital turnover ratio 1.8 1.7 1.7
Debt / equity 0.13 0.02 0.02
Debtors turnover (days) 68.6 66.8 75.1
Inventory turnover (days) 127.0 113.5 115.8
Current ratio 2.4 3.4 4.9
Cash and cash equivalents / total assets 31.7 16.4 31.5
Investments securities (current + non-current) / total assets 4.5 15.4 0.0
Growth Ratios:
Total revenue % (3.0) 11.1 8.7

– API % (9.0) 20.3 21.1
– Formulations % 4.2 9.4 13.7
– Generics % (17.5) 1.2 (5.4)
– Critical care & biotechnology % 28.2 (4.0) (0.2)

Export revenue % (1.2) 11.7 9.6
Selling, general and administrative expenses % 3.8 28.6 38.9
R&D Expenses % 40.8 41.1 90.4
Operating profit % (117.6) (35.3) (36.4)
Net Profit % (91.5) (27.3) (30.7)

Share Data :
Book value (Rs. per share) 273.8 275.0 246.1
Dividend % 100.0 100.0 100.0
Dividend per share (Rs.) 5.0 5.0 5.0
Price / earnings, end of year 267.8 30.1 20.6
Basic earnings per share (Rs.) 2.8 32.3 44.5
Diluted earnings per share (Rs.) 2.8 32.3 44.5

Based on U.S. GAAP consolidated financials
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Dear Members,

Your Directors are pleased to present the 21st Annual Report for the year ended March 31, 2005.

The financial highlights of the year are:

FINANCIAL HIGHLIGHTS

Table – 1 gives the financial highlights of the Company in the financial year 2004-05 as compared to previous financial year on
Indian GAAP standalone basis.

Directors’ Report

Table 1: Financial highlights for the financial year ended March 31 (Rs. in thousands)

2005 2004 

Income 16,290,422 17,423,711

Gross profit 1,368,152 3,750,657

Depreciation 924,575 717,219

Profit before tax 443,578 3,033,438

Taxation

Current tax (211,010) 201,478

Net profit for the year 654,588 2,831,960

Add: Profit and loss brought forward 1,663,130 1,265,305

Less: Accumulated Loss of Zenovus Bio-tech Ltd. – 2,520

Total available for appropriation 2,317,718 4,094,745

Appropriations:

Proposed dividend on equity shares 382,595 382,595

Tax on proposed dividend 53,659 49,020

Transfer to general reserve 66,000 2,000,000

Balance carried forward 1,815,464 1,663,130

Earnings Per Share (Par value Rs. 5 per share)

Basic 8.55 37.01 

Diluted 8.54 37.00
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DIVIDEND

Your Directors are pleased to recommend a dividend of Rs. 5
per equity share of Rs. 5 for the financial year 2004-05. The
dividend, if approved at the ensuing Annual General Meeting,
will be paid to those shareholders whose name appear on the
register of members of the Company as on July 11, 2005.

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

EMPLOYEE STOCK OPTION SCHEME

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 March 31, 2005
under the Dr. Reddy’s Employee Stock Option Scheme, 2002
are set out in the Annexure –1 to the Directors’ Report.

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. Additional information for the shareholders is
given in Additional Shareholders’ Information section.

MANAGEMENT DISCUSSION AND
ANALYSIS

A detailed Management Discussion and Analysis sections for
Indian GAAP standalone, Indian GAAP consolidated and
under U.S. GAAP are provided in this annual report in
financials sections. 

SUBSIDIARY COMPANIES

The Company had 21 subsidiary companies as on March 31,
2005. 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. 47/14/2005 – CL-III dated March 31, 2005 granted

approval to the Company for not attaching the financials of

subsidiary companies to the financials of the Company for the

financial year 2004-05. 

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 followed along with proper

explanation relating to material departures;

2. We have selected such accounting policies 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 of affairs of the Company at the end of the financial

year 2004-05 and of profit of the Company for that period;

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 ongoing

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.
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DIRECTORS

Dr. P. Satyanarayana Rao retired by rotation at the Annual
General Meeting held on July 28, 2004. He had expressed his
intention not to opt for re-appointment at this Annual
General Meeting. The Company expressly resolved at the same
meeting not to fill this vacancy.

Prof. Krishna G Palepu and Mr. Ravi Bhoothalingam retire by
rotation at the ensuing Annual General Meeting scheduled on
July 27, 2005 and proposed to be re-appointed. The brief
profiles of these Directors are given in the Corporate
Governance section for the reference of members.

AUDITORS

The name of the Statutory Auditors firm of the Company
was changed from Bharat S Raut & Co. to BSR & Co. The
Statutory Auditors of the Company BSR & Co., Chartered
Accountants, retire at the ensuing Annual General Meeting
and have confirmed their eligibility and willingness to
accept office of Auditors, if reappointed. The Audit
Committee and the Board of Directors recommend BSR &
Co. as Statutory Auditors of the Company for the financial
year 2005-06.

COST AUDIT

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

R R Sharma, the Cost Auditors of the Company expressed
their intention not to opt for re-appointment at the Board
Meeting held on May 28, 2004. The Board appointed
Sagar Associates as Cost Auditors of the Company for the
Financial Year 2004-05.

The Cost Audit is under process and the Company will submit
the Cost Auditors’ report to the Central Government within
the stipulated statutory period.

PARTICULARS OF EMPLOYEES 

Pursuant to the provisions of Section 217(2A) of the
Companies Act, 1956 read with Companies (Particulars of
Employees) 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 Directors) Rule, 1988 are
set out in the Annexure–3 to the Directors’ Report. 

ACKNOWLEDGEMENT

Your Directors place on record their sincere appreciation for
significant contribution 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
to us by the analysts, bankers, government agencies,
shareholders and investors at large. We look forward to
having the same support in our endeavor to help people lead
healthier lives.

For Dr. Reddy’s Laboratories Limited

Dr. K. Anji Reddy
Chairman

Place:Hyderabad
Date: May 6, 2005

026_068_CorpPgs.qxd  22/06/2005  9:51 AM  Page 61



62

Dr. Reddy’s Annual Report 2004-05

Sl.No. Description Details

1 Options granted 1,831,768 

3 Options vested 188,538

4 Options exercised 3,001

6 Options lapsed 1,150,268

7 Variation of terms of options Members of the Company approved the amendment in Dr. Reddy’s
Employee Stock Option Scheme, 2002 at the Annual General Meeting held
on July 28, 2004. 

The amendment enabled the Company to grant Stock Options in two
categories as discussed in para 2 above. Before this amendment 

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

On 24 January 2005, the Company offered all employees who were holding
fair market value options, an option to exchange their existing fair market
value options with par value (Rs. 5) options. As part of this offer, 725,931
Stock Options granted at fair market value were surrendered and exchanged
with 290,473 stock options at par value (Rs. 5). 

5 The total number of shares arising as a
result of exercise of option

3,001

8 Money realised by exercise of options Rs. 3,040,383

9 Total number of options in force 678,499

2 The pricing formula Dr. Reddy’s Employee Stock Option Scheme, 2002 provides for the grant of
options 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 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 fair market value of a share on each grant date falling under Category
A above is defined as the weighted average closing price for 30 days prior to
the grant, in the stock exchange where there is highest trading volume
during that period. 

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 March 31, 2005 under the
Dr. Reddy’s Employee Stock Option Scheme 2002 are as under:
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10 Employee wise details of options granted to

11 Diluted Earnings Per Share (EPS) pursuant to
issue of shares on exercise of option calculated
in accordance with Accounting Standard (AS)
20 ‘Earnings Per Share’

8.54 

12 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
2004-05 based on Intrinsic Value Method is Rs. 52.34 million. Had the
Company used the Fair Value Method, the ESOP cost in the financial year
2004-05 would have been Rs. 50.96 million.

There would not have been any adverse effect on the Profit and EPS of the
Company, if Fair Market Value method of accounting was adopted instead
of Intrinsic Value. 

13 Weighted-average exercise prices and
weighted-average fair values of options 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 options as on March 31,
2005 was Rs. 433.40. The weighted average fair value of the outstanding
options as on March 31, 2005 was Rs. 419.2.

14 Description of the method and significant
assumptions used during the year to estimate
the fair values of options:
(i) Risk-free interest rate,
(ii) Expected life,
(iii) Expected volatility,
(iv) Expected dividends, and
(v) The price of the underlying share in

market at the time of option grant

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:
4.48% - 6.84%
12 months to 78 months
39.39% to 50.70%
0.5%
Rs. 711 to Rs. 1,349

(ii) Any other employee who receives a grant
in any one year of option amounting to 5% or
more of option granted during that year.

Dr. Dennis Langer, President North America Operations was granted
80,000 options during the financial year 2004-05 which is 9.4% of the total
options granted during that year.

(iii) Identified employees who were granted
option, during any one year, equal to or
exceeding 1% of the issued capital (excluding
outstanding warrants and conversions) of the
Company at the time of grant;

Nil

(i) Senior managerial personnel (as on March
31, 2005)

Name No. of Options

Par Value Options

Andrew J Miller 6,800

Abhijit Mukherjee 3,200

Arun Sawhney 11,880

Ashwini Kumar Malhotra 7,408

Dr. Dennis Langer 104,000

Dr. R Rajagopalan 9,680

Dr. Uday Saxena 8,000

Jaspal S Bajwa 8,000

K B Sankara Rao 7,718

Raghu Cidambi 8,000

Saumen Chakraborty 7,200

Fair Market Value Options

Mark T Hartman 60,000

Andrew J Miller 30,000

Saumen Chakraborty 10,000

V S Vasudevan 25,740
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Annexure –3 

FORM A

Form for Disclosure of Particulars with respect to Conservation of Energy.

A. Power and fuel consumption

1. Electricity 

i) Purchased

2005 2004

Unit 75,349,924 63,406,565

Total amount (Rs.) 273,605,462 246,017,471

Rate/unit (Rs.) 3.63 3.88

ii) Own generation – through diesel generator set

2005 2004

Unit 6,736,259 5,463,051 

Units per ltr. of diesel oil 3.42 3.14 

Rate/unit (Rs.) 7.76 6.17

2. Coal (used in boiler)

2005 2004

Quantity (tonnes) 29,823 25,342 

Total Cost (Rs.) 67,836,781 51,749,199 

Average rate (Rs.) 2,275 2,042

3. Furnace Oil 

2005 2004

Quantity (K Lts.) 4,732 6,365 

Total Cost (Rs.) 59,804,678 70,796,932 

Rate/unit (Rs.) 12,638 11,123

B. Consumption per unit of production

The Company manufactures APIs and finished dosages in various forms and pack sizes. It is therefore impractical to apportion
the consumption and cost of utilities to each unit.

For the year ended March 31,

For the year ended March 31,

For the year ended March 31,

For the year ended March 31,
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FORM B

Research and development (R & D)
1. Specific areas in which R & D carried out by the
Company.
The research and development activities of the Company can
be classified into several categories, which run parallel to the
activities in the principal areas of operations:

• Formulations, where the research and development
activities are directed at the development 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 products for
sale in the emerging markets.

• Active pharmaceutical ingredients and intermediates, where
the research and development activities concentrate on
development of chemical processes for the synthesis of active
pharmaceutical ingredients for use in generics and
formulations segments of the Company and for sales in the
emerging and developed markets to third parties.

• Generics, where the research and development activities are
directed at the development 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 products whose patents and
regulatory exclusivity periods have expired or are nearing
expiration in the regulated markets of the United States and
Europe.

During the year 2004, the Company integrated the product
development capabilities in API, generics and formulations
segments to increase the focus on productivity and product
delivery, by combining technical excellence with process
excellence. The Company also strengthened technical,
intellectual property and legal skills to enhance new product
development process. This will help the Company leverage
the core technology strengths in chemistry and formulation
development with legal, regulatory and intellectual
property management expertise to expand the product
pipeline.

• Critical care and biotechnology, where research and
development activities are directed at the development of
oncology and biotechnology products for the emerging as
well as regulated markets.

• Custom pharmaceuticals, where the Company intend to
leverage the strength of process chemistry skills to cater to
the niche segment of the specialty chemical industry
targeting innovator pharmaceutical companies. The
research and development is directed toward supporting the
business to focus on marketing of process development and
manufacturing services to emerging and established
pharmaceutical companies. 

• Drug discovery, where the Company actively pursuing
discovery and development of NCEs. The research programs
focus on the following therapeutic areas:

• Metabolic disorders
• Cardiovascular disorders
• Cancer
• Bacterial infections

The Company is pursuing an integrated research strategy in
the laboratories in the U.S. focusing on discovery of new
molecular targets and designing of screening assays to screen
for promising lead molecules. Discovery is followed by
selection and optimisation of lead molecules and further
clinical development of those optimised leads at the
laboratories in India.

2. Benefits derived as a result of the R&D

• Commercial production of the new products 

• Modification of existing manufacturing processes for some
of the products and significant savings in cost of production

• Modification of existing manufacturing processes to reduce
the time cycle 

• Indian patents and US patents filings 

• Development of analytical methods for the products in
various therapeutic areas 

3. Future plan of action

• Commercialisation of new products for which the products
are under trials at development stage. 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 laboratory.

Development of Analytical methods for the new products and
method validations.
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4. Expenditure on R & D:

For the year ended March 31
2005 2004

A Capital (Rs. thousand) 459,689 349,998

B Recurring (Rs. thousand)(1) 2,518,184 1,910,491

C Total (Rs. thousand) 2,979,878 2,260,489

Total R & D expenditure as a percentage of total turnover 18.29% 12.99%

(1) Includes credit of Rs. 96,239 thousands received from I-VEN Pharma Capital Limited towards development costs as per the terms of the

agreement with I-VEN Pharma Capital Limited.

1 Efforts, in brief, made towards technology absorption,
adaptation and innovation

The Company has a full-fledged R&D Division continuously engaged
in research on new products and on process development of existing
products. The Company has developed indigenous technology in
respect of the products 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.

2 Benefits derived as a result of the above efforts, e.g.,
product improvement, cost reduction, product
development, import substitution, etc. 

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 form of better
production process, better yields, better quality of the end product and
cost reduction.

3 In case of imported technology (imported during the last
5 years reckoned from the beginning of the financial
year), following information may be furnished: 

a) Technology imported

b) Year of import

c) 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.

No Imported technology

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 to item No.19.
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Indian GAAP Financial Performance for 2004-05, Stand-alone

KEY PERFORMANCE HIGHLIGHTS

REVENUE MIX
The table below gives the region wise breakup of revenues (Gross of excise duty and other similar duties). 

Net Revenues (Net of excise and other similar duties)

Net revenues decreased by 7 per cent from Rs. 16,666 million
in 2003-04 to Rs. 15,577 million in 2004-05 due to the
following reasons:

• Revenues from India decreased by 6 per cent from
Rs. 6,374 million in 2003-04 to Rs. 6,020 million in
2004-05 on account of lower revenues in Branded
Formulations. New product launches contributed 6 per
cent of the revenues in the Branded Formulations
segment. This was however more than off set by the slow
down in some of the mature brands as well as the
negative impact of de-stocking by the trade in March
2005 due to the implementation of the Value Added Tax
(VAT) system.

• Revenues from international markets decreased by 7 per
cent from Rs. 10,292 million in 2003-04 to Rs. 9,557
million in 2004-05. Revenues in Russia & CIS markets
increased by 20 per cent primarily driven by higher revenues
in Branded Formulations. Revenues in Rest of the World
markets increased by 7 per cent driven by higher revenues
in API due to sale of amlodipine maleate API in Korea.
Revenues in Europe Generics increased by Rs. 365 million
primarily driven by higher revenues of omeprazole and
amlodipine maleate. In North America, the Company
successfully launched the generic versions of citalopram and
ciprofloxacin with combined revenue of Rs. 434 million.
The above increases were primarily offset by decrease in
revenues of ramipril API in Europe and decrease in revenues
of fluoxetine and tizanidine in North America Generics.

Revenue by geographic markets (Gross of excise and other similar duties) Rs. million

2005 2004 Inc./(Dec.)

India 6,694 7,110 (6%)

North America 2,754 3,829 (28%)

Europe 1,637 1,888 (13%)

Russia & CIS countries 2,546 2,121 20%

Rest of the World 2,620 2,454 7%

Total 16,251 17,402 (7%)

For the year ended March 31,
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Material Costs
Material Costs decreased by 6 per cent from Rs. 5,813 million
in 2003-04 to Rs. 5,444 million in 2004-05. As a per cent of
revenues, material costs remain unchanged at 35 per cent.
Higher proportion of international revenues in Branded
Formulations was offset by decrease in revenues in Europe API
as well as North America Generics.

Personnel Costs
Personnel costs increased by 19 per cent from Rs. 1,538 million
in 2003-04 to Rs. 1,824 million in 2004-05. As a per cent of
revenues, personnel costs increased from 9 per cent in 2003-04
to 12 per cent in 2004-05 due to annual increments and the full
year impact of the market correction announced in the fourth
quarter of 2003-04. The increase was also on account higher
stock based compensation expense of Rs. 52 million.

Operating & Other Expense
Operating and other expense increased by 19 per cent from
Rs. 3,744 million in 2003-04 to Rs. 4,462 million in 2004-05. As
a per cent of revenues, the expense increased to 29 per cent in
2004-05 from 22 per cent in 2003-04 due to the following reasons:

• Increase in selling expense by 10 per cent to Rs. 1,686
million from Rs. 1,534 million on account of higher
marketing activities in Branded Formulations.

• Increase in travel expense by Rs. 28 million on account of
higher international travel expense in Branded
Formulations.

• Forex loss of Rs. 463 million. During the previous year, the
Company had a forex gain of Rs. 226 million.

The above increase was offset by:  

• Decrease in Directors’ remuneration by Rs. 60 million on
account of decrease in profits.

Depreciation & Amortisation
Depreciation & amortization increased by 29 per cent from
Rs. 717 million in 2003-04 to Rs. 925 million in 2004-05 due

to addition of Rs. 1,933 million to the gross block during
2004-05. The additional investments were incurred towards
normal capital expenditure as well as new projects in API as
well as Branded Formulation business. 

Research & Development 
Research & development expense increased by 27 per cent
from Rs. 1,910 million in 2003-04 to Rs. 2,422 million in
2004-05. As a per cent of revenues, the expense increased to
16 per cent in 2004-05 from 11 per cent in 2003-04 due to
the following reasons:

• Increase in clinical trials expense on drug discovery by
Rs. 184 million. During the year 2004-05, the Company
initiated clinical trials outside India for DRF 10945 and
RUS 3108.

• Increase in manpower cost in Generics, API and Branded
Formulations.

• Development of biogenerics products in the Biotechnology
business.

• During the year, Company invested 51 per cent of the total
R&D expense in the innovation-led businesses of Drug
Discovery and Specialty.

During the year, the company entered into an R&D
partnership agreement with ICICI Venture for development
and commercialization in the U.S. of the ANDAs filed in
2004-05 and 2005-06. Under the terms of the agreement, the
Company received U.S.$ 22.5 million, of which U.S.$ 2.2
million was recorded as a reduction in the R&D expense line
item for the year 2004-05.

Profit After Tax
Net income decreased by 77 per cent from Rs. 2,832 million
in 2003-04 to Rs. 655 million in 2004-05. Net income was 4
per cent of net revenues in 2004-05 compared to 17 per cent
in 2003-04.
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Net Revenues (Net of excise and other similar duties)
Net revenues decreased by 5 per cent from Rs. 19,334 million
in 2003-04 to Rs. 18,359 million in 2004-05 due to the
following reasons:
• Revenues from India decreased by 6 per cent to Rs. 6,005

million due to decrease in revenues of Branded Formulations

and API businesses. New product launches contributed
6 per cent of the revenues in the Branded Formulations
segment. This was however more than off set by the slow
down in some of the mature brands as well as the negative
impact of de-stocking by the trade in March 2005 due to
the implementation of the Value Added Tax (VAT) system.

Management Discussion
and Analysis
Indian GAAP Financial Performance for 2004-05, Consolidated

KEY PERFORMANCE HIGHLIGHTS
The following table gives the Company’s consolidated business wise financial performance for 2004-05 and 2003-04 respectively.

Consolidated Business-wise performance under Indian GAAP Rs. million

Note: does not include costs, which cannot be allocated, and unallocable exchange rate gains and losses.

The below table gives the region wise distribution of the Company’s revenues in 2004-05 and 2003-04 respectively. 

Revenues by geographic markets (Gross of excise and other similar duties) Rs. million

2004-05 2003-04

Revenues PBIT * Revenues PBIT*

Formulations 7,914 2,335 7,614 2,328 

API 6,942 997 7,645 1,727 

Generics 3,516 (712) 4,337 316 

Developing businesses 527 58 411 28 

Drug discovery – (993) – (778)

Others 314 (1,438) 197 (889)

Total 19,213 247 20,204 2,732

2004-05 2003-04 Inc./(Dec.)

India 6,689 7,152 (6%)

North America 4,349 5,319 (18%)

Russia and other CIS countries 2,402 2,290 5%

Europe 2,868 2,795 3%

Rest of the World 2,905 2,648 10%

Total 19,213 20,204 (5%)
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• Revenues from international markets decreased by 4 per
cent to Rs. 12,354 million in 2004-05, contributing 67 per
cent of the total Company’s revenue. Revenue from Europe
Generics increased by 38 per cent driven by higher revenues
from amlodipine maleate and omeprazole. Revenues from
Russia & CIS markets increased by 5 per cent on account of
higher revenues of Branded Formulations driven by key
brands such as Nise, Omez and Keterol. Increase in
revenues of rest of the world (RoW) markets driven by
higher revenues in Branded Formulations and API
businesses. The above increases were offset by decrease in
revenues of ramipril API in Europe and decrease in revenues
of fluoxetine and tizanidine in North America Generics due
to additional competition.

Material Costs
Material Costs decreased by 3 per cent from Rs. 6,208 million
in 2003-04 to Rs. 6,015 million in 2004-05. As a per cent of
revenues, material costs increased to 33 per cent in 2004-05
from 32 per cent. Increase in revenues from high margin
businesses of international Branded Formulations and Custom
Pharmaceutical Services was more than offset by decrease in
revenues from North America Generics and Europe API
resulting in marginal increase in material cost per cent to
revenues.

Personnel Costs
Personnel Costs increased by 24 per cent from Rs. 2,365
million in 2003-04 to Rs. 2,938 million in 2004-05. As a per
cent of revenues, personnel costs increased to 16 per cent in
2004-05 from 12 per cent. This was on account of annual
increments and the full year impact of the market correction
announced in the fourth quarter of 2003-04 in India and
increase in manpower base in the international offices.

Operating & Other expense
Operating and other expense increased by 3 per cent from
Rs. 5,716 million in 2003-04 to Rs. 5,905 million in 2004-05.
As a per cent of revenues, the expense increased to 32 per cent
in 2004-05 from 30 per cent in 2003-04 due to the following
reasons:

• Increase in other selling expense by Rs. 44 million primarily
due to increase in CRM activities in Branded Formulations.

• Increase in rent expense by Rs. 78 million due to expense
towards new office space at the U.S. and the U.K.

• Forex loss amounting to Rs. 457 million.

The above increase was largely offset by: 

• Decrease in legal and professional charges by Rs. 321
million due to lower litigation and consultancy activity in
the U.S.

• Decrease in advertising expenses by Rs. 70 million primarily
in the Branded Formulation business.

• Decrease in Directors’ remuneration by Rs. 60 million on
account of decrease in profits.   

Depreciation & Amortisation
Depreciation & amortization increased by 23 per cent from
Rs. 1,025 million in 2003-04 to Rs. 1,256 million in 2004-05
due to addition of Rs. 2,644 million to the gross block during
2004-05. The additional investments were incurred towards
normal capital expenditure as well as new projects in API as
well as Branded Formulation business. 

Research & Development 
Research & development expense increased by 26 per cent
from Rs. 1,826 million in 2003-04 to Rs. 2,297 million in
2003-04. As a per cent of revenues, the expense increased to
13 per cent in 2004-05 from 9 per cent due to the following
reasons:

• Increase in clinical trials expense on drug discovery by
Rs. 184 million. During the year 2004-05, the Company
initiated clinical trials outside India for DRF 10945 and
RUS 3108.

• Increase in manpower cost in Generics, API and Branded
Formulations.

• Development of bio-generics products in the Biotechnology
business.

During the year, the company entered into an R&D
partnership agreement with ICICI Venture for development
and commercialization in the U.S. of the ANDAs filed in
2004-05 and 2005-06. Under the terms of the agreement, the
Company received U.S.$ 22.5 million, of which U.S.$ 2.2
million was recorded as a reduction in the R&D expense line
item for the year 2004-05.

Profit After Tax
Net income decreased by 87 per cent to Rs. 329 million in
2004-05 from Rs. 2,515 million in 2003-04. Net income was
2 per cent of net revenues in 2004-05 compared to 13 per cent
in 2003-04.
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Management Discussion
and Analysis
Note: Analysis of the financial performance for 2004-05 is based on the consolidated U.S. GAAP financials.

2004-05 has been a very challenging year for Dr. Reddy’s
Laboratories (“Dr. Reddy’s” or “the Company”). Revenue
declined by 3 per cent over the previous year, from Rs. 20,081
million in 2003-04 to Rs. 19,472 million in 2004-05. This was
accompanied by a significant reduction in profit after tax, from
Rs. 2,474 million in 2003-04 to Rs. 211 million in 2004-05.

These adverse developments have been due to a combination
of factors, of which two stand out. 

First, 2004-05 saw a fall in revenue from both our Generics
and Active Pharmaceutical Ingredients (API) businesses.
Because of severe pricing pressure on our key generics
products, fluoxetine and tizanidine, North American revenue
declined by 34 per cent, from Rs. 3,399 million in 2003-04 to
Rs. 2,230 million in 2004-05. Relatively, European Generics
sales did better. Even so, the overall Generics business revenue
fell by 17.5 per cent, from Rs. 4,338 million in 2003-04 to
Rs. 3,577 million in 2004-05. In addition, the API business’
revenue fell by almost 9 per cent from Rs. 7,629 million in
2003-04 to Rs. 6,945 million in 2004-05 — largely due to a
fall in sales of Rs. 539 million on account of ramipril in Europe,
also on account of price competition from many players.
Together, these three products contributed a revenue of
Rs. 1,833 million in 2004-05, compared to Rs. 3,727 million
in 2003-04.

Second, although Dr. Reddy’s launched several products across
its various businesses, none was significant enough to offset the
decline in overall Generics and API revenues. Indeed, new
product sales across the businesses contributed to only 7 per
cent of the Company’s total revenue. Moreover, on 15 April
2005, we suffered a reversal in our patent challenge for
olanzapine (sold as Zyprexa® by Eli Lilly), when the U.S.
District Court for the Southern District of Indiana ruled Lilly’s
patent to be valid. While this had no impact on the revenues

for 2004-05, a favourable judgement would have given us a
surge in revenue in 2005-06 because of the 180-days
exclusivity. 

Instead of adopting a myopic short term reaction of drastically
cutting R&D expenditure, we decided to continue with our
R&D investments to secure a sustainable and more profitable
future for the Company. In fact, with an outlay of Rs. 2,803
million, we invested 41 per cent more in R&D than what we
had done in 2003-04; and R&D investments accounted for 14
per cent of total revenue in 2004-05, versus 10 per cent in the
previous year.

We believe that such R&D expenditure holds the key to future
business growth. Close to half of our R&D outlay for 2004-05
was directed to innovation-led businesses of Drug Discovery
and Specialty. Today, we have three new chemical entities
(NCEs) in clinical development — two globally, and one in
India. In the Specialty business, following the acquisition of
Trigenesis Therapeutics Inc., in April 2004, we are working on
the development of two assets in the dermatology segment,
which are expected to enter clinical trials later this year.

While R&D will be discussed in detail later in this chapter, it
is necessary to state that our R&D strategy is not merely one
of ramping up investments year after year. In a nutshell, it
involves three components. 

• First, as far as Drug Discovery is concerned, we will focus
only on developing those molecules that can be successfully
taken up to at least Phase IIa of clinical trials. 

• Second, we are trying to create a portfolio of our API and
Generics pipeline which will not only minimise the lead
time from product development to commercialisation but
also create a mix consisting of products that are relatively
easy to engineer — and hence, more contestable — as well
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as those that involve greater complexity and concomitant
IPR protection. The former should generate base
incremental revenues, while the latter would have
technological advantages that limit competition from others
and, thus, generate greater value added over a longer period
of time. We believe that these investments in API and
Generics should start yielding results from 2006-07 in the
key markets of the U.S. and Europe.

• Third, we will come up with innovative solutions to de-risk
the business of pipeline building for Drug Discovery,
Specialty, Generics and API. As far as Generics goes,
Dr. Reddy’s has already done so by entering into an R&D
partnership with ICICI Venture for the development and
commercialisation in the U.S. of the abbreviated new drug
applications (ANDAs) filed in 2004-05 and 2005-06. We
shall discuss this in greater detail later in the chapter. We
are exploring similar de-risking possibilities for the Specialty
and Drug Discovery pipelines. 

To summarise, therefore, the adverse results of 2004-05 were
driven by two factors: (i) fall in global revenue, driven largely
by fierce pricing pressures on three of the Company’s key
products, fluoxetine, tizanidine and ramipril, and (ii) no
successful mega-launches of new products that could have
countered the decline in revenues. Added to this was the
Company’s continued investments in R&D, which is essential
to secure the future. The consequence has been a decline in
profits. 

We, however, believe that while 2005-06 may continue to be
a challenging year for Dr. Reddy’s, the building blocks are
now in place to achieve sustainable and profitable growth in
the future.

These building blocks are:

• Diversifying both the Company’s product mix and its
geographies.

• Further intensifying efforts at operational excellence to be a
global low cost producer of pharmaceutical products.

• Focusing on an R&D pipeline that is commercially driven,
adequately populated with NCEs, Specialty pharma,
Generics and APIs, and sufficiently de-risked through
innovative business solutions.

We take operational excellence as a given. Thanks to our
various plant-level operational initiatives that have been in
place for several years, we aspire to be one of the most

productive, lowest cost manufacturers of pharmaceuticals in
the world. Just one initiative — Pragati, an overall cost
efficiency project — has saved the Company over Rs. 448
million in the last three years. In what follows, we will discuss
markets and R&D in greater detail, and then move on to the
financials. 

MARKETS

Global Trends 
In 2004, for the first time in history, global pharmaceutical
sales crossed the U.S.$500 billion mark. The global growth
rate was 7 percent. Characterising this growth in 2004 was an
increased focus on pharmaceutical cost containment by payers
in major markets. The consequence has been a rise in the use
of generics — which accounted for over 30 percent of the
volume of consumption in the U.S., Canada, the U.K. and
Germany. Moreover, 2004 saw intense competition in the
generic space from low cost producers all over the world,
especially in the U.S. markets. 2004 also saw double digits
growth of biotech products, which accounted for 10 per cent
of global sales. IMS expects that over the next five years,
products derived from biotechnology will continue to grow at
double digits and represent an increasing share of the overall
market. Chart A gives the global geographical distribution of
pharmaceutical sales in 2004.

Chart A: Geographical Spread of Global Pharma Sales,
2004 (U.S.$ billion)

Source: IMS Health: MIDAS, MAT December 2004
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North America, Europe and Japan accounted for 88 percent of
audited worldwide pharmaceutical sales in 2004 — the same
in proportional terms as in 2003. North American sales grew
8 percent; sales in the EU rose 6 percent, while that in the rest
of Europe grew by 12 percent; Japan’s sales growth was a
modest 2 percent. The truly spectacular sales growth occurred
in China, which grew at 28 per cent and touched U.S.$9.5
billion.

The ten largest therapy classes accounted for 33 percent of the
world market in 2004, representing more than U.S.$173
billion worth of sales. Cholesterol and triglyceride reducers
continued to hold the number one position, with sales growing
by 12 per cent to U.S.$30 billion. Anti-ulcerants remained the
second largest therapy class, with a market size of U.S.$25
billion. A major change in the 2004 related to the oncological
segment, which grew dramatically to overtake anti-
depressants and mood stabilisers as the third ranked
therapeutic class. Sales for anti-cancer products grew by 17 per
cent to U.S.$24 billion.

TRENDS IN INDIA

The Rs. 205 billion Indian pharmaceutical market witnessed a
6.4 per cent value growth for the year ending December 2004.
Much of this growth was driven by the contribution of new
products launched in the last 24 months. Prices continued to
be under pressure, although its magnitude was marginally less
compared to 2003. While Indian companies dominated the
market with 77 per cent of the market share in value terms,
the MNCs improved their performance. Implementation of
the product patent regime from January 2005 has triggered
fresh MNC activities, with global pharmaceutical majors
establishing greater presence in India through new product
introduction, establishment of manufacturing facilities and
alliances as well as entry into new segments like clinical
research and biotechnology. 

The market is also witnessing a change in the way the Indian
companies are operating. Companies are forming alliances
with partners to leverage on their core strengths and
consolidate operations. Consequently, the top ten companies
have increased their market share in the last two years. Along
with changes in the competitive structure, India is also
witnessing changes in ailment patterns, with a gradual but
perceptible shift towards lifestyle disorders. Chronic therapies
now account for almost 24 per cent of the Indian market —
and this segment has grown at 12 per cent over 2003.

Source: ORG IMS Annual Report January to December 2004

DR. REDDY’S MARKET PERFORMANCE 
With a presence in over 78 countries, Dr. Reddy’s is focused
on expanding its global footprint with emphasis on key
markets of the United States, Europe, Russia, China, and
India. During 2004-05, the Company’s international
operations accounted for 66 per cent of revenue, versus 64 per
cent in 2003-04. Table 1 lists the relative share of national and
international revenues for the Company. Charts B and C show
the distribution of revenue over the last five years across major
geographies.

Table 1: Relative contribution of national and
international revenue (Rs. million)

2004-05 2003-04

Sales % of total Sales % of total

India 6,693 34% 7,144 36%

International 12,779 66% 12,937 64%

Total 19,472 100% 20,081 100%

Chart C: Dr. Reddy’s global sales (% share)

Chart B: Dr. Reddy’s global sales (Rs. million)
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Earlier we had touched upon the first building block for future
growth: diversification of geographies and products. Charts B
and C bring this out clearly. The share of India to the
Company’s total revenue has reduced from 51 per cent in
2000-01 to 34.4 per cent in 2004-05. Thanks to the successful
launch and 180-days exclusivity of fluoxetine, North
America’s share had shot up to 36 per cent of revenue in
2001-02. With the advent of increasingly intensive
competition after the expiry of exclusivity, the share of North
America to total revenue has reduced to 22.3 per cent. Lack of
significant new product launches in both the Company’s APIs
and generics coupled with the increasing competition in key
products of fluoxetine and tizanidine led to a decline in both
revenue and market share. The combined revenue for these
two products fell by Rs. 1,355 million to Rs. 1,135 million in
2004-05 from Rs. 2,489 million in 2003-04. 

From the Company’s point of view, significant geographical
diversification has occurred by growing the markets in Russia
(including CIS) and Europe. In 2000-01, revenue from Russia
was Rs. 993 million, or 9 per cent of the total. By 2004-05, it
had increased to Rs. 2,169 million, and accounted for 11 per
cent of total revenue. Between 2003-04 and 2004-05, revenue
from the Russian operations grew by 19 per cent. Russia has
been one of the most successful international markets for
Dr. Reddy’s with a compounded annual growth rate of 14 per
cent over last three years. 

The Company’s European forays also have been impressive. In
2000-01, European sales was Rs. 504 million or 4.6 per cent
of revenue. By 2004-05, this had risen 5.7 times to Rs. 2,868
million, or 14.7 per cent of the Company’s revenue. In this

context, it is important to note the performance of the
Generics business in Europe, which grew by 44 per cent from
Rs. 930 million in 2003-04 to Rs. 1,340 million in 2004-05 —
and accounted for 37.5 per cent of the Company’s overall sales
of generics. This generics growth was driven by omeprazole
and amlodipine maleate. For both these products, Dr. Reddy’s
now has market leadership in the U.K.. Omeprazole is an
example of how we have developed a product for leveraging
across multiple global markets. In 2004-05, this one item
alone achieved global revenue of about U.S.$ 45 million, with
sales in excess of U.S.$10 million in the key markets of Russia,
U.K. and India. 

This growth in generics, however, was offset by the decline in
revenue from ramipril API in Europe, due to fall in price
realisations arising out of greater competition.

In India, revenue declined by 6 per cent mainly due to the
8 per cent fall in the Branded Formulations business.
A positive element was the enhanced performance of new
products launched during the year in Formulations, which
contributed to 5.8 per cent of total revenue. However, this was
more than offset by the slowing down of some of the mature
brands as well as the negative impact of large scale de-stocking
by the trade in March 2005 due to the implementation of the
Value Added Tax (VAT) system.

Before moving on to a more detailed analysis of the business
segments, it is useful to give a snapshot of Dr. Reddy’s
consolidated financial performance by the various businesses
under U.S.GAAP. This is given in Table 2.

Table 2: Consolidated business-wise performance under U.S. GAAP (Rs. million)

(1) does not include selling, research and development costs, and exchange gains and losses. 

2004-05 2003-04

Revenue Gross profits(1) % to Revenue Revenue Gross profits(1) % to Revenue

Formulations 7,823 5,330 68 7,507 4,921 66

API 6,945 1,931 28 7,629 2,526 33

Generics 3,577 1,957 55 4,338 3,013 69

Biotechnology & Critical Care 527 351 67 411 204 50

Others 600 517 86 196 71 36

TOTAL 19,472 10,086 52 20,081 10,735 53
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Table 3: Revenue from key API products Rs. million
Product 2004-05 2003-04

Ramipril 783 1,314

Ciprofloxacin Hydrochloride 619 960

Naproxen Sodium 470 437

Ibuprofen 460 395

Ranitidine Hydrochloride Form 1 452 457

Ranitidine HCl Form 2 282 254

Atorvastatin 252 211

Naproxen 230 234

Nizatidine 217 160

Terbinafine HCl 194 125

Losartan Potassium 181 214

Dextromethorphan HBr 166 183

Sertraline Hydrochloride 138 178

Sparfloxacin 118 197

Doxazosin Mesylate 112 118

ACTIVE PHARMACEUTICAL INGREDIENTS
AND INTERMEDIATES (API)

Revenue in this segment reduced by 9 per cent to Rs. 6,945
million in 2004-05 from Rs. 7,629 million in 2003-04. This was
on account of the fall in revenue from Europe due to ramipril,
without any significant new product launches in the U.S. or
Europe to offset this decline. Following a successful launch
last year, ramipril had generated revenue worth
Rs. 1,237 million in 2003-04. Pricing pressures in 2004-05 led
to a fall in ramipril sales to Rs. 698 million in 2004-05.
Moreover, North America revenue from API decreased by 2.8
per cent to Rs. 1,849 million in 2004-05 — again largely due
to the absence of any significant new product launches. Revenue
in India also reduced by 6.8 per cent to Rs. 1,972 million in
2004-05 because of the decline in volumes of some of our key
products. Chart D gives the geographical distribution of revenue
from our API business in 2004-05; and Table 3 gives the
revenue from key API products for 2003-04 and 2004-05.

Despite near term challenges, we remain confident of the longer term outlook of the API business. As in the case of U.S.
generics, we believe that our API pipeline will provide significant growth opportunities from 2006-07, and this is based on key
product patent expiries.

Chart D: API revenue by geographies, 2004-05
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BRANDED FORMULATIONS

2004-05 was a year of highs as well as a few lows for Branded
Formulations. International operations delivered 25 per cent
sales growth compared to 2003-04, contributing 44 per cent
of total revenues — the highest ever for this business. Revenue
from international markets increased from Rs. 2,778 million in
2003-04 to Rs. 3,462 million in 2004-05. Russia was the key
driver, and achieved 18 per cent revenue growth on a relatively
high base. Marketing initiatives targeting the hospital
segment, key markets of Moscow and St. Petersburg as well as
special campaigns for key products helped in pushing this
growth in Russia. We expect the momentum to continue in
the next year. Besides Russia, key markets in the erstwhile CIS
region, Eastern Europe, Latin America, South Africa and
Middle East also performed well.

Chart E gives the geographical distribution of Branded
Formulations sales during 2004-05.

Chart E: Branded Formulation revenue by geographies,
2004-05 (Rs. million)

In India, new product launches contributed a record 5.8 per
cent of total revenue. We expect the momentum of new
product launches to continue on to 2005-06. The data released
by ORG IMS March MAT 2005 shows that the Company has

also improved its ranking in terms of total value of new
product launches from being 24th in the industry in 2003-04
to being 4th in 2004-05. These benefits, however, were
unfortunately more than offset by the slowing down in some
of the older brands as well as the severe de-stocking by dealers
which occurred in March 2005 due to the implementation of
VAT in India. Consequently, revenue from India declined by
8 per cent to Rs. 4,360 million in 2004-05 from Rs. 4,729
million in 2003-04. 

GENERICS

In 2004-05, Generics revenue decreased by 17.5 per cent from
Rs. 4,337 million to Rs. 3,577 million in 2004-05. As
mentioned earlier, the key reason for this was the decline in
North American sales — which reduced by 34 per cent from
Rs. 3,399 million in 2003-04 to Rs. 2,230 million in 2004-05,
largely due to the fall in revenue of fluoxetine and tizanidine.
The Company faced intense competitive pressures on both
these products from existing as well as new players, resulting
is reductions in both prices and volumes. In fact, revenue from
just these two products in the U.S. fell from Rs. 2,489 million
in 2003-04 to Rs. 1,135 million in 2004-05. 

This decline was partially mitigated by revenues from new
product launches of ciprofloxacin (launched in June 2004),
fluconazole (July 2004) and citalopram (October 2004).
Despite stiff competition, the Company was able to achieve
market shares in the range of 15 to 17 per cent for
ciprofloxacin and citalopram, which were launched under the
Company’s own label.

In an otherwise difficult scenario, the silver lining was Europe.
Generics revenue from this geography increased by 44 percent
to Rs. 1,340 million in 2004-05. For the second consecutive
year, the Company’s U.K. generics business delivered strong
revenue growth which helped Dr. Reddy’s to further
consolidate its presence in this market. In the U.K., revenue
growth was driven by increasing the volume of sales of
omeprazole and amlodipine maleate — in both of which the
Company was the market leader in 2004-05. Indeed, our
major success story in global generics in 2004-05 has been
omeprazole, which achieved world-wide revenue of about
U.S.$ 45 million in 2004-05. As far as Europe goes, in
addition to stepping up in-house product development efforts,
we are also focusing on in-licensing and marketing
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partnerships and alliances to drive future growth opportunities
in this market.

North America contributed 62 per cent of the Company’s
Generics business revenue. Europe accounted for another
37 per cent.

The success of ciprofloxacin and citalopram in the U.S. as well
as omeprazole and amlodipine maleate in Europe validates the
strength of the sales and marketing organisation that the
Company has built in these key markets. We are presently
driving several initiatives which are expected to deliver results
from 2006-07. As mentioned before, these include building a
balanced ANDA portfolio that will help deliver consistent year
on year revenue growth, as well as actively pursuing
partnerships and alliances that have near-term revenue
potential. The recently announced deal for Canada with
Pharmascience Group is a step in that direction. 

CUSTOM PHARMACEUTICAL SERVICES

The Custom Pharmaceutical Services (CPS) business unit was
set up in 2001 for leveraging our strength in process chemistry
to cater to the niche segment of the Specialty Chemical
Industry. Over the years, CPS business strategy has evolved to
focus on the marketing of process development and
manufacturing services to emerging and established
pharmaceutical companies and to be the partner of choice for
strategic sourcing needs of global pharma innovators. This
business is now getting considerable visibility from
pharmaceutical majors as well as emerging biotechnology
companies. Because of this, revenue from this segment
increased from Rs. 113 million in 2003-04 to Rs. 312 million
in 2004-05. We expect that greater focus on customer
engagement and acquisitions will further grow this business in
the coming years. 

CRITICAL CARE AND BIOTECHNOLOGY

The Company’s critical care division caters to niche segments
such as oncology, and has achieved leadership position in India
through innovative product presentations, focused customer
approach and customised patient service. It intends to leverage

Dr. Reddy’s product development expertise to expand the
oncology portfolio in international markets. To do so, it has
entered into an alliance with Pliva, an European
pharmaceutical major, for the development and marketing of
oncology products in Europe. It has invested in building an
oncology facility specifically designed to manufacture
cytotoxic APIs, and is in the process of setting up another to
manufacture hormonal oncology APIs. The Company is also in
the process of commissioning a facility to manufacture oral and
injectable cytotoxic formulations.

The biotechnology division is currently focused on developing
a bio-generics portfolio for the emerging as well as developed
markets. Grastim, our brand of filgrastim, was the first biotech
product. It was launched in India in 2001-02 and
subsequently in select international markets. During 2004-05,
the Company tied up with a U.S. biotechnology firm for the
development of a bio-generics portfolio.

Biotech products accounted for 27 percent of the active
research and development pipeline and 10 percent of global
sales in 2004. The IMS expects that over the next five years,
innovative products derived from biotechnology will continue
to grow at double-digits, and account for an increasing share
of the overall market. Despite uncertainty regarding the
regulatory pathway, the large size of the biogenerics market
has attracted many generic companies to invest significantly in
the development of biogenerics. Going forward, biogenerics
will be a focus area for Dr. Reddy’s as well.

Revenue in this segment increased by 28 per cent from Rs. 411
million in 2003-04 to Rs. 527 million in 2004-05. 

INNOVATION-LED BUSINESSES

While most of pharmaceuticals is innovation-led, for purposes
of this Management Discussion and Analysis we define these
to encompass our Specialty and Discovery Research businesses.
During 2004-05, the Company invested Rs. 1,352 million, or
48 per cent of its total R&D investments, in Specialty and
Drug Discovery. This includes a one-time non-cash charge of
Rs. 277 million toward R&D in-process technology related to
the acquisition of Trigenesis. 
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Specialty Business

During 2004-05, the Company acquired Trigenesis
Therapeutics Inc., a U.S.-based privately owned dermatology
company for Rs. 496.7 million (U.S.$ 11 million). Through
this, the Company has acquired technology platforms and
marketing rights for certain products and geographies. This
acquisition provides us with an entry into the dermatology
space. Currently, we are focusing on the development of two
assets which are expected to move into clinical development
later this year. We intend to combine our internal
capabilities in product development with possible
acquisitions of marketed products and business development
strategies to create a franchise of differentiated products that
will establish us as the key player in the U.S. prescription
dermatology segment.

Discovery Research

In the Discovery Research segment, the Company increased its
R&D investments by 19 per cent from Rs. 729 million in
2003-04 to Rs. 869 million in 2004-05, and accounted for
31 per cent of the Company R&D spend in the year. Of this,
Dr. Reddy’s invested Rs. 197 million primarily on the
international clinical trials of two molecules, DRF 10945 and
RUS 3108. In addition, with the discontinuation of further
development of DRF 4158 and DRF 2593 by our partners and
completion of all obligations under the respective agreements,
we recognised that amount of upfront license fees which was
deferred in the year of receipt in accordance with U.S. GAAP
requirements. Consequently, during 2004-05, we recognised
license fees of Rs. 288 million.

R&D 

Dr. Reddy’s views R&D as the key to sustainable long term
growth of the Company, and therefore, has not compromised
on research and development efforts despite 2004-05 being a
difficult year financially. R&D investments increased by 41 per
cent from Rs. 1,992 million in 2003-04 to Rs. 2,803 million
in 2004-05; and R&D accounted for 14 per cent of total
revenue, compared to 10 per cent in 2003-04. This increase
was on account of international clinical trials in the Drug
Discovery segment, increase in R&D activity in our API,

Branded Formulations, Generics as well as Biotechnology
businesses and the one-time non-cash charge of Rs. 277
million recorded towards in-process R&D acquisition of
Trigenesis’ assets. Chart F gives the proportional break-up
under different heads.

Chart F: R&D expenses, 2004-05 (Rs. million)

During the year, R&D investments in Drug Discovery
increased by 31 per cent over 2003-04 on account of costs of
conducting international clinical trials for DRF 10945 and
RUS 3108. Also, outlays in the Specialty segment increased
because of the one-time charge of acquiring Trigenesis’
compounds, which amounted to Rs. 277 million.

In the sphere of Drug Discovery, the Company has six key
NCE assets, with three in clinical development and 3 at the
pre-clinical stages. The Company achieved a significant
milestone with the commencement of the first-ever
international clinical trial for its own discovered NCE asset in
March 2004. This coincided with the completion of a decade
of commitment toward research in drug discovery. Table 4
lists the details of Dr. Reddy’s NCE pipeline.
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As far as the U.S. Specialty business is concerned, our current
R&D effort focuses on developing two key assets. In
Biotechnology, the Company has tied up with a U.S. biotech
firm for the development of bio-generics.

Regarding R&D for the Generics pipeline, efforts are directed
towards the U.S. and European markets. As far as U.S.
Generics are concerned, during the year the Company filed 13
ANDAs, including 6 Para IVs and 7 non-Para IVs addressing
innovator sales of about U.S.$6 billion [IMS, MAT, December
2004]. As of March 31, 2005, the Company’s U.S. generic
pipeline comprised 45 ANDAs pending with the U.S.FDA,
which included 29 Para IVs addressing innovator sales of
U.S.$ 25 billion dollars [IMS, MAT December 2004].

For European Generics, during 2004-05 the Company
submitted product licence applications for 6 generic drugs to
the U.K. Medicines and Healthcare products Regulatory
Agency (MHRA). In addition, the Company has also
successfully completed Mutual Recognition Procedures for one
generic drug in several countries in Europe.

In the API segment, the Company filed 9 drug master files
(DMFs) with the U.S.FDA, 2 Canadian DMFs as well as 
7 European DMFs. As of March 31, 2005, our API pipeline
consisted of 65 U.S. DMFs and 39 European DMFs. The
Company is also developing APIs in the oncology segment.

Regarding international branded formulations, during
2004-05, the Company filed 306 new product registrations in
different countries across the world.

A major development in the R&D front that occurred in
March 2005 was the U.S.$56 million partnership with ICICI

Venture Funds Management Company for commercialisation
of the Company’s U.S. ANDAs. ICICI Venture will fund the
development, registration and legal costs related to the
commercialisation of most of the U.S. ANDAs filed (or to be
filed) in 2004-05 and 2005-06 on a pre-determined basis. On
the commercialisation of these generics products, Dr. Reddy’s
will pay ICICI Venture a royalty on net sales for a period of
five years. ICICI Venture has already invested U.S.$22.5
million in the first phase, and has the right to invest another
U.S.$33.5 million. Out of the first tranche of U.S.$22.5
million, Dr. Reddy’s has recognised U.S.$2.2 million as
reduction in the R&D expenses for 2004-05.

This partnership is the first of its kind in India, where the
pharmaceutical Company de-risks the financials of its R&D
operations, while the investor promotes risk capital funding for
research and development. Going forward, we will attempt to
structure similar mutually beneficial de-risking models for the
Drug Discovery and Specialty businesses. 

FINANCIALS (U.S. GAAP)

As a Company listed with the New York Stock Exchange,
Dr. Reddy’s is required to report its financial statements under
U.S. GAAP. Table 5 gives the abridged consolidated
statement of operations for 2004-05 according to U.S. GAAP.

Table 4: Dr. Reddy’s development pipeline in discovery research, 2004-05

Compound Therapeutic Area Development Status

DRF 2593 Metabolic disorders Phase II completed

DRF 10945 Metabolic disorders Phase I clinical trials in Canada completed

DRF 11605 Metabolic disorders Pre-clinical; GLP toxicity studies in progress

DRF 1042 Cancer Phase II clinical trials in progress in India (Diastereomeric mixture)

Phase I clinical trials in progress in India (single isomer)

RUS 3108 Cardiovascular Phase I clinical trials in progress in Europe

DRF 13792 Bacterial infections Pre-clinical; GLP toxicity studies in progress
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Revenue
Revenue declined by 3 per cent compared to the previous year,
largely on account of severe international pricing pressures on
three of the Company’s products, fluoxetine, tizanidine and
ramipril. In 2003-04, these three products had contributed a
revenue of Rs. 3,727 million, or 18.6 per cent of the total. In
2004-05, revenue from these three had fallen to Rs. 1,833
million, or 9.4 per cent of the total.

Gross Profit
Gross profit decreased by 6 per cent, from Rs. 10,735 million
in 2003-04 to Rs. 10,086 million in 2004-05. Gross profit
margin was 52 per cent in 2004-05, compared to 53.5 per cent
in 2003-04. On the positive side, reduction in the gross
margin was contained by the growth in the high margin
businesses of International Branded Formulations, Custom
Pharmaceutical Services, Oncology and Biotechnology, as well
as the revenue recognition on account of DRF 2593 and
DRF 4158. These improvements enabled the Company to
largely mitigate the negative impact of revenue decline in the
U.S. Generics and the API businesses.

Selling, General and Administrative Expenses
Selling, general and administrative (SG&A) expenses increased

by 4 per cent to Rs. 6,810 million in 2004-05, compared to
Rs. 6,563 million in 2003-04. As a share of total revenues,
SG&A stood at 35 per cent for 2004-05, versus 33 per cent for
2003-04. The rise was, in part, due to an increase in employee
costs — which increased by 22 per cent, from Rs. 1,697
million in 2003-04 to Rs. 2,062 million in 2004-05. This was
due to annual increments, market-based corrections in overall
emoluments as well as an increase in the number of employees
in our international offices. The rise in employee costs was, to
an extent, offset by the decrease in legal and professional
expenses, which fell by 24 per cent, from Rs. 1,311 million in
2003-04 to Rs. 995 million in 2004-05. 

R&D Expenses
As given earlier, R&D outlay increased by 41 per cent from
Rs. 1,992 million in 2003-04 to Rs. 2,803 million in 2004-05.
This was on account of international clinical trials in the Drug
Discovery segment, increase in R&D activity in our API,
Branded Formulations, Generics as well as Biotechnology
businesses and the one-time charge of Rs. 277 million recorded
towards in-process R&D acquisition of Trigenesis. 

Foreign Exchange Gains / Losses
The foreign exchange loss for 2004-05 was Rs. 489 million,

Table 5: Abridged consolidated statement of operations for 2004-05, U.S. GAAP Rs. million
2004-05 2003-04

1 Revenue 19,472 20,081 

2 Cost of revenues 9,386 9,346 

3 Gross Profit (1-2) 10,086 10,735 

4 Selling, general and administrative expenses 6,810 6,563 

5 Research and development expenses 2,803 1,992 

6 Amortisation expenses 350 383 

7 Foreign exchange (gain)/loss 489 (282)

8 Other operating income, net (203) (131)

9 Total operating expenses (4+5+6+7+8) 10,249 8,524 

10 Operating income (3-9) (164) 2,211

11 Equity in loss of affiliates (58) (44)

12 Other (expenses)/income, net 329 373

13 PBT before minority Interest (10-11-12) 107 2,540 

14 Income tax benefit/(expense) 94 (69)

15 PAT (13-14) 201 2,471 

16 PAT after minority Interest 211 2,474 

17 Diluted earnings per share 2.76 32.32
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compared to a gain of Rs. 282 million in 2003-04. This was
primarily on account of the volatility in major international
currencies during the year and related mark-to-market losses
on our forward contracts. 

HUMAN RESOURCES

Dr. Reddy’s believes in the power of its people. As we progress
in our journey towards building a global organisation of the
future, we have employees from different nationalities across
the globe. In order to align them to common objectives, the
Company has taken up several initiatives, most of them aimed
at the deployment of organisational values across the
Company and its geographies through workshops, training
programmes and other participative activities. For instance,
the Company has created an interface called CONNECT as
well as open houses to give the employees an opportunity to
provide ideas and suggestions towards improving productivity
and the organisational climate. For more details on the
Human Resources, please refer to the section on human
resources in the theme pages.

As on March 31, 2005, the Company and its subsidiaries had
6,135 employees working throughout the globe. During the
year, we witnessed smooth and peaceful industrial relations
with increased participation from all employees in various
management initiatives. 

INTERNAL CONTROLS AND RISK
MANAGEMENT

Dr. Reddy’s has designed a system of internal controls with the
objective of safeguarding the Company’s assets, ensuring that
transactions are properly authorised, 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 audit committee of the board. Details of
internal controls are given in the chapter on Corporate
Governance.

OPPORTUNITIES, THREATS, RISKS AND
CONCERNS

Given its objective of becoming a discovery-led global
pharmaceutical company, Dr. Reddy’s long-term operations will
depend, to a large extent, upon its ability to successfully patent
and commercialise its own Discovery molecules and Specialty
products. The process of development and commercialisation of
new molecules is time consuming as well as costly. On an
average, it takes between 9 to 12 years to develop a new molecule
from the laboratory stage to a form ready for patented
commercial launch. The Company’s inability to obtain necessary
regulatory approvals for its products or failure of a product at any
stage may disturb its future revenue projections. Even in the
Specialty business in the U.S., delays or denial of regulatory
approvals may affect future revenue projections.

In view of the number of patent expiries coming up in the near
future, sales of patent expiry drugs in the U.S. as well as Europe
represents significant opportunity for all generic and API
manufacturers. However, obtaining 180-days exclusivity is
getting increasingly difficult in the U.S., and the generics market
is becoming rapidly commoditised. The Company’s Generics
business could be affected if branded pharmaceutical companies
are successful in limiting the use of generics through aggressive
legal defence tactics as well as authorised generics deals,
development of combination products and over-the-counter
switching. In addition, there is increasing competition from
companies from India and Eastern Europe, which may put
pressure on price realisations. The Company continues to carry
risks of competition, litigations, regulatory and legislative
reforms in its global Generics business. 

In India, the Government of India through the Drugs (Prices
Control) Order, 1995 (DPCO) imposes price controls for
specified pharmaceutical products under certain circumstances.
Adverse changes in the DPCO list or in the span of price control
can affect pricing, and hence, Indian revenues. Also, with the
introduction of product patent protection in India with effect
from January 1, 2005, it is expected that the new product launch
opportunity for Indian manufacturers of API and finished
dosages will narrow over the next few years.
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OUTLOOK 

2005-06 will be another challenging year for the Company as
it continues to implement its long-term strategy of being a
discovery-led global pharmaceutical entity. While revenue
growth is expected to be modest in 2005-06, the Company
will continue to pursue its various long-term growth
opportunities without compromising the short-term
expectations of various stakeholders. The Company will focus
on measures to control costs, drive productivity and process
excellence across the organisation. As the Company attempts
to further populate its R&D pipelines, it is simultaneously
working on initiatives to mitigate R&D risks and defray such
costs through risk capital alliances — such as the one executed
in partnership with ICICI Venture. We believe that the
pipelines that we have created over the last three to four years
will start unfolding after the next fiscal. 

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
U.S., and therefore include amounts based on informed
judgments and estimates. The management also accepts
responsibility for the preparation of other financial information
that is included in this report. 

This presentation 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
results to differ materially. These factors include, but are not
limited to, changes in local and global economic conditions,
the Company’s ability to successfully implement 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.

11
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The cover of this annual report is a faithful
representation of the ‘perlecan’ target.

The expression of this target has shown
therapeutic properties to block inflammation,
proliferation and thrombosis in arteries. 
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