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Riding Out Of

Things are
looking up at
Dr Reddy’s
Labs. First
quarter profits
are up and the
stock has gained
some of the lost
ground. Finally,
the worst may
be behind the
pharma major.

BY E. KUMAR SHARMA

VERY DARK CLOUD, THEY
say, has a silver lining.
And ar the Hyderabad-
based Dr Reddy’s Labs,
the first set of good
news is beginning to
streak through a dense
cloud of concerns that hung over
the company for more than a year
now,. First, there was news of the
Indian pharma major losing a legal
battle for amlodipine maleate, indi-
cated in the treatment of hyperten-
sion and angina, thus dashing its
hopes of tapping a potential oppor-
tunity to rake in over $200 million
(Rs 17,600 crore) in peak sales from
the drug and in the process be able
to launch its first speciality drug;

PHTOGRAFHS BY A PRABHAKAR RAD
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The Trough

this was followed by the company
losing ground in some of its key
products in the Us generics market,
and then came the announcement
from MNovo Nordisk that it was dis-
continuing trials of an insulin sensi-
tiser molecule licensed to it by Dr
Reddy’s. Impact of it all? In just 10
months last year, the Dr Reddy’s
stock dropped to Rs 700—half of its
year-beginning price.

S0, the company’s results for
the first quarter of this year brought
cheer both to its Executive Vice
Chairman and ceo G.V. Prasad and
Dalal Street analysts. Consolidated
net profits jumped 87 per cent to
Rs 30.69 crore, and net sales 15
per cent to Rs 538 crore. Not sur-
prisingly, the next day, the stock
was up 7 per cent from Rs 766 to
Rs 822, before closing at Rs 803.
Prasad, understandably, is a bit rela-
xed. Does this mark the beginning
of Dr Reddy’s return to the good

old days? Prasad is loath to stick
his neck our that far. “We have not
done anything fundamentally dif-
ferent in this quarter,” he says. The
upturn, he says, is an outcome of
two factors: Internal improvements
and external factors.

On the Mend

There's no doubt that things are
finally beginning to look up. br's
revenues from branded finished
dosages in India grew by 19 per
cent to Rs 141.7 crore, simply
because the trade (distributors) got
over its fear of the value added rax
(vaT) and went to business as usual.
In other words, sale that hadn’t
been made in the last quarter of
2004-03, got done in the first guar-
ter, in addition to the regular sales.
Fortunately for the company, a sur-
prise surge in orders for branded
formulations came in from Russia,
pushing sales up 47 per cent to

Rs 75.4 crore. While analysts attri-
bute it to some seasonal purchases,
Prasad says the rise in sales were
aided by the trade in Russia making
advance purchases, as the products
(especially its lead brands like
omeprazole and ciprofloxacin) were
coming in for a re-registration cycle
in that counry.

Nort all the gain, though, is due
to external factors. Internally, the
company has been working to
improve productivity and cut costs.
In March this year, it struck a land-
mark deal with 1cict Venture to
raise $56 million (Rs 246.4 crore) to
fund the cost of launching generics
in the us market. That apart, there
has been a conscious effort to drive
revenues in key markets. In his

- speech to the shareholders at the

company’s annual general meeting,
founder-Chairman K. Anji Reddy
spoke of how serious efforts were
being made to build a business
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Founder-Chairman K. Anji Reddy: Still committed to funding basic research

model that was research-driven yet
low-risk. “I am confident that the
closure of the kind of deal we have
in mind for financing and mirigating
the risk of development of new
molecules will be path breaking,
and perhaps not just in India,” he
said. It is believed that Dr Reddy’s
may adopt a similar model for fund-
ing basic research.

The biggest worry remains,
though: North America, which
accounts for almost half of the
global drug industry by value. “We
still have challenges and the North
American market has still under-
performed,” admits Prasad. That's
not unique to Dr Reddy’s. Ranbaxy
Laboratories, India’s biggest pharma
company and which derives more
than half of its revenues from mar-
kets abroad, took a hit ro the bot-
tom line too last quarter. Net profir
fell from Rs 195.8 crore to Rs 101.3
crore. Ranbaxy’s CEO & Managing
Director, Brian Tempest, attributed
a large part of the drop to the us
markets. “The company remained
affected by the Us marker environ-
ment witnessing competitive pres-
sures,” he said in a release.

That apart, Ranbaxy's quina-
pril generic antihypertensive drug
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remained off the marker following
a court case by Plizer. Then, its
k&b expenses doubled to 526 mil-
lion (Rs 1,14.4 crore) due to inc-
reased investment in bio-studies
for generic filings.

Fortunately for Dr Reddy’s, the
European market is picking up. But
then, the problem, as analysts point
our, is that Europe is a highly frag-
mented market and, therefore, a
mixed bag. Some markets like the
UK and France are easier to enter
and thus more competitive than,
say, Germany. Also, infrastructure
needs to be built in each of these
countries, adding to overheads, “We
have a hub in the Uk and will now
build the spokes around it in several
of the European countries such as
Germany, Spain, Iraly and France by
either direct presence or in part-
nerships,” says Prasad. Message:
The focus is tirmly on Europe,
which accounts for 28 per cent of
global drug sales by value (Fu alone
accounts for 25 per cent).

The next two years will be
critical for the generics business
in the us, as the marker will sig-
nificantly expand with moré pro-
ducts going off patent. Also, the
company has promised to launch

Concerns Remain...

Next quarter results will show
H the upturn is sustainable

Decisions on impending
litigations (among others, one
on anti-ametic Ondansetron
(read: Zofran) and another on
clopidogrel (read: Plavix) could
impact both performances

Dr Reddy's scale-up in
generics may not show in the
US generics market until 2007

...But There is
Potential Upside too

The Deal with ICICI Venture
for sharing cost of generic
drug launches in the US
would take some pressure off
the bottom line

A similar deal may happen
in the case of drug discovery

Any victory in the impending
litigations will boost investor
sentiment

its first wholly-developed drug in
2008-09, Therefore, investors will
keenly watch development on that
front. (The company has quite a
few molecules in advanced stages
of clinical trials.) Then, decisions
on some crucial court battles are
also likely, and those would have a
bearing on the performance of
companies like Dr Reddy's.

The only problem, according to
Prasad, is that while the markets
will expand, they will also ger more
competitive in terms of pricing.
However, the company is confi-
dent of being able to build a self-sus-
taining, robust and profitable gene-
rics business in the Us, “We are
doing our best,” says Prasad. Inves-
tors expect nothing less,






