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CARRY ON,
- DR REDDY

The good times have started to roll for the
pharma major, thanks to some big generic
orders, acquisitions and research
breakthroughs, but sustainability is what counts
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NanpiTa DatTa

he positive flow of news from

Dr Reddy's Laboratories

refuses to ebb. Just when you

thought the company would

bat easy after a large acquisi-

tion in Europe (Betapharm)
and a small one in Mexico plus two
‘authorised generic’ deals under its
belt, it hits more home-runs. On
October 27, the pharmaceutical
major announced outstanding first-
half numbers—revenue at Rs 3,408.8
crore showed a 199% jump over the
corresponding period last year, while
net profit at Rs 419.5 crore was up
239%. Even better, profit margins at
the operational level doubled to 19%.
Before that, on October 10, Dr
Reddy's announced its third ‘autho-
rised generic’ deal—this time with
GlaxoSmithKline for Sumatriptan



MOMEY IN A CAPSULE: I Dr Reddy's
growth strategy works, there could be
more manufacturing plants across the

globe, like this one in Hyderabad

Pratogragsa SHOME BASY

Succinate (the generic version of
Imitrex, that's prescribed for acute
migraine attacks, and has sales of
5890 million in the US). This was just
after the company inked an agree-
ment with ClinTee International, UK,
on September 27, to jointly develop
the former's anti-cancer compound,
that's currently undergoing Phase 1I
clinical trials. And the latest—on
November 13, Dr Reddy’s filed a shelf
registration with the US Securities
and Exchange Commission for a pro-
posed American Depository Shares
issue of up to 13.5 million shares. For
a company that has been through
some very challenging times, and in
not too distant a past, this looks like
payback time.

But G V Prasad, Vice-Chairman and
CEQ, prefers to play things down. “I
don't see our current performance as
a turnaround because turnarounds

usually happen when you cul costs
and do things differently. Fundamen-
tally, we didn't do things any different
and are on the same trajectory that
we were on earlier. Yes, we did sign
some deals that turned out very well
for us. But other than that, we're just
doing our job," he says,

Company sources say this is typical
Prasad—serious, solemn and no-
frills. But try speaking to the Big Man
himsell and you get the real mood in
the company. In a telecon, Chairman
Anji Reddy was in high spiriis
because he had heard some great
news from his team ol scientists at
the research laboratories. “If you
check my blood pressure it'll be quite
high,” he joked. Nobody would say if
it's typical Reddy though.

Innovation-Driven Future

However, more than a happy chair-
man and a matter-of-fact CEQ, it's the
high growth and great prospects for
the future that made us look into Dr
Reddy's. Where is this growth
coming from? “If you look at the key
drivers of our performance over the
last few quarters, they reflect the
strength of our integrated business
model,” says Prasad. The core busi-
nesses of active pharmaceutical
ingredients (API) and (finished
dosages have been growing consis-
tently; investments in strengthening
the pipeline and infrastructure for
key markets have started yielding
results (evident from the significant
growth in Russia, turnaround in India
and unlocking the generics pipeline
in the US); and expansion initiatives
into new markets and businesses are
paying off. And what is the roadmap
for the future? “In the medium term,
growth will come from our global
generics business, in the medium-to-
long term, our innovation-driven
businesses will drive growth. To
begin with, it'll be specialty prod-
ucts—reformulating old drugs by
improving  efficacy—and  then
research-led products,” says Prasad.

He is confident that the global
generics business will continue to
grow well for the next few years. In
the first half of 2006-07, the company
has notched up generic revenues of

Rs 1,885 crore, up from Rs 405.6
crore in the whole of last year. Of
course, a large part of this is on
account of the two authorised generic
launches (Simvastatin and Finas-
teride) and the Betapharm acquisi-
tion in Germany.

True, the two authorised generics
will lose their exclusivity in December
2006, while the launch of the third
(signed last month) will happen only
in 2009, However, apart from the reg-
ular pipeline, there's a big opportu-
nity in the form of Ondansetron
(GlaxoSmithKline's nausea drug
whose patent expires December-
end), which Dr Reddy's hopes to
launch by January. Dr Reddy's was
the first to file generic application for

“Products that
were launched in
the last three
years contribute
about 13% to our
total revenue”

SATISH REDDY, Manaciv
IMReECTOR AND COO, Dr REDDY'S
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“We’ve many potential blockbusters”

Dr Anji Re

this product and, hence, it expects
the six-month exclusivity to fall into
its lap. Another opportunity could be
a possible authorised generic deal
with Bristol-Myers Squibb for Plavix,
a blockbuster cardiac drug with rev-
enues in excess of §1 billion. Com-
pany officials are, however, tight-
lipped about this.

Prasad believes that the key to suc-
cess in the US generics business is
gaining critical mass (and that for
him is 3200-300 million revenue
excluding upsides) by building up a
good product portfolio. “Today we
may be there because of the upsides,
but that's not how we want it," he
retorts. To achieve this, he says the
company will try to maximise the
value of its current pipeline of 56
pending ANDAs by launching all the
products on day one. “We will also
look at more authorised generic
opportunities and hopefully build a
branded generics business in the US,"
notes Prasad. The latter poses a real
challenge as it entails huge costs—
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¥You aim to be a discovery-led global
pharmaceutical company. How far
have you progressed in turning this

Ranbaxy, the only other Indian com-
pany to have experimented with this
idea, had abandoned it.

Dr Reddy’s also wants to broadbase
its presence in Europe and is eyeing
Spain and Italy. And it's likely to take
the acquisition route in certain mar-
kets in Europe, says Prasad who
thinks attempting to grow organically
in Germany would have been foolish.
“In Spain, we think we can manage
organically, but for Italy we're debat-
ing whether to take the acquisition
route to jumpstart the business,” he
says. But he denies that the company
is actively looking for an acquisition
either in the US or Europe. “If we do
want to acquire anything in the US,
it'll be to jumpstart our specialty
products business. And in Europe,
the idea would be to expand geo-
graphically,” he says.

Third World First

Global generics is only one aspect
of Dr Reddy's business—a bigger
share of the company's revenues
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actually comes from branded formu-
lations or finished dosages (40.9% of
total revenue). And, contrary to pop-
ular perception, the generics busi-
ness does not command the highest
marging; the credit goes to branded
formulations that boast of an impres-
sive 69% gross profit margin,

The good news is that the Indian
market is beginning to look up. Satish
Reddy, Managing Director and Chief
Operating Officer, says, “India is

“If we want to
buy anything in
the US, it will be
to jumpstart our
speciality prod-
ucts business”

(7 V PRASAD, Vice-CHAIRMAN
ann CEO, Dr REDDY'S
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There was a time when things were
going very wrong with Dr Reddy's,
especially in R&D? But, today, it
seems you're on the right track.
How have you achieved this
transformation?
You have to unde

So when will we see the first drug
from your lab hitting the market?

Last year, you address
concern—that of high costs and
risks associated with new drug
development—by partnering with
the venture capital arms of ICICI
and Citibank. Is that one of the rea-
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beginning to see good traction, grow-
ing at 15% per annum, and the
reason is more brand development.
Over the last few years, Indian com-
panies launched a host of products
without bothering to build the brand
and this impacted pricing and
growth. Now that the patent law is in
place and the number of launches has
come down, companies are looking at
sprucing up their portfolio through
better marketing.” He says his com-

s discovery-led journey?

pany has consolidated the flagship
brands by adding new lines to
address the requirements of all sub-
groups of patients. The sales force
has also been re-organised by adding
new divisions to create greater cus-
tomer focus. “As a result of these ini-
tiatives, produets that were launched
in the last three years now contribute
about 13% to our total revenue,” says
he. Apart from strengthening the
existing portfolio, he says the com-
pany will also explore in-licensing
deals to grow above industry average.

Meanwhile, the Russian dream con-
tinues full throttle for Dr Reddy’s.
“We were among the first to enter the
prescription market in Russia and
have over the years managed a solid
brand positioning, good distribution
capabilities and a strong product
pipeline. Today, when the market is
booming, we will obviously profit
from it,” says Reddy, adding that a 25-
30% growth is possible even on a
high base. Dr Reddy’s is also eyeing
growth opportunities in new markets.

ecome a dis
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siness into

Latin America—with two big mar-
kets, Brazil and Mexico—appears
attractive. “They are not commaodi-
tised,” explains Reddy. While entry
strategies are being planned for
Mexico, Dr Reddy's is also planning
to increase therapeutic coverage in
Brazil and scale up CIS operations to
leverage its pipeline developed for
Russia. Its presence in South Africa
will be enhanced by leveraging the
generic pipeline developed for the US
and Europe. Dr Reddy's has a
pipeline of over 81 cumulative drug
master filings (or DMF) in the US, 42
in Europe and 28 in Canada. With a
number of patent expiries coming up
in these markets over the next few
years, the API business’ growth path
is well laid out.

R&D On A High

But the one aspect that has trans-
formed Dr Reddy's over the last one
year is its research and development
initiatives. To de-risk its business
model, Dr Reddy's teamed up with
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Citigroup Venture Capital and 1CICI
Venture Funds to form a drug devel-
opment company, Perlecan Pharma,
with an equity capital of $52.5 mil-
lion ($22.5 million contributed by
each of the two VC firms and $7.5
million by Dr Reddy’s Laboratories).
Perlecan would undertake the task of
developing and commercialising four
new chemical entities (or NCEs) and,
in return, all the rights and titles were
transferred to it. The idea was simple.
Fast-track the development of these
drugs to Phase ITa and then seek out-
licensing, co-development or joint
commercialisation  opportunities.
Another financial deal was inked with
ICICT Venture under which the latter
agreed to fund the development, reg-
istration and legal costs of commer-
cialising abbreviated new drug appli-
cations (or ANDAs), necessary to
market generic drugs in the US,
during 2004-056 and 2005-06. In
return, Dr Reddy's would pay a roy-
alty once these were commercialised.
As a result of these two deals, the
company’s R&D expenses as a per-
centage of revenue dropped to 3% in
the first half of 2006-07 from 9% in
2005-06 and 14% in the year before.
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And the labs are doing well. With
nine NCEs in various stages of clini-
cal studies, Dr Reddy's research
pipeline will be the envy of any Indian
company. Company officlals are opti-
mistic about the most advanced
one—DRF 2593, also called Balagli-
tazone. This has completed Phase 11
clinical trials and data from the car-
cinogenicity studies have been posi-
tive. And so expectations are rife that
it will enter Phase [l trials soon. This
NCE is being jointly developed by
Rheoscience, Denmark, which will
take care of all the costs associated
with the Phase [ trials. Dr Reddy's
would pay its share of the cost to the
Danish company in return for full
rights over North America, Japan and

With nine NCEs
in various stages
of clinical studies,
Dr Reddy’s
research pipeline
looks robust

SANDEE
the rest of the world excluding
Europe. While it's still premature to
talk about the likelihood of this prod-
uct coming into the market, there is
no denying that this one compound
has the potential to change the face
of Dr Reddy’s. Just three years ago,
its anti-diabetes compound Ragagli-
tazar, had entered Clinical Phase III,
but was dropped and trials suspended
after tumours were found in long-
term animal studies.

Now the big question. Where does
Dr Reddy's Laboratories go from
here? Will £1 billion be the next rev-
enue milestone? “We will cross that
this year itself,” says Prasad. But he's
quick to add, “We are not looking at
any $2 billion or $3 billion revenue
milestone. We have some qualitative
goals—to build critical mass for our
generics business in the US and
Europe, expand our branded formu-
lations business into new geogra-
phies, take our first product from dis-
covery research into global launch as
carly as possible and launch a
branded business in the US. And we
are working towards these goals,
numbers are secondary.” And that
saysitall! O



