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RAM PRASAD SAHU

he scrip of Dr Reddy’s
HHJ Laboratories has risen six

per cent over the past
month, due to three Abbreviated
New Drug Application (ANDA)
approvals from the US Food and
Drug Administration, with a
combined market size of $500
million. All three face limited
competition, from three to four
entities, which should translate
into higher margins.

Although there are short-
term hurdles such as the Russia-
Ukraine standoff and 2014-15
might not see any blockbuster
product launches by it in the
US, analysts believe the valua-
tions are fair. Motilal Oswal
Financial Services’ (MOSL) Alok
Dalal and Hardick Bora say
though the near-term outiook

on the US seems muted, the
company deserves at least sec-
tor-average valuations, given its
established researchand devel-
opment capabilities, Jean bal-
ance sheet and well-balanced

. geographic presence. Hence,

the price to eaming (PE) valua-
dons of 189 times the FY15 esti-
mates and 16.9 times those of
FY16 are undemanding.

According to Bloomberg, of
the 55 analysts who track the
company, 46 have a ‘Buy’, nine
have-a ‘Hold’ and there are no
‘Sell’ calls.

However, given the 40 per
cent outperformance over the
past year and short-term pres-
sures, investors can consider
the stock on any weakness.
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>=m_<mm believe Dr xma% s niche an:g portfolio will drive US revenues in FY14-16 and
forecast 11-12 per cent annual growth in dollar terms. puoro: soomeers

Stability from USbasebiz

The three drugs launched
recently are Imitrex Statdose,
Avelox and Caduet, used in the
treatment of migraine, bacterial
infections and high cholesterol,
respectively. Edelweiss Secu-
rities analysts estimate these
will add fourto six per cent to US
sales in FY15,on alarge US base
which contributes over $1 bil-
lion revenue to Dr Reddy’s
annually. Anshuman Gupta and
Perin Ali of the research firm
say the full-year impact from
launches in the second half of
FYl14, ramp-up in niche prod-

ucts and new launches bolster
confidence on the US growth.

While prospects for the US
market are robust over the long
term, the momentum is likely
to come from limited competi-
tion products, market share
gains from existing products (in
the base business) and smaller
value products, as there are no
blockbuster drug launches in
FYI15, believe analysts. Launches
in the injectable space were the
key reason for good perform-
ance in the US market over the
past year. Two of its launches,
Vidaza and Dacogen, used for

treating cancer, confributed to

nearly 20 per cent of US sales it
the December quarter. !
~. Thecompany also launched
two.other limited competition
products in FY14 — Reclast for
osteoporosis and Imitrex for
migraine ‘headaches. It is
expected to launch eight to 10
products in FY15 in that market
and would hope limited-com-
petition product approvals con-
lysts believe Dr Reddy’s niche’
product portfolio will drive US
revenues in F¥14-16 and fore-
cast 11-12 per cent annual

Dr =2_a_<.m Growth in small doses

US growth in FY15 will be driven by mx_m::m niche and 3835 launched low- 83%5_03 products
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growth in dollar terms.

" The next big launch is likely
to be Copaxone (around mid-
2015), a drug which helps in the
treatment of mudtiple sclerosis
and has estimated sales of $3.5
billion in the US market. Overall,
for the US market, the company
hasa pipelineof 62 ANDAs perid-
ingapproval, of which 39 are filed

under Paragraph IV, with eight
being first-to-file, giving it 180.

day exclusivity on these.

Domestic show toimprove
While pricing issues, as well asa

maturing portfolio, have been

respensible for the sub-market
nunbers, growth in Indiais like-
1y to be led by biotech products
and launches in the chronic
space. MOSL analysts say higher
dependence on mature products
is hampering overall growth.
‘While the:company is expected’

to close FY14 with six per cent;

growth, this is likely to improve
£010-12 per cent starting FY15, in

. line with the market.
" Russia: Blips & opportunity

Sales in the Russian market will
continue to be a worry due to
political tensions but analysts
believe the world’s 10th largest
market, growing at 20 per cent
annuallyin recent years, isakey
market for Dr Reddy’s. Russian
operations accounted for 12 per

cent of overall revenue in the _

December 2013 quarter. While
the management, according to
MOSL, says the. underlying
growth will remain unaffected
despite the ongoing political
issues, there could be an impact
due to currency volatility.

For a 10 per cent change in

the rouble, MOSL analysts esti- -
mate a two per cent {fnpact on:
FY15 earnings per share, They:
maintain that Russia and CIS

sales could remain soft in the

near to medium term. Analysts '

say with Russia importing
three quarters of its medicines,
sales might remain unaffect-

ed. Positively, with Indian-
. eompanies barely accounting:

for three per cent of the
Russian market, there is scope
toincrease its share.






