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Highlighted Companies
Aurobindo Pharma
ADD, TP Rs1178, Rs1123 close

Aurobindo Pharma is a play on the US
generics market.

Divi's Laboratories
REDUCE, TP Rs3150, Rs3903 close

There are elevated margin expectations in
respect of Divi’s Laboratories.

Gland Pharma Ltd
HOLD, TP Rs1675, Rs1909 close

Gland Pharmaceuticals is a beneficiary of
injectables shortage in the US.

Summary Valuation Metrics

P/E (x) Mar24-F Mar25-F Mar26-F
Aurobindo Pharma 20.94 17.16
Divi's Laboratories 65.49 51.1
Gland Pharma Ltd 32.16 26.08
P/BV (x) Mar24-F Mar25-F Mar26-F
Aurobindo Pharma 2.23 1.99
Divi's Laboratories 7.64 7.01
Gland Pharma Ltd 3.52 3.1
Dividend Yield Mar24-F Mar25-F Mar26-F
Aurobindo Pharma 0.53% 0.62%
Divi's Laboratories 0% 0%
Gland Pharma Ltd 0% 0%
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Pharmaceuticals
3QFY?24 results preview

m Therecovery in the industry’s sales growth (~9.7% growth in Oct and Nov 2023
combined) should drive strong India growth for most companies in the sector.

m Margins should be flat QoQ, with most drivers largely sustaining (gRevlimid,
lower APl/logistic costs and a benign US pricing environment).

m Strong numbers likely from Aurobindo Pharma & Gland Pharma while Laurus
and Divi’'s Labs may disappoint due to high street hopes on margin recovery.

India growth to recover after a dull 1HFY24 performance

From a 4% average growth in 1HFY24, IPM’s (Indian pharmaceutical market) growth has
recovered smartly and posted an average of 9.7% growth for Oct/Nov 2023 combined. This
should reflect in strong India growth in 3QFY24F for the companies in our coverage
universe. Barring Ajanta Pharma and Dr. Reddy’s Laboratories, we expect double-digit
growth for all domestic market-focused companies under our coverage.

Expect US growth to be largely flattish sequentially

Barring Aurobindo Pharma, which will benefit from gRevlimid launch in Oct 2023, and Sun
Pharmaceutical Industries or Sun Pharma, which is likely to see better US generics sales
QoQ led by gVynanse contribution, we expect most companies to report a flattish growth
in the US market. gRevlimid will continue to be an important driver, but its contribution will
keep fluctuating QoQ. For Dr. Reddy’s Laboratories, we expect ex-gRevlimid US sales to
decline QoQ by 3%, led by lower sales of gCiprodex (seasonality effect) and gSuboxone
(price erosion).

Key things to watch out for

We expect Aurobindo Pharma to surprise positively led by gRevlimid contribution as well
as the strong base business momentum. Commentary on FY25F margins will also be
important; our margin expectations for FY25F are 150bp above street estimate and we
expect an upgrade here. We believe margin expectations for Divi’'s Laboratories are
elevated and expect the street to tone down its expectations; we will watch out for
management commentary here. Other companies to watch out for are Cipla (comments on
the warning letter), Laurus Labs (ramp-up/contribution from the animal health project), Sun
Pharma (ramp-up of its specialty portfolio), Alkem Laboratories (margin trajectory under the
new CEO), Ipca Labs (progress on its Unichem portfolio) and Gland Pharmaceuticals
(Cenexi ramp-up).

Outlook

We expect the sector’'s outperformance to continue, led by a benign US pricing
environment, recovery in India growth and margin tailwinds (lower APl/logistic costs).
Aurobindo Pharma (a play on US generics), Ajanta Pharma and Torrent Pharmaceuticals
(branded generic plays) are our top picks. Any marked reversal in the US pricing
environment remains a key downside risk to our call.

Figure 1: Nifty Pharma outperforms the broader Nifty index by a huge margin in the
last one year
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Figure 2: Pharma companies’ valuation matrix

Market EPS EPS P/E P/BV
Capitalizati CMP Target  Up/down Growth (%) (x) (x)

Company Rec. on (Rs) Price (Rs) (%)

(US$bn) FY23A FY24F FY25F FY23A FY24F FY25F FY23A FY24F FY25F FY24F FY25F
Ajanta Pharma ADD 34 2,233 1,964 -12.0% 45.9 63.4 75.7 -20 40 20 48.6 35.2 29.5 8.4 7.0
Alkem Laboratories HOLD 7.5 5,241 4,046 -22.8% 89.0 144.1 161.9 -40 60 10 63.7 37.4 324 6.9 6.2
Aurobindo Pharma ADD 7.7 1,091 1,178 7.9% 329 54.8 65.4 -30 70 20 33.2 20.4 16.7 2.4 2.2
Cipla ADD 12.6 1,300 1,291 -0.7% 36.3 50.3 58.2 10 40 20 37.4 25.8 22.3 45 3.9
Divi's Laboratories REDUCE 12.8 4,031 3,150 -21.8% 68.7 59.6 76.4 -40 -10 30 58.7 67.6 52.8 8.4 7.9
Dr Reddy's Laboratories HOLD 11.9 5,932 5,415 -8.7% 270.8 333.4 323.2 50 20 0 21.9 17.8 18.4 4.3 3.6
Gland Pharma HOLD 4.0 2,031 1,675 -17.5% 50.0 59.3 73.2 -30 20 20 42.8 34.2 27.8 4.2 3.7
Ipca Laboratories HOLD 34 1,110 1,067 -3.9% 18.6 23.1 35.6 -50 20 50 59.8 48.1 31.2 4.8 4.4
Laurus Labs REDUCE 2.8 430 307 -28.5% 14.7 6.9 12.4 -10 -50 80 29.3 61.8 34.7 5.7 55
Sun Pharmaceutical Industries HOLD 374 1,299 1,154 -11.1% 36.0 38.0 43.8 10 10 20 36.8 34.2 29.6 5.6 5.0
Torrent Pharmaceuticals ADD 9.6 2,351 2,266 -3.6% 36.8 48.3 60.8 20 30 30 63.9 48.7 38.7 12.8 11.2
Zydus Lifesciences HOLD 8.6 710 625 -12.0% 24.0 35.2 35.4 0 50 0 36.6 20.2 20.1 41 35

Figure 3: 3QFY24F earnings for companies under our coverage

(Rs m) Revenue Growth EBITDA EBITDA Margin PAT

Revenue YoY (%) QoQ (%) (Rs m) YoY (%) QoQ (%) Margins YoY (bp) QoQ (bp) (Rs m) YoY (%) QoQ (%)
Ajanta Pharma 10,587 9% 3% 2,868 39% -1% 27.1% 584 -117 2,058 53% 5%
Alkem Labs 33,028 9% -4% 6,082 2% -19% 18.4% -128 -329 4,943 9% -27%
Aurobindo Pharma 74,470 16% 3% 15,520 63% 11% 20.8% 595 140 8,563 74% 13%
Cipla 65,999 14% -1% 16,240 15% -6% 24.6% 38 -135 10,631 33% -6%
Divi’s Labs 20,701 21% 8% 5,806 42% 21% 28.0% 414 296 4,215 37% 21%
Dr. Reddy’s Labs 69,095 2% 0% 19,275 -6% -3% 27.9% -248 -105 13,568 9% -8%
Gland Pharma 15,434 64% 12% 4,170 44% 29% 27.0% -385 342 2,952 27% 52%
Ipca Labs 21,334 38% 5% 3,496 51% 9% 16.4% 139 59 1,738 61% 20%
Laurus Labs 12,245 -11% 12% 2,187 -46% 116% 17.9% -826 252 585 -71% 58%
Sun Pharma 1,22,318 9% 0% 32,185 7% 0% 26.3% -44 -4 23,384 8% -2%
Torrent Pharma 26,866 8% 1% 8,329 15% 1% 31.0% 194 -1 4,010 42% 4%
Zydus Lifesciences 45,282 4% 2% 11,010 15% -4% 24.3% 240 -144 7,817 26% -2%

TOTAL 5,17,358 11% 2% 1,27,169 13% 1% 24.6% 48 -10 84,465 20% -1%
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Company-wise forecasts

Ajanta Pharma »

We expect India growth to taper off for the quarter to 8% YoY while the Asian
market should see strong growth, partly led by deferred sales from 2QFY24. We
expect Africa branded business growth to pick up, in line with the annual guidance
of low-teen growth for FY24F, while the US market is likely to be flat QoQ. We
expect the company’s margins to decline by 120bp QoQ led by higher SG&A
expenses.

Alkem Laboratories»

We expect India growth to recover sharply to 11% for the quarter, after a weak
1HFY24, while the ROW market is likely to continue its strong growth momentum,
as per the guidance given in the 2QFY24 earnings call. We expect a 3% QoQ
decline in the US business, at US$90m. While the margins are likely to decline in
QoQ, as 2Q was aberrational, we believe the full-year margins can tread above
management’s guidance of 16.5% for FY24F. We will watch out for management
commentary on the same.

Aurobindo Pharma »

We expect strong growth in the US market QoQ for the quarter, led by gRevlimid
launch. We have built in US$30m in revenue from gRevlimid. Consequently, we
estimate Aurobindo Pharma’s US sales at around US$440m (+7.5% QoQ). We
also expect a 20% growth in the RoW market, largely due to the Indonesian
acquisition. We expect its margins to expand by 140bp QoQ to 20.8%, largely
reflecting the contribution from gRevlimid.

Cipla »

We expect US market sales for the quarter at US$222m (-3%Qo0Q), in line with its
guidance of US$220-225m. Cipla’s market share in Albuterol and Lanreotide is
stable at 13% each while there is no material share gain yet in Lupron. We build
in a 10% growth in India business while the margins are likely to decline by 135bp
QoQ and track Cipla’s FY24F guidance of 23-24%.

Divi’s Laboratories »

2H is seasonally stronger than 1H and we build in an 8% QoQ growth (+21% YoY)
for Divi's Laboratories for the quarter. We expect margins at around 28%, ~300bp
up QoQ, in line with the revenue recovery. Nevertheless, we believe consensus
margin estimates for FY25F/26F are on the higher side and warrant a cut; we will
watch out for management commentary on the same.

Dr. Reddy’s Laboratories »

We expect Dr. Reddy’s Laboratories’ US sales for the quarter to be impacted by
seasonality in gCiprodex, pricing pressure in gSuboxone and a decline in
gRevlimid, all of which should lead to a 3% decline in US sales QoQ to US$371m.
This should exert pressure on overall margins (we expect 27.9%, -105bp QoQ).
We expect India growth at 9% YoY.

Gland Pharmaceuticals>»

We expect a QoQ improvement in Gland Pharmaceuticals’ revenue and margins
for the quarter, led by normalization of Cenexi sales at EUR 55m (was shut down
in 2QFY 24 for one month) and RoW sales (impacted due to uneven procurement).
We build in margins at 27%, a 340bp improvement QoQ. The tax rate was higher
in 2QFY24 due to Cenexi losses and, we believe, it should normalize to 22.5%.
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Ipca Laboratories»

We expect Ipca Laboratories to post strong growth in India business (+13% YoY)
and international branded markets for the quarter, in line with its guidance. We
build in a 60bp QoQ margin improvement, largely led by Unichem and one-offs in
the 2QFY24 base.

Laurus Laboratories»

With commercialization of its animal health project, we expect Laurus
Laboratories’ growth in the synthesis business for the quarter to recover sharply
QoQ. This should also drive a QoQ margin expansion (17.9%, +250bp).

Sun Pharmaceutical Industries»

We expect ex-Taro US business of Sun Pharmaceutical Industries or Sun Pharma
for the quarter to grow QoQ, led by the contribution from gVynanse. The specialty
segment should be stable, led by marginal growth in llumya and market share
growth in Cequa (now at 7.5% of the cyclosporine market). We expect flattish
sales for Taro QoQ. We expect the total US sales to be US$438m (vs. US$429m
in 2QFY24). India business should post a healthy 12% growth. Margins are likely
to be flattish QoQ, as product mix benefits are likely to be offset by increased R&D
expenditure.

Torrent Pharmaceuticals>»

We expect another stable quarter for Torrent Pharmaceuticals, with India growth
at 15% YoY, including Curatio (the base quarter had only part sales of Rs550-
600m from Curatio). We expect the EU performance to largely sustain with the
recent tender wins while the US market is likely to remain muted at US$30m (flat
QoQ) with the recent discontinuation of low-margin products. We expect margins
at around 31%, flat QoQ.

Zydus Lifesciences»

We expect Zydus Lifesciences to post flattish sales QoQ in the US market (no
gRevlimid revenue in 3QFY24) as well as in its wellness portfolio. India business
growth should recover to around 12% YoY, in line with the industry recovery. We
build in a 140bp decline in margins as Zydus Lifesciences gave guidance of a
higher opex for 2HFY24F.
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