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Highlighted Companies
Ajanta Pharma Ltd

ADD, TP Rs3220, Rs2485 close
A play on branded generics.

Cipla Ltd
ADD, TP Rs1640, Rs1415 close

Goa plant’'s VAI removes a key overhang,
Lupin Ltd
ADD, TP Rs2329, Rs1971 close

Healthy drug launch pipeline and visibility
beyond FY26F.

Summary Valuation Metrics

P/E (x) Mar25-F Mar26-F
Ajanta Pharma Ltd 34.2 28.4
Cipla Ltd 22.9 21.3
Lupin Ltd 26.9 22.6
P/BV (X) Mar25-F Mar26-F
Ajanta Pharma Ltd 8.9 7.9
Cipla Ltd 3.7 3.2
Lupin Ltd 5.2 43
Dividend Yield Mar25-F Mar26-F
Ajanta Pharma Ltd 2.0% 2.0%
Cipla Ltd 0.4% 0.4%
Lupin Ltd 0.4% 0.4%
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Pharmaceuticals
Tariff fears haven’t abated

m Recent statements by Donald Trump indicates his intention to impose sharper
tariffs on pharma imports; Section 232 probe is a likely plank to impose tariffs.
= We revise our stance & feel tariffs may be implemented. There’s less chances
of a 10% tariff; a higher tariff of 15-25% to have 2-18%/3-30% EBITDA impact.

= Reshoring to the US is unlikely. We prefer branded & domestic focused
companies, diagnostics & CDMO players while being cautious on US generics.

Separate tariffs for pharmaceutical imports are likely on the horizon
The recent exclusion of the pharmaceutical (pharma) sector from US reciprocal tariffs was
a positive development and aligned with our expectations (link). However, in a recent
statement, US President Donald Trump has indicated his intent to impose strict tariffs on
imported drugs. We believe the Trump administration may initiate a Section 232
investigation (under the Trade Expansion Act, 1962) into the pharma sector, which could
serve as a plank for imposing tariffs - like the one used during 2017-18, when the US
imposed 10% and 25% tariff on aluminium and steel, respectively.

Change in our stance - tariffs are now likely

We have now revised our stance and consider the likelihood of tariffs being imposed on
the sector being high. A 10% tariff, if imposed, is likely to be fully passed on, limiting its
impact and thus making it less probable. However, a higher tariff of 15-25% would be
challenging, as most generic players operate on a thin EBITDA margin of 15-25% in the
US market. Such a move could exacerbate the ongoing drug shortage. To sustain business
viability, we believe that companies may look at passing on 50-70% of the tariff to
consumers or distribution partners. As a result, we estimate a 2-18% impact on FY26F
EBITDA in a best-case (70% pass-through) scenario, and a 3—-30% impact in a worst-
case (50% pass-through) scenario.

Trump reprioritizes US manufacturing

A key detail that flew under the radar in the White House Fact Sheet was Trump’s renewed
emphasis on revitalizing US manufacturing. The document underscored the importance
of maintaining a resilient domestic manufacturing base—particularly in sectors like
pharma—warning that a continued loss of capacity could permanently erode US
competitiveness. This signals a clear policy direction toward reshoring production and
reducing the reliance on imports.

Reshoring pharma manufacturing to the US is unlikely

We see limited probability of large-scale reshoring of pharma manufacturing to the US,
given the long gestation period (three-to-four years including regulatory approvals),
significantly higher production costs (two-to-three times that of India), and higher capex
requirement. The US currently lacks the capacity to meet generic drug demand, and so
tariffs could either worsen the drug shortage or raise healthcare costs—both of which are
detrimental to US consumers. We will closely monitor any capex plan from companies
expanding into the US, although we believe such a move would dilute return ratios without
adding to profitability.

Sector outlook

We maintain our Overweight stance on the sector, as the recent correction (BSE
Healthcare index down 11% since Jan 2025) has made stock valuations attractive. Despite
a 10-18% correction in companies having US generics business (factoring in most of the
negatives), we maintain our cautious stance on the sub-segment due to growth headwinds
post-FY26F and potential policy changes (US tariffs) which could limit any significant
upside. Our preference remains firmly on branded and domestic market-focused
companies, diagnostics and CDMO players. We are bullish on Ajanta Pharma, Lupin, Cipla,
Ipca Laboratories, Divi’s Laboratories, Metropolis Healthcare, and Dr. Lal Pathlabs.
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Figure 1: Gland Pharma, Zydus Lifesciences, Aurobindo Pharma, Dr. Reddy’s Laboratories, Lupin and Cipla, which have 25-50% of
US revenue, are expected to be the most impacted by tariffs
US Exposure Likely EBITDA impact on FY26F due to tariff

Companies

Gland Pharma

Zydus Lifesciences
Aurobindo Pharma

Dr Reddy's Laboratories
Lupin

Sun Pharmaceutical Industries
Cipla

Ajanta Pharma

Alkem Laboratories
Torrent Pharmaceuticals

FY26F 70% pass-on
57.9% 10-18%
45.2% 7-12%
44.5% 9-15%
39.4% 7-12%
36.8% 7-11%
29.7% 2-4%
28.7% 5-8%
22.2% 3-6%
18.3% 4-7%

9.3% 1-2%

50% pass-on
18-30%
12-20%
15-25%
12-20%
11-19%

4-7%
8-14%
6-10%
7-11%

2-3%

Price Correction since Jan 2025

19.0%
11.0%
18.0%
18.0%
17.0%
10.0%

7.0%
17.0%
13.0%

3.0%

SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 2: Aurobindo Pharma, Alkem Laboratories, Cipla, Dr. Reddy’s Laboratories, Lupin, and Sun Pharmaceutical Industries have
manufacturing facilities in the US

Company
Alkem Laboratories

Aurobindo Pharma

Cipla

Dr. Reddy's Laboratories

Lupin

Sun Pharmaceutical Industries

Facility

S&B Pharma - California, US

S&B Pharma - California, US

Aurolife - 2400 Route 130 north, Dayton, NJ, 08810, US
Aurolife - 6 Wheeling Road, Dayton, NJ, 08810, US

Aurolife - Unit-11, 2929 Weck Drive, Durham, NC, 27703, US

7 Oser Avenue, Hauppauge, NY, USA, ZIP — 11788

600 Old Willets, Path Hauppauge, NY, US, ZIP — 11788

550 South Research Place, Central Islip, NY, US, ZIP — 11722
927 Currant Road, Fall River, MA, US, ZIP - 02720
Shreveport, Louisiana 7110-6717, US

Middleburgh, New York 12122, US

4006 NW 124TH Ave, Coral Springs, FL, 33065, US

Novel Laboratories - 400 Campus Drive, Somerset, NJ, 08873
Chattem Chemicals - Chattanooga, US

Ohm Laboratories Inc - New Brunswick, New Jersey, US
Ohm Laboratories Inc - North Brunswick, NJ, New Jersey, US
Pharmalucence Inc - Billerica, Massachusetts, US

, US

Type

R&D Centre
API|
Formulations
Formulations
Formulations
Formulations
Formulations
Formulations
Formulations
Formulations
API
Formulations
Formulations
API|
Formulations
Formulations
Formulations

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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Lupin
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Zydus Life

Figure 3: Post 10-18% price correction in companies having US generics business,
they are now trading near or below their long-term mean

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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Recommendation Framework

Stock Ratings Definition:

Add The stock’s total return is expected to exceed 10% over the next 12 months.

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net
dividend yields of the stock. Stock price targets have an investment horizon of 12 months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation.
Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.
Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.

Country Ratings Definition:

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark.
Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark.

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.




