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Pharmaceutical

Q2FY24 result review: Splendid quarter, positive momentum to accelerate ahead!

The Q2FY24 performance of our coverage companies was in-line with our expectation. Revenue / EBITDA / PAT of
coverage companies rose 14% /27% / 32% YoY primarily led by US, softer RM and overhead costs, respectively. Gross
and EBITDA margins were elevated by 198bps/ 246bps YoY to 65.7% and 24.3% despite lower sales of gRevlimid in
the quarter. India business grew in line with market growth which was impacted by a muted acute season. We believe
traction in the US is likely to be maintained in H2FY24E driven by seasonality and better sales of gRevlimid while softer
cost may ensure margins trajectory is maintained. Cipla, Aurobindo Pharma, Ajanta Pharma and Abbott India are
our top picks in the space.

Synopsis of quarterly performance Abdulkader Puranwala

Revenue for our coverage universe grew ~14% / 3% YoY / QoQ to INR 663.3bn  abdulkader.puranwala@icicisecurities.com

in Q2FY24. Gross margin grew 198bps YoY and 30bps QoQ to 65.3% due to el 2_2 o1y 72k

softening of RM prices and better pricing in the US. EBITDA grew 27% YoY (4% :((GSh.'Sh Thakur s "
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QoQ) to INR 161bn. Operating leverage also drove 246bps YoY (45bps QoQ)

surge in EBITDA margin to 24.3%. Aggregate profits of coverage companies

grew 32% YoY (9% QoQ) to INR 103.5bn. Lupin, Alkem, Cipla, Strides and

Aurobindo saw 8-11% upgrade to FY25 EPS estimates. Divi's, Biocon, Pfizer

and Glenmark’s FY25 earnings were reduced by 6-16% post Q2FY24 results.

US shines even without gRevlimid sales

Aggregate US sales of our coverage universe stood at USD 2.3bn, down ~2%
QoQ and up ~11% YoY. Driven by launch of gSpiriva, Lupin reported ~18%
QoQ jump in its US revenue, while Aurobindo (+4%) also fared better. In Q2,
Sun Pharma (-9% QoQ), Dr Reddy’s (-2%), Cipla (+3%) and Zydus Lifesciences
(-24%) did not book gRevlimid sales while exiting non-profitable products took
a 17% QoQ toll on Torrent’s US sales. Indian pharma companies continue to
gain market share from inefficiencies of competitors, fuelling a 11% YoY
increase in revenue. The supply situation in the US is unlikely to improve in the
next six months beyond which investments in creation of differentiated
pipeline of injectable, inhalers, transdermal, biosimilar and specialty products
may aid growth.

India growth in line with market

India business of our coverage companies grew at a slower pace of 7% YoY in
Q2FY24 to INR 209bn, in line with domestic market growth of 7%. Growth was
impacted by lacklustre acute season. Torrent Pharma grew 18% YoY due to
consolidation of acquisition in Q2FY24. Ajanta Pharma (+13%), Sun Pharma
(+11%), JB Chemicals (+11%) and Cipla (+10%) grew fastest among the pack.
Multinational companies like Abbott India, GSK Pharma and Sanofi India grew
8%/4%/3%, respectively, while Pfizer saw a decline in growth of 10% due to
brand recall. Driven by new launches and better volumes, we remain hopeful
of a growth rebound in India business in H2FY24E.

Please refer to important disclosures at the end of this report
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Softer RM prices drive margins

Aggregate gross margin (65.7%) increased 198 bps YoY and 31bps QoQ driven by
softening of raw material and overhead costs. However, better operating leverage
driven by US led to expansion in EBITDA margin (24.3%) by 246 bps YoY and 45bps
QoQ. Better sales from India and gRevlimid may maintain margin profile in H2FY24E.

Key financials

Sun Pharma 1,21,924 1,19,408 1,09,523 21 1L 3 31,794 29,566 33318 75 (4 6) 23755 22,845 22,622 4.0

Dr Reddy's 68,802 67,384 63,057 21 91 19881 20400 18010  (2.5) 10.4 14843 14,033 11,153 58 331
Aurobindo 72,194 68505 57,394 54 258 14032 11514 8369 219 677 7,780 6,197 4456 255 746
Zydus Lifesciences 43,688 51,396 40,053  (15.0) 9.1 10608 15324 6779 (308) 565 7346 11215 4980 (345) 475
Cipla 66,782 63,289 58285 55 146 17338 14939 13,023 16.1 331 11,309 9,957 7,889 13.6 434
Lupin 50,386 46,091 41,455 93 215 9231 6515 4342 417 1126 4939 2474 1177 996 319.8
Biocon 34,623 34226 23,197 12 493 7416 7144 4707 38 576 1449 1,014 530 429 1736
Glenmark 32074 34016 33752 (57) (50) 5053 6312 6216 (200) (187 1383 1858 2604 (25.6) (46.9)
Torrent Pharma 26,600 25910 22910 27 161 8250 7910 6,790 43 215 3860 3780 3,120 21 237
JB Chemicals 8817 8962 8094  (1.6) 89 2435 2,321 1,846 49 319 1506 1423 1,111 58 356
Ajanta Pharma 10,284 102210 9,381 07 96 2907 2713 2002 71 452 1953 2081 1596  (6.2) 224
Alkem 34,402 29,677 30,794 159 117 7467 3892 4539 919 645 6752 2867 3308 1355 104.1
Alembic Pharma 15949 14,862 14,750 73 81 2083 1987 2328 48 (105 1366 1206 1,334 132 24
Strides Pharma Science 9,994 9,300 8,971 75 114 2283 1666 842 370 1712 (181) (11)  (618) 1,497.2 (70.7)
Natco 10,314 11,405 4,321 (9.6) 1387 4580 5,280 953  (13.3) 380.6 3,690 4,203 568  (12.2) 5496
Divi's 19,090 17,780 18,545 74 29 4990 5040 6210  (1.0) (19.7) 3,398 3538 4689  (40) (27.5)
Abbott India 14941 14,790 13,795 10 83 3809 3550 3,433 73 109 3,129 2902 2655 78 179
Sanofi India 7,146 7,061 6919 12 33 2085 1,782 1819 170 146 1522 1229 1309 238 163
Pfizer 5752 5314 6,375 83 (9.8 1826 1,107 2317 649 (21.2) 1,490 935 1,695 593 (12.1)
GSK Pharma 9570 7617 9169 256 44 2895 1439 2569 1012 127 21175 1,150 1934 892 125
Coverage Universe 6,63,333 6,47,202 5,80,740 2.5 142 160,962 1,50,400 1,30,412 7.0 234 103464 94898 78,112 9.0 325

Source: Company data, |-Sec research

Valuation summary

Pharma Company . 1979t poe | EPS(NR) | CAGR
Price (INR) FY23-25E] FY23 FY24E FY25E FY23 FY24E FY25E  FY23 FY24E FY25E
Sun 1,210 ADD 354 382 44.8 126 143 13.7 14.7 338 313 26.7 24.2 20.9 17.8
Dr Reddy's 6,000 ADD 2377 3088 3129 147 167 19.5 175 23.6 182 17.9 15.7 11.4 10.8
Aurobindo 1,100 Buy 334 497 648 39.3 7.1 9.7 11.9 305 205 15.7 155 10.7 8.8
Lupin 1,000 SELL 84 355 402 118.7 35 11.2 117 1433 339 30.0 333 17.0 15.0
Cipla 1,365 BUY 363 491 591 276 133 15.9 16.6 323 23.9 19.9 18.0 13.8 11.3
Zydus Lifesciences 660 ADD 240 314 329 170 117 14.7 13.4 24.8 19.0 18.2 16.1 12.7 117
Biocon 200 REDUCE 5.6 5.3 6.9 10.7 3.1 2.7 3.0 40.6 42.7 33.2 155 18.4 15.7
Glenmark 660 REDUCE 293 372 512 323 7.2 10.4 11.6 25.7 20.2 14.7 10.6 8.3 6.8
Torrent 1,940 HOLD 368 498 610 287 134 15.6 18.1 51.0 37.7 30.8 243 19.9 17.1
Alkem 3,780 REDUCE 1388  89.0 127.0 -43 191 12.0 16.6 317 49.4 346 255 316 25.7
Ajanta 2,030 BUY 492 678 797 273 179 23.4 22.8 39.1 28.4 24.1 28.4 20.0 16.7
Alembic 680 REDUCE =~ 17.4 234 295 30.3 7.7 10.4 11.7 425 317 25.0 21.2 16.7 135
Strides 495 HOLD 120 215 358 725  -03 7.4 100  -21.2 22.6 136 163 9.4 8.4
JB Chemicals 1,400 HOLD 265 396 474 337 164 19.4 205 55.4 37.1 31.0 33.0 24.0 20.3
Natco 875 HOLD 392 632 715 351 149 212 205 19.4 12.0 10.6 13.9 8.4 7.0
Abbott India 29,200 BUY 4468 567.7 663.7 219 323 34.0 315 53.1 418 357 40.2 30.8 25.7
Pfizer India 4,125 ADD 1309 1267 1426 44 205 17.7 17.5 29.9 30.9 275 19.9 21.7 18.8
Sanofi India 8,000 HOLD @ 2286 2537 2845 115 412 37.0 34.3 34.1 30.7 27.4 24.0 20.9 18.2
GSK Pharma 1,530 HOLD 359 392 424 87 293 41.2 43.1 41.1 37.6 348 29.0 26.8 24.6
Divi's 2990 REDUCE 649 587 782 98 143 11.6 14.6 54.0 59.7 448 375 396 30.0

Source: Company data, |-Sec research
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Domestic business - mild growth due to US revenue growth supported by market share
lacklustre acute season gains
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Revenue of our coverage universe grew 14% Softer RM prices led to improved margins
in Q2FY24.
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Lower overhead cost led to EBITDA margin Net profit for our pharma coverage universe
expansion propped 32% YoY in Q2FY24
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“In case of industry/sector reports or a report containing multiple stocks, the rating/recommendation for a particular stock may be based on the last released stock
specific report for that company.”

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

I/We, Abdulkader Puranwala MBA (Finance); Kashish Thakur, MBA; authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly
related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of the ICICI
Securities Inc. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the
preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial
products. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807
7100. ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager, Research Analyst and Alternative Investment Fund. ICICI
Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence.
ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities AIF Trust's SEBI Registration number is IN/AIF3/23-24/1292 ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its
various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”),
the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates
might have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities
and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies
that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as
opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view
the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional Research.
The views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Retail Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein
is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable
basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable
regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.
This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or
completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of
offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report
at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed
in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of
specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate the investment
risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICIC| Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised
to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in
projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date
of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other
advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or
its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report.
Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as
of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as an entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial
ownership of one percent or more or other material conflict of interest in various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction,
where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves of and to observe such restriction.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical information, it
is believed to be reliable, although its accuracy and completeness cannot be guaranteed.
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal, Contact number: 022-40701000, E-mail Address : complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122
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