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In this edition, we will look at our previously published views and take stock of our thesis. In the 
last few months, we have written on various topics from diagnostics players’ pricing power, 
investing in a rising interest rate scenario, competition in diagnostics segment and revival of 
API business.

We have remained bullish on the branded generics segment with allocation of 38% in InCred 
Healthcare PMS. On March 27th, 2022, NPPA (National Pharma Pricing Authority) allowed 
pharma companies to take a 10.77% price increase in the products that fall under NLEM 
(National list of essential medicines).

Companies have also taken price increase in the non-NLEM portfolio wherever possible, 
depending on competitive landscape. On a blended basis companies have taken 6-8% price 
increase in 1HFY23, as per management commentaries in result update calls.

As we had expected, the impact of price increase reflected in 1HFY23 results with companies 
reporting 8%-20% Y-o-Y growth in the domestic business. This has also led to improvement 
in profitability Q-o-Q, despite persisting inflation in raw material, power, freight, and 
packaging cost.

Aditya Khemka
Fund Manager,
InCred Healthcare Portfolio

Domestic Price Increases

Domestic sales (INR Cr) 1HFY22  1HFY23  Growth (%)

Ajanta Pharma Limited 4,770 5,930 24.3

Alkem Laboratories Limited 38,702 39,976 3.3

FDC Limited* 7,353 7,910 7.6

Indoco Remedies Limited* 4,287 4,085 -4.7

RPG Life Sciences Limited  1,415 1,702 20.3

Torrent Pharma Limited 21,800 24,690 13.3

*Adjusted for COVID sales, 1HFY23 base business growth is in low double digits
Source: Company data; Computation: Internal.
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However, on a Y-o-Y basis, gross margins remain lower as inflation in raw materials is much 
higher than the price increase taken by companies. In our view, the inflation in raw materials 
and cost of production is a result of - a) Russia-Ukraine war that is impacting energy prices, 
b) spike in crude oil prices and c) supply chain disruption from China that tilts the demand 
supply dynamics for many otherwise commoditized products. 

We expect all the factors mentioned above to normalize over the course of next few quarters. 
This will lead to improvement in overall margins and Return on Equity (RoE). Further, in April 
2023 the average wholesale price index (WPI) of Jan 2022-Dec 2022 would be announced by 
national pharmaceutical pricing authority (NPPA) regarding price increase for NLEM 
products. With easing of macro situation and impact of price increase next year, we expect 
gross margins to see healthy improvement by 1HFY24.

While the impact of price increase in NLEM portfolio has reflected in Q2FY23, the impact of 
non NLEM products price increase will likely be more pronounced in 2HFY23. Non-NLEM 
portfolio price increases are allowed on a 12-month rolling basis. In the last 1-2 months there 
has also been some softening of input cost (driven by correction in crude prices) and freight 
cost is also normalizing. As price increases compound over the year and input costs correct 
from peak levels, we see scope of margin improvement.  

Source: Company data, Computation Internal

Gross margin (%)  Q2FY23 Q1FY23 Q2FY22  Change Q-o-Q (%) Change Y-o-Y (%)

Ajanta Pharma Limited 72.3 70.5 73.8 1.8 -1.5

Alkem Laboratories Limited 57.6 57.5 62.2 0.1 -4.6

FDC Limited Limited 63.7 62.1 65.7 1.6 -2

Indoco Remedies Limited 70.6 67.6 72.5 2.9 -1.9

RPG Life Science Limited 66.3 66.2 69.4 0.1 -3.1

Torrent Pharma Limited 72 71.9 72.2 0.1 -0.2

Source: https://eaindustry.nic.in/wpi_press_release_archive.asp

Date WPI %

Jan-22 13.7

Feb-22 13.4

Mar-22 14.6

Apr-22 15.4

May-22 16.6

Jun-22 15.2

Jul-22 13.9

Aug-22 12.4

Sept-22 10.7

Average 14.0
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Portfolio Positioning

The Active Pharmaceutical Ingredient (API) segment has been in focus since the out-break of 
COVID which had led to supply chain disruption and increase in prices. Although, some of the 
issues persist, companies are better prepared now. The ‘China +1’ strategy is also playing out 
for Indian API manufacturers, as companies in India and globally look to reduce their 
dependency from China. 

In our earlier edition we had highlighted that Neuland Laboratories Limited  is likely to be a key 
beneficiary of the megatrend. The company has invested in building capacity to carter to the 
increasing demand, which has recently been operational and ramping-up well. As utilization 
gradually improves and operating leverage kicks in, it should aid in margin expansion and 
earnings growth. 

Neuland Laboratories Limited has also incrementally focused on specialty API and custom 
synthesis. These two segments are more profitable than commodity API (Prime API). While 
Prime API segment is expected to remain weak on account of challenges in its key products, 
it will be offset by newly launched products in specialty API/Custom Manufacturing Solutions 
(CMS).

We assess companies like Neuland Laboratories Limited and Hikal Limited, which are 
engaged in custom synthesis and manufacturing of API for innovators have a long runway for 
profitable growth.

API

In our InCred Healthcare PMS, we have a ~17% of exposure in the API which is similar to the 
weight in the BSE Healthcare Index. We intend to build on to the position in this segment as 
and when data suggests that input costs are normalizing.

Portfolio Positioning

In our InCred Healthcare PMS, we have a ~38% of exposure in the branded generics segment 
vs ~16% in BSE Healthcare Index (as of 30th November 2022).  Although branded generics 
account for majority of the revenues for these companies, they do have limited exposure in 
the unbranded generics segment. We assess that the unbranded generics segment is likely 
loss-making for most of these companies.

In our portfolio, we have Lupin Limited and Indoco Remedies Limited., where branded 
generics profit is higher than consolidated reported profit as exports are loss-making. Lupin 
Limited and Indoco Remedies Limited have a healthy pipeline in the US market, some of 
which are already launched, and few will be launched in the coming quarters.

As the losses of export business narrow to zero and eventually generates profits, we see 
scope for significant improvement in margins, RoE, and trading multiples for such companies.
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In our InCred Healthcare PMS, we have a ~11.3% of exposure in the diagnostics vs ~3% in BSE 
Healthcare Index. We believe that the street’s concern on the pricing and volume growth is 
overdone. Data suggests that non-Covid business is growing in double digits and is expected 
to continue to do so in the foreseeable future.

Portfolio Positioning

FY21/FY22 was the strongest period for the diagnostics sector, benefitting from RT-PCR and 
allied testing and a sharp up-tick in profitability. This also led to re-rating in stocks with 
valuations going to 50-60x EV/EBITDA (Enterprise Value / Earnings before interest, tax, 
depreciation, and amortization)

However, post-COVID the industry is grappling with various challenges 1) price disruption 
from new age digital companies like Tata 1MG and 2) competition from new brick and mortar 
entrants like Lupin Limited, Mankind Pharma Private Limited., Torrent Pharmaceuticals 
Limited.

As alluded in our previous newsletter edition, the challenges of competition and lower pricing 
are likely to be transitory and 1HFY23 results is a reflection of that. During Q1FY23 and 
Q2FY23 majority of the listed diagnostics players have seen 8%-15% Q-o-Q revenue growth 
of non-COVID business and EBITDA margins have reached near FY19 (pre-COVID) levels. 

We assess that the recent stock price actions of diagnostics companies are likely to be driven 
by the derating of trading multiples post-Covid and an optical slowdown in business as Covid 
revenues subside.

Hence, we would expect the stocks to start doing well once the base normalizes (goes ex 
Covid) and multiples might also revert to mean as the street sees a lack of evidence of any 
potential slowdown in the sector.

Diagnostics

*Thyrocare has undergone management change and change in cost structure.
Source: Company data
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Our investment thesis on branded generics and API segment has played out so far and we 
believe that it will continue to do so. In the diagnostics segment, the market concerns may 
not hold true and is likely to turnaround in coming quarters and we are considering  to 
increase allocation in this segment. We are also positive on the insurance sector given the 
recent price correction.

Summary

Source: Company data
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This document has been prepared by InCred Capital Wealth Portfolio Managers Private 
Limited (InCred PMS) and is intended for private circulation and use only by the recipients to 
which it is addressed to. This document may contain confidential and/or privileged material 
and is not for any type of circulation and any review, retransmission, or any other use is 
strictly prohibited. Any information contained in this material shall not be deemed to 
constitute an advice, an offer to sell/purchase or as an invitation or solicitation to do for 
security of any entity or as an official confirmation of any transaction. This document has 
been prepared without regard to any individual financial circumstances or objectives of the 
recipients receiving this document.

InCred PMS and its affiliates, employees, directors etc. shall not be liable for any loss, damage, 
liability whatsoever for any direct or indirect loss arising from the use of this information. The 
recipient assumes the entire risk of any use made of this information. The information 
contained herein is obtained from publicly available data or other sources believed to be 
reliable and InCred PMS has not independently verified the accuracy and completeness of 
the said information and opinions and hence it should not be relied upon as such.

Accordingly, no representative or warranty, express or implied, is made as to the accuracy, 
completeness or fairness of the information and opinions contained in this document. We 
have included statements / opinions / recommendations in this document, which contain 
words, or phrases such as “will”, “expect”, “should”, “believe” and similar expressions or 
variations of such expressions, that are “forward looking statements”.

Actual results may differ materially from those suggested by the forward-looking statements 
due to risk or uncertainties associated with our expectations with respect to, but not limited 
to, exposure to market risks, general economic and political conditions in India and other 
countries globally, which have an impact on our services and / or investments, the monetary 
and interest policies of India, inflation, deflation, unanticipated turbulence in interest rates, 
foreign exchange rates, equity prices or other rates or prices etc. Recipients of this document 
should also be aware that past performance is not necessarily a guide to future performance 
and value of investments can go down as well.

This document is subject to changes without prior notice. While we would endeavour to 
update the information herein on reasonable basis, InCred PMS, its affiliates and associated 
companies, their directors, and employees (“InCred PMS and affiliates”) are under no 
obligation to update or keep the information current. Also, there may be regulatory, 
compliance, or other reasons that may prevent InCred PMS and affiliates from doing so. 
Recipients of this document should exercise due care and caution and read the Disclosure 
Document (if necessary, obtaining the advice of finance/other  professionals) prior to taking 
any decision on the basis of this information which is available on www.incredsecurities.com. 

Note: The portfolio positioning information is being provided as of 30th November 2022. All 
portfolio related holdings and sector data provided above is for model portfolio and these 
stocks forming part of the existing portfolio may or may not be bought for new client.

For Private Circulation only

Disclaimer:
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General Risk Factors:

Investments in Securities are subject to market risks and there is no assurance or guarantee 
that the objective of the investment approach/ product will be achieved. The past 
performance of the InCred PMS or any of its affiliates does not indicate the future 
performance of the investment approach/ product. There is no assurance that past 
performances will be repeated. Investors are not being offered any guaranteed or indicative 
returns by InCred PMS or its affiliates. Investment decisions or recommendations made by 
InCred PMS may not always be profitable, as actual market movements maybe at a variance 
with anticipated trends.
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