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INDIAN PHARMA SECTOR BEYOND THE TOP.10: USFDA CAPACITY FOCUS

Summary

The Indian small-cap pharmaceutical sector presents a compelling "asymmetric eward
opportunity. While sectors like defense are driven by domestic tenders, pharma alpha is
generated through global regulatory compliance and niche molecule dominance.

This report analyzes the Indian small-cap pharma sector (market caps under ¥5,000 crore),
which currently presents an "asymmetric" risk-reward profile. Historically, the Indian
pharmaceutical sector has traded within a volatile valuation band, hitting a record low P/E of
15.67 times in March 2020 before peaking at 36.21 times in early 2021. As of May 2026, while
the Nifty Pharma index is priced at a premium of approximately 35 times -36 times, the small-
cap segment remains a pocket of significant value, with high-conviction assets still trading
below the 25\times threshold. This valuation disconnect occurs against a backdrop of surging
healthcare expenditure; global medical plan costs are projected to rise by 10.3 in 2026, with
India outpacing the global average at an 11.5% medical trend rate. As the "Pharmacy of the
World," Indian generic manufacturers are uniquely positioned to capture this demand,
leveraging the second-largest number of USFDA-approved plants outside the U.S. and a cost-
leadership model further bolstered by the "China Plus One" shift and domestic PLI schemes.

1. Structural & Macroeconomic Tailwinds

e "China Plus One" Alignment: India is becoming the primary beneficiary of global supply
chain realignments as international firms seek to diversify away from China.

* Policy Support: The domestic Production Linked Incentive (PLI) scheme is actively driving
local manufacturing and export competitiveness.

e Export Dominance: A significant increase in Abbreviated New Drug Application (ANDA)
filings is solidifying India's role as a global pharmacy.

2. The Regulatory "Moat"

* Barrier to Entry: USFDA-approved plant capacity serves as the ultimate economic moat,
as the cost and complexity of regulatory audits prevent easy entry for new competitors.

* High-End Specialization: Companies are shifting toward complex areas like lyophilization
(Gufic) and bio-catalysis (Advanced Enzyme), where technical requirements are virtually
impenetrable for generic players.

e Global Market Share: Selected small-cap players already hold dominant global positions
in essential molecules, such as IOLCP’s ~35% global share in Ibuprofen.
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3. Pristine Financial Hygiene

* Negligible Leverage: The screened top-tier small-caps maintain
Debt/Equity < 0.1), providing a massive margin of safety.

e Self-Funded Growth: Most of these firms fund complex regulatory audits and capacity
expansions entirely through internal accruals, shielding them from interest rate volatility.

* Margin Resilience: Specialized players in niche segments consistently command high
operating margins (30-35%) and are immune to standard generic pricing wars.
4. Attractive Valuation Disconnect

e Relative Value: Unlike the defense sector, which often trades at "scarcity premiums" of
50x-100x P/E, the pharma small-cap space remains attractively priced.

* Entry Guardrails: High-conviction assets can currently be found trading at a P/E below 25x
or a Price-to-Book (P/B) below 3.0.

* Re-rating Catalysts: Management professionalization and strategic pivots from acute to
chronic therapies are expected to drive significant valuation re-ratings over the next 18-
24 months.
Conclusion
The sector is currently transitioning from broad retail exposure to a targeted "Core and
Satellite" framework. By focusing on companies with USFDA-approved moats and debt-free
balance sheets, investors can capture the next leg of Indian pharmaceutical export growth
with limited downside risk.
Phased Deployment Plan
The report advises a staggered, SIP-style entry over the next 4-6 months:
1.Establish Base: Initial entry into Advanced Enzyme and Morepen for the "USFDA Moat."

2.0pportunistic Scaling: Add Jagsonpal and Gufic on technical pullbacks.

3.Margin Audit: Quarterly review of EBITDA; a 200bps contraction is a leading indicator of
generic pricing pressure.
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Indian Pharma Sector - Beyond top 10

India’s pharmaceutical export sector continues to gain uctural prominence, driven b
"China Plus One" supply chain realignments, the domestic PLINProduction Linked Incentiv
scheme, and aggressive ANDA (Abbreviated New Drug Application) flings.

to a highly targeted "Core and Satellite" framework—identifying pristine small-cap assets for
the satellite bucket is critical for alpha generation. We screened publicly listed Indian
pharmaceutical and healthcare suppliers with market caps of ¥1,000-5,000 crore, at least 5
years of operational history, and negligible debt (net debt/equity <0.1). Crucially, this screen
overlays USFDA-approved plant capacity, which acts as the ultimate economic moat and
barrier to entry in regulated export markets.

Ten companies emerged spanning APIs (Active Pharmaceutical Ingredients), specialized
formulations, lyophilized injectables, and specialty enzymes. Most fund their complex
regulatory audits and capacity expansions entirely through internal accruals, shielding them
from interest rate volatility.

Indian Pharma Sector - Small-Cap USFDA

Company M Cap(cr) Net Debt Revenue (TTM Xcr) | PB
Advanced Enzyme Tech 4003 | ~O (debt-free) ~620 ~3.5
Gufic Biosciences 2,930 | Low ~850 ~4 55
Bliss GVS Pharma 2,899 | Low ~880 ~2.58
IOL Chem & Pharma 2,788 | ~0 (debt-free) ~2132 ~1.57
Morepen Laboratories 2,301 | ~O (debt-free) ~1700 ~1.89
SMS Pharmaceuticals 1,500 | Low ~650 ~2.1
Jagsonpal Pharma 1,408 | ~O (debt-free) ~260 ~4.0
Lincoln Pharma 1,400 | ~O (debt-free) ~620 ~2.2
Kopran Ltd 1,200 | Low ~550 ~2.8
NGL Fine-Chem 1,000 | ~O (debt-free) ~320 ~4.1
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Detailed Company Narratives

1. IOL Chemicals & Pharmaceuticals (IOLCP)

IOLCP has transitioned from a localized chemical supplier
holds a commanding ~35% global market share in Ibuprofen. Cru
facilities in Punjab are fully backward integrated (manufacturing its o
which insulates it from Chinese raw material shocks.

a global API powerhouse.
ially, its USFDA-approved
so Butyl Benze

e Analysis & Pipeline: While revenue faced headwinds in early FY25 due to global
Ibuprofen price normalization, the company has heavily reinvested internal accruals
into expanding its Paracetamol capacity (to 3,600 MTPA) and filing new US DMFs (Drug
Master Files) for Pantoprazole and Gabapentin.

* Recommendation: CORE SATELLITE HOLD. The pricing cycle has bottomed out, and the
debt-free balance sheet provides a massive margin of safety for high-net-worth

deployment.
Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 565.4 421 7.40% 12.80% 3.50%
Q2 FY26 545.3 37.9 6.90% 11.80% -3.10%
Q1lFY26 563 46 8.10% 12.90% -4.20%
Q4 FY25 588.3 41.2 7.00% 11.50% 8.70%
Q3 FY25 541 16 2.90% 5.90% | --

2. Morepen Laboratories

Morepen operates a unique dual-engine model: a highly regulated, USFDA-approved API
export business (Loratadine, Montelukast) and a rapidly growing domestic medical devices
arm (Dr. Morepen glucometers and BP monitors).

* Analysis & Pipeline: The APl segment continues to clear stringent USFDA audits without
major 483 observations, solidifying its status as a preferred vendor for US generic
formulators. The transition away from low-margin domestic formulations toward highly
regulated export APIs has radically improved their ROCE.

e Recommendation: ACCUMULATE. A pristine debt-free sheet combined with a dominant
global market share in niche molecules makes it an ideal compounder.
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Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 4452 325 7.30% 11.80% 5.40%
Q2 FY26 4221 28.1 6.60% 10.50% -1.20%
QlFY26 427.4 29.4 6.80% 10.90% 4.10%
Q4 FY25 410.5 22.8 5.50% 9.20% 11.50%
Q3 FY25 368.1 18.2 4.90% 8.50% --

3. Gufic Biosciences

Gufic stands out for its specialized manufacturing capabilities, particularly in lyophilization
(freeze-drying), which is essential for complex, unstable injectable drugs.

* Analysis & Pipeline: Lyophilization facilities undergo the most rigorous USFDA and EU-
GMP inspections due to the sterility requirements. Gufic has successfully navigated
these, allowing them to scale their CDMO (Contract Development and Manufacturing)
operations for top-tier global pharma companies. Their pipeline of Botulinum Toxin and
complex biologicals offers significant margin expansion potential.

¢ Recommendation: BUY ON DIPS. While working capital requirements are higher than
traditional API players, the technical moat is virtually impenetrable for new entrants.

Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev
Growth
Q3 FY26 215.4 24.2 11.20% 18.50% 6.10%
Q2 FY26 203 21.8 10.70% 18.10% 2.50%
Q1FY26 198.1 205 10.30% 17.50% -4.80%
Q4 FY25 208.1 22.1 10.60% 17.90% 8.20%
Q3 FY25 192.3 19.5 16.80% 16.80% | --
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4. Advanced Enzyme Technologies

Advanced Enzyme operates in a highly specialized, R&R-driven segment of bio-catalysis and
probiotics for human and animal nutrition. Unlike broad-based generic formulators,
possesses a deep intellectual property moat with over 400 progrietary products and 5 USFDA
GRAS (Generally Recognized As Safe) evaluated dossiers.

e Analysis & Pipeline: The company’s core strength lies in its fermentati and
proprietary strain development. While top-line compounding has been steady rather than
explosive (averaging 10-15% growth), the niche nature of its products allows it to
command exceptionally high operating margins consistently in the 30-35% range. It funds
all expansion—including recent R&D scaling in its US and German subsidiaries—entirely
through internal accruals.

e Recommendation: BUY (Core Portfolio). Its absolute debt-free status, dominant global
market share in niche enzymes, and high cash generation make it a resilient compounder,
immune to standard generic pricing wars.

Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 158.4 31.2 19.60% 32.40% 4.80%
Q2 FY26 151.1 28.5 18.80% 31.10% 2.30%
Q1FY26 147.7 27.9 18.80% 31.50% 5.10%
Q4 FY25 140.5 24.8 17.60% 30.20% -4.20%
Q3 FY25 146.6 29.1 19.80% 33.10% | --

5. Bliss GVS Pharma

Bliss GVS is a global leader in the niche delivery system of suppositories and pessaries.
Bypassing the highly competitive oral-solid dosage market, the company has entrenched
itself deeply in African and emerging markets (which contribute ~65% of revenues),
specifically in anti-malarial and anti-infective segments.

* Analysis & Pipeline: The company is currently executing a de-risking strategy by expanding
its manufacturing lines to meet EU-GMP and USFDA standards, allowing it to pivot toward
higher-margin regulated markets. A recent impairment of a Nigerian subsidiary due to
currency devaluation caused a one-off hit in FY24, but stricter credit controls and strong
underlying cash generation have restored equilibrium.

e Recommendation: HOLD/ACCUMULATE. While geopolitical and currency risks in African
tender markets remain, the company holds ~¥200 Crore in liquid investments and cash,
providing a massive buffer.
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Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26* 224.1 25.8 11.50% 21.40% -2.10%
Q2 FY26 229 28.1 12.20% 22.80% 11.20%
Q1FY26 205.9 22.5 10.90% 20.10% 8.50%
Q4 FY25 189.7 194 10.20% 18.50% 15.40%
Q3 FY25 224.3 29.5 13.10% 23.50% | --

*Estimated based on half-yearly filings.

6. SMS Pharmaceuticals

SMS Pharma is an integrated APl and CDMO player operating the largest single-block
Ibuprofen facility in Asia. It holds multiple USFDA, EUGMP, and PMDA approvals and
generates over 85% of its revenue from regulated export markets.

e Analysis & Pipeline: SMS is successfully navigating a turnaround, optimizing costs
through backward integration into Key Starting Materials (KSMs). Revenue jumped
roughly 18% YoY in the first half of FY26 driven by volume growth in key ARV (Anti-
retroviral) and Anti-ulcerant APIs. Debt has been systematically reduced through
internal cash flows and strategic debt-equity swaps initiated in mid-2023.

e Recommendation: BUY ON DIPS. The current ramp-up in the Ibuprofen market share
and incoming commercialization of new capex blocks in Q4 FY26 set the stage for
sustained 18-20% EBITDA margins.

Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 204.5 15.2 7.40% 16.50% 3.90%

Q2 FY26 196.7 141 7.10% 16.00% 19.90%
Q1FY26 164 16.4 10.00% 20.70% -33.30%

Q4 FY25* 246 17 6.90% 13.80% 51.80%

Q3 FY25 162 12 7.90% 17.90% --

*Includes 3208 Cr non-operational 'Other Income' from pharmaceutical stake divestment.
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7. Jagsonpal Pharmaceuticals

Backed by the Singhania group (Infinity Holdings), sonpal is undergoing a radical
structural pivot and professionalization. It is an established player in the Indian domestic
market, primarily focusing on Women’s Healthcare and Gynae

pushing 8 of its top 10 brands back onto a strong growth track. The recent sale of its
legacy Faridabad facility has boosted its cash reserves past ¥150 Crore, solidifying its
debt-free status while expanding its operational EBITDA margins past the 20% mark.

¢ Recommendation: BUY (Aggressive Satellite). High ROCE, clean management backing,
and dominant positioning in the niche gynae-segment make it a prime candidate for a
valuation re-rating.

Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 71.2 7.8 10.90% 21.10% 4.40%
Q2 FY26 68.2 71 10.40% 20.50% 11.00%
Q1FY26 614 5.3 8.60% 20.60% 2.10%
Q4 FY25 60.1 4.2 6.90% 16.50% -10.50%
Q3 FY25 67.2 6.5 9.60% 18.20% | --

8. Lincoln Pharmaceuticals

A zero-debt formulator with over 1,700 registered products, Lincoln is shifting its mix from
acute domestic therapies to higher-margin chronic segments and lucrative export markets

e Analysis & Pipeline: Lincoln recently secured approvals from Australia’s TGA
(Therapeutic Goods Administration) for its Khatraj plant, a critical step that unlocks the
broader EU and highly regulated markets. Furthermore, the commercialization of its
newly expanded Cephalosporin plant at Mehsana is projected to add roughly ¥150
Crore in top-line over the next three years.

e Recommendation: CORE SATELLITE HOLD. Management has outlined a clear path to
¥750 Crore in revenue by FY26 without leveraging the balance sheet, supported by
steady 16-17% net margins.
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Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 168.4 28.5 16.90% 24.50% 2.20%
Q2 FY26 164.7 27.7 16.80% 24.10% 14.90%
Q1FY26 143.3 19 13.20% 20.50% -5.10%
Q4 FY25 1511 21.4 14.10% 21.80% 0.70%
Q3 FY25 150 22.8 15.20% 23.50% | --

9. Kopran Ltd

Kopran is a fully integrated pharmaceutical manufacturer producing both Penicillin and
Non-Penicillin APIs, alongside finished formulations. It holds stringent approvals from
the MHRA (UK), SAPHRA (South Africa), and EU-GMP.

* Analysis & Pipeline: Kopran is capitalizing on the global push for "API Self-Reliance." It
is heavily investing in process chemistry and formulation automation to reduce yield
costs. The company's unique value proposition is its dual-engine growth: supplying
bulk APIs to global formulators while simultaneously scaling its own finished dosage
exports in anti-hypertensives and macrolides.

¢ Recommendation: HOLD. While exposed to raw material pricing cycles (especially
from China), its growing formulation export book provides margin insulation.

Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 152.1 16.4 10.70% 16.80% 4.80%
Q2 FY26 1451 14.8 10.20% 15.90% 7.40%
Q1 FY26 135 12.5 9.20% 14.80% -11.10%
Q4 FY25 152 151 9.90% 15.50% 5.50%
Q3 FY25 144 13.2 9.10% 14.50% | --
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10. NGL Fine-Chem

al Healthcare APIs. It commands a
Diminazene and Buparvaquone,

NGL Fine-Chem operates in a highly defensive niche: Ani
formidable market share in essential veterinary molecules li
exporting to over 40 countries.

choice. The company is currently executing a 200+ Crore greenfield capex at Tarapur to
break capacity constraints. While this is partially debt-funded, the capital structure remains
highly comfortable (TOL/TNW of 0.6x).

e Recommendation: BUY (Long-Term). The completion of the Tarapur facility in mid-FY26 will
act as a major revenue catalyst. Margins have already rebounded to ~14-15% as input costs
have stabilized.

Quarter Revenue (Cr) PAT (Cr) (NPM%) OPM % QoQ Rev Growth
Q3 FY26 118.5 151 12.70% 16.20% 6.70%
Q2 FY26 111 13.5 12.10% 15.10% 1.80%
Q1FY26 109.1 12.7 11.60% 14.80% -5.10%
Q4 FY25 115 10.5 9.10% 13.20% 9.50%
Q3 FY25 105 9.4 8.90% 12.50% | --
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STRATEGIC PORTFOLIO RECOMMENDATIONS

ies with market caps und
like the defence sectar,
a is generated by

The Indian small-cap pharma space, particularly for comp
¥5,000 crore, offers a unique "asymmetric" risk-reward profile.
which is driven by domestic sovereign tenders, the alpha in ph
regulatory compliance (USFDA/EUGMP) and niche molecule dominance.

1. Allocation Matrix: The Core & Satellite Pivot
To ensure portfolio stability while capturing high-growth re-ratings, we categorize the top 10
selections as follows:

* Core Satellite (The Foundation): 30-40% of the Pharma Satellite Bucket

o Selections: Advanced Enzyme Tech, Morepen Laboratories, IOL Chem & Pharma.

o Rationale: These companies possess the highest liquidity, dominant global market
shares in specific molecules (e.g., Ibuprofen, Loratadine), and a history of successfully
navigating USFDA audits. They provide the "defensive growth" required to anchor a
small-cap allocation.

* Aggressive Satellite (Alpha Generators): 60-70% of the Pharma Satellite Bucket

o Selections: Gufic Biosciences, Jagsonpal Pharma, NGL Fine-Chem, Lincoln Pharma.

o Rationale: These are high-conviction "Specialty" or "Turnaround" plays. Gufic’s
lyophilization moat and Jagsonpal’'s management transition are catalysts for
significant P/E re-rating. These stocks should be added during periods of market
consolidation.

2. Tactical Entry & Valuation Guardrails
While the defence sector often commands "scarcity premiums" (P/E 50x-100x), the pharma
small-cap space remains attractively priced.

* Buy Zones: Focus on companies trading at a Price-to-Earnings (P/E) below 25x or Price-to-
Book (P/B) below 3.0, specifically Lincoln Pharma and IOLCP.

e Avoid "Hype" Traps: Be cautious of companies with rapid price appreciation without a
corresponding increase in ANDA filings or Plant Approvals.
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3. The "Execution Risk Matrix"

Pharma investing requires monitoring specific "Red Flags
goods/defence sector:

hat differ from the capital

Risk Factor Monitoring protocol Impacted Stocks

Track inspection outcomes for key

n n HP H M I L P M
USEDA Form 483 plapts. An "OAI (Qfﬂmgl ACtIOI’]' orepen, IOLCP, SMS
Indicated) status is a primary exit Pharma
trigger.

Monitor KSM (Key Starting Material)
Raw Material Volatility prices from China. High sensitivity for ~ Kopran, Bliss GVS
non-integrated players.

Monitor the "J-Curve"—ensure that
Capex Gestation high capex leads to revenue within 18-  NGL Fine-Chem, Gufic
24 months.

4. Client Deployment Strategy
We recommend a staggered deployment (SIP-style) over the next 4-6 months.

e Step 1: Initial entry into Advanced Enzyme and Morepen to establish the "USFDA Moat"
base.

e Step 2: Opportunistic addition of Jagsonpal and Gufic on any technical pullbacks,
targeting a 15-20% allocation within the healthcare sleeve.

e Step 3: Quarterly review of EBITDA margins. In this sector, a 200bps margin contraction
is often a leading indicator of pricing pressure in the US generic market.
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Disclaimer

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or
taxation advice to you. Solacier Advisors is not soliciting any action based upon it.

Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial
situation and particular needs of the reader.

This research has been prepared for the general use of the clients of Solacier Advisors and must not be copied, either in whole or
in part, or distributed or redistributed to any other person in any form. If you are not the intended recipient you must not use or
disclose the information in this research in any way. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. Solacier Advisors will not treat recipients as customers by virtue of their receiving this
report.

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject
Solacier Advisors & its group companies to registration or licensing requirements within such jurisdictions. The report is based on
the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the
information or opinions in it. Solacier Advisors P Ltd or any of its affiliates or employees shall not be in any way responsible for
any loss or damage that may arise to any person from any inadvertent error in the information contained in this report.

Solacier Advisors P Ltd. or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any
kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. Solacier Advisors P Ltd reserves its absolute discretion and right to
make or refrain from making modifications and alterations to this statement from time to time. Nevertheless, Solacier Advisors P
Ltd is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

Copyright and publishing rights with Solacier Advisors Private Limited , India.
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