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Deregulation of non-essential drug prices is a boon for the pharma industry

The government has approved deregulation of drug prices not included in the National Essential Medicines List (NEML), on
recommendation of the Ministry of National Health. This is a major shift from the Drug Policy 2018 currently in place (under which
pricing was linked to the annual CPI). Prices of medicines, other than essential, will be exempted from the section 12 of Drugs
Act, 1976 and grants autonomy to pharmaceutical companies to independently raise prices of non-essential drugs. DRAP will be
making amendments to the last Drug Pricing Policy 2018 accordingly.

Under the 2018 Drug Policy, prices of essential and non-essential medicines could be raised by 70% and 100% of the average
annual CPI (of the previous year) with a cap of 7% and 10%, respectively. While the same still applies for 464 essential drugs
listed in the NEML, price for non-essential medicines can now be raised on a discretionary basis by pharmaceutical companies.

Types of drugs on the essential and non-essential list

There are c. 11,000 actively marketed drugs in Pakistan sold at licensed pharmacies based on prescription. The list of non-
essential drugs has expanded significantly in the past few years. They include some antibiotics (like amoxiclav), gastrointestinal
(Tramadol), and vitamin/calcium/IV solution categories etc. and exclude such categories as medicines in pediatric (Cefaclor)
analgesics (paracetamol, ibuprofen), cardiovascular (Amlodipine), respiratory (Aminophylline), diabetes (insulin injections,
metformin) and psychotropic drugs etc. which are categorized as essential drugs.

This has happened before, in 1993 - a similar case can be made

A similar decision was taken in 1993, when the government (led by the PML-N) announced partial deregulation of prices of
medicines. Drug prices increased by c. 90% on average in post-deregulation era between 1993 and 2001 (even by over 300% in
some cases) according to a WHO Report (2006). Importantly as per SBP data, medicine prices in the CPI basket rose 20-30%
YoY during 1993-94 — some of which was reversed in subsequent years given prices exceeded that of neighboring countries.
This also resulted in a large shortage of essential medicines in Pakistan as the industry lost the economic incentive to produce
such drugs which remained regulated. Ultimately a price moratorium was introduced in 2001-2013 by the Ministry of Health. A
similar case, (to that of the 1993-94 price hike), can be made this time around given the PKR has devalued by a cumulative c.
30% in FY23-FY24td, against which pharmaceutical companies have received a c. 14%-20% price hike in May’23 from DRAP.

AGP, HINOON and ABOT among the major beneficiaries; we reiterate Buy on AGP and SEARL
The exact increase in prices, based on today’s decision, cannot yet be determined. However, pharma companies with a high

proportion of non-essential drugs in their revenue mix (over 50%) stand to benefit the most. AGP, ABOT, HINOON and HALEON
will be the key beneficiaries — all of which have over 50% non-essential drugs in their sales mix. GSKCH and SEARL will also
benefit, albeit with a lower proportion. We expect a very sharp increase in margins of pharmaceutical companies with AGP to
lead the trend. The deregulation may also help the industry quickly neutralize the negative impact of any large PKR-USD
depreciation, through more nimble price hikes, in our view.

We have a Buy rating on both AGP and SEARL with a TP of PKR100/sh and PKR90/sh respectively. We will look to revise up
earnings as clarity on potential price hikes emerges.

Yusra B. Farhan
yusra.beg@imsecurities.com.pk
+92-21-111-467-000

Copyright©2024 Intermarket Securities Limited (Local Research Partner of Tellimer). All rights reserved. The information provided on this document is not intended for distribution to, or use by, any person or entity in
any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject Intermarket Securities or its affiliates to any registration requirement within such jurisdiction or
country. Neither the information, nor any opinion contained in this document constitutes a solicitation or offer by Intermarket Securities or its affiliates to buy or sell any securities or provide any investment advice or
service.



SECURITIES L TD

Pakistan Pharma

I, Yusra B. Farhan, certify that the views expressed in the report reflect my personal views about the subject securities. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the
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Ratings Guide* Criteria
Buy Total return expectation of > 15% or expected to outperform the KSE-100 index
Neutral Total return expectation of > -5% or expected to match the return of KSE-100 index

Sell Expected downside of more than 5% or expected to underperform the KSE-100 index

*Based on 12 month horizon unless stated otherwise in the report.

Valuation Methodology: We use multiple valuation methodologies in arriving at a Target Price including, but not limited to, Discounted Cash Flow (DCF), Dividend Discount Model (DDM) and relative multiples based

valuations.

Risks: (i) Reversal of decision by the Government or courts, (ii) revision in the list of non essential drugs, iii) rise in black market sales.
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RESEARCH DISCLOSURES

Third Party Research

This is third party research. It was prepared by Intermarket Securities Limited (IMS), with headquarters in
Karachi, Pakistan. Intermarket Securities Limited (IMS) is authorized to engage in securities activities
according to its domestic legislation. Intermarket Securities Limited (IMS) has sole control over the
contents of this research report.

Intermarket Securities Limited (IMS) is the employer of the research analyst(s) responsible for the content
of this report and research analysts preparing this report are resident outside the U.S. and are not
associated persons of any U.S. regulated broker-dealer. The analyst whose name appears in this research
report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority
(“FINRA") and, therefore, may not be subject to applicable restrictions under FINRA Rules on
communications with a subject company, public appearances and trading securities held by a research
analyst account.

None of the materials provided in this report may be used, reproduced, or transmitted, in any form or by
any means, electronic or mechanical, including recording or the use of any information storage and
retrieval system, without written permission.

Disclaimers

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this
report may present certain risks. The securities of non-U.S. issuers may not be registered with, or be
subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S.
securities or related financial instruments may be limited. Foreign companies may not be subject to audit
and reporting standards and regulatory requirements comparable to those in effect within the United
States. The value of any investment or income from any securities or related financial instruments
discussed in this report denominated in a currency other than U.S. dollars is subject to exchange rate
fluctuations that may have a positive or adverse effect on the value of or income from such securities or
related financial instruments.

Frontier and Emerging Market laws and regulations governing investments in securities markets may not

be sufficiently developed or may be subject to inconsistent or arbitrary interpretation or application. Frontier
and Emerging Market securities are often not issued in physical form and registration of ownership may not

be subject to a centralized system. Registration of ownership of certain types of securities may not be
subject to standardized procedures and may even be effected on an ad hoc basis. The value of
investments in Frontier and Emerging Market securities may also be affected by fluctuations in available
currency rates and exchange control regulations. Not all of these or other risks associated with the relevant
company, market or instrument which are the subject matter of the report are necessarily considered.

Intermarket Securities Limited (IMS) is not registered as a broker-dealer in the United States and,
therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence
of research analysts. This research report is provided for distribution to “major U.S. institutional investors”
and other “U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-
6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’).

Distribution outside US

This report is not intended for distribution to the public and may not be reproduced, redistributed or
published, in whole or in part, for any purpose without the written permission of Tellimer. Tellimer shall
accept no liability whatsoever for the actions of third parties in this respect. This report is for distribution
only under such circumstances as may be permitted by applicable law.

This report may not be used to create any financial instruments or products or any indices. Neither
Tellimer, nor its members, directors, representatives, or employees accept any liability for any direct or
consequential loss or damage arising out of the use of all or any part of the information herein.

United Kingdom: Distributed by Exotix Partners LLP only to Eligible Counterparties or Professional
Clients (as defined in the FCA Handbook). The information herein does not apply to, and should not be
relied upon by, Retail Clients (as defined in the FCA Handbook); neither the FCA’s protection rules nor
compensation scheme may be applied.

UAE: Distributed in the Dubai International Financial Centre by Exotix Partners LLP (Dubai) which is
regulated by the Dubai Financial Services Authority (‘DFSA”). Material is intended only for persons who
meet the criteria for Professional Clients under the Rules of the DFSA and no other person should act
upon it.

Other distribution: The distribution of this report in other jurisdictions may be restricted by law and
persons into whose possession this document comes should inform themselves about, and observe, any
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