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Pharmaceuticals Rs 638 Buy at LTP and add more on dips to Rs 574 Rs 704 Rs 762 2 quarters

HDFC Scrip Code SUNPHAEQNR | | Our Take:
BSE Code 524715 Sun Pharmaceutical Industries’ (SPIL) specialty business has seen substantial improvement and is expected to gain further traction. Two of
NSE Code SUNPHARMA its existing specialty products — llumya (60% YoY revenue growth for 9MFY21) and Cequa are witnessing steady rise in the prescription,
Bloomberg SUNP: IN attributable to a strong growth in the US, while the expansion in Europe and strengthening presence in Japan have also supported growth.
CMP Apr 23,2021 638 Also, the company is working on expanding the geographical presence for the specialty portfolio, which would further drive growth. Sun
Equity Capital (Rs cr) 239.9 Pharma has a strong new product pipeline in the US (contributing ~1/3™ of its revenue) with 90 ANDAs and 8 NDAs awaiting approval from
Face Value (Rs) 1 the US FDA. Also, Taro Pharma’s operating performance has bottomed out which is evident from the price stabilization in last 4 quarters
Equity Share O/S (cr) 239.9 post multi-year price erosion mainly in the dermatology segment. It has reported better than industry performance in terms of Rx which
Market Cap (Rs cr) 153066 had declined by 14% in CY20 vs. industry Rx decline of 29%. SPIL has made ~Rs 12,500cr worth of cumulative R&D investments over the
Book Value (Rs) 189 last 6 years (FY15-20), and this bodes well for the company. This coupled with growth in the base business would drive the US sales higher
Avg. 52 Wk Volumes 6463352 in the coming years.
52 Week High 659.5
52 Week Low 435 , . . . . . . T

SPIL’s domestic business is expected to outperform the broader market, despite no meaningful Covid related contribution, on the back of
Share holding Pattern % (Mar, 2021) a strong 'Iau.nch momentum. In.9MFY21,.it launched 59 products‘ vs. 49 in. 9MFY20. We expect specialhty portfolio to achieve better
Promoters 545 profitability in FY23 led by margin expansion and the end of negative operating leverage post breakeven in specialty assets expected to
Institutions 345 drive margin expansion over FY20-23E. Balance sheet continues to improve with debt reduction of ~USS 500mn in 9MFY21. Company has
Non Institutions 1 completed remediation measures at Halol facility and awaits response from the US FDA. Sun Pharma is the leading player in most of the
Total 100.0 chronic therapeutic areas in the domestic formulation market. Since its inception, CVS and CNS have been the leading therapies for the
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company and remain the largest ones. The company also has a strong presence in acute segment like Anti-infectives, Gastroenterology,
and Pain Management. Given Sun Pharma’s leadership position in chronic segment, which is likely to sustain and the expected pick up in
the acute therapy coupled with higher field force productivity and penetration, the domestic business could continue to witness robust
growth.

Also, the recently settled Aditya Medicare case with SEBI and resolution of its anti-trust litigation (Taro) in the US is likely to augur well for
the company as it removed the key overhang of any possible penalties.
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base case target had got achieved in Jan-2021. (https://www.hdfcsec.com/hsl.research.pdf/Initiating%20Coverage%20-
%20Sun%20Pharmaceutical%20Industries%20-%2031%20Aug%202020.pdf). Given healthy growth outlook for pharmaceutical sector and
strong set of numbers in 9MFY21, we have now increased target price for the stock.

View & Valuation:

We estimate 7% revenue, 14% EBITDA and 20% PAT CAGR over FY20-23E led by strong domestic revenues and healthy growth in US
business. We expect global specialty business to clock 13% CAGR in revenue over the same period to reach > USS 600mn in FY23E. We
have estimated ~9% CAGR in domestic formulation business and ~10% CAGR in EM revenues over FY20-23E. The share of injectables,
specialty, and complex products in US revenues is expected to increase significantly over the next 3 years. Improving quality of pipeline in
the US will not only ensure that the growth rate hold up better but will also drive higher profitability. We believe that travelling and
promotional expenses would increase from Q2FY22 and should gradually ramp up. We remain positive given strong management team,
robust balance sheet, strong earnings growth expected over FY20-23E and reasonable valuations. We think Sun Pharma’s RoE is at a
trough and is headed higher led by various triggers discussed elsewhere in this note.

We believe that in the next 2-3 years there will be strong growth trajectory for the pharma sector driven by i) healthy growth momentum
from domestic market ii) regulatory resolutions, iii) moderating price erosion and iv) key product launches across generic and specialty
categories. Currently, Sun Pharma trades at ~22x FY23E earnings (about 35% discount to its 10-year historical multiple). We feel that
investors’ can buy the stock at LTP and add more on declines to Rs 574 for base case fair value of Rs 704 (24.5x FY23E EPS) and bull case
fair value of Rs 762 (26.5x FY23E EPS) over the next two quarters.
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Financial Summary

Sun Pharmaceutical Industries Ltd.

Particulars (Rs cr) Q3FY21 | Q3FY20 | YoY(%)| Q2FY21| QoQ(%) |

Total Revenues 8837 8155 8.4 8553 3.3 29,066 32,838 33,693 37,133 40,382
EBITDA 2406 1841 30.7 2193 9.7 6401 6974 8588 9239 10301
Depreciation 532 547 -2.7 499 6.6 1753 2053 2080 2221 2336
Other Income 315 120 162.5 256 23.0 1025 636 960 950 959
Interest Cost 26 63 -58.7 33 -21.2 555 303 152 125 115
Tax 245 328 -25.3 -31 - 601 823 1039 1412 1586
APAT 1853 914 102.8 1813 2.2 2665 3765 3467 6145 6897
EPS (Rs) 111 15.7 14.5 25.6 28.7
ROE (%) 7.8 9.2 6.2 11.9 11.8
P/E (x) 57.4 40.7 44.1 249 22.2
EV/EBITDA (x) 24.4 22.2 17.6 15.9 13.8

(Source: Company, HDFC sec)
Q3FY21 result update

Revenue for the quarter grew 8.4% YoY to Rs 8837cr. US formulation business increased 10.8% YoY to Rs 2761cr. Domestic formulations
revenue grew 9.4% YoY at Rs 2753cr. Emerging markets business grew ~8% YoY to Rs 1507cr. RoW markets business recorded 15.6% YoY
increase at Rs 1276 crore. EBITDA margin expanded 460bps YoY to 27.2% due to lower other expenditure and better gross margin. Ex-Taro
US growth was led by market share gain, better supply chain management, capitalising on shortage opportunities. Global specialty sales in
the quarter stood at USS 148mn. llumya sales for 9MFY21 have already crossed FY20 global sales.

US product basket comprises 497 approved ANDAs, 90 pending for final approvals (including 22 tentative approvals). It also has 55
approved NDAs and 8 pending NDAs. Due to a challenging environment on the generics front, the company has diversified into specialty
products such as llumya, Levulan (dermatology), BromSite, Cequa, Xelpros (ophthalmic), Odomzo, Yonsa (oncology), etc.

Specialty portfolio reverting to its normalized growth trajectory

Sun Pharma is entering the last leg of its specialty investment cycle with the focus now shifting to generating returns from the products
already launched and incremental spend on R&D to be largely directed towards additional indications post an evaluation of the
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Sun Pharmaceutical Industries Ltd.

competitive landscape. Global specialty sales had declined 17% YoY in Q1FY21 owing to the impact of Covid-related disruptions on
prescription generation, specialty sales have since witnessed a strong rebound (+19% YoY & +25% YoY in Q2FY21 & Q3FY21 respectively)
with global llumya sales for 9MFY21 exceeding full year sales for FY20 (USS 94 mn). Revenue from key products (llumya, Cequa & Absorica)
has now exceeded pre-Covid levels even as Levulan sales remain impacted by lower patient footfall.

Pre-FY18, Sun Pharma had two specialty assets in the US portfolio 1) Absorica (Skin Cancer) and 2) Levulan (Dermatology). However, till
now, the company has added several new products in this category. There have been more than six product launches/acquisitions over
the last three years. Sizable ones have been — 1) llumya (Plaque Psoriasis), 2) Cequa (Ophthalmology), 3) Yonsa (Cancer), 4) Bromsite
(Ophthalmology), and 5) Odomzo (Skin Cancer). We expect the specialty revenues to cross USS 600mn in FY23 mainly led by llumya and
Cequa. Thus, the profitability of the US segment (specialty + generic) could see significant ramp up in the next 2-3 years.

Additionally, the potential settlement of Revlimid (Oncology) could surprise revenues and earnings trajectory. In Mar-2021, Cadila
Healthcare became the fifth company to settle litigation with Celgene over the patent after Natco Pharma, Dr. Reddy’s Laboratories, Cipla.
Aurobindo Pharma, Hetero Drugs, Sun Pharmaceutical Industries, Mylan and Lupin are still in a legal battle with the US-based firm.

Domestic formulations business to continue to outperform the IPM

Sun Pharma is the leading player in the Indian Pharma Market (IPM) with ~8% market share. Domestic formulations business has delivered
growth in line with or higher than the broader market over the last 3 quarters, despite no Covid related contribution, aided by a strong
launch momentum. The company is expected to continue to launch 15-20 products per quarter in the medium term. With the company
completing its domestic field force expansion exercise in Q2FY21, the company remains well-positioned to outperform the broader market
given its leadership position in high-growth chronic therapies (55-60% of domestic revenue). Company had launched 27 new products in
Q3FY21 in the domestic market.

Sun Pharma has one of the highest field force productivity among its peers with the sales per medical representative at Rs 0.9cr as on
FY20. As per industry reports and experts comments, IPM is expected to grow in double digit in FY22E on the back of low base effect,
sustained price increase and better volume growth.
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Sun Pharmaceutical Industries Ltd.

Key Risks/Concerns

T

* Slower ramp up in specialty portfolio - Specialty pharma is a vastly different business model compared to traditional generics requiring
significantly superior R&D skills and capabilities, business development strategy and risk appetite.

* Delay in US FDA resolution of Halol 483s and higher than estimated price erosion in the US. Delay in ANDA approvals could postpone
the realization of revenues from those products.

*  Drug price fixing lawsuits in the US.

* Lower growth in the domestic market; further price control due to DPCO.

* Promoters’ hold 54.5% stake and 8.6% of its holding remain pledged as on Mar-2021.

* Though the entry of generic Absorica remains a threat in near term, the scale-up of llumya (although two more competitors are
expected in CY22) and Cequa could offset this impact.

* Adverse currency fluctuations could hinder revenues and margin especially as about 60% of revenues of Sun Pharma comes from
exports/global markets.

Global Specialty Revenue
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Sun Pharmaceutical Industries Ltd.

Financials (Consolidated)
Income Statement

Balance Sheet

(Rs Cr) FY20 | FY21E FY22E |  Fy23E [l Year to March FY19 | FY20 FY21E |  FY22E FY23E
Net sales 29066 32838 33693 37133 40382 Share Capital 240 240 240 240 240
Growth (%) 10.3 13 2.6 10.2 8.7 Reserves & Surplus 41169 45025 46670 52262 58405
Gross Profit 21197 23607 24977 27572 29985 Minority Interest 3314 3860 3351 3631 3951
Gross margin (%) 72.9 71.9 74.1 74.3 74.3 Non-current Liabilities 2632 3421 3033 2656 2392
Employee expenses -5967 -6362 -6928 -7379 -7922 Long-term Borrowings 1523 2029 1529 1029 729
Other Expenses -8829 -10270 -9461 -10954 -11761 Deferred Tax Liabilities (Net) 104 58 58 58 58
EBITDA 6401 6974 8588 9239 10301 Others 1005 1334 1446 1569 1605
EBITDA margin (%) 22 21.2 25.5 24.9 25.5 Current Liabilities 17340 15706 14228 13699 14144
Depreciation -1753 -2053 -2080 -2221 -2336 Short-term Borrowings 8371 5549 3549 2549 2549
EBIT 4648 4921 6508 7018 7965 Trade Payables 4148 4094 4615 5087 5532
EBIT margin (%) 16 15 19.3 18.9 19.7 Others 4821 6063 6063 6063 6063
Finance Cost -555 -303 -152 -125 -115 Total Equity and Liabilities 64694 68252 67522 72488 79132
Other Income 1025 636 960 950 959 Assets
Pre-tax profits 5118 5255 7315 7843 8809 Non-current Assets 33625 36598 36854 37062 37259
Tax -601 -823 -1039 -1412 -1586 Fixed Assets 17292 17586 16906 16085 15149
Net Profit 4517 4432 6276 6431 7223 Goodwill on Consolidation 5956 6481 6481 6481 6481
Growth (%) 21.9 -1.9 41.6 2.5 12.3 Non-current Investments 243 243 267 294 323
Minority Interest 542 407 -510 280 320 Deferred Tax Assets (Net) 2555 3175 3175 3175 3175
Exceptional Items 1308 245 3311 0 0 Others 7580 9113 10024 11026 12129
Net Income after Ml 2665 3765 3467 6145 6897 Current Assets 31069 31654 30668 35426 41874
Recurring Net Profit 3973 4010 5945 6145 6897 Inventories 7886 7875 8031 8851 9404
EPS 11.1 15.7 14.5 25.6 28.7 Trade Receivables 8884 9421 9692 10682 11617
Cash and Equivalents 7276 6488 4777 7398 11998
Other Current Assets 7023 7870 8168 8495 8854
Total Assets 64694 68252 67522 72488 79132
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Sun Pharmaceutical Industries Ltd.

Cash Flow Statement Key Ratios
(Rs Cr) FY19 FY20 | FY21E FY22E FY23E FY19 FY20 | FY21E FY22E FY23E
Net Profit Before Tax 3810 5010 4005 7843 8809 Profitability (%)
Depreciation 1753 2053 2080 2221 2336 Gross Margin 72.9 71.9 74.1 74.3 74.3
Interest Income -114 -52 152 125 0 EBITDA Margin 22 21.2 25.5 24.9 25.5
Change in working capital -2696 899 -91 -1543 -1367 EBIT Margin 16 15 19.3 18.9 19.7
Miscellaneous 329 -8 0 0 0 APAT Margin 9.2 11.5 10.3 16.5 17.1
Taxes Paid -886 -1346 -1039 -1412 -1586 RoE 7.8 9.2 6.2 11.9 11.8
Operating cash flow 2196 6555 5107 7235 8192 RoCE 8.5 8.6 11.6 12.1 12.2
Capex -3213 -1542 -1400 -1400 -1400 Solvency Ratio
Acquisition of Subsidiaries -23 0 0 0 0 Net Debt/EBITDA (x) -0.1 -0.3 -0.6 -1 -1.5
Others 2554 -1472 -936 -1029 -1132 Net D/E 0 0 -0.1 -0.2 -0.3
Investing cash flow -681 -3014 -2336 -2429 -2532 PER SHARE DATA
Interest Income -461 -272 -152 -125 0 EPS 11.1 15.7 14.5 25.6 28.7
Shares issued, payment to Minority -1454 -233 -510 280 320 CEPS 20.7 26 21 36.1 39.8
Loans Repaid -237 -3123 -2500 -1500 -300 BV 172.6 188.7 200 225.8 255
Dividend paid -579 -1663 -1320 -840 -1080 Dividend 2.8 1 5.5 3.5 4.5
Financing cash flow -2731 -5290 -4482 -2185 -1060 Turnover Ratios (days)
Net Change in Cash -1215 -1749 -1710 2620 4601 Debtor days 112 105 105 105 105
Opening cash balance 9929 7062 5677 3967 6587 Inventory days 99 88 87 87 85
Closing (debt) / cash 9085 5677 3967 6587 11188 Creditors days 52 46 50 50 50
VALUATION
P/E 57.4 40.7 44.1 24.9 22.2
P/BV 3.7 3.4 3.2 2.8 2.5
EV/EBITDA 24.4 22.2 17.6 15.9 13.8
EV / Revenues 5.3 4.7 4.6 3.9 3.4

Source: Company, HDFC sec Research
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Sun Pharmaceutical Industries Ltd.

Disclosure:

1, Kushal Rughani, MBA author and the name 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. HSL has no material adverse disciplinary history as on the date of publication of this report. 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.

Research Analyst or his relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately
preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material conflict of interest.

Any holding in stock - No
HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an individual
investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of
the companies referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources
believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any company or
companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be
contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to the
attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies
effectively assume currency risk. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or other
services for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or
act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency
rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies /
organizations described in this report.

HSL 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.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t 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 in the normal course of business.

HSL 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 HSL nor Research Analysts 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. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research
Report.
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Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.
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