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Sun Pharmaceuticals

Buy
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DOLAT ANALYSIS & RESEARCH THEMES
IN-DEPTH+*PRECISE*ACTIONABLE

Given the structural headwinds in the US faced by Indian generic
companies, Sun’s investments to build a branded specialty business is a
key differentiator. However, Specialty pharma is a vastly different
business model compared to traditional generics requiring significantly
superior R&D skills, M&A capabilities, business development strategy
and risk appetite.

Having built a branded portfolio focused on dermatology and
ophthalmology, Sun is ahead of Indian peers in building a specialty
business in the US. Ramp-up of llumya, Cequa, Yonsa, Xelpros, Bromsite
and Odomzo sales are value drivers for SUNP’s specialty business in the
next 3-4 years.

While R&D expenses (V6% of sales in FY20) remain low, management
expects an increase (guidance of 7-8% of sales) in the medium-term to
develop new specialty products and to add additional indications for
existing products. We estimate sales of ~$660mn from specialty products
in FY23 (from ~$450mn in FY20). The superior margin profile of specialty
products should drive Sun’s consolidated margins (from ~21% in FY20 to
~23.5% in FY23E).

We see multiple drivers of near-term earnings momentum including an
uptick in specialty sales post normalization of the COVID situation, strong
domestic cash flows and a bottoming out of the core US generics business.
With Sun having underperformed the Nifty Pharma Index by ~20% YTD, we
believe that the leader cannot be left behind in a sectoral rally. The peak
multiple (~28x in FY15) has now compressed to ~22x FY22E EPS. With the
earnings momentum changing direction decisively, we believe the
valuation gap should narrow between Sun and peers.

We introduce FY23E numbers in this note. We expect top-line to grow at
9% CAGR and bottom-line of 19% CAGR over FY20-23E. At CMP the stock
trades at 22x FY22 and 20x FY23 earnings of Rs23 and Rs26.3 respectively.
We value the company on an SOTP basis and assign India formulation 18x
EV/EBIDTA, 12x EV/EBITDA to RoW/EM and 7x EV/EBITDA for US
formulations. We maintain BUY with target price of Rs660 (implied PE 25x
FY23E).

FINANCIALS (Rs Mn)

Particulars FY19A FY20A FY21E FY22E FY23E
Revenue 290,659 328,375 366,191 392,715 423,208
Growth(%) 9.7 13.0 11.5 7.2 7.8
EBITDA 64,008 69,742 80,530 89,306 99,523
OPM(%) 22.0 21.2 22.0 22.7 235
PAT 37,039 39,828 48,358 55,253 63,101
Growth(%) 37.0 7.5 214 14.3 14.2
EPS(Rs.) 154 16.6 20.2 23.0 26.3
Growth(%) 37.0 7.5 214 14.3 14.2
PER(x) 33.9 315 26.0 22.7 19.9
ROANW(%) 6.7 8.7 10.3 10.9 11.4
ROACE(%) 9.1 8.2 9.0 9.7 10.3

CMP Rs 523
Target / Upside Rs 660/ 26%
BSE Sensex 38,877
NSE Nifty 11,516
Scrip Details
Equity / FV Rs 2,399mn /Rs 1
Market Cap Rs 1,256bn
USS 17bn
52-week High/Low Rs 565/Rs 312
Avg. Volume (no) 10,150,700
NSE Symbol SUNPHARMA
Bloomberg Code SUNP IN

Shareholding Pattern Jun'20(%)

Promoters 54.7
MF/Banks/Fls 10.8
Flls 13.6
Public / Others 20.9

Sun Pharma Relative to Sensex
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Profit and Loss Account

(Rs Mn) FY20A FY21E FY22E FY23E
Revenue 328,375 366,191 392,715 423,208
Total Expense 258,634 285,661 303,409 323,685
COGS 92,305 101,247 107,272 112,525
Employees Cost 63,624 70,508 75,725 81,714
Other expenses 102,706 113,906 120,412 129,446
EBIDTA 69,742 80,530 89,306 99,523
Depreciation 20,528 23,391 24,411 25,273
EBIT 49,214 57,139 64,896 74,250
Interest 3,027 1,728 1,436 1,299
Other Income 6,360 7,724 8,165 8,882
Exc. / E.O. items (2,450) 0 0 0
EBT 50,096 63,135 71,625 81,832
Tax 8,228 10,370 11,764 13,912
RPAT 37,649 48,358 55,253 63,101
Minority Interest 4,070 4,274 4,488 4,712
Profit/Loss share of associates (148) (133) (120) (108)
APAT 39,828 48,358 55,253 63,101
Balance Sheet

(Rs Mn) FY20A FY21E FY22E FY23E
Sources of Funds

Equity Capital 2,399 2,399 2,399 2,399
Minority Interest 38,602 38,602 38,602 38,602
Reserves & Surplus 450,245 483,957 524,565 573,020
Net Worth 452,645 486,357 526,964 575,419
Total Debt 75,783 71,994 68,394 64,974
Net Deferred Tax Liability 21,873 18,890 16,186 14,409
Total Capital Employed 588,903 615,843 650,146 693,404
Applications of Funds

Net Block 163,655 151,731 139,765 124,917
CWIP 77,018 75,018 73,018 71,018
Investments 58,658 58,658 58,658 58,658
Current Assets, Loans & Advances 351,441 397,324 443,118 506,983
Inventories 78,750 85,697 87,277 90,855
Receivables 94,212 105,383 113,181 120,548
Cash and Bank Balances 64,875 88,704 121,633 170,672
Loans and Advances 45,676 47,718 49,121 50,709
Other Current Assets 18,953 20,848 22,933 25,226
Less: Current Liabilities & Provisions 61,869 66,889 64,413 68,173
Payables 40,937 45,056 43,242 45,487
Other Current Liabilities 20,931 21,833 21,171 22,686
Net Current Assets 289,572 330,435 378,705 438,811
Total Assets 588,903 615,843 650,146 693,404

E — Estimates
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Important Ratios

Particulars FY20A FY21E FY22E FY23E
(A) Margins (%)

Gross Profit Margin 71.9 72.4 72.7 73.4
EBIDTA Margin 21.2 22.0 22.7 23.5
EBIT Margin 15.0 15.6 16.5 17.5
Tax rate 16.4 16.4 16.4 17.0
Net Profit Margin 11.5 13.2 14.1 14.9
(B) As Percentage of Net Sales (%)

COGS 28.1 27.6 27.3 26.6
Employee 19.4 19.3 19.3 19.3
Other 31.3 31.1 30.7 30.6
(C) Measure of Financial Status

Gross Debt / Equity 0.2 0.1 0.1 0.1
Interest Coverage 16.3 331 45.2 57.1
Inventory days 88 85 81 78
Debtors days 105 105 105 104
Average Cost of Debt 3.5 2.3 2.0 1.9
Payable days 46 45 40 39
Working Capital days 322 329 352 378
FAT/O 2.0 2.4 2.8 34
(D) Measures of Investment

AEPS (Rs) 16.6 20.2 23.0 26.3
CEPS (Rs) 25.2 29.9 33.2 36.8
DPS (Rs) 5.7 5.7 5.7 5.7
Dividend Payout (%) 34.6 28.5 25.0 21.9
BVPS (Rs) 188.7 202.7 219.6 239.8
RoANW (%) 8.7 10.3 10.9 114
ROACE (%) 8.2 9.0 9.7 10.3
ROAIC (%) 9.7 10.9 12.3 14.1
(E) Valuation Ratios

CMP (Rs) 523 523 523 523
P/E 31.5 26.0 22.7 19.9
Mcap (Rs Mn) 1,255,674 1,255,674 1,255,674 1,255,674
MCap/ Sales 3.8 3.4 3.2 3.0
EV 1,217,608 1,189,990 1,153,462 1,101,003
EV/Sales 3.7 3.2 2.9 2.6
EV/EBITDA 17.5 14.8 12.9 11.1
P/BV 2.8 2.6 2.4 2.2
Dividend Yield (%) 1.1 1.1 1.1 1.1
(F) Growth Rate (%)

Revenue 13.0 11.5 7.2 7.8
EBITDA 9.0 15.5 10.9 114
EBIT 5.9 16.1 13.6 14.4
PBT 31.5 26.0 13.4 14.3
APAT 7.5 21.4 14.3 14.2
EPS 7.5 21.4 14.3 14.2
Cash Flow

(Rs Mn) FY20A FY21E FY22E FY23E
CFO 65,324 64,118 67,572 80,976
CFI (46,990) (9,468) (10,445) (8,425)
CFF (26,214) (30,821) (24,198) (23,512)
FCFF 18,334 54,650 57,127 72,551
Opening Cash 72,756 64,875 88,704 121,633
Closing Cash 64,875 88,704 121,633 170,672

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell <0%

Rating and Target Price History
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Equity Trading Designation E-mail
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Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

I. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1l. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for
rendering any of the above services. Research analysts and sales persons of Dolat Capital Market Private Limited. may provide important inputs to its
affiliated company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete
description of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or
completeness. Dolat Capital Market Private Limited. may 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. This report is provided for information only and is not an investment advice and must not
alone be taken as the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user
assumes the entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market
Private Limited. reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market
Private Limited. 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. This
report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any
transaction. 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 Dolat Capital Market Private Limited. and/or its affiliated company(ies) 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 a certain category of investors. Persons in whose possession this
report may come, are required to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among
other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of
the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance
on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return
the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct
certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S. registered broker-
dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo
or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to time.
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