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Sun Pharmaceutical Industries Ltd
On a strong footing

Pharmaceuticals Sharekhan code: SUNPHARMA
Reco/View: Buy o CMP:Rs. 1,592 Price Target: Rs. 1,727 N
/]\ Upgrade € Maintain \l/ Downgrade
Summary

¢ We reiterate our Buy rating on Sun Pharma due to a strong uptick in specialty products and its dominant
position in the IPM.

¢ Reports reveal that Sun’s API unit in Ankleshwar has received an NAI (No Action indicated) status with an ‘all
clear’ to manufacture and export products.

¢ As per February 2024 AWACS MAT data, Sun Pharma reported 8.8% growth (IPM growth for Feb'24 at 6.7%)
while volume grew by 1.5% (IPM’s volumes fell 0.3%) largely driven by key drug Rosuvas (23% y-o-y growth)

¢ As Sun Pharma'’s specialty portfolio continues to gain traction followed by dominant position in the IPM, we
have increased our EPS estimates by 1% and 3% for FY25E and FY26E increasing price target to Rs. 1,727 for the
stock (ascribing PE of 30x on FY26E).

Sun Pharma, a proxy play to specialty sales in the US is expected to continue to grow steeply despite
higher base. The growth in specialty sales is largely contributed to investments in the R&D pipeline, where
specialty R&D accounted for ~40% of the total R&D spends. The partner product Nidlegy is expected to file
with Europe during H1ICY24E, once approved, Nidlegy will enhance the company’s product offerings in skin
cancers and synergize well with Sun Pharma’s growing Odomzo franchise in Europe. Sun Pharma along
with its subsidiary, has entered into a licensing agreement with Aclaris Therapeutics, Inc., a clinical-stage
biopharmaceutical company focused on developing novel drugs forimmuno-inflammatory diseases. Under
the license agreement, Aclaris has granted Sun Pharma exclusive rights under certain patents for the use of
Deuruxolitinib, Sun Pharma’s JAK inhibitor, or other isotopic forms of Ruxolitinib, to treat alopecia areata
(AA) or androgenetic alopecia (AGA. In Q3FY2024, global specialty sales grew by 26% to reach $296 million.

¢ Positive US trend to benefit Sun Pharma: Sun’s US Rx data reflects a positive momentum for its specialty
portfolio. Sun’s specialty portfolio is driven by strong growth in Cequa, lllumya, Winlevi and Levulan. Sun
Pharma has completed phase-3 clinical trials of Nidlegy and llumya and has filed its NDA Deuruxolitinib with
the USFDA. llumya’s upward trajectory is expected to continue as more patients opt for IL-23 treatment. As per
external reports Cequa continues to gain volume despite gRestasis competition. Levulan volumes rose sharply,
growing 153% Y-o-y Odomzo volume grew 47% Y-o-y while Yonsa volume declined 21% Y-o-y Absorica LD
volume increased marginally (+3%QoQ/ +2%Y-o-y). Winlevi saw flattish volume growth sequentially, albeit it
grew 14% Y-o-y Notably, Taro’s gTretinoin continues to rise (+110% Y-0-y). SUNP has gained 12.4% market share
in gVyvanse (currently under shortage) within the first 4 months of launch. We expect Sun's specialty business to
grow at a CAGR of 17% to $1.4 billion by FY26E.

+ Domesticbusiness continues to retain leadership position: As per Feb-24 AWACS data, Sun Pharma reported
a growth of 8.8% as against an IPM growth of 6.7% on MAT basis and 12.2% growth on a monthly basis (IPM
growth of 9% on MTH basis). Sun’s volume grew by 1.5% on MAT and 1.6% on MTH basis as against the IPM’s
volume decline of 0.3% on MAT and 0.2% growth on MTH basis. Sun Pharma continues to rank number 1 in the
IPM Sun Pharma is also ranked No. 1 by prescription with 12 different doctor categories. Amongst Sun Pharma’s
three brands which are a part of the top 40 brands; On a monthly basis, Rosuvas grew by 23% in February'24
to Rs. 46 crore (unit growth of 17.7%), Levipil grew by 22% to Rs. 30 crore (unit growth 6.9%) but Volini declined
by 13% to Rs. 27 crore (volume decline of 18.5%). Sun’s IPM growth is largely volume driven and new product
launches. Sun Pharma launched twenty-eight new products in the domestic market in Q3FY24 and is witnessing
a strong momentum in the in licensed products. We expect the company to deliver a 14% CAGR to Rs. 19,534
crore over FY2024-FY2026E.

¢ Taromerger to strengthen balance sheet: Sun has entered into a definitive agreement with Taro to acquire the
minority shares at $43 per share, subject to certain closing conditions. The agreed price of $43 per share is poised
to deliver a 48% premium to unaffected price on May 25, ‘23. The fully combined entity will be better positioned
to service patients globally. Sun will finally complete the acquisition that began with a buyout offer in 2007,
gaining full control of Taro Pharmaceutical Industries. Sun Pharma already owns 78.5% of Taro. The proposed
transaction provides a compelling liquidity opportunity for shareholders. Taro has assets of $1.3 billion, with
cash and short-term bank deposits totalling $382 million. Taro has formed a special committee of independent
non-Sun Pharma directors. After the acquisition, Sun Pharma is expected to benefit from integration and cost
synergies in the manufacturing areas and can utilise Taro’s cash for Sun Pharma’s M&A.

Our Call

View: Maintain Buy with a higher PT of Rs. 1,727 - Sun Pharma continues to report decent earnings growth on
account of strong growth in the US segment driven by specialty sales, Taro sales and strong traction in the base
portfolio. Sun’s domestic portfolio continues to beat IPM growth through outperformance across therapies and new
product launches. As Sun Pharma has signed a licensing agreement for Deuruxolitinib with Aclaris which to further
boost global specialty sales, we have increased our EPS estimates by 1% and 3% for FY25E and FY26E. we expect Sun
Pharma to post healthy sales and earnings CAGR of 13% and 19%, respectively, over FY2024-FY2026E. At CMP, the
stock trades at ~33x/~28x its FY2025E/FY2026E EPS. We believe superior specialty portfolio in the US market and
dominant position in the India business to sustain premium valuation. Hence, we maintain a Buy rating and increased
price target to Rs. 1,727 for the stock (ascribing PE of 30x on FY26E).

Key Risks

1) Regulatory compliance risks, including delay in product approvals; 2) Currency risk; and 3) Delay in resolution of
USFDA observations at the Halol plant and 4) delay in normalisation of supply from Mohali plant.

Valuation (Consolidated) Rs cr
sales 38426 43279 47420 52578 61077
EBITDA Margin (%) 26.9 26.5 27.5 28.6 29.7
Adjusted PAT 3406 8561 9418 11503 13823
EPS (Rs) 327 36.0 40.4 47.6 57.6
PE (x) 48.5 441 39.3 333 27.5
P/BV (x) 79 6.8 5.9 5.0 43
EV/Ebidta (x) 35.2 317 27.7 23.6 19.2
ROCE (%) 16.2 15.7 16.0 16.9 17.6
RONW (%) 16.6 16.6 16.0 16.2 16.7

Source: Company; Sharekhan estimates
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Specialty sales trend - On the verge to becoming a billion-dollar sales.

Sun’s global specialty sales grew by 26% Y-o-y including milestone payment and excluding milestone payment global
specialty sales grew by 24% Y-o-y to US$ 296 mn in 3QFY24. The company’s partner product, Nidlegy should be
filed with Europe authorities during the H1CY24. Once approved, Nidlegy will enhance offerings in skin cancers and
synergize well with growing Odomzo franchise in Europe. Phase I trials of MM-II and Phase Il trials of GL0034 both
early are expected to start in early 2024 are now moved with the expected start date in second half of '24. We expect
specialty portfolio sales to be driven by uptick in products like llumya, Cequa, Winlevi, Levulan etc. hence believe
specialty sales to grow at 17% y-o-y to $1.1 billion by FY26E.

Global specialty portfolio pipeline

Candidate ‘ Indication ‘ Current Phase ‘ Next Milestone

Deuruxolitinib Alopecia Areata Filed with USFDA PDUFA date in Jul'24

Nidlegy Skin Cancer First Phase-3 topline reported Partner to disclose at appropriate time
llumya Psoriatic Arthritis Phase 3 First topline data by late-25

MM-II Pain in Osteoarthritis Phase 2 completed Phase-3 to start in early-24

SCD-004 Psoriasis, atopic dermatitis Phase 2 First topline data by end-24 (atopic dermatitis
GL0034 Type-2 Diabetes Phase 1 completed Phase-2 to start by early-24

Sun’s specialty portfolio sales trend

1400 0.43 0.5
0.39
1200 0.4
1000 0.24 03
800 0.2
600 0.1
.0 .0
400 0
0 J -0.2

FY15 FY16 FY17 FY18 FY19 FY20 Fy21 FY22 FY23 FY24E FY25E FY26E

I Specialty sales ~—YoY Growth

Source: Sharekhan Research
Domestic sales brands

As per Feb-24 AWACS data, Sun Pharma reported a growth of 8.8% as against an IPM growth of 6.7% on MAT basis and
12.2% growth on a monthly basis (IPM growth of 9% on MTH basis). Sun’s volume grew by 1.5% on MAT and 1.6% on
MTH basis as against the IPM’s volume decline of 0.3% on MAT and 0.2% growth on MTH basis. Sun Pharma continues
to rank No. 1 in the IPM. Sun Pharma is also ranked number 1 by prescription with 12 different doctor categories.
Amongst Sun Pharma'’s three brands which are a part of the top 40 brands; Rosuvas grew by 23% in February 2024 to
Rs. 46 crore (unit growth of 17.7%), Levipil grew by 22% to Rs. 30 crore (unit growth 6.9%) but Volini declined by 13%
to Rs. 27 crore (volume decline of 18.5%).

Monthly trend of Sun'’s top 40 rands in the IPM Rs cr
Particulars Sep'23 ‘ Oct'23 ‘ Nov'23 ‘ Feb'24
Rosuvas 44 46 46 50 46
Volini 36 38 36 29 27
Levipil 33 33 33 31 30
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Outlook and Valuation
B Sector View - Input cost easing with companies focusing on complex product launches

Over the years, Indian pharmaceutical companies have established themselves as a dependable source for global
pharma companies. A confluence of other factors, including focus on specialty/complex products in addition to
emerging opportunities in the API space, would be key growth drivers over the long term. The sector is witnessing
easing of input cost like raw material costs, freight, and power, which are likely to aid the sector in expanding margins.
The sector is also witnessing easing of price erosion, followed by increasing contribution from product launches. We
believe the sector is in a sweet spot, where it is experiencing a healthy product mix and cost rationalisation, which
increases operational profit of the companies. The sector is mainly a low-debt sector and increasing operational profit
followed by experiencing the advantage of a low tax rate due to its operations in the SEZ sector; hence, overall, we
stay positive on the sector.

B Company Outlook - Strong growth prospects

Sun Pharma is present across a broad spectrum of chronic and acute therapies, which include generics, branded
generics, and complex drugs. India and the US are key markets for the company and constitute around 60% of the
total topline. Sun Pharma’s US business is improving, largely backed by a marked improvement in the specialty
portfolio due to growth in existing geographies as well as tapping new geographies and product portfolio expansion/
launches. This coupled with a strong product pipeline, which would unfold going ahead, would be the key growth
driver for the US business. Domestic formulations are on a strong footing as the chronic portfolio has reported
healthy growth. The acute therapies portfolio has also gathered traction and is expected to sustain strong growth
traction. The management expects the domestic formulations business to continue its strong growth on account
of new launches, growth in the existing business, and field force productivity improvement, and aims to outpace
the industry’s growth. Therefore, an improved outlook across both key geographies, India and US, and increasing
penetration in other geographies, would drive growth for Sun Pharma.

B Valuation - Maintain Buy with increased PT of Rs. 1,727

Sun Pharma continues to report decent earnings growth on account of strong growth in the US segment driven by
specialty sales, Taro sales and strong traction in the base portfolio. Sun’s domestic portfolio continues to beat IPM
growth through outperformance across therapies and new product launches. As Sun Pharma has signed a licensing
agreement for Deuruxolitinib with Aclaris which to further boost global specialty sales, we have increased our EPS
estimates by 1% and 3% for FY25E and FY26E. we expect Sun Pharma to post healthy sales and earnings CAGR of 13%
and 19%, respectively, over FY2024-FY2026E. At CMP, the stock trades at ~33x/~28x its FY2025E/FY2026E EPS. We
believe superior specialty portfolio in the US market and dominant position in the India business to sustain premium
valuation. Hence, we maintain a Buy rating and increased price target to Rs. 1,727 for the stock (ascribing PE of 30x on
FY26E).
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About company

Sun Pharmaiis the fourth largest specialty generic pharmaceutical company in the world. Founded in 1983, Sun Pharma
has grown to become India’s largest pharmaceutical company with global revenue of over $4 billion. The company
manufactures and markets a large basket of pharmaceutical formulations, covering a broad spectrum of chronic
and acute therapies, which include generics, branded generics, complex or difficult-to-make technology-intensive
products, over the counter (OTC) products, anti-retroviral (ARVs), APls, and intermediates. The company’s global
presence is supported by over 40 manufacturing facilities. India and the U.S. are predominant markets, accounting for
nearly 65% of revenue.

Investment theme

Sun Pharma is a leading pharmaceutical company present across a broad spectrum of chronic and acute therapies,
which include generics, branded generics, and complex drugs. India and U.S. are the key markets for the company
and constitute around 60% of the total topline. Outlook for the U.S. business has improved on account of a likely
revival in the U.S. specialty business coupled with a strong product pipeline, which would unfold going ahead and
would be the key growth driver for the U.S. business. Moreover, price erosion is largely stable in the U.S. generic
business. Domestic formulations are on a strong footing as the chronic portfolio (50% of India sales) has reported
healthy growth. The acute portion of the portfolio was impacted, but it has now revived. Management sees the
domestic formulations business to sustain the strong growth momentum and outpace the industry’s growth. While
driven by the specialty segment’s sales, the U.S. business also has healthy growth prospects.

Key Risks
1) Regulatory compliance risk; 2) Delay in product approvals; 3) Currency risk; 4) Worsening of corporate governance
issues; and 5) Negative outcome of ongoing litigations in the U.S. with regards to price collusion.

Additional Data

Key management personnel

Dilip S. Shanghvi Managing Director and Founder

Abhay Gandhi CEO, North America

Kirti Ganorkar EVP

C. S. Muralidharan Chief Financial Officer

Anoop Deshpande Company Secretary and Compliance Officer

Source: Company Website

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 ICICI Prudential Asset Management Co. 3.38
2 Life Insurance Corporation of India 2.84
3 SBI Funds Management Limited 2.30
4 Vanguard Group Inc. 1.81
5 Aditya Medisales Limited 1.67
6 BlackRock Inc. 1.50
7 Republic of Singapore 1.15
8 Norges Bank 1.14
9 GQG Partners LLC 0.93
10  Aditya Birla Sun Life Asset Management company 0.90

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

March 11, 2024 4

Stock Update



Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent industry
growth), increasing investments, higher entry barrier, and favorable government
policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse government
policies affecting the business fundamentals and global challenges (currency
headwinds and unfavorable policies implemented by global industrial institutions)
and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record, Healthy
Balance sheet/cash flows, differentiated product/service portfolio and Good corporate
governance.

Macro slowdown affecting near term growth profile, Untoward events such as natural
calamities resulting in near term uncertainty, Company specific events such as factory
shutdown, lack of positive triggers/events in near term, raw material price movement
turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of key
management personal, questionable corporate governance, high commaodity prices/
weak realisation environment resulting in margin pressure and detoriating balance
sheet

Strong earnings growth expectation and improving return ratios but valuations are
trading at discount to industry leaders/historical average multiples, Expansion in
valuation multiple due to expected outperformance amongst its peers and Industry
up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of roadblocks
such as corporate governance issue, adverse government policies and bleak global
macro environment etc warranting for lower than historical valuation multiple.
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This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity 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. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees
(“SHAREKHAN 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 SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily
a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information.
Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in
the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine
the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake
to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 SHAREKHAN and affiliates 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 certain category of investors. Persons in whose possession this document
may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company at the end of the
month immediately preceding the date of publication of the research report. The analyst and SHAREKHAN encourages independence in research
report/ material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any
material conflict of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and
SHAREKHAN has not been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its
associates or analysts have not received any compensation for investment banking, merchant banking, brokerage services or any compensation or
other benefits from the subject company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act
as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or
related securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time
to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in
no event shall SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability
for any damages of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com
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