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Sun Pharmaceutical Industries
Smooth progress

m Sun Pharma participated in InCred’s ‘InCredible India Conference 2023’
m The upside from recently acquired Deuruxolitinib and sustainability of llumya’s
growth were highlighted by the company.

m Sun Pharma remains one of our top picks in the pharma space. Maintain ADD
rating on it with a target price of Rs1,187.

Concert Pharma’s product to compete in a low-competition market
Deuruxolitinib, the key productof recently acquired ConcertPharma, will enter the market
with lower competition compared to llumya, Sun Pharma'’s other major specialty product.
Alopecia Areata is an area of unmet medical need and Sun Pharma targets to be the
second/third player in the market. FY24F will withess R&D expenses relating to the
product, but the impact on consolidated numbers will be clear only when the company
gives annual guidance in its 4Q earnings call.

llumya has a comfortably long runway

Sun Pharma’s managementdoes notexpectgeneric competitionto llumya, atleastfor the
next three years, while it is not exactly predictable afterthatand the likely runway is much
longer. llumyais benefiting from the overall strong growth being witnessed in its category
—IL23 inhibitors for treatment of psoriasis. We expect Sun Pharmato continue to benefit
from the growth and operating leverage from the llumya franchise globally.

Biosimilar business - still in two minds

Sun Pharma is in the exploratory research stage for two biosimilar products that are
expected to go off-patentin the 2028-30F timeframe. However, given the level of price
erosion that biosimilar products are currently witnessing, Sun Pharma’s management is
taking a highly measured approach and has not committed significant research/
manufacturing investments.

Halol operations are awork in progress

Being a very old facility builtin the 1990’s and grown with the rapid rise in Sun Pharma’s
business, Halol operations remained highly complicated. Simplification of the processes is
not easy and hence, Sun Pharma’s strategy is to gradually cut the dependence on it by
building newer and better-designed facilities. That strategy is already playing out.

Stock remains one of the top picks in pharma space

After the recent correction, Sun Pharma trades at 27.3x FY24F core earnings. We feel the
superior valuation is justified given the potential upside to our estimates from operatng
leverage in the specialty portfolio and better-than-estimated gRevlimid sales. We feel other
segments of the business will compensate for the rise in R&D cost due to Concert Phama
buyout. Retain ADD rating with on it a target price of Rs1,187, which is 28.2x FY25F core
earnings plus cash per share. Margin pressure from higher R&D cost isthe downside risk.

Financial Summary Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Revenue (Rsm) 334,981 386,545 433,675 476,434 523,210
Operating EBITDA (Rsm) 84,677 102,438 112,947 123,547 142,309
Net Profit (Rsm) 29,038 32,727 78,620 86,849 101,350
Core EPS (Rs) 30.1 32.4 32.8 36.2 42.2
Core EPS Growth 79.1% 7.7% 1.3% 10.5% 16.7%
FD Core P/E (x) 31.85 29.58 29.21 26.44 22.66
DPS (Rs) 5.5 10.0 10.0 10.C 10.0
Dividend Yield 0.57% 1.04% 1.04% 1.04% 1.04%
EV/EBITDA () 27.08 21.08 19.81 17.63 14.81
P/FCFE (x) 33.88 24.18 (30.74) 13.07 11.79
Net Gearing (6.3%) (22.6%) (6.7%) (15.6%) (23.9%)
P/BV (x) 4.94 4.78 4.30 3.85 3.41
ROE 15.7% 16.4% 15.5% 15.4% 16.0%

% Change In Core EPS Estimates
InCred Research/Consensus EPS (x)
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Figure 1: Core valuation table

Core EPS (Rs)

Core EPS growth
Cash per share (Rs)
Current core P/E (Rs)
Core ROIC

FY21
26.7
84.5%
26.9
35.1
12.7%

FY22 FY23F FY24F FY25F
28.4 31.5 34.4 40.4
6.4% 10.9% 9.0% 17.6%
53.5 20.4 46.0 74.6
33.0 29.8 27.3 23.2
17.5% 22.2% 18.2% 21.3%

SOURCE: INCRED RESEARCH, COMPANY REPORTS
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Profit & Loss
(Rs mn) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Net Revenues 334,981 386,545 433,675 476,434 523,210
Gross Profit 248,080 283,03C 322,265 353,929 390,204
Operating EBITDA 84,677 102,438 112,947 123,547 142,309
Depreciation And Amortisation (20,800) (21,437) (25,150) (27,282) (29,282)
Operating EBIT 63,878 81,00C 87,798 96,265 113,027
Financial Income/(Expense) (1,414) (1,274) (1,093) (1,200) (1,200)
Pretax Income/(Loss) from Assoc.
Non-Operating Income/(Expense) 8,592 10,75E 3,323 5,000 5,000
Profit Before Tax (pre-El) 71,055 90,481 90,028 100,065 116,827
Exceptional Items
Pre-tax Profit 71,055 90,481 90,028 100,065 116,827
Taxation (5,147) (11,519) (10,832) (13,008) (15,188)
Exceptional Income - post-tax (43,061) (44,904)
Profit After Tax 22,847 34,058 79,196 87,057 101,640
Minority Interests 6,191 (1,331) (576) (208) (290)
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 29,038 32,727 78,620 86,849 101,350
Recurring Net Profit 72,099 77,631 78,620 86,849 101,350
Fully Diluted Recurring Net Profit 72,099 77,631 78,620 86,849 101,350
Cash Flow
(Rs mn) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
EBITDA 84,677 102,438 112,947 123,547 142,309
Cash Flow from Invt. & Assoc.
Change In Working Capital 25,641 15,591 (107,983) (16,099) (20,980)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow 75,848 83,115 (3,121) 99,232 110,851
Net Interest (Paid)/Received (1,414) (1,274) (1,093) (1,200) (1,200)
Tax Paid (12,730) 8,004 (2,231) (3,800) (3,800)
Cashflow From Operations 61,704 89,845 (6,444) 94,232 105,851
Capex (10,730) (14,344) (13,000) (14,000) (15,000)
Disposals Of FAs/subsidiaries
Acg. Of Subsidiaries/investments (41,643) (47,232)
Other Investing Cashflow
Cash Flow From Investing 50,973 33,858 (66,676) 80,232 90,851
Debt Raised/(repaid) (44,896) (28,718) (1,597) 1,257 (1,980)
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid (15,862) (21,692) (23,993) (23,993) (23,993)
Preferred Dividends
Other Financing Cashflow 9,364 80,469 2,231 3,800 3,800
Cash Flow From Financing (51,394) 30,059 (23,360) (18,936) (22,173)
Total Cash Generated (420) 63,918 (90,035) 61,296 68,678
Free Cashflow To Equity 67,781 94,986 (74,716) 175,721 194,723
Free Cashflow To Firm 114,091 124,977 (72,027) 175,664 197,903




Equities

Pharmaceuticals | India
Sun Pharmaceutical Industries | March 14, 2023

BY THE NUMBERS...cont’d

Balance Sheet
(Rs mn) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Cash And Equivalents 64,455 128,373 48,997 110,293 178,971
Total Debtors 90,614 105,92¢ 117,092 128,637 141,267
Inventories 89,970 89,968 117,092 128,637 141,267
Total Other Current Assets 59,382 25,88C 82,398 90,522 99,410
Total Current Assets 304,421 350,15C 365,580 458,090 560,915
Fixed Assets 111,715 111,68S 99,539 86,257 71,975
Total Investments 2,327 52,147 52,147 52,147 52,147
Intangible Assets 119,483 125,777 162,349 162,349 162,349
Total Other Non-Current Assets 138,721 58,237 58,237 58,237 58,237
Total Non-current Assets 372,247 347,849 372,271 358,989 344,707
Short-term Debt 24,449 8,08€ 8,086 8,086 8,086
Current Portion of Long-Term Debt
Total Creditors 39,737 44,793 54,524 59,991 64,753
Other Current Liabilities 97,271 119,12€ 96,218 105,866 114,270
Total Current Liabilities 161,456 172,00€ 158,828 173,943 187,109
Total Long-term Debt 8,981 4,817 3,220 4,477 2,497
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 11,431 10,51& 10,515 10,515 10,515
Total Non-current Liabilities 20,413 15,332 13,735 14,992 13,012
Total Provisions
Total Liabilities 181,869 187,338 172,563 188,935 200,121
Shareholders Equity 464,628 480,112 534,164 596,812 673,879
Minority Interests 30,171 30,548 31,125 31,332 31,622
Total Equity 494,798 510,661 565,289 628,145 705,501
Key Ratios

Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Revenue Growth 2.0% 15.4% 12.2% 9.9% 9.8%
Operating EBITDA Growth 21.4% 21.0% 10.3% 9.4% 15.2%
Operating EBITDA Margin 25.3% 26.5% 26.0% 25.9% 27.2%
Net Cash Per Share (Rs) 12.93 48.13 15.71 40.73 70.18
BVPS (Rs) 193.65 200.11 222.63 248.74 280.86
Gross Interest Cover 45.17 63.60 80.36 80.22 94.19
Effective Tax Rate 7.2% 12.7% 12.0% 13.0% 13.0%
Net Dividend Payout Ratio
Accounts Receivables Days 100.69 92.79 93.85 94.13 94.14
Inventory Days 354.33 317.24 339.19 366.07 370.34
Accounts Payables Days 169.42 149.03 162.69 170.60 171.16
ROIC (%) 10.1% 17.1% 13.5% 14.7% 17.1%
ROCE (%) 11.7% 15.4% 16.0% 15.8% 16.7%
Return On Average Assets 9.9% 11.6% 11.1% 11.3% 11.9%
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DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd.(formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INH0O00011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred E quities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed orintended 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 IRSPL and its affiiates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (ii) redistributed or passed on, directly orindirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this reportat any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this reportin the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this reportremain current, reliable or relevant;
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this reportis based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referredto therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The reportis not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

IRSPL may have issued other reports (based on technical analysis, event specific, short term views etc.) that are inconsistent with and reach different
conclusion from the information presented in this report.

Holding of Analysts/Relatives of Analysts, IRSPL and Associates of IRSPL in the covered securities, as on the date of publishing of this report
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