% NIRMAL BANG Institutional Equities

Sun Pharmaceutical Industries
28 May 2020

Reuters: SUN.NS; Bloomberg: SUNP IN

In line revenue, but higher costs impact margins BUY

Sun Pharmaceutical Industries’ (SPIL) 4QFY20 revenue at Rs81,849mn is up 0.4% QoQ . :
and 14.3% YoY. Revenue is 1.9% above our estimate and 1.5% above consensus Sector: Pharmaceuticals
estimate. Despite in line revenue, reported net profit of Rs3,998mn was lower than CMP: Rs451
our/consensus estimates by 56%/58%. Net profit declined by 56.2% QoQ and 37.1% YoY

due to forex loss (Rs1,400mn), exceptional items (Rs2,606mn), higher cost of sales (up  Target Price: Rs543
120bps QoQ) and higher employee expenses (up 6.6% QoQ led by provisioning for

bonus). Upside: 21%
® Concall Highlights Vishal Manchanda
-— 1) Revenue was in line and flat QoQ, indicating stable business performance across geographies.  Research Analyst
© US sales (ex-§pe0|alty) going forward would be driven by new ANDA approvals. Recent vishal.manchanda@nirmalbang.com
) launches of gLialda and gFebuxostat seem to be reflected fully in the numbers and may see +91-9737437148
o some erosion pain. Overall SPIL has 98 ANDAs and 5 NDAs pending approval.
D ) 2) Specialty sales for the quarter touched record high of US$125mn, led by Cequa, llumya and ~ Gaurang Sakare
- Yonsa. The run rate shpuld ggther pace during the year, excepF fqr adeclinein 1QFY21 dueto  Research Associate
S QOVID led .shutdownllr‘npactmg uptake. Latelly, Cequa prescriptions have started an upward gaurang.sakare@nirmalbang.com
7 journey again as physicians have resumed office. +91-22 6273 8093
D 3) llumya (tildrakizumab) sales for FY20 stood at US$94mn, which came as a surprise,
m considering the prescription trends tend to reflect lower numbers. Higher llumya sales also
imply that SPIL’s dependence on Absorica may be lower than estimated, which should alleviate Ky Data
(@») some concerns about the impact on Absorica sales post generic entry. COVID led shutdown  Current Shares O/S (mn) 2,399.3
g has also delayed initiation of trials on llumya in new indications. Hence, the cost of R&D stands  \ikt Cap (Rsbn/US$bn) 1081.8/14.3
deferred to subsequent quarters.
LL 4) In the domestic markets, SPIL’'s market share has expanded to 8.4% from 8.2%. In 1QFY21, 52 _Wk HIL (Rs) 5051312
O there will be some disruption in domestic sales as doctors remain shut and the acute demand Daily Vol. (3M NSE Avg ) 14,657,950
<t is impacted. Even the chronic demand has taken some hit. Overall SPIL with a very large
presence in chronic segment is also well poised to expand its domestic footprint through in-  pyice Performance (%)
licensing deals with MNC Pharma. With MNC Pharma trading at record high valuations, SPIL
may be a proxy to MNC Pharma. 1M M AL
5)  SPIL aims to improve its existing margin profile through ongoing cost initiatives and revenue ~ SPIL (4.9) (14) 92
growth. Nifty Index 0.4 (23.00 (219

6) Refrained from sharing a guidance for FY21, considering uncertainties around operations.
Might revisit guidance in the next quarter.

We have maintained our estimates and Buy rating with a target price of Rs543 based on 20x

Source: Bloomberg

PE on FY22E EPS.

Y/E March (Rsmn) 4QFY19 3QFY20 4QFY20 YoY (%) QoQ (%) FY19 FY20 YoY (%)
Revenues (Incl. Other Op. Revenues) 71,639 81,549 81,849 14.3 0.4 2,90,659 3,28,375 13.0
Raw material costs 18,388 22,000 23,048 25.3 4.8 78,690 92,305 17.3
%age of revenues 25.7 27.0 28.2 249 bps 118 bps 27.1 28.1 104 bps
Staff costs 15,688 15,491 16,519 53 6.6 59,671 63,624 6.6
%age of revenues 21.9 19.0 20.2 (172) bps 119 bps 20.5 19.4 (115) bps
Other expenses 27,396 25,643 28,652 4.6 11.7 89,223 1,02,549 14.9
%age of revenues 38.2 314 35.0 (323) bps 356 bps 30.7 31.2 53 bps
EBITDA 10,168 18,414 13,630 341 (26.0) 63,076 69,898 10.8
EBITDA margin (%) 14.2 22.6 16.7 246 bps (593) bps 21.7 21.3 (42) bps
Other income 2,815 1,199 1,022 (63.7) (14.7) 10,255 6,360 (38.0)
Interest costs 1,500 630 518 (65.5) (17.8) 5,553 3,027 (45.5)
Depreciation 4,541 5,470 5,754 26.7 52 17,533 20,528 17.1
Exceptional item 0 0 -2,606 - - -12,144 -2,606 (78.5)
PBT 6,942 13,513 5,774 (16.8) (57.3) 38,102 50,096 31.5
Tax -288 3,276 831 (388.4) (74.6) 6,249 8,228 31.7
Tax rate (%) - 24.2 14.4 - - 16.4 16.4 2 bps
PAT before MI 7,231 10,237 4,944 (31.6) (51.7) 31,853 41,368 31.4
Ml and shares of associates -872 -1,102 -945 8.4 (14.2) -5,439 -4,219 (22.4)
PAT 6,359 9,135 3,998 (37.1) (56.2) 26,414 37,650 425
PAT margin (%) 8.9 11.2 4.9 (399) bps (632) bps 9.1 11.5 238 bps

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Key financials

Y/E March (Rsmn) FY18 FY19 FY20 FY21E FY22E
Net sales 2,64,895 2,90,659 3,28,375 3,60,664 3,85,108
EBITDA 56,081 63,076 69,898 91,522 1,00,755
Net profit 21,616 26,654 37,649 58,813 65,196
EPS (Rs) 9.0 1.1 15.7 245 272
EPS growth (%) (69.0) 233 43 56.2 10.9
EBITDA margin (%) 212 217 213 254 26.2
PER (x) 483 39.2 277 17.7 16.0
P/BV (x) 27 25 23 2.1 19
EV/EBITDA (x) 18.1 16.5 14.9 1.1 9.2
RoCE (%) 12.0 12.7 96 13.2 134
RoE (%) 136 14.2 14.0 16.4 16.3

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Actual performance versus our estimate and Bloomberg consensus estimate

(Rsmn) Actual NBIE est. Var.(%)  Consensus est. Var.(%)
Revenues 81,849 80,328 1.9 80,636 1.5
EBITDA 13,630 15,586 (12.5) 16,871 (19.2)
EBITDA margin (%) 16.7 19.4 (275) bps 20.9 (425) bps
PAT 3,998 9,128 (56.2) 9,546 (58.1)
PAT margin (%) 4.9 114 (648) bps 11.8 (695) bps

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 3: Revenue and growth trend

Institutional Equities

Exhibit 4: Gross profit and growth trend
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Exhibit 5: EBITDA and growth trend

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 6: PAT and growth trend
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Exhibit 7: Margin trend Exhibit 8: India Branded Generics revenue and growth trend
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Exhibit 9: US Formulations revenue and growth trend Exhibit 10: Emerging Markets revenue and growth trend
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Exhibit 11: Western Europe & Other Markets growth trend Exhibit 12: Bulk Drugs revenue and growth
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Financial statement

Exhibit 13: Income statement Exhibit 14: Cash flow
Y/E March (Rsmn) FY18 FY19 FY20 FY21E FY22E  Y/E March (Rsmn) FY18 FY19 FY20 FY21E FY22E
Net sales 2,64,895 290,659 3,28,375 3,60,664 3,85108 pgT 44,295 50,246 52702 79,941 89,248
Growth (%) (16.1) 9.7 130 98 68 (Inc.)/dec. in working capital 6,601 (26802  (878) 32 (9,538)
Raw material costs 74247 78690 92305 95837 A0S ok gowiromoperations 50,896 23444 51825 80333 79,700
Employee expenses 53,671 59,671 63,624 68,764 74,609 Other income (3388  (10.255) (6360) (12408) (13649)
Other expenses 80,896 89,223 1,02,549 1,04,541 1,05,611 ' ' ' ' '
Total expenditure 208813 227583 258477 269,142 284353 [Interestpaid 5176 5353 3027 4528 3940
EBITDA 56,081 63,076 69,898 91,522 1,00,755 Depreciation 14,998 17,533 20,528 19,461 21,216
Growth (%) (44.4) 12.5 10.8 30.9 10.1 DTL&DTA 1,243 (5,581) (7,096) - -
EBITDA margin (%) 21.2 21.7 21.3 254 26.2  Tax paid () 8,452 6,009 8,228 15,988 19,188
Other income 8388 10255 6,360 12408 13649  Net cash from operations 55473 24684 53696 75926 72,029
Interest costs 5176 553 3027 4528 3940 (o expenditure () (23411)  (36,831) (28723) 3079  (26,500)
Gross profit 190648 211,969 236,071 264827 280,975\ o cach after Capex 32062 (12147) 24972 79005 45529
% grow.th. (18.7) .2 4 f22 61 Other investing activities (71,581) 25489  (17,001) 10408 11,649
Depreciation 14,998 17,533 20,528 19,461 21,216 ’ ' ' ’ ’
Exceptional tems 9505 12,144 2606 0 o Cashfrom financial activities  (12.59%) ~ (39880)  (15852) 6571  (19.212)
PBT 34,790 38,102 50,096 79,941 89,248 Change in cash balance (52,115)  (26,538) (7,881) 95,985 37,966
% growth (61.5) 9.5 315 59.6 11.6  Opening cash balance 1,51,408 99,294 72,756 64,876 1,60,860
Tax 8452 6009 8228 15988 19188 Closing cash balance 99,204 72756 64875 160,860 198826
gﬁici')ﬁ:: '::Ite (%) zs,zoij 32,1057'3 41’1762': 63;(;'2 70’2015': Source: Company, Nirmal Bang Institutional Equities Research
M 4,468 5,424 4,070 5,140 4,864
PAT 21,616 26,654 37,649 58,813 65,196
Growth (%) (66.8) 23.0 30.1 53.3 95 Exhibit 16: Key ratios
EPS (Rs) 9.0 14 15.7 245 21.2 YJE March FY18 FY19  FY20 FY21E FY22E
EPS growth (%) (69.0) 233 413 56.2 10.9 Profitability & return ratios
Source: Company, Nirmal Bang Institutional Equities Research EBITDA margin (%) 212 217 213 254 262
. EBIT margin (%) 18.7 19.2 17.0 234 24.2
Exhibit 15: Balance sheet Net profit margin (%) 9.9 11.0 12.8 17.7 18.2
Y/E March (Rsmn) FY18 FY19 FY20 FY21E FY22E RoE (%) 13.6 142 14.0 16.4 16.3
Equity 2,399 2,399 2,399 2,399 2,399 RoCE (%) 120 127 96 132 134
Reserves 378,606 411,691 450245 499,461 555059 Working capital & liquidity ratios
Net worth 381,006 4,14,091 452,645 501,860 557,458 Receivables (days) 28 29 28 27 27
Minority interest 38,842 33,135 38602 43743 48606 |nventory (days) 120 118 111 115 118
Total Loans 111,212 1,09,238 88,655 94,954 85613  Ppayables (days) 80 71 58 65 73
Deferred tax liabilities 3,518 2,312 2,602 2,602 2,602 Working capital (days) 68 76 81 76 72
Other non-current liabilities 4,311 10,016 12,919 12,919 12919 Current ratio (x) 16 18 20 22 24
Total liabilities 5,38,887 568,792 595423 6,56,077 7,007,198 (gh ratio (x) 0.7 0.6 0.7 11 13
Fixed assets including CWIP 1,05,935 1,09,382 1,12263 1,14,513 1,19,643  yajuation ratios
Goodwill & intangible assets 1,07,243  1,23,095 1,28409 1,03619 1,03,773 Eyv/Sales () 38 36 3.2 28 24
Long-term loans & advances 23474 958 1,057 1,057 1,057 EV/EBITDA (x) 18.1 165 14.9 11 9.2
Other non-current assets 90,017 1,02,811 1,24254 1,29254 1,34254 p ) 483 392 277 177 16.0
Inventories 68,807 78,860 78,750 85,334 92,721 py (x) 27 25 23 21 19
Deblors 78153 BeBdz 94212 98812 105500 Source: Company, Nirmal Bang Institutional Equities Research
Cash and cash equivalents 79,254 70,623 56,766 1,25,860 1,63,826
Bank balances other than cash 20,040 2,133 8,109 35,000 35,000
Other current assets 70,106 70,234 78,704 75,704 72,704
Total current assets 3,16,359 3,10,692 3,16,542 4,20,710 4,69,760
Creditors 47,662 41,479 40,937 52,513 57,059
lg:)ri‘lﬁirei‘;;igtisions 56479 36667 46165 60562 64,229
Total current liabilities 1,04,141 78,146 87,102 1,413,076 1,21,288
Net current assets 212,218 2,32,546 2,229,440 3,07,635 3,48472
Assets held for sale 0 0 0 0 0
Total assets 538,887 5,68,792 595423 6,56,077 7,07,198

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
5 March 2019 Buy 446 581
5 April 2019 Buy 462 581
29 May 2019 Buy 414 578
14 August 2019 Buy 438 578
23 September 2019 Buy 414 573
8 November 2019 Buy 440 517
7 February 2020 Buy 431 517
27 March 2020 Buy 339 489
23 April 2020 Buy 474 543
28 May 2020 Buy 451 543
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Vishal Manchanda, research analyst and Gaurang Sakare, Research Associate the author of this report,
hereby certify that the views expressed in this research report accurately reflects my personal views about the subject securities,
issuers, products, sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or
indirectly related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and objectivity in
making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended 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 NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall 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. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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