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Global specialty, domestic formulations to the fore...

About the stock: Sun is the world’s fourth largest generics/specialty pharma
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company with 43 manufacturing sites at its disposal addressing segments like PHARMACEUTICAL
c e a = INDUSTRIES LTD.
specialty products, branded generics, complex generics, pure generics and APIs.
e Sun is ranked No. 1 in domestic formulations. It enjoys a leadership FT T
Particular Amount

position in 12 specialties based on prescription.

e Revenue break-up Q2FY25: US formulations~33%, Indian branded~32%,

Emerging markets~18%, RoW~13%, API & Others - 4%
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F 448613 Crore
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X 442600 Crore

e The company is consciously ramping up its global specialty portfolio 52 week H/L (F) 1960/1069
(Innovative products) which now accounts for ~18% of sales (spread Equity capital < 239.9 Crore
across geographies but mainly US) Face value %1

Investment Rationale:

Shareholding pattern

(in %) Dec-23 Mar-24 Jun-24 Sep-24

¢  Sun Pharma Q2FY25 - US, India drive growth; margins strong - the Promoter 54.5 54.5 545 545
Revenues grew ~9% YoY to X 12653 crore driven by strong US growth of Fils 17.1 177 172 180
~22% to X 4327 crore, driven mainly by specialty growth and possible Dlis 19.4 187 192 185
traction from gRevlimid. India Formulations grew 11% to X 4265 crore Others 9.0 9.1 91 90

driven by new product launches (14 launches) and increased prescription
share. Emerging markets grew ~3% to X 2452 crore, driven by branded
generics traction. RoW markets, on the other hand witnessed a de-growth
of ~3.5% to X 1663 crore, mainly due to pricing pressure in Japan. Global
Specialty sales came in at US$ 286 million, up 19% YoY. EBITDA stood at
X 3811 crore, up ~19% YoY, with resulting EBITDA margins of 28.7%,
driven by GPM improvement (up ~259 bps to 79.7%) and lower employee
cost. Net profit came in at X 2905 crore, up 20% YoY.

Optical focus on Specialty with boosted R&D spend — Sun Pharma’s
performance continued to thrive on remunerative businesses of global
specialty (mainly US and other markets) and domestic formulations.
Overall better product mix with higher domestic sales and specialty
business aided margin expansion during the quarter. The India business
continued to deliver volume-driven growth. On the exports front, the
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(i) Slower ramp-up in the Specialty
launches due to longer than expected
gestation period

(i) Delay in generic ramp-up due to

Result update

company remains strategically focused on specialty business which is penbding Ol
evident from a significant increase in R&D allocation towards Specialty embargo
from 24% to 38% in H1FY25. The recent USFDA approval for Leqgselvi Research Analyst
(deuruxolitinib, a late-stage, potential best-in-class treatment for alopecia _
Siddhant Khandekar

areata) in the US is yet another specialty addition in the specialty portfolio. siddhant khandekar@icicisecurities.com
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Rating and Target price
Shubh Mehta
e We upgrade to BUY with a target price of X 2185 based on 42x FY26E EPS shubh.mehta@icicisecurities.com

of X 52. Relentless pursuit towards specialty warrants premium valuation.
Vedant Nilekar

vedant.nilekar@icicisecurities.com

Key Financial Summary

Key Financials 3 year CAGR 3 year CAGR
 Crore) FY21 FY22 FY23 (FY20-23) FY24 FY25E FY26E (FY23-26E)
Net Sales 33498.1 38654.5 43885.5 10.1 48496.9 52769.1 58158.6 9.8
EBITDA 8491.4 10397.7 11673.8 18.6 12987.0 14979.9 16284.4 11.7
EBITDA Margins (%) 25.3 26.9 26.6 26.8 284 28.0
Adj. Profit 7210.0 7667.1 8655.2 29.1 9994.4 11438.3 12480.7 13.0
Adj. EPS (R) 30.1 32.0 36.1 41.7 47.7 52.0
PE (x) 154.5 137.1 52.8 47.0 395 35.9
EV to EBITDA (x) 52.2 42.1 37.8 334 28.8 26.2
RoE (%) 15.5 16.0 155 15.7 16.5 16.0
RoCE (%) 14.2 18.2 15.3 17.5 20.0 19.8

Source: Company, ICICI Direct Research
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Exhibit 1: Quarterly Summary

(X Crore) Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23 QI1FY24 Q2FY24 Q3FY24 Q4FY24 QI1FY25 Q2FY25 YoY (%) QoQ (%)
Total Operating Income 96259 9863.1 0446.8 10761.8 10952.3 11240.8 10930.7 11940.8 12192.4 12380.7 11982.9 12652.8 13291.4 9.0 5.0
Raw Material Expenses 25219 26406 2539.6 29002 2708.1 28037 22502 27582 2787.1 27369 2380.4 26754 2604.2 .33 0.7
Gross Profit Margin (%) 73.8 73.2 73.1 73.1 75.3 75.1 79.4 76.9 77.1 77.9 80.1 78.9 79.7 259bps 87 bps
Employee Expenses 1806.3 1850.9 1884.9 2074.9 2004.6 2037.1 21796 2402.0 23644 2363.3 22993 24546 2477.7 4.8 0.9
% of Revenue 188 138 20.0 19.3 18.3 18.1 19.9 20.1 19.4 19.1 19.2 19.4 186 -75bps -76bps
Other Expenditure 2667.9 27652 2681.9 20023 3283.1 33965 3671.6 34500 3827.5 30282 42116 3864.6 43086 12.6 115
% of Revenue 27.7 28.0 28.4 27.0 30.0 30.2 33.6 28.9 31.4 317 35.1 30.5 32.4 102bps 187 bps
Total Expenditure 6996.0 7256.7 7106.4 7877.4 79957 82373 81014 8611.1 8978.9 0028.4 8891.4 89947 94805 5.6 5.4
% of Revenue 72.7 73.6 75.2 73.2 73.0 73.3 74.1 72.1 73.6 72.9 74.2 71.1 71.3 -232bps 24 bps
EBITDA 26299 26063 2340.4 28844 2956.6 30036 2829.3 33297 32135 33523 30915 3658.1 3810.9 18.6 42
EBITDA Margin (%) 27.3 26.4 24.8 26.8 27.0 26.7 259 27.9 26.4 27.1 25.8 28.9 28.7 232bps -24 bps
Depreciation 5304 5537 5565 588.0 6100 660.0 6715 6513 6328 6221 6504 6551 6259 -11 -45
Other Income 2229 4325 1136 2.1 852 1739 3732 2044 2036 2502 6059 5326 3540 206  -335
PBIT 23225 24852 1897.5 22985 2431.8 25175 2531.0 28829 28743 29803 3047.1 35355 3539.0 23.1 0.1
Interest 36.0 19.0 37.3 13.7 19.4 46.2 92.7 80.9 49.3 34.7 736 61.5 69.2 40.3 12.4
Less: Exceptional ltems 0.0 0.0 39358 0.0 0.0 00 1714 3229 0.0 69.8 1016 0.0 0.0

PET 2286.5 2466.2 -2075.6 22848 24124 24713 22669 24791 28250 28758 28710 34740 34698 228 0.1
Total Tax 197.8 3354 1468 189.0 1523 2834 2229 4681 390.1 4323 1489 5523 567.2 45.4 2.7
PAT before M 2088.7 2130.8 -2222.4 20959 2260.2 2187.9 20440 2011.0 24349 24435 27230 29217 29026 19.2 -0.7
Minority Interest 39.3 67.5 49.9 32.5 63 147 -16  -16.9 9.6 36.8 42 24.9 28 -1295 -111.4
PAT after M 2049.4 2063.3 -2272.2 20633 2266.5 2173.1 20455 2027.9 24253 24067 27188 2896.8 2905.4 19.8 0.3
Profit from Associates 2.4 -45 -5.0 -25 -43 73 -338 74  -157 -75 79 -107 6.7

PAT 2047.0 20588 -2277.3 20609 2262.2 21658 20117 20205 2409.6 23992 2711.0 2886.1 29121 20.9 0.9
Adjusted PAT 2047.0 20588 1582.1 20609 2262.2 21658 21663 22845 23755 25835 2750.8 28356 3040.2 28.0 7.2
Adjusted EPS () 8.5 8.6 6.6 8.6 9.4 2.0 2.0 95 9.9 10.8 115 11.8 12.7

Source: Company, ICICI Direct Research

Q2FY25 Results / Conference call highlights

e Domestic formulations growth was been driven by volume, in contrast to
the IPM, which has been growing primarily through price increases.

e  During the quarter, Sun Pharma launched 14 new products in the domestic
formulations.

e In US generics, the company launched two new products in Q2 FY25.
Traction from gRevlimid was decent during the quarter with both the YoY
and QoQ growth.

e Revenue decline in the Rest of World (RoW) market is attributed to price
cuts in Japan, which is expected to persist over the next few quarters.

e  Specialty R&D constituted 38% of total R&D spend and the R&D spend for
Q2 FY25 was 6% of total revenue, lower than the 7-8% guided for the full
year. This decrease is due to delays in some clinical studies; however, the
company expects to meet the original guidance by the end of FY25.

e Regarding the Lexelvi (Dermatology) litigation, if the court rules against Sun
Pharma before the patent expires (December 2026), the company
anticipates a potential out-of-court settlement.

e For Winlevi (Dermatology), management expects quarter-on-quarter and
month-on-month improvement in prescription volume.

e Resources are prioritized toward emerging markets over other regions to
drive growth in both the top line and bottom line in this segment.

e For SCD-044, once phase 2 trial data for adults is received, management
may consider conducting relevant studies for paediatric patients if deemed
feasible.

e The increase in other expenses was mainly due to higher selling and
distribution costs in the U.S. and emerging markets, particularly for the
Lexelvi launch.

e Gross margins benefited from increased specialty sales, and there was a
noted decrease in material costs to 20.3% due to an improved product mix.

e The company has in-licensed late-stage candidate Fibromun (cancer
immunotherapy) with Philogen (same partner for skin cancer drug Nidlegy).

e Asof Q2FY25, Sun Pharma has a net cash position of US$ 2.6 billion.
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Financial Tables

(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Revenues 43,8855 48,496.9 52,769.1 58,158.6  Profit/(Loss) after taxation 7898.6 9518.5 11360.7 12480.7
Growth (%) 135 10.5 8.8 10.2 Depreciation 2529.4 2556.6 26355 2704.6
Raw Material Expenses 10,662.1 10,662.6 11,271.1 12,504.1  (Inc)/Decin Current Assets -2371.2 567.8 -1380.9 -3351.3
Employee Expenses 8,296.0 9,429.1 10,163.2 11,340.9  (In¢)/Dec in Current Liabilities -3290.6 4943 10270 600.7
Other Expenditure 13,253.5 15,418.2 16,354.9 18,029.2 Others 193.1 -1002.2 246.4 217.6
Total Operating Expenditure 32,211.7 35,509.9 37,789.2 41,874.2 CF from operation Activities 49593 12135.0 13888.6 12652.3
EBITDA 11,6738 12,9870 14,979.9 16,2844 | | ce of Fixed Assets -2064.6 -2171.0 -3366.0 -1500.0
Growth (%) 123 112 153 87 (Ing)/Dec in Investments 6329.4  768.4 -2717.9 -4000.0
Ef::::;“tm" z’igg'g z'ggg'g 2'222'2 2’223? Others 4497 7129 -22173 -363.7
Other Income 63 4: 4 135 4: 2 14 15: 1 172 6:5 CF from Investing Activities -79443 -689.6 -8301.2 -5863.7
PBT 9.606.8 11,546.1 13,513.2 15.088.7 Inc/ (Dec) in Loan Funds 4995.0 -3686.4 -701.7 -300.0
Less: Exceptional ltems 1714 4943 0.0 0.0 'nc/(Dec)inEquity Capital 0.0 0.0 0.0 0.0
Total Tax 8476 14395 21049 2,565.1 Dividend and dividend tax -2519.7 -2900.7 -3358.6 -3358.6
PAT before Ml 8,587.8 9,612.3 11,408.3 12,523.6 Other Financial Activities -99.2 -123.1 -246.4 -217.6
Minority Interest 394 337 221 0.0 CF from Financing Activities 2376.1 -6710.2 -4306.7 -3876.2
PAT 8,500.6 9,540.3 11,360.7 12,480.7 Cash generdtion during the year -608.9 4735.2 -1273.1 29123
Adjusted PAT 8,655.2 9,9944 114383 12,4807 Op bal Cash & Cash equivalents 5232.0 4623.1 9285.7 80125
Growth (%) 12.9 15.5 14.4 9.1 Closing Cash/ Cash Equivalent 4623.1 93584 8012.5 109249
EPS (Adjusted) 36.1 417 47.7 52.0 Free Cash Flow 2894.8 9964.0 10522.7 111523
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Equity Capital 2399 2399 2399 2399  Pershare data (X)

Reserve and Surplus 55,755.5 63,426.8 68,875.0 77,997.1  Adjusted EPS 36.1 417 47.7 52.0
Total Shareholders funds 55,995.4 63,666.8 69,114.9 78,237.0 BV pershare 2334 2654 2881 3261
Total Debt 6,885.9 32723 2570.6 2,270.6 Dividend per share 115 135 140 14.0
Deferred Tax Liability 317 1551 1888 2020 CashPerShare 193 387 334 455
Minority Interest 3,320.1 34392 2648 2648 Operating Ratios (%)

Other LT Liabitlies & LT Provision ~ 929.5 9152 9251 9899  GrossMargin 757 780 786 785
Total Liabilities 67,162.6 71,4485 73,064.2 81,9642 -0/ TDAMargin 266 268 284 280
Gross Block - Fixed Assets 34,406.6 35,868.3 38,1535 39,1535 AT Margin 197206 217 215
Accumulated Depreciation 18,699.2 21,255.8 238913 26,5059  mventory days 360 338 322 320
Net Block 15,707.4 14,612.4 14,262.1 12,557.6 2::;;;:'3;’;5 132 152 122 12‘5‘
Cdpltd|-W|P 4,973.2 53539 6,434.6 6,934.6 Asset Turnover 13 14 14 15
Total Fixed Assets 20,680.6 19,966.3 20,696.7 19,492.2 EBITDA Conversion rate 125 934 92.7 777
Investments 14,830.1 15,025.8 17,743.7 21,743.7 Return Ratios (%)

Deferred tax assets 3,164.2 4,103.7 4,173.6 4,465.7 RoE 155 15.7 16.5 16.0
Goodwill on Consolidation 8,712.7 8599.0 8,771.2 8,771.2 RoCE 153 175 20.0 198
LT Loans, Advances & Assets 2,8453 28778 1,732.2 18535 RolC 20.3 23.6 28.5 29.2
Cash 46231 92857 80125 10,9249  ygqlyation Ratios (x)

Debtors 11,438.5 11,249.4 12,942.0 14,978.9 P/E 52.8 47.0 395 35.9
Loans and Advances 413 65.0 47.4 50.7  EV/EBITDA 37.8 334 28.8 26.2
Inventory 10,513.1 9,868.3 9,935.7 10,962.5 EV/ Net Sales 10.1 8.9 8.2 73
Other current assets 3,894.1 4,422.1 4,060.7 4,3449  Market Cap/ Sales 10.2 9.3 8.5 7.7
Total Current Assets 30,510.1 34,890.4 34,998.3 41,261.9 Price to Book Value 8.0 7.0 6.5 5.7
Creditors 56815 5,653.3 5,7325 5,6525  Solvency Ratios

Provisions & other current liability 7,898.9 8,361.0 9,319.0 9,971.3 Debt / EBITDA 0.6 0.3 0.2 0.1
Total Current Liabilities 13,580.4 14,014.3 15,051.5 15,623.9 Debt / Equity 0.1 0.1 0.0 0.0
Net Current Assets 16,929.7 20,876.1 19,946.8 25,638.0 Current Ratio 1.9 18 18 19
Application of Funds 67,162.6 71,448.6 73,064.2 81,9643  Working Capital Cycle 261 229 249 249
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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ANALYST CERTIFICATION

I/We, Siddhant Khandekar, Inter CA; Shubh Mehta, MBA(Tech); Vedant Nilekar, MBA; Research Analysts, authors and the names 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. 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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
—INHO000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
- 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries
engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are
available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research

recommendations promise or guarantee any assured, minimum or risk-free return to the investors.
Name of the Compliance officer (Research Analyst): Mr. Anoop Goyal

Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Bhavesh Soni Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to
analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICIC| Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment
decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any
other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future
performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from
those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities 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.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the 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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI
Securities nor Research Analysts and their relatives 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.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one
percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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