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May 23, 2024

Decent quarter; cautious guidance...

About the stock: Sun is the world’s fourth largest generics/specialty pharma
company with 43 manufacturing sites at its disposal addressing segments like
specialty products, branded generics, complex generics, pure generics and APIs.

Sun is ranked No. 1 in domestic formulations. It enjoys a leadership
position in 12 specialties based on prescription.

Revenue break-up FY24: US formulation~32%, Indian
Emerging markets~18%, RoW~14%, AP| & Others - 5%

branded~31%,

The company is consciously ramping up its global specialty portfolio
(Innovative products) which now accounts for ~18% of sales (spread
across geographies but mainly US)

Investment Rationale:

Q4FY24- India, US, EMs drive growth; Specialty strong — Revenues grew
~10% YoY to X 11983 crore driven by US and India. US formulations grew
~12% YoY to X 3954 crore driven by specialty portfolio amid demand uptick
for Cequa, llumya, Winlevi and Odomzo among others. Taro also
contributed to the US growth (14% YoY growth). India Formulations
witnessed YoY growth of ~10% to X 3708 crore driven by new product
launches (9 launches) and increased market share. RoW markets, on the
other hand witnessed growth of just 3.5% to X 1629 crore. Global Specialty
sales came in at US$271 million, up 11% YoY. Emerging markets grew
~12% to X 2035 crore. EBITDA stood at X 3092 crore, up ~9% YoY, with
resulting EBITDA margin of 25.8%.

Preparing for Specialty v2 with augmented R&D spend — The performance
continued to thrive on remunerative businesses of US (along with Global
Specialty) and domestic formulations. Overall better product mix with
higher specialty business aided growth during the quarter. The India
business continued to grow with a branded portfolio, leading to an
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52 week H/L (R) 1639/929
Equity capital % 239.9 Crore
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Promoter 54.5 54.5 54.5 54.5
Flis 165 16.8 171 17.7
Dils 19.7 19.6 19.4 18.7
Others 904”7 02" 00" a1

Price Chart

25000 1,800

\»I: 1600
20000 M—-v’ﬂw 1,400
~ ’N\V"“WW 1,200
15000 { 7

1000

10000 00

600

5000 400

0+ T T T T T + 0

May-21
Mow-21
Moy-22
Nov-22
May-23
Nov-23
May-24

—— Nifty 50[LHS] Sun Pharma (RHS)

(i) Slower ramp-up in the Specialty
launches due to longer than expected
gestation period

Result update

increase in its market share. It remains strategically focused on Specialty
business which is evident from a significant increase in R&D allocation

(ii) Delay in generic ramp-up due to

pending Halol and Dadra USFDA
towards Specialty from 24% to 42% in Q4. Overall R&D spend will also be embargo
higher at 8-10% going ahead. However, management’s conservative
guidance of high single digit revenue growth for FY25 together with R&D
jack up does indicate that current lot of Specialty products are Siddhant Khandekar

approaching peak and the company intend to invest in a new lot. siddhant.khandekar@icicisecurities.com
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Rating and Target price Shubh Mehta

e  Our target price is X 1530 based on 30x FY26E EPS of X 51.1. We assign shubh.mehta@icicisecurities.com

HOLD rating as we continue to monitor progress on the Specialty launches
and R&D front.

Key Financial Summary

Key Financials Ev21 Ev22 FY23 3 year CAGR Fv24 FY25E FY26E 3 year CAGR
(% Crore) (FY20-23) (FY23-26E)
Net Sales 33498.1 38654.5 43885.5 10.1 48496.9 53041.2 58554.8 10.1
EBITDA 8491.4 10397.7 11673.8 186 12987.0 148515 16102.6 11.3
EBITDA Margins (%) 25.3 2697 26.6 26.87 28.07 27.5
Adij. Profit 7210.0 7667.1 8655.2 20.1 9994.4 10962.8 12268.0 12.3
Adj. EPS () 30.1 32.0 36.1 417 45.7 51.1
PE (x) 127.2 112.9 435 38.7 33.7 30.1
EV to EBITDA (x) 42.8 34.4 31.0 27.3 23.7 21.4
RoE (%) 15.5 16.0 15.5 15.7 15.4 15.3
RoCE (%) 14.2 18.2 15.3 17.5 17.8 182

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

(X Crore) Q4FY21 QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 QLFY24 Q2FY24 Q3FY24 Q4FY24 YoY (%) QoQ (%)
Total Operating Income 8523.0 9718.7 96259 9863.1 9446.8 10761.8 109523 11240.8 10930.7 11940.8 12192.4 12380.7 11982.9 96 -3.2
Raw Material Expenses 2240.8 2649.4 2521.9 2640.6 2539.6 2000.2 2708.1 2803.7 22502 2758.2 2787.1 2736.9 2380.4 58 -13.0
Gross Profit Margin (%) 73.7 72.7 73.8 73.2 73.1 73.1 75.3 75.1 79.4 76.9 77.1 77.9 80.1
Employee Expenses 16775 17587 18062 18500 18840 20749 20046 2037.1 2179.6 2402.0 2364.4 23633 22003 55 27
% of Revenue 19.7 18.1 18.8 188 20.0 19.3 18.3 1217 1997 201" 194" 191 19.2
Other Expenditure 2556.3 2489.5 2667.9 27652 26819 2902.3 3283.1 33965 3671.6 3450.9 3827.5 3928.2 42116 14.7 7.2
% of Revenue 30.0 256 27.7 28.0 28.4 27.0 30.0 30.2 336 289 31.4 317 35.1
Total Expenditure 6474.5 6397.7 6996.0 72567 7106.4 7877.4 79957 8237.3 81014 8611.1 89789 0028.4 8891.4 98  -15
% of Revenue 76.0 71.0 72.7 73.6 75.2 73.2 73.0 73.3 74.1 72.1 73.6 72.9 74.2
EBITDA 20485 2821.1 2629.9 26063 23404 2884.4 2956.6 3003.6 28293 33297 32135 3352.3 30915 93 -7.8
ERITDA Margin (%) 24.0 20.0 27.3 26.4 248 26.8 27.0 26.7 259 27.9 26.4 27.1 258
Depreciation 5535 503.2 530.4 5537 5565 5880 610.0 660.0 6715 651.3 6328 6221 650.4 31 45
Other Income 111.0 1525 2229 4325 1136 2.1 852 1739 3732 2044 2936 2502 6059 62.4 142.2
PRIT 1606.0 2470.4 23225 24852 1897.5 22985 24318 2517.5" 2531.0" 288297 287437 20803 3047.1 20.4 2.2
Interest 30.1 35.1 36.0 19.0 37.3 13.7 19.4 46.2 92.7 80.9 493 34.7 73.6  -207 1118
Less: Exceptional ltems 672.8 631.1 0.0 0.0 39358 0.0 0.0 00 1714 3229 0.0 69.8 1016
PBRT 903.0 1804.2 22865 24662 -2075.6 2284.8 24124 2471.3"7 2266.97 2479.17 28250" 28758 28719 267  -0.1
Total Tax 550 2956 1978 3354 1468 18900 1523 2834 2220 4681 390.1 4323 1489 332 656
PAT before MI 848.0 1408.7 20887 2130.8 -2222.4 20959 2260.2 2187.9 2044.0 2011.0 24349 24435 2723.0 33.2 114
Minrity Interest 517 -40.1 39.3 67.5 49.9 32.5 6.3 14.7 16 -16.9 9.6 36.8 42 -3650 -88.7
PAT after Ml 8997 1448.8 20494 20633 -2272.2 20633 22665 2173.1" 20455% 2027.97 24253"7 24067 27188 329 130
Profit from Associates 5.6 4.6 2.4 45 -5.0 25 4.3 73 -338 7.4  -157 7.5 7.9
PAT 8942 14442 2047.0 20588 -2277.3 2060.9 22622 2165.8" 201177 202057 240067 23902 2711.0 348 130
Adjusted PAT 1343.1 1979.2 2047.0 20588 1582.1 2060.9 22622 2165.8 21663 22845 23755 2583.5 2750.8 27.0 6.5
Adjusted EPS (%) 56 8.2 85 8.6 6.6 8.6 9.4 9.0 9.0 a5 9.9 10.8 115
Share Capital (cr) 239.9 239.9 2399 2399 239.9 2399 239.9 2399 2399 2399 2399 2399 2399

Source: Company, ICICI Direct Research

Q4FY24 Results / Conference call highlights

uUs-
e Supplies from Mohali plant have resumed but the ramp-up is gradual.
e gRevlimid contribution during the quarter not significant.
e According to the management price erosion in the US Gx space is highly
product-specific.
¢ Launched two new products during the quarter (ex-Taro).
e The company filed 11 ANDA’s and received two approvals during the
quarter.
India-

e Launched 9 products in India during the quarter.

e Asper SMSRC MAT Feb-2024 report, Sun was ranked No.1 by prescriptions
with 12 different doctor categories.

e The management expects India growth to be in line or better than IPM
growth.

Emerging Markets-

¢ Constant Currency growth was ~17% during the quarter.
e  Growth driven by Brazil, South Africa among others.

Global Specialty-

e  Growth driven by demand uptick for Cequa, llumya, Winlevi and Odomzo
among others.

e  Deuruxolitinib PDUFA review is scheduled in July 2024.

e llumya grew ~22% in FY24 to US$ 570 million.

e  Winlevi has witnessed a strong pickup in Q4FY24; the momentum wiill likely
continue in FY25E.

Other aspects

e FY25 Revenue growth guidance — high single digit growth

e FY25R&D spend 8-10% of sales

e FY24 R&D- ~42% spent on Specialty products.

e Net Cash at the Consolidated level- US$ 2.40 billion.

o Effective Tax rate- 13% in FY24, to increase gradually over the years.

ICICI Securities | Retail Research
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Financial Tables

Exhibit 3: Profit and loss statement X crore

(Year-end March) Fy23
Revenues 43,885.5
Growth (%) 135
Raw Material Expenses 10.662.1
Employee Expenses 8,296.0
Other Expenditure 13,2535
Total Operating Expenditure 32,211.7
EBITDA 11,673.8
Growth (%) 12.3
Depreciation 2.,529.4
Interest 172.0
Other Income 634.4
PBT 9,606.8
Less: Exceptional ltems 171.4
Total Tax 847.6
PAT before MI 8,587.8
Minority Interest 39.4
PAT 8,500.6
Adjusted PAT 8,655.2
Growth (%) 129
EPS (Adjusted) 36.1

Fy24
48,496.9
10.5
10,662.6
9,429.1
15,418.2
35,509.9
12,987.0
11.2
2,556.6
2385
1.354.2

FY25E  FY26E
53,041.2 58,554.8
9.4 10.4
11,669.1 12,589.3
10,343.0 11,418.2
16,177.6 18,444.8
38,189.6 42,452.3
14,8515 16,102.6
14.4 8.4
2,627.9 2,699.2
216.6 194.7
1.044.7 17299

11,546.1"13,051.7"14,938.5

494.3
14395
9,612.3

33.7
9,540.3
9,994.4

1557

41.7

0.0 0.0
1,957.8 2,539.6
11,093.9 12,399.0

99.7 99.6
10,962.8 12,268.0
10,962.8 12,268.0
077 119
45.7 51.1

Source: Company, ICICI Direct Research

Exhibit 4: Cash flow statement X crore

(Year-end March)
Profit/(Loss) after taxation
Depreciation

(Inc)/Dec in Current Assets
(Inc)/Dec in Current Liabilities
Others

CF from operation Activities
Purchase of Fixed Assets
(Inc)/Dec in Investments
Others

CF from Investing Activities
Inc / {Dec) in Loan Funds

Inc / (Dec) in Equity Capital
Dividend and dividend tax
Other Financial Activities

CF from Financing Activities
Cash generation during the ye
Op bal Cash & Cash equivaler
Closing Cash/ Cash Equivaler
Free Cash Flow

FY23
7898.6
2529.4

-2371.2
-3290.6
193.1
4959.3
-2064.6
-6329.4
449.7
-7944.3
4995.0
0.0
-2519.7

-99.2

2376.1

-608.9
5232.0
4623.1
28948

FY24 FY25E FY26E
0518.5 10962.8 12268.0
2556.6 2627.9 2699.2
567.8 -3021.9 -2556.1
4943 2360 1073.2
-1002.2  216.6 1947
121350 11021.4 13679.1
-2171.0 -1500.0 -1500.0
768.4 -4000.0 -4000.0
712.97 34307 -3742
-689.6 -5843.0 -5874.2
-3686.4 -300.0 -300.0
0.0 0.0 0.0
-2900.7 -3358.6 -3358.6
-12317 21667 -194.7
-6710.2 -3875.2 -3853.3
47352 1303.2 39516
4623.1 92857 10588.8
9358.4 10588.8 14540.4
99640 9521.4 12179.1

Source: Company, ICICI Direct Research

Exhibit 5: Balance Sheet X crore [l Exhibit 6: Key ratios

(Year-end March) Fy23 Fy24 FY25E FY26E (Year-end March) Fy23 FY24 FY25E FY26E
Equity Capital 239.9 2399 239.9 239.9 Per share data (I)
Reserve and Surplus 55,755.5 63,426.8 71,031.0 79,940.4 Adjusted EPS 36.1 41.7 45.7 51.1
Total Shareholders funds 55,995.4 63,666.8 71,271.0 80,180.4 BV per share 2334 265.4 297.1 334.2
Total Debt 6,8859 3,2723 29723 26723 Dividend per share 115 135 14.0 14.0
Deferred Tax Liability 31.7 155.1 165.9 177.5 Cash Per Share 19.3 38.7 44.1 60.6
Minority Interest 3,320.1 3,439.2 35389 36385 Operating Ratios (%)
Other LT Liabitlies & LT Provi 929.5 915.2 979.2 1,047.8 Gross Margin 75.7 78.0 78.0 78.5
Total Liabilities 67,162.6 71,4485 78,927.4 '8?,?16.5 EBITDA Margin 26.6 26.8 28.0 27.5
Gross Block - Fixed Assets  34,406.6 35,868.3 36,868.3 37,868.3 PAT Margin 19.7 20.6 207 21.0
Accumulated Depreciation 18,699.2 21,2558 23,883.8 26,583.0 Inventory days 360 338 320 320
Net Block 15,707.4 14,612.4 129845 11,285.3 Debtor days 95 85 94 94
Capital WIP 49732 65,3539 58539 86,3539 Creditor days 194 104 165 165
Total Fixed Assets 20,680.6 19,966.3 18,838.4 17,639.2 Asset Turnover 1.3 1.4 1.4 1.5
Investments 14,830.1 15,025.8 19,025.8 23,025.8 EBITDA Conversion rate 425 93.4 742 849
Deferred tax assets 3,164.2 4,103.7 43909 46983 Return Ratios (%)
Goodwill on Consolidation 8,712.7 8,599.0 8,599.0 8,599.0 RoE 15.5 15.7 15.4 15.3
LT Loans, Advances & Asset: 2,8453 2,877.8 3,079.2 r 3,294.7 RoCE 15.3 17.5 17.8 18.2
Cash 4,623.1 9,285.? 10,588.8 14,540.4 RolC 203 236 257 27.1
Debtors 11,4385 11,249.4 13,5950 15,0083 Valuation Ratios (x)
Loans and Advances 41.3 65.0 69.6 74.4 P/E 425 38.7 33.7 30.1
Inventory 10,513.1 9,868.3 10,230.4 11,037.2 EV/EBITDA 31.0 27.3 23.7 21.4
Other current assets 3,894.1 4,422.1 47317 5,062.9 EV/ Net Sales 83 7.3 6.6 5.9
Total Current Assets 30,510.1 34,890.4 39,2155 45,7232 Market Cap / Sales a4 76 7.0 6.3
Creditors 56815 5,653.3 572751 56910 Price to Book Value 6.6 58 5.2 46
Provisions & other current lial  7,898.9 8,361.0 8,946.3 95725 Solvency Ratios
Total Current Liabilities 13,580.4 14,0143 14,2213 15,263.6 Debt / EBITDA 06 03 0.2 0.2
Met Current Assets 16,929.7 20,876.1 24,9942 30,459.6 Debt / Equity 0.1 0.1 0.0 0.0
Application of Funds 67,162.6 71,448.6 78,927.4 87,7165 Current Ratio 1.9 1.8 20 20
Source: Company, ICICI Direct Research Working Capital CyClE 261 229 249 249
Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 3
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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.
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