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CmP : Rs.494.25

Target (Upside) :15% - 20%
NSE Symbol : SUNPHARMA
BSE Code : 524715
Market Cap : Rs.118,587 Cr.

52 WEEK High / :Rs.511.00 /

Low Rs.312.00
Stock PE :Rs.29.74
Dividend Yield :0.61%

Recommendation :BUY

Book Value : Rs.188.65
Face Value : Rs.1.00
ROCE :11.19%
ROE 19.19%

Sales Growth (3Yrs) : 0.67%
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Company Background:

Sun Pharmaceutical Industries Limited (SPIL) is an Indian multinational
pharmaceutical company headquartered in Mumbai, Maharashtra. It
was established by Mr. Dilip Shanghvi in Vapi, Gujarat, to treat five
psychiatry ailments. The company manufactures and sells pharmaceu-
tical formulations and active pharmaceutical ingredients (APIs) primar-
ily in India and the US.The company offers formulations in various
therapeutic areas such as cardiology, psychiatry, neurology, gastroen-
terology and diabetology. It also provides APIs such as warfarin,
carbamazepine, etodolac, and clorazepate, as well as anti-cancer
drugs, steroids, peptides, sex hormones, and controlled substances.
Over 72% of SPIL’s sales are from markets outside India, primarily in
the US. The US is the single largest market, accounting for about 50%
turnover. Overall, formulations or finished dosage forms account for
93% of the turnover. Manufacturing is spread across 26 locations,
including plants in the US, Canada, Brazil, Mexico and Israel. In the US,
the company markets a large basket of generic drugs, with a strong
pipeline awaiting approval from the USFDA.In 1998,SPIL acquired a
number of respiratory brands from Natco Pharma. Other notable
acquisitions include Milmet Labs and Gujarat Lyka Organics (1999),
Pradeep Drug Company (2000), Phlox Pharma (2004), a formulations
plant in Bryan, Ohio, and ICN, Hungary, from Valeant Pharma and Able
Labs (2005), respectively, and Chattem Chemicals (2008). In 2010, the
company acquired a large stake in Taro Pharmaceuticals - among the

largest generic dermatology product companies in the US -with operations across Canada and Israel. In
2012, SPIL announced acquisitions of two US companies: Dusa Pharmaceuticals, a dermatology device
company and generic pharmaceutical company, and URL Pharma. In 2013, the company announced a
R&D joint venture for ophthalmology with a research company, Intrexon. On 6 April 2014, SPIL
announced the acquisition of 100% stake in Ranbaxy Laboratories, in an all-value transaction valued at
USS4bn. After this acquisition, SPIL became the largest pharmaceutical company in India, the largest
Indian pharmaceutical company in the US, and the fifth-largest generic company worldwide.
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Shareholding Pattern:

Particulars No. of shares (mn) % held
Promoter & promoter group 1,304.8 54.4
Mutual funds 232.3 9.7
ICICI Prudential AMC 81.8 3.4
Foreign portfolio investors 356.9 14.9
Governement of Singapore 15.3 1.38
Financial institutions/banks 20.8 0.9
Insurance Companies 166.2 6.93
LIC 142.1 5.93
Non-Institutions 0 0
Others 314 13.17

INVESTMENT RATIONALE

llumya has more than a fair chance to beat expectations:

We forecast peak sales of USS500mn to USS1,000mn for Ilumya in the US. llumya ramp-up is expected
to be slower than other marketed biologics, primarily as SPIL is a new entrant and will take some time for
it to garner acceptance by physicians.

Biologic market continues to expand:

There is still a significant unmet need Psoriasis market has the potential to grow multi-fold from the
current level driven by more frequent usage of biologics. With new biologics gaining approval, there is a
gradual increase in the number of patients being treated with biologics every year. Currently, around
0.15mn patients are treated with a biologic and in the US there are 0.7mn patients who have severe pso-
riasis (BSA > 10%). At an annual cost of USS36,000, the potential market for biologics can expand up to
USS25bn. Biologics remain under-penetrated as topical and oral systemic agents remain the preferred
choice of insurers and physicians. However, insurers and physicians are gradually adapting to the change
as physician/patient expectation on the treatment outcome is getting upwardly revised with treatment
outcome from new age biologics being significantly better than under the old systemic/topical agents
that are widely used.
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Most drugs have a good chance to gain a fair market share as patients need to switch:

Psoriasis, unfortunately, is a chronic disease and patients have to keep switching from one drug to
another. The length of time a patient continues with a drug is known as drug survival. Most commonly
prescribed biologic medications used in the treatment of psoriasis are associated with very low drug
survival based on a systematic review of literature. The median overall drug survival for Ustekinumab,
Adalimumab, Infliximab and Etanercept was 38.0, 36.5, 26.6 and 24.7 months, respectively. The mean
annual drug survival rate for TNF inhibitors was 70%, 57%, 51%, 45% and 41% at 1, 2, 3, 4 and 5 years,
respectively.

Efficacy is better/comparable to most widely used drugs for psoriasis:

Based on a cross-trial comparison, efficacy of Tildrakizumb is better/comparable to the most widely used
drugs for psoriasis - Humira, Otezla and Stelara - whose market share put together add up to around 70%
of psoriasis market. This should allow Tildrakizumab a fair share of the pie. While SPIL may not have com-
parable marketing strength as its competitors, it will only restrict the company’s peak potential and lead
to some delay in ramp-up.

Biologics are used very late in the life cycle of psoriasis patients:

A study of patient registry indicated that the median time until initiation of conventional systemic
therapy was 11.0 years and the median time until initiation of biologic therapy was 18.9 years for all
patients treated from 2005 to 2015. Most patients received three different conventional antipsoriatic
systemic therapies. There is a minor trend which signals that the time for initiation of biologic therapy is
getting shorter as the second-half of the time period studied showed that patients were treated with
only two conventional systemic agents before initiation of a biologic therapy, while in the first-half
(2005-10), patients were treated with three systemic agents before initiating a biologic.

Initiation of a biologic therapy significantly reduces day-care admissions:

Initiation of biologics treatment is associated with a significant decrease in (day care) admissions. The
rate of day-care admissions stood at 17.7 per 100 follow-up years, two years before biologic initiation
versus 8.6 per 100 follow-up years in the first two years after the start of a biologic treatment.
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SPIL’s base business in the US:

SPIL is currently the sixth-largest generic company in the US and has a portfolio comprising 441 and 49
approved ANDAs and NDAs, respectively. 123 ANDAs and 6 NDAs are pending approval. Existing mar-
keted ANDA portfolio of SPIL in the US is more or less commoditised with a median competitive intensity
of eight players per ANDA. SPIL has just 3 ANDAs where it is the only player in the market (which are all
age-old ANDAs) and around 28 ANDAs where there are two or less competitors.

Competitive intensity # of portfolio drugs
0 3
1 9
2 16
3 14
4 11
>5 128
Median competitive intensity 8

Domestic business:

SPIL dominates the market with leadership position SPIL is the largest player in India with 8.2% market
share. It is the market leader in chronic segment. It has top 30 brands figuring in the country’s top 300
brands. It also has the largest product offerings supported by a strong 9,200+ sales force covering more
than 400,000 doctors. SPIL has a best-in-class sales field force with Rs8.2mn sales per medical repre-
sentative or MR versus the industry average of Rs5.2mn per MR. 31% of SPIL’s revenues comes from the
domestic business and the company expects this business to grow faster than the industry. The Indian
pharmaceutical industry is expected to post a CAGR of 9%-12% in 2018-22 to reach a size of US$26bn-
USS30bn. Branded generic drugs account for nearly 80% of Indian pharmaceutical market in terms of
sales.
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Market share of SPIL in domestic market:
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Market share of SPIL in domestic market:

SPIL is present in 100 markets across the world. Brazil, Mexico, Russia, South Africa are some of these
markets. The company has manufacturing facilities in seven countries. It has 2,300+ sales force spread
across all the markets. The company, in 2016, acquired Biosinetz to enhance its presence in Russia and it
has given access to the local manufacturing facility. Pharmaceutical spending in emerging markets stood
at around USS$269.6bn in 2017. It is estimated to post a 6%-9% CAGR over 2018-22 to touch
USS$345bnUSS$375bn in 2022. The Russian pharmaceutical market is expected to grow 10%, while overall
markets are supposed to grow 6%-7%. China is the largest emerging pharmaceutical market and is
pegged for 5%-8% growth.

VALUATION

The headwinds in the US for SPIL’s generic business are easing and the specialty business is positioned
for a ramp-up post recent approval for specialty assets — llumya for psoriasis and Cequa for dry eye
disease.

We anticipate a turnaround in its US business going forward as an outcome of its strategy to invest in
building a specialty portfolio so as to gain immunity from steep price erosion and be able to scale up from
the current level.

At CMP of 494.25, stock is trading at 30x trailing EPS which is a significant discount to historical multiples.
We recommend a strong BUY to investors for Sun Pharma given its supremacy and market leadership
across the globe, and future growth prospects.
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FINANCIALS

Annual Financials

Financial Year Mar-15 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20
Sales + 27,392 28,487 31,578 26,489 29,066 32,838
Expenses + 19,706 20,425 21,489 20,885 22,710 25,848
Operating Profit 7,686 8,062 10,089 5,605 6,356 6,990
Profit before tax 6,403 6,571 9,048 3,479 3,810 5,010

Net Profit 4,539 4,546 6,964 2,096 2,665 3,765
Ratios
FY15A  FY16A FY17A FY18A FY19A
ROCE -5% -3% 0% 5% 8%
ROE -10% -6% -1% 5% 8%
P/E NM
P/B 5.4 5.6 5.3 5.2
EV/EBITDA NM NM NM NM NM
Net debt/Equity 0.3 0.3 0.3 0.3 0.3
Debtor days 62 88 110 162 182

Quarterly Financials

4Q19 4Q20 YoY 3Q20 QoQ
Revenue 70,443 80,780 15% 80,387 0%
EBITDA 74,455 82,872 11% 82,747 0%
Margin 105.7% 102.6% (311) 102.9% (35)
PBT 11,483 11,528 0% 18,983 -39%
PAT -288 831 NM 3,276 -75%
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Disclosure:

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. Research Analyst or his/her relative or Equity99 Ltd. does
not have any financial interest in the subject company. Also Research Analyst or his/her relative or Equity99 Ltd. or its Associate may
have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication
of the Research Report. Further Research Analyst or his/her relative or Equity99 Ltd. or its associate does not have any material conflict
of interest. Any holding in stock — No.

Disclaimer:

This report has been prepared by Equity99 Ltd. and is meant for sole use by the recipient and not for circulation. The information and
opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to
be reliable. Such information has not been independently verified and no guaranty, representation of warranty,

express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change
without notice. This document is for information purposes only. Descriptions of any company or companies or their securities
mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer

or solicitation of an offer, to buy or sell any securities or other financial instruments. This report is not directed to, or intended for
display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in
any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary
to law or regulation or what would subject Equity99 Ltd. or its affiliates to any registration or licensing requirement within such
jurisdiction. If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored
and brought to the attention of the sender. This document may not be reproduced, distributed or published for any purposes without
prior written approval of Equity99 Ltd. Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate
fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in
securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security. Equity99 Ltd. may from time to time solicit from, or perform
broking, or other services for, any company mentioned in this mail and/or its attachments. Equity99 Ltd. and its affiliated company(ies),
their directors, analysts and employees may; (a) from time

to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any
other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions. Equity99 Ltd., its
directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the
investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and
bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Equity99 Ltd. 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. Equity99 Ltd. 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 in the normal course of business. Equity99 Ltd. 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 Equity99 Ltd. nor Research Analysts
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. Equity99 Ltd. may have issued other reports that
are inconsistent with and reach different conclusion from the information presented in this report. Research entity has not been
engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the
subject company.
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