Sun Pharma - SELL

Long road to recovery
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CMP (Rs) 413 12-mts Target (Rs) 350 Downside 15.3%

Aditya Medisales impact offsets one-off US growth

Sun Pharma reported a weaker than estimated quarter as Aditya
Medisales (AML) restructuring shaved off Rsllbn from India sales.

Stock data (As on May 28, 2019)

Sector: Pharmaceuticals

Sensex: 39,750

Stock performance

Excluding this impact, Q4 revenues up 6.5% qoq coupled with 25.5% 52 Week h/1 (Rs) 679/350 170 o sensex

margin vs reported 14.2%. US business ex-Taro jumped 41% qoq driven Market cap (Rs mn) 987,515 Eg

by a significant 6-month supply contract for generics starting from Q4; ]:ntipnse Va::e (Rs'mn) 832’2?} <0

notably company indicated no improvement in underlying US generics ;; (RZ;(;‘ /0 (Rs mn): ' 1 50 4 . ; .

business. [lumya sales now covers 1,200 doctors out of potential pool of Div yiel. 4 (%) 07 May-18  Sep-18  Jan-19  May-19

8k prescribers but sales ramp has been slow driven by competitive focus Bloomberg code: SUNP IN Shareholding pattern (As of Dec' end)

on early access program as Sun negotiates with payors; consequently, . ' Promoter 544%

since the product is free for patients and funded by company, revenue BSE code: 224715 FII+DII 3299

recognition is delayed till patient plans cover the product. Sun aired NSE code: SUNPHARMA Others 127%

DTC ads for Ilumya which coupled with higher other expenses on

specialty basket led to ~40% qoq surge in other expenses dampening Exhibit 1: Result table

EBIDTA margin; albeit strong US sales had a salutary effect on gross (Rs mn) Q4FY19 Q3 FY19 % qoq Q4 FY18 % yoy

margin, which rose 230bps qoq. Revenues 71,639 77,402 (74) 69,771 2.7
RM + inventory (16412)  (14,442) 136 (8,524) 925

Iu mya is k ey to US gr owth; Sell st ays Purchase of stocks (1,976) (7,215) (72.6) (9,177) (78.5)
Staff (15,688)  (14,950) 49  (13413) 17.0

Sun management guided to a mid-teens growth on reported base  Other expenses (27,396)  (19,267) 22 (21,823) 255

combined with capex of US$200mn in current fiscal. It spent a large part (1,362)

of the call fielding queries on Ilumya which is understandably the ORI, 142 278 bps el e

largest driver of specialty sales over next 2-3 years as it climbs towards Depreciation (4,541) (4,711) (3.6) (4,552) (0.3)

peak revenues. However, we see difficulties in margin moving beyond = Interest (1,500)  (1,448) 36 (1554 (3-4)

24-25% in 2 years as high investments combined with sluggish US  Otherincome 2,815 1,531 458 3,028 (7.0)

generics environment imply EBIDTA cagr of just 20%. Assign SELL Tax . 288 (2,709) R 2,102 (86.3)

with 1-year PT of Rs350, as US revenues carried one-off benefits in Q4 Minority & Associate (872) (2,173) (59:9) (2,436) .
Reported PAT 6359 12,419 (488) 13422 (52.6)

with persistently high dependence on Ilumya in the medium term.
Source: Company, YES Sec - Research
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CONCALL HIGHLIGHTS Exhibit 2: Key costs breakup
% of net sales Q4FY19 Q3FY19 bpsqoq Q4FY18 bpsyoy
v' Higher expenses in specialty led to higher other expenses RM + inventory 229 18.7 425 122 1,069
Purchase of goods 2.8 9.3 (656) 13.2 (1,039)
v' Aditya Medisales impact of Rs11bn otherwise consolidated sales up Staff 21.9 19.3 258 19.2 267
21% yoy Other expenses 38.2 249 1,335 Bik3 696
v' US sales boosted by a 6-month generic supply to a customer but Total costs 858 722 1,362 759 794
otherwise seen no improvement in underlying generics business Gross profit Rs mn 53,252 55,745 @5) 52,070 23
v' Started DTC promotions in Q4 and will continue and will be a  GM (%) 743 72.0 231 74.6 (30)

material cost in FY20; satisfied with formulary coverage for [lumya  Source: Company, YES Sec - Research

v' Have put patients on early access program on Ilumya as company  Exhibit 3: Revenue distribution

negotiates with payors and delayed revenue recognition has USS$ mn Q4FY19 Q3 FY19 %qoq Q4 FY18 % yoy
dampened revenues since the product is free to patients and funded India (Rs mn) 11,010 22 350 (50.7) 19,630 (43.9)
by company US formulations 443 362 22.4 368 20.4

v" 1,200 doctors out of 8k possible prescribers of biologics for Ilumya Taro 180 176 23 175 2
but of these only 2,000 are heavy prescribers of biologics; targeted P Taro 200 156 N o o0

7 : ’ EM 173 203 (14.8) 199 (13.1)

docs would cover all decile of users ROW 153 125 294 116 319

v" Investment phase in specialty business would continue; llumya _API(Rs mn) 4,840 4,260 13.6 3,320 45.8

peak sales seen within next 4-5 years though breakeven would  Source: Company, YES Sec - Research
depend on additional costs incurred for new indications

v Mid-teens growth in FY20 on reported base, capex of US$200mn and
R&D at 9% of sales

v" Once current with all approvals, should get a meaningful business
from new launches

v' Xelpros: In the market for 3 months but will not be a huge product
in the overall scheme of things. Over 10% market share in Odomzo
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Exhibit 4: Adjusted India sales up 11% yoy

Exhibit 6: Taro revenues driven by volumes yoy
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Exhibit 5: Ex-Taro US surges on one-off supply contribution Exhibit 7: Trend in EM sales
US$ mn s Revenues e Growth % qoq 250 1 US$ mn s Revenues e Growth % qoq 300
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Exhibit 8: ROW sales finish FY19 on strong note
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Exhibit 10: API remains on a strong footing
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Exhibit 9: Reported margin comes off on AML, specialty costs

Source: Company, YES Sec - Research

Exhibit 11: R&D inches up in Q4; guidance of 9% in FY20
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Exhibit 12: Financial summary

Y/e 31 Mar (Rs mn) FY17
Revenues 315,784
yoy growth (%) 10.9
Operating profit 100,893
OPM (%) 31.9
Reported PAT 69,644
yoy growth (%) 53.2
EPS (Rs) 28.9
P/E (x) 14.3
P/BV (x) 2.7
EV/EBITDA (x) 8.6
Debt/Equity (x) 0.1
ROE (%) 19.0
ROCE (%) 24.0

FY18
264,895
(16.1)
56,082
21.2
21,616
(69.0)

9.0
46.0
2.6
15.6
0.1
5.7
12.3

FY19
290,659
9.7
63,076
21.7
26,654
23.3

11.1
37.3
2.4
14.2
0.1
6.4
12.7

FY20E
329,266
13.3
77,512
23.5
46,777
75.5

19.4
21.2

22
10.8

0.1
10.2
14.5

FY21E
373,329
13.4
90,214
242
55,132
17.9

229
18.0
1.9
8.8
0.0
10.8
15.4

Source: Company, YES Sec - Research
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the current market price and the estimated target price. Depending on the expected
returns, the recommendations are categorized as mentioned below. The performance horizon is 12 to 18 months unless specified and the target price is defined as the analysts’
valuation for a stock. No benchmark is applicable to the ratings mentioned in this report.

BUY > 15%

ADD 5% to 15%

HOLD -15% to +5%

SELL > - 15%

NOT RATED

UNDER REVIEW

POSITIVE: Positive is rating given to stocks we like but yet to be formally included in our coverage universe.

NEGATIVE: Negative is rating given to stocks yet to be formally included in our coverage universe, but we find valuations expensive vis-a-vis fundamentals.

NEUTRAL: Neutral rating is given to stocks that are not under our formal coverage yet, but we find current valuation fairly representing fundamentals.

ABOUT YES SECURITIES (INDIA) LIMITED

YES SECURITIES (INDIA) LIMITED (“YSL”) was incorporated on 14th March 2013 as a wholly owned subsidiary of YES BANK LIMITED. YSL does not have any other
associates. YSL is a SEBI registered stock broker holding membership of NSE and BSE. YSL is also a SEBI registered Category I Merchant Banker, Investment Adviser and a
Research Analyst. YSL offers, inter alia, trading/investment in equity and other financial products along with various value added services. We hereby declare that there are
no disciplinary actions taken against YSL by SEBI/Stock Exchanges.



DISCLAIMER

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

The information and opinions in this report have been prepared by YSL and are subject to change without
any notice. The report and information contained herein are strictly confidential and meant solely for the
intended recipient and may not be altered in any way, transmitted to, copied or redistributed, in part or in
whole, to any other person or to the media or reproduced in any form, without prior written consent of
YSL.

The information and opinions contained in the research report have been compiled or arrived at from
sources believed to be reliable and have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy, completeness, authenticity or validity. No
information or opinions expressed constitute an offer, or an invitation to make an offer, to buy or sell any
securities or any derivative instruments related to such securities. Investments in securities are subject to
market risk. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. Investors should note that each security's price or value may rise or fall
and, accordingly, investors may even receive amounts which are less than originally invested. The investor
is advised to take into consideration all risk factors including their own financial condition, suitability to
risk return profile and the like, and take independent professional and/or tax advice before investing.
Opinions expressed are our current opinions as of the date appearing on this report. Investor should
understand that statements regarding future prospects may not materialize and are of general nature which
may not be specifically suitable to any particular investor. Past performance may not necessarily be an
indicator of future performance. Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and trading turnover charts of securities
or its derivatives, as opposed to focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates accept no liabilities for any loss or
damage of any kind arising out of the use of this report. This report is not directed or intended for
distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject YSL and associates to any registration or licensing requirement
within such jurisdiction. The securities described herein may or may not be eligible for sale in all
jurisdictions or to certain category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

YES SECURITIES (INDIA) LIMITED
Registered Office: Unit No. 602 A, 6th Floor, Tower 1 & 2, Indiabulls Finance Centre,
Senapati Bapat Marg, Elphinstone Road, Mumbai - 400013, Maharashtra, India.
Tel: +91-22-71123123 | Email: research@yessecuritiesltd.in | Website: www.yesinvest.in
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DISCLOSURE OF INTEREST

Name of the Research Analyst : Bhavesh Gandhi

The analyst hereby certifies that opinion expressed in this research report accurately reflect his or her
personal opinion about the subject securities and no part of his or her compensation was, is or will be
directly or indirectly related to the specific recommendation and opinion expressed in this research report.
Particulars

Sr. No. Yes/No

Research Analyst or his/her relative’s financial interest in the subject N
0

1 .
company (ies)
Research Analyst or his/her relative or YSL's actual/beneficial ownership of 1%

2 or more securities of the subject company(ies) at the end of the month No

immediately preceding the date of publication of the Research Report

Research Analyst or his/her relative or YSL has any other material conflict of

3 interest at the time of publication of the Research Report No

4 Research Analyst has served as an officer, director or employee of the subject No
company (ies)

5 YSL has received compensation or other benefits from the subject company (ies) No
or third party in connection with this research report

6 Broking/Investment Banking/Merchant Banking relationship with the subject No
company at the time of publication of Research Report

7 YSL has managed or co-managed public offering of securities for the subject No
company in the past twelve months

8 Research Analyst or YSL has been engaged in market making activity for the No

subject company (ies)

Since YSL and its associates are engaged in various businesses in the financial services industry, they may
have financial interest or may have received compensation for investment banking or merchant banking or
brokerage services or for any other product or services of whatsoever nature from the subject company (ies)
in the past twelve months or associates of YSL may have managed or co-managed public offering of
securities in the past twelve months of the subject company (ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or other material conflict of
interest in the securities discussed herein.
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