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BSE SENSEX S&P CNX   CMP: INR800 TP: INR850 Buy 25,919 7,740 

Bloomberg SUNP IN 

Equity Shares (m) 2,071.1 
M.Cap. (INR b) / (USD 
b) 

1,657.4/27.1 

52-Week Range (INR) 804/476 

1, 6, 12 Rel. Per (%) 5/2/11 

 

Financials & Valuation (INR b) 

 Y/E Mar 2015E 2016E 2017E 

Sales 175.8 199.4 224.9 

EBITDA 77.5 86.7 94.0 

Rep. PAT 61.7 70.6 79.5 

Rep.EPS  29.8 34.1 38.4 

Adj. PAT 54.3 64.5 74.5 

Core EPS 26.2 31.1 36.0 

EPS Gr. (%) 11.9 18.6 15.6 

BV/Sh.  116.5 145.9 178.4 

RoE (%) 25.3 23.7 22.2 

RoCE (%) 33.0 30.9 28.4 

P/E (x) 30.5 25.7 22.3 

P/BV (x) 6.9 5.5 4.5 

EV/EBITDA 

 

20.1 17.4 15.4 

Div. Yld, % 0.4 0.5 0.6 
 

  Reported numbers lower than expected: Sun Pharma (SUNP) posted lower than 
expected numbers for 1QFY15. Revenue grew 13% to INR39.3b (9% below 
estimate), EBITDA grew 13% to INR17.2b (10% below estimate), and reported PAT 
was INR13.9b (9% below estimate). Revenue growth was largely impacted by price 
adjustment charges at Taro and slower growth in RoW markets. Domestic 
formulations sales were in line. 

 Excluding Taro, operational performance above expectations: We estimate the 
contribution from one-offs (Doxorubicin and Cymbalta) at INR6b to sales, INR4.8b 
to EBITDA, and INR3.3b to PAT. Adjusted for these one-offs, we estimate core 
revenue at INR33.3b (12% below estimate), core EBITDA at INR12.5b (15% below 
estimate), and core PAT at INR10.6b (14% below estimate). Core EBITDA margin 
was 37.4% against 42% in 1QFY14. This drop was largely due to price adjustments 
at Taro. Excluding Taro, operational performance was above expectations, aided 
by higher one-time sales. 

 Key concall takeaways: The management maintained its revenue growth guidance 
for FY15 at 13-15% (in constant currency terms). This excludes the impact of the 
Ranbaxy acquisition. The Ranbaxy merger process is on track. Growth in RoW 
markets should revive in subsequent quarters, as ongoing supply issues are 
resolved. PICN is likely to be launched in India by the end of 2QFY15.  

Maintain Buy: We retain our core estimates for FY15/16/17, as we expect price 
increase in Taro products to drive base business growth and profitability. However, we 
see a slow FY15 for SUNP’s base business, which we believe would bounce back to 
mid-teens growth in FY16. Prospects of consolidating Ranbaxy’s business and potential 
turnaround remain appealing. We maintain Buy, with a revised SOTP-based target 
price of INR850, which includes upsides from Ranbaxy’s business. However, the stock 
may trade in a narrow range until the deal concludes. We would view any declines as 
buying opportunities. 

 

 

Investors are advised to refer through disclosures made at the end of the Research Report. 
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Key takeaways from the conference call 
 FY15E guidance: has been maintained at 13-15% on constant currency terms. 

This excludes the impact of the proposed RBXY acquisition. Tax rate is expected 
to be ~ 12.5%. 

 Ranbaxy acquisition process is on track. So far approvals from the NSE, BSE and 
anti-competitive regulatory bodies of various countries, except US and India, 
have been received. The companies are now seeking approval from their 
respective shareholders, Competition Commission of India (CCI), Federal Trade 
Commission (FTC) and Indian courts. The management re-iterated its confidence 
in achieving USD250m in synergies benefit at EBITDA level, aided by both 
growth and operational efficiency. 

 One-time sales: During the quarter, the company reported higher-than-
expected one-time sales, the nature and quantum of which was not disclosed. 
This was attributed to the stable operational performance despite the huge miss 
in Taro. 

 RoW sales witnessed a slowdown due to temporary discontinuation of supplies, 
which is expected to normalize in subsequent quarters. 

 APIs reported a slowdown due to increasing captive consumption for SUNP’s 
own formulations. 

 Other expenses declined YoY and QoQ in absolute terms on a high base. 
Management indicated that both 1QFY14 and 4QFY14 had non-recurring 
expenses. They indicated that 1QFY15 number is the new normalized base  

 Pharmalucence acquisition not only brings excess capacity but differentiated 
technology platform. 

 Paclitaxel Injection Concentrate for Nanodispersion (PICN) approval came 
earlier than anticipated. They will launch the product in Indian market in 
2QFY15. 

 Overall 140 ANDAs are pending approval. SUNP has filed 14 ANDAs in 1QFY15.  
 Cash balance stood at INR120b.  
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Sales growth impacted by base effect and slowdown in Taro 

 
Source: Company, MOSL 

Revenue mix 

(INR m) 1QFY15 1QFY14 YoY (%) 

Formualtions 38,071 33,308 14.3 

India 9,923 8,486 16.9 

US 23,234 20,314 14.4 

RoW 4,913 4,508 9.0 

APIs 1,744 1,928 -9.6 

Others 33 34 -3.0 

Gross Revenues 39,848 35,270 13.0 

Source: Company, MOSL 

 
Gross margins impacted by price adjustments in Taro 

 
Source: Company, MOSL 

EBITDA margins sustain due to lower operating costs 

 
Source: Company, MOSL 

 
Domestic formulations continue to grow ahead of market 

 
Source: Company, MOSL 

US sales to pick up, aided by price increases in Taro  

 
Source: Company, MOSL 

 

Key highlights 
 Revenue miss was due to price adjustments at Taro and supply issues in RoW 

markets. 
 Domestic formulations continue to outperform the market; as expected 
 While reported EBITDA was below estimates, margins have sustained.  
 Profitability in business ex Taro was more than expected, aided by higher one-

time sales. 
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US generic sales to be driven by new launches 

 
Source: Company, MOSL 

Domestic formulations sales to sustain momentum 

 
Source: Company, MOSL 

 
RoW sales to grow over 17% CAGR over FY14-16E 

 
Source: Company, MOSL 

Profitability to moderate under competitive pressure 

 
Source: Company, MOSL 

 
Healthy free cash generation to continue 

 
Source: Company, MOSL 

Healthy return ratios to sustain 

 
Source: Company, MOSL 
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Valuation & view 
 We have largely retained our core estimates for FY15E/16E/17E as we expect 

price increase in Taro products will drive base business growth and profitability 
in coming few quarters.  

 We see a slow FY15 for SUNP’s base business which we believe is expected to 
bounce back to mid teens growth in FY16.  

 But, prospects of consolidating Ranbaxy’s business and potential turn-around 
continue to remain appealing. We maintain BUY with a revised target SoTP price 
target of INR850 which includes upsides from Ranbaxy’s business.  

 However, stock may trade in a narrow range till the deal concludes and any 
decline presents a buying opportunity.  

 
Financial Snapshot of combined entity 

       
Particulars 

Sun Pharma   Ranbaxy 
FY15E FY16E FY17E   FY15E FY16E FY17E FY18E FY19E 

Core sales    162,645     188,351     216,010       104,026     120,210     136,207     155,276     177,015  
YoY growth (%) 9.0 15.8 14.7 

 
-21.6 15.6 13.3 14.0 14.0 

Core EBITDA      67,037       78,660       87,663  
 

     10,014       15,037       20,398       24,844       31,863  
Margin (%) 41.2 41.8 40.6 

 
9.6 12.5 14.0 16.0 18.0 

Core PAT      54,338       64,457       74,484  
 

       2,379         6,547       10,307       14,671       19,897  
YoY growth (%) 11.9 18.6 15.6 

 
-39.6 175.2 57.4 42.3 35.6 

Core EPS 26.2 31.1 36.0   5.6 15.5 24.3 34.7 47.0 
                    
Target multiple for terminal value   

 
        20 

Terminal value       
 

              397,940  
Discount factor for 3 years @15%     

 
        0.6575 

One-year forward RBXY value     
 

              261,652  
Per share value                 110 

 
SoTP based valuation 

  Particulars Valuation basis Per share value 
SUNP's business 26x FY16E FDEPS 700 
RBXY business DCF of TV terminal value in FY19E 110 
FTF opportunities + Doxil DCF of exclusive sales 40 
Total intrinsic value Sum-of-parts 850 
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Sun Pharma: an investment profile 
Company description 
Sun Pharma is among the largest players in the 
domestic formulations market and the most profitable 
one. It makes and markets specialty medicines and 
APIs for chronic therapy areas such as cardiology, 
psychiatry, neurology, etc. Sun has forayed into 
regulated markets by acquiring majority stake in 
Caraco Pharma and has strengthened its presence in 
US by recent acquisition of Taro. 
 
Key investment arguments 
 Ability to identify niches in long term therapy 

areas with high entry barriers and build strong 
franchise to ensure sustainable growth and high 
margins. 

 Sustaining superior profitability on higher base is a 
strong positive. 

 One of the strongest ANDA pipelines from India 
with 131 ANDAs pending approval. The pipeline 
includes a combination of low-competition, patent 
challenge and normal product opportunities. 

 
Key investment risks 
 Unresolved USFDA issues related to Caraco's 

manufacturing facilities will continue to impact 
sales in the US and pending ANDA approvals from 
that facility 

  Capability to scale up exports, particularly to 
unregulated markets, is yet to be fully 
demonstrated. 

 
Recent developments 
 Acquired Pharmalucence, a company with 

injectable capacity in the US supported by strong 
R&D capabilities 

 
Valuation and view 
 The stock trades at 30.5x FY15E and 25.7x FY16E 

core EPS.  
 We value SUNP at INR850, based on a SoTP based 

method which includes upsides from Ranbaxy’s 
business. Maintain Buy. 

 
Sector view 
 Emerging markets and USA would remain the key 

sales and profit drivers in the medium term. Japan 
is expected to emerge as the next growth driver for 
generics in the long-term. 

 We are overweight on companies that are towards 
the end of the investment phase, with benefits 
expected to start coming in from the next fiscal. 

Comparative valuations 
  SUNP RBXY DRRD 

P/E (x) FY15E 30.5 96.5 21.0 

 FY16E 25.7 35.0 19.0 

P/BV (x) FY15E 6.9 5.4 4.4 

 FY16E 5.5 4.9 3.7 

EV/Sales (x) FY15E 8.9 2.5 3.3 

 FY16E 7.5 2.5 2.9 

EV/EBITDA (x) FY15E 20.1 27.8 13.6 

  FY16E 17.4 18.5 12.1 
 

EPS: MOSL forecast v/s consensus (INR) 
 MOSL 

Forecast 
Consensus 
Forecast 

Variation 
(%) 

FY15 26.2 28.5 -8.0 
FY16 31.1 33.0 -5.8 
 
Target price and recommendation 

Current 
Price (INR) 

Target 
Price (INR) 

Upside 
(%) 

Reco 

  800 850 6.3 Buy 
 

 

Shareholding pattern (%) 
 June-13 Mar-12 June-12 

Promoter 63.7 63.7 63.7 

DII 5.1 5.6 3.2 

FII 23.0 22.5 22.8 

Others 8.3 8.3 10.3 

Notes: FII includes depository receipts 

 

Stock performance (1-year) 
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Financials and valuation 
 
Income statement                                                        (INR Million) 
 Y/E Mar 2014 2015E 2016E 2017E 
Net Sales  160,044 175,758 199,366 224,950 
     Change (%) 42 10 13 13 
EBITDA 71,196 77,527 86,673 94,015 
     EBITDA Margin (%) 44.5 44.1 43.5 41.8 
Depreciation 4,094 5,240 5,702 6,065 
EBIT 67,102 72,287 80,971 87,950 
Interest 442 308 308 308 
Other Income 5,841 6,680 10,556 14,394 
Extraordinary items 25,174 0 0 0 
PBT 47,327 78,660 91,219 102,037 
Tax 7,908 10,147 13,683 15,305 
     Tax Rate (%) 16.7 12.9 15.0 15.0 
Min. Int. & Assoc. Share -7,375 -6,831 -6,910 -7,241 
Reported PAT 39,419 68,513 77,536 86,731 
Adjusted PAT 48,572 54,338 64,457 74,484 
     Change (%) 59 12 19 16 
     Margins (%) 26 27 29 30 

 
Balance sheet                             (INR Million) 
 Y/E Mar 2014 2015E 2016E 2017E 
Share Capital 2,071 2,071 2,071 2,071 
Reserves 185,935 239,135 300,068 367,442 
Net Worth 188,006 241,206 302,139 369,513 
Debt 24,890 24,493 24,493 24,493 
Deferred Tax -9,109 -9,109 -9,109 -9,109 
Total Capital Employed 222,998 282,632 350,475 425,090 
Gross Fixed Assets 67,593 76,593 85,593 94,593 
Less: Acc Depreciation 28,515 33,756 39,458 45,522 
Net Fixed Assets 39,078 42,837 46,135 49,070 
Capital WIP 5,626 5,626 5,626 5,626 
Investments 27,860 27,860 27,860 27,860 
Current Assets 176,513 221,855 291,623 370,755 
     Inventory 31,230 41,540 48,214 57,095 
     Debtors 22,004 29,762 33,828 38,152 
     Cash & Bank 75,901 97,334 149,771 208,257 
     Loans & Adv, Others 47,377 53,219 59,810 67,251 
Curr Liabs & Provns 57,965 47,433 52,656 60,109 
     Curr. Liabilities 15,978 22,765 26,422 31,289 
     Provisions 41,987 24,669 26,234 28,820 
Net Current  Assets 118,547 174,422 238,967 310,646 
Total Assets 222,998 282,632 350,475 425,090 

 E: MOSL Estimates 

 

Ratios  
  Y/E Mar 2014 2015E 2016E 2017E 
Basic (INR)                         
EPS 23.5 26.2 31.1 36.0 
Cash EPS 17.4 32.3 36.9 41.3 
Book Value 90.8 116.5 145.9 178.4 
DPS 3.0 3.5 4.0 5.0 
Payout (incl. Div. Tax.) 15.0 15.6 15.0 16.3 
Valuation(x)                         
P/E 34.1 30.5 25.7 22.3 
Cash P/E 45.9 24.8 21.7 19.4 
Price / Book Value 8.8 6.9 5.5 4.5 
EV/Sales 9.9 8.9 7.5 6.4 
EV/EBITDA 22.2 20.1 17.4 15.4 
Dividend Yield (%) 0.4 0.4 0.5 0.6 
Profitability Ratios (%)                         
RoE 28.7 25.3 23.7 22.2 
RoCE 26.2 33.0 30.9 28.4 
Turnover Ratios (%)                         
Asset Turnover (x) 0.7 0.6 0.6 0.5 
Debtors (No. of Days) 50.2 61.8 61.9 61.9 
Inventory (No. of Days) 71.2 86.3 88.3 92.6 
Creditors (No. of Days) 36.4 47.3 48.4 50.8 
Leverage Ratios (%)                         
Net Debt/Equity (x) 0.1 0.1 0.1 0.1 

 
Cash flow statement                                                   (INR Million) 
 Y/E Mar 2014 2015E 2016E 2017E 
OP/(Loss) before Tax 46,022 77,527 86,673 94,015 
Interest 5,841 6,680 10,556 14,394 
Direct Taxes Paid -9,895 -10,147 -13,683 -15,305 
(Inc)/Dec in Wkg Cap -8,252 -34,441 -12,109 -13,193 
CF from Op. Activity 33,716 39,619 71,437 79,911 
(Inc)/Dec in FA & CWIP -18,584 -9,000 -9,000 -9,000 
(Pur)/Sale of Invt -3,745 0 0 0 
CF from Inv. Activity -22,328 -9,000 -9,000 -9,000 
Inc/(Dec) in Net Worth 8,820 0 0 0 
Inc / (Dec) in Debt 22,819 -397 0 0 
Interest Paid -442 -308 -308 -308 
Divd Paid (incl Tax) -7,270 -8,481 -9,693 -12,116 
CF from Fin. Activity 23,927 -9,187 -10,001 -12,424 
Inc/(Dec) in Cash 35,315 21,433 52,436 58,487 
Add: Opening Balance 40,587 75,901 97,334 149,771 
Closing Balance 75,902 97,334 149,771 208,257 
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