
    
  

    

 

 
 
   

Q2FY15 result highlights 
 Sun Pharma’s (Sun) consolidated revenues grew by 13% yoy to Rs47.7bn (est., 

Rs46.3bn). Taro sales of US$251m were above our estimates (US$ 227m). Non-
Taro US sales came US$252m (-9% qoq; est., US$260m). India sales of Rs11.5bn 
(+21% yoy) were sharply ahead of our estimates (+15%). 

 EBITDA grew by 18% yoy to Rs21.8bn, vs. estimate of Rs21bn, aided by Taro 
profitability (65.5%, vs. estimate of 60.6%). Ex-Taro EBITDA of Rs11.9bn 
missed estimates (Rs12.7bn) due to higher “other expense”. Ex-Taro OPM 
came in at 36.5%, vs. our estimate of 39%.   

 Net other income came in lower, at Rs283m (est., Rs1bn). The tax rate was 
lower, at 9.5% (est., 17%). So, PAT grew 15% yoy to Rs15.7bn, vs. our estimate 
of Rs15.2bn. Ex-Taro PAT was Rs9.76bn (est., Rs10.7bn). 

Key positives: Strong Taro sales & profitability; lower tax rate 
Key negatives: Higher other expenses and lower other income.   
Impact on financials: We have decreased our FY15E/ 16 EPS estimate by 1%3% to 
factor in higher clinical development expenses on IL23 licensed from MSD.  

Valuations & view 
Sun’s proposed acquisition of Ranbaxy would make it the largest emerging market 
(USD0.9bn FY14 sales) and domestic player (9.2% share in a fragmented market) in 
the Indian pharma industry. Ranbaxy’s all-stock buyout and strong earnings 
outlook for the consolidated entity make Sun more favorably placed to pursue 
transformational M&A deals to evolve into a global specialty major. Differentiated 
drugs from Sun and SPARC pipelines as also aggressive bets like in-licensing of 
MSD’s Tildrakizumab will aid this process. Smooth execution of the strategy will 
put Sun into a new orbit. Inability to close Ranbaxy deal and monetize its FTFs are 
risks. Sun remains one of our top large-cap picks.  
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Key financials (quarterly) 
 (Rs m)  Q2FY14   Q1FY15   Q2FY15  % ch qoq % ch yoy % var from est 
Net sales  42,066   39,356   47,695   21.2   13.4   3.0  
EBITDA  18,429   17,326   21,801   25.8   18.3   3.7  
OPM (%)  43.8   44.0   45.7   1.7   1.9   0.3  
Other inc.  934   858   283   (67.0)  (69.7)  (71.7) 
Dep. & Amort.  1,005   1,280   1,672   30.6   66.4   28.6  
PBT  18,358   16,904   20,412   20.8   11.2   (1.5) 
PAT  13,623   13,905   15,725   13.1   15.4   3.5  
Reported PAT  13,623   13,905   15,725   13.1   15.4   3.5  
EPS (Rs)  6.6   6.7   7.6   13.1   15.4   3.5 
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BSE Sensex: 27941 

Sector: Pharmaceuticals 

Stock data 

CMP (Rs)  908 
Mkt Cap (Rsbn/USDbn) 1,881 / 30.6 

Target Price (Rs)  980
Change in TP (%) +12
Potential from CMP (%) +8

Earnings change (%) 
FY15E -1.2
FY16E -3.3

(%) 3-mth 6-mth 1-yr 

Sun Pharma  13.2   49.1   49.4 
BSE Sensex  7.8   17.0   38.4 

  
Bloomberg code SUNP IN 
1-yr high/low (Rs) 933/553 
6-mth avg. daily volumes (m)  2.57  
6-mth avg. daily traded value  
(Rsm/US$m)  1912.2 / 31.06  

Shares outstanding (m)  2,071.1  
Free float (%)                  36.4  
Promoter holding (%)                  63.7  
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Consolidated quarterly results: Detailed 

(Rs m)   Q2FY14   Q3FY14   Q4FY14   Q1FY15   Q2FY15   FY14   FY15E   Comments  
Net Sales   42,066   43,124   40,586   39,356   47,695   160,804   184,885   In-line aided by Taro  
         
Expenses         
Cost of sales  8,004   7,825   6,712   7,648   8,106   25,327   29,473   In-line  
SG&A expenses  13,403   12,235   12,789   11,811   14,868   57,059   63,963   Above estimates  
R&D expenses  2,230   3,055   3,080   2,570   2,920   6,516   9,319   6.1% of revenues  
Total Expenses  23,637   23,115   22,580   22,030   25,894   88,903   102,755   
         
EBITDA  18,429   20,009   18,006   17,326   21,801   71,901   82,130   Above estimates  
 OPM (%)   43.8   46.4   44.4   44.0   45.7   44.7   44.4   In line; Ex Taro margins were 

36.5%  
         
Other Income  934   1,277   1,899   858   283   1,969   2,000   
Interest  -     -     -     -     -     (1,213)  (1,670)  
Depreciation  1,005   1,050   1,061   1,280   1,672   4,092   6,350   Above estimates  
         
PBT  18,358   20,236   18,844   16,904   20,412   70,991   79,450   
Current Tax  2,760   2,438   1,199   2,119   1,942   7,027   10,540   
Deferred tax  -     -     -     -     -     -     -     
Tax Rate (%)  15.0   12.0   6.4   12.5   9.5   9.9   13.3   We est 17%  
Minority interest  1,975   2,487   1,774   880   2,745   7,375   7,726   
         
PAT  13,623   15,311   15,871   13,905   15,725   56,589   61,184   Above estimates  
Extraordinary expenses  -     -     -     -     -     25,174   -     
Extraordinary Income         
Reported PAT  13,623   15,311   15,871   13,905   15,725   31,415   61,184   
         
 % chg yoy          
Sales  57.9   50.5   31.5   12.4   13.4   42.3   15.0   
EBITDA  56.8   57.0   41.2   11.7   18.3   46.8   14.2   
Other Income  (33.8)  59.3   100.6   62.0   (69.7)  30.3   1.6   
Depreciation  21.2   24.3   19.6   30.9   66.4   21.7   55.2   
PBT  48.9   59.3   47.1   12.2   11.2   44.7   11.9   
PAT  50.8   73.7   56.9   12.0   15.4   58.4   8.1   
Reported PAT  326.0   73.7   56.9   na   15.4   5.3   94.8   
         
EPS          
 Equity   2,071.0   2,071.0   2,071.0   2,071.0   2,071.0   2,071.2   2,071.2   
 EPS   6.6   7.4   7.7   6.7   7.6   27.3   29.5       
Source: Company, IDFC Securities Research 
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Other key highlights 

• Domestic formulation revenues grew strongly by 21% yoy to Rs11.5bn, above our estimate of Rs10.9bn, which is 
commendable given Sun’s significantly enlarged base. During the quarter, six products were launched in the 
domestic market. In H1FY15, Sun registered 19% yoy growth to Rs36.9bn.  

• The company continues to enjoy top position based on doctors’ Rx in seven therapeutic areas, namely 
psychiatrists, neurologists, cardiologists, ophthalmologists, orthopedics, nephrologists and 
gastroenterologists. It commands 2nd rank and has maintained a market share of 5.4% qoq in the domestic 
pharma market. 

• We estimate that Sun’s US business (ex-Taro) clocked sales of ~$252m during the quarter (down 9% qoq; vs our 
estimate of ~$260m). The qoq decline as Q1FY15 had one-off sales (amount not disclosed). We believe the current 
quarter sales were driven by continued strong sales in gDoxil (Lipidox), gTemodar and some of its other new 
launches. 

• gDoxil – For the time being, Sun continues to dominate this market. Given that J&J has begun to get batch-
wise approval for its product and claims it has inventory to cater to ~9 months of demand, it will be 
interesting to see how the market share dynamics play out. While Sun has had near ~100% of the market in 
the previous few quarters, recent industry data seems to suggest that J&J has begun to re-capture share. This 
will remain a key monitorable. 

o Incidentally, before it ran into manufacturing issues, in 2011, J&J had booked $402m sales of Doxil 
across markets, including $280m in the US. Given the widespread shortage of the drug across 
geographies, Sun is also exploring obtaining registrations/ approvals in other markets. Recently, Sun 
tied up with Merck to supply Doxil in EM markets.  

o We expect Sun to generate $180m sales each year in FY15E and in FY16E. We currently anticipate 
competition to set in from FY17 onwards 

• In May 14, Sun entered into a settlement with Novartis on Gleevec, an oncology drug with ~$2bn US sales. 
As per the settlement, Sun may launch the product on 1 Feb 2016. We expect Sun to generate >$200m profits 
on this product during the 6m exclusivity (spanning FY16-17). Given that DRL  is the only other known P-IV 
filer on the drug, it could well be a material opportunity even after the expiry of the 6m exclusivity. While 
Apotex has got a Tentative approval on Gleevec, we are unsure about its litigation / launch strategy. 

• Taro numbers surprise positively, with revenues of $251m (up 22% yoy) vs our estimates of $227m aided by 
recent price hike taken in certain products. The sharp qoq increase (+93% qoq) as Q1FY15 had $79m net 
contractual charge taken on account of recent price hikes. This charge is typically in the form of compensation 
that companies give to customers in line with certain price protection guarantees. Adjusted for this charge, 
revenues was still 20% up qoq. Given higher revenue growth during the quarter, gross margins came in at 79%, 
vs. 65.6% in Q1FY15 and beat our estimates. Operating profits was up 32% yoy and 181% qoq to $164m (we saw 
$138m). EBITDA margins came in at 65.5%, above our estimates (60.6%).  

o There was forex gain of $6.1m. PAT came in at $146m (up 52% yoy)  vs our estimate of $108m- 36% 
above our estimate. 

o The company indicated that there was a marginal decrease in volumes and revenues were aided by 
price. 

o Taro had a dream run in FY13-14, with several quarters of successive price-led growth, which will 
continue in FY15 with recent price hikes taken by Taro in 11 products. Though the management had 
been sounding a note of caution with the entry of competition (Nystatin combination and 
Desoximetasone ointment), Taro has clearly been to able to exploit price increase opportunities in other 
products, which has more than negated the potential pressure on these two products. 

• Sun’s RoW business, excluding contribution from Taro, grew by 18% yoy (up 4% qoq) in constant-currency terms 
to $67m for the quarter (+15% yoy in rupee terms to Rs4.1bn vs. our estimate of Rs3.8bn). The company continues 
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to remain positive on the RoW opportunity and expects to maintain a high growth trajectory. We expect 
significant traction on this, both in terms of organic and inorganic growth.  

• Sun API sales declined by 1% yoy to Rs2.1bn, largely in line with our estimate due to lower third-party sales; 
however, it continued to witness higher captive consumption of API sales.  

Revenue break-up 

 (Rs m)  Q2FY14   Q1FY15   Q2FY15  % ch qoq % ch yoy % var from est 
 Domestic   9,495   9,923   11,518   16.1   21.3   5.5  
 Export Formulations   30,804   28,148   34,479   22.5   11.9   3.7  
    US   25,880   23,234   29,117   25.3   12.5   4.3  
    Non-US   4,924   4,913   5,362   9.1   8.9   0.9  
    API   2,117   1,744   2,100   20.4   (0.8)  (3.0) 
 Total sales   42,415   39,815   48,097   20.8   13.4   3.8  
       
 Non-Taro Export formulations   18,122   20,360   19,316   (5.1)  6.6   (1.0) 
 US   14,594   16,498   15,243   (7.6)  4.4   (2.9) 
 Non-US   3,529   3,862   4,073   5.5   15.4   7.0 
Source: Company 

• Consolidated EBITDA margin came at 45.7%, which is in line with our estimate. Ex-Taro EBITDA margins came 
at 36.5% (down 730bp qoq), as against an estimate of 39%. However consolidated gross margins were up 250bps 
qoq and 200bps yoy aided by Taro profitability as well as continued strong gross margins even in ex-Taro 
business. Taro’s gross margins increased by 130bp yoy and Ex Taro gross margin increased by 250 bps yoy.  

• Other expenses were sharply higher at 17% yoy and Rs3.4bn on a qoq basis (39% higher qoq as against revenue 
growth of 13%). The management cited that apart from the impact of consolidation of overheads related to 
Pharmalucence (US based injectable facility acquired in July’14), current quarter SG&A expenses escalation was 
driven by a combination of  

• Expenses related to the Ranbaxy merger 

• Expenses related to initiatives to integrate Ranbaxy 

• Compliance related expenses  

Management indicated that while a large proportion of these incremental costs are not permanent but they may 
continue going forward over the next several quarters. 

• R&D expenditure for Q1FY15 stood at Rs2.92bn (6.1% of revenues) vs Rs2.6bn (6.5% of revenues) in Q1FY15. The 
management had guided for R&D expense at 6-7% of revenues in FY15 which is likely to increase given recent in-
licensing deal with MSD. The management has guided for $250m of expenses towards clinical trials which will 
be expensed over next five years. We have built these costs in our future R&D expenses. 

o During the quarter Sun entered into an exclusive worldwide licensing agreement for Merck’s (MSD) 
investigational therapeutic antibody candidate, Tildrakizumab, (MK-3222), which is currently being 
evaluated in Phase 3 registration trials for the treatment of chronic plaque psoriasis, a skin ailment. Given 
Sun’s focus on dermatology, acquisition of rights to Tildrakizumab is well in line with its strategic focus.  

o Tildrakizumab is one of the leading IL23 candidates which are in clinical development. These IL23 
molecules represent a potentially potent treatment for psoriasis (expected to be a $10bn market over next 
10 years). Apart from the existing TNF alpha inhibitors which have been used till now towards treatment 
of this condition, J&J new molecule Stelara is currently the most promising approved treatment.  

o Sun will pay $80m upfront to MSD (to be capitalized (for acquiring these rights and will also fund the 
Phase III clinical developmental and regulatory spend ($250m). Sun will also be responsible for all post 
launch regulatory activities, manufacturing and commercialization. MSD will get milestone payments and 
royalties on sales upon commercialization. We anticipate that the $250m R&D should be reasonably front-
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ended with ~65% of the spend occurring over the first three years. The same will be expensed through the 
P&L. 

o If the Phase III trials are successful and the drug is launched, it will mark a new phase in Sun Pharma’s 
growth trajectory as it will enable it to launch its own proprietary innovator drug over the next few years 

• During H1FY15, Sun filed 15 new ANDA (including Taro) and received approvals for ten. Cumulatively, Sun 
(including Taro) filed 484 ANDAs (after adjusting for dropped filings), received 354 approvals and is awaiting 
approvals for 130 products including 11 tentative approvals.  

o During the quarter, Taro had 30 ANDAs awaiting approval. Concern over Taro’s weak R&D pipeline 
should gradually mitigate as R&D activity picks up. 

• In Q4FY14, Sun entered into an agreement with a third party wherein the latter has agreed to reimburse damages 
on account of patent infringement (Pfizer payout relating to Protonix infringement) to the extent of $400m in 
consideration of Sun agreeing to sell them pharmaceutical products at a negotiated discounted price for a 
specified period. The provision has been effected in FY14 results. The company indicated that these supplies 
have not commenced yet but would reflect in FY15. 

• The management remains confident of successfully closing the merger with Ranbaxy. The merger awaits CCI / 
FTC clearance and approval from the Indian courts. While earlier, the Sun and Ranbaxy managements expressed 
confidence in closing the deal by Dec’14, there is a probability that the deal may get delayed a bit given the time 
taken in obtaining CCI sanction.  

• During the call, management confirmed FDA inspection at its Halol unit and has received 483. However 
observations are normal in nature and they seem to suggest that there is no reason to be concerned about a 
potential escalation of these issues. 

• FY15 guidance   

o Consolidated revenue growth guidance increased to 13-15% (constant currency), which excludes proposed 
acquisition of Ranbaxy. 

o R&D spend of 6-7% of sales; targeting to file 25 new ANDAs.  

o The company has guided for capex of Rs9bn in FY15 to augment existing capacities.  
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Income statement  

Year to 31 Mar (Rs m) FY13 FY14 FY15E FY16E FY17E 
Net sales  112,999   160,804   184,885   214,359   257,966 
        % growth  40.9   42.3   15.0   15.9   20.3 
Operating expenses  64,036   88,903   102,755   119,329   147,466 
EBITDA  48,962   71,901   82,130   95,030   110,500 
        % change  52.8   46.8   14.2   15.7   16.3 
Other income  1,512   1,969   2,000   2,250   2,500 
Net interest  1,937   1,213   1,670   2,094   2,603 
Depreciation  3,362   4,092   6,350   6,877   7,415 
Pre-tax profit  49,050   70,991   79,450   92,497   108,188 
Deferred tax  -     -     -     -     -   
Current tax  8,456   7,027   10,540   14,249   17,889 
Profit after tax  40,594   63,964   68,910   78,248   90,299 
Preference dividend  -     -     -     -     -   
Minorities  (4,863)  (7,375)  (7,726)  (7,924)  (9,113) 
Non-recurring items  (5,901)  (25,174)  -     -     -   
Net profit after  
non-recurring items  29,831   31,415   61,184   70,324   81,186 
        % change  12.3   5.3   94.8   14.9   15.4 
 

Balance sheet  

As on 31 Mar (Rs m) FY13 FY14 FY15E FY16E FY17E
Paid-up capital  1,036   2,071   2,071   2,071  2,071 
Reserves & surplus  148,862   183,178   237,089   298,929  370,418 
Total shareholders' equity  166,248   204,461   266,098   335,862  416,464 
Total current liabilities  15,226   15,978   26,873   31,784  38,883 
Total debt  2,597   24,890   24,890   24,890  24,890 
Deferred tax liabilities  (7,122)  (9,110)  (9,110)  (9,110)  (9,110)
Other non-current liabilities  22,687   45,622   45,622   45,622  45,622 
Total liabilities  33,388   77,380   88,275   93,186  100,285 
Total equity & liabilities  199,636   281,841   354,374   429,048  516,749 
Net fixed assets  50,771   58,242   59,892   61,015  62,600 
Total current assets  136,762   179,953   250,836   324,387  410,502 
Other non-current assets  12,103   43,646   43,646   43,646  43,646 
Working capital  121,535   163,975   223,962   292,603  371,619 
Total assets  199,636   281,841   354,374   429,048   516,749

 

Cash flow statement     

Year to 31 Mar (Rs m) FY13 FY14 FY15E FY16E FY17E 
Pre-tax profit  49,050   70,991   79,450   92,497   108,188 
Depreciation  3,362   4,092   6,350   6,877   7,415 
Chg in Working capital  (11,558)  (27,907)  (34,339)  (16,691)  (22,397) 
Total tax paid  (8,456)  (7,027)  (10,540)  (14,249)  (17,889) 
Ext ord. Items & others  3,873   (2,239)  -     -     -   
Operating cash Inflow  36,272   37,910   40,921   68,435   75,316 
Capital expenditure  (22,503)  (18,580)  (8,000)  (8,000)  (9,000) 
Free cash flow (a+b)  13,769   19,331   32,921   60,435   66,316 
Chg in investments  (1,987)  (3,745)  -     -     -   
Debt raised/(repaid)  (610)  22,293   -     -     -   
Capital raised/(repaid)  -     1,036   -     -     -   
Dividend (incl. tax)  (5,152)  (7,758)  (7,273)  (8,485)  (9,696) 
Misc  895   4,158   -     -     -   
Net chg in cash  6,915   35,315   25,648   51,950   56,620 

Key ratios 

Year to 31 Mar FY13 FY14 FY15E FY16E FY17E 
EBITDA margin (%)  43.3   44.7   44.4   44.3   42.8  
EBIT margin (%)  40.4   42.2   41.0   41.1   40.0  
PAT margin (%)  31.6   35.2   33.1   32.8   31.5  
RoE (%)  23.8   30.5   26.0   23.4   21.6  
RoCE (%)  27.7   30.1   25.5   24.3   23.6  
Gearing (x)  (0.4)  (0.4)  (0.4)  (0.5)  (0.5) 
 

Valuations 

Year to 31 Mar FY13 FY14 FY15E FY16E FY17E 
Reported EPS (Rs)  14.4   15.2   29.5   34.0   39.2  
Adj. EPS (Rs)  17.3   27.3   29.5   34.0   39.2  
PE (x)  52.7   33.3   30.8   26.8   23.2  
Price/ Book (x)  11.3   9.2   7.1   5.6   4.5  
EV/ Net sales (x)  16.3   11.3   9.8   8.2   6.6  
EV/ EBITDA (x)  37.5   25.4   22.0   18.5   15.5  
EV/ CE (x)  10.0   6.9   5.5   4.4   3.6 
 

Revenue trend across key markets (Rs m) 
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