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Performance Highlights

Sun Pharmaceutical (Sun) having one of the strongest ANDA pipelines in the
Indian Pharma space, reported 3QFY2010 numbers which were ahead of our
estimate. Net Sales came in at Rs1,021cr, up 11.2% yoy along with a healthy
OPM of 36.1%, which was ahead of our estimate driven by lower Employee
and R&D expenses. The company reported Net Profit of Rs339.0cr, which
though down 17.0% yoy was ahead of our expectation. On the Caraco front,
the subsidiary submitted a work plan to the Regulator for remedial action that
could lead to commencement of manufacturing. Further, pending resolution of
the USFDA issue, the subsidiary has transferred some of its products to
alternate manufacturing sites. Owing to Fair Valuations, we remain Neutral on
the stock.

Ahead of expectation: Sun reported Net Sales of Rs1,021¢r (Rs918.3cr), which
was in line with our estimate of Rs1,024cr. Growth in Top-line was driven by
the Domestic Formulation and RoW Formulation Segments. Sun reported OPM
of 36.1% (45.0%), which was ahead of our estimate of 28.3% on the back of
lower Employee and R&D costs. Employee cost increased by mere 2.3% to
Rs116.3cr (Rs113.7cr) on account of reduction in workforce at Caraco. R&D
expenses came in at Rs51.5¢cr (Rs94.6cr), constituting 5% of Net Sales, was
down 45.6% yoy. Net Profit came in at Rs339.0cr (Rs408.6cr), down 17.0%
following contraction in OPM, but ahead of our estimate of Rs286.5cr.

Outlook and Valuation: Sun Pharma is one of the largest and fastest growing
Indian Pharmaceutical companies. On the Domestic Formulation front it has
3.5% market share and in Exports has one of the strongest ANDA pipeline. At
Rs1,508, the stock is trading at fair valuations of 20.6x and 18.4x FY2011E
and FY2012E Earnings, respectively. Hence, we remain Neutral on the stock.
The key upside risk to our estimates include: 1) Launch of generic version of
Effexor; 2) Completion of Taro acquisition; and 3) Any further acquisitions
given the high Cash balance on the books (Rs3,500cr)

Key Financials (Consolidated)

Y/E March (Rs cr) FY2009 FY2010E FY2011E  FY2012E
Net Sales 4,272 4,221 4,814 5,287
% chg 27.3 (1.2) 14.0 9.8
Net Profit 1,828 1,222 1,517 1,699
% chg 214 (33.2) 24.1 12.0
EPS (Rs) 87.7 59.0 73.2 82.0
EBITDA Margin (%) 43.6 32.0 33.7 34.7
P/E (x) 17.2 25.6 20.6 18.4
RoE (%) 30.2 16.3 17.7 17.3
RoCE (%) 27.3 15.2 16.2 16.0
P/BV (x) 4.4 3.9 3.4 3.0
EV/Sales (x) 6.9 6.9 6.0 5.3
EV/EBITDA (x) 16.0 21.8 17.8 15.3

Source: Company, Angel Research
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Revenues in line with expectation, up 11.2%: Sun reported Net Sales of Rs1,021cr
(Rs918.3cr), which was in line with our estimate of Rs1,024cr. Top-line was driven
by the Domestic Formulation and RoW Formulation Segment. The Domestic
Formulation Segment grew by 23.8% to Rs532.6cr (Rs430.2cr), while the RoW
Formulation markets grew by 32.3% yoy to Rs146.7cr (Rs110.9cr). Caraco sales
came in at US $52mn (US $55mn), which fell 6.7% yoy. On the API front, the Export
Segment grew by a healthy 58.4% to Rs112.5¢cr (Rs71.1cr). For 9MFY2010, Net
Sales de-grew by 4.6% to Rs2,993cr (Rs3,138cr) on the back of USFDA action on
Caraco.

OPM contracts, but ahead of our estimate: Sun reported OPM of 36.1% (45.0%)
and was ahead of our estimate of 28.3% owing to lower Employee and R&D costs.
Employee cost increased by a mere 2.3% to Rs116.3cr (Rs113.7cr) on account of
the reduction in workforce at Caraco. R&D expenses came in at Rs51.5c¢r (Rs94.6cr),
constituting 5% of Net Sales, fell 45.6% yoy following reduced spending at Caraco.
Sun has indicated that R&D expenses in the long run would be in the range of
8-10%. For 9MFY2010, the company reported OPM of 31.5% (47.5%), which
contracted by 15.9%.

Bottom-line beats expectation: Net Profit came in at Rs339.0cr (Rs408.6cr), down
17.0% due to contraction in OPM, but was ahead of our estimate of Rs286.5cr.
Other Income for the quarter stood at Rs32.5cr (Rs44.3cr), down 26.7% on account
of lower Interest rate and MTM losses on investment. For 9MFY2010, the company
reported Profit of Rs956.8cr (Rs1,424cr).

Business Performance
Exports

The company’s Exports for the quarter de-grew by 2.5% to Rs478.3cr (Rs490.7cr)
due to lower sales clocked by Caraco. Caraco clocked Sales of US $52mn
(US $55mn), down 6.7% yoy on the back of USFDA banning the sales of
manufactured products in TQFY2010. Sun has now indicated that Caraco has
submitted a work plan to the Regulator for remedial actions that could lead to
commencement of manufacturing. Further, it has started recalling employees to
regain the cGMP compliance. On the positive front, pending resolution on the
USFDA issue, Caraco has transferred some of its products to alternate
manufacturing sites. Sun Pharma has one of the strongest ANDA pipelines in the
India Pharma space with 108 ANDAs pending approval and 83 ANDA already
approved. On the API front, Sales came in at Rs112.5c¢r (Rs71.1cr), up 58.4% on the
back of lower internal consumption (especially by Caraco).

Domestic

Sun’s Domestic business grew 23.4% to Rs561.5cr (Rs454.9cr) driven by the
Formulation Segment. After two quarters of subdued performance, the company’s
Formulation business was back on higher growth trajectory with Revenues coming at
Rs532.6¢cr (Rs430.2cr), up 23.8% yoy. The company launched 17 products during
the quarter taking its cumulative launches to 38 for the year.
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Exhibit 1: 3QFY2010 Performance (Consolidated)

Y/E March (Rs cr) 3QFY10  3QFY09 %chg 9MFY10 9MFY09  %chg
Net Sales 1,021 918 11.2 2,994 3,138 (4.6)
Other Income 32.5 44.3 (26.7) 191.6 145.9 31.3
Total Income 1,053 963 9.4 3,185 3,284 (3.0)
PBIDT 368.4 4134 (10.9) 9443 1,489.2 (36.6)
Operating Margin (%) 36.1 45.0 31.5 47.5

Interest 0.0 0.0 0.0 0.0
Depreciation 35.9 31.1 15.6 111.4 87.4 27.5
PBT 365.0 426.6 (14.4) 11,0245 1,547.8 (33.8)
Provision for Taxation 26.1 17.0 53.6 69.1 75.6 (8.6)
AT s Bl 338.9 409.7 (17.3)  955.4 1,472.1 (35.1)
ordinary item

Minority Interest(Ml) (0.0) 0.0 0.0 0.0
Extraordinary ltem 0.0 0.0 (1.4) 48.4

PAT after Extra-ordina

itern & MI 4 339.0 408.6 (17.0) 956.8 1,423.8 (32.8)
EPS (Rs) 16.4 19.7 46.2 68.7

Source: Company, Angel Research

Outlook and Valuation

Sun Pharma is one of the largest and fastest growing Indian Pharmaceutical
companies. On the Domestic front, it has grown at higher pace by focusing on the
high-Growth and high-Margin Therapeutic Segments of Psychiatry, CNS, CVS,
Ophthalmic and Orthopedic. Sun has a market share of 3.5% and is amongst the
Top-5 players in the Indian market. On the Export front, it has presence in the US
through its subsidiary, Caraco. Sun has one of the strongest ANDA pipelines in the
sector with more than 100 ANDAs pending approval.

We expect the company to post CAGR of 11.9% in Net Sales to Rs5,287¢cr and EPS
to clock a CAGR of 17.9% to Rs82 over FY201012E. At Rs1,508, the stock is trading
at fair valuations of 20.6x and 18.4x FY2011E and FY2012E Earnings, respectively.
Hence, we remain Neutral on the stock.

Key upside risks to our estimates include: 1) Launch of generic version of Effexor;
2) Completion of Taro acquisition; and 3) Any further acquisitions given high Cash
balance on books (Rs3,500cr).
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DISCLAIMER

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any
other person. Persons into whose possession this document may come are required to observe these restrictions.

Opinion expressed is our current opinion as of the date appearing on this material only. While we endeavor to update on a reasonable basis the
information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from doing so. Prospective investors and others
are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment
businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

The information in this document has been printed on the basis of publicly available information, internal data and other reliable sources believed to be true
and are for general guidance only. While every effort is made to ensure the accuracy and completeness of information contained, the company takes no
guarantee and assumes no liability for any errors or omissions of the information. No one can use the information as the basis for any claim, demand or
cause of action.

Recipients of this material should rely on their own investigations and take their own professional advice. Each recipient of this document should make such
investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document
(including the merits and risks involved), and should consult their own advisors to determine the merits and risks of such an investment. Price and value of
the investments referred to in this material may go up or down. Past performance is not a guide for future performance. Certain transactions - futures,
options and other derivatives as well as non-investment grade securities - involve substantial risks and are not suitable for all investors. Reports based on
technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and as
such, may not match with a report on a company's fundamentals.

We do not undertake to advise you as to any change of our views expressed in this document. While we would endeavor to update the information herein on
a reasonable basis, Angel Securities, its subsidiaries and associated companies, their directors and employees are under no obligation to update or keep the
information current. Also there may be regulatory, compliance, or other reasons that may prevent Angel Securities and affiliates from doing so. Prospective
investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice. Angel Securities
Limited and affiliates, including the analyst who has issued this report, may, on the date of this report, and from time to time, have long or short positions in,
and buy or sell the securities of the companies mentioned herein or engage in any other transaction involving such securities and earn brokerage or
compensation or act as advisor or have other potential conflict of interest with respect to company/ies mentioned herein or inconsistent with any
recommendation and related information and opinions.

Angel Securities Limited and affiliates may seek to provide or have engaged in providing corporate finance, investment banking or other advisory services in
a merger or specific fransaction to the companies referred to in this report, as on the date of this report or in the past.

Note: Please refer important *Stock Holding Disclosure' report on Angel web-site (Research Section).

Disclosure of Interest Statement Sun Pharmaceuticals
1. Analyst ownership of the stock No
2. Angel and its Group companies ownership of the stock No
3. Angel and its Group companies’ Directors ownership of the stock No
4. Broking relationship with company covered No

Note: We have not considered any Exposure below Rs 5 lakh for Angel, its Group companies and Directors.

Ratings (Returns) : Buy (= 15%) Accumulate (5% to 15%) Neutral (-5 to 5%)
Reduce (-5% to -15%) Sell (< -15%)

Address: Acme Plaza, ‘A’ Wing, 3rd Floor, M.V. Road, Opp. Sangam Cinema, Andheri (E), Mumbai - 400 059.
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INB230994635/INF230994635 Membership numbers: BSE 028/NSE:09946

Angel Capital & Debt Market Ltd: INB 231279838 / NSE FNO: INF 231279838 / NSE Member code -12798 Angel Commodities Broking (P) Ltd: MCX Member ID: 12685 / FMC Regn No: MCX / TCM /
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