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Robust US sales; high debt remains a concern
Cadila Healthcare (Cadila) is India’s leading vertically integrated pharmaceutical company. With its Market Cap (cr) Rs33,828
presence across the value chain, it manufactures finished dosage forms, active pharmaceutical Enterprise Value (cr) Rs37,240
ingredients, animal healthcare products and wellness products. .
. . i Outstanding Shares (cr) 1024
®  Revenue rose by 10% YoY in Q3FY19 led by robust performance of US formulation business
and improved Emerging market and API business. Free Float 25%
®  Indian formulation sales disappointed with 8% YoY decline impacted by rationalization of Dividend Yield 1.0%
product portfolio and resources. 52 week high Rs432
®  USsales grew strongly. by 22% YoY in Q3F\.(1? driven by new launches. including :AG Androgel 52 week low Rs306
coupled with increase in market share of existing products and growth in base business.
6m average volume (cr 0.1
®  EBITDA margin contracted by 286 bps YoY to 23.5% in Q3FY19 impacted by product mix, weak verage v (cr)
sales in the domestic formulation business and higher R&D spend. Beta 0.7
®  We expect Revenue/Adj. PAT to grow at 11%/4% CAGR over FY18-21E driven by new drug Face value Rsl
launches in the US and India. Shareholding % QIFY19 Q2FY19  Q3FY19
®  Highly leveraged balance sheet post Heinz India acquisition, which was funded largely Promoters 74.8 74.8 74.8
through debt, remain a near term concern. Hence, we change our rating to ‘"HOLD’ from ‘BUY” ,
on the stock with a revised rollover target price of Rs 358 based on 18x FY21E EPS. FII's 87 83 8.2
Robust US formulations business boosts revenue MFs/Insti 8.7 91 9.1
Cadila reported 10% YoY increase in revenue in Q3FY19 led by 22% YoY growth in the US sales along  pyp]ic 5.2 55 5.6
with 31%/14% YoY growth in Emerging market/ API business. The growth was partially offset by weak
Indian formulation growth which declined by 8% YoY impacted by high base (GST-related re-stocking) ~ Others 2.6 23 23
coupled with rationalization of product portfolio and resources with an aim to rationalize non-  Toya] 100.0 100.0 100.0
performing SKUs and improve the productivity of its field force. The management expects India business .
to normalise from Q1FY20. The company in Q3FY19 launched 10 new products. Revenue from Emerging  LesiugasiosnERd 3mth 6mth 1 Year
market rose by 31% YoY. Biosimilars, oral solids, liquids and injectables are expected to be the key growth  Apgolute Return 4%) (19%) (13%)
drivers in Emerging Markets going ahead . The company has already received 11 approvals for vaccines, o o o
out of which it has launched 5. The company is eying sales in the range of US$ 200-250mn from vaccines Absolute Sensex 5% (1%) 11%
in 4 years. However, Europe/LATAM reported12.5%/8.3% YoY decline in sales in Q3FY19. Animal Relative Return* (9%) (18%) (24%)

Health revenue too fell by 4.5% YoY. Consumer Wellness revenue surged 10% YoY. Cadila’s subsidiary,
Zydus Wellness, has completed the acquisition of Heinz India’s consumer wellness business for Rs.4,595
crore in Jan 2019, for which Cadila has invested Rs.1,175 crore. This acquisition will strengthen Wellness — CADILAHC — Sensesx (Rebased)
product portfolio and boosts company’s growth. Post the acquisition, Cadila expects Zydus wellness’

contribution to increase to 10% of sales from 4% currently. APIs revenue grew by a robust 14.3% YoY. We 44

expect domestic business to register 11% CAGR over FY18-21E driven by new launches.

Key launches to drive growth in US business 300
US business reported exceptional 22% YoY growth in revenue in Q3FY19 largely driven by new launches

including AG Androgel coupled with increase in market share of existing products like Tamiflu, Toprol
and Prevacid ODT and growth in base business. The company during the quarter launched 15 new 100

*over or under performance to benchmark index

products in the US taking total launches to 37 in 9MFY19 while it filed 8 additional ANDAs with the ?_ ?_ 1; Eﬁ % i E_ = 7 E‘L E'_.: % G?__
USFDA. Also, it received approval for 23 new products including 7 tentative approvals. Further, increase = = = 2 &5 £ & 4 é & = = =

in market share of key molecules also supported the growth. The price erosion in the base business
remains muted at 0.3% QoQ in Q3FY19. Going ahead, Cadila expects one approval in Transdermal  [@f}stle)bts E1getel (Rs.cr) FY19E FY20E FY21E
segment in Q4FY19 and 2-3 approvals in FY20. The company expects launch momentum to continue in

the US and is targeting to launch 40 plus products in FY20E. New launches in the Transdermal patch, Sales 12,838 14,551 16,162
nasal sprays and injectable space will aid market share gains. Also, further increase in market share of key ~ Growth (%) 7.8% 13.3% 11.1%
molecules-gToprol XR and Prevacid ODT would support growth. Despite high base last year mainly due

to key launches, we are factoring 5% US revenue CAGR over FY18-21E. Therefore, we expect overall EBITDA 2893 3,288 3,649
revenue to grow at 11% CAGR over FY18-21E. Margin (%) 22.5 22.6 22.6
Weak India formulation business weighs on EBITDA margin . 7

While, EBITDA fell by just 2%, EBITDA margin contracted by 286 bps YoY to 23.5% in Q3FY19 impacted PAT Adj 1741 1801 2,038
by product mix, lower sales in the domestic formulation business and higher R&D spends. Adj. PAT fell ~Growth (%) -3.0% 3.4% 13.2%
by 6% YoY as 11% YoY decline in tax rate was offset by 240% YoY spurt in interest charges due to Adi.EP 17.0 17.6 19.9
increase in debt on account of acqusition.The company has guided capex at Rs.800 crore-Rs.1000 crore for jEPS ’ ’ )
FY19E/20E. We expect marginal increase in EBITDA margin at 22.6% in FY19E/FY20E led by new Growth (%) -3.0% 3.4% 13.2%
launches. Further, portfolio re-organisation in the domestic formulation business augurs well for the p /E 19.4 18.8 16.6
margin outlook. ’ ’ ’
Outlook & Valuation P/B 34 3.0 2.6
Although strong ANDA pipeline with focyf; on ni-che generics & speciality products and .increase.d EV/EBITDA 14.4 125 11.0
product launch momentum are key positives, highly leveraged balance sheet post Heinz India

acquisition, which was funded largely through debt, remain a near term concern. We lower EBITDA  RoE (%) 18.6 16.9 16.9
margin estimates by 42bps/112bps for FY19E/20E mainly due to lower domestic sales and gross margins. /E 08 07 0.6

Further, we lower adj.PAT estimates by 7% /19% for FY19E/20E in line with margin adjustments and to
factor in higher interest cost & depreciation charges and tax rate. Hence, we downgrade our rating to
"HOLD’ on the stock. Rolling over estimates to FY21E, our revised target price stands at Rs358 based on
18x FY21E EPS.
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Quarterly Financials (Consolidated)
Profit & Loss Account

Source: Company, Geojit Research

YoY QoQ 9MFY19 9MFY18  Growth %
(Rs cr) Q3FY19 Q3FY18 Growth % Q2FY19  Growth %
Total Revenue 3,578 3,260 9.8 2,961 20.8 9,433 8,691 8.5
EBITDA 840 859 (2:2) 688 221 2,173 1,993 9.0
EBITDA Margin (%) 235 26.3 (286bps) 232 25bps 23.0 229 10bps
Depreciation 154 147 4.6 148 42 443 396 12.0
EBIT 686 712 (3.6) 540 27.0 1,730 1,597 8.3
Interest 46 13 239.6 36 27.5 116 76 53.1
Other Income 31 26 20.6 30 2.0 163 69 135.1
Exceptional Items - 3) (100.0) - - - 3) -100.0
PBT 672 727 (7.5) 535 25.6 1,776 1,593 11.5
Tax 159 179 (11.2) 125 27.2 404 420 -4.0
PAT 513 548 (6.4) 410 25.1 1,373 1,173 17.0
Minority Interest/P&L of Associates ) 1 (321.3) 7 (133.3) 16 18 -9.0
Reported PAT 511 549 (7.0) 418 22.3 1,389 1,191 16.6
Adjustment - 3 (100.0) - - - 3 -100.0
Adj PAT 510.7 546.5 (6.5) 4175 22.3 1,388.7 1,188.2 16.9
No. of shares (cr) 102.4 1024 - 102.4 - 102.4 102.4 0.0
Adj. EPS (Rs) 5.0 5.3 (6.4) 41 22.3 13.6 11.6 16.9

Segment Revenue
YoY QoQ
(Rs cr) Q3FY18 Q3FY17 Growth % Q2FY18 Growth %
us 1584 887 78.6 1644 (3.6)
India 917 797 15.1 895 25
LAtaM 76 66 15.2 68 11.8
Emerging Market (EM) 121 114 6.1 131 (7.6)
Europe 65 65 0.0 54 20.4
Consumer Wellness 129 111 16.2 120 7.5
Animal Health 134 113 18.6 128 47
APIs 114 105 8.6 93 22.6
JVs and Alliances 58] 44 20.5 24 120.8
Gross sales 3,192 2,302 38.6 3,155 1.2
Source: Company, Geojit Research
Change in estimates
Old estimates New estimates Change %

Year/Rs cr FY19E FY20E FY19E FY20E FY19E FY20E
Revenue 12,845 14,416 12838 14551 0.1) 0.9
EBITDA 2,948 3,420 2893 3288 (1.9) -3.8
Margins (%) 23.0% 23.7% 22.5% 22.6% (42bps) (113bps)
PAT 1,881 2,221 1741 1801 (7.4) (19.1)
Adj.EPS 18.4 21.7 17.0 17.6 (7.4) (19.1)
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Consolidated Financials

Profit & Loss Account Balance Sheet
Y.EMarch Rscr)  FY17  FY18  FYI9E FY20E FY21E YEMarchRscr)  FY17  FY18  FYI9E  FY20E  FY21E
Sales 9,377 11,905 12,838 14,551 16,162 Cash 1,544 1315 544 1,117 1,563
% change -05% 270%  78%  133%  111% ﬁeccceoi‘gﬁe 2278 3206 3445 3936 4380
EBITDA 1,904 2,848 2,893 3,288 3,649 Inventories 1,804 2,385 2,606 2,937 3,251
% change -183%  49.5% 1.6% 13.7% 11.0% Other Cur. Assets 349 1,048 786 881 974
Investments 435 746 746 746 746
Depreciation 573 539 630 718 783 Gross Fixed Assets | 6939 7,939 9466 10366 11,266
EBIT 1,531 2,309 2,263 2,570 2,866 Net Fixed Assets 4,606 5,097 5,994 6,176 6,292
Interest 45 91 180 324 315 CWIP 1543 1,527 1,000 1,000 1,000
Intangible Assets 1,149 1385 5,980 5,980 5,980
Other Income L2 L L e 1 Def. T (Net) 779 643 925 925 925
PBT 1615 2331 2275 2351 2,662 Other Assets 619 430 430 430 430
% change 231% 44.3% 2.4% 339% 13.2% Total ASSf:fS o 15,104 17,783 22,457 24,128 25,541
Current Liabilities 2,829 3,526 3,799 4,156 4,514
Tax 129 564 546 564 639 Brovisions . i . ) i
Tax Rate (%) 8.0%  242%  240%  240%  240% Debt Funds 4945 5113 8,213 8,213 7,713
Other Liabilities 214 210 210 210 210
1494 1813 1741 1801 2,038
Reported PAT ) - Equity Capital 102 102 102 102 102
Adj* - - - Reserves and
Adj PAT 1491 1795 1,741 1801 2,038 Surplus 6858 8,642 o4 11176 12686
% change -242%  204%  -3.0%  34%  13.2% iﬂiﬁhomer s 6960 8745 10,007 11,279 12,789
No. of shares (mn) 1024 1024 1024 1024 1024 Minority Interest 156 191 229 271 317
Adj EPS (Rs) 14.6 175 17.0 17.6 19.9 Total Liabilities 15104 17,783 22,457 24128 25541
% change 2% 204%  3.0% 34%  13.2% BVPS (Rs) 68.0 85.4 97.7 1101 124.9
DPS (Rs) 3.2 32 3.9 43 43
Cash flow Ratios
Y.E March (Rs cr) FY17 FY18 FY19E FY20E FY21E Y.E March FY17  FY18 FYI9E FY20E FY21E
Pre-tax profit 1,612 2,312 2325 2407 2,723 Profitab. & Return
Depreciation 375 541 630 718 783 EBITDA margin (%) 203 23.9 25 226 226
Changes in W.C 411)  (1,384) (206)  (559)  (493) EBIT margin (%) 16.3 19.4 17.6 17.7 17.7
Others @ s 02 A ) R e Be @ 18 166 169
Tax paid (223) (633) (546)  (564)  (639) ROCE (0 oo 5o i 120 17
CF.O 1,312 919 2191 2220 2577 ) - : ' - -
W.C & Liquidity
Capital exp. (2,940) (1,049) (5,595) (900) (900) Receivables (days) 89 101 101 101 101
Change in inv. 5 12 - - - })nvex;tlory édays) 1% 152 152 1% 152
Other invest.CF 63 64 192 106 111 Ciijen‘isrgﬁzyz) 7 7 s s Js
CF-investing 2,872) ©974)  (5403)  (794)  (789) Quick ratio (< s Te 13 T4 s
Issue of equity - . - - . Turnover &Levg,
Issue/repay debt | 2,765 157 3100 i H0) Gross asset T.O (x) 16 16 14 14 15
Dividends paid (394) @) (628 (529 Total asset T.O (x) 07 07 06 0.6 0.6
Other finance.CF (56) (105) (180)  (324) (315 Adj. debt/equity () - = 0 i e
C.F - Financing 2,316 52 2,441 (853) (1,343) Valuation ratios
Chg. in cash 756 (3) (771) 573 46 EV/Sales (x) 41 33 33 2.9 25
Closing cash 1544 1315 544 1117 1,563 EV/EBITDA (x) 19.6 133 144 125 11.0
P/E (x) 27 188 19.4 18.8 16.6
P/BV (x) 49 39 34 3.0 26
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Recommendation Summary (last 3 years) Dates Rating Target
800 - 23-March-17 BUY 491
28-September-17 BUY 506
27-March-18 BUY 434
600 - 15-March-19 HOLD 358
A L.
-~
400 M M
200 -
0 T T T ‘ T T
Mar-16 Sep-16 Mar-17 Sep-17 Mar-18 Sep-18 Mar-19

Source: Bloomberg, Geojit Research

Investment Rating Criteria

Large Cap Stocks; Mid Cap and Small Cap;
Buy - Upside is above 10%. Buy - Upside is above 15%.
Hold - Upside is between 0% - 10%. Accumulate - Upside is between 10% - 15%.
Reduce - Downside is more than 0%. Hold - Upside is between 0% - 10%.
Neutral - Not Applicable Reduce/Sell - Downside is more than 0%.
Neutral - Not Applicable

To satisfy regulatory requirements, we attribute ‘Accumulate” as Buy and ‘Reduce” as Sell. The recommendations are based on 12 month horizon, unless
otherwise specified. The investment ratings are on absolute positive/negative return basis. It is possible that due to volatile price fluctuation in the near to
medium term, there could be a temporary mismatch to rating.

For reasons of valuations/return/lack of clarity/event we may revisit rating at appropriate time. Please note that the stock always carries the risk of being
upgraded to BUY or downgraded to a HOLD, REDUCE or SELL.

Neutral - The analyst has no investment opinion on the stock under review.

Geojit Financial Services Limited has outsourced the preparation of this research report to DION Global Solutions Limited whose relevant disclosures are
available hereunder. However, Geojit's research desk have reviewed this report for any untrue statement of material fact or any false or misleading
information.

General Disclosures and Disclaimers

CERTIFICATION

I, Abhishek Kumar Das, employee of Dion Global Solutions Limited (Dion) is engaged in preparation of this report and hereby certify that all the views
expressed in this research report (report) reflect my personal views about any or all of the subject issuer or securities.

Disclaimer

This report has been prepared by Dion and the report & its contents are the exclusive property of the Dion and the client cannot tamper with the report or
its contents in any manner and the said report, shall in no case, be further distributed to any third party for commercial use, with or without consideration.

Geojit Financial Services Limited has outsourced the assignment of preparation of this report to Dion.

Recipient shall not further distribute the report to a third party for a commercial consideration as this report is being furnished to the recipient solely for the
purpose of information.

Dion has taken steps to ensure that facts in this report are based on reliable information but cannot testify, nor make any representation or warranty, express
or implied, to the accuracy, contents or data contained within this report. It is hereby confirmed that wherever Dion has employed a rating system in this
report, the rating system has been clearly defined including the time horizon and benchmarks on which the rating is based.

Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this report 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. Dion has not taken any steps to ensure that the
securities referred to in this report are suitable for any particular investor. This report is not to be relied upon in substitution for the exercise of independent
judgment. Opinions or estimates expressed are current opinions as of the original publication date appearing on this report and the information, including
the opinions and estimates contained herein, are subject to change without notice. Dion is under no duty to update this report from time to time.

Dion or its associates including employees engaged in preparation of this report and its directors 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 securities, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

The investments or services contained or referred to in this report may not be suitable for all equally and it is recommended that an independent investment
advisor be consulted. In addition, nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or
strategy is suitable or appropriate to individual circumstances or otherwise constitutes a personal recommendation of Dion.
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REGULATORY DISCLOSURES:

Dion is engaged in the business of developing software solutions for the global financial services industry across the entire transaction lifecycle and inter-
alia provides research and information services essential for business intelligence to global companies and financial institutions. Dion is listed on BSE
Limited (BSE) and is also registered under the SEBI (Research Analyst) Regulations, 2014 (SEBI Regulations) as a Research Analyst vide Registration No.
INH100002771. Dion’s activities were neither suspended nor has it defaulted with requirements under the Listing Agreement and / or SEBI (Listing
Obligations and Disclosure Requirements) Regulations, 2015 with the BSE in the last five years. Dion has not been debarred from doing business by BSE /
SEBI or any other authority.

In the context of the SEBI Regulations, we affirm that we are a SEBI registered Research Analyst and in the course of our business, we issue research reports
/research analysis etc that are prepared by our Research Analysts. We also affirm and undertake that no disciplinary action has been taken against us or our
Analysts in connection with our business activities.

In compliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided which may be considered by the reader
before making an investment decision:

1. Disclosures regarding Ownership
Dion confirms that:

(i) It/its associates have no financial interest or any other material conflict in relation to the subject company (ies) covered herein at the time of
publication of this report.

(ii) It/its associates have no actual / beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the end of the
month immediately preceding the date of publication of this report.

Further, the Research Analyst confirms that:

(i) He, his associates and his relatives have no financial interest in the subject company (ies) covered herein, and they have no other material conflict
in the subject company at the time of publication of this report.

(ii) He, his associates and his relatives have no actual/beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the
end of the month immediately preceding the date of publication of this report.

2. Disclosures regarding Compensation:
During the past 12 months, Dion or its Associates:

(a) Have not managed or co-managed public offering of securities for the subject company (b) Have not received any compensation for investment banking
or merchant banking or brokerage services from the subject company (c) Have not received any compensation for products or services other than
investment banking or merchant banking or brokerage services from the subject (d) Have not received any compensation or other benefits from the subject
company or third party in connection with this report.

3. Disclosure regarding the Research Analyst’s connection with the subject company:

It is affirmed that I, Abhishek Kumar Das employed as Research Analyst by Dion and engaged in the preparation of this report have not served as an
officer, director or employee of the subject company

4. Disclosure regarding Market Making activity:

Neither Dion /its Research Analysts have engaged in market making activities for the subject company.

Copyright in this report vests exclusively with Dion.

Please ensure that you have read the “Risk Disclosure Documents for Capital Market and Derivatives Segments” as prescribed by the Securities and
Exchange Board of India before investing.

Geojit Financial Services Ltd. (formerly known as Geojit BNP Paribas Financial Services Ltd.), Registered Office: 34/659-P, Civil Line Road, Padivattom,
Kochi-682024, Kerala, India. Phone: +91 484-2901000, Website: www.geojit.com. For investor queries: customercare@geojit.com, For grievances:
grievances@geojit.com, For compliance officer: compliance@geojit.com.

Corporate Identity Number: L67120KL1994PLC008403, SEBI Stock Broker Registration No INZ000104737, Research Entity SEBI Reg No: INH200000345,
Investment Adviser SEBI Reg No: INA200002817, Portfolio Manager: INP000003203, Depository Participant: IN-DP-325-2017, ARN Regn.Nos:0098, IRDA
Corporate Agent (Composite) No.: CA0226
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