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Cadila Healthcare

One-offs impact performance; Moraiya issue remains an overhang

Cadila Healthcare Limited (Cadila) reported 22.2% y-o-y growth in total
operating revenue to Rs. 3,496.3 crore (2% above estimate). Operating
profit (adjusted for one-time cost of Rs. 70 related to acquisition)
reported 14.8% y-o-y growth to Rs. 702 crore (6.5% above estimate);
OPM declined by 130 BPS y-o-y to 20.1% (100 BPS above our estimate
of 19.1%). Adjusted profit grew by 14.5% to Rs. 384.8 crore (11.9 % above
estimates). Strong sales growth was mainly due to consumer wellness
business in India (acquisition led). India human formulation reported 6%
y-o-y growth, U.S. business reported 11.2% y-o-y growth and EM and
LATAM business reported 12.3% y-o-y growth. USFDA has recently
classified Cadila’s Moraiya facility as Official Action Indicated (OAl).
Although this development does not affect the current operations of the
U.S. business, it is likely to delay pending approvals from this site (32-35
pending ANDAs).

Key positives

¢ Operating margin of 20.1% (adjusted for one-off costs) is better than
expectation.

¢ The company plans to transfer pending approval ANDAs (injectables)
from Moraiya facility to Liva facility to de-risk delay in approvals.

¢ Management expects the U.S. and India businesses to grow in
double digits and high single digit, respectively, for FY2020 despite
competition in the U.S. business and restructuring of India formulation
business.

+ Biologics and vaccines business to propel growth and profitability
from FY2021E.

Key negatives

* Gross margin for the quarter declined by 153 BPS to 64%.
¢ Escalation of Moraiya facility to OAl by the USFDA.

Our Call

Valuation - Maintain Hold with marginally downward revised PT of Rs.
275: The stock has corrected by “45% from its high and is currently trading
at 11.4x its FY2021E earnings. We expect the company to report sales
and profit CAGR of 11% and 8%, respectively, over the next two years.
Although the quarter’s performance was better than expectation, recent
classification of Moraiya facility to OAl by the USFDA has dampened
sentiments. This development does not impact ongoing operations but
could delay new product approvals and remediation and re-inspection of
the facility could take 6-9 months. Thus, we feel although the valuation is
reasonable, if Moraiya issues get escalated to an import alert, earnings
can be downgraded. We would like to wait until further clarity emerges.
Hence, we maintain our Hold rating on the stock with marginally downward
revised PT of Rs. 275.

Key Risks

1) Regulatory compliance remains key risk; 2) Exchange rate/Forex volatility
could impact earnings.

Valuation (Consolidated) Rs cr
Particulars FY2018 FY2019 FY2020E FY2021E
Net sales 11,954.5 13,165.6 14,372.5 16,175.2
OPM (%) 23.8 22.6 221 22.2
Adjusted Net profit 1,731.9 1,801.9 1,853.3 2,097.9
EPS (Rs.) 16.9 17.6 181 20.5
PER (x) 13.8 13.3 12.9 1.4
EV/EBITDA (x) 10.2 10.9 9.7 8.3
P/BV (x) 27 2.3 2.0 1.8
D:E 0.74 0.87 0.66 0.58
RoCE (%) 15.4 12.3 12.6 13.2
RoNW(%) 19.8 17.3 15.8 15.7
Source: Company, Sharekhan Estimates
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Overall business to remain stable: U.S. business outlook remains stable and management plans ~25 launches
in the U.S. for FY2020 (excluding approvals and launches from Moraiya facility as it has been classified as
OAl in August 2019). Management plans site transfer of “32 pending products from Moraiya to Liva facility to
de-risk the delay in approvals. Moreover, India business is likely to report high single-digit growth in FY2020
despite new product launches and rationalisation of product portfolio. Biosimilars, specialty products and
vaccines are other growth drivers that will propel growth from FY2021. Hence, overall, we expect the company
to deliver sales and profit CAGR of modest 11% and 8%, respectively, over FY2019-FY2021. Moreover, margins
are expected to remain under pressure as the company witnesses competitive pressure in its niche launches
and remediation costs will also weigh in the near term.

Results Rs cr
Particulars Q1FY2020 Q1FY2019 YoY % Q4FY2019 QoQ%
Total Operating revenue 3,496.3 2,860.3 22.2 3,732.8 -6.3
Expenditure 2,794.3 2,248.7 24.3 2,932.4 -4.7
Operating profit 702.0 611.6 14.8 800.4 -12.3
Other Income 226 217 41 384 -411
EBITDA 724.6 633.3 14.4 838.8 -13.6
Interest 891 35.0 154.6 77.3 15.3
Depreciation 171.6 141.8 21.0 155.6 10.3
PBT 463.9 456.5 1.6 605.9 -23.4
Taxes 791 120.3 -34.2 126.7 -376
Adjusted PAT 3848 336.2 14.5 479.2 -97.0
Extra-Ordinary item + Ml -81.2 131.0 -191

Reported PAT 303.6 467.2 -35.0 460.1 -34.0
Reported EPS (Rs.) 3.0 46 -35.0 4.5 -34.0
Margins BPS BPS
OPM % 201 21.4 -130.4 21.4 -136.4
PATM % 87 16.3 -765.0 12.3 -364.2
Tax rate % 171 26.4 -930.2 20.9 -386.0

Source: Company; Sharekhan Research

Geographical Sales Break-Up — Quarterly Rs cr
Revenue break—-up Q1FY2020 Q1FY2019 YoY % Q4FY2019 QoQ %
India 1674.5 1146.3 46.1% 1429.7 171%

Human formulations 9476 892.6 6.2% 902.3 5.0%

Consumer Wellness 606.4 128.8 370.8% 4021 50.8%

Animal Health & Others 120.5 124.9 -3.5% 125.3 -3.8%
U.S. Formulation 1367.0 1229.6 1.2% 1795.4 -23.9%
EM & LATAM Formulations 220.4 196.3 12.3% 207.2 6.4%
Europe Formulations 474 61.8 -23.3% 535 -11.4%
APIs 69.2 109.5 -36.8% 96.0 -27.9%
Alliances 27.8 25.3 9.9% 377 -26.3%
Grand Total 3406.3 2768.8 23.0% 3619.5 -5.9%
e]0] 901 91.6 -1.6% 13.3 -20.5%
Total Operating Revenue 3496.4 2860.4 22.2% 3732.8 -6.3%

Source: Company, Sharekhan Research, Industry Reports
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Financials in charts

Sales and Sales Growth

Geography-wise sales break-up
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Operating profit and profit
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Margin profile
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Outlook

Cadilais favourably progressing in its efforts to build an alternative growth platform (NCE, Biologics and Vaccines)
that should start delivering from FY2021 and reduce the company’s dependence on limited competition assets
in the U.S. for its earnings. Moreover, OPM improvement and, in turn, profitability would be visible from FY2021E.

Valuation - Maintain Hold with marginally downward revised PT of Rs. 275

The stock has corrected by “45% from its high and is currently trading at 11.4x its FY2021E earnings. We expect
the company to report sales and profit CAGR of 11% and 8%, respectively, over the next two years. However,
recent classification of Moraiya facility to OAIl by the USFDA has dampened sentiments. This development does
not impact ongoing operations but could delay new product approvals and remediation and re-inspection of
the facility could take 6-9 months. Thus, we feel although the valuation is reasonable, if Moraiya issues get
escalated to an import alert, earnings can be downgraded. We would like to wait until further clarity emerges.
Hence, we maintain our Hold rating on the stock with marginally downward revised PT of Rs. 275.
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Peer Comparison

Particulars P/E (x) EV/EBIDTA (x) RoE (%) D: E

FY20E FY21E FY20E FY2021E FY20E FY21E FY20E FY21E
Aurobindo 10.9 9.3 6.7 5.8 20.7 19.8 0.50 0.40
Cadila 12.9 1.4 9.4 8.2 15.8 15.8 0.80 0.70
Cipla 18.8 13.4 1.9 87 12.8 15.4 0.25 018
Lupin 270 21.6 10.4 8.4 7.2 8.2 0.54 0.48
Sun Pharma 18.7 13.7 1.5 8.0 1.7 13.9 0.24 0.21
Torrent Pharma 28.0 17.5 1.3 79 17 13.9 0.21 017

Source: Sharekhan Research
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About company

Cadila is one of the leading pharmaceutical companies in India with presence across the pharmaceutical
value chain of research, development, manufacturing, marketing and selling of finished dosage human
formulations (generics, branded generics and specialty formulations, including biosimilars and vaccines),
active pharmaceutical ingredients (APIs), animal healthcare products and consumer wellness products. The
company has a global presence and sells its products in the U.S., India, Europe and emerging markets,
including countries in Latin America, Asia Pacific region and Africa. The company is also engaged in research
and development activities focused across the value chain of APl process development, generics development
for simple as well as differentiated dosage forms such as modified release oral solids, transdermals, topicals
and nasals, biologics, vaccines, and new chemical entities (NCE).

Investment theme

The USFDA regulatory hurdle at one of the key manufacturing facilities, Moraiya (recently classified as OAl) is
likely to delay new approvals from this unit. Although the company is reducing its dependence on this unit, this
news continues to remain an overhang. Cadila still expects 20-30 new approvals from other plants, of which
10 should be limited competition. Most of its transdermal filings will also not be impacted. The company is
favourably progressing in its efforts to build an alternative growth platform (NCE, Biologics and Vaccines), which
should start delivering from FY2021 and reduce Cadila’s dependence on limited competition assets in the U.S.
for its earnings. Zydus wellness and the domestic portfolio should grow in high single digits to mid-teens and
should lead to margin expansion.

Key Risks

1) Regulatory compliance risk; 2) delay in product approvals; 3) currency risk; and 4) concentration risk in the U.S.
portfolio

Additional Data

Key management personnel

Pankaj R. Patel Chairman

Dr. Sharvil P. Patel | Managing Director

Mr. Ganesh Nayak  COO & Executive Director
Mr. Nitin Parekh CFO

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Zydus Family Trust 74.8
2 Life Insurance Corp of India 2.8
3 Kotak Mahindra Asset Management Co 1.9
4 Franklin Resources Inc 1.6
5 Government Pension Fund - Global 11
6 Norges Bank 11
7 UTI Asset Management Co Ltd 1.0
8 Vanguard Group Inc 0.9
9 FundRock Management Co SA 0.7
10 Reliance Capital Trustee Co Ltd 0.7

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. 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 its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in 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 SHAREKHAN and affiliates 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.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
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