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CMP: INR362 TP: INR420 (+16%) Buy

Lower operating/financial leverage outweighs product mix benefit

WIP to improve growth prospects in DF
Motilal Oswal values your support in B CDH is on track to implement a two-pronged strategy: a) renew focus in DF
the Asiamoney Brokers Poll 2020 for by regrouping it into the Mass and Specialty segments and b) differentiated
India Research, Sales and Trading X .
team. We request your ballot. launches in US Generics.
B We maintain our EPS estimates for FY21/FY22E and continue to value CDH at
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Estimate change

-
TP change t
-

Rating change

POLL 21x 12M forward earnings to arrive at TP of INR420. We remain positive on
N CDH on account of better prospects in DF (encouraged by changed strategy),
a healthy ANDA pipeline (including injectables and transdermals) in the US
Bloomberg CDHIN market, and regulatory works at Moraiya nearing completion. Maintain Buy.
Equity Shares (m) 1,024 I £ inli ith .
M.Cap.(INRb)/(USDb) 370.5 /4.9 Overa ,perlormance in I;ng \?.Ilt fstlmates N - |
52-Week Range (INR) 384/ 206 B CDH’s sales at INR37.5b (in-line) for 4QFY20 stoq argely flat YoY. US. sales
(47% of sales) fell 1.9% YoY to INR17.6b. The India Branded Formulations
1, 6, 12 Rel. Per (%) -4/55/63 i
business (24% of sales) was INR8.9b, almost flat YoY.
12M Avg Val (INR M) 874

m  EM and LATAM (5% of sales) revenue was down 17% YoY to INR1.7b, while
o _ API registered strong growth of 21% YoY, with sales of INR1.2b. The
Financials & Valuations (INR b) Consumer Wellness business grew 21.8% YoY to INR4.9b (13% of sales).

Y/E MARCH 2020 2021E 2022E ) . .

Sales 42c 1503 1644 ™ The gross margin at 66.4% expanded 350bp YoY owing to a superior product

EBITDA 282 317 345 mix.

Adj. PAT 150 17.8 20.1 ® However, the EBITDA margin contracted 140bp YoY to 21.1% for the

EBIT Margin (%) 149 161 163 quarter, weighed by higher other expenses (+200bp YoY), R&D expense

Cons. Adj.EPS (INR) 147 17.3 196 (7.6% of sales, +160 bps), and employee cost (+140bp YoY). These costs

;Cs/;r' (Im 1'(2)2'2 1;2'2 1;:1 were largely attributed to the integration of the Heinz business. EBITDA at

Ratios. (INR) : : : INR7.9b (in-line) was down 5% YoY.

Net DE 07 o5 o3 @ Impairmentcharge (Levorphanol/goodwill in Windlass) was INR525m.

RoE (%) 11.3 155 15.2 Adjusting for the same, PAT was down 12% YoY due to higher depreciation.

RoCE (%) 99 112 117 m For FY20, revenues were INR143b, up 8.3% YoY. EBITDA / adj. PAT was at

Payout (%) 245 208 234 INR28b/INR15b, down 6.5%/20% YoY.

Valuations

P/E () 246 209 185 Highlights from management commentary

EV/EBITDA (x) 151 131 116 m CDH launched 6/34 ANDAs in 4QFY20/FY20.

Div. Yield (%) 1.0 10 13 w The Mass/Specialty segment formed 55%/45% of the DF business. CDH

FCF Yield (%) 54 29 64 . . . L o
intends to increase: a) penetration in the Mass segment and b) detailing to

EV/Sales (x) 3.0 2.7 2.4

key opinion leaders in the Specialty segment.
B Price erosion is down to the low single digits in the US. CDH did not benefit

Shareholding pattern (%
EP (%) from the panic buying witnessed in the US.

As On Mar-20 Dec-19 Mar-19

Promoter 749 749 72g ™ CDH reduced its net debt by ~INRSb in FY20, and plans to further reduce net
DIl 130 127 92 debt by INR8.5-10b in FY21.

Fll 44 46 g1 ® COVID-19 related disruptions impacted the CDH business by INR2.2b.

Others 7.7 7.8 79 Valuation and view

Fil Includes depository receipts m  After exhibiting YoY earnings decline in FY20, we expect CDH earnings to be

back on the growth path (16% earnings CAGR over FY20-22), led by gradual
recovery in US sales and improving growth in DF, with renewed strategy
(focused on penetration in the Mass segment / enhanced product detailing
to key opinion makers in the Specialty segment), better operating leverage
in Consumer Wellness, and reduced financial leverage. We continue to value
CDH at 21x 12M forward earnings to arrive at TP of INR420. Maintain Buy.
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Cadila Healthcare

Quarterly Performance (Consolidated) (INR m)
Y/E March FY19 FY20 FY19 FY20 FY20E Chg.
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QE (%)
Net Revenues 28,937 29,612 35,779 37,328 34,963 33,666 36,381 37,521 131,657 142,531 37,832 -0.8
YoY Change (%) 31.7 -8.4 10.2 14.8 20.8 13.7 1.7 0.5 10.3 8.3 1.4
EBITDA 6,450 6,878 8,399 8,408 7,020 6,256 6,978 7,912 30,136 28,166 7,646 3.5
YoY Change (%) 132.6 -19.8 -0.4 -34 8.8 -9.0 -16.9 -5.9 5.8 -6.5 -8
Depreciation 1,418 1,475 1,537 1,556 1,716 1,723 1,741 1,785 5986 6,965 1,758
EBIT 5032 5403 6,862 6,852 5304 4,533 5,237 6,127 24,150 21,201 5,888
YoY Change (%) 224.0 -26.0 -1.5 -5.7 5.4 -16.1 -23.7 -10.6 4.6 -12.2 -13
Interest 350 357 455 773 891 897 805 825 1,935 3,418 844
Other Income 1,013 304 310 384 226 269 201 443 2,011 1,139 162
PBQ before EO Income 5695 5350 6,717 6,463 4,639 3,905 4,633 5,745 24,226 18,922 5,206 10.4
EO Exp/(Inc) 0 0 0 404 700 2,681 62 525 404 3,968 0
PBT after EO Income 5695 5350 6,717 6,059 3,939 1,224 4,571 5,220 23,822 14,954 5,206 0.3
Tax 1,203 1,247 1,586 1,267 791 395 927 1,085 5,303 3,198 1,129
Rate (%) 21.1 23.3 23.6 20.9 20.1 32.3 20.3 20.8 22.3 21.4 21.7
Min. Int/Adj on Consol 113 72 -24 -191 -112 243 95 -216 -30 10 205
Reported PAT 4,605 4,175 5,107 4,601 3,036 1,072 3,739 3,919 18,489 11,766 4,282 -8.5
Adj PAT 4,605 4,175 5,107 4,917 3,595 3,328 3,788 4,335 18,803 15,047 4,282 1.2
YoY Change (%) 2327 -17.0 64 -190 -21.9 -203 -258 -11.8 48 -200 -11.4
Margins (%) 15.9 14.1 14.3 13.2 10.3 9.9 10.4 11.6 14.3 10.6 11.3
Key Performance Indicators (Consolidated)
Y/E March FY19 FY20 FY19 FY20
INR m 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Domestic formulations 8,926 8,857 8,398 8,948 9,476 9,778 9,103 8,922 35,090 37,141
YoY Change (%) 40.0 (1.0) (8.4) 1.2 6.2 10.4 8.4 (0.3) 5.3 5.8
US sales 12,296 13,204 19,341 17,954 13,670 14,484 16,753 17,607 62,795 62,514
YoY Change (%) 274 (19.7) 22.1 9.3 11.2 9.7  (13.4) (1.9) 76  (0.4)
Consumer healthcare 1,288 1,348 1,419 4,021 6,064 3,172 3,244 4,899 8,075 17,379
YoY Change (%) 124 12.5 9.9 213.2 370.8 135.3 128.6 21.8 64.1  115.2
Animal health & others 1,028 1,111 987 968 973 1,348 1,397 1,199 4,094 4,099
YoY Change (%) 22.1 5.5 (8.0) 12.5 (5.3) 21.3 41.5 23.9 18.0 0.1
EU 618 520 595 535 474 407 494 582 2,268 1,957
YoY Change (%) 1.6 (4.4) (8.3) (11.2) (23.3) (21.7) (17.0) 8.8 (5.7) (13.7)
Emerging markets 1,963 2,034 2,243 2,072 2,204 2,189 2,643 1,717 5,162 8,753
YoY Change (%) 59.9 55.4 86.0 63.0 12.3 7.6 9.0 (17.1) 3.0 69.6
Alliances 254 242 584 453 278 15 85 183 1,571 698
YoY Change (%) (38.2) 2.1 10.2 9.2 9.4 (93.8) (85.4) (59.6) (1.4) (55.6)
API 1,095 890 1,300 960 692 1,049 1,626 1,163 4,245 4,530
YoY Change (%) 58.9 (4.2) 14.3 6.7 (36.8) 17.9 25.1 21.1 16.1 6.7
Cost Break-up
RM Cost (% of Sales) 34.1 335 37.8 37.1 36.0 34.4 34.2 33.6 35.8 34.5
Staff Cost (% of Sales) 18.2 17.6 14.6 14.8 16.9 17.7 17.0 16.2 16.1 16.9
R&D Expenses(% of Sales) 6.3 9.2 7.4 6.0 7.1 7.9 8.2 7.6 7.2 7.7
Other Cost (% of Sales) 19.1 16.5 16.7 19.6 19.9 21.4 21.4 21.6 18.0 21.1
Gross Margins (%) 65.9 66.5 62.2 62.9 64.0 65.6 65.8 66.4 64.2 65.5
EBITDA Margins (%) 223 23.2 235 22.5 20.1 18.6 19.2 21.1 229 5.6
EBIT Margins (%) 17.4 18.2 19.2 18.4 15.2 135 14.4 16.3 18.3 14.9
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Conference call highlights

B CDH has a target of 50 injectables launches in the US over the next three years.

B R&D is to be at 7-8% going forward. Half of the R&D spend is utilized for US
Generics and the other half for the development of biosimilars and vaccines.

m  Overall, biosimilars recorded revenues of INR2.8b in FY20, while vaccine sales
were less than INR500m. Currently, 9-10 biosimilars are in the development
stage, and CDH plans to file four additional products by FY23 to have a portfolio
of 12—15 products with an initial focus on India and EMs.

m  Of the products transferred from the Moraiya to the Liva facility, the first
injectable product was commercialized in May’20.

m  All the remediation at the Moraiya plant would be completed by June’20; the
company would consult the USFDA on the future course of action to get the
facility inspected via desktop inspection.

B CDH intends to spend INR6—7b on capex in FY21.

Key exhibits
Exhibit 1: In constant currency, US sales were largely flat
YoY Exhibit 2: Domestic business saw marginal decline YoY
US sales (USDm)  —O—YoY growth (%) India sales (INR b) —O=—India sales - YoY growth (%)
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Exhibit 3: Europe business grew by 9% YoY Exhibit 4: Gross margin expanded 360bp YoY
Europe (INRm) —O—YoY growth (%) 9 Gross profit INRb)  —O=—Gross margin (%)
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Exhibit 5: EBITDA margin was down 140bp YoY

Cadila Healthcare

Exhibit 6: R&D spend was 7.6% of sales during the quarter

EBITDA (INR b) —O— EBITDA margin (%)

R&D expense (INRb) =—O=—% of sales
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Valuation and view

Renewed strategy reviving growth in DF

Following the historically lowest YoY growth in FY18, CDH reworked its growth
strategy and is gradually reviving the same in the DF segment. Particularly, in FY20,
CDH regrouped its DF segment into Mass (55% of DF sales) and Specialty (45% of DF
sales), with a 40-45% of MR workforce toward Specialty. Growth in the Mass
segment would be driven by increasing penetration and using the trade channel to
gain higher market share. Growth in the Specialty segment would be driven by an
increase in detailing with key opinion leaders. The enhanced use of digitization
would further strengthen growth in the DF segment. However, considering the
COVID-19-led slowdown witnessed in FY21, we expect a 6.5% CAGR in DF sales over

FY20-22.

Differentiated products to drive growth in US Generics

Despite 34 launches, CDH’s US Generics sales were flat YoY at USD870m in FY20,
indicating the impact of price erosion was higher than incremental business from
new launches. However, with an increase in the launches of differentiated products
such as injectables and transdermals, we expect CDH to be back on the growth path.
Particularly, CDH intends to launch 50 injectables over the next three years,
including some in-licensed products. With 108 ANDAs pending approval and
sustained momentum in filings, we expect CDH to deliver a 4% CAGR in US revenues
to USD966m over FY20-22.

New launches, including biosimilars, and superior execution to drive EM
sales

CDH has been in the process of registering its biologics products in five to six
countries in the EM segment. Furthermore, CDH faced few challenges in markets
such as Sudan (within Africa), which affected the growth momentum in the EM
business in FY20. CDH intends to have a portfolio of 12—-15 biologics by FY23, which
it plans to market in India and RoW (other than the US and Europe). The company
has also been investing in capacity for biologics to be able to cater to future
demand. On an overall basis, we expect growth to be in the mid-teens on a YoY
basis over the next two to three years.

20 June 2020
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Valuation and view

We maintain our EPS estimates for FY21/FY22E. After exhibiting YoY earnings
decline in FY20, we expect CDH’s earnings to be back on the growth path (16%
earnings CAGR over FY20-22). Earnings would be supported by gradual recovery in
US sales growth and improving growth in DF, with renewed strategy, better
operating leverage in the Consumer Wellness segment, and reduced financial

leverage. We continue to value CDH at 21x 12M forward earnings to arrive at TP of
INR420. Maintain Buy.

Exhibit 7: P/E chart Exhibit 8: P/B chart
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Story in charts

Cadila Healthcare

Exhibit 9: Revenues to exhibit 7% CAGR over FY20-22E

Exhibit 10: India to exhibit 6.5% CAGR over FY20-22E
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Exhibit 11: High base to keep YoY growth in US sales under
check

Source: Company, MOFSL

Exhibit 12: EBITDA margins to dip slightly in near term

US Revenues (USD m) =—O=—YoY growth (%)
62
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Exhibit 13: We expect 11% CAGR in EBITDA over FY20-22E

Source: Company, MOFSL

Exhibit 14: We expect 16% CAGR in adj. EPS over FY20-22

EBITDA (INRb) —O—EBITDA Margin
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Financials and Valuations

Income Statement (INR m)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Net Sales 72,241 86,357 97,509 94,295 119,364 131,657 142,531 152,311 164,446

Change (%) 13.6 19.5 12.9 -3.3 26.6 10.3 8.3 6.9 8.0
EBITDA 12,001 17,401 22,962 19,036 28,475 30,136 28,166 31,681 34,451

Margin (%) 16.6 20.2 23.5 20.2 23.9 22.9 19.8 20.8 21.0
Depreciation 2,012 2,873 3,022 3,750 5,388 5,986 6,965 7,156 7,662
EBIT 9,989 14,528 19,940 15,286 23,087 24,150 21,201 24,524 26,789
Int. and Finance Charges 1,181 613 463 450 911 1,935 3,418 2,856 1,882
Other Income - Rec. 786 488 918 1,286 1,132 2,011 1,139 980 1,103
PBT before EO Expense 9,594 14,403 20,395 16,122 23,308 24,226 18,922 22,649 26,010
EO Expense/(Income) 172 21 25 -3 0 404 3,968 0 0
PBT after EO Expense 9,423 14,382 20,370 16,125 23,308 23,822 14,954 22,649 26,010
Current Tax 1,060 2,594 4,298 1,289 5,644 5,303 3,198 4,571 5,558
Deferred Tax 0 0 0 0 0 0 0 0 0
Tax 1,060 2,594 4,298 1,289 5,644 5,303 3,198 4,571 5,558

Tax Rate (%) 11.2 18.0 21.1 8.0 24.2 22.3 21.4 20.2 21.4
Reported PAT 8,363 11,788 16,072 14,836 18,292 18,519 11,756 18,078 20,451
Less: Minority Interest 326 376 300 291 346 30 10 320 368
Net Profit 8,037 11,412 15772 14,545 17,946 18,489 11,766 17,759 20,084
PAT Adj for EO Items 8,208 11,475 15,797 14,880 17,946 18,803 15,047 17,759 20,084

Change (%) 25.6 39.8 37.7 5.8 20.6 4.8 -20.0 18.0 13.1

Margin (%) 11.4 133 16.2 15.8 15.0 14.3 10.6 11.7 12.2
Balance Sheet (INR m)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Equity Share Capital 1,024 1,024 1,024 1,024 1,024 1,024 1,024 1,024 1,024
Total Reserves 33,366 41,492 55,968 68,576 86,421 102,839 102,733 124,216 138,625
Net Worth 34,390 42,516 56,992 69,600 87,445 103,863 103,757 125,240 139,648
Minority Interest 1443 1689 1358 1561 1910 12929 13347 13667 14034
Deferred liabilities 961 586 -3176 -4006 -6425 -7180 -6430 -6430 -6430
Total Loans 23,955 23,760 22,646 51,693 53,332 74,060 73,234 62,744 47,744
Capital Employed 60,748 68,551 77,820 118,848 136,262 183,672 183,908 195,220 194,997
Gross Block 41,380 46,259 52,150 75,160 87,723 150,520 158,153 168,619 175,722
Less: Accum. Deprn. 10,142 12,737 14,771 17,509 22,897 28,883 35,848 43,004 50,667
Net Fixed Assets 31,238 33,522 37,379 57,651 64,826 121,637 122,305 125,614 125,056
Capital WIP 8,915 7,979 9,508 15,433 15,272 8,372 7,415 4,208 2,604
Investments 866 1,544 2,171 3,857 4,709 6,735 7,650 7,650 7,650
Curr. Assets 38,845 47,426 51,263 70,196 86,600 88,384 90,967 101,376 106,993
Inventory 13,675 15,357 13,371 18,037 23,853 26,880 27,890 32,337 35,224
Account Receivables 11,337 15,884 17,466 22,775 32,063 39,508 36,632 41,581 43,249
Cash and Bank Balance 5,488 6,699 6,387 15,435 13,149 5,489 9,649 10,661 11,724
Loans & Advances 8,345 9,486 14,039 13,949 17,535 16,507 16,796 16,796 16,796
Curr. Liability & Prov. 19,116 21,920 22,501 28,289 35,145 41,456 44,429 43,627 47,305
Account Payables 16,189 17,191 21,988 27,716 34,143 40,099 41,997 41,195 44,873
Provisions 2,927 4,729 513 573 1,002 1,357 2,432 2,432 2,432
Net Current Assets 19,730 25,506 28,762 41,907 51,455 46,928 46,538 57,749 59,688
Appl. of Funds 60,749 68,551 77,820 118,848 136,262 183,672 183,908 195,221 194,997
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Financials and Valuations

Ratios

Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
EPS 8.0 11.2 154 14.5 17.5 18.4 14.7 17.3 19.6
Cash EPS 9.8 14.0 18.4 17.9 22.8 23.9 18.3 24.3 27.1
BV/Share 33.6 41.5 55.7 68.0 85.4 101.5 101.4 122.3 136.4
DPS 1.8 2.4 3.2 3.6 3.6 3.6 3.6 3.6 4.6
Payout (%) 22.5 21.4 20.7 24.8 20.5 19.6 24.5 20.8 23.4
Valuation (x)

P/E 45.2 32.3 23.5 24.9 20.7 19.7 24.6 20.9 18.5
Cash P/E 36.9 25.9 19.7 20.3 15.9 15.1 19.8 14.9 13.4
P/BV 10.8 8.7 6.5 5.3 4.2 3.6 3.6 3.0 2.7
EV/Sales 5.4 4.5 3.9 4.3 3.4 3.3 3.0 2.7 2.4
EV/EBITDA 32.3 22.1 16.7 21.1 14.2 14.3 15.1 13.1 11.6
Dividend Yield (%) 0.5 0.7 0.9 1.0 1.0 1.0 1.0 1.0 1.3
Return Ratios (%)

RoE 25.2 29.7 31.7 23.0 22.9 19.3 11.3 15.5 15.2
RoCE 16.5 19.8 22.6 15.2 14.0 12.8 9.9 11.2 11.7
RolC 19.5 24.3 28.1 19.6 18.7 14.1 10.3 11.8 12.2
Working Capital Ratios

Asset Turnover (x) 1.2 1.3 1.3 0.8 0.9 0.7 0.8 0.8 0.8
Fixed Asset Turnover (x) 2.3 2.7 2.8 2.0 1.9 14 1.2 1.2 1.3
Debtor (Days) 56 56 63 76 84 99 97 92 92
Inventory (Days) 69 61 54 61 64 70 70 72 75
Working Capital T/O (Days) 72 79 84 102 117 115 94 113 106
Leverage Ratio (x)

Net Debt/Equity 0.6 0.4 0.3 0.5 0.5 0.8 0.7 0.5 0.3
Cash Flow Statement (INR m)
Y/E March FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
Oper. Profit/(Loss) bef.Tax 12,001 17,401 22,962 19,036 28,475 30,136 28,166 31,681 34,451
Interest/Dividends Recd. 786 488 918 1,286 1,132 2,011 1,139 980 1,103
Direct Taxes Paid -1,060 -2,594 -4,298 -1,289 -5,644 -5,303 -3,198 -4,571 -5,558
(Inc)/Dec in WC 752 -4,566 -3,568 -4,097  -11,834 -3,133 4,550 -10,199 -876
CF from Operations 12,480 10,730 16,014 14,936 12,129 23,711 30,657 17,892 29,120
EO Expense / (Income) 172 22 26 -2 0 404 3,968 0 0
CF from Operating incl EO Exp. 12,308 10,708 15,988 14,938 12,129 23,307 26,689 17,892 29,120
(inc)/decin FA -4,553 -4,221 -8,408 -29,947 -12,402 -55,897 -6,676 -7,258 -5,500
Free Cash Flow 7,755 6,487 7,580 -15,009 -273  -32,590 20,013 10,634 23,620
(Pur)/Sale of Investments 279 -678 -627 -1,686 -852 -2,026 -915 0 0
CF from Investments -4,274 -4,899 -9,035 -31,633 -13,254 -57,923 -7,591 -7,258 -5,500
Inc/(Dec) in Debt -3,741 52 -1,445 29,250 1,988 31,747 -408 -10,170 -14,632
Interest Paid -1,181 -613 -463 -450 -911 -1,935 -3,418 -2,856 -1,882
Dividend Paid -2,266 -3,156 -3,884 -4,436 -4,436 -3,668 -4,336 -4,441 -5,675
Others -1,196 -880 -1,473 1,379 1,570 812 -6,776 7,845 -368
CF from Fin. Activity -8,384 -4,597 -7,265 25,743 -1,789 26,956 -14,938 -9,622  -22,557
Inc/Dec of Cash -350 1,211 -312 9,048 -2,914 -7,660 4,160 1,012 1,062
Add: Beginning Balance 5,838 5,488 6,699 6,387 15,435 13,149 5,489 9,649 10,661
Closing Balance 5,488 6,699 6,387 15,435 13,149 5,489 9,649 10,661 11,724
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