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Y/E March 2013E 2014E 2015E

Sa les 63.1 73.2 83.7

EBITDA 11.5 15.0 17.6

Net Profit 5.4 8.3 10.2

Adj. EPS (INR) 26.5 40.5 49.7

EPS Gr. (%) -4.1 52.7 22.8

BV/Sh. (INR) 147.2 178.7 217.3

RoE (%) 19.4 24.8 25.1

RoCE (%) 18.4 22.9 24.8

Payout (%) 23.8 25.4 25.4

Valuations

P/E (x) 29.8 19.5 15.9

P/BV (x) 5.4 4.4 3.6

EV/EBITDA (x) 15.7 12.1 10.1

Div. Yield (%) 0.7 1.2 1.4
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 Cadila's revenues grew 15% YoY to INR15.92b (v/s est of INR16.74b), while

EBITDA declined 8% YoY to INR2.43b (v/s est of INR3.21b). PAT declined by

31% YoY to INR1.03b (v/s est of INR1.49b) dented by subdued operational

performance and significantly higher tax outgo.

 EBITDA decline of 8%YoY was on account of one-off expenses incurred on (1)

user fees on ~60 pending ANDA approvals, (2) increased advertisement &

promotional spend on Zydus Wellness and (3) donations. Decline in Brazil

also impacted the performance (temporary as ANVISA strike been called

off). EBITDA margin was at 15.3%, significantly lower than estimated 19.2%.

 PAT fell by 31% due to subdued operational performance and a significantly

higher tax rate at 36.1% v/s est of 25% (driven by imposition of MAT on

partnership firms).

 Guidance - Management reiterated its long term top line guidance of USD3b

by FY16 to be driven mainly by organic initiatives. Have indicated of EBITDA

margin to remain under pressure for next couple of quarters.

We have cut our FY13E/FY14E/15E EBITDA estimates by 12%/8%/8%  to reflect the

increased pressure on profitability due to (1) non-recurring expenses incurred

in 3QFY13, (2) slower-than-expected ramp-up at Moraiya, (3) adverse product

mix in its US formulations and (4) continuing pressure in Brazil due to the ANVISA

strike. However, our earnings estimates have witnessed a significant cut - 20%/

15%/13% for FY13E/FY14E/FY15E - due to increased tax rate as guided by the

management (raised from 25-26% to 28%) and higher interest costs. Despite this

downgrade, we believe that FY14 will be a year of recovery for CDH. Most of the

cost pressures will be absorbed with new launches in the US (20-22 guided for

CY13), normalization of operations in Brazil and stable growth in domestic

formulations. The stock trades at 19.5x FY14E and 15.9x FY15E EPS. While lower-

than-expected 3Q performance and subsequent cut in estimates may lead to

stock's underperformance in near term, we remain positive on long term prospects

of CDH. Maintain Buy with a revised target price of INR995 (20x FY15E EPS).
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Revenue growth led by domestic formulations and Europe; Brazil continues
to lag
Core revenues grew 15% YoY to INR15.92b (v/s est of INR16.74b) while core EBITDA

declined 8% YoY to INR 2.43b (v/s est of INR3.21b). PAT declined by 31% YoY to INR1b

(v/s est of INR1.84b) dented by subdued operational performance and higher tax

outgo.

Revenue growth was led by domestic formulations which grew 21% YoY to INR5.7b.

Growth excluding Biochem contribution was 18%. Growth in export formulations was

led by 26% YoY growth in Europe to INR1.12b, while US business grew 14% YoY to

INR3.92b. Overall topline growth was restricted by a 16% YoY decline in Brazilian

operations on account of impact of ANVISA strike.

Revenue mix (INR m)

3QFY13 3QFY12 % Chg 2QFY13 % Chg

Gross Domestic sales 7,377 6,058 21.8 7,637 -3.4

Formulations 5,699 4,693 21.4 6,018 -5.3

APIs 160 157 1.9 116 37.9

Consumer & Others 1,518 1,208 25.7 1,503 1.0

Export sales 8,565 7,679 11.5 7,810 9.7

Formulations 7,825 6,995 11.9 7,120 9.9

APIs 740 684 8.2 690 7.2

Other operating income 314 308 2.0 334 -6.1

Gross Sales 16,256 14,045 15.7 15,781 3.0

Source: Company

Core EBITDA declines 8% YoY impacted by discretionary spend
EBITDA saw a decline of 8% YoY on account of of one-off expenses incurred on (1) user

fees of INR100m on ~60 pending ANDA approvals, (2) increased advertisement &

promotional spend on Zydus Wellness and (3) donations of INR60m. De-growth in

also impacted the performance Brazil (temporary as ANVISA strike been called off).

EBITDA margins were 15.3%, significantly lower than estimate of 19.2%.

Consequently, EBITDA margins were at 15.3%, lower than our estimate of 19.2%.

Further, PAT de-grew by 31% on account of subdued operational performance and a

significantly higher tax rate at 36.1% compared to our estimate of 25% (driven by

imposition of MAT on partnership firms).

EBITDA Trend

Source: Company, MOSL
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EBITDA margins impacted by increased cost pressures - recovery expected
FY14 onwards
 EBITDA margin for 3QFY13 at 15.3% has been the lowest since 4QFY05.  This was

largely on account of one-off expenses incurred during the quarter which include

(1) ~INR100m of backlogged user fees paid to the USFDA on approximately 60

pending ANDA, (2) higher advertisement and promotional expenses incurred in

Zydus Wellness and (3) donation of INR80m.

 Other factors which are more structural in nature and impacting the profitability

include (1) slower than expected ramp-up at Moraiya facility despite fixed

overheads, (2) reducing profitability from Hospira JV on docetaxel supplies, (3)

adverse product mix in US business with margin contraction in generic portfolio

and (4) de-growth in Brazilian operations on account of ANVISA strike in 2QFY13.

 We expect that most of the discretionary expenses mentioned above will not be

impacting the company's profitability 4QFY13 onwards.  Other structural cost

pressures will ease up as (1) the CDH launches new products from the Moraiya

plant and (2) Brazilian operations starts normalizing.

 The management has guided for 20 product launches in CY2013 along with 2 new

launches from Nesher.  The company currently has 90 ANDAs pending approval

(55 oral dosages + 35 other formats) and has filed for two topical products

(ointments). The management also expects the Brazilian business to witness a

recovery from 4QFY13 onwards followed by 15-20% growth going forward.

 While we are negatively surprised with operational performance of CDH for last

two quarters, we believe that FY14 will be a year of recovery and expect +200bp

improvement in margins over FY13.

EBITDA (INR m) and EBITDA Margin (%) - Annual trend

Source: Company, MOSL

Domestic formulations business: Biochem acquisition to boost growth in
FY13; stable growth expected ahead
 CDH's domestic formulations portfolio reported growth of 25.5% YoY for 9MFY13,

driven by consolidation of the Biochem acquisition. Organic growth was 18%.

 While we expect this business to grow at 17% CAGR for FY12-15, the growth will

be more moderate at ~14% excluding the impact of Biochem acquisition.

 In 3QFY12, CHD had acquired 100% stake in Mumbai based Biochem Pharma in

order to strengthen its presence in acute therapeutic segments, increase

distribution, and strengthen its foothold in non metro and Tier II markets. Biochem

has annual revenues of INR2.6b and employs 1,200 people including 950 MRs.
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 FY13 will see full impact of Biochem acquisition in revenue / EBITDA. We expect

domestic formulation revenue to grow 24% on back of this acquisition in FY13. Ex

the acquisition, growth will be ~15%.

 We believe that a ramp-up in this business is imperative to support the company's

initiatives in other markets as it is a high cash generating business.

 Management has indicated that there will be 3% impact on the topline on account

of the proposed new pharma policy for the domestic market.

Domestic formulation business ramp-up

Source: Company, MOSL

Resolution of US FDA warning letter imparts growth visibility for US business
 CHD has resolved the US FDA warning letter for its Moraiya facility. This is the

result of re-inspection done by US FDA in Feb-2012 and subsequent details/

clarifications submitted by Cadila.

 We believe resolution of the warning letter will impart greater growth visibility

for Cadila's US business. This approval clears the way for products held up pending

resolution of the warning letter (Cadila has ~50-60 ANDAs for oral products pending

US FDA approval).

 We expect that post this resolution, the US FDA is likely to approve these products

in the near term. The management is confident of increased pace of product

approvals going forward and has guided for 20 product launches in the US along

with two new launches from Nesher.

 Since the Moraiya facility includes an injectable unit also, we believe the ongoing

shortages of injectables in the US market would have also prompted the US FDA

to clear this facility.

 The company has a portfolio of low-competition products like injectables, nasal

spray and is ramping up the filings of transdermals (US FDA inspection for

transdermals expected in the near future). This should augur well for the company

in the long-term.
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Domestic formulation business ramp-up

Source: Company, MOSL

Management reiterates annual revenue guidance of USD3b by FY16
 The management has reiterated its revenue guidance of USD3b by FY16. The

company has chalked out a detailed strategy to achieve this milestone. It has

identified 15 markets and 13 therapies as the major growth drivers. Different

markets have been classified into different clusters. They are 1) home markets, 2)

steady growth businesses, and 3) new technology businesses.

 Home markets comprise two established markets of India formulations and US

generics, and two potentially promising future markets of Brazil and Mexico. While

the established home markets are expected to continue sustainable and profitable

growth with significant revenue contribution, future home markets have higher

growth potential and large revenue contribution in future.

 Steady growth businesses comprise Europe, Japan, emerging markets, consumer

wellness, animal heath, APIs, JVs and alliances.

 New technology businesses comprise of transdermals, vaccines, injectable,

inhalables, creams & ointments and new chemical entities. While these businesses

require high upfront investments, they have very large potential upside in future.

 Vision, objectives and detailed roadmap for each of these businesses have been

defined. Several strategic initiatives have been identified for each of the

businesses along with their execution plan to ensure that each business achieves

its objectives.

Outlook and Valuation
Based on the lower than estimated 3QFY13 results, we have cut our FY13E/FY14E/15E

EBITDA estimates by 12%/8%/8%. This is to reflect the increased pressure on

profitability owing to (1) non-recurring expenses incurred in 3QFY13, (2) the slower

than expected ramp-up at Moraiya facility, (3) adverse product mix in its US

formulations and (4) continuing pressure in Brazil due to the ANVISA strike.  However,

our earnings estimates have witnessed a significant cut - 20%/15%/13% for FY13E/

FY14E/FY15E, driven by increased tax rate as guided by the management (raised from

25%-26% to 28%) and higher interest costs.



Cadila Healthcare

11 February 2013  6

Despite this downgrade, we believe that FY14 will be a year of recovery for CDH.

Most of the cost pressures impacting the profitability will be absorbed with new

launches in the US (20-22 guided for CY2013), normalization of operations in Brazil

and stable growth in domestic formulations. While we are estimating a 290bp YoY

decline in EBITDA margin for FY13, we believe they will be close to FY12 level of 21.4%

by FY15E. We estimate a strong 22% EPS CAGR for FY12-15 for the core operations

excluding one-offs.  RoCE and RoE will dip to ~18-19% in FY13E and recover of 25%-

26% in FY14/15.

The stock trades at 19.5x FY14E and 15.9x FY15E EPS. While lower-than-expected 3Q

performance and subsequent cut in estimates may lead to stock's underperformance

in near term, we remain positive on long term prospects of CDH. Maintain Buy with a

revised target price of INR995 (20x FY15E EPS).
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Comparative valuations
Cadila Lupin Sun

P/E (x) FY14E 19.5 19.2 24.4

FY15E 15.9 16.1 22.1

P/BV (x) FY14E 4.4 4.6 4.6

FY15E 3.6 3.9 4.0

EV/Sales (x) FY14E 2.5 2.7 5.4

FY15E 2.1 2.3 4.7

EV/EBITDA (x) FY14E 12.1 13.1 16.0

FY15E 10.1 10.9 14.0

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 74.8 74.8 74.8

Domestic Inst 11.4 11.6 12.3

Foreign 5.1 5.0 5.4

Others 8.7 8.6 7.5

Cadila Healthcare: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 26.5 32.6 -18.8

FY14 40.5 43.3 -6.4

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

791 995 25.8 Buy

Company description
Cadila is amongst one of the largest domestic pharma

companies in India with a strong focus on the global

generics opportunity. The company is gradually building

its presence in the regulated generic markets beginning

with the US and France. It also plans to tap some unique

opportunities through its JVs with Altana, Hospira and

Bharat Serums.

Key investment arguments
 Efforts to step up the number & quality of filings in

regulated markets and focus on partnerships in

overseas markets would help build critical scale

over 2-3 years.

 De-risked strategy with less focus on patent

challenges and expensive acquisitions.

Key investment risks
 Cadila is a late entrant in the international generics

space and hence lags behind its peers in terms of

global footprint and underlying product basket.

Recent development
 Nil.

Valuation and view
 We forecast core EPS of INR40.5 for FY14 (up 52%)

and INR49.7  for FY15 (up 23%) implying 21.5% EPS

CAGR over FY12-15. Cadila is currently valued at

19.5x FY14E and 15.9x FY15E consolidated earnings.

 Maintain Buy with a revised target price of INR995

(20x FY15E).

Sector view
 Differentiated portfolio for regulated markets &

emerging markets would remain the key sales and

profit drivers in the medium term. Europe is

expected to emerge as the next growth driver.

 We are Overweight on companies that are towards

the end of the investment phase.
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