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Cadila Healthcare
Weak health

Company details

Market cap: Rs. 23,982 cr

52-week high/low: Rs. 375 / 206

NSE volume:  
(No of shares)

20.5 lakh

BSE code: 532321

NSE code: CADILAHC

Sharekhan code: CADILAHC

Free float:  
(No of shares)

25.7 cr

Promoters 74.9

FII 4.8

DII 12.5

Others 7.83

Shareholding (%)

Price performance

(%) 1m 3m 6m 12m

Absolute -2.3 2.3 -15.1 -35.8

Relative to 
Sensex

-7.3 -5.9 -22.3 -44.4

Price chart

Sector: Pharmaceuticals

Result Update

Change

Reco: Hold 
CMP: Rs. 234

Price Target: Rs. 275 
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Sharekhan Research, Bloomberg

Valuation Rs cr

Particulars FY2018 FY2019 FY2020E FY2021E

Net sales    11,954.5    13,165.6    14,057.3    15,432.5 

OPM (%)           23.8           22.6           20.3            20.3 

Adjusted Net profit      1,731.9      1,801.9      1,506.1      1,628.7 

EPS (Rs.)            16.9            17.6            14.7            15.9 

PER (x)            13.8            13.3            15.9            14.7 

EV/EBITDA (x)            10.2            10.9            10.8              9.8 

P/BV (x)              2.7              2.3              2.1              1.9 

RoCE (%)            15.4            12.3            10.9            11.2 

RoNW(%)            19.8            17.3            13.2            13.0 
Source: Company; Sharekhan estimates

Cadila Healthcare Limited (Cadila) reported weak results for 
Q2FY2020. Revenue at Rs. 3,367 crore grew by 14% y-o-y but 
marginally missed our estimates. Operating profit at Rs. 626 crore 
fell by 9% y-o-y and was below our estimates. During the quarter, the 
company reported an exceptional loss of Rs. 268 crore on account 
of impairment towards Levorphanol.  Adjusted PAT stood at Rs. 351 
crore, down 15% y-o-y and was below our estimate of Rs. 365 crore. 
Following a warning letter from the US FDA, Cadila discontinued 
sales from Moraiya facility. Management has guided for 15% growth 
in 2HFY2020 in the U.S. business, while injectibles are expected to 
gain traction gradually. India business is also expected to grow at a 
healthy pace. Areas of vaccine and biosimilars would be the growth 
drivers, albeit over the next 3-4 years.  

Key positives

 �  Domestic revenue grew by 10% y-o-y for the quarter, while U.S. 
base business revenue was up 22%.

 �  Management expects the U.S. business to grow by strong 15% in 
2HFY2020. 

Key negatives

 �  Operating profit declined by 9% y-o-y. OPM dropped steeply by 
465 BPS y-o-y to 18.6%.

 �  Following a warning letter from USFDA, management has stopped 
sales from Moraiya plant and has initiated a site transfer. 

Our Call

Valuation - Maintain Hold with an unchanged PT of Rs. 275: Cadila’s 
India and U.S. businesses are well placed to capitalise on growth 
opportunities. Management has guided for double-digit growth in the 
U.S. business in 2HFY2020, while India business is expected to grow 
at a healthy pace. However, Q2FY2020 results were weak and missed 
our estimates. We have cut our earnings estimates for FY2020/FY2021, 
factoring in weak results. Though the stock is trading at a reasonable 
valuation of 15.9x / 14.7x its FY20/FY21 estimates, regulatory issues 
and elevated competition in key product segments is an overhang and 
would restrict us from taking a constructive view on the stock. We retain 
our Hold recommendation on the stock with an unchanged price target 
(PT) of Rs. 275.

Key Risks

 � Regulatory compliance remains key risk
 � Exchange rate/Forex volatility could impact earnings
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Weak results for Q2FY2020: Cadila reported weak results for Q2FY2020. Sales for the quarter grew by 
14% y-o-y to Rs. 3,367 crore, driven by strong double-digit growth across the Indian and U.S. businesses. 
Revenue was marginally below estimates. Operating profit at Rs. 626 crore fell by 9% y-o-y and was below 
our estimate of Rs. 696 crore. Operating profit margin (OPM) at 18.6% declined by 465 BPS y-o-y and was 
below our estimate of 19.9%. During the quarter, the company reported an exceptional loss of Rs. 268 crore 
on account of impairment towards Levorphanol. Adjusted PAT stood at Rs. 351 crore, a decline of 15% y-o-y. 
Adjusted PAT at Rs. 351 crore and was marginally below our estimate of Rs. 365 crore. 

U.S. base business to grow strongly: U.S. revenue increased by 10% y-o-y for the quarter. Growth was 
despite continued erosion in key products (Levorphanol and Androgel AG) and the impact of remediation at 
Moraiya. U.S. base business grew sturdily by 22% y-o-y on account of available opportunities from supply 
disruptions, market share gains in base products and traction building up in new products. Management is 
retaining its guidance and is looking for 15 new launches in 2HFY2020. 

Domestic formulations business on a strong footing: Cadila’s domestic formulations business grew by 10% 
y-o-y for the quarter. Secondary sales growth was healthy at ~14%.  Management has undertaken an exercise 
to reorganise the domestic business into mass and specialty clusters with a focus on expanding its reach in 
the mass cluster and on increasing engagement with leaders in the specialty space, respectively. This augurs 
well for the company. 

Q2FY2020 Conference Call Highlights:

U.S. Business: The U.S. base business is expected to grow at 15% in 2HFY2020. The company expects 15 new 
approvals in 2HFY2020 and expects to launch a similar number of products. In Q2FY2020, the base business 
grew strongly by 22% y-o-y due to market share gains and launch of seven new products.

India Business - Human Health: Cadila is restructuring the human health business in two broad categories 
– Mass and Specialty. In the human health segment, gynaecology, dermatology and hormones continued to 
grow faster than the market. 

India Business - Consumer Wellness: The consumer wellness segment reported sturdy growth during the 
quarter. However, the company has not yet realised any material synergies so far. Material benefits are 
likely in FY2021. Future synergies are likely to accrue from integration of channel partners, supply chain and 
procurement processes.

Moraiya Plant Updates: The USFDA had issued a warning letter to Cadila’s Moraiya facility on October 29, 
2019. Cadila has suspended the manufacture of injectables and highly potent OSDs as part of the remediation 
efforts at Moraiya and is now working with external experts. Management has initiated the site transfer of all 
approved injectables from Moraiya to Liva pharma facility with the site transfer expected to be completed by 
the end of FY2020 and all new filings being made from the Liva facility. 

Regulatory aspects: Oral formulation plant in Baddi and API facility in Ankaleshwar have completed USFDA 
inspections without any observations.

Transdermals: Cadila has nine transdermal filings and expects five approvals in FY2021. The company would 
be filing one more product by December 2019. 

Capex: Cadila has lined up capex of Rs. 900 crore to Rs. 1,000 crore for FY2020. This would be utilised 
towards injectable site upgradation, oral facility (SEZ), and maintenance capex. 

Debt: Management is looking to reduce debt by Rs. 300 crore-400 crore by March 2020.
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Results Rs cr

Particulars Q2FY2020 Q2FY2019 YoY % Q1FY2020 QoQ%

Total operating revenue 3,366.6 2,961.2 13.7 3,496.3 -3.7

Expenditure 2,741.0 2,273.4 20.6 2,794.3 -1.9

Operating profit 625.6 687.8 -9.0 702.0 -10.9

Other Income 26.9 30.4 -11.5 22.6 19.0

EBITDA 652.5 718.2 -9.1 724.6 -10.0

Interest 89.7 35.7 151.3 89.1 0.7

Depreciation 172.3 147.5 16.8 171.6 0.4

PBT 390.5 535.0 -27.0 463.9 -15.8

Taxes 39.5 124.7 -68.3 79.1 -50.1

Adjusted PAT 351.0 410.3 -14.5 384.8 -103.8

Reported PAT 107.2 417.5 -74.3 303.6 -64.7

Reported EPS (Rs.) 1.0 4.1 -74.3 3.0 -64.7

Margins   BPS  BPS

OPM % 18.6 23.2 -464.5 20.1 -149.6
Source: Company; Sharekhan Research
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Outlook

Cadila is favourably progressing in its efforts to build an alternative growth platform (Biologics and Vaccines) 
that should start delivering over the medium to long term and reduce the company’s dependence on limited 
competition assets in the U.S. for its earnings. India business is also expected to grow at a healthy pace.

Valuation

Valuation - Maintain Hold with an unchanged PT of Rs. 275: Cadila’s India and U.S. businesses are well 
placed to capitalise on growth opportunities. Management has guided for double-digit growth in the U.S. 
business in 2HFY2020, while India business is expected to grow at a healthy pace. However, Q2FY2020 
results were weak and missed our estimates. We have cut our earnings estimates for FY2020/FY2021, 
factoring in weak results. Though the stock is trading at a reasonable valuation of 15.9x / 14.7x its FY20/FY21 
estimates, regulatory issues and elevated competition in key product segments is an overhang and would 
restrict us from taking a constructive view on the stock. We retain our Hold recommendation on the stock with 
an unchanged price target (PT) of Rs. 275.

One-year forward P/E (x) band 

Source: Sharekhan Research 
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About company

Cadila is one of the leading pharmaceutical companies in India. The company is present 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 API 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 OAI), 
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. The company is favourably progressing in its efforts to build an 
alternative growth platform (Biologics and Vaccines), which should start delivering over medium to long term 
and reduce Cadila’s dependence on limited competition assets in the U.S. for its earnings. 

 
Key Risks

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

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

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 74.9

2 Life Insurance Corp of India 2.8

3 Kotak Mahindra Asset Management Co 1.9

4 Franklin Resources Inc 1.7

5 GOVERNMENT PENSION FUND - GLOBAL 1.1

6 Norges Bank 1.1

7 NA 1.0

8 UTI Asset Management Co Ltd 1.0

9 Vanguard Group Inc/The 0.9

10 Reliance Capital Trustee Co Ltd 0.7
Source: Bloomberg
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