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€	mln	 2015A	 2016A	 2017E	 2018E	 2019E	 2020E	 2021E	 2022E	
Revenues		 1047.7	 1153.9	 1326.7	 1353.5	 1526.5	 1627.8	 1700.7	 1768.4	
EBITDA	 317.0	 371.3	 427.2	 437.5	 490.6	 528.9	 566.5	 595.1	

Margin	 30.3%	 32.2%	 32.2%	 32.3%	 32.1%	 32.5%	 33.3%	 33.7%	
EBIT		 278.5	 327.5	 376.8	 386.0	 432.6	 467.0	 501.9	 527.9	

Margin	 26.6%	 28.4%	 28.4%	 28.5%	 28.3%	 28.7%	 29.5%	 29.9%	
Net	Income	 198.8	 237.4	 273.9	 282.2	 317.5	 342.2	 368.4	 387.7	

Margin	 19.0%	 20.6%	 20.6%	 20.8%	 20.8%	 21.0%	 21.7%	 21.9%	
NFP	 88.7	 198.7	 129.8	 110.7	 129.9	 119.2	 77.4	 0.6	
EPS	 0.96	 1.1	 1.3	 1.3	 1.5	 1.7	 1.8	 1.9	
P/E	 25.3x	 23.7x	 23.2x	 23.1x	 20.0x	 18.2x	 17.2x	 16.4x	
EV/EBITDA	 16.2x	 15.7x	 15.2x	 14.8x	 13.2x	 12.2x	 11.4x	 10.7x	

 
Recordati,	a	specialty	pharmaceutical	group	and	more	
We	 initiate	 our	 coverage	 on	 Recordati	 (REC)	with	 a	 HOLD	 recommendation	 and	 a	 €30.4	 year-end	 target	
price,	which	represents	a	3.51%	potential	upside	from	its	current	stock	price	(€29.37	per	share	closing	price	
on	Feb	23,	2017),	and	a	6.06%	Total	Shareholder	Return	by	the	end	of	the	year	including	dividends.	We	think	
that	the	current	market	price	 is	properly	discounting	the	potential	prospects	which	can	be	summarized	 in:	 (I)	
commercial	 attitude	 in	 selecting	 M&A	 opportunities;	 (II)	 worldwide	 growth	 opportunities	 with	 the	 orphan	
diseases	segment;	(III)	innovation	capabilities	and	ability	to	face	generic	competition.	
	
Robust	growth	at	low	cost:	the	cure	for	healthy	margins	
REC	 observed	 an	 acceleration	 of	 revenues	 in	 the	 last	 10	 years	 (+100.27%	 in	 2006-2016),	 which	 was	
generated	by	both	internal	and	external	sources.	As	far	as	organic	growth,	REC	has	been	able	to	reinvent	its	
focus	and	develop	a	 remarkable	position	 in	 the	profitable	niche	of	orphan	drugs,	which	entails	 a	 lighter	 cost	
structure.	Moreover,	R&D	investments	have	been	fruitful	in	launching	new	primary	&	specialty	care	treatments	
ranging	 across	 different	 therapeutic	 areas	 (cardiovascular,	 urology,	metabolic	 and	 gastrointestinal),	 reaching	
the	market	through	a	network	of	commercial	partnerships	and	license	agreements.	From	the	point	of	view	of	
inorganic	growth,	a	successful	 track	record	of	bolt-on	acquisitions,	made	possible	by	a	huge	cash	generation,	
has	allowed	to	enlarge	the	product	portfolio	and	to	expand	the	geographical	reach	in	high-growth	markets,	with	
low	costs	and	low	risks.	This	resulted	in	sound	margins	(EBITDA	margin	of	32.17%	in	2016)	and	an	increasing	
profitability	over	the	years.	
	
Financials	
Revenues,	estimated	using	a	consistent	econometric	procedure	called	Bayesian	Model	Averaging	(BMA),	are	
expected	to	grow	7.11%	2016-2022	CAGR	organically	to	€1689.2	mln	in	2022,	and	7.37%	2016-2022	CAGR	to	
€1768.4	mln	incorporating	inorganic	growth	coming	from	M&A	activity,	with	EBITDA	margin	increasing	by	~145	
bps	and	with	strong	cash	generation	over	2017E-2022E.	We	expect	EPS	to	increase	by	62.28%,	reaching	€1.85	
in	2022	from	€1.14	in	2016.		
	
Valuation	
Our	TP	of	€30.4	is	based	on	a	three-stage	DCF	model,	relying	on	a	sum-of-the-parts	approach	that	differently	
values	 the	 primary	 &	 specialty	 care	 (€24.78	 contribution	 on	 the	 TP)	 and	 the	 orphan	 diseases	 (€5.60	
contribution)	segments.	Moreover,	we	performed	a	Monte	Carlo	on	key	stochastic	variables	which	reinforces	
our	DCF	TP	resulting	in	a	HOLD	recommendation	with	92.89%	probability,	a	sensitivity	analysis	on	long-term	
growth	and	WACC	(respectively	2.01%	and	6.79%	for	primary	&	specialty	care	and	2.47%	and	10.13%	for	the	
Orphan	diseases	segment)	and	a	blue	sky/grey	sky	scenario,	which	assesses	the	impact	of	upcoming	catalysts	on	
REC	price.	Finally,	an	analysis	of	2017E	and	2018E	multiples	shows	that	REC	is	currently	trading	at	42.73%	and	
12.32%	premium	w.r.t.	peers	on	EV/EBITDA	and	P/E	multiples	respectively. 	
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HOLD	
	
Price:	€29.37	
Target	Price:	€30.4	
Upside:	3.51%	
	
Listed	on:	Borsa	Italiana	
Ticker:	REC:IM	(BB),	REC.MI	(TR)	
	
Market	Data	
	
Main	Shareholders	
Recordati	Family	 																																						52%	
Fidelity	Management																																						3%	
Recordati	Spa																																																			2%	
BNP	Paribas	A.M.																																									1.4%	
Norges	Bank																																																		1.2%	
The	Vanguard																																																			1%	
Market	Cap	(€	bln)																																				6.034	
Shares	Outstanding	(mln)																								209.1	
Free	Float																																																	25.17%	
	
Stock	Data	
	
52-week	range																												€20.66	-	29.75	
Average	daily	volume																		449,266	mln	
	
Key	Financials	
	
	 17E	 18E	 19E	
EPS	 1.31	 1.32	 1.52	
DPS	 0.64	 0.75	 0.79	
Div.	Yield	 2.45%	 2.55%	 2.88%	
P/BV	 6.4x	 5.8x	 5.3x	
ROE	 27.23%	 25.32%	 26.01%	
ROIC	 35.27%	 34.11%	 38.70%	
	
	
	
Absolute	Performance	
1m	 	 	 	 +7.7%	
6m	 	 	 			 +7.1%	
12m	 	 	 															+38.9%	
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Investment	Summary	
	
We	issue	a	HOLD	Recommendation	on	Recordati	S.p.A	(REC.MI),	with	a	target	price	of	€	30.4,	representing	a	
3.51%	potential	upside	from	the	current	stock	level	of	€	29.37	(as	of	February	23,	2017)	and	a	6.06%	Total	
Shareholder	Return	by	the	end	of	 the	year	 including	dividends.	Our	 investment	 thesis	 is	 the	result	of	 three	
complementary	 considerations:	 (I)	 continuity	with	 the	past	 in	 business	 development	plans;	 (II)	 provident	 and	
risk-averse	R&D	horizons	to	fight	patents	expiry	and	generics	competition;	(III)	long-term	revenue	CAGR	(7.37%	
2016-2022E)	basically	 in	 line	with	the	pharmaceutical	 industry.	Therefore,	although	we	are	overall	positive	on	
REC’s	future	ability	to	generate	cash,	and	to	properly	reinvest	it	to	support	its	growth,	we	conclude	that	REC’s	
current	 price	 already	 reflects	 much	 of	 the	 Group’s	 potential.	 Compared	 to	 the	 recent	 released	 2017-2019	
business	plan,	we	estimated	slightly	higher	revenues	figures,	assuming	in	particular	the	launch	of	new	products	
in	2017	and	2019	and	new	sales	coming	from	inorganic	growth.	
	
Continuous	 growth	 characterized	 REC	 since	 its	 foundation	 in	 1926.	 However,	 in	 the	 last	 decade	 we	 have	
observed	an	acceleration	of	revenues	(+100.27%	in	2006-2016),	mainly	derived	by	the	entrance	in	the	orphan	
drugs	segment,	occurred	in	2007	with	the	acquisition	of	Orphan	Europe.	This	paved	the	way	for	a	new	business	
model,	based	on	a	lighter	infrastructure,	a	more	flexible	commercial	and	distribution	system	and	leveraging	on	a	
team	of	field	specialists	in	direct	contact	with	patients.	REC’s	pharmaceutical	sales	are	gradually	shifting	away	
from	 its	 historical	 cardiovascular	 blockbusters	 (Zanidip®,	 Zanipress®	 and	 lercanidipine-based	 products),	
diversifying	 risk	 across	 different	market	 segments	 and	 therapeutic	 areas,	 characterized	 by	 higher	 growth	
rates	(i.e.	urology	+3.1%	CAGR	2016-2020,	neurology	+5.2%	CAGR	2016-2020,	rare	diseases	+11.5%	CAGR	2016-
2020).	REC’s	ability	to	reinvent	its	focus	is	also	evident	from	its	strong	lifecycle	management	capabilities,	which	
have	led	to	new	formulations	for	existing	products	to	face	the	arrival	of	generics	competition,	and	its	repeated	
signing	 and	 renewing	 of	 license	 agreements,	 which	 expanded	 the	 geographical	 reach	 of	marketed	 products.	
Moreover,	 the	 entrance	 in	 strategic	 and	 high-growth	 geographical	 markets	 (i.e.	 Eastern	 Europe,	 Russia,	
Turkey	and	North	Africa)	has	represented	an	important	revenue	growth	driver,	and	will	possibly	continue	to	
do	so,	given	that	new	opportunities	 in	APAC	countries	(especially	for	the	Orphan	Drug	segment)	are	currently	
under	consideration:	an	elixir	of	new	youth	for	REC.	
	
REC	 is	 a	 small	 player	 in	 the	 highly	 competitive	 pharmaceutical	 industry,	 but	 it	 stands	 out	 for	 being	 at	 the	
intersection	of	 different	 business	models.	 As	 a	 specialty	 pharmaceutical	 group,	 the	 focus	 on	 few	areas,	 the	
relatively	low	R&D	investments	with	respect	to	independent	biotech	companies	and	the	smaller	scale	allow	to	
concentrate	also	on	niche	profitable	segments,	as	the	rare	diseases	 is.	But	REC	also	shares	with	the	 large	and	
established	 “big	 pharma”	 groups	 a	 fully	 integrated	 value	 chain	 and	 a	 strong	 commercial	 attitude,	 which	 is	
exploited	across	the	synergic	specialty-care	and	OTC	segments	to	increase	the	international	reach	of	the	Group.	
We	 identify	 a	 clear	 unbalance	 in	 favor	 of	 commercial	 activities,	which	 is	 complemented	 by	 the	 recorded	
ability	to	make	profitable	acquisitions	(13	in	total	since	1999),	made	possible	by	the	huge	cash	generation.	
REC’s	 M&A	 strategy	 is	 based	 on	 careful	 bolt-on	 acquisitions,	 which	 target	 small/medium	 firms	 and	 provide	
immediate	synergies	at	low	risk	and	low	integration	costs.	So	not	only	organic	growth:	indeed	during	2007-2016	
REC	grew	by	4.19%	on	average	through	external	sources.	Strong	inorganic	push	is	expected	also	for	the	future.	
	
The	sustained	growth	in	sales	and	the	progressive	shift	towards	more	profitable	segments	(orphan	drugs	EBIT	
margin	of	44.6%	in	2016	vs.	the	primary	&	specialty	segment	with	EBIT	margin	of	25.2%)	guaranteed	positive	
profitability	over	the	 last	10	years	 (EBITDA	margin	of	32.17%	 in	2016,	+700	bps	since	2007).	Growing	ROIC	
and	ROE	are	driven	by	a	sharp	increase	in	net	profit	margins,	due	to	improvements	at	the	operating	level	and	at	
the	taxation	 level.	A	100%	cash	conversion	ratio	proves	that	these	profits	are	successfully	turned	 into	cash	
flows,	which	are	mainly	used	for	acquisitions	and	dividend	payment	purposes.	The	dividend	payout	ratio	has	
progressively	increased	over	the	years,	and	we	foresee	a	stabilization	at	around	60%.	
	
REC	communicated	on	Feb	9	its	2017-2019	BP	targeting	€1450	mln	of	sales	by	2019,	we	estimate	that	revenues	
are	expected	to	grow	7.11%	2016-2022	CAGR	organically	to	€1689.2	in	2022,	and	7.37%	2016-2022	CAGR	to	
€1768.4	incorporating	inorganic	growth	coming	from	M&A	activity,	with	EBITDA	margin	increasing	by	~145	bps	
and	with	 strong	cash	generation	over	2017E-2022E.	We	expect	EPS	 to	 increase	by	62.28%,	 reaching	€1.85	 in	
2022	from	€1.14	in	2016.		Our	TP	of	€30.4	is	based	on	a	three-stage	DCF	model,	relying	on	a	sum-of-the-parts	
approach	that	differently	values	the	primary	&	specialty	care	(TP	of	€24.78)	and	the	orphan	diseases	(TP	of	
€5.60)	 segments.	 In	order	 to	 incorporate	 in	our	 valuation	 the	different	operational	 risks	of	 the	 two	business	
segments	we	estimated	different	costs	of	equity	using	the	CAPM,	resulting	in	7.1%	and	10.6%	respectively.	An	
analysis	 of	 2017E	 multiples	 shows	 that	 REC	 is	 currently	 trading	 at	 42.73%	 and	 12.32%	 premium	 on	 peers	
EV/EBITDA	 and	 P/E	 multiples	 respectively.	 Moreover,	 we	 stressed	 our	 assumptions	 using	 a	 Monte	 Carlo	
simulation,	which	reinforces	our	DCF	TP	resulting	in	a	HOLD	recommendation	with	92.89%	probability,	and	a	
blue	sky/grey	sky	scenario,	which	moves	our	TP	from	€24.31	to	€35.51.		
	
Full	exploitation	of	synergies	among	business	and	segments	and	new	product	launches	expected	in	the	next	
3-5	years,	also	in	new	therapeutic	areas	(Reagila®	treatment	for	schizophrenia)	will	represent	a	safe	trigger	to	
future	 revenues.	 Also	 the	 investments	 and	 strategy	 for	 R&D	 activities	 could	 further	 increase	 REC’s	 value.	
However,	the	impact	and	the	timing	of	new	market	opportunities	exploration	in	pharmerging	economies	are	
still	unclear.	REC	should	also	face	the	risk	of	non-renewal	of	existing	commercial	partnerships	and	of	not	finding	
adequate	opportunities	for	acquisitions;	on	the	other	hand,	REC	has	still	room	for	growing	through	larger	M&A	
deals,	adding	leverage	up	to	at	1x	NFP/EBITDA	(from	current	level	of	0.54x)	and	meaning	additional	€99	mln	in	
revenues	 from	 inorganic	 growth	 (assuming	 an	 acquisition	 multiple	 of	 3x	 P/Sales	 ratio).	 This	 event	 could	
potentially	 represent	 a	 positive	 catalyst	 for	 the	 stock	 price,	 even	 though	 implying	 higher	 execution	 risks	 and	
greater	restructuring	charges	w.r.t.	the	planned	bolt-on	acquisitions	strategy,	more	historically	focused	on	deals	
of	a	smaller	size.	 Inherent	risks	of	 the	orphan	drugs	business,	 linked	to	the	 identification	of	rare	diseases	and	
patients,	 could	 not	 guarantee	 a	 sustained	 double-digit	 growth	 in	 the	 future.	 Finally,	 government	
reimbursement	 tightening	 policies	 and	 a	 new	 wave	 of	 generics,	 which	 may	 pose	 some	 key	 corporate	
products	 under	 threat	 starting	 from	 2017,	 can	 negatively	 affect	 REC	 by	 cutting	 prices	 and	 margins.	 These	
factors	considered	together	well	support	our	neutral	recommendation	on	the	Group.	
 

Growth	potential	already		
priced	in	

REC:	Feeling	young	at	
90	years	old	

A	specialty	pharmaceutical	
group,	and	more	

Robust	growth	at	low	cost:		
the	cure	for	healthy	margins	

Valuing	a	two-headed	
creature	

A	balance	of	risks,	challenges	
and	opportunities	
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Business	Description 	
With	a	Market	Cap	of	€	6,034	mln	and	revenues	amounting	to	€	1,153.9	mln	(2016FY),	Recordati	(REC)	is	an	
international	pharmaceutical	group,	based	 in	Milan	(Italy)	and	 listed	on	the	Milan	Stock	Exchange	since	1984.	
REC	 is	 involved	 in	 the	 research,	 development,	 manufacturing	 and	 marketing	 of	 pharmaceuticals	 and	
pharmaceutical	 chemicals,	with	operating	 subsidiaries	 in	main	 European	 countries,	US,	 Latin	America,	 Turkey	
and	Tunisia,	and	a	distribution	network	covering	more	than	135	countries.	REC	has	grown	constantly	since	 its	
foundation	in	1926,	thanks	to	the	success	of	its	products	and	to	the	implementation	of	an	internationalization	
policy,	through	a	focused	strategy	of	acquisitions	and	license	agreements. 

	REC	has	been	historically	devoted	to	the	primary	and	specialty	care	segment,	developing	and	commercializing	
high-value,	reimbursable	treatments	in	key	therapeutic	areas.	Leading	products	are	drugs	for	the	treatment	of	
hypertension	and	other	cardiovascular	disorders,	as	well	as	treatments	for	disorders	of	the	lower	urinary	tract	
such	as	benign	prostatic	hyperplasia,	 gastrointestinal	 and	metabolic	 treatments.	A	minor	 focus	 is	on	 the	OTC	
segment	 (16.1%	 of	 sales,	 2016FY),	 which	 is	 based	 on	 larger	 volumes	 but	 lower	 margins.	 Since	 2007,	 a	
specialized	business	unit	is	also	dedicated	to	rare	diseases	(16.2%	of	sales,	2016FY),	in	particular	treatments	for	
metabolic	 deficiencies	 of	 a	 genetic	 nature.	 REC’s	 pharmaceutical	 sales	 are	 gradually	 shifting	 away	 from	 its	
historical	hypertension	blockbusters	(Zanidip®,	Zanipress®	and	other	 lercanidipine-based	products)	diversifying	
risks	across	different	market	segments	and	seizing	the	new	orphan	opportunities.	

Cautiously	international.	REC’s	portion	of	international	sales	has	been	increasing,	reaching	80.08%	of	total	sales	
(2016FY)	 and	 denoting	 a	 growing	 presence	 worldwide.	 Through	 a	 series	 of	 targeted	 acquisitions	 and	
commercial	 partnerships	 (last	 in	 chronological	 order	 the	 one	 with	 Richter	 for	 the	 commercialization	 of	
cariprazine),	 REC	 has	 strengthened	 its	 position	 in	 high-potential	 and	 less	 served	markets,	 particularly	 Central	
and	 Eastern	 Europe	 (7.1%	 of	 sales	 in	 2016),	 and	 has	 been	 able	 to	 exploit	 the	 growth	 of	 “pharmerging”	
economies,	such	as	Turkey	(7.8%),	North	Africa	(3.8%)	and	Latin	America.	As	far	as	US	(9.1%),	being	the	largest	
and	most	competitive	market,	REC	has	decided	to	play	exclusively	on	the	rare	diseases	field,	targeting	a	specific	
profitable	 niche.	 Thus,	 the	 Group	 welcomes	 global	 expansion	 according	 to	 a	 dual	 strategy:	 consolidating	 its	
primary	 and	 specialty	 care	 position	 in	 key	 geographies,	 and	 further	 developing	 the	 Orphan	 business	 on	 a	
worldwide	basis,	evaluating	opportunities	in	APAC	countries	for	the	future	to	come.	

A	 confined	 but	 promising	 product	 pipeline.	 REC	 reserves	 7.3%	 of	 its	 net	 revenues	 (2016FY)	 to	 R&D	
investments	and	plans	to	keep	the	R&D/sales	ratio	of	8%	up	to	2019.	The	introduction	in	the	pipeline	of	new	
products,	both	through	the	internal	discovery	programs	as	well	as	through	alliances,	is	of	great	importance	for	
the	Group’s	future	growth.	In	2015	the	product	and	project	evaluation	group	was	consolidated	and	more	than	
100	products	 in	development	or	 ready	 to	be	 launched	belonging	 to	different	 therapeutic	areas	 (urology,	 rare	
diseases,	metabolism,	 oncology)	were	 evaluated	 in	 order	 to	 assess	 their	 therapeutic	 potential.	 This	dynamic	
activity	projected	into	the	future	emphasizes	that	REC	maintains	a	high	level	of	attention	to	all	registration	and	
regulatory	 activities	 regarding	 corporate	 products	 (silodosin,	 lercanidipine,	 pitavastatin,	 fenticonazole)	 and	
drugs	 for	 rare	 diseases	 (Carbaglu®,	 Cystadrops®,	 GRASPA®)	 following	 the	 vast	 and	 growing	 needs	 for	 new	
product	 registrations,	 renewals	 and	 variations.	 Current	 pipeline	 includes	 8	 products,	 several	 at	 late	 pipeline	
stages	 (Phase	 II	 –	 III),	 and	 balanced	 between	 “me-too”	 (Vitaros®)	 and	 high-risk	 products	 (Carbaglu®).	 This	
ensures	a	certain	degree	of	confidence	for	the	future,	shielding	against	possible	new	drug	failures.		

“Diligent”	acquisitions.	REC	has	a	long	track	record	of	successful	acquisitions,	started	at	the	beginning	of	the	
new	 millennium	 with	 the	 acquisitions	 of	 Doms	 Adrian	 and	 Bouchara,	 representing	 the	 first	 nucleus	 of	 the	
Group’s	 international	 growth.	 Since	 then,	 REC	 has	 performed	 other	 13	 acquisitions,	 mainly	 driven	 by	 two	
rationales:	 (I)	 geographical	 expansion,	 opening	 new	 markets	 for	 the	 pipeline	 products	 sales	 and	 possibly	
benefitting	 from	 the	 target	 company’s	 existing	 distribution	 network	 and	 license	 contracts;	 and	 (II)	 low-risk	
product	 diversification,	 acquiring	 late-stage	 development	 pipelines,	 particularly	 in	 previously	 unserved	
segments.	To	this	regard,	the	acquisition	of	Orphan	Europe	in	2007	was	crucial	to	develop	the	Group’s	position	
in	the	high-potential	niche	of	treatments	for	rare	diseases.	REC	has	proved	to	be	a	careful	acquirer,	performing	
due	 diligence	 in	 assessing	 transactions	 and	 targets	 and	 not	 accepting	 overvalued	 deals	 with	 respect	 to	 its	
budget	and	cash	availabilities,	evaluating	trade-offs	as	part	of	its	M&A	policy.	REC	also	leverages	on	a	network	
of	 in-license	 partnerships	 (international	 groups	 exploiting	 its	 marketing	 and	 distribution	 capabilities	 in	 key	
countries)	and	out-license	commercial	agreements	(enabling	to	find	a	market	for	its	products	in	locations	that	
would	be	otherwise	too	expensive	or	too	risky	to	reach)	[please	refer	to	Appendix	1.4].		

Fully-integrated	but	on	a	small	scale.	REC	operates	through	two	main	divisions.	Pharmaceuticals,	being	the	
Company’s	core	business	 (over	96.5%	of	sales	 in	2016	and	more	than	3000	employees),	 involves	all	stages	of	
the	value	chain:	from	R&D,	to	manufacturing	and	marketing	&	sales.	Moreover,	REC	produces	active	ingredients	
and	 intermediates	 through	 its	 pharmaceutical	 chemicals	 division	 (3.5%	 of	 net	 sales),	 serving	 both	 internal	
needs	 for	pharma	specialties,	as	well	as	externally	 the	 international	pharmaceutical	 industry,	 in	particular	 the	
generic	 drugs	 market.	 REC	 places	 itself	 at	 the	 intersection	 between	 three	 main	 business	 models	 of	 the	
pharmaceutical	industry.	As	a	specialty	pharmaceutical	group,	it	is	focused	on	few	areas,	even	niche	areas,	with	
less	scale	economics,	it	has	strong	lifecycle	and	financial	management	but	relatively	low	R&D	investments	with	
respect	 to	 independent	 biotech	 companies,	 which	 instead	 are	more	 deeply	 specialized	 and	 reveal	 sustained	
emphasis	 on	 innovation,	 as	 in	 REC’s	 Orphan	 Drug	 business.	 Moreover,	 REC	 shares	 with	 the	 so-called	 “Big	
Pharmas”	a	fully-integrated	value	chain	and	a	strong	commercial	structure,	which	is	exploited	across	different	
segments,	 particularly	 the	 synergic	 specialty-care	and	OTC.	 The	 result	 is	 a	unique	business	model,	 combining	
different	elements	and	segments	in	relatively	small	scale,	which	encourages	more	focused	investments,	ensures	
a	 higher	 degree	 of	 flexibility	 and	 control	 over	 its	 operations,	 and	 allows	 to	 concentrate	 on	 niche	 profitable	
markets	and	segments	(i.e.	rare	diseases),	being	not	of	interest	for	large	pharma	due	to	small	volumes.		
	
Key	success	factors,	growth	drivers	and	long-term	strategy.	REC’s	success	in	recent	years	(+100.27%	revenue	
growth	 in	 2006-2016)	 was	 largely	 driven	 by	 the	 ability	 of	 the	 Group	 to	 reinvent	 its	 focus,	 containing	
lercanidipine	sales	slowdown	after	2010,	as	a	result	of	patent	expiry	and	generics	competition,	and	foreseeing	a	

Source:	Company	data,	Team	elaborations	

Source:	Company	data,	Team	elaborations	

Fig.	5:	REC	Business	Model	

Recordati:	a	Specialty	Pharmaceutical	Group,	and	more	

Source:	Company	data,	Team	elaborations	

Fig.	2:	Historical	Pharma	Revenues	Breakdown	by	Products	

Fig.	4:	Product	Pipeline		

Source:	Factset,	Team	elaborations	

Source:	Company	data,	Team	elaborations	

Fig.	3:	Historical	Revenues	Breakdown	by	Geography	
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new	strategic	path	 in	 the	 risky	and	profitable	 rare	diseases	 segment.	 Future	growth	drivers	move	along	 four	
directions: 	
• Focus	on	innovation:	sustaining	investments	in	R&D	activities	is	key	to	get	approval	for	product	candidates	

in	the	countries	served	by	REC	and	launch	new	proprietary	products,	in	order	to	offset	any	possible	sales	
decline	following	patent	expiry	expected	for	Zanipress®	in	2017	

• Seek	 for	 profitable	M&A	opportunities,	which,	 according	 to	 the	Group	 guidance,	will	 be	mainly	bolt-on	
acquisitions,	less	risky	and	easier	to	integrate,	directed	at	consolidating	REC’s	position	in	existing	markets,	
exploiting	synergies	in	EU	and	developing	a	global	presence	in	rare	disease	treatments	

• Renew	 license	 agreements	 for	 existing	 products	 and	 countries	 and,	 if	 possible,	 look	 for	 new	 suitable	
partnerships	to	benefit	from	marketing	and	distribution	synergies	or	enter	new	specialty	areas	

• Leverage	on	synergies	among	different	businesses,	particularly	between	the	specialty	care	and	OTC,	and	
further	 developing	 the	 Orphan	 Drugs	 segment,	 which	 is	 based	 on	 a	 completely	 different	 sales	 and	
distribution	model,	much	lighter	and	more	flexible,	thus	improving	gross	margins.	

	

Industry	Overview	&	Competitive	Positioning 

REC	operates	in	the	wide	pharmaceutical	industry,	with	current	worldwide	sales	amounting	to	€715.9	bln	(at	
ex-factory	prices,	2015),	which	is	expected	to	reach	€1120	bln	in	2022	(CAGR	of	6.24%	in	2016-2022).	The	new	
wave	 of	 innovative	 therapies	 approved	 by	 regulators	 in	 the	 last	 three	 years	 and	 the	 transformation	 of	 the	
pharmaceutical	 R&D	 model,	 based	 on	 more	 focused	 clinical	 development	 programs,	 but	 also	 closer	
collaborations	 among	 labs	 and	manufacturers,	will	 be	 the	 core	engines	behind	 this	 growth	 trend.	Worldwide	
pharmaceutical	R&D	expense	totaled	$149.8	bln	in	2015	and	is	forecasted	to	reach	$182	bln	in	2022	(CAGR	of	
2.8%	 in	 2015-22),	 with	 expected	 productivity	 advancements.	 North	 America	 (US	 &	 Canada)	 remains	 the	
world’s	largest	market,	with	a	48.7%	share,	well	ahead	of	Europe	(22.2%)	and	Japan	(8.1%),	although	emerging	
economies	such	as	Brazil,	China	and	India	are	experiencing	rapid	growth.		

Segments	and	therapeutic	areas.	REC	is	focused	on	three	main	segments:		
(I)	 specialty	 prescription	 drugs,	 i.e.	 treatments	 that	 require	 a	 legal	 prescription	 to	 be	 dispensed	 and	 get	
reimbursed	by	local	governments	or	insurance	companies	to	a	variable	extent.	It	is	estimated	that	by	2020	85%	
of	global	spending	will	be	for	medicines	to	treat	non-communicable	diseases	and	that	28%	of	global	spending	
will	be	for	specialty	medicines,	up	from	26%	in	2015.	REC’s	key	therapeutic	areas	are:	
• cardiovascular	 (12.6%	 of	 global	 drugs	 sales,	 2015),	 the	 second	 largest	 therapeutic	 area	 globally	 after	

oncology,	is	expected	to	grow	at	a	CAGR	of	4.4%	in	2016-2022	(particularly	led	by	anti-diabetic	and	anti-
hypertensive	 treatments).	 Cardiovascular	 diseases	 continue	 to	 be	 a	 leading	 cause	 of	 mortality	 in	
developed	 countries	 and	 is	 expected	 to	 become	 more	 relevant	 in	 the	 coming	 years	 due	 to	 ageing	
demographics,	change	in	diet	and	lifestyle	(Fig.	8)		

• urology	and	urogenital	(2.1%	of	global	drugs	sales,	2015),	expected	to	account	for	2.8%	of	global	drugs	
spending	by	2020	and	growing	at	an	expected	CAGR	of	3.1%,	are	sustained	by	the	rapidly	growing	geriatric	
population	and	the	rising	prevalence	of	kidney	diseases	

• metabolic	and	gastrointestinal	 (7.0%	and	1.9%	respectively),	which	are	expected	 to	grow	at	a	CAGR	of	
4.62%	in	2016-2020,	mainly	because	of	significant	unmet	medical	needs	due	to	adverse	effects	with	the	
existing	treatment	options.	

(II)	 Manufacturing	 and	 selling	 of	 OTC	 drugs,	 which	 do	 not	 typically	 require	 prescription	 from	 a	 healthcare	
professional.	 The	 global	 OTC	market	 is	 expected	 to	 grow	 at	 a	 CAGR	 of	 6.19%	 during	 the	 period	 2016-2020,	
driven	by	a	 lenient	regulatory	framework	and	the	rise	 in	self-medication:	the	growing	healthcare	costs	and	an	
increase	 in	older	population	demand	the	need	 for	better	accessibility	and	affordability	of	healthcare	services.	
Promotion	and	marketing	activities	for	OTC	products	are	very	important	to	build	a	solid	customer	base	and	to	
face	 stronger	 competition,	 which	 determines	 a	 different	 cost	 structure	 for	 this	 segment,	 with	 usually	 lower	
margins.	
(III)	Business	unit	 focused	on	the	promising	orphan	drugs	market,	which	accounts	approximately	15%	of	total	
pharmaceutical	sales	($113	bln	in	2015)	but	is	expected	to	almost	double	between	2016-2022,	peaking	at	$217	
bln	 in	2022,	with	a	CAGR	of	11.5%	to	reach	a	20%	market	share.	This	reveals	that	companies	are	 increasingly	
interested	 in	 this	 segment	 characterized	 by	 low	 volumes	 and	 high	 prices,	 so	 that	 R&D	 programmes	 are	
increasingly	oriented	towards	more	narrow	patient	populations	characterized	by	larger	unmet	needs	and	easier	
market	 access.	 Moreover,	 the	 FDA	 and	 other	 regulatory	 entities	 have	 begun	 to	 be	 more	 lenient	 on	 drug	
approvals	to	get	products	to	the	market	faster.	

R&D	 expenditures	 and	 productivity.	 While	 the	 amount	 of	 R&D	 investments	 is	 increasing,	 the	 cost	 of	
researching	and	developing	a	new	biological	entity	is	lowering	(€1.172	mln	in	2015	against	€1.506	mln	in	2011,	
source:	PhRMA).	The	US	 is	the	main	contributor	to	the	R&D	expenditure	with	€38.43	bln,	 followed	by	Europe	
(€30.88	bln)	and	Japan	(€12.55	bln),	but	gradually	shifting	in	favour	of	emerging	countries.	
Ageing	population.	Virtually	every	country	in	the	world	is	experiencing	growth	in	the	number	and	proportion	of	
older	people	in	their	population.	Between	2015	and	2030,	the	number	of	people	in	the	world	aged	60	years	or	
over	 is	projected	 to	grow	by	56%,	 from	901	million	 to	1.4	billion,	and	by	2050	the	global	population	of	older	
people	is	expected	to	reach	2.1	billion	(Source:	World	Population	Prospects:	the	2015	Revision).	
Spread	of	chronic	diseases.	Ageing	population	and	unhealthy	lifestyle	are	the	main	reasons	of	the	diffusion	in	
developed	and	emerging	markets	of	chronic	diseases	such	as	heart	diseases,	stroke,	cancer,	chronic	respiratory	
diseases,	diabetes	and	mental	illness	(source:	WHO).	
Pharmerging	countries.	According	to	the	IMS	Health,	demand	for	drugs	in	pharmerging	markets	will	expand	at	
a	compound	annual	growth	rate	of	11%	through	2018	and	it	also	predicted	the	market	to	grow	steadily	at	a	13%	
CAGR	over	the	2016-20	period.		
Pharmaceutical	 expenditure.	 US	 is	 a	 world	 leader	 in	 pharma	 expenditure,	 arriving	 at	 1112.20	 $/per	 capita	
spending	 in	2014,	corresponding	to	2.04%	of	GDP.	 In	the	EU,	the	 levels	of	pharma	expenditure	are	 lower	and	
equal	 510.94	 $/per	 capita	 (less	 than	 a	 half	 of	 those	 in	 US),	 with	 a	 decrease	 trend	 as	 %	 of	 GDP	 from	 2009	
(starting	from	1.62%	to	1.42%	in	2014).	
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Fig.	7:	Main	Therapeutic	Areas	in	2022	
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Fig.	10:	Global	Spending	on	Medicines	in	2020	

Source:	EvaluatePharma	

Market	trends:	drivers	and	restraints	

Fig.	8:	Causes	of	Mortality	
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Source:	Team	analysis	

Strict	 regulation	 and	 price	 determination.	 Strict	 clinical	 trials	 regulation	 along	 all	 the	 pipeline	 stages	 and	
complex	 pricing	 policies	 result	 in	 12-13	 years	 period	 before	 a	 product	 reaches	 the	 market.	 The	 foreseen	
introduction	of	 the	 “unitary	patent”	 in	 the	 EU	 in	 2017,	 is	 expected	 to	provide	 relevant	 cost	 advantages	 and	
reduce	 administrative	 burdens.	 External	 price	 referencing	 is	 the	most	 commonly	 used	 policy	 in	 the	 EU,	with	
Germany	having	the	highest	prices	for	recently	approved	innovative	drugs	in	2015,	followed	by	Italy	(-5%),	Spain	
(-10%)	and	France	(-15%).		
Orphan	Specific	Regulation.	Approximately	7.000	rare	disorders	are	known	to	exist,	but	currently	only	3%	of	
them	have	a	cure.	The	Orphan	Drug	Act	of	January	1983	was	a	first	step	to	encourage	pharma	companies	in	US	
to	develop	drugs	for	diseases	that	have	a	small	market.	Both	the	EU	and	the	US	have	introduced	incentives	for	
orphan	drugs:	10	years	market	exclusivity,	fee	reductions	and	access	to	the	centralized	authorization	procedure	
in	the	EU;	7	year	market	exclusivity,	50%	tax	credit	for	R&D	expenditures	and	waived	FDA	fees	in	the	US.	
Reimbursement	issues.	In	the	EU,	the	time	span	for	reimbursement	decisions	is	regulated	by	the	Transparency	
Directive	 (89/105/EEC)	 and	 it	 is	 conditioned	 on	 the	 health-technology	 assessment	 of	 additional	 cost-
effectiveness	of	 innovation	drugs	 related	 to	existing	 treatment.	EU28	pharma	expenditure	averaged	1.42%	of	
GDP	in	2014,	57%	of	it	derived	from	public	sources	(Fig.	11).		

The	 pharmaceutical	 industry	 is	 rather	 fragmented:	 the	 leading	 10	 players	 enjoy	 single	 digit	 market	 share	
totaling	 to	 about	 30%,	 and	 65%	 of	 total	 prescription	 revenues	 derives	 from	 the	 top	 20	 companies	 (Source:	
EvaluatePharma,	2015).	The	competitive	 landscape	 is	made	up	of	relatively	few	“big	pharmas”,	competing	for	
R&D	 resources	 and	 operating	 on	 large	 economies	 of	 scale,	 thus	 concentrating	 on	 large	markets	 and	market	
segments.	A	high	consolidation	rate	is	evident:	big	players	tend	to	acquire	small	labs	and	independent	biotech	
companies	through	M&A,	to	enlarge	their	product	pipeline.	Besides	the	“big	pharmas”,	there	are	independent	
specialty	pharmaceutical	groups	such	as	REC,	which	are	smaller	 in	size	and	usually	concentrate	on	 few,	often	
niche	areas.		The	competitive	drivers	in	this	industry	generally	fall	into	two	categories:	

• access	to	innovation:	pharmaceutical	players	compete	with	each	other	for	acquiring	the	resources	
and	capabilities	needed	to	develop	new	products,	mainly	through	R&D	or	M&A	activities	

• access	to	the	market:	pharmaceutical	players	compete	with	each	other	for	delivering	their	drugs	to	
final	customers	(patients,	hospitals,	specialists,	pharmacies,	etc.),	by	developing	their	own	marketing	
and	distribution	networks	or	by	relying	on	partnerships	and	licenses.	

Although	REC	 is	 protected	by	 its	 particular	product	mix,	we	believe	 that	 the	 intensity	of	 competition	 in	 the	
industry	 is	medium/high.	 REC’s	 continuing	 ability	 to	 grow	 requires	 that	 it	 competes	 successfully	 with	 other	
specialty	 pharmaceutical	 companies	 for	 product	 and	 product	 candidate	 acquisition	 and	 in-licensing	
opportunities.	 It	also	faces	competition	from	manufacturers	of	generic	and	unbranded	drugs,	 limitedly	for	the	
products	 for	 which	 patents	 have	 expired,	 also	 considering	 that	 regulation	 often	mandates	 the	 dispensing	 of	
generic	products	rather	than	branded	products	where	a	generic	version	is	available.	REC’s	products	and	product	
candidate	may	also	compete	at	 the	pipeline	 level,	 facing	 the	research	and	development	of	 rival	products	and	
proceeding	through	the	clinical	trial	phases	(see	Appendix	2.1).	

	

Intensity	on	the	
industry	 Porter	five	forces	analysis	 Intensity	on	

REC	

	 	

Threat	 of	 new	 entrance:	 LOW.	 Pharma	 is	 a	 highly	 intensive	 R&D	 industry	 (expenditures	 totalled	 $149	 bln	 in	 2015),	 also	 characterized	 by	 necessity	 to	 follow	 many	
regulation	 issues	and	standards	 imposed	by	 the	authority	 (EMA	 in	EU	and	FDA	 in	US)	 in	order	 to	enter	 the	market,	as	well	as	 the	presence	of	 the	economies	of	 scale.	
Moreover	it	is	a	risky	business,	the	approval	process	is	long,	with	a	very	low	probability	of	success	(9.6%	from	phase	I	to	approval).	Also	patent	time	is	limited	(20	years	with	
an	option	of	supplementary	protection	certificate	for	other	5	years),	followed	by	the	entrance	of	generic	drugs	after	its	expiration	(on	average	50	days	if	sales	greater	than	
$100	mln,	75	days	if	sales	between	$25-100	mln,	200	days	if	sales	between	$10-25	mln,	150	days	if	sales	under	$10	mln.	Source:	Deutsche	Bank).	

	

	

Bargaining	power	of	 suppliers:	 LOW.	The	 raw	materials	 in	 the	pharmaceutical	 industry	are	commodities,	 available	 from	a	 large	number	of	 suppliers.	Also	most	of	 the	
equipment	 used	 in	manufacturing	 and	 research	 is	 available	 from	multiple	manufacturers.	 REC	 is	 a	 fully	 integrated	 pharmaceutical	 company,	 which	manufactures	 the	
majority	of	the	active	ingredients	for	its	own	final	products.	Supply	of	API	is	highly	regulated,	which	leaves	little	room	for	suppliers'	own	initiatives	and	bargaining.	

		

		

Bargaining	power	of	buyers:	MEDIUM.	While	hospitals,	 large	clinical	centers	and	top	pharma	distributors	are	the	biggest	and	most	important	buyers,	governments	and	
insurance	companies	are	the	most	powerful	price	setters.	The	capacity	to	negotiate	a	fair	price	for	reimbursement	with	the	authorities	is	a	key	factor	for	successful	launch	
of	a	new	product.	Main	strategic	drugs	of	REC	are	inserted	in	the	reimbursement	lists	of	the	countries,	where	it	is	present.	It	guarantees	a	certain	stability,	as	authorities	are	
more	 likely	 to	 incentivize	 generic	 production	 rather	 than	 cutting	 reimbursement	 levels.	 For	 orphan	 drugs	 like	 Carbaglu,	 whose	 demand	 is	 inelastic,	 buyers	 have	 no	
bargaining	power.	

		

		
Threat	of	substitutes:	MEDIUM/HIGH.	A	new	drug	which	cures	a	major	health	conditions	and	also	has	a	patent	protection	 is	 likely	to	have	no	substitutes	 for	a	certain	
period	of	 time.	 This	 is	 the	 case	of	Urorec,	 Livazo,	 Zanipress	 and	Zanidip.	But	 as	 soon	as	 the	patent	expires,	 numerous	 substitutes	 in	 form	of	 a	 generic	drugs	priced	at	
significant	discounts	(50%-70%)	to	their	branded	counterparts	enter	the	market	causing	a	substantial	decrease	in	the	revenues.	REC,	being	present	also	in	a	rare	diseases	
segment,	is	less	exposed	to	the	treat	of	new	substitutes.	In	fact,	orphan	drugs	are	a	niche	segment	not	attractive	to	the	high	volume	business	of	generic	focused	companies.	

		

		
Competitive	 rivalry:	HIGH.	 The	pharmaceutical	 industry	 is	 rather	 fragmented.	 Smaller	 or	 earlier	 stage	 companies	may	prove	 to	 be	 significant	 competitors,	 particularly	
through	partnerships	with	 large,	established	players.	At	 the	 industrial	 level,	pharmaceutical	players	 compete	 for	R&D	 resources,	 and	small	players	 such	as	REC	may	be	
forced	 to	 devote	 their	 limited	 R&D	 investments	 on	 niche	 segments.	 At	 the	market	 level,	 REC	 faces	 competition	 from	manufacturers	 of	 generic	 and	 unbranded	 drugs,	
limitedly	for	the	products	like	Zanidip	(patent	expired	in	2010)	and	Zanipress	(patent	expiration	in	2017),	although	REC	was	able	to	launch	its	own	generic	version.	REC’s	
products	and	product	candidates	may	also	compete	in	the	future	at	the	pipeline	level.	

		

	
Well	competing	with	the	giants.	REC	is	a	small	company	in	a	highly	competitive	industry	dominated	by	large	
and	established	players,	but	in	our	opinion	it	still	has	a	strong	potential.	Indeed,	in	the	last	years	it	attained	a	
stable	 positive	 growth	 on	 top	 of	 the	main	 industry	 players	 and	 this	 growth	 is	 expected	 to	 increase	 further,	
pushed	by	the	orphan	drug	segment	where	REC	is	largely	investing.	Moreover,	REC	stands	out	for	the	efficiency	
in	allocating	the	capital	under	its	control	and	for	the	capability	to	generate	earnings	from	investments,	having	
the	highest	ROIC	ex	 goodwill	 and	ROE	among	 the	 small	 cap	 companies	 (respectively	 19.43%	and	26.06%).	 In	
terms	of	EBITDA	and	EBIT	margins	(32.73%	and	29.47%	respectively),	REC	is	behind	only	Shire	and	Jazz	Pharma,	
which	can	be	considered	as	two	outliers	as	the	other	small	cap	competitors	present	average	EBITDA	and	EBIT	
margins	of	18.71%	and	12.06%.	All	in	all,	in	terms	of	profitability	REC	matches	the	large	cap	competitors.		
As	shown	in	Table	2,	the	other	indexes	well	compare	with	the	peers,	except	for	the	R&D	intensity	where	REC	has	
the	lowest	one	(7.32%).	This	 is	due	to	REC’s	stronger	commercial	 inclination	with	respect	to	same-sized	peers	
and	to	managers’	ability	to	historically	close	acquisitions	and	partnerships	convenient	deals	in	order	to	maintain	
a	broad	pipeline.		

 
 

 
 

 
 

 
 

 
 

Fig.	12:	Top	Pharmaceutical	Players	by	Revenues	(2015)	
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Fig.	11:	US	and	EU	Pharmaceutical	Expenditure	
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Table	1:	Competitive	Landscape	
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	 Large	Cap	Companies	 	 Orphan	Diseases	Companies	 	 Small	Cap	Companies	 	

		 Pfizer	 Novartis*	 Roche*	 J&J	 Merck	
&	Co.	 GSK*	 Astra	

Zeneca*	
	

Celgene*	 Alexion*	 Sobi*	

	

Lundbeck*	 Ipsen	 Rovi*	 Almirall	 Jazz	
Pharma	 UCB	 Shire	 Recordati*	

Revenue	(€mln)	 44053	 43860	 46409	 63305	 34965	 34018	 20794	
	

9874	 3011	 5204	
	

2098	 1443.9	 265.17	 685	 1194.7	 3876	 5786	 1153.9	
Gross	margin	 73.07%	 63.89%	 70.38%	 69.26%	 62.53%	 67.94%	 82.63%	

	
92.55%	 80.74%	 62.26%	

	
73.32%	 76.66%	 53.60%	 39.65%	 84.85%	 70.12%	 75.69%	 68.72%	

Net	debt/EBITDA		 0.87x	 1.1x	 0.69x	 -0.85x	 0.95x	 1.49x	 1.81x	
	

1.71x	 2.86x	 -0.19x	
	

-0.09x	 -0.71x	 -0.08x	 -4.83x	 0.33x	 1.42x	 0.50x	 0.54x	
EBITDA	margin	 37.77%	 31.06%	 37.19%	 31.50%	 35.54%	 32.74%	 28.51%	

	
31.90%	 36.73%	 29.53%	

	
24.53%	 18.34%	 20.25%	 16.68%	 49.40%	 21.49%	 44.00%	 32.73%	

EBIT	margin	 27.22%	 20.04%	 29.38%	 26.17%	 19.10%	 26.07%	 18.26%	
	

27.29%	 23.91%	 21.06%	
	

15.93%	 15.08%	 16.10%	 5.84%	 40.88%	 14.99%	 34.07%	 29.47%	
ROE	 10.22%	 8.63%	 42.66%	 21.87%	 9.52%	 29.24%	 21.11%	

	
31.94%	 4.71%	 16.11%	

	
13.04%	 16.56%	 14.98%	 9.41%	 22.19%	 5.24%	 14.32%	 26.06%	

ROA	 4.13%	 5.00%	 12.55%	 11.65%	 4.44%	 1.62%	 5.67%	
	

7.25%	 3.02%	 8.74%	
	

5.77%	 10.37%	 9.46%	 5.20%	 9.84%	 2.50%	 8.65%	 15.48%	
ROIC	 7.08%	 6.63%	 24.25%	 18.25%	 6.53%	 5.04%	 11.30%	

	
9.86%	 3.42%	 14.27%	

	
10.15%	 16.32%	 13.38%	 9.95%	 12.50%	 3.77%	 14.27%	 19.43%	

YoY	revenue	growth	 -1.52%	 0.41%	 5.05%	 -5.56%	 -7.92%	 16.58%	 5.41%	
	

22.70%	 12.25%	 23.82%	
	

7.99%	 13.26%	 3.34%	 12.90%	 12.95%	 15.91%	 14.83%	 10.14%	
CAPEX/D&A	 0.29	 0.54	 1.31	 0.92	 0.2	 1.26	 0.98	

	
0.46	 1.79	 0.46	

	
2.16	 1.6	 3.93	 0.36	 0.33	 0.58	 0.18	 0.79	

R&D/sales	 15.74%	 18.63%	 22.81%	 14.29%	 19.17%	 13%	 25.61%	
	

39.81%	 27.23%	 14.95%	
	

18.98%	 13.37%	 n.a.	 n.a.	 10.21%	 26.75%	 24.37%	 7.5%	
Quick	ratio	 1.23x	 0.84x	 0.92x	 1.88x	 1.31x	 0.61x	 0.72x	

	
3.5x	 2.97x	 1.17x	

	
0.77x	 1.52x	 1.58x	 3.51x	 5.46x	 0.74x	 0.44x	 1.25x	

WC	turnover	 3.39x	 17.28x	 8.33x	 2.16x	 3.67x	 7.55x	 24.83x	
	

1.38x	 1.46x	 3.24x	
	

6.17x	 4.14x	 2.49x	 0.81x	 1.28x	 n.a.	 n.a.	 4.27x	
Goodwill/Tot	assets		 24.09%	 23.38%	 14.62%	 17.61%	 18.91%	 10.09%	 36.71%	

	
17.32%	 41.75%	 n.a.	

	
20.98%	 18.23%	 n.a.	 13.72%	 24.48%	 47.13%	 27.13%	 36.33%	

 
		

Financial	Analysis		

A	windy	road	to	sales	growth.	In	the	2006	–	2016	period	REC	experienced	three	turning	points.	(I)	In	2007	REC	
entered	the	orphan	drug	segment	through	the	acquisition	of	Orphan	Europe,	reinforcing	the	product	pipeline	
and	enhancing	its	know-how	in	the	management	of	highly	specialized	treatments.	(II)	 In	2010	Zanidip®	patent	
expired	 causing	 a	 drop	of	 lercanidipine	 sales	 (-30.8%	YoY).	 Although	being	REC’s	 key	 product,	 total	 revenues	
declined	 only	 -2.59%	 YoY,	 due	 to	 product	 portfolio	 diversification,	 geographical	 expansion	 (acquisition	 of	
ArtMed)	and	the	increase	in	out-license	sales.	(III)	A	new	slowdown	in	growth	rates	of	total	revenues	occurred	in	
2014,	due	to	the	termination	of	the	Adagen®	license	in	main	countries,	causing	a	decrease	in	sales	in	the	orphan	
drugs	 segment	 (-3.7%	 YoY).	Since	 2014,	 total	 revenues	 have	 continued	 to	 grow	at	 increasing	 rates	 (2-year	
CAGR	of	+8.11%).	Sales	growth	has	always	been	a	combination	of	organic	and	inorganic:	indeed,	during	2007-
2016	 REC	 grew	 by	 4.19%	 on	 average	 through	 external	 sources	 (Fig.	 14).	 The	 geographical	 breakdown	 of	
revenues	also	changed	in	the	last	10	years,	reaching	80.08%	of	international	sales	in	2016	from	64.7%	in	2006.	

Keeping	margins	 healthy.	 REC	 has	 been	 able	 to	 maintain	 good	 profitability	 despite	 some	 sales	 slowdowns.	
EBITDA	in	2016	was	€371.2	mln	(10-year	CAGR	of	+8.95%,	5-year	CAGR	of	+14.14%)	and	EBITDA	margin	was	
32.17%	 (+700	bps	2007-2016).	The	generally	positive	trends	are	explained	by	a	sustained	growth	 in	sales	and	
the	shift	towards	more	profitable	segments	over	the	period,	particularly	the	treatment	of	rare	diseases	(EBIT	
margin	 of	 44.6%	 according	 to	 preliminary	 2016	 results),	 which	 have	 positively	 rewarded	 the	 increasing	
investments	in	R&D	(10-year	CAGR	of	+5.47%).	The	EBITDA	margin	trend	followed	the	GM	figures,	suggesting	a	
very	 low	 leverage	of	 costs	below	the	GM.	 In	 reality,	a	more	detailed	bridge	analysis	 (Fig.	15)	highlights	 that	
SG&A	expenses	are	not	 fully	 variable:	 in	particular,	 selling	expenses	percentage	of	 revenues	decreased	when	
top	 line	accelerated	especially	 in	most	 recent	 years,	 thanks	 to	 successful	 acquisitions,	new	product	 launches,	
and	to	better	synergy	effects	in	the	existing	commercial	structures. 	
Cash	 flows	and	profitability.	REC	has	 shown	historically	 strong	cash	 flow	generation	and	Return	on	 Invested	
Capital.	ROIC	(ex.	Goodwill)	improved	from	20.43%	in	2006	to	34.74%	in	2016	with	a	peak	at	36.65%	in	2009	
(right	after	Orphan	Europe	acquisition).	ROE	(26.06%	in	2016)	has	shown	a	positive	trend	over	the	period	under	
consideration	(+433	bps	in	10	years	and	+647	bps	in	5	years).	This	is	mainly	due	to	a	sharp	increase	in	net	profit	
margins	(2011-2016	+530	bps),	mainly	driven	by	improvements	at	the	operating	level	(EBIT	margin	2011-2016	
+695	bps)	and	 in	 the	 tax	 rate	 (2011-2016	 -223	bps),	which	compensated	 for	 the	decrease	 in	asset	 turnover		
(2011-2016	-541	bps,	Fig.	16).	This	in	particular	suggests	an	increase	in	REC’s	capital	intensity,	as	a	result	of	the	
recent	R&D	acceleration	(R&D	OPEX	7.25%	of	sales	in	2016)	and	investments	in	new	production	plants	(as	part	
of	CAPEX	~3%	of	sales	in	2015),	which	will	possibly	be	fruitful	 in	terms	of	efficiency	in	the	next	years.	REC	has	
always	produced	positive	net	cash	from	its	operations,	and	the	stream	has	rapidly	increased	after	the	entrance	
in	 the	orphan	segment	 in	2007.	High	cash	conversion	ratios	 (FCFE/NI	of	1.02	 in	2016)	prove	that	profits	are	
successfully	 turned	 into	 cash	 flows.	 The	huge	 cash	availability	made	 it	possible	 to	progressively	 increase	 the	
dividend	pay-out	ratio	over	the	years	(55.72%	pay-out	ratio	in	2015,	+18.53%	in	2006-2015).	Buyback	programs	
were	 restarted	 in	 2016	 for	 the	mere	 purpose	 of	 stock	 option	 compensation.	 REC	 has	 been	 able	 to	 devote	 a	
considerable	 portion	 of	 its	 free	 cash	 flows	 to	 acquisitions	 and	 other	 extraordinary	 investments.	 These	 were	
mainly	bolt-on	acquisitions	of	distributors	or	R&D-intensive	targets,	which	resulted	in	the	€453.3	mln	goodwill,	
representing	30.83%	of	total	assets	(2015FY).	

Net	financial	position	and	working	capital.	REC	has	a	low	level	of	leverage	(around	0.54x	NFP/EBITDA	in	2016,	
and	always	below	0.8x	in	the	last	10	years).	No	in-company	financial	risks	are	evident	(cash	ratio	of	0.45	and	
cash	coverage	of	15.56	 in	2016).	Working	Capital	over	sales	was	12.46%	 in	2015.	REC	has	available	capital	 to	
expand	rapidly	without	 taking	on	new	additional	debt	or	 investors,	 since	 it	can	 fund	 its	expansion	through	 its	
currently	growing	operations.	Average	DSO	are	59	in	2015,	an	improvement	over	2014.	Moreover,	REC	has	been	
able	to	slightly	reduce	its	DIO	ratio	(from	158	days	in	2014	to	156	days	in	2015),	but	reduced	its	DPO	position	
(from	125	days	in	2014	to	116	days	in	2015).	

Revenues,	estimated	using	a	consistent	econometric	procedure	called	Bayesian	Model	Averaging	(BMA),	are	
expected	to	grow	7.11%	2016-2022	CAGR	organically	to	€1689.2	mln	in	2022,	and	7.37%	2016-2022	CAGR	to	
€1768.4	mln	incorporating	inorganic	growth	coming	from	M&A	activity,	with	EBITDA	margin	increasing	by	~145	
bps	and	with	strong	cash	generation	over	2017E-2022E.	We	expect	EPS	to	increase	by	62.28%,	reaching	€1.85	in	
2022	from	€1.14	in	2016.		

Methodology.	 Revenues	 estimates	 are	 based	 on	 a	 consistent	 econometric	 approach,	 i.e.	 “Bayesian	 Model	
Averaging”	 (BMA).	A	 combination	of	different	 linear	models,	 i.e.	 regression	models	on	potentially	 correlated	
macro	regressors	and	time	series	models	such	as	ARMA	and	exponential	smoothing	models,	were	aggregated	

A	look	into	the	past	

*Preliminary	2016	data	
Source:	Factset,	Team	elaboations	

A	look	into	the	future	
	

Fig.	16:	Historical	DuPont	Analysis	and	ROIC	

Source:	Factset,	Team	elaboration	
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Fig.	14:	Historical	Organic	vs	Inorganic	Growth	

Source:	Factset,	Team	elaboration	

Fig.	17:	Historical	Use	of	Cash	

Source:	Factset,	Team	elaboration	
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by	giving	 to	each	 forecasted	 series	 a	weight	based	on	 its	prediction	ability,	 defined	as	 the	 reciprocal	of	 each	
model’s	 mean	 squared	 error	 (MSE).	 We	 applied	 this	 procedure	 individually	 on	 main	 corporate	 products	
(Zanidip®,	Zanipress®,	Livazo®	and	Urorec®)	and	on	each	business	category,	i.e.	other	corporate	drugs,	orphan	
drugs	and	chemicals.	Specificities	and	exceptions	are	reported	below.	
• Main	corporate	products:	regressors	included	in	the	model	take	into	consideration	both	the	sales	drivers	

and	 the	 country	 in	 which	 the	 drug	 is	 marketed,	 i.e.	 regressors	 are	 country	 specific.	 Variables	 include:	
public	 and	 private	 health	 expenditure	 (health	 expenditure	 per	 capita	 and	 in	 percentage	 of	 GDP),	
demographic	 trends	 (ageing,	 life	 expectancy),	 out	 of	 pocket	 expenditure	 and	 GDP	 growth.	 Sales	 of	
Zanidip®	was	kept	fixed	at	€110	mln	in	accordance	with	management.	 

• OTC:	sales	are	expected	to	be	in	line	with	GDP	growth	of	the	countries	in	which	they	are	marketed,	hence	
an	average	growth	rate	was	calculated	as	a	proxy	of	long	term	growth.		

• Orphan	Drugs:	sales	drivers	are	different	from	the	ones	of	corporate	drugs	and	have	not	been	included	as	
regressors.	 Only	 time	 series	 models	 and	 the	 estimates	 provided	 by	 EvaluatePharma®	 have	 been	
considered.	

• Pipeline	 products:	 since	 no	 historical	 data	 was	 available,	 a	 careful	 analysis	 and	 backtesting	 on	
Management	peak	sales	guidance	w.r.t	other	competitors	working	on	the	same	treatment	was	done.	By	
using	 a	 statistic	 about	 the	 percentage	 of	 peak	 sales	 reached	 every	 year	we	 have	 been	 able	 to	 provide	
reliable	estimates.	[Please	refer	to	Appendix	3.2	for	more	details	on	the	econometric	procedure]	

Business	areas	highlights.		
Main	corporate	products	(€306.719	mln	in	2017,	4.16%	2017-2022	CAGR)	–	Main	drivers	are:	
• Lercanidipine	 based	 products,	 Zanidip	 and	 Zanipress®,	 whose	 patents	 expired	 in	 2010	 and	 2017	

respectively	(€176.253	mln	in	2017,	-1.48%	2017-2022	CAGR),	continue	to	be	an	important	driver	of	REC’s	
growth	 thanks	 to	 their	 market	 penetration,	 their	 broad	 geographical	 presence	 and	 to	 the	 reduced	
competition	from	generic	lercanidipine	producers.	

• Livazo®	(€36.182	mln	 in	2017,	9.74%	2017-2022	CAGR):	even	though	pitavastatin	 is	a	highly	competitive	
market,	 Livazo®	has	already	 reached	7.5%	MS	 in	 four	main	countries	and	 it	 is	expected	 to	grow	double	
digit	over	the	forecast	period,	mainly	driven	by	the	launch	in	Russia	and	Turkey	(late	2017).	

• Urorec®	(€94.283	mln	in	2017,	10.44%	2017-2022	CAGR):	already	launched	in	34	markets	with	an	average	
MS	of	10%	in	the	main	17	countries,	thanks	to	its	appreciation	by	both	doctors	and	patients.	

Other	corporate	drugs	(€495.301	mln	in	2017,	8.43%	2017-2022	CAGR)	–	growth	drives	by	successful	marketing	
in	Russia	and	Turkey	and	by	the	expansion	of	the	Spanish	subsidiary	Casen	Recordati	portfolio.	
OTC	 (€191.127	 mln	 in	 2017,	 2.38%	 2017-2022	 CAGR)	 –	 OTC	 business	 is	 expected	 to	 be	 developed	 in	 all	
European	markets	through	cross-selling	of	existing	products	(exploiting	business	scale)	and	M&A	operations,	in	
order	to	diversify	risks	from	pricing	pressure	coming	from	prescription	reimbursed	products.	
Orphan	 drugs	 (€207.954	mln	 in	 2017,	 8.24%	 2017-2022	 CAGR)	 –	 the	 business	 area	with	 the	 highest	 growth	
during	the	forecast	period.	According	to	management	guidance	the	majority	of	REC’S	R&D	investments	will	aim	
at	improving	this	area	and	to	geographic	diversification	(worldwide	reach,	looking	at	APAC),	but	always	with	the	
US	as	the	main	sales	provider	(60%	of	sales	expected	in	2019).	
Chemicals	(€35.579	mln	in	2017,	3.26%	2017-2022	CAGR)		
Pipeline	 products	 (€2.75	 mln	 in	 2017,	 119.86%	 2017-2022	 CAGR)	 –	 current	 pipeline	 includes	 products	 with	
expected	launch	starting	from	the	second	half	of	2017:	
• Reagila®	(cariprazine),	a	novel	antipsychotic	drug	for	the	treatment	of	schizophrenia	with	expected	peak	

sales	of	€100	mln	(expected	launch	date	in	2018);	
• Fortacin™,	 a	 topical	 spray	 formulation	 for	 the	 treatment	 of	 premature	 ejaculation	 with	 expected	 peak	

sales	in	the	range	of	€20-30	mln	(expected	launch	date	end	in	2017);	
• Graspa®,	 an	 orphan	 drug	 for	 the	 treatment	 of	 Acute	 lymphoblastic	 leukemia	 (ALL)	 with	 expected	 peak	

sales	of	€25-30	mln	(expected	launch	date	in	2018)	[refer	to	Appendix	2.1	for	direct	competitors	pipeline	
products]		

Inorganic	 growth.	 As	 M&A	 activity	 is	 a	 critical	 driver	 of	 REC	 growth,	 we	 modelled	 inorganic	 growth	 by	
estimating	 FCFFs	 in	 two	 steps:	 firstly,	 by	 calculating	 them	 from	 organic	 revenues	 forecasts;	 secondly,	 by	
adjusting	 organic	 revenues	 adding	 to	 them	 sales	 resulting	 from	 the	 consolidation	 of	 acquired	 companies,	
including	derived	synergies.	In	order	to	do	so	we	assumed	that	retained	earnings	are	reinvested	for	M&A	at	3.0x	
sales	[please	refer	to	Appendix	3.3	for	further	details].	 
Margins,	cash	flows	and	returns.	Our	projections	are	based	on	the	following	assumptions.	
Gross	profit	–	We	expect	 it	 to	 increase	at	a	CAGR	of	5.38%	over	 the	period	2017E-2022E,	with	gross	margins	
basically	 in	 line	with	 2016	 figures.	We	 expect	 a	 slight	 decrease	 of	 COGS	 (27.48%	of	 total	 revenues	 in	 2016),	
thanks	to	the	favorable	product	mix	built	in	the	last	5-10	years.	
EBITDA	–	EBITDA	constantly	increasing	and	EBITDA	margin	increasing	by	~145	bps	over	2017E-2022E.	This	will	
be	 the	 balancing	 result	 of	 three	 offsetting	 trends:	 (I)	 G&A	 expenses	 are	 expected	 to	 decrease	 (2017E-2022E	
CAGR	of	-1.47%	in	percentage	of	sales),	considering	that	the	international	distribution	organization	is	now	fully	
established;	 (II)	 R&D	 expenses	 assumed	 to	 grow	 to	 8%	 of	 sales,	 according	 to	 REC’s	 guidance;	 (III)	 selling	
expenses	expected	to	slightly	 increase	up	to	27.14%	of	sales	 in	2018E	to	support	the	launch	of	new	products,	
and	 then	 decrease	 to	 26.50%	 of	 sales	 as	 a	 result	 of	 full	 synergies	 exploitation	 and	 the	 growing	 reliance	 on	
orphan	drugs,	having	a	more	flexible	and	light	commercial	structure.	
EBIT	–	Due	to	the	minor	effect	of	D&A	on	the	business	(3.80%	of	sales	on	average,	most	of	which	related	to	R&D	
capitalized	expenses,	licenses,	trademarks	and	patents),	EBIT	will	continue	to	closely	follow	EBITDA	path.	
Net	 income	 –	 Bottom	 line	 profitability	will	 increase	 up	 to	 21.92%	 of	 revenues	 in	 2022E	 (net	 income	 2017E-
2022E	CAGR	of	+6.38%).	We	have	assumed	a	constant	tax	rate	at	25%	over	the	forecasted	period.		
CAPEX	–	Considering	that	investments	for	the	new	plants	in	Turkey	should	have	been	carried	out	completely	in	
2016,	 and	 in	 absence	 of	 alternative	management	 guidance,	 we	 input	 yearly	 CAPEX	 of	 1.90%	 of	 sales	 (~1.5x	
depreciation/sales	and	lower	than	the	3%	of	2015),	derived	from	historical	averaging.	
Working	 capital	 –	 In	 accordance	 with	 Group’s	 guidance,	 we	 maintain	 a	 stable	 NWC/Sales	 ratio	 at	 13.37%,	
slightly	increased	with	respect	to	2015FY	figures	(12.46%)	as	a	result	of	the	Company	development	in	2016.	
NFP	–	Debt	position	has	been	projected	considering	the	most	recent	loan	repayment	schedule	(2015FY	annual	
report)	and	management	guidance,	which	indicated	no	new	debt	to	be	raised	for	the	years	2017E-2019E.	Cash	
projections	 take	 into	 account	 the	 recently	 initiated	 share	 buyback	 program	 and	will	 grow	 at	 a	 2017E-2019E	

	
2016A	 2017E	 2018E	 2019E	 2020E	 2021E	 2022E	

Sales	 1,153.9	 1,326.7	 1,353.5	 1,526.5	 1,627.8	 1,700.7	 1768.4	
%	growth	 10.14%	 14.97%	 2.03%	 12.78%	 6.63%	 4.48%	 3.98%	
Gross	Income	 836.8	 963.4	 984.7	 1,111.3	 1,186.5	 1,240.0	 1,289.5	
%	of	sales	 72.52%	 72.62%	 72.75%	 72.80%	 72.89%	 72.91%	 72.92%	
Selling	%	sales	 26.87%	 27.02%	 27.14%	 27.03%	 26.85%	 26.80%	 26.50%	
G&A	%	sales	 5.12%	 5.00%	 4.89%	 4.73%	 4.65%	 4.60%	 4.57%	
R&D	expenses	 83.70	 99.50	 101.51	 122.12	 130.22	 136.06	 141.47	
R&D	%	sales	 7.25%	 7.50%	 7.50%	 8.00%	 8.00%	 8.00%	 8.00%	
EBITDA	 371.3	 427.2	 437.5	 490.6	 528.9	 566.5	 595.1	
%	of	sales	 32.18%	 32.20%	 32.32%	 32.14%	 32.49%	 33.31%	 33.65%	
EBIT	 327.5	 376.8	 386.0	 432.6	 467.0	 501.9	 527.9	
%	of	sales	 28.38%	 28.40%	 28.52%	 28.34%	 28.69%	 29.51%	 29.85%	
Pretax	Income	 316.5	 365.2	 376.2	 423.3	 456.3	 491.3	 517.0	
%	sales	 27.43%	 27.53%	 27.80%	 27.73%	 28.03%	 28.88%	 29.23%	
Tax	rate	(%)	 25.00%	 25.00%	 25.00%	 25.00%	 25.00%	 25.00%	 25.00%	
Net	Income	 237.4	 273.9	 282.2	 317.5	 342.2	 368.4	 387.7	
%	growth	 19.40%	 15.39%	 3.02%	 12.51%	 7.79%	 7.66%	 5.23%	
FCFF	 243.1	 282.6	 289.0	 331.1	 339.1	 374.3	 405.9	
CAPEX/Sales	 2.98%	 1.70%	 1.70%	 1.70%	 1.70%	 1.70%	 1.70%	
NWC/Sales	 13.37%	 13.37%	 13.37%	 13.37%	 13.37%	 13.37%	 13.37%	
NFP	 198.7	 129.8	 110.6	 129.9	 119.2	 77.4	 0.6	
Dividend	payout	 56.00%	 57.50%	 58.20%	 58.40%	 59.02%	 59.63%	 59.92%	
Cash	conversion	 1.00	 1.02	 1.06	 1.07	 0.97	 1.01	 1.05	
ROE	 26.06%	 27.23%	 25.32%	 26.01%	 25.39%	 24.95%	 23.98%	
ROIC	(ex.	Gw)	 35.23%	 35.27%	 34.11%	 38.70%	 35.56%	 34.10%	 31.77%	

CAGR	7.37%	

Fig.	18:	REC	Revenues	Forecast		

Source:	Factset,	Team	elaboration	
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Fig.	20:	DCF	Assumptions	
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Table	3:	REC	Financial	Highlights	

Source:	Factset,	Team	elaboration	

Fig.	19:	Forward	DuPont	Analysis	and	ROIC	

Source:	Team	elaboration	
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Source:	Factset,	Team	elaboration	

CAGR	of	6.37%,	pushed	by	the	stronger	cash	generation	forecasted	for	the	end	of	the	period.	NFP/EBITDA	will	
be	further	improved	below	2016	figures	(0.26x	in	2019E)	in	accordance	with	the	most	recent	Group	guidelines.	
Cash	flows	–	We	have	assumed	the	dividend	pay-out	ratio	to	progressively	tend	towards	60%	of	net	income	and	
we	 have	 projected	 reinvestments	 in	 acquisitions	 (roughly	 100%	 of	 retained	 earnings	 until	 2019E,	 and	more	
conservatively	33%	for	the	following	years).	REC’s	free	cash	flow	to	firm	will	grow	from	€237.1	in	2016	to	€405.2	
in	2022E	(2017E-2022E	CAGR	of	6.43%),	keeping	the	cash	conversion	rates	essentially	in	line	with	the	current	1-
to-1	level	and	with	the	management	guidance.		
With	these	assumptions,	we	forecast	a	ROE	that	 is	 increasing	until	2019E	(26.01%)	and	decreasing	afterwards	
(23.98%	 in	 2022E).	 A	 more	 detailed	 DuPont	 analysis	 highlights	 that	 this	 is	 due	 to	 a	 continuing	 decrease	 in	
financial	 leverage	and	a	 slight	decrease	 in	asset	 turnover	 in	 the	 last	3	years	of	projections,	derived	by	excess	
cash	accumulation,	preparing	for	further	investments	in	the	future	(Fig.19). 

Valuation	
We	foresee	a	target	price	(TP)	of	€30.4,	which	leaves	a	3.51%	upside	(as	of	23	February	2017).	
In	 order	 to	 size	 correctly	 the	 actual	 value	 of	 REC,	 we	 rely	 on	 a	 DCF	model	 based	 on	 a	 sum-of-the-parts	
approach,	 through	which	we	 separately	 value	 the	primary	&	specialty	 care	 segment	 (including	also	OTC	and	
chemicals	business	units)	and	the	orphan	drugs	segment,	each	relying	to	different	margins	and	operating	risks.	
We	performed	a	three-stage	DCF	model	 in	order	not	to	overestimate	the	terminal	value.	 In	fact,	the	high	YoY	
revenues	growth	rate	and	the	ROIC	ex	goodwill	peak	reached	in	2020,	could	lead	to	an	overstated	value.		
A	relative	analysis	based	on	consensus	2017E	market	multiples	of	selected	peers	was	also	performed	as	a	sanity	
check	supporting	our	valuation.		
As	 a	 further	 check,	we	 also	 conducted	 the	 following	 analyses:	 I)	 a	Monte	 Carlo	 simulation	 on	 key	 stochastic	
variables;	 II)	a	 sensitivity	analysis	on	 the	 target	price	varying	WACC	and	 long-term	growth	rate;	 III)	a	 scenario	
analysis	considering	potential	upcoming	REC	catalysts.	

DCF	–	Methodology.	We	employed	a	three-stage	model,	both	for	the	orphan	drugs	and	the	primary	&	specialty		
care	segments,	as	economic	theory	of	competition	envisages	that	extra	returns	fade	over	time	towards	the	cost	
of	capital.		
FCFF	estimation	–	In	order	to	project	the	FCFFs	for	the	different	segments	we	estimated	the	net	income	for	the	
whole	 company	 and	 then,	 using	 the	 NI/EBIT	 ratio	 of	 the	 whole	 firm	 and	 the	 EBIT	 of	 the	 two	 segments	
(calculated	by	exploiting	the	different	EBIT	margins),	we	arrived	at	the	NI	of	the	two	business	areas	[please	refer	
to	Appendix	3.5	for	the	cash	flow	statements].	
First	 stage	–	Explicit	 cash	 flows	 forecasts	up	 to	2022,	based	on	 the	assumptions	 summarized	 in	 the	Financial	
Analysis	section.	
Second	stage	–	Considering	the	high	level	of	sales	growth	and	ROIC	that	both	business	segments	exhibit,	we	let	
ROIC	to	decline	linearly	up	to	the	average	figure	of	the	industry	(25%)	and	revenues	growth	to	decline	up	to	the	
level	 of	 the	 long-term	 perpetuity	 growth,	 assumed	 2.46%	 for	 the	 orphan	 drugs	 segment	 and	 2.01%	 for	 the	
primary	 &	 specialty	 care	 area.	Moreover,	 we	 assumed	 that	 CAPEX	will	 equal	 depreciation	 and	 amortization.	
[Please	refer	to	Appendix	3.4	for	further	assumptions].	
Third	 stage:	 Terminal	 Value	 –	 Terminal	 value	 has	 been	 calculated	 using	 the	 Gordon	 growth	 formula.	 The	
terminal	growth	rate	g	is	assumed	equal	to	a	weighted	average	of	long	term	GDP	growth	rate	(Source:	OECD),	
using	as	weights	the	percentage	of	sales	in	each	country.	For	the	orphan	drug	segment,	we	weighted	as	high	as	
60%	the	sales	 in	the	US	as	the	entire	sales	revenues	in	this	country	derives	from	this	business	area;	the	other	
40%	 is	 represented	by	a	world	GDP	growth	which	also	represent	 the	potential	expansion	 in	 the	APAC	region.	
[please	refer	to	Appendix	4.2	for	further	details	on	the	terminal	values	estimation]	
WACC	–	since	the	operational	risk	of	the	orphan	drugs	sector	and	of	the	primary	&	specialty	care	segments	are	
different,	the	hurdle	rates	used	in	the	two	DCF	models	differ	too.	The	reason	of	this	diversity	lies	in	the	choice	of	
the	beta.	In	fact,	the	bottom-up	betas	are	based	on	different	comparables	in	order	to	stress	the	operational	risk	
of	each	business.		
	
	

	
DCF	–	Results	
Orphan	Drugs	–	Based	on	FCFFs	 for	 the	orphan	drug	segment,	WACC	of	10.13%	and	terminal	growth	rate	of	
2.46%,	we	derive	an	EV	of	€1,220	mln,	an	equity	value	of	€1,172	mln,	resulting	target	price	(TP)	of	€5.60.	
Primary	&	Specialty	Care	–	Based	on	FCFFs	for	P&S	Care,	a	WACC	of	6.79%	and	a	terminal	growth	rate	of	2.01%,	
we	derive	an	EV	of	€5,181	mln,	and	equity	value	of	€5,166	mln,	resulting	in	a	TP	of	€24.78.	
Company	value	–	The	sum	of	the	two	parts	lead	us	to	a	final	TP	of	€30.39.	This	price	takes	into	account	revenues	
resulting	from	inorganic	growth,	which	account	for	1.4%	of	our	final	price.	

Monte	Carlo	Simulation	and	Sensitivity	Analysis.	A	Monte	Carlo	Simulation	was	performed	in	order	to	assess	
the	impact	of	our	model’s	assumption	on	the	target	price	obtained	through	the	DCF	model.	We	identified	key	
risk	factors	that	affect	REC’s	business	and	we	attached	them	a	statistical	distribution	with	factor-specific	
parameters.	This	procedure	reinforces	our	DCF	TP	by	providing	an	HOLD	recommendation	with	92.89%	
probability	and	a	new	TP	(the	mean	of	the	empirical	distribution)	of	€30.62,	very	close	to	our	base-case	

P&SC	 2017E	 2018E	 2019E	 2020E	 2021E	 2022E	
Revenues	 1118.7	 1132.4	 1279.6	 1358.0	 1410.6	 1459.4	

Growth	 16%	 1%	 13%	 6%	 4%	 3%	
Invested	Capital	 663.4	 650.0	 681.0	 767.3	 824.6	 951.5	
ROIC	 32%	 33%	 35%	 34%	 34%	 31%	
NOPAT	 212.6	 215.1	 241.3	 259.4	 278.7	 291.7	

+D&A	 42.5	 43.0	 48.6	 51.6	 53.6	 55.5	
-	Change	in	WC	 -9.04	 -9.73	 -4.82	 -20.34	 -13.37	 -3.64	

-	Capex	 -29.7	 -30.1	 -33.6	 -35.8	 -37.6	 -38.8	
Free	Cash	Flows	 216.34	 218.44	 251.30	 254.73	 281.36	 304.69	
WACC	 6.8%	 6.8%	 6.8%	 6.8%	 6.8%	 6.8%	
Discount	Factor	 0.9	 0.9	 0.8	 0.8	 0.7	 0.7	
Present	Values	 202.6	 191.5	 206.3	 195.8	 202.5	 205.3	

Orphan	 2017E	 2018E	 2019E	 2020E	 2021E	 2022E	
Revenues	 208.0	 221.1	 246.9	 269.7	 290.1	 308.9	

Growth	 11%	 6%	 12%	 9%	 8%	 7%	
Invested	Capital	 171.2	 195.6	 197.4	 205.1	 231.4	 285.2	
ROIC	 41%	 38%	 42%	 44%	 42%	 37%	
NOPAT	 69.9	 74.4	 83.1	 90.8	 97.7	 104.2	

+D&A	 7.9	 8.4	 9.4	 10.2	 11.0	 11.7	
-	Change	in	WC	 -1.7	 -1.9	 -1.0	 -4.1	 -2.7	 -0.8	

-	Capex	 -9.8	 -10.4	 -11.7	 -12.6	 -13.2	 -13.9	
Free	Cash	Flows	 66.3	 70.6	 79.8	 84.4	 92.9	 101.3	
WACC	 10.1%	 10.1%	 10.1%	 10.1%	 10.1%	 10.1%	
Discount	Factor	 0.9	 0.8	 0.7	 0.7	 0.6	 0.5	
Present	Values	 59.8	 57.4	 58.6	 55.9	 55.5	 54.6	

	 P&SC	 Orphan	 Sum		
Sum	PV	FCFF	I	stage	 1203.0	 349.6	 1552.7	
Sum	PV	FCFF	II	Stage	 1885.8	 580.0	 2465.8	
PV	Terminal	Value	 2243.5	 289.8	 2533.3	
EV	 5332.3	 1219.5	 6551.9	
NFP	 151.1	 47.7	 198.8	
Equity	Value	 5181.2	 1171.8	 6353.1	
Number	of	Shares	 209.1	 209.1	 209.1	
Target	Price	 24.8	 5.6	 30.4	

		 -0.60%	 -0.40%	 -0.20%	 Base	 0.20%	 0.40%	 0.60%	
-0.60%	 32.65	 33.24	 33.88	 34.57	 35.34	 36.18	 37.11	
-0.40%	 31.35	 31.87	 32.44	 33.06	 33.73	 34.47	 35.28	
-0.20%	 30.15	 30.61	 31.12	 31.67	 32.26	 32.91	 33.63	
Base	 29.03	 29.45	 29.90	 30.39	 30.92	 31.49	 32.12	
0.20%	 27.99	 28.36	 28.77	 29.20	 29.68	 30.19	 30.75	
0.40%	 27.01	 27.35	 27.72	 28.11	 28.53	 28.99	 29.48	
0.60%	 26.10	 26.41	 26.74	 27.09	 27.47	 27.88	 28.32	

Risk	Free	Rate,	Rf	 1.93%	 Weighted	average	of	risk	free	rates	of	each	country	according	to	the	geographical	breakdown	of	REC	2016	revenues	in	order	to	take	into	
account	its	global	exposure.		

Market	risk	premium,	MRP	 7.57%	 MRP	weighted	on	2016	REC	revenues	in	order	to	take	into	account	different	country	risks.	It	is	the	sum	of	two	components:	the	US	market	risk	
premium	and	the	default	spread	for	each	specific	country	(Source:	Damodaran)		

Beta	(Specialty	&	Primary	Care)	 0.68	 Bottom	up	beta	based	on	peers'	analysis,	as	3Y	and	5Y	regressions	on	FTSE	MIB	and	Stoxx	Europe	600	are	unreliable	(more	details	in	Appendix	
4.1)	Beta	(Orphan	Drugs)	 1.15	

Cost	of	equity	(Primary	&	Specialty	Care)	 7.07%	
Capital	asset	pricing	model:	COE	=	Rf	+	𝛽*MRP	

Cost	of	equity	(Orphan	Drugs)	 10.63%	

Cost	of	debt	 2.33%	
Based	on	a	synthetic	rating	approach	for	Recordati	calculating	interest	coverage	ratio.	It	results	to	be	AAA	with	the	corresponding	0.40%	
spread.	Summing	up	risk	free	rate	with	spread	we	obtain	cost	of	debt.	The	Z-score	model	gives	also	an	AAA	rating,	yielding	the	same	cost	of	
debt.	

WACC	(Primary	&	Specialty	Care)	6.79%	
WACC	(Orphan	Drugs)	10.13%		

W
A
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Perpetual	Growth		

	Table	6.	WACC	Assumptions	

Source:	Team	elaboration	

Table	4:	FCFF	Calculations	

Fig.	21:	Sensitivity	Analysis	on	DCF	Target	Price	

Source:	Team	elaboration	

Fig.	22:	Monte	Carlo	Analysis	

Source:	Team	elaboration	

Table	5:	Target	Price	Estimation	

Source:	Team	elaboration	
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scenario.	[Refer	to	Appendix	4.3	for	a	description	of	the	process	and	of	the	variables	distribution	assumption].	In	
addition	we	performed	a	sensitivity	analysis	on	the	DCF-based	TP	varying	WACC	and	long	term	growth	rate	(Fig.	
21).	
		Blue	Sky/Grey	Sky	Scenario.	 In	order	to	further	assess	the	impact	of	our	model’s	assumptions	on	the	target	
price,	we	performed	a	scenario	analysis	 in	which	we	stressed	key	 inputs	of	our	model.	This	analysis	considers	
various	 potential	 outcomes	 from	 upcoming	 REC	 catalysts,	 such	 as	 an	 acceleration	 or	 deceleration	 of	 orphan	
drugs	 sales	 growth,	 the	 delay	 in	 the	 launch	 of	 new	pipeline	 products,	 higher/lower	margins	 and	 others,	 and	
value	 the	 effect	 of	 each	 outcome	 on	 the	 TP.	 Moreover,	 we	 test	 the	 TP	 in	 a	 worst-case	 and	 in	 a	 best-case	
scenario.	We	also	valued	with	a	Real	Option	approach	(ROV)	the	potential	increase	of	our	TP	due	to	the	positive	
launch	of	REC0438,	 a	phase	 II	 pipeline	product.	Our	analysis	move	our	€30.39	TP	 to	a	 range	of	€24.31	and	
€35.51	per	share	(Fig.	23).	

Peers	 selection.	 We	 considered	 different	 peers	 in	 primary	 &	 specialty	 care	 (P&SC	 peers)	 and	 those	
concentrated	 on	 treatment	 of	 rare	 diseases.	 Peers	 were	 chosen	 after	 a	 careful	 analysis	 on	 the	 companies’	
business	 models,	 product	 portfolio,	 capital	 structure,	 M&A	 history	 and	 strategic	 issues	 regarding	 R&D	
investments	[please	refer	to	Appendix	4.6	for	the	rationale	of	the	comparables	choice].	
Multiple	 choice.	We	 decided	 to	 include	 one	 asset	 side	 (EV/EBITDA)	 and	 one	 equity	 side	 (P/E)	multiples.	 As	
leverage	 level	 is	 low	 in	 the	pharma	 industry,	 it	causes	minimal	distortion	on	P/E	multiple,	making	 it	a	 reliable	
metric	for	valuation.	We	excluded	EV/EBIT	multiple	as	it	may	be	distorted	by	high	levels	of	amortization	in	case	
company	had	made	major	acquisitions.		
EV/EBITDA	Following	the	logic	of	DCF	valuation,	we	calculated	multiples	separately	for	P&SC	segment	and	for	
orphan	 one.	 Our	 estimation	 results	 in	 16.4x	 EV/EBITDA	 2017E	multiple	 for	 P&S	 care	 compared	 to	 the	 11.0x	
median	for	peers,	and	12.1x	1YF	EV/EBITDA	for	rare	disease	business	w.r.t	17.0x	for	orphan	peers.		Summing	up	
two	prices	for	different	businesses	(€16.35	and	€	8.07)	we	obtain	a	target	price	of	€24.42.	
P/E.	Estimated	P/E	2017E	for	REC	is	25.1x	w.r.t	21.1x	for	P&SC	peers	and	17.5x	w.r.t	24.9x	for	Orphan	peers.	P/E	
multiple	gives	us	a	price	of	€20.79	and	€8.08	respectively,	totaling	€28.87.	
Further	Considerations.	REC	EV/EBITDA	multiple	has	increased	substantially	in	the	last	5	years	(10.6x	in	2013	to	
16.4x	in	2017),	passing	from	discount	to	a	premium	in	comparison	with	its	peers.	It	is	explained	by:		
• Remarkable	improvement	of	EBITDA	margin	(+774	bps	over	2013-2016),	due	to	containment	of	REC	cost	

structure:	reduction	of	selling	expenses	by	8.02%	(thanks	to	the	synergies	coming	from	M&A	in	2013	and	
increased	efficiency	of	commercial	organization),	of	R&D	expenses	by	8.59%	totaling	to	7.25%	of	sales	in	
2016	(18.74%	average	for	peers),	of	G&A	expenses	by	10.84%	(as	their	increase	is	less	than	proportional	to	
sales	growth)	and	of	other	operating	expenses	by	30.87%.	REC	EBITDA	margin	has	historically	been	higher	
and	more	stable	than	the	one	of	its	peers.	In	2016	it	equals	32.2%,	much	higher	w.r.t	comparables	mean	of	
26.71%.		

• No	company	from	peers	list	is	perfectly	comparable	to	REC,	as	they	operate	in	different	therapeutic	areas.		
Multiples	Target	Price.	We	attributed	a	weight	of	40%	for	EV/EBITDA	and	60%	for	P/E.	The	fair	value	at	which	
REC	should	trade	according	to	our	2017E	multiples	valuation	is	€27.09	(downside	7.75%	from	its	current	price).		
This	result	should	be	treated	with	caution	considering	what	we	have	stated	previously. 

Investment	Risks	
Operational	risks	

Interruption	 of	 production	 process.	 Natural	 disasters,	 suspension	 or	withdrawal	 of	marketing	 authorization,	
malfunctioning	 of	 plants	 and	 equipment.	 These	 factors	 negatively	 affect	 continuity	 and	 regularity	 of	 sales.	
Mitigating	 factors:	 	 REC	 has	 an	 effective	 asset	 protection	 policy	 in	 place	 (precise	 plant	 maintenance	 plans),	
insurance	policies	“All	risk	property”,	which	cover	direct	and	indirect	damages	and	has	production	plants	with	
adequate	 capacity	 and	 flexibility	 to	 handle	 changed	 planning	 requirements	 (ex.	 new	 manufacturing	 site	 in	
Turkey	with	30	mln	packages	excess	capacity	production).	 
Supplier	 disruption.	 Lack	 of	 raw	 materials	 may	 cause	 inefficiencies	 in	 the	 production	 process.	Mitigating	
factors:	the	vertically	integrated	value	chain	of	REC	ensures	manufacturing	of	active	ingredients;	for	further	raw	
materials,	it	puts	in	place	the	strategy	of	provision	from	more	than	one	supplier	for	the	same	type	of	product.	
Investments	in	R&D.	The	low	probability	of	success	of	the	launch	of	products	in	pipeline	(e.g.	8.7%	from	Phase	I	
to	approval)	makes	 investments	 in	R&D	structurally	 risky.	REC	expense	amounts	 to	7.3%	of	 revenues	 in	2016	
(market	average	 is	18%),	and	most	of	 its	monetary	effort	 is	devoted	to	the	rare	disease	area,	which	products	
have	a	higher	probability	of	success	(e.g.	25.3%	from	phase	I	to	approval).	Mitigating	factors:	REC	monitors	the	
intermediate	results	at	a	different	stage	of	development,	trying	to	identify	products	with	the	highest	probability	
of	success	and	potential	return.		
Timing	 of	 new	 products’	 launch. Delays	 in	 the	 development	 process,	 or	 in	 the	 issue	 of	 the	 necessary	
authorizations,	may	result	in	product	launches	occurring	behind	schedule.	The	announcement	of	2	years	delay	
of	lercanidipine	launch	in	US	in	2012	caused	a	drastic	downside	drop	of	29.97%	of	REC	stock	price.	Mitigating	
factors:	 partnerships	 and	 acquisition	 of	 pharmaceuticals	 that	 are	 already	 registered	 and	 geographical	
diversification	designed	to	limit	dependence	on	the	regulatory	authorities	of	a	single	country.	

Financial	risks	
Counterparty	 risk.	This	 risk	 is	 particularly	 relevant	 since	 a	 large	 slice	 of	 Recordati	 customers	 is	 composed	of	
National	Healthcare	Systems	that	often	have	limited	funding	ability	and	long	payment	time.	In	December	2015	
10,92%	 of	 receivables	 were	 overdue	 by	 90	 days. Mitigating	 factors:	 large	 number	 of	 customers	 and	 wide	
geographical	distribution.	 
Foreign	currency	risk.	REC	 is	an	 international	pharmaceutical	group,	 so	 it	 is	exposed	 to	 foreign	currency	 risk.	
Main	currencies	affecting	REC	earnings	are	USD,	RUB	and	TRY	(Fig.	24).		In	2015	the	impact	for	the	full	year	of	
the	FX	could	be	estimated	 in	0.4%,	which	means	€3.5	mln	approximately.	Mitigating	 factors:	 in	Turkey	REC	 is	
protected	by	 so	 called	 “natural	 hedging”,	 both	 cash	 inflows	 and	outflows	 are	 in	 the	 same	 currency.	 In	 other	
cases	REC	uses	forward	contracts	for	hedging	purposes. 

Strategic	risks 
Expiry	 of	 patents.	The	 patent	 for	 three	main	 REC	 products	 Zanipress®,	 Urorec®	 and	 Livazo®	 expire	 in	 2017,	
2020	and	2021	respectively.	The	expiry	of	patent	for	Zanidip®	 in	2010	was	followed	by	a	50%	reduction	of	 its	
price,	caused	by	an	 increased	competition	from	generic	pharmaceuticals,	 the	same	effect	 is	also	expected	for	
aforementioned	 products.	 Mitigating	 factors:	 Strategic	 patenting	 (sequential	 filing	 of	 multiple	 patents	 for	

	 EV/EBITDA	 P/E	

P&SC	 2016	 2017E	 2018E	 2016	 2017E	 2018E	

Lundbeck	 14.7x	 10.7x	 8.6x	 25.8x	 22.4x	 16.7x	

Ipsen	 13.6x	 14.4x	 11.7x	 22.6x	 23.1x	 19.2x	

Rovi	 15.4x	 18.9x	 15.2x	 26.0x	 29.4x	 22.1x	

Almirall	 10.2x	 9.5x	 7.5x	 22.9x	 21.1x	 16.4x	
Jazz	
Pharmaceuticals	

9.3x	 8.8x	 6.9x	 10.9x	 12.1x	 10.0x	

UCB	 12.4x	 17.3x	 14.2x	 13.4x	 12.2x	 10.6x	

Shire	 15.9x	 11.0x	 9.3x	 14.1x	 11.4x	 9.9x	

Recordati	 15.7x	 16.4x	 15.9x	 23.7x	 25.1x	 25.5x	

Average	ex.REC	 13.1x	 12.9x	 10.5x	 19.4x	 18.8x	 14.9x	

Median	ex.	REC	 13.6x	 11.0x	 9.3x	 22.6x	 21.1x	 16.4x	

Orphan	 	 	 	 	 	 	

Celgene	 14.4x	 12.2x	 10.3x	 19.5x	 16.6x	 13.6x	

Alexion	 22.4x	 18.3x	 15.5x	 26.5x	 24.9x	 19.5	

SOBI	 18.2x	 17.0x	 10.9x	 35.4x	 29.0x	 18.4x	

Recordati	 15.6x	 12.1x	 11.4x	 23.7x	 17.5x	 16.4x	

Average	ex.REC	 18.3x	 15.8x	 12.2x	 27.1x	 23.5x	 17.2x	

Median	ex.	REC	 18.2x	 17.0x	 10.9x	 26.5x	 24.9x	 18.4x	

 Primary	&	Specialty	Care						 		Orphan	Disease		

Table	7:	Multiples	Analysis	

Source:	Factset,	Team	elaboration	

Source:	Team	elaboration	

	Multiples	analysis	

Fig.	23:	Blue	Sky/Grey	Sky	Analysis	
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multiple	attributes	of	a	single	product)	and	line	extension	(new	formulations	of	the	same	product,	new	dosages,	
etc)	are	effective	to	avert	generic	competition.	REC	is	also	diversifying	its	product	portfolio,	its	other	corporate	
products	almost	doubled	in	the	last	5	years	(passing	from	8%	to	19%).	The	expected	decrease	in	revenues	can	
be	offset	thanks	to	the	launch	of	Cariprazine,	Graspa	and	Fortacin	in	the	next	two	years.	
Disruptive	innovation	in	R&D.	The	emergence	of	new	technologies	creating	impressive	shifts	in	the	competitive	
landscape	could	have	a	dramatic	effect	on	REC	competitive	positioning. 
M&A.	Through	M&A	REC	pursues	 two	main	purposes:	enhancing	 its	 activity	 in	new	geographical	 commercial	
areas	(e.g.	Pro	Farma,	Frik	Ilac)	and	to	enlarging	its	product	portfolio	through	acquisition	of	companies	with	late-
stage	development	pipelines	(e.g.	Orphan	Europe,	Laboratorios	Casen	Fleet).	However,	a	pipeline	of	drugs	may	
be	overestimated	and	post-merger	integration	can	require	time	and	further	resources.	Mitigating	factors:	M&A	
deals	are	managed	with	high	attention	(historical	acquisition	costs	are,	in	terms	of	EBITDA	multiple,	in	the	range	
of	10x-12x	for	primary	care	and	around	20x	for	rare	disease	sector	and,	in	terms	of	sales	multiple,	in	the	range	
of	1x-3x,	with	a	mean	of	2.4x.	
Partnerships.	 One	 of	 the	 most	 important	 license	 agreements	 of	 REC	 are	 the	 one	 with	 Kowa	 and	 Kissei	
pharmaceuticals	for	distribution	of	Livazo®	and	Urorec®	in	Europe,	two	products	which	generated	10.4%	of	its	
revenues	in	2016.		The	risk	arises	at	contract	renewal,	as	the	commercial	partner	can	decide	not	to	renew	the	
partnership.	The	impact	could	be	very	significant	due	to	the	size	of	the	contracts.	 
Expansion	in	the	emerging	markets.	REC	presence	in	Russia,	Turkey,	Tunisia	and	other	CIS	countries	exposes	it	
to	the	risk	related	to	economic	and	politic	instability,	fiscal	and	exchange	rate	discontinuity.		Mitigating	factors:	
constant	supervision	of	subsidiaries	by	top	management.	 
Market	 competition.	Four	principal	medicines	 (Zanidip®,	 Zanipress®,	 Livazo®	and	Urorec®)	 generated	26%	of	
REC	 revenues	 in	 2016	making	 it	 dependent	 on	 small	 number	 of	 strategic	 drugs	 and	more	 vulnerable	 to	 the	
market	 competition.	Moreover	 three	 of	 them	 are	 positioned	 in	 the	 same	 therapeutical	 area	 (cardiovascular	
diseases).	Mitigating	factors:	REC	is	diversifying	further	its	product	portfolio.	

Legal	risks	
Reimbursement	risk.	The	level	of	reimbursement	depends	strictly	on	the	governmental	decisions	on	spending	
on	healthcare.	 In	 2016	 three	of	 four	main	medicines	of	REC	 (Zandip®,	 Zanipril®,	Urorec®)	 are	 inserted	 in	 the	
class	 A	 list	 of	 fully	 reimbursed	 drugs	 in	 Italy.	 No	 significant	 changes	 are	 expected,	 as	 governments	 tend	 to	
incentive	 generic	 competition,	 instead	of	 reducing	 the	 levels	 of	 reimbursement.	 Another	 risk	 arises	 from	 the	
fact	 that	 a	 drug	 therapy	may	be	 limited	 to	 a	 smaller	 portion	of	 patients,	 thus	 reducing	 the	 initially	 expected	
potential	target.	Mitigating	factors:	geographical	presence	of	the	company	in	different	countries	makes	 it	 less	
vulnerable	on	a	single	country	policies. 
Changes	 in	 the	 regulatory	 framework.	 The	US	 regulation	 do	 not	 heavily	 affect	 REC	 performance,	 as	 it	 sells	
exclusively	orphan	drugs.	Obamacare	had	no	impact	on	company	performance,	and	no	significant	changes	are	
expected	 after	 the	 election	 of	 Donald	 Trump.	 	 Mitigating	 factors:	 REC	 has	 a	 specific	 organizational	 unit	
dedicated	to	monitoring	of	changes	in	regulation,	ready	to	adopt	the	most	appropriate	strategies.		
Pharmacovigilance.	REC	must	 comply	with	 the	 EU’s	 recent	 pharmacovigilance	 legislation	 (in effect	 since	 July	
2012),	which	includes	requirements	for	conducting	pharmacovigilance,	or	the	assessment	and	monitoring	of	the	
safety	 of	medicinal	 products.	 Non-compliance	with	 such	 obligations	 can	 lead	 to	 the	 variation,	 suspension	 or	
withdrawal	of	marketing	authorization	or	imposition	of	financial	penalties	or	other	enforcement	measures.  

Management	&	Governance	
Recordati	family	(Alberto,	Cristina	and	Andrea,	brothers	of	Giovanni	Recordati	and	III	generation	of	the	family)	
controls	 the	company	through	Fimei	S.p.A.	with	a	52%	stake.	The	Board	of	Directors,	appointed	 in	April	2014	
and	 composed	 of	 ten	 members	 was	 led	 by	 Giovanni	 Recordati	 (Chairman	 since	 1999	 and	 CEO	 since	 1990).	
Thanks	to	his	background	in	chemical	engineering	and	management	sciences,	Giovanni	was	able	to	rise	REC	as	
an	international	group	in	the	last	decades.	Following	his	disappearance	in	August	2016,	his	brother	Alberto	was	
named	Chairman	and	Andrea	Vice-chairman	and	CEO.	Renewal	of	the	current	BoD,	composed	of	nine	members,	
is	 expected	 in	 April	 2017.	 Members	 have	 different	 professional	 characteristic	 from	 biologic	 scientific	 to	
economics	and	 law	training	 (Appendix	5.1).	The	BoD	has	set	up	two	committees	with	advisory	and	consulting	
functions:	the	Remuneration	Committee	and	the	Audit	and	Risk	Committee,	both	totally	made	up	by	outsiders.	
REC	complies	with	main	recommendations	of	the	CG	code,	currently	effective	in	Italy	for	listed	companies.	5	out	
of	the	9	directors	of	the	BoD	are	independent,	which	is	more	than	the	minimum	requirements	of	the	CG	code.	

Compensation	Policy	
The	 Compensation	 Policy	 is	 approved	 by	 REC's	 BoD	 on	 the	 proposal	 of	 the	 Remuneration	 Committee.	 The	
annual	salary	is	composed	by	a	fixed	part	and	a	variable	part.	The	fixed	remuneration	component	(GAS)	is	set	at	
a	 competitive	market	 level.	 The	 amount	 of	 short-term	 variable	 remuneration	 is	 linked	 to	 an	MBO	 incentive	
scheme,	with	bonuses	payables	proportionally	to	the	achievement	of	corporate	objectives	and	individual	goals,	
up	 to	 a	 ceiling	 of	 30%	 of	GAS.	 The	measurement	 indicator	 consists	 of	 a	 progressive	 scale,	 the	 lower	 end	 of	
which	corresponds	to	100%	achievement	of	the	objective	and	the	upper	end	corresponds	to	110%	achievement	
of	the	objectives.	The	Group	EBIT	budgeted	is	a	common	objective	to	all	key	management	personnel	subject	to	
this	compensation	scheme.	The	medium	and	long-term	incentive	scheme	adopted	by	the	Company	is	based	on	
the	allocation	of	stock	options	that,	on	the	basis	on	the	current	plans,	are	generally	assigned	on	a	two	yearly	
basis	and	grant	the	right	to	acquire	REC	common	shares	that	the	Company	will	have	purchased	on	the	market	
and/or	are	held	in	Treasury	stock.	The	exercise	price	is	established	on	the	basis	of	the	arithmetic	average	of	the	
share	prices	in	the	period	running	from	the	grant	date	of	the	options	and	the	same	date	of	the	previous	month.	
Total	 options	 granted	 are	 divided	 into	 four	 equal	 tranches	with	 four	 different	 successive	 vesting	 periods,	 in	
order	 to	 ensure	 value	 creation	 in	 the	 medium	 to	 long-term	 horizon.	 The	 exercise	 of	 option	 tranches	 is	
conditional	upon	the	availability	of	budgeted	Group	net	income.	All	directors	are	paid	a	fee	basis,	increased	for	
non-executive	 directors	 in	 relation	 to	 the	 participation	 in	 each	 committee,	 with	 a	 further	 increase	 for	 non-
executive	 directors	 who	 hold	 the	 office	 of	 Chairman	 of	 the	 aforementioned	 Committees.	 Non-executive	
directors	 are	not	 addressees	of	 the	existing	 stock	option	plans.	Chairman	and	Vice-Chairman/CEO	 receive	an	
additional	fee	set	by	the	BoD.	(Refer	to	Appendix	5.2	for	detailed	remuneration	and	stock	option	plans).	

Corporate	Social	Responsability	
From	year	 to	 year	REC	has	always	 shown	 interest	 in	 cooperation	with	associations	directed	at	 improving	 the	
quality	 of	 life.	 To	 stimulate	 research	 has	 also	 established	 an	 international	 award,	 Arrigo	 Recordati,	 which	
annually	 involves	 more	 than	 200	 researchers.	 Moreover,	 through	 the	 Recordati	 Rare	 Disease	 Fondation	
d’Entreprise	constantly	promote	advancing	knowledge	in	the	rare	disease	area	(more	details	in	Appendix	5.3).	

		 Position	 Exec.	 Non	
Exec.	 Indep.	 Indep.	

TUF	

Alberto	
Recordati	

Chairman	&	
CEO	 	 	 	 	

Andrea	
Recordati	
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Chairman	 	 	   
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Director	
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Director	
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Director	
	 	 	 	

Mario	
Garraffo	

Director	
	 	 	 	

Carlo	
Pedersoli	

Director	
	 	 	 	

Fritz	
Squido	

Director	
	 	   

Marco	
Vitale	

Lead	Indep.	
Director		 	 	 	 	

Fig.	24:	Exchange	Rates	
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1. Business Description 
 

 1.1 Canvas Business Model 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

N. Global Presence 

 

“Improve the quality of life and help people to 
enjoy longer, healthier and more productive 

lives” 

KEY PARTNERS: 
  

- Acquisitions 
- Partnerships and 

licensors (Actavis, 
Almirall, Kowa, Plethora 
etc.) 

- Suppliers of equipment 
and raw materials 

- Pharmaceutical buyers 
- Universities and 

research labs 

KEY ACTIVITIES: 
  

- R&D 
- Marketing & 

Distribution 
- Partnerships and 

acquisitions 
- Manufacturing 

(Specialty drugs, OTC, 
Rare deseases, 
Pharmaceutical 
chemicals) 

 

KEY RESOURCES: 
  

- Know-how of 
scientists and 
researchers, strong 
management 

- Patent Protection and 
Intellectual Property 

- R&D and M&A 
capabilities 

  

CUSTOMER RELATIONSHIPS: 
  

- CRM systems 
upgraded to Mobile 
Intelligence 

- Long term retention 
and ethical principles 

CHANNELS: 
  

- Rooted geographical 
presence (subsidiaries 
and direct sales 
representatives) 

- Exclusive license 
agreements 

- Educational programs, 
research sponsorships 
and prizes, foundations 

  

CUSTOMER SEGMENTS: 
  

- B2B2C: mainly hospitals 
and large clinical 
centers; less relevantly, 
wholesalers and 
distributors; to a minor 
extent, pharmacies (just-
in-time specialty drugs 
procurement) 

- B2B: pharmaceutical 
companies in need of 
active ingredients and 
pharma chemicals 

COST STRUCTURE:  
  

- Vertical integration along the value chain and in the 
supply of active ingredients and pharmaceutical 
chemicals reduces transaction costs and risks 

- Main cost items are selling expenses and COGS 
- High R&D investments 
- High investments for global expansion (through 

acquisitions) 

REVENUE STREAMS:  
  

- Sales of patented specialty drugs to patients 
through pharmacies, hospitals and specialists 

- Direct sales of OTC medicines 
- Out-licensing revenues from partners 

VALUE PROPOSITION: 
  

Recordati offers a widely diversified portfolio of specialty and OTC drugs treating cardiovascular, urology and metabolic diseases, 
as well as drugs for the treatment of rare diseases.  Its vertically integrated value chain and its global presence developed through 
effective partnerships and acquisitions ensure that the best quality standards for its offer are always met and that the best 
solutions for the patients needs in Recordati’s fields of expertise are always delivered, thus adding value for the customers. 
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 1.2 Global Presence 
 

 
 
 
 
 

 1.3 SWOT Analysis 
 

 
 

 
 
 
 
 
 
 
 
 

Broad portfolio of pharmaceutical products in diverse therapeutic 
areas (both proprietary and under license)

Significant presence in the growing Central and Eastern European 
markets (through acquisition)

Presence in the high-growth rare diseases segment (through Orphan 
Europe and Recordati rare disease)

Fully integrated business model and medium size (with a value chain: 
research, development, manufacturing and marketing/sales)

Management stability

Weak presence in the US restricting growth(9.08% of total revenues in 
2016)

Medium-sized scale and operations

Patent expires of key brands has exposed Recordati's sales to generic 
erosion

Long time for a new product development

Low level of investment in R&D (7.3% of revenues in 2016)

In-licensing strategy could enhance product portfolio (e.g. in 2014 with 
Apricus for sales of Vitaros®)

Acquisitions are likely to help the company in expanding its product 
portfolio and geographic presence, perhaps entering new markets

Orphan drug designation for Carbaglu in the US for treatment of organic 
acidemias

Arrival of new technologies

Stringent regulations may limit the company's growth

Entry of multinational pharmaceutical companies into Italy are likely  to 
intensify competition

Parallel trade

Patent expire and production/commercialization of generic drugs (e.g. 
Zanidip® patent expiry in 2010)

Threat of substitutes

STRENGTHS WEAKNESSES 

OPPORTUNITIES THREATS 
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 1.4 Partnerships 
 
 

Partnership type Partner Geo Area AGREEMENT 

In-licensing (2016) Meyer Hospital Italy 
Exclusive worldwide licensing agreement covering the know-how developed by the Meyer Hospital in 
Florence (Italy) for the development of a treatment for pre-term babies affected by retinopathy of 
prematurity (ROP).  

In-licensing (2016) ALLERGAN PLC USA 
Agreement to commercialize cariprazine, a novel atypical antipsychotic in Western Europe and in Algeria, in 
Tunisia and in Turkey 

In-licensing (2016) GEDEON RICHTER Italy Rights for the commercialization in Western Europe, Algeria, Tunisia and Turkey of cariprazine 

In-licensing (2015) MERCK KGAA German Rights for Cardicor, bisoprololo, in Italy 

In-licensing (2015) TAKEDA PHARMACEUTICAL CO. LTD. Japan Right for Peptazol in Italy 

In-licensing (2014) APRICUS BIOSCIENCES, INC. USA 
Agreement to market Vitaros®, its topical on-demand product for the treatment of erectile dysfunction 
("ED"), in Spain, Russia, Turkey, Ireland and certain other European and African countries 

In-licensing (2014) PLETHORA SOLUTIONS HOLDINGS PLC 
Great 
Britain 

Right for Fortacin to sell in  Europe, Russia, CSI, Turkey, North Africa 

In-licensing (2013) JEIL PHARMACEUTICAL CO., LTD 
South 
Korea 

Suppliers 

Equity Investment 
(2012) 

ERYTECH PHARMA SA France 
Rights to commercialization and distribution of GRASPA® in Acute Lymphoblastic Leukemia (ALL) and Acute 
Myeloid Leukemia (AML) 

In-licensing (2012) J. URIACH Y COMPANIA SA Spain Rights to sell Wystamm/Rupafin in France, Germany and Italy 

In-licensing (2011) KOWA CO., LTD. Japan Rights for Livazo/Alipza, pitavastatina in Europe, exclude Great Britain and Germany 

In-licensing (2010) ALMIRALL SA Spain Products: Naproxen sodium salt, Silodosine, Teophilline 

In-licensing (2010) NYMOX PHARMACEUTICAL CORP Canada 
Rights to develop and sell NX-1207 in Europe including Russia and the CIS, the Middle East, the Maghreb 
area of North Africa and South Africa (i.e. a total of 81 countries).  The licensing agreement covers the use of 
NX-1207 for the treatment of BPH as the initial indication for development and commercialization. 

In-licensing (2005) IPSEN SA France Right to sell Tenstaten, cicletanina, in France 

In-licensing (2004) KISSEI PHARMACEUTICAL CO., LTD. Japan Right for Urorec/Silodyx/Silosin, silodosina, in Europe 

In-licensing (2001) MYLAN N.V. USA Right for the sale of nitroglycerin transdermal patches, in France and Portugal.  

In-licensing (n.a.) MERCK & CO., INC. USA Rights for Isocef, ceftibuten, to sell in Italy 

In-licensing (n.a.) AMDIPHARM 
Great 
Britain 

Rights to sell TransAct LAT, an anti-inflammatory drug, in Italy and Portugal 

In-licensing (n.a) ROTTAPHARM/MADAUS Italy Rights for Dermatrans®/Epinitril®, nitroglicerina TDS in Spain and France 

2. Industry Overview and Competitive Positioning 
 2.1 Competition along the pipeline 
 

UROLOGY 

Recordati's 
product 

Pipeline stage Disease Competitor 
Competitor's 

product 
Pipeline 

stage 
Product description 

Competition 
threat 

Vitaros®  

Approved by a 
number of 

health 
authorities in 

EU 

Erectile 
dysfunction 

Pentech 
Pharmaceuticals 

with Takeda 

Uprima® 
(apomorphine 
hydrochloride) 

Marketed 

Uprima® is a sublingual formulation of apomorphine for the 
treatment of erectile dysfunction. In clinical trials it worked 
quickly, in as fast as 10 minutes, with a median response 
time of 16-19 minutes. With its sublingual route of 
administration, it is not expected that Uprima® will interact 
with food. Finally, data suggest that Uprima® is safe and 
effective in men with varying severities of erectile 
dysfunction. 

✖ 

Vitaros®  

Approved by a 
number of 

health 
authorities in 

EU 

Erectile 
dysfunction 

MacroChem 
Corp.  

Topiglan® 
(alprostadil) 

Marketed 

Topiglan® is a topical gel for impotence, as opposed to the 
conventional pills such as Viagra and Cialis. It rapidly absobes 
and since it is applied topically, it does not interfere and 
react adversely with other medications that an individual 
may be taking. It works also with men suffering from 
diabetes, hypertension and other cardiovascular diseases. 

✖✖ 

Fortacin®  
Variation of 
EU approval 
completed 

Premature 
ejaculation 

Aytu BioScience Zertane®  
Passed 

phase III 
in EU 

Zertane® is a novel treatment for premature ejaculation in 
oral formulation. These unique pharmaceutical qualities, 
favorable human safety record, and a distinctive non-
standard dosage, differentiate Zertane from other 
treatments for premature ejaculation.The company is now 
pursuing commercial collaborations as it seeks to progress 
Zertane into the final stage of clinical development and, if 
those trials are successfully completed, commercialization 
efforts with leading companies around the world. 

✖ 
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Fortacin®  
Variation of 
EU approval 
completed 

Premature 
ejaculation 

Dong-A 
Pharmaceutical 

DA 8031 
(isobenzofuran) 

Phase II 
development 

in South 
Korea 

DA-8031 is a potent and selective serotonin transporter 
inhibitor developed for the treatment of premature 
ejaculation. Treatment with DA-8031 delays the ejaculation 
latency time without affecting the initiation of mounting 
behavior or post-ejaculatory interval in rats. Furthermore, 
DA-8031 is rapidly absorbed and eliminated after oral 
administration in rats.  

  

REC 0438 
Phase I/II in 

EU 

Ovaractive 
bladder 
(OAB)  

Merck & Co. 
with Kyorin 

MK-4618 / 
Vibegron®  

Phase III 

Vibegron® is a potent and selective Beta 3 Adrenergic 
Receptor Agonist for the treatment of Overactive Bladder 
(OAB). It has no unacceptable toxicity in preclinical species. 
Vibegron® is currently in Phase 3 human clinical trials for the 
treatment of OAB. 

REC 0438 is 
meant to be 

used in patients 
with spinal 

lesions 

 

RARE DISEASES 

Recordati's 
product 

Pipeline 
stage 

Disease Competitor 
Competitor's 

product 
Pipeline 

stage 
Product description 

Competition 
threat 

Carbaglu®  

Approved 
in EU; 

Phase III in 
USA 

Organic 
acidemias 

HemoShear in 
collaboration 

with Pfizer 
NA 

Phase I 
or II 

(depending 
on the 

product and 
disease 
type) 

HemoShear is focusing on a family of disorders called organic 
acidemias. HemoShear and the Children's National Medical 
Center, with which it initiated a collaboration in 2014, have 
jointly selected a specific sub-group of organic acidemias that 
share similar biological pathways and potential therapeutic 
approaches, including propionic acidemia, methylmalonic 
acidemia and two additional metabolic disorders. 

 

Carbaglu®  
New 

formulatio
ns 

Hyperammonae
mia 

Ocera 
Therapeutics 

OCR-002 
(ornithine 

phenylacetat
e) 

Passed 
Phase II 

OCR-002 is an ammonia scavenger designed to rapidly lower 
abnormally elevated systemic ammonia levels 
(hyperammonemia) and treat hepactic encephalopathy in 
patients with liver cyrrhosis and acute liver failure. It is unique 
in that it directly lowers circulating blood levels of ammonia 
through pathways that do not require liver function. It is in 
development as both an intravenous formulation and as an 
oral formulation. It has received the FDA Orphan Drug status. 

✖✖ 

Carbaglu®  
New 

formulatio
ns 

Hyperammonae
mia 

Castle Creek 
Pharma 

CCP-110 
Starting 
Phase II 
in 2017 

CCP-110 is a novel mechanism drug in development for the 
treatment of hyperammonemia in Urea cycle disorders 
(UCDs) that acts by "trapping"ammonia ions in the gut and 
rapidly excreting them from the body. Castle Creek Pharma's 
products are advancing rapidly through development and 
have the potential to enter the market within 2-3 years. 

✖ 

Carbaglu®  
New 

formulatio
ns 

Hyperammonae
mia 

Synlogic SYNB1020 

Filing 
an IND 

and 
starting 
Phase I 
in Q1 
2017 

SYNB1020 is a synthetic biotic designed to remove excess 
ammonia from the blood. It operates from the gut 
microbiome and is engineered to activate a programmed 
metabolic pathway to remove excess ammonia for the 
treatment of UCD and other forms of hyperammonemia. By 
performing these metabolic activities, abnormal levels of 
ammonia in the blood are reduced, compensating for defects 
in the intrinsic urea cycle. SYNB1020 has the potential to 
transform the treatment paradigm for hyperammonemia 
with a highly differentiated, potentially safe and effective oral 
once a day medicine.  

  

Cystadrops® Filed in EU Ocular cystinosis 
Sigma-Tau 

Pharmaceutic
als 

Cystaran® 
(cysteamine) 

Approv
ed by 
FDA 

Cystaran® is the only FDA approved eye drop available for 
treatment of corneal cystine crystals in patients with 
cystinosis. Oral cysteamine has no impact on the formation 
of crystals in the patient's eyes. Cystaran® was granted the 
Orphan Drug designation and is planned to be available in the 
future through specialty pharmacy distribution channels. 

✖✖ 

Graspa® Filed in EU 
Acute 

lymphoblastic 
leukemia (ALL) 

Pfizer 
Inotuzumab 
ozogamicin 

Passed 
Phase 

III 

Inotuzumab ozogamicin is an investigational agent for adults 
with relapsed/refractory acute lymphoblastic leukemia (ALL). 
When inotuzumab ozogamicin binds to the CD22 antigen on 
malignant B-cells, it is thought to be internalized into the cell, 
where the cytotoxic agent calicheamicin is released to 
destroy the cell. It received the Breakthrough Therapy 
designation by the FDA in 2015. Now Pfizer is working closely 
with the FDA and other regulatory authorities with the aim of 
making inotuzumab ozogamicin available for adult patients 
with relapsed or refractory CD22-positive ALL 

Graspa® is to be 
used in patients 

with first 
recurrence of 
Philadelphia 
chromosome 

negative 

Graspa® Filed in EU 
Acute 

lymphoblastic 
leukemia (ALL) 

Casi 
Pharmaceutic
als with Talon 
Therapeutics 

Marqibo® 
Approv
ed by 
FDA 

Marqibo® is a novel, sphingomyelin/cholesterol liposome-
encapsulated, formulation of vincristine sulfate, a 
microtubule inhibitor. Marqibo is approved by the FDA for 
the treatment of adult patients with Philadelphia 
chromosome-negative (Ph-) acute lymphoblastic leukemia 
(ALL) in second or greater relapse or whose disease has 
progressed following two or more anti-leukemia therapies. 
Since it is already approved in the U.S. and marketed by our 
licensor, gaining approval from local regulatory authorities is 
expected to require a shorter timeframe than clinical stage 
drugs. 

✖✖ 
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Graspa® Phase II b  
Acute myeloid 

leukemia (AML)  
Delta-Fly 
Pharma 

DFP-10917 
Phase 

I/II 

DFP-10917 has a unique mechanism of action upon 
prolonged administration at a low dose. Under such 
administration, DFP-10917 is converted to its nucleotide 
form and then incorporated into DNA in tumors to cause DNA 
strand breaks resulting in G2/M phase-arrest by cell-
checkpoint regulators and ultimately the apoptosis of tumor 
cells. The phase II study was initiated based on an acceptable 
safety profile. In phase II, the therapeutic efficacy of the DFP-
10917 will be evaluated in relapsed or refractory acute 
myeloid leukemia (AML), or patients aged ≥ 60 years with 
newly diagnosed AML. Enrollment of the phase II study is 
ongoing. 

Graspa® is to be 
used in patients 

>65 unfit for 
chemotherapy 

Graspa® Phase II b  
Acute myeloid 

leukemia (AML)  

Eisai - Marketed 
in EU by Janssen 

(Johnson & 
Johnson) and in 
US and Canada 

by Otsuka 

Dacogen® 
(decitabine) 

Phase 
III - 

Authorize
d for 

marketing 
in EU in 

2014 

The European Commission has approved the marketing 
authorisation for DNA methylation inhibitor Dacogen® for the 
treatment of adult patients (age 65 years and above) with 
newly diagnosed de novo or secondary acute myeloid 
leukaemia (AML), according to the World Health Organisation 
(WHO) classification, who are not candidates for standard 
induction chemotherapy. Dacogen® also has Orphan Drug 
designation for the treatment of AML. 

✖✖ 

Graspa® Phase II b  
Acute myeloid 

leukemia (AML)  
Bio-Path  BP100-1-01 Phase II 

BP100-1-01 is Bio-Path's lead product candidate. BP1001 is a 
neutral-charge, liposome-incorporated antisense drug 
substance designed to inhibit Grb-2 protein expression. 
Suppressing the function or expression of Grb-2 should 
interrupt its vital signaling function and have a therapeutic 
application in cancer. Efficacy and pharmacokinetics data 
from the safety segment of the phase II trial in Acute myeloid 
leukemia were released by Bio-path holdings in June 2016. 
BP100-1-01 received the Orphan Drug designation in Europe 
in November 2016. 

✖ 

3. Financial Analysis 
 3.1 Historical Financial Analysis  
 
Sales. Main revenue growth drivers have been the development and strengthening of the Group presence in emerging markets, mainly in Central and Eastern Europe; 
the growth in the orphan drugs market segment overall, which is the segment where REC has planned to focus its R&D efforts; the expiry of patents for proprietary 
products and the ability to face generics competition; the ability to negotiate and renegotiate licensing-out agreements for the distribution and sales of non-proprietary 
products; the success of its R&D investment and the introduction of new products in the market; the benefits deriving from M&A operations. 
It is worth to mention that the total revenues figures also include royalties and up-front payments referring to the licensing-out of corporate products, in addition to net 
sales for the proprietary and licensed products. Royalties and up-front payments give us an idea of the impact of license-out agreements on total revenues for REC, which 
is overall positive and increasing over the period under consideration. 

Margins. We can see from Chart 1 that REC has been able to sustain a good profitability in terms of EBITDA margins despite the decrease in total revenues in 2010 and 
the slowdown in the growth rate in 2014. For instance, in 2010 the Group’s profitability was more or less in line with 2009 while including considerable expenditures in 
R&D. The generally positive trends are explained by a sustained growth in sales, particularly international sales, and the shift towards more profitable segments over the 
period, particularly the treatment of rare diseases, which have positively rewarded the increasing investments in R&D. EBITDA margin slightly decreased in 2010, due to 
a decrease in sales which squeezed margins, and in 2012, as a result of an increase in direct costs of production (COGS) and R&D investments. 
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We can see from the graphs that 2010 and 2012 were two critical years as far as marginality is concerned, for different reasons. After that, REC has been able to constantly 
improve its profitability up to 2016, showing a very promising trend in recent years. On the cost side, COGS are usually between 31.5% and 35.5% of revenues and, after 
a peak in 2012 (35.44% of net revenues), REC has been able to contain their percentage of sales and decrease their impact on gross margins. Selling expenses have varied 
between 28% and 33% of total revenues over the last 10 years. After a period of steady decrease, they reached a peak of 30.47% of total revenues in 2011, as a result of 
the program of expansion of the existing distribution channels, following the launch of new drugs (Livazo® and Alipza®) and new marketing agreements (Procto-Glyvenol® 
from Novartis), as well as the penetration in key emerging markets (particularly relevant is the acquisition of Dr. F. Frik Ilaç in Turkey). The considerable relevance of this 
expense item (more than R&D expenses) reveals the importance of marketing and distribution activities for REC. G&A expenses range between 4.7% and 6% of total 
revenues. They tend to be higher in recent years because of the international expansion and the increasing complexity of the business. R&D expenses amount to 8% of 
total revenues on average. Their trend was fluctuating over the last 10 years, consistently with the development needs along the pipeline. The peak of investment in R&D 
in relative terms was reached in 2010 (€ 68.84 mln, 9.45% of total revenues), when there were 10 products in pipeline, including many new products and Livazo®/Alipza®, 
which were launched the year after. Overall operating expenses are declining as a percentage of total revenues, with REC trying to exploit the profitable way of orphan 
drugs that it paved since 2008. 
Margins differ across the different segments: according to Company disclosures, the Orphan Drugs segment has higher EBIT margin (44.6%) than the Primary Specialty 
care segment (25.2% or 26.0% excluding non-recurring expenses of € 7.0 mln resulting from the acquisitions of Italchimici S.p.A. and Pro Farma AG in 2015), particularly 
due to the light commercial structure and flexible business model in place for the Orphan Drugs segment, resulting in lower associated selling expenses. The margins of 
both segments have improved over the years, thanks to better synergies and leverage effects in the existing commercial structures. 
REC has Gross Margin and EBITDA Margin in line with the industry, overperforming some competitors and underperforming others in terms of profitability. Values for 
EBITDA and EBIT (and corresponding margins) are closer to each other, denoting less relevant values for depreciation and amortization for REC with respect to other 
companies. REC is also well positioned in terms of EBIT and Net Income margins. 
 
CAPEX. Historical low level of CAPEX, ranging from 1% to 3% of total revenues approximately, and increasing in the last five years, in line with the trend in the 
pharmaceutical industry. Group’s Capital expenditures aim at covering the depreciation figures for the years and at improving the Group’s production plants and 
headquarters. In particular, main investments included € 7.3 mln in 2015 for the Milan production plant and headquarters and € 21.0 mln for the advancement of 
activities connected with the construction of a new production plant in Turkey. Other important capital investments were made since 2009 for the improvement of the 
production plants in Saint Victor (France) and in Campoverde di Aprilia (Latina). 
 

(€ mln) 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 
Capital Expenditures  6.64 6.171 13.307 7.962 8.237 6.866 11.447 12.325 22.231 31.239 

% of sales 1.15% 0.98% 1.93% 1.07% 1.13% 0.90% 1.38% 1.31% 2.25% 2.98% 

 

Net working capital. 
(€ mln) 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 

Trade receivables 123.418 134.454 137.015 132.621 126.575 141.231 155.36 179.78 179.03 177.22 
Inventories 74.67 74.737 83.087 86.627 85.19 108.251 126.39 140.43 141.22 143.09 

Other current assets 12.791 28.031 25.087 25.597 29.559 24.509 27.147 30.342 37.243 34.163 
Current assets 210.879 237.222 245.189 244.845 241.324 273.991 308.89 350.55 357.5 354.48 

% change  12.49% 3.36% -0.14% -1.44% 13.54% 12.74% 13.48% 1.98% -0.84% 
Trade payables 71.537 80.343 88.598 81.751 93.068 98.678 106.93 107.16 112.54 106.6 

Tax payable 22.076 15.762 10.278 12.555 9.691 12.091 9.789 15.951 12.541 14.592 
Other current liabilities 49.051 51.29 62.626 70.901 75.569 80.496 74.986 101.12 91.573 102.71 

Current liabilities 142.664 147.395 161.502 165.207 178.328 191.265 191.7 224.22 216.65 223.9 
% change  3.32% 9.57% 2.29% 7.94% 7.25% 0.23% 16.97% -3.38% 3.35% 

Net working capital 68.215 89.827 83.687 79.638 62.996 82.726 117.19 126.32 140.85 130.58 
% of sales 11.84% 14.29% 12.13% 10.65% 8.65% 10.86% 14.15% 13.42% 14.26% 12.46% 
% change  31.68% -6.84% -4.84% -20.90% 31.32% 41.66% 7.79% 11.50% -7.29% 

 
Cash flows. The Group has always produced positive net cash from operating activities, and the stream has rapidly increased after 2007, hence right after the acquisition 
of Orphan Europe and the entrance in the highly profitable Orphan Drugs segment. The impact of changes in net working capital on cash flows from operating activities 
is not linear (negative in 2007, 2011, 2012 and 2014, positive in the other years) and accounts for 8.80% of CFO on average. 
 
Dividends. REC paid € 110.8 mln in dividends in 2015, recording +20% in DPS with respect to 2014 figures. Actually, except for the years 2010 and 2012, in which DPS 
remained constant, REC has always approved an increase in dividends per share, in accordance with the yearly results. According to the Group’s plans for past years, the 
intention was to maintain a dividend payout ratio of 50% of net income, this target was met only in 2010-2011-2012 and in 2015, with a peak of almost 80% payout ratio 
in 2011.The dividend yield (computed on year-end prices) shows a waving trend over the last ten years, reaching 2.50% in 2015. 
 

(€ mln) 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 
Dividends paid 27.53 36.96 42.22 49.26 54.36 93.14 61.35 64.64 75.40 110.77 

Dividends per share 0.185 0.215 0.250 0.275 0.275 0.300 0.300 0.330 0.500 0.600 
Dividend/Net Income 37.19% 43.55% 42.04% 44.55% 50.06% 79.99% 51.78% 48.36% 46.77% 55.72% 

Dividend Yield 3.18% 3.51% 6.46% 5.29% 3.90% 5.38% 4.34% 3.15% 3.89% 2.49% 
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Buybacks. REC has authorized and initiated 7 share buyback programs since 2006 (the last one was initiated in November 2016) as per authorization of the Shareholders 
Meetings, which involve the acquisition of REC ordinary shares for the servicing of current and future stock option plans in favor of certain Group employees, and respond 
to the market practice of constituting a treasury stock of own shares, as allowed by Consob. 
At year-end 2015, 3,685,358 shares are held as treasury stock, a decrease of 1,022,312 shares compared to those held in 2014. This change is due to the sale of 1,935,000 
shares for an amount of € 11.8 mln, and to the purchase of 912,688 shares for an amount of € 17.7 mln. The total cost incurred for the purchase of the current treasury 
stock is € 35.1 mln and the average purchase price is € 9.51. Share buybacks employed 12.09% of cash flow from operations available on average, but have been always 
compensated by sales, given that treasury stocks are held for the mere purpose of stock option compensation. 

(€ mln) 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 
Share buyback 10.24 29.86 0.00 0.00 0.00 15.87 0.00 8.83 7.13 17.73 

% of CFO 10.60% 32.52% 0.00% 0.00% 0.00% 13.07% 0.00% 5.19% 3.98% 7.17% 
Sales of Treasury stock 0.00 1.41 0.00 0.00 6.23 15.24 5.64 15.32 13.14 11.75 

Change in treasury stock  10.24 28.45 0.00 0.00 -6.23 0.64 -5.64 -6.49 -6.01 5.98 
Treasury stock 30.65 59.10 59.10 59.10 52.58 53.22 46.25 37.79 30.73 35.06 

% Treasury stock 2.45% 5.49% 5.49% 5.49% 4.88% 4.68% 3.93% 3.00% 2.12% 2.01% 

 

 3.2 REC Organic Revenues Forecast 
 
 
 
 
 
 
 
 
 
In order to forecast REC’s future revenues, we adopted an econometric approach through which we estimated the main sources of growth of REC’s business. Instead of 
focusing on the geographical revenues or on the main therapeutic areas, for which there were not a satisfactory amount of data, we focused on the main corporate 
products, OTC and orphan drugs, and chemicals. 
To isolate each series, we used company’s annual and quarterly reports (when there was data availability). 
The econometric framework in which we operate is the Bayesian Model Averaging (BMA), which is an application of Bayesian inference on problem of model selection 
and combined estimation and prediction. This type of procedure is consistent with a low number of observations, and consequently it is useful when a researcher wants 
to consider model uncertainty. In principle, the BMA aggregates different forecasts generated from 𝑀1, 𝑀2, … , 𝑀𝑘 models and X regressors, weighting each series 
considering the posterior probability coming from Bayes’ theorem: 

𝑝(𝑀𝑘|𝑦, 𝑋) =
𝑝(𝑦|𝑀𝑘, 𝑋)𝑝(𝑀𝑘)

𝑝(𝑦|𝑋)
=

𝑝(𝑦|𝑀𝑘, 𝑋)𝑝(𝑀𝑘)

∑ 𝑝(𝑦|𝑀𝑘 , 𝑋)𝑝(𝑀𝑘)2𝐾

𝑘=1

∝ 𝑝(𝑦|𝑀𝑘 , 𝑋)𝑝(𝑀𝑘) 

In other words, the posterior model probability 𝑝(𝑀𝑘|𝑦, 𝑋) is proportional to the marginal likelihood of the model, i.e. the probability of the data given the model 𝑀𝑘) 
times prior model probability, i.e. how probable the researcher thinks model 𝑀𝑘 before looking at the data. In the end, the expected value for any statistic 𝜃 (e.g. the 
coefficients 𝛽𝑘): 

𝐸(𝛽𝑘|𝑦, 𝑋) = ∑ 𝐸(𝛽𝑘|𝑀𝑘 , 𝑦, 𝑋)𝑝(𝑀𝑘|𝑋, 𝑦)2𝐾

𝑘=1 . 
𝐸(𝛽𝑘|𝑦, 𝑋) is the weighted expected value of 𝛽𝑘with the weights determined by the performance of the model and the prior beliefs.  
A common choice of the prior distribution, and the one used in our case, is the uniform distribution. Hence the weights are simply determined by a performance 
measure. Since our ultimate goal is to have an accurate forecast, the performance weight taken into account is the reciprocal of the Mean Squared Error (MSE), that is: 

𝑤𝑖 =
𝑀𝑆𝐸𝑖

−1

∑ 𝑀𝑆𝐸𝑖
−1𝑀

𝑖=1

 

where 𝑀𝑆𝐸 =
∑ (𝑦𝑖−𝑦𝑖)̂𝑛

𝑖=1
2

𝑛
. 

We estimated different models according to the different REC’s businesses. In order to take into account both the data self-explanatory power and external revenues 
drivers, we estimated linear regression models with potentially highly correlated regressors, trend regressions, exponential smoothing models and ARMA models.  
The first step was to estimate the linear regressions. Using Factset, World-Bank Group, Fred St. Louis and World Health Organization datasets we obtained a long list of 
regressors, including: private health expenditure (% GDP), public health expenditure (% GDP), population growth, population ages 65 and above (% total), out-of-pocket 
health expenditure (% total), out-of-pocket health expenditure (% private) and life expectancy at birth, for each country in which REC operates. The linear regressions 
kept for the averaging process were only the ones whose 𝛽𝑘 was significant at the 1% level.  
The second step was to forecast each series using the linear model estimated. In order to do so we forecasted each regressor using ARMA models.  
The final step was to aggregate each series forecasted with the regression, trend, exponential smoothing and ARMA models, using the already explained procedure.  
Some exceptions to this procedure were taken according to the different types of products, extraordinarily factors such as a patent expiration and to different data 
frequency or availability. Moreover, short term forecasts were modified in order to take into account the 2017-2019 REC’s business plan. 
Significant exceptions are reported below: 

• Main corporate products: regressors included in the model takes into consideration both the sales drivers and the country in which the drug is marketed, i.e. 
regressors are country specific. Variables include: public and private health expenditure (health expenditure per capita and in percentage of GDP), demographic 
trends (ageing, life expectancy), out of pocket expenditure and GDP growth. Sales of Zanidip® was kept fixed at €110 mln in accordance with management guidance 
(Source: REC 2016 FY results call).  

▪ Local products: considering the scarcity of the data we could not reliably apply the statistical procedure, hence we used the estimates provided by EvaluatePharma® 
for each therapeutic area to which the drugs belong to.  

▪ Other corporate products: since no product breakdown was available, we considered the global pharmaceutical 17-22 CAGR provided by EvaluatePharma®. 
▪ OTC: sales are expected to be in line with GDP growth of the countries in which they are marketed, hence an average growth rate was calculated as a proxy of long 

term growth.  
▪ Orphan Drugs: sales drivers are different from the ones of corporate drugs and have not been included as regressors. Only time series models and the estimates 

provided by EvaluatePharma® have been considered. 
▪ Pipeline products: since no historical data was available, the expected peak sales provided by the management and the statistics about the percentage of peak 

sales reached every year were used in order to provide reliable estimates. Given the high uncertainty of this forecast, Monte Carlo simulations were performed 
taking into consideration the range of peak sales provided by the management. Assumptions on the expected launch year and peak sales are based on Management 
guidance. 

 Main Drugs 
Corporate 

Drugs 
OTC Orphan Drugs Chemicals 

CAGR 2017 – 2022 4.16% 6.88% 2.38 7.89% 2.88% 

Rev. (€mln) 
2017 306.719 802.019 191.127 207.954 40.579 

2022 376.098 1118.521 214.994 308.945 46.772 

% on Rev. 
2017 25.67% 64.59% 15.39% 16.75% 3.27% 

2022 23.05% 66.21 12.73% 16.87% 2.77% 
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According to a recent study, a pharmaceutical drug is expected to achieve 11% of peak sales in year 1, 31% in year 2, 58% in year 3, 76% in year 4, 89% in year 5 and 
100% in year 6 (Source: Nature Reviews: Drug Discovery). According to these base figures a Monte Carlo simulation was performed to determine annual revenues. The 
underlying statistical distribution are triangular distribution with min and max provided by the management guidance. 

 

 3.3 REC Inorganic Revenues Forecast 
In order to forecast inorganic revenues, i.e. revenues resulting from M&A, we proceeded in the following way: 

1. We forecasted net income and FCFFs from organic revenues estimated with the BMA model explained in Appendix 3.2. 
2. In accordance with management guidance, we assumed that, after payment of dividends, all retained earnings are available for M&A at 3x sales. In order to 

be conservative, we invest the majority of the retained earnings for M&A up to 2019 and a small part afterwards (since we have no guidance. Hence 1/3 of 
Net Income*(1-payout ratio) of year t is added to revenues of year t+1 (except for 2017 where there is no acquisition planned) 

3. Since the target price does not take into consideration all potential revenues resulting from synergies, we made some assumptions in order to incorporate 
them. According to a recent research (source: EY), buyers incorporate approximately 1/3 of total synergies in the bid price. The other part of synergies must 
be added on top of inorganic revenues. Moreover, synergies do not last forever but have a limited time horizon. Since REC operates in the fast-paced 
pharmaceutical industry, and since according to the management will mainly do bolt-on acquisitions (which creates mainly revenues synergies that do not 
serve competitive advantage forever) we assumed a synergy time horizon of three year.  

4. We finally considered the remaining part of the synergies as the PV of the three years future CFs from synergies (buyers estimate the future value of synergies 
and actualize it) 

In the table below are summarized main calculations 
 2016 2017E 2018E 2019E 2020E 2021E 2022E 

Organic revenues 1153.7 1241.7 1316.8 1417.5 1517.6 1606.2 1689.2 
Net income 237.4 246.9 281.8 316.0 325.3 347.4 366.8 
Payout ratio 56% 57.50% 58.20% 58.40% 59.02% 59.63% 59.92% 

Retention ratio 44% 42.50% 41.80% 41.60% 40.98% 40.37% 40.08% 
Available for acquisitions 104.4 141.04 133.12 176.8 178.5 178.4 154.5 
Invested for acquisitions 144.9 0 123.31 135 50 55.3 0 

Increased revenues in t+1 48.3 36.68 41.1 45 16.7 21.7 0 
Synergy in t+1 (lasts 3 years) 36.68 0 31.2 34 12.7 14 0 

Adjusted revenues 1153.7 1326.7 1353.5 1526.5 1627.8 1700.7 1768.4 

 

 3.4 FCFF assumptions 
Forecasts assumptions 2017E-2022E 
COGS – We forecast constantly and slightly increasing gross margins, from 72.52% in 2016 to 72.92% in 2022E (+40 bps during the period). This belief is supported first 
of all by a favorable product mix developed by REC. Indeed, the effect on marginality of the price erosion expected for Zanipress® following patent expiration in 2017 will 
be compensated by the increasing weight of orphan drugs on the Group’s portfolio, which are characterized by lower COGS with respect to primary & specialty 
treatments. Moreover, diversification through the OTC business is a way to reduce the risk from the pricing pressures that are more evident on the more traditional 
prescription, reimbursed products. Secondly, REC is confident about pricing for new products to be launched in the years to come. We also expect that new plants opened 
in Turkey will contribute to enhancing the productive efficiency and operations. On the other hand, critical mass still needs to be reached in some markets (i.e. Eastern 
Europe), which may prevent from developing economies in production costs and supply chain. 
Selling expenses – We expect selling expenses to slightly increase up to 27.14% of sales in 2018E to support the launch of new products expected for the first years of 
our forecasting period with pre-marketing activities. Then we forecast a decrease to 26.50% of sales in 2022E, because we expect REC to grow organically for a large 
proportion without significant addition in terms of infrastructure. Also, we believe that the new therapeutic area drugs (i.e. cariprazine treatment for schizophrenia) can 
be promoted on the market with a small specialty sales force, given REC’s basic expertise on the field already developed in the past. Moreover, we observe an increasing 
reliance on the orphan drugs segment in terms of percentage of total sales. Given the different commercial and distribution structure of this segment, which is based on 
personal contacts of field specialists and therefore is lighter and more flexible with respect to the primary & specialty one, we can infer that total selling expenses will be 
overall reduced in the long term. We also expect REC to increasingly exploit synergies between primary, specialty and OTC distribution networks. 
G&A expenses – G&A expenses are expected to decrease from 5.12% of sales in 2016 to 4.57% in 2022E. We assume REC will continue leveraging its organization and 
without any important addition in terms of costs and infrastructure. We consider the international organization is now fully established so that REC can continue to 
exploit synergies and achieve economies under these points of view. We assume bolt-on acquisitions forecasted for the future to not complicate further REC’s 
organization. 
R&D expenses – We expect R&D expenses to grow from 7.25% of sales in 2016 to 7.50% in 2017E and to 8.00% in 2019E, in accordance with the latest management 
guidance. REC still believes R&D to be an important source for its development, hence justifying this future increase in this expense item. As far as primary & specialty 
care, they will be focusing on the development of specialty care, which is an extremely important cash generating business for the whole Group, less on the primary 
business at least for the European business. Lifecycle management initiatives will be also started on some key assets, both corporate and at the local level, in order to 
reinforce franchises and protect before the arrival of generics. As far as orphan drugs are concerned, internal new product development is privileged (i.e. Cystadrops®) 
and early stage clinical development products will also be considered, as long as they have some clinical evidence. Lifecycle management activities will be also carried 
out (i.e. Carbaglu® is being reformulated and a new indication expansion is under development in the US). Replenishment and reinforcement of the product pipeline will 
also be the result of partnerships with research institutions and discovery companies, which allows to share R&D investments hence keeping this expense item at relatively 
contained levels. 
Other operating expenses – This expense item includes mainly extraordinary or non-recurring expenses linked with re-organization after key acquisitions or investment. 
Since we infer that this expense figure for 2016 (1.09% of sales) was indeed out of normal operations, we project a stable 0.90% for the years 2017E-2020E (historical 
average) to take into account possible costs of the acquisitions we forecast for these years, and 0,20% of sales subsequently. 
Interest expenses – We defined these expense item as a percentage of long term debt and we set a constant 3.17% of long term debt for the forecasting period, in 
accordance with the Company disclosures on this matter. Interest expenses have decreased over the last 10 years, as a result of continuous refinancing of medium-long 
term debt when interest rates were more favourable. 
Tax rate – We forecast an income tax rate that is stable at 25% of pre-tax income over the forecasting period.  
Forecasts assumptions by segment 
We studied separately the business models related to the orphan drug segment and to the primary & specialty care segment to make our assumptions to separate free 
cash flows. What is important in our assumptions is that they start or ultimately collapse into a different EBIT margin for the two businesses, disclosed as of 2016FY 
preliminary results.  
Gross margin – Prices of orphan drugs per treatment episode can be very high. REC is currently present with some high-priced products (i.e. Carbaglu®), but offers also 
cheaper alternatives with respect to competitors (i.e. Cystagon® is more than 10 times cheaper than direct competitors in the European market), believing that payers 

Drug Expected Launch Estimated Peak Sales 

Cariprazine 2018 100mln 

Graspa 2018-19 25mln-30mln 

Fortacin 2017 20mln-30mln 
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are still careful about the availability of cheaper yet valid alternatives. Given that there is a more direct contact between the drug manufacturers and the patients affected 
by rare diseases, leading to a kind of “just-in-time” production, COGS are assumed to be lower for this business than for primary & specialty, for which a more careful 
demand forecast must be performed. As a result, we assume orphan drugs’ COGS to be in the range of 24.50% of sales, while primary & specialty care treatments’ COGS 
range between 27.50%-28.00% of sales, although decreasing over the years, for the reasons outlined for the total Group’s COGS. 
Selling expenses – Orphan drugs distribution activities are based on few centralized centres, replicating the organizational structure of Orphan Europe, acquired in 2007. 
Selling and commercial activities are carried out by so-called “orphan drugs specialists”, characterized by high level of education and expertise on the field, who meet 
the doctors engaged in the discovery and diagnosis of rare diseases and must be able to deal directly with the patients and the research/hospital centres. Differently, the 
primary & specialty care segment requires a more consolidated and heavier commercial and distribution structure, which must be able to deal with a plurality of clients: 
doctors and specialists for the prescription drugs (presence in medical congresses and educational programs in hospitals) and pharmacies and final consumers in the 
case of OTC (pharmacists are meant to be the influencers in the buying process, but final consumers are expected to be reached also through advertising and brand 
recognition initiatives). For these reasons, we assume orphan drugs selling expenses to be around 17.80% during the period, while for the primary & specialty care we 
assume selling expenses amounting to 28.50% of sales approximately, with a general decreasing trend. 
R&D expenses – We assume R&D expenses for orphan drugs to tend to 8.15% of orphan sales, and R&D expenses for primary & specialty treatments to be in the range 
7.40%-7.90% approximately. This shift towards orphan drugs is only apparent and in relative terms. Basing on the most recent management guidance, differently from 
primary & specialty care, in orphan drugs early stage development products are also considered when targeting investments in pipeline, which entails higher risk 
associated with the final approval result of each product candidate, and requires more pipeline candidates to be considered at the same time for these segments. It i 
salso true that the financial risk associated with orphan drugs candidatesi is lower, because the Group needs to run trials on much smaller patient pools. Primary & 
specialty care R&D activities are more concerned with reformulation of currently marketed products and extension of marketing approval in new countries. Anyway, 
overall the orphan business appears to be relatively more R&D intensive with respect to the primary & specialty care, for which the commercial and distribution 
component is more prominent. 
Other expenses – This expense item includes G&A expenses and non-recurring expenses linked to acquisitions. Given that the primary & specialty segmenti is backed by 
a stronger organization, which needs to be administered and maintained, and that all of our acquisitions will be in the primary & specialty care area, we assume that the 
bulk of this expense item will be devoted to the primary & specialty segment (from 7.20% of sales in 2016 to 5.59% of sales in 2022E), while the orphan business will 
record 0.90% of its sales under this expense item, due to the lighter and more flexible organization and to a smaller geographical presence with respect to the other 
segment. 
D&A – We assume the same percentage of sales of the Group as a whole (3.80%) for both businesses. 
Invested capital, CAPEX, Changes in WC – We divided these items between the two business according to each business’ weight on the total Group’s sales. 
Forecast assumptions for the second timeframe (2023E-2035E) 
We developed forecasts for an extended timeframe for the purpose of DCF valuation, for both the segments.  
Revenues – We let both YoY revenues growth to decline linearly up to the long term growth rates. 
Invested capital – We expect a decreasing growth rate in invested capital for both segments. For the orphan segment, invested capital including Goodwill in percentage 
of sales is decreased from 1.38 in 2023E to 1.20 in 2035E, similarly if we exclude goodwill (from 1.24x to 1.08x orphan sales), considering future market saturation. For 
the primary & specialty segment, we assume a constant percentage of sales throughout the period (1.05x primary & specialty sales including goodwill and 0.75x excluding 
goodwill). 
ROIC – We let ROIC decrease for both segments in order to let it match the long term ROIC of the pharmaceutical industry, which is around 20% (Source: McKinsey). In 
particular: 

• Orphan drug segment: 
o ROIC including Goodwill: YoY growth rate of -2.08%, down to 19.11% in 2035E 
o ROIC excluding Goodwill: YoY growth rate of -3.00%, down to 24.58% in 2035E 

• Primary & specialty segment: 
o ROIC including Goodwill: YoY growth rate of – 0.99%, down to 16.41% in 2035E 
o ROIC excluding Goodwill: YoY growth rate of – 2.24%, down to 22.84% in 2035E 

Larger YoY decrease in the orphan business is justified by the higher starting point for ROIC. Profitability on invested capital is still higher in this segment than in primary 
& specialty. 
Other items – D&A is maintained at current levels throughout the period for both segments. CAPEX in the long term is just meant to cover depreciation and 
amortization expenses. Changes in WC are slightly decreased each year for both businesses. 

 

 3.5 Financial Analysis 
Revenues by Business Breakdown 

Amounts in €mln 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 

Zanidip® 108.709 109.245 115.707 114.000 110.000 110.000 110.000 110.000 110.000 110.000 

% chg. YoY -5.12% 0.49% 5.92% -1.48% -3.51% 0.00% 0.00% 0.00% 0.00% 0.00% 

% Sales 11.54% 11.06% 11.04% 9.88% 8.86% 8.35% 7.76% 7.25% 6.85% 6.51% 

Zanipress® 59.829 61.272 65.675 69.100 66.253 63.207 60.532 57.981 55.720 53.602 

% chg. YoY 21.30% 2.41% 7.19% 5.22% -4.12% -4.60% -4.23% -4.22% -3.90% -3.80% 

% Sales 6.35% 6.21% 6.26% 5.99% 5.34% 4.80% 4.27% 3.82% 3.47% 3.17% 

Livazo® 22.516 25.518 28.418 35.100 36.182 40.477 44.788 49.060 53.338 57.591 

% chg. YoY 38.09% 13.33% 11.36% 23.51% 3.08% 11.87% 10.65% 9.54% 8.72% 7.97% 

% Sales 2.39% 2.58% 2.71% 3.04% 2.91% 3.07% 3.16% 3.23% 3.32% 3.41% 

Urorec® 46.737 59.052 68.275 85.200 94.283 106.421 118.569 130.695 142.809 154.904 

% chg. YoY 42.75% 26.35% 15.62% 24.79% 10.66% 12.87% 11.42% 10.23% 9.27% 8.47% 

% Sales 4.96% 5.98% 6.51% 7.38% 7.59% 8.08% 8.36% 8.61% 8.89% 9.17% 

OTC 151.602 173.775 177.057 185.780 191.127 196.186 200.941 205.596 210.239 214.994 

% chg. YoY   14.63% 1.89% 4.93% 2.88% 2.65% 2.42% 2.32% 2.26% 2.26% 

% Sales 16.10% 17.60% 16.90% 16.10% 15.39% 14.90% 14.18% 13.55% 13.09% 12.73% 

Other Corporate Drugs 392.640 401.659 403.442 437.530 495.301 537.573 592.669 650.123 698.381 742.423 

% chg. YoY   2.30% 0.44% 8.45% 13.20% 8.53% 10.25% 9.69% 7.42% 6.31% 

% Sales 41.70% 40.68% 38.51% 37.92% 39.89% 40.82% 41.81% 42.84% 43.48% 43.95% 

Orphan Drugs 127.866 123.183 153.13 186.800 207.954 221.102 246.872 269.721 290.080 308.945 

% chg. YoY 68.56% -3.66% 24.31% 21.99% 11.32% 6.32% 11.66% 9.26% 7.55% 6.50% 

% Sales 13.58% 12.48% 14.60% 16.19% 16.75% 16.79% 17.42% 17.77% 18.06% 18.29% 

Pharmaceutical 
chemicals 

31.731 33.652 36.056 40.390 40.579 41.879 43.147 44.385 45.593 46.772 

% chg. YoY 2.55% 6.05% 7.14% 12.02% 0.47% 3.20% 3.03% 2.87% 2.72% 2.59% 



CFA Institute Research Challenge                                                                                                                                                                                  23rd February 2017 

21 
 

% Sales 3.37% 3.41% 3.44% 3.50% 3.27% 3.18% 3.04% 2.92% 2.84% 2.77% 

Profit & Loss 
(€ mln) 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 
Sales 941.6 987.4 1,047.7 1,153.9 1,326.7 1,353.5 1,526.5 1,627.8 1,700.7 1768.4 
% growth 13.68% 4.86% 6.11% 10.14% 14.97% 2.03% 12.78% 6.63% 4.48% 3.98% 
Cost of Goods Sold (COGS) excl. D&A 292.6 284.3 296.7 317.1 363.2 368.8 415.2 441.3 460.7 478.9 
% sales 31.08% 28.79% 28.32% 27.48% 27.38% 27.25% 27.20% 27.11% 27.09% 27.08% 
Gross Income 649.0 703.1 751.0 836.8 963.4 984.7 1,111.3 1,186.5 1,240.0 1,289.5 
% of sales 68.92% 71.21% 71.68% 72.52% 72.62% 72.75% 72.80% 72.89% 72.91% 72.92% 

Selling expenses 275.2 282.9 293.2 310.1 358.5 367.3 412.6 437.1 455.8 468.6 
% sales 29.22% 28.66% 27.99% 26.87% 27.02% 27.14% 27.03% 26.85% 26.80% 26.50% 
G&A expenses 54.09 57.17 58.98 59.10 66.33 66.19 72.20 75.69 78.23 80.81 
% sales 5.74% 5.79% 5.63% 5.12% 5.00% 4.89% 4.73% 4.65% 4.60% 4.57% 
R&D expenses 74.73 85.27 76.74 83.70 99.50 101.51 122.12 130.22 136.06 141.47 
% sales 7.94% 8.64% 7.32% 7.25% 7.50% 7.50% 8.00% 8.00% 8.00% 8.00% 
Other Operating Expense 14.9 3.9 5.0 12.6 11.9 12.2 13.7 14.6 3.4 3.5 
% sales 1.58% 0.39% 0.48% 1.09% 0.90% 0.90% 0.90% 0.90% 0.20% 0.20% 
EBITDA 230.1 273.8 317.0 371.3 427.2 437.5 490.6 528.9 566.5 595.1 
% of sales 24.44% 27.73% 30.26% 32.18% 32.20% 32.32% 32.14% 32.49% 33.31% 33.65% 

Depreciation and Amortization 34.7 42.8 38.5 43.8 50.4 51.4 58.0 61.9 64.6 67.2 
% sales 3.69% 4.33% 3.67% 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 
Depreciation 9.7 11.2 11.9 12.5 15.1 15.4 17.4 18.6 19.4 21.9 
Amortization 25.0 31.6 26.5 31.3 35.3 36.0 40.6 43.3 45.2 49.9 
EBIT (Operating Income) 195.4 231.0 278.5 327.5 376.8 386.0 432.6 467.0 501.9 527.9 
% of sales 20.75% 23.40% 26.58% 28.38% 28.40% 28.52% 28.34% 28.69% 29.51% 29.85% 

Interest Expense 7.9 11.9 8.7 8.9 9.5 7.7 7.2 8.6 8.5 8.8 
Other Financial Income/(Expense) -6.7 -4.3 -4.4 -2.1 -2.1 -2.1 -2.1 -2.1 -2.1 -2.1 
Pretax Income 180.8 214.8 265.4 316.5 365.2 376.2 423.3 456.3 491.3 517.0 
% sales 19.20% 21.75% 25.34% 27.43% 27.53% 27.80% 27.73% 28.03% 28.88% 29.23% 

Income Taxes 47.1 53.6 66.6 79.1 91.3 94.1 105.8 114.1 122.8 129.2 
Tax rate (%) 26.05% 24.95% 25.10% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 
Consolidated Net Income 133.7 161.2 198.8 237.4 273.9 282.2 317.5 342.2 368.4 387.7 

Minority Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Net Income 133.7 161.2 198.8 237.4 273.9 282.2 317.5 342.2 368.4 387.7 
% of sales 14.20% 16.33% 18.97% 20.57% 20.65% 20.85% 20.80% 21.02% 21.66% 21.92% 
% growth 12.82% 20.58% 23.33% 19.40% 15.39% 3.02% 12.51% 7.79% 7.66% 5.23% 

Balance Sheet 
 2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 2022E 
Property, plant and equipment 81.3 92.3 109.0 130.9 155.3 180.3 181.5 211.5 242.8 273.6 
Intangible assets 764.3 729.5 699.7 774.5 798.8 874.4 1010.2 1051.0 1094.3 1117.7 
of which Goodwill 468.8 463.5 453.3 556.8 562.4 602.9 701.8 707.2 705.9 714.6 
Other non-current assets 14.3 33.3 45.1 73.6 21.4 17.1 16.6 20.0 24.6 26.0 
Working capital 121.5 136.5 142.4 154.3 177.4 181.0 174.1 217.6 227.4 236.4 
% of sales 12.90% 13.82% 13.59% 13.37% 13.37% 13.37% 11.40% 13.37% 13.37% 13.37% 
Receivables 204.8 207.9 209.5 230.8 265.3 270.7 275.3 325.6 340.1 353.7 
Inventories 140.4 141.2 143.1 157.6 181.2 184.9 208.5 222.4 232.3 241.6 
Payables -178.3 -177.4 -178.9 -197.1 -226.6 -231.2 -260.7 -278.0 -290.5 -302.0 
Operating working capital 166.8 171.7 173.7 191.3 220.0 224.4 223.1 269.9 282.0 293.2 
% of sales 17.72% 17.39% 16.58% 16.58% 16.58% 16.58% 14.61% 16.58% 16.58% 16.58% 
Capital employed 981.4 991.5 996.2 1133.2 1152.9 1252.8 1382.4 1500.2 1589.1 1653.8 

Invested capital (excl. Goodwill) 556.7 650.5 757.8 697.3 801.2 848.8 838.3 985.0 1103.8 1246.0 

Cash and short-term investments -52.3 -137.0 -225.5 -138.5 -224.6 -213.1 -167.7 -209.1 -238.4 -325.4 
Short-term debt 114.3 36.8 44.3 56.1 55.8 81.5 70.7 57.1 46.6 48.5 
Long-term debt 196.8 286.2 282.6 281.1 298.6 242.2 226.9 271.2 269.2 277.5 
Net financial position 258.8 186.0 101.4 198.7 129.8 110.6 129.9 119.2 77.4 0.6 
Other long-term liabilities 20.7 21.5 21.4 23.7 17.2 27.7 32.1 33.4 34.9 36.3 
Group equity 701.8 787.3 869.9 910.8 1005.7 1114.2 1220.3 1347.5 1476.8 1616.9 
Total equity 701.8 787.4 870.0 910.9 1005.8 1114.3 1220.4 1347.6 1476.9 1616.9 
Capital employed 981.4 991.5 996.2 1133.2 1152.9 1252.8 1382.4 1500.2 1589.1 1653.8 

Cash Flow Statement 
 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 
Net income 133.7 161.2 198.8 237.4 273.9 282.2 317.5 342.2 368.4 387.7 
D&A 35.9 39.9 38.5 43.8 50.4 51.4 58.0 61.9 64.6 67.2 
Total cash flow incl. D&A 169.6 201.0 237.3 281.2 324.3 333.6 375.5 404.1 433.1 454.9 
Other non-cash items -1.6 -7.4 -0.2 -4.4 -2.3 10.3 9.1 -5.7 0.9 0.8 
Total cash flow 168.0 193.7 237.1 276.7 322.0 343.9 384.6 398.4 434.0 455.7 

Changes in working capital 2.2 -14.5 10.3 -11.9 -10.8 -11.6 -5.8 -24.4 -16.1 -4.4 

Net cash from operating 
activities 

170.1 179.2 247.4 264.9 311.2 332.4 378.8 374.0 417.9 451.3 

Investments in PP&E -12.3 -22.2 -31.2 -34.4 -39.6 -40.4 -45.5 -48.5 -50.7 -52.7 
% of sales 1.31% 2.25% 2.98% 2.98% 1.70% 1.70% 1.70% 1.70% 1.70% 1.70% 
CAPEX/depreciation 1.27 1.98 2.63 2.75 1.52 1.52 1.52 1.52 1.52 1.52 
Investments in intangible assets -65.8 -2.9 -2.5 -56.4 -12.4 -50.0 -54.7 -20.3 -10.1 -3.4 
Investments in acquisitions -122.7 0.0 0.0 -144.9 0.0 -123.3 -135.0 -50.0 -55.3 -56.4 
Net (increase)/decrease in other 
non-current assets 

-0.4 -0.5 0.2 -0.4 -0.7 2.6 -3.5 5.1 -5.8 -0.3 
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Net cash in investing activities -201.2 -25.6 -33.5 -236.1 -52.7 -211.0 -238.7 -113.7 -121.9 -112.8 

Issuance/(reduction) of debt, net 147.0 28.3 -14.2 -31.7 -10.2 38.1 14.2 -5.3 -36.2 -10.2 
Change in capital stock 6.5 6.0 -6.0 2.3 1.1 0.9 -2.9 1.0 0.0 0.0 
Dividends paid -64.6 -75.4 -110.8 -132.9 -157.5 -164.2 -185.4 -202.0 -219.7 -232.3 
% payout 48.36% 46.77% 55.72% 56.00% 57.50% 58.20% 58.40% 59.02% 59.63% 59.92% 
Other funds -14.5 -2.3 4.3 -13.9 -5.9 -7.6 -11.4 -12.5 -10.8 -9.0 
Net cash from/(used in) 
financing activities 

-66.9 -43.4 -126.6 -176.1 -172.5 -132.9 -185.5 -218.8 -266.7 -251.5 

Net increase/(decrease) in cash 
and cash equivalents 

-98.0 110.2 87.2 -147.4 86.1 -11.5 -45.4 41.4 29.3 87.0 

Short-term financial position at 
beginning of year 

-17.6 18.2 128.4 215.7 68.3 154.4 142.9 97.5 138.9 168.2 

Short-term financial position at 
end of period 

18.2 128.4 215.7 68.3 154.4 142.9 97.5 138.9 168.2 255.2 

Change in short-term financial 
position 

35.8 110.2 87.2 -147.4 86.1 -11.5 -45.4 41.4 29.3 87.0 

Free Cash Flow (CFO - CAPEX) 157.8 156.9 216.1 230.5 271.7 292.0 333.3 325.4 367.2 398.6 
Free Cash Flow to Equity (FCFE) 304.8 185.3 201.9 198.8 261.5 330.1 347.5 320.1 331.0 388.4 
Free Cash Flow to the Firm 
(FCFF) 

169.0 179.4 226.1 243.1 282.7 289.0 331.2 339.1 374.3 405.2 

Cash flow statement Primary & Specialty Care segment 
 2016 2017E 2018E 2019E 2020E 2021E 2022E 

Primary & Specialty sales 967.1 1118.7 1132.4 1279.6 1358.0 1410.6 1459.4 
% growth  15.68% 1.23% 13.00% 6.13% 3.87% 3.46% 

COGS 271.3 312.3 314.7 354.8 375.3 389.7 403.3 
% of sales 28.06% 27.92% 27.79% 27.72% 27.63% 27.63% 27.63% 
Gross Margin 695.77 806.40 817.73 924.87 982.78 1020.92 1056.14 
Selling expenses 276.8 321.4 328.0 368.7 389.1 404.3 413.8 
% of sales 28.62% 28.73% 28.96% 28.81% 28.65% 28.66% 28.36% 
R&D expenses 68.5 82.6 83.5 102.0 108.3 112.4 116.3 
% of sales 7.08% 7.38% 7.38% 7.97% 7.97% 7.97% 7.97% 
Other expenses 69.66 76.40 76.38 83.72 87.91 79.02 81.57 
% of sales 7.20% 6.83% 6.74% 6.54% 6.47% 5.60% 5.59% 
EBITDA 280.83 326.03 329.86 370.43 397.48 425.16 444.43 
% of sales 29.04% 29.14% 29.13% 28.95% 29.27% 30.14% 30.45% 
D&A 36.70 42.51 43.03 48.63 51.61 53.60 55.46 
% of sales 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 
EBIT 244.13 283.52 286.83 321.80 345.88 371.55 388.98 
% of sales 25.24% 25.34% 25.33% 25.15% 25.47% 26.34% 26.65% 

Net income 176.94 206.05 209.57 236.18 253.20 272.36 285.55 
% of EBIT 72.48% 72.67% 73.07% 73.39% 73.20% 73.30% 73.41% 

Goodwill 466.7 490.9 520.5 619.9 618.3 627.3 641.8 
Invested Capital incl. Goodwill 1037.4 1162.5 1154.3 1281.2 1357.3 1414.7 1561.8 
% of sales 1.07 1.04 1.02 1.00 1.00 1.00 1.07 
% of change  12.06% -0.71% 11.00% 5.94% 4.23% 10.40% 
Invested Capital excl. Goodwill 570.6 663.4 650.0 681.0 767.3 824.6 951.5 
% of sales 0.59 0.59 0.57 0.53 0.56 0.58 0.65 
% of change  16.27% -2.02% 4.76% 12.66% 7.47% 15.39% 

1-tax rate 75.00% 75.00% 75.00% 75.00% 75.00% 75.00% 75.00% 
Sales/Invested Capital incl. Goodwill 0.93 0.96 0.98 1.00 1.00 1.00 0.93 
EBIT/Sales 25.24% 25.34% 25.33% 25.15% 25.47% 26.34% 26.65% 
ROIC incl. Goodwill 17.65% 18.29% 18.64% 18.84% 19.11% 19.70% 18.68% 
% of change  3.64% 1.89% 1.07% 1.46% 3.07% -5.17% 
ROIC excl. Goodwill 32.09% 32.05% 33.09% 35.44% 33.81% 33.79% 30.66% 
% of change  -0.12% 3.25% 7.09% -4.60% -0.05% -9.27% 

NOPAT 183.10 212.64 215.12 241.35 259.41 278.66 291.73 
+D&A 36.70 42.51 43.03 48.63 51.61 53.60 55.46 
% of sales 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 
- Change in WC -11.78 -9.04 -9.73 -4.82 -20.34 -13.37 -3.64 
% of sales -1.22% -0.81% -0.86% -0.38% -1.50% -0.95% -0.25% 
-CAPEX -25.65 -29.77 -29.99 -33.86 -35.95 -37.54 -38.86 
% of sales -2.65% -2.66% -2.65% -2.65% -2.65% -2.66% -2.66% 

FCFF 182.38 216.34 218.44 251.30 254.73 281.36 304.69 

Cash Flow statement Orphan Diseases segment 
 2016 2017E 2018E 2019E 2020E 2021E 2022E 

Orphan sales 186.8 208.0 221.1 246.9 269.7 290.1 308.9 
% growth  11.32% 6.32% 11.66% 9.26% 7.55% 6.50% 

COGS 45.8 50.9 54.1 60.4 66.0 71.0 75.6 
% of sales 24.50% 24.50% 24.49% 24.49% 24.48% 24.48% 24.47% 
Gross Margin 141.03 157.02 166.95 186.43 203.69 219.08 233.35 
Selling expenses 33.34 37.08 39.38 43.92 47.93 51.49 54.78 
% of sales 17.85% 17.83% 17.81% 17.79% 17.77% 17.75% 17.73% 
R&D expenses 15.19 16.91 17.99 20.09 21.96 23.63 25.17 
% of sales 8.13% 8.13% 8.14% 8.14% 8.14% 8.15% 8.15% 
Other expenses 2.04 1.87 1.99 2.22 2.43 2.61 2.78 
% of sales 1.09% 0.90% 0.90% 0.90% 0.90% 0.90% 0.90% 
EBITDA 90.47 101.15 107.60 120.19 131.38 141.36 150.62 
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% of sales 48.43% 48.64% 48.66% 48.69% 48.71% 48.73% 48.75% 
D&A 7.10 7.90 8.40 9.38 10.25 11.02 11.74 
% of sales 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 
EBIT 83.37 93.25 99.19 110.81 121.13 130.33 138.88 
% of sales 44.63% 44.84% 44.86% 44.89% 44.91% 44.93% 44.95% 

Net income 60.42 67.85 72.60 81.30 89.02 96.06 102.16 
% of EBIT 72.48% 72.76% 73.19% 73.37% 73.49% 73.71% 73.56% 

Goodwill 90.2 88.4 98.4 113.6 117.1 116.1 125.4 
Invested Capital incl. Goodwill 216.9 264.0 294.0 313.2 322.3 352.7 414.4 
% of sales 1.16 1.27 1.33 1.27 1.19 1.22 1.34 
% of change  21.72% 11.40% 6.50% 2.91% 9.45% 17.48% 
Invested Capital excl. Goodwill 126.7 171.2 195.6 197.4 205.1 231.4 285.2 
% of sales 0.68 0.82 0.88 0.80 0.76 0.80 0.92 
% of change  35.13% 14.26% 0.90% 3.92% 12.83% 23.26% 

Sales/Invested Capital incl. Goodwill 0.86 0.79 0.75 0.79 0.84 0.82 0.75 
Sales/Invested Capital excl. Goodwill 1.47 1.21 1.13 1.25 1.32 1.25 1.08 
EBIT/Sales 44.63% 44.84% 44.86% 44.89% 44.91% 44.93% 44.95% 
ROIC incl. Goodwill 28.83% 26.50% 25.30% 26.54% 28.19% 27.71% 25.13% 
% of change  -8.11% -4.51% 4.89% 6.22% -1.69% -9.30% 
ROIC excl. Goodwill 49.36% 40.86% 38.04% 42.11% 44.30% 42.24% 36.52% 
% of change  -17.22% -6.90% 10.71% 5.19% -4.63% -13.55% 

NOPAT 62.53 69.94 74.40 83.11 90.84 97.75 104.16 
+D&A 7.10 7.90 8.40 9.38 10.25 11.02 11.74 
% of sales 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 3.80% 
- Change in WC -0.10 -1.74 -1.86 -0.98 -4.10 -2.69 -0.77 
% of sales -0.05% -0.84% -0.84% -0.40% -1.52% -0.93% -0.25% 
-CAPEX -8.76 -9.79 -10.37 -11.66 -12.59 -13.17 -13.87 
% of sales -4.69% -4.71% -4.69% -4.72% -4.67% -4.54% -4.49% 

FCFF 60.77 66.31 70.57 79.85 84.41 92.91 101.26 

Cash Flow statements up to 2035 

 

 
Index Analysis 

  2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 2022E 
Liquidity ratios                                   
Current ratio 1.95 1.29 1.32 1.67 1.99 1.73 1.34 1.17 1.93 2.17 1.77 2.00 1.83 1.67 1.90 2.00 2.18 
Acid test (quick ratio) 1.54 1.00 0.99 1.24 1.57 1.24 0.85 0.76 1.38 1.65 1.26 1.48 1.34 1.16 1.36 1.45 1.63 
Cash ratio 0.79 0.35 0.37 0.46 0.80 0.48 0.15 0.15 0.53 0.83 0.45 0.65 0.57 0.42 0.51 0.57 0.75 

Efficiency ratios                                   
Fixed asset turnover 8.01 9.24 11.90 13.50 13.73 13.76 13.81 11.58 10.70 9.61 8.82 8.54 7.51 8.41 7.70 7.00 6.46 
Asset Turnover 0.86 0.83 0.85 0.91 0.81 0.78 0.76 0.73 0.72 0.71 0.76 0.80 0.77 0.81 0.79 0.77 0.75 
Inventory Turnover 2.26 2.41 2.32 2.32 2.50 2.18 2.13 2.08 2.01 2.07 2.01 2.00 1.99 1.99 1.98 1.98 1.98 
NWC/Sales (%) 11.84% 14.29% 12.13% 10.65% 8.65% 10.86% 14.15% 13.42% 14.26% 12.46% 13.37% 13.37% 13.37% 13.37% 13.37% 13.37% 13.37% 

Profitability ratios                                   
Net Profit margin (%) 12.85% 13.50% 14.56% 14.79% 14.91% 15.28% 14.30% 14.20% 16.33% 18.97% 20.57% 20.65% 20.85% 20.80% 21.02% 21.66% 21.92% 
ROA (%) 11.04% 11.14% 12.31% 13.43% 12.05% 11.91% 10.90% 10.41% 11.72% 13.53% 15.58% 16.43% 16.03% 16.86% 16.58% 16.76% 16.40% 
ROE (%) 20.18% 21.73% 22.53% 21.72% 18.85% 19.59% 17.91% 19.05% 20.47% 22.85% 26.06% 27.23% 25.32% 26.01% 25.39% 24.95% 23.98% 
ROIC (%) excl. Goodwill 20.43% 25.87% 31.43% 36.65% 28.40% 30.37% 27.28% 25.96% 26.66% 27.53% 35.23% 35.27% 34.11% 38.70% 35.56% 34.10% 31.77% 

Cash flow ratios                                   
CFO margin (%) 16.76% 14.61% 21.40% 20.74% 19.31% 15.94% 13.61% 18.07% 18.14% 23.61% 22.95% 23.46% 24.55% 24.81% 22.97% 24.57% 25.52% 
FCF margin (%) 15.61% 13.63% 19.48% 19.67% 18.17% 14.67% 12.00% 16.76% 15.89% 20.63% 19.97% 20.48% 21.57% 21.83% 19.99% 21.59% 22.54% 
CFO/Short-term debt 0.53 0.36 0.57 0.76 0.69 0.55 0.43 0.50 0.69 0.91 0.86 0.90 0.88 0.94 0.91 1.00 1.04 
CFO/CAPEX 14.55 14.88 11.09 19.47 17.07 12.59 8.46 13.80 8.06 7.92 7.70 7.87 8.23 8.32 7.71 8.24 8.56 
CFO/Dividends 3.51 2.48 3.50 3.15 2.59 1.30 1.84 2.63 2.38 2.23 1.99 1.98 2.02 2.04 1.85 1.90 1.94 
FCF/CFO 0.93 0.93 0.91 0.95 0.94 0.92 0.88 0.93 0.88 0.87 0.87 0.87 0.88 0.88 0.87 0.88 0.88 
Cash conversion rate 1.26 1.05 1.37 1.36 1.25 1.00 0.88 1.22 1.03 1.12 1.00 1.02 1.06 1.07 0.97 1.01 1.05 
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Leverage ratios                                   
Financial leverage 1.83 1.95 1.83 1.62 1.56 1.64 1.64 1.83 1.75 1.69 1.67 1.66 1.58 1.54 1.53 1.49 1.46 
D/E ratio 0.83 0.95 0.83 0.62 0.56 0.64 0.64 0.83 0.75 0.69 0.67 0.66 0.58 0.54 0.53 0.49 0.46 
Debt ratio 0.45 0.49 0.45 0.38 0.36 0.39 0.39 0.45 0.43 0.41 0.40 0.40 0.37 0.35 0.35 0.33 0.32 
NFP/EBITDA -0.16 0.62 0.74 0.48 -0.25 0.30 0.80 1.13 0.68 0.28 0.54 0.30 0.25 0.26 0.23 0.14 0.00 
Interest coverage ratio 21.97 24.61 30.36 40.41 37.39 24.19 23.26 24.64 19.38 32.01 36.80 39.80 50.28 60.15 54.32 58.81 60.01 

4. Valuation 
 4.1 WACC Computation 
 
We calculated two different WACC: one related to the pharmaceutical industry in general (used to discount free cash flows from specialty and primary care), and 
another one related to rare disease sector (used for discounting free cash flows from orphan drugs). All the steps for the computation are illustrated below. 
Risk Free. In risk free rate calculation, we determined a weight for each country according to the geographical split of Recordati 2015 revenues. In case of data absence, 
we assumed the revenues of each single country within a macro area to be equally distributed. We use a 10-year German bund yield as proxy for EU. area. For some 
countries, we adjusted the local currency government borrowing rate for default risk to get a riskless local currency rate (according to Damodaran). 
Market Risk Premium. We assume that market risk premium for each country is the sum of two components: the US market risk premium (which has zero spread 
premium and is used as a proxy for a mature equity market, computed by Damodaran as the implied equity risk premium for S&P 500) and the default spread for this 
specific country (computed by Damodaran and based on CDS spread).  
Cost of Debt 

 
We estimated synthetic rating for Recordati calculating interest coverage ratio. It results to be AAA with the corresponding 0.40% spread. 
We perform also the Z-score method, proposed by Altman, used to assess bankruptcy risk of a company.  

 
The formula is given by:  
Z’’ = 6,56X1 + 3,26X2 + 6,72X3 + 1,05X4   
Where: 

𝑋1 =
𝑤𝑜𝑟𝑘𝑖𝑛𝑔 𝑐𝑎𝑝𝑖𝑡𝑎𝑙 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡
= 0.2251  

𝑋2 =
𝑟𝑒𝑡𝑎𝑖𝑛𝑒𝑑 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠 

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡
= 0.4821 

𝑋3 =
𝐸𝐵𝐼𝑇 

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡
= 0.1993 

𝑋4 =
𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦  

𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑦
= 0.1993 

 
Z’’ score for 2015 FY equals  13.22. This result corresponds to AAA rating, with spread of 0.40%. According to bloomberg for the Q32016 Z’’ score amounts to 10.65, 
confirming again a AAA rating.  Summing up risk free rate with spread we obtain cost of debt. 
Beta. We estimated the beta in two ways: 
1. Through weekly and monthly prices regressions of the FTSE MIB (where Recordati is listed) and SXXP 600 (as ca. 55.86% of Recordati revenues come from the Euro 

area) both at three and five years. Eventually, we tried two types of adjustments. The first one applied was the Vasicek’s adjustment, in order to adjust company 
beta to industry beta (using as proxy beta of comparable). Vasicek’s adjustment is a weighted mean of Recordati beta and beta of comparable, using as weight the 
precision of these estimates; precision is defined as the variance of beta (𝜎𝛽

2). 

�̂�𝑅
𝑉 = �̅�𝑐(1 − 𝑥) + �̂�𝐷𝑥             𝑥 =

𝜎𝛽𝑐

2

𝜎𝛽𝑅

2 + 𝜎𝛽𝑐

2  

The second one was computed according to the Blume’s adjustments: 𝐴𝑑𝑗𝛽 = 67%×𝛽 + 33%×1 
As Bloomberg and Damodaran suggest, this adjustment is necessary if we consider that Recordati portfolio will diversify over the years. 
 

 
 

Year
Regression 

Beta
R squared

Vasicek 

adjusted 

Beta

Adj Beta

FTSE MIB weekly 3 0,4125 0,1192

FTSE MIB monthly 3 0,5397 0,1617

FTSE MIB weekly 5 0,3239 0,1014

FTSE MIB monthly 5 0,4983 0,1988

SXXP600 weekly 3 0,5986 0,1479

SXXP600 monthly 3 1,1441 0,3408

SXXP600 weekly 5 0,5292 0,1301

SXXP600 monthly 5 0,9591 0,2483

0,4253 0,6064

0,5747 0,6916

0,3316 0,5470

0,5366 0,6846

0,9099 0,9726

0,5177 0,6639

0,6068 0,7311

1,0269 1,0965

Correspondence between Z '' score and the rating assigned 
by Standard & Poor's 

Rating Thresholds Rating Thresholds 
AAA >8.15 BB+ 5.65 
AA+ 8.15 BB 5.25 
AA 7.60 BB- 4.95 
A+ 7.00 B+ 4.75 
A 6.85 B 4.50 
A- 6.65 B- 4.15 

BBB+ 6.40 CCC+ 3.75 
BBB 6.25 CCC 3.20 
BBB- 5.85 D <1.75 

Source: Rearrangement from Altman (2005) 
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2. Bottom Up Beta 
We obtain a beta levered values for comparables by regressing the performance of each company during the last 52 weeks with the performance of the index of its 
country. We took levered peers’ betas, transposed in unlevered ones using D/E ratio and marginal tax rate of each company and made the average. By using an average 
beta unlevered we obtain Recordati beta which equals 0.68 (D/E=5.75%, marginal tax rate = 24.86%). Applying the CAPM model 𝑅𝑒 = 𝑟𝑓 + 𝛽𝑅𝑀𝑅𝑃 for cost of equity 

calculation, we obtained a Cost of equity= 7.07% and wacc=6.79%. 
Beta for rare disease segment was calculated in an analogous way. Beta equals 1.15, resulting in 10.63% cost of equity and 10.13% WACC.  

  Beta levered Index D/E Marginal tax rate Beta unlevered 

Lundbeck 0.82 Copenhagen 20 6.38% 18,73% 0.78 

Ipsen 0.54 France Cac 40 0.68% 16,95% 0.54 

Rovi 0.25 Spain IBEX 35 4.01% 5,22% 0.24 

Almirall 0.4 Spain IBEX 35 11.78% 16,94% 0.36 

Jazz Pharmaceuticals 1.53 S&P500 14.02% 25,02% 1.38 

Shire 0.72 FTSE All share 3.06% 3,33% 0.70 

UCB 0.65 BEL-20 18.97% 22,06% 0.57 

   

Average Beta Unlevered from 
comparables 

0.65 

 

ORPHAN DRUGS 
COMPANIES 

Beta levered D/E 
Marginal tax 

rate 
Beta unlevered 

Celgene 1.19 15,15% 15,73% 1.055 

Alexion 1.36 11,24% 36,17% 1.269 

Sobi 0.98 2,68% 22,01% 0.96 

  

Avarage Beta Unlevered from 
comparables 

1.09 

We decided to use the beta estimated with the bottom-up approach. Beta values obtained through a regression vary significantly as a function of index chosen and a time 
span of returns. The estimation is also affected by bias resulting from the analysis of past data. We considered more reliable an estimation that reflects actual changes 
within the pharmaceutical market.  

 

 4.2 Terminal Value & Long term growth rate 
The terminal value was calculated with the Gordon growth formula considering as long term growth the weighted average long term GDP growth of the countries in 

which REC operates. The different growth rates result from the different geographic diversification of the primary & specialty care and orphan diseases segments. 
 

Country Long term growth Primary & Specialty Weight Orphan weight 
USA 2.19% - 60% 
Italy 1.52% 21.84% - 
France 1.70% 10.93% - 
Germany 1.41% 9.60% - 
Turkey 3.36% 8.20% - 
Russia 2.41% 7.55% - 
Spain 1.78% 7.26% - 
North Africa 3.12% 4.02% - 
Portugal 1.77% 3.83% - 
Other Europe (EU 15 growth rate) 1.68% 6.90% - 
Other international (world rate) 2.88% 16.06% 40% 

Long Term Growth   2.01% 2.47% 

 

 4.3 Monte Carlo Simulation 
A Monte Carlo Simulation was performed in order to assess the impact of our model’s assumption on the target price obtained through the DCF model.  
Even if most cash flows (e.g. revenues, costs) are uncertain only key variables have been considered. The statistical distribution of each variable depends on the best fit, 
if historical data is available, or on assumptions based on management guidance and personal belief. 

Value drivers Input for the simulation Statistical distribution Remark 

Increasing sales or price for Orphan Drugs Orphan drugs sales growth Lognormal. SD=2.7% 
Upside potential due to the relatively 
young sector. Mean and SD calculated on 
worldwide orphan drug growth sample. 

Lower sales erosion of Zanipress after 
patent expiration 

Zanipress sales growth Lognormal. SD=2% 
Upside risk due to the recent sales 
recovery and potential geographic 
diversification 

Lower or higher sales of Zanidip Zanidip sales growth Normal. SD=2% Possibility of both lower and higher sales 
growth due to geographic diversification, 
increase/decrease of volumes and 
partnerships 

Lower or higher sales of Urorec Urorec sales growth Normal. SD=2% 

Lower or higher sales of Livazo Livazo sales growth Normal. SD=2% 
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Lower or higher sales of Fortacin Fortacin sales Triangular. Min 25 Max 30 
Hypothesis based on management 
guidance 

Lower or higher sales of Cariprazine Cariprazine sales Triangular. Min 100, Max 110 
Lower or higher sales of Graspa Graspa sales Triangular. Min 20 Max 30 

Higher return from inorganic growth 
Sales growth coming from 
M&A 

Normal. SD=3% 
Parameters based on historical growth 
rates 

Improvement or worsening of 
manufacturing network 

COGS Normal. SD=2% 
REC could be affected by country specific 
risk (e.g. taxes, inflation) 

Heavier investments in R&D R&D costs Lognormal. SD=2% 
Drug development opportunities may 
potentialy increase the R&D investments 

 

 4.4 Scenario Analysis 
In order to further assess the impact of our model’s assumptions on the target price, we performed a scenario analysis in which we stressed key inputs of our model. We 
considered different DCF models by changing each catalyst among the ones reported below and keeping the others as in the base case DCF. We finally arrived to the 
worst case and to the best case scenario by considering each event happening at the same time. 
List of catalysts and resulting TP 

• Worst Case, TP €24.31 
o Combination of negative catalysts with EBIT margin decreasing 10% 

• Higher M&A multiples, TP €30.37 
o Even if REC has always been consistent with its guidance and M&A premiums, we suppose that monetary policy in the EU will remain expansive, 

causing a further reduction in the cost of money and an increase in premiums paid for acquisitions. We assume a full reinvestment of CFs at 4x 
sales 

• Zero synergies, TP €30.12 
o REC bolt-on acquisitions are justified by an increase in the overall value of the merged companies. This is caused by synergies in terms of cost 

reduction and distribution optimization. In the base case scenario, we assume that the bid price includes 1/3 of potential synergies. We stress this 
hypothesis assuming that there are no synergies 

• Lower margins, TP €25.9 
o In our DCF model we assumed that REC will be able to maintain an EBIT margin on average 45% in the orphan drug segment and of 26% in the 

specialty area. This are strong assumptions and we stressed them by assuming an EBIT margin in the specialty area in line with its small cap peers 
(19.3%), and in the orphan disease area at 30%. It may be due to increase in marketing expenses, increase of licensed products (which have a 
lower marginality) or higher R&D expenses 

• Zanidip price erosion, TP €30.34 
o In the REC BP Zanidip is assumed to be constant at €110mln, due to REC ability to face generic competition. We stress this assumption by assuming 

that Zanidip will decline at a CAGR 2017-2022 of -4.7%, as predicted by our estimates using the BMA procedure  

• Delayed of new product launch and lower peak sales, TP €28.53 
o We assume that Fortacin, Cariprazine and Graspa will be launched in the market with a one year delayed and we stress downward (-10%) the 

expected peak sales 

• Weaker orphan drug sales, TP €29.87 
o Spectacular YoY growth in orphan drugs is due primarily to increase in volumes. In our estimates, we implicitly assumed that the number of patients 

increase will remain at a costant level. We stressed this input by assumweaker orphan drug sales (-10% w.r.t. base case) 

• Base case, TP €30.4 

• Lower M&A multiples, TP €30.46 
o REC has been historically able to pay target companies at 2.4x with a range of 1-3 x (source: REC 1Q2016 results). We assume that REC will pay 

future bolt-on acquisitions at 2x sales  

• Stronger orphan drug sales, TP €30.93 
o We assume that the number of patients will be higher, causing a 10% increase in the base case estimates of the orphan drug sales  

• Higher sales for new products, TP €30.43 
o We assume that Fortacin, Cariprazine and Graspa will be launched in the market as expected and we stress upward (+10%) the expected peak 

sales 

• Higher margins, TP €34.39 
o We assume a small increase in margins (48% for orphan, 30% for specialty) 

• Higher synergies, TP €30.77 
o We assume that the bid price includes only 1/5 of potential synergies.  

• Best case, TP €35.51 
o Combination of positive catalysts with EBIT increasing 10% 

 4.5 Real option for R&D project valuation 
Since the DCF model hardly accounts for the potential of the products in pipeline, we decided to implement a real option valuation to better assess the overall value of 
REC. As a target of our valuation we chose REC 0438, a class of compounds to be potentially used in patients with unstable bladder. This is an in-house project currently 
in phase I/II in EU, for this reason we think that it has a great potential not fair considered yet. 

In our model the value of the project is given by the price of a call option. We decided to compute the price using the Black-Scholes formula: 

𝐶 = 𝑆𝑒−𝑦𝑡𝑁(𝑑1) − 𝐾𝑒−𝑟𝑡𝑁(𝑑2) 

𝑑1 =
𝑙𝑛(

𝑆

𝐾
)+(𝑟−𝑦+

𝜎2

2
)𝑡

𝜎√𝑡
  

𝑑2 = 𝑑1 − 𝜎√𝑡 

Black-Scholes formula variables 

          Variable Description  Value 

S PV of expected CFs 
Sum of expected cash flows of REC 0438 until patent expiration, 
actualized at REC's Specialty&Primary WACC 

 

140.82 

K PV of expected Costs 
Sum of expected costs of launching REC 0438 (source: PhArma), 
actualized at REC's Specialty&Primary WACC 

 72 

T Time to maturity 
Number of years from expected year of REC 0438 
commercialization to expected year of patent expiration 

 15 

R Risk-free rate 
Weighted average of risk-free rate according to the geographical 
REC split 

 1.90% 



CFA Institute Research Challenge                                                                                                                                                                                  23rd February 2017 

27 
 

 

 

Y Dividend yield 
Cost of delay in launching the product, computed as the   
reciprocal of t 

 

6.67% 

  𝛔𝟐 Volatility Average volatility of pharma industry (source: Damodaran)   32.02% 
 

C = 37.34 

 
We estimated the impact of REC 0438 in the market to be similar to the one obtained by Urorec from its commercialization in 2011. This is because both products belong 
to the urology segment and to the “average” quality category, (according to Myers&Howe’s products classification). For the investment costs of developing and launching 
REC 0438 we employed the average data for the urology segment (source: Phrma) for phases II, III, and post-clinical. We computed the time to maturity as the difference 
between the usual period of life of a patent (20 years) and the number of years remaining from the product launch, we derived it as the average time required by REC to 
launch in-house primary&specialty products in the last 17 years. The dividend yield represents the possible delay in the launch of REC 0438 and accounts for the lower 
number of years of revenues under the patent. Here, we used the reciprocal of the time to maturity as if revenues were evenly distributed over the patent life, this is a 
strong assumption but it is common use in this type of valuation because it approximates very well the result.  
The call option returns a value of €37.34Mln to add to the equity value computed with the DCF model. This corresponds to additional €0.18 to the computed price per 
share. 
 

 4.6 Peers Selection 
 

Company Sales 
Pharma 

sales 
margin 

Business description Inclusion/Exclusion 

Pfizer 44,97 73% 
Global biopharmaceutical company; pharmaceutical and diagnostic 

segments; manufacture of vaccines and injectable biologic medicines 
E 

Novartis 45,488 100% 
Three mains segments: Pharmaceuticals (patent-protected prescription 
medicines), the Alcon segment (surgical, ophthalmic pharmaceuticals, 
vision care products); the Sandoz segment (generic pharmaceuticals) 

E 

Jonhnson&Johnson 64,507 45% 

 Consumer, Pharmaceutical (anti-infective, antipsychotic, contraceptive, 
gastrointestinal, hematology, immunology, infectious diseases, 

neurology, oncology, pain management, thrombosis and vaccines) and 
Medical Devices business segments.  

E 

Merck&Co 36,36 88% 
Pharmaceutical (human health pharmaceutical and vaccine products), 
Animal Health, Alliances and Healthcare Services (health analytics and 

clinical services) 
E 

GSK 32,457 50% 

Three primary areas of business: Pharmaceuticals, Vaccines (pediatric 
and adult vaccines to prevent a range of infectious diseases including, 
hepatitis A and B, diphtheria, tetanus and whooping cough, measles, 

mumps and rubella, polio, typhoid, influenza and bacterial meningitis) 
and Consumer Healthcare.  

E 

AstraZaneca 22,745 100% 
Medicines for gastrointestinal, cardiovascular, neuroscience, respiratory 

and inflammation, oncology, and infectious diseases.  
E 

     

Roche 44,276 78% 
Diagnostics and Pharmaceuticals segments. The pharmaceutical segment 
refers to development of medicines in the field of oncology, immunology, 

ophthalmology, infectious diseases and neuroscience.  
E 

     

Lundbeck 1.939 100% 
Drugs for psychiatric and neurological disorders; engaged in the 

research, development, production, marketing and sale of 
pharmaceuticals across the world; many license agreements  

I 

Ipsen 1.444 92.7% 

The Primary Care in gastroenterology, cognitive disorders, and 
cardiovascular diseases. The Specialty Care segment covers uro-
oncology, endocrinology, and neurology areas. Fully-integrated 

pharmaceutical company, also involved in the chemical production; long 
track record of successful acquisitions  

I 

LABORATORIOS 
FARMACEUTICOS 

ROVI 
246 80.1% 

Activity on seven therapeutic areas: cardiovascular, steoarticular/ 
women’s health, pain relief, central nervous system, respiratory, imaging 

diagnostic media products, primary health care and consumer 
healthcare; fully integrated specialty pharmaceutical company 

I 

ALMIRALL 685 100% 
Treatments for respiratory, autoimmune, dermatological (38.9% of 

revenues), and gastrointestinal diseases; long track record of successful 
acquisitions 

I 

Jazz 
Pharmaceuticals 

1.194 100% 
Specialty biopharmaceutical company, narcolepsy, oncology, pain and 
psychiatry. Fully-integrated pharmaceutical company, strong strategy 

based on M&As and product portfolio diversification 
I 

UCB 3.876 98.3% 

Research, development, and commercialization of pharmaceutical and 
biotechnology products. Medicinal products for central nervous system 
and immunology disorders. Fully-integrated pharmaceutical company; 
growth through commercial agreements, partnerships, mergers and 

acquisitions. 

I 

Shire 5.786 100% 
Biopharmaceutical company, the focus on some key therapeutic areas, 

particularly cardiovascular, gastrointestinal and rare diseases 
I 
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Celgene 8.027 86.7% 

Integrated global biopharmaceutical; targeting areas include 
intracellular signaling pathways, protein homeostasis and 

epigenetics in cancer and immune cells, immunomodulation in 
cancer and autoimmune diseases and therapeutic application of 

cell therapies.  

I 

Vertex 930.9 95,00% 

Develope and commercialize therapies for the treatment of 
cystic fibrosis; infectious diseases, including viral infections, such 
as influenza, and bacterial infections; autoimmune diseases, such 
as rheumatoid arthritis; cancer, inflammatory bowel disease; and 
neurological disorders, including pain, Huntington's disease and 

multiple sclerosis. 

E 

Alexion 2242 100% 

Biopharmaceutical company, focuses on serving patients with 
devastating and ultra-rare disorders through the innovation, 

development and commercialization of life-transforming 
therapeutic products 

I 

Sobi 345.03 79.55% 
Integrated biopharmaceutical company; research and product 

portfolio is primarily focused on haemophilia, inflammation and 
genetic and metabolic diseases. 

I 

5. Other Headings 
 5.1 Corporate Governance 
 

Current BoD Position Held 
Date of 

Birth 
Education Professional Characteristics and Background 

ALBERTO RECORDATI 
Chairman and 

CEO 
1953 Scientific reasearch training 

researcher in biochemistry laboratories and 
coordinator of research projects 

ANDREA RECORDATI Vice Chairman 1971 Management training 
project Leader for improving the productivity of the 

sales force and marketing 

ROSALBA CASIRAGHI Director 1950 Economics training 
administrator or auditor in industrial and financial 

companies 

MICHAELA CASTELLI Director 1970 Law and Finance training 
director in industrial and financial companies and 

legal advisor 

PAOLO FRESIA Director 1988 
Economics development and 

sustainability training 
ex trader of bond products and financial 

coordinator 

MARIO GARRAFFO Director 1937 Economics training controller and director in industrial companies 

CARLO PEDERSOLI Director 1953 Law training civil lawyer 

FRITZ SQUIDO Director 1956 Economics training 
responsible for the Management Control in other 

pharma companies 

MARCO VITALE 
Lead Independent 

Director 
1935 Economics and Management training public and teaching duties, university vice president 

 

RELEVANT INFORMATION 
  

According to art. 123-bis, section 2, letter A), T.U.F., on 2015, the BoD of Recordati S.p.A. agreed to adopt the new version of Corporate Governance Code 
available on Borsa Italiana website.  

The company’s capital stock shall be Euro 26,140,644.50 divided into 209,125,156 ordinary shares with a nominal value of Euro 0.125 each. They may be issued 
shares with rights different from those of previous share. 
The Company can be managed by a Board of Directors composed of six to sixteen members, for the moment they are in 9. The Board of Auditors is composed 
by three regular members and two alternate members. In 2015 the Board of directors have carried out 7 meeting with an average of 90% of attendance. Audit 
and Risk Committee met four times with an attendance of 100%. The Board of Auditors met six time with an average of 95%. 
The Board of Directors shall be appointed from slates of candidates presented by shareholders, who, individually or together with other shareholders submitting 
slates, hold voting shares representing at least 2.5% of the voting capital in an Ordinary Meeting.  
The Board of Directors chose not to define general criteria regarding the maximum number of management and control positions in other companies compatible 
with an efficient performance of a Director of the company. 
The independence of directors is ascertained annually. Following the appointment by the Assembly of April 17, 2014 in relation to six Directors, namely Dr. 
Rosalba Casiraghi, lawyer Michaela Castelli, Dr. Paul Fresia, Dr. Mario Garraffo, lawyer Carlo Pedersoli and Prof. Marco Vitale, the BoD, taking into account the 
statements made by the parties concerned, has confirmed the existence of the independence requirements of art. 148, paragraph 3, of the TUF and the 
independence requirements of the Code. 

 

Positive aspects Negative aspects 

Audit and Risk Committee and Remuneration Committee are currently 
composed by three non-executive and independent directors each. In this 
way, the widest information and transparency are guaranteed. In the 
Remuneration Committee, two members have specific expertise on financial 
matters. 

The Board of Directors preferred not to set any general criterion for the 
maximum number of positions as director of statutory auditor in another 
companies. It did not feel the need to express any guidelines regarding limits 
to the number of positions, in consideration of the positive assessment on the 
functioning of the Board itself and its committees. 

The Board of Directors of the Company has a number of independent 
directors which constitute the absolute majority of the members, which is a 
more rigorous approach than that required by the TUF and the Corporate 
Governance Code itself, which require that at least two directors are 
independent on a board composed of seven members. This may sound 

REC has decided to take advantage with effect from 2012 of the right not to 
comply with the obligations to publish the reports required when significant 
operations are performed consisting of mergers, demergers, share capital 
increases through contributions in kind, acquisitions and disposals, which may 
be detrimental to transparency. 
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unusual for an Italian company and represents the basis for an international 
corporate governance structure. 

Considering the existence of the situation in which the same person held the 
office of Chairman and CEO, the Board designated a lead independent 
director, to guide independent directors, in order to improve activities and 
functioning of the Board. The lead independent director is still in place, 
although there is no longer formally the need. 

The Board of Directors decided not to include the requirement relating to a 
Director holding office for more than nine of the last twelve years among 
those pursuant to the CG. Although this could be a sign of increased 
accountability and expertise, this may cause increasing power and stiffness 
within the BoD. 

REC decided to maintain a Supervisory Committee (although no longer 
obliged to do so) separate from the Board of Statutory Auditors, as a 
specialized unit dedicated entirely to the supervision of ethical, preventative, 
organizational and management procedures 

The Board did not consider it necessary to form an Appointment Committee, 
although expressly reserved the duties to itself sitting in plenary sessions. 
Although no difficulty has been encountered in making appointments 
proposals, the lack of control and authority of a separate Appointment 
Committee could be an issue under certain circumstances.  

REC constantly monitors the salary policies pursued by other companies in the 
sector by benchmarking salary surveys and annual reports by leading 
consultant firms. The Remuneration Committee is responsible for periodic 
assessment of appropriateness, consistency and application of the 
compensation policy. A balance of fixed and variable components ensures 
alignment with the strategic objectives of the Company and the Group. 

REC is controlled by the Recordati family through its holding, and has more 
than 20% institutional ownership, including investment companies, which may 
potentially disinvest from REC. Family control may cause tensions and stiffness 
in decision-making. 

 

 5.2 Compensation and Stock Options Plan 
 
 
 
 
 
 
 
 
 
 
 

 

SHARES HELD BY DIRECTORS, STATUTORY AUDITORS, GENERAL MANAGERS AND OTHER KEY MANAGEMENT PERSONNEL 

Board of 
Directors   

Position   
Recordati S.p.A. 
type of shares   

Number of shares 
held on 

31.12.2014  

Number of shares 
purchased in 

2015   

Number of 
shares sold in 

2015  

Number of 
shares held on 

31.12.2015  
       

Giovanni 
Recordati  

Chairman, CEO 
and General 
Manager 

ordinary   325,000 415,000 740,000 -- 

Alberto 
Recordati  

Vice-Chairman  ordinary   130,000 25,000 -- 155,000 

Andrea 
Recordati  

Director  ordinary   135,008 -- -- 135,008  

Fritz Squindo Director  ordinary   334,216 -- -- 334,216 

Three members of key management 
personnel 

ordinary   459,500 142,500 94,000 508,000 

BOARD OF 
DIRECTORS 

DESCRIPTION OF POSITION COMPENSATION 

Name and 
surname 

Position 

Period 
the 

charge 
is held 

End of term 
  

Fixed Compensation € 

Compensation 
for 

participation 
in committees 

Variable non-
equity 

compensation 

TOTAL 
(i)  

Emoluments  
approved by  
shareholders 

   

(ii)  
Remuneration for special  

positions  
pursuant  

(iii)  
Fixed  

employee  
remuneration  

 

Bonuses and 
other 

incentives 

Giovanni 
Recordati  

Chairman and 
Chief Executive 

officer 
2015 

Approval 
of fs 

31.12.2016 
40,000 100,000 780,000 --- 507,000 1,427,000 

Alberto 
Recordati  

Vice Chairman  2015 
Approval 

of fs 
31.12.2016 

40,000 50,000 440,000 --- 132,000 662,000 

Rosalba 
Casiraghi  

Independent Non-
Executive Director 

2015 
Approval 

of fs 
31.12.2016 

40,000 --- --- 10,000 --- 50,000 

Michaela 
Castelli  

Independent Non-
Executive Director 

2015 
Approval 

of fs 
31.12.2016 

40,000 --- --- 10,000   50,000 

Paolo Fresia 
Independent Non-
Executive Director 

2015 
Approval 

of fs 
31.12.2016 

40,000 --- --- --- --- 40,000 

Mario 
Garraffo 

Independent Non-
Executive Director 

2015 
Approval 

of fs 
31.12.2016 

40,000 --- --- 30,000 --- 70,000 

Carlo 
Pedersoli  

Independent Non-
Executive Director 

2015 
Approval 

of fs 
31.12.2016 

40,000   --- 10,000 --- 50,000 

Andrea 
Recordati  

Vice Chairman & 
Chief Executive 

Officer 
2015 

Approval 
of fs 

31.12.2016 
40,000 402,000 ---   120,500 562,500 

Fritz 
Squindo  

Chief Financial 
Officer, Executive 

Director & MD 
2015 

Approval 
of fs 

31.12.2016 
40,000 605,000 --- --- 180,000 826,000 
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BOARD OF 
AUDITORS 

DESCRIPTION OF POSITION COMPENSATION 

Name and surname Position 
Period the 
charge is 

held 
End of term 

Fixed 
compensation 

€ 

Other 
compensation 

€ 
TOTAL  

Marco Nava 
Chairman Board of 
Statutory Auditors 

2015 
Approval of financial 

statements 31.12.2016 
50,000 40,000 54,000 

Livia Amidani Aliberti  Standing Auditor 2015 
Approval of financial 

statements 31.12.2017 
35,000 -- 35,000 

Marco Rigotti  Standing Auditor 2015 
Approval of financial 

statements 31.12.2018 
35,000 -- 35,000 

 

STOCK OPTIONS ASSIGNED TO DIRECTORS, GENERAL MANAGERS AND OTHER STRATEGIC MANAGERS 

 Options held at 01/01/2015 Options exercised in 2015 
Options held 

at 
31/12/2015 

Options of 
competen

ce 2015 

Name Position 
Plan 

- 
date decision 

Number 
of 

option 

Exercised 
price 

Possible period of 
exercise 

Number of 
options 

Exercised 
price 

Market 
Price of 

Recordati'
s share at 
the day of 

the 
exercise 

Number of 
options 

Fair Value 
(in 

millions) 

Giovanni 
Recordati 

Chairman 

Plan 2010-2013  
(b) 
- 

13.04.10 

90,000 6.7505 2015* - 31.12.19 90,000 6.75 21.02 630,000 164 

90,000 6.7505 2016* - 31.12.19 90,000 5.31 18.63 
   90,000 5.31  

90,000 6.7505 2014* - 31.12.20    

90,000 6.7505 2015* - 31.12.20    

90,000 6.7505 2016* - 31.12.20    

90,000 6.7505 2017* - 31.12.20    

Plan 2014-2018 
(b) 
- 

17.04.14 

90,000 12.29 2016* - 31.12.22    

90,000 12.29 2017* - 31.12.22    

90,000 12.29 2018* - 31.12.22    

90,000 12.29 2019* - 31.12.22    

Alberto 
Recordati 

Vice 
Chairman 

Plan 2010 - 2013 
(b) 
- 

13.04.10 

45,000 6.7505 2013* - 31.12.19 

   

540,000 82 

45,000 6.7505 2014* - 31.12.19 

45,000 6.7505 2015* - 31.12.19 

45,000 6.7505 2016* - 31.12.19 

45,000 5.307 2014* - 31.12.20 

45,000 5.307 2015* - 31.12.20 

45,000 5.307 2016* - 31.12.20 

45,000 5.307 2017* - 31.12.20 

Plan 2014-2018  
(b) 
 - 

 17.04.14 

45,000 12.29 2016* - 31.12.22 

45,000 12.29 2017* - 31.12.22 

45,000 12.29 2018* - 31.12.22 

45,000 12.29 2019* - 31.12.22 

Andrea 
Recordati 

Director 

Plan 2010-2013  
(b) 
-  

13.4.10 

32,500 6.7505 2013* - 31.12.19 

   

440,000 76 

32,500 6.7505 2014* - 31.12.19 

32,500 6.7505 2015* - 31.12.19 

32,500 6.7505 2016* - 31.12.19 

32,500 5.307 2014* - 31.12.20 

32,500 5.307 2015* - 31.12.20 

32,500 5.307 2016* - 31.12.20 

32,500 5.307 2017* - 31.12.20 

Plan 2014-2018  
(b) 
 - 

 17.04.14 

45,000 12.29 2016* - 31.12.22 

45,000 12.29 2017* - 31.12.22 

45,000 12.29 2018* - 31.12.22 

45,000 12.29 2019* - 31.12.22 

Fritz 
Squindo 

Director 

Plan 2010-2013  
(b) 
-  

13.4.10 

45,000 6.7505 2013* - 31.12.19 

   

540,000 82 

45,000 6.7505 2014* - 31.12.19 

45,000 6.7505 2015* - 31.12.19 

45,000 6.7505 2016* - 31.12.19 

45,000 5.307 2014* - 31.12.20 

45,000 5.307 2015* - 31.12.20 

45,000 5.307 2016* - 31.12.20 

45,000 5.307 2017* - 31.12.20 

Plan 2014-2018  
(b) 

45,000 12.29 2016* - 31.12.22 

45,000 12.29 2017* - 31.12.22 

45,000 12.29 2018* - 31.12.22 

Marco 
Vitale  

Lead Independent 
Non-Executive 

Director 
2015 

Approval 
of fs 

31.12.2016 
40,000 --- --- 20,000 --- 110,000 
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 - 
 17.04.14 

45,000 12.29 2019* - 31.12.22 

Total 
Aggregate 

N. 3 
Executives 

Director 
with 

Strategic 
Responsibil

ities 

 

Plan 2006-2009  
- 

6.4.06  
and 

Plan 2010-2013 
- 

13.4.10  
(b) 

737,500 9173 
(e) 

2515 
(f) 

142500 5,6869 
(e) 

18,583 
(g) 

625,000 157 

*30 days after the Meeting for approving the previous year's budget 
a) It should be noted that the person is the beneficiary of the stock option plans in place as an employee of strategic importance to the Company. 
b) It should be noted that there are plans in place to subsidiaries and associated companies of Recordati S.p.A.  
c) official daily prices. 
d) In office from 31 December 2015 there are 3 key management employees of the Company and no other member of key management of subsidiaries. 
e) Average exercise price. 
f) Average maturity in days. 
g) Average market price. 
 

 5.3 Corporate Social Responsibility Activities 
 

ASSISTANCE AND RESEARCH  RESEARCH  THROUGH ORPHAN EUROPE AND RECORDATI 
RARE DISEASES OTHER ASSOCIATIONS: 

 

AISAC - Association for information on and the 
study of Achondroplasia  

 The Arrigo Recordati International Prize for 
scientific research  

 ABASP (Association de l'avancement des 
sciences pédiatriques)  

 

ANLAIDS - National AIDS Association   
Associazione Amici del Centro Dino Ferrari - 
research in neuromuscular and neurovegetative 
diseases 

 AIRG (Association pour l'Information et la 
Recherche sur les maladies Rénales Génétiques)  

 

UROMENDA (Hospital de Mendaro) Urology 
Association  

 Associazione Amici di URI - Urological research 
institute 

 AJP (Association des Juniors en Pediatrie)   

Asociación Neuroinvest (Hospital Virgen de la 
Macarena Sevilla) 

 Foundation for research and innovation in 
hypertension and cardiovascular protection 

 
ALLIAGE (Association Lariboisière des 
affectations génétiques et Environementales du 
Cuivre et Autres Metaux)  

 

Association for the development of 
Endocrinology and Nutrition 

 SOCIAL  American Heart Association   

Italian association for GLUT 1 deficiency 
syndrome 

 A.I.O.S.S - A.I.O.S.S - Association for the 
integration and guidance of disadvantaged people  

 Italian association Cistinosi   

Association Chirurgie Robotisee et Mini 
Invasive 

 
Asiens vergessene Kinder - Association for social 
and medical support of disadvantaged children 
and adolescents  

 GrIP Onlus Gruppo Italiano Porfiria  

Association Francaise Urologie  Associazione Il Bruko - Volunteering and solidarity 
to help the elderly and sick children  

 Healthwell Foundation   

Association pour l'etude des maladies de 
l’appareil urinaire 

 Associazione Sesamo - support for people with 
handicaps  

 National Urea Cycle Disorders Foundation   

Associazione Bianca Garavaglia - study and 
treatment of pediatric tumors 

 ATAP - protection for psychiatric patients  Network of Rare Blood Disorder Organizations - 
Alberta, Canada  

 

 Progetto EMO-CASA - leukemia and other 
hemooncology diseases 

 LifeNet Onlus - Association for the sanitary and 
social support of populations in difficulty  

 NORD (National Organization for Rare 
Disorders)  

 

Comitato Maria Letizia Verga - Study and 
treatment of pediatric leukemia 

 
Naevus Italia Onlus - National Association of 
subjects born with giant congenital melanocytic 
nevus  

 Raríssimas - Associação Nacional de Deficiências 
Mentais e Raras  

 

Conseil National Professionnel d'hepato-gastro-
enterologie 

 Oeiras Luchapa Association - support for the 
homeless 

 Réseau Européen Maladies Rares et Psychiatrie   

Deutsche Hochdruckliga - German association 
of hypertension  

 SSD Volare - support for the disabled     

Fondazione Benedetta D'Intino - 
Psychophysical suffering in childhood 

 Stiftung LebensBlicke - Foundation dedicated to 
early diagnosis in colorectal cancer  

   

Fondazione Manuli - Assistance for Alzheimer 
patients • Fundació Clinic (Hospital Clínico 
Barcelona) 

 CULTURE AND THE ENVIRONMENT  UNIVERSITIES  

Fundació Institut D'Investigació biomedica de 
Bellvitge (IDIBELL) 

 
Associazione Culturale “G. DOSSETTI” - progetto 
“Officina Malattie Rare” - Cultural projects on rare 
diseases 

 Università Cattolica - Fund raising for African 
students  

 

Institut Formation & Recherche en Endoscopie 
Digestive 

 FAI - Italian Foundation for the Environment   Università degli Studi di Milano - CusMiBio - 
formative project in secondary schools 

 

Sociedad Española de Diabetes  Fondazione Milano per la Scala  Collegio Ghislieri - University college  

Sociedad Española de Médicos de Atención 
Primaria (SEMERGEN) - Spanish Society for 
primary care  

 Orchestra Sinfonica G. Verdi  1st University paediatric Dept  
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