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Amounts in million € 2015A 2016E 2017E 2018E 2019E 2020E 2021E 
Revenues  1047.7 1153.7 1240.3 1299.8 1394.4 1430.7 1504.5 
EBIT 278.5 326.9 370.0 399.8 441.9 462.9 499.3 
 Margin 26.6% 28.3% 29.8% 30.8% 31.7% 32.4% 33.2% 

Net Income 198.8 236.6 269.9 293.4 326.0 342.4 370.2 
 Margin 19.0% 20.5% 21.8% 22.6% 23.4% 23.9% 24.6% 

EPS 0.97 1.13 1.29 1.40 1.56 1.64 1.77 
P/E 24.9x 23.8x 21.9x 20.1x 18.1x 17.3x 16.0x 
EV/EBIT 18.1x 17.8x 16.2x 14.7x 13.0x 12.1x 11.0x 
DPS 0.54 0.57 0.68 0.77 0.84 0.94 0.98 
Div. Yield 2.2% 2.1% 2.4% 2.7% 3.0% 3.3% 3.5% 
Net Debt 88.7 189.6 80.6 -38.8 -161.9 -297.8 -439.7 

 
Recordati, a success story destined to continue 
We initiate our coverage on Recordati SpA (REC) with a BUY recommendation, assessing a 
€33.42 target price by the end of 2017 delivering a Total Shareholder Return of 20.67%, 
dividends included (considering 15th February closing price). We believe the market is not 
appreciating: (i) strong and resilient organic EBIT growth (+10.6% CAGR 2016-19, 5.5% above 
consensus in 2019) driven by increasing relevance of Rare diseases segment and new product 
launches; (ii) potential upside from consolidation and entrance in new markets through M&A.  

A promising prologue  
REC good strategy implementation has allowed the company to exhibit best-in-class returns 
(22.4% ROCE in 2016) and margins (28.3% EBIT margin in 2016). In the past ten years, REC growth 
(+7.2% revenues CAGR 2006-16) has been driven by: (i) development of the lercanidipine 
franchise  (cardiovascular); (ii) product launches trough in-licensing agreements, namely Urorec® 
(urology) and Livazo® (cardiovascular); (iii) entrance and expansion in the Rare diseases business 
(45.0% segment EBIT margin in 2016, contributing to 25.0% of group EBIT); (iv) continuous ad hoc 
acquisitions marking strategic entrance in new markets, consolidation in existing ones and further 
portfolio reinforcements.  

Pipeline maturation and Rare diseases business will drive organic growth 
Organic growth will be sustained by: (i) new product launches: products currently under 
development will add yearly revenues of €127.7m in 2021, accounting for 36.4% of revenue 
growth for the period 2016-21; (ii) exploitation of current product portfolio through its 
established commercial platform; (iii) increasing importance of the Rare diseases business 
(contributing to 37.4% of group EBIT by 2021) boosting company EBIT margin (+485bps 2016-21). 

Internationalization strategy to continue in the future 
International presence will be furtherly developed in the future, as recently announced by the 
CEO Andrea Recordati during the Business Plan presentation (9th February 2017). The proven 
management track record and the strong cash generation of the business opens a host of 
opportunities with an estimated firepower of €500m. M&A is part of the company DNA and will 
remain a focus of the corporate strategy for: (i) defending market share in key markets (e.g. 
France); (ii) entrance in new geographical areas (e.g. Brazil).  

Financial highlights 
Our assessments on REC business potential lead to a promising growth of revenues and 
profitabilty. Organic revenues, driven by pipeline maturation and Rare diseases segment, will 
grow at a +5.5% CAGR 2016-21 to reach €1504.5m in 2021, with exceptional EBIT margin 
improvement of +485bps and with strong cash generation. REC organic EBIT will grow to €499.3m 
in 2021 (+8.8% CAGR 2016-21), we expect EPS to increase from €1.13 in 2016 to €1.77 in 2021 
(+9.4% CAGR 2016-21).  

Valuation 
Our year-end target price of €33.42 results from the combination of organic business evaluation 
and further value creation opportunities. We evaluate the organic component through a three-
stage DCF model as it allows to properly consider the strong EBIT acceleration; this leads to a fair 
value of €31.65. We also perform a relative valuation to support our DCF: a Sum of the Parts 
(SOTP) shows that the market is not properly valuing REC’s Rare business, implying a 39.5% 
discount on the 1YF EV/EBIT multiple of the business unit. Then, we assess further value creation 
opportunities. Consistently with REC strategy, we consider: (i) direct entrance in Japan with the 
existing Rare treatments portfolio, (ii) consolidation in France and (iii) entrance in Brazil through 
acquisition. The weighted average of these value creation opportunities adds €1.77 on the DCF 
fair value. This completes our valuation to a final target price of €33.42.  

See the end of this report for important disclosures. 
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Stock data 
Performance 1m 3m 12m 
Absolute +2.8% +11.6% +27.9% 
Relative +4.1% -4.5% +14.4% 
 

52w H/L  €29.36/€21.08 
Avg daily volume (52w) 0.4m 
 

Key Financials 
 16E 17E 18E 
EPS 1.13 1.29 1.40 
DPS 0.57 0.68 0.77 
Dividend Yield 2.1% 2.4% 2.7% 
    
Price to Book 6.0x 5.5x 4.9x 
ROE 26.2% 26.9% 25.9% 
ROCE  22.4% 23.2% 24.8% 
 
 
 
 
 
 
 

Price: €28.26 
Target price: €33.42 
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Div. Yield: 2.4% 
 
Listed on: Italian Stock Exchange 
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Market Data 
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Market Cap (€bn) 
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Investment Summary 

We initiate our coverage on Recordati SpA (REC) with a BUY recommendation, assessing a € 33.42 target 
price by the end of 2017 delivering a Total Shareholder Return of 20.67%, dividends included. Our investment 
recommendation is based on: (i) strong and resilient organic EBIT growth (+10.6% CAGR 2016-19, 5.5% above 
consensus in 2019, see Exhibit 1) driven by revenue growth and EBIT margin expansion. Improved marginality 
is supported by the increasing relevance of Rare diseases segment, while new product launches will drive top 
line growth (36.4% of revenue growth for the period 2016-21). (ii) Potential upside stemming from the 
internationalization strategy underway. This strategy will drive to consolidation in current key markets and  
entrance in new ones through acquisitions, improving the commercial presence of the company. 
 

Recordati With a Market cap of €5.9bn, REC is one of the biggest Italian pharmaceutical groups, active in the 
development, manufacturing and commercialization of drugs. Its business segments comprise Prescription 
drugs ($620bn market in 2015 ex. Rare diseases), Rare diseases ($114bn market in 2015), Over-the-counter 
drugs ($120bn market in 2015), with specialization in cardiology, urology, gastrointestinal and metabolism. The 
company has exhibited strong growth of revenues over the last years (+7.2% CAGR 2006-16), best-in-class 
returns (22.4% ROCE in 2016) and margins (28.3% EBIT margin in 2016). REC business model consists in 
building a portfolio of drugs and distributing them through its established commercial platform, becoming a 
reference commercial partner for drug discovery companies with limited European presence. The strong cash 
generation (average 90% FCFF to Net Income conversion in 2006-16) allowed the company to sustain its 
business model by pursuing its strategy aimed at improving the commercial platform. This was possible 
thanks to: (i) direct entrance in new markets; (ii) consolidation in existing markets; (iii) further portfolio 
reinforcements, in particular with the entrance in the Rare diseases business in 2007. 
 

Drivers for growth  
New products launch. The company will strengthen its presence in the urology therapeutic area with the 
launch of two promising products: Vitaros® (€41m in 2021) and Fortacin™ (€18.4m in 2021). Moreover, REC 
will widen its therapeutic focus with the commercialization of a new neurological product: Reagila® (€29.2m in 
2021), for the treatment of schizophrenia. 
Exploitation of current portfolio of products. REC will continue to lever on its international commercial 
platform to furtherly improve the performances of existing products (+3.7% CAGR 2016-21 organic revenues). 
Development of the Rare diseases business. The current portfolio will be reinforced by the addition of new 
products such as Graspa® (€42m sales in 2021). Moreover, the Rare business will be furtherly developed on a 
global scale increasing company presence in Asian markets. 
M&A remains a focus of corporate strategy. Consolidation in current key markets and entrance in new 
markets will improve the global commercial presence of the company in the future, generating more revenues 
and costs synergies. 
 

Key risks  
Generic competition: Product revenues and profitability are highly exposed to generic competition. Products 
enjoy patent protection for a long but finite period (10 years). The company capability to add new patented 
drugs to its portfolio partially offsets this risks. 
Price and regulatory pressure: The increasing impact of pharmaceutical spending on total public expenditure 
leads to a higher price pressure on pharmaceutical companies, as governments are tightening healthcare 
budgets. Moreover, stricter requirements from regulators in terms of product development, approval and 
manufacturing procedures are driving up costs, reducing future profitability. REC diversification in non-
reimbursable and in specialty drugs partially offsets this risk. 
Forex: REC multinational footprint exposes the company to risk on foreign exchange fluctuations. This is 
especially important for Turkey and Russia (7.9% and 6.7% of 2016 revenues, respectively), where political 
instability might continue to negatively impact future company performances. Manufacturing in Turkey 
provides a natural hedging since the company bears costs and revenues in the same currency.  
 

Financials Our assessments on REC business potential lead us to estimate a promising growth of revenues 
and profitabilty. Organic revenues will grow at a +5.5% CAGR to reach €1504.5m in 2021, with strong EBIT 
margin improvement of +485bps (see Exhibits 2-3). REC will be able to confirm its strong cash flow generation 
(ca. 90% FCFF/Net Income); considering pay-out ratio to remain stable at 60% we foresee ca. €500m available 
for new investments by 2021. REC organic EBIT will grow to €499.3m in 2021 (+8.8% CAGR 2016-21), while Net 
Income will grow to €370.2m (+9.4% CAGR 2016-2021); thus we expect EPS to increase from €1.13 in 2016 to 
€1.77 in 2021 (+9.4% CAGR 2016-21). 
 

Valuation Our year-end target price of €33.42 results from the combination of organic business evaluation 
and further value creation opportunities. We evaluate the organic component through a three-stage DCF 
model as it allows to properly consider the strong EBIT acceleration; this leads to a fair value of €31.65. We 
also perform a relative valuation to support our DCF: a Sum of the Parts (SOTP) shows that the market is not 
properly valuing REC’s Rare business, implying a 39.5% discount on the 1YF EV/EBIT multiple of the business 
unit. Then, we assess further value creation opportunities. Consistently with REC strategy, we consider: (i) 
direct entrance in Japan with the existing Rare treatments portfolio, (ii) consolidation in France and (iii) 
entrance in Brazil through acquisition. The weighted average of these value creation opportunities adds €1.77 
on the DCF fair value. This completes our valuation to a final target price of €33.42. 
 
 
 
 
 
 
 
 
 
 
 
 
 

  2016E 2017E 2018E 2019E 

Sales team 1153.7 1240.3 1299.8 1394.4 

Sales cons 1153.9 1226.3 1306.7 1387.5 

Ebit team 326.9 370.0 399.8 441.9 

Ebit margin team 28.3% 29.8% 30.8% 31.7% 

Ebit cons 327.4 361.9 388.9 418.9 

Ebit margin cons 28.4% 29.5% 29.8% 30.2% 

EPS team 1.13 1.29 1.40 1.56 

EPS cons 1.13 1.25 1.35 1.47 

Delta -0.17% 3.03% 3.68% 6.19% 
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Business Description 
With a market cap of €5.9bn and more than €1bn of revenues, Recordati SpA (REC) is one of the biggest Italian 
pharmaceutical groups. Founded in 1926, it is controlled by Recordati family through its holding Fimei Spa 
(51.8%, see Exhibit 4), and has been listed on the Italian Stock Exchange since 1984. From June 2016, it is part of 
Ftse Mib index (Italian main stock market index). REC, headquartered in Milan, recently evolved from an Italian 
focused company to a multinational group, distributing its products in 135 countries. 

Company Presentation 
REC focuses on the pharmaceutical market (size €0.9tn, source: WHO), developing, manufacturing and 
commercializing drugs. It specialises on cardiovascular, urology, gastrointestinal and metabolism therapeutic 
areas (TAs) and on treatments for rare diseases. REC’s high growth in the last decade (+7.2% sales CAGR 2006-
16) was fuelled by ad hoc acquisitions (13 main acquisitions, totalling c.a. €900m) for strategic entrance in new 
markets, consolidation in existing ones and portfolio reinforcement (see Exhibit 7). REC operates directly in 26 
countries and reaches a total of 135 countries including licensing agreements. 

Business Model 
REC business model allows the company to exhibit best-in-class returns (22.4% ROCE in 2016) and margins   
(28.3% EBIT margin in 2016). It consists in building a portfolio of drugs and distributing them through its 
established commercial platform. The company constantly widens its product range by: (i) in-house research, 
(ii) product acquisitions, (iii) license agreements. Thanks to in-depth expertise in its core therapeutic areas and 
regulatory frameworks, REC is able to obtain in-licensed products at late stage of development (see Appendix 
3), becoming a reference commercial partner for drug discovery companies with limited European commercial 
presence. In this way, the company avoids most of the costs and risks associated with early stage product 
development. 

Business Segments   
REC mainly operates in three business areas (see Exhibit 5): 
- Prescription drugs excl. rare diseases (“Rx”), +4.6% CAGR 2010-16, 64.7% of 2016 revenues. In the past, REC 
growth has been mainly driven by Zanidip® sales (cardiovascular TA); after its patent expired in 2010, the 
company launched new products and expanded in new therapeutic areas. Today, REC’s main Rx drugs are: 
Zanidip®, Zanipress® and Livazo® (cardiovascular TA, €110m, €70m and €36m in 2016 respectively), and Urorec® 
(urology TA, €68m in 2015). These four-main products accounted for 19.3% of group sales in 2016.  
- Over-the-counter drugs (“OTC”), +17.8% CAGR 2010-16, 16.3% of 2016 revenues. The company started to 
invest in this segment in 2011 mainly through product portfolio acquisitions. REC commercializes its OTC 
products on a local basis, except for Procto-Glivenol® that is commercialized across different countries. 
- Orphan drugs for the treatment of rare diseases (“Rare”), +20.7% CAGR 2016-21, 15.7% of 2016 revenues. 
The group entered this segment in 2007 with the acquisition of Orphan Europe SARL and further developed this 
business in 2013 by entering the US market with the acquisition of a portfolio of products from H. Lundbeck A/S. 
REC’s main products are: Normosang®/Panhematin® (US), Carbaglu ®, Cosmegen®, Pedea®/NeoProfen® (US). 
This is REC’s crown jewel, characterized by 45% EBIT margin, contributing to 25.0% of group EBIT in 2016. 
These three segments represent pharmaceutical sales (96.6% of revenues in 2015). The group is also in the 
pharmaceutical chemicals business, producing active pharmaceutical ingredients (APIs) for its own drugs and 
for third parties (3.3% of revenues in 2016). From now on, we consolidate this small segment as part of Rx one. 

Strategy 
REC’s corporate strategy relies on: 
a. Growth in current key markets: Europe, North Africa, Turkey, Russia and US (see Exhibit 6). Such expansion 
will be both organic, through the continuous replenishment of the product pipeline with new drugs (Vitaros® 
and FortacinTM) and through the life cycle management of the existing ones, and inorganic, through bolt-on 
acquisitions of companies or product portfolios. Being the company able to generate FCFF almost equal to Net 
Income, we foresee ca. €500m available for new investments by 2021. 
b. Direct expansion in new highly attractive geographical areas. REC will keep to successfully diversify its 
geographical presence (e.g. Italian weight on sales decreased from 28.1% in 2010 to 20.6% in 2016), through 
direct entrance or acquisition of companies. 
c. Rx – Defend margins through continuous portfolio enlargement. Over the years, REC built a well-established 
commercial platform in Europe, Turkey, North Africa and Russia. REC exploits it to push products which are 
either internally developed or in-licensed from third parties. (i) A first effort is aimed at improving its marketing 
and approval competencies in the aforementioned markets in order to become a reference commercial 
partner for drug discovery companies, especially those without a strong European presence (e.g. the Japanese 
Kowa and Kissei). (ii) Frequent drug launches (10 main products in portfolio and 5 in pipeline, expected to be 
launched before 2019) are essential in the Rx business to prevent sales contraction and margin erosion (ca. 
69.0% Gross Margin in 2016). In fact, products are subject to competition from other pharmaceutical companies 
(with branded products within the same TA or by generic products when the patent expires) and price pressure 
from healthcare authorities. (iii) Enlarging its TA coverage with the entrance in new promising areas (e.g. 
neurology). 
d. OTC – Buy local roots for a global success. This segment represents a diversification with respect to the Rx 
portfolio, since OTC products are subject to different business drivers (presented in Industry Overview and 
Competitive Positioning section). REC adopts a three-step strategy: (i) acquire established local brands; (ii) 
boost sales by convincing pharmacies to push them to consumers; (iii optional) spread them in additional 
countries, exploiting cross-selling opportunities on its existing distribution platform. 
e. Rare – Do good and reap the rewards. The segment is characterized by low volumes with high prices, e.g.  
€100/tablet for Carbaglu®, one of REC’s top selling Rare products. REC aims at developing a global presence 
relying on: (i) expansion in new markets, either by licensing-out products or by direct entrance; (ii) acquisition 
of reasonably-priced product portfolios (historically, REC paid 3.4x EV/Sales at most).  
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Industry Overview and Competitive Positioning 

Pharmaceutical Market 
REC operates in the pharmaceutical market, which is part of the Healthcare market (in 2015 ca. $7tn, 10.4% of 
global GDP, source: Deloitte). We study the main trends that are affecting the pharmaceutical industry and 
consequently its size (in 2015 ca. $0.9tn, 1.36% of global GDP). In order to deeply understand those trends and 
their impact on REC businesses, we analyse Rx, OTC and Rare separately. 
Rx (WW $620bn1 in 2015, +4.3% CAGR 2015-20): Prescription drugs are dispensed only under medical 
prescription and can be advertised to healthcare professionals only. There are two main subclasses: drugs 
reimbursable by national health systems and non-reimbursable ones, depending on the seriousness of the 
disease they treat. This industry is characterized by a long and expensive product development process (see 
Appendix 3). The main TAs are oncology (10.1%), antirheumatics (6.2%), antivirals (5.5%), antidiabetics (5.3%) 
and anti-hypertensives (3.9%).  
OTC (WW ca. $120bn in 2015, +7.4% CAGR 2015-20): Over-the-counter drugs are sold without prescription and 
they are usually not reimbursed by national health systems, implying out-of-pocket expenditure (OOP) for 
patients; differently to Rx, they can be advertised to consumers. Main segments are: vitamins, minerals and 
dietary supplements (21%), cold cough and flu (20%), analgesics (12%), gastrointestinal (10%) and dermatologic 
(8%) (source: marketdataforecast). Over the last years, more than 60% of the OTC market growth was 
represented by emerging markets (China, Latin America, Russia, Turkey and Middle East) (source: AESGP). 
Rare ($114bn in 2015, +11% CAGR 2015-20): Rare diseases affect a small percentage of the population 
(prevalence inferior to 1 case every 2000, EU definition). There are more than 7,000 known rare diseases in the 
world, but only 200-300 treatments exist (source: company data). The sector’s high ROI is given by: (i) 
commercial benefits (favourable reimbursement policies, longer exclusivity, smaller sales force required); (ii) 
R&D benefits (legislations allow on average 28% shorter development time, 30% higher probability of success 
and tax credit up to 50% of development costs (source: drugdiscoverytoday)). Moreover, 75% of rare diseases 
affect children (source: rarediseases.org), resulting in an increase in dosage related to patients’ weight. 
Macro Trends 
a. Ageing population: driven by decrease in birth rates and increase in life expectancy (worldwide people aged 
over 60 expected to increase from 10.25% in 2006 to 23.5% in 2050, source: WHO). 
b. Population growth: 1.13% increase during last year mainly driven by the 2.5% increase in Africa and 1.02% in 
Latin America and expected CAGR 2020-2050 +0.76%.   
c. Rise in GDP: advanced economies expected to grow 2.4% YoY until 2020 vis-à-vis 3.3% YoY in emerging 
markets. Here improving life conditions is driven by rise in disposable income represented by middle class 
expansion (+9.5% CAGR 2010-30 of Asia Pacific and +4.7% CAGR 2010-30 of Africa).  
d.  Advent of innovative and expensive therapies, such as Gene Therapy, an experimental technique that uses 
genes to treat or prevent diseases. 
e. Health system development: increase in infrastructures and accessibility (#physicians and #beds per capita). 
Micro Trends 
a. Rx – Regulatory price pressures: weak economic outlook poses constraints in governmental budgets resulting 
in price cuts and pro-generics policies. 
b. Rx – Rise in chronic-degenerative diseases in both developed and emerging markets (see Exhibit 9), driven 
by ageing population and by healthcare development that cause a reduction in communicable diseases (i.e. 
infectious diseases transmissible either by direct contact or by indirect means). 
c. OTC – Rx-to-OTC switch:  after Rx products demonstrate to be not harmful to educated patients. This leads 
to an expansion of the patient group with the possibility to improve brand awareness through advertisement. 
d. Rare – Increasing awareness: patient associations are pushing governments in developing further orphan 
drugs legislation. Governments with underdeveloped rare diseases programs are taking actions to promote this 
sector, especially in Asia (source: ECDR). 

Competitive Analysis 
Competitive Drivers 
Carrying out the Porter’s five forces analysis for Rx, OTC and Rare segments (see Exhibits 10-11-12 and Appendix 
6), we define the forces that shape the competitive landscape and its main drivers in each business.  
Rx: Players tend to specialize in specific TAs (CR42 is 58.2%, 77.6% and 66.4% respectively in oncology, anti-
diabetics and anti-rheumatics). There are two main competitive pressures: (i) competitors' products that 
address the same treatment and that compete on drug efficacy and cost/effectiveness, crucial characteristics 
for drug approval and commercial success; (ii) price competition from generic substitute products at patent 
expiration. Capital intensity of drug development process, patents and knowledge requirements set high entry 
barriers. R&D capabilities are required to develop effective drugs and conduct efficient R&D process. Rx drug 
price is negotiated with central authorities who also set high quality requirements (in terms of product and 
clinical trials) thus it is crucial to build ability to interact with authorities for drug approval and price negotiation. 
An extensive sales force is required to promote products among physicians.  
OTC: This market is highly fragmented (CR4 is 15%) with fierce competition from local firms (in 2015 average 
growth rate for global companies has been only 3.6% while local/regional players grew at 4.3%, source: AESGP). 
OTC products can be similar in terms of performances and there are few switching costs for buyers, encouraging 
price competition. However, products are bought over brand preferences or on pharmacist suggestion and a 
mix of pull (promotion to consumer) or push (promotion to healthcare practitioners) marketing approach can 
be applied. The main entry barriers are time and cash investments required to build a brand: long-lasting brands 
differentiate the product and create a “natural protection” against patent expiry (eg. Aspirin patent, from 
Bayer, expired in 1917). Downstream pressure is mostly represented by large supermarkets and pharmacy 
chains. Thus, players are increasingly consolidating to improve their commercial presence and to reduce 
downstream bargaining power (i.e. Sanofi acquired Boehringer Ingelheim’s OTC division in 2015, Novartis and 
GSK created a JV of their OTC businesses in 2014). 

                                                                                 
1 Value calculated excluding Rare diseases market  
2 Concentration Index considering the sum of market share of 4 main players 
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Rare: Companies generally prefer to develop drugs for untreated indications, thus competition is based on 
spotting and securing the niche-market: being first in developing a drug for an unmet medical need and 
obtaining market exclusivity. R&D capabilities are necessary to: (i) increase R&D efficiency (time and costs); (ii) 
develop drugs with high effectiveness to prevent approval of next-in-class treatments that might overtake 
market exclusivity. Due to scarcity of patients, it is hard to conduct trials to prove drug effectiveness and this 
limits competition from generic products or from next-in-class treatments. Since symptoms of many rare 
diseases are life threatening, payers usually are less restrictive in the price reimbursement. While US are 
characterized by free pricing, in Europe the price is negotiated with a cost-plus or a reference scheme.  
REC’s Competitive Advantages 
- Product lifecycle management skills. Through the development of new formulations and/or indications for an 
already commercialized drug, REC can reduce exposition to generic competition and extend the product 
lifecycle. The development of the lercanidipine franchise (Zanidip®+Zanipress®) and the new indications added 
to Carbaglu® (one of REC’s main Rare products) are prime examples of this capability. 
-  Local established OTC brands in portfolio (e.g. Dentosan®, a line of oral care products for the Italian market). 
- Global and established Rare portfolio, built over years acquiring Orphan Europe in 2007, Lundbeck portfolio 
in 2013 and reinforced with in-licensed products (e.g. Graspa®) and proprietary R&D (e.g. Cystadrops®). 
- Development and marketing expertise in three main Rx TAs (cardiovascular, urology, gastrointestinal& 
metabolism), shown by the latest licenses obtained for the EU commercialization of two promising urology 
products: Vitaros® (treatment of erectile dysfunction) and FortacinTM (treatment of premature ejaculation). 
- Extended geographical footprint all around Europe for OTC and Rx, thanks to a widespread sales force. 
These competitive advantages allow: (i) commercial exploitation of the current portfolio levering on well-
established products and widespread geographical commercial presence; (ii) continuous replenishment of the 
pipeline through in-licensing and proprietary R&D, sustaining the business model over time. The company has 
5 Rx and 7 Rare products in late stage of development (both new products and indication extensions).  
Competitive Financial Analysis 
Positioning map (see Exhibit 13) shows how the business model and the competitive advantages previously 
presented poses REC against its competitors, a group of peers similar in terms of business diversification, market 
exposition and financials (refer to Appendix 8 for full selection criteria). We also select a group of European 
based Big Pharma companies to provide a more complete evaluation (i.e. AstraZeneca, Roche, Sanofi, 
GlaxoSmithKline, Novartis and Bayer AG). REC proves to have a greater EBIT margin compared to the two 
clusters thanks to its business model and competitive advantages. The company is able to combine continuous 
pipeline replenishment with low R&D expenditures mainly thanks to licensing agreements. Moreover, R&D 
savings allow to more than compensate the higher SG&A expenses related to the strong commercial attitude 
of the company (see Exhibit 14). 
In terms of returns, the company shows great operating profitability in terms of ROCE and Capital turnover 
thanks to high EBIT margin and to the increasing exposition to the Rare business. On the equity side, REC shows 
a ROE that is above the average of the Big Pharma. Moreover, if the company reviewed reasonably its capital 
structure, it would better exploit the financial leverage and therefore increase return for shareholders. 

Competitors Financials, last fiscal year available – Exhibit 14 

KEY FIGURES RECORDATI Avg. Peers Almirall SA Ipsen SA KRKA dd Lupin 
Limited 

STADA 
Arzneimittel 

Avg. Big 
Pharma Astrazeneca Bayer AG GSK Novartis Roche Sanofi 

Revenues [€m] 1,047.70 n.s. 685.00 1,443.90 1,164.61 1,897.13 2,115.13 n.s. 22,281.12 46,324.00 32,959.65 44,583.89 45,089.83 34,542.00 
Gross Margin 68.01% 53.99% 39.65% 76.66% 57.96% 48.56% 47.10% 64.90% 75.35% 55.28% 62.73% 64.80% 69.34% 61.89% 

SG&A % 33.60% 31.71% 33.14% 46.01% 32.84% 15.60% 30.98% 29.45% 38.18% 30.88% 29.99% 28.82% 21.82% 27.01% 

R&D % 7.32% 9.82% n.a. 15.28% 9.91% 11.10% 2.97% 16.37% 22.68% 9.10% 14.30% 18.07% 19.38% 14.67% 

EBIT margin 26.60% 14.01% 5.84% 15.08% 15.23% 20.74% 13.15% 18.72% 14.49% 13.77% 18.45% 17.91% 27.51% 20.22% 
ROA 19.59% 8.84% 1.58% 11.24% 9.79% 13.16% 8.42% 8.94% 5.83% 8.18% 8.39% 6.58% 17.80% 6.83% 
ROCE 20.61% 10.90% 3.35% 18.84% 11.43% 11.56% 9.31% 14.27% 12.10% 11.35% 18.29% 7.96% 27.39% 8.51% 

Capital Turnover 1.04 0.96 0.75 1.39 0.86 0.84 0.96 0.93 0.91 1.08 1.25 0.52 1.32 0.49 
ROE 23.99% 15.05% 9.84% 17.74% 11.71% 23.74% 12.22% 13.5%3 15.69% 19.93% 182.44% 10.81% 46.29% 7.84% 

Debt/Equity 0.39 0.47 0.22 0.04 0.00 0.66 1.44 1.11 0.81 0.81 3.25 0.28 1.11 0.37 
Payout Ratio 68.72% 36.40% 7.81% 45.45% 48.86% 18.01% 61.85% 74.11%4 342.97% 54.32% 156.02% 74.56% 83.43% 84.15% 

Financial Analysis 

Historical Analysis5  
Revenues 
2006-2009 –  Zanidip®-driven growth. REC sales reached €748m in 2009, with a +9.1% 3-year CAGR. 43% of the 
growth is attributable to the increase in Zanidip® revenues (the top selling drug in the cardiovascular TA), which 
reached its peak value at €215m in 2009, representing 29% of group sales. 
2010-2012 – Zanidip® patent expires, new products and new therapeutic areas step in. Overall, Rx, OTC and Rare 
sales respectively grew with a +4.7%, +16.7% and +13.7% CAGR 2010-12, with sales totalling €828m at the end 
of 2012. REC has shown foresight and ability in building a sound commercial platform to properly face Zanidip® 
patent expiration. In 2010, group sales decreased to €728m, mainly because of a 31% YoY decrease of Zanidip®, 
whose patent expired at the beginning of the year. However, the company has been able to offset this loss with 
the introduction of new products, Zanipress® (€49m in 2012) and Livazo® (€16.3m in 2012) in cardiovascular, 
Urorec® (€ 33m in 2012) in urology and with a further development of Rare diseases business (acquisition of 
Orphan Europe in 2007, sales €76m in 2012).  
2013-2016 – Rare business takes off, stable growth and consolidation in key markets. Group sales reached 
€1154m in 2016, up 22.5% from €942m in 2013 (+7.0% CAGR 2013-16). In 2013 the Rare diseases segment 
reached €128m, mainly due to the acquisition of the Lundbeck portfolio in US. In the following years, the Rare 
segment grew at +12.3% CAGR 2013-16, accounting for 25% of group sales growth in three years. Rx and OTC 

                                                                                 
3 GSK and Roche not included due to extraordinary events 
4 Astrazeneca and GSK not included due to extra-dividends paid 
5 Our Historical Analysis includes 2016 REC preliminary results 
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segments sales respectively grew with a +4.5% and a +18.2% CAGR 2012-16, mainly thanks to targeted 
acquisitions in markets where REC was already present (Italy, Germany, Spain, Russia and North Africa).  
Margins 
Gross Margin: After the expiration of Zanidip® patent in 2010, GM dropped to 64.6% in 2012 due to the impact 
of generic competition. Nevertheless, the introduction of new products, in particular Rare drugs, characterized 
by very high prices, led to a recover of GM, peaking at 69.6% in 2016 (see Exhibit 19). 
EBIT margin: Over the 2006-13 period, the company registered a fairly stable EBIT margin (20.2-21.7%), with 
minor fluctuations as revenues breakdown shifted away from Zanidip®. In 2013-16, EBIT margin registered a 
substantial growth, reaching 28.3% in 2016 (up 750bps from 2013). This sharp increase relies on the back of a 
selective optimization of SG&A expenses (10-15% reduction of salesforce in Western Europe and development 
in Turkey and Russia) and of increasing relevance of the Rare business to group results (see Exhibit 16). In fact, 
the Rare segment grew both in terms of EBIT (+23% 2013-16 CAGR) and of EBIT margin (+900bps in 2013-16), 
especially in the US, where it experienced rising prices and volumes. 
Returns and Cash Flows 
Returns: The company’s prolonged acquisition strategy over the 2006-13 period (overall amount €570m) led to 
an increase in Capital Employed, thus ROCE (incl. Goodwill) decreased from 20.8% in 2006 to 15.5% in 2013. In 
the subsequent years, REC has been able to increase its return on capital thanks to the increase in EBIT margin 
and thanks to the consolidation of RX and OTC business in Europe (see Exhibit 17). REC’s low leverage implies 
that ROE follows a trend similar to ROCE, peaking at 26% in 2016, vis-à-vis an average of 21.4% in 2006-12, driven 
by the growing operating returns. 
Cash flows: In the last years, REC managed to convert on average 90% of its Net Income in FCFF and to constantly 
increase the pay-out ratio from 42.7% in 2006 to ca. 60 % in 2016, boosting remuneration for shareholders. 
Thanks to its stable cash generation, the company was able to finance M&As entirely with its FCFF post-
dividends, with the exceptions of Lundbeck (€78m in 2013) and Casen (€93m in 2013) acquisitions, whose 
investment have been repaid within the following year (see Exhibit 18).  
 

REC Financial Highlights – Exhibit 19 
Amounts in Million Euros 2006A 2007A 2008A 2009A 2010A 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E 2021E 

Revenues 576.2 628.4 689.6 747.5 728.1 762.0 828.3 941.6 987.4 1047.7 1153.7 1240.3 1299.8 1504.5 
Growth 0.0% 9.1% 9.7% 8.4% -2.6% 4.7% 8.7% 13.7% 4.9% 6.1% 10.1% 7.5% 4.8% 5.2% 

Gross Profit 384.2 422.1 467.4 511.9 488.1 502.1 534.8 614.3 660.3 712.5 802.9 869.0 919.1 1089.1 
margin 66.7% 67.2% 67.8% 68.5% 67.0% 65.9% 64.6% 65.2% 66.9% 68.0% 69.6% 70.1% 70.7% 72.4% 

SG&A % on sales 37.9% 37.5% 36.8% 35.8% 35.8% 36.4% 35.7% 35.0% 34.4% 33.6% 32.8% 32.4% 32.1% 30.7% 
R&D % on sales 7.9% 7.8% 8.5% 9.3% 9.5% 7.3% 7.7% 7.9% 8.6% 7.3% 7.4% 7.4% 7.5% 8.2% 
EBIT 120.3 131.5 144.7 162.2 154.8 163.5 167.0 195.4 231.0 278.5 326.9 370.0 399.8 499.3 

margin 20.9% 20.9% 21.0% 21.7% 21.3% 21.5% 20.2% 20.8% 23.4% 26.6% 28.3% 29.8% 30.8% 33.2% 
Pre Tax Income 118.2 127.4 138.1 152.7 151.0 160.0 160.3 180.8 214.8 265.5 315.4 359.9 391.2 493.6 

Tax Rate 37.4% 33.4% 27.3% 27.6% 28.1% 27.2% 26.1% 26.1% 24.9% 25.1% 25.0% 25.0% 25.0% 25.0% 
Net Income 74.0 84.9 100.4 110.6 108.6 116.4 118.5 133.7 161.2 198.8 236.6 269.9 293.4 370.2 

Growth 14.7% 14.6% 18.3% 10.1% -1.8% 7.2% 1.8% 12.8% 20.6% 23.3% 19.0% 14.1% 8.7% 8.1% 
FCFF 77.4 79.9 108.9 133.5 108.7 79.8 54.8 103.6 166.2 223.5 210.2 257.5 286.7 350.5 
Net Debt -22.4 97.2 81.0 19.7 -46.0 55.7 153.5 261.0 181.9 88.7 189.6 80.6 -38.8 -439.7 
CAPEX/Sales 3.6% 2.4% 6.3% 3.8% 4.7% 5.8% 7.6% 8.3% 2.5% 3.2% 4.2% 3.5% 3.5% 3.5% 
WC/Sales 11.8% 15.0% 12.1% 10.6% 8.6% 10.9% 14.1% 13.4% 14.3% 12.5% 13.7% 14.4% 14.6% 15.7% 
Capital Employed 383.1 524.0 559.5 564.5 559.9 679.3 855.4 1007.7 1017.4 1006.8 1185.1 1204.6 1217.2 1279.4 
NOPAT 75.4 87.6 105.2 117.5 111.3 119.0 123.4 144.5 173.4 208.6 245.2 277.5 299.9 374.5 
ROCE: NOPAT/CE 20.8% 19.3% 19.4% 20.9% 19.8% 19.2% 16.1% 15.5% 17.1% 20.6% 22.4% 23.2% 24.8% 29.5% 

Future Analysis 
We focus our future analysis on the organic part of REC’s business, leaving aside the bolt-on acquisition strategy 
presented in Valuation. First of all, we split the consolidated Income Statement between Rx, OTC and Rare 
segments. REC already provides separate information for the Rare business in terms of EBIT; we use a sample of 
specialized companies to define OTC costs (as % of sales) and we derive Rx Income Statement as the remaining 
part (see Appendix 5 for more details). This allows us to analyse separately Rx, OTC and Rare businesses for 
the future, being consistent with our industry key findings (presented in Industry Overview) and carefully 
considering the peculiarities of each segment, in order to properly estimate REC value creation. 

Revenues 
According to our estimates, group revenues will grow organically at a +5.5% CAGR to €1504.5m in 2016-21 (see 
Exhibit 20 and Appendix 4).  
Rx: This business will grow at a +2.6% CAGR 2016-21 reaching €894m in 2021, decreasing its contribution to 
group sales from 68.0% to 59.4% (see Exhibit 23). We distinguish between:  
- Core products (€427.2m in 2016, -3.5% CAGR 2016-21). After analysing past performances, we properly model 
the effect of patent expiration, generic competition and, in case, licensing agreement renewal for each core 
product; 
- Non-core products (€286.0m in 2016, +3.6% CAGR 2016-21). We exploit the positive correlation between 
pharmaceutical expenditures (public + private ex. out-of-pocket OOP) and country GDP to forecast future 
sales, using an average growth factor weighted on REC’s geographical exposure in its most representative areas 
for Rx (Europe, Turkey and Russia); 
- Products in pipeline (€6.9m in 2016, +66.9% CAGR 2016-21). We model how new products will reach estimated 
peak sales relying on past sales development of either REC core products in the same TA (e.g. Fortacin™ sales 
estimate based on Urorec® performances, see Exhibit 22) or on competitor’s ones (e.g. Reagila® sales estimate 
modelled on Zyprexa® by Eli Lilly, as REC has no previous experience in schizophrenia); 
- Pharmaceutical chemicals (€38.6m in 2016, +6.9% CAGR 2016-21). We apply +6.9% CAGR 2010-15 to 2016-21 
pharmaceutical chemicals sales. 
OTC: This business will grow at a +3.4% CAGR 2016-21 reaching €222m in 2021, slightly reducing its group sales 
contribution from 16.3% to 14.8% (see Exhibit 23). Given the small disclosure provided by the company, we 
consider the OTC business as a whole. We exploit the positive correlation between pharmaceutical 
expenditures (OOP) and GDP per capita and we forecast future revenues using an average growth factor 
weighted on REC geographical exposure. 

Businesses Income Statements – Exhibit 21  
Rx OTC Rare 

Million Euros 2016E 2021E 2016E 2021E 2016E 2021E 
Revenues 784.8 893.7 187.8 222.2 181.2 388.6 
Gross Margin 541.8 631.6 107.1 125.5 154.0 332.1 

% on sales 69.0% 70.7% 57.0% 56.5% 85.0% 85.4% 
SG&A -276.9 -307.5 -55.6 -65.7 -45.9 -88.4 

% on sales 35.3% 34.4% 29.6% 29.6% 25.4% 22.7% 
R&D -54.2 -61.7 -4.3 -5.1 -26.5 -56.7 

% on sales 6.9% 6.9% 2.3% 2.3% 14.6% 14.6% 
Ebit 210.8 262.4 47.1 54.6 81.6 186.9 

% on sales 26.9% 29.4% 25.1% 24.6% 45.0% 48.1% 
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Rare: This business will grow at a +16.5% CAGR 2016-21, strongly increasing its contribution to group revenues 
from 15.7% to 25.8% (see Exhibit 23). In our model, we directly consider three main factors: (i) 
incidence/awareness of the disease (thus the number of possible new patients per year), (ii) price and (iii) 
dosage of the product, which increases in patient’s weight (usually rare diseases are discovered in infants and 
they are treated lifelong). These are our forecasts by geographical area for REC’s current portfolio: 
- Europe: we estimate a +6.7% CAGR 2016-2021. In Europe, public pharmaceutical reduction policies prevent 
further price increases; 
- US: we forecast a +14% CAGR 2016-2021 mainly thanks to an YoY 7.5% average price increase related to free 
pricing scheme; 
- Other international sales: we apply a +17.7% CAGR 2012-15 to 2016 sales (€24.4m) until 2021 for all the other 
countries where either REC is directly present through a start-up or it licenses-out to some local players. 
Additionally, we model Grapsa® (a product indicated for acute lymphoblastic leukemia, to be filed for marketing 
approval in Europe in mid-2017) YoY growth considering estimated peak sales (provided by REC) and the past 
performance of Gleevec® (a well-established product for the treatment of similar conditions) by Novartis.  
 
Costs and Margins 
Our separation of the consolidated Income Statement among the Rx, OTC and Rare businesses allows us to 
estimate costs and margins taking into account the peculiarities of each segment. We estimate 2017-21 values 
of Gross margin and SG&A expenses for each segment using revenues as regressor. 
Gross Margin (€1089.1m in 2021 equal to 72.4%, +280bps from 2016 to 2021). This positive result is mainly 
driven by the increasing relevance of the high-margin Rare business (characterized by 85.0% of GM in 2016, to 
remain stable in the period of analysis). This increase is partially offset by a higher impact of in-licensed products 
in 2016-21. These products are characterized by higher COGS due to royalties paid to licensors (we estimate 35% 
COGS for in-licensed products vs. 29% COGS for company-owned products). 
SG&A expenses (€461.6m in 2021 equal to 30.7%, -213bps from 2016 to 2021). We believe REC will continue to 
improve SG&A through sales force optimization, as it did in the last few years. Besides, the strong contribution 
of Rare business to organic growth allows to increase efficiency, since it is characterized by a lean cost 
structure thanks to lower selling and marketing investments required (Rare SG&A expenses decrease by 261bps 
from 25.4% in 2016 to 22.7% in 2021). 
R&D expenses (€123.5m in 2021 equal to 8.2%, +85bps from 2016 to 2021). We foresee a slight increase in R&D 
expenses since REC is going to sign in-licensing agreements for Rare products even if in early-stage of 
development, as stated by the CEO during 2017-19 BP presentation (9th February 2017). 
EBIT margin (€499.3m in 2021 equal to 33.2%, +485bps from 2016 to 2021). The outstanding EBIT expansion is 
mainly driven by the excellent performance of the Rare business, which combines a strong sales growth 
(+16.5% CAGR 2016-21) with an increase of an already high EBIT margin (from 45% in 2016 to 48.1% in 2021, 
i.e. +305bps). Rare business increases its contribution to group EBIT from 25% in 2016 to 37.4% in 2021 (see 
Exhibit 24). A possible hurdle for this performance improvement is represented by a tightening of US price 
pressure. We see Rare expansion and marginality to be sustainable due to: (i) ultra-niche market in which REC 
operates; (ii) moderate price increases with respect to other players; (iii) private associations payments of Rare 
diseases drugs. 
Returns and Cash Flows 
Returns: Based on EBIT results and considering just organic growth, REC will improve its ROCE from 22.4% in 
2016 to 29.5% in 2021. We expect EPS to grow at 9% CAGR from €1.13 in 2016 to €1.77 in 2021. 
Cash flows: In our model, we assume the company will not raise new debt during the forecasted period and FCFE 
directly updates cash and cash equivalents line in the Balance Sheet; therefore, Net Cash increases YoY reaching 
€439.7m in 2021. We estimate REC will confirm its strong cash flow generation with FCF growing at 11% CAGR, 
representing ca. 90% of Net Income; considering pay-out ratio to remain stable at 60%, we foresee ca. €500m 
available for new investments by 2021 (see Exhibit 25). In Valuation, we present some further value creation 
opportunities.  

  Valuation 
We foresee a target year-end price of €33.42, implying a 18.3% upside on 15th February 2017 closing price. 
First of all, we evaluate the organic growth of REC’s business through a DCF model as it allows us to assess the 
company’s value independently from the market and to properly consider the strong EBIT acceleration driven 
by the Rare segment. We perform a three-stage DCF, resulting in a fair value of €31.30 (including Patent Box, 
€31.65). A relative valuation shows the company is undervalued on the market, supporting our buy 
recommendation: we perform a Sum of the Parts (SOTP) analysis because we believe the market is not properly 
valuing REC’s Rare business. We assess further value creation opportunities. Consistently with REC strategy, we 
consider: (i) direct entrance in Japan with the existing Rare portfolio (100% probability), (ii) consolidation in 
France (70% probability) and (iii) entrance in Brazil through acquisition (30% probability), investing a total 
amount of ca. €500m. The weighted average of these value creation opportunities adds €1.77 on the DCF (incl. 
Patent Box) fair value, totalling €33.42, i.e. our target-year end price. At the end, we consider some alternatives 
opportunities for value creation: (i) re-leverage and extraordinary dividend and (ii) sale of the company. 
 

DCF and Relative Valuation 
DCF 
We perform a three-stage DCF to avoid overestimating the long-term growth of the company, resulting in a 
fair value of €31.30. In order to calculate the Terminal Value as a perpetuity with growth, the company should 
be in a steady state at the end of the forecasted period. However, we believe that in 2021 the company will not 
be in its steady state due to the high variability of its revenues growth: Urorec® and Livazo® will lose patent 
protection in 2020 and 2021 respectively, while pipeline products will have an increasing contribution up to 2024 
(see Appendix 10). For this reason, we consider a “fade out” stage, avoiding the risk of overvaluing the 
company by applying the Terminal Value at 2021. 
 
 

Million Euros 2017E 2018E 2019E 2020E 2021E 
Revenues 1240.3 1299.8 1394.4 1430.7 1504.5 

Growth 
 

4.8% 7.3% 2.6% 5.2% 
EBIT 370.02 399.80 441.93 462.89 499.27 
D&A 43.81 43.83 44.07 44.65 45.30 
NWC -20.30 -11.38 -23.12 -6.40 -16.41 

CAPEX -43.54 -45.63 -48.95 -50.23 -52.82 
Tax -90.06 -97.86 -108.62 -113.30 -122.06 
FCFF 259.93 288.76 305.31 337.61 353.29 

WACC 6.79% 6.83% 6.86% 6.88% 6.90% 
Discount Factor 0.94 0.88 0.83 0.77 0.72 

Target price 31.30 
    

68%

16%

16%

Rx OTC Rare

59%15%

26%

2021E 2016E 

Sales Development (€m) – Exhibit 23 
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To estimate sales of Fortacin™, a urology product to treat 
premature ejaculation (PE), we analyse market penetration 
of Urorec® (a product to treat Benign Prostatic Hyperplasia) 
up to 6 years after its market launch (2017). Then, we apply 
the same penetration to “ante portam” PE market in order to 
estimate Fortacin™ potential sales (refer to Appendix 4 for 
more detailed information). 

 
FORTACIN™ SALES 6 YEARS AFTER LAUNCH 

Men affected by PE 32,985,081 
Men affected by “ante portam” PE 1,649,254 

Market penetration 3.35% 
Fortacin™ patients 55,266 

Annual cost per patient 383.76 € 
REC Revenues 21,209,073 € 

 

Fortacin™ Focus – Exhibit 22 
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Stage I – 2016-2021: it considers FCFF generated up to 2021 based on our forecasts presented in Future Analysis 
section. In this phase, we adjust WACC computation YoY to take into account changes of D/E ratio related to 
debt repayments.  
Stage II – “Fade out”: it lasts from 2021 to 2027. We assume WACC to remain stable at 2021 value. This period 
is characterized by Livazo® patent expiration (-€20m in 2021 considering the probability of renewal combined 
with generic competition estimated as for Zanidip® and Zanipress®) but also by pipeline revenues acceleration 
(both Rx and Rare products). Starting from 2024, when pipeline drugs reach their maturity, revenues growth 
progressively slows down reaching 1.37%: this value is computed considering healthcare expenditure and 
population growth (respectively +0.92% and +0.45%) in geographical areas where REC operates. We focus on 
healthcare expenditure rather than on pharmaceutical one in order to consider both the increase in per capita 
spending related to drugs for rare diseases and Governments tightening policies. Over the “fade out” stage, we 
also assume that D&A and Capex progressively align and change in NWC decreases to zero. 
Stage III – Terminal Value: we calculate the Terminal Value as a perpetuity formula, considering 2021 WACC 
and FCFF terminal growth equal to 1.37% (i.e. the revenues one). 
Patent Box: it is a policy tool that allows tax exemptions for income stemming from use of intellectual property 
rights for a period of 5 years (renewable for 5 more years). The approval of Patent Box in Italy (-1% on company 
Tax Rate) leads to +€0.35 on pure DCF fair value, totalling €31.65 (sensitivity analysis presented in Valuation 
Risk). In addition, possible changes in US corporate taxation proposed by new elected president Trump would 
result in +€0.57; however, we remain cautious and do not include it in our target price (for further details see 
Appendix 10).  
Relative Valuation 
Peers group: a relative valuation on 2017 and 2018 multiples (EV/EBIT, EV/Sales and P/E) based on a group of 
comparable companies, similar to REC in terms of geographical exposure and business segments, do not provide 
a fair valuation of the company (1Y forward data: EV/EBIT 12.8x – Target Price €21.8; EV/Sales 2.37x – TP €13.12; 
P/E 13.57x – TP €17.51).  
SOTP: we perform a Sum of the Parts (SOTP) relative valuation because we believe the market is undervaluing 
REC’s Rare business. We select specialized companies for OTC and Rx businesses and we derive REC’s multiples 
with regressions for the two segments (EBIT CAGR 3Y fwd vs. EV/EBIT 2017). Considering REC’s current price and 
market EV, we obtain the Rare business valuation by subtracting Rx and OTC EV given by the multiples analysis. 
The implied 12.09x EV/EBIT for the Rare segment confirms that the market is currently applying a 39.5% 
discount compared to a 20x EV/EBIT average multiple in the biopharmaceutical market (see Exhibit 29). As a 
further check, if we consider our pure DCF fair value (€31.30) in this analysis, we implicitly obtain a 19.25x 
EV/EBIT for the Rare business, which is in line with the biopharmaceutical market. 

Further Valuation Assessments 
Our DCF is based only on REC organic development of the business. We now assess further value creation 
opportunities, consistently with REC’s geographic expansion and inorganic growth strategies.  
Direct entrance in Japan 
Due to the increasing focus on treatment for rare diseases by the main pharmaceutical companies, it’s difficult 
for REC to find new convenient deals on the market. Besides, its current portfolio is already well established and 
the pipeline includes promising new products to be launched over the upcoming years. In order to pursue REC’s 
worldwide Rare business expansion strategy, we believe Asia to be the most appropriate market for a new 
direct entrance (greenfield operation). In particular, we focus our analysis on Japan, the second largest 
pharmaceutical market in the world with an Orphan Drug Legislation since 1993 providing financial and non- 
financial incentives (e.g. market exclusivity, 15% tax credits on R&D, fast-track approval). 
Methodology (see Exhibit 30): (i) we compare Japan prevalence of diseases treated by REC’s main products with 
European data, taking into account different population size (Japan population only accounts for 24.8% of 
European one). (ii) We estimate Japanese market potential applying these results to Orphan Europe sales (REC’ 
Rare subsidiary in Europe) and we adjust the value considering the +15% per capita healthcare expenditure that 
characterises this new market. (iii) We perform a Net Present Value (NPV) analysis to define the potential upside, 
considering a terminal growth equal to 1.95% (determined by healthcare exp. and population growth). 
Results: we assume a possible entrance in Japan in 2019-2020 and an initial investment equal to $11.98m, i.e. 
the share capital of Rare Diseases Inc. (REC’s US subsidiary). We estimate potential revenues to be ca. €18.5m, 
which imply a possible upside on DCF fair value of ca. €0.33 (see Exhibit 31).  

WACC Assumptions – Exhibit 27 (see Appendix 9) 

Risk Free Rate (𝐑𝐟) 2.83% Weighted average of Italy, Germany, US, Russia, Turkey and Tunisia 10 years’ Government Bond Yield on REC revenues by 
geographical exposure as of 15th February 

Equity Risk Premium 7.21% Weighted average of Market Risk Premium on REC geographical revenues to consider country risk (source: Damodaran) 

Beta 0.710 Estimated on the regression between the %var of daily returns of REC and %var of daily returns of STOXX Europe Pharmaceuticals on 
a daily base, over last 5 years 

Ke 7.95% Capital Asset Pricing Model: Rf +  β ∗ EquityRiskPremium 

Kd 2.94% 
Estimated as Risk Free Rate + Spread. In order to calculate spread value, we analyze a sample of Pharma Companies’ Corporate 
Bonds and from that we derive the Yield Curve for the pharmaceutical market. We then position REC on this curve according to our 
rating evaluation. We give REC a Baa2 rating that corresponds to 108.76bps spread 

Tax Rate 25% Company guidance 

Company CAGR 3YF EV/EBIT 17 LINE R^2 
RX Æ 18.36x 

Merck 9.28% 19.50 
y = 154.2 x 
+ 4.7716 0.98 

Novo Nordisk 4.49% 11.90 
Allergan 7.19% 15.10 
Sanofi 4.36% 11.60 

OTC Æ 14.06x 
P&G 4.27% 17.90 

y = 85.35 x 
+ 12.319 0.75 

Reckit Benkiser 8.52% 16.40 
Prestige 6.91% 18.20 
Galenica 15.01% 26.40 

 

RECORDATI 
 CAGR 3YF EV/EBIT 17 EBIT 17 EV (€m) 

Recordati    6099.48 
Rx 8.80% 18.36x 235.10 4317.32 

OTC 2.03% 14.06x 48.02 675.42 

Rare 15.28% 12.09x 91.58 1106.75 

 
 Prev. EU 28  

(per million) 
Prev. JAPAN  
(per million) 

JAPAN 
vs EU28 

Population (m) 510.1 126.6 24.8% 
NORMOSANG® 5.4 5.9 27.1% 

CARBAGU® 28.5 20 17.4% 
COSMEGEN®   13.1% 

Wilms’ Tumor 5 2.5 12.4% 
Rhabdomyosarcoma 5.2 2.9 13.8% 

AVG.   19.2% 

Million Euros 2019E 2020E 2021E 2022E 2023E 2024E 

Revenues 2.22 3.39 5.19 7.95 12.17 18.56 
Growth   52% 53% 53% 53% 53% 

EBIT 0.85 1.30 1.99 3.05 4.66 7.11 
Taxes -0.21 -0.33 -0.50 -0.76 -1.17 -1.78 
NWC -0.61 -0.32 -0.49 -0.75 -1.15 -1.74 
FCFF 0.03 0.66 1.00 1.53 2.35 3.59 

WACC 6.86% 6.88% 6.90% 6.90% 6.90% 6.90% 
NPV 68.23      

Value per 
share 0.33      

M&A Methodology– Exhibit 32 

STEP I 
CONSOLIDATION: We analyse actual geographical exposure combined with market share trends in order to identify the most interesting markets. 
NEW MARKET: We analyse the most relevant countries where REC is not directly present considering three drivers: pharmaceutical market size, its growth (CAGR 
2016-20), psychic distance (0-10 index as weighted average of geographical distance – 40%, Hofstede’s model differences vs. Italy – 20%, Regulation diff. – 40%). 

STEP II 
We deepen our analysis on countries identified at Step I considering the following drivers: MACRO FACTORS (GDP and GDP growth), HEALTH SYSTEM 
(reimbursement, coverage, accessibility, price pressure, industrial policies, generic penetration) and COMPETITION (market size and growth, wholesalers’ margin, 
market concentration CR4). 

STEP III After the target selection, we analyse latest M&A deals in that country to consider the average multiple paid for similar transactions. Starting from this 
information and considering REC firepower, we use a standard DCF model to define the potential upside. 

Japan Prevalence for Rare Diseases – Exhibit 30 
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SOTP Relative Valuation – Exhibit 29 

  

Japan NPV Valuation – Exhibit 31 
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Consolidation: France (see Appendix 11) 
In the last years, REC acquired local companies to consolidate its presence in key markets characterised by a 
diminishing market shares (Casen Fleet in Spain, 2013 and Italchimici in Italy, 2016). We believe REC will keep 
pursuing its consolidation strategy in key markets even in the future. 
Methodology: see Exhibit 32. 
Results: STEP I – We select as potential targets France (0.40% Market Share in 2016, decreased by 108bps 
between 2010-16), Germany and UK (see Exhibit 33, we exclude Poland due to small dimension). STEP II – From 
this analysis, France emerges as selected market for the following reasons: second most important market for 
REC after Italy, lower price pressure, favourable industrial policies, lower level of generic penetration, lower 
market concentration (CR4=26.85%). Besides, REC is overly-exposed to government agreement for methadone 
market exclusivity. STEP III – Assuming €500m of investment in 2018, the average 2.41x EV/SALES multiple leads 
to a potential target company with ca. €200m sales (see Exhibit 34 for potential target names). We perform a 
DCF evaluation, considering cost synergies up to 4.8%, obtaining a further upside of €1.34 on DCF fair value. 
 

New market: Brazil (see Appendix 11) 
Given the high firepower we forecast for REC in 2020 (ca. €500m), we see a geographical expansion (through 
acquisition) in a new fast growing market as a possible investment opportunity to develop the Rx/OTC 
businesses. 
Methodology: see Exhibit 32. 
Results: STEP I – We select as potential targets Brazil, India, Canada and China. STEP II – From this analysis, Brazil 
emerges as the most attractive one for the following reasons: big market size ($28.1bn) with higher market 
growth (+10.5% CAGR 2016-20), low market concentration (CR4=21.5%), lower generic penetration, good 
accessibility with free universal coverage and favourable industrial policies. STEP III – Assuming €500m of 
investment in 2020, the average 2.11x EV/SALES leads to a potential target company with ca. €235m sales (see 
Exhibit 34 for potential target names). We foresee this strategy to be feasible since REC would gain 0.57% of 
pharmaceutical market share in Brazil (in line with its current market share in Spain and Russia). We perform a 
DCF evaluation, considering top line synergies up to 10.7%, obtaining a further upside of €1.67 on DCF fair value. 
Year-end Target Price 
We define our final year-end target price starting from pure DCF fair value (€31.30) and assigning a probability 
of occurrence to each scenario presented so far. According to our valuations and company’s guidelines, Patent 
Box approval in Italy and Asian market entrance (Japan) with the Rare portfolio are almost certain. The two 
acquisition strategies are mutually exclusive, since they would both require full exploitation of available fire 
power, ca. €500m; we see French consolidation as more likely (70% probability of occurrence). New market 
entrance in Brazil is a long-term opportunity; for this reason, we estimate 30% of probability of occurrence. 
These considerations lead to a final year-end target price of €33.42, a 18.3% upside on 15th February 2017 
closing price (see Exhibit 35). 

Some Alternative Opportunities 
We now evaluate the impact of two other value-creation opportunities for the company. They are alternatives 
to Japan entrance and M&A scenarios. 
Re-leverage and Extra-dividend 
Given REC’s strong cash generation and the forecasted NFP in 2021 (-€441m), we compute the optimal level of 
Debt/EBITDA that would minimize WACC. We first compute a yield curve for the pharmaceutical market 
(considering bond yield of Big Pharma companies, maturity 7y) in order to define the spread associated with 
different rating classes. We consider REC as a Baa2 company and we apply a correction factor to our rating 
scheme. The result of a theoretical approach leads to 1.86x D/E (2.11x Debt/EBITDA and WACC of 6.60%), see 
Exhibit 36. However, we would suggest a 0.43x D/E (0.96x Debt/EBITDA and WACC of 6.69%) in order not to 
financially stress the company. The amount of debt to be raised to lower WACC from 6.79% to 6.69% is 
€144.64m, which could be distributed by the company as extraordinary dividend. The Dividend Discount 
Model leads to a target price of €31.83, implying a 12.6% upside on today’s price. 
Sale of the company 
Given the latest rumors of Chinese investors’ interest in the acquisition of REC (source: Bloomberg, August 
2016), we assess the potential value creation resulting from the sale of the 100% of the company. Analyzing 
comparable industry deals between 2013-16, we define an average EV/Sales transaction multiple for each of 
REC’s businesses: 3.89x Rx, 3.8x OTC and 6.5x Rare. With a forecasted target price of €22.8, we do not see this 
as a valuable option for shareholders. Anyway, if the company was sold at the highest EV/Sales transaction 
multiple for each segment (6.72x Rx, Actavis plc acquiring Forest Laboratories Inc.; 4.79x OTC, Sanofi acquiring 
Boehringer Ingelheim GmbH; 7.42x Rare, Shire Plc. acquiring ViroPharma Inc.), which is reasonable according to 
REC’s high margins, the target price would be €35.04, implying a 24% upside on today’s price. However, given 
the shareholder structure (REC is owned for 51.8% by Recordati family), we consider this scenario very unlikely. 

Investment Risks 

We analyse REC’s most significant business and valuation risks in terms of impact and likelihood (see Exhibit 37 
and Appendix 12 for further details). 

Business Risks 
a. [MACRO] Price and regulatory pressure: it is extended to all the industry due to the impact of the 
pharmaceutical spending on public and private expenditure. We already factored in this aspect for Rx by 
analysing generic penetration fostered by public authorities. As for Rare diseases, European legislation does not 
permit drug price increases, thus we include it in our model only for US considering 7.5% YoY impact registered 
in the last few years. A decrease in YoY price growth (from 7.5% to 0%) in US would cause ca. €32m loss in 
revenues by 2021, resulting in -€0.24 on pure DCF fair value. 
b. [STRATEGIC] Generic competition: the company is exposed to this risk mainly for the Rx business, where 
margin erosion could be higher than what we have already considered. Assuming a generic penetration of 40% 
the year after patent expiration, instead of 30.8% included in our valuation (based on Zanidip® example), the 
company would suffer €63m decrease in sales for Zanipress®, Urorec® and Livazo® in 2017-21. This would result 
in a decrease in terms of Rx revenues and group EBIT, respectively -2.7% and -2.4% (see Exhibit 38); the overall 

FRANCE 
COMPANY SALES 2015 (€m) 

SEPPIC 244.30 
Company based within the international Air Liquide group. The firm provides 

specialty chemical and biological products. SEPPIC portfolio includes cosmetics, 
human health, animal health and nutrition. 

Avadel Pharma 172.28 
Comapny created by the merge of Flamel Technologies SA, Eclat 

Pharmaceuticals LLC and Talec Pharma LLC. The company portfolio includes 
Primary Care, Hospital and Pediatric products.  

BRAZIL 
COMPANY SALES 2015 (€m) 

Uniao Quimica Farma 275.10 
União Química Farmacêutica Nacional SA manufactures and supplies 

pharmaceutical products. The firm operates through the Human Division and 
Animal Health Division business units. Its products portfolio includes  Pharma 

line, cosmetics division 
Codme 26.75 (2011) 

Compnhia comercial de drogas e medicamentos Codrome is a Brasialian private 
pharma company manufacturing and distributing pharma products. 

Target Price Value Percentage Price 
DCF € 31.30 

 
€ 31.30 

Patent Box € 0.35 100% € 0.35 
Japan € 0.33 100% € 0.33 
France € 1.34 70% € 0.94 
Brazil  € 1.67 30% € 0.50 
FINAL PRICE 

  
€ 33.42 

Upside 
  

18.3% 
Further Upside Potential 
US Corp Tax Cut €0.57   
Extra-dividend €0.53   
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Potential Target Companies– Exhibit 34 

  

Year-end Target Price – Exhibit 35 
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impact on pure DCF fair value is -€0.28. Regarding the Rare segment, we see generic competition less likely to 
happen due to lower number of patients and use of biological drugs, which are more difficult to imitate. 
However, a marginal 1% decrease of Rare revenues will generate a decrease of 0.4% in group EBIT. 
c.  [STRATEGIC] Re-negotiation of license agreement after patent expiration. REC’s business model heavily 
relies on licensing agreements that usually end upon licensed product’s patent expiration. Since REC may not be 
able to renew the agreements for the following years, we have been cautious in our estimates, assigning a 70% 
probability of renewal to Urorec® and Livazo® licenses after expiration (in 2019 and in 2020 respectively). If REC 
will not renegotiate them, it will register a loss in revenues of €142m vis-à-vis our estimates in 2020-21, resulting 
in -€1.88 on pure DCF fair value. 
d.  [STRATEGIC] Commercial failure of new products: products that are to be launched may not reach their 
expected peak sales. In 2013, Livazo® registered sales of €22.5m vs. €60m announced in the 2011-13 BP (the 
product was not reimbursed in most of the European countries). Applying the same estimation error to Reagila®, 
Vitaros® and Fortacin™, the company would lose €125.8m in revenues by 2021 (worst-case scenario) with an 
impact of -€1.48 on pure DCF fair value. 
e. [FINANCIAL] Forex risk: REC makes 7.9%, 6.7% and 9.3% of sales in Turkey, Russia and US respectively. While 
we do not see any downside risk on the USD currency exchange, the political instability in Turkey and Russia may 
negatively affect our future estimations, computed at 2017 constant currency exchange rate. Over the last years, 
Russian RUB and Turkish TRY respectively have depreciated with a -14.23% and -8.74% CAGR 2012-16. If this 
trend continues in the 2018-21 period, the company will lose ca. €209m in sales. To mitigate this risk, we see 
forward contracts subscription as a possible alternative: it would allow the company to save €11m, still implying 
a sales loss of ca. €198m with respect to 2017 constant exchange rate, but lower than before (see Exhibit 39 and 
Appendix 12). In addition, manufacturing in Turkey provides a natural hedging since the company bears costs 
and revenues in the same currency, limiting transaction impact. 
f. [STRATEGIC] Approval failure of new products: it might happen in the approval process, thus causing a 
postponement of product launch and, in the worst-case scenario, to the deletion from the pipeline. This would 
have a double impact related to revenues’ loss and R&D sunk costs. To quantify this risk, we use the withdrawal 
of marketing approval for Graspa® as an example: considering 1y launch postponement (2018 instead of 2017), 
we estimate REC’s loss to be ca. €32.4m based on actualized revenues computation over a 10y period. This 
would generate a loss of -€0.69 on pure DCF fair value. 
g. [MACRO] Market stagnation: this risk refers to a possible economic slowdown that might affect the global 
GDP, thus reducing pharmaceutical spending. Since we use pharmaceutical expenditures correlation with GDP 
for part of our estimation (OTC and Rx non-core products), we assess the potential impact considering a slow-
down in sales growth of 15% on REC’s main countries. It results in €55.5m sales loss with a reduction of €0.15 in 
pure DCF fair value.  

Valuation Risk 
In order to test the robustness of our valuation, we perform a sensitivity analysis on DCF main assumptions. 
We set 6 steps of percentage changes to be applied on each period’s WACC (2017-2021): in this way, we try to 
consider both an improving or a worsening economic outlook, related to h. [FINANCIAL] interest rate risk and 
changes in the country risk premiums that we use in the WACC computation. Terminal growth, which has a 
relevant impact on TV, has been defined as healthcare expenditure and population growth in REC main 
geographical areas. In order to consider possible impacts related to Governments’ cost containment measures 
as well as a re-acceleration or a deceleration in population growth, we set possible changes in the range 0% - 
2.37% (see Exhibit 40).  
i. [STRATEGIC] No M&A value creation: Since we include M&A strategies in our final target price, we decide to 
test the impact of possible variations in terms of EV/Sales and terminal growth. Changes in the former refer to 
the possibility that a similar deal could be more expensive than expected while changes in the latter consider 
possible variations in health expenditure for the target country. We provide an example for France in Exhibit 41, 
for similar sensitivity related to Brazil refer to Appendix 10.  

Corporate Governance & Social Responsibility 
Corporate Governance: Given the increasing attention to CG and CSR and recent entrance in main Italian Stock 
Market Index, Ftse-Mib (June 2016), we deem appropriate to follow best practices, which can have an impact 
on companies results and value creation. The company adheres to the “Codice di Autodisciplina” (Italian Code 
of Conduct for listed companies) and it publishes the report on CG and ownership structure since 2007. As of 
December 2015, 51.8% of REC’s shares is owned by Fimei SpA, 100% owned by Recordati family (see Exhibit 42).  
The company recently suffered the loss of the CEO, Giovanni Recordati. Andrea Recordati has been appointed 
as new CEO (previously in charged as COO) in August 2016; he has been part of CDA since 1998 with different 
managerial positions within the company since 1999. We analyse company’s CG to understand its commitment 
to the code. REC respects most of the articles but it does not comply with:  
- Lead Independent Director (LID) having a commercial relation with the firm, in addition to its fixed salary; 
- Prof. Vitale and Dr. Garaffo have been in charge as independent directors for more than 9 of last 12 years; 
- The Board does not consider necessary to implement any succession plan for executive directors; 
- Separation of President and CEO position starting from 2016 (previously mitigated by the presence of LID); 
- Board has not established a maximum number of offices that directors can cover in other companies. 
Regarding the remuneration policy, REC implements two different remuneration schemes for both BoD and 
Strategic Executives: (i) fixed compensations for President, CEO and Directors are based on role, competencies 
and responsibilities; (ii) variable component for General Managers and Executive Directors. The latter is related 
to short term managerial objectives (MBO) and to medium-long term Stock Option plans (see Appendix 13). 
These policies allow the company to avoid short term oriented speculative behaviours and to align managers 
and shareholders’ interests.  
Social Responsibility: REC sustains some social initiatives, such as the “Arrigo Recordati International Prize for 
Scientific Research” (since 2000) and the “Recordati Rare Disease Foundation” instituted to provide training in 
rare diseases to the scientific community. However, the company does not publish any sustainability report and 
has limited transparency on social and environmental themes. It has been rated E+ by Standard Ethics (sixth 
grade out of eight), thus we believe CSR to be a possible area of improvement for the company.  
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0.37% 33.71 30.86 29.63 28.49 27.46 26.50 24.80 
0.67% 35.01 31.90 30.56 29.33 28.22 27.19 25.37 
0.97% 36.46 33.05 31.59 30.26 29.06 27.95 25.99 

1.17% 37.53 33.89 32.34 30.93 29.66 28.49 26.44 
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1.30 4.32 4.39 4.46 4.52 4.59 4.66 4.73 
1.65 2.90 2.95 3.00 3.06 3.11 3.16 3.22 

2.00 1.97 2.01 2.06 2.10 2.15 2.19 2.24 

2.41 1.23 1.26 1.30 1.34 1.37 1.41 1.45 

2.80 0.72 0.75 0.79 0.82 0.85 0.88 0.91 

3.15 0.38 0.40 0.43 0.46 0.49 0.52 0.55 
3.50 0.10 0.12 0.15 0.17 0.20 0.23 0.25 
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Sensitivity on Target Price (incl. Patent Box) – Exhibit 40 

  

Sensitivity on French Acquisition – Exhibit 41 
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1. M&A Deals and Portfolio acquisitions 

 
  

DATE TARGET COMPANY SEGMENT COUNTRY PRICE (€m) EV/SALES RATIONALE 

26 Apr 2000 Bouchara Recordati SAS Primary France 111 -  

22 Feb 2005 Merckle Primary Germany 69 - Strategic entrance in Germany 

17 June 2005 Recordati Pharmaceuticals ltd Primary Care UK - - Strategic entrance in UK by buying back Zanidip's license from Napp 
Pharmaceuticals (price £15m, sales 2004 £6.2m). 

02 Sept 2005 Recordati Hellas Primary Care Greece - - Strategic entrance in Greece (market growing at the double of the pace of 
European countries) with the establishment of a subsidiary in Athens.   

17 Jan 2006 Astupharma 
Chemical 

pharmaceutical
s 

Spain 13  Selling of pharmaceutical plant of Murcia, following the chemical pharmaceuticals 
reorganization plan (plant sold €3m below book value). 

24 Nov 2006 Jaba group Primary Care Portugal 45 1.15x Strategic entrance in Portugal to broaden the European coverage of the main 
pharma markets; expected sales at the end of 2006 €43m (10,2%). 

13 Dec 2007 Orphan Europe SARL Orphan Europe 135 3.4x Strategic entrance in rare diseases market. 

7 Mar 2008 Fic Medical  Russia 12 - Strategic entrance in Russia and C.I.S., double digit growth over the last years 
(+25%); starting point to develop the presence in the Eastern Europe markets. 

23 Dec 2008 Yeni Ilac Primary Care Turkey 48 2.82x Strategic entrance in Turkey and further developing presence in Eastern Europe 
markets; target company focus on urology. 

19 Jan 2009 Herbacos Primary Care Czech Rep. 18 1.6x Direct entrance in Czech Rep; starting point to launch Rec's pipeline products. 

08 Jun 2010 Artmed  Romania 1.2 -  

19 Jan 2011 Procto-Glyvenol (Novartis)  East Europe - - Acquisition for marketing authorizations for Easter Europe countries. Expected 
sales for 2011 around €12m. 

14 Sept 2011 Dr. Frik Ilac Primary care Turkey 93 2.2x Enforce direct presence in Turkey. 

24 Apr 2012 Cilag - McNeil OTC Germany - - Empowerment of OTC portfolio to take advantage of that market potential; 
establishment of a dedicated sales force (expected sales for 2012 €6m. 

23 Aug 2012 Farma Project Primary Care Poland 17.4 1.51x Enhance direct presence in CEE fast growing markets (pharmaceutical market 
growth 6,8%, OTC growth 11,2% over the last 5 years). 

31 Oct 2012 Dentosan (from Cilag) OTC Italy - - Oral care line of products dedicated to pharmacies sales. Enlargement of OTC 
product portfolio in Italy. 

16 Nov 2012 Portfolio of products OTC Russia 68 2.7x 
Enhance presence in CEE market; focus on OTC that has been growing 12% on 
average in the last 5 years; establishment of a new direct sales force for these 

products (50 ISF) to be add to the existing one dedicated to physicians (150 ISF). 

21 Jan 2013 Lundbeck Orphan US 78 2.59x 
Investment to become a global player in the field of rare diseases and strengthen 
its presence in the fields of hematology and oncology; growth and enrichment of 

the existing organization in the US 

21 Oct 2013 Laboratorios Casen Fleet Primary Care Spain 93 2.05x 
Strengthen REC presence in Spanish market; acquisition of an important portfolio 

of products with international commercial rights (directly related with the 
increasing presence of the group worldwide); focus on gastroenterology. 

31 Oct 2013 Opalia Pharma Primary Care Tunisia 37 2.00x 
Strategic entrance in Tunisia with the aim of increasing coverage towards the 
North Africa; acquired company leader in dermatology, gastroenterology and 

respiratory. 

31 Mar 2016 Italchimici Primary Care Italy 130 2.83x Well-known pharma company, operating mainly in gastroenterology and 
respiratory; opportunity to boost group's growth. 

14 July 2016 Pro Farma Primary Care Switzerland 14.7 1.6x 
Both prescription and self-medication products; opportunity to strengthen the 

presence in Switzerland where the group recently started to sell Livazo; focus also 
on gastroenterology with Lacdigest as the main product. 
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2. Products Description 
REC’s main products in terms of revenues: 

 ZANIDIP® [CORIFEO®/LERCADIP®] (Rx, active ingredient: lercanidipine) is an antihypertensive drug discovered and developed entirely 
by REC, launched on the market in 1997. It is effective in gradually lowering blood pressure values avoiding episodes of reflex 
tachycardia and reducing the risk of cardiovascular events together with their related mortality. Lercanidipine is well tolerated by 
patients suffering from other diseases such as diabetes and nephropathy thanks to its organ protection characteristic and its metabolic 
neutrality. Despite its patent expiration in 2010, Zanidip® is still REC’s main product. Sales: €110m in 2016, i.e. 9.6 % of the total sales. 

 ZANIPRESS® [ZANEXTRA®/LERCAPREL®/LERCARIL®] (Rx, active ingredients: lercanidipine + enalapril) is an antihypertensive drug 
developed by REC combining lercanidipine with enalapril (i.e. an ACE inhibitor). The administration of a single pill associating two 
active ingredients, instead of two different drugs, increases compliance that represents an important success factor in the treatment 
of hypertension. Zanipress® was launched on the market in 2007 and will face generic competition in all markets starting from 2017. 
Sales: €70m in 2016, i.e. 6.1% of the total sales. 

 

UROREC® (Rx, active ingredient: silodosin) is a urology drug indicated for the treatment of benign prostatic hyperplasia (BPH), which 
manifests in male population (generally after the age of fifty), with problems linked to urination, increased frequency and urgency and 
nocturia. Urorec® is a product in-licensed from Kissei (a Japanese pharmaceutical company); REC conducted the clinical development 
and launched the product in whole of Europe, in the Middle East and Africa. The drug will lose market exclusivity in 2020. Sales: €84m 
in 2016, i.e. 7.3% of the total sales. 

 

LIVAZO® [ALIPZA®] (Rx, active ingredient: pitavastatin) is a cardiovascular drug indicated for the treatment of dyslipidemia, a condition 
characterized by altered levels of cholesterol and other lipids in blood associated with a higher risk for heart disease and stroke. Livazo® 
is a product in-licensed by Kowa (a Japanese pharmaceutical company) for many European markets (excl. UK and Germany), Russia 
and Turkey. The drug will lose market exclusivity in 2021. Sales: €35m in 2016, i.e. 3.1% of the total sales. 

REC’s main products for the treatment of rare disease are: 
- NORMOSANG® [PANHEMATIN® in US] (active ingredient: human hemin) is indicated for the treatment of acute attacks of hepatic porphyria. 
- CARBAGLU® (active ingredient: carglumic acid) is indicated for the treatment of hyperammonemia due to N-acetylglutamate synthase (NAGS) 

deficiency and, in Europe, for three main organic acidaemias (OA): isovaleric acidaemia, methylmalonic acidaemia and propionic acidaemia. 
- COSMEGEN®(active ingredient: dactinomycin for injection) is used mainly in the treatment of three rare cancers: Wilms’ tumor, childhood 

rhabdomyosarcoma and choriocarcinoma. 
- PEDEA® [NEOPROFEN® in US] (active ingredient: intravenous ibuprofen) is used in the treatment of the persistence of patent ductus arteriosus (PDA), 

a congenital cardiac malformation. 

Other main products: 
- KENTERA® (Rx, active ingredient: oxybutynin transdermal patch) is indicated for the treatment of symptoms associated with disorders of the lower 

urinary tract, such as incontinence, frequency and urgency. 
- RUPAFIN®/WYSTAMM® (Rx, active ingredient: rupatadine) is an antihistamine, indicated for problems that afflict patients suffering from allergies. 
- LOMEXIN® [FALVIN®] (Rx, active ingredient: fenticonazole) is an antymicotic indicated for the treatment of dermatological and gynecological infections 

caused by fungi, mould, yeast and gram positive bacteria. 
- URISPAS® [GENURIN®] (Rx, active ingredient: flavoxate) is an urinary tract muscle relaxant indicated for the symptomatic treatment of dysuria, urgency, 

nocturia, frequency and incontinency and the treatment of bladder and urethral spasms. 
- Methadone (Rx) is a synthetic opioid analgesic used in disintoxication from opiates and in maintenance programmes. 
- TERGYNAN® (Rx) is indicated for the treatment of gynecological infections.  
- CITRAFLEET® (Rx, active ingredients: sodium picosulfate + magnesium citrate) is a bowel cleanser used in preparation for diagnostic procedures such 

as colonoscopy. 
- POLYDEXA® and ISOFRA® (Rx) are indicated for the treatment of ear, nose and throat (ENT) disorders. 
- PROCTO-GLYVENOL® (OTC, active ingredient: tribenoside) is indicated for the treatment of internal and external hemorrhoids. 
- DENTOSAN® (OTC) is a line of oral care products. 

 
 

 PIPELINE 

 Product name Originator Indication Development status 

 REAGILA® (cariprazine) Gedeon Richter Antipsychotic for the treatment of schizophrenia Filed in EU for Marketing Authorization; Approval expected second half 2017, launch 
expected in 2018; To be commercialized in Western Europe, Algeria, Tunisia and Turkey 

 

FORTACINTM Plethora Solutions Topical spray for the treatment of premature 
ejaculation 

Variation of EU approval completed; Launch expected end-2017 
To be commercialized in Europe, Russia, CIS, Turkey and North Africa 

VITAROS® Apricus Topical cream for the treatment of erectile dysfunction 
Approved by a number of health authorities in Europe 
Progressively launched in Europe, Russia, CIS, Turkey and some African countries 

Methadone  Cancer related pain in cases of resistance or intolerance 
to opioids Filed in France for Marketing Authorization 

CITRAFLEET® Recordati/Casen Preparation for colonoscopy in patients at risk of 
intestinal polyps Market Authorization variation approved in EU 

Ra
re

 d
ise

as
es

 

GRASPA® Erytech 

Acute lymphoblastic leukemia (ALL) in patients with first 
recurrence of Philadelphia chromosome negative ALL Intention to resubmit Marketing Authorization Application mid-2017 

Acute myeloid leukemia (AML) in patients >65 unfit for 
chemotherapy Phase II b 

CYSTADROPS® Recordati Ocular cystinosis Approved in EU 

CARBAGLU® Recordati 
Organic acidemias (OA) 

Approved in EU 
Phase III in US 

Hyperammonaemia New formulations 

REC 0438 Recordati/UFPeptides Overactive bladder in patients with spinal lesions Phase I/II in EU 

Undisclosed 

Recordati 

Maple Syrup Urine Disease Expected launch between 2017-19 

Undisclosed Rare pediatric ophthalmological condition Expected launch between 2017-19 

Undisclosed Cystic Fibrosis (acute infectious exacerbations) Expected launch between 2017-19 
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3. Pharmaceutical R&D Process 
The Research and Development of a new drug is one of the most peculiar traits of the pharmaceutical industry thus, we deepen this process to understand its 
main dynamics. Due to information availability, most of the data provided refer to US research and development process; anyway, the main features of this process 
are common for the European market too. 
Developing a new drug is both a long and expensive process. Starting from a base of candidate drugs that could include from 5,000 to 10,000 compounds, on 
average only 250 of them are eligible to the next phases of the development (source: Stratmann, Dr. H.G. September 2010). Once a lead (i.e. promising) candidate 
is identified, actual drug development can begin. In the period 2006-2015, average success rates for drugs (i.e. likelihood of approval) that had started Phase I of 
clinical trials was 9.6%. Success rate is substantially higher for orphan drug candidates at 25.3% (source: Biotechnology Innovation Organization, 2016). It could 
take up to 11 years to complete the development process and turn the candidate entity into a commercialized drug (Dimasi, Hansen and Grabowski 2003). Given 
the developing time, and considering that products are patented at the beginning of the development process, pharmaceutical companies have on average 10 
years of market exclusivity (either given by patent protection or granted by regulator). After this period, generic competition kicks in. Generic products are the 
drugs that are equivalent to brand-originator drug in terms of dosage, active principle, route of administration, performances and intended use. They can be 
commercialized only at a lower price than brand-originator one, e.g. in Italy the generic drug must be at least 20% cheaper.   

Main Phases of R&D process 
1. Drug discovery: in this process, new candidate medications are discovered. Large libraries of chemical compounds are screened for their ability to modify a 
given target. A lead compound that satisfies screening requirements is identified. 
2. Pre-clinical trials: the compound is tested to determine the safe dosage for first-in-man study and to assess the drug safety profile. If the results of the pre-
clinical trials are positive, the drug can move to clinical trials. 
Clinical trials: 
3. Phase I: the drug is tested on a small number of healthy volunteers (<100). In this phase, it is assessed how the compound is best processed or metabolized by 
the body. 
4. Phase II: here the drug is tested to assess effectiveness and optimal dosage against the target condition (together with drug safety and short-term side effects). 
It involves up to 500 patients living with the disease or condition the drug is designed for. 
5. Phase III: this is the largest trial (thousands of patients). It is aimed at gathering statistically significant information about drug safety, effectiveness and overall 
benefit-risk profile. 
6. Approval: authority (FDA in US, EMA in EU) reviews the development process and chooses whether to approve the new drug for commercialization.  
7. Product launch: to successfully launch the product, pharma companies involve respected opinion leaders in the treatment of interest. This is one of 
the most common strategies to increase awareness in the physician’s community around a new product. 
8. Post approval: post market surveillance is performed to assess long-term safety profile and to study medicine effectiveness in additional patent 
subgroups. 

                       
 
 
 
 
 
 
 
 
 
 
 
 
(sources: Phrma; Dimasi, Hanses and Grabowski (2003)) 
 

4. Revenues Estimate 

Prescription drugs 

 
We divided Rx portfolio in three parts. Pipeline (products currently under development and that are most likely to be launched in the period of analysis), Core 
Products (the most representative products in terms of revenues and for which the company discloses yearly sales) and non-core products. 

Corporate products 
These are estimated on a product by product basis. 
Zanidip®: it reached peak sales (ca. €215m) in 2010 before its patent expiration. Afterwards, sales decreased and stabilized around €110m (ca. 51% reduction in 5 
years). As confirmed by REC management, we believe 5.9% YoY growth in 2015 is caused by extraordinary product performances, not replicable in the future. 
Thus, we consider stable revenues at €110m in the period of analysis.  
Zanipress®: The product will face generic competition in all markets starting from 2017, thus we consider 2016 as year of peak sales (ca. €70m, 6.6% YoY growth 
estimated from Zanidip growth in the last period of patent protection). Being part of REC’s lercanidipine franchise (the same as Zanidip), we assess 2017-21 
yearly reduction of Revenues equal to Zanidip in terms of percentage of peak sales eroded. 
Urorec®: The product will enjoy market exclusivity until 2020. We found no competing product to be launched in the period of the analysis. Thus, we believe that 
it will continue to growth with the same rate as it did in the past reaching peak sales of €124.08m in 2019, in line with REC’s expected peak sales, in the range 
€100-150m. Afterwards, the impact of generic competition is assessed with the same methodology of Zanipress (i.e. considering Zanidip generic competition). 
Moreover, being Urorec an in-licensed product, we also suppose license agreement expiration in year 2020. For the last two years of our analysis (2020-21), 
we estimate an 70% probability of license renewal due to uncertainty in the renegotiation process. 
Livazo®: Livazo is a part of the broad statin market, which was hit by Pfizer’s atorvastatin patent expiration. This brought price pressure by governments 
(reference pricing with atorvastatin’s generic) and indirect generic competition to REC’s product, slowing down its growth. However, analyzing 2016 first nine 
months, we notice that Livazo has already reached 2015 overall sales so we consider a growing trend in the following years, up to ca. € 40m in 2017 in line with 
firm’s expectations. Given the generic competition and governments’ price pressure in this market, we forecast a slowdown in the years preceding patent 
expiration (peak sales of ca € 45m in 2020). The drug loses market exclusivity in 2021. Afterwards it will face direct generic competition whose impact is assessed 
with the same methodology as Urorec: we suppose license agreement expiration in year 2021 and we imply the same 70% probability of license renewal due 
to uncertainty in the renegotiation process. 

Corporate Products Considered Products in Pipeline Pipeline 
Zanidip® 

Zanipress® 
Urorec® 
Livazo® 

Kentera® 
Rupatadine 
Lomexin® 
Urispas® 

Methadone 
Tergynan® 
Polydexa® 

Isofra® 

Fortacin™ 
Vitaros® 

Cariprazine® 

1 2 3 4 5 6 7 
 
 

8 

Drug Discovery Pre-clinical Phase I Phase II Phase III Approval Post approval Product launch 

1 to 6 years 6 to 11 years 0.6 to 2 years 11 to 14 years 
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For the other corporate products, similar analysis has been performed: we replicated the trend of growth for Lomexin, Methadone, Tergynan, Polydexa and Isofra 
as we found no headwinds for these products. While for the remaining Kentera, Rupatadine and Urispas we believe that the sales will remain stable in the future. 
Given the small size of Kentera and Rupatadine we believe it is probable that the company will not renew its license agreement (expiration estimated in 2017, 
date of patent expiration, for both). 
 

Non-core products 
Given the low disclosure provided by the company on this residual part of its Rx portfolio (ca. 40% of Rx sales) we 
forecast sales growth to be equal to private and public pharmaceutical spending growth. We obtain future sales 
by considering a growth factor weighted on the three main regions in which REC sells its prescription products 
(EU28, Russia and Turkey) and other international sales. This growth factor is computed upon local currency 
estimates since forex impact is considered on the overall group sales. We exploit the positive correlation between 
one country historical GDP and its historical private and public pharmaceutical expenditure (correlation 
outcomes are shown in the table).  We obtain future pharmaceutical expenditures and its related growth in the 
three countries by introducing GDP forecasts by IMF in the correlation equation. In our computations, we do not 
consider 2009 GDP and pharmaceutical expenditures because of its anomalous values, heavily affected by 
governmental budget constraints and general negative economic outlook due to the financial crisis. The yearly 
Euro area growth factor has been adjusted to consider that approximately 50% of pharmaceutical spending 
growth will be caused by specialty pharmaceuticals (source: IMS Health). Specialty pharmaceuticals are highly 
technological and highly expensive drugs and we believe that they are not representative of REC’s Rx residual 
part, thus we discounted the growth factor by 50%. As for other international sales, we derive the CAGR 2010-15 
and we apply it also to the future since we have no information about the sales related to these countries. 

 

Products in pipeline:  
We base our estimations either on reference comparable products already in the market or considering REC’s similar ones to estimate the product YoY growth, 
reaching peak sales 10Y after market entry.  
Fortacin™ 
Step 1: being a product in the genito-urinary therapeutic area, we take Urorec as reference product. We estimate Urorec penetration to be 3.35% in 2015, six 
years after its launch, considering how many people are treated with Urorec over the total number of patients affected of Benign prostatic hyperplasia. The 
affected population is computed as the number of male individuals with age 45-95+ in each country of interest multiplied by the related prevalence data (i.e. 
the proportion of individuals in a population having a disease of this condition), different at each age from 2.7% to 24%. Once we obtain the addressable 
population, we consider the implied number of people treated through Urorec (total sales ca. €68.3m, average price per box 15.4€, 30 pills per box, posology: 
one pill per day). 
Step 2: to derive Fortacin total addressable market, we consider the prevalence of “ante portam” premature ejaculation, the most serious form (ca. 5% of males 
affected by premature ejaculation), multiplied by the population of interest (age 18-59 in the countries of interest).  
Step 3: we compute revenues for Fortacin in 2022 (6 years after launch) by multiplying Urorec penetration (Step1) to Fortacin addressable population (Step2). 
To obtain total revenues we consider one dose per week and 7.4€/dose, from Priligy (Menarini’s competitor product). We obtain €21.21m of sales in 2022. 
Step 4: to obtain yearly revenues for the period 2017 (launch) to 2021 we consider Urorec sales growth achieved in the period from 2010 (launch) to 2015 (the 
year we used to compute the products penetration). 
Vitaros® 
This product is already marketed in main European markets from 2014 (licensee: Takeda in the UK, Sandoz in Germany, Switzerland and certain countries in 
Northern Europe, Bracco in Italy, Majorelle in France). REC has obtained the license for Spain (in commerce since 2015), Russia, Turkey, Ireland, remaining 
European and some North Africa countries (where will be commercialized gradually form 2016-2017). Where it has been launched, the product showed initial 
sales results in line with licensor expectation (Apricus Biosciences) thus we consider the peak sales disclosed by this company to be reliable. Moreover, we found 
no competitor product with the same peculiar composition (topical cream for the treatment of erectile dysfunction) to be launched in the period of the analysis. 
The product peak sales were disclosed as total peak sales reached in the whole European market in which the product will be commercialized.  In order to consider 
sales in countries related to REC agreement, we first derive peak sales in Spain and Portugal (as a function of the relative size of pharmaceutical expenditure in 
the genitourinary TAs). Then, we suppose Spain and Portugal to account for the same sales percentage as they did for Urorec, and we derive Vitaros’s total sales 
by dividing Spain and Portugal values by their percentage. To this value, we apply Urorec’ s sales percentage in other European countries (excl. Italy and France 
because Vitaros will not be sold there, Spain and Portugal because they have been already considered) and we obtain REC’s potential sales. Finally, we apply a 
discount factor to consider a gradual launch in the countries of interest and to consider the fact that Fortacin will be sold only in certain European countries (while 
Urorec was sold in all Europe). Considering Urorec YoY growth, we derive yearly sales for Vitaros peaking at €63.56m in 2024. 

Pharmaceutical expenditure linear regression  
 

 LINE R^2 Avg. growth 
2017-21 

EU28 y = 0.0259x - 176326 0.7821 1.89% 

Turkey y = 0.0691x + 3743.9 0.73 5.41% 

Russia y = 0.0444x - 1466.8  
0.5603 4.69% 

Other 
International - - 7.75% 

Weighted Avg. Growth 3.67% 
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Reagila® 
We estimate Reagila’s sales starting from peak sales data given by the company (€100m) and furtherly confirmed in the last business plan. To model the sales 
progression from the entrance on the market (expected in 2018) up to the peak (expected in 2027) we replicate the YoY growth registered by Zyprexa, a 
schizophrenia and bipolar disorder product by Eli Lilly. Our analysis of Zypreza is related to sales outside US from its entrance on the market in 1997 to the peak 
in 2007. Then, we suppose Cariprazine to have a similar trend, in terms of YoY growth, to estimate the sales progression in the period from 2018 to 2027. 

Rare diseases 

Current Portfolio 
Revenue growth is explained by four main factors: Price, dosage, incidence and population increases. 
- Price Increase: related to negotiation with Government authorities in each country 
- Dosage increase: these diseases usually affect newborns or children and they are treated lifelong so we model 

the average increase of volume caused by the patient aging. Doses are related to patient weight, which increases 
until he or she reaches adulthood. To determine the dosage increase we study the posology of each drug and 
how it varied by patient weight increase. Results are shown in tables on the right, with focus on Carbaglu. 

- Incidence: growth factor given by new patients. This is both an epidemiological feature of the disease (how many 
newborns are affected by that diseases) and a characteristic of REC effort in improving stakeholders’ awareness. 

- Population increase: it has a less relevant impact because population growth mainly interest emerging markets, 
which lack the required infrastructure for the treatment of these diseases 

To estimate future revenues of the current rare diseases portfolio we separate EU, US and other international 
sales. EU and US show different trends mainly due to different composition of the portfolio and different possible 
price increase. 
Europe (33% of Rare in 2015): population growth is very limited in this area and so the impact on the overall 
number of patients is not significant, while price is negotiated with government authorities thus limiting possible 
further increases. The average increase in incidence is 2.14% while volume one is 4.51%. Average dosage growth 
is 13.52% but the relative importance of Cystadane, Cystagon, Vedrop and Wilzin is negligible if compared to 
Carbaglu, which count for approximately 28% of the overall sales (disclosed data for US). So, we discount this 
growth factor by one third to apply it to the whole portfolio. This approximation was necessary due to the limited 
disclosure provided by the company. The resulting CAGR 2016-2021 is 6.7%. 
US (54% of Rare in 2015): we include 7.5% of price increase based on company data. In this analysis, we separate 
the contribution of Carbaglu, thanks to a disclosed sales value in 2011 to which we apply US portfolio CAGR to 
obtain Carbaglu sales in 2015. Carbaglu will grow 21.5% a year, 14% volume increase and 7,5% price increase (we 
do not include incidence due to non-availability of data). The remaining part of US portfolio does not depend 
from volume increase and will growth at 10.87% due to incidence increase and price increase, respectively of 
3.37% and 7.5%. We consider population growth negligible. 
Other international sales (14% of Rare in 2015): it refers to sales in other international markets, where Recordati 
is present either directly through a start-up or licensing-out to some local players. Due to limited disclosure, we 
consider CAGR 2012-15 of ca. 17% to be sustainable also for the future. 
Combining all these factors, the overall forecasted CAGR 2016-2020 for the RARE business is ca. 12%. This result 
is in line with our expectation since we do not see Rare overall CAGR of ca. 20% to be sustainable in the 
medium/long term without new product launch or new market entrances (considered in section “Further Value 
Creation Assessment”). 

Pipeline 
Most of the products are still in development phases so they will not have a relevant impact in our forecasting 
period 2016-2021. Thus, we focus on Graspa, a product is in its approval phase in Europe for two different 
diseases, Acute lymphoblastic leukaemia (ALL) and Acute Myeloid Leukaemia (AML).  
Launch is expected to be in 2018 for ALL and 2019 for AML. To estimate the sale progression of this product, we 
start from estimated peak sales provided by REC, ALL peak sales ca. €50m accounting for 1/3 of AML ones (ca. 
€150m). Since Recordati has no similar products in its portfolio, we analyse Gleevec from Novartis, a well-
established product for the treatment of similar conditions (Chronic Myelogenous Leukemia and Acute 
Lymphoblastic Leukemia). We apply the same YOY growth to Graspa and we derive sales forecasts from market 
launch to peak. 
Overall, we forecast a contribution of ca. €60m by 2021, including also Cystadrop, which will be a driver for 
Europe expansion, representing 11% of the growth for this area (ca. €10m according to company guidance).  
 
Considering current portfolio expansion and pipeline contribution, we forecast a group CAGR 2016-2021 of ca. 
16.5% for the rare diseases business. 

OTC 
This segment is treated as a whole since very small disclosure is provided by the company for individual products. 
In this analysis, we do not consider the potential impact of major product acquisitions as we are now focusing 
on organic growth forecasts. We forecast the sales growth of this segment to be equal to Out of Pocket 
pharmaceutical spending one (since OTC usually represent most of OOP expenditure). We obtain future OTC sales 
by considering this growth factor weighted on the three main regions in which REC sells OTC products (EU28, 
Russia, Turkey) and we exploit the positive correlation between country historical GDP per capita and out of 
pocket pharmaceutical expenditure. The results of the correlation are shown in the table on the right. (Turkey 
data for 2010 is not considered for the correlation due to its anomalous value).  We obtain future OOP 
pharmaceutical expenditures and its related growth in the three countries by introducing GDP per capita 
forecast (source: IMF) in the correlation equation. This growth factor is computed upon local currency estimates 
since forex impact is considered on a group basis. This segment will grow 3.42% CAGR 2016-21 reaching €222.2m 
in 2021. 
 
 
 
 
 

EUROPE 

Product Increase of 
Volume 

Increase of 
Incidence 

CARBAGLU 14.00% 1.00% 
NORMOSANG - 2.50% 

PEDEA N/A N/A 
COSMEGEN - 3.41% 

Wilms - 2.37% 
Rhabdo - 4.45% 
Ewing - - 

CYSTADANE  17.00% 0.30% 
CYSTAGON 15.00% N/A 

VEDROP 14.00% N/A 
WILZIN 7.59% 0.96% 

 13.52%  

Average Increase 4.51% 2.14% 

UNITED STATES 
Product Increase of 

Volume 
Increase of 
Incidence 

CARBAGLU 14.00% N/A 
PANHEMATIN - 2.40% 
NEOPROPHEN N/A N/A 

COSMEGEN - 3.41% 
Wilms - 2.37% 

Rhabdo - 4.45% 
Ewing - - 

CHEMET N/A N/A 
DESOXYN - 4.22% 

MUSTARGEN N/A N/A 
PEGANONE - - 
TRANXENE - - 

Average Increase   3.37% 

Pharmaceutical expenditure linear Regression 
(out of pocket) 

 LINE R^2 Avg. growth 
2017-21 

EU28 y = 3.4021x - 58148 0.5691 3.60% 

Turkey y = 0.8925x – 1210.7 0.4074 1.32% 

Russia y = 0.0027x - 762.12 0.8192 4.23% 

Weighted Average growth 3.42% 
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5.  Businesses Income Statement 

2010 – 2015 analysis 
We deem appropriate to split the consolidated income statement into three segment-specific ones for the period 2010-2015. In this way, we can better evaluate 
the peculiarities and different drivers that characterize each business. The company already provides separate information for the rare business in terms of 
Revenues and EBIT; we use a sample of specialized companies to define OTC costs and we derive Rx income statement as the remaining part. In order to check 
the reliability of our approach, we begin with Rare segment to check our result with company information and to derive the values that are not provided by the 
company (i.e. COGS, R&D, SG&A). For this business, we select Alexion, Shire, Jazz and Biogen as basis of comparison: Operating Income, in absolute value, results 
in line with company reported one. This underlines that REC Rare diseases business is characterized by a marginality similar to that of specialized companies. We 
only make an adjustment to Gross Margin because the cluster is characterised by a decreasing trend over the last three years (2013-2015) while we expect this 
value to slightly increase for REC (Lundbeck portfolio acquisition and price increase should have a positive impact in terms of Gross Margin).  
Since REC consolidates Rx and OTC business as “pharmaceuticals”, we decide to estimate OTC segment and we derive Rx as the remaining part. Our choice is 
related to the fact that REC is not comparable in term of Research and Development with other pharmaceutical companies (prescription drugs business) and 
this would have affected our valuation. As for the OTC business, we select Reckitt Benckiser, P&G, Prestige Brand Holdings and Mead Johnson as basis for 
comparison: Operating Income fluctuates in the range of 22-25% and it is in line with the indication given by the company (OTC Ebit margin slightly higher than 
consolidated pharmaceuticals one). Regarding Rx business, even if we derive it as remaining part, the result is still coherent with our expectations of higher 
SG&A and R&D expenses but lower COGS with respect to OTC segment. The table below provide an exemplification of our results. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2016 – 2021 future analysis 
Starting from these results, we analyse business related trends for each line to estimate future values. We base our valuations on linear regression methodology 
adjusted to consider both company guidelines and our considerations/expectations (i.e. as explained in the Future Analysis section, we revised upward Rx cost 
of sales to take into account the higher dependency from in-licensed products). Focusing on the main results, Gross Margin increases thanks to a higher incidence 
of Rare segment (more profitable) and a marginal improvement of Rx GM. As for SG&A, company target is to reach ca. 29% in the medium-long run. Anyway, 
we decide not to revise downward this item because in our analysis we already factor in a reduction (in % terms) for all businesses’ SG&A and also the higher 
incidence of the Rare segment (characterized by lower expenses: -10% with respect to Rx). These improvements are in line with what happened in the past and 
so we foresee a further acceleration in SG&A efficiency unlikely to happen (it would require an additional decrease of 3% for Rx business with respect to our 
estimate). Finally, as regard R&D expenses, Rx and OTC segments are already characterized by a stable value while we do not see sustainable in the future the 
decrease related to Rare business (-8.75% CAGR 2010-15) and we decide to keep it stable as well. The result is in line with company guidelines of an increase 
group R&D expenses up to ca. 8%. 
 

 
 

 

OTC – Income Statement 
 

 2010A 2011A 2012A 2013A 2014A 2015A 
Sales 70.23 73.36 95.69 151.60 173.78 177.06 

       
COGS -30.78 -32.81 -43.38 -66.96 -77.02 -77.92 
% sales 43.8% 44.7% 45.3% 44.2% 44.3% 44.0% 
Gross Margin 39.45 40.55 52.31 84.64 96.76 99.14 
% sales 56.2% 55.3% 54.7% 55.8% 55.7% 56.9% 
SG&A -21.27 -22.98 -27.66 -45.51 -51.55 -52.44 
% sales 30.3% 31.3% 28.9% 30.0% 29.7% 29.6% 
R&D -1.51 -1.55 -2.12 -3.42 -3.88 -4.09 
% sales 2.2% 2.1% 2.2% 2.3% 2.2% 2.3% 
EBIT 16.67 16.02 22.53 35.71 41.33 42.61 
% sales 23.7% 21.8% 23.5% 23.6% 23.8% 24.1% 

Rx – Income Statement 
 

 2010A 2011A 2012A 2013A 2014A 2015A 
Sales 599.21 619.38 656.71 662.10 690.42 717.54 

       
COGS -200.23 -216.00 -237.93 -240.53 -231.23 -234.31 
% sales 33.42% 34.87% 36.23% 36.33% 33.49% 32.66% 
Gross Margin 398.98 403.38 418.78 421.57 459.19 483.23 
% sales 66.58% 65.13% 63.77% 63.67% 66.51% 67.34% 
SG&A -217.73 -231.51 -243.08 -245.46 -255.36 -259.42 
% sales 36.34% 37.38% 37.01% 37.07% 36.99% 36.15% 
R&D -53.80 -39.92 -44.12 -45.11 -57.78 -50.32 
% sales 8.98% 6.45% 6.72% 6.81% 8.37% 7.01% 
EBIT 127.45 131.95 131.58 131.00 146.04 173.48 
% sales 21.27% 21.30% 20.04% 19.79% 21.15% 24.18% 

Rare – Income statement 
 

 2010A 2011A 2012A 2013A 2014A 2015A 
Sales 58.70 69.30 75.90 127.90 123.20 153.10 

       
COGS -9.06 -11.17 -12.25 -19.82 -18.85 -22.97 
% sales 15.4% 16.1% 16.1% 15.5% 15.3% 15.0% 
Gross Margin 49.64 58.13 63.65 108.08 104.35 130.14 
% sales 84.6% 83.9% 83.9% 84.5% 84.7% 85.0% 
SG&A -21.50 -23.06 -25.31 -38.31 -33.21 -40.32 
% sales 36.6% 33.3% 33.3% 29.9% 27.0% 26.3% 
R&D -13.53 -14.49 -17.17 -26.20 -23.60 -22.34 
% sales 23.1% 20.9% 22.6% 20.5% 19.2% 14.6% 
EBIT 14.62 20.59 21.17 43.57 47.54 67.48 
% sales 24.9% 29.7% 27.9% 34.1% 38.6% 44.1% 

Rx – Income Statement 
 

 2016E 2017E 2018E 2019E 2020E 2021E 
Sales 784.80 842.07 875.79 927.58 886.80 893.70 

       
COGS -242.97 -255.34 -260.02 -267.37 -261.31 -262.14 
% sales 30.96% 30.32% 29.69% 28.82% 29.47% 29.33% 
Gross Margin 541.83 586.73 615.77 660.21 625.49 631.55 
% sales 69.04% 69.68% 70.31% 71.18% 70.53% 70.67% 
SG&A -276.92 -293.53 -302.65 -324.65 -305.63 -307.50 
% sales 35.29% 34.86% 34.56% 35.00% 34.46% 34.41% 
R&D -54.15 -58.10 -60.43 -64.00 -61.19 -61.67 
% sales 6.90% 6.90% 6.90% 6.90% 6.90% 6.90% 
EBIT 210.76 235.10 252.69 271.55 258.67 262.39 
% sales 26.85% 27.92% 28.85% 29.28% 29.17% 29.36% 

OTC – Income Statement 
 

 2016E 2017E 2018E 2019E 2020E 2021E 
Sales 187.76 196.65 200.43 204.52 216.48 222.18 

       
COGS -80.68 -85.87 -87.47 -89.21 -94.30 -96.73 
% sales 42.97% 43.66% 43.64% 43.62% 43.56% 43.53% 
Gross Margin 107.07 110.79 112.96 115.31 122.18 125.45 
% sales 57.03% 56.34% 56.36% 56.38% 56.44% 56.47% 
SG&A -55.64 -58.24 -59.34 -60.54 -64.03 -65.70 
% sales 29.64% 29.62% 29.61% 29.60% 29.58% 29.57% 
R&D -4.32 -4.52 -4.61 -4.70 -4.98 -5.11 
% sales 2.30% 2.30% 2.30% 2.30% 2.30% 2.30% 
EBIT 47.11 48.02 49.00 50.06 53.17 54.65 
% sales 25.09% 24.42% 24.45% 24.48% 24.56% 24.60% 
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As it is possible to see from the tables above, for both the analysis (past and future) we decide to stop at Operating Income and consolidate the remaining part of 
the Income Statement. The line “Other operating income (expenses)” is not split between the different businesses but it is kept at aggregate level. Results for 
2016 are adjusted to be in line with company’s data. 
 
 
 
 

6. Porter 5 Forces Analysis 
 

Branded Rx 

Intensity of 
internal rivalry Medium 

Considering the overall market, CR4 concentration index is 22.5% (Pfizer, Merck, Sanofi and Novartis). This concentration will 
decrease in the future since market leaders are the most exposed to patent cliffs (i.e. sales losses due to patent expiration, $190b 
in next 10 years for the whole branded Rx market). In the specific TA, concentration is higher (CR4 is 58.2%, 77.6% and 66.4% 
respectively in oncology, anti-diabetics and anti-rheumatics) and companies compete to become leaders, since it would allow 
them to identify and satisfy unmet customer needs more easily. Their product and regulatory functions benefit from more 
expertise and stronger relationships, enabling them to get innovations to market faster and with a higher success rate1. The high 
possibility of specialization and product differentiation (in terms of cost-efficiency, route of administration, etc.) within the same 
TA combined with future market growth (6.34% CAGR 2016-21 after a slowdown in 2015) set the intensity of this force to a 
medium level. 

Threat of new 
entrants Low 

Drug development is a long, expensive and risky process; it could take up to 15 years and $2b to launch a pharmaceutical product 
on the market2, with a success rate lower than 12%. Patents and learning curve of R&D processes represent other high entry 
barriers, discouraging potential new entrants. 

Substitute 
products High 

After patent expiration, generics become the main substitute products for branded Rx drugs. Generic competition leads to a 
strong erosion of sales and margins in a short period. Moreover, governments promote generic substitution in order to reduce 
public pharmaceutical expenditure (generics share of total medicines expenditure will increase from 27% to 36% from 2012 to 
2017, IMS). As a consequence, the threat of substitute products is high. 

Bargaining 
power of 

payers 
High 

In EU countries, public covers around 60% of pharmaceutical expenditure3. Governments have a high bargaining power, being 
able to drive down negotiated prices and to set higher requirements in terms of clinical trials and general quality of products 
(driving up costs). In US, price pressure comes from commercial payers, such as Pharmacy Benefit Managers (PBMs). However, 
their bargaining power is limited to specific TAs where low differentiation exists (because of generic competition), even if they 
are highly consolidated (the three main PBMs have ca. 70% market share). 

Bargaining 
power of 
suppliers 

Medium 

Overall supplier power is medium. Suppliers of Active Pharmaceutical Ingredients (APIs) are subject to strict regulatory 
requirements on production (e.g. in Europe, all imported APIs must have been manufactured in compliance with Good 
Manufacturing Practice, GMP) and operate on a contractual basis; these two factors imply high switching costs. However, drug 
production costs are very low (they have a very limited impact on margin); moreover, supply of instruments necessary for R&D 
and in-house production is characterized by low differentiation. As a consequence, pharmaceutical companies can easily 
integrate themselves backwards, reducing their dependence on API suppliers. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                                                 
1 Bain, New paths to value creation in pharma, 2014.  
http://www.bain.com/Images/BAIN_BRIEF_New_paths_to_value_creation_in_pharma.pdf 
2 FDA 
Paul, Steven M.; Mytelka, Daniel S.; Dunwiddie, Christopher T.; Persinger, Charles C.; Munos, Bernard H.; Lindborg, Stacy R.; Schacht, Aaron L. (2010). "How to improve R&D productivity: The pharmaceutical industry's 
grand challenge". Nature Reviews Drug Discovery. 9: 203–14 
3 Source: WHO. 

Rare – Income Statement 
 

 2016E 2017E 2018E 2019E 2020E 2021E 
Sales 181.15 201.54 223.56 262.29 327.44 388.63 

       
COGS -27.17 -30.03 -33.15 -37.42 -47.90 -56.58 
% sales 15.00% 14.90% 14.83% 14.27% 14.63% 14.56% 
Gross Margin 153.97 171.51 190.40 224.87 279.54 332.05 
% sales 85.00% 85.10% 85.17% 85.73% 85.37% 85.44% 
SG&A -45.93 -50.51 -54.97 -61.58 -76.00 -88.39 
% sales 25.35% 25.06% 24.59% 23.48% 23.21% 22.74% 
R&D -26.45 -29.42 -32.64 -38.29 -47.81 -56.74 
% sales 14.60% 14.60% 14.60% 14.60% 14.60% 14.60% 
EBIT 81.60 91.58 102.80 125.00 155.73 186.92 
% sales 45.05% 45.44% 45.98% 47.66% 47.56% 48.10% 
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First-in-class treatment for a rare disease (i.e. first drug approved for the treatment of a rare disease) 

Intensity of 
internal rivalry Medium 

CR4 for already treated rare diseases is 34% (Novartis, Roche, Celgene, Pfizer). Since today there are 7,000-8,000 rare diseases 
in the world and more than 70% of them lack treatments methods, companies generally prefer to develop products for 
untreated indications rather than for already treated ones. Usually there’s just one treatment for a specific indication: 
competition is based on being the first approved drug for an unmet medical need in order to conquer the niche-market. 
Summing up, the intensity of internal rivalry is medium. 

Threat of new 
entrants 

Medium-
high 

The market is highly attractive to new potential entrants due to high margins opportunities. R&D know-how and capital 
requirements, the long process for drug approval from authorities (e.g. FDA approval in US, EMA in EU) and the length of time 
required for generating returns are the main barriers to entry; these are high for non-pharmaceutical companies, low for 
pharmaceutical ones (that are also attracted by financial and non-financial incentives from authorities). For this reason, we 
evaluate the threat of new entrants as medium-high. 

Substitute 
products Low 

First-in-class drugs may face generic competition at market exclusivity expiration. A next-in-class treatment (i.e. a treatment 
that demonstrated a higher efficacy for the same indication) represents another potential substitute, even during market 
exclusivity. However, generics and next-in-class drugs have a limited impact due to the low number of patients that makes it 
harder to conduct clinical trials for the same treatment. It is better to exploit the potential profitability of a high number of 
unmet needs. 

Bargaining 
power of 

payers 

Medium-
low (but 

increasing) 

In US, there’s free pricing. In Europe, the price is fixed and it is negotiated with a cost-plus or a reference price scheme. Usually 
payers are guided by a “rule of rescue” (i.e. value of rescuing a life regardless of cost), since the symptoms of many rare diseases 
are very severe and life threatening. Thus, the bargaining power of payers is medium-low. However, as the number of orphan 
drugs grows, the aggregate budget impact for many payers grows as well and it can affect future pricing and reimbursement 
policies. 

Bargaining 
power of 
suppliers 

Medium 

Overall supplier power is medium. Suppliers of Active Pharmaceutical Ingredients (APIs) are subject to strict regulatory 
requirements on production (e.g. in Europe, all imported APIs must have been manufactured in compliance with GMP) and 
operate on a contractual basis; these two factors imply high switching costs. However, drug production costs are very low (they 
have a very limited impact on margin); moreover, supply of instruments necessary for R&D and in-house production is 
characterized by low differentiation. As a consequence, pharmaceutical companies can easily integrate themselves backwards, 
reducing their dependence on API suppliers. 

 
 
  
 
 
 
 
 
 
 
 
 
 
 

OTC 

Intensity of 
internal rivalry 

Medium 
- high 

CR4 is 15% (Bayer, Sanofi, J&J and GSK). This means the OTC market remains highly competitive and fragmented, albeit 
established players continue to enlarge their scale though M&A or Joint Venture deals to better compete in the arena: size 
allows firm to exploit economies of scale and improve brand recognition.  
Some examples: Bayer acquired Merck’s OTC division in 2014, Sanofi acquired Boehringer Ingelheim’s OTC division in 2015, 
Novartis and GSK pooled their OTC business in a Joint Venture in 2014. 
OTC products can be similar in terms of performance and there are few switching costs for buyers, encouraging price 
competition. Anyway, this can be mitigated through brand equity. Summing up, the level of internal competitiveness is medium-
high. 

Threat of new 
entrants Low   

Time and money investments required to build a brand are the main entry barriers in the market. OTC products must be proven 
effective for their intended use and safe (since they are sold without medical prescription): requirements to obtain approval 
for products from the regulatory authorities also create barriers. This results in a low threat of new entrants.  
 

Substitute 
products Low No existence of relevant substitutes other than home-made solutions and homeopathic products. 

Bargaining 
power of payers  Medium  

The bargaining power of small pharmacies is limited due to their size, while large supermarkets and pharmacy chains enjoy 
benefits from purchasing big volumes. The downstream consolidation trend in EU and US is increasing the bargaining power of 
payers. On the other hand, brand equity of OTC companies and the great difficulty in upstream integration for buyers reduce 
their bargaining power. Overall, the force is medium. 

Bargaining 
power of 
suppliers 

Medium  

Overall supplier power is medium. Suppliers of Active Pharmaceutical Ingredients (APIs) are subject to strict regulatory 
requirements on production (e.g. in Europe, all imported APIs must have been manufactured in compliance with GMP) and 
operate on a contractual basis; these two factors imply high switching costs. However, drug production costs are very low (they 
have a very limited impact on margin); moreover, supply of instruments necessary for R&D and in-house production is 
characterized by low differentiation. As a consequence, pharmaceutical companies can easily integrate themselves backwards, 
reducing their dependence on API suppliers. 
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7. Financial Analysis 
 

Income Statement 

Amounts in million euros 2006A 2007A 2008A 2009A 2010A 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E 2019E 2020E 2021E 

Revenues 576.2 628.4 689.6 747.5 728.1 762.0 828.3 941.6 987.4 1047.7 1153.7 1240.3 1299.8 1394.4 1430.7 1504.5 

Growth 0.0% 9.1% 9.7% 8.4% -2.6% 4.7% 8.7% 13.7% 4.9% 6.1% 10.1% 7.5% 4.8% 7.3% 2.6% 5.2% 

Gross Margin 384.2 422.1 467.4 511.9 488.1 502.1 534.8 614.3 660.3 712.5 802.9 869.0 919.1 1000.4 1027.2 1089.1 

Margin 66.7% 67.2% 67.8% 68.5% 67.0% 65.9% 64.6% 65.2% 66.9% 68.0% 69.6% 70.1% 70.7% 71.7% 71.8% 72.4% 

SG&A -218.3 -236.0 -253.6 -267.4 -260.5 -277.5 -296.1 -329.3 -340.1 -352.2 -378.5 -402.3 -417.0 -446.8 -445.7 -461.6 

% on Sales -37.9% -37.5% -36.8% -35.8% -35.8% -36.4% -35.7% -35.0% -34.4% -33.6% -32.8% -32.4% -32.1% -32.0% -31.1% -30.7% 

R&D -45.4 -49.1 -58.9 -69.4 -68.8 -56.0 -63.4 -74.7 -85.3 -76.7 -84.9 -92.1 -97.7 -107.0 -114.0 -123.5 

% on Sales -7.9% -7.8% -8.5% -9.3% -9.5% -7.3% -7.7% -7.9% -8.6% -7.3% -7.4% -7.4% -7.5% -7.7% -8.0% -8.2% 

Other -0.1 -5.5 -10.2 -12.8 -3.9 -5.1 -8.3 -14.9 -3.9 -5.0 -12.6 -4.7 -4.7 -4.7 -4.7 -4.7 

EBITDA 143.6 157.5 174.2 197.0 181.7 187.7 191.7 230.1 273.8 317.0 365.6 413.8 443.6 486.0 507.5 544.6 

Margin 24.9% 25.1% 25.3% 26.4% 25.0% 24.6% 23.1% 24.4% 27.7% 30.3% 31.7% 33.4% 34.1% 34.9% 35.5% 36.2% 

D&A -23.3 -26.0 -29.4 -34.8 -27.0 -24.3 -24.7 -34.7 -42.8 -38.5 -38.7 -43.8 -43.8 -44.1 -44.6 -45.3 

% on Sales -4.0% -4.1% -4.3% -4.7% -3.7% -3.2% -3.0% -3.7% -4.3% -3.7% -3.4% -3.5% -3.4% -3.2% -3.1% -3.0% 

EBIT 120.3 131.5 144.7 162.2 154.8 163.5 167.0 195.4 231.0 278.5 326.9 370.0 399.8 441.9 462.9 499.3 

Margin 20.9% 20.9% 21.0% 21.7% 21.3% 21.5% 20.2% 20.8% 23.4% 26.6% 28.3% 29.8% 30.8% 31.7% 32.4% 33.2% 

Net interest -2.2 -4.1 -6.6 -5.8 -3.8 -3.5 -6.6 -14.6 -16.3 -13.1 -11.4 -10.1 -8.6 -7.3 -6.4 -5.7 

Pre Tax Income 118.2 127.4 138.1 152.7 151.0 160.0 160.3 180.8 214.8 265.5 315.4 359.9 391.2 434.7 456.5 493.6 

Income taxes -44.2 -42.6 -37.7 -42.1 -42.4 -43.6 -41.8 -47.1 -53.6 -66.6 -78.9 -90.0 -97.8 -108.7 -114.1 -123.4 

Tax Rate % -37.4% -33.4% -27.3% -27.6% -28.1% -27.2% -26.1% -26.1% -24.9% -25.1% -25.0% -25.0% -25.0% -25.0% -25.0% -25.0% 

Minorities  0.00 0.01 0.01 0.01 0.01 0.01 0.02 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 

Net Income 74.0 84.9 100.4 110.6 108.6 116.5 118.5 133.7 161.2 198.8 236.6 269.9 293.4 326.0 342.4 370.2 

Growth 8.0% 14.6% 18.3% 10.1% -1.8% 7.2% 1.8% 12.8% 20.6% 23.3% 19.0% 14.1% 8.7% 11.1% 5.0% 8.1% 

Margin 12.8% 13.5% 14.6% 14.8% 14.9% 15.3% 14.3% 14.2% 16.3% 19.0% 20.5% 21.8% 22.6% 23.4% 23.9% 24.6% 

 

Balance Sheet 

Amounts in million euros 2006A 2007A 2008A 2009A 2010A 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E 2019E 2020E 2021E 

Tangible Assets 71.9 68.0 58.0 55.4 53.0 55.4 60.0 81.3 92.3 109.0 117.9 119.5 121.6 124.7 127.9 131.7 

Other Non Current Assets 20.8 31.1 35.4 29.3 24.6 25.8 33.5 35.4 54.8 67.5 60.3 59.8 59.2 58.7 58.1 57.6 

Financial Assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Intangibles 222.3 330.4 382.5 400.2 419.3 515.4 644.7 764.7 729.5 699.7 848.8 847.0 846.7 848.5 850.8 854.6 

  of which Goodwill 129.8 239.9 289.8 303.7 305.7 365.7 413.2 469.2 463.5 453.3 562.7 562.7 562.7 562.7 562.7 562.7 

Working Capital 68.2 94.4 83.7 79.6 63.0 82.7 117.2 126.3 140.8 130.6 158.0 178.3 189.7 212.8 219.2 235.6 

  % on Sales 11.8% 15.0% 12.1% 10.7% 8.7% 10.9% 14.1% 13.4% 14.3% 12.5% 13.7% 14.4% 14.6% 15.3% 15.3% 15.7% 

  Receivables 134.4 164.7 159.8 155.6 153.3 162.5 180.3 204.8 211.3 206.1 229.8 245.7 255.0 271.1 277.4 289.7 

  Inventories 74.7 74.7 83.1 86.6 85.2 108.3 126.4 140.4 141.2 143.1 164.0 175.8 183.9 196.8 201.8 211.9 

  Payables -103.7 -122.1 -135.7 -130.2 -146.6 -157.0 -160.9 -178.0 -177.4 -178.9 -191.3 -198.6 -204.7 -210.6 -215.5 -221.5 

Op Working Capital 105.4 117.4 107.1 112.1 91.9 113.8 145.8 167.2 175.1 170.2 202.4 222.8 234.1 257.3 263.7 280.1 

  % on Sales 18.3% 18.7% 15.5% 15.0% 12.6% 14.9% 17.6% 17.8% 17.7% 16.2% 17.5% 18.0% 18.0% 18.4% 18.4% 18.6% 

Capital Employed 383.2 524.0 559.5 564.5 559.9 679.3 855.4 1007.7 1017.5 1006.8 1185.1 1204.6 1217.2 1244.6 1256.1 1279.4 

Invested Capital 253.4 284.1 269.7 260.8 254.2 313.5 442.2 538.5 554.0 553.5 622.4 641.9 654.5 681.9 693.4 716.7 

Other LT Liabilities 38.7 36.2 32.7 35.8 29.9 29.0 40.5 44.9 48.1 48.1 56.0 56.5 57.1 57.6 58.2 58.7 

Net Debt  -22.4 97.2 81.0 19.7 -46.0 55.7 153.5 261.0 181.9 88.7 189.6 80.6 -38.8 -161.9 -297.8 -439.7 

Group Equity 366.8 390.6 445.7 509.0 576.0 594.5 661.4 701.8 787.4 870.0 939.4 1067.4 1198.9 1348.8 1495.6 1660.3 

Total Equity 366.8 390.6 445.8 509.0 576.0 594.5 661.4 701.9 787.4 870.0 939.5 1067.5 1199.0 1348.9 1495.7 1660.4 

Capital Employed 383.2 524.0 559.5 564.5 559.9 679.3 855.4 1007.7 1017.5 1006.8 1185.1 1204.6 1217.2 1244.6 1256.1 1279.4 
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Cash Flow Statement 

Amounts in million euros 2006A 2007A 2008A 2009A 2010A 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E 2019E 2020E 2021E 

EBIT 120.3 131.5 144.7 164.924 154.8 163.5 167.0 195.4 231.0 278.5 326.9 370.0 399.8 441.9 462.9 499.3 

Taxes on EBIT -45.0 -43.9 -39.5 -44.7 -43.5 -44.5 -43.6 -50.9 -57.6 -69.9 -81.7 -92.5 -100.0 -110.5 -115.7 -124.8 

D&A 23.3 26.0 29.4 34.8 27.0 24.3 24.7 34.7 42.8 38.5 38.7 43.8 43.8 44.1 44.6 45.3 

  % of Sales 4.0% 4.1% 4.3% 4.7% 3.7% 3.2% 3.0% 3.7% 4.3% 3.7% 3.4% 3.5% 3.4% 3.2% 3.1% 3.0% 

Other Non Cash -9.0 -6.7 5.2 5.5 -4.3 -3.0 2.9 0.3 -10.3 -0.2 1.7 0.0 0.0 0.0 0.0 0.0 

Change in Working Capital -2.0 -26.2 10.7 4.0 16.6 -19.7 -34.5 -9.1 -14.5 10.3 -27.4 -20.3 -11.4 -23.1 -6.4 -16.4 

Cash Flow from Operations 87.8 80.7 150.6 161.9 150.6 120.5 116.6 170.5 191.4 257.2 258.2 301.1 332.3 352.4 385.4 403.4 

Capex -20.6 -15.0 -43.7 -28.4 -34.6 -44.2 -62.9 -78.1 -25.1 -33.7 -48.0 -43.0 -45.0 -48.3 -49.5 -52.1 

  % of Sales 3.6% 2.4% 6.3% 3.8% 4.7% 5.8% 7.6% 8.3% 2.5% 3.2% 4.2% 3.5% 3.5% 3.5% 3.5% 3.5% 

Equity investments -45.4 -139.0 -69.0 -18.6 3.4 -62.7 -89.7 -123.5 -0.5 0.2 -144.5 0.0 0.0 0.0 0.0 0.0 

Cash Flow from Inv. Activities -66.0 -154.0 -112.7 -47.0 -31.2 -106.9 -152.5 -201.6 -25.6 -33.5 -192.4 -43.0 -45.0 -48.3 -49.5 -52.1 

FCFF (ex Acquisitions) 67.2 65.7 106.9 133.5 116.1 76.3 53.7 92.4 166.3 223.5 210.2 258.1 287.3 304.1 335.9 351.3 

FCFF  21.8 -73.3 37.9 114.9 119.5 13.6 -35.9 -31.1 165.8 223.7 65.7 258.1 287.3 304.1 335.9 351.3 

                  

Net financial income (expense) -1.4 -2.7 -4.8 -4.2 -2.7 -2.5 -4.9 -10.8 -12.2 -9.8 -8.6 -7.6 -6.4 -5.5 -4.8 -4.3 

Debt raised (repayed) -38.0 -20.3 -2.9 -2.9 27.5 22.8 -11.5 143.3 28.3 -14.2 -34.5 -40.9 -42.8 -27.9 -18.9 -18.9 

Net cash of acquired companies   4.7 6.4 1.7 0.1 -10.9 -2.7 -3.7         

Capital Raise/Buybacks -4.6 -22.6 2.5 2.5 6.2 -0.4 5.6 6.5 6.0 -6.0 -37.1 0.0 0.0 0.0 0.0 0.0 

Other  13.1 -2.5 14.8 0.8 4.4 0.5 0.5 -14.5 -2.3 4.3 1.1 1.1 1.1 1.1 1.1 1.1 

Dividends paid -27.5 -37.0 -42.2 -49.3 -54.4 -93.1 -61.4 -64.6 -75.4 -110.8 -119.3 -142.0 -162.0 -176.1 -195.6 -205.4 

  Payout Ratio 42.7% 49.9% 49.7% 49.0% 49.2% 85.8% 52.7% 54.5% 56.4% 68.7% 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% 

Cash flow from/(used in) financing activities  -58.3 -80.4 -26.2 -51.4 -18.9 -83.7 -74.3 56.1 -55.6 -136.4 -198.3 -189.4 -210.1 -208.3 -218.2 -227.5 

FCFE (Ex Acquisitions) 8.9 -14.7 80.7 82.0 97.2 -7.4 -20.6 148.5 110.7 87.1 11.9 68.7 77.2 95.8 117.7 123.7 

FCFE  -36.5 -153.7 11.7 63.5 100.6 -70.0 -110.2 25.0 110.2 87.3 -132.5 68.7 77.2 95.8 117.7 123.7 

Net Debt -22.4 97.2 81.0 19.7 -46.0 55.7 153.5 261.0 181.9 88.7 189.6 80.6 -38.8 -161.9 -297.8 -439.7 

Financial Ratios 
  

2006A 2007A 2008A 2009A 2010A 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E 2019E 2020E 2021E 

ROCE 19.7% 19.3% 19.4% 20.9% 19.8% 19.2% 16.1% 15.5% 17.1% 20.6% 22.4% 23.2% 24.8% 26.9% 27.8% 29.5% 

ROIC (Ex Goodwill) 29.8% 32.6% 38.0% 44.3% 43.2% 41.9% 32.7% 29.5% 31.7% 37.7% 41.7% 43.9% 46.3% 49.6% 50.5% 53.1% 

Capital Turnover (Rev/CE) 1.5 1.4 1.3 1.3 1.3 1.2 1.1 1.0 1.0 1.0 1.1 1.0 1.1 1.1 1.1 1.2 

ROE 20.2% 22.4% 24.0% 23.2% 20.0% 19.9% 18.9% 19.6% 21.6% 24.0% 26.2% 26.9% 25.9% 25.6% 24.1% 23.5% 

ROA 17.9% 18.4% 18.3% 19.8% 18.0% 17.4% 16.2% 16.5% 17.4% 19.6% 21.8% 23.4% 23.8% 24.7% 24.1% 24.1% 

Tax rate 37.4% 33.4% 27.3% 27.6% 28.1% 27.2% 26.1% 26.1% 24.9% 25.1% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 

Avg interest rate 1.8% 2.7% 3.7% 4.1% 3.3% 2.5% 3.7% 5.8% 5.1% 4.0% 3.7% 3.7% 3.7% 3.7% 3.7% 3.7% 

Asset Turnover (Rev/Assets) 0.9 0.9 0.9 0.9 0.8 0.8 0.8 0.8 0.7 0.7 0.8 0.8 0.8 0.8 0.7 0.7 

Capex/D&A 0.9 0.6 1.5 0.8 1.3 1.8 2.5 2.3 0.6 0.9 1.2 1.0 1.0 1.1 1.1 1.2 

Net Debt/Equity -0.1 0.3 0.2 0.0 -0.1 0.1 0.2 0.4 0.2 0.1 0.2 0.1 0.0 -0.1 -0.2 -0.3 

Net Debt/EBITDA -0.2x 0.6x 0.5x 0.1x -0.3x 0.3x 0.8x 1.1x 0.7x 0.3x 0.5x 0.2x -0.1x -0.3x -0.6x -0.8x 

Interest Coverage Ratio 66.5 50.6 32.7 31.8 37.9 51.8 38.0 21.7 17.7 21.6 29.8 38.5 47.5 61.4 74.2 89.8 

Operating Leverage n.a. 1.0 1.0 1.4 1.8 1.2 0.2 1.2 3.8 3.4 1.7 1.8 1.7 1.4 1.8 1.5 

Payout Ratio 42.7% 49.9% 49.7% 49.0% 49.2% 85.8% 52.7% 54.5% 56.4% 68.7% 60.0% 60.0% 60.0% 60.0% 60.0% 60.0% 

Goodwill/CE 33.9% 52.9% 53.5% 54.0% 54.4% 59.0% 53.8% 50.4% 45.8% 44.8% 51.3% 47.1% 46.5% 45.7% 45.0% 44.4% 

Multiples 
  

2006A 2007A 2008A 2009A 2010A 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E 2019E 2020E 2021E 

Price [€] 5.8 6.1 3.9 5.2 7.1 5.6 6.9 10.5 12.9 24.1 26.9 28.3 28.3 28.3 28.3 28.3 

Total shares outstanding  199.8 196.4 197.0 197.7 198.9 199.3 200.6 202.6 204.4 205.4 209.1 209.1 209.1 209.1 209.1 209.1 

Mkt Cap 1161.6 1200.8 761.6 1027.8 1403.4 1113.3 1386.3 2119.4 2626.8 4949.0 5629.6 5909.9 5909.9 5909.9 5909.9 5909.9 

Gross Debt 118.7 179.0 174.5 111.3 116.9 162.7 193.2 311.1 323.0 326.9 295.9 255.0 212.2 184.3 165.4 146.4 

Net Debt  -22.4 97.2 81.0 19.7 -46.0 55.7 153.5 261.0 181.9 88.7 189.6 80.6 -38.8 -161.9 -297.8 -439.7 

EV 1139.2 1298.0 842.6 1047.5 1357.4 1169.0 1539.7 2380.4 2808.7 5037.8 5819.3 5990.4 5871.0 5748.0 5612.1 5470.2 

EPS 0.4 0.4 0.5 0.6 0.5 0.6 0.6 0.7 0.8 1.0 1.1 1.3 1.4 1.6 1.6 1.8 

EV/CE 3.0x 2.5x 1.5x 1.9x 2.4x 1.7x 1.8x 2.4x 2.8x 5.0x 4.9x 5.0x 4.8x 4.6x 4.5x 4.3x 

EV/Sales 2.0x 2.1x 1.2x 1.4x 1.9x 1.5x 1.9x 2.5x 2.8x 4.8x 5.0x 4.8x 4.5x 4.1x 3.9x 3.6x 

EV/EBIT 9.5x 9.9x 5.8x 6.5x 8.8x 7.2x 9.2x 12.2x 12.2x 18.1x 17.8x 16.2x 14.7x 13.0x 12.1x 11.0x 

EV/EBITDA 7.9x 8.2x 4.8x 5.3x 7.5x 6.2x 8.0x 10.3x 10.3x 15.9x 15.9x 14.5x 13.2x 11.8x 11.1x 10.0x 

EV/NOPAT 15.1x 14.8x 8.0x 8.9x 12.2x 9.8x 12.5x 16.5x 16.2x 24.1x 23.7x 21.6x 19.6x 17.3x 16.2x 14.6x 

P/E 15.7x 14.1x 7.6x 9.3x 12.9x 9.6x 11.7x 15.9x 16.3x 24.9x 23.8x 21.9x 20.1x 18.1x 17.3x 16.0x 

Div Yield 2.4% 3.1% 5.5% 4.8% 3.9% 8.4% 4.4% 3.1% 2.9% 2.2% 2.1% 2.4% 2.7% 3.0% 3.3% 3.5% 

PB 3.2x 3.1x 1.7x 2.0x 2.4x 1.9x 2.1x 3.0x 3.3x 5.7x 6.0x 5.5x 4.9x 4.4x 4.0x 3.6x 

Equity FCF yield 0.8% -1.2% 10.6% 8.0% 6.9% -0.7% -1.5% 7.0% 4.2% 1.8% 0.2% 1.2% 1.3% 1.6% 2.0% 2.1% 

                                                                                 
4 The value includes: Income (Expense) from other Investments 
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8. Relative Valuation 

Simil REC companies 
In order to define REC value, we perform a relative valuation analysis on a cluster of similar companies in terms of business segment (focus on Rx, OTC and Rare 
diseases) and with a widespread global presence. We focus on three different multiples: EV/EBIT, EV/Sales and P/E both using 2017 and 2018 expected values. 
We perform the analysis both on 2017 multiples (using as regressor 2016-19 CAGR) and 2018 multiples (using as regressor 2017-19 CAGR) in order to better 
consider the future development of companies, since their exposition, in particular in Rare segment, could have a different impact on future values.   
 

SELECTED PEERS 

Company Sales 
Asset 

turnov
er 

Total 
assets 

CFO/Cur 
Liabilities  
5Y avg (%) 

D/E 

Business Exposition Market Exposition Growth  

RX OTC RARE EU US Emerging ROW 
Sales 
GAGR 
16-19 

Ebit 
CAGR 
16-19 

R&D 
on 

Sales 

Recordati 1,047.7 0.74x 1,468.9 61.4% 37.6%        6.5% 10.6% 7.3% 

KRKA 
 

1164.6 0.65x 1,811.3 93.6% - 
       

4.0% 5.6% 9.9% 

Focused on the European area and especially on Western Europe (mainly Slovenia, Russia, Poland, Hungary…). Business unbalanced towards RX but with key therapeutic areas (Cardio, 
Metabolism, Nervous system) close to the ones REC is currently developing. M&A as key strategy to retain market share and to develop therapeutic areas (new or established) 

LUPIN 1897.1 0.77x 2,989.2 40.0% 65.6% 
       16.5% 15.4% 11.1% 

Despite having a very different market exposition, its key therapeutic areas are similar to the REC’s ones (especially Cardio, which represents c.a. 25% for both companies). The company rely on 
both in-house products (mainly generics) and in-license products 

Almirall 
 

685.0 0.27x 2,532.3 64.1% 21.6% 
 
 

 
 

     6.6% 16.6% 9.7% 

Strong in prescription business (especially in dermatology). Strategy aims at enrich both Rx and OTC business mainly through inorganic development. Geographic exposition substantially similar to 
REC  

Ipsen 1,443.9 0.79x 1,938.0 47.7% 3.6% 
       

11.1% 19% 15.3% 

While being more R&D driven than REC, Ipsen recently bought an OTC portfolio from Sanofi (for €83m) making it one of the closest peer to REC in terms of business and market exposition 
STADA 

Arzneimittel 2,115.1 0.64x 3,301.7 23.4% 144% 
       

4.7% 9.0% 3.0% 

Operates mainly in Europe with Generics (60%) and Branded Products (40%). Business model is similar to REC which heavily rely on in-licensed products and acquisition of 
portfolio of products (especially in the OTC arena). It is also present in emerging markets (mainly Russia, CIS and Vietnam) 

  

 
We decide to exclude Stada Arzneimittel AG from our analysis, even if it is similar to REC in terms of business model and segments, because the company on 
12th Feb 2017 confirms a takeover approach from Civen Partners LLP. Since we believe this takeover could impact the value of the company we prefer to 
exclude it by our sample used for relative valuation.   
 
 
 
 
 
 
 
 
 
 
 
 
 

Multiple Regressor Line R^2 Target Price 
EV/EBIT 2017 EBIT CAGR 2016-19 y = 46.347 x + 7.919 0.623 21.78 
EV/EBIT 2018 EBIT CAGR 2017-19 y = 15.015 x + 10.00 0.257 20.88 
EV/Sales 2017 Sales CAGR 2016-19 y = 18.651 x + 1.150 0.835 13.12 
EV/Sales 2018 Sales CAGR 2017-19 y = 25.386 x + 0.095 0.890 9.21 

P/E 2017 EPS CAGR 2016-19 y = 120.32 x - 0.082 0.984 17.51 
P/E 2018 EPS CAGR 2017-19 y = 39.372 x + 10.323 0.745 19.95 

 
Target prices obtained from regression line analysis do not provide a fair valuation of the company; even median multiples lead to a target price lower than the 
actual price on the market. We believe that a standard relative valuation is not the proper way to derive REC value, thus we decide to perform a sum of the part 
relative analysis (SOTP).  
 

SOTP relative analysis  
We believe that the main problem in REC market valuation is related to an unfair discount of the recent Rare disease focus of the company. To capture this 
value, we decide to select companies specialized in Rx and OTC business and we derive the value of the two segments for REC. Then, looking at 15th Feb 2017 
closing price and Enterprise Value, we estimate the actual market value of REC’s Rare segment. 
 

  EBIT CAGR 2016-2019 EV/EBIT 2017 EBIT CAGR 2017-19 EV/EBIT 2018 Sales CAGR 2016-19 EV/Sales 2017 Sales CAGR 2017-19 EV/Sales 2018 

RX
 

Merck 9.28% 19.5x 13.64% 17.0x 3.08% 3.4x 2.89% 3.2x 
Novo Nordisk 4.49% 11.9x 4.95% 11.3x 4.63% 5.1x 4.78% 4.9x 

Allergan 7.19% 15.1x 7.94% 13.6x 6.59% 7.4x 6.44% 6.8x 
Sanofi 4.36% 11.6x 4.60% 11.1x 4.97% 3.1x 3.61% 3.0x 

O
TC

 

P&G 4.27% 17.9x 5.84% 16.9x 1.74% 3.9x 2.74% 3.8x 
Reckit Benkiser 8.52% 16.4x 6.21% 14.6x 6.71% 4.6x 4.15% 4.2x 

Prestige 6.91% 18.2x 7.18% 15.0x 9.47% 5.9x 9.78% 4.7x 
Galenica 15.01% 26.4x 35.29% 18.8x 5.70% 2.0x 5.45% 1.8x 

 

COMPANY EBIT CAGR 2016-19 EBIT CAGR 2017-19 Sales CAGR 2016-19 Sales CAGR 2017-19 EPS CAGR 2016-19 EPS CAGR 2017-19 
Recordati 10.58% 9.29% 6.52% 6.03% 11.35% 9.97% 

KRKA 5.61% 0.59% 4.05% 3.78% 9.70% 1.32% 
Lupin 15.25% 14.45% 16.47% 13.51% 18.52% 15.42% 

Almirall 16.53% 16.66% 6.51% 6.27% 16.96% 18.55% 
Ipsen 19.84% 22.89% 11.59% 10.40% 19.34% 22.89% 

STADA Arzneimittel 9.51% 9.28% 4.76% 4.60% 11.21% 10.85%        
COMPANY EV/EBIT 2017 EV/EBIT 2018 EV/Sales 2017 EV/Sales 2018 P/E 2017 P/E 2018 

KRKA 9.9x 9.50x 1.4x 1.3x 11.4x 10.0x 
Lupin 18.2x 15.5x 4.0x 3.4x 22.7x 19.6x 

Almirall 13.8x 10.1x 2.9x 1.2x 20.9x 16.3x 
Ipsen 16.3x 13.1x 3.5x 3.1x 22.3x 18.3x 

STADA Arzneimittel 14.8x 13.3x 2.0x 1.9x 17.4x 15.9x 

Multiple Median Multiple Price 
EV/EBIT 2017 15.05x 25.72 
EV/EBIT 2018 11.60x 21.27 
EV/Sales 2017 3.20x 18.07 
EV/Sales 2018 2.20x 12.77 

P/E 2017 21.60x 27.86 
P/E 2018 17.30x 24.22 
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RX 

Multiple Regressor Line R^2 Multiple 
EV/EBIT 2017 EBIT CAGR 2016-19 y = 154.18 x + 4.7716 0.98 18.36x 
EV/EBIT 2018 EBIT CAGR 2017-19 y = 64.808 x + 8.235 0.99 13.07x 
EV/Sales 2017 Sales CAGR 2016-19 y = 107.95 x - 0.4491 0.62 5.74x 
EV/Sales 2018 Sales CAGR 2017-19 y = 110.72 x - 0.4306 0.95 5.05x 

 
We decide to use as multiple EV/EBIT since it is characterized by a higher coefficient of determination than EV/Sales for both the clusters. As regard the time 
horizon, we decide to focus on 2017E EV/EBIT multiples since they are characterized by a lower forecasting period (1Y vs 2Y).   
 

 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
We use Rx (18.36x) and OTC (14.06x) EV/EBIT 17 multiples to define the theoretical market 
value for REC’s businesses. Analyzing the difference between those values and the total EV 
derived by the market price, as of 15th Feb, we estimate the implicit market value of Rare 
business segment, which results to be ca. €1.1b with an implied EV/EBIT of 12.09x. Since 
the average multiple for Biopharmaceutical companies (this cluster includes companies 
specialized in Rare diseases - source FactSet) is around 20x, we believe that REC segment is 
undervalued by the market; this is the main reason behind the difference between our 
target price (€31.3) and today price on the market (€28.26). As further check, considering 
our DCF target price and deriving the implicit value we assign the rare segment, this leads 
to a EV/EBIT of 19.25x in line with the multiple for the companies operating in this segment.    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

OTC 

Multiple Regressor Line R^2 Multiple 
EV/EBIT 2017 EBIT CAGR 2016-19 y = 85.354 x + 12.319 0.75 14.06x 
EV/EBIT 2018 EBIT CAGR 2017-19 y = 11.249 x + 14.729 0.71 15.03x 
EV/Sales 2017 Sales CAGR 2016-19 y = 26.259 x +2.5499 0.27 3.31x 
EV/Sales 2018 Sales CAGR 2017-19 y = 12.397 x + 2.9396 0.088 3.10x 

 REC EBIT 2017 Multiple EV 
RX 235.10 18.36x 4317.32 

OTC 48.02 14.06x 675.42 
Market   6099.48 

Rare 91.58 12.09x 1106.75 

y = 85.354x + 12.319
R² = 0.7462
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9. WACC Computation 
 

WACC is given by a weighted average of cost of equity and cost of debt, which are respectively estimated with the CAPM formula and with a rating table for the 
pharma industry.  

Risk-free rate estimate   
In order to take into account REC’s geographical exposure, we estimate the risk-free rate as a weighted average of 10Y government bond yield on the sales 
percentage that the company generate in the areas. We use the value of 10Y government bond of Germany as a proxy of risk-free rate for the Euro area. We 
anyway decide to consider separately Italy since the company is part of the Ftse Mib and it is particularly exposed in this country in term of revenues.  
 
 
 
 
 
 
 
 

Equity risk premium  
We compute equity risk premium as weighted average of market risk premium (source Damodaran) on REC’s geographical exposure (in term of sales). Equity 
risk premium is given by the sum of a CDS spread to mature market risk premium (computed considering US and Germany as risk free countries)   
 

 Equity risk premium Weight 
Market risk premium Italy 8.40% 24.52% 
Market risk premium Germany 5.69% 42.14% 
Market risk premium US 5.69% 11.07% 
Market risk premium Russia 9.09% 7.98% 
Market risk premium Turkey 9.24% 9.40% 
Market risk premium Tunisia 10.81% 4.88% 
Market Risk Premium 7.21% 100.00% 

 

Beta 
We estimate Beta using a daily price regression between the % var. of REC share price and the % var. of the STOXX Europe TMI/Pharmaceuticals market index, 
FTSE MIB index and STOXX 600 market index. We believe the regression approach is the right one to define REC Beta since it is difficult to find companies similar 
to REC in terms of therapeutic areas, geographical exposure and financial structure. For this reason, estimating beta with comparable companies would not 
provide a reliable result.  
 

INDEX Beta Correlation R^2 

STOXX Europe TMI/ Pharmaceuticals 0.71 0.45 0.21 

STOXX 600 0.68 0.44 0.20 

FTSE MIB 0.39 0.40 0.16 

 
We believe that the STOXX Europe TMI/Pharmaceuticals market index is more reliable for REC valuation since it includes 22 major European pharmaceuticals 
companies and it could better represent the European exposure of the firm. We focus our analysis on a 5 years’ time in order to take into account the strong 
development of the company during the last years, especially as regards its share price.  
 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

Z- Spread curve 
We decide not to use Damodaran spread curve because it doesn’t fit pharmaceutical market (most of 
pharmaceutical companies are characterised by a high interest coverage ratio thus resulting in Aaa rating 
class). In order to build our own curve, we first analyse pharma corporate bonds (maturity 2023) to identify 
Z spread related to each rating class (Moody’s).  

Rating classes 
Looking at the interest coverage ratio of different pharmaceutical companies (source: FactSet), we define a 
table according to their respective ratings. In order to estimate REC class, we take into account a standard 
rule according to which, usually, companies do not receive a rating higher than their own country. Looking 
at the interest coverage table, REC would be a Aaa but Italy, as well as the main Italian companies, is rated 
as a Baa2. In order to define the right cost of debt for the company, we adjust the Z spread table considering 
a delta of 0.74% between Kd_Aaa and Kd_Baa2, implicitly assigning a Baa2 to REC.  
 

 10 Years Gov. Bond Yield Weight 
Italian Government Bonds 10Y 2.80% 24.52% 
Germany Government Bonds 10Y  0.42% 42.14% 
US Generic Government Bonds 10Y  2.50% 11.07% 
Russian Government Bond 10Y 8.26% 7.98% 

Turkish Government Bond 10Y 7.90% 9.40% 
Tunisinian Government Bond 10Y  5.88% 4.88% 
Risk free rate  2.83% 100.00% 

VAR-COV 
Daily Average 13.22% 3.76% 
Daily Variance 2.462 0.999 
Daily Std Dev 156.9% 100.0% 
Cov(Ri,RM) 0.710 0.999 
Correlation (w/ Mkt) 0.453 1.00 
Beta 0.710  

y = 22.595e0.1902x

R² = 0.9856

0

200

400

600

800

1000

1200

1400

0 5 10 15 20 25

BP
S 

po
in

t s
pr

ea
d

Pharma Market Z Spread Curve (Team Estimate)

Aaa A1 Baa3 B1 Caaa3

y = 0.7102x + 0.1056
R² = 0.2049

-10.00

-8.00

-6.00

-4.00

-2.00

0.00

2.00

4.00

6.00

8.00

-6.00 -4.00 -2.00 0.00 2.00 4.00 6.00

Re
co

rd
at

i

STOXX Europe Pharma



Recordati SpA February, 2017 
 

25 

 
 

 

 
 

 

WACC Computation 
2016 WACC Computation 

Risk Free Rate Beta Cost of Equity Gross Cost of Debt Net Cost of Debt WACC 
2.83% 0.677 7.21% 3.92% 2.94% 6.75% 

 
According to values obtained we compute the 2016 WACC for the company. We than decide to adjust this value since the amount of D and E are not stable for 
the period under analysis. To compute each year WACC we derive the value of Beta unlevered for 2016: keeping it constant, we estimate Beta levered for each 
period and consequently the WACC.        

WACC  
 2016 2017 2018 2019 2020 2021 

B Levered 0.710 0.677 0.651 0.633 0.622 0.613 
B Unlevered 0.575 0.575 0.575 0.575 0.575 0.575 

D 295.93 254.99 212.20 184.30 165.37 146.43 
E 939.42 1067.65 1199.12 1348.82 1493.21 1655.44 
t 0.25 0.25 0.25 0.25 0.25 0.25 

Ke 7.95% 7.71% 7.52% 7.40% 7.31% 7.25% 
WACC 6.75% 6.79% 6.83% 6.86% 6.88% 6.90% 

 

Optimal WACC Analysis 
According to corporate financing theory, a company could lever up its balance sheet in order to reduce its cost of capital. We perform an analysis to define the 
level of debt that minimizes the firm cost of capital in 2017. We estimate REC could reach the optimal WACC (6.60%) by increasing its D/E ratio to 1.857 (raising 
ca. €620m of debt). Anyway, this result derives from a pure financial analysis and it could generate an excessive financial stress on the company. Therefore, we 
see a re-leverage to D/E 43% (0.96x D/EBITDA) as a good compromise, which would require an increase of debt equal to ca. €145m.  
  
 

Rating Rf Spread 
BPS Spread % Kd 

Kd considerig 
'spread 

Aaa 2.83% 33.14 0.33% 3.16% 3.92% 
Aa1 2.83% 33.05 0.33% 3.16% 3.92% 
Aa2 2.83% 39.98 0.40% 3.23% 3.98% 
Aa3 2.83% 44.31 0.44% 3.27% 4.03% 
A1 2.83% 57.56 0.58% 3.40% 4.16% 
A2 2.83% 71.97 0.72% 3.55% 4.30% 
A3 2.83% 81.11 0.81% 3.64% 4.40% 

Baa1 2.83% 93.55 0.94% 3.76% 4.52% 
Baa2 2.83% 108.76 1.09% 3.92% 4.67% 
Baa3 2.83% 167.74 1.68% 4.51% 5.26% 
Baa4 2.83% 183.08 1.83% 4.66% 5.42% 
Ba1 2.83% 221.43 2.21% 5.04% 5.80% 
Ba2 2.83% 267.82 2.68% 5.51% 6.26% 
Ba3 2.83% 323.93 3.24% 6.07% 6.82% 
B1 2.83% 391.79 3.92% 6.75% 7.50% 
B2 2.83% 473.87 4.74% 7.57% 8.32% 
B3 2.83% 573.14 5.73% 8.56% 9.32% 
C 2.83% 756.49 7.56% 10.39% 11.15% 

Caa2 2.83% 838.43 8.38% 11.21% 11.97% 
Ca3 2.83% 1014.07 10.14% 12.97% 13.73% 
Ca 2.83% 1226.51 12.27% 15.09% 15.85% 

Rating Company Cov. Fin. D/E Country  Country 
Rating 

  Recordati  32.73 23.90% Italy  Baa2 
            

Aaa Johnson & Johnson  28.1 27.9% US  Aaa 
AVG.   28.086 27.91%   

Aa3 
Novartis  16.1 31.8% Switzerland  Aaa 

P&G  25.2 53.4% US Aaa 
AVG.   20.6 42.6%   

A1 

Merck 11.0 59.3% US  Aaa 
Pfizer 10.8 60.2% US  Aaa 

Roche Hldg DR 15.0 110.8% Switzerland Aaa 

Sanofi  16.2 28.5% France Aa2 

A2 Eli Lilly 16.6 54.8% US  Aaa 
A3 AstraZeneca 9.1 81.4% UK Aa1 

AVG.   13.118 65.85%     
Baa1 Amgen  7.6 112.4% US Aaa 
Baa2 Celgene 6.3 240.8% US Aaa 

Baa3 
Mylan 5.3 74.7% UK Aa1 

Perrigo 5.6 59.7% Ireland  A3 
AVG.   6.211 121.88%     
Ba1 Hikma Pharmaceuticals  6.7 54.5% UK Aa1 

AVG.   6.745 54.45%     
B1 Impax Laboratories  3.2 40.0% US Aaa 

B2 
Horizon Pharma Plc 1.7 87.2% Ireland A3 

Lannett  3.0 191.7% US Aaa 
AVG.   2.646 106.27%     

Caa1 Valeant 
Pharmaceuticals Intl 1.6 526.2% Canada Aaa 

AVG.   1.600 526.20%     

D/(D+E) Beta Ke Rating 
Kd considering 
'spread 

Kd net WACC Debt Interest 
Expenses Tax Shield Equity Cov. Fin. D/E D/EBITDA 

0% 0.574 6.97% Aaa 3.92% 2.94% 6.97% - - - 1321.19 - - - 
5% 0.596 7.13% Aaa 3.92% 2.94% 6.92% 66.21 2.59 1.94 1258.00 126.05 5.30% 0.16x 

10% 0.622 7.31% Aaa 3.92% 2.94% 6.87% 132.58 5.19 3.89 1193.20 62.95 11.10% 0.32x 
15% 0.650 7.51% Aaa 3.92% 2.94% 6.83% 199.10 7.80 5.85 1128.26 41.92 17.60% 0.48x 

19.28% 0.677 7.71% Aaa 3.92% 2.94% 6.79% 254.99 9.99 7.49 1067.65 32.73 23.90% 0.62x 
20% 0.681 7.74% Aaa 3.92% 2.94% 6.78% 265.79 10.41 7.81 1063.15 31.40 25.00% 0.64x 
25% 0.717 8.00% Aaa 3.92% 2.94% 6.73% 332.63 13.03 9.77 997.89 25.09 33.30% 0.80x 
30% 0.758 8.30% Aa1 3.92% 2.94% 6.69% 399.63 15.65 11.74 932.48 20.89 42.90% 0.96x 
35% 0.806 8.64% Aa3 4.03% 3.02% 6.67% 466.93 18.81 14.11 867.16 17.38 53.80% 1.13x 
40% 0.861 9.03% A1 4.16% 3.12% 6.67% 534.52 22.24 16.68 801.77 14.70 66.70% 1.29x 
45% 0.926 9.50% A1 4.16% 3.12% 6.63% 602.11 25.05 18.79 735.91 13.05 81.80% 1.45x 
50% 1.004 10.07% A2 4.30% 3.23% 6.65% 670.24 28.85 21.64 670.24 11.33 100.00% 1.62x 
55% 1.100 10.76% A2 4.30% 3.23% 6.62% 738.26 31.78 23.84 604.03 10.29 122.20% 1.78x 
60% 1.219 11.62% A3 4.40% 3.30% 6.63% 806.80 35.47 26.60 537.87 9.22 150.00% 1.95x 
65% 1.373 12.73% A3 4.40% 3.30% 6.60% 875.25 38.48 28.86 471.29 8.52 185.70% 2.11x 
70% 1.578 14.20% Baa1 4.52% 3.39% 6.63% 944.52 42.70 32.02 404.79 7.66 233.30% 2.28x 
72% 1.680 14.94% Baa2 4.67% 3.50% 6.71% 972.88 45.46 34.09 378.34 7.21 257.10% 2.35x 
80% 2.295 19.38% Ba2 6.26% 4.70% 7.63% 1094.27 68.54 51.40 273.57 4.77 400.00% 2.64x 
90% 4.447 34.89% Ba3 6.82% 5.12% 8.10% 1241.22 84.71 63.53 137.91 3.86 900.00% 3.00x 

0%

5%

10%

15%

Cost of Debt Cost of Debt ∆ Spread
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10. DCF 

DCF Spreadsheet 

Amounts in million euros 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 

Revenues 1240.26 1299.78 1394.40 1430.72 1504.51 1580.21 1655.72 1724.40 1780.67 1818.55 1843.45 

Growth  4.80% 7.28% 2.60% 5.16% 5.03% 4.78% 4.15% 3.26% 2.13% 1.37% 

EBIT 370.02 399.80 441.93 462.89 499.27 512.60 541.22 565.53 581.60 595.21 603.53 

D&A 43.81 43.83 44.07 44.65 45.30 48.54 51.77 55.01 58.24 61.48 64.72 

Net Working Capital -20.30 -11.38 -23.12 -6.40 -16.41 -9.49 -7.52 -5.59 -3.68 -1.98 0.00 

CAPEX -43.54 -45.63 -48.95 -50.23 -52.82 -55.48 -58.13 -60.54 -62.51 -63.84 -64.72 

Tax -90.06 -97.86 -108.62 -113.30 -122.06 -125.55 -132.95 -139.28 -143.54 -147.20 -149.53 
            

FCFF 259.93 288.76 305.31 337.61 353.29 370.63 394.40 415.13 430.11 443.67 454.01 

Growth  11.09% 5.73% 10.58% 4.64% 4.91% 6.41% 5.26% 3.61% 3.15% 2.33% 

WACC 6.79% 6.83% 6.86% 6.88% 6.90% 6.90% 6.90% 6.90% 6.90% 6.90% 6.90% 

Discount Factor 0.94 0.88 0.83 0.77 0.72 0.68 0.63 0.59 0.55 0.52 0.48 

FCFF attualizzato 245.46 255.17 252.36 260.96 255.31 250.56 249.43 245.61 238.05 229.72 219.90 
            

Discounted FCF 2017 -2027 2702.52      Terminal Growth 
 Geographical 

Exposure 
Healthcare 

Growth 
Population 

Growth 

EUROPA 57% 0.54% 0.17% 

RUSSIA 7.20% -2.24% 0.78% 

TURKEY 7.30% 1.24% 0.04% 

USA 8.10% 1.56% 1.70% 

OTHER 20% 2.82% 0.78% 

AVG  0.92% 0.448% 
  1.37% 

 

TV 2021 4033.75      

Terminal Growth 1.37%      

Enterprise Value 6736.27      

NFP 31/12/2016 189.61      

       

Equity Value 6546.66      

#shares outstanding 209.125      
       

Target price 31.30      

 

Terminal Value 
Fade out: We introduce a second stage in our model (2021-2027) to fade growth (and 
consequently also returns) towards a steady state. We assume an accelerated reduction after 
2024, year in which the contribution coming from the pipeline stabilizes. As shown in the graph 
on the right, Urorec and Livazo sales will decline rapidly from 2020 onwards but there will be a 
much higher contribution coming from new products in pipeline. These products will reach their 
maturity in 2024: the column chart represents the difference between YoY changes of pipeline 
and Urorec + Livazo, which in long run goes to zero since both stabilize.  
Despite our positive predictions for REC’s growth and potential, Economic theory states that 
competition and market forces reduce extra-profit in the long run. For the reason mentioned 
above, we foresee that REC would align to market growth and dynamics starting from 2027. 
During the second stage, we assume that Capex and D&A will progressively align and that 
changes in NWC will decrease to zero. It’s reasonable to suppose that in the long-run FCFF and 
NOPAT will align. 
TV: We compute the terminal value referring to 2027 FCFF using a perpetuity with growth 
formula, considering a stable growth rate at 1.37%. This final growth rate has been defined as 
the sum of two factors: healthcare per capita growth and population growth. Both factors 
consider REC’s geographical exposure and last economic cycle growth.  
Sensitivity: In addition to the sensitivities already presented in Valuation section, we consider 
further changes related to Trump policies on US corporate taxation. Tables presented below 
evaluate both the stand-alone effect of this possible scenario and the combined impact with 
Patent Box approval. 
 
 
 

   
 
 
 
 
 
 
 
 
 
 
 

 Patent Box + Trump Effect 

 WACC 
-1.00% -0.50% -0.25% 0.00% +0.25% +0.50% +1.00% 

Te
rm

in
al

 G
ro

w
th

 

0.00% 32.86 30.24 29.09 28.03 27.07 26.17 24.56 
0.37% 34.31 31.41 30.14 28.99 27.93 26.96 25.22 
0.67% 35.63 32.46 31.10 29.85 28.71 27.66 25.80 
0.97% 37.12 33.64 32.15 30.79 29.56 28.43 26.44 
1.17% 38.22 34.50 32.91 31.48 30.18 28.99 26.89 
1.37% 39.41 35.43 33.74 32.21 30.84 29.58 27.38 
1.57% 40.71 36.43 34.63 33.00 31.54 30.21 27.89 
1.77% 42.14 37.52 35.59 33.85 32.30 30.89 28.44 
2.07% 44.57 39.35 37.19 35.26 33.55 32.00 29.33 
2.37% 47.40 41.45 39.01 36.86 34.96 33.24 30.32 

 Trump Effect 

 WACC 
-1.00% -0.50% -0.25% 0.00% +0.25% +0.50% +1.00% 

Te
rm

in
al

 G
ro

w
th

 

0.00% 32.51 29.92 28.78 27.74 26.79 25.90 24.31 
0.37% 33.94 31.07 29.82 28.68 27.64 26.68 24.96 
0.67% 35.25 32.12 30.76 29.53 28.41 27.37 25.53 
0.97% 36.71 33.28 31.80 30.46 29.25 28.13 26.16 
1.17% 37.80 34.13 32.56 31.14 29.86 28.68 26.61 
1.37% 38.97 35.04 33.37 31.87 30.51 29.26 27.09 
1.57% 40.26 36.03 34.25 32.65 31.20 29.89 27.60 
1.77% 41.67 37.11 35.20 33.49 31.95 30.56 28.14 
2.07% 44.07 38.91 36.78 34.88 33.19 31.66 29.02 
2.37% 46.87 40.98 38.58 36.46 34.57 32.88 29.99 

-0,030

0,020

0,070

0,120

0,170

0,220

0,270

0,320

DCF Fade Out

delta Pipeline Urorec + Livazo



Recordati SpA February, 2017 
 

27 

11. M&A SCENARIOS 

 France - Consolidation strategy 
Referring to the methodology presented in “Further Value Assessments”, STEP I: it consists in selecting the most interesting markets for REC to concentrate its 
attention. We perform an historical analysis comparing REC sales in each geographic area with respective pharmaceutical expenditures and we deepen our analysis 
for those countries characterized by decreasing or stable market share pattern. STEP II: three selected targets are France (0.40% Market Share in 2016, 
decreasing by 108bps between 2010-16), Germany (stable over the last 3 years) and UK (0.05% Market Share in 2016, decreasing by 17.5bps between 2010-
16). To define the final target we perform a more detailed analysis focusing on Macro variables, Health System and Competition (refer to the table provided 
below); France emerges as the most reasonable one for a possible investment due to different reasons: level of GDP growth (CAGR 2016-20 higher than UK and 
in line with Germany), Population growth (higher than Germany and in line with UK), universal coverage by statutory health insurance and 70% reimbursement 
rate, lower pricing pressure compared to both UK and Germany, favourable industrial policies, lower generic penetration and lower market concentration in terms 
of CR4. Even if Germany is characterised by a higher market size and potential growth, we believe that the factors just listed are sufficient to suggest France as 
selected target.  

 
STEP III: we consider the average EV/SALES for pharmaceutical transactions in France over the last 5Y (Transaction value between USD 50-500m), resulting in a 
2.41x. Given a fire power of ca. €500m, we derive the potential sales of the acquired company and we forecast future growth to be in line with group one for the 
first years, progressively slowing down over the long run (terminal growth 1.50% estimated as France’s healthcare expenditure and population growth). We apply 
to first year sales the average EBITDA margin of European Pharmaceutical firms (excl. Major pharma), slightly improving up to 25% (REC EBITDA margin). 
Considering the fact that REC has already an established presence in France, we believe there could be some cost savings related to synergies. We estimate this 
impact to be 4.8% of costs (Data: “How successful M&A deals split the synergies”, BCG), but we also evaluate possible impact related to a change in this value. In 
our analysis, we include some integration costs for the first three years based on restructuring and integration expenses of Casen Fleet and Opalia Pharma in 2013 
(€0.7 and €0.5 respectively). We assume Capex, D&A and NWC to be in line with company’s one. 

Results: the outcome of our analysis leads to a possible upside of €1.34. We include it in our target price considering a probability of occurrence (70%) to estimate 
the final positive impact on share price. 
Target: we conclude our analysis identifying two possible targets to increase the consistency of our approach. Given the limited number of French companies in 
line with our requirements, we see as possible targets Seppic (sales 2015 €244.3m) and Avadel Pharma (sales 2015 €172.28m). Considering REC’s firepower, we 
perform a sensitivity analysis on deal size and synergies. 

 
 
 
 
 
 
 
 

 VARIABLES GERMANY UK FRANCE 

M
AC

RO
 GDP per capita 2016 [USD/per capita] 42,326 40,412 38,537 

GDP growth  [CAGR 2016-2020] 3.26% 1.84% 2.99% 
Population [mln inhabitants] 80.682 65.111 64.668 

Population growth [CAGR 2016-20] -0.09% 0.60% 0.40% 

HE
AL

TH
 S

YS
TE

M
 

Coverage/ Reimbursement system 
All residents are required by law to have health 
insurance. About 85% of the population  have 

statutory health insurance. 

Universal health care, largely free at the point of 
use. Supplementary private insurance covers 10% of 

population 

Almost universally covered by statutory health 
insurance (assurance-maladie) c.a. 70% 

reimbursement rate 
Accessibility [physician/ 1000 inhabitants] 3.889 2.809 3.19 

-hospital bed/1000 people  8.4 7.4 8.4 

Pricing Pressure Price increases are related to the additional 
benefit of the new drug over existing ones 

Pharmaceutical Pricing Regulation scheme (PPRS): 
No price growth for two years. Limited price growth 

after that. 

Diminishing pressure on pharmaceuticals, spending 
cuts will be directed to the whole healthcare 

system 

Industrial Policies 
Government commitment to spend 3 % of GDP 

per year on R&D activities R&D tax credit 10 % for qualifying expenditure 
R&D tax credit 30 % 

Reduced CIT for revenues coming from patented 
products: 15% 

Corporate tax rate: 33 % Corporate tax rate: 21 % Corporate tax rate: 38 % 

Health technology assessment Therapeutic benefit and cost effectiveness Cost effectiveness Therapeutic benefit (increasing attention to cost 
effectiveness 

Generic Penetration (Vo= Volume; Va= Value) Vo= 73- Va= 20% Vo= 66%- Va= 27% Vo= 52%-Va=22% 

CO
M

PE
TI

ZI
O

N
E Market Size [€m]  36653,60  21898,69 29306,00 

Market Growth [CAGR 2016-2020] 4.46% 4.00% 3.00% 

Wholesaler’s margins Statutory 5 % Negotiated with manufacturers (Average 12,5%) Statutory 6.3 % 

Market Concentration [CR4] 47.37% 35.35% 26.85% 

Amounts in millions € 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 
Sales 207.47 218.67 230.48 242.93 254.47 264.90 274.04 281.71 287.77 292.08 

growth YoY (%) 5.40% 5.40% 5.40% 5.40% 4.75% 4.10% 3.45% 2.80% 2.15% 1.50% 
EBITDA 42.57 47.32 52.46 58.01 63.62 66.22 68.51 70.43 71.94 73.02 

EBITDAm pre syn. (%) 20.5% 21.6% 22.8% 23.9% 25.0% 25.0% 25.0% 25.0% 25.0% 25.0% 
Synergies 3.3 4.6 6.1 7.6 9.2 9.5 9.9 10.1 10.4 10.5 
% of costs 2.0% 2.7% 3.4% 4.1% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 

Integration costs 0.6 0.6 0.6        
           

EBIT 37.26 42.99 49.20 56.51 63.36 66.07 68.45 70.48 72.11 73.31 
D&A 8.01 8.35 8.71 9.09 9.42 9.70 9.92 10.09 10.19 10.22 

taxes on EBIT -9.32 -10.75 -12.30 -14.13 -15.84 -16.52 -17.11 -17.62 -18.03 -18.33 
Delta NWC 1.382 1.456 1.535 1.618 1.500 1.356 1.188 0.997 0.787 0.561 

Capex -7.26 -7.65 -8.07 -8.50 -8.91 -9.27 -9.59 -9.86 -10.07 -10.22 
FCFF 27.31 31.49 36.01 41.35 46.53 48.62 50.48 52.09 53.41 54.42 
Wacc 6.83% 6.86% 6.88% 6.90% 6.90% 6.90% 6.90% 6.90% 6.90% 6.90% 

Discounted FCFF 24.17 26.06 27.87 29.92 31.50 30.79 29.90 28.87 27.69 26.39 
¦ Disc. FCFF 283.15          

TV 496.50          
NPV 279.64          

# shares 209.13          

Upside 1.34          

 Synergies 
0.00% 2.00% 3.50% 4.80% 6.00% 7.50% 10.00% 

EV
/S

AL
ES

 

1.30 4.32 4.39 4.46 4.52 4.59 4.66 4.73 
1.65 2.90 2.95 3.00 3.06 3.11 3.16 3.22 
2.00 1.97 2.01 2.06 2.10 2.15 2.19 2.24 
2.41 1.23 1.26 1.30 1.34 1.37 1.41 1.45 
2.80 0.72 0.75 0.79 0.82 0.85 0.88 0.91 
3.15 0.38 0.40 0.43 0.46 0.49 0.52 0.55 
3.50 0.10 0.12 0.15 0.17 0.20 0.23 0.25 
3.73 -0.05 -0.03 -0.01 0.00 0.04 0.06 0.09 

 Deal Size 
100 150 200 250 300 350 500 

EV
/S

AL
ES

 

1.30 0.90 1.35 1.80 2.26 2.71 3.16 4.52 
1.65 0.61 0.91 1.22 1.52 1.83 2.13 3.06 
2.00 0.42 0.63 0.84 1.05 1.26 1.47 2.10 

2.41 0.26 0.40 0.53 0.66 0.80 0.93 1.34 

2.80 0.16 0.24 0.32 0.40 0.49 0.57 0.82 
3.15 0.09 0.13 0.18 0.23 0.27 0.32 0.46 
3.50 0.03 0.05 0.07 0.08 0.10 0.12 0.17 
3.73 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
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Brazil – New Market Entrance Rx – OTC 
Referring to the methodology presented in “Further Valuation Assessments”, STEP I consists in selecting new most interesting markets for REC. We evaluate 
different markets according to three factors: size of pharmaceutical market (b$), market growth (CAGR 2016-20) and psychic distance (0-10 index). Johanson & 
Wiedersheim-Paul (1975) defines Psychic distance as “factors preventing or disturbing the flows of information between firms and markets in terms of differences 
in language, culture, political systems, level of education, levels of industrial development, etc.”. In our analysis, this factor includes geographical distance (km 
from Italian HQ), Hofstede cultural distance (Hofstede’s model of National Cultures) of each country with respect to Italy and distance in terms of regulation (0 for 
European markets – 5 for countries outside the EU that have standards of manufacture and supervision of APIs equivalent to those of EU – 10 for all the others).  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
As shown from the graph above, we consider an entrance in market outside Europe more feasible because European countries where REC is not directly present 
do not appear to be attractive both in terms of dimensions and expected growth. Besides, we exclude from the analysis also (i) US, we are considering primary 
and specialty care business and we believe this market to be too competitive for REC entrance; (ii) Japan, we already consider it as an option for further expansion 
in the rare disease segment. Considering all the other candidates, we select Brazil, China, India and Canada as target to be deeply analyzed. 
STEP II – For the selected markets we perform the same analysis presented in the previous case. Referring to the table below, our final target is Brazil because of 
market size and growth (respectively second best and first one among the chosen countries), low level of market concentration, favorable industrial policies and 
coverage system. 
 VARIABLES BRAZIL INDIA CANADA CHINA 

M
AC

RO
 GDP per capita 2016 [USD/per capita] 8,587 1,719 42,319 8,261 

GDP growth [CAGR 2016-2020] 5% 8.60% 3.70% 9.24% 
Population [mln inhabitants] 209.568 1,326.80 36,286 1,382.32 

Population growth [CAGR 2016-2020] 0.76% 1.15% 0.90% 0.37% 

HE
AL

TH
 S

YS
TE

M
 

Coverage/ Reimbursement system 
Free universal coverage (sistema unico 

de saudade). Private health expenditure 
slightly higher then public expenditure. 

300m of people (ca 25%) has access 
to government sponsored coverage. 

Target: 600m by 2020 

25% of the population is not covered 
by any drug plan (private nor public) 

95% of citizens are enrolled in 
various public health insurance 

plans. 

Pricing Pressure 
Reference pricing system (price lower 
than the minimum among following 

countries: US, NZ, AU, GR, PT, ES, FR, IT, CA) 
N/A Cost containment measures and 

heavy price regulation 
Price set trought central authority 

(NDRC). 

Industrial Policies 

High import tariff. 
10-20 % price advantage for locally 

manufactured products. Faster clinical 
trial if performed on local population 

Coprorate tax rate= 25%. Hard to 
enforce patent protection (eg: 

Novartis’ gleevec patent was denied 
by indian government) 

Difficult approval process. Generic 
products are not subject to strict 

price control. Improved regulatory 
pathways for biosimilar 

Necessity to perform clinical trials 
on local population. 

6 years of data protection 

Generic Penetration (as % of tot pharma) Va= 28 % N/A Va=24% Va=64% 

CO
M

P Maret Size 28.1 12.1 19.3 115.2 
Markert Growth 10.50% 7% 4.50% 9% 

Market Concentration CR4: 21.50% HHI= 226.63 CR4: 25.20% HHI(top20) = 622.81 

STEP III – we perform a DCF evaluation in line with the scenario of the previous section, adjusting some hypothesis to take into account a new market entrance. 
Average EV/SALES for Brazilian pharmaceutical transactions (USD 50-500m) results to be 2.11x, thus implying ca. €235m sales (we consider the same fire power, 
€500m). We project future sales assigning an initial growth equal to pharma market one (10.5%) progressively decreasing to 2.98%, which represents Brazilian 
healthcare and population growth. For this transaction, we consider synergies related to sales due to the possibility for REC to spread its core products in this new 
market (up to 10.7% based on Turkey example with Urorec and Zanipress). We assume initial capex to be higher than D&A because of investments requirement 
to set up a new business; in the long run, these two items will align and changes in NWC will decrease to zero. 
Result: the outcome leads to a possible upside of €1.67. As before, we include it considering a probability of occurrence (30%) on Target Price. 
Targets: as in the previous case, we try to identify two possible target to increase the reliability of our analysis: União Química Farmacêutica Nacional SA (sales 
2015 €275.1m) and Compnhia comercial de drogas e medicamentos Codrome (sales 2011 €26.75m). The first one seems to be the most interesting since its 
product portfolio includes Pharma line and cosmetic division. The required investment is in line with the expected one and REC could reach 0.57% market share 
of Brazilian pharmaceutical market at its entrance.  
 

 
 
 
 
 
 
 
 
 

 Deal Size 
100 150 200 250 300 350 500 

EV
/S

AL
ES

 

1.50 0.64 0.97 1.31 1.65 1.99 2.32 3.34 
1.75 0.47 0.73 0.98 1.24 1.49 1.75 2.52 
2.00 0.35 0.54 0.73 0.93 1.12 1.31 1.90 

2.11 0.30 0.47 0.64 0.81 0.99 1.16 1.67 

2.50 0.17 0.28 0.39 0.50 0.60 0.71 1.03 
2.75 0.11 0.19 0.26 0.34 0.41 0.49 0.72 
3.00 0.06 0.11 0.16 0.21 0.26 0.31 0.46 
3.45 -0.02 0.00 0.00 0.00 0.00 0.00 0.00 

 Terminal Growth 
0.00% 1.00% 2.00% 2.98% 4.00% 5.00% 6.00% 

EV
/S

AL
ES

 

1.50 2.43 2.72 3.02 3.34 3.69 4.05 4.44 
1.75 1.73 1.98 2.24 2.52 2.82 3.13 3.46 
2.00 1.21 1.43 1.66 1.90 2.16 2.43 2.72 
2.11 1.02 1.23 1.45 1.67 1.92 2.18 2.45 
2.50 0.48 0.66 0.84 1.03 1.24 1.46 1.69 
2.75 0.22 0.38 0.54 0.72 0.91 1.11 1.32 
3.00 0.00 0.14 0.30 0.46 0.63 0.81 1.00 
3.45 -0.32 -0.19 -0.06 0.00 0.23 0.39 0.56 
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12. Risk Analysis 
 

 LIKELIHOOD 

  RARE UNLIKELY POSSIBLE LIKELY ALMOST CERTAIN 

IM
PA

CT
 

SEVERE      

MAJOR  

- Lack of new product 
licenses 

 - No M&A value creation 
 

- Commercial failure of 
new products 

- Re-negotiation of license 
agreement after patent 

expiration 

 - Generic competition 

MODERATE - Supplier risk  
- Approval failure of new 

products 
- Market stagnation 

- Regulatory and price 
pressure - Forex risk 

MINOR - Liquidity risk - Credit risk - Political instability - Interest rate risk  

NOT 
SIGNIFICANT  - Patent protection 

infringement    

 
 
 

 RISK Likelihood-Impact RISK 
MITIGATED 

M
AC

RO
 

Price and regulatory pressure: due to the impact of the pharmaceutical spending on public and 
private expenditure, all the companies in the pharma industry face this risk. While for the OTC 
business the risk is almost null, the impact could be higher especially for Rx and Rare. 
Solution to mitigate the risk: diversification in non-reimbursable and in specialty drugs, TA 
specialization and pipeline replenishment. 

 

 

3 
Market stagnation: this risk refers to a possible economic slowdown that might affect the 
global GDP, thus reducing pharmaceutical spending (key revenue driver of Recordati and other 
pharmaceutical companies). 
Solution to mitigate the risk: the company can avoid this risk by positioning part of its business 
towards a niche market (like Rare diseases) that is less affected by economic cycles. 

 

 

3 

Political instability: this risk can have an impact in the emerging markets where REC is present 
directly (Turkey, Russia, North Africa). It can result in a higher Forex impact and in a reduction 
of revenues in local currency. 
Solution to mitigate the risk: geographical diversification. 

 

 

2 

ST
RA

TE
GI

C 

Generic competition: loss of sales and margins due to a product patent expiration. The 
company is exposed to this risk mainly for the Rx business (where it is almost certain after 
patent expiration), while we consider it less probable for Rare. As regard Rx, there is the 
possibility that generic penetration could be higher than what we assumed in our valuation 
model. 
Solution to mitigate the risk: pipeline continuous replenishment, diversification (by TA and by 
business line), lifecycle management 

 

 
 

3 

Commercial failure of new products: products that are to be launched may not reach their 
expected peak sales. In 2013, Livazo registered €22.5m of sales instead of €60m, according to 
the 2011-13 BP (the product was not reimbursed in most of the European countries). 
Solution to mitigate the risk: stronger due diligence on the potential in-licensed product. 

 

 

3 

Re-negotiation of license agreement after patent expiration: REC’s business model heavily 
relies on products licensing agreements from third parties; usually, an agreement ends upon 
licensed product’s patent expiration (as it will happen for Urorec and Livazo). As a consequence, 
there’s a risk that REC may not be able to renew the agreement for the following years. 
Solution to mitigate the risk: increase the commercial reach in order to remain appealing to 
new possible licensees. 

 

 

3 

Approval failure of new products: this risk is related to some failures that might happen in the 
approval process, thus causing a postponement of the marketing of the product or, in the 
worst-case scenario, to the deletion from the pipeline. This has a great impact on the 
company’s performance because it causes the loss of revenues and of R&D costs already 
sustained. 
Solution to mitigate the risk: the company spends much less in R&D than its peers. By 
stipulating licenses for products that are on Phase II or Phase III, there is a higher risk-sharing 
with the licensee (costs and risks associated with the research and Phase I development have 
already been overcome). Expertise on development of drugs has reduced substantially the 
failure rate for REC. 

 
 

3 

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  
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No value creation from M&A: since M&A are part of REC’s ordinary operations, the risk of no 
value creation may derive from: price paid, integration costs, failed synergies. However, the 
management has an outstanding track record that shows great selection and integration 
capabilities. 
Solution to mitigate the risk: stronger due diligence on the target company and on the market, 
management track record. 

 

 

3 

Lack of new product licenses: since REC’s business model heavily relies on product licenses, the 
risk of not stipulating new agreements may have a negative impact on our valuation. 
Solution to mitigate the risk: M&A, refocus on the R&D process, proven management track 
record. 

 

 

3 

O
PE

RA
TI

O
NA

L 

Supplier risk: due to possible problems related to the supply of the ingredients necessary to 
manufacture a drug. 
Solution to mitigate the risk: dual sourcing purchasing strategy so that if there is a problem 
with one supplier, the other can still supply the ingredients necessary for production. 

 

 

3 

FI
N

AN
CI

AL
 

Forex risk: the company is exposed to the forex risk, since it makes 7.9%, 6.7% and 9.3% of its 
revenues in 2016E in Turkey, Russia and US respectively.  While we do not see any downside 
risk on the dollar currency exchange, the situation of political instability in Turkey and Russia 
may negatively impact our future estimations (that have been computed at constant currency 
exchange). 
Solution to mitigate the risk: the company could hedge against the forex risk buying forwards 
contracts. In addition, for Turkey there is a sort of natural hedging since the company has a 
production site in the country and it bears costs and revenues in the same currency, limiting 
transaction impact. 

 

 
3 

Interest rate risk: this risk is related to a possible fluctuations of interest rates on debt. 
Solution to mitigate the risk: for floating rate debt securities, the company buys derivative 
contracts (i.e. interest rate swaps) to hedge against the risk. In addition, REC invests its excess 
cash in other financial instruments in order to offset other fluctuations of the interest rates 
linked to the liabilities side of the balance sheet (Asset Liability Management). 

 

 

3 

Credit risk: this risk refers to the potential losses resulting from commercial counterparties 
failing to meet their obligations. Since the company receives money from the central authorities 
(that reimburse drugs to pharmaceutical companies), instability in emerging countries might 
result in postponed payments or in losses in the worst-case scenario. 
Solution to mitigate the risk: diversify more its exposition towards different emerging markets. 

 

 

2 

Liquidity risk: this risk is related to a possible shortage of cash necessary to run the daily 
operations, make investments or to meet debt repayment obligation. 
Solution to mitigate the risk: the company is not exposed to this risk thanks to its strong cash 
generation and to the availability of cash in hand and liquid assets to cover potential 
unbalances. Moreover, the company has some credit lines available and it has the possibility 
to expand, if needed, the Net Debt/EBITDA ratio to a maximum of 3x. 

 

 

3 

LE
GA

L 

Patent protection infringement: this risk refers to IP protection problems in the pharma 
industry. 
Solution to mitigate the risk: legal actions, limited exposure to countries where there is an 
higher risk of patent infringement. 

 

 

3 

Forex Focus 
FOREX is one of the major risks to which REC is exposed; as shown by the tables below, the Russian Rubble and the Turkish Lira have depreciated against the Euro 
at a ca. 14.23% and 8.74% CAGR respectively. If these trends will repeat in the 2018-21 period, the company would lose ca. €209m in sales. In order to mitigate 
this risk, we see the forward contracts subscription as a possible alternative; we estimate a sales loss of ca. €198m (compared to constant exchange rate 2017), 
lower than the previous scenario. In this way, the company would have a possible benefit of ca. €11m; this limited benefit is given by the high prices that 
characterize forward contracts in emerging countries like Turkey. 
 
 
 
 
 
 

 
 

 
 
 
 

Sales amount in million 2018E 2019E 2020E 2021E 
SALES Turkey [€] constant Exchange Rate 2017 102.7 110.2 113.0 118.9 

SALES Turkey[TRY] constant Exchange Rate 2017 401.4 430.6 441.8 464.6 
YoY TRY depreciation -8.7% -8.7% -8.7% -8.7% 

EUR/TRY 0.23 0.21 0.19 0.18 

Exposition Turkey 7.9% 7.9% 7.9% 7.9% 

SALES Turkey [€], with TRY depreciation 93.7 91.7 85.9 82.4 

FOREX Impact [€m] 9.0 18.4 27.1 36.4 

Sales amount in million   2018E 2019E 2020E 2021E 
SALES Russia [€] constant Exchange Rate 87.1 93.4 95.9 100.8 
SALES Russia[RUB] constant Exchange Rate 5527.5 5929.8 6084.3 6398.1 

YoY RUB depreciation -14.2% -14.2% -14.2% -14.2% 
EUR/RUB 0.01 0.01 0.01 0.01 
Exposition Russia 6.7% 6.7% 6.7% 6.7% 
SALES Russia [€], with RUB depreciation 74.7 68.7 60.5 54.6 

FOREX Impact [€m] 12.4 24.7 35.4 46.3 

amounts in €m 2018E 2019E 2020E 2021E 
SALES Turkey, Russia constant Exchange Rate 189.8 203.6 208.9 219.7 
SALES forward 163.2 162.3 151.8 146.0 
Forward Impact 26.6 41.3 57.1 73.6 

  2018E 2019E 2020E 2021E 
Forward EUR/RUB 0.0141 0.0133 0.0124 0.0116 
Forward EUR/TRY 0.2123 0.1935 0.1726 0.1545 

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  

Likelihood:  

Impact:  
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13. Corporate Governance 

Board of Director 

Member Office List 
(M/m) Executive Non 

Executive Indipendent Attendance at BoD 
meetings (2015) 

Number of 
other offices 

Risk and Internal 
Control Committee Remuneration 

Alberto Recordati President M x   70% 0   

Andrea Recordati CEO M x   100% 0   

Rosalba Casiraghi Director M  x x 100% 2  M 

Michaela Castelli Director M  x x 85% 1  M 

Paolo Fresia Director M  x x 100% 0   

Mario Garraffo Director M  x x (**) 100% 1 M P 

Fritz Squindo Director M x   100% 0   

Marco Vitale Director M  x x (**) 86% 1 P  

 
As previously explained (see Other Headings section), REC is controlled by Recordati family through its holding Fimei Spa (51.8%). This aspect can be considered 
from two different angles: looking at the composition of the BoD, it’s important to notice that two out of eight members belong to Recordati family (one being 
President and the other new CEO of the company) and that they represent two out of three executive members. The family is directly involved in the governance 
and management of the company. Besides, it can have an influence on strategic choices since all directors are elected from majority lists (no minority lists 
presented in the last meeting). However, from a different perspective, it is possible to say that family control also represents an advantage for shareholders 
because company’s management focus on long-term growth and profitability thus avoiding speculative behaviours in the short run (management track record 
and performances over the last years support this view). 

Compliance with “Codice di Autodisciplina” 
The company adheres to the “Codice di Autodisciplina” (Italian Code of Conduct for listed companies) and it publishes the report on CG and ownership structure 
since 2007. We analyse CG of the company to understand its commitment to the code and the table below summarizes the main articles for which REC is compliant 
or not. 

COMPLY DOES NOT COMPLY 
Composition of BoD (at least 2 independent Directors if the Board is 
composed by more than 7 members; gender equilibrium) 

Lead Independent Director has a commercial relation with the company, in 
addition to its fixed salary 

Number and Composition of Committees (both the Remuneration and the 
Risk and Internal Control committees are composed only by independent 
directors; no Nomination Committee but independent directors in the Board 
are more than half) 

Prof. Vitale and Dr. Garaffo have been in charge as independent directors for 
more than 9 years in the last 12 years 

Directors and CEO abstain from participation in meetings of the committee 
related to remuneration schemes 

the Board does not consider necessary to implement any succession plan for 
executive directors 

Presence of Lead Independent Director separation of President and CEO position starting from 2016 (previously 
mitigated by the presence of Lead Independent Director) 

Performance Plan to align management and shareholders’ interests Board has not established a maximum number of offices that directors can 
cover in other companies 

Publishing of CG and ownership report annually All members elected from majority list 

Compensation policy 
As previously explained in CG section, REC implements two different remuneration schemes for BoD and Strategic Executives. Fixed compensations for President, 
CEO and Directors are based on role, competencies and responsibilities while the variable component is split in two parts: Management by Objectives (MBO) and 
Stock Option Plans. Management by Objectives is a short term oriented incentive scheme that allows managers and strategic executives to receive additional 
bonuses, up to 30% of the fixed component, according to individual and overall performances. The system includes three personal objectives combined with a 
group related one so it allows the alignment of management and shareholders’ interests as required by the Code. 
Stock Option plans represent the second component of the variable remuneration scheme. These plans are defined every two years with price set at fair market 
value (average price of the calendar month preceding the date of the plan) and they include a vesting period (time period that elapses before the option rights 
can be exercised) divided into four tranches in order to limit speculative behavior aimed at creating value in the short term. Moreover, the existence of a clause 
of performance linked to “consolidated net income of budget” is deemed sufficient to align management and shareholders’ interests. 

Corporate Social Responsibility 
As already mentioned in “Other Headings section”, the company does not publish any sustainability report and can be considered not transparent in social and 
environmental themes and it has been rated E+ by Standard Ethics (sixth grade out of eight). For this reason, we believe CSR to be a possible area of improvement 
for the company that, if correctly implemented, can further enhance the value of the group: in fact, a company that is part of the Ftse Mib is positively valued if it 
shows compliance with EU and OCSE sustainability guidelines for multinational companies. 

                                                                                 
5 President since 2016 
6 CEO since 2016 

Compensation of Board of Directors (thousands €) 

First and Last 
name Office Period Expiration of term office Fixed 

compensation 

Compensation 
for serving on 
Committees 

Non Equity variable 
compensations Fringe 

benefits 
Other 

benefits TOTAL Fair 
Value 

Bonus Profit 
sharing 

Alberto Recordati Vice-
President5 2015 Approval 2016 financial stat. 530 0 132 0 0 0 662 82 

Rosalba Casiraghi Directors 2015 Approval 2016 financial stat. 40 10 0 0 0 0 50 0 
Michaela Castelli Directors 2015 Approval 2016 financial stat. 40 10 0 0 0 0 50 0 

Paolo Fresia Directors 2015 Approval 2016 financial stat. 40 0 0 0 0 0 40 0 
Mario Garraffo Directors 2015 Approval 2016 financial stat. 40 30 0 0 0 0 70 0 

Andrea Recordati Directors6 2015 Approval 2016 financial stat. 442 0 120,5 0 0 0 562.5 76 
Fritz Squindo CFO 2015 Approval 2016 financial stat. 645 0 180 0 3 0 828 82 
Marco Vitale Directors 2015 Approval 2016 financial stat. 40 20 0 0 0 50 (1) 110 0 
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