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Facilities Amount (X crore) Rating Action
- 1.99 CARE A-; Stable )
Long Term Bank Facilities (Reduced from 4.00) (Single A Minus; Outlook: Stable) Reaffirmed
CARE A-; Stable / CARE A2+
Long Terf*.‘/. Short Term 3.00 (Single A Minus; Outlook: Stable/ Reaffirmed
Bank Facilities (Reduced from 4.00)
A Two Plus)
4.99
Total Bank Facilities (X Four Crore and Ninety-Nine
Lakhs Only)

Details of facilities in Annexure-1.

Detailed rationale and key rating drivers

The ratings assigned to the bank facilities of Cadmach Machinery Company Private Limited (Cadmach) continue to derive
strength from it being a part of the strong and resourceful Zydus group, its competent management having experience of
nearly five decades, Cadmach’s long track record of operations in the pharmaceutical machinery industry and established
relationship with its reputed clientele. The ratings also continue to derive strength from its comfortable leverage, healthy debt
coverage indicators and adequate liquidity.

The above rating strengths are, however, tempered by Cadmach’s relatively moderate scale of operations with a low net worth
base, modest profitability margin which is further susceptible to volatility in raw material prices along with its presence in a
fragmented and competitive pharmaceutical machinery industry.

Rating sensitivities
Positive factors — Factors that could lead to positive rating action/upgrade:
e Increase in Cadmach’s total operating income (TOI) to more than Rs.250 crore along with increase in its net worth base and
improvement in its operating profitability (PBILDT) margins above 12% on a sustained basis.
Negative factors — Factors that could lead to negative rating action/downgrade:
e Undertaking any large size debt-funded capex (more than 50% of its tangible net-worth), adversely impacting its capital
structure and debt coverage indicators.

Detailed description of the key rating drivers

Key rating strengths

Experienced and resourceful promoter group

Cadmach is promoted by Mr. Pankaj Patel, Chairman of Zydus Lifesciences Limited (ZLL; previously knowns as Cadila
Healthcare Limited), and Mr. Jayant V. Khambhatta. While Mr. Pankaj Patel is the Chairman of the Board, Mr. Vinit Khambhatta,
son of Mr Jayant V. Khambhatta, is a Whole-time director and has an experience of over two decades in the pharmaceutical
machinery industry. Mr. Pankaj Patel recently has been appointed as a part-time non-official director in the central board of the
Reserve Bank of India (RBI) for the period of four years. Mr Pankaj Patel is also the Chairman of Cadmach and his son Dr
Sharvil Patel (MD of ZLL) is a Director in Cadmach. The promoter group has significant experience in the pharmaceutical
industry. Apart from flagship company, ZLL, they have promoted other companies in the areas of pharmaceutical and
healthcare mainly Zydus Wellness Ltd, Zydus Healthcare Ltd, Cliantha Research Ltd., Zydus Hospira Oncology Pvt. Ltd., Zydus
Technologies Ltd (ZTL), etc.

During FY22 (refers to the period April 1 to March 31), on a consolidated level, ZLL reported a total operating income (TOI) of
Rs.15,265 crore with a PAT of Rs.4,618 crores including profit from discontinued operation of Rs.2,246. ZLL has very
comfortable gearing and very strong debt coverage indicators.

Long track record of operations in pharmaceutical machinery manufacturing

Cadmach has nearly five decades of track record of operations in pharmaceutical machinery manufacturing. The company has
fully equipped manufacturing facilities with in-house government approved R&D facilities at GIDC, Vatva near Ahmedabad. The
average sales realization of the company has consistently improved over the last five years ended FY22 on account of focus on
rotary machines with a higher number of stations. The average sales realization of machines manufactured and sold by
Cadmach increased from Rs.24 lakh in FY18 to Rs.36 lakh in FY22. The average sales realization varies depending upon the
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design and technical specification of the machine. The company also has technical and design development department to meet
the changing requirement of its customers. Apart from machinery sales, the company also sells spare parts and services, which
contributes about 20-25% of TOI and provides moderate diversity to its revenue profile.

Established relationship with its reputed clientele

Cadmach’s clientele includes many reputed Indian pharmaceutical companies. Cadmach enjoys good brand value in the
pharmaceutical machinery market due to consistent adherence to quality. The company also supplies non-pharma machines
i.e., machinery for confectionery, Ferrites & Electronics and Vitamins & Nutraceuticals Industries. Cadmach also provides an
annual maintenance contract to its customers. However, income from the sale of services contributes a very small part of its
total income. Till September 2020, Cadmach was majorly exporting its products through its export arm, M/s Cadmach
Machinery. However, since October 2020, Cadmach has started direct export, which led to significant jump in export revenue of
the company in FY22 compared with FY21 and FY20. On an average, exports sales remain at around 20-30% of total sales of
the company.

Comfortable leverage and healthy debt coverage indicators

Capital structure of Cadmach continues to remain comfortable marked by overall gearing ratio of 0.01x as on March 31, 2022
(0.02x as on March 31, 2020) and is expected to remain comfortable at below ~0.1x over the next three years ended FY25.
Cadmach does not have any long-term debt (except minor vehicle loans) as on March 31, 2022. Further, it funds most of its
working capital requirement through internal accruals and advance from customers resulting in negligible utilisation of working
capital limits. Its low reliance on external debt along with its modest profitability results in healthy debt coverage indicators i.e.,
interest coverage ratio and total debt/GCA which stood at 53x and 0.03x respectively during FY22. The capital structure and
debt coverage indicators are expected to remain comfortable going ahead in the absence of debt-funded capex and lower
reliance on working capital borrowings.

Liquidity: Adequate

Liquidity of Cadmach remains adequate due to steady cash accruals, positive cash-flow from the operations, negligible
utilization of its fund based working capital limits and healthy cash and cash equivalents of around Rs.8.30 crore as on March
31, 2022. The absence of any major capex plans and scheduled term debt repayment obligation (except for vehicle loans of
Rs.0.29 crore as on March 31, 2022) also provides cushion to its liquidity. Further, the unutilized fund-based working capital
limits continue to support any incremental working capital requirement.

Key rating weaknesses
Moderate scale of operation and low net-worth base

Cadmach’s scale of operation marked by TOI remained modest and relatively stable at around Rs.90-100 crore over the last five
years ended FY21. However, TOI of the company grew healthy at around 20% and stood at Rs.119 crore in FY22 majorly due
to improved average sales realisation of the machine produced and sold by company. Improvement in average sales realisation
has more than off-set the decline in number of machines sold during FY22. Despite growth in TOI, it continues to remain at a
moderate level due to capacity constraints, which restricts the operational flexibility in terms of bargaining with supplier and
absorption of fixed overheads.

During H1FY23, Cadmach reported a TOI of Rs.53.52 which declined by 23% on a y-o0-y basis. The company had faced a supply
chain challenges in import of certain critical component from China due to zero Covid policy adopted by China during Q1FY23.
Due to shortage of components, Cadmach could not supply machineries to its customers resulting into lower sales. However,
Cadmach has unexecuted order-book of around Rs.53 crore as on September 30, 2022 to be executed over next 4-6 months.
Based on the present orders on hand and likely receipts of orders, the company expects to achieve TOI of Rs.120-125 crore in
FY23.

Cadmach’s net-worth base also remains small at Rs.36.82 crore as on March 31, 2022 due to regular dividend distribution to its
shareholders. A small net-worth base restricts Cadmach’s financial flexibility.

Modest profitability margins which are susceptible to fluctuation in raw material prices as well as foreign
exchange rates

Although Cadmach’s gross margin remained healthy at around 60% to 63% during the last five years ended FY22, its PBILDT
margin remained modest in the range of 8% to 10% during the same period mainly due to high employee cost which is around
30% to 32% of its total sales.

Ferrous metals like steel and steel alloys comprise major raw materials for Cadmach which also exposes the company to the risk
of raw material price fluctuation. In the absence of any long-term contract with suppliers and on the back of relatively high
inventory holding, the company is exposed to the risk of raw material price fluctuation. Moreover, due to the competitive nature
of the industry, any increase in raw material prices is difficult to pass on to the customers. Furthermore, the company generates
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revenue of around 20%-30% of the total income from exports, whereas it procures all its raw material from domestic market,
which also exposes the company to foreign exchange fluctuations in the absence of an active hedging policy.

Competitive industry with low replacement demand and dependence on capex budget of pharmaceutical
companies

The Indian pharmaceutical machinery manufacturing industry is highly fragmented in nature with many small and medium-sized
players operating across India and is dominated by imported machinery from Italy, Germany, South Korea and China which
restricts the profitability margin. Competition from international suppliers has further intensified due to the presence of large
number of unorganized domestic players. However, Cadmach sells its products under the brand name *CADMACH’ which has
good brand recall amongst customers. Further, Cadmach also has a locational advantage since Ahmedabad is a pharmaceutical
hub. Going forward, the outlook for the pharmaceutical industry is expected to be stable on the back of changing dynamics
after COVID-19 pandemic and this will in-turn benefit the businesses supporting pharmaceutical industry.

Analytical approach: Standalone with group support and common promoter linkages. The promoters of the Zydus group i.e.,
Mr. Pankaj Patel, Chairman of ZLL, and his family members own a majority equity stake in Cadmach.

Applicable criteria

Policy on default recognition

Factoring Linkages Parent Sub JV Group
Financial Ratios — Non financial Sector

Liquidity Analysis of Non-financial sector entities
Rating Outlook and Credit Watch

Short Term Instruments

Manufacturing Companies

About the company

Incorporated in 1973, Cadmach is promoted by the promoters (Mr Pankaj Patel and family) of ZLL, who hold controlling 65.84%
stake. Mr. J. V. Khambhatta and his family own the balance stake in the company. Cadmach manufactures oral dosage and
injectable pharmaceutical machines which it supplies to domestic and export markets under the brand name ‘CADMACH'.
Cadmach has a wide range of machinery including High-Speed Rotary Press Machine with a number of stations ranging from 20
to 80, Drying Oven, Coating Machine, Mixer, Rolling Compaction Machines, etc. Cadmach has six regional offices across major
cities in India and has also set up one office each in North America to cater to the requirements of its global clientele.

Brief Financials (X crore) FY21 (A) | FY22 (A) H1FY23 (Provisional)
Total operating income 95.99 118.86 53.52
PBILDT 7.56 9.55 4.21
PAT 5.92 7.60 Not Available
Overall gearing (times) 0.02 0.01 Not Available
PBILDT Interest coverage (times) 50.39 53.06 54.73
A: Audited

Status of non-cooperation with previous CRA: Not Applicable

Any other information: Not Applicable

Rating history for the last three years: Please refer Annexure-2

Covenants of the rated instruments/facilities: Detailed explanation of covenants of the rated instruments/facilities is
given in Annexure-3

Complexity level of various instruments rated for this company: Please refer Annexure-4

Annexure-1: Details of instruments/facilities

Name of the IsD:::nc::fe Coupon Maturity Size of the Rating _I-\ssignf:d
Instrument ISIN (DD-MM- Rate (%) Date (DD- Issue along with Rating
YYYY) MM-YYYY) (X crore) Outlook
Fund-based - LT-Cash Credit - - - - 1.99 CARE A-; Stable
Fund-based/Non-fund-based- } ) ) ) 3.00 CARE A-; Stable/
LT/ST ) CARE A2+
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Annexure-2: Rating history for the last three years
Current Ratings

Rating History
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Name of the Amount D;::ira‘;d D;:ii:;d Date and Date and
Instrument/Bank . . . . Rating Rating
Facilities L L& a?smgned :_:155|gned assigned in | assigned in
in 2022- in 2021-
2020-2021 | 2019-2020
) 1)CARE A-; 1)CARE A-; 1)CARE A-;
1 | fund-based - LT- LT 1.99 RN - Stable Stable Stable
(26-Oct-21) (11-Nov-20) (31-Oct-19)
CARE Ac: 1)CARE A-; 1)CARE A-;
’ Fund-based / Non- LT/ 3.00 Stable/, ) Stable/ Stable/ 1)CARE A2+
fund-based-LT/ST ST* ' CARE A2+ CARE A2+ CARE A2+ (31-Oct-19)
(26-Oct-21) (11-Nov-20)
3 | Non-fund-based - ST ) ) 3 ) 1)Withdrawn | 1)CARE A2+
ST-Letter of credit (11-Nov-20) (31-Oct-19)

*Long term/Short term.

Annexure-3: Detailed explanation of covenants of the rated instrument / facilities: Not Applicable

Annexure-4: Complexity level of various instruments rated for this company

Sr. No Name of Instrument

Fund-based - LT-Cash Credit

Simple

Complexity Level

2 Fund-based/Non-fund-based-LT/ST

Simple

Note on complexity levels of the rated instruments: CARE Ratings has classified instruments rated by it on the basis of
complexity. Investors/market intermediaries/regulators or others are welcome to write to care@careedge.in for any

clarifications.

Annexure-4: Bank lender details for this company

To view the lender wise details of bank facilities please click here
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Contact us

Media contact

Name: Mradul Mishra

Phone: +91-22-6754 3596

E-mail: mradul.mishra@careedge.in

Analyst contact

Name: Krunal Pankajkumar Modi
Phone: 8511190084

E-mail: krunal.modi@careedge.in

Relationship contact

Name: Deepak Purshottambhai Prajapati
Phone: +91-79-4026 5656

E-mail: deepak.prajapati@careedge.in

About us:

Established in 1993, CARE Ratings is one of the leading credit rating agencies in India. Registered under the Securities and
Exchange Board of India, it has been acknowledged as an External Credit Assessment Institution by the RBI. With an equitable
position in the Indian capital market, CARE Ratings provides a wide array of credit rating services that help corporates raise
capital and enable investors to make informed decisions. With an established track record of rating companies over almost
three decades, CARE Ratings follows a robust and transparent rating process that leverages its domain and analytical expertise,
backed by the methodologies congruent with the international best practices. CARE Ratings has played a pivotal role in
developing bank debt and capital market instruments, including commercial papers, corporate bonds and debentures, and
structured credit.

Disclaimer:

The ratings issued by CARE Ratings are opinions on the likelihood of timely payment of the obligations under the rated instrument and are not recommendations to
sanction, renew, disburse, or recall the concerned bank facilities or to buy, sell, or hold any security. These ratings do not convey suitability or price for the investor.
The agency does not constitute an audit on the rated entity. CARE Ratings has based its ratings/outlook based on information obtained from reliable and credible
sources. CARE Ratings does not, however, guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions
and the results obtained from the use of such information. Most entities whose bank facilities/instruments are rated by CARE Ratings have paid a credit rating fee,
based on the amount and type of bank facilities/instruments. CARE Ratings or its subsidiaries/associates may also be involved with other commercial transactions
with the entity. In case of partnership/proprietary concerns, the rating/outlook assigned by CARE Ratings is, inter-alia, based on the capital deployed by the
partners/proprietors and the current financial strength of the firm. The ratings/outlook may change in case of withdrawal of capital, or the unsecured loans brought
in by the partners/proprietors in addition to the financial performance and other relevant factors. CARE Ratings is not responsible for any errors and states that it
has no financial liability whatsoever to the users of the ratings of CARE Ratings. The ratings of CARE Ratings do not factor in any rating-related trigger clauses as
per the terms of the facilities/instruments, which may involve acceleration of payments in case of rating downgrades. However, if any such clauses are introduced
and triggered, the ratings may see volatility and sharp downgrades.

**For the detailed Rationale Report and subscription information,
please visit www.careedge.in
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