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Financial summary (consolidated) Key drivers
Y/E Sales EBITDA  Adj PAT Change RoCE (Rs bn) FY16 FY17E FY18E
Mar (Rs mn)  (Rs mn) (Rs mn)  EPS (Rs) YOY (%) EV/E (x) RoE (%) (%)
FY15 13,639 1,292 (108.3) 05)  (100.1) 516 (16) 67 Revenue 16 19 23
FY16 16,075 1,765 301.4 15 (3723 37.9 36 97
FY17E 19320 2,502 901.2 4.4 199.4 27.0 97 136 EBITDA 18 25 31
FY18E 23,027 3,057 1,195.6 59 327 220 11.5 15.8

Source: Company, Axis Capital
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Narayana Hrudayalaya: A multi-year compounding story MIDCAPS

We believe Narayana Hrudayalaya (NH) is entering a growth phase similar to that of Apollo Hospitals between
. FY05-10, wherein the latter reported over 25% growth for over 6 years. As bulk of the capex is over, we expect 20%
revenue CAGR coupled with 450 bps improvement in EBITDA margin to 16% (as utilization improves), over
FY16-20. Initiate coverage with HOLD and DCF-based target price of Rs 324 (implies ~22x FY18E EV/EBITDA,; in line
with Asian Peers). While immediate upside is capped, we believe the stock can compound at ~15% given earnings are
| back-ended and 3x increase in EBITDA to Rs 5 bn expected by FY20. =

¢ NH is the largest affordable private sector healthcare provider in India with strong presence in South and East. NH has
23 hospitals, 7 heart centers and 23 primary care facilities across 32 locations with 5,300 operational beds
(potential capacity 6,600)

¢ Competitive positioning - a direct play on affordable organized quality healthcare in India: NH’s pricing usually at a
fraction of the cost vs. pvt players and (b) only treatments in subsidized government hospitals and trusts are cheaper.
Despite such low pricing, NH scores high on brand and treatment quality (NABH* and JCI* accreditations) — thus
making it a preferred choice for masses not looking at government/municipal hospitals for treatment

¢ Asset light business model to enable better profitability as beds mature: While hospital business is usually asset
heavy, NH has managed a gross block/bed at Rs 2.5 mn vs. Rs 7-8 mn for private hospitals. This is mainly because
NH has been able to secure low cost land from trust and governments

¢ Margin to move up in line with peers (10% currently vs. ~16% for peers): Most capacities are in place but only 70%
have been operationalized so far with utilization at ~50%. Currently, top 3 hospitals (~40% of operational beds)
contribute 54% of revenue but ~130% of EBITDA. This implies that other 20 hospitals are operating at ~3% EBITDA
margin — as these beds mature, we expect margin to converge with that enjoyed by NH'’s top 3 hospitals

® Top 3 hospitals posted 22% EBIDTA CAGR over last 4 years and are currently at only ~65% utilization. Operating metfrics at
25%+ EBIDTA margin and 25%+ RoCE are comparable to the bestin-class hospitals across Asia including Apollo Hospitals

AAXlS SECURITIES * National Accreditation Board for Hospitals & Healthcare * Joint Commission International 2
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One of the lowest cost healthcare provider in India

NH provides treatment at significantly lower cost but scores
high on brand and treatment quality
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NH offers medical packages at a fraction of the cost vs.
treatments provided at other private hospitals

Cost at NH Cost at other Pvt

(Rs) hospitals (Rs)
Cardiac surgery 170,000 400,000
Cardiology 67,000 175,000
Nephrology 92,000 250,000
Orthopaedics 90,000 350,000
Urology 32,000 120,000

Source: Axis Capital
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MIDCAPS

¢ ‘Narayana Health’ brand is widely recognized for quality
healthcare at affordable prices. Strong brand equity and
goodwill among patients and healthcare professionals has
positioned NH as a partner of choice for government
bodies, trusts and organizations seeking to operate and
manage healthcare facilities

e Some of NH facilities are JCI and NABH accredited

¢ Business model: Partners would invest in land and
building, while NH would invest in medical equipments
and manage the hospital

¢ Low Gross Block / bed:
e NH:Rs 2.5 mn
e Other private hospitals: Rs 7-8 mn

ARPOB of NH is significantly lower vs. competition

Apollo Fortis NH

ARPOB (Rs/bed/ day) 24,500 34,200 17,300

Source: Axis Capital

Note: ARPOB for NH, Fortis includes doctor fees
ARPOB for Apollo is net of doctor fees

NH can perform a heart surgery at USD 1,000-1500

’ AXIS SECURITIES
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Quality healthcare at 1/3d the price with 25% EBITDA and RoCE MIDCAPS

NH has low capex (Rs 2.5 mn/ bed vs. Rs 7-8 mn for other private hospitals)
and significantly lower operating cost

¢+ Lower operating cost
e Centralized purchasing of consumables

® Economies of scale with higher volume

ApelloE e NH
3 Yr in-patient volume CAGR 9% 5% 19%
e Ward beds requiring less para-medics/ support staff
EBIT * While doctor salaries are at par with other hospitals, each
(~25% EBITDA) doctor is incentivized to perform higher number of surgeries

ROCE I
(~25%) -

Capital employed
(~Rs§.3)mn/ ¢ Lower capex by entering into smart land deals
e

e Tie-up with ‘Trusts’, management contracts, long term land
lease, purchasing cheap land (which is usually away from the
centre of city)

® Low construction cost for greenfield projects (no centralized
air-conditioning, etc)

¢ Volume benefits on equipment (usually sourced from
single vendor)

I‘AXIS SECURITIES 5
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Significant bed addition in last 6 years
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Resulting in only 40% of beds which have matured

8,000

6,000

4,000

2,000

(Nos)

FYO1

FYO9

.

FY15

FY18E

Top 3 hospitals Other hospitals

% of beds 40% 60%
Revenue (Rs m n) 8,701 7,367
EBITDA margin 25% 3%
RoCE 30% 3%

+ NH has proved that mature hospitals can deliver 25% EBITDA with
30% RoCE

+ With the investment phase behind NH, most hospitals which have
been added in the last 3 years will start giving similar returns

20% revenue CAGR over FY16-20E and EBITDA margin to improve 450 bps to ~16% as hospitals mature

Consolidated financials

Flagship hospitals already clocking 25%
EBITDA margin and 30% RoCE

New hospitals: Reducing losses
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Attractive mix of profitable mature hospitals and scalable new hospitals | micaes

Uaestialk Eleczjsof Op Occupancy ARPOB Revenue EBITDAR

(%) (Rs mn) (Rs mn) (%)
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¢ 54% of operational beds are over 5 years which contribute 70% of revenue but ~150% of EBITDA
e Only 2 hospitals opened prior to FYO9

¢+ Established hospitals are clocking EBITDA margin and RoCE of ~25%

e Hospitals over 5 years too have room to improve, as occupancy at ~60%

¢ We expect the financial metrics of new hospitals to converge with those of mature hospitals over time

AAX| S SECURITIES ™ EBITDA before rental/revenue share and before allocation of any corporate expenses 7
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Operating metrics in line with Asian peers MIDCAPS

Revenue growth (last 4 years CAGR) EBITDA margin EBITDA margin by maturity of hospital
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NH has been one of the fastest growing hospitals in Asia. Matured hospitals are clocking EBITDA margin which is one of the best when
compared fo top Asian hospitals. Currently, overall margin depressed as majority of beds are yet to mature

AAXIS SECURITIES Source: Bloomberg, Axis Capital 8
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Journey from 225 to 6,500 beds and beyond MIDCAPS
FY00-09: Adds 2,150 beds FY10-15: Adds 3,500 beds FY16-18: Adds 1,100 beds
Gross block: Rs 2.6 mn/bed Gross block: Rs 2.4 mn/bed Gross block: Rs 2 mn/ bed
¢+ NH Cardiac ¢ Jamshedpur ¢  Guwahati FY17
¢ RTICS ¢ Shimoga ¢ HSR - Bangalore ¢ Vaishno Devi (240 beds; construction
¢+ Hyderabad ¢ Barasat cost, equipments funded by Vaishno
- Devi trust. Al ting loses f
v D - Begelens ¢ Ahmedabad ¢  Berhampore in(iat\i/;|r;:ors fsU?,sf;)m ng o
¢ Jaipur ¢+ Westbank - Howrah FY18
¢ Raipur ¢ StMarthas - Bangalore ¢+ Lucknow (325 beds; operations and
¢ Mysore ¢ Suguna - Bangalore management)
¢ Dharwad ¢ Durgapur ¢ Mumbai (~300 beds; Rs 1 mn capex)
¢ Kolar ¢ Kuppam ¢ Bhubaneshwar (construct and operate
o Deveeens ¢ Hedlth City - hospital on leasehold land)
¢ Whitefield Cayman Island
- J - J
6,500 Present across 31 3 JCl and 4 NABH 402 daily surgeries
capacity beds locations accreditations and procedures
Foolprint
5,300 operational 54 facilities (incl. 2 632 doctors ~2 mn patients
beds primary care centres) treated annually

AAXIS SECURITIES 10
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Highly efficient model of capital deployment MIDCAPS

Mixed model of 23 multi specialty facilities

23 multi specialty facilities operating
/ under different business models |

NH follows a mix of various models to expand its
hospital network Owned and
operated

Hospitals owned and operated
& by NH
¢ Some of the hospitals are owned by NH

¢ Smart land deals by engaging with charitable
trusts and private hospitals wherein the partners Revenue 6
own the land and building and NH usually share
invests only in medical equipments and operates
/manages hospitals

Hospitals that NH operates and
pays a revenue share to owner
of the hospital premises

Leased & e Hospitals that NH operates on a

¢ Governments encourage NH to set up hospitals Operated lease or license basis

by lucrative land deals, as it serves the masses

¢ NH crashes its capex cost by following an asset NH operates with nominal

light model and judicious use of resources PPP ) investment in partnership with
public entities
Hospital management services
Managed 4 that NH provides to third parties

for a fee

AAXIS SECURITIES 11
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Business strategy MIDCAPS

. Focus on clinical excellence at affordable prices
. The philosophy of NH is to provide quality healthcare at affordable prices and yet be profitable.
P Despite catering to the lower strata of society, it has been successful by reducing capex (smart land
’ deals) and improving operating efficiencies. 3 of NH'’s hospitals are JCI (Joint Commission
I International) accredited, while 6 are NABH (National Accreditation Board for Hospitals and
’ - Healthcare Providers) recognized, implying quality healthcare

Continue implementing ‘asset right’ model for efficient capital deployment
Tie-up with ‘Trusts’, purchasing cheap land which is away from the centre of the
city, management contracts

Focus on Hub and Spoke model

NH has a strong presence in Karnataka and Eastern India. In Bangalore, NH has 2
large hospitals viz: NH Cardiac and MSH; while RTICS is located in Kolkata. NH has
built other hospitals around above hospitals, thereby strengthening its presence in
those clusters

Expanding tertiary clusters in western and central India besides strengthening
presence in Karnataka and Eastern India

Focus has been to expand its geographic presence beyond Karnataka and

West Bengal

TRINES Sy% o] b I E

I‘AXIS SECURITIES
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NH: Client mix improving

Client mix on an uptrend

® Walk in patients m Insurance covered & Corporates ® Scheme based

FY16*

FY15

FY14

0% 20% 40% 60% 80% 100%

* Walk ins include international patients

Multi specialty capabilities with strong presence
in cardiac and renal care

< are scheme based, while another 17% >

Others
39%

Cardiac
54%

7%
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MIDCAPS

NH is focusing more on walk-in
patients (currently 18% of patients

are patients covered by
insurance, corporate tie-ups, etc) which
should improve capital efficiency

~ /

NH started as a cardiac hospital, but has emerged as a
multispecialty chain of hospitals. Cardiac contributes
~54% of in-patient revenue

NH has a strong focus on Renal sciences as well and is
probably one of the hospitals with the highest number of
dialysis (~180,000 annual procedures) and over 800
kidney transplants in FY15

NH caters to ~0.2 mn in-patients annually across various
aliments

AAXIS SECURITIES Source: Company, Axis Capital
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Pan India presence MIDCAPS

Diversified presence

Spreading its wings Network of Hospitals in India
! - As of 1% May, 2016

¢ Strong presence in Karnataka and Eastern o
India

® NH intends to further strengthen its presence in
these clusters

Jaipur Lucknow
_ ®
¢ From a single hospital in Bangalore, NH has
succeeded in becoming a pan-India player palanpur @
e 23 Multi-specialty facilities and 23 primary -
H Matuva @
care centers across Inle
Mumbai
¢ 3 new hospitals being commissioned over the .
next couple of years Bellary
. shimoga L]
e land tied-up Eongalorei®
e Funding in place Mysore
@ Existing Hospital Planned Facilities!®!

AAXIS SECURITIES Source: Company, Axis Capital 14
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Risk factors MIDCAPS

Investments in Cayman Island hospital not yielding returns

¢ NH has invested ~USD 17 mn for a 28% stake in Cayman Island hospital. This 104 bed
facility is currently loss making and might need further investments

Inability to get lucrative land deals

¢ A major reason why NH has been able to lower its capex is because of smart land deals.
At its newly inaugurated hospital in Katra (Jammu), besides a ready building and state of art
equipment funded by the Vaishno Devi Trust, operating losses for the first 5 years will also

be absorbed

Some facilities are required to provide free/ subsidized treatment

¢ As a result of attractive land deals, NH is required to provide free treatment or subsidize costs
to certain categories of patients across a number of facilities. In addition, NH is required by
some of its partners to operate a minimum number of free beds in certain facilities

I‘AXIS SECURITIES 15
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Improving operating and financial parameters MIDCAPS
Revenue and EBITDA % PAT & RoCE
25,000 mmm Revenue  —O—EBITDA (RHS) 16% PAT RoCE (RHS) 5
(Rs mn) 1,600 Rs mn) _— O 20%
20,000 12% 1,200 16%
15,000 800 12%
8%
10,000 400 8%
“ B H
0 0% (400) 0%
Fyis — Fyl4 Y15 FYl6  FYIZE FYI8E FY13  FYl4  FY15  FY16  FYIZE  FYI8E
Source: Company, Axis Capital Source: Company, Axis Capital
Inpatient volume and occupancy to increase ARPOB and ALOS
i |n-patient volume  —o— Occupancy (RHS) —0O— ARPOB —o— ALOS
300,000 64% 22 000 6
(Nos) ‘ (Rs) (days)
250,000 62% 20,000
5
200,000 60% 18,000
150,000 58% 16,000 4
100,000 56% 14,000 3
50,000 54% 12,000
0 59% 10,000 2
FY13  FY14  FY15  FY16  FYI7E  FYI8E Fris Fi4 1S Fi6 FYIZE - FYISE
Source: Company, Axis Capital Source: Company, Axis Capital

AAXIS SECURITIES 17
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Valuation MIDCAPS

Key assumptions

FY17E FY18E FY19E FY20E FY21E FY22E FY23E FY24E FY25E FY26E FY27E

Revenue (Rs mn) 19,320 23,027 27,965 31,776 36,685 42,344 47,783 53,739 61,466 69,517 77,304
Capacity Beds 20t e/00 @80 egis i J78e | E280 8700 D208 900 120
Available Beds 4977 5553 57151 6,115 6515 6,915 7,315 7715 8215 8715 9,215
Occupancy % 59% 60% 65% | 67% 69% 70% 71% 72% 74% 75% 75%]
ALOS 4.5 4.5 45 4S5 AS A5 __ 45 ___ 490 45 ___ A4S A5
Inpatient Volume 220,159 256,230 297,037 321,447 353,430 381,263 409,745 438,876 478,077 514,954 545371
ARPOB (Rs / day) 19,501 19,971 20,921 21,967 23,066 24,680 25914 27,210 28,571 29,999 31,499
Capex (Rs mn) 1,500 2,438 1,403 2,105 2219 2459 2611 2876 3,354 3,557  3,78]
Inc in Working Capital Rs mn) 1,319 397 406 313 403 465 447 490 635 662 640
Sensitivity
WACC (%)
9.0 10.0 11.0 12.0 13.0
= 3 389 316 262 221 189 .
é 4 448 355 280 040 002 Implying 22x FY18E EV/ EBITDA
5 2 5 537 408 324 264 219
= 6 686 489 373 295 241
2 7 982 624 446 340 270
¢ In-patient increase due to annual addition of 400-500 beds along with hospitals maturing leading to higher
occupancy

<&

ARPOB growth of 5% assumed (price hikes, better case mix and higher out-patient volume)

¢ While near term upside capped, back ended growth will keep valuation elevated. Over a long term, we expect the
stock to compound at 15-20%

I\AX'S SECURITIES SV s Coriel ~
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Peer valuation MIDCAPS

-
Narayanal

Apollo Hospitals Raffles Medical Bumrungrad Hospital Bangkok Dusit Medical

1
Company name IHH Healthcare Bhd:
|

Enterprise Lid Group Lid PCL Services PCL Hrudayalaya Ltd|

Price (USD) 20 1 5 1 2| 54
Mcap (USDm) 2,820 2,037 3,855 10,502 12,935 | 968 |
EV (USDm) 3,144 1,992 3,767 11,265 14,590 | 1,000 |
Sales (USDm) | :
CY14/FY15 847 296 481 1,726 2,244 | 223 |
CY15/FY16 930 299 516 1,838 2,174 | 245 |
CY16/FY176 1,084 350 549 1,956 2,461 | 281 |
CY17/FY18e 1,267 396 612 2,172 2,840 | 329 |
EBITDA (USDm) l |
CY14/FY15 137 69 138 392 590 | 221
CY15/FY16 120 67 155 412 547 | 271
CY16/FY176 144 77 166 426 637 | 36 |
CY17/FY18e 174 89 188 482 726 | 45 |
T 1

PE (x) I I
CY14/FY15 51 37 46 46 56| na |
CY15/FY16 56 40 38 45 54| 326 |
CY16/FY17e 45 38 37 42 49 | 70|
CY17/FY18e 35 34 32 36 40| 53 |
EV/Ebitda (x| ! !
CY14/FY15 22 28 28 29 23 | 47 |
CY15/FY16 26 30 25 27 26| 37|
CY16/FY176 22 26 23 26 221 271
CY17/FY18e 20 23 20 23 191 211
ROE (x) I |
CY14/FY15 1 13 27 17 4| @2
CY15/FY16 1 12 28 16 5] 7
CY16/FY17e 13 13 27 17 6| 10|
CY17/FY18e 16 14 26 18 6| 12|

Source: Bloomberg

I‘AXIS SECURITIES 19
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Would multiples in Indian healthcare delivery space sustain? MIDCAPS

¢ Multiples are generally a function of growth longevity, entry barriers, and return on capital. Multiples are sustainable
for companies which belong to Industries where entry barriers are high, threat of substitutes is low, growth period is
long/sustainable with potential return on incremental capital reasonably in excess of cost of capital . We believe
Indian Healthcare industry enjoys all these attributes

¢ Growth to sustain - Healthcare delivery space (Rs 4 trn in FY15) is expected to grow at 12-15% over next few years

* India has ~15% of world population, but one of the worst healthcare infrastructures among growing economies with lowest
per capita spends on healthcare. Current hospital infrastructure is inadequate with less than 1 bed per 1,000 population
(global average at 3)

e Discretionary spend on healthcare is on the rise given improving income levels, rising health awareness, changing lifestyles
resulting in better case mix, rising insurance penetration and scaling medical tourism. To add to this, India has young
population which will age over time and put more pressure on the already inadequate infrastructure

» To address this issue, India needs to add ~ 2 mn additional beds by 2025

¢ High entry barriers include long gestation periods, high capital requirements, regulatory approvals,
attracting top doctors, para-medics, best management practices

¢ While Hospitals is a long gestation business , a mature hospital can consistently earn EBIDTA
margin of 25%+ with sustainable RoCE of 20%+. It would take 2-3 years to breakeven
and 5 years for the hospital to mature

I‘AXIS SECURITIES 20
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Hospitals: Difficult business; benefits to accrue over the long-term MIDCAPS
Set-up Operating Merics Operating Profit
cost Indicative Hospital Operating Model Build up
(%) < Book Breakeven
Contingencies 400 - (%)
Year 5
Land 300 - <«———  CashBreakeven —
= <— EBITDA Breakeven —>
E 200 -
(=3
Medical b
Equip 2
(]
,E’ 100 A
0 A Year 4
Construction 38 ,/, )
Jotiogy” 4.
R Year 1 Year 2 Year 3 Year 4 Year 5 ..
Cash ,’, - - - . o \\ Year 3
losses ; ! Consumables Personnel Cost Admin & Other Exp EBITDA .
/ \\
Fixed Cost Structure 25% OCCUPQHCY 80% EBITDA Flow

Capital intensive business with long payback period

AAXIS SECURITIES Source: Axis Capital -
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Operating highlights for a 200 bed hospital
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MIDCAPS
Profit projections for a 200 bed hospital
(Rs mn) Yr 1 Yr 2 Yr3 Yr 4 Yr5 Yr 6
Occupancy (%) 35% 50% 57% 60% 70% 80%
ARPOB (Rs/ bed/ day) 15,000 16,000 18,000 20,000 22,000 23,500
Avg. Length of Stay (days) 6.0 6.0 5.5 5.0 5.0 5.0
Net Revenues 383 584 749 876 1,124 1,372
Expenses
Consumables 115 175 187 219 281 343
Personnel 186 234 257 293 315 336
Other costs 115 175 202 228 281 343
EBITDA (32) (0) 103 137 247 350
EBITDA (%) -8% 0% 14% 16% 22% 26%
Depreciation 7.5 7.5 7.5 7.5 7.5 7.5
Interest 80 70 60 50 40 30
PBT (120) (78) 36 79 200 313
RoCE (%) -7% -4% 3% 5% 13% 20%

¢

¢

Source: Axis Capital

Assumed capex cost of Rs 8 mn, funded by a 1:1 debt equity

Though a long gestation business, a matured hospital can earn EBITDA margin of ~25% and achieve RoCE of
over 20%

I‘AXIS SECURITIES
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Company financials (Consolidated) MIDCAPS
Profit & loss (Rs mn) Balance sheet (Rs mn)
Y/E March FY15 FY16 FY17E FY18E Y/E March FY15 FY16 FY17E FY18E
Net sales 13,639 16,075 19,320 23,027 Paid-up capital 2,000 2,044 2,041 2,041
Other operating income Reserves & surplus 5,647 6,825 7,726 8,921
Total operating income 13,639 16,075 19,320 23,027 Net worth 7,654 8,871 9,769 10,965
Cost of goods sold (5,586) (6,363) (7,631) (8,866) Borrowing 3,620 2,321 3,120 2,620
Gross profit 8,052 9,712 11,689 14,162 Other non-current liabilities 339 261 261 261
Gross margin (%) 59.0 60.4 60.5 61.5 Total liabilities 13,649 14,308 16,070 17,176
Total operating expenses (6,760) (7,946) (9,184) (11,105) Gross fixed assets 11,302 12,355 13,855 15,355
EBITDA 1,292 1,765 2,502 3,057 Less: Depreciation (2,868) (3,620) (4,521) (5,519)
EBITDA margin (%) 9.5 11.0 13.0 13.3 Net fixed assets 8,434 8,734 9,334 9,836
Depreciation (667) (752) (9071) (998) Add: Capital WIP 204
EBIT 625 1,013 1,602 2,059 Total fixed assets 8,638 8,734 9,334 9,836
Net interest (409) (294) (327) (344) Total Investment 521 871 521 521
Other income 77 102 70 70 Inventory 512 497 840 1,001
Profit before tax 294 821 1,345 1,785 Debtors 1,429 1,527 2,034 2,424
Total taxation (175) (306) (444) (589) Cash & bank 295 241 326 73
Tax rate (%) 59.6 37.3 33.0 33.0 Loans & advances 1,486 1,397 1,932 2,188
Profit ofter tax 119 515 901 1,196 Current liabilities 2,035 2,854 2,919 3,329
Minorities Net current assets 1,811 1,098 2,545 2,739
Profit/ Loss associate cols) (227) (213) Other non-current assets 643 751 751 751
Adjusted net profit (108) 301 901 1,196 Total assets 13,649 14,308 16,070 17,176
Adjj. PAT margin (%) (0.8) 1.9 4.7 5.2
Net non-recurring items
Reported net profit (108) 301 901 1,196
Source: Company, Axis Capital
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Company financials (Consolidated)

Cash flow (Rs mn)

Y/E March FY15 FY16 FY17E FY18E
Profit before tax 294 821 1,345 1,785
Depreciation & Amortisation (667) (752) (901) (998)
Chg in working capital [394) 825 (1,319) (397)
Cash flow from operations 767 2,489 879 2,211
Capital expenditure (982) (1,257) (1,500) (1,500)
Cash flow from investing (2,216) (1,606) (1,151) (1,500)
Equity raised/ (repaid) 2,000 1,000 3)

Debt raised/ frepaid) (135) (1,299) 799 (500)
Dividend paid - - -
Cash flow from financing 1,403 (593) 470 (844)
Net chg in cash (46) 290 198 (133)

Valuation ratios

Y/E March FY15 FY16 FY17E FY18E
PE (x) (585.0) 214.8 717 54.1
EV/ EBITDA (x) 51.6 37.9 27.0 22.0
EV/ Net sales (x) 4.9 4.2 3.5 2.9
PB (x 8.3 73 6.6 59
Dividend yield (%)

Free cash flow yield (%) (0.3) 1.9 (1.0) 1.1

Source: Company, Axis Capital
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Key ratios
Y/E March FY15 FY16 FY17E FY18E
OPERATIONAL
FDEPS (Rs) (0.5) 1.5 4.4 59
CEPS (Rs) 2.8 52 8.8 10.7
DPS (Rs)
Dividend payout ratio (%)
GROWTH
Net sales (%) 24.5 17.9 20.2 19.2
EBITDA (%) 7.6 36.6 417 22.2
Adj net profit (%) (134.1) (378.2) 199.0 327
FDEPS (%) (100.1) (372.3) 199.4 327
PERFORMANCE
RoE (%) (1.6) 3.6 97 11.5
RoCE (%) 6.7 9.7 13.6 15.8
EFFICIENCY
Asset turnover (x) 14 1.5 1.6 1.8
Sales/ total assets (x) 1.1 1.1 1.3 1.4
Working capital/ sales (x) 0.1 0.1 0.1 0.1
Receivable days 38.3 34.7 38.4 38.4
Inventory days 15.1 12.7 18.2 18.3
Payable days 547 66.4 58.5 56.4
FINANCIAL STABILITY
Total debt/ equity (x) 0.5 0.3 0.3 0.3
Net debt/ equity (x) 0.5 0.3 0.3 0.2
Current ratio (x) 1.9 1.4 1.9 1.8
Interest cover (x) 1.5 34 4.9 6.0
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Indian healthcare — Secular growth story

Inadequate bed infrasiructure in India
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Rising wallet share of the Indian consumer

8 (Hospital beds/ 1000)

Source: WHO, India Brand Equity Foundation (IBEF)

No. of beds & investments to rise multi-fold
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Market size of the healthcare delivery system in India -
“In-patient” to grow at a faster pace
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Hospitals: The best play on healthcare MIDCAPS

¢ Healthcare delivery market in India is estimated to be ~ USD 50 bn as on FY13, and is approximately twice the size
of the pharma industry

¢ India has ~ 15% of the world’s population, but has one of the worst healthcare infrastructure among growing
economies and the lowest per capita spend on healthcare. Current hospital infrastructure is inadequate with only
0.7 beds per 1,000 population vs. global average of ~3 beds per 1,000 population

¢ Demographic changes, improving income levels, rising awareness, changing lifestyles resulting in better case
mix, rising insurance penetration and scaling medical tourism will result in a consistent rise in discretionary spending
on healthcare

¢ To meet the rising demand and address the current shortage, India would require to add ~1.7 mn beds by 2025

¢ Healthcare delivery market is estimated to grow to over USD 100 bn by 2019 from USD 50 bn in FY13.
This growth is largely expected to come from significant growth in in-patient revenues

¢ Government spend on healthcare in India is significantly lower as compared to developed nations like US and UK.
Private sector has taken the lead in scaling the healthcare infrastructure. Govt. is facilitating private investments by
giving 5-yr tax holidays for hospitals set up in semi urban areas, in addition to lesser duties for medical equipment

Indian healthcare market —secular growth opportunity
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Overview of the Indian healthcare market MIDCAPS
Ins. & Medical Twice the size of the
Equip. Pharma Market

15%

Diagnostics
10% Health Delivery

S Healthcare Delivery

50% (~ USD 90 bn)

l ] l
Primary Secondary Tertiary

¢ Mainly at the grass root ¢ Primarily includes nursing Super Specialty Multi Specialty
level homes and recovery rooms ¢+ Higher equipment costs and ¢ low gestation periods

¢ Minimal involvement of ¢+ Investment in such centres fixed staff costs result in higher ¢ Follow strategy to initially
private players in this to reduce ALOS of tertiary gestation periods start off as multi specialty
segment care centres ¢ More margins and higher and move towards super

volumes specialty
- D _/
20% of healthcare services spend through the govt. 80% spend from the private sector

Maijor projects driven through large private players —

Maijority of facilities financed through govt spending Apollo Group, Forlis, Max

Limited number of listed companies catering to the health delivery market
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Healthcare supply is skewed along rural and urban lines MIDCAPS
Infrastructure is skewed towards urban areas Poor access outside of top cities
® Rural m Urban 5
100%
4
80%
3
60%
40% 2
20% 1 India average
0% 0
Population Hospitals Doctors Hospital Beds Metro Tier 1 Tier 2
Source: NAT Health Source: NAT Health
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Drivers for the healthcare industry
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Growing
disposable
income leading
to a desire for a
better quality of
life

Source: Axis Capital

Increasing
penetration of

insurance to
drive healthcare

Opportunities in
the Indian

Healthcare Sector

Affordable
Healthcare
driving Medical
tourism - yet to
unleash its full
potential

Increase in
lifestyle related
diseases, which

entail higher
spends

Rising
healthcare
awareness
among the
large growing
population
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Revenue/ profit drivers

Volume

Value

Revenue spilt

Out-patients

In-patients
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60-65% of the revenue
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Profit drivers

Average Revenue Per
Occupied Bed (ARPOB)

Largely determined by the case mix
coupled with the hospitals brand image to

price its product

-

~

Average Length of Stay

.

(ALOS)

Maximum revenue

generation happens in

first 3 days, hence
hospitals focus on

reducing the length of

stay by improving
patient furnover

)

)

An optimal
balance of
these factors
crucial to
achieve
higher profits

—_

\

Case mix

Lifestyle related
diseases on the rise
resulting in higher
revenues and profits.
Hospitals can attract a
better case mix by
having the necessary
infrastructure/
equipment and
reputed doctors for

\ these ailments /

-

"

Given high fixed costs, high occupancy
rates critical for success. A combination of
lower ALOS and higher occupancy rates
result in high operating margins.
Mature hospital usually operates at

Occupancy

over 75% occupancy

~

)

In-patient churn/ turnover — Key to hospital revenue
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Disclaimer MIDCAPS

Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INHO00000297. ASL, the Research Entity (RE) as defined in the Regulations, is engaged in the business of providing Stock broking
services, Depository participant services & distribution of various financial products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and
has its various subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the details in respect of which are available on www.axisbank.com.

N

. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the Association of Mutual Funds of India (AMFI) for distribution of financial
products and also registered with IRDA as a corporate agent for insurance business activity.

w

. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. 1/We, author/s (Research Team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect my/our views about the subject issuer(s) or securities. |/We
(Research Analyst) also certify that no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. |/we or my/our relative or ASL does not have any
financial interest in the subject company. Also I/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of the Research Report. Since associates of ASL are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report. |/we or my/our relative or ASL or its associate does not have any material conflict of interest. |/we have not served as director / officer, etc. in the subject company in the last 12-
month period.
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5. ASL has not received any compensation from the subject company in the past twelve months. ASL has not been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of its associates may have:
i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party in connection with this report.
Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to, copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that are considered
true, correct, reliable and accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources believed to be reliable. Such information has not been
independently verified and no guaranty, representation of warranty, express or implied, is made as fo its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report
is prepared solely for informational purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the
customers simultaneously, not all customers may receive this report at the same time. ASL will not treat recipients as customers by virtue of their receiving this report.
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Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to the recipient’s specific circumstances. The securities
and strategies discussed and opinions expressed, if any, in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial
positions and needs of specific recipient.

This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this report (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an
investment. Cerfain transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not suitable for all investors. ASL, its
directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but
not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc. Past performance is not necessarily a guide to future
performance. Investors are advice necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets.
Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.
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banker, lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions. Each of these entities functions
as a separate, distinct and independent of each other. The recipient should take this into account before interpreting this document.

ASL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients of this report should be aware that ASL may have a
potential conflict of interest that may affect the objectivity of this report. Compensation of Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
ASL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither this report nor any copy of it may be taken or transmitted into the United State (to U.S. Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or
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distribution, publication, availability or use would be contrary to law, regulation or which would subject ASL to any registration or licensing requirement within such jurisdiction. The securities described herein may
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The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The Company
reserves the right to make modifications and alternations to this document as may be required from time to time without any prior notice. The views expressed are those of the analyst(s) and the Company may or
may not subscribe to all the views expressed therein.
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