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Metropolis Healthcare Ltd.

Steady performance likely to continue

= Healthy 2Q performance of double-digit growth on all fronts. Despite the lab
addition impact of 1.2% on EBITDA, the margin improved by 50bp QoQ.

= We expect a mid-teen top-line growth in FY25F/26F. Margin to be stable at 25-
26%. On track to complete the addition of 25 labs in FY25F (17 in 1HFY25).

m Resume coverage on the stock with an ADD rating & a higher TP of Rs2,380.

Healthy 2QFY25 performance

Metropolis Healthcare (MHL) reported a healthy 2QFY25 performance of double-digit
growth on revenue/EBITDA/PAT fronts QoQ and YoY. The revenue growth was led by
strong growth in volume across patients (10% YoY) and tests (13.4% YoY). The volume
growth was on account of the rise in market share (tier-1 and metro cities), expansion and
deepening presence in newer geographies (tier-3 and below). Revenue per patient grew
by 5% YoV, partly led by price benefit and partly due to the mix. Truhealth grew by 23%
YoY (now contributes 16% to revenue) and B2C revenue grew by 21% YoY to Rs1.94bn.
Despite the 1.2% impact on EBITDA due to new labs and centres, the margin was at 25.7%
(+50bp QoQ) partly led by gross margin improvement of 50bp.

Mid-teen growth; margin improvement despite lab expansion

MHL expects to register around mid-teen top-line growth in FY25F and FY26F. This would
be mostly driven by volume growth (8-9%) and a decent contribution from price (2-2.5%)
and mix (3-3.5%). The gross margin may see some negative impact due to higher raw
material costs (at new labs) for the initial two-to-three quarters due to lower volume.
Additionally, the new labs may lead to EBITDA margin dilution of up to 1% in FY25F.
Despite this, the margin in FY25F-26F is expected to be in the range of 25-26% (23.4% in
FY24). Beyond FY25F, margin improvement may be fast due to completion of lab
expansion and new labs inching towards company-level margin (within 24 months).

Deepening penetration through network expansion

MHL is strategically focusing on opening new labs, mainly in newer geographies to reach
underserved markets and drive B2B business in the specialty segment and expand into
the B2C market. This will help in accelerating growth and market share. In FY24, 24 new
labs were opened, and another 25 labs are targeted in FY25F (17 labs addition done in
1HFY25) to reach a network of 220 labs; post FY25F, the lab addition will slow down (below
10 labs) and may be done on a need basis. Most of the expansion will take place in Uttar
Pradesh, Madhya Pradesh, Assam and some in Andhra Pradesh and Telangana as well.

Resume coverage with an ADD rating and a higher TP of Rs2,380
With the slowdown in major expansion plans (tier-3/4 cities) post FY25F and market share
gains in tier-1 and metro cities (due to B2C), we expect MHL to deliver a healthy
performance of 13%/19%/32% CAGR in revenue/EBITDA/PAT, respectively, with margin
expansion of 250bp over FY24-26F. We value MHL at 55x FY26F EPS and resume
coverage on it with an ADD rating & a higher target price of Rs2,380 (Rs1,546 earlier).
Downside risks: Any slowdown in patient volume and arrival of competitors in the B2C
segment.

Financial Summary Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Revenue (Rsm) 12,283 11,482 12,077 13,747 15,525
Operating EBITDA (Rsm) 3,428 2,883 2,826 3,498 4,014
Net Profit (Rsm) 2,142 1,428 1,278 1,791 2,220
Core EPS (Rs) 39.6 27.9 25.0 35.0 433
Core EPS Growth 10.6% (29.5%) (10.5%) 40.1% 24.0%
FD Core P/E (x) 54.43 77.23 86.34 61.64 49.72
DPS (Rs) 8.0 8.0 4.0 50.0 50.0
Dividend Yield 0.37% 0.37% 0.19% 2.32% 2.32%
EV/EBITDA (x) 32.40 38.18 38.63 30.72 26.78
P/FCFE (x) (40.11) 148.93 115.42 55.09 40.37
Net Gearing 8.8% (2.7%) (11.3%) (23.4%) (24.2%)
P/BV (x) 12.44 11.16 10.07 8.80 9.06
ROE 25.4% 15.2% 12.3% 15.2% 18.0%
% Change In Core EPS Estimates 1.77% 0.67%

InCred Research/Consensus EPS (x)
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Hitech — forging growth in specialty and expanding
beyond Chennai

Hitech is aiming to expand its network by adding 50 new centres by FY25F-end.
The brand presence will be expanded beyond Chennai across Tamil Nadu through
a large franchise network to scale up specialty business. Synergies of MHL and
Hitech will help in margin expansion (already higher than consolidated margin).

Conference-call highlights

e MHL is in advanced stages of evaluating a potential M&A target.

e MHL aims to take the Truhealth contribution to 20%, from 16% currently, in the
next few quarters.

¢ Inthe case of new lab expansion, in year one, there is a minus 10% impact on
the EBITDA margin. In year two, the EBITDA margin is a bit positive (single-
digit) and in year three (30th month onwards), we start seeing the EBITDA

margin coming closer to the company margin.

Figure 1: Financial summary

(Rs m) 2QFY23 3QFY23  4QFY23 1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25 Y-0-Y (%) Q-0-Q (%)
Revenue 3,003 2,855 2,825 2,771 3,085 2,911 3,310 3,134 3,498 13% 12%
Consumption of raw materials 684 639 595 570 613 572 671 632 695 13% 10%
as % of sales 22.8% 22.4% 21.1% 20.6% 19.9% 19.7% 20.3% 20.2% 19.9%

Employee costs 616 646 643 651 698 695 715 717 784 12% 9%
as % of sales 20.5% 22.6% 22.8% 23.5% 22.6% 23.9% 21.6% 22.9% 22.4%

Other expenditure 913 865 884 921 1027 995 1125 997 1120 9% 12%
as % of sales 30.4% 30.3% 31.3% 33.2% 33.3% 34.2% 34.0% 31.8% 32.0%

EBITDA 790 705 703 630 748 648 800 788 899 20% 14%
Margin (%) 26.3% 24.7% 24.9% 22.7% 24.2% 22.3% 24.2% 25.2% 25.7%

Depreciation 216 230 234 208 222 250 264 255 268

Other income 43 66 12 31 12 23 25 25 31

Interest 70 61 62 60 57 53 56 47 48

PBT 548 480 419 392 481 369 505 511 614 28% 20%
Total tax 143 121 84 102 125 96 140 130 147

Tax rate (%) 26.1% 25.2% 20.1% 26.0% 25.9% 26.0% 27.7% 25.4% 23.9%

PAT before Ml 405 359 335 290 357 273 365 381 467 31% 23%
Minority interest (MI) -1 -1 -1 -2 -2 -1 -1 -2 -2

Adj. PAT before extraordinary items 403 357 334 288 355 272 364 379 465 31% 23%
Extraordinary expenses 0 0 0 0 0 0 0 0 0

Reported PAT 403 357 334 288 355 272 364 379 465 31% 23%
No. of shares 51 51 51 51 51 51 51 51 51

EPS 7.9 7.0 6.5 5.6 6.9 5.3 7.1 7.4 9.1

Figure 2: Margin Profile (%)

(in %) 2QFY23 3QFY23 4QFY23  1QFY24 2QFY24 3QFY24 4QFY24 1QFY25 2QFY25 Y-0-Y (bp) Q-0-Q (bp)
Gross 7% 78% 79% 79% 80% 80% 80% 80% 80% 1 30
EBITDA 26% 25% 25% 23% 24% 22% 24% 25% 26% 145 54
Adj.PAT 13% 13% 12% 10% 12% 9% 11% 12% 13% 180 119
Effective tax rate 26% 25% 20% 26% 26% 26% 28% 25% 24% -194 -145
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Figure 3: Consistent growth in patients and tests volume Figure 4: Revenue per patient consistently growing since the
last few quarters
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Figure 5: Added approx. 75 labs in the last four years Figure 6: PSCs rise in tandem with labs addition
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Figure 7: High concentration of revenue mix towards western and southern regions
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Figure 8: Revenue CAGR of 13.4% expected over FY24-26F as
against 6.6% over FY21-24
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Figure 9: EBITDA CAGR of 19% expected over FY24-26F and
margin expansion of ~200-250bp
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Figure 10: PAT CAGR of 32% expected over FY24-26F
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Figure 11: ROE and ROCE curves expected to inch upwards
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Figure 12: Metropolis Healthcare stock currently trades at SD+1 level
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Comparing Metropolis Healthcare and Dr Lal Pathlabs

Figure 13: Dr Lal Pathlabs has softer pricing in Mumbai and Hyderabad compared to Metropolis Healthcare

Delhi (Rs) Mumbai (Rs) Bengaluru (Rs) Hyderabad (Rs)
Tests Dr Lal Metropolis Dr Lal  Metropolis Dr Lal Metropolis Dr Lal Metropolis
Routine / Basic tests
Complete Blood Count (CBC) 350 350 250 330 350 340 250 330
Thyroid Stimulating Hormone (TSH), Ultrasensitive 380 200 380 400 380 350 380 380
Thyroid Profile (T3/T4/TSH) 550 550 550 600 550 590 350 550
Glucose, Fasting & Post Meal 150 140 160 180 100 160 150 180
Lipid Profile, Basic 1000 850 840 800 1,000 660 1000 800
Specialized tests
Allergy Comprehensive Profile 14,000 16,350 7,800 16,000 14,000 16,000 14,000 15,000
Kidney Function Test 850 850 910 1,180 850 1,150 470 1,100
Liver Function Test 800 500 800 605 800 635 440 500
SOURCE: INCRED RESEARCH, COMPANY REPORTS
Figure 14: Dr Lal Pathlabs has a better patient volume (m) Figure 15: Realization per patient (Rs) growth has been same at
growth at a 9% CAGR over FY20-24 4% over FY20-24 for both
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Figure 16: Metropolis Healthcare’s EBITDA margin to see a
reversal going ahead

Metropolis Dr Lal
30% -
28.7%
27.9%
28% 1 27.2%
27.4%
27.6%
26% - 26.9%
25.8%
24% - \
24.3%
23.4%
22% -
20% T T T T )
FY20 FY21 FY22 FY23 FY24

SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 17: Grography mix- both the companies have distinct
geographies as their core which do not overlap
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD
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Profit & Loss
(Rs mn) Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Total Net Revenues 12,283 11,482 12,077 13,747 15,525
Gross Profit 9,523 8,950 9,651 10,860 12,327
Operating EBITDA 3,428 2,883 2,826 3,498 4,014
Depreciation And Amortisation (632) (892) (945) (1,000) (950)
Operating EBIT 2,796 1,991 1,881 2,498 3,064
Financial Income/(Expense) (197) (268) (225) (200) (200)
Pretax Income/(Loss) from Assoc. (5) (6) (6) (8) (10)
Non-Operating Income/(Expense) 176 152 91 100 110
Profit Before Tax (pre-El) 2,769 1,869 1,740 2,390 2,964
Exceptional Items 159
Pre-tax Profit 2,928 1,869 1,740 2,390 2,964
Taxation (787) (441) (462) (600) (743)
Exceptional Income - post-tax
Profit After Tax 2,142 1,428 1,278 1,791 2,220
Minority Interests
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 2,142 1,428 1,278 1,791 2,220
Recurring Net Profit 2,026 1,428 1,278 1,791 2,220
Fully Diluted Recurring Net Profit 2,026 1,428 1,278 1,791 2,220
Cash Flow
(Rs mn) Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
EBITDA 3,428 2,883 2,826 3,498 4,014
Cash Flow from Invt. & Assoc.
Change In Working Capital (164) 71 55 (187) (26)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow 335 152 91 100 110
Net Interest (Paid)/Received (197) (268) (225) (200) (200)
Tax Paid (869) (367) (105) (508) (663)
Cashflow From Operations 2,533 2,471 2,641 2,704 3,234
Capex (372) (526) (638) (700) (500)
Disposals Of FAs/subsidiaries
Acg. Of Subsidiaries/investments (6,314) 929
Other Investing Cashflow (690) 65 (257)
Cash Flow From Investing (7,376) 468 (894) (700) (500)
Debt Raised/(repaid) 2,094 (2,198) (791)
Proceeds From Issue Of Shares 20 2
Shares Repurchased
Dividends Paid (409) (619) (983) (205) (2,624)
Preferred Dividends
Other Financing Cashflow (79) (107) (39)
Cash Flow From Financing 1,626 (2,923) (1,812) (205) (2,624)
Total Cash Generated (3,217) 16 (66) 1,799 110
Free Cashflow To Equity (2,749) 741 956 2,004 2,734
Free Cashflow To Firm (4,646) 3,207 1,972 2,204 2,934
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs mn) Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Total Cash And Equivalents 1,807 1,063 1,243 2,942 2,962
Total Debtors 1,355 1,219 1,263 1,485 1,708
Inventories 511 446 387 454 543
Total Other Current Assets 258 300 266 330 310
Total Current Assets 3,931 3,027 3,158 5,210 5,523
Fixed Assets 6,042 6,660 7,224 6,924 6,474
Total Investments 18 18 18 18 18
Intangible Assets 4,605 4,742 4,547 4,547 4,547
Total Other Non-Current Assets 609 500 528 528 528
Total Non-current Assets 11,274 11,920 12,316 12,016 11,566
Short-term Debt 999 504
Current Portion of Long-Term Debt
Total Creditors 1,032 941 994 1,100 1,242
Other Current Liabilities 611 586 684 745 870
Total Current Liabilities 2,642 2,031 1,679 1,844 2,112
Total Long-term Debt 1,587 286
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 2,095 2,722 2,803 2,803 2,803
Total Non-current Liabilities 3,682 3,009 2,803 2,803 2,803
Total Provisions
Total Liabilities 6,323 5,040 4,482 4,647 4,915
Shareholders Equity 8,862 9,882 10,962 12,539 12,188
Minority Interests 20 25 31 39 49
Total Equity 8,882 9,907 10,993 12,579 12,237
Key Ratios

Mar-22A Mar-23A Mar-24A Mar-25F Mar-26F
Revenue Growth 23.1% (6.5%) 5.2% 13.8% 12.9%
Operating EBITDA Growth 19.8% (15.9%) (2.0%) 23.8% 14.7%
Operating EBITDA Margin 27.9% 25.1% 23.4% 25.4% 25.9%
Net Cash Per Share (Rs) (15.21) 5.31 24.26 57.43 57.82
BVPS (Rs) 173.18 193.01 213.99 244.80 237.94
Gross Interest Cover 14.16 7.43 8.35 12.49 15.32
Effective Tax Rate 26.9% 23.6% 26.6% 25.1% 25.1%
Net Dividend Payout Ratio 14.8% 21.9% 11.8% 107.2% 86.4%
Accounts Receivables Days 38.40 40.91 37.50 36.47 37.53
Inventory Days 60.59 68.96 62.66 53.14 56.89
Accounts Payables Days 141.33 142.17 145.60 132.38 133.62
ROIC (%) 72.3% 17.0% 15.2% 19.9% 24.7%
ROCE (%) 30.1% 18.0% 17.3% 21.2% 24.7%
Return On Average Assets 23.7% 14.2% 12.9% 15.8% 18.4%




Equities

Health Care Providers & Svs | India
Metropolis Healthcare Ltd. | November 12, 2024

DISCLAIMER

This report (including the views and opinions expressed therein, and the information comprised therein) has been prepared by Incred Research
Services Private Ltd. (formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INH000011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(ii) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. While every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which is believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made (information barriers and other arrangements may be established, where necessary, to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
registered with, any Indian regulator, including any Registrar of Companies in India, SEBI, any Indian stock exchange, or the Reserve Bank of India.
No offer, or invitation to offer, or solicitation of subscription with respect to any such securities listed or proposed to be listed in India is being made, or
intended to be made, to the public, or to any member or section of the public in India, through or pursuant to this report.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other
activities of IRSPL. Information barriers and other arrangements have been established, as required, to prevent any conflicts of interests.

IRSPL may have issued other reports (based on technical analysis, event specific, short-term views, etc.) that are inconsistent with and reach a
different conclusion from the information presented in this report.

Holding of Analysts/Relatives of Analysts, IRSPL and Associates of IRSPL in the covered securities, as on the date of publishing of this report

Research Analyst or his/her relative(s) or InCred Research Services Private Limited or our associate may have any financial interest in the subject
company.

Research Analyst or his/her relatives or InCred Research Services Limited or our associates may have actual or beneficial ownership of 1% or more
securities of the subject company(ies) at the end of the month immediately preceding the date of publication of the Research Report.

Research Analyst or his/her relative or InCred Research Services Private Limited or our associate entities may have any other material conflict of
interest at the time of publication of the Research Report.




Equities

Health Care Providers & Svs | India
Metropolis Healthcare Ltd. | November 12, 2024

In the past 12 months, IRSPL or any of its associates may have:

a) Received any compensation/other bengfits from the subject company,

b) Managed or co-managed public offering of securities for the subject company,

c) Received compensation for investment banking or merchant banking or brokerage services from the subject company,

d) Received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject

company

We or our associates may have received compensation or other benefits from the subject company(ies) or third party in connection with the
research report.

Research Analyst may have served as director, officer, or employee in the subject company.
We or our research analyst may engage in market-making activity of the subject company.

Analyst declaration

e The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his
or her personal views and opinions about any and all of the issuers or securities analysed in this report and were prepared independently and
autonomously in an unbiased manner.

o  No part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations(s) or
view(s) in this report or based on any specific investment banking transaction.

e The analyst(s) has(have) not had any serious disciplinary action taken against him/her(them).

o The analyst, strategist, or economist does not have any material conflict of interest at the time of publication of this report.

e The analyst(s) has(have) received compensation based upon various factors, including quality, accuracy and value of research, overall firm
performance, client feedback and competitive factors.

IRSPL and/or its affiliates and/or its Directors/employees may own or have positions in securities of the company(ies) covered in this report or any
securities related thereto and may from time to time add to or dispose of, or may be materially interested in, any such securities.

IRSPL and/or its affiliates and/or its Directors/employees may do and seek to do business with the company(ies) covered in this research report and
may from time to time (a) buy/sell the securities covered in this report, from time to time and/or (b) act as market maker or have assumed an
underwriting commitment in securities of such company(ies), and/or (c) may sell them to or buy them from customers on a principal basis and/or (d)
may also perform or seek to perform significant investment banking, advisory, underwriting or placement services for or relating to such company(ies)
and/or (e) solicit such investment, advisory or other services from any entity mentioned in this report and/or (f) act as a lender/borrower to such
company and may earn brokerage or other compensation. However, Analysts are forbidden to acquire, on their own account or hold securities
(physical or uncertificated, including derivatives) of companies in respect of which they are compiling and producing financial recommendations or
in the result of which they play a key part.

Recommendation Framework

Stock Ratings Definition:

Add The stock’s total return is expected to exceed 10% over the next 12 months.

Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months.

The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (i) the forward net
dividend yields of the stock. Stock price targets have an investment horizon of 12 months.

Sector Ratings Definition:

Overweight An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation.
Neutral A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation.
Underweight An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.

Country Ratings Definition:

Overweight An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark.
Neutral A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark.

Underweight An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.




