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Rating: Buy Target Price: `246 Share Price: `196



Exceptional gain led strong earnings; Buy Fortis’ Q3 FY17 revenue grew 10.4% yoy; its EBITDA margin expanded 548bps yoy to 9.9%. An exceptional gain booked by the Religare Health Trust on the FHTL (Fortis Hospital Ltd) disposal, led to higher reported PAT. We retain our Buy call with a revised target price of `246. Strong Q3 FY17. Fortis’s Q3 FY17 revenue at `11.3bn (up 10.4% yoy) came in line with our estimate. The EBITDA margin expanded a healthy 548bps yoy, to 9.9%, aided by lower other expenses and BT (business trust) cost. Decent revenue growth and better margins, coupled with a higher proportion of profits of associate companies and its JV, of `4.2bn, on account of a onetime gain arising from the FHTL transaction, led to reported PAT of `4.5bn. However, after adjusting for the one-time gain, adj. PAT came at `339mn. Decent growth across its businesses. The hospitals business’ reported 8.5% yoy revenue growth was `9.2bn; the EBITDAC margin was stable at 14.3%. Revenue from the diagnostics business grew 11.2% yoy, with a 19.9% EBITDA margin. Change in estimates. We reduce our FY18e and FY19e PAT respectively 3.8% and 3.1%, lowering sales growth 2% each year due to lower-thanexpected hospitals revenue. We have assumed a higher tax rate, post-9mFY17 earnings, which resulted in a 37% cut in FY17e PAT.



F



Valuations. We maintain our Buy on the stock. We value the hospitals business at 17x EV/EBITDA and the diagnostics business at 20x ` EV/EBITDA. We have settled on a holding-company discount of 15% for the diagnostics business to arrive at a sum-of-parts-based price target of `246 (earlier `258). Risks: Long gestation and delay in commercialising the new beds.



Key data



FORH IN / FOHE.BO



`205 / `142 28156 / 8725 $5m `92bn / $1.4bn 482.2m



52-week high / low Sensex / Nifty 3-m average volume Market cap Shares outstanding



Dec'16 Sep'16 Jun'16



Shareholding pattern (%)



Promoters - of which, Pledged Free Float - Foreign institutions - Domestic institutions - Public



67.6 77.5 32.4 21.6 0.2 10.6



70.3 83.6 29.7 18.3 0.3 11.2



71.3 83.2 28.7 18.7 0.2 9.8



FY17e FY18e FY19e (1.7) (1.8) (1.8) (7.1) (2.7) (2.5) (37.7) (3.8) (3.1)



Estimates revision (%) Sales EBITDA EPS Financials (YE Mar)



Sales (` m) Net profit (` m) EPS (`)



FY17e



FY18e



47,435



55,158



1,466



3,593



3.0



7.5



Growth (%)



88.0



145.1



PE (x)



64.3



26.2



EV/ EBITDA (x)



25.2



17.0



P/B (x)



2.1



1.9



RoE (%)



3.4



7.5



RoCE (%)



4.8



7.0



-



-



Dividend yield (%) Source: Anand Rathi Research Quarterly results(YE Mar)



Sales (` m) EBITDA (` m)



Q3 FY16



Q3 FY17



% yoy



9M FY16



9M FY17
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34,503



% yoy
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1,598



2,739



71.4



EBITDA margin (%)



4.4
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5.1
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Depreciation (` m)
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4.1 (3.8)



Other income (` m)
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358.2



1,351
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PBT (` m)
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Tax (` m)
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1
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Effective tax rate (%)
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54.8



NA
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Quick Glance – Financials and Valuations Fig 2 – Balance sheet (` m)



Fig 1 – Income statement (` m) Year-end: Mar



Net revenue Revenue growth (%) - Oper. expenses EBIDTA EBITDA margin (%) - Interest - Depreciation + Other income - Tax Effective tax rate (%) +Associates / (minorities) Adjusted PAT + Extraordinary items Reported PAT Adj. FDEPS (` / sh) Adj. FDEPS growth (%)



FY15



FY16



FY17e



FY18e



FY19e



41,401 (13.0) 40,064 1,338 3.2 1,533 2,628 987 63 (3.4) 442 (1,440) 3 (1,437) (3.0) 37.6



42,758 3.3 40,564 2,193 5.1 1,250 2,305 1,470 468 (210.0) 4,984 780 (1,029) (249) 1.6 NA



47,435 10.9 43,224 4,211 8.9 1,798 2,569 1,544 694 50.0 655 1,466 1,466 3.0 88.0



55,158 16.3 49,080 6,077 11.0 1,422 2,736 1,621 602 17.0 3,593 3,593 7.5 145.1



64,409 16.8 56,729 7,679 11.9 1,227 2,667 1,702 933 17.0 5,209 5,209 10.8 45.0



FY15



FY16



FY17e



FY18e



FY19e



4,628 35,848 40,476 18,264 8,229 (71) 66,898 19,674 24,785 14,635 6,158 5,908 1,897 66,898 (6) 87.5



4,631 35,342 39,973 21,581 8,131 (506) 69,178 17,831 21,934 16,443 5,659 11,196 1,774 69,178 (8) 86.3



4,816 41,019 45,835 23,381 8,131 (506) 76,840 20,263 21,934 16,443 5,659 12,371 5,829 76,840 (6) 95.2



4,816 44,612 49,428 20,381 8,131 (506) 77,433 20,027 21,934 16,443 5,659 13,300 5,729 77,433 (8) 102.6



4,816 49,821 54,637 17,381 8,131 (506) 79,642 19,359 21,934 16,443 5,659 14,814 7,092 79,642 (7) 113.5



Fig 4 – Ratio analysis @ `196



Fig 3 – Cash-flow statement (` m) Adjusted PAT + Non-cash items Cash profit - Incr. / (decr.) in WC Operating cash-flow - Capex Free cash flow - Dividend + Equity raised + Debt raised - Investments - Misc. items Net cash-flow + Op. cash & bank bal. Cl. Cash & bank bal.



Share capital Reserves & surplus Net worth Total debt Minority interest Def. tax liab. (net) Capital employed Net fixed assets Intangible assets Investments - of which, Liquid Working capital Cash Capital deployed W C turn (days) Book value (` / sh)



Source: Company, Anand Rathi Research



Source: Company, Anand Rathi Research



Year-end: Mar



Year-end: Mar



FY15



FY16



FY17e



FY18e



FY19e



(1,440) 2,628 1,187 (1,030) 2,218 4,148 (1,930) 0 (1,106) (3,539) 1,192 (689) 2,585 1,897



780 2,305 3,085 5,287 (2,203) (2,388) 185 3 3,317 1,808 1,819 (123) 1,897 1,774



1,466 2,569 4,035 1,176 2,859 5,000 (2,141) 184 1,800 (4,212) 4,055 1,774 5,829



3,593 2,736 6,329 929 5,401 2,500 2,901 (3,000) (99) 5,829 5,729



5,209 2,667 7,876 1,513 6,363 2,000 4,363 (3,000) 1,363 5,729 7,092



Year-end: Mar



FY15



FY16



FY17e



FY18e



FY19e



P / E (x) Cash P / E (x) EV / EBITDA (x) EV / sales (x) P / B (x) RoE (%) RoCE (%) Dividend yield (%) Dividend payout (%) Net debt / equity (x) Interest coverage ratio Debtor (days) Inventory (days) Payables (days) Fixed asset T/O (x)



NA 79.3 78.0 2.5 2.2 (3.5) (0.5) 0.2 (0.8) 36 6 48 1.0



120.8 30.5 49.4 2.5 2.3 1.9 2.2 0.3 (0.1) 38 5 51 1.1



64.3 23.3 25.2 2.2 2.1 3.4 4.8 0.2 0.9 38 6 50 1.2



26.2 14.9 17.0 1.9 1.9 7.5 7.0 0.2 2.3 38 5 50 1.4



18.1 12.0 12.9 1.5 1.7 10.0 9.3 0.1 4.1 38 6 50 1.6



Source: Company, AnandRathi Research
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Fig 5 – Price movement



Fig 6 – Revenue break-up (FY17e)
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Result Highlights Result comparison Fortis Q3 FY17 earnings came above our estimates. Net sales were in line with our estimated `11bn. The EBITDA margin, at 9.9%, was slightly above our estimate, aided by lower other expenses. Adj PAT came at `339mn far above our estimate on account of higher margins and other income, coupled with a lower-than-expected tax rate. Fig 7 – Estimates vs Actuals (` m)



Revenues



Q3 FY17e



Q3 FY17



Variance (%)



11,227



11,334



1.0



EBITDA



1,010



1,123



11.1



Margin (%)



9.0



9.9



91bps



PAT



156



339



117.4



Margin (%)



1.4



3.0



160bps



Source: Company, Anand Rathi Research



Hospital business traction continues, with decent growth The overall, 9% yoy, revenue growth was driven by a strong, 8.5%, increase in the hospitals business revenue and 11.2% yoy revenue growth in the diagnostics business. ARPOB increased to `14.4m, from `13.8m a year ago. Occupancy, however, remained at 73%, similar to Q3 FY16. Its key facility, FMRI, reported 13% yoy revenue growth to `1.2bn with ARPOB and occupancy of `28m and 63%. Another key facility, FEHI, reported 14% yoy revenue growth to `1bn, with ARPOB and occupancy of `17.4m and 78%. Upward trajectory in the diagnostics business’ yoy growth The 11% yoy growth in the diagnostics business was aided by 6.2% yoy growth in the pathology segment (bringing 86% to revenue). During the quarter, Fortis added 13 labs and closed four, added 36 collection points and shelved 31. Overall, it now has 346 labs and ~7,636 collection points. Fig 8 – Revenue break-up (` m)



Q3 FY16



Q3 FY17



% yoy



9M FY16



9M FY17



% yoy



Hospitals



8,454



9,172



8.5



25,568



27,992



9.5



Diagnostics



1,690



1,880



11.2



5,395



5,930



9.9



10,144



11,052



9.0



30,963



33,922



9.6



Total Source: Company
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Valuation We reduce our FY18e and FY19e PAT respectively 3.8% and 3.1%, lowering sales growth 2% each year due to the less-than-expected hospitals revenue. We have assumed a higher tax rate post-9mFY17 earnings, resulting in a 37% cut in FY17e PAT. We value the hospitals business at 17x EV/EBITDA, and the diagnostics business at 20x EV/EBITDA. We have settled on a 15% holding-company discount for the diagnostics business to arrive at a sum-of-parts-based price target of `246 (earlier `258) and maintain our Buy call on the stock. Fig 9 – EV/EBITDA band (`m) 2,00,000 1,80,000
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Delay in commercialising the new beds.
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Appendix Analyst Certification The views expressed in this Research Report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst(s) in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements of the Securities and Exchange Board of India (hereinafter “SEBI”) and the analysts’ compensation are completely delinked from all the other companies and/or entities of Anand Rathi, and have no bearing whatsoever on any recommendation that they have given in the Research Report. Important Disclosures on subject companies Rating and Target Price History (as of 15 February 2017)
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Date 24-Oct-11 14-Feb-12 11-Jun-12 27-Dec-12 13-Feb-13 04-Jun-13 19-Nov-13 10-Jun-14 04-Dec-14 03-Jun-15 13-Oct-15 23-Jun-16 04-Aug-16 10-Nov-16



Rating Buy Hold Sell Sell Hold Hold Hold Hold Hold Buy Buy Buy Buy Buy



TP (`) 160 120 102 110 118 105 107 116 125 215 230 195 215 258



Share Price (`) 121 107 101 117 102 90 100 108 107 156 170 164 187 165



Anand Rathi Ratings Definitions Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (US$1bn) Mid/Small Caps (


Buy >15% >25%



Hold 5-15% 5-25%
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