Shalby Limited (sHALIM)

CMP: X 250

Target: X 320(28%) Target Period: 12 months

April 3,2024

Focused approach, long-drawn strategy to the fore...

About the stock: Shalby is a multi-specialty hospitals chain that manages 16

hospital

assets across India (10 owned multispecialty hospitals and 6 franchisee

hospitals). Total bed capacity- 2362.

Specialty wise revenue breakup as on Q3FY24: Arthroplasty: 38%, Critical
care & General medicine: 13%, Cardiac science: 9%, Orthopaedic: 7%,
Oncology: 10%, Neurology: 6%, Nephrology: 5%, Others: 12%

Shalby is also into Implants business (knee and hip implants) via its US
based subsidiary Consensus with sales in US, India, Japan among others.
The company has introduced asset-light franchisee model (SOCE) to
expand hospitals business into newer geographies using Shalby expertise.

Investment Rationale:

Mixed Q3FY24 with muted revenue growth but improved margins—
Revenues grew ~7% YoY to X 216 crore, as ~12% growth in the hospitals
business was undone by 6% de-growth in implants business. Hospitals
grew 12% YoY to X 194.5 crore, driven by 3% ARPOB growth (X 37342),
~4% improvement in occupancies and ~15% In-patient growth among
others. Consolidated EBITDA grew ~24% to X 42.3 crore and EBITDA
margins stood at 19.6%.
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Particulars

Particular Amount
Market Capitalisation Rs 2700 crore
Debt (FY23) Rs 142 crore
Cash (FY23) Rs 12 crore
EV Rs 2830 crore
52 week H/L 340/135
Equity capital Rs 108 crore
Face value Rs 10

Shareholding pattern

(in %) Mar-23 Jun-23 Sep-23 Dec-23
Promoters  74.0 74.0 74.1 74.1
Flls 3.9 4.0 4.1 4.6
Dlls 0.0 0.0 0.0 0.0
Others 22.1 22.0 21.8 21.3

e Calibrated expansion plans with franchisee focus and asset selection —
Shalby recently acquired Gurugram based Sanar International Hospital (P
K Healthcare Pvt Ltd.) for a consideration of X 102 crore. The hospital
generates around 70% business from international markets catering to
more than 60 countries. The company is committed to expand its Shalby
Centre for Orthopaedic Excellence (SOCE), which is an asset light
franchisee model across India. It has already established six such models
across India and expects to add 40 such models over the next 4-5 years.

¢ Implants business on the curve, shaping well- After a promising start in
FY23, the implants business faced certain headwinds in FY24 which seems
transitory. The company has firm plans to expand this business beyond US
and India and to improve the profitability gradually from hereon.

Rating and Target price

e We assign BUY rating based on 1) strong arthroplasty legacy and
diversification into other super-specialties 2) asset light model via
franchisee drive, 3) expansion of implants business into newer
geographies besides stronger India and US traction, 4) significant
valuation discount vis-a-vis other Pan-India players which is likely to
converge on the back of improved performances and calibrated capex.

e  Our SOTP valuation of X 320 is based on 13xFY26E hospitals EBITDA and
2x FY26E Consensus Sales.

Key Financial Summary
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(i) Unforeseen delay in franchisee
model execution (i) volatility in implants
business profitability
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Key Finandials (Rs FY20 FY21 FY22 FY23  3year CAGR (FY20-23) FY24E FY25E Fy26E - Yo0r CAGR
crore) (FY23E-26E)
Revenues 486.9 430.9 698.9 804.9 18.2% 923.8 1061.3 1200.6 14.3%
EBITDA 81.7 86.4 119.9 137.4 18.9% 184.3 216.0 257.2 23.2%
EBITDA margins (%) 168 20.1 172 17.1 200 204 214
Net Profit 27.6 42.4 540 683 35.3% 89.8 111.8 139.8 26.9%
EPS (Rs) 26 39 54 63 83 104 13.0
PE (x) 97.9 63.7 499 395 300 241 193
EV to EBITDA (x) 32.9 306 227 195 144 123 103
RoCE (%) 7.2 65 84% 99 11.6% 1367 16.0
ROE (%) 35 51 67 7.4 920 103 116

Source: Company, ICICI Direct Research
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Exhibit 1: Quarterly Summary

(Rs crore) Q3FY21 Q4FY21Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23 Q1FY24 Q2FY24 Q3FY24  YoY (%)  QoQ (%)
Total Operating Inc  131.8 145.0 192.4 181.6 1624 162.6 201.7 201.8 2025 199.0 2355 238.0 216.0 6.7 -9.2
Raw Material Expe  11.9 7.9 133 3.4 03 238 168 144 164 119 185 133 15.0 -8.1 12.7
% of Revenue 9.1 5.5 6.9 1.9 0.2 14.6 8.3 7.1 8.1 6.0 7.9 5.6 7.0 -112 bps 135 bps
Gross Profit 119.9 137.1 1790 1782 162.1 1388 1849 1874 186.17 187.1% 217.07 2247 201.0 8.0 -10.5
Gross Profit Margin ~ 90.9 945 931 981 998 854 917 929 919 940 921 944 93.0 112bps -135bps
Employee Expense: 165 17.4 250 295 31.0 329 323 337 3667 4177 392F 386 378 3.1 2.1
% of Revenue 125 120 130 162 19.1 202 160 167 181 209 16.6 162 175 -6lbps 128 bps
Other Expenditure ~ 72.6 887 1158 119.3 102.8 819 1125 116.6 11557 119.8%7 1355% 133.4 1209 4.7 -9.3
% of Revenue 551 612 60.2 657 633 504 558 578 571 602 576 56.0 56.0 -109 bps -7 bps
Total Expenditure  101.0 114.0 154.1 1522 1342 1386 161.6 164.7 168.5% 173.3% 193.3% 1853 173.7 3.1 6.2
% of Revenue 767 786 801 838 826 852 801 816 832 871 821 778 80.4 -281bps 256 bps
EBITDA 308 31.0 383 294 282 240 401 371 3407 2577 4227 527 423 24.6 -19.7
EBITDA Margin (%) 23.3 214 199 162 17.4 148 199 184 168 129 179 222 196 28lbps -256bps
Other Income 2.3 2.1 2.5 2.8 2.8 43 4.0 5.3 4.0 9.2 45 5.4 45 11.8 -16.1
Interest 0.9 0.8 1.0 1.6 1.6 1.7 1.8 1.8 2.7 2.8 2.8 3.2 3.6 36.6 14.6
Depreciation 9.3 94 90 115 113 112 116 119 118 128 119 123 124 5.1 0.8
PBT 229 230 308 192 182 154 306 287 2357 1927 3217 426 308 30.8 -27.7
Total Tax 60 132 10.6 8.4 0.9 53 105 10.3 8.3 53 122 151 118 43.1 -21.5
Tax rate (%) 264 575 345 440 47 342 344 359 3517 276" 3797 353 384

PAT 16.8 98 202 108 129 102 201 184 153 139 199 276  19.0 24.2 -31.1
PAT Margin (%) 12.8 6.8 10.5 5.9 8.0 6.3 10.0 9.1 7.6 7.0 85 11.6 8.8

EPS (Rs) 1.6 0.9 1.9 1.0 1.2 0.9 1.9 1.7 1.4 1.3 1.8 2.6 1.8

No. of shares 108 108 108 108 108 108 108 10.8 10.8 10.8 10.8 10.8 10.8

Source: Company, ICICI Direct Research

Exhibit 2: SoTP Valuation

Particulars FY26E (Srj Valuation Matrix Multiple (x) EV (Rs cr)
Hospitals 249.0 EV/EBITDA 13.0 3,237
Shalby Consensus 114.3 EV/Sales 2.0 229
EV 3,466
Net Debt FY26E (Rs cr) 9.2
Minority Interest -0.1
Targeted MCap Rs cr) 3,457
No of shares (cr) 10.8
Per Share Value (Rs) 320
cmp 250.0
up/Down 28%

Source: Company, ICICI Direct Research
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Financial Tables

Exhibit 3: Profit and loss statement X crore [ Exhibit 4: Cash flow statement X crore

Year-end March FY23  FY24E FY25E  FY26E  Year-end March FY23 FY24E FY25E FY26E
Total Operating Income 8049 9238 1,061.3 1,200.6  Profit/(Loss) after taxation 736 899 1119 1399
Growth (%) 15.2 14.8 4 14.9 4 13.1 Add: Depreciation & Amortization 38.8 49.0 51.5 53.9
. Net Increase in Current Assets -63.4 80.6 -31.4 -329
Raw Mqterlql Expenses 534 64.4 796 0.0 Net Increase in Current Liabilities 17.6 21.2 17.5 19.6
Gross Prof!t _ 745.5 859.3 981.7 1,110.5 Others 4 11 13.2 10.7 0.0
Gross Profit Margins (%) 92.6 93.0 925 92.5  Net cash flow from Operating activities 67.7 2540 1602 1805
Employee Expenses 143.6 156.5 184.2 205.3
Other Expenditure 464.5 518.5 581.5 648.0 (Purchase)/Sale of Investments -119.2 25.0 25.0 25.0
Total Operating Expenditure 667.5 7394 845.3 943.4  (Purchase)/Sale of Fixed Assets , -17.7 -180.0 -130.0 -130.0
EBITDA 137.4 1843 2160 2572  Others 758 50 57 -64
Growth (%) 14.6 34.2 17.2 19.0 Net cash flow from Investing activities -61.1 -160.0 -110.7 -1114
Interest_ - 9.1 13.2 10.7 8.2 Proceeds from issues of Equity Shares -7.5 0.0 0.0 0.0
Depreciation 48.1 49.0 515 53.9 Proceeds/(Repayment) of/from Loan -13.3 125.0 -50.0 -50.0
Other Income 225 193 22.2 25.1  (Payment) of Dividend and Dividend Tax -108 -180 -22.4 -280
PBT before Exceptional Items 102.7 14147 176,07 2201  Others -184  -1327 107”7 o0
Less: Exceptional ltems 0.0 0.0 0.0 0.0 Net cash flow from Financing activities -50.1 938 -83.1 -78.0
PBT after Exceptional ltems 1027 14147 176.07 2201
Total Tax 34.4 51.6 64.2 80.3 Net Cash Flow -43.4 1878 -33.6 -8.8
PAT before Ml 68.3 89.8 111.8 139.8 Cash and Cash Equivalent at the beginning 55.6 12.1 1999 166.3
Cash 12.2 1999 166.3 1575
PAT 68.3 89.8 1118 1398 Free Cash Flow 50.0 74.0 30.2 50.5
Growth (%) 26.6 31.4 24.5 25.1

Source: Company, ICICI Direct Research

EPS (Adjusted) 6.3 8.3 10.4 13.0
Source: Company, ICICI Direct Research

Exhibit 5: Balance Sheet X crore @ Exhibit 6: Key ratios

Year-end March FY23  FY24E FY25E  FY26E Per share data (Rs)
Equity Capital 107.3  107.3 107.3  107.3  Reported EPS 6.3 83 104 130
Reserve and Surplus 820.4 8923 9818 1,093.8 CoshEPS 95 112 131 154
Total Shareholders funds 927.7 9996 1,089.2 1.201.1 2;’5’;’1‘*;::‘2;;6 8?:2 ig:g 122:3 liig
Total Debt 1417 2667 2167 1667 i per share 13 17 21 6
Deferred Tax Liability 434 443 452 46.1  Operating Ratios (%)
Minority Interest -0.1 -0.1 -0.1 -0.1  Gross Profit Margins 926 930 925 925
Other Non Current Liabilities 48.5 49.5 50.5 51.5 EBITDA margins 17.1 20.0 20.4 21.4
Source of Funds 1,161.2 1,360.0 1,401.4 1,465.2 PAT Margins 8.5 9.7 105 11.7
Asset Turnover 0.9 0.9 1.0 1.1
Gross Block - Fixed Assets 910.6 1,010.6 1,060.6 1,110.6 CoITDA conversionRate 493 1378 742 702
Accumulated Depreciation 2356 2846 3361 3900 Lo Ratios (%)
RoE 7.4 90 103 116
Net Block 6750 726.0 7245 7206 R cE 99 116 136 160
Capital WIP 10.5 90.5 170.5 250.5 RolC 9.2 14.7 17.6 21.4
Goodwiill 10.2 10.2 10.2 10.2  Valuation Ratios (x)
Fixed Assets 695.7 8267 9052 9813 P/ 395 300 241 193
Investments 1457  120.7 95.7 70.7  EV/EBITDA 195 144 123 103
Other non-Current Assets 417 458 50.4 55.4 ;‘Z l:leettcsaale/sSules gi ;-g ;2 j;
Deferred Tax Assets 26.7 29.4 32.4 35.6 Price to Bozk Value 59 57 55 53
Inventory 185.4 70.6 65.4 740 goency Ratios
Debtors 106.4 139.2 1745 197.4 Debt/ EBITDA 1.0 1.4 1.0 0.6
Loans and Advances 0.0 0.0 0.0 0.0 Debt / Equity 0.2 0.3 0.2 0.1
Other Current Assets 67.5 68.8 70.2 71.6 Current Ratio 3.0 2.0 2.0 2.8
Cash 12.1 199.9 166.3 157.5 Quick Ratio 14 15 15 24
Total Current Assets 3713 47857 476.47 15005  Inventorydays 1,140 400 300 300
Creditors 879 1059 1199 1357 Ereeb;ft’;:‘gz; 523 Ggg 528 sgg
Provisions e L5 1.6 18 1.9 Source: Company, ICICI Direct Research
Other Current Liabilities 30.6 33.6 37.0 40.7
Total Current Liabilities 119.9 1411 158.7 1783
Net Current Assets 251.4 337.4 317.7 322.2
Application of Funds 1,161.2 1,360.0 1,401.4 1,465.2

Source: Company, ICICI Direct Research
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ANALYST CERTIFICATION

I/We, Siddhant Khandekar -Inter CA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect
our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s)
in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months
and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
—INHO000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai
- 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries
engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are
available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research

recommendations promise or guarantee any assured, minimum or risk-free return to the investors.
Name of the Compliance officer (Research Analyst): Mr. Anoop Goyal

Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to
analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient 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 ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICIC| Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe
for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed 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 may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any
other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not 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.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies
mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one
percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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