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Metropolis Healthcare

Core Diagnostic M&A to strengthen speciality portfolio
Metropolis signed a definite agreement to acquire a 100% stake in Core Diagnostics.
This acquisition will strengthen its advanced cancer testing capabilities and its
footprint in the North and East regions. The total consideration of INR 2.46 bn (2.2x
EV/sales for FY24; 2x EV/sales for FY25; and 13.9/14x EV/EBITDA for FY25/26E) will
be discharged by (1) cash of INR 1.36 bn and (2) a preferential issue and allotment
of equity shares (share swap). The transaction is expected to complete within 60
days. Metropolis expects the acquisition to be EPS accretive in FY26, although RoE
and RoCE are expected to compress in FY26 and turn accretive in FY28 onwards. We
view the Core Diagnostics acquisition as optically inexpensive and given
Metropolis’ track record of M&A execution, we believe it will be EBITDA accretive
over the next couple of years. Metropolis is focusing on organic growth in its core
markets, exploring new growth opportunities in adjacencies (like radiology,
consultation), looking for bolt-on M&As to enter new markets and new
technologies, and strengthening niche capabilities in genomics and molecular
diagnostics. We will factor the acquisition post-completion of the transaction. ADD
stays with a target price of INR 2,370 (48x Q3FY27E EPS) as steady growth,
improving lab infrastructure maturity, scale-up in B2C/wellness, price hikes, and
moderation in network expansion (5-6 lab additions per year from FY26 compared
to 20-30 currently) are expected to help margin expansion from FY26 onwards.
Deal’s details: Metropolis” board of directors has approved the acquisition of a 100%
stake in Core Diagnostics from its existing shareholder for a purchase consideration
of INR 2.46 bn. The transaction will be discharged partly by (1) cash of INR 1.36 bn
and (2) the preferential issue and allotment of equity shares of the company (by way
of share swap). The transaction is expected to be completed by February 2025.

Deal rationale: The acquisition will enhance Metropolis’ advanced cancer testing
capabilities and strengthen its footprint in Northern and Eastern India. It aims to
expand its market reach and specialised testing offerings by leveraging Core
Diagnostics’ relationships with cancer specialists and hospitals. The integration is
expected to drive synergies through optimised laboratory operations, improved
efficiencies, and cost reductions. Core diagnostic integration will increase Metropolis’
oncology revenue share to ~10% of sales from ~4%.

Key highlight from the con call: Core Diagnostics will strengthen Metropolis’
presence in the fast-growing oncology testing market in India. The oncology testing
market in India is ~INR 40-50 bn, and it is expected to see CAGR of 17.5% over FY23-
28E, led by rising cancer prevalence (~1.4 mn new cancer cases annually), advances in
treatment technologies including onco genomics testing, increased healthcare access
through oncology focused hospitals/ new treatment guidelines, and growing
awareness on cancer prevention and early detection. The company sees Core
Diagnostics complementing Metropolis across diagnostic testing requirements in
cancer treatment, given that Metropolis has test offerings at entry level (early stage)
and routine tests (post treatment), while Core Diagnostics has test offering in high-
end tests in detection and treatment stage. Metropolis sees a big opportunity through
the customer base of Core Diagnostics (~10% customer overlapping). It expects gross
margin for Core Diagnostics to sustain at 55-65% and EBITDA margin to improve over
the next 3-4 years to reach the company level margin of 25-26%, led by cost synergies.
Metropolis expects a payback period of 6-8 years for EBITDA and 9-10 years for PAT.
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Brief on Core Diagnostics: The company has one reference lab and eight satellite labs.
The number of patients was at ~0.45 mn per year, average revenue per test at INR 2,300,
and ~85% revenue from specialised testing. Diversified mix: B2C: 51% and B2B: 49%
1,200+ hospitals/clinic-based clients and 30+ pharma support programs. It has 1,300+ high-
end test menu, 150+ onco-genomics test offerings, 100+ technical sales executives and
genetic counsellors covering 1,600+ oncology prescribers. Core Diagnostics recorded sales
of FY24 at INR 1.1 bn (non-Covid sales CAGR of 22% over FY22-24; H1FY25 sales was at
INR 590 mn) and EBITDA margin was in low-single-digit.

Other highlights: The oncology testing market in India is ~INR 40-50 bn, with the presence
of eight players (four standalone diagnostic companies and the rest diagnostic chains). The
oncology testing market has high entry barriers, as it is a capex-intensive business with high
operating costs, long gestation periods, and a strong reliance on oncologists’ trust and
confidence in labs. Additionally, it is strictly a prescription-based testing business. Core
Diagnostics has a reference lab for high-end oncology testing, which will continue to see
scale-up, and it will look to optimise its eight satellite labs in case of overlap. Core
Diagnostics operates through a franchisee network across 10+ countries in Asia, Africa, and
the Middle East, and the acquisition will help Metropolis expand its presence in the
international market.

Exhibit 1: Metropolis + Core Diagnostics: Enhanced capabilities, new geography

Core + Metropolis proforma Metropolis Core diagnostics Combined
Financials - FY24 (INR mn)

Total revenue 11,890 1,100 12,990
Specialty revenue 4,400 930 5,330
Specialty as a % contribution 37% 85% 41%
Oncology Reach

Oncology sales team 30 100 130
Oncologist connect 600 1,600 2,200
North & East

Oncology sales team 10 36 46
Oncologist connect 300 900 1,200

Source: Company, HSIE Research

Exhibit 2: Oncology revenue —by Test Type; for Metropolis, the Contribution of
Oncology revenue to the total revenue grows from 4% to 10%
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Source: Company, HSIE Research.
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Exhibit 3: Core Diagnostic revenue mix—FY24 sales Exhibit 4: Core Diagnostic specialty mix—FY24 sales
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Exhibit 5: Synergy across the cancer treatment-related diagnostic testing requirement
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Source: Company, HSIE Research.

Exhibit 6: Core diagnostic is well-positioned in high-end oncology testing market
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Exhibit 7: Core diagnostics fit to Metropolis’ strategic pillars

Metropolis’ strategic pillars

Core Diagnostics

Focus on B2C

Rx focus through Specialty Doctors Connect

Enhance Specialty Test Revenue Market Share

Build Strong Doctors Connect in new geographies

Increase Average Revenue per Patient
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Source: Company, HSIE Research

Exhibit 8: Integrations plan

Closing date to 6 months
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roll-out
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key team

Synergy on COGS & Resource Optimization

IT integration — software rollouts
Tests Optimization and expansion
Report format Harmonization

Cross Selling strategy roll Out

Create a unified brand identity and align marketing
strategies

Full integration of Business teams, brand, backend
operations

Centralization of International business

Centralization of Pharma alliances business

Source: Company, HSIE Research
Exhibit 9: Revenue, EBITDA, and PAT assumptions

INR mn FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E
Operating metrics

No. of tests (mn) 19.6 19.0 25.7 21.6 23.5 26.5 29.0 31.9
YoY growth 15% -3% 35% -16% 9% 13% 9% 10%
Revenue per test (INR) 437 525 478 477 497 513 529 540
YoY growth 2% 20% -9% 0% 4% 3% 3% 2%
No. of patients (mn) 10.0 11.0 13.4 10.7 11.6 12.4 13.3 14.2
YoY growth 12% 10% 22% -20% 8% 7% 7% 7%
Revenue per patients (INR) 856 905 917 966 1,006 1,095 1,153 1,214
YoY growth 0% 6% 1% 5% 4% 9% 5% 5%
Test/ Patients 2.0 1.7 1.9 2.0 2.0 21 22 22
YoY growth 3% -12% 11% 5% 0% 5% 2% 3%
Total Revenue 8,564 9,980 12,283 11,482 12,077 13,594 15,311 17,246
YoY growth 13% 17% 23% -7% 5% 13% 13% 13%
Gross profit 6,454 7,404 9,454 8,884 9,516 10,780 12,157 13,710
Gross margin 75.4% 74.2% 77.0% 77.4% 78.8% 79.3% 79.4% 79.5%
EBITDA 2,328 2,860 3,428 2,883 2,826 3,466 4,073 4,656
YoY growth 16% 23% 20% -16% 2% 23% 17% 14%
EBITDA margin 27.2% 28.7% 27.9% 25.1% 23.4% 25.5% 26.6% 27.0%
PAT 1,519 1,831 1,983 1,429 1,328 1,763 2,266 2,617
YoY growth 26% 21% 8% -28% -7% 33% 29% 16%
PAT margin 17.7% 18.3% 16.1% 12.4% 11.0% 13.0% 14.8% 15.2%
Source: Company, HSIE Research.
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Exhibit 10: PE chart

Exhibit 11: EV/EBITDA chart
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Profit & loss (INR mn)
March FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E
Net sales 8,564 9,980 12,283 11,482 12,077 13,594 15,311 17,246
Other operating income 0 0 0 0 0 0 0 0
Total operating income 8,564 9,980 12,283 11,482 12,077 13,594 15,311 17,246
Cost of goods sold -2,110 -2,576 -2,829 -2,598 -2,561 -2,814 -3,154 -3,535
Gross profit 6,454 7,404 9,454 8,884 9,516 10,780 12,157 13,710
Gross margin (%) 75.4 74.2 77.0 77.4 78.8 79.3 79.4 79.5
Total operating expenses -4,126 -4,544 -6,026 -6,001 -6,690 -7,313 -8,084 -9,054
EBITDA 2,328 2,860 3,428 2,883 2,826 3,466 4,073 4,656
EBITDA margin (%) 27.2 28.7 27.9 25.1 23.4 255 26.6 27.0
Depreciation -393 -459 -632 -892 -945 -1,031 -1,058 -1,158
EBIT 1,936 2,401 2,796 1,991 1,881 2,435 3,015 3,499
Net interest -83 -78 -197 -268 -225 -195 -193 -209
Other income 86 120 176 152 91 116 204 208
Profit before tax 1,693 2,443 2,934 1,875 1,747 2,357 3,027 3,498
Total taxation -412 -610 -787 -441 -462 -589 -757 -875
Tax rate (%) 24 25 27 24 26 25 25 25
Profit after tax 1,281 1,833 2,147 1,434 1,285 1,768 2,270 2,624
Minorities 2 3 5 5 6 5 4 6
Profit/ Loss associate co(s) -5 0 0 0 0 0 0 0
Adjusted net profit 1,519 1,831 1,983 1,429 1,328 1,763 2,266 2,617
Adj. PAT margin (%) 18 18 16 12 11 13 15 15
Net non-recurring items -245 0 159 0 -50 0 0 0
Reported net profit 1,273 1,831 2,142 1,429 1,278 1,763 2,266 2,617
Balance sheet (INR mn)
March FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E
Paid-up capital 101 102 102 102 102 102 102 102
Reserves & surplus 5,134 6,964 8,760 9,780 10,859 12,269 14,082 16,176
Net worth 5,252 7,081 8,882 9,907 10,993 12,406 14,215 16,303
Borrowing 667 1,123 3,786 2,664 1,971 2,140 2,184 2,221
Other non-current liabilities 101 179 929 881 913 908 931 955
Total liabilities 7,522 10,044 15,303 15,016 15,551 17,152 19,209 21,560
Gross fixed assets 2,893 3,817 8,024 9,544 11,035 12,375 13,644 14,979
Less: Depreciation -833 -1,289 -1,982 -2,884 -3,811 -4,842 -5,900 -7,058
Net fixed assets 2,060 2,529 6,042 6,660 7,224 7,533 7,744 7,921
Add: Capital WIP 30 0 58 195 0 1 1 1
Total fixed assets 2,090 2,529 6,100 6,855 7,224 7,534 7,744 7,922
Total Investment 143 101 155 148 548 1,319 1,319 1,319
Inventory 244 405 511 446 387 378 425 479
Debtors 1,282 1,230 1,355 1,219 1,263 1,359 1,531 1,725
Cash & bank 2,105 4,197 1,669 932 712 998 2,523 4,352
Loans & advances 166 1 1 0 0 0 0 0
Current liabilities 1,503 1,662 1,707 1,564 1,674 1,697 1,879 2,081
Total current assets 3,900 6,002 3,794 2,897 2,628 3,082 4,885 7,013
Net current assets 2,397 4,340 2,087 1,333 954 1,385 3,006 4,932
Other non-current assets 486 510 707 569 604 670 713 759
Total assets 7,522 10,044 15,303 15,016 15,551 17,152 19,209 21,560

Source: Company, HSIE Research
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Cash flow (INR mn)
March FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E
Profit before tax 1,693 2,443 2,934 1,875 1,747 2,357 3,027 3,498
Depreciation & Amortisation -393 -459 -632 -892 -945 -1,031 -1,058 -1,158
Chg in working capital 280 -153 -164 71 54 -216 -117 -119
CF from operations 2,150 2,490 2,533 2,471 2,641 2,711 3,252 3,717
Capital expenditure -486 -337 -6,686 -531 -644 -520 -580 -600
CF from investing -1,048 617 -7,376 468 -894 -1,291 -580 -600
Equity raised/ (repaid) 320 344 20 2 0 0 0 0
Debt raised/ (repaid) -383 -250 2,197 -2,406 -1,554 -903 -954 -1,057
Dividend paid -484 -409 -409 -410 -205 -353 -453 -523
CF from financing -553 -327 1,625 -2,923 -1,812 -1,450 -1,600 -1,789
Net chg in cash 548 2,780 -3,218 16 -65 -29 1,072 1,328
Key ratios
March FY20 FY21 FY22 FY23 FY24E FY25E FY26E FY27E
OPERATIONAL
FDEPS (Rs) 29.6 35.7 38.7 27.9 25.9 344 442 51.1
CEPS (Rs) 32.5 447 54.1 453 43.4 54.5 64.9 73.7
DPS (Rs) 9.4 8.0 8.0 8.0 4.0 6.9 8.8 10.2
Dividend payout ratio (%) 38.0 22.3 19.1 28.7 16.0 20.0 20.0 20.0
GROWTH
Net sales (%) 125 16.5 23.1 (6.5) 52 12.6 12.6 12.6
EBITDA (%) 16.2 22.8 19.9 (15.9) (2.0) 22.7 17.5 14.3
Adj net profit (%) 26.4 20.6 8.3 (27.9) (7.0) 32.7 28.5 155
FDEPS (%) 26.4 20.6 8.3 (27.9) (7.0) 32.7 28.5 15.5
PERFORMANCE
RoE (%) 29.0 29.8 249 15.2 12.7 15.1 17.1 17.2
RoCE (%) 33.6 35.0 27.0 15.8 144 174 19.6 20.1
EFFICIENCY
Asset turnover (x) 3.6 3.0 2.1 1.3 1.2 1.2 1.2 1.2
Sales/ total assets (x) 1.3 1.1 1.0 0.8 0.8 0.8 0.8 0.8
Working capital/ sales (x) 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Receivable days 55 45 40 39 38 37 37 37
Inventory days 14 21 21 19 15 14 14 14
Payable days 50 57 43 40 39 37 37 38
FINANCIAL STABILITY
Total debt/ equity (x) 0.1 0.2 0.5 0.3 0.2 0.2 0.2 0.1
Net debt/ equity (x) 0.3) 0.5) 0.2 0.2 0.1 0.0) 0.1) 0.2)
Current ratio (x) 2.6 3.6 22 1.9 1.6 1.8 2.6 34
Interest cover (x) 23.2 30.9 14.2 74 8.3 12.5 15.6 16.8
VALUATION
PE (x) 74.9 62.1 57.4 79.6 85.7 64.5 50.2 43.5
EV/ EBITDA (x) 482 38.7 33.8 40.0 40.5 32.8 27.5 23.7
EV/ Net sales (x) 13.1 11.1 9.4 10.0 9.5 8.4 7.3 6.4
PB (x) 21.7 16.1 12.8 11.5 10.4 9.2 8.0 7.0
Dividend yield (%) 0.4 0.4 0.4 0.4 0.2 0.3 0.4 0.5
Free cash flow yield (%) 1.5 1.9 3.7) 1.7 1.8 1.9 2.3 2.7

Source: Company, HSIE Research

Page | 7



3 HorG seuriis Y1)

Click. Invest. Grow. YEARS

Metropolis Healthcare: Company Update
INSTITUTIONAL RESEARCH

Price Movement

Metropolis Health
2400 -
2300
2200
2100
2000
1900 1
1800 1
1700 A
1600 Rating Criteria
1900 9 BUY: >+15% return potential
o T I % % 3 % o o3 T oxow oA ADD: +5% to +15% return potential
g & 2 & E § 5 2 Z ¥ &8 & £ REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential

Page | 8



(L} HOFC sccuritcs I
Metropolis Healthcare: Company Update ————
INSTITUTIONAL RESEARCH

Disclosure:

I, Mehul Sheth, MBA author and the name 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. SEBI conducted the inspection and
based on their observations have issued advise/warning. The said observations have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate 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.
Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any material
conflict of interest.

Any holding in stock - NO

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. Nothing in this document should be construed as investment advice. Each recipient of this document
should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in
securities of the companies referred to in this document (including merits and risks) and should consult their own advisors
to determine merits and risks of such investment. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as
ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or 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.

HSL, 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.

Page | 9



(L} HOFC sccuritcs I
Metropolis Healthcare: Company Update ————
INSTITUTIONAL RESEARCH

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the
associates of HSL please refer the website.

HSL 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.

HSL 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 in the normal course of business.

HSL 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 HSL nor Research Analysts 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. HSL may have issued other
reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served
as an officer, director or employee of the subject company. We have not received any compensation/benefits from the
subject company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDEFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

HDEFC Securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com

Page | 10



