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Covid-led beat; medium-term growth drivers now priced in

Dr Lal's better-than-expected 1QFY21 performance came on the back of a marginal beat in
non-Covid volumes, Covid-led higher realizations and tight cost control. Revenue/EBITDA/PAT
of INR 2660 mn/ 483 mn/ 284 mn were -21%/-49%/-52% YoY and were
+21%/+40%/+54% vs our estimates. Patient volume (including Covid volumes of ¢.0.2 mn)
declined by 28% YoY to 3.5 mn (10% beat). Realization per patient improved by 11% YoY
1o INR 760 (10% beat) and was primarily aided by Covid testing (21% of revenue). While we
were building in patient footfall in line with pre-Covid levels from 2Q, the management
commentary indicates a more subdued near-term outlook with a complete recovery in non-
Covid volumes now unlikely before 3Q with Covid volumes, too, softening in July. The
fragmented nature of the diagnostics industry offers significant scope for consolidation.
Scalable business model & cost efficiencies, quality assurance and branding initiatives by
diagnostic chains have hastened the transition from unorganized to organized players. The
current disruption and the enhanced role of private laboratories in Covid-19 testing will
accelerate medium to long term shifts in the diagnostic market landscape in favour of
organized players. Given its strong cash position, Dr Lal remains best positioned in the
industry to tide over the current crisis and to exploit inorganic growth opportunities. While
the medium-term growth drivers remain in place and we continue to like Dr Lal for its
operational excellence, at c.47x FY22E EPS (c.25% premium to historical trading range),
valuations are now stretched with limited room for underperformance. We broadly maintain
our FY21/22 EPS estimates despite the 1Q beat as we temper our near-term volume
expectations. Downgrade to HOLD with a revised Mar’21 TP of INR 1790.

= Key operating details:

- Complete recovery in non-Covid volumes expected to be delayed: Patient volume
(including Covid volumes of ¢.0.2 mn) declined by 28% YoY to 3.5 mn (10% beat).
Patient volume declined by 62% YoY and by 25% YoY in Apr (0.6 mn) and May (1.2 mn)
respectively. Volumes grew by 3% YoY in June (1.7 mn) with the growth being aided by
pent-up demand, market share gains from other organized & unorganized players and a
favourable base. Non-Covid volumes in July stood at c.90% of base volumes with a
complete recovery in non-Covid volumes expected by the end of 2Q. Sample volumes
declined by 34% YoY to 7.9 mn, in line with our estimates. Tests per patient declined by
6% YoY to 2.27 (10% miss). Realization per patient improved by 11% YoY to INR 760
(10% beat) and was primarily aided by Covid testing (Realization per patient of c. INR
2836). Realization per patient for non-Covid tests declined by 7% YoY to INR 636 owing
to the increase in contribution of ROl markets, a change in the channel mix in favour of
collection centers and the decline in tests per patient.

- Covid testing boosts top line but remains margin dilutive: Revenue contribution of Covid
testing stood at 21%. Covid testing remained margin dilutive even as it helped to partially
offset the decline in top line resulting from lower non-Covid volumes and cover fixed
costs. Gross margin for Covid tests stood at ¢.55% (vs ¢.76% for non-Covid tests) owing
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Financial Summary (INR mn)
Y/E March FY18A FY19A FY20A FY21E FY22E
Net Sales 10,569 12,034 13,304 13,733 16,611

Sales Growth (%) 15.8 13.9 10.6 3.2 21.0
EBITDA 2,640 2,936 3,436 3,601 5,049
EBITDA Margin (%) 25.0 24.4 25.8 26.2 30.4
Adjusted Net Profit 1,707 1,993 2,259 2,364 3,389
Diluted EPS (INR) 20.5 23.9 27.1 283 40.6
Diluted EPS Growth (%) 10.1 16.7 13.3 4.7 43.4
ROIC (%) 51.5 55.6 66.6 71.2 118.4
ROE (%) 24.6 23.0 22.8 21.4 26.3
P/E (x) 923 79.0 69.7 66.6 46.5
P/B (x) 19.9 16.7 15.3 13.4 11.2
EV/EBITDA (x) 57.9 51.3 43.7 41.2 28.9
Dividend Yield (%) 0.2 0.3 0.8 0.5 0.6

Source: Company data, JM Financial. Note: Valuations as of 31/Jul/2020
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to higher reagent costs and the smaller scale of testing. While Dr Lal is currently
conducting Covid testing in Delhi, Kolkata and Indore, the company is now looking to
add capacity in 3-4 focus cities. The public vs private (home collection + hospitals) split for
Covid revenue stood at 60%/40%.

- High quality franchise but now fairly valued: The Kolkata Reference Lab is aiding volume
growth in the East with the region growing faster than the overall business. Sustained
focus on network expansion and a favourable collection center to lab ratio is expected to
further drive scale in the East. While Dr Lal has a strong presence in the B2B segment in
South and West India, it is now focusing on expanding its footprint in the B2C segment
via the franchisee-led model. Dr Lal plans to build clusters around the cities of Bangalore
& Pune and grow organically in contiguous markets. Dr Lal made 5 acquisitions in the
West in FY20 and continues to actively seek M&A opportunities outside its core Delhi
NCR market. The company is focusing on improving turnaround time, enhancing service
levels, leveraging technology to generate sales leads and on home collection to drive
differentiation and to retain its premium positioning in the B2C segment. While the
medium-term growth outlook remains robust, at c.47x FY22E EPS, the stock is now
trading at ¢.25% premium to its historical trading range with limited room for
underperformance.

= Key Con-Call Takeaways:

- Changes in patient behaviour and channel mix: Demand for home collection is increasing.
Walk-ins to company-owned labs have decreased while walk-ins to collection centers and
pick-up points have increased with patients avoiding labs which tend to be more
crowded.

- On_antibody testing as an opportunity: While antibody testing could help in
serosurveillance, the jury is still out on its role given that it is not a diagnostic test.
Antibody testing could be an opportunity once Covid cases plateau. The size of the
opportunity depends on how the pandemic shapes up. However, larger labs do not enjoy
any advantage in antibody testing over unorganized labs.

- Increase in fees to collection centers: The business model is dependent on collection
centers for scalability. The contribution of collection centers has increased with the
increase in contribution of ROI markets. The throughput per collection center in ROI
markets remains low. Moreover, Dr Lal does not offer door-step pick-up in ROl markets
unlike in NCR and, hence, offers higher fees to collection centers in those markets.

- Swasthfit contribution stable: The contribution of the Swasthfit wellness portfolio to
revenue has remained stable during the quarter indicating that preventive healthcare will
continue to gain traction going forward.

= Key financials:

Revenue/EBITDA/PAT of INR 2660 mn/ 483 mn/ 284 mn were -21%/-49%/-52% YoY and
were +21%/+40%/+54% vs our estimates. Gross Margin declined by 729 bps YoY (-467
bps QoQ) to 71.5% (JMFe: 76.5%). EBITDA margin declined by 1021 bps YoY (-83 bps
QoQ) to 18.2% (JMFe: 15.7%) with the beat primarily being driven by lower other
expenses (-556 bps vs JMFe, -206 bps YoY). Normalized EBITDA margin (pre-
ESPS/RSU/CSR) stood at 20.3%, declining by 920 bps YoY. Capex for the quarter stood at
INR 125 mn. Cash, FDs and liquid investments at the end of June'20 stood at INR 7598
mn as compared to INR 7443 mn at the end of Mar'20.
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Exhibit 1. Dr Lal 1QFY21 Earnings Snapshot

o 9
Dr. Lal - P&L (INR mn) 1Q20A 1Q21A %Yoy  1QIE ® Dezt&:: 185:5 % De'f:):: 4Q20A % QoQ
Total Revenue 3,352 2,660 -21% 2,195 21% 2,183 22% 3,017 -12%
COGS 712 759 7% 516 720 5%
Gross Profit 2,640 1,901 -28% 1,680 2,297 -17%
Staff Cost 583 595 2% 533 625 -5%
Other expenses 1,106 823 -26% 801 1,099 -25%
EBITDA 951 483 -49% 346 40% 312 55% 573 -16%
EBITDA margin (%) 28.4% 18.2% -1021 bps 15.7% 241 bps 19.0% -83 bps|
Other Income 144 14 -21% 151 -24% 120 -5%
Finance Cost 38 37 40 39
Depreciation 163 179 204 200
PBT 894 381 -57% 252 51% 454 -16%
Exceptional Items 0 0 0 0
Tax 303 97 -68% 64 53% 128 -24%
Tax Rate (%) 33.9% 25.5% 25.2% 28.2%
Minority Interest 3 0 4 1
PAT (Reported) 588 284 -52% 184 54% 136 109% 325 -13%
PAT margin (%) 17.5% 10.7% -687 bps 8.4% 10.8% -10 bps
Diluted EPS (INR) 71 34 -52% 2.2 54% 3.9 -13%
Dr. Lal - Cost margins 1Q20A 1Q21A % YoY Qe ® Deﬂt;;’: 4Q20A % QoQ
COGS/sales 21.2% 28.5% 729 bps 23.5% 503 bps 23.9% 467 bps
Staff cost/sales 17.4% 22.4% 498 bps 24.3% -189 bps 20.7% 165 bps
Other expenditure/sales 33.0% 30.9% -206 bps 36.5% -556 bps 36.4% -549 bps
Source: Company, Bloomberg, JM Financial
Exhibit 2. Estimate Changes
(INR mn) FY21E FY22E
o New growth change % Old New growth change %
Total operating revenue 13,326 13,733 3.2% 3.1% 16689 16,611 21.0% -0.5%
Gross profit 10,361 9,951 -3.5% -4.0% 13034 12,874 29.4% -1.2%
% margin 77.8% 72.5% -509bps 78.1% 77.5% 504bps
EBITDA 3,626 3,601 4.8% -0.7% 5041 5,049 40.2% 0.2%
% margin 27.2% 26.2% 40bps 30.2% 30.4% 417bps
PAT 2,415 2,364 4.7% -2.1% 3461 3,389 43.4% -2.1%
% margin 18.1% 17.2% 24bps 20.7% 20.4% 319bps
Diluted EPS (INR) 29.0 28.3 4.7% -2.1% 41.5 40.6 43.4% -21%

Source: Company, JM Financial
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Financial Tables (Consolidated)

Income Statement (INR mn) Balance Sheet (INR mn)
Y/E March FY18A FY19A FY20A FY21E FY22E Y/E March FY18A FY19A FY20A FY21E FY22E
Net Sales 10,569 12,034 13,304 13,733 16,611 Shareholders’ Fund 7,912 9,455 10,328 11,740 14,056
Sales Growth 15.8% 13.9% 10.6% 32% 21.0% Share Capital 833 833 833 834 834
Other Operating Income 0 0 0 0 0 Reserves & Surplus 7,078 8,622 9,495 10,906 13,222
Total Revenue 10,569 12,034 13,304 13,733 16,611 Preference Share Capital 0 0 0 0 0
Cost of Goods Sold/Op. Exp 2,260 2,624 2,987 3,782 3,738 Minority Interest 38 55 212 225 242
Personnel Cost 1,807 2,083 2,426 2,482 2,758 Total Loans 0 0 0 0 0
Other Expenses 3,861 4,391 4,455 3,868 5,066 Def. Tax Liab. / Assets (-) -169 -215 -228 -228 -228
EBITDA 2,640 2,936 3,436 3,601 5,049 Total - Equity & Liab. 7,781 9,295 10,312 11,737 14,070
EBITDA Margin 25.0% 24.4% 25.8% 26.2% 30.4% Net Fixed Assets 2,204 2,121 4,245 3,944 3,587
EBITDA Growth 11.2% 11.2% 17.0% 4.8% 40.2% Gross Fixed Assets 3,460 3,846 5,891 6,391 6,916
Depn. & Amort. 331 382 728 801 882 Intangible Assets 510 486 1,223 1,223 1,223
EBIT 2,309 2,554 2,708 2,800 4,168 Less: Depn. & Amort. 1,863 2,245 2,973 3,774 4,656
Other Income 312 460 550 550 574 Capital WIP 96 34 104 104 104
Finance Cost 8 8 153 161 169 Investments 1,448 1,848 1,643 1,643 1,643
PBT before Excep. & Forex 2,613 3,006 3,105 3,189 4,572 Current Assets 5,368 6,721 7,628 9,762 12,538
Excep. & Forex Inc./Loss(-) 0 0 0 0 0 Inventories 273 285 570 588 712
PBT 2,613 3,006 3,105 3,189 4,572 Sundry Debtors 412 532 514 643 777
Taxes 895 1,000 829 812 1,166 Cash & Bank Balances 3,135 4,903 5,691 7,662 10,069
Extraordinary Inc./Loss(-) 0 0 0 0 0 Loans & Advances 2 9 9 9 1M
Assoc. Profit/Min. Int.(-) 10 13 17 13 17 Other Current Assets 1,545 992 844 860 968
Reported Net Profit 1,707 1,993 2,259 2,364 3,389 Current Liab. & Prov. 1,239 1,395 3,204 3,612 3,698
Adjusted Net Profit 1,707 1,993 2,259 2,364 3,389 Current Liabilities 734 810 2,107 2,420 2,403
Net Margin 16.2% 16.6% 17.0% 17.2% 20.4% Provisions & Others 505 585 1,097 1,191 1,295
Diluted Share Cap. (mn) 834 83.4 834 83.4 834 Net Current Assets 4,129 5,326 4,424 6,150 8,840
Diluted EPS (INR) 20.5 239 271 28.3 40.6 Total — Assets 7.781 9,295 10,312 11,737 14,070
Diluted EPS Growth 10.1% 16.7% 13.3% 4.7% 43.4% Source: Company, JM Financial

Total Dividend + Tax 318 552 1,555 953 1,074

Dividend Per Share (INR) 3.2 55 15.5 9.5 10.7

Source: Company, JM Financial

Cash Flow Statement (INR mn) -

Dupont Analysis
Y/E March FY18A FY19A FY20A FY21E FY22E

Y/E March FY18A FY19A FY20A FY21E FY22E
Profit before Tax 2,613 3,006 3,105 3,189 4,572

Net Margin 16.2% 16.6% 17.0% 17.2% 20.4%
Depn. & Amort. 331 382 728 801 882

Asset Turnover (x) 15 1.4 1.3 11 1.2
Net Interest Exp. / Inc. (-) -231 -341 -296 161 169
Inc () / Dec in WCap. 89 93 122 o 282 Leverage Factor (x) 1.0 1.0 1.1 1.1 1.1
Others 109 89 115 0 0 RoE 24.6% 23.0% 22.8% 21.4% 26.3%
Taxes Paid -940 -1,043 -935 -812 -1,166
Operating Cash Flow 1,971 2,185 2,839 3,583 4,175 Key Ratios
Capex -725 -420 -796 -500 -525 Y/E March FY18A FY19A FY20A FY21E FY22E
Free Cash Flow 1,246 1,765 2,043 3,083 3,650 BV/Share (INR) 94.9 113.4 123.8 140.8 168.5
Inc (-) / Dec in Investments -1,195 -847 127 0 0 ROIC 51.5% 55.6% 66.6% 71.2% 118.4%
Others 197 270 408 0 0 ROE 24.6% 23.0% 22.8% 21.4% 26.3%
Investing Cash Flow -1,723 -997 -261 -500 -525 Net Debt/Equity (x) -0.6 -0.7 -0.7 -0.8 -0.8
Inc / Dec (-) in Capital 444 1 2 1 0 P/E (x) 92.3 79.0 69.7 66.6 46.5
Dividend + Tax thereon -318 -552 -1,555 -953 -1,074 P/B (x) 19.9 16.7 15.3 134 11.2
Inc / Dec (-) in Loans 0 0 -351 0 0 EV/EBITDA (x) 57.9 51.3 43.7 41.2 28.9
Others -1 -2 -1 -161 -169 EV/Sales (x) 14.5 12.5 1.3 10.8 8.8
Financing Cash Flow 125 -553 -1,905 -1,113 -1,242 Debtor days 14 16 14 17 17
Inc / Dec (-) in Cash 373 635 673 1,971 2,408 Inventory days 9 9 16 16 16
Opening Cash Balance 286 659 1,294 1,967 3,937 Creditor days 30 32 44 54 46
Closing Cash Balance 3,135 4,903 5,691 7,662 10,069 Source: Company, JM Financial

Source: Company, JM Financial
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History of Earnings Estimate and Target Price

Date Recommendation Target Price
8-Aug-17 Buy 1,000
13-Nov-17 Buy 1,000
12-Feb-18 Buy 1,010
14-May-18 Buy 1,010
13-Aug-18 Buy 1,010
11-Feb-19 Buy 1,150
20-May-19 Buy 1,148
23-Sep-19 Buy 1,350
11-Nov-19 Buy 1,355
3-Feb-20 Buy 1,750
19-May-20 Buy 1,660

% Chg.

0.0
1.0
0.0
0.0
13.9
-0.2
17.6
0.4
292
-5.1

Recommendation History
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Definition of ratings

Rating Meaning
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Important Disclosures
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company(ies) and sector(s), if any, covered in the report and may be distributed by it and/or its associates solely for the purpose of information of the select
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written
consent of JM Financial Institutional Securities. This report has been prepared independent of the companies covered herein.

JM Financial Institutional Securities is registered with the Securities and Exchange Board of India (SEBI) as a Research Analyst and a Stock Broker having trading
memberships of the BSE Ltd. (BSE), National Stock Exchange of India Ltd. (NSE) and Metropolitan Stock Exchange of India Ltd. (MSEI). No material disciplinary
action has been taken by SEBI against JM Financial Institutional Securities in the past two financial years which may impact the investment decision making of the
investor.

JM Financial Institutional Securities renders stock broking services primarily to institutional investors and provides the research services to its institutional
clients/investors. JM Financial Institutional Securities and its associates are part of a multi-service, integrated investment banking, investment management,
brokerage and financing group. JM Financial Institutional Securities and/or its associates might have provided or may provide services in respect of managing
offerings of securities, corporate finance, investment banking, mergers & acquisitions, broking, financing or any other advisory services to the company(ies)
covered herein. JM Financial Institutional Securities and/or its associates might have received during the past twelve months or may receive compensation from
the company(ies) mentioned in this report for rendering any of the above services.

JM Financial Institutional Securities and/or its associates, 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
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While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or
developments referred to herein, and JM Financial Institutional Securities does not warrant its accuracy or completeness. JM Financial Institutional Securities may
not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. This
report is provided for information only and is not an investment advice and must not alone be taken as the basis for an investment decision.
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The investment discussed or views expressed or recommendations/opinions given herein may not be suitable for all investors. The user assumes the entire risk of
any use made of this information. The information contained herein may be changed without notice and JM Financial Institutional Securities reserves the right to
make modifications and alterations to this statement as they may deem fit from time to time.
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