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APOLLO 
HOSPITALS 

This is not a stock recommendation. 

Please do your own due diligence. 

Presenter is an investor in some of 

companies in healthcare sector 
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SECTOR 
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PERCEPTION 

OF 

HEALTHCARE 

SECTOR 

• Capex Heavy and hence stay away 

• Low Return on Capital Employed 

• Capitalism-Socialism Debate 

• Can never make profit due to 

political intervention (recency bias) 

• Doctor’s are king makers 
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PERCEPTION 

OF APOLLO 

HOSPITALS 

• A CAPEX heavy hospital business 

with all the features of hospital 

sector mentioned in previous slides 
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What does 
company do?? 
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BUSINESS 
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Hospital with approx. 10,000 bed capacity 

Pharmacy business with ~2800 stores 

Apollo Health and Lifestyle 



BUSINESS 
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PERCEPTION 

OF 
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• Capex Heavy and hence stay away 

• Low Return on Capital Employed 

• Capitalism-Socialism Debate 

• Can never make profit due to 

political intervention (recency bias) 

• Doctor’s are king makers 
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CURRENT PERCEPTION 
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FOR PERCEPTION, LETS REWIND 10 YEARS 
BACK 
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61% fall 

25-35% fall 

In short term, market is all about emotional perceptions. In long run, market is all about  

earnings and demand-supply economics 

45-50% fall 



WE ARE NOT ASTROLOGERS, SO, BEST 

WE CAN DO IS LEARN FROM HISTORY 

AND LOOK AT FUTURE FROM DEMAND-

SUPPLY  PERSPECTIVE… 

 

WHAT DOES HISTORY TELLS US 
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HISTORICAL PERFORMANCE 
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WHAT DOES 

FINANCIALS 

SAY 
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HISTORICAL PERFORMANCE 
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WHAT DOES 

FINANCIALS 

SAY 

• Historically, strong operational 

execution 

• Margins have fallen 

• PAT margins has gone down  heavily 

in last few years 

• CFO has gone up or constant in last 

few years 

• Debt has increased 
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MARKETS ARE 

OVERVALUED…SO 

HOW CAN WE GET 

VALUE? 
When the image 

perceived is disguised 

with respect to actual 

image 
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1. MOST   OF    THE    TIMES    VALUE   EMERGES 

WHEN   NOTHING   SEEM   TO   BE   RIGHT… 

 

UNLESS    T HERE   IS    DISRUPTION   RISK 

• Policy Changes  

• Political Interventions 

• Sentiment Impact 

• Underutilization of resources 

• Bloated financials with liabilities eating 

up and assets non-contributing 

• Profit eating emerging businesses 

• Loss making new hospitals 

• State related issues 

• Rising interest rates 
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2. Sometimes 

value is created 

when what it 

looks like and 

what it is actually 

is not the same 



2. DO COMPANIES 

ALSO HOLD SUCH 

IMAGES IN 

INVESTOR’S MIND? 
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BUSINESS DYNAMIC: PAST, PRESENT, FUTURE 
The basic business building blocks are also many times driven by memory perceptions 
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Revenue Trends 

 
Healthcare Services CAGR (FY08-17) : 17% 

 

Pharmacy CAGR (FY08-17) : 34% 

 

 

5-10 years down the line, if trend continues 

 

will you call it  

 

a hospital with a pharmacy business  

or  

a pharmacy with a hospital business 

?????????? 

705 

58 

-29 

760 

148 

-115 

? 

?? 

?? 

?? 

FY15 FY18 FY23-28 

Revenue Distribution 

EBITDA Distribution 

Hospital 

Pharmacy Clinic 



LET US COMPARE THESE 2 BUSINESSES 
ON RETURN ON CAPITAL EMPLOYED BASIS 
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Normalized hospital Return on Capital Employed has been ~ 18% 

(not as bad as we think) and has been more or less despite of old 

vs new hospital mix 

Peaked at 14% and declining. Is it a bad business? 



A UNIQUE FEATURE OF BOTH BUSINESSES ARE 
They are operating leverage driven business which gets better as they mature 
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HOSPITAL 

PHARMACY 

60% increase in count of pharmacy stores  => which means 35%  of stores are <4 years old => 

which means EBITDA margins can almost double for 35% of stores => A clear case of operating 

leverage 

Return on Capital 

Employed of matured 

stores ~ 25% 

30% 
50% 

60% 
70% 

Y1 Y2 Y3 Y4 

Reduction in ALOS 

means more on same 

capacity 



LEVERS OF HOSPITAL BUSINESS 



SO, LET US SEE WHAT IS THE 

SCOPE FOR OPERATING 

LEVERAGE????? 
Which means metric 

like PE, EV/EBITDA 

can hide more than 

what it reveals 
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SCOPE OF OPERATING LEVERAGE 
ON CAPACITY BASIS FOR HOSPITALS 
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Almost ~3000-4000(30%-40%) beds are < 3 years old 

This is has taken debt from 1000 cr to 2800 cr with: 

• Fixed asset going 2.5x up but yet to contribute fully 

• Interest is up from Rs 119 cr to Rs 257 cr. This increase is 20% of current profit 

• Depreciation is up from Rs 168 cr to 314 cr which is another 20% of current profit 

 

Together, this is 40% of PAT. So, from 8% of PAT margin to 3.5% PAT margin (almost 100% margin hit), almost 40% hit 

is directly by interest cost and depreciation as operating leverage has not fully kicked in, considering others constant 

 

1-1.5% margin hit has been due to policy (stent pricing)/Kolkata hospital issues which is another 15-20% of PAT 

 

Chennai hospital non-operational for 2 months due to VIP visit which further contributed to ~10% of PAT hit 

 

Remaining ~30% can be attributed to  upfront cost (doctor hires, marketing cost of new hospitals, new pharmacy stores 

FY18 



SCOPE OF OPERATING LEVERAGE 
Pharmacy Stores 
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HOW DOES FUTURE 

LOOKS LIKE 
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1.Market Size Opportunity 

2.Technology Disruptions 

 



MARKET SIZE OPPORTUNITY 



MARKET SIZE OPPORTUNITY 



TECHNOLOGY DISRUPTIONS 

https://news.microsoft.com/en-in/features/microsoft-ai-network-healthcare-apollo-hospitals-cardiac-disease-prediction/ 

https://www.livemint.com/Companies/7qQuekX0U2pKoAv9nMHsNJ/IFC-invests-Rs450-crore-for-29-stake-in-Apollo-Health.html 

https://tech.economictimes.indiatimes.com/news/technology/apollo-hospitals-adopts-ibm-watson-for-oncology-and-genomics/64275478 

http://forum.valuepickr.com/t/apollo-hospital-the-one-stop-healthcare-service/17964/14 

https://factsbeyondnumbers.wordpress.com/2018/06/07/apollo-hospital/ 
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TECHNOLOGY DISRUPTIONS 

• Can technology reduce cost of healthcare – CAPEX + OPEX model and make it a volume 

game for India? 

• Can technology bring in uniformity of service? 

• Can technology solve manpower scarcity challenge? 

• Can technology help to reduce over dependence on few doctors? 

• Can technology really disrupt healthcare operating model? 



Valuations 

34 



When you have businesses with significant capex which scales 

up in a staggered manner on profitability side with operating 

leverages possibility, a financial relative valuation metric like 

PE, EV/EBITDA based on TTM  numbers can hide more than 

what it reveals 

 

It is better to incorporate operational valuation with 

normalized scenario 
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VALUATION 
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SUMMARY 

• Hospital Drivers 

o Not such a bad business based on ROCE 

o  Increase in capacity utilization 

o Reduction in ALOS 

o Improvement in Case Mix 

o Post Capex expense reduction - reduction in 
debt, Slowness in accelerated depreciation, 
Better Asset Turns 

o Terminal Value Comfort 

o Non-cyclic demand (could be supply side)  

• Pharmacy Drivers 

o Operating leverage of new stores 

o Huge market size opportunity and high 

growth rate 

o Higher ROCE business 

o Potential increase in share of inhouse brands 

37 

• Risk to watch out for 

o More regulatory cuts 

o More debt 

o Recent stagnation in same bed 

revenue and same store revenue 

o Historical political risk 

o Too many loss making current 

ventures continue to bleed 

o Supply side economics 

o Corporate governance issues 

Disruptions 

They are both opportunity  

as well as threat 

Quality business? 

Reasonable Valuation? 

Margin of Safety? 

A mix of all? 

A reasonably ok business with few hidden quality business with low terminal value risk available at 

decent valuation with enough margin of safety. Hospital (Medium term) + Pharmacy (Long term) 



Questions?? 
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https://www.dropbox.com/sh/49ckmmlx4ggt2wx/AADuc4p

xzYgwhDTqMYkvqFxKa?dl=0 

Apollo Hospitals (1) 

Apollo Valuation Sheet 

https://www.dropbox.com/sh/49ckmmlx4ggt2wx/AADuc4pxzYgwhDTqMYkvqFxKa?dl=0
https://www.dropbox.com/sh/49ckmmlx4ggt2wx/AADuc4pxzYgwhDTqMYkvqFxKa?dl=0
https://factsbeyondnumbers.files.wordpress.com/2018/06/apollo-hospitals-1.xlsx
https://factsbeyondnumbers.files.wordpress.com/2018/06/apollo-valuation-sheet.xlsx

