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Rating BUY 

Price Rs966 

Target Price Rs1,202 

Implied Upside  24.4% 

Sensex  29,576 

Nifty 9,181 

(Prices as on April 10, 2017) 

 

Trading data 

Market Cap. (Rs bn) 80.0 

Shares o/s (m) 82.8 

3M Avg. Daily value (Rs m) 271 

 

Major shareholders 

Promoters  59.20% 

Foreign  5.96% 

Domestic Inst. 12.49% 

Public & Other  22.35% 

 

Stock Performance 

 (%) 1M 6M 12M 

Absolute 2.8 (7.8) (3.6) 

Relative  0.6 (13.1) (23.5) 

 

How we differ from Consensus 

EPS (Rs) PL Cons. % Diff. 

2018 23.2 23.5 -1.6 

2019 27.7 29.0 -4.5 

 

Price Performance (RIC: DLPA.NS, BB: DLPL IN) 

 

Source: Bloomberg 
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An oligopoly market to drive demand: Dr Lal Path Labs (DLPL) operates in an 

oligopolistic organized space of diagnostic business that enjoys a steady upside 

potential to capture market share from the fragmented standalone players as 

a)trends of growing urbanization, b)rise in evidence-based treatment and 

c)increasing health awareness (especially preventive care) are expected to drive 

demand for diagnostic testing services. 

DLPL’s broad network to optimise costs: With a wide network of 171 satellite labs 

and two reference labs (including upcoming Kolkata reference lab in 2017), DLPL 

plans to utilise several levers to optimise operating costs: 1)restructure lab network 

and concentrate testing in fewer centres and free-up more capacity for walk-in 

clients, 2)plans to automate some of the processes such as front-end registration 

staff, simpler pathology tests etc., 3)implementation of Lever 1 and 2 to result into 

increased productivity, rationalise work force and optimise asset utilisations and 

4)renegotiate for better deal in reagent costs and improve gross margin. 

DLPL is ideal for long-term investments: With the structural growth story in place in 

the diagnostic space, DLPL is a perfect fit for long-term investments as it has 

a)market leadership, b)pan-India network, c)strong brand equity, d)quality testing 

capabilities e)asset-light model with high capital return ratios in excess of 25% and 

e)half its balance sheet is cash and cash equivalents. We expect operational 

Revenues, EBITDA and PAT to grow at CAGR of 19%, 17% and 20%, respectively, in 

FY16-19E. This will result in average ROCE of 26% and ROE of 27%.  

Valuations to remain premium, Initiate with a “BUY”: While the listing of DLPL and 

Thyrocare has stimulated both primary and secondary market investments in the 

diagnostic sector, valuations of the listed companies remain at premium as there 

are only two listed players at present. With six decades of experience in 

diagnostics, inherent strength of business model and market potentials, strong 

cash inflow, debt-free status and robust return ratios, we initiate coverage on DLPL 

with a “BUY” rating and a 24-month price target of Rs1,202.  

Key financials (Y/e March)   2016 2017E 2018E 2019E 

Revenues (Rs m) 7,913 9,151 11,031 13,482 

     Growth (%) 20.0 15.6 20.5 22.2 

EBITDA (Rs m) 2,097 2,411 2,813 3,397 

PAT (Rs m) 1,322 1,597 1,917 2,290 

EPS (Rs) 16.0 19.3 23.2 27.7 

     Growth (%) (8.7) 20.6 20.1 19.5 

Net DPS (Rs) 2.5 3.9 4.6 5.5 

 

Profitability & Valuation   2016 2017E 2018E 2019E 

EBITDA margin (%) 26.5 26.4 25.5 25.2 

RoE (%) 32.2 28.1 27.3 26.6 

RoCE (%) 29.7 27.0 26.3 25.7 

EV / sales (x) 9.8 8.4 6.8 5.5 

EV / EBITDA (x) 37.0 31.7 26.8 21.8 

PE (x) 60.4 50.1 41.7 34.9 

P / BV (x) 15.7 12.7 10.3 8.4 

Net dividend yield (%) 0.3 0.4 0.5 0.6 

Source: Company Data; PL Research 
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Executive Summary 

 DLPL is one of the leading players in pathology services in India. It has a strong 

brand presence in North India and is increasing its presence in Eastern and 

Central regions of India  

 DLPL’s pan-India network currently includes one national reference laboratory 

(NRL) in Delhi, 171 clinical laboratories, 1,559 patient service centres (PSCs) and 

4,967 pick-up points (PUP). This extensive network has been built using a hub & 

spoke model  to widen national reach in pathology services 

 Automation of processes, restructuring of lab network, an asset-light model and 

pan-India presence have poised DLPL to deliver constant growth in revenues and 

capture market share from unorganized players 

 DLPL is likely to increase presence in East and Central India through opening of 

reference labs in Kolkata & Lucknow, which will help create headroom for 

expanding high-end tests across the country with offerings at competitive rates 

in new geographies  

 With the introduction of Diabetic care program and retina care program, DLPL 

continues to address the chronic care issues growing in the country due to a 

sedentary life style. Management is also open to further expand its chronic care 

program in West and South India through acquisitions due to lesser presence in 

those geographies 

 DLPL maintained average EBITDA margin at 25% in FY11-FY16 while growing its 

EBITDA at 30% CAGR to Rs2.1bn in FY16. With the management’s plan to 

rationalise manpower and optimise test-capabilities, DLPL is expected to 

maintain its strategy of expansion of satellite labs post setting up of two 

reference labs as it will facilitate better control of operating costs 

 DLPL generates strong cash flow and is a debt-free company. Though there is no 

laid out policy on payout ratios, we expect DLPL to use strong cash-flows for a 

combination of acquisitions and pay out to shareholders.  

 DLPL continues to maintain robust return ratios aided by an asset-light model 

and focus only on pathology. Its average ROE, ROCE and ROIC at 35%, 31% and 

57%, respectively, since FY15 are much higher than the peers in the organised 

sector as the company maintains its focus only in pathology testing with higher 

FA-turnover ratio 
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Walk-in customers remain the cornerstone of growth  

PE-induced new players to help expanding organised market 

With only four pan-India diagnostic chains to serve the Rs377bn market (Source: 

CRISIL) in India, the organised players caters to only 15% of the industry, of which, 

national diagnostic chains contribute only 8%. The strong free cash-flow generation 

and high capital return ratios of the public listed diagnostic companies resulted in 

increased valuations for these companies post listing. The sudden increase in 

valuations of the listed diagnostic players has resulted in increased number of PE 

investments in this space since 2015. There were four PE investments worth of 

US$154m in 2015.    

Exhibit 1: India Diagnostic – PE funding to increase pie-share of organised market 
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Source: Company Data, PL Research 

Exhibit 2: Pathology service market-DLPL ranked second following SRL 
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Source: Company Data, PL Research 
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85% of the industry is dominated by entities having single and double outlets. The 

diagnostic business in India is fragmented and organised sector is gaining market 

share and the sector itself is a sunrise sector. We expect DLPL’s revenue CAGR at 18-

20%, industry expansion at 16% CAGR and DLPL’s market share to increase to 3% 

from the existing 2.5%.             

Increasing regulatory reach to benefit organised players 

With increasing regulatory reach in Pharmaceuticals and medical instruments 

segments, we expect healthcare sectors, including Diagnostic and hospital services, 

to soon be under the scope of NPPA (Pharma regulator). While the diagnostic 

services come under state subject, Central government may define new regulator to 

monitor largely unregulated space of Indian healthcare business. In case of 

intervention of new regulator, there will be strong requirement of standardised 

practices and accreditation of pathology laboratories across the country. This will be 

beneficial for organised players as they already have these requirements in place 

while the local labs of unorganised single/double segment will have to increase 

operational costs to comply with the standardisation requirements. At present, the 

top-10 tests in the industry contribute 70% of the industry’s revenues and 

single/double labs generate larger share of revenues from these tests. 

Exhibit 3: Regulatory reach to grow further with rise in Govt. healthcare expenditure 
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Source: Company Data, PL Research 

In case of regulatory requirements for accreditations and quality practices in the 

industry, DLPL will also be benefitted like other peers in the organised sector. The 

company is, however, largely insulated from high concentration of revenues to top-

10 diagnostic tests. While 60-65% revenues for DLPL accrue from the top-50 

pathology tests, only 10-15% of the revenues are derived from top-10 tests. Hence, 

DLPL has a more broad-based revenue stream.        
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Surge in chronic therapies lead to focus on sick care, preventive care  

With growing urbanisation, higher per-capita income, industrialisation and 

expansion of fast-food chains in B and C class cities, the sedentary lifestyle has been 

spreading beyond cityscape blurring usual urban-rural divide in India. This has 

caused higher incidence of chronic/lifestyle diseases and DLPL is digging deeper into 

the preventive care technology and plans to have more customised offer for 

preventive healthcare. It has recently introduced Diabetic care program and Retina 

care program to address growing demography in these diseases. DLPL’s definition of 

preventive care program also include patients-in-hospitals (sick care) when severity 

of the chronic diseases goes beyond daily maintenance. Management also has plans 

to expand to West and South India through inorganic route due to its thin presence 

in the geographies.       

Exhibit 4: New healthcare policy to improve India’s rank among developing countries 
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Source: Company Data, PL Research 

Exhibit 5: Rise in chronic diseases leads to higher frequency of tests in sick, preventive care 
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Source: Company Data, PL Research 
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Plan in place to leverage satellite lab network across the country 

With a vast network of 171 satellite labs and two reference labs (including upcoming 

Kolkata reference lab in CY17), DLPL plans to utilise several levers to reduce/optimise 

operating costs: Lever 1) Out of the satellite lab network, DLPL is likely to 

concentrate testing in fewer centres and free-up more capacity for walk-in clients 

which will benefit margins. The company plans to utilise this model in key markets 

where it has strong presence. Lever 2) With introduction of better technology, DLPL 

plans to automate some of the processes such as front-end registration staff, simpler 

pathology tests etc. Lever 3) This will result in increased productivity out of similar 

resources and also helps to rationalise its work force and concentration of assets. 

Lever 4) DLPL expects to gain better deal for reagent rental costs, which could help 

to increase gross margin.    

Exhibit 6: Growing urbanisation to fuel growth in Indian diagnostic market 
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Source: Company Data, PL Research 

Exhibit 7: Network of DLPL satellite labs focus on urban, semi-urban demography 
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Source: Company Data, PL Research 
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Asset-light model and new reference labs to tap scalability 

With pathology business (without exposure to captive labs in hospitals) following an 

asset-light model, DLPL’s average fixed-asset (FA) turnover ratio remains high at 2.6x 

since FY13. Planning to optimise its satellite labs and sharing critical tests with new 

labs (KRL and LRL), there will be many free-up capacities in existing installations and 

increase DLPL’s FA-turnover ratio to 2.9x by FY19E, even after commissioning of two 

new reference labs in FY18E and FY19E. We expect gradual growth in the pace of lab 

rationalisation along with increase in competitive intensity among peers by FY20E. 

Exhibit 8: Strong expansion program of PSCs, PUPs to augment scalability of satellite labs   
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Source: Company Data, PL Research 

‘Hub and spoke’ model supported by franchisees, IT, infrastructure 

DLPL’s pan-India network currently includes one NRL in Delhi, 171 clinical 

laboratories, 1,559 PSCs and 4,967 PUPs. This extensive network has been built using 

a hub & spoke model, a strategy adopted by leading diagnostic chains like DLPL to 

widen national reach in pathology services. 

Operationally, DLPL’s 1,559 PSCs attend to walk-in clients with a prescribed test 

request from a physician. The supporting staff at PSCs collects the specimen required 

for testing and delivers to a clinical laboratory pre-designated to process the type of 

test requested. If the test request comes with more complexity, the sample is 

directed to the NRL in New Delhi for processing. 



  

  

 
 Dr. Lal PathLabs 

April 11, 2017 10 

Exhibit 9: Reach of a satellite lab, last mile connectivity through PSCs, PUPs 

 

Source: Company Data, PL Research 

In B-2-C model, DLPL’s 94.0% PSCs belong to its franchise network, while the rest is 

owned by the company. With 5-9 years of exclusive agreements, DLPL ties up with 

franchises and shares 20% of revenues. The quantum of sharing revenues varies 

depending upon competitive pressures in existing markets and aggressive approach 

to make inroads in new regions. The franchise agreements, however, make it 

mandatory to source sample exclusively for DLPL and maintain certain specific 

requirements in PSCs such as floor space, basic diagnostic equipments, 

phlebotomists, specimen collection and front-office staff. DLPL is also required to 

assist through technical, personnel and marketing support to draw better patient 

flow for PSCs. The company has increased PSCs by 16% to 1,559 in FY16 from 1,340 

in FY15, exhibiting commitment to ramp-up its pan-India presence. 
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Financials 

Growing brand reach, new geographies to drive sales in FY17E-19E 

DLPL is focussing more on marketing and has appointed a new chief of 

marketing/promotion for refocusing its brands and promotion along with increased 

reach among target clientele and new regions. With this move, DLPL is expected to 

increase revenue at 20% CAGR in FY16-19E. The company’s strong presence in 

metros and densely populated areas such as North India as well as expansion in 

under-penetrated regions such as East and Central India is expected to help maintain 

revenue growth. DLPL’s pan-India presence and NABL accreditation of Laboratory 

network would also help to accrue more corporate deals and customised offer of 

pathology test packages to address preventive healthcare requirements of new 

generations. Management is also assertive to expand in new regions with 

acquisitions if the value additions are profitable and have strategic fit to its long-

term plan.    

Exhibit 10: DLPL continues to achieve nourishing growth 
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Source: Company Data, PL Research 

EBITDA margin to be sustained at 25-27% on brand premium  

DLPL maintained average EBITDA margin at 25% in FY11-FY16 while growing its 

EBITDA at 30% CAGR to Rs2.1bn in FY16. The prime reasons attributed to its strong 

growth and margins are a) scalability of its hub & spoke model and b) expansion of 

its pan-India network. With the commissioning two new reference labs to increase 

operation costs, management expects annual EBITDA margin to remain stable at 25-

27% due to cost rationalisation in its current ecosystem in FY18E-20E. We expect 

EBITDA to grow at 17.4% CAGR with average margin of 26% in FY16-19E. With 

management’s plan to rationalise manpower and optimise test-capabilities, DLPL is 

expected to maintain prudent expansion of satellite labs post KRL and LRL as it would 

facilitate better control of operating costs. 
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Exhibit 11: EBITDA, EBITDA margins 
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Source: Company Data, PL Research 

Dividend payout, capex policy 

With strong operating cash flow and Rs2.9bn cash and current investments (FY16), 

DLPL plant is expected to maintain prudent pay-out ratio for dividend, capex and 

cash reserve for future acquisitions, in case valuation of target companies is 

reasonable. 

Exhibit 12: PAT, PAT margin, growth, Dividend payout ratio 
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Source: Company Data, PL Research 
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Exhibit 13: Capex Trend 
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Source: Company Data, PL Research 

Kolkata Reference Lab (KRL): To commence operations in Q3FY18E. KRL would also 

help to reduce work pressure in NRL (Delhi) for high-end tests including molecular 

biology testing. This will also create a lot of headroom for expanding high-end tests 

across the country. 

Lucknow Reference Lab (LRL): LRL is expected to commence operations in Q3FY19E 

and as they open the new lab in a new geography with competitive pricing, the 

operating margin could see some impact though there will be growth in existing 

business.     

Magnificent three: ROE, ROCE, ROIC 

With benefits of asset-light model and focus only on pathology (unlike its peers), 

DLPL’s return ratios are robust. Half the balance sheet is cash and cash equivalents 

and the company commands a very high ROIC. Its average ROE, ROCE and ROIC are 

35%, 31% and 57%, respectively, since FY15 and are much higher than the peers in 

the organised sector as the company maintains its focus only in pathology testing 

with higher FA-turnover ratio. DLPL’s ROIC maintains more than 52% since FY12 in 

comparison to other return ratios as its cash generation remains strong and core 

EBITDA margin is maintained at 25-27% with high FA-turnover ratio. We expect 

marginal reduction in return ratios in FY17E-19E due to a) investments in new 

reference labs in Kolkata and Lucknow and b) predatory pricing in newer 

geographies to draw major volume.    
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Exhibit 14: ROE, ROCE, ROIC remain healthy 
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Source: Company Data, PL Research 

Earnings growth to be maintained with better FCF, taxes, assets 

We estimate 20% CAGR in earnings in FY16-19E with strong free cash flow and 

balanced approach between capex and dividend pay-out. Cash and short-term 

investments are expected to grow at 31% CAGR in FY16-19E as free cash flow will be 

maintained at 11-13% of revenues and with gross block growing at 16% CAGR.  

Exhibit 15: Cash generation continues to be robust over the years 
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Source: Company Data, PL Research 
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Exhibit 16: Key financial parameters 

Key financial parameters FY15 FY16 FY17E FY18E FY19E 

ROE (%) 36.9% 32.2% 28.1% 27.3% 26.6% 

ROIC (%) 60.0% 54.8% 53.0% 57.4% 60.7% 

ROCE (%) 31.3% 29.7% 27.0% 26.3% 25.7% 

Net OCF to Sales 18.5% 18.6% 18.1% 17.0% 17.5% 

Tax Rate (%) 31% 34% 33% 32% 31% 

Capex (Rs. m) 349 432 400 650 650 

Source: Company Data, PL Research 

Going forward, we expect increased cash surpluses and an increase in other income 

from short-term investments. We expect adj. PAT margin to be maintained at 17-

18% which will enable DLPL to generate robust return capital ratios in excess of 25% 

in FY17E - FY19E.  



  

  

 
 Dr. Lal PathLabs 

April 11, 2017 16 

Valuation and Outlook 

While the listing of DLPL & Thyrocare have stimulated both primary (PE, venture and 

seed capital) and secondary market investments in diagnostic sector, valuations of 

the listed companies are not cheap as we believe there is a scarcity premium for 

listed players. With strong growth opportunities, shift from unorganised to organised 

segment, strong cash generation and high capital return ratios in excess of 25% is 

expected to result in companies like DLPL remaining with expensive valuations. 

Though DLPL has outperformed the indices since listing, the stock has 

underperformed in the last six months on profit booking by one of the PE investors. 

We expect the stock to continue its outperformance, going forward. 

Exhibit 17: Healthcare sector—Bird’s eye view 

 

Source: Company Data, PL Research    *As on FY15  **As on FY14 

We expect the overall diagnostic industry to grow at 16%, while the organised 

diagnostic sector to grow at 20-22% and top-20 players to grow at 30% for next 10-

15 years. With high revenue base and additions of new reference labs in Kolkata and 

Lucknow, we expect DLPL to grow at 20% CAGR ion FY17E-19E, 18% CAGR in FY20E-

26E, 13% CAGR in FY27E-36E and 3% terminal growth in revenues. With 1,559 PSC 

outlets and plans to add new ecosystem following new reference labs, we expect 

DLPL has an opportunity to increase franchise partners in East and Central territories 

in the country. 

Exhibit 18: Revenues, FCFE 

  FY17E FY18E FY19E FY26E FY36E Terminal Value 

Growth in Revenue 16% 21% 22% 18% 13% 3% 

Revenue                    9,151                   11,030                             13,481                      50,677                    1,72,026    

EBIT (1-t)                    1,431                     1,712                               2,099                        9,441                       29,674    

 + Depreciation                       276                        295                                  355                           525                            855    

 - Capital Expenditures                       400                        650                                  650                        1,393                            855    

 - Change in  WC                         69                        108                                    52                           502                         1,286    

 = FCFF                    1,238                     1,249                               1,752                        8,070                       28,388    

Source: PL Research 
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Net Operating cash flow (NOCF) is expected to be maintained at 17-19% of revenues, 

which are significantly higher than capex of Rs400 in FY17E and Rs650 each in FY18E 

and FY19E. Working capital remains 48-49 days or 6% of sales, mainly contributed by 

the storage of reagent chemicals and consumables. With strong cash generation and 

low working capital requirement, DLPL’s capex is to be funded from internal accruals 

and remain debt-free.  

Exhibit 19: Basic assumptions and derivation of Cost of Equity 

Risk free rate - Rf 6.9 Yield on 10-yr GOI bond 

Market risk premium-(Rm - Rf) (%) 7.6 
Risk  pertains to companies of similar 
business model 

Beta (b) (x) 0.7   

Cost of Equity - Ke (%) 12.2 Ke = Rf + b * (Rm - Rf) 

Cost of Debt - Kd (%) 0.0 Estimated gross cost of debt 

Tax rate (%) 32.0   

Post - tax cost of Debt 0.0   

Debt / Capital (%) 0.0   

Equity / Capital (%) 100.0   

Source: PL Research 

With risk-free rate of 6.9%, risk-premium rate of 7.6% and assumptions of 32% tax 

rate and 3% terminal growth rate, our DCF-based (FCFE) intrinsic value of the 

company is Rs99.5bn and derive target price of Rs1,202. We initiate coverage of 

DLPL with a ‘BUY’ recommendation and a TP of Rs1,202. 

Exhibit 20: Valuation under 3-tier FCFE methodology 

  (Rs m) % of EV   

Value of the firm for 2017E-2026E   21,918  22.0% Assumed 18% CAGR in revenues between 2017E-2026E 

        

Value of the firm for 2027E-2036E   31,000  31.2% Assumed 13% CAGR in revenues between 2027E-2036E 

        

Terminal Value   46,552  46.8% Assumed 3% CAGR for terminal years 

        

E.V   99,470      

Less: Value of Debt           -        

Value of Equity   99,470      

No. of Equity Shares (In m)       82.8      

Value of base business per share     1,202      

Source: Company Data, PL Research 
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Risks and Concerns 

Uncontrolled activity of franchises may jeopardise brand equity:  Like any 

healthcare services business, DLPL’s biggest asset is trust, integrity and image of its 

brand. With 94% franchisees in their network of 1,559 PSCs, DLPL carries risk of 

franchisees’ activities impacting their image and hence, their business at local 

ecosystem. A case in point would be the unconfirmed allegations that one of their 

franchisees at Jalandhar had contravened certain provisions of the Human Organs 

Transplantation (Amendment) Act, 2011, by swapping blood samples to match the 

DNA sample reports of donors & recipients for kidney transplants. Such allegations 

can be severely damaging to the brand equity of DLPL which functions in a 

competitive B2C market where quality & trust play a major role. 

Peer group intensity to increase competition: Competitive pressures from both 

unorganized players (85.0% of market share) as well as increase of more regional & 

pan-India players can lead to undercutting of prices, suppressing margins. The 

competitive intensity has increased post listing of DLPL and Thyrocare in CY16 as PE 

investors are aggressively funding smaller organised players (with regional presence) 

to expand pan-India presence. 

Exhibit 21: Key deals in the Diagnostic Sector 

Deal 
Type 

Announce 
Date 

Target Name Acquirer Name Seller Name 
Announced 
Total Value 

(mil.) 

Payment 
Type 

Deal Status 

M&A 19-Mar-14 
Medinova Diagnostic Services 

Centre 
Chaparral Health Services Ltd 

Medinova 
Diagnostic 

Services 
1.17 Cash Completed 

M&A 27-Mar-14 Medinova Diagnostic Services Vijaya Diagnostic Centre Pvt Ltd 
 

0.05 Cash Completed 

INV 9-Apr-15 Metropolis Healthcare Ltd PE Investor 
Warburg Pincus 

LLC 
N/A Undisclosed Completed 

INV 9-Sep-15 Metropolis Healthcare Ltd Carlyle Group LP 
 

135.38 Cash Completed 

INV 11-Apr-16 STAT-Diagnostica 

Siemens VC,Axis PE,Caixa 
Cap,Idinvest 

Partners,Boehringer Ingelheim 
VC,Kurma Life Science Partners 

 
28.53 Cash Completed 

INV 21-Apr-16 Core Diagnostics Pvt Ltd PE Investor 
 

0.15 Cash Proposed 

M&A 27-May-16 Delta Ria and Pathology Pvt Ltd Dr Lal PathLabs Ltd 
 

N/A Cash Pending 

M&A 6-Aug-16 Sriam Labs Pvt Ltd Laurus Labs Ltd 
 

3.14 Undisclosed Pending 

M&A 11-Aug-16 
South Africa operations/Metropolis 

Healthcare Ltd 
Unnamed Buyer 

Metropolis 
Healthcare Ltd 

N/A Cash Completed 

M&A 20-Sep-16 Medall Healthcare Pvt Ltd Potential Buyer 
 

300 Cash Proposed 

INV 20-Sep-16 Vijaya Diagnostic Centre Pvt Ltd 
Kedaara Capital Investment 

Managers Ltd  
52 Cash Proposed 

INV 1-Dec-16 Core Diagnostics Pvt Ltd 
Artiman VC,Eight Roads 

Services,F-Prime Inc  
12.31 Cash Completed 

INV 30-Dec-16 Suraksha Diagnostic Pvt Ltd OrbiMed Adv LLC 
 

N/A Cash Completed 

M&A 10-Jan-17 Tulip Diagnostics Pvt Ltd PerkinElmer Inc 
 

N/A Undisclosed Pending 

M&A 2-Feb-17 Rajkot Investment Trust Ltd Metropolis Healthcare Ltd 
 

N/A Cash Pending 

INV 16-Feb-17 Manipal Health Enterprises Pvt Ltd TPG Capital LP/US 
 

N/A Undisclosed Proposed 

INV 28-Feb-17 iGenetic Diagnostics Pvt Ltd CDC Group, Manipal Education 
 

19.5 Cash Completed 

Source: Company Data, PL Research 
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Lack of headroom for lowering reagent costs: While DLPL’s tie-up with multiple 

reagent suppliers negate the risk of disruption from single supplier, the company 

may not negotiate better price regime due to smaller quantity to be supplied by 

individual suppliers. Besides, any appreciation of USD limits the headroom for 

negotiating reagent price as major suppliers import materials in India.        

Price control from governments, new regulators: While the diagnostic healthcare 

services in India is presently not subject to extensive governmental control, the 

government could introduce more stringent regulations. Any adverse changes in 

regulations or introduction of price controls could impact DLPL’s business as it could 

impact peers too; for example, we have seen imposition of price caps for tests of 

epidemics such as dengue & malaria in the past. 

GST implementation may increase price as no service tax currently applied: While 

service tax is not currently levied on diagnostic services, it is uncertain whether these 

services would continue to remain exempted or zero rated under the proposed GST 

regime. This leaves a risk of tax-led price hikes putting organised players such as 

DLPL at a disadvantage in this fragmented and competitive industry. 

Operational disruptions in Delhi reference lab: Any interruptions in DLPL’s Delhi 

national reference laboratory or its IT-network systems which form the backbone of 

its entire business model could lead to serious disruptions in operations & 

profitability.  
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Company Profile 

DLPL is one of the leading pathology services providers in India, ranking second 

behind SRL (subsidiary of Fortis Healthcare) in terms of revenues. It is particularly 

strong in North India (especially the Delhi / NCR region) and has gained reasonable 

traction in the Eastern and Central parts of the country. Its national reference lab in 

New Delhi is the hub for its pan-India network. 

Exhibit 22: Organisational structure of DLPL 

 

Source: Company Data, PL Research 

DLPL has a wide and efficient network, organized into a classic "hub and spoke" 

model that allows it to centralize testing while collecting samples from a large 

number of locations at low incremental cost. This along with the primary focus on 

walk-in customers (65-70% of revenues) accounts for its superior profitability and 

return ratios, in our view. Going forward, we expect the company to focus on 

replicating its successful and wide spread presence in North India to other parts of 

the country through a mix of organic and inorganic initiatives. 

DLPL 

Standalone 

Turnover Rs7.6bn, 
PAT Rs1.25bn 

Subsidiaries 

Paliwal Diagnostics (80% 
Sub in Kanpur, UP) T/o-
Rs187.3m, PAT-Rs26.2m 

Paliwal Medicare (80% 
Sub in Kanpur, UP) T/o-
Rs38.5m, PAT-Rs8.4m 

APL Institute of Lab & 
Research (100% Sub, 

Ahmedabad, Gujarat) T/o-
Rs37.4m, PAT-Rs-0.3m 
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Exhibit 23: Pan-India diagnostic network 

 

Source: Company Data, PL Research 

The company serves individuals, hospitals, corporate customers, and other 

healthcare providers through a pan-India network comprising 171 clinical 

laboratories (including the national reference lab), 1,554 PSCs and 4,967 PUPs. It has 

a wide range of offerings, including routine and specialized tests. Besides, it also runs 

a home collection initiative, collects specimens from certain countries outside India 

and provides clinical laboratory management services to many hospitals and 

independent laboratories. 

Walk-in customers account for around two-thirds of DLPL's revenues and reflect its 

strong brand equity, particularly in North India. We expect this to remain the 

primary growth driver going forward as well. The rest of business comes from testing 

for third-party laboratories and hospitals, which do not have testing capabilities of 

their own for some or all tests. 
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Exhibit 24: Individual clients continue to dominate business mix 

Individual  
60%

Institutional
40%

 

Source: Company Data, PL Research 

The Main Hub – National Reference Laboratory in New Delhi: DLPL has a national 

reference laboratory in New Delhi (opened in July 2010). This is the main hub for the 

rest of its network. This laboratory can conduct all routine and specialized tests that 

are offered by the company. In addition to walk-in patients, it also receives test 

requests and related specimens from DLPL's clinical laboratories, PSCs and PUPs as 

well as through home collection. This laboratory is currently accredited by CAP 

(College of American Pathologists). 

Exhibit 25: DLPL's network of diagnostic ecosystem 

 
FY13 FY14 FY15 FY16 

Clinical Labs (Incl Reference Lab)         131          146          164          172  

Patient service centre (PSC)         824        1,064        1,340       1,554  

a) Owned           48            55            69            79  

b) Franchise         776        1,009        1,271       1,475  

Pickup points (PUP)       2,879        4,225        5,668       4,967  

Source: Company Data, PL Research 

Mini Hubs – Clinical Lab: Collection & Testing, Mostly Owned: DLPL has 171 clinical 

laboratories (mostly owned), excluding the national reference laboratory, that are 

strategically located in leading cities of India. These serve as “mini-hubs” 

surrounding PSCs and PUPs. These clinical laboratories receive test requests and 

related specimens from DLPL's PSCs and PUPs, as the mini centres are equipped to 

conduct and process routine diagnostic tests onsite. They also collect specimens for 

more complex, specialized testing and send those to the NRL. DLPL's clinical 

laboratory on Hanuman Road (New Delhi) was one of the first laboratories in India to 

attain an “International Accreditation” from CAP. 
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Spokes – PSCs: Pure Collection, mostly franchised: DLPL has 1,554 PSCs or collection 

centres (as of Sept 30, 2015) throughout India that collect specimens. The centres 

collect the specimens, as required, and deliver them for testing to either a clinical 

laboratory or the national reference laboratory (for more complex, specialized tests) 

for processing. 

Exhibit 26: Hub and Spoke model of DLPL 

 

Source: Company Data, PL Research 

Franchisee network and agreement: DLPL uses the franchisee route extensively for 

its patient service centres – only 79 are owned, while 1,475 are exclusive 

franchisees. This helps the company broaden its geographical reach. Franchisees are 

required to establish the centres in accordance with DLPL's standards & 

specifications, provide certain basic diagnostic equipment, obtain the physical space 

and in certain cases, recruit phlebotomists and other staffs. DLPL provides technical, 

personnel and marketing support in establishing and operating the centre and, in 

certain cases, provides consumables and collection materials. Franchisee 

agreements are exclusive and are typically for a period of five to nine years. They 

operate under a revenue-sharing model – DLPL records all gross revenues and, remit 

the agreed share to franchisees on a monthly basis. 
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Exhibit 27: Revenue contributions—North dominates, East emerging 

North India
72%

East India

13%

South India
7%

Wesrt India
7%

International
1%

 

Source: Company Data, PL Research 

PUPs – Help to widen reach: DLPL has established PUPs (over 4,967 as of Sept 30, 

2015) across India with third parties, where large and small hospitals, nursing homes, 

physician practices, laboratories and other healthcare service providers deliver 

patient specimens for testing in the company's clinical labs or the NRL. There are 

many healthcare providers have specimen/sample collection capabilities, but lack 

the resources or ability to provide testing services, and hence, outsource the tests to 

larger chains such as DLPL. The test reports are issued to patients either under 

DLPL's brand name or are “white-labelled” by the requesting entity or professional. 

Hospital and Clinical Laboratory Management: DLPL also offers laboratory 

management services to many hospitals and other independent laboratories. These 

are generally with hospitals that lack the resources, licenses or scale to operate 

onsite clinical laboratories efficiently. DLPL establishes and manages “in-hospital” 

clinical laboratories to conduct onsite routine testing and provide offsite support for 

more complex tests through its laboratory network. The hospital typically provides 

rent-free space and access to utilities /other infrastructure while DLPL provides the 

diagnostic equipment and are responsible for all costs relating to personnel, 

consumables, transportation and maintenance. As of Mar 31, 2015, the company 

had 19 laboratories under management contracts. 

Home Collection Service: DLPL also runs a home collection service in a bid to raise 

convenience levels for customers and enhance its appeal with individual customers. 

It also helps the company alleviate potential “high traffic” periods at its clinical 

laboratories and patient service centres. 

International Operations: DLPL also collects or receives specimens from certain 

countries for diagnostic testing at its clinical laboratories in India. These include 

Bhutan, Sri Lanka, Myanmar, the United Arab Emirates, Oman, Qatar, Kenya and 

Nigeria. It currently has no laboratories or testing facilities outside of India but is 

evaluating options. 
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Paliwal Network – an Acquired Business, Leading Player in Kanpur: Paliwal 

Diagnostics Private Ltd and Paliwal Medicare Private Ltd, both subsidiaries, operate 

diagnostics networks in Kanpur. The Paliwal network is co-branded with the DLPL 

brand to benefit from brand recognition and in turn, extends geographic reach. 

Paliwal acts as a “mini-hub” for its own network of franchisee service centres that 

collect specimens in that region. The Paliwal laboratory is capable of conducting 

routine testing and DLPL provides offsite support for more complex testing needs 

through its laboratory network. 

Exhibit 28: M&A history of DLPL 

Acquired companies Year of acquisition 

Amolak Diagnostics Private Limited 2001 

Sanya Chemicals Private Limited 2002 

Paliwal Medicare Private Limited 2008 

Paliwal Diagnostics Private Limited 2008 

Medex Healthcare Private 2008 

Medicave Diagnostic Centre Private Limited 2013 

Medicave Medical Systems Private Limited 2013 

APL Clinical Institute of Clinical Laboratory & Research Pvt Ltd  2014 

Source: Company Data, PL Research 

Services offered—Mainly Pathology Services: DLPL offers around 1,110 test panels, 

which are organized into approximately 1,934 pathological tests and 1,561 radiology 

and cardiology tests, as well as services that cover a range of specialties and 

disciplines. 

 Routine Testing – at all Clinical Laboratories: Routine testing is generally 

performed on the entire range of blood tests, serum, plasma and other body 

fluids and specimens such as microbiology samples. These tests measure various 

important bodily health parameters such as the functions of the kidney, heart, 

liver, thyroid gland and other organs. DLPL performs and reports most routine 

testing procedures at its clinical laboratories itself. 

 Specialized Testing – Mostly at the NRL, New Delhi: Specialized tests include 

molecular diagnostics, protein chemistry, cellular immunology, flow cytometry, 

genetics, cytogenetic, immunohistochemistry and advanced microbiology tests. 

They also include anatomic pathology testing for the diagnosis of cancer and 

other conditions through the examination of tissue and cell samples, and cover 

the disciplines of histopathology, cytopathology, clinical pathology and 

immunopathology. These tests may require professional attention from skilled 

personnel, generally require more sophisticated technology, equipment and 

materials and are performed less frequently than routine tests. 
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 Preventive and Related Healthcare Services: DLPL's experience in diagnostic 

and related healthcare testing services has allowed it to selectively combine 

diagnostic tests into various service packages. These packages assist patients 

and healthcare providers to monitor their health and to prevent or treat 

diseases and other health conditions. 

 Radiology Services – Provided in Some Clinical Laboratories: While DLPL is 

primarily a pathology services company, some of its clinical laboratories also 

provide radiology or imaging capabilities including echocardiograms (ECG), X-

rays and ultrasound. Certain laboratories which provide radiology services do so 

pursuant to arrangements where a third party will provide radiology services 

under a revenue-sharing agreement. 

Individual Patients – Largest Customer Group, Focus on Walk-ins: Individual 

patients collectively are DLPL's largest customer group. Walk-in customers 

contribute 65-70% of its revenues. The company bills patients on a fee-for-service 

basis and in accordance with its laboratories’ customer fee schedule. This remains a 

key focus segment in DLPL's future growth strategy as the company continues to 

invest in strengthening its brand equity and service offerings. 

Healthcare Providers – Direct and Indirect Source of Revenues: DLPL also provides 

diagnostics services to healthcare providers such as private laboratories, hospital 

laboratories, clinics, nursing homes, physicians and polyclinics. These healthcare 

providers have their own testing needs and while some have onsite testing facilities 

to serve their patients, they often lack the resources, expertise or scale to conduct 

certain tests. These are therefore referred to external diagnostic laboratories such as 

DLPL. 

Corporations and Institutions: DLPL also services institutions such as corporate 

employers (B-2-B), insurance companies and government agencies. Corporate 

customers and other institutions typically pay on a negotiated fee-for-service basis. 

The institutional contracts allow the employees of corporate customers to access 

DLPL's diagnostic and preventive healthcare services as part of their compensation 

packages. 
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Income Statement (Rs m) 

Y/e March         2016 2017E 2018E 2019E 

Net Revenue 7,913 9,151 11,031 13,482 

Raw Material Expenses 1,729 1,977 2,383 2,912 

Gross Profit 6,184 7,175 8,648 10,570 

Employee Cost 1,368 1,601 2,024 2,454 

Other Expenses 2,718 3,162 3,811 4,719 

EBITDA 2,097 2,411 2,813 3,397 

Depr. & Amortization 283 276 295 355 

Net Interest 5 1 — — 

Other Income 198 267 280 300 

Profit before Tax 2,007 2,401 2,798 3,342 

Total Tax 675 792 867 1,036 

Profit after Tax 1,332 1,609 1,931 2,306 

Ex-Od items / Min. Int. 10 12 14 16 

Adj. PAT 1,322 1,597 1,917 2,290 

Avg. Shares O/S (m) 82.7 82.8 82.8 82.8 

EPS (Rs.) 16.0 19.3 23.2 27.7 
 

Cash Flow Abstract (Rs m) 

Y/e March     2016 2017E 2018E 2019E 

C/F from Operations 1,469 3,769 1,877 2,363 

C/F from Investing (1,518) (141) (378) (360) 

C/F from Financing 4 (389) (466) (557) 

Inc. / Dec. in Cash (46) 3,238 1,033 1,446 

Opening Cash 233 187 3,425 4,458 

Closing Cash 187 3,425 4,458 5,905 

FCFF 380 1,404 1,453 1,943 

FCFE 380 1,404 1,453 1,943 

 
 
 

Key Financial Metrics 

Y/e March          2016 2017E 2018E 2019E 

Growth                         

Revenue (%) 20.0 15.6 20.5 22.2 

EBITDA (%) 34.5 15.0 16.7 20.8 

PAT (%) 38.2 20.8 20.1 19.5 

EPS (%) (8.7) 20.6 20.1 19.5 

Profitability                         

EBITDA Margin (%) 26.5 26.4 25.5 25.2 

PAT Margin (%) 16.7 17.4 17.4 17.0 

RoCE (%) 29.7 27.0 26.3 25.7 

RoE (%) 32.2 28.1 27.3 26.6 

Balance Sheet                         

Net Debt : Equity (0.5) (0.5) (0.6) (0.6) 

Net Wrkng Cap. (days) (42) (42) (40) (41) 

Valuation                         

PER (x) 60.4 50.1 41.7 34.9 

P / B (x) 15.7 12.7 10.3 8.4 

EV / EBITDA (x) 37.0 31.7 26.8 21.8 

EV / Sales (x) 9.8 8.4 6.8 5.5 

Earnings Quality                         

Eff. Tax Rate 33.6 33.0 31.0 31.0 

Other Inc / PBT 9.9 11.1 10.0 9.0 

Eff. Depr. Rate (%) 9.6 8.3 7.4 7.7 

FCFE / PAT 28.7 87.9 75.8 84.9 

Source: Company Data, PL Research. 

 
  

Balance Sheet Abstract (Rs m) 

Y/e March    2016 2017E 2018E 2019E 

Shareholder's Funds 5,074 6,283 7,734 9,468 

Total Debt 2 2 2 2 

Other Liabilities 148 236 307 392 

Total Liabilities 5,224 6,521 8,043 9,862 

Net Fixed Assets 1,280 1,374 1,749 2,064 

Goodwill 417 417 417 417 

Investments 643 675 709 745 

Net Current Assets 3,330 4,527 5,668 7,167 

     Cash & Equivalents 2,296 3,425 4,458 5,905 

     Other Current Assets 1,941 2,098 2,326 2,534 

     Current Liabilities 908 997 1,116 1,272 

Other Assets 197 203 208 214 

Total Assets 5,224 6,521 8,043 9,862 

 
 
 
 

Quarterly Financials (Rs m) 

Y/e March      Q1FY17 Q2FY17 Q3FY17 Q4FY17E 

Net Revenue 2,228 2,622 2,074 2,227 

EBITDA 604 798 469 540 

% of revenue 27.1 30.4 22.6 24.3 

Depr. & Amortization 65 67 71 73 

Net Interest — — 1 — 

Other Income 60 63 68 76 

Profit before Tax 599 794 465 543 

Total Tax 198 265 155 174 

Profit after Tax 398 525 309 365 

Adj. PAT 398 525 309 365 

Source: Company Data, PL Research. 
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