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Fortis Healthcare (FOHE.BO) 
 Downgrade to Sell: Escorts Pain Continues 
  

 Downgrade to Sell (3M) with a lower target price of Rs75/share — While we 
remain positive on Indian healthcare and Fortis’ long-term prospects, we 
believe the pain in Escorts will remain an overhang on profitability & valuations 
over the next few quarters. The decline on this front has been higher than we 
anticipated; we consequently cut EBIDTA estimates by 20-36% over FY09-10.  

 Escorts pain — Escorts Delhi’s occupancy fell sharply in FY08 due to the exit of 
Dr Trehan and the associated negative publicity, thus hurting topline and 
margins. While this was expected, the decline was higher than we anticipated. 
Fortis indicated that margins would improve over the next few quarters as costs 
are reined in, and there are some signs of this in 3QFY08. However, we believe 
that Escorts will still remain a drag on overall profitability in the near term. 

 High execution risk — A large part of Fortis’ expected growth over the next 
three years comes from the turnaround in Escorts as well as timely execution of 
its expansion projects in Shalimar Bagh & Gurgaon – all areas where there are 
execution challenges. While Fortis has shown the ability to rapidly scale up 
occupancies at its other hospitals, we believe the street will await signs of 
progress on these fronts before assigning a higher multiple to the stock. 

 Super speciality focus augurs well for long term — Fortis’ strong brand equity & 
super specialty focus position it well over long term to gain from the growing 
healthcare opportunity in India. With recent fiscal incentives for hospitals in 
tier II cities, we expect Fortis to step up its expansion plans. This should drive 
growth beyond FY10/11; however, it could be a drag on margins in the interim. 
 
Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield

31 Mar (RsM) (Rs) (%) (x) (x) (%) (%)

2006A -489 -2.88 na nm 4.1 -28.6 0.0

2007A -1,013 -5.92 -105.6 -13.2 3.6 -29.4 0.0

2008E -870 -3.84 35.1 nm 2.8 -17.4 0.0

2009E -309 -1.36 64.5 nm 2.9 -5.0 0.0

2010E 43 0.19 114.1 nm 2.9 0.7 0.0

Source: Powered by dataCentral          

Sell/Medium Risk 3M
from Buy/Medium Risk   

Price (05 Mar 08) Rs77.95
Target price Rs75.00

from Rs100.00   
Expected share price return -3.8%
Expected dividend yield 0.0%
Expected total return -3.8%
Market Cap Rs17,669M
  US$440M
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Fiscal year end 31-Mar 2006 2007 2008E 2009E 2010E

Valuation Ratios
P/E adjusted (x) nm -13.2 nm nm nm
EV/EBITDA adjusted (x) 92.0 49.5 53.0 19.9 13.1
P/BV (x) 4.1 3.6 2.8 2.9 2.9
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Per Share Data (Rs)
EPS adjusted -2.88 -5.92 -3.84 -1.36 0.19
EPS reported -2.88 -5.92 -3.84 -1.36 0.19
BVPS 18.84 21.55 27.96 26.59 26.78
DPS 0.00 0.00 0.00 0.00 0.00

Profit & Loss (RsM)
Net sales 2,926 5,124 5,033 8,090 10,506
Operating expenses -3,144 -5,477 -5,520 -7,994 -9,885
EBIT -218 -353 -487 97 620
Net interest expense -363 -660 -477 -431 -534
Non-operating/exceptionals 44 81 31 73 133
Pre-tax profit -538 -933 -933 -261 220
Tax 9 -73 78 -18 -140
Extraord./Min.Int./Pref.div. 39 -7 -15 -30 -36
Reported net income -489 -1,013 -870 -309 43
Adjusted earnings -489 -1,013 -870 -309 43
Adjusted EBITDA 232 485 429 1,089 1,692
Growth Rates (%)
Sales 296.8 75.1 -1.8 60.7 29.9
EBIT adjusted -37.4 -61.9 -37.9 119.9 541.1
EBITDA adjusted 422.4 109.3 -11.6 154.1 55.4
EPS adjusted -470.1 -105.6 35.1 64.5 114.1

Cash Flow (RsM)
Operating cash flow -132 -298 877 1,028 1,490
Depreciation/amortization 450 838 916 992 1,071
Net working capital -121 -96 886 304 222
Investing cash flow -7,167 -899 -2,281 -1,500 -1,700
Capital expenditure -679 -899 -2,280 -1,500 -1,700
Acquisitions/disposals -6,276 -1 0 0 0
Financing cash flow 7,450 1,337 1,450 966 1,220
Borrowings 3,987 -116 -2,070 966 1,220
Dividends paid 0 0 0 0 0
Change in cash 151 139 46 494 1,010

Balance Sheet (RsM)
Total assets 10,596 11,438 11,983 13,603 15,639
Cash & cash equivalent 167 307 353 847 1,857
Accounts receivable 678 882 453 728 946
Net fixed assets 4,541 5,085 6,904 7,867 8,951
Total liabilities 7,203 7,557 5,437 7,336 9,292
Accounts payable 790 1,053 1,455 2,378 3,104
Total Debt 5,985 5,922 3,852 4,818 6,038
Shareholders' funds 3,393 3,881 6,546 6,267 6,347

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 7.9 9.5 8.5 13.5 16.1
ROE adjusted -28.6 -29.4 -17.4 -5.0 0.7
ROIC adjusted -3.9 -4.3 -4.0 0.8 4.6
Net debt to equity 171.4 144.7 53.5 63.4 65.9
Total debt to capital 63.8 60.4 37.0 43.5 48.8

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific at 
CitiResearchDataServices@citigroup.com
or +852-2501-2791
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We downgrade Fortis to Sell (3M) from Buy (1M) with a lower target price of Rs75/share. While we 
remain positive on Indian healthcare and Fortis’ long-term prospects, we believe that the pain in 
Escorts will remain an overhang on profitability and valuations over the next few quarters. The 
decline on this front has been higher than we anticipated, and we consequently cut EBIDTA 
estimates by 20-36% over FY09-10.  While there are some positive signs of a turnaround in Escorts 
in 3QFY08, we believe investors will await signs of a more sustained recovery before assigning a 
higher multiple to the stock. 

What has changed? 

 Escorts pain: Fortis has been facing significant challenges in the integration 
of the acquired Escorts group of hospitals, largely in the flagship Escorts 
Delhi hospital. Escorts Delhi faced lower occupancy in FY08, due to the exit 
of Dr Naresh Trehan and associated negative publicity, thus hurting topline 
and margins. While this was expected, the extent of decline was higher than 
we anticipated. Fortis indicated that margins would improve over the next 
few quarters as costs are brought under control, and there are some signs of 
this happening in 3QFY08 (occupancy up from 57% to 61% QoQ; EBIDTA 
margins up from -3.1% to 8% QoQ). However, we believe that Escorts will 
still remain a drag on overall profitability in the near term. 

We have built in significant improvement in Escorts Delhi’s margins from 
FY09, as the company’s effort to control costs reflect in financials in the 
form of lower personnel cost and overheads as well as higher revenues 
driving operating leverage. Overall, we expect the Delhi facility to move from 
an EBITDA loss situation in FY08 to 6% in FY09E and 16% in FY10E.  

 Reducing estimates: In line with the delayed recovery in Escorts Delhi, we 
have reduced our estimates considerably for FY08-10E. Given that the 
flagship hospital is one of the largest contributors to Fortis’ topline and 
EBIDTA, the sharp fall in occupancy has taken a heavy toll on the aggregate 
numbers. We reduce revenue estimates by 19.5%, 6.4% and 3.2% over 
FY08-10E and EBIDTA estimates by 55%, 36% and 20% over FY08-10E. 
The sharp reduction in EBIDTA reflects the high operating leverage in a 
hospital which should work in Fortis’ favour once the occupancies begin to 
pick up again over the next few quarters. 

 

Lowering target price to Rs75/share 

We lower our target price to Rs75/share from Rs100/share on the back of our 
lower EBIDTA estimates. We continue to value Fortis at 15x FY09E EBIDTA. 
However, since the recovery in Escorts should only be a matter of time (some 
signs are visible in 3QFY08), we believe that the suppressed profitability for 
Escorts in FY09 does not reflect the true value of the franchise. As such, we 
base our valuation of the Escorts part of Fortis’ business on FY10E EBIDTA, 
which is a much more normalised number. We use a lower EV/EBIDTA multiple 
of 12x to value Escorts, given that we are basing it off 24-month forward 
EBIDTA. We continue to value the rest of Fortis’ business at 15x FY09E 
EBIDTA. Cumulatively, our revised target price comes to Rs75/share.  

Downgrade to Sell, Escorts Pain Continues

Figure 1. Escorts, Delhi (Occupancy & Margins) 
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Source: Company Reports, Citi Investment Research 

Figure 2. Earnings Revision (Rs M, %) 

YE March 2008E 2009E 2010E 
Revenues    
New       5,033           8,090         10,506  
Old       6,255           8,641         10,858  
% Change      (19.5)            (6.4)            (3.2) 
EBITDA    
New          429           1,089           1,692  
Old          962           1,703           2,116  
% Change      (55.4)          (36.1)          (20.1) 

Source: Citi Investment Research 
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Figure 3. Fortis Healthcare: Target Price Calculation 

  Target
 EV/EBITDA(x) 

 EBITDA 
(Rs M)  

 Target EV 
(Rs M)  

 CIR Comments 

Escorts 12.0x          700        8,397   at 12x FY10 EBITDA 
Fortis (Excluding Escorts) 15.0x          800       12,007   at 15x FY09 EBITDA 
Target EV (Rs m)        20,404   
Debt        3,499  
Target Value of equity      16,905  
No of Shares           227  
Target price/ Share           75   

Source: Citi Investment Research 
 

Fortis Healthcare 
 
 

Investment strategy 

We rate Fortis as Sell/Medium Risk (v/s Buy/Medium Risk earlier) with a target 
price of Rs75/share (v/s Rs100 earlier). While Fortis looks well placed to gain 
from the growing market for healthcare delivery services in India over the 
longer term, we believe its medium-term outlook depends on how soon it is 
able to turn around the operations at Escorts, Delhi.  This hospital has gone 
through some pain in the recent past due to the exit of Dr Naresh Trehan and 
the associated negative publicity, leading to lower occupancies and margins. 
While we believe that the recovery in the Delhi hospital’s revenues and 
profitability is only a matter of time (some signs visible in 3QFY08), we believe 
it could remain a drag on growth and valuations over the next few quarters. 
 

Valuation 

We prefer to use EV/EBIDTA versus EBIDTA CAGR as the primary method to 
value Fortis. We believe that hospital companies in India will have a predictable 
and steady revenue stream, given high unmet demand and low but growing 
penetration of organized healthcare. Fortis has only one directly comparable 
company listed on the Indian market - Apollo Hospitals. We continue to value 
Fortis at 15x FY09E EBIDTA, which is in line with the valuation we use for 
Apollo Hospitals as well. However, since the recovery in Escorts should only be 
a matter of time (some signs are visible in 3QFY08), we believe that the 
suppressed profitability for Escorts in FY09 does not reflect the true value of 
the franchise. As such, we base our valuation of the Escorts part of Fortis’ 
business on FY10E EBIDTA, which is a much more normalised number. We 
use a lower EV/EBIDTA multiple of 12x to value Escorts, given that we are 
basing it off a 24-month forward EBIDTA. We value the rest of Fortis’ business 
at 15x FY09E EBIDTA. Cumulatively, our target price comes to Rs75/share. 
 

Risks 

We rate Fortis as Medium Risk, as opposed to the default Speculative Risk 
rating we assign for stocks with a trading history of less than 260 days. We 
believe a Medium Risk rating is appropriate as Fortis enjoys strong visibility in 

Company description 

Fortis was set up and is owned by the 

founders of India's largest pharmaceutical 

company, Ranbaxy Laboratories. Fortis 

went public in May 07. It is a 

professionally managed company with a 

fairly broad management team, headed by 

Mr. Shivinder Singh (founder shareholder 

and Managing Director).  
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revenues/earnings and looks well poised to take advantage of the growing 
market for healthcare delivery in India, which is partly offset by the various 
litigations against Fortis, especially related to the Escorts group of Hospitals. 
Key upside risks to our rating include: (1) If occupancy rates in Escorts 
increase much faster than expected, the company could beat our earnings 
estimates; (2) Any significant acquisition, if accretive, could change the 
outlook on the stock; (3) any progress on Fortis’ plan to unlock value in its land 
holding could also trigger off an upmove in the stock. 
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respect to each issuer or security or any identified portion of the report with respect to an issuer or security that the research analyst covers in this research 
report, all of the views expressed in this research report accurately reflect their personal views about those issuer(s) or securities.  Each research analyst(s) also 
certify that no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research 
analyst in this research report. 
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Fortis Healthcare. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Fortis Healthcare. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Fortis Healthcare in the past 12 
months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): Fortis Healthcare. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Fortis Healthcare. 

Citigroup Global Markets Inc. or an affiliate received compensation in the past 12 months from Fortis Healthcare. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research product ("the Product"), 
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same important disclosures, 
with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at www.citigroupgeo.com. Private 
Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most recent research note/report 
regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citi Investment Research Ratings Distribution    
Data current as of 31 December 2007 Buy Hold Sell
Citi Investment Research Global Fundamental Coverage (3421) 50% 37% 12%

% of companies in each rating category that are investment banking clients 52% 53% 40%
Guide to Fundamental Research Investment Ratings: 
Citi Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citi Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and 
risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
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price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings:  Citi Investment Research's corporate bond research issuer publications include a fundamental 
credit opinion of Improving, Stable or Deteriorating and a complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the 
company featured in the report.  The fundamental credit opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to 
securities market vagaries.  The fundamental credit opinion is not geared to, but should be viewed in the context of, debt ratings issued by major public debt ratings 
companies such as Moody's Investors Service, Standard and Poor's, and Fitch Ratings.  CBR risk ratings are approximately equivalent to the following matrix:  Low 
Risk -- Triple A to Low Double A; Low to Medium Risk -- High Single A through High Triple B; Medium to High Risk -- Mid Triple B through High Double B; High to Speculative 
Risk -- Mid Double B and Below.  The risk rating element illustrates the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued 
by a company is held to maturity, based upon both fundamental and market risk factors. Certain reports published by Citi Investment Research will also include investment 
ratings on specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citi 
Investment Research's expectations for total return, relative return (relative to the performance of relevant Citi bond indices), and risk rating. These investment ratings are: 
Buy/Overweight -- the bond is expected to outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market); 
Hold/Neutral Weight -- the bond is expected to perform in line with the relevant Citigroup bond market sector index; or Sell/Underweight -- the bond is expected to 
underperform the relevant Citigroup bond market sector index.  Performance data for Citi bond indices are updated monthly, are available upon request and can also be 
viewed at http://sd.ny.ssmb.com/ using the "Indexes" tab. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 05 March 2008 04:00 PM on the issuer's primary market. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the Important Disclosures 
section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citi Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Investment Research to provide research coverage of 
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Smith Barney clients can ask their Financial Advisor for additional 
details.  Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the 
Product may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available 
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, 
APIMEC - Associação Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
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