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Shiva & Shiva Orthopaedic Hospital Private Limited

Summary of Rated Instruments

Instrument™* Rated Amount Rating Action
(in crore)

Long Term-Cash Credit 10.00 (enhanced from [ICRA]BBB- (Stable); revised from
3.00) [ICRA]BBB (Stable)

Long Term-Term Loan 57.45 (reduced from [ICRA]BBB- (Stable); revised from
67.33) [ICRA]BBB (Stable)

Short Term- Non-Fund 1.00 [ICRA]JAS; revised from [ICRA]JA2

Based Limit

Total 68.45

*Instrument Details are provided in Annexure-1

Rating Action

ICRA has revised the long-term rating from [ICRA]BBB (pronounced ICRA triple B) to [ICRA]BBB-
(pronounced ICRA triple B minus) assigned to the Rs. 56.47 crore (reduced from Rs. 67.33 crore) term
loans and the Rs. 10.00 (enhanced from Rs. 3.00 crore) crore long-term fund based facilities of Shiva &
Shiva Orthopaedic Hospital Private Limited (“SSOHPL” / “the Company”)". ICRA has also revised the
short-term rating from [ICRA]JA2 (pronounced ICRA A two) to [ICRAJA3 (pronounced ICRA A three)
assigned to the Rs.1.00 crore short-term non-fund based facilities of the Company. ICRA has revised the
ratings to [ICRA]BBB- and [ICRA]A2 assigned to the Rs. 3.86 crore unallocated limit of the company.
The outlook assigned on the long-term rating is ‘Stable’.

Rationale

The revision in the ratings factor in the modest occupancy level at the Company’s Unit II in Infantry Road
and slower than the anticipated ramp up at the newly established multi-specialty hospital in
Yeshwanthpur i.e. Unit IV. Despite jump in SSOHPL’s top line during FY2016 with the commencement
of Unit IV during the year, its operating margin shrank to 7.57% on account of higher employee expenses
pertaining to on-boarding of doctors towards Unit IV as well as under absorption of other fixed costs. The
company reported significant net loss in FY2016 leading to the erosion of the net worth. The ratings
revision also takes into account the deterioration in the capital structure and debt protection metrics on
account of the debt funded capex towards establishing the Unit 1V, also resulting in high debt repayment
obligations over near to medium term. The ratings continue to factor high competitive intensity in the
healthcare industry in Bangalore with presence of other multi-speciality and orthopaedic hospitals in turn
restricting the Company’s growth to some extent.

The ratings, however, favourably takes into account the Company’s long track record in the healthcare
industry, strong brand presence of “Sparsh” Hospitals in the orthopaedic field supporting future business
growth and the extensive experience and reputation of the promoters in the orthopaedic field.
Diversification into multispecialty hospital and the expected ramp up at Unit Il on account of the tie-up
with the renowned neurosurgeon, Dr N K Venkataramana is likely to support the long-term revenue
growth. Notwithstanding the dip in the operating margin in FY 2016, the same has improved during nine
months of FY 2017 with the growth in top line; although at net level the company continue to incur loss
owing to the high depreciation and interest charges pertaining to the new unit. Nevertheless, the company
is expected to report sufficient cash accruals to service the debt obligations in a timely manner, also

! For complete rating scale and definitions, please refer ICRA’s website (www.icra.in) or other ICRA Rating Publications


http://www.icra.in/

ICRA

witnessed by the prepayments made by the company in the past positive. Further, positive growth outlook
for the industry with improving awareness and demand for quality healthcare is expected to drive
business growth for the Company. Going forward, SSOHPL’s ability to improve occupancy levels across
hospitals and revive its margins and hence, the capital structure and debt protection indicators would
remain key rating sensitivities.

Key rating drivers

Credit Strengths

e Established reputation of promoters and strong brand presence of the hospitals in the orthopaedic field

e Diversification into multispecialty hospital and expected ramp up in Unit Il and Unit IV likely to
support long-term revenue growth

e Notwithstanding the dip in 2015-16, operating margins remained comfortable over the years with
orthopaedics being among relatively more remunerative medical specialties

e Moderate working capital intensity

e Healthy demand outlook likely for healthcare services supported by increasing population and per
capita income

Credit Weakness

e Relatively moderate scale of operations, largely concentrated in Karnataka

e Modest occupancy levels at the Unit Il and nascent stage of operations at the fourth unit affected
overall profitability of the company as reflected during FY 2016; however, with ramp up in Unit IV
and tractions in volumes and realizations in Unit Il, the company reported improved profitability and
cash accruals during the current fiscal

e High level of competitive intensity with presence of other large, established multi-specialty hospital
chains and orthopaedic hospitals in Bangalore

e \Weakened capital structure and coverage metrics following the largely debt-funded capital
expenditure; however, with no major capex plans and improvement in occupancies, the same is
expected to improve over medium term

Description of key rating drivers highlighted above:

With an operating income of Rs. 73.17 crore in FY 2016, SSOHPL remains a relatively moderate sized
player in the healthcare services industry, with a focus on orthopaedics specialty. The company presently
operates four hospitals in Karnataka, with the first three being orthopaedic hospitals and the latest being a
multi-specialty hospital. The company’s hospitals specialize in orthopaedics—primarily total joint
replacement (TJR) surgeries—trauma care, plastic and maxillo facial surgeries. With the high goodwill of
the promoters among the medical fraternity and patient community, over the years, SSOHPL has created
a strong branding for Sparsh Hospitals in the orthopaedic segment. Consequently, it enjoyed reasonable
occupancy of around 57% at its Unit I during FY 2016. The performance of SSOHPL’s Unit II continued
to remain weak in 2015-16 with the hospital’s occupancy levels remaining low at about 15%, mainly
impacted by competition from hospitals in the vicinity and its focus on planned surgeries, where demand
has continued to remain subdued. In a bid to uplift the performance of Unit Il, the company has tied up
with a renowned neurosurgeon, Dr N K Venkataramana and his team, on a revenue sharing model to set
up a neurology department at the Infantry road Unit which would help in increasing volumes. The
company’s Unit III registered a marginal revenue growth of 4% during 2015-16; mainly driven by higher
realization per in-patient. During June 2015, SSOHPL inaugurated Unit 1V (multi-specialty hospital at
Yeshwanthpur in Bangalore), which led to significant jump in the top line during FY 2016. The new
hospital offers medical services under critical specialties, such as cardiology, neurology, gynaecology,
urology and endocrinology. The company has recruited specialists/consultants from hospitals across
Bangalore, which is expected to aid in attracting more patients. The revenue share from Unit | has
declined over last two years with the ramp up in Unit IV which has higher capacity, contributing to 35%
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of the total revenue during 9M FY 2017. However, given the nascent stage of operations, the capacity at
Unit IV (18% occupancy in FY 2016) remains sub optimally utilized which along with modest occupancy
in Unit 1l affected overall profitability of the company as reflected by operating margin of 7.57% FY
2016. Nevertheless, traction in volumes in Unit IV and revival in occupancy in Unit Il is likely to support
the operating profitability during the current fiscal, although, at net level the company is expected to incur
losses. Due to significant debt funded capital expenditure for the establishment of Unit IV, together with
erosion in net-worth, the gearing level increased to 9.38 times as on March 31, 2016. Furthermore,
coverage indicators have also weakened with the dual impact of higher debt and lower profits. Over the
years, the healthcare services industry has grown highly competitive with the increasing footprint of large
corporate hospital chains—such as Columbia Asia, Fortis, and Apollo Hospitals to name a few—and
other reputed standalone hospitals, such as Hosmat Hospital, which also specializes in orthopaedic care.
Going forward, the company’s revenue growth is expected to be driven by the improved occupancies in
Unit 11 and Unit IV (19% and 22% respectively in 11IMFY 2017) as well as price revisions undertaken
which is likely to aid the operating profitability. The capital structure is expected to improve over the
medium term with the repayment of the term loan and accretion to net worth with improvement in the
profitability.

Analytical Approach: To arrive at the ratings, ICRA has performed a detailed evaluation of the issuer‘s
business and financial risks.

Links to applicable Criteria
Corporate Credit Rating —A Note on Methodology
Rating Methodology for Hospitals

About the Company:

Incorporated in October 2003, Shiva & Shiva Orthopaedic Hospital Private Limited currently operates
three orthopaedic and one multi-speciality hospital in Karnataka — three in Bangalore and one at
Davangere. The first and the flagship hospital of the company is located at Narayana Health City,
Bangalore with a capacity of 108-beds while the second hospital is situated at Infantry Road, Bangalore
with a capacity of 80 beds. While the first hospital is owned and operated by the company, the second
hospital is housed in a leased premise. During 2012-13 and 2014-15, the company also took up
operational and management (O&M) contract for existing hospitals at Davangere and Bellur in Karnataka
and in 2015-16, has set up a mutli-specialty hospital in Yeshwanthpur, Bangalore. However, the Bellur
unit was closed down in 2015-16 as the progress was not as per expectations As a result, SSOHPL
presently has a total capacity of 315 beds catering to the orthopaedic speciality (including
accidents/trauma, joint replacement and other orthopaedic treatments and plastic and maxillofacial
surgeries) and about 250 beds catering to mutli-specialty treatments (spanning gynecology,
neurology/neurosurgery, cardiology/cardiovascular and thoracic surgery, nephrology and urology among
others).

The Company’s first hospital is accredited by National Accreditation Board for Hospitals & Healthcare
Providers (NABH) while the same is under process for the second and fourth unit. SSOHPL has been
promoted by Dr. Sharan S Patil who is a reputed orthopaedic surgeon specializing in Joint Replacements,
Paediatric Orthopaedics and Arthroscopies with over 15 years of medical experience.

Based on provisional numbers for nine months of FY 2017, the company reported a net loss of Rs. 3.38
crore on an operating income of Rs. 77.98 crore. For FY 2016, the company reported a net loss of Rs.
12.31 crore on an operating income of Rs. 72.61 crore as against a net profit of Rs. 1.97 crore on an
operating income of Rs. 50.16 crore for FY 2015.

Status of non-cooperation with previous CRA: Not Applicable
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Any other information: Not Applicable

Rating History for last three years:

Table: Rating History

S.No | Name of Current Rating Chronology of Rating History for the
Instrumen past 3 years
t
Type Rated Month- Month- year | Month- year Month-
amount year & & Rating in | & Rating in year &
(Rs. Rating FY2017 FY2016 Rating in
Crores) FY2018 FY2015
April June 2016 January March
2017 2016 2015
1 Cash Credit | Long 10.00 [ICRA]BBB- | [ICRA]BBB | [ICRA]BBB | [ICRA]BB
Term (Stable) (Stable) (Stable) B (Stable)
2 Term Loan Long 57.45 [ICRA]BBB- | [ICRA]BBB | [ICRA]IBBB | [ICRA]BB
Term (Stable) (Stable) (Stable) B (Stable)
3 Non-Fund Short 1.00 [ICRA]A3 [ICRA]JA2 [ICRAJA2 | [ICRA]A2
Based Term

Complexity level of the rated instrument:

ICRA has classified various instruments based on their complexity as "Simple", "Complex" and "Highly
Complex". The classification of instruments according to their complexity levels is available on the
website www.icra.in
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Annexure-1

Details of Instruments
Name of the Date of Coupon Maturity Date Size of the Current Rating and
instrument issuance rate issue (Rs. Cr) Outlook
Fund based -
Cash Credit - - - 10.00 [ICRA]BBB- (Stable)
Fund Based- i i EY 2022 9.20 [ICRA]BBB- (Stable)
Term loan-1
Fund Based- [ICRA]BBB- (Stable)
Term Loan 2 FY 2015 - FY 2024 48.25
Non-Fund
Based- Bank - - - 1.00 [ICRA]JA3
Guarantee

Source: SSOHPL
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About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and
financial services companies as an independent and professional investment Information and Credit
Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a
Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock
Exchange. The international Credit Rating Agency Moody’s Investors Serviceis ICRA’s largest
shareholder.

For more information, visit www.icra.in
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