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DOLAT ANALYSIS & RESEARCH THEMES
IN-DEPTH+*PRECISE*ACTIONABLE

We met the management of Kaya to understand the new strategy and current
business environment across geographies. Key highlights of our interaction
were as follows —

Focus on India break-even would continue — The management reiterated
that the India business break-even is possible in three years if the SSSG
remains in the range of 13-15%. Though the company has not delivered the
targeted SSSG consistently in past few quarters, the management is optimistic
about the growth rate in the ensuing quarters.

Going slow on store addition — The management would focus on boosting the
profitability of existing stores rather than increasing the number of stores. The
main aim would be to increase the capacity of existing stores and generate
maximum revenues per store. To achieve this, the company would continue to
relocate old stores in existing geographies. In this process, short-term negative
impact on revenues is expected.

Aim to acquire new customers — Currently, the consumer base for Kaya is
very limited to higher middle-class and above. The company aims to increase
consumer base to cater to the maximum possible audience in the country.
Hence, the company has come out with new offerings in hair and skin business.

Attractive offerings to increase utilisation — In order to attract consumers in
the existing categories, the company has reduced prices in select segments
such as hair transplant from ¥ 100K to ¥ 65K. In addition, the company has
slightly tweaked the model to allow single sitting services to consumers
compared to multiple sittings earlier. Nevertheless, the company has not
reduced prices on all the services so that the value proposition in the business
would remain intact.

No significant increase in competition — The management has indicated that
though the company has leadership in the business, few existing players have
started similar services which Kaya is specialized in. Further, local competition
in different geographies continues to remain at the same pace which existed 8-
10 years back.

Stringent regulations to abet Kaya — As per management, the company has
106 dermatologists with MBBS and MD degree. However, the company claims
that the other players do not have dermatologists with similar qualification or
they have it with BHMS/BAMS degree. If regulations become stringent, the
companies would have to acquire a new set of dermatologists, whereas Kaya
would be at a sweet spot.

View — We continue to believe that the business model is unique to a limited
audience. Though the entry barriers are not very strong, the business is very
difficult to replicate or get to the nation-wide level. We believe that with an
increase in crude oil prices, ME business growth would be back on track. We
maintain ACCUMULATE with TP of ¥ 1,032.

FINANCIALS & Mn)

Particulars FY16 FY17 FY18E FY19E FY20E
Net Sales 3,699 4,102 4,216 4,804 5,363
Growth(%) ......................................... 113 ............... 10928 ............... 140 ............... 116
EB|TDA-134101 ................... 52 ................ 155 ................ 338
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Other takeaways from the meeting

50%-+ of services require doctor supervision. ~85% customers are women.

Services range start from ¥ 2,000. The average price of products is I 700-
800. Product availability rate is 90%.

Revenue contribution from services are:
Hair Free (25%)

Fairness, pigmentation (13%)
Anti-Aging (20%)

Products (18%)

Beauty 8-9%

Hair Care 5%

YV V V V V V

Key competitors of Kaya are Oliva Clinic in South, Dermatech in Delhi and
Sakhiya in the Western region

Launched Hair Transplant solutions for advanced hair loss in 3 cities. Steered
150-160 hair transplants this year.

Kaya shall focus on Hair Free, Antiaging, Products and Hair Care this year.
R&D accounts for less than 2% of revenue.

Management indicated an expansion in EBITDA margin by cost
rationalisation and improvement in efficiency.

Number of sessions increased from 51,000 to 58,000 per month with 48%
capacity utilisation (room utilisation and machine utilisation)

Exhibited double-digit growth in categories like laser.

Top 20 clinics account for 35% of revenue. The company has been relocating
and renovating the clinics, upgrading technologies and facilities. Expect 20-
25% growth in these clinics.

Company is reducing promotions to avoid discounting. Prices have
decreased by 14-16% in select services.

Earlier Hair transplant price was ¥ 100K, which has reduced to ¥ 65K now.
The price of laser hair free reduced from as high as ¥ 89K to ¥ 69K price point.

Customer count grew by 7% in India business. The number of repeat walking
of a consumer to consume services has gone up by 15%.

Except for 3-4 clinics, all the clinics have achieved break-even. In existing
market, it takes 1-1.5 years. In a new market, it takes 2-3 years for break-
even.

Average Clinic size is 1,200-1,800 sqft.

Average clinic EBITDA at Kaya is ~35%. The national average for clinic
EBITDA is 28%.
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Kaya Group
Exhibit 1: Revenue trend Exhibit 2: Trend in sales mix (%)
1,200 H r 20 100
1,000 -
L 15 80
800 A 60
600 A - 10
40
400 -+ 5
200 - 20
0 A - 0 0 n © © © (] N~ N~ N~ N~ [ee] [ee]
B Y9 99 g NN ® 9 Ad d d +H «H +HA «H A o« A
> 0> > > S 5> S S S S % I T Xtttk
LL LL LL LL LL LL LL L LL L LL
¥ 9 N o ¥ o9 N o S N o S 3 8 8 3 32 8§ 83 & 5 1
o B e Be e BEe BRo NNe e e NEe RNe) c oo oo oo oo o oo oo o o oo
mmm Revenue & mn) - LHS ——Rev Growth (%) - RHS ECure ®Care ™Products
Source: Company, DART Source: Company, DART (Q1FY18 Consol numbers NA)
Kaya India
Exhibit 3: Revenue trend Exhibit 4: Trend in sales mix (%)
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Exhibit 5: Revenue trend Exhibit 6: Trend in sales mix (%)
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Income Statement (X mn)

Cash Flow X mn)

Particulars Marl7 Marl8E Marl9E Mar20E  Particulars Marl7 Marl8E Marl9E Mar20E
Net Sales 4,102 4,216 4,804 5,363 Profit before tax 2) (200) 30 203
Other income 103 90 110 110  Depreciation & w.o. 201 229 235 245
Total Income 4,205 4,306 4,914 5,473 Net Interest Exp 5 13 0 0
Total Expenditure 4,002 4,164 4,650 5,026 Direct taxes paid 0 12 15 52
Operational / Direct exp. 431 485 558 631  Chg in Working Capital (150) 453 64 61
Employee Expenses 1,473 1,443 1,626 1,805 (A) CF from Opt. Activities 53 607 345 561
Selling & Adm. Expenses 2,097 2,236 2,466 2,590 Capex (643) (15) (300) (300)
EBIDTA (Excl. Ol) 101 52 155 338  Free Cash Flow (590) 592 45 261
EBIDTA (Incl. Ol) 203 142 265 448  (Inc.)/ Dec. in Investments 167 (167) 0 0
Interest 5 13 0 0  (B) CF from Invt. Activities (476) (182) (300) (300)
Dep. and Amortization 201 229 235 245  |Issue of Equity/ Preference 11 (15) 0) 0)
PBT & EO Items (2  (100) 30 203  Inc./(Dec.) in Debt 301 (301) 0 0
Profit Before Tax 2 (100) 30 203  Interest exp net 5) (13) 0 0
Tax 0 (12) (15) (52)  Other (6) 0 0 0
Net Profit 2 (88) 45 254  (C) CF from Financing 301 (329) 0) 0)
Minority Interest (6) 0 0 0 Net Change in Cash (122) 95 45 261
Net Profit (Adj.) (8) (88) 45 254  Opening Cash balances 278 156 252 296
Closing Cash balances 156 252 296 557
Balance Sheet (X mn) _
Particulars Marl7 Marl8E Marl9E Mar20E |Mportant Ratios
Sources of Funds Particulars Marl7 Marl8E Marl9E Mar20E
Equity Capital 130 130 130 130  (A) Measures of Performance (%)
Reserves 2,375 2,287 2,332 2,587 EBIDTA Margin (excl. O.1.) 2.5 1.2 3.2 6.3
Net Worth 2,505 2,417 2,462 2,717  EBIDTA Margin (incl. O.1.) 5.0 3.4 55 8.3
Minority Interest 15 0 0 0 Gross Margin 89.5 88.5 88.4 88.2
Loan Funds 301 0 0 0 Tax/PBT 00 120 (515 (255)
Total Capital Employed 2,822 2,417 2,462 2,717  NetProfit Margin 02 (21 0.9 47
Applications of Funds (B) As Percentage of Net Sales
Gross Block 3,644 3v674 3v974 4,274 Operational / Direct exp. 10.5 11.5 11.6 11.8
Less: Accumulated D&A 1,700 1,929 2,164 2409 Employee Expenses 359 342 338 336
Net Block 1,944 1v745 1v810 1,865 SeIIlng & Adm. Expenses 51.1 53.0 51.3 48.3
Capital Work in Progress 15 0 0 o (C) Measures of Financial Status
Investments 715 882 882 882 Debtors Period (days) 1.8 2.0 2.0 2.0
Current Assets, Loans & Advances Closing stock (days) 44.6 60.0 60.0 60.0
Inventories 502 693 790 882 Inventory Turnover Ratio (x) 8.2 6.1 6.1 6.1
Sundry Debtors 20 23 26 29  Fixed Assets Turnover (x) 1.1 1.1 1.2 1.3
Cash and Bank Balance 156 252 296 557  WC Turnover (x) 28 (20) (1) (174
Other Current Assets 21 35 39 44  Non-Cash WC X Mn) (9)  (462)  (526)  (588)
Loans and Advances 881 520 592 661 (D) Measures of Investment
sub total 1580 1,522 1,744 2173 EPS Q) (Adj) (0.6) (6.8) 35 19.5
Less: Current Liabilities & Provisions EPS R) (Reported) (0.1) (6.8) 3.5 195
Current Liabilities 1,173 1,444 1,645 1,837 CEPSQ) 14.8 10.8 215 38.3
Provisions 261 289 329 367 Book Value ) 192.4 185.6 189.1 208.6
sub total 1,433 1,733 1,974 2204 ROANW (%) (0.3) (3.6) 18 9.4
Net Current Assets 147  (210)  (230) (31) ROACE (%) 0.1 (3.6) 1.2 7.5
Total Assets 2,822 2417 2462 2,717 ROAIC (%) (6.00 (11.00  (6.3) 7.2
E — Estimates (E) Valuation Ratios
CMP ) 974 974 974 974
P/E (x) (1,546)  (144) 282 50
Market Cap. @ Mn.) 12,684 12,684 12,684 12,684
MCap/ Sales (x) 3.1 3.0 2.6 2.4
EV (X Mn) 12,114 11,550 11,505 11,245
EV/Sales (x) 3.0 2.7 2.4 2.1
EV/EBDITA (x) 120.0 222.6 74.4 33.3
P/BV (X) 5.1 5.2 5.2 4.7
FCFE Yield (%) 4.7) 4.7 0.4 2.1

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy > 20%
Accumulate 10 to 20%
Reduce 0to 10%
Sell < 0%

Rating and Target Price History

1400 - Month Rating TP ) Price R)*
1200 - Feb-17  Accumulate 816 785
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400 A Feb-18  Accumulate 1,032 974
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to the company(ies) covered herein. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have received or may
receive compensation from the company(ies) mentioned in this report for rendering any of the above services. Research analysts and sales
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referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness. Dolat Capital Market Private
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contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as the basis
for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market
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Market Private Limited. and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities
and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act
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recommendation and other related information and opinions. This report is neither an offer nor solicitation of an offer to buy and/or sell any
securities mentioned herein and/or not an official confirmation of any transaction. This report is not directed or intended for distribution to, or
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publication, availability or use would be contrary to law, regulation or which would subject Dolat Capital Market Private Limited. and/or its
affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not
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United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-
6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then
it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S.
registered broker-dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be
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