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1H11 results review
Defensive growth story intact

Action: results in line, BUY reaffirmed

Raffles Medical posted a 12.8% y-y increase in 1H11 net earnings to
SGD11.7mn. The growth came on the back of volume growth and higher
patient intensity, despite losses in the Chinese operations and withdrawal
of jobs credit grants being a drag on margins. The results are in line with
our expectations and are consistent with consensus estimates. In our
view, a major reaction to the results is unlikely. We reaffirm our BUY
rating. Our target price is under review.

Catalysts: regional expansion, operating margin expansion
Possible near-term catalysts include: 1) regional expansion via M&A or
greenfield activities, at a reasonable price; and 2) upside to operating
margin expansion.

Valuation: TP unchanged at SGD2.52 (under review)

We value Raffles Medical based on 24.3x P/E (methodology unchanged),
a mean relative P/E discount (20%) to Parkway’s take-out P/E of 29x. We
base our 12-month TP on a blended FY11/12F EPS to partially price in its
aggressive expansion plans, which will only be more visible to investors
beyond 2H11F, in our view. Key risks to our call: 1) the group’s ability to
attract and retain medical professionals; and 2) regulatory risks in
Singapore.

31 Dec FY10 FY11F FY12F FY13F
Currency (SGD) Actual Old New Old New Old New
Revenue (mn) 239 279 279 329 329 390 390
Reported net profit (mn) 45 50 51 60 60 74 74
Normalised net profit (mn) 45 50 51 60 60 74 74
Normalised EPS 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Norm. EPS growth (%) 18.4 19.0 10.6 20.3 18.9 23.7 23.4
Norm. P/E (x) 27.4 N/A 24.5 N/A 20.6 N/A 16.7
EV/EBITDA 19.1 N/A 18.3 N/A 14.9 N/A 11.8
Price/book (x) 4.3 N/A 3.9 N/A 34 N/A 3.0
Dividend yield (%) 15 N/A 15 N/A 15 N/A 15
ROE (%) 16.9 16.5 16.7 17.8 17.7 19.2 19.1
Net debt/equity (%) net cash 7.0 6.9 2.2 2.1 netcash netcash

Key company data: See page 2 for company data and detailed price/index chart.
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Key data on Raffles Medical

Income statement (SGDmn)

Year-end 31 Dec FY09 FY10 FY11F FY12F FY13F
Revenue 219 239 279 329 390
Cost of goods sold -173 -186 -218 -256 -300
Gross profit 45 53 60 73 90
SG&A 0 0 0 0 0
Employee share expense 0 0 0 0 0
Operating profit 45 53 60 73 90
EBITDA 52 60 68 83 100
Depreciation -7 -7 -8 -9 -10
Amortisation 0 0 0 0 0
EBIT 45 53 60 73 90
Net interest expense 0 0 1 -1 0
Associates & JCEs 0 0 0 0 0
Other income 0 0 0 0 0
Earnings before tax 45 53 61 73 90
Income tax -7 -8 -10 -12 -15
Net profit after tax 38 45 51 60 75
Minority interests 0 0 0 0 0
Other items 0 0 0 0 0
Preferred dividends 0 0 0 0 0
Normalised NPAT 38 45 51 60 74
Extraordinary items 0 0 0 0 0
Reported NPAT 38 45 51 60 74
Dividends -16 -18 -18 -18 -18
Transfer to reserves 22 27 32 42 56
Valuation and ratio analysis

FD normalised P/E (x) 32.2 27.4 24.5 20.6 16.7
FD normalised P/E at price target (x) 34.8 29.6 26.5 22.3 18.0
Reported P/E (x) 31.9 26.9 24.3 20.5 16.6
Dividend vyield (%) 1.3 1.5 1.5 1.5 1.5
Price/cashflow (x) 25.9 25.2 21.0 17.9 14.4
Price/book (x) 4.8 4.3 3.9 3.4 3.0
EV/EBITDA (x) 22.5 19.1 18.3 14.9 11.8
EV/EBIT (x) 26.0 21.6 20.7 16.9 13.1
Gross margin (%) 20.8 22.2 21.7 22.3 23.1
EBITDA margin (%) 23.9 25.1 24.5 25.2 25.6
EBIT margin (%) 20.8 22.2 21.7 22.3 23.1
Net margin (%) 17.3 18.9 18.1 18.3 19.0
Effective tax rate (%) 15.6 14.3 17.0 17.0 17.0
Dividend payout (%) 41.4 40.5 36.6 30.8 24.9
Capex to sales (%) 1.8 2.3 52.9 10.9 2.1
Capex to depreciation (X) 0.6 0.8 19.0 3.8 0.8
ROE (%) 16.1 16.9 16.7 17.7 19.1
ROA (pretax %) 17.2 20.1 17.9 17.2 20.2
Growth (%)

Revenue 8.9 9.4 16.6 18.0 18.5
EBITDA 15.5 14.4 13.9 21.4 20.7
EBIT 17.4 16.5 14.1 21.3 23.0
Normalised EPS 19.7 18.4 10.6 18.9 23.4
Normalised FDEPS 20.1 17.7 11.6 18.9 23.4
Per share

Reported EPS (SGD) 0.07 0.09 0.10 0.11 0.14
Norm EPS (SGD) 0.07 0.09 0.10 0.11 0.14
Fully diluted norm EPS (SGD) 0.07 0.09 0.10 0.11 0.14
Book value per share (SGD) 0.48 0.55 0.60 0.68 0.79
DPS (SGD) 0.03 0.04 0.04 0.04 0.04

Source: Company data, Nomura estimates

Notes

Revenue growth on the back of
higher patient intensity and volume

growth
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Cashflow (SGDmn)

Year-end 31 Dec FY09 FY10 FY11F FY12F FY13F
EBITDA 52 60 68 83 100
Change in working capital 1 -3 1 -1 3
Other operating cashflow -6 -8 -10 -13 -16
Cashflow from operations 47 49 59 69 86
Capital expenditure -4 -5 -148 -36 -8
Free cashflow 43 44 -89 33 78
Reduction in investments

Net acquisitions 0 2 0 0 0
Reduction in other LT assets

Addition in other LT liabilities

Adjustments 0 0 1 0 1
Cashflow after investing acts 44 46 -88 34 79
Cash dividends -13 -16 -18 -18 -18
Equity issue 1 4 0 0 0
Debt issue -2 -1 46 0 0
Convertible debt issue 0 0 0 0 0
Others 1 -1 0 -1 -1
Cashflow from financial acts -13 -13 28 -20 -20
Net cashflow 31 32 -60 14 59
Beginning cash 45 75 107 47 62
Ending cash 75 107 47 62 121
Ending net debt -50 -85 22 8 -52
Source: Company data, Nomura estimates

Balance sheet (SGDmn)

As at 31 Dec FY09 FY10 FY11F FY12F FY13F
Cash & equivalents 75 107 47 62 121
Marketable securities 0 0 0 0 0
Accounts receivable 24 26 31 37 43
Inventories 5 5 6 7 9
Other current assets

Total current assets 104 138 84 105 173
LT investments 85 88 88 88 88
Fixed assets 146 144 284 311 309
Goodwill 0 0 0 0 0
Other intangible assets 0 0 0 0 0
Other LT assets 1 1 1 1 1
Total assets 337 372 458 505 571
Short-term debt 5 5 5 5 5
Accounts payable 52 51 58 64 75
Other current liabilities 9 10 10 10 10
Total current liabilities 65 65 73 79 89
Long-term debt 20 18 64 64 64
Convertible debt 0 0 0 0 0
Other LT liabilities 1 2 2 2 1
Total liabilities 87 85 138 144 154
Minority interest 0 1 1 1 1
Preferred stock 0 0 0 0 0
Common stock 173 177 177 177 177
Retained earnings 77 109 141 183 239
Proposed dividends 0 0 0 0 0
Other equity and reserves 0 0 0 0 0
Total shareholders' equity 250 286 318 360 416
Total equity & liabilities 337 372 458 505 571
Liquidity (x)

Current ratio 1.60 2.12 1.16 1.34 1.94
Interest cover 110.9 na na 128.6 214.5
Leverage

Net debt/EBITDA (x) net cash net cash 0.32 0.09 net cash
Net debt/equity (%) net cash net cash 6.9 2.1 net cash
Activity (days)

Days receivable 41.1 38.4 37.3 37.6 37.4
Days inventory 10.6 10.2 9.4 9.7 9.7
Days payable 109.1 100.9 91.1 87.4 84.5
Cash cycle -57.4 -52.3 -44.4 -40.1 -37.4

Source: Company data, Nomura estimates

Notes
Capex to be funded via operating
cashflows and a limited amount of
gearing

Notes
Robust balance sheet even as
company moves from net cash to net
debt position
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1H11 earnings summary

Raffles Medical posted a y-y increase of 12.8% in 1H11 net earnings to SGD22.2bn. The
growth came on the back of volume growth and higher patient intensity, despite losses in
the Chinese operations and withdrawal of jobs credit grants being a drag on margins.
This set of results is in line with our expectations (44% of full-year forecasts). We
maintain our BUY rating and target price (under review) of SGD2.52.

Key highlights

2Q11 revenues from Hospital services and Healthcare services were up 14.5% and
12.2% y-y, respectively. Key drivers of growth were better pricing from higher patient
intensity and volume growth. Foreign patient demand remained strong. 1H11 revenues
were up 14.5% y-y.

1H 11 net profit grew 12.8% on a y-y basis. 1H11 PAT margins (16.9%) were slightly
lower than in the corresponding period (17.2%), primarily due to withdrawal of jobs credit
grants (expired on 30 June 2010) and losses from its Chinese operations.

Fig. 1: 2Q11 results summary

(SGD'm) 2011 2Q10 %chg 1H11 1H10 %chg
Revenue 66,963 58,576 14.3 131,396 114,772 145
Other operating income 7 161 (95.7) 7 161 (95.7)
Inventories and consumables used (7,649) (6,653) 15.0 (15,085) (13,039) 15.7
Purchased and contracted services (5,277) (4,338) 21.6 (10,098) (8,173) 23.6
Staff costs (31,706)  (27,790) 141  (63,372) (55,412) 14.4
Depreciation of PPE (1,968) (1,691) 16.4 (3,846) (3,386) 13.6
Operating lease expenses (1,454) (1,343) 8.3 (2,878) (2,675) 7.6
Other operating expenses (4,586) (4,010) 14.4 (8,976) (8,206) 9.4
EBIT 14,330 12,912 11.0 27,148 24,042 12.9
Finance income 38 99 (61.6) 174 165 5.5
Finance expenses (70) (63) 111 (112) (134) (16.4)
EBT 14,298 12,948 104 27,210 24,073 13.0
Tax (2,612) (2,347) 11.3 (4,965) (4,349) 14.2
Net profit 11,686 10,601 10.2 22,245 19,724 12.8
Attributable to equity holders 11,630 10,564 10.1 22,109 19,632 12.6
Minority interests 56 37 51.4 136 92 47.8

Source: Company data, Nomura research

Management guidance

Management foresees cost pressures going forward but expects this will be mitigated by
improved pricing of hospital services. Management is also positive on the government’s
plan to involve private-sector doctors in coping with the public healthcare load.

Plans to expand its hospital wing remain on track, and the company is in the process of
obtaining planning permission from the URA. At the same time, the purchase of Thong
Sia Building was completed on 15 April 2011, and the company expects it to commence
operations in 2H12F. According to management, the revenue contribution from its
Shanghai facility remains small and is expected to break even in two years. Management
plans to fund its expansion plan via operating cashflows and a limited amount of gearing.
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Dividend payout

An interim dividend of SGDO0.01 was announced. Management reiterated its commitment
to pay an annual dividend of SGD0.035 despite capital commitments for its expansion
plans.

What does the result mean?

1H11 earnings are in line with our expectations (44% of full-year forecasts). We believe
the company remains on track in executing its expansion strategy, which we expect to
start bearing fruit in 2012F.

Stock reaction

Since the 1H11 earnings are in line with our expectations and are consistent with
consensus estimates, a major reaction to the results is unlikely, in our view.

Valuation methodology

We value Raffles Medical based on 24.3x P/E, a mean relative P/E discount (20%) to
Parkway’s take-out P/E of 29x. We base our 12-month TP on a blended FY11/12F EPS
of SGDO0.104 to partially price in its aggressive expansion plans, which will only be more
visible to investors beyond 2H11F, in our view.

Risks that may impede the achievement of the target price
Risks include: 1) the group’s ability to attract and retain medical professionals; and 2)
regulatory risks in Singapore.
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Issuer name Ticker Price Price date Stock rating Sector rating  Disclosures
Raffles Medical RFMD SP SGD 2.34 22-Jul-2011 Buy Not rated

Previous Rating

Issuer name Previous Rating Date of change
Raffles Medical Not Rated 03-Mar-2009
Raffles Medical (RFMD SP) SGD 2.34 (22-Jul-2011) Buy (Sector rating: Not rated)
Rating and target price chart (three year history)
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For explanation of ratings refer to the stock rating keys located after chart(s)

Valuation Methodology We value Raffles Medical based on 24.3x P/E, a mean relative P/E discount (20%) to Parkway'’s take-
out P/E of 29x. We base our 12-month TP on a blended FY11/12F EPS of SGD0.104 to partially price in its aggressive
expansion plans, which will only be more visible to investors beyond 2H11F, in our view.

Risks that may impede the achievement of the target price Risks include: 1) the group’s ability to attract and retain medical
professionals; and 2) regulatory risks in Singapore.
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