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. Qi BUY
Raffles Medical Group — Singapore (Maintained)
Concrete expansion plan in Singapore; premier healthcare play Company Update

What’s New

o Raffles Medical Group (RMG) has slightly underperformed the FSSTI,
faling 6.7% ytd vs the market's -5.9%. We highlight its concrete
expansion plans and reiterate BUY for its solid outlook, strong earnings
and execution track record. More details can be found in our blue top
report dated 22 Mar 11.

Stock Impact

e Premier healthcare exposure in Singapore. RMG is on our BUY list for
its robust business model, three-year EPS CAGR of 13% and reasonable
valuations. RMG is an excellent proxy to the rising demand for private
healthcare in Singapore and the region. Our DCF-based target price of
S$$2.81 implies a 26% price upside.

e Concrete expansion plans in Singapore. RMG recently acquired seven
floors of commercial space (with floor area of 42,668sf) in Thong Sia
Building in Orchard Road to convert it into a specialist medical centre.
The centre will further improve customer service as well as help raise
RMG’s market share of foreign patients given its strategic location in
Orchard Road. Total cost to renovate and fit out the medical centre is
estimated at S$10m, and full contributions should come on stream from
2013 onwards.

e Still on lookout for regional opportunities. Despite its recent
investment in Singapore, RMG continues to be on the lookout for
opportunities, particularly in China and ASEAN. Meanwhile, its medium-
term growth visibility has improved with its recent investment in Orchard
Road and the expansion of its flagship hospital’s capacity by 33%.

¢ Benefitting from robust growth in Singapore’s tourism sector. Visitor
arrivals to Singapore surged 16% yoy to 1,055,000 in Jan 11. We forecast
visitor arrivals to grow 10% yoy to 12.8m in 2011 as Singapore gears up
for the next round of major tourist attractions. We believe the strong
prospects for hospitality bode well for private healthcare providers such
as RMG. In addition, the group’s latest foray in setting up a specialist
centre in Orchard Road will position RMG to tap on the strong tourist
arrivals. Currently, about one-third of its patients are from overseas. Of its
foreign patients, Indonesians account for 20-25%, while Malaysians and
Russians account for 5-7% each.

Key Financials

Year to 31 Dec (S$m) 2009 2010 2011F 2012F 2013F
Net turnover 218.6 2391 260.4 289.4 314.2
EBITDA 52.3 60.3 67.7 76.3 86.3
Operating profit 45.5 53.3 61.3 69.9 79.9
Net profit (rep./act.) 37.9 45.3 50.9 58.0 66.1
Net profit (adj.) 37.9 45.3 50.9 58.0 66.1
EPS (S$ cent) 7.2 8.5 9.6 10.9 124
P/E (x) 30.9 26.2 233 20.5 17.9
P/BV (x) 4.6 4.0 3.6 3.2 2.8
EV/EBITDA (x) 222 19.3 171 15.2 135
Dividend yield (%) 1.3 1.6 1.6 1.6 1.6
Net margin (%) 17.3 18.9 19.5 20.0 21.0
Net debt/(cash) to equity (%) (20.0) (29.5) (4.5) (6.4) (8.5)
Interest cover (x) 127.7 252.2 n.a. n.a. n.a.
ROE (%) 16.1 16.9 16.8 17.1 17.3
Consensus net profit - - 50.2 57.8 68.4
UOBKH/Consensus (x) - - 1.01 1.00 0.97

Source: Raffles Medical Group, Bloomberg, UOB Kay Hian

Share Price S$$2.23
Target Price  S$2.81
Upside +26.2%

Company Description

Raffles Medical Group is a health care
provider. It operates medical clinics, imaging
centres and medical laboratories. RMG also
provides general and specialised medical
evacuation, medical advisory and dental
treatment services.

Stock Data

GICS sector Health Care
Bloomberg ticker: RFMD SP
Shares issued (m): 526.8
Market cap (S$m): 1,174.7
Market cap (US$m): 929.6
3-mth avg daily t'over (US$m): 1.4

Price Performance (%)

52-week high/low S$$2.52/S$1.55
1mth 3mth 6mth 1yr YTD
3.2 (7.1) 0.9) 411 (6.7)
Major Shareholders %
Dr Loo Choon Yong 53.0
FY11 NAV/Share (S$) 0.62
FY11 Net Cash/Share (S$) 0.03
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e Free cash flow to fund growth. The group’s operating cash flow remains
strong, with an operating cash flow of S$59m in 2010. Its net cash
balance rose to S$85m as at Dec 10. This will partially fund its acquisition
of seven floors of commercial space in Thong Sia Building as well as the
expansion of its current hospital. Although its capex will remain high over
2011-13, we believe funding is not a problem given its estimated strong
free cash flow of about S$40m p.a. Other than expansion capex, RMG’s
maintenance capex is about S$5m annually. Looking ahead, management
is comfortable with raising net gearing up to 25% to fund expansions or
acquisitions.

Earnings Revision/Risk

e We maintain our earnings estimates, which project a 3-year EPS CAGR
of 13%. Potential risks include delays in the expansion of its hospital,
retaining quality doctors and a global double dip in economic growth,
affecting demand for private healthcare.

Valuation/Recommendation

e Premier healthcare exposure in Singapore. RMG remains on our BUY
list with a target price of S$2.81, based on DCF valuation which factors in
a long-term growth of 4.0%. Our target price implies 28.9x 2011F PE,
which is more than 1SD to its mean PE of 20.6x (2003-present). We think
the premium is deserved given the scarcity premium after the de-listing of
Parkway and Thomson Medical as well as its strong operating cash flow.

Share Price Catalyst

e Better-than-expected earnings growth in 2011-12, clarity and updates on
its China expansion plans, and M&A newsflow in the sector, which could
further re-rate healthcare companies.
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Profit & Loss Balance Sheet
Year to 31 Dec (S$m) 2010 2011F 2012F 2013F Year to 31 Dec (S$m) 2010 2011F 2012F 2013F
Net turnover 2391 260.4 289.4 314.2 Fixed assets 232.3 338.0 3728 412.5
EBITDA 60.3 67.7 76.3 86.3 Other LT assets 1.2 1.3 14 15
Deprec. & amort. 6.9 6.4 6.4 6.4 Cash/ST investment 1071 464 55.1 66.6
EBIT 53.3 61.3 69.9 79.9 Other current assets 311 339 37.7 409
Associate contributions 0.0 0.0 0.0 0.0 Total assets 371.8 419.6 467.0 521.6
Net interest income/(expense) 0.2) 0.7 0.7 0.7 ST debt 46 2.0 2.0 2.0
Pre-tax profit 53.1 62.0 70.7 80.6 Other current liabilities 60.5 65.9 733 79.5
Tax (7.6) (11.2) (12.7) (14.5) LT debt 18.0 30.0 30.0 30.0
Minorities 0.2) 0.0 0.0 0.0 Other LT liabilities 1.7 19 20 22
Net profit 45.3 50.9 58.0 66.1 Shareholders' equity 286.4 319.3 359.2 407.3
Net profit (adj.) 453 50.9 58.0 66.1 Minority interest 0.5 0.5 0.5 0.5
Total liabilities & equity 371.8 419.6 467.0 521.6
Cash Flow Key Metrics
Year to 31 Dec (S$m) 2010 2011F 2012F 2013F Year to 31 Dec (%) 2010 2011F 2012F 2013F
Operating 49.2 59.0 66.8 74.6 Profitability
Pre-tax profit 53.1 62.0 70.7 80.6 EBITDA margin 252 26.0 264 275
Tax (6.9) (11.2) (12.7) (14.5) Pre-tax margin 222 238 244 25.7
Deprec. & amort. 6.9 6.4 6.4 6.4 Net margin 18.9 19.5 20.0 21.0
Working capital changes (2.5) 1.8 24 21 ROA 12.8 12.9 131 134
Other operating cashflows (1.4) 0.0 0.0 0.0 ROE 16.9 16.8 17.1 173
Investing (3.4) (132.1) (40.0) (45.0)
Capex (growth) (5.5) (132.1) (40.0) (45.0) Growth
Investments 0.0 0.0 0.0 0.0 Tumover 9.4 8.9 111 8.6
Proceeds from sale of assets 1.7 0.0 0.0 0.0 EBITDA 15.1 123 128 13.0
Others 04 0.0 0.0 0.0 Pre-tax profit 179 16.8 13.9 141
Financing (12.8) 12.0 (18.0) (18.0) Net profit 19.5 124 139 14.1
Dividend payments (15.8) (18.0) (18.0) (18.0) Net profit (adj.) 19.5 124 139 14.1
Issue of shares 43 0.0 0.0 0.0 EPS 17.8 124 139 14.1
Proceeds from borrowings (1.4) 30.0 0.0 0.0
Others/interest paid 0.0 0.0 0.0 0.0 Leverage
Net cash inflow (outflow) 3341 (61.1) 8.7 11.6 Debt to total capital 79 10.0 8.9 7.8
Beginning cash & cash equivalent 744 107.4 46.4 55.1 Debt to equity 79 10.0 8.9 7.9
Changes due to forex impact 0.0 0.0 0.0 0.0 Net debt/(cash) to equity (29.5) (4.5) (6.4) (8.5)
Ending cash & cash equivalent 107.4 46.4 55.1 66.6 Interest cover (x) 252.2 n.a. na. na.

Refer to last page for important disclosures.
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We have based this document on information obtained from sources we believe to be reliable, but we do not make any
representation or warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness.
Expressions of opinion contained herein are those of UOB Kay Hian Research Pte Ltd only and are subject to change
without notice. Any recommendation contained in this document does not have regard to the specific investment
objectives, financial situation and the particular needs of any specific addressee. This document is for the information of
the addressee only and is not to be taken as substitution for the exercise of judgement by the addressee. This document
is not and should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell any securities.
UOB Kay Hian and its affiliates, their Directors, officers and/or employees may own or have positions in any securities
mentioned herein or any securities related thereto and may from time to time add to or dispose of any such securities.
UOB Kay Hian and its affiliates may act as market maker or have assumed an underwriting position in the securities of
companies discussed herein (or investments related thereto) and may sell them to or buy them from customers on a
principal basis and may also perform or seek to perform investment banking or underwriting services for or relating to
those companies.

UOB Kay Hian (U.K.) Limited, a UOB Kay Hian subsidiary which distributes UOB Kay Hian research for only institutional
clients, is an authorised person in the meaning of the Financial Services and Markets Act 2000 and is regulated by
Financial Services Authority (FSA).

In the United States of America, this research report is being distributed by UOB Kay Hian (U.S.) Inc (“UOBKHUS”)
which accepts responsibility for the contents. UOBKHUS is a broker-dealer registered with the U.S. Securities and
Exchange Commission and is an affiliate company of UOBKH. Any U.S. person receiving this report who wishes to effect
transactions in any securities referred to herein should contact UOBKHUS, not its affiliate. The information herein has
been obtained from, and any opinions herein are based upon sources believed reliable, but we do not represent that it is
accurate or complete and it should not be relied upon as such. All opinions and estimates herein reflect our judgement
on the date of this report and are subject to change without notice. This report is not intended to be an offer, or the
solicitation of any offer, to buy or sell the securities referred to herein. From time to time, the firm preparing this report or
its affiliates or the principals or employees of such firm or its affiliates may have a position in the securities referred to
herein or hold options, warrants or rights with respect thereto or other securities of such issuers and may make a market
or otherwise act as principal In transactions in any of these securities. Any such non-U.S. persons may have purchased
securities referred to herein for their own account in advance of release of this report. Further information on the
securities referred to herein may be obtained from UOBKHUS upon request.

http://research.uobkayhian.com
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