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Strong healthcare demand fueling growth S$1.57
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Price Target: S$2.10

e 2007 earnings boosted by property gains. Raffles Medical Singapore
Group (RFMD) reports a two fold increase in 1HO7 earnings to Hospitals
S$19.9 million due to a 24.2% increase in revenue of S$79.1 James Sekchuan Tan”®
million. This was due to a gain on the fair vaue of Raffles (65) 6882-2367
Hospital for S$12.5 million in 2Q07. Stripping out this gain, the ~ 2messtan@ipmorgan.com
company would have recorded a46.4% Y/Y increase in net profits Price Performance

for 2Q07 to S$5.6 million. The company posted a 1H07 EPS of i
S30.0198, in line with our estimate of S$0.021 and above s Af"r
consensus of S$0.013. R e
06 T T T T T
e Both healthcare and hospital division posts strong growth: e
Revenue from healthcare and hospital services division posted o cenasey Pree 69

double digit growth in revenue, increasing by 17.6% and 33.2%,
respectively. We continue to witness strong operating leverage
from Raffles Medical Group’s operations and expect overall EBIT Absolute|735% 2.7%  17.7%  96.8%
margins to improve by 2.8ppt to 19.6% in FY 07E and by 2.0ppt to
21.6% in FYO8E.

e Trades on 31x and 23x FY(07-08E ex-cash P/E multiples: We
maintain our Overweight recommendation and our June 2008 price
target of S$2.10 based on our DCF valuation with a WACC of
6.1% and terminal growth of 2%. Key risks to our price target are
Raffles Medical Group's ability to fill the hospital’s planned
expanded bed capacity and stronger regional competition.
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Relative |56.5% 3.1%  14.9% 53.0%

Source: RIMES, Reuters.

Reuters: RAFG.SI, Bloomberg: RFMD SP Company data

S$ in millions, year-end December 31 52-week range 5$0.79 - 1.61
2006 2007E 2008E 2009E Market cap (S$MM) 807

Revenue (S$MM) 134.2 163.2 199.7 2375 Market cap (US$MM) 533

Net profit (SSMM) 15.7 46.9 30.7 375 Shares outstanding (MM) 514

*Recurring net profit (SSMM) 15.7 219 30.7 375 Avg daily Volume (MM) 0.7

*EPS (S cents) 34 45 6.0 7.3 Avg daily value (SSMM) 1.0

DPS (S cents) - Net 4.0 48 55 6.5 Avg daily value (US$MM) 07

Sales growth (%) 18.9% 21.5% 22.4% 18.9% STI 3,526

*Net profit growth (%) 31.4% 39.4% 40.2% 22.2% Exchange rate S$1.514/US$

*EPS growth (%) 31.4% 32.3% 33.4% 22.2%

*ROE (%) 13.9% 11.0% 15.3% 18.3% Source: Bloomberg.

PIE (x) 463 350 263 215

NAV per share (S¢) 24.3 38.6 39.1 39.9

Net dividend yield (%) 2.5% 3.0% 3.5% 4.1%

Source: Company reports, JPMorgan estimates. *Based on weighted shares outstanding.
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The company recorded a one-off
gain from the fair value gain of
an investment property of S$12.5
million. Stripping out this gain
and the tax deferment for this
gain, the company’s net profit
would have been ¢.S$5.6 million,
a 46.4% Y/Y increase in core
earnings in 2Q07.

The company continues to
witness gross margins and EBIT
margin expansion for its overall
operations as it sees higher GP
visits and higher average
billing/day from its healthcare
and hospital divisions.

The company is currently
exploring investment,
consultancy and management
opportunities in hospitals and
medical centers in China,
Malaysia, India, Vietham and the
Middle East.

YTD, the company has increased
its operational beds to 175 from
150 in FY06 and continues to see
more intensive cases.

Despite having the largest family
medicine network in Singapore
(c60 clinics islandwide, treating
approximately one million
Singaporeans p.a., including
>5,000 corporate clients), Raffles
Medical Clinics is expected to
continue to expand from 60 to 75
clinics domestically, and four to
eight clinics regionally over the
next three years.

YTD, the company has increased
its clinics by 62 and is targeting
to hit 65 clinics by this year-end.
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Highlights of 1HO7 results

Table 1: 1HO7 results summary

JPMorgan £)

S$ in millions

1Q06 2Q06 3Q06 4Q06 1Q07 2Q07  Chg % Y/IY
Sales 30.912 32.770 35.021 35.545 37.681 41.393 26.3
Cost of goods sold (21.632)  (21.929)  (22.749)  (22.927)  (25.249)  (26.102) 19.0
Gross profit 9.280 10.841 12.272 12.618 12.432 15.291 41.0
Other income 0.386 0.415 0.432 0.634 0.509 0.488 17.6
Other opex (6.220) (6.753) (7.592) (7.103) (7.959) (9.271) 37.3
EBIT 3.060 4.088 4.088 6.343 4.499 6.038 41.7
Non-oper. income 0.000 0.000 0.000 0.000 0.000 0.000
Interest income 0.386 0.415 0.415 0.415 0.483 0.470 13.3
Interest expense (0.028) (0.028) (0.028) (0.025) (0.024) (0.024) -14.3
Share of associates 0.330 0.318 0.318 (0.023) 0.190 12.871 3947.5
Pretax profit 3.748 4.793 4.793 6.710 5.148 19.355 303.8
Tax (0.847) (0.991) (0.991) (1.448) (1.014) (3.575) 260.7
Minority interests (0.009) (0.003) (0.003) (0.039) (0.021) (0.026) 766.7
Net profit 2.892 3.799 3.799 5.223 4113 15.754 3147
Margins (%)
Gross margin 30.0 331 35.0 355 31.0 34.6
SGA % sales 20.1 20.6 217 20.0 20.0 20.5
EBITDA margin 12.6 15.0 0.0 0.0 11.9 0.0
EBIT margin 9.9 125 117 17.8 119 14.6
Pre-tax margin 121 14.6 13.7 18.9 13.7 46.8
Net Margin 9.4 11.6 12.3 13.7 8.8 0.0
Depr % of sales 2.7 2.6 0.0 0.0 2.6 0.0
Effective tax rate % 23 21 21 22 20 18
Source: Company reports, .]PMorgan estimates.
Table 2: Key assumptions—Raffles Hospital
Raffles Hospital FY05 FY06 FYO7E FYO8E FY09E
No. of beds - licensed 380 380 380 380 380
No. of beds - operational 150 150 200 200 250
Average occupancy (%) 60 60 50 60 55
Average length of stay (days) 2.80 3.00 3.00 3.00 3.00
Average hilling/day (S$) 1,833 2,238 2,462 2,536 2,612
Operating revenue 60.2 735 89.9 1111 1311
YIY increase (%) 29.5 22.1 222 23.6 18.0
Operating costs (SSMM) (50.3) (60.6) (71.8) (84.9) (994)
EBIT (S$MM) 9.9 129 18.1 26.2 317
EBIT margins (%) 16.5 17.6 20.1 23.6 24.2
EBITDA (S$MM) 11.7 15.0 22.0 30.1 35.6
EBITDA margins (%) 194 20.3 24.4 27.1 27.2
Source: Company reports, JPMorgan estimates.
Table 3: Key assumptions—Raffles Medical Clinics
Raffles medical clinics FY05 FY06 FYO7E FYOSE FY09E
Total number of clinics 64 64 71 77 83
Singapore 60 60 65 70 75
Hong Kong 4 4 5 6 7
Others - - 1 1 1
Average revenuer per clinic per day (S$) 2,252.0 2,597.4 2,826.9 3,150.7 3,510.0
Growth in revenue per clinic per day (%) -10.1 15.3 8.8 115 11.4
Operating revenue (S$MM) 52.6 60.7 73.3 88.5 106.3
YIY increase (%) -4.2 15.3 20.7 20.9 20.1
Operating costs (SSMM) (49.3) (54.6) (64.8) (77.0) (92.0)
EBIT (S$MM) 3.3 6.1 8.4 115 14.4
EBIT margin (%) 6.3 10.0 115 13.0 135
EBITDA (S$MM) 45 7.2 9.6 12.7 155
EBITDA margin (%) 85 11.9 13.1 14.3 14.6

Source: Company reports, JPMorgan estimates.
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Table 4: Regional healthcare comparisons

Company name Ticker Last price Mkt cap Dividend P/IB P/S PIE (x) ROE  Liquidity =~ Operating
(local curr) Usb MM yield (%) USDMM  margin %
Australia FYO6  FYO7E  FYO8E
Healthscope HSP 5.43 1005 37 17 11 217 177 16.1 9.3 13 8.8
Primary healthcare PRY 12.02 1174 35 3.8 6.0 305 26.0 223 128 0.2 30.8
Ramsay healthcare RHC 10.87 1465 25 3.1 1.0 26.1 19.9 169 133 0.4 9.4
Country average 1215 33 2.9 2.7 26.1 212 184 118 0.7 16.3
India
Apollo Hospital APHS 495.75 580 0.9 4.1 2.7 26.5 29.9 24.8 9.9 0.0 10.8
Singapore
Parkway PWAY 3.82 1923 0.0 6.6 35 47.0 34.4 292 132 12 15.5
Thomson Medical THOM 0.695 133 35 2.6 44 29.9 23.2 19.3 9.1 0.2 19.7
Raffles Medical RFMD 157 527 0.0 6.3 53 46.3 35.0 263 143 04 14.3
Pacific Healthcare PACH 0.39 71 163.3 22 15 23.1 13.9 112 100 0.6 9.3
Country average 663 41.7 44 3.6 36.2 26.6 215 116 0.6 14.7
Thailand
Bangkok Dusit Medical BGH 45.0 1590 0.0 54 32 45.1 316 251 150 0.0 12.9
Bumrungrad Hospital BH 48.00 1038 0.0 9.8 44 31.0 28.7 244 372 0.0 20.2
Bangkok Chain Hospital ~ KH 10.10 285 0.0 3.7 2.8 23.4 20.2 180 171 0.1 21.0
Country average 971 0.0 6.3 34 332 26.8 225 231 0.0 18.0
Regional average 857 115 4.4 3.1 30.5 26.1 218 141 0.3 15.0

Source: Bloomberg, Company reports, JPMorgan estimates. Note: share prices and valuations updated as of July 30, 2007.

Based on our price target of

S$2.10, this implies a 34%

upside potential to the current

share price.

Valuation and recommendation

We maintain our June 2008 pricetarget of S$2.10: On arelative valuation to
peers, the stock is trading at a 20% premium to regional healthcare peerstrading at
21.8x FY 08 P/E. We maintain our Overweight recommendation and our June 2008
price target of S$2.10 based on our DCF valuation on aWACC of 6.1% and terminal
growth rate of 2%.

Key risks to our price target

Key risks to our price target are Raffles Medical Group's ability to fill the hospital’s
planned expanded bed capacity and stronger regional competition. We maintain our
Overweight recommendation.
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Raffles Medical Group: Summary of financials

S$ in millions, year-end December
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JPMorgan £)

Profit and loss statement

Cash flow statement

2006 2007E 2008E 2009E 2006 2007E 2008E 2009E
Revenues 134.2 163.2 199.7 2375 Net Income 15.7 46.9 30.7 375
% change Y/Y 18.9% 21.5% 22.4% 18.9% Depreciation & amortisation 34 5.2 5.2 5.2
Gross margin (%) 36.0% 36.1% 36.1% 36.1% Other non-cash items 2.3 5.3 6.9 8.4
EBITDA 22.6 319 432 515 Change in working capital 0.7 2.9 3.6 3.7
% change Y/Y 36.4% 41.5% 35.2% 19.3% Cash flow from operations 221 60.3 46.4 54.9
EBITDA margin (%) 16.8% 19.6% 21.6% 21.7% CAPEX 2.3 -71.9 5.0 5.0
EBIT 19.2 26.7 379 46.3 Disposal/ (purchase) 0.4 0.0 0.0 0.0
% change Y/Y 42.3% 39.0% 42.1% 22.0% Cash flow from investing -1.9 -71.9 5.0 5.0
EBIT margin (%) 14.3% 16.4% 19.0% 19.5% Equity raised/(repaid) 0.0 63.0 0.0 0.0
Net interest 0.1 04 -1.3 1.3 Debt raised/(repaid) 4.8 80.0 0.0 0.0
Associate 0.9 0.9 0.9 0.9 Other 0.0 0.0 0.0 0.0
Exceptional gains/ (losses) 0.0 25.0 0.0 0.0 Dividends -15.5 -24.4 -28.2 -334
Earnings before tax 20.0 52.2 37.6 459 Cash flow from financing -10.7 118.6 -28.2 -334
Tax -4.3 -5.2 -6.8 -8.3 Net changes in cash 9.5 107.1 13.2 16.5
as % of EBT -21.3% -9.9% 18.0% 18.0% Beginning cash 34.8 419 143.8 150.2
Net income 15.7 46.9 30.7 375 Ending cash 419 143.8 150.2 158.5
Net profit ex exceptional 15.7 21.9 30.7 375 DPS (S cts) 4.0 48 55 6.5
% change Y/Y 31.4% 198.5% 34.5% 22.2% Free cash flows 19.8 -115 414 49.9
*Weighted shares 463.5 4885 513.5 513.5 *FCF per share (S$) 0.04 -0.02 0.08 0.10
*EPS (S cts) 34 45 6.0 7.3 *Net cash per share (S$) 0.12 0.16 0.16 0.18
Balance Sheet Ratio Analysis
2006 2007E 2008E 2009E 2006 2007E 2008E 2009E
Cash and Cash Equivalents 419 143.9 150.3 158.5 Gross Margin (%) 36.0% 36.1% 36.1% 36.1%
Accounts receivable 16.8 20.4 24.9 29.6 EBIT Margin (%) 16.8% 19.6% 21.6% 21.7%
Inventories 34 3.4 34 34 Net profit margin (%) 11.7% 28.7% 15.4% 15.8%
Others 143 143 14.3 14.3 COGSl/sales (%) 64.0% 63.9% 63.9% 63.9%
Current assets 76.4 1819 192.9 205.9 SG&A/sales (%) 19.2% 16.5% 14.5% 14.4%
LT investments 54.0 54.0 54.0 54.0 *Sales per share growth (%) 18.9% 15.3% 22.4% 18.9%
Net fixed assets 20.2 86.8 86.6 86.3 Sales growth (%) 18.9% 21.5% 22.4% 18.9%
Intangible assets 13 13 1.3 1.3 EBIT growth (%) 42.3% 39.0% 42.1% 22.0%
Total Assets 151.8 3240 334.7 3475 *Net profit growth (%) 31.4% 39.4% 40.2% 22.2%
ST bank loans 2.0 2.0 2.0 2.0 *EPS growth (%) 31.4% 32.3% 33.4% 22.2%
Payables 30.0 36.5 44.6 53.1 Interest Coverage (x) 176.2 66.8 29.2 35.6
Others 5.9 5.9 5.9 5.9 Inventory Turnover (x) 20.2 24.6 30.1 35.8
Total current liabilities 37.9 444 52.6 61.0 Sales/Assets (%) 175.8% 89.7% 103.5% 115.4%
Long term debt 0.0 80.0 80.0 80.0 Assets/Equity (%) 134.5% 163.3% 166.6% 169.5%
Other liabilities 1.0 12 13 14 *ROE (%) 13.9% 11.0% 15.3% 18.3%
Total liabilities 39.0 125.6 133.9 142.4 *ROCE (%) 12.5% 6.6% 9.1% 10.8%
Shareholder's equity 1129 1984 200.9 205.0 Net Gearing (%) Net cash Net cash Net cash Net cash
Total liabilities and equity 151.8 3240 3347 3475 Price to Book (x) 6.2 39 39 3.8
BVPS (S$) 0.24 0.39 0.39 0.40 FCF yield 2.7% -1.5% 5.3% 7.1%

Source: Company reports, JPMorgan estimates. *Based on weighted shares outstanding.
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