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Raffles Medical Group

Bloomberg: RFMD SP Exchange: SES

Decent results; maintain Hold

Reuters: RAFG.SI Ticker: RAFG

James Tan
Research Analyst
(+65) 64235139
james-s.tan@db.com

Valuations close to long-term average

FY09 revenue rose 8.9% YoY to S$218.6m, with core earnings rising 18.2% YoY to
S$37.3m, underpinned by an increase in operating efficiencies, higher patient load
and operating leverage. We have raised our TP to S$1.35 and maintain our Hold
recommendation as the stock is trading close to its long-term average and at a
premium to regional healthcare peers. Our top pick in the sector is Parkway.

FY09 earnings 3% above consensus and in line with our expectations
Revenue from the healthcare and hospital divisions grew 10.2% YoY and 7.9%
YoY, respectively. Operating profit rose 15.4% YoY to S$44.7m due to continued
cost management, savings from job credit and improved bulk purchasing of
medical consumables. The company has also recognized a revaluation gain in its
property, Raffles Hospital, of S$0.6m in FY09.

Balance sheet strength and return of medical tourism to increase demand
The company has increased its net cash position to S$54m from S$23m in 2009
and has raised its dividends to 3 S cents (2 S cents) in FY09. Management
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Price at 26 Feb 2010 (SGD) 1.36
Price target - 12mth (SGD) 1.35
52-week range (SGD) 1.49 - 0.73
Straits Times Index 2,751
Price target 1.30t0 1.35 M 3.8%
Net profit (FYE) 42.1t0429 A 1.8%
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Raffles Medical Grou
Straits Times Index (Rebased)

Performance (%) m 3m 12m
Absolute 0.7 -5.6 88.9
Straits Times Index 0.4 -04 70.1
Market cap (SGDm) 713
Market cap (USDm) 507
Shares outstanding (m) 526.3

Major shareholders

Dr Loo Choon Yong (40%)

continues to see a stable growth in hospital services and strong demand for its eree;'aci’latv(z’u)e ed TUSD :2
healthcare services. RMG is in a net cash position and has the balance sheet to 4y -
acquire more health care assets in Singapore and in key regions.
Revised target price of $$1.35 implies a PE of 16.5x FY10E E‘e’f dg/g)vemy o ;g:
Our DCF-derived target price is $$1.35, as we roll over our DCF (COE of 9.1% and | g5 vauejshare (saD] 053
a TGR of 2.0%) to FY10E and have revised our earnings upwards by 2% in FY10- | Price/oook (x) 26
11E, respectively. Downside risk includes inflationary pressure, lack of medical | Netinterest cover (x) -
Operating profit margin (%) 20.2

staff and lower patient inflows. Upside risk includes greater operating leverage,
overseas acquisition, and a growing foreign patient base. (See page 4).

Year End Dec 31 2008A 2009A 2010E 2011E 2012E
Sales (SGDm) 200.8 218.6 252.2 292.5 326.6
EBITDA (SGDm) 45.6 51.8 58.3 67.4 75.7
Reported NPAT (SGDm) 31.5 37.9 42.9 50.2 56.4
Reported EPS FD(SGD) 0.06 0.07 0.08 0.10 0.11
DB EPS FD(SGD) 0.06 0.07 0.08 0.10 0.11
OLD DB EPS FD(SGD) 0.06 0.07 0.08 0.09 0.09
% Change 0.3% 0.9% 1.4% 1.5% 19.4%
DB EPS growth (%) - 17.7 15.0 17.0 12.5
PER (x) 18.5 15.0 16.7 14.3 12.7
EV/EBITDA (x) 10.5 8.2 9.5 7.8 6.5
DPS (net) (SGD) 0.02 0.02 0.03 0.03 0.04
Yield (net) (%) 2.2 2.3 2.0 2.4 2.7

Source: Deutsche Bank estimates, company data

' DB EPS is fully diluted and excludes non-recurring items
2 Multiples and yields calculations use average historical prices for past years and spot prices for current and future years, except P/B which uses the
year end close

Deutsche Bank AG/Hong Kong

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local
exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. Deutsche
Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be aware that the firm
may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single
factor in making their investment decision. Independent, third-party research (IR) on certain companies covered by DBSI's research
is available to customers of DBSI in the United States at no cost. Customers can access IR at
http://gm.db.com/IndependentResearch or by calling 1-877-208-6300. DISCLOSURES AND ANALYST CERTIFICATIONS ARE
LOCATED IN APPENDIX 1. MICA(P) 106/05/2009
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Model updated:27 February 2010 Fiscal year end 31-Dec 2008 2009 2010E 2011E 2012E
Financial Summary
Asia DB EPS (SGD) 0.06 0.07 0.08 0.10 0.11
. Reported EPS (SGD) 0.06 0.07 0.08 0.10 0.11
ASEAN Singapore DPS (SGD) 0.02 0.02 0.03 0.03 0.04
Health Care BVPS (SGD) 0.4 0.5 0.5 0.6 0.7
Weighted average shares (m) 524 526 526 526 526
Average market cap (SGDm) 583 560 713 713 713
Raffles Medical Grou p Enterprise value (SGDm) 481 425 556 526 491
Valuation Metrics
Reuters: RAFG.SI Bloomberg: RFMD SP P/E (DB) (x) 185 15.0 16.7 143 12.7
P/BV (x) 1.63 3.06 2.56 2.27 2.02
Price (26 Feb 10) SGD 1.36 FCF Vield (%) 5.8 77 48 6.3 7.2
Target price SGD 1.35 Dividend Yield (%) 2.2 23 2.0 24 2.7
52-week Range SGD 0.73 - 1.49 EV/Sales (x) 2.4 1.9 2.2 18 15
EV/EBITDA (x) 10.5 8.2 9.5 7.8 6.5
Market Cap (m) ﬁggm Zé? EV/EBIT (x) 12.3 95 10.9 8.9 73
Company Profile Income Statement (SGDm)
Raffles Medical Group is an integrated healthcare Sales revenue 201 219 252 292 327
organization in Singapore. It has a 380-bed tertiary hospital in Gross profit 67 73 83 96 107
Singapore, providing its patients with a full complement of EBITDA 46 52 58 67 76
spec_ialist and emergency services combined with advanced Depreciation 7 7 7 8 9
medical technology. Amortisation 0 0 0 0 0
EBIT 39 45 51 59 67
Net interest income(expense) -1 0 0 0 0
Associates/affiliates 0 0 0 0 0
Exceptionals/extraordinaries 0 1 0 0 0
Other pre-tax income/(expense) 0 0 0 0 0
Profit before tax 38 45 51 60 67
Price Performance Income tax expense 7 7 8 9 10
Minorities 0 0 0 0 0
1.6 Other post-tax income/(expense) 0 0 0 0 0
14 L B REEEEEEEEE :J;ﬁ% Net profit 32 38 43 50 56
1.0 "\\ Tt DB adjustments (including dilution) 0 -1 0 0 0
08 L —————— | YR A DB Net profit 32 37 43 50 56
0.6 \’VVJ“‘
0.4 | . . . .
Feb 08 Aug 08 Feb 09 Aug 09 Jan 10 Cash Flow (SGDm)
Raffles Medical Group Cash flow from operations 40 a7 a1 51 58
Straits Times Index (Rebased) Net Capex 6 -4 -6 -6 -6
Margin Trends Free cash flow 34 43 35 45 52
Equity raised/(bought back) 1 1 0 0 0
Dividends paid -13 -13 -13 -15 -17
24 Net inc/(dec) in borrowings 1 -2 0 0 0
23 Other investing/financing cash flows 1 0 0 0 0
22 Net cash flow 24 30 22 31 34
Z) o~ D Change in working capital -22 -22 -13 -5 4
o e T
08 09 10E HE 12E Balance Sheet (SGDm)
EBITDA Margin EBIT Morgin Cash and other liquid assets 45 74 96 127 161
Tangible fixed assets 150 146 145 143 140
) e Goodwill/intangible assets 0 0 0 0 0
Growth & Profitability Associates/investments 85 86 86 86 86
20 . 18 Other assets 31 30 36 43 50
17 Total assets 310 337 363 398 437
15 Interest bearing debt 27 25 25 25 25
10 16 Other liabilities 62 62 58 58 57
5 5 Total liabilities 88 87 82 82 82
14 Shareholders' equity 222 250 280 315 354
0 : : : : 13 Minorities 0 0 1 1 1
08 09 10E 11E 12E Total shareholders' equity 222 250 280 316 355
Sales growth (LHS) ==#==ROE (RHS) Net debt -18 -50 71 -102 -136
Solvency Key Company Metrics
Sales growth (%) nm 8.9 15.4 16.0 1.7
0 ) ) ) ) 150 DB EPS growth (%) na 17.7 15.0 17.0 12.5
10 EBITDA Margin (%) 22.7 23.7 23.1 23.0 23.2
20 / 100 EBIT Margin (%) 194 20.5 20.2 20.3 20.5
-30 50 Payout ratio (%) 41.0 34.2 34.2 34.2 34.2
-40 ROE (%) 14.9 16.1 16.2 16.9 16.9
-50 0 Capex/sales (%) 3.1 1.8 2.4 21 1.8
08 09 10E 1E 12 Capex/depreciation (x) 0.9 0.6 0.8 0.7 0.7
Net debt/equity (LHS) === Net interest cover (RHS) Net debt/equity (%) -8.0 -19.9 255 -323 -38.4
Net interest cover (x) 62.6 109.4 nm nm nm
James Tan Source: Company data, Deutsche Bank estimates

+65 6423 5139 james-s.tan@db.com
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FYO09 result highlights

Results summary

Figure 1: FY09 results breakdown

FYE DEC SGDm 4009 4008 YoY FY09  FY08 YoY Comments
Sales 58.3 51.4 13.3% 218.6 2008 8.9% Revenue from hospital grew 7.9% and healthcare increased by 10.2%
Cost of Services -40.7 -36.1 156.8% -162.3 -1405 8.4%
Gross Profit 17.6 16.3  7.9% 66.3 60.3 10.0% Benefit from jobs credits and bulk purchasing of medical supplies
Other Operating Income 0.1 0.0 nm 0.2 0.5 -63.6%
Lease expenses -1.2 -0.8 43.7% -5.1 -45 15.3%
Other Operating Expenses -4.6 43 6.5% -16.5 174 -56.0%
Total operating expenses -5.8 5.2 12.5% -21.6 -21.8 -0.8%
EBIT 12.2 10.8 13.3% 44.7 38.7 15.4% EBIT margins improved from 19.3% to 20.4% due to operating leverage
Interest Income 0.1 0.1 -54.7% 0.2 0.3 -30.2%
Interest Expense -0.1 -0.2 -48.7% -0.4 -0.6 -34.2%
Exceptional Gains/(Losses) 0.6 0.0 nm 0.6 0.0 nm
Pretax Profit 12.8 10.8 19.3% 45.0 384 17.5%
Tax -0.9 -1.2 -20.5% -7.0 6.7 4.8%
Minority Interests -0.1 -0.1 -38.1% -0.2 -0.1 33.6%
Net Profit 11.2 9.4 18.7% 37.3 315 18.2% Results were in line with our expectations and 3% above consensus

Source: Deutsche Bank, Company data

Figure 2: Private and public hospital admissions in Singapore

E=== Private hospital admissions = Pyblic hospital admissions
Public hospital admission growth Private hospital admission growth
(No of admissions) (YoY growth)
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Source: Deutsche Bank, MOH

With the lead up to economic recovery in 2010, we believe we could witness the return of
medical tourists and an increase in the pent-up demand in the domestic health care industry.
Raffles Medical can benefit from the increase in medical tourism, which accounts for 30% of
in-patient admissions.

Deutsche Bank AG/Hong Kong Page 3
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Figure 3: Raffles Medical PE band chart Figure 4: Raffles Medical PB band chart
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Source: Deutsche Bank, Bloomberg, price updated as of 260210 Source: Deutsche Bank, Bloomberg, price updated as of 260210

Raffles Medical Group is trading close to its long-term average PE of 18x and trades at a
premium to regional healthcare players.

Valuation

We maintain our Hold rating and have revised our target price from S$1.30 to S$1.35 as we
roll over our DCF valuation to FY10E and revise our earnings upwards by 2% in FY10-11E,
respectively. Our target price is derived from a DCF valuation as cash flow from the
company'’s operations is relatively stable. Based on Deutsche Bank's revised cost of capital
assumptions for Singapore, we have used our cost of equity of 9.1% using a equity risk
premium of 4.7% with a risk-free rate of 2.8%. We have used the CoE as the discounting
factor because the company is in a net cash position. We are using a terminal growth rate of
2.0% (discounted from Singapore's long-term inflation rate of 3%), and our beta of 1.3. Our
target price implies 16.5x FY10E PE.

Risks

Upside risks include: achieving a greater operating leverage at its hospitals, increase in its
foreign patient base and M&A activities.

Downside risks include: rising operating costs and the lack of medical professionals and a
decline in foreign patient admissions could negatively impact RMG's profitability.

Page 4 Deutsche Bank AG/Hong Kong
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Appendix 1

Important Disclosures
Additional information available upon request

Disclosure checklist

Company Ticker Recent price* Disclosure
Raffles Medical Group RAFG.SI 1.36 (SGD) 26 Feb 10 NA

*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/Disclosure.eqgsr?ricCode=RAFG.SI.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject
issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. James Tan

Historical recommendations and target price: Raffles Medical Group (RAFG.SI)

(as of 2/26/2010)
1.60 Previous Recommendations
1.40 Strong Buy
Buy
Market Perform
1.20 Underperform
Not Rated
_S 1.00 Suspended Rating
@ Current Recommendations
Z 0.80
=
ol
o
& 060 Sell
Not Rated
0.40 + Suspended Rating
020 L *New Recommendation Structure
’ as of September 9, 2002
0.00
Mar 08 Jun 08 Sep 08 Dec 08 Mar 09 Jun 09 Sep 09 Dec 09
Date
1. 5/11/2008: Hold, Target Price Change SGDO0.60 3. 16/4/2009: Hold, Target Price Change SGDO0.68
2. 23/2/2009: Hold, Target Price Change SGD0.62 4. 5/11/2009: Hold, Target Price Change SGD1.30

Deutsche Bank AG/Hong Kong Page 5



1 March 2010  Health Care Raffles Medical Group

Deutsche Bank

Equity rating key

Equity rating dispersion and banking relationships

Buy: Based on a current 12- month view of total share-

holder return (TSR = percentage change in share price

from current price to projected target price plus pro-

jected dividend yield ) , we recommend that investors

buy the stock.

Sell: Based on a current 12-month view of total share-

holder return, we recommend that investors sell the

stock

Hold: We take a neutral view on the stock 12-months

out and, based on this time horizon, do not recommend

either a Buy or Sell.

Notes:

1. Newly issued research recommendations and target

prices always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period

400

300

200

100

53%
34%
13%
Buy Hold Sell

0 Companies Covered [ Cos. w/ Banking Relationship ‘

Asia-Pacific Universe
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
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