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1Q09 pre-earnings update 
 Superior credit quality, no downside surprises expected 

 1Q09 operational updates 

 Valuations at trough 

 

 Superior credit quality, no downside surprises expected 
With the recent S$34.4mn provision on Parkway’s doubtful 
receivables, we believe a key investor concern on private healthcare 
players has been the possible deterioration of credit quality amid the 
current recession. RMG’s management has confirmed that the 
hospital does not have any arrangement with the Middle East 
government to treat its citizens and that most of its outstanding 
receivables are from corporates, mainly MNCs and government 
agencies. We believe that RMG exhibits superior credit quality — with 
only 6.4% of its receivables overdue for more than a year (as at 4Q08, 
Exhibit 3) and is likely not to have any downside surprises in the 
upcoming results.  

On the other hand, Parkway’s FY08 annual report shows that 65% of 
the receivables past due 180 days have been provided for (Exhibit 4), 
with a remaining net receivable of S$24.7mn (past due 180-365 days) 
and S$4.8mn (past due more than a year). Parkway’s management 
has confirmed that the S$34.4mn provision in 4Q08 includes the 
entire doubtful receivables owed by that specific group of debtors, and 
the remaining net receivables are part of usual operations. We believe 
this clarity should mitigate investor concerns on further significant 
writedowns for Parkway. 

 

 

Key financials & valuations
31-Dec (S$mn) FY08 FY09F FY10F FY11F
Revenue 200.8 213.0 234.5 269.7
Reported net profit 31.3 35.3 41.8 51.9
Normalised net profit 31.3 35.3 41.8 51.9
Normalised EPS (S$) 0.060 0.066 0.078 0.097
Norm. EPS growth (%)       26.8       10.5       18.5      24.2 
Norm. P/E (x) 13.0 11.7 9.9 8.0
EV/EBITDA (x) 8.5 7.4 5.9 4.3
Price/book (x) 1.8 1.7 1.5 1.3
Dividend yield (%) 3.2 3.9 3.9 4.4
ROE (%)       14.8       15.2       16.4      18.2 
Net debt/equity (%) net  cash net cash net cash net cash
Earnings revisions
Previous  norm. net profit 35.3 41.8 51.9
Change from previous (%)            -             -            - 
Previous  norm. EPS (S$) 0.066 0.078 0.097
Source: Company, Nomura estimates

Share price relative to MSCI Singapore

1m 3m 6m
        2.6       10.7      (17.6)
        6.0         7.0      (20.8)

       (9.1)       17.9      11.5 

Easy

Source: Company, Nomura estimates
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Closing price on 2 Apr S$0.78

Price target S$1.07

Upside/downside 38.1%
Difference from consensus 15.1%
FY09F net profit (S$mn) 35.3

Difference from consensus 10.2%
Source: Nomura

Nomura vs consensus 
We believe consensus has not 
recognised RMG’s operating 
leverage, which drives earnings 
growth despite slower top-line growth 
in the current recession. 

Maintained 

BUY 

N O M U R A  S I N G A P O R E  L I M I T E D  
 

 Our view 
 We met up with Raffles Medical’s (RMG) management and obtained the latest 

updates on recent issues and developments. While private healthcare admissions 
in Singapore may decline amid the recession, we believe the group is largely 
defensive and enjoys significant operating leverage. We reiterate our BUY rating. 

 Anchor themes 
 

 

We believe continued demand for private healthcare in the region will support the 
long-term prospects for Singapore healthcare service operators who enjoy strong 
operating margins, brand equity and high entry barriers. 

 Medical travel is a recurring sector theme driven by globalisation and escalating 
healthcare costs in developed countries. Singapore is the premier regional centre 
for high-end care and private operators are well-positioned to ride the growth, in  
our view. 

mailto:jitsoon.lim@nomura.com
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Exhibit 1. RMG: bad debt provisions 
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Exhibit 2. Parkway: bad debt provisions 
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Exhibit 3. RMG: quality of receivables (as at 4Q08) 
 2007 2008 
 S$mn % of total rec. % provision S$mn % of total rec. % provision
Not past due 6.8 35.6% 0% 9.7 40.9% 0%
Past due 0-30 days 5.0 26.1% 0% 4.8 20.3% 0%
Past due 31-365 days 6.2 32.2% 22% 7.7 32.3% 21%
More than one year 1.2 6.0% 90% 1.5 6.4% 92%
Total trade receivables 19.1 12% 23.8 13%
Allowance for doubtful receivables (2.4) (3.0) 

Source: Company data 

 

Exhibit 4. Parkway: quality of receivables (as at 4Q08) 
 2007 2008 
 S$mn % of total rec. % provision S$mn % of total rec. % provision
Not past due  47.0 30.6% 0% 22.1 12.8% 1%
Past due 0-30 days  26.8 17.4% 0% 27.3 15.7% 3%
Past due 31-180 days  45.6 29.7% 2% 38.8 22.4% 2%
Past due 180-365 days  23.7 15.4% 0% 48.4 27.9% 49%
More than one year  10.6 6.9% 98% 37.0 21.3% 87%
Total trade receivables 153.7 173.6 
Allowance for doubtful receivables (16.3) (58.1) 

Source: Company data 

 1Q09 operational updates 
Management indicated that 1Q09 operations remained relatively stable on a y-y basis. 
However, RMG faces seasonal effects and historically has a weak 1Q due to fewer 
patients during the Chinese festive season. Despite the ongoing recession, RMG 
continues its aggressive marketing overseas, with a key hire recently — Dr. Jason Yap, 
previously the Director of SingaporeMedicine (the government initiative to promote 
medical travel), was hired to fine-tune RMG’s marketing strategy. RMG has also taken 
advantage of the 2009 budget to send its employees for training during downtime, with 
90% of course fees and absentee payroll reimbursable by the government.  

 Valuations at trough 
Raffles Medical is currently trading near trough valuations at FY09E P/E of 11.7x, with 
a sustainable dividend yield of 4% (FCF yield: 8%). The stock has outperformed the 
market and its closest peer Parkway YTD due to its defensiveness as a group practice 
(FY09E EPS growth of 10.5%) and its strong balance sheet with net cash position. We 
reiterate our BUY rating. In terms of risks, a worse-than-expected recession may lead 
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to prolonged slowdown in medical travel and fall in Singapore's expatriate population. 
Raffles Medical's patient base will be severely affected in such a scenario. 
 

Exhibit 5. RFMD 12-month forward P/E  Exhibit 6. Relative performance YTD 
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Financial statements 
 

Income statement (S$mn)
Year-end 31 Dec FY07 FY08 FY09F FY10F FY11F
Revenue 168.7 200.8 213.0 234.5 269.7
Cost of goods sold (140.4) (162.3) (170.2) (184.1) (207.6)
Gross profit 28.2 38.5 42.8 50.4 62.1
SG&A  -  -  -  -  - 
Employee share expense  -  -  -  -  - 
Operating profit 28.2 38.5 42.8 50.4 62.1

EBITDA 32.4 45.1 49.5 57.3 69.2
Depreciation (4.2) (6.6) (6.8) (6.9) (7.0)
Amortisation  -  -  -  -  - 
EBIT 28.2 38.5 42.8 50.4 62.1
Net interest expense (0.4) (0.4) (0.1) 0.1 0.6
Associates & JCEs 1.1  -  -  -  - 
Other income  -  -  -  -  - 
Earnings before tax 28.9 38.1 42.6 50.5 62.7
Income tax (5.5) (6.7) (7.2) (8.6) (10.7)
Net profit after tax 23.4 31.4 35.4 41.9 52.0
Minority interests (0.1) (0.1) (0.1) (0.1) (0.2)
Other items  -  -  -  -  - 
Preferred dividends  -  -  -  -  - 
Normalised NPAT 23.4 31.3 35.3 41.8 51.9
Extraordinary items 12.5  -  -  -  - 
Reported NPAT 35.9 31.3 35.3 41.8 51.9
Dividends (17.8) (12.9) (15.5) (15.5) (17.6)
Transfer to reserves 18.1 18.4 19.7 26.3 34.3

Valuation and ratio analysis
FD normalised P/E (x) 16.4            13.0            11.7            9.9              8.0              
FD normalised P/E at price target (x) 22.7            17.9            16.2            13.7            11.0            
Reported P/E (x) 10.7            13.0            11.7            9.9              8.0              
Dividend yield (%) 4.7              3.2              3.9              3.9              4.4              
Price/cashflow (x) 9.6              10.1            10.8            8.3              6.8              
Price/book (x) 1.9              1.8              1.7              1.5              1.3              
EV/EBITDA (x) 12.1            8.5              7.4              5.9              4.3              
EV/EBIT (x) 13.9            10.0            8.6              6.7              4.8              
Gross margin (%) 16.7            19.2            20.1            21.5            23.0            
EBITDA margin (%) 19.2            22.5            23.3            24.4            25.6            
EBIT margin (%) 16.7            19.2            20.1            21.5            23.0            
Net margin (%) 21.3            15.6            16.6            17.8            19.2            
Effective tax rate (%) 19.0            17.6            17.0            17.0            17.0            
Dividend payout (%) 49.5            41.3            44.0            37.2            33.9            
Capex to sales (%) 2.5              3.1              2.3              2.1              2.0              
Capex to depreciation (x) 1.0             0.9             0.7            0.7            0.8            
ROE (%) na 14.8            15.2            16.4            18.2            
ROA (pretax %) na 14.6            16.1            18.9            23.1            

Growth (%)
Revenue 19.0            6.1              10.1            15.0            
EBITDA 39.0            9.8              15.6            20.8            
EBIT 36.4            11.2            17.8            23.4            
Normalised EPS 26.8            10.5            18.5            24.2            
Normalised FDEPS 26.8            10.5            18.5            24.2            

Per share
Reported EPS (S$) 0.07 0.06 0.07 0.08 0.10
Norm EPS (S$) 0.05 0.06 0.07 0.08 0.10
Fully diluted norm EPS (S$) 0.05 0.06 0.07 0.08 0.10
Book value per share (S$) 0.41 0.43 0.47 0.52 0.58
DPS (S$) 0.04 0.03 0.03 0.03 0.03
Source: Nomura estimates
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Strong balance sheet with net 
cash position

Cashflow (S$mn)
Year-end 31 Dec FY07 FY08 FY09F FY10F FY11F
EBITDA 32.4 45.1 49.5 57.3 69.2
Change in working capital 13.3 1.0 (4.0) 0.9 1.7
Other operating cashflow (5.7) (6.0) (7.4) (8.4) (10.1)
Cashflow from operations 40.1 40.1 38.2 49.7 60.8
Capital expenditure (4.3) (6.1) (5.0) (5.0) (5.5)
Free cashflow 35.8 33.9 33.2 44.7 55.3
Reduction in investments 14.3 0.7  -  -  - 
Net acquisitions
Reduction in other LT assets 0.1  -  -  - 
Addition in other LT liabilities 0.0  -  -  - 
Adjustments (62.8) 1.2  -  -  - 
Cashflow after investing acts (12.8) 36.0 33.2 44.7 55.3
Cash dividends (17.8) (12.9) (15.5) (15.5) (17.6)
Equity issue 69.0 1.3 (0.1)  -  - 
Debt issue (60.4) 0.9 (6.5) (4.4) (4.4)
Convertible debt issue  -  -  -  -  - 
Others  -  -  -  -  - 
Cashflow from financial acts (9.2) (10.7) (22.1) (19.9) (22.0)
Net cashflow (22.0) 25.2 11.1 24.8 33.3
Beginning cash 41.3 19.7 44.5 55.6 80.4
Ending cash 19.3 45.0 55.6 80.4 113.7
Ending net debt (17.9) (35.5) (64.7) (102.4)
Source: Nomura estimates

Balance sheet (S$mn)
As at 31 Dec FY07 FY08 FY09F FY10F FY11F
Cash & equivalents 19.7 44.5 55.6 80.4 113.7
Marketable securities 0.7  -  -  -  - 
Accounts receivable 20.2 24.9 26.6 29.3 33.7
Inventories 3.8 4.8 4.9 5.4 6.3
Other current assets 0.7  -  -  -  - 
Total current assets 45.2 74.2 87.1 115.1 153.6
LT investments 84.4 84.4 84.4 84.4 84.4
Fixed assets 150.8 150.3 148.5 146.6 145.1
Goodwill  -  -  -  -  - 
Other intangible assets 0.3 0.3 0.3 0.3 0.3
Other LT assets 1.5 1.3 1.3 1.3 1.3
Total assets 282.2 310.4 321.6 347.7 384.7
Short-term debt 25.3 4.6 2.5 2.5 2.5
Accounts payable 48.2 51.5 49.4 53.6 60.5
Other current liabilities 6.7 9.3 9.3 9.3 9.3
Total current liabilities 80.2 65.4 61.2 65.4 72.3
Long-term debt  - 22.0 17.6 13.2 8.8
Convertible debt  -  -  -  -  - 
Other LT liabilities 0.7 0.7 0.7 0.7 0.7
Total liabilities 80.9 88.2 79.6 79.3 81.9
Minority interest 0.2 0.3 0.4 0.6 0.7
Preferred stock  -  -  -  -  - 
Common stock 170.0 171.3 171.3 171.3 171.3
Retained earnings 30.8 50.6 70.3 96.6 130.9
Proposed dividends  -  -  -  -  - 

Other equity and reserves  -  -  -  -  - 
Total shareholders' equity 200.8 221.9 241.6 267.9 302.2
Total equity  & liabilities 282.0 310.4 321.6 347.7 384.7

Liquidity  (x)
Current ratio 0.56            1.13            1.42            1.76            2.12            
Interest cover 75.0            105.4          328.1          na na

Leverage
Net debt/EBITDA (x) net cash net cash net cash net cash net cash
Net debt/equity (%) net cash net cash net cash net cash net cash

Activity (days)
Days receivable 41.1            44.2            43.5            42.6            
Days inventory 9.6              10.4            10.3            10.3            
Days payable 112.4          108.2          102.1          100.3          
Cash cycle -                  (61.7)           (53.7)           (48.3)           (47.4)           
Source: Nomura estimates  

RMG generates a FCF of 
S$30-40mn annually, and 
trades at a FCF yield of 8%
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