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Raffles Medical Group

3QFY07: Economics of scale

Raffles Medical Group (RMG) reported a good set of results for 3Q07 with net
profit of S$6.5m (+60.1% yoy) on revenue of S$43.8m (+25.2% yoy). The
results were significantly better than our net profit forecast of S$5.1m.

Raffles Hospital is key growth driver. Revenue from Hospital Services
expanded 35.7% to an estimated S$26.2m. Raffles Hospital benefited from
an increase in volume of foreign and local patients accompanied by higher
revenue intensity. There were contributions from more complex procedures
such as spinal surgeries, neural surgeries, fertility treatments and increased
usage of neo-natal intensive care unit (ICU). Raffles Hospital has also
reduced the amount of discount to corporate customers given the buoyant
economic environment.

The increase in patient volume has led to improvement in operating efficiency.

Inventories & consumable used was controlled at 10.9% of sales in 3Q07,
compared to 11.9% in the previous quarter, benefiting from greater scale in
procurement. Gaining full ownership of the hospital building has also allowed
Raffles Hospital to convert some office space into hospital and clinic space.
Raffles Hospital benefited from economies of scale, as there is minimal
increase in fixed costs as more beds are added. Overall EBITDA margin
expanded from 17.9% in 2Q07 to 19.4% in 3Q07 due to margin expansion at
Raffles Hospital.

Steady growth from Healthcare Services. Revenue from Healthcare
Services expanded 12.1% to an estimated S$17.6m. The buoyant economic
environment resulted in more hiring and increased patient volume at its
network of family medicine clinics from both corporate and individual
customers. There was also increased contribution from International Medical
Insurer (IMI).

Continuing to expand network of clinics. RMG has opened a new
Japanese clinic at International Building in Orchard Road in Oct 07. This is
the second satellite clinic for Raffles Japanese Clinic. RMG will also start a
new 24-hour multi-disciplinary medical centre at Terminal 3, which will open in
Jan 08. The centre will provide family medicine, specialist care, emergency
care, occupational medicine, aesthetics and health screening.

Expansion into clinical research. Pfizer has set up the biggest clinical
research unit in Singapore at Raffles Hospital. The S$67m, 38,000sf facility
is Pfizer’s third Phase 1 labs on a worldwide basis.

Maintain BUY. We like RMG for the growth momentum at Raffles Hospital,
which will benefit from the influx of foreign patients, increase in revenue
intensity and positive impact from economics of scale. We raised our target
price to S$2.10 based on our three-stage discounted cash flow model.
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12-Month House Call Tracking

Date Rec Target Price (S$)
29/10/07 BUY 2.10
23/10/07 BUY 2.05
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Net EPS EV/
Year to Turnover EBITDA Profit EPS Growth PE EBITDA DPS*
31 Dec (S$m) (S$m) (S$m) (S ¢) (%) (x) (x) (S¢)
2005 112.9 16.6 12.0 2.7 23.9 55.9 42.2 1.4
2006 134.2 22.6 15.7 3.5 27.9 43.7 30.6 2.3
2007F# 170.3 30.6 324 6.3 79.6 24.3 25.9 2.5
2008F 224.1 41.9 28.5 55 (11.8) 27.6 18.9 3.0
2009F 2449 45.6 31.9 6.2 11.6 24.7 17.0 3.5

# FYO7F earnings include fair value gain of S$12.5m from 50% stake in CapitaLand-Raffles Properties Pte Ltd

* Excludes special dividend 1.36¢ for FY05 and FY06
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Sales By Business (3Q07)

Healthcare
Services
40.1%
Hospital
Services
59.9%
Source: RMG
Profit & Loss
Year to 31 Dec (S$m) 2005 2006 2007F 2008F 2009F
Turnover 112.9 134.2 170.3 224.1 244.9
EBITDA 16.6 22.6 30.6 41.9 45.6
Pre-tax Profit 14.8 20.0 40.1 35.7 39.8
Net Profit 12.0 15.7 32.4 28.5 31.9
EPS (cents) 2.7 35 7.4 55 6.2
Balance Sheet
Year to 31 Dec (S$m) 2005 2006 2007F 2008F 2009F
Current Assets 63.3 76.4 49.7 75.0 74.8
Total Assets 138.9 151.8 282.6 307.1 306.1
Current Liabilities 30.5 37.9 44.1 55.4 60.5
Long-Term Loans 0.0 0.0 40.0 40.0 20.0
Shareholders' Funds 107.5 112.9 197.4 210.5 224.3
Total Equity & Liabilities 138.9 151.8 282.6 307.1 306.1
Cash Flow
Year to 31 Dec (S$m) 2005 2006 2007F 2008F 2009F
Operating 15.6 19.7 31.2 36.8 37.9
Investing (7.9) (1.9) (69.9) (3.0) (3.0)
Financing (5.0) (20.7) 10.1 (15.5) (38.0)
Net Cash In/(Out) Flow 2.7 7.1 (28.6) 18.3 (3.1)
Begin Cash & Cash Equiv. 32.0 34.8 41.8 13.2 31.6
End’g Cash & Cash Equiv. 34.8 41.8 13.2 31.6 28.5
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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 The Securities
and Futures Authority.

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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