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SECTOR UPDATE 

Healthcare – Malaysia 
Compelling Catalysts Few And Far Between  
Maintain MARKET WEIGHT as prospects do not appear especially compelling aside 
from palatable valuations. But we like KPJ as our top pick for the sector for its efforts to 
divest of its long-standing loss-making regional operations coupled with mainstay 
operations turning for the better. Aside from longing for government pharmaceutical 
contract terms to be revised, possible revisions to healthcare allocations under the new 
Budget are unlikely to shift investor sentiment significantly. 

WHAT’S NEW 
• Healthcare allocation under new Budget to be largely intact? In the Budget 2023 that 

was tabled in Oct 22, the then-government allocated RM36.1b to the Ministry of Health from 
RM32.4b in 2022. The public sector allocation for 2022 represents 2.6% of gross GDP. 
However, it is below the average of 4% for middle-income countries and 5-6% below the 
recommendation by the World Health Organization (WHO). Based on this, we largely expect 
the healthcare allocation for public sector to be largely intact under the upcoming Budget 
2023 due on 24 February. 

• Funding to MHTC should benefit the likes of KPJ and IHH, China’s reopening 
insignificant to medical tourism. Apart from that, the previous budget allocated RM20m to 
the Malaysia Healthcare Travel Council to strengthen Malaysia’s position as a destination of 
choice for health tourists. Malaysia offers a combination of high-quality yet relatively low-cost 
healthcare for health-conscious travellers. Empowering Malaysia Healthcare Travel Council 
(MHTC) will have a multiplier effect on private healthcare providers in Malaysia. At this 
juncture, foreign medical patients contribute close to 10% and 15% of KPJ Healthcare’s 
(KPJ) and IHH Healthcare’s (IHH) inpatient volume respectively. However, we note the 
reopening of China borders is not significant with China medical tourists accounting for less 
than 5% of foreign medical patients.  

• Hopefully a tender for pharmaceutical contracts with revised terms. With an enlarged 
budget, pharmaceutical companies would be hoping for a retender on consumables supplied 
to the government. We gather that terms to existing approved products purchase list (APPL) 
contracts were last determined in 2017 when the ringgit ex-rate with the US$ was at 4.20 
and has not been adjusted for inflationary cost as well.  

ACTION 
• Maintain MARKET WEIGHT but near-term tactical OVERWEIGHT. 2023’s growth will be 

underpinned by further recovery in patient volume amid minimal COVID-19-related 
contributions (more so for IHH). Given KPJ’s positive operating leverage, its earnings should 
grow 28.5% in 2023. This is the primary lift to sector earnings growth by 11.3% yoy. 
Meanwhile, hospital valuations are trading at -1.0SD to the five-year PE mean. These 
fundamentals underline a tactical OVERWEIGHT in 1H23, in line with UOBKH’s broad 
market strategy to remain defensive. But as risk appetite improves beyond that, the sector 
recommendation reverts to a MARKET WEIGHT. Top picks for the sector include KPJ and 
Duopharma. We like KPJ for its intention to divest its loss-making regional operations, 
paving the way for improved earnings visibility and Duopharma: a) as there are no more 
further COVID-19 vaccine inventory writedowns, and b) for its potential approval of its 
associate’s drug.  

 MARKET WEIGHT 
(Maintained) 
 
 
SECTOR PICKS 
Company Rec Share Price (RM) Target Price (RM) 
KPJ BUY 0.99 1.23 
Duopharma BUY 1.65 2.05 
IHH BUY 5.97 7.10 

Source: UOB Kay Hian 
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PEER COMPARISON 
Name Ticker Rec Currency Price @ 16 Jan 23 Target Price Mkt Cap -------- PE (x) -------- --- EV/EBITDA (x) --- Div Yield (%) P/B (x)

(lcl) (lcl) (US$m) 2023F 2024F 2023F 2024F 2023F 2023F
BKK. Dusit BDMS TB HOLD THB 30.00 30.50 14585 39.1 37.6 21.7 21.0 1.8 5.2
IHH Healthcare IHH MK BUY RM 5.97 7.10 12168 31.5 29.0 14.2 13.9 0.7 2.1
Bumrungrad Hosp BH TB HOLD THB 213 205.00 5185 39.0 36.9 23.0 21.8 1.5 7.9
Raffles Medical RFMD SP BUY SGD 1.37 1.58 1923 21.0 22.6 11.4 12.2 1.8 2.3
BKK. Chain Hosp. BCH TB BUY THB 21.50 21.20 1627 28.5 27.8 14.9 14.6 1.8 4.1
KPJ Healthcare KPJ MK BUY RM 0.99 1.23 1012 27.8 24.5 8.9 8.2 1.6 1.9
Regional hospitals avg 6083 31.1 29.7 15.7 15.3 1.5 3.9
APEX Healthcare APEX MK NR RM 3.47 n.a. 20.2 19.1 16.3 15.9 1.7 2.7 2.3
Duopharma DBB MK BUY RM 1.65 2.05 16.0 14.5 9.6 8.9 2.0 2.1 3.1
Pharmaniaga PHRM MK NR RM 0.53 n.a. 10.6 9.1 10.6 10.0 6.6 1.4 2.6
Malaysia pharma avg 303 15.6 14.3 12.1 11.6 3.4 2.1

Source: Bloomberg, UOB Kay Hian 
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ESSENTIALS 
• KPJ: Divesting of loss-making regional operations. KPJ is looking to divest of its regional 

operations. This includes its hospital in Indonesia and an assisted living centre in Australia. 
On a 9M22 cumulative basis, these two regional operations’ losses amounted to RM20.6m. 
Pre-pandemic, these regional operations were similarly loss-making, accounting for 8% of 
2019’s earnings. Management hopes to complete the divestment this year. It could be a 
catalyst for KPJ, allowing for better earnings visibility, should the divestment efforts prove 
successful. 

• KPJ: DSH 2 expected to break even sooner than expected. The launch of Damansara 
Specialist Hospital 2 (DSH2) is expected to achieve EBITDA breakeven by the end of the 
year and turn earnings accretive in 2025. This is sooner than the usual 2-3 years for EBITDA 
to break even. Among the host of measures employed to accelerate the gestation are 
employment of sessional consultants, decanter patients from the public sector and targeting 
a high foreign medical patient mix. However, over the upcoming quarter, DSH 2 could weigh 
on earnings as it ramps up realises front-loaded start-up cost. The completion of DSH2 also 
signifies the end of greenfield hospital expansions for KPJ. This could be an inflection point 
to significantly improve margins vis-à-vis pre-pandemic levels going forward as KPJ realises 
its positive operating leverage. 

• Duopharma on the up. Duopharma’s insulin contract with the government faced supply 
issues in 2022. We expect improved fulfilment of this contract heading into 2023 with the 
resumption of global supply chain. The contract is worth RM125m p.a. or 15% of 2023’s 
revenue. It is among the key primary growth drivers for Duopharma’s 2023 earnings
following the easing of Duopharma’s consumer healthcare sales that were previously fuelled 
by the pandemic. Aside from that, Duopharma has fully written down on its COVID-19 
vaccine inventory in 2022. While the losses are one-off in nature, this could be an additional 
lift to sentiment. Lastly, the ringgit has strengthened against the US dollar to 4.34 (from a low 
of USD4.74/MYR). It would alleviate concerns over a potential margin compression. Based 
on our estimates, for every +1% in the USD/MYR forex, Duopharma‘s 2023’s earnings are 
impacted by -0.3%. 

• Duopharma’s Alzheimer shot in the arm? Duopharma has a 1.3% stake in AZTherapies 
(AZT), a private late-stage clinical biopharmaceutical company based in Boston that focuses 
on treatment of neurodegenerative diseases. It provides Duopharma access to marketing 
and manufacturing rights to AZT’s novel product for Alzheimer’s disease. Duopharma 
indicated that it hopes to gain these rights for the ASEAN region. In terms of drug 
developmental progress, AZT had completed its Phase 3 trial in Dec 20 and is undergoing a 
bridging study with the US Food and Drug Administration (FDA). The completion timeline is 
expected for 2023. 

• KPJ Healthcare (KPJ MK/BUY/Target: RM1.23). Our target price is based on 10.5x 
EV/EBITDA, a 30% discount to regional peers’, and implies 32.6x 2023F PE. We are 
encouraged over KPJ’s reorganisation of its loss-making regional operations, paving the way 
for improved earnings visibility. In addition, KPJ completed its greenfield operations, allowing 
for a healthier balance sheet and realisation of its positive operating leverage. KPJ’s 
valuations are also undemanding. 

• Duopharma Biotech (DBB MK/BUY/Target: RM2.05). While sentiment over Duopharma’s 
vaccine beneficiary role has swung back and forth, its primary operations have chugged 
along quietly but masterly. We expect Duopharma to gradually re-rate and appreciate for its 
consistent execution once vaccine-related expectations, noise and sentiment diminish. Our 
target price is pegged to 19.7x 2023F PE, or its five-year average PE mean.  

• IHH Healthcare (IHH MK/BUY/Target: RM7.10). Valuations appear decent with: a) resilient 
yet defensive three-year earnings (2021-24) CAGR of 4.2%, and b) IHH’s sound track 
record. IHH’s attractive valuations and decent earnings growth outweigh the hyper-
inflationary risks associated with Acibadem. Our SOTP-based target price implies 37.4x 
2023F PE, or close to its -1SD of its five-year mean PE.  

DUOPHARMA: FIVE-YEAR PE BAND
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KPJ: HISTORICAL PE BAND (PRE-PANDEMIC) 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an exempt 
financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the extent 
permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit business 
from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered 
to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are generated 
from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
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United 
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of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 

 
 
Copyright 2023, UOB Kay Hian Pte Ltd. All rights reserved.  
 
http://research.uobkayhian.com 
 
RCB Regn. No. 197000447W 
 


