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COMPANY RESULTS
Raffles Medical Group (RFMD SP)

3Q23: Weaker Performance As Margin Pressure Builds

RFMD’s 3Q23 net profit fell to S$12.4m (-67.4% yoy) on the absence of COVID-19 related
revenue, higher insurance claims and rising costs, missing our expectations. While its
TCF at the Expo has been extended, we note that margins have been eroded due to
competitive bidding. We expect margins to contract further as a result of gestation
losses from its China operations, higher insurance claims and elevated operating costs.
Downgrade to HOLD with a lower PE-based target price of $$1.15.

3Q23 RESULTS

Year to 31 Dec (S$m) 3023 3022  yoy%chg  9M23  9M22  yoy % chg Comments

Revenue 161.6  214.2 (24.6) 5324 6239 (14.7) No COVID-19 related revenue.
Net Profit After Tax 124 38.0 (67.4) 72.8 97.9 (25.6) Rising costs and insurance claims.
Margin (%) 3Q23 3Q22 ppt chg 9M23 9Mm22 ppt chg

PAT Margin 7.7 17.7 (10.0ppt) 13.4 15.7 (2.3ppt)

Source: RMG, UOB Kay Hian

RESULTS

¢ 3Q23 earnings missed expectations. Raffles Medical Group’s (RFMD) 9M23 revenue (-
14.7% yoy) and net profit (-25.6% yoy) formed 78.1% and 68.8% of our full-year forecasts
respectively, with net profit below our expectations. 9M23 was dragged by a weak 3Q23
whereby quarterly revenue (-24.6% yoy) and net profit (-67.4% yoy) moderated sharply yoy.
As mentioned in our previous update, the yoy decline in top- and bottom line performance
was mainly due to the absence of COVID-19-related revenue from the healthcare services
segment, higher insurance claims and increased inflationary cost pressures. This led to a fall
in profitability and significant margin erosion with 3Q23 net margin contracting 10.0ppt yoy to
7.7%. The rate of margin erosion was much larger than our expectations, leading to the net
profit miss against our full-year estimates.

Falling margins. Moving forward, we expect overall revenue to soften further in 4Q23 as we
estimate that there is S$10m-15m of embedded COVID-19-related revenue left. Also, we
expect rising operating costs such as manpower costs/utilities, coupled with gestation losses
from RFMD’s China hospitals and higher insurance claims to continue to drag margins going
into 2024. Management noted that the ongoing domestic nursing shortage has started to
improve since 1H23. However, in our view, stiff competition from Australia and New Zealand
would likely continue to pressure manpower costs. As a recap, we expect 1H23 staff costs
as a percentage of turnover of 43.7% to normalise back to the historical average of 50%.

TCF operations extended. RFMD’s 3Q23 business update confirmed the extension of
RFMD’s current transitional care facility (TCF) at the Expo to Feb 25. Given that the
extension was through a competitive tender, we note that margins for the TCF extension are
lower than before.

KEY FINANCIALS

Year to 31 Dec (S$m) 2021 2022 2023F 2024F 2025F
Net turnover 724 767 661 601 650
EBITDA 161 236 150 131 140
Operating profit 121 196 114 98 104
Net profit (rep./act.) 84 144 86 75 79
Net profit (adj.) 84 143 86 75 79
EPS (S$ cent) 4.5 7.7 4.6 4.0 4.3
PE (x) 23.8 13.8 23.0 26.6 25.0
P/B (x) 21 2.0 1.9 1.9 1.8
EV/EBITDA (x) 111 7.6 12.0 13.7 12.8
Dividend yield (%) 2.6 3.6 3.3 3.0 2.8
Net margin (%) 11.6 18.7 13.0 125 12.2
Net debt/(cash) to equity (%) (9.4) (17.7) (21.0) (23.0) (25.5)
Interest cover (x) 28.1 57.0 n.a. n.a. n.a.
ROE (%) 9.1 14.5 8.4 7.2 7.5
Consensus net profit - - 120 120 122
UOBKH/Consensus (x) - - 0.72 0.62 0.65

Source: RMG, Bloomberg, UOB Kay Hian

HOLD

(Downgraded)

Share Price S$1.07
Target Price S$1.15
Upside +7.3%
(Previous TP S$1.47)

COMPANY DESCRIPTION

Raffles Medical Group Limited is a health care
provider. The Company operates medical
clinics, imaging centers, and medical
laboratories. Raffles provides general and
specialized medical, medical evacuation,
medical advisory, and dental treatment
services.
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STOCK IMPACT

» Healthcare services: Strong and profitable. Although no segmental information was
provided, it was noted that the drops in RFMD’s top- and bottom lines were largely due to
absence of COVID-19-related revenue from the healthcare services segment. Excluding
COVID-19-related revenue, management noted that core operations remained robust with
higher patient footfall at its healthcare clinics.

» Hospital services (domestic): Sluggish recovery. 3Q23 overall hospital services revenue
grew yoy, driven by higher patient visits to RFMD’s domestic and Chinese hospitals.
However, due to the strong Singapore dollar as compared to regional currencies, we
understand that foreign patient visits have not returned back to pre-pandemic levels. In
addition to increased medical bills, elevated hotel and transport expenses have likely
deferred some of RFMD’s higher-billing foreign patients to cheaper alternatives such as
Malaysia and Thailand, leading to permanent demand loss and lower margins for the
segment. Nonetheless, we maintain our expectations that the hospital segment would face a
slow and gradual recovery instead of a V-shaped recovery. Potential upside may come from
a weaker Singapore dollar in 2024.

China: Gestational costs persist. With the removal of China’s COVID-19 restrictions
earlier this year, patient visits to RFMD’s China hospitals have increased. While this has
lifted hospital segment revenue, Raffles Hospital Chongging and Raffles Hospital Shanghai
continued to incur gestation losses, both of which we reckon are significant contributors to
the fall in overall 3Q23 margins. To recap, the EBITDA breakeven timeline for both its
Chinese hospitals had been pushed back to 1Q26 due to then-existing COVID-19
restrictions in China. With a ramp-up in operations, we opine that this has led to increased
operating/gestation costs. However, to combat falling margins, management has since
initiated measures to improve the cost efficiency of their operations.

o Vietnam: New exciting market. RFMD’s acquisition of a majority stake in American
International Hospital in Ho Chi Minh, Vietnam is expected to be completed by 4Q24/1Q25.
The valuation of the hospital is US$45.6m and the acquisition is likely to be funded internally
by cash. RFMD has about S$240m in cash as of end-9M23. RFMD has also entered into a
management services agreement to manage AlH operations. Given the growing demand for
private healthcare in Vietnam, we expect additional acquisitions in the medium-long term.
Management also mentioned that they are looking at potential regional opportunities such as
in Indochina.

EARNINGS REVISION/RISK

e We slash our 2023-25 net profit estimates, on the back of lower overall margins
assumptions. We lower our 2023-25 net profit forecasts to S$86.1m (S$105.8m previously),
S$74.6m (S$94.2m previously) and S$79.3m (S$93.1m previously) respectively.

VALUATION/RECOMMENDATION

* We downgrade to HOLD (BUY previously) with a lower PE-based target price of
S$$1.15 (S$1.47 previously), pegged to the same 29x PE multiple, RFMD’s long-term
average mean PE, to 2024F PATMI estimates. Although we are bullish on RFMD’s
expansion in China/Vietnam and potential new acquisitions in the medium to long term, we
only expect an inflection point sometime in 2025. Given an ongoing short-term normalisation
in earnings and margins, we see limited upside potential in share price performance and
reckon that RFMD is fairly valued at current price levels.

SHARE PRICE CATALYST

o Ramp-up of Chinese hospitals’ operations.
¢ Recovery in foreign patient load.

o Earnings-accretive M&As.
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PROFIT & LOSS
Year to 31 Dec (S$m)

Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW
Year to 31 Dec (S$m)

Operating

Pre-tax profit

Tax

Deprec. & amort.

Working capital changes
Other operating cashflows
Investing

Capex (growth)
Investments

Proceeds from sale of assets
Others

Financing

Dividend payments

Issue of shares

Proceeds from borrowings
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact

Ending cash & cash equivalent

2022
766.5
236.1
402
195.8
0.0
4.1)
191.7
(48.0)
(0.2)
1435
1433

2022
196.2
191.7
(48.0)

402
(32.9)
452
(22.9)
(22.8)
0.0
0.0
0.0

(183.7)

(52.0)

6.0
(94.4)
(433)
(103)
265.0
(15)
253.1

2023F
661.5
149.8
359
1139
0.0
11
115.0
(28.7)
0.0
86.2
86.1

2023F
1156
115.0
(28.7)
35.9
(6.4)
0.2)
(50.0)
(50.0)
0.0
0.0
0.0
(28.1)
(327)
0.0
0.0
46
375
253.1
0.0
290.7

2024F
600.6
131.0
326
98.4
0.0
14
99.7
(24.9)
0.0
748
746

2024F
103.6
99.7
(24.9)
326
3.7
(0.2)
(50.0)
(50.0)
0.0
0.0
0.0
(29.0)
(29.9)
0.0
0.0
08
245
290.7
0.0
315.2

2025F
649.8
139.6
353
1043
0.0
17
106.0
(26.5)
0.0
795
793

2025F
1176
106.0
(26.5)
353
30
(0.2)
(50.0)
(50.0)
0.0
0.0
0.0
(36.3)
(28.0)
0.0
0.0
(8.3)
314
315.2
0.0
346.5

BALANCE SHEET
Year to 31 Dec (S$m)

Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)

Profitability
EBITDA margin
Pre-tax margin
Net margin
ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital

Debt to equity

Net debt/(cash) to equity

Interest cover (x)

2022
1,012.5
25.0
253.1
207.1
1,497.7
9.7
316.0
63.4
78.2
1,015.1
154
1,497.7

2022

30.8
25.0
18.7

9.4
14.5

5.9
47.0
65.9
70.5
70.5
71.9

6.6
7.2
ar.7)
57.0

2023F
1,026.5
25.0
290.7
136.9
1,479.1
9.7
272.7
63.4
82.1
1,035.8
154
1,479.1

2023F

22.6
17.4
13.0
5.8
8.4

71
(21.0)

na.

2024F
1,043.9
25.0
315.2
88.9
1,473.0
9.7
2476
63.4
86.2
1,050.7
15.4
1,473.0

2024F

218
16.6
125
51
7.2

7.0
(23.0)

n.a.

2025F
1,058.6
25.0
346.5
90.8
1,520.9
9.7
267.9
63.4
90.6
1,074.1
15.4
1,520.9

2025F

215
16.3
12.2
53
7.5

8.2
6.6
6.3
6.3
6.3
6.3

6.3
6.8
(25.5)

n.a.
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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

(i) 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
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom 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 This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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