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Raffles Medical Group ---------------------------------------------------- Downgrade to NEUTRAL
4Q16 result slightly below expectations; margins under pressure

EPS: ▼ TP: ▼
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● Raffles medical reported 4Q16 core net profit of S$21.8 mn (34%
QoQ, 3.7% YoY), in line with CS’s expectations (full-year 100.2%
of CS FY16E), but slightly below consensus (97.9% of street).
Final dividend of 1.5c was declared, bringing total dividends for
FY16 to 2c, in line with FY15.
● Top-line growth continued to be driven by the Healthcare services
division (30.9% YoY). Hospital services delivered 6.8% YoY
growth (lowest level since 2008). Management explained that this
is due to the slowdown in medical tourism and slower economic
growth. For 2017, management expects top-line growth of 10%.
● Margins continue to be under pressure due to staff build-up to
support expansion plans and faster growth in lower-margin
healthcare services business. Mgmt expects hospital extension to
be operational by 4Q. HV mall committed occupancy is 95%.
● Downgrade to NEUTRAL, given limited upside of 10% to our revised
TP of S$1.6 (from S$1.67). While we are positive on its expansion
plans in Singapore and China, we expect margins and ROEs to be
under pressure during this investment phase.
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Click here for detailed financials

Hospital services growth slowed to 6.8% YoY

Overall top line grew 15.4% YoY with faster growth in Healthcare
services (30.9% YoY) vis-à-vis Hospital services, which grew by
6.8% YoY (slowest growth level since 2008). Management
explained that this is due to the slowdown in medical tourism
(unfavourable currency trends) and slower economic growth
(patients further delay elective procedures)—bulk of the 6.8% YoY
growth was attributable to patient load growth. Excluding revenue
contribution from MCH, top line would have grown by 7.5% YoY
and operating profits by 4.4% YoY. For 2017, management expects
top line growth of 10%, driven by Healthcare services.
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Figure 2: Raffles medical—financial snapshot
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Overall group margins close to 2007 lows
Figure 3: EBITDA margins (%) by segment
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Downgrade to NEUTRAL

While ROE excluding investment properties has been relatively
resilient, overall ROE has been under pressure as Raffles Medical
goes through the investment phase. We reduce 2017-18 net profit
estimates by 4.7-4.8% to reflect the higher operating expenses and
tax rates, and reduce our target price to S$1.60 from S$1.67.
Figure 4: ROE (%)
34

ROE

ROE (ex. Invmt prop)

ROE (ex. Invmt prop & cash)

29

24
19
14
9
2010

2011

2012

2013

2014

2015

2016

Source: Company data, Credit Suisse estimates.
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