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DESCRIPTION

KPJ Healthcare is the largest private healthcare
group in Malaysia with a network of 20 hospitals
nationwide and 2 more in Indonesia. It also owns an
education arm through KPJ International University
College of Nursing and Health Sciences.

12-Month Target Price RM7.14
Current Price RM6.20
Expected Return 15.2%
Market Main
Sector Healthcare
Bursa Code 5878
Bloomberg Ticker KPJ MK
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Looking East

KPJ has announced that it is acquiring the remaining 49% equity interest in SMC
Healthcare Sdn Bhd (SMCH) for RM54.9m, thereby making SMCH a wholly-owned
subsidiary. SMCH owns Sabah Medical Centre (SMC), the largest private hospital in
Sabah. We view this development positively due to KPJ’s near-monopoly status of
Sabah’s private hospitals, the potential of Kota Kinabalu as a medical tourism
destination and the streamlining of Sabah'’s operations after the acquisition.

Stronger grip in Sabah operations. KPJ enjoys a near-monopoly status in
Sabah, operating approximately 94% of private hospital beds in the state. It
would continue enjoying this monopoly till at least 2015, when Gleneagles
Kota Kinabalu is expected to commence operations. Kota Kinabalu, as one of
the most popular tourist destinations in Malaysia, is primed for growth in the
medical tourism industry, which bodes well for SMC.

Better performance ahead. SMC is currently operating 80 beds leased from
the government hospital catering mostly to daycare patients, while awaiting
the completion of its new hospital building in Damai, Kota Kinabalu. As a
result, profit contribution is minimal at RM3m a year. Nevertheless, the new
SMC is expected to open before the end of this year with 80 beds in the first
phase, eventually ramping up to 250 beds at full capacity, so we expect to
see much better performance ahead when full operations commence.

Reiterate Outperform with TP of RM7.14. The acquisition of SMCH will
help streamline its Sabah operations with better management control and
improve its core net profit, albeit at an insignificant level in the near term. It
will also enable KPJ to inject the new SMC hospital into the Al-Agar REIT in
the near future, which we estimate would yield proceeds of at least RM40m.
We continue to like KPJ’s organic growth story and the gradual expansion
within its means.

Fiscal Year End 2010A  2011A 2012F 2013F 2014F CAGR
Revenue 1,6546 1,909.0 2,176.3 2,480.9 2,8283 11.3%
Gross Operating Profit 503.9 601.9 642.3 737.3 844.1 10.9%
Pre-tax Profit 168.0 204.6 236.4 270.3 312.9 13.2%
Net Profit 118.9 143.7 160.3 183.4 212.7 12.3%
EPS (Sen) 18.8 22.7 25.3 29.0 33.6 12.3%
P/E (x) 31.3 25.9 23.2 20.3 17.5
DPS (Sen) 15.0 12.1 12.7 14.5 16.8
Dividend Yield (%) 2.6 2.1 2.2 25 2.9
Source: Company, Publicinvest Research estimates
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KEY FINANCIAL DATA

INCOME STATEMENT DATA

Fiscal Year End December (RM m) 2010A 2011A 2012F 2013F 2014F
Revenue 1,654.6 1,909.0 2,176.3 2,480.9 2,828.3
Gross Operating Profit 503.9 601.9 642.3 737.3 844.1
Operating Expenses -359.9 -442.7 -455.9 -523.5 -595.2
Net Operating Profit 144.0 159.2 186.5 213.8 248.9
Other Gains / (Losses) 30.4 54.8 60.9 69.5 79.2
Finance Costs -6.4 -9.4 -11.0 -13.0 -15.2
Pre-tax Profit 168.0 204.6 236.4 270.3 312.9
Income Tax -41.8 -50.3 -58.6 -67.0 -77.6
Effective Tax Rate (%) 24.9 24.6 24.8 24.8 24.8
Minorities -41.8 -50.3 -58.6 -67.0 -77.6
Net Profit 118.9 143.7 160.3 183.4 212.7
Growth

Revenue (%) 13.6 15.4 14.0 14.0 14.0
Gross Operating Profit (%) 20.2 19.4 6.7 14.8 14.5
Net Profit 10.0 22.2 15.1 14.4 15.8

Source: Company, Publicinvest Research estimates

BALANCE SHEET DATA

Fiscal Year End December (RM m) 2010A 2011A 2012F 2013F 2014F
Property, Plant & Equipment 536.8 641.7 705.8 756.7 820.6
Cash and Cash Equivalents 197.1 252.1 274.8 291.6 305.9
Receivables 298.4 304.6 337.6 384.9 438.8
Other Assets 647.7 760.8 815.9 872.3 929.8
Total Assets 1,680.0 1,959.3 2,134.2 2,305.6 2,495.0
Payables 308.1 335.2 403.7 458.8 522.2
Borrowings 399.4 443.5 443.5 443.5 443.5
Tax payable 41.2 47.4 47.4 47.4 47.4
Other Liabilities 67.9 136.3 121.7 121.7 121.7
Total Liabilities 816.7 962.4 1,016.2 1,071.4 1,134.7
Shareholders’ Equity 863.4 996.9 1,137.1 1,291.2 1,426.8
Total Equity and Liabilities 1,680.0 1,959.3 2,153.3 2,362.7 2,597.6
Source: Company, Publicinvest Research estimates

Fiscal Year End December (RM m) 2010A 2011A 2012F 2013F 2014F
Book Value Per Share 121 1.41 1.60 1.82 2.05
NTA Per Share 1.0 11 1.3 1.6 1.8
EPS (Sen) 18.8 22.7 25.3 29.0 33.6
DPS (Sen) 15.0 12.1 12.7 14.5 16.8
Payout Ratio (%) 52.3 44.1 50.0 50.0 50.0
ROA (%) 10.4 10.9 11.6 12.3 13.2
ROE (%) 15.4 16.1 16.1 16.3 16.7
Source: Company, Publicinvest Research estimates
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RATING CLASSIFICATION

STOCKS

OUTPERFORM The stock return is expected to exceed a relevant benchmark’s total of 10% or higher over the next 12months.

NEUTRAL The stock return is expected to be within +/- 10% of a relevant benchmark’s return over the next 12 months.

UNDERPERFORM The stock return is expected to be below a relevant benchmark’s return by -10% over the next 12 months.

TRADING BUY The stock return is expected to exceed a relevant benchmark’s return by 5% or higher over the next 3 months but
the underlying fundamentals are not strong enough to warrant an Outperform call.

TRADING SELL The stock return is expected to be below a relevant benchmark’s return by -5% or more over the next 3 months.

NOT RATED The stock is not within regular research coverage.

SECTOR

OVERWEIGHT The sector is expected to outperform a relevant benchmark over the next 12 months.

NEUTRAL The sector is expected to perform in line with a relevant benchmark over the next 12 months.

UNDERWEIGHT The sector is expected to underperform a relevant benchmark over the next 12 months.

DISCLAIMER

This document has been prepared solely for information and private circulation only. It is for distribution under such circumstances as may be permitted by applicable
law. The information contained herein is prepared from data and sources believed to be reliable at the time of issue of this document. The views/opinions expressed
herein are subject to change without notice and solely reflects the personal views of the analyst(s) acting in his/her capacity as employee of Public Investment Bank
Berhad (“PIVB”). PIVB does not make any guarantee, representations or warranty neither expressed or implied nor accepts any responsibility or liability as to its
fairness liability adequacy, completeness or correctness of any such information and opinion contained herein. No reliance upon such statement or usage by the
addressee/anyone shall give rise to any claim/liability for loss of damage against PIVB, Public Bank Berhad, its affiliates and related companies, directors, officers,
connected persons/employees, associates or agents.

This document is not and should not be construed or considered as an offer, recommendation, invitation or a solicitation of an offer to purchase or subscribe or sell
any securities, related investments or financial instruments. Any recommendation in this document does not have regards to the specific investment objectives,
financial situation, risk profile and particular needs of any specific persons who receive it. We encourage the addressee of this document to independently evaluate
the merits of the information contained herein, consider their own investment objectives, financial situation, particular needs, risks and legal profiles, seek the advice
of their, amongst others, tax, accounting, legal, business professionals and financial advisers before participating in any transaction in respect of any of the securities
of the company(ies) covered in this document.

PIVB, Public Bank Berhad, our affiliates and related companies, directors, officers, connected persons/employees, associates or agents may own or have positions
in the securities of the company(ies) covered in this document or any securities related thereto and may from time to time add or dispose of, or may be materially
interested in, any such securities. Further PIVB, Public Bank Berhad, our affiliates and related companies, associates or agents do and/or seek to do business with
the company(ies) covered in this document and may from time to time act as market maker or have assumed an underwriting commitment in the securities of such
company(ies), may sell them or buy them from customers on a principal basis, may have or intend to accommodate credit facilities or other banking services and
may also perform or seek to perform investment banking, advisory or underwriting services for or relating to such company(ies) as well as solicit such investment
advisory or other services from any entity mentioned in this document. The analyst(s) and associate analyst(s) principally responsible for the preparation of this
document may participate in the solicitation of businesses described aforesaid and would receive compensation based upon various factors, including the quality of
research, investor client feedback, stock pickings and performance of his/her recommendation and competitive factors. Hence, the addressee or any persons
reviewing this document should be aware of the foregoing, amongst others, may give rise to real or potential conflicts of interest.
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