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Table 1: Investment Statistics ( KPJ; 5878 )   Bloomberg Ticker: KPJ MK 

FYE Dec Revenue Net Profit EPS  Growth PER  C.EPS* P/NTA Net gearing ROE Gr. Div.  

 (RMm) (RMm) (sen) (%) (x) (sen) (x) (x) (x) Yld. (%) 

2008a 1267.3  85.6  40.9  13.5  13.9  - 2.5  0.4 14.6 6.7  

2009f 1404.0  97.8  46.4  13.6  12.3  45.0  2.0  0.2 14.0 5.3  

2010f 1583.4  117.6  55.9  20.3  10.2  51.0  1.7  0.4 14.4 6.1  

2011f 1757.1  126.5  60.1  7.5  9.5  56.0  1.4  0.5 13.4 7.0  
Main Board Listing /Trustee Stock/Syariah Approved Stock By The SC                               * Consensus based on IBES Estimates 
 

♦ Five key highlights from our meeting with KPJ:  

♦ Two hospitals p.a. from FY10 onwards. For 2010 and beyond, 
management has revised its KPI upwards and is now looking to operate at 
least two new hospitals p.a., which we believe is set to meet management’s 
internal target of achieving RM2bn revenue by 2012 (implying a 3-year 
revenue CAGR of 14%). For FY10, we believe that KPJ will be acquiring two 
established hospitals and for FY11, we had already projected for KPJ’s new 
greenfield hospitals in Kuantan and Klang.  

♦ Indonesian hospital in operations this month. KPJ’s 75%-owned RS Bumi 
Serpong Damai, will be starting its operations this month, after changing its 
JV partner (due to conflict with its initial partner).   

♦ Fourth injection of hospitals into REIT. KPJ intends to dispose off its 
remaining 5 hospitals to Al-Aqar KPJ REIT soon i.e. Taiping Specialist, Hospital 
Penawar, Kluang Specialist, Kuching Specialist and RS Bukit Serpong Damai. 
As with previous asset injections, we believe this disposal would be settled 
part cash and part Al-Aqar KPJ REIT units, which would likely push KPJ’s stake 
to about 50% in Al-Aqar once again. Investors could potentially expect 
dividend-in-specie of Al-Aqar shares in FY10.  

♦ Expansion of its existing hospital. KPJ will be expanding the capacity of its 
top performing hospitals i.e. Ampang Puteri and Damansara Specialist by 100 
beds and 60 beds respectively. Meanwhile, its Tawakal Specialist replacement 
hospital will be starting operations this month.  

♦ Final dividend on the way. We believe that KPJ will be paying at least 
another 10 sen final dividend (or 4 sen assuming completion of share split and 
bonus issue to be announced in the 4Q09 results), bringing total gross 
dividend to 30 sen (or 4-5% net dividend yield p.a.). 

♦ Forecasts.  The net impact to our forecasts is an increase of 2-4% p.a. for 
FY10-11, is after adjusting for: 1) increase in no. of new hospitals for FY10 to 
two (from one); and 2) higher capex for FY10. 

♦ Risk.  KPJ’s earnings are vulnerable to any serious disease outbreak in 
Malaysia such as SARS, as the infected patients will have to be separated and 
admitted to government-appointed specialised hospitals.  

♦ Investment case.  After accounting for changes in earnings, we derive a fair 
value of RM6.14 (from RM4.90) based higher target PE of 11x FY12/10 EPS 
(from 9x FY10 EPS), which is at a 24% discount to our 14.5x target PE for the 
consumer sector. We raise our target PE to account for higher investor risk 
appetite for midcap stocks and improved market outlook. As such, we 
upgraded our recommendation to Outperform (from Market Perform).
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Share Price : RM5.70 
Fair Value : RM6.14 
Recom : Outperform 

(Upgraded) 
 

 

Issued Capital (m shares)  211.1 
Market Cap(RMm)  1203.0 
Daily Trading Vol (m shs) 0.3 

52wk Price Range (RM) 2.32-5.92 

Major Shareholders: (%) 
Johor Corporation 50.3 

Arisaig Asean Fund 9.1 

Kumpulan Waqaf An-Nur 8.9 
 
 

FYE Dec FY09 FY10 FY11 
EPS chg (%) 0.0 2.0 3.7 

Var to Cons (%) 3.2 9.5 7.3 
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Visit Note 

♦ Five key highlights from our recent visit:   

1. Two new hospitals p.a. from 2010 onwards 

2. Indonesian hospital starting operations in Dec 09 

3. Fourth injection of hospitals into REIT 

4. Expansion of existing hospitals 

5. Final dividend on the way 

♦ Two new hospitals p.a. from 2010 onwards. We understand that KPJ will be acquiring a standalone private 
hospital soon to meet its 2009 KPI target of adding at least one new hospital during the year. However, no details 
as to location and pricing were provided. However, for 2010 and beyond, management has revised its KPI 
upwards and is now looking to operate at least two new hospitals p.a. (greenfield or acquisition of established 
hospitals). We believe this target is set to meet management’s internal target of achieving RM2bn revenue by 
2012 which implies 3-year (i.e. FY09-12) revenue CAGR of 14%. With this new KPI in place, KPJ would likely 
have to acquire two established hospitals in FY10, given that it takes at least 2 years to set up a greenfield 
hospital. As the KPI target of two new hospitals in FY10 is higher than our projection of just one new hospital, we 
have raised our FY10 new hospital target to two and increased our capex assumption to RM300m (from 
RM170m). However, our FY11 assumption of 2 new hospitals is intact, as we had already projected KPJ’s two new 
greenfield hospitals in Tanjung Lumpur, Kuantan, Pahang and Klang, Selangor, to be completed during the year. 
As such, we raised our FY10 new hospital assumption to two (from one) and increased our capex assumption to 
RM300m (from RM170m). 

♦ Indonesian hospital in operations this month. KPJ’s 75%-owned Rumah Sakit Bumi Serpong Damai (BSD) in 
Indonesia, a 200-bed hospital which was completed in late 2007, has not been able to start operations due to a 
conflict with its JV partner. However, these issues have recently been resolved and KPJ will commence operations 
of BSD this month with a new JV partner. While KPJ still maintains its long-term plan to expand overseas to fuel 
earnings growth further, it intends to pursue this target in a cautious manner by initially managing the overseas 
hospitals first and only acquiring / building a new hospital in the country if successful.  

♦ Fourth injection of hospitals into REIT. KPJ intends to dispose off its remaining 5 hospitals to Al-Aqar KPJ 
REIT soon, which will be its fourth asset injection into the REIT. KPJ’s 5 remaining hospitals are Taiping 
Specialist; Hospital Penawar, Pasir Gudang; Kluang Specialist; Kuching Specialist and Rumah Sakit Bumi 
Serpong, Jakarta. As with all its previous asset injections, we believe this disposal would be settled with part cash 
and part Al-Aqar KPJ REIT units, which would likely push KPJ’s stake in Al-Aqar to above the 50% mark once 
again. As such, in line with the previous injections, this would mean that investors could potentially expect 
another dividend-in-specie of Al-Aqar shares in FY10. We have yet to input the fourth injection into our forecast 
pending official announcement from management.   

♦ Expansion of its existing hospitals. KPJ has recently started operations of its replacement Penang Specialist 
hospital, which has capacity of slightly more than 200 beds while the old hospital building (which previously had 
80 beds) would be used as a nursing school, to be ready by mid-2010. Meanwhile, KPJ’s replacement Tawakal 
Specialist hospital, to be to be completed in Dec 09, has capacity of about 200 beds while the old hospital 
building (which previously had 140 beds) would be used as a day care centre, covering a number of services 
including dialysis, eye/dental care, day surgeries etc.  KPJ is also expanding the capacity of its top performing 
hospitals i.e. Ampang Puteri and Damansara Specialist by 100 beds (to be completed by 2012) and 60 beds (to 
be completed by 2010/11) respectively. We understand that the extensions would host more premium wards, 
which would also be a way to kick start its push for more medical tourism business but any significant 
contribution would only come in in three to five years time. Currently, medical tourism only accounts for 3% of 
total group revenue. Nevertheless, KPJ emphasised that its near-term plan is still to cater for the community, as 
it believes that there is still much room for expansion in Malaysia. We have already inputed these capacity 
expansions into our forecasts.  
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♦ Final dividend on the way. YTD-9M09, KPJ has declared a total gross dividend (less 25% tax) of 20sen (1st 
interim: 10 sen and 2nd interim: 10 sen). We believe that KPJ will be paying at least another 10 sen final dividend 
(or 4 sen assuming completion of share split and bonus issue to be announced in the 4QFY09 results). This will 
bring total gross dividend to 30 sen for FY09, or 48% net payout, in line with historical payout of 40-50%. While 
KPJ does not have any dividend policy in place, management indicated that KPJ still plans to keep its net payout 
ratio similar to the historical payout of 40-50%, which translates to 4-5% net dividend yield p.a..  

Risks 

♦ Risk.  The risks to KPJ’s earnings include lower number of patients due to slowdown in economy and serious 
disease outbreak (such as SARS or swine flu) in Malaysia as well as slower-than-expected turnaround in loss 
making hospitals.   

 

Forecasts And Assumptions 

♦ Forecasts. The net impact to our forecasts is an increase of 2-4% p.a. for FY10-11, is after adjusting for: 1) 
increase in no. of new hospitals for FY10 to two (from one); and 2) higher capex for FY10.  

 

Valuations And Recommendation 

♦ Upgrade to Outperform. After accounting for changes in earnings, we derive a fair value of RM6.14 (from 
RM4.90) based higher target PE of 11x FY12/10 EPS (from 9x FY10 EPS), which is at a 24% discount to our 14.5x 
target PE for the consumer sector. We raise our target PE to account for higher investor risk appetite for midcap 
stocks and improved market outlook. Our target PE is now based on the higher end of its historical 5-year PE band 
of between 5-15x. As such, we upgraded our recommendation to Outperform (from market perform).  

 

 
Source: Company data, RHBRI estimates 
 
 
 
 
 
 
 
 
 

Table 3. Earnings Forecasts  Table 4. Forecast Assumptions 
FYE Dec (RMm) FY08a FY09F FY10F FY11F  FYE Dec FY09F FY10F FY11F 

          
Turnover 1267.3  1404.0  1583.4  1757.1   No. of hospitals 20 22 24 
Turnover growth (%) 14.4  10.8  12.8  11.0   No of in-patients 211,994 233,194 254,181 
          No. of out-patients 2,054,118 2,238,989 2,373,328 
Cost of Sales (899.0) (996.8) (1124.2) (1247.6)      
Gross Profit 368.4  407.2  459.2  509.6       

              
EBITDA 155.4  172.5  183.5  236.0       
EBITDA margin (%) 12.3  12.3  11.6  13.4       
              
Depreciation (41.5) (32.8) (27.7) (64.5)      
Net Interest (18.5) (18.4) (13.4) (13.4)      
Associates 18.7  20.0  26.9  26.9       
              
Pretax Profit 114.1  141.3  169.3  185.0       
Tax   (24.7) (35.3) (42.3) (48.1)      
Minorities (3.7) (8.2) (9.4) (10.5)      
Net Profit 85.6  97.8  117.6  126.5       
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IMPORTANT DISCLOSURES 
 
This report has been prepared by RHB Research Institute Sdn Bhd (RHBRI) and is for private circulation only to clients of RHBRI and RHB Investment Bank Berhad 
(previously known as RHB Sakura Merchant Bankers Berhad).  It is for distribution only under such circumstances as may be permitted by applicable law.  The 
opinions and information contained herein are based on generally available data believed to be reliable and are subject to change without notice, and may differ or 
be contrary to opinions expressed by other business units within the RHB Group as a result of using different assumptions and criteria.  This report is not to be 
construed as an offer, invitation or solicitation to buy or sell the securities covered herein. RHBRI does not warrant the accuracy of anything stated herein in any 
manner whatsoever and no reliance upon such statement by anyone shall give rise to any claim whatsoever against RHBRI. RHBRI and/or its associated persons 
may from time to time have an interest in the securities mentioned by this report. 
  
This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives 
of persons who receive it.  The securities discussed in this report may not be suitable for all investors.  RHBRI recommends that investors independently evaluate 
particular investments and strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or 
strategy will depend on an investor’s individual circumstances and objectives.  Neither RHBRI, RHB Group nor any of its affiliates, employees or agents accepts 
any liability for any loss or damage arising out of the use of all or any part of this report. 
  
RHBRI and the Connected Persons (the “RHB Group”) are engaged in securities trading, securities brokerage, banking and financing activities as well as providing 
investment banking and financial advisory services.  In the ordinary course of its trading, brokerage, banking and financing activities, any member of the RHB 
Group may at any time hold positions, and may trade or otherwise effect transactions, for its own account or the accounts of customers, in debt or equity 
securities or loans of any company that may be involved in this transaction. 
 
“Connected Persons” means any holding company of RHBRI, the subsidiaries and subsidiary undertaking of such a holding company and the respective directors, 
officers, employees and agents of each of them.  Investors should assume that the “Connected Persons” are seeking or will seek investment banking or other 
services from the companies in which the securities have been discussed/covered by RHBRI in this report or in RHBRI’s previous reports. 
 
This report has been prepared by the research personnel of RHBRI.  Facts and views presented in this report have not been reviewed by, and may not reflect 
information known to, professionals in other business areas of the “Connected Persons,” including investment banking personnel. 
 
The research analysts, economists or research associates principally responsible for the preparation of this research report have received compensation based 
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. 
 
The recommendation framework for stocks and sectors are as follows : - 
 
 
Stock Ratings 
 
Outperform = The stock return is expected to exceed the FBM KLCI benchmark by greater than five percentage points over the next 6-12 months. 
 
Trading Buy = Short-term positive development on the stock that could lead to a re-rating in the share price and translate into an absolute return of 15% or more 
over a period of three months, but fundamentals are not strong enough to warrant an Outperform call.  It is generally for investors who are willing to take on 
higher risks.  
 
Market Perform = The stock return is expected to be in line with the FBM KLCI benchmark (+/- five percentage points) over the next 6-12 months. 
 
Underperform = The stock return is expected to underperform the FBM KLCI benchmark by more than five percentage points over the next 6-12 months. 
 
Industry/Sector Ratings 
 
Overweight = Industry expected to outperform the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months. 
 
Neutral = Industry expected to perform in line with the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months. 
 
Underweight = Industry expected to underperform the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months. 
 
RHBRI is a participant of the CMDF-Bursa Research Scheme and will receive compensation for the participation.  Additional information on recommended 
securities, subject to the duties of confidentiality, will be made available upon request. 
 
This report may not be reproduced or redistributed, in whole or in part, without the written permission of RHBRI and RHBRI accepts no liability whatsoever for the 
actions of third parties in this respect. 


