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Recommendation

Highlights

e  KPJ will ride on increasing health awareness in the country, rising .

We maintain our Strong Buy call on KPJ, which offers exposure to the

affluence and the growing medical insurance industry. The group is
also among the frontrunners in catering to the fast growing medical
tourism market and expect to increase the sector’s contribution to the
group’s revenue to 10% in the next five years from 2%-3%, presently.

KPJ is injecting another five hospital buildings into its Islamic REIT
and intends to inject more mature hospitals to expand the trust fund.
This also allows KPJ to unlock the value of the properties and grow its
businesses without straining the balance sheet.

We lower our 2007 net profit by 6.7% and raise 2008 figure by 8.2%
as we defer the recognition of gain from sale of the five hospital
buildings to 1Q08 and factor in the acquisition of Taiping Medical
Centre into our 2008 forecast. We project a healthy net profit growth
of 57% for 2007 and 27.2% for 2008 on the back of its hospital
expansion, improved performance from its newer hospitals and
contribution from new hospital management contracts.

Investment Risks

Risks to our recommendation and target price include lower-than-
expected patient admissions, which could be due to, among others, a
downturn in the economy. In addition, operations could be adversely
affected by the failure to attract and retain qualified medical personnel
while rising wages may put margins under pressure, in our opinion.

country’s growing private healthcare industry. With the delisting of
Pantai Holdings in Jan. 2007, KPJ becomes the only listed integrated
healthcare group in the country with a track record of nursing ailing
private hospitals to health.

Valuations are among the lowest in the region. The stock currently
trades at a PER of 8.8x against a double-digit earnings growth and at a
large discount to its regional peer's multiples. Singapore-listed Pacific
Healthcare Holdings (PACH SP, SG$0.35, Buy) currently trades at a
2008 PER of 13.5x with a projected net profit growth of 17.7%. The
valuation gap could be attributable to the peers’ larger exposure to the
more lucrative medical tourism sector, in our opinion.

Our PER-based 12-month target price remains unchanged at
MYR4.40. We accord the stock's one-year average multiple of 12x
and add our projected dividend for 2007 of 14.5 sen per share to arrive
at the target price.

Primary catalysts for the group would be its new hospitals, which would
make KPJ's coverage nearly nationwide, and higher contribution from
foreign patients, who generally seek highly specialized medical
services that provide better margins.

Key Stock Statistics Per Share Data
FY Dec. 2006 2007E FY Dec. 2004 2005 2006 2007E
Reported EPS (sen) 20.3 215 Book Value (MYR) 1.79 2.04 2.17 2.28
PER (x) 15.2 11.2 Cash Flow (sen) 331 317 35.6 471
Dividend/Share (sen) 14.0 145 Reported Earnings (sen) 15.8 16.2 20.3 275
NTA/Share (MYR) 1.68 1.80 Dividend (sen) 7.0 11.0 14.0 145
Book Value/Share (MYR) 2.17 2.28 Payout Ratio (%) 31.8 48.8 56.7 52.7
No. of Outstanding Shares (min) 207.1 PER (x) 19.4 19.0 15.2 11.2
52-week Share Price Range (MYR) 2.06-3.90 P/Cash Flow (x) 9.3 9.7 8.7 6.5
Major Shareholders: % P/Book Value (x) 17 15 14 13
Johor Corporation 517 Dividend Yield (%) 2.3 36 45 4.7
Kumpulan Wakaf An-Nur Bhd 9.0 ROE (%) 9.0 8.5 8.5 12,5
Net Gearing (%) 824 82.8 62.5 59.3
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Businesses

KPJ is the largest private hospital group in Malaysia and is still expanding.
The group’s strength lies in its large network of 17 specialist hospitals with
over 2,000 licensed beds that are mostly located in prime areas
throughout the country. Its nearest privately-owned competitor is Pantai
Hospital, which operates eight hospitals with 1,093 beds. While the group
offers diverse and integrated healthcare services, the hospitals also focus
on specific niche services in a wide area of specialties including
interventional cardiology, cardiothoracic surgery, oncology, pediatrics,
neonatology and a full range of surgeries.

The hospitals served a total of 1.4 min outpatients and 144,976 inpatients
in 2006, an increase of 3.4x and 3.3x, respectively since 2002. The
growth was propelled by both organic growth and a series of acquisitions,
including several ailing private hospitals such as Tawakal, Puteri
Specialist (Johor), Kuantan Specialist and Bukit Mertajam Specialist,
which were successfully turned around. The latest hospitals to join the
group are Sentosa Medical Centre, Kuala Lumpur and KPJ Kajang
Specialist Hospital, which were acquired (in Dec. 2006).

A Steady Growth In The Number Of Patients
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Another hospital will soon be added to its stable. KPJ's wholly-owned
subsidiary Kumpulan Perubatan (Johor) Sdn Bhd is acquiring a 100%
stake in 39-bedded Taiping Medical Centre in Perak from Dr. Ong Boon
Taik @ Ong Boon Teik and family for MYR18 min cash. The proposed
acquisition has been given the approval of the Foreign Investment
Committee (it is not subjected to the approval of KPJ's shareholders) and
should be completed by end-Jan. 2008. Dr. Ong will continue to practice
full time at the hospital for at least three years from the date of the
completion.

KPJ is also establishing its presence overseas. Currently, it manages two
hospitals in Indonesia (Rumah Sakit Medika Permata Hijau in Jakarta and
Rumah Sakit Selasih in Padang) and owns a 75% stake in recently
opened Rumah Sakit Medika Bumi Serpong Damai (in Jakarta). In
Bangladesh, it manages United Hospital Ltd., the country’s second major
private hospital which was officially opened in Aug. 2006. KPJ ventured
into the Middle East in Mar. 2007 when it clinched a contract to manage
two hospitals in Jeddah, Saudi Arabia for five years with an option to
renew for another five years. Generally, KPJ collects management fee
plus some form of profit sharing. Currently, profit contribution from the
overseas operations is still small but is expected to account for 15% of
group earnings in 2-3 years, helped by the Middle-East ventures. We
expect more acquisitions and new hospital management contracts in the
future as KPJ aims to at least acquire one hospital or secure one hospital
management contract a year.

KPJ's own private nursing college, PNC International College of Nursing
and Health Sciences in Nilai, Negri Sembilan with a newly set-up branch
in Johor Bahru, would provide a steady stream of trained nurses to meet
the needs of the expanding KPJ's activities and help to mitigate the risk of
a shortage of qualified nurses in the country. Its other supporting activities
such as healthcare technical services, retail pharmacy, bulk purchasing
and laboratory services have also grown in tandem with the expansion of
the hospital activities.

At the same time, KPJ has unlocked the value of its matured hospitals
through its Islamic real estate investment trust, the Al-'Agar KPJ Real
Estate Investment Trust [AAREIT (AQAR MK, MYR0.97, Not Ranked)]. It
was listed on Bursa Malaysia in Aug. 2006. AAREIT started with six
hospital buildings (Ampang Puteri Specialist, Damansara Specialist, Johor
Specialist, Ipoh Specialist, Puteri Specialist and Selangor Medical Centre),
which were acquired from KPJ in Aug, 2006 in exchange for AAREIT
shares and cash. The properties are leased back to KPJ as specialist
hospitals. Presently, the rental payment from KPJ is the only source of
revenue for AAREIT.

KPJ is injecting another five hospital buildings (Sentosa Medical Centre,
KPJ Kajang Specialist, Kedah Medical Centre, Perdana Specialist and
Kuantan Specialist) into AAREIT. The proposal has been approved by the
respective companies’ shareholders. It also involves the issuance of new
AAREIT shares (which will raise KPJ's effective stake in AAREIT to 57.9%
from 48.2% and expand AAREIT unit capital to 428.7 min from 340 min)
and a cash payment (which will be used by KPJ to repay debts and for
future investments). We expect KPJ to place out some AAREIT shares in
the future to cut its stake to less than 50%. It has started with the
distribution of 14.5 min of AAREIT shares to its shareholders on the basis
7 AAREIT for every 100 KPJ shares (completed in Dec. 2007), which will
reduce KPJ's interest in AAREIT to 55.6%. As the other hospitals become
more established, KPJ intends to inject more hospitals into AAREIT to
expand the trust fund. This also allows KPJ to grow its businesses
without straining the balance sheet.

Earnings Outlook

The industry dynamic is favorable for KPJ to maintain its growth
momentum. Malaysia's spending on health has been steadily increasing
to 3.8% of the country’'s GDP in 2002 from 3.0% in 1998, according to the
latest available statistics by World Health Organization (WHO). However,
the spending was still behind WHO’s recommendations of 5% and that of
other developed countries.

Malaysia’s Total Expenditure On Health (as % of GDP) Is
Comparatively Low

1998 1999 2000 2001 2002

Australia 8.7 8.9 9.2 9.3 9.5
Canada 9.2 9.0 8.9 9.4 9.6
China 4.8 5.1 5.6 5.7 5.8
India 5.2 5.7 6.3 6.1 6.1
Japan 7.2 74 7.6 7.8 7.9
Malaysia 3.0 31 3.3 3.8 3.8
Singapore 4.2 4.1 3.6 39 4.3
Thailand 39 37 3.6 35 44
USA 13.0 13.0 13.1 13.9 14.6

Source: World Health Organization, S&P Equity Research
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The overall health spending will continue to rise, in our opinion, in view of
increasing awareness towards preventive health and primary care in the
country. While the government health services will remain the popular
choice because of the affordability factor, rising affluence and the pick-up
in the medical and health insurance sectors are pointing to greater access
to private healthcare services. Increasing population of older age groups
(which may give rise to old age-related ailments) and rising cases of non-
communicable diseases (such as cancer, heart diseases and diabetes)
should also boost demand for specialty services, creating greater
opportunities for KPJ.

Another healthy source of growth is the medical tourism industry. With its
competitively-priced services and high medical standards, Malaysia is
becoming one of the preferred medical tourism destinations in Asia. The
number of medical tourists in the country grew to 296,687 in 2006,
bringing total revenue of MYR203.7 min from MYR9.5 min in 1998. The
sector's revenue is expected to reach MYR2.0 bln by 2010. KPJ has
been among the frontrunners in catering to the tourist market, offering
specialized medical services (KPJ has developed specialties in
reconstructive and plastic surgery) that are combined with holiday
packages. Presently, health tourism only accounts for 2%-3% of KPJ
group revenue compared with 50% for some private hospitals in
Singapore. KPJ expects to increase the contribution to 10% in five years.

KPJ's 2007 revenue is expected to pass the MYR1.0 bin mark. We
believe our projected 23% growth in the total number of patients for KPJ in
2007 and 10% increase in 2008 is within reach given the rising demand
for private healthcare in the country, higher admissions of foreign patients
and the expansion of its hospitals. 2007 will also see the full-year impact
of Sentosa Medical Centre, Kuala Lumpur and KPJ Kajang Specialist
Hospital in the group as well. Margins are expected to improve with better
performance of new hospitals. Perdana Specialist in Kelantan and
Kuching Specialist are expected to break even in 2007 and become
profitable in 2008, while Sentosa Specialist in Kuala Lumpur should turn
around in 2009 (it normally takes 3-4 years for a hospital to show profit).
Material costs are on the rise but we do not see this is as an issue for the
company since the cost increases are normally fully passed on to
customers.

The net impact of the proposed sale of five hospital buildings to the
group’s bottomline (excluding the one-off capital gain of MYR5.7 min at
the group level) will be marginally positive as savings on interests and
depreciation charges are offset by rental expenses. Similarly, the
acquisition of Taiping Medical Centre, which recorded a net profit of
MYR1.7 min in FY06 (Apr.) will be earnings accretive, albeit marginally
due to interest elements.

We have made some adjustments to our earnings forecast due to the
slight delay in the completion of the sale of the five hospital buildings to
AAREIT from the original target of Dec. 2007. We have also factored in
the net impact of the acquisition of Taiping Medical Centre into our 2008
forecast. All in, we lower our projected 2007 net profit by 6.7% and raise
our 2008 forecast by 8.2%. Without the gain, we project a healthy net
profit growth of 57% for 2007 and 27.2% for 2008.

We expect group net gearing to drop below 50% in 2008 from 55.9% at
end-Sep. 2007 due to debt repayments and a higher shareholders’ funds
base. As its financial position strengthens, we expect KPJ to be able to
maintain at least 50% dividend payout going forward.

Valuation

The earnings adjustment has no impact on our 12-month target price of
MYR4.40, which is derived from a PER of 12x on recurring earnings for
2008. We also add our projected dividend of 14.5 sen per share for 2007
to arrive at the target price.

As per the historical trend, the assigned valuation is at a discount to its
regional peers, such as Pacific Healthcare Holdings, which currently
trades at 13.5x 2008 earnings. The valuation gap could be attributable to
its peers’ larger exposure to the more lucrative medical tourism sector.
For instance, about 53% of Pacific Healthcare patients are foreigners.

Profit & Loss

FY Dec./MYR min 2005 2006  2007E  2008E
Reported Revenue 659.6 8315 1,072.4 1,256.6
Reported Operating Profit 58.8 70.3 91.2 1119
Depreciation & Amortization 2311 -35.6 -40.6 -38.4
Net Interest Income / (Expense) -15.9 -18.6 -17.6 -15.8
Reported Pre-tax Profit 423 60.1 85.0 114.0
Effective Tax Rate (%) 321 315 27.0 27.0
Reported Net Profit 32.7 41.0 57.0 78.2
Reported Operating Margin (%) 8.9 8.5 8.5 8.9
Reported Pre-tax Margin (%) 6.4 72 7.9 9.1
Reported Net Margin (%) 5.0 49 5.3 6.2

Source: Company data, S&P Equity Research
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Standard & Poor’s Equity Research Services

Standard & Poor's Equity Research Services U.S. includes Standard & Poor's
Investment Advisory Services LLC; Standard & Poor's Equity Research Services
Europe includes Standard & Poor's LLC- London and Standard & Poor's AB
(Sweden); Standard & Poor's Equity Research Services Asia includes Standard &
Poor's LLC's offices in Hong Kong, Singapore and Tokyo, Standard & Poor's
Malaysia Sdn Bhd, and Standard & Poor’s Information Services (Australia) Pty Ltd.

Glossary

Strong Buy: Total return is expected to outperform the total return of the KLCI or
KL Emas Index respectively, by a wide margin over the coming 12 months, with
shares rising in price on an absolute basis.

Buy: Total return is expected to outperform the total return of the KLCI or KL Emas
Index respectively, over the coming 12 months, with shares rising in price on an
absolute basis.

Hold: Total return is expected to closely approximate the total return of the KLCI or
KL Emas Index respectively, over the coming 12 months with shares generally
rising in price on an absolute basis.

Sell: Total return is expected to underperform the total return of the KLCI or KL
Emas Index respectively, over the coming 12 months and share price is not
anticipated to show a gain.

Strong Sell: Total return is expected to underperform the total return of the KLCI or
KL Emas Index respectively, over the coming 12 months by a wide margin, with
shares falling in price on an absolute basis.

S&P 12 Month Target Price — The S&P equity analyst's projection of the market
price a given security will command 12 months hence, based on a combination of
intrinsic, relative, and private market valuation metrics.

Required Disclosures

All of the views expressed in this research report accurately reflect the
research analyst's personal views regarding any and all of the subject
securities or issuers. No part of analyst compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or views
expressed in this research report.

Additional information is available upon request.

Other Disclosures

This report has been prepared and issued by Standard & Poor's and/or one of its
affiliates. In the United States, research reports are prepared by Standard & Poor’s
Investment Advisory Services LLC (“SPIAS”). In the United States, research
reports are issued by Standard & Poor's (“S&P”), in the United Kingdom by
Standard & Poor's LLC (“S&P LLC”), which is authorized and regulated by the
Financial Services Authority; in Hong Kong by Standard & Poor's LLC which is
regulated by the Hong Kong Securities Futures Commission, in Singapore by
Standard & Poor's LLC, which is regulated by the Monetary Authority of Singapore;
in Japan by Standard & Poor's LLC, which is regulated by the Kanto Financial
Bureau; in Sweden by Standard & Poor's AB (“S&P AB"), in Malaysia by Standard
& Poor's Malaysia Sdn Bhd (“S&PM”) which is regulated by the Securities
Commission, in Australia by Standard & Poor's Information Services (Australia) Pty
Ltd (“SPIS”) which is regulated by the Australian Securities & Investments
Commission and in Korea by SPIAS, which is also registered in Korea as a cross-
border investment advisory company.

The research and analytical services performed by SPIAS, S&P LLC, S&P AB,
S&PM, SPIS and SPIAS LLC (Korea) are each conducted separately from any
other analytical activity of Standard & Poor’s.

A reference to a particular investment or security by Standard & Poor's and/or one
of its affiliates is not a recommendation to buy, sell, or hold such investment or
security, nor is it considered to be investment advice.

Standard & Poor's and its affiliates provide a wide range of services to, or relating
to, many organizations, including issuers of securities, investment advisers, broker-
dealers, investment banks, other financial institutions and financial intermediaries,
and accordingly may receive fees or other economic benefits from those
organizations, including organizations whose securities or services they may
recommend, rate, include in model portfolios, evaluate or otherwise address.

CMDF-Bursa Research Scheme (“CBRS”)

This report has been prepared by S&PM for purposes of CBRS administered by
Bursa Malaysia Berhad, independent from any influence from CBRS or the subject
company. S&P will receive total compensation of RM15,000 each year for each
company covered by it under CBRS. For more information about CBRS, please
visit Bursa Malaysia’s website at: http://www.bursamalaysia.com/website/bm/

Disclaimers

This material is based upon information that we consider to be reliable, but neither
S&P nor its affiliates warrant its completeness, accuracy or adequacy and it should
not be relied upon as such. With respect to reports issued by S&P LLC-Japan and
in the case of inconsistencies between the English and Japanese version of a
report, the English version prevails. Neither S&P LLC nor S&P guarantees the
accuracy of the translation.  Assumptions, opinions and estimates constitute our
judgment as of the date of this material and are subject to change without notice.
Neither S&P nor its affiliates are responsible for any errors or omissions or for
results obtained from the use of this information. Past performance is not
necessarily indicative of future results.

This material is not intended as an offer or solicitation for the purchase or sale of
any security or other financial instrument. Securities, financial instruments or
strategies mentioned herein may not be suitable for all investors. Any opinions
expressed herein are given in good faith, are subject to change without notice, and
are only correct as of the stated date of their issue. Prices, values, or income from
any securities or investments mentioned in this report may fall against the interests
of the investor and the investor may get back less than the amount invested. Where
an investment is described as being likely to yield income, please note that the
amount of income that the investor will receive from such an investment may
fluctuate. Where an investment or security is denominated in a different currency to
the investor's currency of reference, changes in rates of exchange may have an
adverse effect on the value, price or income of or from that investment to the
investor. The information contained in this report does not constitute advice on the
tax consequences of making any particular investment decision. This material is not
intended for any specific investor and does not take into account your particular
investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you.
Before acting on any recommendation in this material, you should consider whether
it is suitable for your particular circumstances and, if necessary, seek professional
advice.

For residents of the U.K. This report is only directed at and should only be relied on
by persons outside of the United Kingdom or persons who are inside the United
Kingdom and who have professional experience in matters relating to investments
or who are high net worth persons, as defined in Article 19(5) or Article 49(2) (a) to
(d) of the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005, respectively.

For residents of Malaysia. All queries in relation to this report should be referred to
Alexander Chia, Desmond Ch’'ng or Ching Wah Tam.
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