Q & M Dental Group Ltd

Growth drivers appearing

SINGAPORE | HEALTHCARE | UPDATE

= Q & M is undergoing multiple cost initiatives to improve margins. Some of the cost-down
efforts include sharing payment charges, consolidating suppliers, and recovering consumable
charges.

= EM2AI has signed a memorandum of understanding (MOU) to integrate its dental Al solution
into approximately 1,000 dental clinics in Thailand, the Philippines, Vietnam, and Indonesia.
EM2AI has been in development for seven years, and this is a transformative milestone for Q
& M. It represents a new source of recurrent earnings growth. There is an opportunity to
become the essential clinical tool used in dental procedures as awareness and trust grow with
the technology.

= We maintain our BUY recommendation and target price of $50.36. There have been no
changes in our forecast. We believe new growth opportunities are appearing for Q & M.
Organically, the company aggressively looking to cost down its operations. Associate EM2AI
Al is turning around with the commercialisation of its Al software. Inorganic opportunities
could arise, especially in China, as the healthcare sector is facing major scrutiny and
investigations.

Key Highlight

Improving margins through cost initiatives. EBITDA margins of 22% in FY23 have been the lowest
since listing. Margins have suffered from higher staff costs and underutilised dentists. After the
aggressive 40 clinics (or 66%) expansion in dental clinics from 2019-22, the company is focused
on cost rationalisation and raising existing margins. Multiple cost initiatives have been
implemented in 2024. Some of the cost-saving measures include sharing credit card payment
charges, consolidating lab suppliers, and recovering consumable charges.

The Al blue sky. Q & M has been developing Al-powered tools since Q & M Dental Al Pte Ltd (now
EM2AI) was established in 2018. The cloud-based Integrated Dental Management System
(EM2Clinic) was rolled out in 2022. The Al tool provides an oral X-ray (i.e., orthopantomogram),
dental health report, and automated charting with recommendations for the dentist. In January
2024, the stake in EM2AI was lowered to 49% to secure additional funding and minimise Q & M
capital expenditure. The Al tool is currently deployed for patients to purchase in Q & M dental
clinics. Last month, EM2AI signed a MOU to license the Al to be deployed in 1,000 dental clinics
in Singapore, Malaysia, Thailand, and Vietnam. Dentists are adopting this tool to better identify
and diagnose dental issues. It ensures that the dentist does not miss critical issues and can avoid
over- and under-treatment of patients. From the patient's perspective, the evidence-based tool
provides objectivity in the recommended treatments.

M&A opportunities. With operations on a stable growth trajectory, we believe Q & M is ready for
inorganic growth. China’s healthcare system is undergoing a major anti-corruption drive. With an
aging population, the government wants to bend the current cost curve and remove leakages and
inefficiencies. We believe this places pricing pressure on existing private operators. Tight financial
conditions in local governments will result in less investments in the sector. The authorities are
opening up foreign ownership in several cities to invite more capital. We believe this is fertile
ground for Q & M to embark on acquisitions with more attractive valuations that are earnings
accretive. Furthermore, foreign ownership can benefit from premium pricing in healthcare
services. In October 2024, Q & M entered an MOU to acquire a 25% stake in Guangdong Delun
Medical Group, which owns one dental hospital and 28 outpatient clinics.
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BUY (Maintained)
CLOSING PRICE SGD 0.275
FORECAST DIV SGD 0.011
TARGET PRICE SGD 0.36
TOTAL RETURN 34.7%
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KEY FINANCIALS
Y/E Dec, SGD (mn) FY22 FY23  FY24e FY25e
Revenue 181.2 182.7 186.1 188.8
EBITDA 23.6 24.5 32.1 324
PATMI 11.3 11.5 18.9 19.4
PATMI, adjusted 16.5 14.4 17.1 19.4
EPS (SGD cents) 1.2 1.2 2.0 2.0
P/E (X) - adjusted 15.8 18.0 15.2 134
Dividend Yield 36% 25% 3.8% 4.0%
ROE 11.1% 11.2% 16.6% 15.7%
ROA 42% 45% 7.0% 6.9%

Source: Company, PSR
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Balance Sheet

Y/E Dec, SGD '000

FY22

FY23 FY24e FY25e FY26e Y/E Dec, SGD '000 FY22 FY23 FY24e FY25e FY26e
Revenue 181,214 182,723 186,145 188,760 192,420 ASSETS
Gross profit 156,044 161,404 163,808 166,486 169,714 Trade and other receivables 26,970 31,172 50,259 50,965 51,953
EBITDA 40,967 40,037 43,315 45,408 46,513 Cash 39,698 33,993 30,483 41,394 52,569
Depreciation & amortisation (4,890) (5,083) (5,464) (5,437) (5,412) Inventories 11,091 11,812 13,030 13,213 13,469
EBIT 36,077 34,954 37,851 39,971 41,101 Total current assets 81,803 80,592 97,388 109,188 121,607
Other gains / (Losses) (5,210) (2,920) 1,763 - - PPE & IA 98,115 96,490 96,026 95,589 95,177
Net Finance Inc/(Exp) (3,909) (5,655) (4,247) (4,147) (4,047) Others 87,494 81,506 77,906 74,406 70,906
Profit before tax 14,277 13,664 22,804 23,324 24,553 Total non-current assets 185,609 177,996 173,932 169,995 166,083
Taxation (2,421) (2,591) (3,421) (3,732) (3,929) Total Assets 267,412 258,588 271,319 279,183 287,690
Minority intrest (547) 444 (500) (200) (200)
PATMI 11,309 11,517 18,884 19,392 20,425 LIABILTIES
PATMI, adjusted 16,519 14,437 17,121 19,392 20,425 Accounts payable 19,381 10,742 14,892 15,101 15,394
Bank borrowings 473 1,105 1,105 1,105 1,105
Lease liabilities 10,547 19,221 19,221 19,221 19,221
Others 2,273 2,218 2,218 2,218 2,218
Total current liabilities 32,674 33,286 37,436 37,645 37,938
Deferred tax liabilities 1,926 2,992 2,992 2,992 2,992
Long-term borrowings 84,577 79,181 77,181 75,181 73,181
Others 45,987 40,218 40,218 40,218 40,218
Per share data (SGD Cents) Total non-current liabilities 132,490 122,391 120,391 118,391 116,391
Y/E Dec FY22 FY23 FY24e FY25e FY26e Total Liabilities 165,164 155,677 157,827 156,036 154,329
EPS, Reported 1.19 1.22 2.00 2.05 2.16
EPS, Adjusted 1.75 1.53 1.81 2.05 2.16 Equity
DPS 1.00 0.69 1.05 1.10 1.10 Non-controlling interests 5,758 3,840 4,340 4,540 4,740
BVPS 10.8 10.9 12.0 13.0 14.1 Shareholder Equity 102,248 102,911 113,493 123,147 133,361
Cash Flow Valuation Ratios
Y/E Dec, SGD '000 FY22 FY23 FY24e FY25e FY26e Y/E Dec FY22 FY23 FY24e FY25e FY26e
CFO P/E (X) - adjusted 15.8 18.0 15.2 13.4 12.7
Profit before tax 14,277 13,664 22,804 23,324 24,553 P/B (X) 2.5 2.5 23 21 2.0
Adjustments 17,428 19,947 18,064 17,937 17,912 EV/EBITDA (X) 5.4 5.7 5.4 4.9 4.5
WC changes 4,159 (4,154)  (16,156) (680) (952) Dividend Yield 3.6% 2.5% 3.8% 4.0% 4.0%
Cash generated from ops 39,748 35,051 28,824 44,606 45,396 Growth & Margins
Tax paid (6,196)  (1,583)  (3,421)  (3,732)  (3,929) Growth
Cashflow from ops 33,552 33,468 25,404 40,874 41,467 Revenue -11.9% 0.8% 1.9% 1.4% 1.9%
CFl EBITDA -31.7% -2.3% 8.2% 4.8% 2.4%
CAPEX, net (9,310) (5,943) (5,000) (5,000) (5,000) EBIT -35.5% -3.1% 8.3% 5.6% 2.8%
Others (1,685) (1,221) 136 122 166 Net profit, adj. -62.9% 1.8% 64.0% 2.7% 5.3%
Cashflow from investments (10,995) (7,164) (4,864) (4,878) (4,834) Margins
CFF Gross margin 86.1% 88.3% 88.0% 88.2% 88.2%
Share issuance, net 1,750 - - - - EBITDA margin 22.6% 21.9% 23.3% 24.1% 24.2%
Loans, net of repayments 1,500 (5,364) (2,000) (2,000) (2,000) EBIT margin 19.9% 19.1% 20.3% 21.2% 21.4%
Dividends (13,152) (7,193) (8,802) (9,938) (10,411) Net profit margin 6.2% 6.3% 10.1% 10.3% 10.6%
Others (20,567)  (19,452) (13,247) (13,147 (13,047) Key Ratios
Cashflow from financing (30,469) (32,009) (24,049) (25,085) (25,458) ROE 11.1% 11.2% 16.6% 15.7% 15.3%
Net change in cash (7,912) (5,705) (3,510) 10,911 11,175 ROA 4.2% 4.5% 7.0% 6.9% 7.1%
CCE, end 39,698 33,993 30,483 41,394 52,569 Net Gearing 44.4% 45.0% 42.1% 28.3% 16.3%
Net Debt/EBITDA (X) 1.1 1.2 1.1 0.8 0.5

Source: Company, Phillip Securities Research (Singapore) Estimates
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Total Returns Recommendation Rating
>+20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5
We do not base our recommendations entirely on the above quantitative return bands. We
consider qualitative factors like (but not limited to) a stock's risk reward profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts,
and speculative undertones surrounding the stock, before making our final recommendation
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate
for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options,
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) 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, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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