Thomson Medical Group Ltd

Building aregional healthcare footprint

SINGAPORE | HEALTHCARE | INITIATION

= The 70%-owned listed TMC Life Sciences Bhd is recording record earnings and growth
from an increasein beds, higher patient load and larger bill size. Ithas grown its pool of
domestic and foreign patients, drawn by improved service standards, relatively lower
costs,and weak Ringgit.

=  Earnings contribution from Franco-Vietnam Hospital, acquired at end 2023, will more
than offset the absence of government contractfor Covid-related work in Singapore.FV
extends its geographical reach toa population of 120mn people in Vietnam, Cambodia,
and Laos.

=  We estimate the development of the Iskandarlandbank couldyield a development gain
of S$1.1bn. The value of real estate could rise with the completion of the railway link
between SingaporeandJohor Bahru and the setting up of a free trade zone inthe area.
We initiate coverage with a BUY recommendation and SOTP TP of S$0.066.

Background

Thomson Medical Group (TMG) is a regional healthcare group that operates 3 tertiary
hospitals with 757 licensed beds in Singapore, Malaysia and Vietnam. It also runs specialist
medical clinicsand diagnosticimaging centres in Singaporeand Malaysia. TMG owns 1mn sq
ft freehold land in Johor Bahru, Malaysia, which could be developed into anintegrated health
and wellness city,includinga medical hub under 70%-owned TMC Life Sciences Bhd (TLS).

Highlights

= Malaysian operations are the key growth engine. Bursa-listed TLS has enjoyed strong
growth sinceFY20, led by increased bed count, higher patient load, and bigger bill size
with a larger scope of treatment. Improved quality of healthcare services and a weak
Ringgit are drawing both domestic and foreign patients to seek treatment in Malaysia.
TLS has room to increasebed count by more than 50%, from 350 currently.

=  Franco-Vietnam Hospital (FV) extends TMG’s geographical reach to the burgeoning
economies of Vietham, Cambodia, and Laos, with a combined population of 120mn. A
full-year contribution from FVin FY25e could lift EBITDA to 12.6% above that of FY23.
Founded in 2003, FV is one of Vietnam's six Joint Commission International (JCI)
accredited hospitals. Ithas 200 doctors offering more than 30 specialties. FVis addinga
new wing to raisefloor spaceby33% from FY26e.

= Expect a dip in FY24e net profit. Singapore government contracts for Covid-related
work, such as managing the vaccination centres and the Transitional Care Facilities,
tapered off in 2023. The absence of this incomestream and costincurredin FV purchase
could lead to a 65% decline in FY24e net profit but +157% rebound in FY25e with FV
contributions.

=  Unlock the value of the Iskandar landbank. The land in Iskandar has a book value of
SS$91mn as at Jun 23. At current real estate prices, we estimate it could yield a gross
development value of S$3.6bn and a development gain of about S$1.1bn when fully
developed. Johor’s state government has proposed that Iskandar Malaysia be
designated a special economic zonewith Singapore. The completion of the Johor Bahru-
Singapore Rapid TransitSystem Link (RTS) at the end of 2026 could revitalise theregion
andliftthe valueof the real estate.

Initiate coverage with a Buy recommendation and TP of $50.066

Our TP is based on the sum-of-the-parts valuation methodology. The healthcare operations
arevalued at an industry average of 12.5x FY25e EV/EBITDA. We estimate the 1mn sq ft of
freehold land atIskandar, Malaysia, could reap a development gain of SS1.1bn.
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Background

TMG owns and operates three tertiary hospitals. Theseincludetheflagship women hospital,
Thomson Medical Centre (TMC) in Singapore, Thomson Hospital Kota Damansara in Kota
Damansara, Malaysia held under 70%-owned TMC Life Sciences Bhd (TLS), and Franco-
Vietnam Hospital (FV) in Ho Chi Minh City, Vietnam which was acquired in Dec 2023. The
hospitalshavea total 757 licensed beds.

Italsoruns a chain of specialistmedical centres and diagnosticcentres in Singapore, fertility
centres in Malaysia,and chiropracticclinicsin Vietnam.

TMG owns 1m sq ft of freehold land in Iskandar, Malaysia, and Johor Bahru City Centre. It
plans to develop these areas into an integrated health and wellness city. TLS also plans to

develop Thomson Iskandar Medical Hub with 500 beds inlIskandar.

Figure 1: Portfolio of healthcare assets in Singapore, Malaysiaand Viethnam

Singapore Malaysia - 70% TMC Life Sciences Vietnam
Thomson Medical Centre Thomson Hospital Kota Damansara Franco-Vietnam Hospital
187 beds 350 beds* 230 beds
3 Diagnostic imaging centres 6 Fertility centres 1 FV Clinic (secondary care)
34 clinics 1 TCM clinic 4 clinics (chiropractic)

1 Pharmacy

Under planning Under planning Under planning
Vantage Bay Healthcare City, Thomson Iskandar Medical Hub New wing of 9,000 sqm (+33%
Iskandar (1mn sq ft landbank) 500 beds floor space)

400 Medical suites

* Growing to 535 beds

Source: Company, PSR

Singapore

Established in 1979, Thomson Medical Centre is one of the largest private providers of
healthcare services for women and children in Singapore. It also operates a network of
specialist medical clinics and facilities providing diagnostic imaging, gynaecological oncology,
specialistdermatology and Traditional Chinese Medicine.

Singapore has been the key earnings pillar, with the highest healthcare expenditure per
capitainSoutheast Asia and growing at a 5-year CAGR of 5.7% (Figure 9 & Figure 10). TMG
alsoenjoyed a bump in profits inthe lasttwo years from government contracts to manage
vaccination centres and Transitional Care Facilities. These jobs tapered off at end-2023. We
expect Singapore’s FY24e revenue to return to FY21's level.

Figure 2: FV to more than make up for revenue decline from Singapore

Revenue (S$mn)
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Source: Company, PSR
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Figure 3: EBITDA growth to rebound in FY25e
EBITDA (S$mn)
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Figure4: Malaysia grows EBITDAmargin from higher patientload, morevalue-added services
EBITDA margin (%)

= Singapore == Malaysia Vietnam

FY21 FY22 FY23 FY24e FY25e

Source: Company, PSR

Obstetrics and gynaecology (O&G) specialty faces a structural declinein Singapore. Resident
live-births fell by a steeper 5.5% per year inthe lasttwo years (Figure 7). Thomson Medical
Centre is tappinginto the growing demand for egg-freezing services. It continues to expand
specialty clinics to enhance other offerings, such as paediatric treatment.

Patient numbers declinedin FY23 (Figure 5) due to 1) lower births, 2) fewer foreign patients,
and 3) Covid fading off. However, the average bill size continues to grow (Figure 6), due to
higher costs passed through and a wider scope of treatment per patient.

Figure 5: Singapore patient number fell YoY in FY23

Singapore patient number (% YoY)
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Source: Company, PSR

Figure 6: But average bill size continued to grow
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Singapore average bill size (% YoY)
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Figure 7: Singaporelive-births fell 5.5% per year in the lasttwo years
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Figure 8: Vietnam’s acquisition will extend its reach to >160mn population
Population (mn)
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Figure 9: Singapore’s healthcare expenditure per capis the highestin South-east Asia

Healthcare Expenditure per Capita (USS)
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Figure 10: Expenditure growth inViethnam and Cambodia amongst the highest in South-east
Asia
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Malaysia

70%-owned Bursa-listed TMC Life Sciences Bhd (TML)’s business covers Thomson Hospital
Kota Damansara (THKD), TMC Fertility Centre, Thomson Chinese Medicine, TMC Care
Pharmacy and a new integrated medical hub, Thomson Iskandar Medical Hub, to be
developed inJohor Bahru, Malaysia.

Establishedin 2008, THKD is a multi-disciplinary tertiary care centre that caters to local and
international patients. A panel of 137 consultant specialists serves the hospital. THKD is
licenced to operate 554 beds, with 10 operating theatres, and more than 150 specialist
outpatient clinics. TMC Fertility Centre chain of clinicsis run by eleven resident fertility
specialists and two O&G specialists, 17 scientists and a team of nursingstaff. It also houses
one of the largestIVF laboratories in SoutheastAsia.

Malaysiais TMG's key growth engine. The drivers are:1)increasein bed capacity;2) increase
inspecialties and scope of services;and 3) foreign patients drawn by lower costs and weak
Ringgit. The number of inpatients has risen by more than 20% each in the last two years
(Figure 12), while average bill size grew by 6% per year (Figure 13). We believe Malaysia
could continue to draw foreign patients as itscales up onservicequality and offerings.

Figure 11: Malaysia is growing revenue and EBITDA
Malaysia (RMmn)
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Figure 12: The number of inpatients grew more than 20%
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Malaysia (% YoY)
m Inpatient m Outpatient

27%
23%

10%

FY2022 FY20-

-6%

Source: Company, PSR

Figure 13: Average bill size expanded
Malaysia average bill size (% YoY)
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Vietnam

FV is a strategy acquisition, as it positions TMG to tap into Vietnam’s burgeoning economy
and the healthcare needs of neighbouring Cambodia and Laos, which have a combined
population of more than 120 million.

TMG acquired the Vietnam hospital, Franco-Vietnam Hospital (FV) in Dec 2023 for S$$460mn.
Founded in 2003, FV is one of Vietnam's sixJoint Commission International (JCl) accredited
hospitals. Itcurrently has about 1,600 staff,including 200 doctors. The hospital provides care
across over 30 medical specialties, including oncology, cardiology, ophthalmology,
orthopaedics, maternity, and gastroenterology.

In 2013, it set up FV Saigon Clinic in Ho Chi Minh City, an advanced multidisciplinary
outpatient facility offering comprehensive secondary care. In 2022, FV Group acquired the

American Chiropractic Clinicbusiness, which has a chain of four clinics across Vietnam.

FV is adding a new wing of 9,000 sgm of gross floor area, targeting to complete at end
2025/early 2026. We estimate the capexat USS45mn.

Figure 14: FV has performed above pre-COVID level

FV Hospital
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Source: Company, PSR
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FV enjoyed strong EBITDA growth at a 3-year CAGR of 13.8% (Figure 14), backed by rising
affluence and the country's growing middle-income population. More Vietnamese patients
who used to seek medical treatment overseas are increasingly opting for treatment locally
due to proximity, improved service quality, lower cost (including medical,accommodation,
and flight), and language. We expect these tailwinds to continue to drive FV's contributions
inthe next few years.

With a population of 100 million, Vietnam is the third-most populous country in ASEAN.
More than 90% of the population enjoys universal health coverage. The Master Plan for
Universal Coverage aims to reduce out-of-pocket costs for patients to about 40% of their
healthcarecosts.

Healthcareexpenditure per capita has been growing atan average of 9.2% over the last five
years (Figure 10). In spite of this,at US$141, itis still lower than Malaysia and Thailand (Figure
9). The number of doctors per 10,000 people hasrisento 12.5, ahead of other neighbouring
countries. Foreign doctors are allowed to practice in Vietham. About 7% of the health
establishments are privately owned. The government plans to raisethis to 15%.

Iskandar land

The book value of the 1mn sq ft freehold land at Iskandar is S$91mn as at Jun 2023. The
approved development plot ratio is 11x. We estimate that the land can fetch a gross
development value of S$3.6bn based on current prices in the vicinity. This is expected to
yielda gainof about S$1.1bn (or S50.0416/share) when fully devel oped.

Plans to develop the land were put on hold in 2018 when the financial woes of Chinese
property developers and visa restrictions for foreigners stalled property development and
saleinlIskandar.

However, in early 2024, the Johor state government proposed that the Iskandar region be
designated as a special economic zone with Singapore. This would boosttrade and economic
activities inthe region. The completion of the RTS at end-2026 will easethe traffic between
Singapore and Johor, adding to the appeal and value of properties in Iskandar and Johor
Bahru. We therefore believe that the development of this landbank now looks viable and
couldreturn to the drawingboard.

Financials

The development of the land could also freeup cash for the group and lower debt. Net debt
has risento S$835mn, and net gearing 1.48x as at Dec 23, after the acquisition of FV at end
2023. Annualised net debt/EBITDA was 10.9x, and interest coverage was 1.9x. With
contributions and cash flow from FV from 2H24, net debt/EBITDA is expected to fall to 7.5x
inFY25e, and interest coverage improve to 2.5x.

Figure 15: Cash flowremains healthy

Cash flow (SSmn)
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The two biggest cost components for healthcare players are capital expenditure and staff
costs. Healthcare players mustconstantlyinvestin new equipment or upgrades to keep pace
with evolving technologies and broaden thetreatment scope.Hence, FCF growth is expected
to trail behind the growth in operating cash flow (Figure 15).

Staff costs as a percentage of revenue reached 33% in FY23, whichis inlinewith the industry
average. The steep increase of 44% in FY22 was due to additional manpower for Covid-
related work.

Besides the addition of FV, further costincreases arealso due to the manpower crunch for
healthcareworkers. In Singapore, the authorities rolled out a scheme to retain experienced
nurses with at least five years of servicein the public healthcaresector, with payouts every
four to six years. Though there is no significantimpact on staff costs in the near term, it
implies rising costs, which willalso befaced by private operators.

We expect the overall staff costincrease to easeto 1% in FY24e and rise by 33% in FY25e
(Figure 16). Still, we think itcould be maintained at 34% of revenue for the group as a whole
due to lower costs in Vietnam and Malaysia.

Figure 16: Staff costs as a percentage of revenue is expected to sustainat34%
Staff costs
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Source: Company, PSR

The public floathas fallen below 10%, and the company has until 10 Apr 2024 to restore it.
This can be done via issuance of new shares or paring down the stake held by the major
shareholder.
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Balance Sheet

Y/E Jun, (S$’mn) FY21 FY22 FY23 FY24e FY25e Y/E Jun, (S$’mn) FY21 FY22 FY23 FY24e FY25e
Revenue 240 334 356 350 465 ASSETS
Cost of sales - - - - - PPE & Investment Properties 537 544 507 495 509
Gross Profit 240 334 356 350 465 Others 498 501 500 956 952
Other operating income 12 10 6 5 2 Total non-current assets 1,035 1,044 1,007 1,451 1,461
Staff cost (75) (108) (118) (119) (158)
Inventory and consumables -50 -55 -59 -59 -79 Cash and cash equivalents 123 162 287 242 278
Other expenses (79) (88) (102) (107) (135) Inventories 5 6 6 7 9
Share of results of associates an - - - - - Trade and other receivables 27 60 62 61 82
EBIT 49 92 82 69 95 Others 95 93 " 85 85 85
Net finance expenses (23) (23) (27) (44) (43) Total current assets 250 321 441 395 454
Profit before tax 26 69 56 25 52 Total Assets 1,286 1,365 1,448 1,846 1,915
Taxation 9) (11) (14) (6) (13)
Net Profit 17 59 42 19 39 LIABILITIES
Minority interests (3) (5) (5) (6) (6) Trade and other payables 66 87 84 81 108
Profit attributable to owners 14 54 37 13 33 ST borrowings 0 228 12 12 12
Others 17 24 24 16 23
Per share data (S$ cents) Total current liabilities 83 339 120 110 144
Y/E Jun FY21 FY22 FY23 FY24e FY25e
BVPS 1.9 2.0 1.9 1.9 2.0 LT borrowings 619 401 736 1,136 1,136
DPS 0.0 0.1 0.0 0.0 0.0 Others 17 17 17 17 17
EPS 0.1 0.2 0.1 0.0 0.1 Total non-current liabilities 636 418 752 1,152 1,152
Total liabilities 720 757 872 1,262 1,296
Net assets 566 608 575 584 619
Cash Flow
Y/E Jun, (S$’mn) FY21 FY22 FY23 FY24e FY25e EQUITY
CFO Share Capital 2,364 2,365 2,365 2,365 2,365
Pretax profit 26 69 56 25 52 Retained profits 98 149 155 157 186
Adjustments 41 41 50 64 64 Others (1,973) (1,981) (2,020) (2,020) (2,020)
WC changes (1) (10) (5) (1) 4 Total equity 490 532 499 502 531
Cash generated from ops 67 100 100 88 120 Minority interests 76 77 76 82 88
Others (28) (29) (43) (58) (49) Total equity and liabilities 566 608 575 584 619
Cashflow from ops 39 71 57 30 71
Valuation Ratios
CFI Y/E Jun FY21 FY22 FY23 FY24e FY25e
CAPEX, net (37) (28) (11) (4) (31) P/E (x) 96.6 25.6 37.1 107.3 41.7
Others (0) (2) (2) (460) - P/B (x) 2.8 2.6 2.8 2.7 2.6
Cashflow from investments (38) (29) (13) (464) (31) EV/EBITDA (x) 28.0 16.8 17.8 25.6 19.4
Dividend yield (%) 0.3 2.2 0.8 0.3 0.7
CFF Growth & Margins (%)
Dividends paid to owners (1) (5) (32) (12) (4) Growth
Proceeds from borrowings, net (36) 4 117 400 - Revenue -26.7% 38.8% 6.6% -1.7% 32.9%
Others - 0 - (0) - Gross profit -26.7% 38.8% 6.6% -1.7% 32.9%
Cashflow from financing (37) (1) 85 389 (4) EBIT -207.5% 88.1% -10.4% -15.8% 37.2%
PBT -132.9% 164.7% -19.6% -55.0% 107.3%
Net change in cash (35) 40 129 (45) 37 Margins
Cash at the start of the period 148 112 151 287 242 Gross profit margin 100.0% 100.0% 100.0% 100.0% 100.0%
Currency translation (0) (1) (4) - - EBIT margin 20.3% 27.5% 23.1% 19.8% 20.4%
Ending cash 112 151 276 242 278 Net profit margin 5.9% 16.1% 10.4% 3.7% 7.1%
Key Ratios
Source: Company, Phillip Securities Research (Singapore) Estimates ROE 2.9% 10.1% 7.4% 2.6% 6.2%
ROA 1.1% 3.9% 2.6% 0.7% 1.7%
Net Gearing 101.4% 87.9% 92.3% 180.6% 163.8%
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PSR Rating System

We do not base ourrecommendations 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 isa holderof a financial adviser’s license under
the Financial Advisers Act, Chapter110inSingapore.

By receiving or reading thisreport, you agree to be bound by the terms and limitations setout below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been providedto you for personal use onlyand 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 destroyit, and notify the sender immediately.

The information and anyanalysis, 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 rep resentation orwarranty, express orimplied
that suchinformation or Researchis accurate, complete or appropriate or should be relied upon as such. Any suchinformation or Research containedin this report is
subjectto change, and Phillip Securities Research shall nothave any responsibility to maintain or update the information or Research made available or tosupply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are asof the date indicated and are subject to changeat any time
without prior notice. Past performance of any productreferred toin this report is notindicative of future results.

This report does not constitute, and should not be used as a s ubstitute 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 fa ct that this report has been made available
constitutes neithera recommendation to enter into a particulartransaction, nora representation thatanyproductdescribed in this report is suitable or a ppropriate
for the recipient. Recipients should be aware that many of the products, which may be described inthis report involve significant risks and may notbe 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
determinationhas beenmade thatsuchtransactions would be appropriate. Any discussion of the risks contained hereinwithre spect to any productshould not be
considered to be a disclosure of all risks or acomplete discussion of such risks.

Nothingin this report shall be construedto be an offeror solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing publicinformation, including any registered prospectus i n respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite dto its officers, directors, employees or
personsinvolvedin 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 orsecurities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limite dto its officers, directors, employees or
personsinvolved in theissuance of this report, may have participatedin 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 suchissuers. Additionally, Phillip Securities Research, or person s associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or personsinvolved in the issuance of t his report, may have provided advice or
investment services tosuch companies and investments or related investments, as maybe mentioned inthis report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
personsinvolvedintheissuance of this report may, fromtime to time maintain a long orshort position in securities referred to herein, or inrelated futures or options,
purchase orsell, make a marketin, or engage in anyother transaction involving such securities, and earn brokerage or other compensation inrespect of the foregoing.
Investments will be denominatedin various currencies including US dollarsand Euro and thus will be subject toanyfluctuationin exchange rates between US dollars
and Euro or foreign currencies andthe currency of your own jurisdiction. Such fluctuations may have an adverse effecton 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 Re search, including but not limited to its
officers, directors, employees or persons involved inthe issuance of this report, may atany time engage inany of the above activities as set out above or otherwise
hold aninterest, 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 Re search, 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 usedthe information prior to or immediately following its pu blication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, emplo yees or persons involved in the issuanceof
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 distributionto or use by, anyperson or entityin 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 suchjurisdiction.

Thisreport 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. T he products mentioned in this report may not be suitable for all investorsanda personreceiving or reading this report should seek advice froma professional
andfinancial adviser regarding thelegal, business, financial, taxand otheraspects including the suitability of such products, taking intoaccount the specific investment
objectives, financial situation or particular needs of that person, before makinga 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 determinein itsabsolutediscretion.

IMPORTANTDISCLOSURES FOR INCLUDED RESEARCH ANALYSES ORREPORTS OF FOREIGN RESEARCHHOUSES
Where the report contains research analyses or reports froma foreign research house, pleasenote:

(i)  recipientsof 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, telephonenumber +65 65336001, in respect of any matters arising from, or in connection with, the
analysesor reports; and

(i)  totheextentthat the analyses or reports are delivered toand intended to be received by any personin Singaporewho isnot an accredited investor, expert
investoror institutional investor, P hillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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