Q & M Dental Group

AngPow from the tooth fairy

SINGAPORE | HEALTHCARE | FY17 RESULTS

=  FY17 Revenue was in line with our full year expectation; FY17 Earnings missed by 9%
on lower than expected results from associates

= Intensive organic growth: targets 10 new clinics each in SG and MY by end-FY18e

= Declared final dividend of 0.42 cents and a special dividend of 0.5 cents (Full year
dividend of 1.62 cents +44.6%YoY)

=  Maintained NEUTRAL and slightly higher TP at SS0.63 (previously S$0.61), based on
higher estimated 2.3 cents FY18 EPS and lower 27x FY18e PER

Results at a glance

SS$' mn 4Q17 4Q16 YoY (%) FY17 FY16 YoY (%) Comments
Clinics 29.0 321 -9.8% 112.8 118.7 -5.0% Deconsolidation of Aoxinin Apr-17;

Ex. Aoxin, revenue +2.8% YoY
Distribution 3.5 3.3 5.0% 10.7 13.7 -22.2% Deconsolidation of Aoxinin Apr-17;

Ex. Aoxin, revenue -1.7% YoY
Manufacturing 0.0 7.9 n.m. 0.0 225 n.m. Deconsolidation of Aiditein Dec-16

PhillipCapital

1 March 2018

Neutral (Maintained)

LAST CLOSE PRICE SGD 0.630
FORECAST DIV SGD 0.011
TARGET PRICE SGD 0.625
TOTAL RETURN 0.9%
COMPANY DATA

BLOOMBERG CODE QNM sP

O/S SHARES (MN): 795

MARKET CAP (USD mn/SGD mn): 378/501
52 - WK HI/LO (SGD) : 0.75/0.59
3M Average Daily T/O (mn): 0.69

MAJOR SHAREHOLDERS (%)

Quan Min Holdings Pte Ltd 48.11%
Heritas Helios Investmetns Pte Ltd 8.01%
Dr Ng Chin Siau 143%

PRICE PERFORMANCE (%)

Revenue 324 433 -25.2% 123.5 154.9 -20.3% As above

Gross 27.8 35.1 -20.8% 107.9 126.2 -14.5% Pro-rate gross margin +6.0pp to
87.4%

EBITDA 44 225 -804% 309 434 -28.8% Reclassification of Aidite and Aoxin
as associates

EBIT 52 214 -758% 316 389 -18.8%

PATMI 28 181 -84.5% 239 283 -15.7% Lower effective tax rate:
3.0%in FY17 vs 6.2% in FY16

PATMI, adj. 24 1.7 41.9% 140 11.4 22.5% Ex.one-offs of $9.87mninFY17 and

$16.87mnin FY16

DPS (SScents) 0.92 0.70 31.4% 1.62 1.12 44.6% Included 0.5 centSpecial Dividend
Higher payout ratio:
53.9%in FY17 vs 31.4%in FY16

Source: Company, PSR

The Positive

+ One-time gain of S$17.4mn from the spin-off of Aoxin (Apr-17). Both Aidite and Aoxin
have been reclassified from subsidiaries to associates, contributing $53.95mn or 27.2%
to the Group’s FY17 adjusted PBT. The Group declared final dividend of 0.42 cents and,
to our surprise, a special dividend of 0.5 cents.

+ Higher and sustainable gross profit margin, in the high-80s or low 90s. Gross margins
for respective business segments have reverted to their pre-acquisition levels — Clinic
margin at c.93% and Distribution margin at c.30%.

+ Refinancing and disposal of underperforming clinic could save an aggregate amount
of S$2mn moving forward.

(a) The Group has secured S$60mn bank facility as at 25 Jan-18 to repay the 4.4%
MTN due on 18 Mar-18. The favourable interest rate (below 4.4%) led to lower
annual interest payment.

(b) Sold Q&M Medical Aesthetic & Laser Centre Pte. Ltd. on 4 Dec-17 for a total
consideration of S$0.24mn, to cut losses.
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KEY FINANCIALS
Y/E Dec FY 16 FY17 FY18e FY19e
Revenue (SGD mn) 155 123 148 163
EBITDA(SGD mn) 43 31 23 26
NPAT, adj. (SGD mn) 28 28 B 21
EPS (S Cents) 36 35 23 26
PER, adj. (x)* 48.6 36.2 394 342
P/BV, () 49 45 42 4.0
DPS (S Cents) 11 16 11 12
Div Yield (%) 2% 3% 2% 2%
ROE (%) 274%  244% 15.7% 17.0%

Source: Company Data, PSR est.
*Based on adjusted EP S, which we have included
government grants as non-recurring items

Valuation Method
P/E Multiple @27x

Soh Lin Sin (+65 6212 1847)
Investment Analyst

sohls@phillip.com.sg
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The negative

- Dental equipment and supplies distribution business turned red. The segment
recorded an EBIT Joss of S$165,000 as compared to profit of $$141,000 in FY16. The
new Productivity Solutions Grant (PSG) announced in 2018 Singapore Budget, could
help support demand for new dental equipment.

Outlook

Outlook brightens but concerns remain. Post-deconsolidation of its major revenue drivers

in China, the Group is stepping up its regional expansion in Singapore and Malaysia to plug

the gap.

(a) Intensive organic growth of its dental clinics in Singapore. Net decrease of 1 dental
outlet and 1 aesthetic centre in Singapore in FY17. Targets to add another 10 clinics
into its network by end FY18e (+13.5% more outlets).

(b) Restarting the engine in Malaysia. Net increase of 8 dental outlets in Malaysia in FY17.
Targets to add another 10 clinics into its network by end FY18e (+71.4% more outlets).
Potential locations are Johor and Malacca, where spending power of the residents are
rising and density of dentists are lower compared to Kuala Lumpur.

Despite the step up in its expansion strategy - from its previous target of opening at least 5
new clinics per year - we are lukewarm on the organic growth strategy in Singapore as
compared to Malaysia’s.

(a) While the dentist density in Singapore is lower that the developed countries, namely,
US, UK, and Japan, we expects slower momentum from organic growth as the market
becomes saturated.

(b) Lacklustre demand for dental services. Outpatient load in Singapore’s Dental Clinics
(both public and private) was flattish at +0.3% YoY in 2017. We have yet to see any
sign of recovery in late 2017.

The Group has earmarked c¢.SS$4mn for FY18e CapEx (capital expenditures).
Notwithstanding that, we do not discount the possibility that the Group will expanding into
Southern China via joint ventures and organic growth initiatives with its Chinese associate,
Aoxin Q&M Dental Group. Aoxin Q&M Dental has a strong presence in the Northern China.

We expect the Group to fund its expansion via its existing cash balances of S$37mn and/or
debt. The Group has recently established a S$500mn Multicurrency Debt Issuance
Programme in Dec-17. It also generates over SS$10mn net operating cash flows annually.

With lower cash balances and EBITDA, the Group has bumped up its net gearing ratio from
0.35x to 0.42x, and interest coverage ratio dipping from 12.7x to 9.5x as at end-FY17.

Maintained NEUTRAL with slightly higher TP of $$0.63 (previously $$0.61)

We raised FY18e EPS by 12.3% to 2.3 cent, after taking into account of the targeted 20 new
clinics in Singapore and Malaysia. While, in general, we expect local patient demand for
healthcare services to recover in 2018, the Group no longer have significant control over its
Aidite and Aoxin after the spin-offs. We lowered PER from 32.0x to 27.3x, which is in line
with peers’ average FY18e PER.

Potential re-rating catalysts would be (i) successful earnings accretive acquisitions; and (ii)
better-than-expected results from associates.
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Financials

Income Statement

P PhillipCapital

Balance Sheet

Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e
Revenue 1240 1549 1235 1483 162.7 ASSETS
EBITDA 23.6 43.4 30.9 233 26.0 PPE 34.3 27.4 20.3 21.4 19.7
Depreciation & Amortisation (4.0) (4.5) (3.3) (3.9) (4.2) Associates & JVs 0.0 39.8 74.9 78.9 83.4
Share of profit from assoc. & JVs 0.0 0.0 4.0 4.0 4.4 Intangibles 76.9 75.5 53.5 53.5 53.5
Others (0.5)  12.4 6.6 (24)  (2.6) Others 1.1 6.7 7.7 7.7 7.7
EBITDA, adj. 20.1 26.5 17.1 17.8 19.9 Total non-current assets 1123 1494 1564 1615 164.3
EBIT 19.6 38.9 31.6 23.5 21.7 Accounts receivables 22.8 239 15.9 16.9 18.6
Net Finance Inc/(Exp) (2.7) (3.4) (3.2) (2.3) (2.1) Cash 64.9 44.1 37.0 24.7 19.7
Profit before tax 16.8 35.5 28.4 21.2 24.1 Inventories 11.2 7.6 6.5 4.6 4.9
Taxation (20)  (22)  (07) (29 (3.3 Others 47 43 3.2 3.2 3.2
Net profit, reported 14.8 333 27.6 18.3 20.8 Total current assets 103.6 80.4 62.6 49.4 46.4
Non-controlling interest (3.4) (5.0) 0.2 (0.1) (0.1) Total Assets 2159 229.8 219.0 2109 210.7
PATMI, reported 114 28.3 27.8 18.2 20.7
Non-recurring items 3.5 16.9 9.9 15 1.6 LIABILITIES
PATMI, adjusted 7.9 114 14.0 12.7 14.6 Accounts payables 25.7 21.0 18.2 12.9 13.7
Short term loans 15.7 15.5 60.5 0.5 0.5
Others 0.6 0.0 0.0 0.0 0.0
Total current liabilities 42.0 36.5 78.7 133 14.2
Long term loans 63.8 69.3 24.4 75.9 68.3
Others 1.8 2.0 1.8 1.8 1.8
Per share data (SGD Cents) Total non-current liabilities 65.6 713 26.2 77.7 70.1
Y/E Dec FY15 FY16 FY17 FY18e FY19e Total Liabilities 107.7 107.8 104.9 91.0 84.3
EPS, reported 1.46 3.55 3.50 2.29 2.60
EPS, adj. 1.01 1.44 1.76 1.60 1.84 EQUITY
DPS 0.84 1.12 1.62 1.07 1.23 Non-controlling interests 16.1 7.4 1.0 1.0 1.1
BVPS 11.81 14.40 14.23 14.95 15.77 Shareholder Equity 92.1 114.7 113.1 118.8 125.3
Valuation Ratios
Cash Flow Y/E Dec FY15 FY16 FY17 FY18e FY19e
Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e P/E (X), adj. 68.4 48.6 36.2 39.8 345
CFO P/B (X) 5.8 4.9 4.5 4.2 4.0
Profit before tax 16.8 35.5 24.4 17.2 19.7 EV/EBITDA (X), adj. 26.8 21.0 29.6 28.4 25.4
Adjustments 4.2 (9.5) (11.1) 1.9 1.7 Dividend Yield (%) 1.2% 1.6% 2.5% 1.7% 1.9%
WC changes (5.2) (4.3) 3.3 (4.5) (1.1) Growth & Margins (%)
Cash generated from ops 15.9 21.7 16.6 14.6 20.3 Growth
Others (2.6) (2.8) (0.5) (2.9) (3.3) Revenue 23.6% 25.0% -20.3% 20.0% 9.7%
Cashflow from ops 133 18.9 16.1 11.7 17.0 EBITDA 56.0% 83.9% -28.8% -24.6% 11.4%
CFl EBIT 59.2% 98.7% -18.8% -25.6% -7.5%
CAPEX, net 1.5 (5.9)  (43) (49)  (2.6) Net profit, adj. 1.0% 453% 22.5% -9.3% 15.2%
Others (21.0) (15.8) (3.9) 0.2 0.1 Margins
Cashflow from investments (19.6) (21.7) (8.2) (4.7) (2.5) EBITDA margin 19.0% 28.0% 25.0% 15.7% 16.0%
CFF EBIT margin 15.8% 25.1% 25.6% 15.9% 13.4%
Share issuance, net (0.8) (5.4) (1.5) 0.0 0.0 Adj. Net profit margin 6.3% 7.4% 11.3% 8.6% 9.0%
Loans, net of repayments (12.5) 0.0 (0.2) 51.5 (7.6) Key Ratios
Dividends (5.8) (6.7) (11.2) (8.5) (9.8) ROE (%) 13.5% 27.4% 244% 157% 17.0%
Others 54.5 (5.9)  (2.1) (62.3) (2.1 ROA (%) 6.4% 12.7% 12.4%  85%  9.8%
Cashflow from financing 35.5 (18.0) (14.9) (19.3) (19.5)
Net change in cash 292 (20.8) (7.1) (123) (5.0 Net Debt / (Cash) 14.6 407 479 517  49.0
CCE, end 64.9 44.1 37.0 24.7 19.7 Net Gearing (X) 13.5% 33.3% 42.0% 43.1% 38.8%

Source: Company, Phillip Securities Research (Singapore) Estimates

*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.
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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 orabsence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation

Ratings History ‘
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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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