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Modern Dental
Margin expansion, Sales growth acceleration, China
and Aligners; New PT HK$12.3
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Key Takeaway
We are raising our PT for Modern Dental to HK$12.3, implying 50% upside.
Preliminary 1Q21 data showed: 1) Modern Dental is running on a much improved
margin profile and 2) sales growth is accelerating (especially in China). The company
will also launch its aligner later this year or next year. All above-mentioned will be
key drivers to propel future stock performance. Reiterate Buy.

1Q21 – Sales was HK$701mn (+33%YOY, or +20% vs. 1Q19). Net margin was 15-18%
(much better than the 6.9% booked in 2019 and 10.2% in 2020).

Margin expansion – 1Q21 GM was 52-54% in 1Q21 vs. 49.8% in 2020 and 48.0% in
2019. EBITDA margin was 24.5%-27.5%, vs. 19.1% in 2020 and 16.5% in 2019. These
operation metrics showed Modern Dental is now on a much better margin profile
than before. We believe this is sustainable and could even improve through higher
margined products, better scale of economy and recovery in North America.

Sales growth acceleration – is seen in all geographical areas (except North America,
which is improving as well). See below for sales growth (YOY%) comparison between
1Q21 vs. 1Q19 (vs. 1Q20 is less meaningful given COVID-19).

Exhibit 1 - Sales growth acceleration or improvement seen in all regions

.

YOY% 2018 2019 2020 1Q20 1Q21 1Q21 vs. 1Q19

Revenue 6% 4% -9% -9% 33% 20%

Europe 10% 4% -4% -4% 33% 28%

North America 0% 1% -18% 1% -4% -3%

Greater China 11% 13% -7% -37% 107% 31%

Mainland China -58% 233% 40%

Non-Mainland China -13% 40% 21%

Australia 3% -10% -3% -2% 28% 25%

Other regions -4% 36% 9% 9% 90% 108%

Source: Company data

More importantly, mainland China sales reached HK$97mn in 1Q21 (+233%YOY, or
+40% vs. 1Q19). We believe this will be one of the key growth areas for Modern Dental
in upcoming years. Its new mid-market strategy in China, by using raw materials
that are more affordable (lower ASP) but carry, surprisingly, higher margins, while
leveraging its premium brand equity, may allow market share gain in China going
forward. Globally, digitalization cases in 1Q21 also increased to 38k (+90%YOY). We
note 1Q is typically the weakest quarter with 2Q the best quarter of the year. 1H and
2H are usually pretty even historically (excluding COVID-19).

Financials – We now expect 21E/22E sales to reach HK$2.7/3.0bn (+23%/12%YOY)
with adj. net income of HK$439/507mn (+96%/16%YOY). We project EPS to be HK
$0.46/0.53 in 21E/22E with a dividend payout ratio of 35% in both years, respectively.

Aligners an incremental value of HK$1.4/sh on top of core business HK$10.9/sh –
Modern Dental’s aligner will be launched likely late 2021E or 2022E. Conservatively
assuming 2% market share in the space with a net margin of 20% by 2033E, aligners
could add HK$1.4/sh (see our model and sensitivity analysis inside), on top of our
valuation for its core business of HK$10.9/sh.

Valuation – Our DCF-based SOTP valuation for Modern Dental is HK$12.3 (implying
a 2021E EV/EBITDA of 15.9x vs. its peer average of 16.6x).

Target |  Estimate Change

ASIA-PACIFIC excl. Japan | Healthcare
Services

RATING BUY
PRICE HK$8.17^
MARKET CAP HK$7.8B / $1.0B

PRICE TARGET (PT)
HK$12.30

(FROM HK$7.30)
UPSIDE SCENARIO PT HK$16.00
DOWNSIDE SCENARIO PT HK$6.00

^Prior trading day's closing price unless
otherwise noted.

FY Dec
HKD 2020A 2021E 2022E 2023E

EPS 0.11 .0.46 .0.53 .0.59
Prev. 0.34 0.42 0.50

Exhibit 2 - 1Q21 margins by regions

.

1Q21 GM EBITDA Net margin

Overall margin 53.0% 26.0% 16.5%

Ex-North America 55.0% 30.0% 20.0%

North America 46.4% 12.8% 5.0%

Source: Company data. *midpoint was used for
the margin ranges

See our recent note on Modern Dental:
New PT Implies 100% Upside; Significant
Margin Expansion Ahead (link)

Please see analyst certifications, important disclosure information, and information regarding the status of non-US analysts on
pages 9 to 14 of this report.
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MODERN DENTAL (3600 HK)

Estimates

HK$ 2020A 2021E 2022E 2023E

Rev. (MM) 2,190.2   2,691.1   3,026.7   3,290.3

Previous 2,536.4 2,751.8 2,932.9

Net Profit 107.8   438.9   507.2   563.7

Previous 327.6 401.4 476.1

EPS 0.11   0.46   0.53   0.59

Previous 0.34 0.42 0.50

 
Market Data

52-Week Range: HK$8.23 - HK$1.17

Total Entprs. Value HK$8.0B

Avg. Daily Value MM (USD) 7.61

Float (%) 33.8%

The Long View

| Scenarios

Base Case
Margin expansion and slightly-faster than industry
growth;

PT of HK$12.3 derived from DCF-based valuation.

Upside Scenario
Less ASP pressure;

New product launches and fast sales ramp-up;

New M&As with attractive valuation;

PT of HK$16.0 derived from DCF-based valuation.

Downside Scenario
Higher ASP downside pressure;

COVID-19 situation worsens, causing more lockdowns;

PT of HK$6.0 derived from DCF-based valuation.

| Investment Thesis / Where We Differ
Modern Dental is a global leading dental prosthetic
device provider. We like its global layout and scale,
efficient distribution network, cost advantages and
consolidation opportunities. We expect Modern Dental
to grow at a faster rate than the industry, thanks to
higher penetration of its existing and new products,
margin expansion from economies of scale and cost-
saving strategies.

| Catalysts
New product launches/rising penetration;

New M&A deals.

1 June 2021
Please see important disclosure information on pages 9 - 14 of this report.
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Exhibit 3 - Our DCF-based valuation for Modern Dental's aligner

.

China 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E 2035E US 2020E

Population (mn) 1,439 1,445 1,451 1,457 1,462 1,468 1,474 1,480 1,486 1,492 1,498 1,504 1,510 1,516 1,522 1,528 Population (mn) 330

YOY% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% YOY%

Malocclusion cases 1,040 1,044 1,048 1,053 1,057 1,061 1,065 1,069 1,074 1,078 1,082 1,087 1,091 1,095 1,100 1,104 Malocclusion cases 245

Penetration (%) 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% 72% Penetration (%) 74%

Treated cases 3.1 4.2         5.2         6.3         7.4         8.5         9.6         10.7       11.8       12.9       14.0       15.2       16.3       17.5       18.7       19.9       Treated cases 4.4         

Penetration (%) 0.3% 0.4% 0.5% 0.6% 0.7% 0.8% 0.9% 1.0% 1.1% 1.2% 1.3% 1.4% 1.5% 1.6% 1.7% 1.8% Penetration (%) 1.8%

Aligners 0.3 0.5 0.7 0.9 1.1 1.4 1.6 1.9 2.2 2.6 3.0 3.3 3.8 4.2 4.7 5.2 Aligners 1.4

Penetration 11.0% 12.0% 13.0% 14.0% 15.0% 16.0% 17.0% 18.0% 19.0% 20.0% 21.0% 22.0% 23.0% 24.0% 25.0% 26.0% Penetration 31.9%

YOY% 46.3% 36.1% 29.8% 25.6% 22.4% 20.0% 18.1% 16.6% 15.3% 14.2% 13.3% 12.5% 11.8% 11.1% 10.6% *CIC

Patient share 2.0% 0.1% 0.3% 0.4% 0.6% 0.7% 0.9% 1.0% 1.2% 1.4% 1.5% 1.7% 1.8% 2.0% 2.2% 2.3%

Patients to use the aligner ('000) 0.50 2.04 3.53 6.20 9.75 14.31 19.98 26.88 35.13 44.85 56.15 69.17 84.03 100.85 119.76

ASP per aligner (HKD) 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000 10,000

YOY% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%

Sales (HK$ mn) 5 20 35 62 98 143 200 269 351 448 562 692 840 1,008 1,198

Net margin 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20% 20%

Net income (HK$mn) 1 4 7 12 20 29 40 54 70 90 112 138 168 202 240

DCF (base) 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E 2035E

Capex 5% (0) (1) (2) (3) (5) (7) (10) (13) (18) (22) (28) (35) (42) (50) (60)

D&A 10% 0 0 0 0 1 1 2 3 4 6 8 11 14 18 23 29

NWC 0.3% 0 (0) (0) (0) (0) (0) (0) (0) (0) (0) (0) (0) (0) (0) (1) (1)

CF 0 1 3 6 10 16 23 33 44 58 75 95 118 144 174 208

WACC 8%

PV (HK$mn) 0 1 3 5 8 12 16 21 26 32 38 44 51 58 65 72

NPV ('21E-'35E) (HK$mn) 449

Terminal growth rate 0%

Terminal value (HK$mn) 906

DCF value (HKD mn) 1,356

Shares (mn) 957

Stakes 100%

HKD/share 1.4

Source: Jefferies, CIC

 
Exhibit 4 - Sensitivity analysis for Modern Dental's aligner

.

WACC

1 0.5% 1.0% 1.5% 2.0% 2.5% 3.0%

6% 0.5 1.1 1.6 2.2 2.7 3.2

7% 0.4 0.9 1.3 1.7 2.1 2.6

8% 0.4 0.7 1.0 1.4 1.7 2.1

9% 0.3 0.6 0.9 1.1 1.4 1.7

10% 0.3 0.5 0.7 1.0 1.2 1.4

Implied patient share

Source: Jefferies
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Exhibit 5 - Revenue model

.

Revenue model

HK$ '000 2018 2019 1Q20 2020 1Q21 2021E 2022E 2023E 2024E 2025E

Revenue by regions

Revenue 2,315,467 2,399,548 528,109 2,190,208 700,800 2,691,060 3,026,682 3,290,271 3,515,902 3,708,315

Europe 924,601 957,616 225,600 916,731 300,300 1,145,914 1,283,423 1,386,097 1,469,263 1,542,726

North America 688,431 697,082 169,600 571,170 163,200 656,846 689,688 710,378 731,690 753,640

Greater China 466,956 527,033 82,900 489,234 172,000 638,764 775,750 894,700 998,496 1,080,075

Mainland China 316,220 29,203 293,540 97,100 411,086 534,411 641,294 737,488 811,237

Non-Mainland China 210,813 53,689 195,694 74,900 227,678 241,339 253,406 261,008 268,838

Australia 221,615 198,983 47,800 192,569 61,100 231,083 258,813 279,518 296,289 311,103

Other regions 13,864 18,834 2,209 20,504 4,200 18,454 19,007 19,577 20,165 20,770

YOY%

Revenue 6% 4% -9% -9% 33% 23% 12% 9% 7% 5%

Europe 10% 4% -4% -4% 33% 25% 12% 8% 6% 5%

North America 0% 1% 1% -18% -4% 15% 5% 3% 3% 3%

Greater China 11% 13% -37% -7% 107% 31% 21% 15% 12% 8%

Mainland China -58% -7% 233% 40% 30% 20% 15% 10%

Non-Mainland China -13% -7% 40% 16% 6% 5% 3% 3%

Australia 3% -10% -2% -3% 28% 20% 12% 8% 6% 5%

Other regions -4% 36% 9% 9% 90% -10% 3% 3% 3% 3%

As % of total

Revenue 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Europe 40% 40% 43% 42% 43% 43% 42% 42% 42% 42%

North America 30% 29% 32% 26% 23% 24% 23% 22% 21% 20%

Greater China 20% 22% 16% 22% 25% 24% 26% 27% 28% 29%

Mainland China 13% 6% 13% 14% 15% 18% 19% 21% 22%

Non-Mainland China 9% 10% 9% 11% 8% 8% 8% 7% 7%

Australia 10% 8% 9% 9% 9% 9% 9% 8% 8% 8%

Other regions 1% 1% 0% 1% 1% 1% 1% 1% 1% 1%

Source: Company data, Jefferies estimates (E)
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Exhibit 6 - Income statement

.

Income Statement

HK$ '000 2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

Net sales 2,181,292 2,315,467 2,399,548 2,190,208 2,691,060 3,026,682 3,290,271 3,515,902 3,708,315

COGS (1,119,780) (1,236,131) (1,246,617) (1,100,220) (1,267,388) (1,417,182) (1,530,348) (1,626,057) (1,713,960)

Gross profit 1,061,512 1,079,336 1,152,931 1,089,988 1,423,671 1,609,500 1,759,922 1,889,845 1,994,355

Selling expenses (265,926) (275,142) (294,352) (251,410) (296,017) (332,935) (361,930) (386,749) (407,915)

G&A expenses (586,525) (616,797) (608,278) (549,383) (538,212) (605,336) (658,054) (703,180) (741,663)

R&D expenses 0 (13,761) (7,447) (6,434) (7,905) (8,891) (9,666) (10,328) (10,894)

Operating income 209,061 173,636 242,854 282,761 581,538 662,337 730,273 789,587 833,883

D&A 90,259 95,478 152,904 135,751 138,139 138,521 139,275 133,757 129,055

EBITDA 299,320 269,114 395,758 418,512 719,676 800,859 869,548 923,344 962,938

Other income 23,469 10,797 13,467 26,139 0 0 0 0 0

Other gains / (loss) net (1,582) (12,533) (17,177) (150,695) 0 0 0 0 0

Finance income 443 547 1,270 1,255 2,265 2,888 3,739 4,654 5,628

Finance costs (28,582) (51,516) (37,902) (33,699) (31,741) (29,784) (27,826) (25,869) (23,911)

Share of results of associates (1,288) (1,929) (504) (1,537) (1,500) (1,500) (1,500) (1,500) (1,500)

Pretax income 201,521 119,002 202,008 124,224 550,561 633,942 704,686 766,872 814,100

Taxes (44,158) (35,762) (41,563) (16,565) (111,673) (126,788) (140,937) (153,374) (162,820)

Effective tax rate 21.9% 30.1% 20.6% 13.3% 20.3% 20.0% 20.0% 20.0% 20.0%

Net income 157,363 83,240 160,445 107,659 438,888 507,153 563,748 613,498 651,280

Minority Interest (1,992) 2,151 1,112 104 0 0 0 0 0

Net income to common 155,371 85,391 161,557 107,763 438,888 507,153 563,748 613,498 651,280

Diluted EPS (HK$) 0.156 0.086 0.165 0.112 0.457 0.530 0.589 0.641 0.681

Adjusted net profit to common 155,371 96,951 164,810 224,274 438,888 507,153 563,748 613,498 651,280

Adjusted diluted EPS (HK$) 0.156 0.097 0.168 0.233 0.457 0.530 0.589 0.641 0.681

Diluted sh o/s (000) 998,520 997,151 980,162 961,914 959,428 956,941 956,941 956,941 956,941

Dividend 2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

DPS (HK$) 0.05 0.03 0.05 0.07 0.15 0.17 0.19 0.21 0.22

YOY% 52% -28% 61% 32% 116% 16% 11% 9% 6%

Dividend payout ratio 30% 34% 32% 30% 35% 35% 35% 35% 35%

Margin Analysis 2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

Gross margin 48.7% 46.6% 48.0% 49.8% 52.9% 53.2% 53.5% 53.8% 53.8%

Selling expense as % of sales 12.2% 11.9% 12.3% 11.5% 11.0% 11.0% 11.0% 11.0% 11.0%

G&A expense as % of sales 26.9% 26.6% 25.3% 25.1% 20.0% 20.0% 20.0% 20.0% 20.0%

R&D expense as % of sales 0.0% 0.6% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%

Operating margin 9.6% 7.5% 10.1% 12.9% 21.6% 21.9% 22.2% 22.5% 22.5%

EBITDA margin 13.7% 11.6% 16.5% 19.1% 26.7% 26.5% 26.4% 26.3% 26.0%

Pretax margin 9.2% 5.1% 8.4% 5.7% 20.5% 20.9% 21.4% 21.8% 22.0%

Net margin 7.1% 3.7% 6.7% 4.9% 16.3% 16.8% 17.1% 17.4% 17.6%

Adjusted net margin 7.1% 4.2% 6.9% 10.2% 16.3% 16.8% 17.1% 17.4% 17.6%

% YOY Change 2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

Net sales 33% 6% 4% -9% 23% 12% 9% 7% 5%

Gross profit 21% 2% 7% -5% 31% 13% 9% 7% 6%

Selling expense 44% 3% 7% -15% 18% 12% 9% 7% 5%

G&A expense 17% 5% -1% -10% -2% 12% 9% 7% 5%

R&D expense NA NA -46% -14% 23% 12% 9% 7% 5%

Operating income 7% -17% 40% 16% 106% 14% 10% 8% 6%

EBITDA 12% -10% 47% 6% 72% 11% 9% 6% 4%

Pretax income 32% -41% 70% -39% 343% 15% 11% 9% 6%

Net income 53% -45% 89% -33% 307% 16% 11% 9% 6%

Adjusted net income 53% -38% 70% 36% 96% 16% 11% 9% 6%

Adjusted diluted EPS 52% -38% 73% 39% 96% 16% 11% 9% 6%

Diluted shares outstanding 1% 0% -2% -2% 0% 0% 0% 0% 0%

Source: Company data, Jefferies estimates (E)
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Exhibit 7 - Balance sheet

.

Balance sheet

HK$ '000 2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

Inventories 81,861 110,906 115,274 128,021 115,040 156,749 136,743 175,104 153,601

Trade receivables 413,682 380,443 423,271 473,105 485,355 509,719 572,014 583,899 635,273

Cash and cash equivalent 368,660 380,393 393,905 697,827 991,617 1,268,342 1,644,723 2,048,989 2,479,088

Pledged bank deposits 12,467 11,482 5,330 4,828 4,828 4,828 4,828 4,828 4,828

Prepayments and other receivables 59,858 58,294 64,739 71,783 71,783 71,783 71,783 71,783 71,783

Other current asset 10,983 17,851 20,098 15,173 15,173 15,173 15,173 15,173 15,173

Current assets 947,511 959,369 1,022,617 1,390,737 1,683,795 2,026,593 2,445,264 2,899,776 3,359,746

PP&E 326,703 433,810 498,613 518,915 552,073 587,026 567,341 553,355 543,901

Intangible assets 1,785,948 1,671,901 1,800,724 1,690,625 1,613,515 1,539,922 1,469,686 1,402,653 1,338,677

Investment in associates 10,325 8,396 9,625 761 761 761 761 761 761

Deferred income tax 9,090 10,814 11,832 49,294 49,294 49,294 49,294 49,294 49,294

Other non-current assets 60,653 21,771 17,830 14,756 13,256 11,756 10,256 8,756 7,256

Non-Current assets 2,192,719 2,146,692 2,338,624 2,274,351 2,228,899 2,188,759 2,097,337 2,014,819 1,939,889

Total Assets 3,140,230 3,106,061 3,361,241 3,665,088 3,912,695 4,215,351 4,542,601 4,914,595 5,299,635

Trade payables 57,195 64,319 70,026 67,670 71,222 84,086 83,624 94,574 93,257

Accruals and other payables 179,947 170,440 197,839 230,627 230,627 230,627 230,627 230,627 230,627

Current income tax liabilities 43,477 40,152 48,902 73,881 73,881 73,881 73,881 73,881 73,881

ST Bank borrowings 270,360 30,171 106,336 187,680 187,680 187,680 187,680 187,680 187,680

Other current liabilities 0 0 53,337 41,395 41,395 41,395 41,395 41,395 41,395

Current Liabilities 550,979 305,082 476,440 601,253 604,805 617,669 617,207 628,157 626,840

LT Bank Borrowings 447,098 779,072 696,012 673,063 623,063 573,063 523,063 473,063 423,063

Deferred tax liabilities 23,379 18,774 16,047 11,250 11,250 11,250 11,250 11,250 11,250

Other non-current liabilities 13,781 10,931 150,335 123,005 123,005 123,005 123,005 123,005 123,005

Non-Current Liabilities 484,258 808,777 862,394 807,318 757,318 707,318 657,318 607,318 557,318

Total Liabilities 1,035,237 1,113,859 1,338,834 1,408,571 1,362,123 1,324,987 1,274,525 1,235,475 1,184,158

Share capital 77,500 77,500 76,078 74,592 74,592 74,592 74,592 74,592 74,592

Reserve 2,019,990 1,918,744 1,944,742 2,173,069 2,467,124 2,806,917 3,184,628 3,595,671 4,032,029

Shareholders' Equity (w/out MI) 2,097,490 1,996,244 2,020,820 2,247,661 2,541,716 2,881,509 3,259,220 3,670,263 4,106,621

Minority interest 7,503 (4,042) 1,587 8,856 8,856 8,856 8,856 8,856 8,856

Total Liabilities and SE 3,140,230 3,106,061 3,361,241 3,665,088 3,912,695 4,215,351 4,542,601 4,914,595 5,299,635

Source: Company data, Jefferies estimates (E)
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Exhibit 8 - Cash flow statement

.

Cash Flow Statement

HK$ '000 2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

Profit before tax 201,521 119,002 202,008 124,224 550,561 633,942 704,686 766,872 814,100

Depreciation of PP&E 53,183 57,439 57,551 58,641 61,029 64,928 69,039 66,724 65,079

Amortization of intangible assets 37,076 38,039 95,353 77,110 77,110 73,593 70,236 67,033 63,975

Asset impairment (2,715) 516 195 0 0 0 0 0 0

Share of results of associates 1,288 1,929 504 1,537 1,500 1,500 1,500 1,500 1,500

Interest income (443) (547) (1,270) (1,255) (2,265) (2,888) (3,739) (4,654) (5,628)

Finance cost 28,582 51,516 37,902 33,699 31,741 29,784 27,826 25,869 23,911

Gain/loss on disposal of PP&E (95) 156 (487) 0 0 0 0 0 0

Others 6,748 (226) 1,270 216,844 0 0 0 0 0

Net change in WC (73,983) (9,970) (11,818) (89,261) 4,284 (53,209) (42,752) (39,295) (31,189)

Cash generated from operations 251,162 257,854 381,208 421,539 723,960 747,650 826,797 884,048 931,750

Income tax paid (56,489) (52,961) (38,982) (21,362) (111,673) (126,788) (140,937) (153,374) (162,820)

Net cash from operating activities 194,673 204,893 342,226 400,177 612,287 620,861 685,860 730,674 768,929

Proceeds from disposal of PP&E 1,506 1,696 7,762 0 0 0 0 0 0

Finance income 443 547 1,270 1,255 2,265 2,888 3,739 4,654 5,628

Acquisition of PP&E (191,360) (140,679) (138,712) (72,446) (94,187) (99,880) (49,354) (52,739) (55,625)

Acquisition of intangible assets 0 0 (8,802) 0 0 0 0 0 0

Acquisition of subsidiaries 1,563 0 (3,224) 0 0 0 0 0 0

Increase in restricted cash (8,741) 985 6,152 0 0 0 0 0 0

Others (15,178) (5,151) (3,032) 24,227 0 0 0 0 0

Net cash from investing activities (211,767) (142,602) (138,586) (46,964) (91,922) (96,992) (45,615) (48,085) (49,997)

Proceeds from bank borrowings 206,895 805,006 20,000 81,344 0 0 0 0 0

Repayments of bank borrowings (118,602) (742,513) (29,970) (22,949) (50,000) (50,000) (50,000) (50,000) (50,000)

Proceeds from shares issued 0 0 0 0 0 0 0 0 0

Shares repurchase 0 (16,420) (30,819) (6,867) 0 0 0 0 0

Dividends paid to equity holders (34,000) (40,000) (44,085) (67,373) (144,833) (167,361) (186,037) (202,454) (214,923)

Acquisitions of non-controlling interests 0 (20,591) (5,585) 0 0 0 0 0 0

Interest paid (25,139) (23,962) (28,584) (33,699) (31,741) (29,784) (27,826) (25,869) (23,911)

Others (1,093) (648) (64,994) (39,684) 0 0 0 0 0

Net cash from financing activities 28,061 (39,128) (184,037) (89,228) (226,574) (247,144) (263,863) (278,323) (288,834)

Net change in cash 10,967 23,163 19,603 263,985 293,790 276,724 376,381 404,266 430,099

Cash at beginning of period 337,004 368,660 380,393 393,905 697,827 991,617 1,268,342 1,644,723 2,048,989

Exchange (losses)/gains 20,689 (11,430) (6,091) 7,373 0 0 0 0 0

Cash restatement 0 0 0 32,564 0 0 0 0 0

Cash at end of period 368,660 380,393 393,905 697,827 991,617 1,268,342 1,644,723 2,048,989 2,479,088

Source: Company data, Jefferies estimates (E)
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Exhibit 9 - Key ratios

.

Ratios

2017 2018 2019 2020 2021E 2022E 2023E 2024E 2025E

AR days 65 63 61 75 65 60 60 60 60

AP days 21 18 20 23 20 20 20 20 20

Inventory days 25 28 33 40 35 35 35 35 35

Capex as % of sales 8.8% 6.1% 5.8% 3.3% 3.5% 3.3% 1.5% 1.5% 1.5%

D&A as % of PP&E 30.7% 17.6% 13.3% 11.8% 11.8% 11.8% 11.8% 11.8% 11.8%

Current ratio 1.7x 3.1x 2.1x 2.3x 2.8x 3.3x 4.0x 4.6x 5.4x

Quick ratio 1.6x 2.8x 1.9x 2.1x 2.6x 3.0x 3.7x 4.3x 5.1x

Cash ratio 0.7x 1.2x 0.8x 1.2x 1.6x 2.1x 2.7x 3.3x 4.0x

OCF/share 0.2 0.2 0.3 0.4 0.6 0.6 0.7 0.8 0.8

FCF/share 0.0 0.1 0.2 0.3 0.5 0.5 0.7 0.7 0.7

ROA 5% 3% 5% 3% 11% 12% 12% 12% 12%

ROE 7% 4% 8% 5% 17% 18% 17% 17% 16%

Dividend pay-out ratio 30% 39% 32% 63% 33% 33% 33% 33% 33%

Net Gearing Ratio 17% 22% 20% 7% -7% -18% -29% -38% -45%

Source: Company data, Jefferies estimates (E)
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Company Description
Modern Dental
Modern Dental is a global dental prosthetic device provider with two major product lines: fixed prosthetic devices such as crowns
and bridges; and removable prosthetic devices such as removable dentures.

Company Valuation/Risks
Modern Dental
Our PEG based PT for Modern Dental is HK$12.3. Risks: goodwill impairment, ASP pressure, competition, M&A integration risks.
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Investment Recommendation Record
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plus or minus 20% within a 12-month period. For Underperform rated securities with an average security price consistently below
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Notes: Each box in the Rating and Price Target History chart above represents actions over the past three years in which an analyst
initiated on a company, made a change to a rating or price target of a company or discontinued coverage of a company.
Legend:

I: Initiating Coverage

D: Dropped Coverage

B: Buy

H: Hold

UP: Underperform
Distribution of Ratings

Distribution of Ratings

IB Serv./Past12 Mos. JIL Mkt Serv./Past12 Mos.

Count Percent Count Percent Count Percent

BUY 1739 62.46% 181 10.41% 27 1.55%
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UNDERPERFORM 135 4.85% 1 0.74% 0 0.00%
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connection with this material, please contact JSL, located at 80 Raffles Place #15-20, UOB Plaza 2, Singapore 048624, telephone:
+65 6551 3950. In Japan, this material is issued and distributed by Jefferies (Japan) Limited to institutional investors only. In Hong
Kong, this report is issued and approved by Jefferies Hong Kong Limited and is intended for use only by professional investors as
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to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates
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uncertainties, and other important factors. As a result, the actual results, events, performance or achievements of the financial
product may be materially different from those expressed or implied in such statements.
This report has been prepared independently of any issuer of securities mentioned herein and not as agent of any issuer of securities.
No Equity Research personnel have authority whatsoever to make any representations or warranty on behalf of the issuer(s). Any
comments or statements made herein are those of the Jefferies entity producing this report and may differ from the views of other
Jefferies entities.
This report may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard &
Poor’s. Reproduction and distribution of third party content in any form is prohibited except with the prior written permission of the
related third party. Jefferies does not guarantee the accuracy, completeness, timeliness or availability of any information, including
ratings, and is not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained
from the use of such content. Third-party content providers give no express or implied warranties, including, but not limited to, any
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legal fees, or losses (including lost income or profits and opportunity costs) in connection with any use of their content, including
ratings. Credit ratings are statements of opinions and are not statements of fact or recommendations to purchase, hold or sell
securities. They do not address the suitability of securities or the suitability of securities for investment purposes, and should not
be relied on as investment advice.
Jefferies research reports are disseminated and available electronically, and, in some cases, also in printed form. Electronic research
is simultaneously made available to all clients. This report or any portion hereof may not be reprinted, sold or redistributed without
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