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7 November 2017

Dear Independent Directors
Independent Expert’s Report and Financial Services Guide
Introduction
Asian American Medical Group Limited (“AAMG” or the “Company”) is a Singapore based healthcare
company established in 1994 and listed on the ASX since 2009. As at 6 November 2017 AAMG had a
market capitalisation of $29.8 million. AAMG’s services are organised in three divisions:


Liver segment – operates medical centres focused on the treatment of liver, pancreas and bile duct
diseases in Singapore and Malaysia.



Radiation and Oncology segment – provides radiation therapy treatment as well as management
and advisory services to radiation oncology units in Asia.



Healthcare Management and Consultancy segment – provides consultancy and management
services to drive expansion of new medical facilities and other health care related projects.

On 20 October 2017 AAMG announced that its wholly owned subsidiary, Million Health Ventures Pte
Limited (“MHV”), had entered into an agreement (the “Subscription Agreement”) to subscribe for
19,408,163 new ordinary shares at an issue price per share of RM1.00 (“Subscription Shares”) in
Hippocrates Development Sdn Bhd (“HD”) (“Proposed Transaction”) resulting in an effective interest in the
enlarged share capital of HD of 95.1%.
1

HD is a newly created Malaysian company , established to acquire a 5-acre parcel of land (“Land”) from His
Majesty, the Sultan of Johor, Sultan Ibrahim Ismail Ibni Almarhum Sultan Iskandar Al-Haj (the “Land
Vendor”) to construct an advanced cancer treatment clinic in Iskandar Malaysia, State of Johor (the
“Project”).
The subscription price will be satisfied by a cash payment of RM5,606,963 and the balance of
RM13,801,200 through issuance to the Land Vendor of approximately 40 million new AAMG shares at AUD
0.105 (collectively known as “Subscription Price”). The issuance of AAMG shares to the Land Vendor will
2

be in part satisfaction of amounts due to the Land Vendor by HD in respect of the purchase of the Land .
1
2

Incorporated on 7 July 2017
In addition to the AAMG shares, HD will pay RM 1,065,340 in cash to the Land Vendor
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The remaining 4.9% interest in HD will be held by Dato’ Dr Caesarian Tan Kai Chah (“Dr Tan”) who
presently is the sole shareholder of HD and who will also subscribe for an additional 500,000 new ordinary
shares at an issue price of RM0.001 for each share.
The Land is a vacant parcel of land to be subdivided from a larger parcel held by the Land Vendor and has
been bought by HD on condition that it is designated as land for commercial use and in particular for a
hospital/ medical centre and related facilities. It is a condition precent in the purchase agreement that HD
entered into with the Land Vendor in relation to the acquisition of the Land (the “SPA”) that the Land
Vendor subdivide the Land and issue HD with a separate land title with the afore mentioned zoning.
Whilst not a party to the SPA or to the Subscription Agreement, AAMG has entered into an agreement with
MHV, HD and Dr Tan (“Deed of Clarification and Acknowledgment”) acknowledging its responsibilities as
set out in those agreements. Dr Tan is AAMG’s Executive Chairman, owns all the shares in HD and
approximately 38% of AAMG shares.
The Proposed Transaction is subject to MHV and AAMG shareholders’ approval as well as other conditions
precedent.

Purpose of the report
The Proposed Transaction constitutes an acquisition of a substantial asset from a substantial shareholder
and related party. Accordingly, the Independent Directors have commissioned Grant Thornton Corporate
Finance Pty Limited (“Grant Thornton Corporate Finance”) to prepare an independent expert’s report to
assess whether the Proposed Transaction is fair and reasonable to the Non-Associated Shareholders (i.e.
shareholders excluding Dr Tan and related parties) for the purposes of Chapter 10 of the ASX Listing
Rules.
For the purpose of this report, KGV International Property Consultants Sdn Bhd (“KGV”) was engaged to
provide an independent valuation report in relation to the Land held by HD (“the KGV Report”). The KGV
Report is included as Appendix B to this report.

Summary of opinion
Grant Thornton Corporate Finance has concluded that the Proposed Transaction is FAIR AND
REASONABLE to the Non-Associated Shareholders.
In forming our opinion, Grant Thornton Corporate Finance has considered whether the Proposed
Transaction is fair and reasonable to the Non-Associated Shareholders and other quantitative and
qualitative considerations.
Fairness assessment
In accordance with the requirements of the Australian Securities and Investment Commission (“ASIC”)
Regulatory Guide 111 Contents of expert reports (“RG 111”), in forming our opinion in relation to the
fairness of the Proposed Transaction to the Non-Associated Shareholders, Grant Thornton Corporate
Finance has compared the Subscription Price to the fair market value of a 95.1% interest in HD after the
completion of the Proposed Transaction.
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The following table summarises our fairness assessment:
Section
Fairness assessment of the Proposed Transaction

Malaysian

Reference

Ringgit

Subscription Price paid by MHV/ AAMG

1.2

19,408,163.0

Fair market value of 95.1% interest in HD

7.1

22,144,534.8

Premium/ (discount) in value

2,736,371.8

Premium/ (discount) in value (%)

14.1%

Source: GTCF Calculations

The Subscription Price of RM19,408,163 is less than our assessed valuation of 95.1% interest in HD.
Accordingly, we conclude that the Proposed Transaction is FAIR to AAMG’s Non-Associated Shareholders.
We have assessed the value of a 95.1% interest in HD by assessing the market value of its net assets
which mainly comprises of the Land. In assessing the market value of the Land we have relied on the
independent valuation undertaken by KGV.
Reasonableness assessment
We note that the Proposed Transaction is fair to the Non-Associated Shareholders from a quantitative
perspective. Notwithstanding this, for the purpose of assessing whether or not the Proposed Transaction is
reasonable to the Non-Associated Shareholders, we have considered the following likely advantages,
disadvantages and other factors associated with the Proposed Transaction. We note that in accordance
with RG111, the Proposed Transaction is reasonable if it is fair.
Advantages
Consistent with AAMG’s strategy
The Proposed Transaction is in line with AAMG’s strategy to expand and diversify its existing operations
into related healthcare areas including the development of healthcare real estate. The Board believes this
investment will enhance its existing radiology and oncology segment and will create significant value to
AAMG’s shareholders in the long term. The Project is expected to meet the underserved demand for
cancer treatment in Johor as well as from other parts of Malaysia and internationally. Malaysia has
experienced growth in the number of healthcare travellers coming to Malaysia and the Project is expected
to tap into this growth.
Provides an additional source of income for AAMG
AAMG will provide various services to HD to assist in delivering the Project. AAMG will be remunerated
RM1,000,000 immediately with a another amount of RM2,000,000 to be received following the achievement
of certain milestones. In addition, AAMG will receive a management service fee of 20% of the costs and
expenses incurred relating to the Project. A present limitation on the receipt of this income by AAMG is that
HD will be required to organise external funding for the Project, or else amounts owing to AAMG will remain
unpaid or paid from funds that AAMG in the first instance has contributed via its Subscription Price.
It is also noted that upon completion of the Project, it is expected that profits will be generated either
through operating the facility directly or via a third party operator. As a 95.1% shareholder AAMG could
potentially benefit from this.
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Partnership with the Land Vendor
Through the Proposed Transaction the Land Vendor will hold shares in AAMG and will have an on-going
interest in the development of the Project. Being a Malaysian of high position and standing, the Land
Vendor will be in a position to assist HD with regulatory approval processes required for the Project. We
understand from Management that approval timelines tend to be more favourable as state government
linked projects are prioritised. In addition, the Land Vendor’s connection to the Project is believed by
Management to be beneficial in obtaining funding and approaching investors for the Project. It has been
observed that in the past when the Land Vendor has made investments in companies it has the effect of
enhancing appeal of those companies by other investors.
Disadvantages
Dilution of Non-Associated Shareholders interest in the Company
Upon completion of the Proposed Transaction, the Land Vendor will hold an 11.8% interest in AAMG. As a
result the Non-Associated Shareholders will decrease their percentage interest in AAMG.
HD is exposed to penalties if the Project does not proceed in accordance with milestones stipulated by the
Sale and Purchase Agreement with the Land Vendor
HD is bound by the terms of the SPA. Whilst the SPA is not referred to in the terms of the Subscription
Agreement, from a commercial perspective they are connected agreements or transactions. The SPA sets
out various conditions precedent including certain milestones which if not met will result in an adverse
detriment to HD. For example, if development plans for the Project are not entered into within one year
from the date that the Land is registered in favour of HD, then the Land Vendor may terminate the
agreement requiring the Land to be returned at HD’s expense as well as any monies paid not being
refunded. HD would therefore forfeit their deposit of RM1,065,340 and be required to pay expenses such
as stamp duty and other taxes in order to return the Land to the Land Vendor. It is unclear from the SPA
and Subscription Agreement whether the Land Vendor would be required to return the AAMG shares they
are to be issued.
Other factors
Implications if the Proposed Transaction is not implemented
If the Proposed Transaction is not implemented, it would be the current Directors’ intention to continue
operating AAMG in line with its objectives. Non-Associated Shareholders would retain their existing
shareholding interest in AAMG.
Reasonableness conclusion
Based on the qualitative factors identified above, it is our opinion that the Proposed Transaction is
REASONABLE to the Non-Associated Shareholders.
Overall conclusion
After considering the abovementioned quantitative and qualitative factors, Grant Thornton Corporate
Finance has concluded that the Proposed Transaction is FAIR AND REASONABLE to the Non-Associated
Shareholders in the absence of a superior alternative proposal emerging.
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Other matters
Grant Thornton Corporate Finance has prepared a Financial Services Guide in accordance with the
Corporations Act. The Financial Services Guide is set out in the following section.
The decision of whether or not to accept the Proposed Transaction is a matter for each Non-Associated
Shareholder to decide based on their own views of the value of HD and expectations about future market
conditions, HD’s performance, risk profile and investment strategy. If Non-Associated Shareholders are in
doubt about the action they should take in relation to the Proposed Transaction, they should seek their own
professional advice.
Yours faithfully,
GRANT THORNTON CORPORATE FINANCE PTY LTD

ANDREA DE CIAN
Director

JANNAYA JAMES
Director
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7 November 2017
Financial Services Guide
1

Grant Thornton Corporate Finance Pty Ltd

Grant Thornton Corporate Finance carries on a business, and has a registered office, at Level 17, 383 Kent
Street, Sydney NSW 2000. Grant Thornton Corporate Finance holds Australian Financial Services Licence
No 247140 authorising it to provide financial product advice in relation to securities and superannuation
funds to wholesale and retail clients.
Grant Thornton Corporate Finance has been engaged by AAMG to provide general financial product advice
in the form of an Independent Expert’s Report in relation to the Proposed Transaction. This report is
included in AAMG’s Notice of Meeting.
2

Financial Services Guide

This Financial Services Guide (“FSG”) has been prepared in accordance with the Corporations Act, 2001
and provides important information to help retail clients make a decision as to their use of general financial
product advice in a report, the services we offer, information about us, our dispute resolution process and
how we are remunerated.
3

General financial product advice

In our report we provide general financial product advice. The advice in our report does not take into
account your personal objectives, financial situation or needs.
Grant Thornton Corporate Finance does not accept instructions from retail clients. Grant Thornton
Corporate Finance provides no financial services directly to retail clients and receives no remuneration from
retail clients for financial services. Grant Thornton Corporate Finance does not provide any personal retail
financial product advice directly to retail investors nor does it provide market-related advice directly to retail
investors.
4

Remuneration

When providing the report, Grant Thornton Corporate Finance’s client is the Company. Grant Thornton
Corporate Finance receives its remuneration from the Company. In respect of the report, Grant Thornton
Corporate Finance will receive from AAMG fees in the order of $35,000 plus GST, which is based on
commercial rate plus reimbursement of out-of-pocket expenses for the preparation of the report. Our
directors and employees providing financial services receive an annual salary, a performance bonus or
profit share depending on their level of seniority.
Except for the fees referred to above, no related body corporate of Grant Thornton Corporate Finance, or
any of the directors or employees of Grant Thornton Corporate Finance or any of those related bodies or
any associate receives any other remuneration or other benefit attributable to the preparation of and
provision of this report.
5

Independence

Grant Thornton Corporate Finance is required to be independent of AAMG and HD in order to provide this
report. The guidelines for independence in the preparation of an independent expert’s report are set out in
Regulatory Guide 112 Independence of expert issued by the Australian Securities and Investments
Commission (“ASIC”) (“RG 112”). The following information in relation to the independence of Grant
Thornton Corporate Finance is stated below.
“Grant Thornton Corporate Finance and its related entities do not have at the date of this report, and have
not had within the previous two years, any shareholding in or other relationship with AAMG or HD (and
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associated entities) that could reasonably be regarded as capable of affecting its ability to provide an
unbiased opinion in relation the Proposed Transaction.
Grant Thornton Corporate Finance has no involvement with, or interest in the outcome of the transaction,
other than the preparation of this report.
Grant Thornton Corporate Finance will receive a fee based on commercial rates for the preparation of this
report. This fee is not contingent on the outcome of the transaction. Grant Thornton Corporate Finance’s
out of pocket expenses in relation to the preparation of the report will be reimbursed. Grant Thornton
Corporate Finance will receive no other benefit for the preparation of this report.
Grant Thornton Corporate Finance considers itself to be independent in terms of Regulatory Guide 112
“Independence of expert” issued by the ASIC.”
We note that Grant Thornton Australia Limited is the auditor of AAMG. The audit services provided by
Grant Thornton Australia Limited are strictly for compliance purposes. In addition, the independent expert’s
report was predominately prepared outside of the audit procedures and we have strict internal protocols in
relation to audit independence. In our opinion, Grant Thornton Corporate Finance is independent of AAMG
and its Directors and all other relevant parties of the Proposed Transaction.
6

Complaints process

Grant Thornton Corporate Finance has an internal complaint handling mechanism and is a member of the
Financial Ombudsman Service (membership no. 11800). All complaints must be in writing and addressed
to the Chief Executive Officer at Grant Thornton Corporate Finance. We will endeavour to resolve all
complaints within 30 days of receiving the complaint. If the complaint has not been satisfactorily dealt with,
the complaint can be referred to the Financial Ombudsman Service who can be contacted at:
PO Box 579 – Collins Street West
Melbourne, VIC 8007
Telephone: 1800 335 405
Grant Thornton Corporate Finance is only responsible for this report and FSG. Complaints or questions
about the Target’s Statement should not be directed to Grant Thornton Corporate Finance. Grant Thornton
Corporate Finance will not respond in any way that might involve any provision of financial product advice
to any retail investor.
7

Compensation arrangements

Grant Thornton Corporate Finance has professional indemnity insurance cover under its professional
indemnity insurance policy. This policy meets the compensation arrangement requirements of section 912B
of the Corporations Act 2001.
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1
1.1

Outline of the Proposed Transaction
Background

AAMG is a Singaporean based healthcare company offering services focused on treatment of liver,
pancreas and bile duct diseases, radiation therapy and management of oncology facilities. It also provides
consultancy and management services to drive expansion of new medical facilities and other health care
related projects.
MHV is a wholly owned subsidiary of AAMG set up to pursue a new service area: healthcare related
property investment for AAMG. On 20 October 2017 MHV entered into the Subscription Agreement to
acquire the Subscription Shares resulting in AAMG having an effective interest in HD of 95.1% of the
enlarged share capital. HD was incorporated in July 2017 to acquire the Land from the Land Vendor in
order to construct a hospital or medical centre. HD is currently wholly owned by its sole director, Dr Tan,
who is also the Executive Chairman, and a 38.9% shareholder in AAMG. In addition AAMG will also enter
into a service agreement with HD to assist them in developing the Project.
The diagram below illustrates the elements and effects of the Proposed Transaction as well as other
transactions relevant to the Proposed Transaction.

Proposed: 11.8%

Currently: 38.9%

AAMG
Proposed: 34.3%
100.0%

Proposed Transaction/
Subscription Agreement
- Cash RM5.6 mn
- AAMG shares RM13.8 mn

Currently: 100.0%

Dr.
Tan
1.2

Services Agreement
- Service fee of RM3 mn
- Cost plus 20% service fee
on OPE/ fees

MHV
SPA for Land
- Cash RM1.06 mn
- AAMG shares RM1.12 mn

Proposed
95.1%

HD

Proposed: 4.9%

Land

Land
Vendor

Key terms of the Proposed Transaction

Key terms and conditions of the Proposed Transaction pursuant to the Subscription Agreement are outlined
below:


MHV will subscribe for the Subscription Shares at an issue price of RM1.00 per share (“Subscription
Price”).



Dr Tan who presently holds all the issued share capital in HD (500,000 Ordinary Shares) will
subscribe for an additional 500,000 Ordinary Shares at an issue price of RM0.001 per share.



Upon completion of the Proposed Transaction, MHV will hold 95.1% of HD and Dr Tan will hold
4.9%.
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The Subscription Price will be paid for partly in cash (RM5,606,963) and partly by the issuance of
new shares in AAMG to the value of RM13,801,200. The shares in AAMG will be issued to the
Land Vendor rather than Dr Tan in part satisfaction of amounts due to the Land Vendor by HD
pursuant to the Sale and Purchase Agreement between the Land Vendor and HD in relation to the
acquisition by HD of the Land (see below for further information).



Conditions precedent include the approval by MHV and AAMG shareholders of the Proposed
Transaction. In addition, the title of the Land is required to registered in the name of HD, with the
category of land use marked as “Building”, stating that the Land is for commercial use including a
hospital/ medical centre and supporting facilities/ services.

Refer to the Explanatory Statement forming part of the Notice of Meeting for further details in relation to the
conditions of the Proposed Transaction.
Relevant to the Proposed Transaction are three additional agreements that explain and regulate other
transactions connected to the Proposed Transaction. The first is the SPA between the Land Vendor and
HD in relation to the acquisition by HD of the Land, the second is the services agreement between HD and
Asian American Medical Group Pte Limited (“AAMGPL”), a wholly owned subsidiary of AAMG in relation to
services to be provided by AAMGPL to assist HD in the development of the Project using the Land (the
“Services Agreement”); and the third is the Deed of Clarification and Acknowledgment.
The SPA was entered into on 5 September 2017. The key terms and conditions relevant to the Proposed
Transaction are:


HD is to acquire the Land which will is approximately 5 acres in size to be subdivided from a larger
parcel of 9 acres. The Land will be issued with a separate land title and a categorisation to be
marked on the land title of “Building”. In addition, the land title will have express conditions stating
that the Land is for commercial use that includes the use of the Land as a hospital/medical centre
and all related facilities and services to support the same.



3

The purchase consideration for the acquisition of the Land is RM2,178,000 to be paid partly in cash
(RM 1,065,340) and partly through the issuance of new ordinary shares in AAMG (to the amount of
RM1,112,660) In addition, HD will pledge a percentage of the net profits after tax for a period of ten
years earned by that portion of the medical centre set up for the Project to the Land Vendor.



HD undertakes to construct a hospital/medical facility and related facilities/services to support the
same on the Land which will provide advanced medical treatment that is not publicly available in
Johor.



The SPA sets various time frames for which certain milestones are to be achieved with
consequences if not achieved. For example, if development plans for the Project is not entered into
within one year from the date that the Land is registered in favour of HD, then the Land Vendor may
terminate the agreement requiring the Land to be returned at HD’s expense as well as any monies
paid not being refunded.

Notwithstanding that the SPA sets out the purchase price for the Land to be RM2,178,000, as the
Subscription Agreement sets out that the Land Vendor will be issued with new shares in AAMG to the value
4
of RM13,801,200 the effective purchase price is therefore RM14,801,200 .

3
4

Excluding GST of RM130,680
Calculated as RM13,801,200 (AAMG shares) plus RM1,000,000 (cash deposit)
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The Services Agreement was entered into on 26 September 2017. The key terms and conditions relevant
to the Proposed Transaction are:


AAMGPL is appointed for a three year period to provide various advisory and project management
5

services to assist HD with the Project.


AAMGPL will receive service fees of RM3 million based on defined milestones to be achieved by 26
September 2018 and cost plus 20% service fee on expenses and fees incurred by AAMGPL in
relation to the Project.

The Deed of Clarification and Acknowledgment has the effect of clarifying AAMG’s responsibilities under
the SPA and Subscription Agreement given AAMG is not a party to either of those agreements.
AAMG announced to the ASX on 27 September that the Services Agreement is considered by the Board of
AAMG (excluding Dr Tan) to be commercially reasonable and was negotiated on an arm’s length basis with
HD. Accordingly, Grant Thornton Corporate Finance has not been engaged to provide an opinion and it has
not provided an opinion in relation to the Service Agreement.

1.3

Effects of the Proposed Transaction

If implemented, the Proposed Transaction will have the following effects:


AAMG through its subsidiary MHV will acquire 95.1% of HD Ordinary Shares, for consideration of
RM19.4 million.



MHV will own 95.1% of HD’s outstanding share capital, and HD will own the Land for the purposes of
development of the Project.



AAMG will assist HD in the development of the Project.



The Land Vendor will own 11.8% of the ordinary share capital of AAMG.

The cash component of the Subscription Price will be financed by AAMG’s internal funds.

Schedule 1 to the Services Agreement contains the list of services which includes advice on planning and overall strategies and policies in order
to deliver the Project
5
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2
2.1

Purpose and scope of the report
Purpose

Chapter 10 of the ASX Listing Rules – Transactions with persons in a position of influence
Chapter 10 of the ASX Listing Rules requires the approval from the non-associated shareholders of a
company if the company proposes to acquire or dispose of a substantial asset from a related party or a
substantial holder.
ASX Listing Rule 10.2 states that an asset is substantial if its value, or the value of the consideration, is 5%
or more of the equity interest of the entity as set out in the latest financial statement provided to the ASX.
In regards to the Proposed Transaction, we note that Dr Tan is the Executive Chairman and director of
AAMG as well as a “substantial shareholder” with over 10% interest in AAMG and HD. In addition the
Subscription Shares in HD to be acquired by AAMG’s subsidiary represents more than 5% of the latest
shareholders’ equity of AAMG as at 30 June 2017 and therefore it constitutes an acquisition of a
“substantial asset” for the purposes of ASX Listing Rules.
ASX Listing Rule 10.10.2 requires that the Notice of Meeting and Explanatory Memorandum be
accompanied by a report from an independent expert stating whether the transaction is fair and reasonable
to the non-associated shareholders.
Accordingly, the Independent Directors have requested Grant Thornton Corporate Finance to prepare an
independent expert’s report stating, whether in its opinion, the Proposed Transaction is fair and reasonable
to the Non-Associated Shareholders for the purposed of ASX Listing Rule 10.1.

2.2

Basis of assessment

Grant Thornton Corporate Finance has had regard to RG 111 in relation to the content of independent
expert’s report and RG76 in relation to related party transactions. RG76 largely refers to RG111 in relation
to the approach to related party transactions.
RG 111 establishes certain guidelines in respect of independent expert’s reports prepared for the purposes
of the Corporations Act. RG 111 is framed largely in relation to reports prepared pursuant to Section 640 of
the Corporations Act and comments on the meaning of “fair and reasonable” in the context of a takeover
offer. RG 111 also regulates independent expert’s reports prepared for related party transactions in clauses
52 to 63. RG 111 notes that an expert should focus on the substance of the related party transaction, rather
than the legal mechanism and, in particular where a related party transaction is one component of a
broader transaction, the expert should consider what level of analysis of the related party aspect is
required.
We note that RG111 clause 56 states the following:
RG 111.56 Where an expert assesses whether a related party transaction is ‘fair and reasonable’ (whether
for the purposes of Chapter 2E or ASX Listing Rule 10.1), this should not be applied as a composite test—
that is, there should be a separate assessment of whether the transaction is ‘fair’ and ‘reasonable’, as in a
control transaction. An expert should not assess whether the transaction is ‘fair and reasonable’ based
simply on a consideration of the advantages and disadvantages of the proposal, as we do not consider this
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provides members with sufficient valuation information (See Regulatory Guide 76 Related party
transactions (RG 76) at RG 76.106–RG 76.111 for further details).
Accordingly, in the consideration of the Proposed Transaction, the expert should undertake a separate test
of the fairness and then analyse the advantages and disadvantages for the Non-Associated Shareholders.
RG 111 notes that a related party transaction is:
 Fair, when the value of the financial benefit being offered by the entity to the related party is equal to or
less than the value of the assets being acquired.
 Reasonable, if it is fair, or, despite not being fair, after considering other significant factors, shareholders
should vote in favour of the transaction.
In considering the fairness of the Proposed Transaction, we have compared the fair market value of the
95.1% interest in HD to the value of the Subscription Price. The fair market value of AAMG’s 95.1%
interest in HD has largely been underpinned by the independent valuation of the Land undertaken by KGV.
The Subscription Price which comprises both cash and shares in AAMG has meant we have had regard to
the value of AAMG’s shares as traded on the ASX.
In considering whether the Proposed Transaction is reasonable to the Non-Associated Shareholders, we
have considered a number of factors, including:
 Whether the Proposed Transaction is fair.
 The implications to AAMG and the Non-Associated Shareholders if the Proposed Transaction is not
approved.
 Other likely advantages and disadvantages associated with the Proposed Transaction as required by
RG111.
 Other costs and risks associated with the Proposed Transaction that could potentially affect the NonAssociated Shareholders.
Given that the most material asset of HD is the Land, for the purpose of this report, an independent
valuation specialist, KGV was engaged to conduct an independent valuation of the Land. KGV’s report (the
“KGV Report”) is included as Appendix B to this report.

2.3

Independence

Prior to accepting this engagement, Grant Thornton Corporate Finance considered its independence with
respect to the Proposed Transaction with reference to the RG 112.
Grant Thornton Corporate Finance has no involvement with, or interest in, the outcome of the approval of
the Proposed Transaction other than that of an independent expert. Grant Thornton Corporate Finance is
entitled to receive a fee based on commercial rates and including reimbursement of out-of-pocket expenses
for the preparation of this report.
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Except for these fees, Grant Thornton Corporate Finance will not be entitled to any other pecuniary or other
benefit, whether direct or indirect, in connection with the issuing of this report. The payment of this fee is in
no way contingent upon the success or failure of the Proposed Transaction.
We note that Grant Thornton Australia Limited is the auditor of AAMG. The audit services provided by
Grant Thornton Australia Limited are strictly for compliance purposes. In addition, the independent expert’s
report was prepared outside of the audit procedures and we have strict internal protocols in relation to audit
independence. In our opinion, Grant Thornton Corporate Finance is independent of AAMG and its
Directors and all other relevant parties of the Proposed Transaction.

2.4

Consent and other matters

Our report is to be read in conjunction with the Notice of Meeting dated on or around 7 November 2017 in
which this report is included, and is prepared for the exclusive purpose of assisting the AAMG
Shareholders in their consideration of the Proposed Transaction. This report should not be used for any
other purpose.
Grant Thornton Corporate Finance consents to the issue of this report in its form and context and consents
to its inclusion in the Notice of Meeting.
This report constitutes general financial product advice only and in undertaking our assessment, we have
considered the likely impact of the Proposed Transaction to the Non-Assoicated Shareholders as a whole.
We have not considered the potential impact of the Proposed Transaction on individual shareholders.
Individual shareholders have different financial circumstances and it is neither practicable nor possible to
consider the implications of the Proposed Transaction on individual shareholders.
The decision of whether or not to accept the Proposed Transaction is a matter for each AAMG Shareholder
based on their own views of the value of AAMG and expectations about future market conditions, AAMG’s
performance, their individual risk profile and investment strategy. If shareholders are in doubt about the
action they should take in relation to the Proposed Transaction, they should seek their own professional
advice.
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3

Industry sector profile

AAMG operates in the healthcare sector, principally within Singapore. The Project being developed by HD
is also in the healthcare sector, although in Malaysia. Accordingly, we have focused this section of our
report on the Malaysian healthcare and hospital development sector.

3.1

Introduction

Malaysia has a diversified economy and has become a leading exporter of electrical appliances, electronic
parts/ components and natural gas. The economy has witnessed growth of more than 6.4% p.a. on
6

average since 1970 , despite facing setbacks on account of global factors (for example, the global financial
crisis). From its primary reliance on agriculture and commodity exports, the Malaysian economy has
shifted to a diversified and open economy with strong links to global value chains.
In 2017, real GDP grew by 5.6% y-o-y. Growth was underpinned by domestic demand. Public and private
7

spending and investments both witnessed significant growth, and the economy is expected to grow 4.8%
in 2017 (as against 4.2% in 2016). The 11th Malaysia Plan (for 2016-20) aims to implement various
reforms aimed at boosting productivity and fostering growth.
The Malaysian economy witnesses domestic and foreign investments in primary sectors as well as
services sector. The private healthcare industry in Malaysia witnessed the approval of three Malaysianowned projects and one project with 54% of foreign participation in 2016, with total investments of
8

RM188.5 million (domestic investment was RM184.7 million). The healthcare sector in Malaysia is
discussed in further detail below.

3.2

Healthcare sector in Malaysia

3.2.1 Tiered system
Healthcare in Malaysia is a two-tier system, comprising a government-run universal healthcare system for
Malaysian citizens, and a private healthcare system for both Malaysian citizens and international patients.
The total healthcare expenditure in 2016 was RM52 billion, including the public sector (52%) and private
sector (48%). As the cost to patients of private healthcare is significantly higher than that of public
healthcare, the majority of Malaysians prefer public healthcare facilities. For example, the average
maternity charge for patients is RM800 for a public hospital (in Class 1 of a public hospital) and RM3,5009

6,000 for a private hospital .
Malaysia’s healthcare facilities are considered reputable and have won several awards internationally and
regionally. The country is now a preferred destination for healthcare travellers and consumers. The
medical tourism industry in Malaysia has witnessed a growth in healthcare travellers from 728,000 in 2012
to 859,000 in 2015, generating revenue of RM914 million in 2015 (as against RM603 million in 2012). Most
healthcare travellers in 2016 were from Indonesia, followed by India and China.
The growth in this industry is due to various factors, including:



Increase in the numbers of ageing global population with chronic diseases

OECD Economic Surveys: Malaysia, November 2016
Malaysian Institute of Economic Research
8 “Malaysia: Investment Performance Report 2016”, Malaysia Investment Development Authority
9 World Health Statistics, 2016
6
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Global disparity in cost for the provision of healthcare services



Increasing admission waiting time at hospitals



The rise in improved service quality for healthcare services provided in developing countries



Labour market flexibility and ease in relocation

Malaysia spent 4.2% of its GDP on healthcare in 2016, with 52.4% of this being funded by the
government. This spend as a proportion of GDP is relatively low, with Singapore spending 4.9% of its
GDP, Japan at 10.2%, USA at 17.1% and Zimbabwe at 6.4%.
The global trend indicates that Western economies in Europe and USA are a major source of health
tourists, whilst countries in Asia and Latin America are increasingly becoming the beneficiaries. While
Malaysia’s share of this global market is relatively small at present, health tourism has been identified as
one of the key areas under the National Key Economic Areas (“NKEA”) as a driver of growth for the
country.
3.2.2 Tax incentives for export of services
As mentioned above, the Malaysian Government recognises the need to develop medical tourism in
Malaysia further. As a result, the Malaysian Government has provided various tax incentives for the
medical tourism industry, as set out below:



Tax Deduction for promotion of export of services: If a healthcare service provider incurs expenditure
for the promotion of exports for healthcare services, the company would be eligible to enjoy an
additional deduction benefit.



Double tax deduction for expenses incurred in obtaining recognised accreditation: In order to
encourage Malaysian providers to obtain accreditation of their facilities (with a view to conform with
quality standards, aimed at the foreign medical travellers), expenses incurred by a private hospital in
obtaining domestic or internationally recognised accreditation are eligible for a double deduction
10
benefit . Examples of such accreditation include the Malaysian Society for Quality in Health or the
Joint Commission International.



Tax exemption on the value of increased exports: Companies that export services are eligible for an
exemption of the value of the increased exports in the provision of private healthcare to foreign clients
in and from Malaysia, amounting to 50%-70% of statutory income. Any unutilised allowance can be
carried forward until fully utilised.



Tax exemption for hospitals registered with the Malaysia Healthcare Tourism Council (“MHTC”): The
MHTC was established to drive the strategic development of Malaysia’s healthcare travel industry and
to promote the country as a destination for world class healthcare services. The MHTC has initiated
the following incentives:
-

Private healthcare service providers who intend to participate in health tourism can register with
MHTC, in order to promote themselves in international markets.

-

In order to encourage investment in the latest technologies, new private healthcare facilities/
existing facilities undertaking expansion, modernisation or refurbishment with a view to promote
healthcare travel are eligible for a tax holiday of 100% on the qualifying capital expenditure

If RM100,000 is spent to apply for certification in the year ended 31 December 2016, but certification is actually obtained during the year ending
31 December 2017, no deduction will be allowed in the tax return for FY16 but a deduction of RM200,000 will be allowed in the FY17 tax return.
10
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incurred within a period of 5 years. Any unutilised allowance can be carried forward to
subsequent years until fully utilised.

3.3

Outlook

Malaysia’s healthcare system is increasingly being recognised for high-quality service at an affordable
price. However, the changing demographics are expected to place pressure on the capacity and
specialisation of its hospitals and clinics. As Malaysia adapts to new risks and challenges (for example, the
increased incidence of new infectious diseases due to urbanisation), it is welcoming foreign investment in
the provision of medical services, professional expertise and key parts of the supply chain.
The expansion of Malaysia’s hospitals and clinics has created new opportunities in the medical supply
chain. Malaysia has attracted more investments from private companies, and local firms have started to
manufacture new products in partnership with multinational companies.
The outlook for the Malaysian healthcare sector is discussed below:



Offtake agreements: Malaysia has finalised procedures for offtake agreements to encourage the
production and consumption of Malaysian-made health products. The revised offtake purchase
agreements will run for 3 years (with an additional 2 years if export criteria are met), rather than the
standard 2-year contract to supply the government. This is particularly significant for foreign investors.
For example, the Ministry of Health has awarded a 3-year contract to Biocon Ltd, an Indian public
biopharmaceuticals company, for supplying recombinant human insulin formulations manufactured at
its facility in Johor, Malaysia. This is Malaysia’s first locally manufactured biologic product approved
for commercial sales within the country.



Clinical trials: The Malaysian government aims to make the country a focal point for clinical trials in the
region. By 2020, it aims to have 1,000 such trials performed in Malaysia. However, regulatory issues
and lack of interest from specialists have slowed progress on this front.



Medical devices: Malaysia is also trying to develop the medical device industry as part of its
development plans for healthcare, and is working to enable their standards and regulation to conform
with international guidelines.



NKEA: The Malaysian government expects the proportion of people aged 60 years or older to be 10%
of the population by 2020 and 15% by 2030. As life expectancy increases, the country is likely to face
increased demand for elderly care. The health care NKEA focuses on three areas: mobile healthcare
services; institutionalised aged care; and retirement villages (the MIDA and the Ministry of Finance are
reviewing incentives for developers and operators of elderly facilities and services).
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4
4.1

Profile of AAMG
Introduction

AAMG was established in 1994 and listed on the ASX since 2009. The Company was formerly known as
the Asian Centre for Liver Diseases and Transplantation, and changed its name in 2013 to Asian American
Medical Group. AAMG is located at Gleneagles Hospital in Singapore, and is headed by Dr. Tan,
supported by specialists in various disciplines and other healthcare personnel. The Company has three
main service lines:


Liver segment – this division operates medical centres focused on the treatment of liver, pancreas and
bile duct diseases in Singapore and Malaysia. This is run by the Company’s wholly owned subsidiary,
Asian American Liver Centre Pte Ltd.



Radiation and Oncology segment – this division provides radiation therapy treatment as well as
management and advisory services to radiation oncology units in Asia. This is run by the Company’s
subsidiary, Asian American Radiation Oncology Pte Ltd (formerly known as Asian American Blood
and Marrow Transplant Centre Pte. Ltd.), with the supervision of Dr Daniel Tan Yat Harn.



Healthcare Management and Consultancy segment – this division provides consultancy and
management services to drive expansion of new medical facilities and other health care related
projects. This is run by the Company’s wholly owned subsidiary, Asian American Medical Group Pte
Ltd.

AAMG has the following strategies to be able to grow its business going forward:


Recruiting more specialists in liver and cancer treatment.



Development of overseas centres and forming partnerships in various regions. For example, AAMG
has partnered with UPMC, a health-care provider in Pittsburgh, USA which is highly ranked in the field
of transplantation and is affiliated with the University of Pittsburgh. The Company is also working with
hospitals and clinics in both Malaysia and Myanmar, and is exploring opportunities to work in Russia
with RusSing Med Holdings Pte Ltd, a shareholder of the Company.



Diversification of service offerings. Last year, Asian American Radiation Oncology Pte. Ltd. entered
into an agreement with Jinsenkai Medical Corporation Aizawa Hospital, Japan, to provide proton
therapy services.

4.2

Patients

The Company mainly services patients from Asia, receiving patients from regions like South-East Asia,
South Asia, Indochina, the Middle East and North Asia. A breakdown of the Company’s patient mix is
given below:
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Patient mix in Liver segment

Patient mix in Radiation Oncology segment

Indian

Phillipines 2%
Others
Vietnamese 3%
8%
3%
Others
30%

Mongolian
4%

Malaysian
5%
Sinaporean
7%
Indonesian
9%

UAE
59%

Singaporean
36%

Vietnamese
7%

Malaysian
13%

UAE

Indonesian

Sinaporean

Malaysian

Vietnamese

Phillipines

Indian

Others

Indonesian
14%

Mongolian

Singaporean

Indonesian

Malaysian

Vietnamese

Others

Source: Management

In the Liver segment, patients from UAE contributed to 59.0% of revenue in FY16 (FY15: 56.0%). This is
because 10 out of 13 transplant cases involved a patient from the UAE. In the Radiation Oncology
segment, local Singaporean patients contributed 44.7% of clinical revenue in FY16.

4.3

Shareholders

The Company has 297,752,754 outstanding shares. The largest shareholders of the Company as at
31 October 2017 are set out below.

Name of shareholder
Dr. Tan (c/o Citicorp Nominees Pty Limited)
Kong Meng Ang
HSBC Custody Nominees (Australia) Limited
Citicorp Nominees Pty Limited
Russing Med Holdings Pte Ltd
Mr Zhi Cheng Ang
Mr Chin Soon Ong
Tye Wee Thin
Aspire Strategy Pte Ltd
BNP Paribas Noms Pty Ltd
Mr Khai Ping Wun
J P Morgan Nominees Australia Limited
Mr Lee Kang Hoe
Unusual Investment & Trading Pte Ltd
Mr Robert John Wood + Mrs Stella Agnes Wood (Bob & Stella
Wood S/F A/C)
Dr Saw Huat Seong
Hiroshi Tatara
Mr Cherinjit Kumar Shori
Mr Ravindran Govindan
Mr Harry Vui Khiun Lee
Mr Yeoh Meng Yau
Largest shareholders
Other minority shareholders
Total

Source: Management

Number of shares
115,798,180
46,062,300
32,209,068
32,052,970
21,000,000
12,062,300
5,000,000
5,000,000
4,000,000
3,712,826
3,000,000
2,550,001
2,500,040
2,000,000

Shareholding %
38.9%
15.5%
10.8%
10.8%
7.1%
4.1%
1.7%
1.7%
1.3%
1.2%
1.0%
0.9%
0.8%
0.7%

1,140,415

0.4%

1,000,000
1,000,000
842,000
699,483
561,915
457,000
292,648,498

0.3%
0.3%
0.3%
0.2%
0.2%
0.2%
98.3%

5,104,256
297,752,754

1.7%
100.0%
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4.4

Financial performance

The performance of the Company for the years ended 31 August 2016 (“FY16”) and 31 August 2017
(“FY17”) is presented below:
Consolidated statements of profit or loss and other comprehensive income
for the year ended:
Singapore $
Revenue
Provision of services
Sale of medication
Management fee
Other operating income
Total revenue and other income

FY16
31-Aug-16
Audited

FY17
31-Aug-17
Audited

13,776,576
2,740,879
565,390
170,992
17,253,837

12,800,020
1,965,929
400,933
207,412
15,374,294

Expenses
Change in inventories
Inventories and Raw materials & consumables
Employee benefit expense
Operating lease expense
Directors fees
Provision for doubtful debts
Other expenses
EBITDA
Margin

27,061
(10,647,270)
(6,268,352)
(492,391)
(190,315)
(224,087)
(1,594,305)
(2,135,822)
-12.4%

(25,110)
(9,715,169)
(6,201,273)
(492,993)
(81,596)
150,078
(1,569,988)
(2,561,757)
-16.7%

Depreciation
Impairment of goodwill
EBIT
Margin

(75,301)
(2,211,123)
-12.8%

(53,551)
(266,123)
(2,881,431)
-18.7%

Finance expenses
Profit/(Loss) before income tax
Margin

(2,211,123)
-12.8%

(2,881,431)
-18.7%

Income tax benefit/ (expense)
Net profit/ (loss)
Margin

150,000
(2,061,123)
-11.9%

(149,379)
(3,030,810)
-19.7%

Discontinued operations
Other comprehensive income
Total comprehensive income/ (loss) for the year
Source: Audited financials, S&P Global and GTCF calculations

220,956
(1,840,167)

525,350
(2,505,460)

With regard to the above, we note the following:


The liver treatment and transplantation segment contributed 91.6% of the Group’s overall revenue in
FY16 (FY15: 95.8%). Total revenue for this segment reduced by 19.8% from S$19.5 million in FY15 to
S$15.6 million in FY16, on account of reduction in patients. The decrease in patient and surgical
activities in the year led to lower third-party revenue, sales of medication and professional consultation
fees. As a result, the segment suffered a loss of S$0.9 million in FY16 (FY15: profit of S$1.3 million).
In FY17, this trend continued, with the liver segment contributing 89.6% of revenue.



In FY16, the radiation oncology segment recorded its first full year revenue of S$1.1 million. Of total
AARO revenue, 80.9% is generated from the provision of clinical services to its patients, with the
remaining revenue from overseas project management and consultancy services rendered. In FY17,
this division grew significantly due to the growth in the number of patient transactions, as well as the
expanded operations in Russia and Myanmar.



In FY16, the Company terminated a contract to acquire 60% of the Rich Tree Land and develop a
project in Zhuhai, China. On account of the consequent termination of the project lead management
contract, revenue from this division reduced significantly. The Company is making efforts to revive
revenue in this division.
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4.5

The Company had goodwill relating to the Liver segment of S$0.3 million. This was written off in FY17,
following consecutive periods of losses in the division, in light of the uncertainty in profits in future
years.

Financial position

The financial position of the Company as at 31 August 2016 and 31 August 2017 is presented below:
Consolidated statements of financial position as at
Singapore $
Current assets
Cash and cash equivalents
Trade and other receivables
Inventories
Income tax refundable
Total current assets

31-Aug-16
Audited

31-Aug-17
Audited

11,307,905
4,598,694
190,728
8,334
16,105,661

9,174,730
6,127,377
165,618
8,334
15,476,059

118,636
266,123
150,000
534,759

69,934
69,934

Total assets
Current liabilities
Trade and other payables
Current tax liabilities
Total current liabilities

16,640,420

15,545,993

4,529,700
4,529,700

5,940,733
5,940,733

Total liabilities
Net assets

4,529,700
12,110,720

5,940,733
9,605,260

Equity
Issued capital
Reserves
Retained earnings/ (Accumulated losses)
Minority interest
Total equity
Source: Audited financials, S&P Global and GTCF calculations

12,932,538
(374,557)
(559,122)
111,861
12,110,720

12,932,538
150,793
(3,652,505)
174,434
9,605,260

Non-current Assets
Plant and equipment
Intangible assets (Goodwill)
Deferred tax asset
Total non-current assets

With regard to the above we note:


During FY16, the Company undertook a capital raising, issuing 57 million shares to sophisticated
investors at c. A$0.10 per share, raising A$5.7 million.



The Company witnessed improved collections from debtors during FY16. Debtor and creditor
balances reduced during the year in line with reduced revenues.



Fixed assets mainly comprise computers and renovations to office space.
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In addition to the above, we have presented below a pro-forma balance sheet for AAMG following
completion of the Proposed Transaction as provided by Management upon the completion of the Proposed
Transaction (assuming all other things equal):

Consolidated statements of financial position as at
Singapore $
Current assets
Cash and cash equivalents
Trade and other receivables
Inventories
Income tax refundable
Total current assets
Non-current Assets
Land
Plant and equipment
Intangible assets (Goodwill)
Deferred tax asset
Total non-current assets
Total assets
Current liabilities
Trade and other payables
Current tax liabilities
Total current liabilities
Total liabilities
Net assets

31-Aug-17
Audited

HD
Pro-forma

Post the Proposed
Transaction
Pro-forma

9,174,730
6,127,377
165,618
8,334
15,476,059

1,573,953
1,573,953

8,945,371
6,127,377
165,618
8,334
15,246,700

69,934
69,934

7,004,884
7,004,884

7,004,884
69,934
7,074,818

15,545,993

8,578,836

22,321,518

5,940,733
5,940,733

695,583
695,583

6,636,316
6,636,316

5,940,733
9,605,260

695,583
7,883,253

6,636,316
15,685,202

-

17,371,280
150,793
(2,397,584)
560,713
15,685,202

Equity
Issued capital
12,932,538
Reserves
150,793
Retained earnings/ (Accumulated losses)
(3,652,505)
Minority interest
174,434
Total equity
9,605,260
Source: Audited financials, S&P Global and GTCF calculations
Note 1: Translated using exchange rates as at 1 November 2017, at RM1 : S$0.32162 and 1A$ : S$1.04383.

We note that AAMG has prepared the indicative pro-forma balance sheet of AAMG post the Proposed
Transaction assuming that the Proposed Transaction is a business combination in accordance with the
requirements of AASB3. Based on our review of the information available and discussions with our
technical audit team, we understand that it is unclear whether the Proposed Transaction should be
accounted for as a business combination or an asset purchase. For completeness, we note that if the
Proposed Transaction is accounted for as an asset purchase, the fair market value of the Land will reduce
from S$7 million to S$4.76 million, and the net assets balance will reduce from S$15.68 million to
S$13.4 million. Grant Thornton has not reviewed the reasonableness of the assumptions adopted by
AAMG to prepare the pro-forma balance sheet.
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5

HD

HD is a newly incorporated Malaysian company which is wholly owned by Dr. Tan. HD has been set up
specifically to acquire the Land in order to develop the Project.
The Land is located in the Johor Bahru district of Malaysia, and measures c. 5 acres (2.023 hectares). It
was acquired by HD on 5 September 2017 with the condition that its land title be designated for
commercial use, particularly for a hospital/ medical centre and related facilities. The Land is located in an
economic growth corridor, which also contains various housing projects and industrial schemes. Access to
utilities is available, and the Land is accessible by public transport, via a highway. The nearest town centre
is 6 km away. Further information concerning the Land is set out in KGV’s report at Appendix B.
HD has no operations to date other than the acquisition of the Land pursuant to the SPA. The unaudited
financial position of HD as at 24 October 2017 is set out below:
Consolidated statements of financial position
Malaysian Ringgit
Current assets
Cash and cash equivalents
Total current assets
Non-current Assets
Land
Total non-current assets
Total assets
Current liabilities
GST Payable
Amount due to land vendor
Other non-trade liabilities relating to AAMG
Total current liabilities
Non-current liabilities
Other payables
Total non-current liabilities
Total liabilities

24-Oct-17
Unaudited
286,364
286,364
4,489,022
4,489,022
4,775,385
130,680
2,112,660
2,027,067
4,270,407
5,000
5,000
4,275,407

Net assets

499,978

Equity
Issued capital
Retained earnings/ (Accumulated losses)
Total equity
Source: Management

500,000
(22)
499,978



As mentioned in Section 1, HD had acquired the Land from the Land Vendor for a consideration of
RM2,178,000 payable in cash and shares of AAMG. In addition, HD has undertaken to pledge a
portion of the profits from the Project for 10 years to the Land Vendor. The book value of the Land
comprises the purchase consideration of RM2,178,000, along with capitalised expenses relating to the
SPA and Services Agreement.



Non-trade liabilities comprise amounts payable to AAMG in connection with the Services Agreement
as referred to in Section 1.2 of this report. These include project leadership fees, fees for execution of
the Services Agreement and fees for architect drawings.
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6
6.1

Valuation methodologies
Introduction

In accordance with our basis of assessment set out in Section 2.2, our fairness assessment involves
comparing the fair market value of the Subscription Shares with the Subscription Price of RM19,408,163.
Grant Thornton Corporate Finance has assessed value using the concept of fair market value. Fair market
value is commonly defined as:
“the price that would be negotiated in an open and unrestricted market between a knowledgeable, willing
but not anxious buyer and a knowledgeable, willing but not anxious seller acting at arm’s length.”
Fair market value excludes any special value. Special value is the value that may accrue to a particular
purchaser. In a competitive bidding situation, potential purchasers may be prepared to pay part, or all, of
the special value that they expect to realise from the acquisition to the seller.

6.2

Valuation methodologies

RG 111 outlines the appropriate methodologies that a valuer should generally consider when valuing
assets or securities for the purposes of, amongst other things, share buy-backs, selective capital
reductions, schemes of arrangement, takeovers and prospectuses. These include:
 Application of earnings multiples to the estimated future maintainable earnings or cash flows of the
entity, added to the estimated realisable value of any surplus assets (“FME Method”).
 Discounted cash flow method and the estimated realisable value of any surplus assets (“DCF Method”).
 Amount available for distribution to security holders on an orderly realisation of assets (“NAV Method”).
 Quoted price for listed securities, when there is a liquid and active market (“Quoted Security Price
Method”).
 Any recent genuine offers received by the target for any business units or assets as a basis for
valuation of those business units or assets.
Further details on these methodologies are set out in Appendix A to this report. Each of these
methodologies is appropriate in certain circumstances.
RG111 does not prescribe the above methodologies as the method(s) that an expert should use in
preparing their report. The decision as to which methodology to use lies with the expert based on the
expert’s skill and judgement and after considering the unique circumstances of the entity or asset being
valued. In general, an expert would have regard to valuation theory, the accepted and most common
market practice in valuing the entity or asset in question and the availability of relevant information.
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6.3

Methodologies selected

In our assessment of the fair market value of the Subscription Shares, Grant Thornton Corporate Finance
has relied on the Market Value of Net Assets Method on an orderly realisation basis as discussed below.

6.3.1 Market Value of Net Assets
The fair market value of the Subscription Shares has been calculated as 95.1% of the fair market value of
HD. We note that the key asset of HD is the Land. In addition to this HD also has total liabilities of
approximately RM4.28 million (comprising mostly payables). In our valuation assessment, we have had
regard to the fair market value of the net assets on an orderly realisation basis to value 95.1% of the
issued capital in HD.
In assessing the fair market value of the HD, we have aggregated:


The market value of the Land assessed by KGV.



The cash balance including the contribution of cash by MHV in relation to the Subscription Shares.



The realisable value of other assets net of liabilities.



The transaction costs payable in relation to the Proposed Transaction.



Realisation costs estimated at 5% of net assets.

The sum of the above has then been multiplied by 95.1% to arrive at the fair market value of the
Subscription Shares.
For the purposes of this report, Grant Thornton Corporate Finance has engaged KGV to prepare a
valuation of the Land which was completed in accordance with the International Valuation Standards. A
copy of the KGV Report is included as Appendix B to this report.

6.4

Cross check

HD’s main asset is the Land. We have engaged KGV to undertake a fair market valuation of the said Land,
which is detailed in Section 7.2 below. Other assets and liabilities are taken at their carrying value. In
valuing the Land, KGV used a market approach and concluded that no other valuation method was
plausible. Income Methods like a DCF approach require detailed information concerning future cash flows.
Given that there is a high degree of uncertainty in the timing and occurrence of future cash flows, it renders
a DCF approach as not feasible.
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7
7.1

Valuation assessment of HD
Valuation summary

As discussed in Section 6, we have utilised the Market Value of Net Assets Method for the purpose of
assessing the fair market value of AAMG’s 95.1% interest in HD. We have set out in the table below a
summary of our assessed valuation, having regard to the unaudited financial statement provided by
Management.
Valuation summary - Hippocrates Development Sdn Bhd
Malaysian Ringgit

Section

24-Oct-17

Fair value

Fair Market

Reference

Unaudited

adjustment

Value

7.2

286,364

4,607,463

4,893,827

286,364

4,607,463

4,893,827

Current assets
Cash and cash equivalents
Total current assets
Non-current Assets
Land

4,489,022

17,290,978

21,780,000

Total non-current assets

7.3

4,489,022

17,290,978

21,780,000

Total assets

4,775,385

21,898,441

26,673,827
130,680

Current liabilities
GST Payable

130,680

-

Amount due to land vendor

7.4

2,112,660

(2,112,660)

-

Other non-trade liabilities relating to AAMG

7.5

2,027,067

-

2,027,067

4,270,407

(2,112,660)

2,157,747

Other payables

5,000

-

5,000

Total non-current liabilities

5,000

-

5,000

4,275,407

(2,112,660)

2,162,747

499,978

24,011,101

24,511,079

Total current liabilities
Non-current liabilities

Total liabilities
Net assets
Gross fair market value of AAMG's 95.1% interest in HD
Less: Realisation costs
Net fair market value of AAMG's 95.1% interest in HD

475,479
7.7

23,310,037

-5.0%

-5.0%

451,705

22,144,535

Source: Management, KGV calculations and GTCF calculations

Based on the above, we have assessed the fair market value of AAMG’s 95.1% interest in HD as
RM23.3 million. The details of the above adjustments are set out in the following sections.

7.2

Cash

HD has a cash balance of RM286,364 as at 24 October 2017. We have adjusted the same for the cash
to be received from both MHV and Dr. Tan as per the Subscription Agreement, less the amount payable
in cash to the Land Vendor as per the SPA for the Land. We have set out in the table below a summary
of the cash movements:
Hippocrates Development
Reconciliation of cash balance
Cash balance before the Proposed Transaction
Add: Cash received from HMV as part of the Subscription Price
Add: Cash received from Dr. Tan

Malaysian
Ringgit
286,364
5,606,963
500

Less: Part-settlement of liability to Land Vendor

(1,000,000)

Cash balance after the Proposed Transaction

4,893,827

Source: Management, GTCF analysis
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7.3

Land

The book value of the Land comprises of the purchase price in accordance with the SPA plus other
ancillary expenses incurred in connection with the purchase of Land. The adjustment made to the value
of the Land is to record it consistent with the fair market valuation of the Land assessed by KGV, whose
report is included as Appendix B.

7.4

Amounts due to the Land Vendor

As at 24 October 2017, HD has c. RM2.1 million liability payable to the Land Vendor as per the terms of
the SPA. As per the SPA, this is required to be settled in cash (RM1 million) and shares of AAMG (c.
RM1.1 million). As the Subscription Agreement requires AAMG to issue new shares in part satisfaction
of the amount that is owed to the Land Vendor, we have reduced the liability to nil.

7.5

Other non-trade liabilities

Other non-trade liabilities represent GST payable on shares forming part of the consideration for the
acquisition of the Land payable to the Land Vendor.

7.6

Corporate/ Transaction costs

According to Management, transaction costs in relation to the SPA, the Services Agreement and the
Subscription Agreement, such as legal fees, stamp duty and other associated costs have already been
incorporated in the cash balance forming part of HD’s balance sheet. Management have also advised
that AAMG will not incur any additional costs in relation to the Proposed Transaction. Accordingly, we
have not made an additional adjustment for these costs.

7.7

Realisation costs

For the purpose of assessing the market value of net assets we have allowed realisation costs of 5%.

7.8

Valuation cross check

As mentioned above, the primary asset of HD is the Land held by the company. This land has been
presented at fair market value as determined by KGV. The Land has not been used for commercial
purposes before, and hence preparing an estimate of the income that could be generated through the
exploitation of the Land is highly uncertain. This uncertainty is exacerbated by the long lag of time
before cash flows generation to allow for the construction of the medical centre.
Given these circumstances, the fair market value of the Land has been determined by KGV based on
comparable properties located in the vicinity of the Land which have been adjusted for location, shape
and size, and stage of planning approvals. Further, there are no valuation methodologies that could be
adopted to assess the value of the Land.
Given the above discussion, we have not adopted a second methodology as cross-check.
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8

Subscription Price

The Subscription Price paid by AAMG/ MHV includes cash of RM5.6 million plus RM13,801,200 being
approximately 40 million shares of AAMG issued at A$0.105. As per the Subscription Agreement, the
number of AAMG shares to be issued will vary only in accordance with the variation in the currency
exchange rates applicable at the time of issuance.
In our fairness assessment, we have calculated the fair market value of the consideration having regard
to the agreed share price of A$0.105 per share. On this basis, we have concluded that the Proposed
Transaction is fair for the Non-Associated Shareholders. While we have not separately assessed the fair
market value of the AAMG shares, as long as it does not exceed A$0.105 per share, there are no
implications for our fairness assessment. In our opinion, the fair market value of AAMG shares does not
exceed A$0.105 per share due to the following:


The trading volumes in AAMG shares are extremely limited

11

and accordingly, it may not

necessarily represent the fair market value of the shares. However, we ntoe that the AAMG shares
traded between 9.5 cents and 12.5 cents during the last 12 months preceding the date of the
announcement of the Proposed Transaction. The most recent share trades in August and
September 2017 were all undertaken at A$0.105 per share, and the share price has remained
constant at A0.105 per share since these share trades until recently before the date of this report.
As at the date of this report, the share price is A$0.10.


Trading activity in the share has been relatively low, with shares not being traded on a daily basis,
and only 26 trades taking place during the last 12 months.



While the trading price of AAMG shares is A$0.10 per share, the Company’s shares appear to be
trading at a significant premium to the net asset backing of the Company. As at 31 August 2017, the
Company’s net assets per share was c. A$0.0299.



The Company has incurred significant losses over the last 3 years, mainly on account of declining
patient numbers and therefore surgical activities. While the Company has been undertaking
collaborations and partnering with large players in the healthcare industry, the benefits of these
partnerships are yet to eventuate.



AAMG is a thinly traded share with a relatively small market capitalisation. Accordingly, it is not
covered by large analysts, and hence consensus estimates of forecast earnings are not easily
available to the market.

Based on the above, we are of the opinion that the fair market value of an AAMG share is unlikely to
exceed A$0.105 per share.

11

AAMG shares were traded 6 times in the 3 months preceding the date of this report.
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9
9.1

Source of information, disclaimer and consents
Source of information

In preparing this report Grant Thornton Corporate Finance has used various sources of information,
including:


Copy of SPA, Services Agreement and Subscription Agreement



Other financial and legal documents



ASX announcements



Annual reports



Management accounts



Monthly board presentations



Discussions with management



IBISWorld



S&P Global



Other publicly available information

9.2

Limitations and reliance on information

This report and opinion is based on economic, market and other conditions prevailing at the date of this
report. Such conditions can change significantly over relatively short periods of time.
Grant Thornton Corporate Finance has prepared this report on the basis of financial and other
information provided by the Company, and publicly available information. Grant Thornton Corporate
Finance has considered and relied upon this information. Grant Thornton Corporate Finance has no
reason to believe that any information supplied was false or that any material information has been
withheld. Grant Thornton Corporate Finance has evaluated the information provided by the Company
through inquiry, analysis and review, and nothing has come to our attention to indicate the information
provided was materially misstated or would not afford reasonable grounds upon which to base our
report. Nothing in this report should be taken to imply that Grant Thornton Corporate Finance has
audited any information supplied to us, or has in any way carried out an audit on the books of accounts
or other records of the Company.
This report has been prepared to assist the Independent Directors of AAMG in advising the NonAssociated Shareholders in relation to the Proposed Transaction. This report should not be used for any
other purpose. In particular, it is not intended that this report should be used for any purpose other than
as an expression of Grant Thornton Corporate Finance’s opinion as to whether the Proposed
Transaction is fair and reasonable to the Non-Associated Shareholders.
AAMG has indemnified Grant Thornton Corporate Finance, its affiliated companies and their respective
officers and employees, who may be involved in or in any way associated with the performance of
services contemplated by our engagement letter, against any and all losses, claims, damages and
liabilities arising out of or related to the performance of those services whether by reason of their
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negligence or otherwise, excepting gross negligence and wilful misconduct, and which arise from
reliance on information provided by the Company, which the Company knew or should have known to
be false and/or reliance on information, which was material information the Company had in its
possession and which the Company knew or should have known to be material and which did not
provide to Grant Thornton Corporate Finance. The Company will reimburse any indemnified party for all
expenses (including without limitation, legal expenses) on a full indemnity basis as they are incurred.

9.3

Consents

Grant Thornton Corporate Finance consents to the issuing of this report in the form and context in which
it is included in the Notice of Meeting to be sent to AAMG Shareholders. Neither the whole nor part of
this report nor any reference thereto may be included in or with or attached to any other document,
resolution, letter or statement without the prior written consent of Grant Thornton Corporate Finance as
to the form and content in which it appears.
KGV International Property Consultants has also consented for their report to be referenced within
and/or annexed to this report.
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Appendix A – Valuation methodology
Discounted cash flow
An analysis of the net present value of projected cash flows or DCF is a valuation technique based on the
premise that the value of the business is the present value of its future cash flows. This technique is
particularly suited to a business with a finite life. In applying this method, the expected level of future cash
flows are discounted by an appropriate discount rate based on the WACC. The cost of equity capital, being
a component of the WACC, is estimated using the Capital Asset Pricing Model.
Predicting future cash flows is a complex exercise requiring assumptions as to the future direction of the
company, growth rates, operating and capital expenditure and numerous other factors. An application of
this method generally requires cash flow forecasts for a minimum of five years.
Capitalisation of future maintainable earnings
The capitalisation of future maintainable earnings is a suitable valuation method for businesses that are
expected to trade profitably into the foreseeable future. Maintainable earnings are the assessed sustainable
profits that can be derived by a company’s business and excludes any abnormal or “one off” profits or
losses.
The selection of the appropriate multiples to apply is a matter of judgement and involves consideration of a
number of factors including:


The stability and quality of earnings.



The nature and size of the business.



The financial structure of the company and gearing level.



Future prospects of the business.



Cyclical nature of the industry.



The asset backing of the underlying business of the company and the quality of the assets.

This approach involves a review of the multiples at which shares in listed companies in the same industry
sector trade on the share market. These multiples give an indication of the price payable by portfolio
investors for the acquisition of a parcel shareholding in the company.
Net asset backing/orderly realisation of assets
The amount that would be distributed to shareholders on an orderly realisation of assets is based on the
assumption that a company is liquidated with the funds realised from the sale of its assets, after payment of
all liabilities, including realisation costs and taxation charges that arise, being distributed to shareholders.
Market value of listed securities
Market value is the price per issued share as quoted on the ASX or other recognised securities exchange.
The share market price would, prima facie, constitute the market value of the shares of a publicly traded
company, although such market price usually reflects the price paid for a minority holding or small parcel of
shares, and does not reflect the market value offering control to the acquirer.
Comparable transactions
The comparable transactions method is the value of similar assets established through comparative
transactions to which is added the realisable value of surplus assets. The comparable transactions method
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uses similar or comparative transactions and/or listed trading companies to establish a value for the current
transaction.
The comparable transactions methodology involves applying multiples extracted from the market
transaction price of similar assets to the equivalent assets and earnings of the company.
The risk attached to this valuation methodology is that in many cases, the relevant transactions contain
features that are unique to that transaction and it is often difficult to establish sufficient detail of all the
material factors that contributed to the transaction price.
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Appendix B – KGV Report
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Appendix C – Glossary
$ or A$
AAMG or the Company
APES 110
ASIC
ASX
Corporations Act
DCF
Dr. Tan
FSG
FY
FY11
GTCF, Grant Thornton or
Grant Thornton Corporate
Finance
HD
KGV
Land
Land Vendor
MHV
Project
p.a.
Proposed Transaction
RM
RG 110
RG 111
RG 112
Services Agreement
SPA
Subscription Agreement
Project
p.a.
Proposed Transaction
RM
RG 110
RG 111

Australian dollars
Asian American Medical Group Limited
Code of Ethics for Professional Accountants
Australian Securities Investment Commission
Australian Securities Exchange
Corporations Act 2001
Discounted cash flow
Dato’ Dr Caesarian Tan Kai Chah
The Financial Services Guide
Financial Year
Financial Year ended 30 June 2011
Grant Thornton Corporate Finance Pty Ltd
Hippocrates Development Sdn Bhd
KGV International Property Consultants, Malaysia
A 5-acre plot of land in the Johor Bahru district of Malaysia
His Majesty, the Sultan of Johor, Sultan Ibrahim Ismail Ibni Almarhum
Sultan Iskandar Al-Haj
Million Health Ventures Pte Limited
The proposed development of a hospital/ medical centre on the 5-acre
plot of land in Malaysia
Per annum
An agreement between MHV, Dr. Tan and HD wherein HD will issue
shares to MHV and Dr. Tan
Malaysian Ringgit
Regulatory Guide 110 Share buy-backs
Regulatory Guide 111 Content of expert’s report
Regulatory Guide 112 Independence of experts
An agreement between AAMG and HD wherein AAMG will provide
consultancy services to HD for the development of the Project
An agreement between HD and the Land Vendor whereby HD will
acquire the Land from the Land Vendor
An agreement between MHV, Dr. Tan and HD wherein HD will issue
shares to MHV and Dr. Tan
The proposed development of a hospital/ medical centre on the 5-acre
plot of land in Malaysia
Per annum
An agreement between MHV, Dr. Tan and HD wherein HD will issue
shares to MHV and Dr. Tan
Malaysian Ringgit
Regulatory Guide 110 Share buy-backs
Regulatory Guide 111 Content of expert’s report

