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According to the financial statement for Q1, the revenues of the Company rose by 19.2% 
YOY to RMB 5 billion and the net profits rose by 38% to RMB 820 million. Even if the 25% tax 
rate of the same period of last year was adopted, the net-profit growth rate still reached 
21.5%, maintaining the rapid growth trend. At the same time, the Company recorded the 
net increase of RMB 890 million in the operating cash flow, rising by 86% YOY, which was the 
highest level since the financial crisis, revealing the excellent quality of operation. 
 
In the previous few years, Kangmei focused on the whole-industrial-chain strategy of 
Chinese traditional medicines and has operations in the upstream, middle-stream and 
downstream industry, thus gradually controlling the Chinese medicine resources and 
distribution market. In 2015, the Company`s strategy of building the nationwide internet 
medicine became more evident. The internet medical platform has taken the initial form. In 
the future, the complete ecosphere of virtual hospitals is expected to be realized, placing 
the Company again in the leading position of the industry. 
 
Recently, Qinghai Provincial Office of Financial Affairs approved Kangmei to invest RMB 100 
million to build the Chinese Medicine Exchange. We believe that, after Chinese Medicine 
Exchange is established, the market space of e Medicine Valley will be opened. The future 
commission and financing service may bring more than RMB 1 billion gross margin for the 
Company. 
 
Internet medicine improves valuation 
 
The Company has advantages in whole-industrial-chain of Chinese medicine. It has gradually 
eliminated the bottleneck of decoction pieces. The multiple marketing provides the channel 
support and the future sustainable growth is expectable. In particular, since 2015 the 
Company has been working to accelerate internet+ tactics. The internet medical platform 
has taken the initial form. In the future, the complete ecosphere of virtual hospitals is 
expected to be realized, placing the Company again in the leading position of the industry. 
The building of the platform will greatly improve the market recognition and valuation. We 
grant it 45X 2015EPS, and the target price can be CNY62.44, with “Buy” rating. (Closing price 
at 12 June 2015) 
 
Historical Valuation of Kangmei 

 
Source: Bloomberg, Phillip Securities (HK) Research 
 

BUY (Maintain) 
CMP: CNY 49.98 
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1M 3M 1Y 
Kangmei 36.20 84.24 225.07 
SCI 18.01 28.61 75.83 
 
PRICE VS. HS300 

 
Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
CNY mn FY13 FY14 FY15E FY16E 
Net Sales 13263 15846 20564 25953 
Net Profit 1880 2286 3051 3857 
EPS, CNY 0.86 1.04 1.39 1.75 
PER, x 58.46 48.06 36.02 28.49 
BVPS, CNY 5.47 7.60 8.57 9.80 
P/BV, x 9.14 6.58 5.83 5.10 
ROE, %  16.63 17.74 17.15 19.09 
Debt/Equity (%) 84.96 66.75 73.91 73.91 
Source: Company reports, Phillip Securities Est. 
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Rapid growth of results in 1Q15 
 
According to the financial statement for Q1, the revenues of the Company rose by 
19.2% YOY to RMB 5 billion and the net profits rose by 38% to RMB 820 million. Even 
if the 25% tax rate of the same period of last year was adopted, the net-profit growth 
rate still reached 21.5%, maintaining the rapid growth trend. At the same time, the 
Company recorded the net increase of RMB 890 million in the operating cash flow, 
rising by 86% YOY, which was the highest level since the financial crisis, revealing the 
excellent quality of operation. 
 
Continually grown performance 

 
Source: Company reports, Phillip Securities (HK) Research 
 
The highest CFFO since 2009 (CNY: mn) 

 
Source: Company reports, Phillip Securities (HK) Research 
 
The result growth was mainly contributed by the income growth of traditional 
Chinese medicinal decoction pieces, which could rise by more than 40%. At present, 
the decoction pieces industry is in the booming stage. In next 3 years, the capacity of 
decoction pieces in the Company is expected to rise to more than 60,000 tons, which 
will support the continuous growth of decoction pieces business. Besides, the price of 
medicinal materials has rose stably, the exploitation of in-forest ginseng in the 
reserve has also gradually contributed to the revenues, which help the medicine 
trade business continue growing steadily. The direct-sales team now has more than 
230,000 people. In 2015, probably 20 new direct-sales products will be launched into 
the market and high-speed growth is expected, we estimate the business`s revenue 
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can exceed RMB 1 billion. What`s more, the rise of profitability also contributed to 
the result growth. In Q1, the integrated gross margins rose by 0.39 percentage points 
to 27.7%. 
 
Internet medical strategy is pushed forward rapidly 
 
In the previous few years, Kangmei focused on the whole-industrial-chain strategy of 
Chinese traditional medicines and has taken the leading position in the industry. In 
the upstream, the Company worked hard to build more than 50,000 Chinese mu of 
GAP and standard farm of pseudo-ginseng and Panax ginseng. At the same time, it 
has built 9 factories of traditional Chinese medicinal decoction pieces, thus basically 
finalizing the national layout. Besides, the Company has also built Kangmei (Bozhou) 
Huatuo International Chinese Medicine Town and put it into operation while 
managing the traditional Chinese medicine markets that account for more than 75% 
of the national trading volume in China. Meanwhile, it has integrated the hospitals 
and pharmacy resources by means of new-building, M&A or entrusting. Overall 
speaking, the Company has operations in the upstream, middle-stream and 
downstream industry along the traditional Chinese medicine industrial chain, thus 
gradually controlling the Chinese medicine resources and distribution market.  
 
In 2015, the Company`s strategy of building the nationwide internet medicine 
became more evident. Regarding data and platform, the Company, together with the 
former team of Microsoft, has established Kangmei Health Cloud Service Co., Ltd., 
which will develop the cloud computing system. It has also collaborated with 
xinhua.com to establish Kangmei Health Think Tank to build the big data platform of 
health, revealing the Company is actively working to establish the underlying data 
support for internet medical platform. Before that, the Company had announced the 
collaborative programs with Yulin of Guangxi, Qinghai Province and Guangzhou city, 
etc. It provides mobile medical construction service for public hospitals, and 
participates in hospital operations and management. At the same time, as the sole 
platform in Qinghai, it is responsible for providing online inquiry, appointment and 
registration, hospital guide and report query service, etc., thus offering online and 
offline service systems. In terms of medicine purchase, the Company is working 
together with professional e-commerce businesses to pilot test the Virtual 
Pharmacies in Guangzhou, Shenzhen and Beijing, etc. A few provincial-level Chinese 
medicine hospitals have had access to Kangmei Network Platform. These companies 
can read the e-prescriptions of these hospitals, prepare traditional Chinese medicines 
and distribute them to the homes of patients, thus establishing foundation for online 
sales of prescription medicines. In terms of upstream industry, the Company has 
signed agreement with Zhongheng Group and Youbo Pharmaceutical about supply 
chain of traditional Chinese medicines and channel collaboration, revealing the 
Company`s channel building has been recognized by the market and its product lines 
will be richer. In general, the Company`s internet medical platform has taken the 
initial form. In the future, the complete ecosphere of virtual hospitals is expected to 
be realized, placing the Company again in the leading position of the industry. 
 
Internet finance will probably accelerate profits 

 
Recently, Qinghai Provincial Office of Financial Affairs approved Kangmei to invest 
RMB 100 million to build the Chinese Medicine Exchange. We believe the Company 
has core advantages in this field. At first, Kangmei Pharmaceutical is the maker of 
Chinese medicine price index and delivery standards. In short term, no companies 
will receive the approval. Second, the Company controls major Chinese medicine 
markets in Bozhou, Puning, Yulin and Qinghai, thus having the delivery ability that is 
difficult to be duplicated.  
 
The Company operates the e Medicine Valley, a large trading platform. Since 2015, 
the transactions have risen rapidly. At present the daily transaction value is about 
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RMB 2 billion, with 10% of them are spot goods deliveries. We believe that, after 
Chinese Medicine Exchange is established, the market space of e Medicine Valley will 
be opened. At present, most of the investors in e Medicine Valley are financial 
investors. The nature of investment target of Chinese medicines is increasing. In the 
future, it is likely the Exchange will become a futures exchange. It is worth pointing 
out that, the future commission and financing service may bring more than RMB 1 
billion gross margin for the Company.  
 
Catalysts 
The newly-added capacity of traditional Chinese medicinal decoction pieces is 
released rapidly;  
The expansion of direct-sales channels is faster than expected;  
The agreements of internet medical platforms are signed and implemented.  

 
Risks 
The internet medical health service platform promotion will probably stay lower than 
expectations: 
Insufficient talent reserve will influence on the business layout.  
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Financials 
 
Periodic ity:Periodic ity:Periodic ity:Periodic ity: 2012201220122012 2013201320132013 2014201420142014 2015F2015F2015F2015F 2016F2016F2016F2016F

Valuation RatiosValuation RatiosValuation RatiosValuation Ratios
Price Earnings 76.31 58.46 48.06 36.02 28.49
Price to Book 10.39 9.14 6.58 5.83 5.10
Dividend Yield 0.40% 0.52% 0.64% 0.83% 1.05%

Per share data(CNY)Per share data(CNY)Per share data(CNY)Per share data(CNY)
EPS Adjusted 0.66 0.86 1.04 1.39 1.75
Book Value Per Share 4.81 5.47 7.60 8.57 9.80
Dividends Per Share 0.20 0.26 0.32 0.42 0.53

Growth & MarginGrowth & MarginGrowth & MarginGrowth & Margin
Revenue growth 83.49% 19.41% 19.47% 29.78% 26.20%
Gross profit growth 51.92% 23.44% 20.27% 33.13% 27.46%
Net profit growth 43.40% 30.43% 21.61% 33.46% 26.41%

Gross Margin 24.73% 25.56% 25.74% 26.40% 26.66%
Operating Margin 17.67% 18.75% 19.24% 19.50% 19.46%
Net Profit Margin 12.98% 14.17% 14.43% 14.84% 14.86%
Dividend Payout Ratio % 30.53% 30.41% 30.77% 30.00% 30.00%

Key ratiosKey rat iosKey rat iosKey rat ios
Return on Assets 8.68% 9.35% 9.12% 10.06% 10.98%
Return on Equity 14.54% 16.63% 17.74% 17.15% 19.09%

Liability ratio 41.07% 45.93% 40.03% 42.50% 42.50%
Effective Tax Rate 14.84% 15.07% 15.55% 15.00% 14.84%

Income Statement(CNY: mn)Income Statement(CNY: mn)Income Statement(CNY: mn)Income Statement(CNY: mn)
RevenueRevenueRevenueRevenue 11,10711,10711,10711,107 13,26313,26313,26313,263 15,84615,84615,84615,846 20,56420,56420,56420,564 25,95325,95325,95325,953
     - Cost of Goods Sold 8,361 9,873 11,768 15,135 19,033
Gross IncomeGross IncomeGross IncomeGross Income 2,7472,7472,7472,747 3,3913,3913,3913,391 4,0784,0784,0784,078 5,4295,4295,4295,429 6,9206,9206,9206,920
     - Selling, General & Admin Expenses 784 904 1,030 1,419 1,869
Operating IncomeOperating IncomeOperating IncomeOperating Income 1,9631,9631,9631,963 2,4862,4862,4862,486 3,0483,0483,0483,048 4,0104,0104,0104,010 5,0515,0515,0515,051
     - Interest Expense 360 406 491 579 684
     - Net Non-Operating Losses (Gains) -91 -134 -150 -160 -170
Pretax Income 1,693 2,214 2,707 3,591 4,537
     - Income Tax Expense 251 334 421 539 681
Net ProfitNet ProfitNet ProfitNet Profit 1,4411,4411,4411,441 1,8801,8801,8801,880 2,2862,2862,2862,286 3,0513,0513,0513,051 3,8573,8573,8573,857

Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 12 June 2015)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a 
stock`s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative 
undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief 
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, 
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not 
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will 
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made 
available, even if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time 
without prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The 
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product 
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication 
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all 
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein 
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in 
this report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% 
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2015 Phillip Securities (Hong Kong) Limited 
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Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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