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Shanghai Pharma (2607.HK) & PhillipCapital

Generating HKD 3.1bn through H Share Placing and

Completing Acquisition of Cardinal China

Hong Kong | Pharmaceutical | Company report

Investment Summary BUY

What's new: Finished H share placing and gained HKD3.1bn; Qeted the CMP HKD19.68
acquisition of Cardinal China and accelerated imtiign involving DTP business; E- (Closing price at 21 Feb 2018)
commerce platform is seeking for new investohsvestment recommendation:
Considering potential effect of two-invoice system 1H18 and share dilution, we

adjusted numbers to derive 17E/18E EPS RMB1.25/T4éd8servatively assuming target
COMPANY DATA

TARGET HKD24.8 (+26%)

PE 14.2x (par to 2y historical level), we get targfeck price HKD24.8, maintain BUY. 5. 5°o 0 oec MN) 28421
(Closing price at 21 Feb 2018) MARKET CAP (HKDMN) : 18,161
52 - WK HI/LO (HKD): 236 / 18.2

Business Overview

H share placement generated HKD3.1bnShanghai Pharma (SPH) announced th&,ge woloing PATTERN » %

completion of H share placement on Jan 26 and gugegate net proceeds totaled;c 34.9
HKD3.1bn. The proceeds will be used to fund manufémy and distribution businessescredit Suisse Group 13.0
and supplement working capital. 153mn new H shawes® sold to not less than six butIP Morgan. 8.24
no more than ten placees at HKD20.43 per share. dtees accounted for 20% Of;l(ajl(c:krock 58é73

issued H shares or 5.7% of issued shares. Aftepldeement, H shares totally make up
32.34% of total issued shares while A shares portiecreased to 67.66% (beforq,RICE PERFORMANCE 5 %

placement H 28.48%, A 71.52%). M 3M 1Y
SPH -5.38 -1.3 -2.57
Finishing acquiring Cardinal China. SPH announced the completion of acquiringS! 253 544 3081

Cardinal China with consideration of USD557mn (cB¥k4bn). Core management tean’kETURN VS, HsI
of Cardinal China (including President Lin Wenshi)l stay in office and launch 2018
operation plan. Now SPH has finished procedureslfising of transaction and set up ¢ ="
department to promote integration. The acquisitigips to extend SPH distribution
network to cover 24 provinces and cities, speedipdgts network expansion which aims

to cover 28 provinces and cities in 2020E. Also SKH become one of the largest ='L-*\ M

agents and distributors of imported pharmaceuticadgning the most categories of ,;‘h.w; V\\ "* b,

"\.

' \ i
imported drug products. “M' ¥

Source: Aastocks, Phillip Securities (HK) Research

Expected further integration of DTP business.We highlight momentums of DTP
business model, including foreseeable outflow ofgital prescriptions, increasing key pNANCIALS

consumption of drugs for cancer and chronic deseasel residents™ stronger consuminRMB mn FY15 FY16 FYLI7E FY18E
power due to intensifying coverage of medical insge. DTP business is expected tgg gfc')?lf 120275713 132‘1’97662 133563223 1455337002
serve as a new driver of distribution enterpriseduture, given market value of DTPgps rMe 107 1.1¢ 128 1.4t
business will grow at CAGR 39.7%, from RMB10.5bn2@16 to RMB40bn in 2020E, PER, x 183¢  165¢ 15.7C 135¢
according to IMS. Comprehensive upstream (drugsi aownstream (hospitals) o>, ™™ 3ol 0 MO8 T
resources form moat of SPH, which helps to betaitrol cost and absorb prescriptionrok, % 851 866 9.06 9.7t
outflows. After integration of Cardinal DTP busiseSPH will operate over 70 DTP source: company, Phillip Securities Est.

chain pharmacies covering majority of developedoregin PRC.

Eurus Zhou (2277 6515)

E-commerce platform to attract new investorsSPH invested to set up its e-commerc@'"uszhou@phillip.com.hk

platform ([-g&ZZ{g&)5¢) with other investors including JD, IDG, SBCVCcefThe
platform focuses on electronic prescription andeflsps B2C & B2B businesses. It
operates over 32 DTP chain pharmacies under Yijaarn®acy brand, covering 13
provinces and 27 cities. We expect the service regeewill continue to expand with
further integration of SPH and Cardinal. SPH officivebsite disclosures that the
company is proactively searching for new stratégiestors and introducing fund to
promote further application of the e-commerce platt
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Figure: Main Services of SPH E-Commerce Platform
Type Customer | Services

B2C Patients Yiyao Membership:
selling drugs through App/Wechat;
installments without interest; other
membership services.
Patients Yiyao Pharmacy:
DTP pharmacies, selling new speaqial
medicines, desease management, etc.
Hospitals | Yiyao Electronic Prescription:
synchronizing with HIS, delivering drugs
directly to patients” home, etc.

B2B Cooperating with JD to build a wholesale platiofor
retail pharmacies and small to medium medical tusbins.
Source: Sphcchina, Phillip Securities

—

Valuation and Risks

We fine-tuned EPS estimation to factor into potdreffect of two-invoice system
in 1H18 and share dilution, implying 17E/18E EPS BRIVP5/1.45. We see price
still attractive compared to H share peers, givetd Surrent PE 13.9x (vs. HK
peers PE median 22.87x) and 18E PE 10.87x (vs. Bétsp18E PE 16.38x).
Meanwhile, with 30% payout ratio, SPH reported bigtiividend ratio than peers
(SPH 2.09% vs Peers 1.55%). The same is true inh&es market. We
conservatively assume target PE of 14.2x (rouglay tp 2y historical PE) to
derive target price HKD24.8 (Exchange rate 0.83E6%ks include 1) Two-
invoice system's effect on inventory allotment hess; 2) E-commerce business
fail expectation; 3) Policy risk; 4) Dilution effec

Figure: A/H Peers

H Share
Code Firm Mtk Cap PE (TTM) | PB(MRQ) | Dividend | PE17E | PE 18E
/HKD mn /Feb 20 /Feb 20 Ratio
/Feb 20 2016 %
2607.HK | hygEssg | 70,022.1 | 13.92 1.43 2.09 12.66 10.87
Average 21.98 2.94 1.61 19.83 17.07
Median 22.87 2.30 1.55 19.19 16.38
2196.HK HEEEEE | 121,313.6 | 32.11 3.83 0.87 29.79 25.40
1099.HK BUEEERE | 91,729.2 16.62 2.30 1.70 15.24 13.91
3320.HK #EEEE | 68,501.1 22.87 1.72 0.83 20.27 17.30
0874.HK HZEL 47,475.2 15.26 1.61 3.10 14.67 12.37
0867.HK FEETEESE | 40,542.1 23.04 5.23 1.55 19.19 16.38
A Share
Code Firm Mtk Cap PE PB(LF) Dividend | PE 17E PE 18E
/RMB mn (TTM)/Feb | /Feb 20 Ratio
/Feb 20 20 2016 %
601607.SH | FygEs | 56,5154 | 18.13 1.73 1.65 17.36 17.36
Average 27.06 3.32 0.77 27.76 25.65
Median 23.09 2.65 0.68 21.82 20.51
000963.SZ ‘ E g T ‘ 53,806.6 | 30.92 6.63 2.44 29.58 29.58
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600998.SH | JUME 31,734.3 23.09 1.78 0.00 22.75 22.75
600056.SH | H1EI%&2E | 23,325.0 19.60 3.07 1.22 19.28 19.28
600511.SH | EZEisy | 22,110.7 23.32 2.80 0.69 19.64 19.64
000028.5Z | BEZE—% | 21,910.6 18.46 2.57 0.60 19.55 19.55
002589.5Z | HfiEE%E4E | 20,027.7 19.85 2.56 0.68 - 14.54
603883.SH | ZHH: 16,184.9 44.58 5.71 0.53 42.02 42.02
603939.SH | 7x8lgé5E | 15,693.8 55.12 5.11 0.69 52.04 52.04
000078.SZ | I§T4Y) | 14,635.8 24.33 2.59 0.00 20.88 20.88
002727.8Z | —i[vi 12,928.1 33.54 3.61 0.88 31.70 31.70
600090.SH | [F¥E4EL 10,466.3 16.69 1.83 0.00 - -
603368.SH | HilJl|E2ZE | 7,999.8 19.90 2.29 1.62 - 15.64
002462.SZ | L4 5,671.9 22.39 2.65 0.66 20.13 20.13
*Dividend Ratio= 2016 Dividend/Current Price
Source: Wind (as at Feb 20), Phillip Securities
Figure: Historical PE
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Source: Bloomberg, Phillip Securities
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Financials

FYE FY2014 FY2015 FY2016 FY2017E FY2018E

Valuation Ratios

Price to Earnings (P/E) 20.5C 18.3¢ 16.54 15.7C 13.54

Price to Book (P/B) 1.70 1.57 1.44 1.35 1.25

Per Share Data (RMB)

EPS 0.96 1.07 1.19 1.25 1.45

Book Value Per Share 11.57 12.57 13.7C 14.62 15.7@

Dividend Per Share 0.29 0.33 0.36 0.38 0.44

Growth (%)

Revenue 18.42 14.2C 14.4% 9.57 18.43

Gross Profit 11.34 12.1¢ 1084 14.2€ 17.44

Operating Income 10.51 18.54 4.22 32.51 13.74

Net Profit 17.0% 11.02 11.11 11.4Z 15.96

Margins (%)

Gross Profit Margin 12.0€ 11.8¢ 11.51 12.0C 11.90

Operating Profit Margin 3.32 3.44 3.13 3.79 3.64

Net Profit Margin 2.80 2.73 2.65 2.69 2.64

Key Ratios

ROE (%) 8.33 8.51 8.68 9.06 9.78

ROA (%) 4.03 3.87 3.86 4.03 4.34
FYE FY2014 FY2015 FY2016 FY2017E FY2018E
Income Statement (RMB Mn)

Revenue 92,398.9 105,516.6 120,764.7 132,324.7 156,708.7
- Cost of Goods Sold 81,223.4 92,979.1 106,867.7 116,445.8 138,060.3
Gross Income 11,1755 12,537.5 13,896.9 15,879.0 18,648.3
- Operating Expenses 8,112.2 8,906.4 10,112.4 10,863.9 12,944.1
Operating Income 3,063.3 3,631.2 3,784.6 5,015.1 5,704.2
"+ Net Non-Operating G/L -238.1 -256.7 -675.4 - -

Pretax Income 3,301.4  3,887.9 4,459.9 5,015.1 5,704.2
- Income Tax Expenses 807.7 807.5 809.2 877.6 998.2
- Minority Interest 400.9 487.4 633.3 575.5 575.5
Net Profit 2,591.1 2,877.0 3,196.5 3,562.0 4,130.5

Source: Company, Bloomberg, Phillip Securities (HK) Research Estimates
Exchange rate (0.8326) is HKDCNY1Y forward contract price on Feb 21 from Wind.
(Financial figures as at 21 Feb 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-20% Sell 5 >20%downside from the current price

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.

© 2018 Phillip Securities (Hong Kong) Limited
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