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Investment Summary 

We highlight that: 1) stable growth in distribution business and notable hike in terms of 
health product segment; 2) rising selling expenses paving way for future growth; 3) 
composite ownership reform to accelerate development. We fine turn our model to factor 
into expenses hiking, therefore adjust EPS estimates to be RMB3.4 in 2018E. Given 
target PE 33x, we derive TP of RMB112. (Closing price at 13 Apr 2018) 

Business Overview 

Composite Ownership Reform to Accelerate Development 
In 2017, Yunnan Baiyao Holdings Limited (YBH) introduced New Huadu and Jiangsu 
Yuyue (both private firms) as strategic investors, and three entities holds 45%/45%/10% 
of YBH respectively. Thus YBH and the listing company both transfer into enterprises 
without one actual controller. After adjustments in 2017, we expect that the reform will 
further motivate its staff and enhance company competitiveness.  
 
Distribution Segment Achieving Stable Growth 
YNSYY reported revenue of RMB14,494mn (+7.5%) in 2017. We expect that this 
segment will recover gradually in 18H2 after further digesting effects of two-invoice 
system. The distribution network has covered all county-level hospitals and some 
hospitals in part of developed towns, with expanding to combining pharma chains, 
drugstore trusteeship and online drug sales to achieve channel synergies. The company 
currently has entered into all mainstream e-commerce platforms and explores Wechat 
business to broaden distribution network. 
 
Manufacturing Segment 
This segment reported revenue growth of 9.7% YoY. (1) Medicine department: this part 
recorded revenue of RMB5,043.5 (+2.56%), weaker than we thought. The company 
continues to upgrade its distribution network to comply with two-invoice system 
requirements. On products, it is trying to integrate internal resources to enrich product 
mix to adapt to current increasing demand for medicinal consumer goods, including 
developing healthcare products like steam eye-masks. (2) Health product department: it 
reported revenue of RMB4,361.1mn with YoY growth of 16%. Health products` has 
covered the whole country market, even county level markets in some developed regions. 
Meanwhile, the company proactively to facilitate e-commerce growth, given it set up an 
e-commerce operation center in Hangzhou city and built flagship stores on mainstream 
platforms.  
 
Efficient Promotion with Rising Selling Fee 
Selling expenses rose by 30% YoY mainly due to more expenditure on market 
maintainance and promotion. The company focuses on new media channels, such as 
internet, building advertising and public events, to improve brand popularity among 
young generations. The company takes advantage of popular IP to develop related 
products, which helps to increase product exposure to the public. In 2017, the company 
launched two series of products under two popular TV series (三̀生三世十裡桃花`, `春
風十裡不如你`). It also hosted sport event `雲南白藥愛跑 538`, which was also hosted 
in cities including Changsha, Chongqing, Wuhan, etc. We expect in future selling 
expenses to be in a climbing trajectory. 
 
 

Accumulate 
CMP RMB96.22 
(Closing price at 13 Apr 2018) 

TARGET RMB112.0 (+16.4%) 
 
COMPANY DATA 
O/S SHARES (MN)  : 1,041.4 

MARKET CAP (RMBMN) : 100,203 

52 - WK HI/LO (RMB): 109.87/81.03 

  

 
SHARE HOLDING PATTERN ，，，， % 
Yunnan Baiyao Holdings 41.52 
Yunnan Hehe 10.09 
Pingan 9.36 
HK Connect 6.51 
New Huadu 3.39 
CSF 2.56 

 
PRICE PERFORMANCE，，，， % 

1M 6M 1Y 
Yunnan Baiyao 1.38 5.53 14.03 
SHA -3.50 -6.49 -2.68 

 
RETURN VS. SHA 

 
Source: Aastocks, Phillip Securities (HK) Research 
 
KEY FINANCIALS 
RMB/mn FY16 FY17 FY18E FY19E 
Net Sales 22,411 24,315 26,911 29,263 
Net Profit 2,931 3,133 3,536 4,005 
EPS, RMB 2.80 3.02 3.40 3.85 
PER, x 34.36 31.86 28.34 25.02 
BVPS, RMB 15.10 17.32 19.97 22.85 
P/BV, x 6.37 5.56 4.82 4.21 
ROE, %  18.50 17.27 17.00 16.83 

Source: Wind, Phillip Securities Est. 
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Investment Thesis, Valuation & Risk 
Our model indicates a target price of RMB112.0. Considering rising selling 
expenses, we estimate 2018E EPS to be RMB3.4 per share (vs. RMB3.55 
previously). We see current PE of TCM sector is around 33.5x-37.6x. With target 
PE 33x, we give 2018E Target price of RMB112.0. Risks include: Effects from 
Two-invoice system; Fierce competition in health product industry; Composite 
ownership reform fail expectation. 
  
Figure: Segments Performance (RMB`000) 
 2014 2015 2016 2017 2018E 2019E 

Revenue 18,814,366.37  20,738,126.21  22,410,654.40  24,314,614.04  26,910,549.80  29,263,000.50  

YOY 18.97% 10.22% 8.06% 8.50% 10.68% 8.74% 

 

Distribution 10,588,189.27  11,527,074.37  13,275,890.44  14,283,554.30  15,283,403.10  16,429,658.34  

YOY 18.01% 8.87% 15.17% 7.59% 7.00% 7.50% 

GPM 6.54% 6.36% 7.84% 7.29%   

Weight 56.28% 55.58% 59.24% 58.74% 56.79% 56.14% 

Manufacturing 8,189,759.72  9,180,400.94  9,080,384.24  9,962,024.66  11,627,146.70  12,833,342.17  

YOY 19.69% 12.10% -1.09% 9.71% 16.71% 10.37% 

GPM 60.65% 60.83% 62.10% 65.61% 63.86% 64.73% 

--Medicin Section 4,977,240.00  5,095,940.00  4,917,690.00  5,043,510.00  5,144,380.20  5,272,989.71  

YOY 12.58% 2.38% -3.50% 2.56% 2.00% 2.50% 

Weight 26.45% 24.57% 21.94% 20.74% 19.12% 18.02% 

--Health Product 
Section 

2,753,320.00  3,354,510.00  3,756,770.00  4,361,150.00  5,015,322.50  5,817,774.10  

YOY 32.66% 21.84% 11.99% 16.09% 15.00% 16.00% 

Weight 14.63% 16.18% 16.76% 17.94% 18.64% 19.88% 

--TCM Section 450,520.00  651,400.00  943,950.00  1,162,870.00  1,395,444.00  1,660,578.36  

YOY 30.19% 44.59% 44.91% 23.19% 20.00% 19.00% 

Weight 2.39% 3.14% 4.21% 4.78% 5.19% 5.67% 

Source: Company, Phillip Securities 
Figure: Peers valuation 

GPM(%) NPM(%) PE Code Mkt.Cap/
mn 2017 2016 2015 2017 2016 2015 TTM 18E 19E 

ROE 
(%) 

600518.SH 110,826.4  -- 29.2  27.6 -- 15.6  15.4  28.4  22.5  18.5  -- 

000538.SZ 101,515.6  30.7  29.4  30.2 13.0  13.2  13.4  32.3  27.0  23.3  18.6  
600436.SH 53,852.1  -- 48.3  46.4 -- 22.2  24.8  68.1  53.6  41.1  -- 

600085.SH 51,471.3  45.7  45.4  45.5 13.2  13.1  13.7  50.6  45.6  40.2  12.6  

600535.SH 47,919.1  35.5  35.8  38.2 8.8  8.8  11.6  34.8  29.9  25.8  16.6  

600332.SH 44,995.7  37.1  32.4  35.6 10.2  7.9  7.1  22.8  19.3  17.0  11.4  

600566.SH 40,724.1  -- 85.0  84.1 -- 20.4  18.4  35.0  26.2  21.1  -- 

002773.SZ 40,520.0  -- 90.2  89.0 -- 20.1  19.5  62.9  48.9  38.2  -- 

000423.SZ 40,503.6  64.6  66.6  64.2 28.1  29.7  30.4  19.8  17.5  15.5  22.5  

603858.SH 34,321.8  -- 82.8  82.5 -- 14.7  30.9  20.9  -- -- -- 

            

Highest 110,826.4  64.6  90.2  89.0 28.1  29.7  30.9  68.1  53.6  41.1  22.5  

Median 46,457.4  37.1  46.8  46.0 13.0  15.1  16.9  33.5  27.0  23.3  16.6  

Average 56,665.0  42.7  54.5  54.3 14.6  16.6  18.5  37.6  32.3  26.7  16.3  

Source: Wind as at Apr 12th, Phillip Securities 
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Financials 
 

FYE FY2015 FY2016 FY2017 FY2018E FY2019E 
Valuation Ratios       
Price to Earnings (P/E) 36.17 34.36 31.86 28.34 25.02 
Price to Book (P/B) 7.46 6.37 5.56 4.82 4.21 
Per Share Data (RMB)       
EPS 2.66 2.80 3.02 3.40 3.85 
Book Value Per Share 12.90 15.10 17.32 19.97 22.85 
Dividend Per Share 0.60 0.80 1.50 1.70 1.92 
Growth (%)       
Revenue 10.22 8.06 8.50 10.68 8.74 
Gross Profit 30.53 29.86 31.19 31.89 32.66 
Operating Income 11.96 4.78 9.06 12.89 12.65 
Net Profit 10.34 6.36 6.88 12.87 13.28 
Margins (%)       
Gross Profit Margin 30.53 29.86 31.19 31.89 32.66 
Operating Profit Margin 15.28 14.81 14.89 15.19 15.74 
Net Profit Margin 13.29 13.08 12.88 13.14 13.69 
Profitability       
ROE (%) 20.37 18.50 17.27 17.00 16.83 
ROA (%) 14.28 11.92 11.31 11.22 11.11 
        
FYE FY2015 FY2016 FY2017 FY2018E FY2019E 
Income Statement (RMB Mn)      
Revenue 20,738.1 22,410.7 24,314.6 26,910.5 29,263.0 
- Cost of Goods Sold -14,405.9 -15,718.0 -16,731.6 -18,329.8 -19,707.0 
Gross Income 6,332.2 6,692.7 7,583.0 8,580.7 9,556.0 
- Operating Expenses -3,164.0 -3,372.9 -4,100.4 -4,493.2 -4,951.3 
Operating Income 3,168.2 3,319.8 3,620.7 4,087.5 4,604.7 
+ Net Non-Operating Gain/Loss 47.1 77.7 1.1 0.0 0.0 
Pretax Income 3,215.3 3,397.5 3,621.8 4,087.5 4,604.7 
- Income Tax Expenses -459.8 -466.6 -489.3 -551.7 -599.4 
- Minority Interest -15.3 11.0 -12.4 -13.8 -15.0 
Net Profit 2,755.6 2,930.9 3,132.5 3,535.8 4,005.3 
Source: Company, Wind, Phillip Securities (HK) Research Estimates 

(Financial figures as at 13 Arp 2018) 
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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.   

© 2018 Phillip Securities (Hong Kong) Limited 
 

Contact Information (Regional Member Companies) 

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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