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We highlight that: 1) PAOL and SGYX pill entereddnShandong PDRL; 2) Strong CMP rRvB47.86

growth in FY17 & 18Q1; 3) Intensifying sales netwo4) Issuing convertible bonds to(CIOSIng price at 23 Apr 2018)
fund capacity expansion; 5) R&D going well. We amsuopline growth in 18E/19E to
be 30%/25% and target PE 30x conservatively, thesget target price of RMB51.6,
Accumulate recommendatiofTlosing price at 23 Apr 2018)

TARGET RMB51.6 (+7.81%)

COMPANY DATA
OIS SHARES (MN) 809.62

. . MARKET CAP (RMBMN) : 33,705
Business Overview 52 - WK HI/LO (HKD): 52.37 / 31.45

Pudilan and SGYX pill entered into Shandong PDRL.The company announced on 29
Mar that its exclusive formula Pudilan Anti-inflanatory Oral Liquid (PAOL) and
ShenGuiYangXue pills entered into Shandong PDRIas€IIl £.75). We expect the SHARE HOLDING PATTERN > %

sales volume to hike after implementation of PDRL. Jiangsu Jumpcan Group 515
Tibet Jumpcan Investment Company 12.35

Strong FY17 & 18Q1 Results.We see stable growth in 2017: the company achieved

revenue of RMB5.64bn (+20.6% YoY), net profit dttriable to shareholders of price pERFORMANCE » %

RMB1.22bn (+30.97% YoY) and net profit excluding naecurring items of M 3M 1Y
RMB1.15bn (+28% YoY). Manufacturing segment turroveached RMB5.43bn and Jumpcan 11.6¢ 141 38.C
distribution segment turnover amounted to RMBO0.2Beiling expenses reported 17.39%6SE 28 1420 3381
YoY growth, roughly in line with topline growth. RB.expenses rose by 34.5% YOY tO; 1 zn vs. Hsi
RMB195mn mainly due to increasing investment in R&We also highlight notable <=
growth in 18Q1, which is beyond market expectatid@Q1 topline was up by 51.45% . 'M o
YoY to RMB2.13bn. GPM remained relatively stableward 84.7% and selling expenses M i
increased by 45%, which generally synchronized séiles growth.

AASTOCHS com Copyrit & A

menﬂ
Issuing Convertible Bond to Expand Capacity.In 18Q1, financing costs rose erf*m”%f“w :
dramatically to RMB3.35mn, attributable to new msce of RMB828mn convertible
bond, which is mainly used to fund capacity expamginvolving the establishment of source: Aastocks, Phillip Securities (HK) Research

new buildings, liquid factories, etc.).
KEY FINANCIALS

RMB/mn FY16 FY17 FY18E FY19E
Intensifying Distribution Network. The company focuses on three segments, Namgy sajes 4678 5642 7335 9168

Western & Traditional Chinese medicines, TCM dailyemical articles and TCM Net Profit 934 1,223 1,395 1,736
EPS, RMB 1.17 1.51 1.7z 2.14
healthcare products. It continues to enhance lligtan channels including hospltals,PER « 4091 3161 2777 2297
OTC stores, clinics and supermarkets. With implemaigon of policies involving tiered Bvps,RMB 452 527 612  6.9¢
medical services and medical union, the compangredtmore blank regions throughP/BV X 10.3¢  88C  7.81  0.0C
ROE, % 25.8¢ 2867 28.1: 30.71
intensive academic promotion in primary hospitgts. OTC channel, the company bU||I.S Wind Phillie Secortios Eot
- ource: Ind, L] ecurities est.
a strong OTC sales team and enhanced cooperattbrothier OTC platforms. We see .
that sales of Iron Proteinsuccinylate Oral SolutgROS) and products of newly- g,y zhou (2277 6515)
acquired subsidiary Dongke continue to climb in201 euruszhou@phillip.com.hk

Progress of Pipeline. During 2017, the company gained production apprafa
Yangyinggingwei Granules (YYG), clinic trail permiens of three products and six
patents. It also launched the construction of Shangesearch center. R&D progress is
going well.
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Investment Thesis & Valuation

We increase target price to RMB51.6Given continuously rising sales volume
of main products, we estimate that revenue growtbet 30%/25% and EPS to be
RMB1.72/2.14 in 18E/19E, with relatively stable gias. We see that currently
the average PE of TCM sector is around 28.2x-3AMe.conservatively assume
target PE ratio of 30x to derive 2018 target prafeRMB51.6, Accumulate
recommendationClosing price at 23 Apr 2018)

Figure: Comparable Firms

Code Firm Mkt.Cap/ @ PE 2018 NP 2017 2017 Topline | 2017 NP
RMB mn (TTM™M) Estimates ROE/%  Growth /% Growth/%
(Wind)

600566.SH  &)l|%E% 39,234.4 33.7 1,234.3 30.4 20.6 31.0
Maxium 107145.42 97.5 4,066.9 22.5 60.9 50.5
Median 23,834.9 28.2 939.9 16.3 10.6 10.4
Average 34,610.5 34.4 1,397.7 15.3 15.8 14.4
600518.SH  jiztaEze 107,145.4 27.5 4,066.9 - - -
000538.SZ  ZEFq%E 98,308.1 31.3 3,648.4 18.6 8.5 7.7
600436.SH = Fr{F# 51,692.2 64.1 1,049.6 21.2 60.9 50.5
600085.SH  [E{ 4t 48,083.7 47.3 1,129.4 12.6 10.6 9.0
600535.SH = K177 47,540.9 33.2 1,601.2 16.6 15.4 17.0
600332.SH HZE([ 47,029.3 23.8 2,431.4 11.4 4.6 36.7
000423.SZ [ 38,652.7 18.9 2,314.4 22.5 16.7 10.4
002773.SZ  [finl sz 38,261.4 59.4 830.1 - 9.7 29.7
603858.SH i EHigE 32,474.1 19.8 - - - -
000999.SZ  #EH=1 24,658.5 18.9 1,503.1 14.1 23.8 8.7
000623.SZ  EHhkEGR 23,011.2 12.3 9.6 8.8 11.8
002424.5Z &HMNEHE 18,133.9 345 613.7 16.3 17.1 9.1
000989.SZ  JLZH: 17,821.8 24.7 - 16.7 435 10.7
600771.SH  [FE&E 17,680.3 97.5 216.3 - - -
002603.SZ  Dl4EgEs 17,396.0 31.8 759.1 - 7.6 2.6
600572.SH FEEH 17,337.6 29.0 748.9 - - -
002287.SZ  ZjiFjEisE 12,448.0 40.3 3735 16.7 8.8 3.8
300026.SZ | HI H %% 12,104.4 25.0 556.7 7.3 -12.7 -31.6
002737.SZ  ZkjraEsg 11,306.2 26.7 520.6 15.1 14.6 39.9
603567.SH EHE 11,124.0 22.9 - - - -

Source: Wind (as at Apr 20th), Phillip Securities

Risks

Slow than expected expansion of distribution nekyor
Policy risks;

R&D failure.
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Financials
2015 2016 | 2017|  2018E|  2019E
RMB'000
Revenue 3,767,836 4,677,892 5,642,009 7,334,612 9,168,265
COGS (590,028)| (690,450)| (849,030)| (1,129,530) (1,466,922)
Gross Profit 3,177,809 3,987,441 4,792,979 6,205,082 7,701,342
Operating Expense (2,434,460) (2,939,525) (3,440,913) (4,573,009) (5,670,928)
Operating Income 755,624| 1,056,422 1,358,906/ 1,632,072 2,030,415
Net Non-operating 43,945 31,550 66,570 0 0
Gain/Loss
Pretax Income 799,569 1,087,972 1,425,475 1,632,072 2,030,415
Tax (116,450)| (153,607)] (211,606)| (236,799) (294,223)
Minority Interest (3,452) 182 485 0 0
Net Profit 686,571 934,183 1,223464| 1,395,274 1,736,192
Growth (%)
Revenue 26.17 24.15 20.61 30.00 25.00
Gross Profit 26.23 25.48 20.20 29.46 24.11
Operating Profit 33.86 39.81 28.63 20.10 24.41
Net Profit 18.22 19.97 21.68 19.02 18.94
Profit Margin (%)
GPM 84.34 85.24 84.95 84.60 84.00
OPM 20.05 22.58 24.09 22.25 22.15
NPM 18.22 19.97 21.68 19.02 18.94
Key Ratios
P/E 54.47 40.91 31.67 27.77 22.32
P/B 13.79 10.36 8.80 7.81
EPS/RMB 0.88 1.17 1.51 1.72 2.14
Dividen/RMB 070 0.73 1.00 1.03 1.29
BVPS/RMB 3.41 4.52 5.27 6.13 6.98
ROE% 25.76 25.88 28.67 28.13 30.71
ROA% 20.45 26.06 24.53 20.94 24.50

Source: Wind, Phillip Securities (HK) Research Estimates

(Financial figures as at Apr 23 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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