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Investment Summary

The company realized revenue 22%/28% YoY growtliF¥17/18Q1, slightly beyond Accumulate

our expectation. We see TCM decoction pieces bmgfrom omni-channel advantage,c VP RMB26.76

while medicine and medical instrument distributlmrsiness grow dramatically. We areclosing price at 31 May 2018)
positive on Kangmei's integrated healthcare ingustrain which is of great synergies

and expected to consolidate its leading positioive 18E/19E EPS estimation ofTARGET RMB30.5 (+14%)
RMBO0.98/1.21 and target PE of 31x (roughly par tarket consensus 26.69x + 15%.,. .o,y paTa

premium), we increase target price to RMB3(Qosing price at 31 May 2018) OIS SHARES (MN) - 4.946.74
MARKET CAP (RMBMN) : 116,508
52 - WK HI/LO (RMB): 28.25 / 19.30

Business Overview

Financial updates In FY17/18Q1, the company achieved revenue of RMBN/9.1bn g aARE HOLDING PATTERN » %

(+22.3%/27.7% YoY) beyond our expectation, and NFbatable to shareholders of kangmei investment Holdings Ltd. 33.16
RMB4.1bn/1.4bn (+22.8%/33.3% YO0Y). In terms of grahargin, GPM was up by Minmetals Trust 4.69
0.4pp, more specifically, GPM of TCM decoction gsaup by 1.37pp, self-producedCsF 4.54
medicine up by 3.32pp and medical instrument up.Bpp. By region, East China is still
main market taking up 57% in topline and growing2096 last year, while sales in North

PRICE PERFORMANCE » %

China and Southwest China also developed quickly sdles up by 55%/21% YoY. o BT 7
Kangmei 18.89 26.88 25.52
TCM decoction pieces benefiting from omni-channel dvantage. In 2017, TCM SSE 50 021 -7.18 6.48

decoction pieces business generated revenue ov&6RIgbn with over 30.93% YoY
growth. We highlight that favorable policies for MGlecoction pieces (maintaining 15%——
mark-up) will facilitate this industry's continuggdowth. Kangmei has set up factories ir -
in 11 cities (including Guangdong, Beijing, Jili8ichuan, Anhui, etc.) which produce
over 1,000 types of TCM products and 20,000 forswkss a leading company in this
industry, Kangmei is going to boost this businessgetaging on its strong distribution
network, involving medical institutions, pharmaawsteeship, smart pharmacy, OTCMMMM
retail, pharma store chain, e-commerce platformbitachealthcare app, and soon. We. .~~~
see that omni-channel advantage has formed todngdyst newly-added capacity, enlargesoyrce: phillip Securities (HK) Research
business scale and take more market shares.

RETURN VS. HSI

-

KEY FINANCIALS

. . . : ; [ RMB mn FY16 FY17 FY18E FY19E
Medicine transaction and medical instrument busines to speed up Medicine (o677 3235 3903

transaction business generated income of RMB9.8brgrby 31.44% YoY and medical net Profit  3,34C 4,101 4,886 6,04
instrument contributed to RMB1.99bn with 117.88%YYgrowth. These two businesses;?> RMB 8.7 A.7¢ = 0.5¢ 7.2
mainly target hospitals and chain pharma storesuReg from powerful control over gyps rvs 52¢  Ba4 708 786
entire TCM value chain (from upstream to downstrgahe company's business modeb/Bv, x 5.06  45¢  3.6¢  3.4(
helps to increase GPM of these two businesses. cBmepany develops medicalR9E.% 139 1341 135¢ 154
instrument business through self-construction an&AMand mainly focuses on Source: Company reports, Phillip Securities Est.
consumptive materials and apparatus of orthopdidilck Its agency service has covereqEurus Zhou (2277 6515)

90% Chinese districts, with proxy for Zimmer-Biom&mith&Nephew, etc. It will eyruszhou@phillip.com.hk

actively enhance integration of medical instrumeatue chain and strive for more

agency rights of competitive products.
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Bright outlook of healthcare value chain. The company has cultivated an
integrated TCM value chain with rich medical res®sr and great synergies. For
upstream, the company effectively manages the gupplChinese medicine
materials (CMM) leveraging on well grasping ternbimaformation. For mid-
stream, Kangmei build$zE e 2425 as the online transaction platform of CMM
and launches CMM price index as well as establigigtsbution center in Beijing,
Northeast China, Shanghai involving 30 regions. dwnstream, its distribution
network (involving medical institutions, pharmacyusteeship, e-commerce
platform, etc.) together with managed hospitalsndfaai Hospital, Meihekou
Center Hospital, Kaiyuan City Center Hospital, eémd launch of mart pharmacy
projects will enrich medical services provided dadher supplement its value
chain.

Investment Thesis, Valuation & Risk

Our valuation model gives target price of RMB30.5based on assumption that
revenue growth rate will be 22%/20.65% in 18E/19% estimate NP to be
RMB4.89bn/6bn in 18E/19E, and EPS of RMBO0.98/1.Given target PE 31x
(roughly par to market consensus 26.69x + 15% pmethiour TP is RMB30.5.
Downside risks: 1) Management inefficiency; 2) Business growth dapectation;
3) Policy risks.

Figure: Key ratios of peers

. Free Float Mkt PE PB
Code Firm Mkt Cap/mn Cap ™ 18E 19F (MRQ)
600518.SH |gE¥RE 133111.03 133111.08  29.87 26.69 22.03 3.97
ELE(10)
Max 133111.08 133111.08  74.09 62.64  47.43 15.14
Medium 50594.83 50594.83  31.32 28.62 24.69 5.68
Average 64905.08 64168.00 38.56  35.58 29.44 6.67
000538.SZ | =%k 118823.71 118823.71 36.83  33.05 28.85 6.31
600332.SH |12 (1] 69539.36 62168.50  28.96 27.63 23.99 3.64
600436.SH | {1 67179.37 67179.37  74.09 62.64  47.43 15.14
600085.SH [ 1 55571.98 55571.98 53.42  49.23  44.02 6.39
600535.SH | X117 45617.69 45617.69  31.90 28.62 24.69 5.05
600566.SH |J5)]|#E3 43021.19 43021.19  30.74 26.66 21.22 8.84
002773.SZ |#nl g3 40769.48 40769.48 58.3  48.59 37.51 10.86
000423.SZ |EEpAfrffE 39254.37 39254.37  19.16 17.12 15.24 3.75
603858.SH [ fillgk 36162.67 36162.67  22.3Q - - 2.71
FH#5(10)
Max 69539.36 29642.18 - 24.13 20.84 10.06
Medium 11467.84 7190.81 - 19.64 17.36 2.87
Average 17163.52 10219.52 - 18.58 15.92 3.50
0874.HK  |HZ=E(l 69539.36 7370.86 - 21.17 18.44 2.70
0570.HK  |rjisg e 29642.18 29642.18 - 21.51 18.10 2.44
2186.HK  [ffishiss 23052.54 23052.54 - 20.39 17.84 3.48
1666.HK  |[F{_HRH% 14282.34 7010.83 - 18.97 16.89 3.03
2877.HK  |phggEs 11547.88 11547.88 - 18.48 15.72 2.03
3613.HK  |[Al{ [ 11387.80 11387.80 - 24.13 20.84 5.59
1681.HK |gFfisisg 6292.68 6292.68 - 13.31 11.10 3.68
0587.HK  |FEifiEER 3117.79 3117.79 - - - 0.44
0932.HK  |J[EfE P4y 1735.64 1735.64 - - - 10.06
3737.HK  |idEss 1036.97 1036.97 - 10.73 8.42 1.59

Source: Wind (as at May 31), Phillip Securities
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Figure: 2015-2018 PE Band
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Source: Wind (as at May 31), Phillip Securities
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Financials

2015 2016 2017 2018E 2019E
Valuation Ratios
P/E 42.95 40.12 34.13 27.23 22.03
P/B 7.45 5.06 4.58 3.69 3.40
Per Share Data (RMB)
EPS 0.62 0.67 0.78 0.98 1.21
Book Value Per Share 3.59 5.29 5.84 7.25 7.86
Dividend Per Share 0.19 0.21 0.24 0.29 0.36
Growth & Margin (%)
Growth
Revenue 13.2§ 19.79 22.34 22.21 20.65
Gross Profit 15.0C 26.39 24.05 18.39 18.07
Operating Income 20.68 22.99 22.14 18.26 22.9C
Net Profit 20.6( 21.17 22.77 19.2C 23.62
Margins
Gross Profit Margin 28.34 29.9C 30.32 29.37 28.73
Operating Profit Margin 17.81 18.29 18.26 17.671 18.00
Net Profit Margin 15.26 15.43 15.49 15.11 15.48
Key Ratios
ROE (%) 15.54 13.95 13.41 13.56 15.46
ROA (%) 11.11 10.07 9.35 6.78 7.73
Income Statement (RMB mn)
Revenue 18,066.§ 21,642.3 26,477.( 32,357.3 39,039.]
- Cost of Goods Sold 12,947.y 15,171.% 18,450.7 22,854.( 27,823.%
Gross Income 5,119.¢ 6,470.¢ 8,026.§ 9,503.3 11,215.9
- Operating Expenses 1,928.¢ 2,587.2 3,365.4 3,688.7 4,079.6
Operating Income 3,217.9 3,957.7 4,834.§ 5,717.9 7,027.(
Non-operating Gain/Loss 24.7 29.9 (8.1) 0.0 0.0
- Income Tax Expenses 486.7 650.§ 732.] 829.C 983.§
Net Profit to Firm 2,756.5 3,336.¢ 4,094.7 4,888.5 6,043.7
-Minority Interest (0.28) (3.64 (6.28 0.00 0.00
Net Profit 2,756.§ 3,340.4 4,100.9 4,888.5 6,043.7

Source: Bloomberg, Phillip Securities (HK) Resedestimates
(Financial figures as at May 31 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 pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent miteshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable eandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdiental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that anogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited

Contact Information (Regional Member Companies)

PHILL




SINGAPORE
Phillip Securities Pte Ltd
Raffles City Tower
250, North Bridge Road #06-00
Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website:.www.poems.com.sg

HONG KONG
Phillip Securities (HK) Ltd
Exchange Participant of the Stock Exchange of HoogK
11/F United Centre 95 Queensway
Hong Kong

Tel (852) 22776600

Fax (852) 28685307
Websites www.phillip.com.hk

INDONESIA
PT Phillip Securities Indonesia
ANZ Tower Level 23B,
JI Jend Sudirman Kav 33A
Jakarta 10220 — Indonesia
Tel (62-21) 57900800
Fax (62-21) 57900809

Websitewww.phillip.co.id

THAILAND
Phillip Securities (Thailand) Public Co. Ltd
15th Floor, Vorawat Building,
849 Silom Road, Silom, Bangrak,

Bangkok 10500 Thailand

Tel (66-2) 6351700 / 22680999

Fax (66-2) 22680921

Websitevww.phillip.co.th

UNITED KINGDOM
King & Shaxson Capital Limited
6th Floor, Candlewick House,
120 Cannon Street,
London, EC4N 6AS
Tel (44-20) 7426 5950
Fax (44-20) 7626 1757
Website:.www.kingandshaxson.com

AUSTRALIA
PhillipCapital Australia
Level 12, 15 William Street,
Melbourne, Victoria 3000, Australia
Tel (613) 96188238
Fax (613) 92002272
Website:.www.phillipcapital.com.au

P PhillipCapital

Kangmei Pharma (600518.SH) {eJu :ETI\AL=Te]4:

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue ll,
No. 12, Jalan Yap Kwan Seng, 50450
Kuala Lumpur
Tel (603) 21628841
Fax (603) 21665099
Website:.www.poems.com.my

JAPAN
PhillipCapital Japan K.K.
Nagata-cho Bldg.,
8F, 2-4-3 Nagata-cho,
Chiyoda-ku, Tokyo 100-0014
Tel (81-3) 35953631
Fax (81-3) 35953630

Websitewww.phillip.co.jp

CHINA

Phillip Financial Advisory (Shanghai) Co. Ltd

No 436 Hengfeng Road,
Greentech Unit 604,
Postal code 200070

Tel (86-21) 51699400
Fax (86-21) 63532643
Website:.www.phillip.com.cn

FRANCE
King & Shaxson Capital Limited
3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France
Tel (33-1) 45633100
Fax (33-1) 45636017
Website:.www.kingandshaxson.com

UNITED STATES
Phillip Futures Inc
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel +1.312.356.9000
Fax +1.312.356.9005

PHILL



