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SPH announced further acquisition of Techpool vatttonsideration of USD144mn (Closing price at 12 Jun 2018)

(RMB915mn). We highlight that long-run benefitsrfirdurther acquisition and potential
increase in both sales volume and ASP after BE té&t estimate EPS to be
RMB1.48/1.69 in 18E/19E. Assuming target PE 14.@6ughly par to 2-y historical PE), .\ oany paTa

TARGET HKD25.5 (+11.6%

we maintain target price of HKD25.5. (Exchange #ae823 RMB/HKD)(Closing price /5 spares mn)

2842.1

at 12 Jun 2018) MARKET CAP (HKDMN) : 21,001

. . 52 - WK HI/LO (HKD): 2455 | 18.2
Business Overview
Proposed further acquisition of Techpool. SPH plans to acquire Techpool with aare HOLDING PATTERN » %
consideration of USD144mn (RMB915mn), implying &tr§E 18.6x based on Techpook, ¢ 34.9
3-y average earnings. After closing the transactioea company will increase the shareredit suisse Group 13.0
from 40.8% to 67.14%, absolute control of Techp®ekhpool, a global leader inhumarspP Morgan. 8.24
urine protein bio-pharmaceuticals enterprises, getin 1994, is engaged in R&D, SOC 8.7
production and distribution of biopharmaceuticdtsusing on critical medicine field. 21ackrock 1
Techpool's two core products: (1) national secdadscnew drug Tianpuluoan (domestiGricE PEREORMANCE » %
exclusive species), applicable to acute and chrpaitcreatitis and acute circulatory Y 3M 1Y
failure (shock), and widely used in ICUs. Tianpw@nts coverage rate in tertiary andspH 293  12.8¢ 3.91
secondary hospitals has reached 60% in cities ricmy80% of total number of ICU bedsHS! 151 118 2083

and realizing a sales revenue of RMB1,064mn/1,098tmn in FY15-17; and (2) RETURN VS. HSI

Kailikang, the new drug of global origination, fie treatment of mild to moderate acutézz==
thrombotic cerebral infarction, reported sales mexe of RMB31mn/342mn/276mn =
during FY15-17.

Figure: Techpool's key financials (RMB mn) \;'ﬂ-\p j #,‘-t‘-t _
2017 2016 \“‘\q MM \

Total assets 1,445.27 1,563.47 iyt e

Net assets 1,123.26 1,161.22 Source: Aastocks, Phillip Securities (HK) Research

Total revenue 1,107.65 1,453.13

Net profit 79.64 236.36 KEY FINANCIALS

Source: Company, Phillip Securities RMB mn FYlé FY17E FYIS8E FYI1OE

Net Sales 120,765 130,847 146,074 164,222
Transaction to enrich product mix and intensify netvork. We appreciate Techpool's Net profit 3,196.4 3,520.6 3,966.5 4,539.4

competitiveness in natural bio-protein field. Kapgucts, like Tianpuan and Kailikang, eps, rvB 119
are believed to have substantial market potentidlwaill further diversify SPH product pgg, « 19.20
mix, which helps to strengthen SPH's manufactusagment. SPH will continue to gyps rvg 1176
increase investment in R&D and introduction of egyilicense-in. With its vertical- o, 1.94

intensive national distribution network and a matararketing team focused on critical 10.40
ROE, % :

1.31 1.48 1.69
17.44 1549 13.54
12.66 15.7¢ 16.97

1.80 1.45 1.35
10.23 10.87 11.48

disease field, Techpool is expected to increaseéetiag promotion capability of SPH

and further improve SPH's marketing system. Levagagn SPH's platform, Techpool Source: Company, Phillip Securities Est.

is expected to further improve its market peneiraind share, as well as steep up t

r“:eurus Zhou (2277 6515)

development of innovative business (like IVD equimiagents in the PRC). euruszhou@phillip.com.hk
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Consistency test to drive hike both in volume and fice. China government
published policies to facilitate the replacementoofyinal imported drug with
generic drug. It indicates that qualified generrags should be included into
public purchase lists and be paid just as originadjs. We are positive that drugs’
sales volume and ASP will rise after passing ceeisey test. SPH now has 70
products under consistency evaluation, and the purobevaluated products is
leading in across China. During 18Q1, SPH finistieel evaluation of newly-
added metformin hydrochloride sustained-releasket@land submits to CFDA,
and finished the application of 3 varieties and figisnearly 1/2 products into the
stage of clinical research. Earlier players passiimgtest are likely to take more
market share in advance.

Financial review. Its 18Q1 revenue reached RMB36.39bn (+9.83% YA,
attributable to shareholders amounted to RMB1.02{2n07%) and NP excluding
non-recurring items totaled in RMB996mn (+6.08%y. #gment, manufacturing
continued high growth and retail business acceaddrawhile distribution business
to benefit from industry integration in long term.

Valuation and Risks

Our model gives target price of HKD25.5.With assumed 2018 PE of 14.25x
(roughly par to 2-y historical average) and estedatl8E/19E EPS of
RMB1.48/1.69, we get target price HKD25.Risks include 1) Proposed
acquisition fail expectation; 2) Two-invoice systeafiects inventory allotment
business; 3) Consistency evaluation progressewelft4) Policy risk. (Exchange
rate= 0.823 RMB/HKD)

Figure: Historical PE
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Financials

FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Valuation Ratios

Price to Earnings (P/E) 21.3€ 19.2C 17.44 15.4¢ 13.54
Price to Book (P/B) 2.0t 1.94 1.80 1.45 1.35
Per Share Data (RMB)

EPS 1.07 1.19 1.31 1.48 1.69
Book Value Per Share 11.1c 11.7¢ 12.6€ 15.7¢ 16.97
Dividend Per Share 0.33 0.36 0.38 0.44 0.51
Growth (%)

Revenue 14.2C 14.45 8.35 11.64 12.42
Gross Profit 12.1¢ 10.8C 16.52 9.07 13.66
Operating Income 18.54 16.2¢ 24.9¢ 10.3¢ 13.52
Net Profit 11.0¢ 11.1C 10.14 12.67 14.44
Margins (%)

Gross Profit Margin 11.8¢ 11.5C 12.37 12.0¢ 12.22
Operating Profit Margin 3.44 3.49 4.03 3.98 4.02
Net Profit Margin 2.73 2.65 2.69 2.72 2.76
Key Ratios

ROE (%) 9.95 10.4C 10.2¢ 10.87 11.4§
ROA (%) 4.53 4.63 4.30 4.57 4.94
FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Income Statement (RMB Mn)

Revenue 105,516.6 120,764.7 130,847.2 146,073.5 164,222.
- Cost of Goods Sold 92,979.1 106,872.6 114,660.5 128,418.4 144,154
Gross Income 12,537.5 13,8921  16,186.6 17,655.1  20,067.5
- Operating Expenses 8,906.3 9,671.5 10,9124 11,835.0 13,460.7
Operating Income 3,631.2 4,220.6 5,274.2 5,820.2 6,607 .4
+ Net Non-Operating G/L 540.7 418.4 -69.4 98.4 109.9
Pretax Income 41719 4,639.0 5,204.8 5,918.6 6,717.2
- Income Tax Expenses 807.5 809.3 1,147.0 1,302.1 1,477.8
- Minority Interest 487.4 633.3 537.1 650.0 700.0
Net Profit 2,877.0 3,196.4 3,520.6 3,966.5 4,539.4

o OO —=
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l

Source: Company, Bloomberg, Phillip Securities (HR@search Estimates
Exchange rate (0.823) is HKDCNY1Y forward contrpate from Wind.

(Financial figures as at Jun 12 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 mitshare 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 aandanalysis,
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, indirectjdental 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 aogyrct 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 disclosiuaé 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 listepp@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
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