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Investment Summary

We highlight that recent market volatility bringscamulating opportunity. We restate Accumulate

that company fundamentals remain strong given impgpsalesman efficiency and solidc\pP rRVMB104.03

18Q1 results (revenue up by 7.26% YoY, NP up byl@% YoY and CFO up by (Closing price at 27 Jun 2018)
137.75%). We also suggest to pay attention to campdurther exploration in hospital

field. We maintain 18E EPS target of RMB3.4, angegi 33x target PE, we give targetTARGET RMB112.0 £7.66%)

price RMB112(Closing price at 27 Jun 2018) COMPANY DATA

O/S SHARES (MN) 1,041.4
Busi O : MARKET CAP (RMBMN) : 110,700
usiness overview 52 - WK HI/LO (RMB): 120.05/84.35

Larger gets larger. The report on drug circulation industry in 2018uisd by the
Ministry of Commerce of China showed that the glowate of pharmaceutical gyare HOLDING PATTERN » %

wholesale enterprises was slowing down, given TOp pharmaceutical wholesaleYunnan Baiyao Holdings 41.52
enterprises report sales up by 8.4% YoY (droppe8.6yppts compared to 2016 growth).Yunnan Hehe 10.09
The company reported wholesale business reveni®MB14.5bn, ranking sixteenth ﬁ'&‘%‘” 9.36
. . . . . onnect 6.51
among the Top 100, is a regional circulation emises. In future, the regional leadersyew Huadu 339
are likely to accelerate expansion through mors<region M&A to increase industry CsrF 2.56

concentration.
PRICE PERFORMANCE » %

. : : : : 1M 6M 1Y
Salesman efficiency may continue to improve afteihe composite ownership reform Yunnan Baiyao  -12.1¢ ol 900

Salesman efficiency decreased during 2010 to 218017, Yunnan Baiyao Holdings gya 1027 -10.9¢ -11.8¢
Limited (YBH) introduced New Huadu and Jiangsu Yeyas strategic investors to
diversify holding structure. We already see impngvsalesman efficiency in 2017, givenRETURN VS. SHA

sman ARSTO0ES com
BRE —F) 2782018 010639 H107.22

revenue per capita was up by 9.62% YoY (2016 +4)18% net profit per capita up by - LER .
MW’WTI

2.38% YoY (2016 +1.6%). We expect the company owmmtito improve operation ‘

efficiency. ‘ ‘ /\»‘" M
L= vh‘ﬂy 1] I ‘ \ /"\" o
Figure: Sales contributed by per capita (RMB 10Kk) H“‘W\\ W Py \W"‘L

o
2012 2013 2014 2015 2016 2017 A M
No. of salesmen 1976 2403 3780 4970 5155 5107 Source: Aastocks, Phillip Securities (HK) Research
% in total staff 46.239 46.809 53.729 60.979 61.409 61.519
Sales per capita 69267 658.13 497.74 41721 43474 4765] SloANCAS o

YoY 16.779 -4.98% -24.37% -16.179 4.19% 9.629 NetSales 22,411 24315 26,911 29,263
- ; Net Profit 2,931 3,133 3536 4,005
Net profit per capita 80.0¢ 96.61 66.3( 55.75 56.64 5799 Eps RMB  2.8C 3.0z 3.4C  3.8%

0 Y Y 0 0 ol PER,x 34.3¢ 31.8¢ 283/ 25.0:
- YoY 26.12 20.63 31.37 15.91 1.60% 2.38% BVPS, RMB 15.1( 1732 1097 228
Manufacturing income per

- 4 P/BV, x 6.37 5.5¢€ 4.82 4.21
capita 289.5 284.75 216.64 184.77 176.15 195.26 ROE. % 185 1727 17.0C 1687

YoY 26.009 -1.67% -23.91% -14.749 -4.64%  10.85% Source: Wind, Phillip Securities Est.
Distribution income per capita  395.75 373.3§ 280.11 231.93 257.53 279.9¢
Eurus Zhou (2277 6515)
YoY 13.479 -5.65% -24.989 -17.209 11.049 8.71% euruszhou@phi”ip.com.hk
Source: Company, Phillip Securities

Potential progresses of hospital businessnvestor meeting summary on its website
shows that the company may benefit from proving@lernment’s favorable policies, as
the government aims to build Yunnan as a healthcanter featured healthy lifestyle.
The company, as a regional pharmaceutical leaday, tny to cooperate with tertiary
institutions and explore orthopaedics field levanggn Baiyao's brand advantage.
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Investment Thesis, Valuation & Risk
Our model indicates a target price of RMB112.0We estimate 2018E EPS to be
RMB3.4 per share and with target PE 33x, we giv&8FD Target price of
RMB112.0.Risks include Rising selling fees; Effects from Two-invoice t®/s;
Fierce competition in health product industry; Casipe ownership reform fail

expectation.

Figure: Segments Performance (RMB 000)

2014 2015 2016 2017 2018E 2019E
Revenue 18,814,366.3720,738,126.21 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 2,753,320.00 3,354,510.00 3,756,770.00 4,361,150.00 5,015,322.50 5,817,774.10
Section
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
Code  |Firm | Mkt.Cap/mn|ROE(%) GPM(%) NPM(%) PE
1Q18 17| 16 1Q18 17 16 17A 18E 19E
000538.84%F%E;,ﬁ§ ‘ 110,700.71 18.63 29.96 30.77 29.3§ 12.81 1297 13.17 35.2 30.7§ 26.89
A shares
Max 112,119.6 30.3§ 91.67 90.17 90.23 36.43 28.08 29.69 84.0§ 63.11 47.72
Medium 45,002.74 17§ 46.7 44.15 46.83 15.24 143§ 15.12 31.02 24.62 21.13
Average 57,717.31 1792 5459 54.27 5451 19.07 16.78 16.55 37.5 32.21 26.6
600518.8%)%%%% 112,119.6 13.41 28.66 29.68 29.23 15.63 15.61 15.5 27.34 2255 18.55
600436.SHF {7 67,836.9 21.14 45.83 42.65 48.26 26.96 21.24 22.24 84.06§ 63.11 47.72
600332.SHHZE(L] 58,869.5¢ 11.39 37.81 37.0§ 3242 13,53 10.21 7.85 29.53 23.63 20.55
600085.SHIF{—& 50,223.24 1255 4755 45.65 45.39 14.8§ 13.1 13.06 49.371 445 39.78
600566.SHIE) |3 39,782.2¢ 30.3§ 84.31 84.66 84.95 22.37 22.12 20.37 32.52 24.62 19.62
600535.SHX+J 39,041.9] 16.57 33.71 3553 3582 9.62 8.82 884 2836 24.49 21.13
002773.SZffF 71883 34,586.91 19.98 91.61 90.197 90.23 29.8 23.53 20.05 53.69 41.23 31.83
000423.SZ B[R 34,401.5] 22.468 66.49 64.6 66.59 36.43 28.08 29.69 16.83 15 13.36
603858.SHA £ Hillzi 29,610.5] 12.72 79.86 81.98 82.82 8.60 12.06§ 14.67 18.08 -- --
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Max 58,869.5¢ 22.6 74.87 77.68 81.66 43.37 39.87 40.43 27.79 23.5§ 20.34

Medium 10,824.6 1294 56.34 62.87 64.54 28.453 21.39 1824 2277 17.8 15.68

Average 15,572.2] 14.19 56.34 61.61 62.33 28.45 20.8§ 20.23 20.99 17.1 14.65
0874.HK [ 58,869.5¢ 11.39 37.81] 37.08 32.42 13.53 10.21 7.85 22.45 17.84 15.56
0570.HK | 1[5 28,232.4¢ 9.74 --| 55.79 57.98 —-| 15.72 16.63 24.2§ 20.37 17.11
2186.HK |ffIEtgt 22,903.14  14.87 | 77.69 81.66 | 25.67 30.4 23.49 19.8§ 17.29
1666.HK |[F{ - RHY 13,361.0{  14.46 --| 50.26 50.71 --| 19.3 18.24 20.17 17.74 1538
3613.HK |[E{ it E%E 11,291.1¢ 21.23 74.87 72.39 73.33 43.37 39.87 40.42 27.7§ 23.55 20.34
2877.HK |fihggiag 10,358.1] 7.89 --| 66.0] 64.54 --| 23.47 29.49 23.09 1658 14.1
1681.HK |jFf g 5,398.2¢ 22.6 | 73.99 74.48 --| 254 26.09 13.71 11.42 9.66
0587.HK |t 3,167.4¢ - - - - - - - - - -
0932.HK |IEfEEIpEs L 1,234.3] - - | 71.14 - --|  5.35 - - -
3737.HK |rhfgEzE 906.99 11.33 --| 59.73 54.68 - 7.4 7.3 13.03 9.38 7.36

Source: Wind (as at Jun 27), Phillip Securities
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Financials

FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Valuation Ratios

Price to Earnings (P/E) 36.17 34.3€ 31.8¢€ 28.34 25.07
Price to Book (P/B) 7.46 6.37 5.56 4.82 4.21
Per Share Data (RMB)

EPS 2.66 2.8C 3.02 3.4C 3.85
Book Value Per Share 12.9C 15.1C 17.32 19.97 22.85
Dividend Per Share 0.60 0.8C 1.5C 1.7C 1.92
Growth (%)

Revenue 10.2z 8.06 8.50 10.6¢ 8.74
Gross Profit 30.5¢ 29.8¢ 31.1¢ 31.8¢ 32.66
Operating Income 11.9¢ 4.78 9.06 12.8¢ 12.65
Net Profit 10.34 6.36 6.88 12.87 13.2§
Margins (%)

Gross Profit Margin 30.5% 29.8¢ 31.1¢ 31.8¢ 32.6€
Operating Profit Margin 15.2¢ 14.81 14.8¢ 15.1¢ 15.74
Net Profit Margin 13.2¢ 13.0¢ 12.8¢ 13.14 13.69
Profitability

ROE (%) 20.37 18.5C 17.27 17.0C 16.83
ROA (%) 14.38 11.92 11.31 11.22 11.11
FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Income Statement (RMB Mn)

Revenue 20,738.: 22,410.7 24,314 26,910.t 29,263.(
- Cost of Goods Sold 14,405.¢ -15,718.( -16,731.t -18,329.¢ -19,707.(
Gross Income 6,332. 6,692.7 7,583.( 8,580.7 9,556.(
- Operating Expenses 3164.( -3,372.¢ -4,100.4 -4,493.% -4,951.3
Operating Income 3,168.2 3,319.¢ 3,620.7 4,087.5 4,604.7
+ Net Non-Operating Gain/Loss 47.1 77.7 11 0.0 0.0
Pretax Income 3,215.¢ 3,397.¢ 3,621.¢ 4,087.% 4,604.7
- Income Tax Expenses 459.¢ -466.¢€ -489.¢ -551.7 -599.4
- Minority Interest 15.3 11.0 -12.4 -13.8 -15.0
Net Profit 2,755.€ 2,930.¢ 3,132.F 3,535.¢ 4,005.3

Source: Company, Wind, Phillip Securities (HK) Resh Estimates

(Financial figures as at 27 Jun 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 izde 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 ssjmes 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 thapint. 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 informatimcluding 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 neaeé 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 resplitgsor 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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