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Investment Summary BUY

In 18H1, the company realized revenue/profit atidble to shareholders growth of-nPRMB20.83
27.88%/21% yoy. In future, the company will incre@svestment in smart city pharmacy an - ..

build an complete mobile healthcare system invgwnline and off-line medical institutionsd(CIOSIng price at 24 Sep 2018)
and patients, which is expected to continuouslynymi@ TCM decoction pieces sales. TARGET RMB25.97 £23%)
Meanwhile, the distribution business of medicatrimsients will keep notable growth given

intensifying sales channel. We predict the 18E/E®S to be RMB1.04/1.24 and adjust TP t&OMPANY DATA

RMB25.97, “Buy” rating. (Closing price at 24 Sepl®) afRi:/?RcEip('(mBnhN) i f(‘)?:d?
Business Overview 52 - WK HI/LO (RMB): 27.96 / 19.1

18H1 Results The company achieved revenue/ profit attributalbde shareholders/

attributable profit excluding non-recurring iten’sRMB16,959mn /2,604.6mn /2,581.96mn, _ :

implying yoy growth of 27.88%/21%/20.3%, respecive We see financial costs gg’::gme' Investment Holdings Ltd. 32_‘33
dramatically increased by 68.5% due to rising egerexpenses for bank loan and bondSyinmetals Trust 466
Selling expenses rose given selling expenses tent&v ratio up from 2.35% in 17H1 to

2.92% in 18H1, while administration fees to revenatio dropped by 0.46ppt to 3.94% due

to improving management efficiency. PRICE PERFORMANCE - 9%

SHARE HOLDING PATTERN » %

M 3M 1y
angmei 2.36 -6.62 4.60
TCM decoction pieces benefiting from smart pharmacybusiness.TCM decoction pieces SH,g 250 165  -16.56

recorded revenue of RMB3826.8mn, up by 41.88% dueapid expansion of smart pharmacy
network, with GPM up by 3.53ppt to 36.4%. The compannounced in July that it will RETURN vs. SHI
invest RMB7.7bn to build 15 city pharmacy centet8, central pharmacies and 5 satellite zs:x....
pharmacies within three years. It aims to builduaibess model of smart pharmacie& /!AL
e+ b YL 2 557), which serves patients’ hospital visiting anddisenes, combines the miw s ,
medical institutions online and offline, thus formscomplete commercial system. On one *"WW W‘W’W
hand, the platform directly accesses to the hdspifarmation system to collect and transfer \\M\ﬂ .
patients™ prescriptions. On the other hand, theilmdizalthcare platform provides patients
with services including appointment registratiomsiting guidance, online payment, drugSource: Phllllp Securities (HK) Research
distribution and other ancillary services. Also 8meart pharmacies provide one-stop service
involving prescription examination, dispensing, TQMcoction production, home dellveryKEY FINANCIALS

MB mn FY15  FY16 FY17E FY18E
and so on. In near future, the company will implatnéhe smart pharmacy project iNNetsales  21.64: 26,47, 33,47, 40,21
Guangzhou, Shenzhen, Beijing, Shanghai, Chengdin&ukunming, Chongging, Guiyang, Net Profit 36325/ 461(7)3 5'1132 6'1125
and actively start the construction of more cerrarmacies in Xiamen, Meihekou and otheEEg sMB 312: 2657 200°  16.7
cities. In 18H1, the company acquired Hubei YikémdPharma and Guangdong Huayuamves, RMB 5.2 5.8¢ 7.2¢ 7.9(
Shitiande Pharma to quickly enter into blank aredistribution business, and further boosg/BY: x 394 35€ - 28¢ 2.6

| q fitability of TCM d i i OE, % 13.9¢ 13.41 14.2% 15.7¢
sales and profitabiiity o ecoction pleceS| 8ss. Source: Company reports, Phillip Securities Est.

Medical apparatus and instruments kept high growth. This sector achieved sales ofgrys zhou (2277 6515)
RMB1345mn with notable yoy growth of 67.76%. It mig focuses on high-value euruszhou@phillip.com.hk
consumables and small & medium-sized equipmenteroy areas such as orthopaedics,

surgery, five sense organs, diagnosis, etc. Aftgquiaing two medical instrument companies,

Kangmei established new distribution institutioms Nanjing, Anhui and Shanghai and

consolidated the local market shares. At preséat,company has covered about 90% of

China market. In the future, it will add investmémtthe development of smart distribution,

intelligent cold chain distribution, large data gdes and other aspects, to strengthen related

industry integration and profitability of its busiss.
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Continuing hospital investment. After investing in Meihekou central hospital,
Kaiyuan central hospital and Tongcheng people pitadsthe company will invest in
medical service institutions in Liuzhou Guangxi ahongliao Inner Mongolia. It is
expected to invest RMB1.3bn (taking 67% of shamedjongliao city to build a new
hospital and RMB192.7mn in Liuhe county to buildcentral hospital to further
integrate local medical resources, which will ferttexpand the company's hospital
business network.

Figure: Interim results

17H1 18H1 Chang
Revenue/ mn 13,262.3 16,959.3 27.889
ITCM decoction pieces 2,697.2. 3,826.8: 41.889
GPM 32.87% 36.40% +3.53ppt]
TCM distribution 3,805.5¢ 4,802.6t 26.209
GPM 24.67% 25.72% +1.05ppt]

\Western medicine
distribution 4,452.9: 4,904.4: 10.149
GPM 29.64% 28.96% -0.68ppt]
Medical instruments 801.7¢ 1,345.0¢ 67.769
GPM 30.65% 29.19% -1.46ppt]
Others 1,504.8° 2,080.3¢ 38.249

Source: Company, Phillip Securities (HK)

Investment Thesis, Valuation & Risk

We give target price of RMB25.97 We estimate 18E/19E net profit to be
RMB5.16bn/6.19bn with EPS of RMB1.04/1.2Risks include smart pharmacy
business fails expectations; rising raw materiatgs; hospital investment business
fails expectations; policy risks.

Figure: Key ratios of peers

PE
Code Mrt Cap/mn  Topline/mn Net profitmn ROE% PB(MRO) 17A 18E 19E
600518.SH 103,605.54 26,239.0! 4,100.93 13.41 3.11 25.26 20.76 16.94
A shares (10)

Max 103,605.54  26,239.06 4,100.93 30.36 13.23 72.58 52.41 39.57

Median 38,168.89 12,079.10 1,339.11 17.6 3.71 24.97 20.84 17.64
Average 47,853.58  13,042.44 1,772.22 18.06 5.06 31.55 25.31 21.22
000538.52 73,137.50  24,144.96 3,144.98 18.63 3.72 23.26 20.92 18.49
600436.SH 58,570.03 3,674.32 807.02 21.16 13.23 72.58 52.41 39.57
600332.SH 54,895.75  20,750.14 2,061.65 11.39 2.76 27.92 17.52 16.88
600085.SH 42,378.43  13,232.19 1,017.38 12.55 4.86 41.65 37.74 33.67
600535.SH 33,959.36  15,905.01 1,376.54 16.57 3.7 24.67 21.23 18.3
000423.52 30,202.71 7,280.43 2,044.35 22.46 2.98 14.77 13.97 12.78
600566.SH 30,073.41 5,533.52 1,223.46 30.36 6.54 24.58 18.48 14.58
002773.SZ 26,907.72 2,738.71 644.2 19.98 7.31 41.77 33.27 26.22
000999.57 24,805.33  10,926.01 1,301.69 14.11 2.43 19.06 16.8 14.78
HK shares (10)

Max 54,895.75  20,750.14 2,061.65 22.6 5.02 325.22 23.02 19.92
Median 9,649.48 1,924.36 451.55 11.39 1.64 18.56 14.29 12.71
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Figure: PE Band
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Figure: PB Band
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Financial Data

2015 2016 2017 2018E 2019E
\Valuation Ratios
P/E 33.4: 31.2¢ 26.57 20.0¢ 16.74
P/B 5.8C 3.94 3.5€ 2.8¢€ 2.64
Per Share Data (RMB)
EPS 0.62 0.67 0.7¢ 1.04 1.24
Book Value Per Share 3.5¢ 5.2¢ 5.84 7.2¢ 7.9(¢
Dividend Per Share 0.1¢ 0.21 0.24 0.31 0.37
Growth & Margin(%)
Growth
Revenue 13.2¢ 19.7¢ 22.3¢ 26.4¢ 20.13
Gross Profit 15.0( 26.3¢ 24.0F 23.6: 17.9¢8
Operating Income 20.6¢ 22.9¢ 22.1¢ 27.21 19.09
Net Profi 20.6( 21.17 22.71 25.9¢ 19.74
Margins
Gross Profit Margin 28.3¢ 29.9( 30.3z2 29.6¢ 29.11
Operating Profit Margin 17.81 18.2¢ 18.2¢ 18.37% 18.21
Net Profit Margir 15.2¢ 15.4: 15.4¢ 15.4: 15.34
Key Ratios
ROE (%) 15.5¢ 13.9¢ 13.41 14.27 15.74
ROA (%) 11.11 10.07 9.3t 7.14 7.87
Income Statement (RMB Mn)
Revenue 18,066.! 21,642.3 26,477.( 33,476. 40,214.
- Cost of Goods Sold 12,947.. 15,171.! 18,450.: 23,553.: 28,506.
Gross Income 5,119.¢ 6,470.¢ 8,026.¢ 9,923.¢ 11,707.
- Operating Expenses 1,928.¢ 2,587.: 3,365.: 3,572.( 4,182.1
Operating Income 3,217.9 3,957.° 4,834.¢ 6,150.¢ 7,324.1
Non-operating Gain/Loss 247 29.¢ (8.1) 0.C 0.Q
- Income Tax Expenses 486.2 650.¢ 732.1 984.1 1,135.3
Net Profit to Firn 2,756. 3,336.¢ 4,094. 5,166. 6,189.7
-Minority Interest (0.28) (3.64) (6.28) 0.0C 0.0d
Net Profi 2,756.¢ 3,340. 4,100.¢ 5,166. 6,189.7

Source: Company, Phillip Securities (HK) Researstinkates
(Financial figures as at $45ep 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 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 listepp@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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