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Investment Summary 

In 18Q3, core business continued to grow rapidly, given manufacturing and retail income 
grew at a high speed, and distribution segment delivered stable growth. We maintain the 
target price of HK$24, BUY rating. (Closing price at 26 Oct 2018) 

Business Overview 

Strong growth of core businesses in 18Q3. As up to the end of third quarter, the 
company reported revenue of RMB117.602bn, up by 18.75% yoy. The net profit 
attributable to shareholders was RMB3.37bn, rising by 25.41% yoy. Invested firms 
contributed to profit RMB464mn, up by 27.24% yoy, mainly due to government`s one-
off subsidies and increasing sales volume of Roche key products after entering drug 
reimbursement list. Net profit, excluding non-recurring gains and losses, was 
RMB2.567bn, up by 4.49% yoy, mainly attributable to substantial increase in non-
recurring loss from the acquisition of Guangdong Tianpu, and rising R&D costs. Its 
profitability steadily improved, with a overall gross profit margin of 13.81%, up by 
1.62ppts yoy.  
Figure: 18Q3 operating results 

RMB mn 18Q3 17Q3 Change 
Revenue 117,602 99,031 18.75% 

-Manufacturing 14,254 11,153 27.8% 
-Distribution 103,348 87,878 17.6% 

  -Retail 5,096 4,108 24.05% 
Gross profit 10,660.7 8,061.6 32.2% 

GPM 13.81% 12.19% +1.62ppt 
Source: Company, Phillip Securities 
 
Manufacturing keeping high growth. This segment maintained a high growth rate with 
three quarters` sales of RMB14.25bn, up by 27.8% yoy with a gross margin of 57.64%. 
Sales income of 60 key drugs was RMB7.57bn, up by 28.91% yoy. The company 
completed the acquisition of 26.34% of Guangdong Tianpu shares, and has closed 
transaction yet. We highlight that Tianpu`s products (i.e. Luoan, Kailikang) have 
enriched the product line of SHP, especially in the field of natural urinary protein 
products and critical illness. During first three quarters, its two key products Luoan and 
Kailikang both delivered income over RMB100mn, increasing by 14.4% and 34% 
respectively. In addition, Mgt indicated that its sales have not been affected by 
government`s centralized purchase policy yet, given no products involved. 
 
Retail segment benefits from high growth of DTP pharmacy business. The retail 
sector achieved sales revenue of RMB5.096bn, rising by 24.05% yoy, with a gross 
margin of 15.12% and operating profit margin of 0.80%. Cardinal has fully integrated 
with the operation management system of SHP and has renewed its agency contracts 
which are expired with all customers. From Feb to Sep, Cardinal generated net profit of 
RMB131mn, up by 7% yoy, with net profit margin rising to 0.8% (v.s. 0.5% in last year). 
SHP aims to raise Cardinal NPM to 1%-1.5% in next two to three years. Total sales of 
Cardinal this year (Feb to Dec) is expected to exceed RMB20.4bn, in line with company 
guidance. SHP now owns more than 75 DTP pharmacies. Since Sep, DTP pharmacy 
sales have increased significantly, with sales in Sep exceeding RMB200mn. We expect 
that DTP pharmacy sales will continue to grow at a high speed. 
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KEY FINANCIALS 

RMB mn FY16 FY17 FY18E FY19E

Net Sales 120,765 130,847 154,811 180,238

Net Profit 3,196.4 3,520.6 4,051.2 4,760.3

EPS, RMB 1.19 1.31 1.51 1.77 

PER, x 13.83 12.56 10.93 9.30 

BVPS, RMB 11.76 12.66 15.81 17.05 

P/BV, x 1.40 1.30 1.04 0.97 

ROE, %  10.40 10.23 11.06 11.91 

Source: Company, Phillip Securities Est. 
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Distribution business grew steadily, with sales revenue of RMB103.06bn, rising 
16.94% yoy, gross profit margin of 6.67%, and operating profit margin of 2.80%. 
Distribution network continued to optimize, given the proportion of inventory 
allocation business decreased, and direct-sales coverage strengthened contributing 
to 70% of segment income. To improve the national network, it proactively 
expands northeast and southwest markets, completed acquisition of distribution 
businesses in Liaoning, Guizhou and Zunyi. At present, the company has acquired 
24 provincial platform companies, further consolidating and expanding grass-roots 
business. 
 
New products attained CDE approval. It is reported that from Jan to Sep, there 
are 16 new imported drugs approved by CDE and distributed through the national 
distribution company, 12 of which are introduced by SHP. The company signed a 
strategic cooperation agreement with Mercedes, and became the national general 
agent of two new PD-1 drugs in China market. Odivo and Coreda have great 
potential given their sales revenue reached RMB190mn and RMB150mn 
respectively within just 2-3 months.  
 
Cooperated with Russian biological medicine company. The company has 
signed a cooperation memorandum with Russian BIOCAD Company. BIOCAD is 
engaged in biomedical R&D, production and marketing businesses. Its products 
focus on the treatment of anti-tumor and autoimmune diseases, covering 14 
countries all over the world. Many of its products are in clinical stage. The first 
phase of partnership will involve four heavy-duty bio-analogues and two bio-
innovative drugs. It will carry out in-depth cooperation in the fields of macro-
molecule drug R&D, localized production, import registration and marketing, 
which is expected to enhance its strength in the field of anti-tumor bio-medicine. 
 
R&D progress. The company spent RM756mn on R&D, up by 50.31% yoy, 
mainly due to increased investment in generics and conformity assessment. 
Fluoxetine Hydrochloride Capsules and Captopril Tablets passed the conformity 
evaluation, 12 products (including metformin hydrochloride sustained-release 
tablets, Cefalexin Capsules and enalapril maleate tablets) have completed BE test 
and reported to CFDA, and 48 products are in the clinical research stage. 
 
Valuation and Risks 
Our valuation model shows TP of HK$24.0, based on target PE 14.25x (with 
assumption of Ex rate to be 0.875 RMB/HK$). Downside risks include: 1) Price 
reduction after inclusion in NDRL/PDRL; 2) Unfavorable progress in consistency 
evaluation ; 3) Policy risk. (Closing price at 26 Oct 2018) 

Figure: PE Band 

 
Source: Wind (as at Oct 26), Phillip Securities 
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Figure: PB Band 

 
Source: Wind (as at Oct 26), Phillip Securities 
 
Figure: Peers 

PE Code Firm Mrt.Cap hk$ mn Revenue Net Profit 
17A 18E 19E 

ROE(%) 

2607.HK 上海醫藥 46780.79 147586.43 3971.04 11.11 10.45 9.40 10.72
HK 

Max 100445.55 313245.30 5958.96 85.52 16.60 14.36 24.78
Medium 878.21 1669.33 54.04 13.50 12.77 9.82 9.67
Average 15517.21 47367.76 1015.97 21.16 13.27 11.19 4.46

1099.HK 國藥控股 100445.55 313245.30 5958.96 15.89 16.60 14.36 15.75
1345.HK 中國先鋒醫藥 1870.64 2435.45 314.61 5.61 -- -- 24.78
2327.HK 美瑞健康國際 1642.94 65.97 75.49 20.52 -- -- 15.62
1298.HK 天美(控股) 892.42 1473.86 9.84 85.52 -- -- 1.62
2289.HK 創美藥業 864.00 4614.61 50.49 16.14 12.77 9.82 9.85
6108.HK 新銳醫藥 710.53 222.30 -99.01 -6.77 -- -- -17.52
0574.HK 百信國際 702.61 995.17 11.48 57.71 -- -- 1.38
0653.HK 卓悅控股 696.16 1864.79 -190.78 -3.44 -- -- -27.07
1110.HK 金活醫藥集團 566.48 1173.72 57.59 9.27 -- -- 9.48

A shares 
Max 60362.90 147586.43 3971.04 28.68 23.05 18.61 28.53

Medium 16416.26 29620.59 1220.45 15.09 13.36 11.15 12.87
Average 22897.01 40168.11 1405.98 15.62 13.72 11.42 15.76

601607.SH 上海醫藥 60362.90 147586.43 3971.04 15.20 13.39 11.67 10.72
000963.SZ 華東醫藥 57565.15 31208.43 2007.16 28.68 23.05 18.61 22.71
600511.SH 國藥股份 22041.41 40831.52 1287.51 17.12 15.06 13.21 19.51
000028.SZ 國藥一致 21006.03 46407.22 1193.12 17.61 15.37 13.56 11.85
600056.SH 中國醫藥 18270.48 33838.68 1464.64 12.47 10.26 8.46 17.74
002589.SZ 瑞康醫藥 14562.04 26174.12 1137.19 12.81 9.91 7.68 13.73
000950.SZ 重藥控股 9921.79 25919.27 1247.79 7.95 -- -- 28.53
000078.SZ 海王生物 8716.77 28032.75 717.79 12.14 9.40 7.50 11.70
600090.SH 同濟堂 8703.78 11066.28 580.86 14.98 -- -- 9.11
603368.SH 柳藥股份 7819.72 10616.44 452.73 17.27 13.32 10.63 12.01

Source: Wind (as at Oct 26), Phillip Securities 
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Financials 
 
FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Valuation Ratios   
Price to Earnings (P/E) 21.36 19.20 17.44 15.49 13.54 
Price to Book (P/B) 2.05 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 11.13 11.76 12.66 15.79 16.97 
Dividend Per Share 0.33 0.36 0.38 0.44 0.51 
Growth (%)   
Revenue 14.20 14.45 8.35 11.64 12.42 
Gross Profit 12.19 10.80 16.52 9.07 13.66 
Operating Income 18.54 16.23 24.96 10.35 13.52 
Net Profit 11.03 11.10 10.14 12.67 14.44 
Margins (%)   
Gross Profit Margin 11.88 11.50 12.37 12.09 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 10.40 10.23 10.87 11.48 
ROA (%) 4.53 4.63 4.30 4.57 4.94 

   
FYE FY2015 FY2016 FY2017 FY2018E FY2019E
Income Statement (RMB Mn)   
Revenue 105,516.6 120,764.7 130,847.2 146,073.5 164,222.4
- Cost of Goods Sold 92,979.1 106,872.6 114,660.5 128,418.4 144,154.9
Gross Income 12,537.5 13,892.1 16,186.6 17,655.1 20,067.5
- Operating Expenses 8,906.3 9,671.5 10,912.4 11,835.0 13,460.2
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 98.4 109.8
Pretax Income 4,171.9 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
Source: Company, Phillip Securities (HK) Research Estimates 

Exchange rate assumption is 0.875CNY/HKD. 

(Financial figures as at 26 Oct 2018) 
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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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Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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