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Business Overview No Rating

--Charmacy is dedicated to pharmaceutical distribuion business.lts predecessor is CMP HKD7.09

founded in 1984, as a logistics and resourcese¢msupply raw materials and importedClosing price at 6 Dec 2018)
Chinese and western medicines to various unitsiwithe organization. The listed

company was set in 2000. In 2011, the company dbgistic center in Foshan city. COMPANY DATA

During 17H1, two subsidiaries were built in Zhuhad Guangzhou, and in 18H1 a ne\/\ﬁffRiFgrRCE;P('\ﬁ\QDMN 19825-20
branch in Shenzhen was established. _ S WK LG KDY a2
--A leading pharmaceutical distributor in Southern China. In 2016, the company

ranked 37th among top 100 wholesalers nationaflyrespect of principal business.

Tt e

According to a market research report i B 8E1 T 55k ) (2016), in SHARE HOLDING PATTERN%

respect of sales scale, the company ranked 7th g pharmaceutical distribution Chairman Yao 54.63
businesses in Guangdong Province and second amavafepfirms. The company Baiyunshan 7.32
adheres to the strategy of intensive engageme®uingdong and extensive coverag& 'S capital 512

. . . K . Wu Binhua 5.00
across surrounding areas. It has established icgyistnters in Shantou, Foshan, Zhuhai, Jigui 5.00

and Guangzhou, equipping with professional trartsfgams. It has a highly efficient
delivery mechanism of delivering pharmaceutical docis three times per day forpr|iCE PERFORMANCE > %

customers within a radius of 10 km, twice per daydustomers within a radius of 50 km ™ aM 1y
and once per day for those within a 250-km radiisice 2015, the company hascharmacy -9.68 -15.39 -10.94
operated its own B2B e-commerce platform Charmabedicine §/]35 e Z£), which at HIS 267 302 -7.33

present, has 4,912 active trading customers, maimiirusers such as retail pharmacie%
clinics and heal centers. E
--Products portfolio. The company distributes medicines including westeedicine,
Chinese patent medicine, health products and etimprove its product mix, Charmacy
increases the variety and scale of primary distidginuproducts, and phases out some ¢ M ,|.lk \ %

the products with low gross profit margins and awer rate. In 18H1, the company )' LY W L LU .
distributed 10,145 products, rising by 528 varefies. 9,617 varieties in 17H1). Among " In id
them, the number of Chinese patent drugs increlag&®0 to 3,436, and that of Westerr
medicine decreased by 586 to 3,557. The number roflusts which Charmacy - - - - e
distributed as a primary distributor, increasedrf®,542 in 2017 to 7,996 at present. ~ Source: Phillip Securities (HK) Research
--Customer structure. Charmacy now covers 7,124 customers (17H1:6,33mers),

among which distributor customers and retail phaiesacontributed to 97% of total KEY FINANCIALS

revenue. After the implementation of two-invoicestgyn, the company continues tcRMEMN  FY1S FY16 Fvi7 FYisHi
optimize client structure, reduce the proportionddtributor customers, and increasé'stSales 3397 3,669 4,096 2,022

direct sales (given the number of retail pharmagstamers rose by 730 to 4770 in 18H1 /et Profit 26 59 44 45
and that of hospitals, clinics and health centexs up by 22). EPS,RMB 032 055 041 042
--Financial performance. From 2012 to 2017, its revenue achieved a CAGE5d12%, PER.x 2216 1289 1729  16.88
and net profit maintained a CAGR of 25.7%. In 20C®armacy’s operating incomeBVPS,RMB 384 419 422 445
increased by 6.2% to RMB2022mn, and net profitéased by 5.6% to RMB45.3mn. P/BV, x 185 169 168 159
We highlight that its profit margin has continuedimprove. In 18H1, GPM rose by ROE, % 799 1369 985 975

0.74ppts to 7.4%, mainly due to the reduction ofTviax rate (from 17% to 16%) and source: Company reports, Phillip Securities Est.
the ramp-up of Chinese patent medicine productctwhiave relatively higher GPM.

Sales expenses increased by 12.5%, mainly atmipati warehouse rental fees for théEurus Zhou (2277 6515)

newly established sites in Guangdong and Zhuhaijeisas moderately rising logistics EU"USznou@philiip.com.hk

costs. Besides, management costs was up arisimgdompensation to new staff of two

new sites, and depreciation for newly-bought prtger However, due to the dramatic

growth of operating income and the improvementrofg profit, the adjusted operating

profit margin rose to 3.97% in 18H1.
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Figure: Business Model of Charmacy
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Figure: Revenue (RMB mn) and growth Figure: Pnoigrgins
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Figure: Logistic line Figure: Logistic line

Source: Phillip Securities

Q&A Summary

We participated in the site visit organized by ttempany to the Foshan logistics
distribution center. Located in Chancheng Disttiig center has a storage area of
21,300 sgm and can store 190,000 items, supparéteg of RMB3.36bn.

Q: What are the trends in the number and structureof distributor clients?

A: The number of our customers is showing an upweeddi mainly due to the
continuous expansion of terminal networks such eailr pharmacies, clinics and
health centers. In 18H1, we provide products andces to 7,124 clients.

Q: What customers are mainly covered by B2B platfan (Charmacy e-Medicine)?
A: In 18H1, the platform has 4,912 active tradingt@oers. The main customers of
the platform are hospitals, clinics, and small ametium-sized pharmacies, etc. This
platform provides customers with services, sucim@siry, order, payment, etc.

Q: What are gross profit margins of three major chanels?

A: 2017 data shows that, GPM of distributor segmerhé lowest (around 3.33%).
Because the trade-off of large quantity and lowearcpasing price finally leads to
lower profitability. GPM of retail pharmacies is83%. Highest GPM is from hospitals,
clinics and health centers, around 14.73%, becaueidual consumers are not that
sensitive to price. GPM rose from 4.54% in 20141t2% in 2017. We expect GPM
to climb further, given improving client structuaed product mix.
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Q: Accounts receivables of three types of custométs

A: For newly developed small customers, we usualliecbcash when delivery. For
long-term cooperative distributors and chain phaiew the receivables™ days are
longer. We proactively manage accounts receivaldesi the balance fell from
RMB883 million at the end of 2017 to RMB757 millidwy this June end.

Q: What is the marketing strategy? Will it expand beyond Guangdong Province?
A: We started from Shantou, expanded to Eastern Gloaigg and then to the entire
Pearl River Delta. Usually when we entered a newketait takes time to cultivate the
market. For example, we acquired Zhuhai site lastryln this October, we see its
customer base and profits grow steadily. In futwe,will further expand the market
scale by relying on affluent primary distributiaghts in Guangdong Province.

Q: Which pharmacies do the company cooperate with ore?

A: Main pharmacy chains in Guangdong are almost aistomers, with deep
cooperative relationships for many years. Majorrpfaies, such as Dashenlin and
Nepstar, place orders at least 2-3 times a week.

Q: What is the dividend policy?
A: Still more than 20% of distributable profit wiletdistributed every year.

Q: Why did financial costs in 2017 rise?

A: The financial expenses in 2017 were RMB27.61mnbylRMB17.34mn from
RMB10.27mn in 2016. This is because of 1) exchdogges caused by exchange rates
fluctuations of RMB and HKD, 2) expansion of finamg scale led to an increase in
interest expenditure, and 3) increasing inventatyme. (The inventory amounted to
RMB352mn in 2016 and rose to RMB432mn at the en2iaf7.)

Q: Please introduce the investment in Guangzhou? Wt will be growth
prospects for future 2-3 years

A: Last July, we purchased property located in NanSh@ngzhou, with RMB131mn.
The expenditure was paid off (with RMB80mn of bdo&ns and RMB50mn through
self-funding). We expect to invest RMB145mn to duBuangzhou distribution center,
and has received long-term loans from ICBC. AbdamnB will be put this year, and
the rest will be invested in 2019. Average banklieg rate last year was about 5.2%.
This year, because the discount rate on bank ameptills has been lowered, the
overall interest rate level will not rise.We sttotoperate Nansha center on May 1
2018. Sales revenue in the past few months meet®expectations, with average
monthly income about RMB22mn.

Q: Dose informatization construction significantly improve profitability or
efficiency?

A: Informatization projects can improve the overalfjistics operational efficiency.
From the end of first half, the number of logistaersonnel did not increase compared
with past.

Page | 4 | PHILLIP SECURITIES (HK) RESEARCH



P PhillipCapital
TR company report

Q: How about the company’s refrigerated drug transjrtation business?

A: We now carry out distribution business of refragjed products. As of June end,
the company has 61 refrigeration vehicles, accagntor about two-thirds of total

delivery vehicles. We expect that the proportiofi iill increase in the future. We

know from our checks that government may come ufh wtricter requirements

towards drug distribution vehicles and our refregem vehicles will be competitive

for future.

Figure: PE Band
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Figure: PB Band
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Financials

2014 2015 2016 2017 2018H1
\Valuation Ratios
P/E - 22.1¢ 12.8¢ 17.2¢€ 16.868
P/B - 1.8t 1.6¢ 1.6¢€ 1.5¢
Per Share Data (RMB)
EPS - 0.32 0.5t 0.41 0.42
Book Value Per Share - 3.84 4.1¢ 4.22 4.45
Dividend Per Share - - 0.41 0.32 -
Growth
Revenue 25.52 12.71 8.0C 11.6¢ 6.2(
Gross Profit 31.2% 20.71 9.47 16.4( 18.0¢4
Operating Income 3791 -4.5C 46.9: -9.3¢€ 14.5(
Net Profi 64.0: -27.61 125.1¢ -25.3¢ 5.6(
Margins
Gross Profit Margin 4.5t 4.8t 4.91 5.12 7.4(
Operating Profit Margin 2.2¢ 1.9¢ 2.6 2.14 3.97
Net Profit Margir 1.21 0.7¢ 1.6z 1.0¢€ 2.24
Key Ratios
ROE (%) 16.0¢ 7.9¢ 13.6¢ 9.8t 9.75
ROA (%) 4.6z 3.6 4.4¢ 3.62 3.3€

2014 2015 2016 2017 2018H1
Income Statement (RMB Mn)
Revenue 3,014.: 3,397.: 3,668.¢ 4,095.¢ 2,022.
- Cost of Goods Sold (2,877.6) (3,232.4) (3,488.6) (3,886.0) (1,872J3)
Gross Income 136.4 164.7 180.< 209.¢ 149.7
- Operating Expenses (67.7) (99.0) (83.8) (122.4) (69.5)
Operating Income 68.€ 65.7 96.t 87.t 80.3
-Financing Expenses (22.8) (24.1) (16.6) (27.6) (15.7)
Pre-tax Income 45.¢ 41.6 79.€ 59.¢ 64.6
- Income Tax Expenses (9.5) (15.2) (20.5) (15.6) (29.0)
Attributable Profit 36.4 26.4 59.2 44.: 45.3

Source: Company, Phillip Securities (HK) Researstingates
(Financial figures as at 6 Dec 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current prce

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

1
2
-5% to +5% Neutral 3 Trade within  + 5% from the current pric e
4
5

We do not base our recommendations entirely onati@/e quantitative return bands. We consider tizie factors like (but not
limited to) a stock’s risk reward profile, markeinSment, recent rate of share price appreciapoesence or absence of stock price
catalysts, and speculative undertones surrountimgtock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{gtng Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you
agree to be bound by the terms and limitationestbelow.

This publication shall not be reproduced in whalénopart, distributed or published by you for gmyrpose. Phillip Securities shall not
be liable for any direct or consequential lossiagigrom any use of material contained in this jedtion.

The information contained in this publication hagb obtained from public sources which Phillip S&i@s has no reason to believe are
unreliable and any analysis, forecasts, projectierpectations and opinions (collectively the “Rasi”) contained in this publication

are based on such information and are expressidralief only. Phillip Securities has not verifitlis information and no representation
or warranty, express or implied, is made that dnfdrmation or Research is accurate, complete dfieé or should be relied upon as
such. Any such information or Research containethi® publication is subject to change, and PhiBigcurities shall not have any
responsibility to maintain the information or Res#amade available or to supply any correctionglats or releases in connection
therewith. In no event will Phillip Securities bialdle for any special, indirect, incidental or ceggential damages which may be
incurred from the use of the information or Reskanade available, even if it has been advisedeptssibility of such damages.

Any opinions, forecasts, assumptions, estimatelsiatians and prices contained in this material @aseof the date indicated and are
subject to change at any time without prior notice.

This material is intended for general circulatioyoand does not take into account the specifiestment objectives, financial situation
or particular needs of any particular person. Trapcts mentioned in this material may not be blétdor all investors and a person
receiving or reading this material should seek @@lfrom a financial adviser regarding the suitapitf such products, taking into
account the specific investment objectives, finahsituation or particular needs of that persoffigfgemaking a commitment to invest in
any of such products.

This publication should not be relied upon as adtitive without further being subject to the reeit’s own independent verification
and exercise of judgment. The fact that this palblicn has been made available constitutes neittec@ammendation to enter into a
particular transaction nor a representation that product described in this material is suitable appropriate for the recipient.
Recipients should be aware that many of the predubich may be described in this publication ineosignificant risks and may not be
suitable for all investors, and that any decismertter into transactions involving such produbisutd not be made unless all such risks
are understood and an independent determinatiobders made that such transactions would be apptepAny discussion of the risks
contained herein with respect to any product shaolthe considered to be a disclosure of all riska complete discussion of such risks.

Nothing in this report shall be construed to beoffar or solicitation for the purchase or sale ofexurity. Any decision to purchase
securities mentioned in this research should tat@account existing public information, includiagy registered prospectus in respect
of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepatims report nor his associate has any finanoigrest in or serves as an officer of the
listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not hamg investment banking relationship with the list®rporation covered in this report
nor any financial interest of 1% or more of the kedrcapitalization in the listed corporation. Indédin, no executive staff of Phillip
Securities serves as an officer of the listed caian.

Availability

The information, tools and material presented Imeage not directed, intended for distribution touse by, any person or entity in any
jurisdiction or country where such distribution,bfioation, availability or use would be contraryttee applicable law or regulation or
which would subject Phillip Securities to any régiton or licensing or other requirement, or pgndbr contravention of such
requirements within such jurisdiction.

PHILL




P PhillipCapital

CHARMACY PHARM (2289.HK) Rl TniTsETVAT  1o)2:

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKBelieved to be accurate. PSHK
does not bear responsibility for any loss occasidnereliance placed upon the contents hereof. KP@H its affiliates or employees)
may have positions in relevant investment prodets.details of different product’s risks, pleasgtthe Risk Disclosures Statement on

http://mww.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited

Contact Information (Regional Member Companies)

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 Homag
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

MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue Il,
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



P PhillipCapital
Company report

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

PHILL




