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Business Overview

Milestones.In 2014, Ali Group acquired 54.3% stake of one l#i{eld company CITIC SHARE HOLDING PATTERN
21CN (241HK), then the listed company was renamedAdi Health”. At first, the o

company was engaged in selling drugs to individwaisumers through registered shopgerfect Advance Holding Ltd 37.86
on Taobao platform, as well as acting for CFDA fmemate drug electronic tracking Ali JK Nutritional Products Holding Ltd ~ 29.61
system. In 2017, CFDA stopped Ali's drug trackimepmtion. Taking advantage of theUni-Tech Int 6.66

rich experience and technical strength in drugkirapsegment, Ali Health established a™®® 74.13

independent drug tracking platform. Also in 201& state suspended Ali Health's Class

A certlflcate. of online d_rug trading bl_Jsmes_s (mﬁmffe_rlng distribution services for PRICE PERFORMANCE » %
pharmaceutical companies), after which Ali Healtlyjudred a platform with Class C i i =
certificate to provide OTC drugs to individual can®ers. From 2017 Ali Health has’, e 1462 1216 10154
started cooperation with regional healthcare tins (i.e. hospitals, pharmacies, etc.jis 5.59 9.98  -9.28
in provinces like Zhejiang, Shanghai and Yunnard aontinues to expand Internet

healthcare business with focusing on three maies|innamely pharmaceutical eRETURN VS. HSI

commerce, Internet healthcare segment, and droga@héc tracking business.
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Pharmaceutical e-commerceThis business mainly involves two models, namséff-
operated e-commerce and Tmall pharmacy platformviging non-prescription drugs,
medical instruments, and sexual health and familgnmpng categories, etc(l) .- »”

Pharmaceutical self-operated businessncludes B2C and B2B segments. B2C ... TP 179 ) s v o
pharmacy operates through two brands, “Ali Healtarfhacy” and “Ali Health Overseas 50urceAasmcks comph.”.p Secum.es (HK)
Flagship Pharmacy”, selling OTC drugs and impohedlth products. The B2B platform

serves for pharmaceutical distributors in upstreamd in downstream caters toKEY FINANCIALS

pharmacy chains and online supermarkets, etc. Vémge selling prices of medicinesHKD mn 16M3  17M3  18M3  18M9
and health products sold through the online platfa generally 30%-50% cheaper thamet sales 566 4751 2442.( 1878
offline pharmacies. In the past six months, the Inemof active consumers exceeded 1Qetprofit (1875 (208.7) (109.0)  (90.0)
million, a year-on-year increase of more than 50942018, the company strategicallyeps vk (002 (0.03) (001  (0.01)
invested in Anhui Huaren Health, Shandong Yuyulieiws, Guizhou Yishu and other . (337.12
regional leading chain pharmacies, to coordinatk @mpower these offline partners to ) (22475) (674.24) (674.24)
achieve an omni-channel sales netw@2. Tmall Pharmacy platform is a third-party =YF°S/HKPo1e01c 02e 0.2
trading platform of drugs and medical servicesawting service fees and advertising”="" * agot  4sle 2590 2930
income as main profit sources. In recent six manths platform achieved the grossfP5:% (1473 (17.31) (569 (3.19)
merchandise volume (GMV) exceeding RMB 25 hilli@nyoy increase of more than Source: Company reports, Phillip Securities Est.
_50%, among Whic_h, the sales growth of medical imsénts, and sexual health productfE urus Zhou (2277 6515)

is particularly rapid (+70% yoy). For latest 12 rtis) the amount of annual activegryszhou@phillip.com.hk
consumers of Tmall Pharmacy platform has reach@dniiion. In future, the platform

will maintain rapid growth by enriching product gotio.
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Internet healthcare segment. The company has established cooperative
relationships with many second- and third-classphals in Mainland China.
Patients can use online platforms such as Ali HeadtAlipay to register online,
and consult medicine-taking problem, etc. As oft8eyer 2018, the number of
licensed physicians, pharmacists and dietitiandraoted with the company to
provide online health counseling services, hasldadtaapproximately 24,000.
Leveraging on its technical advantages in artifigigelligence field, Ali Health
releases the Al medical system “Doctor You”, (whiohludes clinical diagnosis
functions, medical auxiliary detection engine, pbigs ability training functions,)
to assist doctors to diagnosis, help patients tochmse medicines online through
electronic prescription, provide logistics distiiiom services, etc.

Medicine tracking business. Chinese government encourages third-party
organizations to provide information-based tracks®gvices to pharmaceutical
firms. The company's predecessor, CITIC 21CN, vaasexclusive operator of
China’s national electronic pharmaceutical regujgptatform and the gross profit
margin of this business remained above 50%. In 2b&6ause some enterprises
guestioned that the national drug regulatory netvetwould not be operated by the
private enterprise, CFDA stopped its operation trighh national regulatory
platform. After that, relying on Ali Cloud's poweifcomputing capabilities, the
company has established a third-party trackingfeatat (hf_I-j#.»), to process
drug tracking and recalling, pipeline managemeatiept education, cold chain
logistic and tracking management of vaccines, andrs At present, the number
of pharmaceutical manufacturers that have reg@tenethe platform accounts for
80% of the total pharmaceutical manufacturers inn&hAmong them, the
coverage ratio of national key medicine produdte Waccines exceeds 95%. In
the past six months, the platform delivered a raeenf RMB18.92 million,
representing a yoy increase of 100.5%.

Turning losses into profit in FY18. For the latest six months, the company
achieved operating income of RMB1878.7 million, @y yncrease of 111%. The
loss during the period was RMB89.98 million, slighdecreasing by 2.4% yoy.
However, the adjusted net profit (excluding shapiom expenses) reached
RMB10.49 million, v.s. a loss of RMB34.4 millionstayear. This was mainly due
to the rapid growth of e-commerce business, anchde profit contribution from
the consumer healthcare business, as well as oeclBG&A and research
expenses. As the company will continue the investme medical artificial
intelligence, big data and Internet healthcaraliglt is expected that related costs
will continue to grow.

Figure: Operationg results for past six months

RMB mn 18H1 17H1 Change
Revenue 1,878.7: 889.7: 111.20%
Gross profit 529.1¢ 255.4¢ 107.10%
GPM 28.20% 28.70% N/A
Fulfillment -246.0j -149.8¢ 67.50%
Cost/Rev 13.10% 16.84% -3.75ppt
Selling expenses -156.8¢ -86.47 81.40%
Cost/Rev 8.35% 9.72% -1.37ppt
Administrative expenses -85.9¢ -57.31 50.03%
Cost/Rev 4.58‘Vj 6.44% -1.86ppt
Product development expenses -103.6 -61.3¢ 68.90%
Cost/Rev 5.52% 6.90% -1.4ppt
Operating loss -70.5¢ -86.61 -18.50%
Loss for the period -89.9¢ -92.18 -2.40%
Adjuste_d Net Profit _ 10.484 -34.44° N/A
(excluding share compensation expenses)

Source: Company (as at the end of September 2Bh8lip Securities
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Figure: Ali's healthcare businesses

Healthcare management

Ali Group
Ali Health Antfin Ali Cloud Taobao DingDing
Medical Future Hospital; Al Healthcare Medical e-commerce Mobile office;
e-commerce; Medical services (i.e. insuraninternet hospitals Doctor consulting Digital hospita
Intelligent healthcare; iinformation); HIS/ PACS/ HRR Vaccine management
Medicine tracking; Promotion (i.e. online promoticSmart hardware, Cloud solutians  Medical beauty Information security
Medical insurance financing) Biological gene big data Medicine 020 an
verification;

Source: Vcbeat.com, Phillip Securities
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Financials
2015.3 2016.3 2017.3 2018.3 2018.9
Valuation Ratios
P/E (674.24) (337.12) (224.75) (674.24) (674.24)
P/B 42.1¢ 44 .9¢ 48.1¢ 25.9: 29.31
Per Share Data (RMB)
EPS (0.01) (0.02) (0.03) (0.01) (0.01)
Book Value Per Share 0.1€ 0.1t 0.14 0.2¢ 0.23
Dividend Per Share 0.0C 0.0C 0.0C 0.0c 0.0q
Growth & Margin(%)
Growth
Revenue N/A 90.27 739.4: 414 1t 111.2(¢
Gross Profit N/A 137.9¢ 392.8¢ 248.6" 107.1¢
Operating Income N/A 60.71 (2.60) (54.22) N/A
Net Profi N/A 60.1¢ 11.27 (47.74) N/A
Margins
Gross Profit Margin 53.6i 67.1:< 39.41 26.7: 28.11
Operating Profit Margin (440.87) (372.37) (43.212) (3.85) (3.51)
Net Profit Margi (393.70) (331.35) (43.92) (4.46) (4.79)
Key Ratios
ROE (%) (9.62) (14.73) (17.31) (5.69) (3.19)
ROA (%) (0.19) (9.24) (14.00) (13.22) (1.7B)
2015.3 2016.3 2017.3 2018.3 2018.9
Income Statement (RMB mn)
Revenue 29.7 56.€ 475.1 2,442 ¢ 1,878.]
- Cost of Goods Sold (13.8) (18.6) (287.8) (1,789.8) (1,349/6)
Gross Income 16.C 38.C 187.2 652.¢ 529.1
- Operating Expenses (147.2) (248.7)  (385.2) (787.3) (592.6)
- Other G/L 16.C 38.C 179.¢ 693.4 526.6
Operating Income (131.2) (210.7) (205.3) (94.0) (66.0)
- Financing Costs 0.C 0.¢ (6.9) (10.2) (4.6)
- Non-operating items 15.C 25.1 5.C 8.¢ (8.2
- Income Tax Expenses (0.9) 0.1 0.1 0.1 0.1
Profit for the Period (117.2) (187.5) (208.7) (109.0) (90.0)
-Minority Interest 0.C 0.¢ (2.0) (2.2) (5.9
Attributable Profit (117.1) (187.5) (207.6) (107.0) (84.1)

Exchange rate assumption: 0.86 RMB/HKD.

Source: Wind, Phillip Securities (HK) Research iEsties
(Financial figures as 20 Feb 2019)
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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 autitive 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@mmendation to enter into a
particular transaction nor a representation that product described in this material is suitable amppropriate 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 decismeter into transactions involving such produbisud 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.
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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.
© 2019 Phillip Securities (Hong Kong) Limited
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