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EC Healthcare (02138.HK)

1HFY2023 net profit margin under pressure
Potential positive factors may already be priced in

Hong Kong | Healthcare

The principal activities of EC Healthcare is the provision of medical and healthcare services in
Hong Kong, Macau and the Mainland China. Company adopt a multi-specialist brand
strategy with over 40 brands spanning across service segment of medical, aesthetic medical
and beauty and wellness (represent aesthetics medical, traditional beauty, haircare and
ancillary wellness services and the sale of skincare, healthcare and beauty products). As at
30 September 2022, EC Healthcare had a total of 154 service points comprising 134 in Hong
Kong, 4 in Macau and 16 in Mainland China with the total aggregate g.f.a increased by 24.1%
YoY to 557,000 sq. ft. Out of the net increase of 108,000 sq. ft. during the period, 69.1%
came from medical business and 22.8% came from aesthetic medical and beauty and
wellness services business, respectively.

Negative impact by the Pandemic, 1HFY2023 net profit margin under pressure

In 1HFY2023 (for the six months ended 30 September 2022), the company had revenue of
HKS1,893.2mn, up 31.1% YoY. The net profit attributable to equity holders decreased by
50.0% YoY to HKS80.0 million. Basic earnings per share was HKS$6.8 cents (1HFY2022:
HKS14.2 cents). Interim dividend of HKS5.8 cents, the dividend payout ratio is 85.%.

For the period under review, company continues to gain market share in the healthcare
services industry through both organic expansion and M&A growth. Revenue from the
medical services segment rose by 47.5% YoY to HKS$1,174.8mn, boosting its revenue
contribution to 62.1%, of which organic expansion and M&A accounted for 90.8% and 9.2%
respectively. However, revenue contributed by aesthetic medical and beauty and wellness
services decreased by 2.0% YoY to HKS607.4mn, accounted for 32.1% of the total revenue.
Revenue from Hong Kong recorded a slight decline of 5.4% YoY to HK$460.7mn due to 20
days of Compulsory Closure in April 2022. Revenue from Mainland China increased by 12.6%
YoY to HK$89.8mn despite an average of 26 days, 10 days and 122 days of business
disruption in Shenzhen, Guangzhou and Shanghai, respectively. Revenue from Macau
increased slightly by 7.7% YoY to HK$56.8mn due to an average of 31 days of Compulsory
Closure. Revenue from other services increased by 301.9% to HK$111.0 million, representing
5.8% of the total revenue, primarily attributable to the M&A expansion into the veterinary
sector.

Increasingly intense competitive landscape, rising cost structure resulting from inflation,
temporary low operation leverage of newly established service points from the previous
financial year and increase in depreciation and amortisation expenses incurred from the
newly acquired medical assets, EBITDA decreased by 16.6% YoY to HK$269.9mn. Due to the
business disruption in Mainland China from COVID-19 and the Compulsory Closure of beauty
and wellness businesses in Hong Kong and Macau, net profit margin fell by 8.0 percentage
points to 5.6%.
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KEY FINANCIALS
HKD mn FY21 FY22 FY23E FY24E
Revenue 2,080.4 2,919.5 3,774.1 4,545.6
Net profit 192.9 197.5 200.5 300.1
Reported EPS 0.188 0.171 0.165 0.238
P/E ratio, x 42.8 47.0 48.8 33.8

Dividend Yield, % 2.0% 1.8% 1.7% 2.4%

Source: Company reports, Phillip Securities Est.
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According to the recent sales volume update announcement made by EC Healthcare,
for the period from 1 October 2022 to 31 December 2022 (3QFY2023), overall Sales
Volume of no less than HK$1,000mn for the Quarter, representing an increase of no
less than 8% as compared with the same period last year. The Company expects an
increase in Sales Volume of medical services of no less than 39% as compared with
the same period last year; a decrease in Sales Volume of aesthetic medical and
beauty and wellness services located in Hong Kong and Macau of no more than 17%;
a decrease in Sales Volume of aesthetic medical and beauty and wellness services
located in Mainland China of no more than 50%. The management stated that the
decrease in aesthetic medical and beauty and wellness services was mainly due to
weaker local consumer spending due to increase in outbound traveling amid the
lifting of inbound quarantine restrictions; and the omicron outbreak in Mainland
China.

Investment Thesis

On December 28, 2022, Hong Kong Chief Executive Lee Ka-chao announced that all
social distancing measures, vaccine passes and mandatory nucleic acid testing for
entry will be canceled starting on the 29 Dec. People arriving from the Mainland,
Macau, Taiwan and overseas are not required to undergo mandatory nucleic acid
testing upon or after arrival in Hong Kong. It is estimated that in addition to the
gradual boost in local consumption sentiment in Hong Kong, the implementation of
customs clearance between Hong Kong and mainland China and the recovery of
potential demand for mainland tourists will bring substantial help to the company's
operations. However, most of the underlying positive factors are already priced in.
We expect FY2023E-FY2024E EPS to be HK$16.5 cents and HK$21.6 cents respectively,
with PT of HKS$6.73, implies a FY2024E P/E of 31.2x (in line with industry average).
Our investment rating is “Reduce”.

Risk factors

1) Market competition intensifies; 2) Soaring in operating cost; and 3) Unexpected
slowdown in service demand; 4) Tighten regulatory policies related to medical
aesthetics.
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Financial

Consolidated Statement of Profit or Loss Consolidated Statement of Financial Position
Mar Y/E, HKD mn FY20 Fy21 Fv22 FY23E FY2aE Mar Y/E, HKD mn Fy20 Fy21 Fv2z___ FY23E__ FY24E
Revenue 1,948.5 2,080.4 2,9195 3,774.1 4,545.6 Non Current Asset
Other net income and gains 386 1049 262 67.3 265 PPE 7252 7920 11933 13124 14142
Cost of inventories (215.6) (235.3) (349.6) (483.0) (565.3) Intangibles 115.1 5116 691.9 8014 9281
Reg. practitioner expenses (297.3) (448.7) (655.9) (9819)  (1,1019) Others 6627 10721 14597 16633 18488
Employee benefit expenses (539.9) (580.4) (728.6) (9511)  (1,214.6) Total Non Current Assets 15030  2,3757 33450 37771 41911
Marketing expenses (124.4) (109.4) (132.4) (189.3) (243.6) Current Asset
Rental expenses (42.7) (47.5) (61.1) (68.1) 78.7) Inventories 59.6 395 1011 975 1164
Depreciation & amortization (232.8) (309.9) (432.4) (510.6) (500.9) Trade and other receivables 79.0 179.0 1555 251 2522
Admin. and other expenses (103.9) (117.0) (162.6) (214.3) (255.5) Bank balance and cash 520.4 9311 870.2 4948 2831
Credit card expenses (50.2) (49.3) (64.9) (86.7) (108.7) Others 383.2 265.2 388.8 2196 4567
Finance costs and Others (19.8) (27.0) (a9.2) (32.1) (27.6) Total Current Assets 10523 1,4147 15156 12371 1,1084
Share of P/L of asso./IV 01 5.0 (©7) - - Total Assets 25553 3,7905  4,860.6 50142 52995
Profit before tax 360.5 265.9 3214 3245 4755 Current Liab
Income tax (50.3) (40.3) (50.9) (49.8) (75.5) Payables 357 267 752 66.6 910
Shareholders Net profit 286.6 1829 1975 2005 3001 Other current Liabilities 10336 12706 12882 13968 1,688
Minority interest 237 27 730 741 100.0 Total current Liab 10693 1,3172 13634 14634  1,559.8
Reported EPS, Basic 0.291 0.188 0.171 0.165 0.238 Non Current Lia
DPS (HKD) 0.230 0.159 0.144 0.139 0.197 Lease liabilities 296.8 2948 386.7 3867 3867
Payout ratio 79.4% 84.6% 24.1% 84.3% 82.6% Others 19.7 547.7 759.9 7142 677.9
Total Non-Current Liabilities 316.4 8125 1,1466 11008 10646
Equity
Key Financial Data Shareholders' equity 10027 12687 18813 19066 20317
Mar Y/E FY20 Fy21 Fv22 FY23E FY24E Non-controlling interests 166.8 362.0 269.3 5434 6434
Valuation Ratio Total equity 11695 1,6308 23506 24500 2,675.1
P/S ratio, x a1 40 32 26 22 Total Liabilities and Equity 25553 3,905 4,860.6 50142 52995
P/E ratio, x 277 228 47.0 488 33.8
Dividend Yield, % 2.9% 2.0% 1.8% 17% 2.4% Consolidated Statement of Cash Flow
Mar Y/E, HKD mn FY20 Fr21 FY2z_ FY23E_ FY24E
Per share data (RMB) )
EPS 0.291 0.188 0171 0.165 0.238 Profit before income tax 3605 265.9 3214 3245 4755
BVPS 1018 1236 1632 1567 1615 D&A add-back 258 309.9 4324 5106 5009
DPS (HKD) 0.230 0159 0.144 0139 0197 Others 214 185 56.7 136 137
Net (inc)/dec working capital " w0’ 803 (134.8) (42.6)  (22.9)
Growth & Margin Tax Tos3)” (531" (67.3) (49.8)  (755)
Growth Net cash flow from operating activities 5765 620.8 608.4 7562 8917
Revenue Growth 6.1% 6.8% 20.3% 29.3% 20.4% cFl
Net Profit Growth 20.6% 32.7% 24% 15% 49.6% Purchase of PP&E and Investment (69.8)  (135.9)  (260.3)  (545.4)  (505.1)
Margin Others 3862  (2331)  (3109)  (193.7)  (224.3)
Gross Margin 88.9% 88.7% 28.0% 87.2% 87.6% Net cash flow from investing activities 3164 (369.0)  (S71.2)  (739.)  (729.4)
Net Profit Margin 14.7% 9.3% 6.8% 5.3% 6.6% CFF
Dividends paid (3848)  (1139)  (2720)  (175.2)  (1749)
Key Ratios Others (3946) 2706 1720 (172)  (199.2)
ROE 28.0% 17.0% 12.5% 10.6% 15.2% Net cash flows from financing activities (739.4) 1568 (100.0)  (392.4)  (374.1)
ROA 11.7% 6.1% 4.6% 4.1% 5.8% Net Change in Cash 153.5 4106 (60.8)  (375.3) (211.8)
Cash and CE at Y/E 520.4 9311 870.2 2949 2831

Current Price as of: February 20
Source: PSHK Est.
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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

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.
© 2023 Phillip Securities (Hong Kong) Limited
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