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COMPANY RESULTS

Sinopharm Group (1099 HK)
1Q22: Earnings Up 17.4% yoy; COVID-19 Outbreak Clouds 2022 Growth Outlook

Sinopharm’s 1Q22 revenue and net profit attributable to shareholders grew 6.1% yoy
and 17.4% yoy respectively. The revenue growth was lower than our full-year estimate
of 7.4% yoy but net earnings beat on effective cost control efforts. We expect weakened
cash flow and stringent COVID-19-combating measures to negatively impact its
earnings outlook for 2022. Maintain SELL with a lower target price of HK$15.00.

1Q22 RESULTS
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RESULTS

1Q21
120,266
9,219
(3,754)
(1,544)
3415
(635)
1,216
0.39
1Q21
7.67%
3.12%
1.28%
2.84%
0.53%
1.01%

1Q22
127,598
10,010
(3,796)
(1,622)
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(690)
1,428
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1Q22
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2.98%
1.27%
3.01%
0.54%
1.12%

YoY%
6.1%
8.6%
1.1%
5.0%

12.3%
8.6%

17.4%

17.9%

Ppt chg
0.18
(0.15)
(0.01)
0.17
0.01
0.11

¢ 1Q22 revenue growth missed but earnings growth above full-year estimate. Sinopharm
Group (Sinopharm) reported a 6.1% yoy increase in revenue to Rmb127.6b in 1Q22. Net
profit attributable to shareholders increased 17.4% yoy to Rmb1.4b in 1Q22. The revenue
growth was lower than our full-year estimate of 7.4% yoy but net earnings beat on effective

cost control efforts.

KEY FINANCIALS

Year to 31 Dec (Rmbm) 2020 2021 2022F 2023F 2024F
Net turnover 456,414.6 521,051.2 549,572.0 585,170.9 623,524.3
EBITDA 23,380.9 23,005.7 24,160.9 25,618.1 27,208.6
Operating profit 19,783.8 21,441.3 22,5721 24,1131 25,779.6
Net profit (rep./act.) 7,187.3 7,758.6 8,186.1 8,729.6 9,316.7
Net profit (adj.) 7,079.6 7,590.8 8,017.9 8,561.4 9,148.6
EPS (Fen) 227.5 243.2 256.9 2743 293.2
PE (x) 6.2 5.8 5.5 5.1 4.8
P/B (x) 0.8 0.7 0.7 0.6 0.6
EV/EBITDA (x) 44 45 4.3 4.0 3.8
Dividend yield (%) 4.9 5.3 5.6 5.9 6.3
Net margin (%) 1.6 1.5 1.5 1.5 1.5
Net debt/(cash) to equity (%) 243 324 253 16.7 9.2
Interest cover (x) 7.9 6.8 6.7 6.7 6.7
ROE (%) 13.9 131 12.7 12.4 12.2
Consensus net profit - - 8,623 9,557 10,423
UOBKH/Consensus (x) - - 0.93 0.90 0.88

Source: Sinopharm, Bloomberg, UOB Kay Hian

Refer to last page for important disclosures.

Monday, 25 April 2022

SELL

(Maintained)

Share Price HK$17.02

Target Price HK$15.00

Upside -11.9%

(Previous TP HK$16.90)
COMPANY DESCRIPTION

Sinopharm Group is  the largest

pharmaceutical distributor in China.

STOCK DATA

GICS sector Health Care
Bloomberg ticker: 1099 HK
Shares issued (m): 1,341.8
Market cap (HK$m): 53,113.6
Market cap (US$m): 6,769.0
3-mth avg daily t'over (US$m): 11.0

Price Performance (%)

52-week high/low HK$27.85/HK$16.30

1mth 3mth 6mth 1yr YTD
(6.0) (8.6) (19.0) (29.5) 0.4
Major Shareholders %
CNPGC 57.0
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FY22 Net Debt/Share (Rmb) 5.45
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STOCK IMPACT

¢ Revenue grew 6.1% yoy in 1Q22. Sinopharm’s total revenue increased by 6.1% yoy,
reaching Rmb120.3b in 1Q22. We believe the slower-than-expected revenue growth is
mainly due to: a) the impact of the Group Purchasing Organisation (GPO) programme on
drugs and medical devices, and b) the impact of COVID-19 outbreaks in certain areas in
China.

Net margin improved in 1Q22. Sinopharm saw its gross margin increasing by 0.18ppt from
7.67% in 1Q21 to 7.85% in 1Q22. Management reduced the selling-expenses-to-sales ratio
by 0.15ppt to 2.98% in 1Q22 from 3.12% in 1Q21, and the administration-expenses-to-sales
ratio by 0.01ppt yoy to 1.27% in 1Q22, indicating effective cost control efforts. Financial
costs rose significantly by 8.6% yoy in 1Q22, due to the expansion of bank borrowings. The
overall net margin stood at 1.12% in 1Q22, representing an increase of 0.11ppt from a year
ago. We believe management has made continued efforts to enhance product structure and
stabilise profit margins amid continued gross margin pressure from GPO programmes.

Expects revenue growth to further weaken in 2Q22. Looking forward, we anticipate that
revenue will likely further weaken or experience a significant decline in 2Q22 due to the
possible significant impact from the lockdown in Shanghai. The Zero-COVID policy could still
bring uncertainties to the logistic and medical services in other regions/cities in the short
term as we see COVID-19-positive cases on the rise in an increasing number of cities in
China. The outlook of revenue growth for Sinopharm remains cloudy.

Expects increasing financial costs and tightening cash flow. Sinopharm’s cash
amounted to Rmb35.9b at the end of Mar 22, declining by 32.5% from Rmb53.2b as at end-
21. The company has bank borrowings amounting to Rmb63.9b at 31 Mar 22, representing
a significant increase of 29.0% from three months ago. The AR days increased further by
8.5 days from 120.1 in 2021 to 128.6 in 1Q22. Moreover, operating cash flow decreased
further to -Rmb34.8b in 1Q21 to -Rmb36.5b in 1Q22. We believe the company may face
increasing financial costs and tightening cash flow in the next few quarters.

EARNINGS REVISION/RISKS

o We further lower our earnings growth estimates from 7.0% yoy to 5.5% yoy for 2022, to
reflect weaker growth potential due to the impact from the new COVID-19 outbreak in China.

¢ Risks: a) Worse-than-expected impact from the COVID-19 outbreak in China, b) increasing
AR days and weakened operating cash flow, and c) worse-than-expected impact from GPO
programmes.

VALUATION/RECOMMENDATION

« Maintain SELL with a lower target price of HK$15.00, based on 4.8x 2022F PE, or 0.7x
PEG.
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PROFIT & LOSS BALANCE SHEET

Year to 31 Dec (Rmbm) 2021 2022F 2023F 2024F  Year to 31 Dec (Rmbm) 2021 2022F 2023F 2024F
Net turnover 521,051.2 5495720 5851709 6235243 Fixed assets 12,4243 11,681.9 11,013.7 10,412.3
EBITDA 23,0057 24,1609 256181  27,208.6 Other LT assets 32,0658 32,7941 335362 34,2916
Deprec. & amort. 1,564.4 1,588.8 1,505.0 1,429.0  Cash/ST investment 435294 49,7293 578125  66,253.5
EBIT 21,4413 225721 241131 257796 Other current assets 2473927  256,869.4 272,790.9 289,937.4
Total other non-operating income 2184 2184 2184 2184 Total assets 3354123 351,074.7 375,153.3  400,894.8
Associate contributions 1,069.2 1,069.2 1,069.2 1,069.2 ST debt 55,1517  57,909.2 60,8047 63,8449
Net interest income/(expense) (3,402.9)  (3,589.1)  (3,821.6)  (4,072.1) Other current liabilities 164,154.9 167,092.2 177,371.3 188,424.6
Pre-tax profit 17,6016  18500.5  19,689.0 20,9731 LT debt 8,418.7 8,839.6 9,281.6 9,745.7
Tax (3,938.4)  (4,1175)  (4,390.8)  (4,686.2) Other LT liabilities 8,033.2 8,103.8 8,201.4 8,306.9
Minorities (5,306.1)  (5,5985)  (5970.1)  (6,371.7) Shareholders' equity 61,886.0 67,3554 734291  79,927.0
Net profit 7,758.6 8,186.1 8,729.6 9,316.7 Minority interest 37,767.9 41,774.6 46,065.2 50,645.8
Net profit (adj.) 7,590.8 8,017.9 8,561.4 9,148.6  Total liabilities & equity 3354123 3510747 375153.3 400,894.8
CASH FLOW KEY METRICS

Year to 31 Dec (Rmbm) 2021 2022F 2023F 2024F Year to 31 Dec (%) 2021 2022F 2023F 2024F
Operating 9,308.1 12,306.5 14,435.6 15,3194 Profitability

Pre-tax profit 17,763.5 18,784.0 20,113.7 21,5614 EBITDA margin 44 4.4 44 44
Tax (4,212.8)  (4071.0) (4,319.8)  (4,609.5)  Pre-tax margin 34 34 34 34
Deprec. & amort. 1,564.4 1,588.8 1,505.0 1,429.0 Net margin 15 15 15 15
Associates (1,069.2)  (1,069.2)  (1,069.2)  (1069.2)  ROA 24 24 24 2.4
Working capital changes (13,636.5)  (6,539.4)  (5642.4) (6,0932)  ROE 13.1 127 124 122
Non-cash items 3,402.9 3,589.1 3,821.6 4,072.1

Other operating cashflows 5,495.8 24.1 26.7 28.7 Growth

Investing (1,267.0) (905.0) (905.0) (905.0) Turnover 14.2 55 6.5 6.6
Capex (growth) (1,034.2) (610.0) (610.0) (610.0) EBITDA (1.6) 5.0 6.0 6.2
Investments (95.0) (95.0) (95.0) (95.0) Pre-tax profit 7.7 51 6.4 6.5
Proceeds from sale of assets (200.0) (200.0) (200.0) (200.0) Net profit 7.9 55 6.6 6.7
Others 62.3 0.0 0.0 0.0 Net profit (adj.) 72 5.6 6.8 6.9
Financing (14,693.00  (5,201.7)  (54474) (59734) EPS 6.9 5.6 6.8 6.9
Dividend payments (3,624.3)  (3,919.4)  (4,1354)  (4,409.9)

Issue of shares 0.0 0.0 0.0 0.0 Leverage

Proceeds from borrowings (307.4) 3,1785 33374 3,504.3 Debt to total capital 389 38.0 37.0 36.0
Othersfinterest paid (10,761.4)  (4,460.8)  (4,6495)  (5,067.8) Debt to equity 102.7 99.1 95.4 92.1
Net cash inflow (outflow) (6,651.9) 6,199.9 8,083.2 8,441.0 Net debt/(cash) to equity 324 253 16.7 9.2
Beginning cash & cash equivalent 50,178.3 435294 49,7293 57,8125 Interest cover (x) 6.8 6.7 6.7 6.7
Changes due to forex impact 3.0 0.0 0.0 0.0

Ending cash & cash equivalent 435294 49,7293 578125 66,2535

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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