
  

Tuesday ,  28  June  2022

1 Refer to last page for important disclosures. 

R e g i o n a l  M o r n i n g  N o t e s  

 

SECTOR UPDATE 

Internet Healthcare − China 
Expecting Strong 2H22 Results Despite A Weak 2Q22 
An opinion draft on banning third-party platforms’ direct participation in online drug 
sales has raised concerns over internet healthcare players’ direct drug sales business. 
The companies expect no significant impact from potential regulations. Despite the 
weak 2Q22 results due to strict COVID-19 measures, we expect the companies’ revenue 
to regain momentum in 2H22 and 2023, supported by easing of restrictions. Maintain 
MARKET WEIGHT on the internet healthcare sector. 

WHAT’S NEW 
• According to a recent media report by 21st Century Business Herald, China National 

Medical Products Administration (NMPA) released an opinion draft on an amendment bill for 
the Drug Management Law, stating that third-party platform providers should be banned 
from directly participating in online drug sales activities. It has completed the one-month 
consultation period. The report raised concerns that pharmaceutical e-commerce companies 
could possibly: a) be banned from doing direct drug sales business, or b) need to choose 
between their direct drug sales business and pharmaceutical e-commerce platform 
business.  

• Ping An Health (1833 HK) expects a significant revenue decline of c.29% yoy in 1H22 and 
c.13-14% yoy in 2022, significantly impacted by China’s strict COVID-19 measures in 2Q22.  

ESSENTIALS 
• Expecting limited impact from the opinion draft on internet healthcare companies. We 

see that the direct drug sales business is crucial for internet healthcare companies like JD 
Health (6618 HK) and Ali Health (241 HK). The direct drug sales and e-commerce platform 
businesses contributed approximately 85% and 15% of JD Health’s 2021 total revenue, and 
approximately 87% and 10% of Ali Health’s FY22 total revenue. However, according to the 
management of the companies: a) they hold valid online drug sales licenses, and b) their 
online drug sales businesses are based on self-operated or third-party offline pharmacies. 
The companies indicated that their pharmaceutical e-commerce businesses are compliant 
with the opinion draft, and expect this regulation to have limited impact on internet 
healthcare companies. 

• •Internet healthcare companies guided slower 2022/FY23 revenue growth, impacted 
by China’s strict COVID-19 measures in 2Q22. The 1H22 sales revenue growths of 
internet healthcare companies could be significantly impacted by the strict COVID-19 
measures in Shanghai and many other cities in China in 2Q22. Ping An Health (1833 HK) 
expects a significant revenue decline in 1H22 due to: a) significant slowdown of its offline 
user acquisition activities and offline fulfilment of medical services in 2Q22 amid the COVID-
19 outbreak, b) inefficient logistics for drug delivery due to the Zero-COVID policy in China, 
and c) a significant revenue decline in Group Purchasing Organization (GPO)-related 
business due to continuous strategy upgrades. The company guided a possible revenue 
decline of c.13-14% yoy for 2022 vs a previously guided revenue growth of c.6% yoy for 
2022. Ali Health (241 HK) also guided a lower total revenue growth of approximately 20% 
yoy for FY23F to reflect the great uncertainty due to this year’s COVID-19 outbreak in China. 

 MARKET WEIGHT 
(Maintained) 
 
TOP PICKS 
 Rec Share Price Target Price 

Company  (LCY) (LCY) 

Ping An Health (1833 HK) BUY 23.40 27.00 

Source: UOB Kay Hian 
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PEER COMPARISON 

Company Ticker Rec Price @ Target Upside/ Market Cap ------ P/S ------ ------ P/B ------ EV/EBITDA ROE Net Gearing
   27 Jun 22 Price (Downside) (HK$m) 2022F 2023F 2022F 2023F 2022F 2023F 2022F 2022F 
   (lcy) (lcy) to TP (%)  (x) (x) (x) (x) (x) (x) (%) (%) 
Ping An Health 1833 HK BUY 23.40 27.00 15.4 26,180.2 3.6 3.1 1.8 2.0 n.a. n.a. n.a -15.1 
Ali Health 241 HK HOLD 5.76 6.00 4.2 77,865.2 2.8 2.3 5.0 5.3 n.a. n.a. n.a -73.8 
JD Health 6618 HK Not Rated 65.95 N/A N/A 209,615.5 4.2 3.1 4.4 4.3 332.4 122.6 n.a. -45.5 
Yidu Tech 2158 HK Not Rated 9.28 N/A N/A 9,165.6 3.9 2.6 2.3 2.8 n.a. n.a. n.a. -86.4 
Source: Bloomberg, UOB Kay Hian 
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ACTION 
• Ali Health (241 HK) expects to see relatively limited impact from the above-mentioned 

opinion draft, and indicates that: a) as China’s E-Commerce Law does not restrict e-
commerce platforms from self-operated businesses, it may not be reasonable to place 
special restrictions only on pharmaceutical e-commerce platforms, and b) the company’s 
direct sales and platform business do not operate via the same entity. The company expects 
limited impact caused by the regulation currently. It targets to achieve breakeven in FY23F. 
We expect the company’s revenue to grow at 20.1% yoy in FY23F. We maintain HOLD with 
a target price of HK$6.00, based on 2.9x FY23F P/S. Its peers such as Ping An Health 
(1833 HK) and JD Health (6618 HK) are trading at 3.6x and 4.2x 2022F P/S respectively.  

• Ping An Health (1833 HK) indicates that its online drug sales business is compliant with 
current and potential regulations, and believes that the media report is misleading. With 
online medical services as its business focus, the company expects insignificant impact from 
the opinion draft. The company is also targeting to achieve breakeven in 2024-25. We cut 
our 2022 revenue growth estimates from +6.4% yoy to -14% yoy to reflect the significant 
impact on sales revenue caused by the strict COVID-19 measures in 2Q22. Although the 
company may experience weak 2Q22 results, we expect its revenue growth to regain 
momentum in 2H22 and 2023, supported by its clear business model and continuous 
strategy upgrade efforts. We maintain BUY with a target price of HK$27.00, based on 4.1x 
2022F P/S multiple (assigning 4x 2022F EV/sales for medical services, 3x 2022F EV/sales 
for health services). 

RISKS 
• Key risks: a) Worse-than-expected impact from new COVID-19 outbreaks in China, b) 

intensifying competition, c) geopolitical tensions and increasing overseas regulations on new 
product approvals, d) policy changes, such as GPO tenders and unexpected changes in 
COVID-19 strategies, and e) failure in product innovation and market expansion activities. 

VALUATION/RECOMMENDATION 
• Maintain MARKET WEIGHT on China’s internet healthcare sector. We expect 

continuous exposure to policy risks for the internet healthcare sector, but believe the policy 
uncertainties may have been largely priced in at the current valuation levels. Despite 
possibly weak 2Q22 results being impacted by the strict COVID-19 measures in China, we 
believe the companies may deliver relatively stronger revenue growth in 2H22 and 2023, 
supported by the easing of restrictions. Our top pick is Ping An Health (1833 HK). 
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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  
(ii) 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  
(ii) 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 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
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 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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