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Sinopharm’s solid sales growth and operating leverage are likely to
continue in 2015, despite the uncertain policy outlook for the
Healthcare industry. We find the stock attractive at 18x our revised
2015e EPS. Reiterate OW.

Healthy 2015 sales outlook: Given decelerating GDP growth expected in
2015, mgmt looks for growth of the end-user market to slow to 12%, and for
the distribution industry to grow 14-15%. Management remains confident
about achieving its sales target of 3-5% above the market average.

Margin improvement to continue in 2015, ... This is the first quarter that
Sinopharm has recorded faster profit growth than sales growth, mainly due to:
1) internal integration; 2) economies of scale; 3) optimizing customer mix
(more direct sales to hospitals), and 4) more focus on the quality of growth.
Management aims to maintain the gross margin in 2015, despite potential
headwinds from drug tenders, but sees room for the operating margin and net
margin to improve further, thanks to strict cost controls.

... driven by: 1) sales from centralized procurement, which accounted for less
than 10% of total sales -- Sinopharm intends to build a centralized platform at
the provincial instead of national level, which mgmt believes should improve
efficiency and logistics; 2) reducing operating costs via increased use of the
Internet and other technology; 3) new businesses with high margins, including
financial leasing, which has significant potential in the Healthcare industry.

More flexible instruments to ease finance burden: In 2014, the finance
cost ratio increased, due to faster growth of the hospital segment, which has
higher AR days. Sinopharm plans to impose more internal controls on AR and
use more financial instruments such as short-term commercial paper (SCP) to

lower costs. Thus, we expect the ratio to be relatively stable in 2015.

SOE reform in progress, but no clear time line: Sinopharm's parent group
aims to become a modernized enterprise with mixed ownership of the listco.
The group is working on a detailed management incentive plan.

We raise our 2015-17 EPS estimates by 2-8% to reflect better gross
margin and SG&A ratio: We project 18% sales growth and 22% net profit
growth in 2015.1In 2014, organic sales growth was 17.5% while M&A
contributed 2.5% growth. We expect the gross margin to decline slightly, but
this should be offset by a declining SG&A cost ratio. With the publication of
this report, Yolanda Hu is assuming lead coverage of Sinopharm.
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Top Distribution Brand, Commanding Market Leadership; Attractive P/E
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Price Target HK$34.0 Derived from base-case scenario, DCF analysis.

Bull HK$40.0
22.1x Bull Case 2015e EPS

Further cements its position as industry leader: Consolidation
accelerates and accretive M&A achieved. Higher healthcare
expenditure driven by the government, leading to faster-than-
expected industry growth. Margin continues to rise beyond five
years. Faster penetration in hospitals and/or rural areas.

Base HK$34.0 Leading position and growth sustained: Maintains its healthy

20.7x Base Case 2015e EPS of growth amid reforms. M&A adds to top-line growth. Net margin

Rmb1.32 stabilizes over 2015-17. Market share in hospitals and drugstores
increases modestly.

Bear HK$21.0 More competitive atmosphere with tougher policies from the

14.2x Bear Case 2015e EPS government: Further drug price cuts by the government drag

down margins. Slow M&A and industry growth, leading to sales
pressure. Slower-than-expected hospital penetration.

Exhibit 1: Bear to Bull: Driven by M&A and Industry Growth
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Source: Thomson Reuters, Morgan Stanley Research

Investment Thesis

No. 1 drug distributor with unmatched network.

SOE status a distinct advantage: only drug
distributor owned by the Central Government — a
robust safety net.

Experienced management with solid track record.
One of the best-known names in Chinese
healthcare, with an easy-to-understand business
model vs. drug/device companies.

Valuation undemanding at 18x our
revised 2015 EPS estimate.

Key Value Drivers

Healthcare expenditure and related impact on drug
sales.

M&A to spur growth.

Continued margin improvement.

Potential Catalysts

Margin expansion: More price cuts could weaken
smaller competitors.

Announcement of next M&A deal.

Government release of healthcare and drug
distribution data.

Upcoming government tenders for drug
procurement that favor SOEs.

Risks to Achieving Price Target

Healthcare reform driving up spending (+) or not
panning out (-).

Hospital and drugstore penetration higher/lower
than expected (+ or -).

M&A delivering higher synergies (+) or being
more dilutive (-).

More drug price cuts by the government, reducing
margins (-) but squeezing out smaller competitors
(+).

More intense competition.

High finance costs due to tight macroeconomic
conditions.



Sinopharm Group | March 25, 2015

Morgan Stanley MORGAN STANLEY RESEARCH

Analysis

Testing the Waters for eCommerce: Although healthcare-related eCommerce almost doubled last year,
Sinopharm management remains cautious on the outlook for eCommerce business in the near term due to
policy uncertainties. Regulators have not yet opened the door for online sales of prescription drugs, as expected
earlier. Notably, 80% of drug consumption occurs after patients reach 60 years of age, while drugs for young
people are usually for emergency use and low-priced, which does not fit the nature of eCommerce. Also, it is
difficult for Internet companies to develop their own logistics and distribution centers, which usually require
heavy assets. Going forward, Sinopharm may leverage its clear advantages in drug distribution and collaborate
with technology companies on developing its eCommerce business, including strategic co-operation. It plans to
focus on drugs for chronic disease, given stable patient group and demand, and relatively higher prices.

By using the Internet, Sinopharm is also building an internal interconnected platform to transform its traditional
business into modernized healthcare services, which is one of the most important keys to its transformation. In
the future, this platform could further extend into hospitals and provide them with more services.

Drug tenders unlikely to affect margins: Due to rising insurance coverage, some local governments have
run deficits in their public medical insurance schemes. Hence, governments plan to: 1) encourage the use of
commercial medical insurance and 2) cut drug prices more. However, the impact on drug distributors is likely to
be neutralized, as drug manufacturers will probably compensate for the distributors' losses due to price cuts by
paying Sinopharm back the same amount of money.

New sales and promotion model with MNCs: Sinopharm maintained a successful partnership with
AstraZeneca last year.In 2015, it has done more deals with multinational corporations (MNCs). However, sales
from MNCs as a percentage of the total have declined over time. This is because domestic suppliers' tender
prices are lower, which increases their prospects of winning tenders and achieving faster growth.
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Valuation

Our Key DCF Assumptions

Our primary valuation method is discounted cash flow (DCF) analysis. We cross-check our valuation with a
comparison of price to earnings ratios. We believe that Sinopharm, with its dominant market position and
sustainable competitive advantages, deserves to trade at a premium to its peers.

We use a cost of equity of 9.3% (unchanged), which is derived from a capital asset pricing model (CAPM)
calculation of the required return on equity with a market risk premium of 4.5%, a risk-free rate of 3.31% and a
beta of 0.881 (from Bloomberg). The assumed perpetual growth rate is 4%.

Other key assumptions include: 1) an optimal capital structure with 80% long-term debt and 2) a long-term
corporate tax rate of 25%.

Exhibit 2: Sinopharm: DCF Analysis

Cost of equity 9.3% Price 29.25
Long-term ROE on new investments 10.0% [ IV Per Share (12 Month), Ex. Div Mar-16 34.01 |
Years to reach steady-state growth 10 Expected share price return 16.27%
Steady-state revenue growth rate (%) 4% Expected dividend yield 1.35%
Shares Outstanding 2,568 [ Expected total return 17.62%)
Steady-state borrowing cost (net of tax) 5.0%
Steady-state leverage (Net debt/Equity) 80% WACC 9.2%
Price target horizon (months) 12 Long-term RNOA on new investments 7.8%
Conv. factor - Model to traded Ccy 1.25 Explicit forecast period (years) 8
Decimals 2 Fiscal Year Ending 12
F2015¢ F2016e F2017e F2018e F2019 F2020e F2021e
Operating Level
Operating revenue 235,469 272,701 313,245 356,724 402,797 447,379 488,991
Operating revenue growth 15.8% 14.9% 13.9% 12.9% 11.1% 9.3%
Operating asset turnover 5.23 5.02 4.89 4.69 4.66 4.45 4.38
NOPAT 7,071 8,251 9,551 10,831 12,141 13,567 14,764
NOPAT margin 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Net operating assets 54,296 64,097 75,988 86,452 100,474 111,723 120,203
RNOA 15.7% 15.2% 14.9% 14.3% 14.0% 13.5% 13.2%
FCFO (2,208) (1,550) (2,339) 367 (1,881) 2,318 6,285
PVFCFO (2,021) (1,299) (1,794) 257 (1,209) 1,364 3,384
Residual income (operating) 2,909.48 3,231.70 3,625.45 3,805.93 4,148.12 4,278.34 4,435.30
PVRI (operating) 2,663 2,708 2,781 2,672 2,666 2,517 2,388
Financing and Other
Net financial expense (income) 1,865 2,148 2,446 2,758 3,107 3,498 2,087
Other nonoperating expense (income) 1,702 1,973 2,306 2,627 2,944 3,286 3,286
Net debt (cash) 15,320 20,546 27,035 31,302 38,336 41,747 45,269
Other nonoperating liabilities (assets) (ONOLA) 9,138 10,809 12,836 15,204 17,909 20,978 20,978
Leverage EOP (net debt/equity) 51% 63% 75% 78% 87% 85% 84%
Equity Level
Net income 3,504 4131 4,799 5,447 6,090 6,784 9,391
Equity 29,838 32,742 36,117 39,946 44,228 48,998 53,956
ROE 12.8% 13.8% 14.7% 15.1% 15.2% 15.3% 19.2%
Dividends and net rep 1,049 1,226 1,425 1,617 1,808 2,014 4434
PV div and net rep 960 1,027 1,092 1,134 1,160 1,183 2,383
Residual income 964.77 1,363.84 1,762.45 2,096 .86 2,385.21 26821 484697
PVRI 883 1,142 1,351 1,471 1,531 1,575 2,605

Source: Morgan Stanley Research

Exhibit 3: Sinopharm: DCF Sensitivity Analysis

| Perpetual Growth

COE 3% 4% 5%

8.3% 35.42 33.61 30.82
9.3% 35.84 | 34.01 | 31.18
10.3% 36.26 34.41 31.55

Source: Morgan Stanley Research
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Potential Risks to Our Price Target

Margin squeeze due to increased competition and price cuts.
M&A becoming dilutive.

Government policy restricting or significantly lowering drug prices, or preventing too much power from being
consolidated in any one company.

More intense competition from both local players and MNCs.

High finance costs due to tight macroeconomic conditions.
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Exhibit 4: Sinopharm: Change to Our Model

New Old Delta New Old Delta New Old Delta
RMB ('000) 201SE 2015E  Absolute % 2016E 2016E  Absolute % 2017E 2017E  Absolute %
Pharmaceutical distribution 224,290,387 224,290,387 - 0% 260,176,848 260,176,848 - 0% 299,203,376 299,203,376 - 0%
Retail pharmacy 7,082,250 6,900,769 181481 3% 8,427 878 8,004,892 422986 5% 9,944,895 9,205,625 739270 8%
Other business operations 4,096,328 4,862,373 (766,045) -16% 4,096,328 5348610 (1,252,282) -23% 4,096,328 5883471  (1,787,143) -30%
Net sales 235468,965 236,053,528 (584,564) 0% 272,701,054 273,530,350 (829,296) 0% 313,244599 314292472 (1,047,873) 0%
COGS (216,385948) (217016373) 630426 0%  (250,792,013) (251685,162) 893169 0%  (288,246,162) (289.486061) 1239899 0%
Gross profit 19,083,017 19,037,155 45862 0% 21,909,041 21,845,168 63,873 0% 24,998,437 24,806,411 192,026 1%
Other income 204,021 250,000 (45,979) -18% 204,021 250,000 (45,979) -18% 204,021 250,000 (45,979) -18%
Distribution and selling expenses (5,814,434) (5,993,737) 179304 3% (6,541,238) (6,832,861) 291623 4% (7,326,186) (7,789,461) 463275 6%
General and Administrative (4,044,114) (4,231,079) 186,966 4% (4,569,848) (4,823,430) 253582 5% (5,141,079) (5,498,710) /76N 1%
Operating income 9,428,491 9,062,338 366,152 4% 11,001,976 10,438,878 563,098 5% 12,735,192 11,768,240 966,953 8%
Other gains / (loss) net 38,730 30,000 8730 29% 38,730 30,000 8730 29% 38,730 30,000 8,730 29%
Finance income 200,000 250,000 (50,000) -20% 200,000 250,000 (50,000) -20% 200,000 250,000 (50,000) -20%
Finance costs (2,687,258) (2,698,192) 10934 0% (3,063,474) (3,048,957) (14517) 0% (3.461,726) (3.414,832) (46,894) 1%
Share of results of associates 187,038 167,897 19141 1% 205,742 184,687 21,055 1% 226,316 203,156 23161 1%
Pretax income 7,167,001 6,812,043 354957 5% 8,382,974 7,854,607 528,366 7% 9,738,513 8,836,563 901,949 10%
Taxes (1,648410) (1,566,770) (81640) 5% (1,928,084) (1,806,560)  (121,524) 7% (2,239,858) (2,032,410)  (207,448) 10%
Tax rate 23.0% 23.0% 0.0% 23.0% 23.0% 0.0% 23.0% 23.0% 0.0%
Netincome 5,518,590 5245273 273317 5% 6,454,890 6,048,048 406842 % 7,498,655 6,804,154 694,501 10%
Net income to common 3,504,305 3,409,428 94877 3% 4,131,129 393121 199,898 5% 4,799,139 4,422,700 376,439 9%
Minority Interest 2,014,286 1,835,846 178440 10% 2,323,760 2,116,817 206,944 10% 2,699,516 2,381,454 318,062 13%
DILUTED EPS (RMB) 132 1.29 0.03 2% 1.51 144 0.06 4% 1.70 1.58 012 8%
Diluted shares outstanding 2,662,733 2,645,342 17301 1% 2,742 615 2,724,702 17913 1% 2,824 894 2,806,443 18450 1%
Margin Analysis New Old  Absolut New Old  Absolut New Old  Absolut
Gross margin 8.10% 8.06% 4 B8.03% 7.9%% 5 7.98% 7.89% 9
Distribution and selling expenses 247% 254% M 240% 250% (10) 2.34% 248% (14)
General and Administrative 1.72% 1.7%% (U] 1.68% 1.76% (9) 164% 1.75% (1)
Operating margin 4.00% 3.84% 17 4.03% 3.82% 2 4.07% 3.74% 32
Finance costs (as % of sales) 1.06% 1.04% 2 1.05% 1.02% 3 1.04% 1.01% 3
Pretax margin 3.04% 289% 16 3.07% 287% 20 311% 2B1% 30
Minority Interest (as % of NI) 36.50% 35.00% 150 36.00% 35.00% 100 36.00% 35.00% 100
Net margin 1.49% 144% 4 151% 1.44% 8 1.53% 141% 12
% YOY Change New Old  Absolute New Old  Absolute New Old  Absolute
Net sales 18% 19% 1% 16% 16% 0% 15% 15% 0%
COGS 18% 19% 1% 16% 16% 0% 15% 15%
Gross profit 1% 17% 0% 15% 15% 0% 14% 14% 1%
Distribution and selling expenses 14% 15% 2% 13% 14% 2% 12% 14% E
General and Administrative 14% 15% 1% 13% 14% 1% 13% 14% 2%
Operating income 20% 1% 3% 17% 15% 1% 16% 13% 3%
Pretax income 21% 17% 3% 17% 15% 2% 16% 13% 4%
Net income: 2% 21% 1% 18% 15% % 16% 13% %
Diluted EPS 18% 18% 1% 14% 12% % 13% 9% 4%
Diluted shares outstanding 3% 3% 0% 3% 3% 0% 3% 3% 0%

Source: Morgan Stanley Research
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Exhibit 5: Sinopharm: Annual Income Statement

RMB ('000) 2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E
Pharmaceutical distribution 64,800,811 95,489,133 128,142,982 157,864,297 190,133,058 224,290,387 260,176,848 299,203,376
Retail pharmacy 1,714,955 3,044,869 4,113,602 4,833,148 5,901,875 7,082,250 8,427,878 9,944,895
Other business operations 2,717,903 3,690,805 4,245,076 4,168,701 4,096,328 4,096,328 4,096,328 4,096,328
Net sales 69,233,669 102,224,807 136,501,660 166,866,146 200,131,261 235468965 272,701,054 313,244,599
COGS (63,397,799)  (93,870,110) (125514,036) (153,487,630) (183,803,043) (216,385948) (250,792,013) (288,246,162)
Gross profit 5,835,870 8,354,697 10,987,624 13,378,516 16,328,218 19,083,017 21,909,041 24,998,437
Other income 77,370 168,941 218,899 288,941 204,021 204,021 204,021 204,021

Distribution and selling expenses (1,960,018) (2,922,793) (3,750,408) (4,473,773) (5,122,849) (5,814,434) (6,541,238) (7,326,186)
General and Administrative (1,544,407)  (1,964,629) (2587,211)  (3091,764)  (3547468)  (4,044,114)  (4569,848)  (5,141,079)
Operating income 2,408,815 3,636,216 4,868,904 6,101,920 7,861,922 9,428,491 11,001,976 12,735,192
Other gains / (loss) net 171,381 201,987 286,707 40,196 38,730 38,730 38,730 38,730
Finance income 76,388 115,493 151,591 174,387 187,911 200,000 200,000 200,000
Finance costs (348,640) (933498)  (1420729)  (1.834,756)  (2,316602)  (2,687,258)  (3,063474)  (3,461,726)
Share of results of associates 90,008 107,402 135,718 138,758 162,642 187,038 205,742 226,316
Pretax income 2,397,952 3,127,600 4,022,191 4,620,505 5,934,603 7,167,001 8,382,974 9,738,513
Taxes (567,595) (725,050) (936,497) (1,040,793) (1,383,030) (1,648,410) (1,928,084) (2,239,858)
Tax rate 23.7% 23.2% 23.3% 22.5% 23.3% 23.0% 23.0% 23.0%
Net income 1,830,357 2,402,550 3,085,694 3,579,712 4551573 5,518,590 6,454,890 7,498,655
Net income to common 1,208,751 1,560,606 1,979,381 2,250,002 2,874,823 3,504,305 4,131,129 4,799,139
Minority Interest 621,606 841,944 1,106,313 1,329,710 1,676,750 2,014,286 2,323,760 2,699,516
DILUTED EPS (RMB) 0.53 0.66 0.82 0.89 1.1 132 1.51 1.70
Diluted shares outstanding 2,264,568 2,356,102 2,402,625 2,523,359 2,585,178 2,662,733 2,742,615 2,824,894
Margin Analysis 2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E
Gross margin B.43% 8.17% 8.05% 8.02% 8.16% 8.10% 8.03% 7.98%
Distribution and selling expenses 283% 2.86% 2.75% 268% 2.56% 247% 2.40% 2.34%
General and Administrative 2.23% 1.92% 1.90% 1.85% 1.71% 1.72% 1.68% 1.64%
Operating margin 3.48% 3.56% 3.57% 3.66% 3.93% 4.00% 4.03% 407%
Pretax margin 3.46% 3.06% 2.95% 2.77% 2.97% 3.04% 3.071% 311%
Net margin 1.75% 1.53% 1.45% 1.35% 1.44% 1.49% 1.51% 1.53%
% YOY Change 2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E
Net sales 3% 48% 34% 22% 20% 18% 16% 15%
COGS 3N% 48% 34% 22% 20% 18% 16% 15%
Gross profit 32% 43% 32% 22% 2% 17% 15% 14%
Distribution and selling expenses 40% 49% 28% 19% 15% 14% 13% 12%
General and Administrative 32% 21% 32% 20% 15% 14% 13% 13%
Other operating income (expenses 42% 18% 42% -86% 4% 0% 0% 0%
Operating income 2% 51% 4% 25% 29% 20% 17% 16%
Pretax income 26% 30% 29% 15% 28% 21% 17% 16%
Net income 25% 29% 21% 14% 28% 22% 18% 16%
Diluted EPS 0% 24% 24% 8% 25% 18% 14% 13%
Diluted shares outstanding 25% 4% 2% 5% 2% 3% 3% 3%

Source: Morgan Stanley Research
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Morgan Stanley Research: CSPC Pharmaceutical Group, Shanghai Pharmaceutical, Sihuan Pharmaceutical Holdings Group Ltd, Sinopharm Group.
Within the last 12 months, Morgan Stanley managed or co-managed a public offering (or 144A offering) of securities of China Biologic Products, CSPC
Pharmaceutical Group, Lijun Intemational, PW Medtech, Sihuan Pharmaceutical Holdings Group Ltd, Sinopharm Group.

Within the last 12 months, Morgan Stanley has received compensation for investment banking senices from China Biologic Products.

In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking senices from Beijing Tongrentang,
Biosensors International, China Biologic Products, China Medical System, China Traditional Chinese Medicine, Concord Medical Senices Holdings Ltd,
CSPC Phamaceutical Group, Fosun Pharmaceutical, Guangzhou Pharma, Jintian Pharma Group, Lee's Pharmaceutical, Lijun Intemational, Mindray, PW
Medtech, Shandong Weigao, Shanghai Pharmaceutical, Sihuan Pharmaceutical Holdings Group Ltd, Sino Biopharmaceutical, Sinopharm Group, Sinovac
Biotech Ltd., Tasly Pharmaceutical Group Co. Ltd, The United Laboratories, Tongrentang Technologies, WuX Pharmatech.

Within the last 12 months, Morgan Stanley has received compensation for products and senices other than investment banking senices from China Nepstar
Chain Drugstore Inc., Concord Medical Senices Holdings Ltd, Fosun Pharmaceutical, Mindray, The United Laboratories, WuX Phamatech.

Within the last 12 months, Morgan Stanley has provided or is providing investment banking senices to, or has an investment banking client relationship
with, the following company: Beijing Tongrentang, Biosensors Intemational, China Biologic Products, China Medical System, China Traditional Chinese
Medicine, Concord Medical Senices Holdings Ltd, CSPC Pharmaceutical Group, Fosun Pharmaceutical, Guangzhou Pharma, Jintian Pharma Group, Lee's
Pharmaceutical, Lijun Intemational, Mindray, PW Medtech, Shandong Weigao, Shanghai Pharmaceutical, Sihuan Pharmaceutical Holdings Group Ltd, Sino
Biopharmaceutical, Sinopharm Group, Sinovac Biotech Ltd., Tasly Pharmaceutical Group Co. Ltd, The United Laboratories, Tongrentang Technologies,
WuX Pharmatech.

Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related senices to and/or in the past has
entered into an agreement to provide senices or has a client relationship with the following company: China Nepstar Chain Drugstore Inc., Concord Medical
Senices Holdings Ltd, Fosun Pharmaceutical, Mindray, PW Medtech, The United Laboratories, WuX Pharmatech.

An employee, director or consultant of Morgan Stanley is a director of Sihuan Pharmaceutical Holdings Group Ltd. This person is not a research analyst or
a member of a research analyst's household.

Morgan Stanley & Co. LLC makes a market in the securities of China Biologic Products, Mindray, Sinovac Biotech Ltd., WuX Pharmatech.

The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and owerall investment banking
revenues.

Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making,
provding liquidity and specialized trading, risk arbitrage and other proprietary trading, fund management, commercial banking, extension of credit,
investment senices and investment banking. Morgan Stanley sells to and buys from customers the securities/instruments of companies covered in Morgan
Stanley Research on a principal basis. Morgan Stanley may hawe a position in the debt of the Company or instruments discussed in this report.

Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.

STOCK RATINGS

Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cower. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of
buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley
Research contains more complete information conceming the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and
not infer the contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor’s decision
to buy or sell a stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.

Global Stock Ratings Distribution

(as of February 28, 2015)

For disclosure purposes only (in accordance with NASD and NYSE requirements), we include the category headings of Buy, Hold, and Sell alongside our
ratings of Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cower.
Owerweight, Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see
definitions below). To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond
Equal-weight and Not-Rated to hold and Underweight to sell recommendations, respectively.




Sinopharm Group | March 25, 2015

Morgan Stanley MORGAN STANLEY RESEARCH
COVERAGE UNIVERSE INVESTMENT BANKING CLIENTS (IBC)

STOCK RATING CATEGORY COUNT % OF TOTAL COUNT  %OF TOTAL % OF RATING

IBC  CATEGORY
Overweight/Buy 1161 35% 321 41% 28%
Equal-weight/Hold 1459 44% 370 47% 25%
Not-Rated/Hold 101 3% 10 1% 10%
Underweight/Sell 609 18% 88 1% 14%
TOTAL 3,330 789

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received
investment banking compensation in the last 12 months.

Analyst Stock Ratings

Owerweight (O). The stock's total retum is expected to exceed the average total retum of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.

Equal-weight (E). The stock's total retum is expected to be in line with the average total retum of the analyst's industry (or industry team's) coverage
universe, on a risk-adjusted basis, over the next 12-18 months.

Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock’s total retum relative to the average total retum of the analyst's
industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.

Underweight (U). The stock's total retum is expected to be below the average total retum of the analyst's industry (or industry team's) coverage universe, on
a risk-adjusted basis, over the next 12-18 months.

Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.

Analyst Industry Views

Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant
broad market benchmark, as indicated below.

In-Line (1): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad
market benchmark, as indicated below.

Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad
market benchmark, as indicated below.

Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe -
MSCI Europe; Japan - TOPIX Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.

Stock Price, Price Target and Rating History (See Rating Definitions)
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Important Disclosures for Morgan Stanley Smith Barney LLC Customers

Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith
Bamey LLC or Morgan Stanley or any of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at
www.morganstanley.com/online/researchdisclosures. For Morgan Stanley specific disclosures, you may refer to
www.morganstanley.com/researchdisclosures.

Each Morgan Stanley Equity Research report is reviewed and approved on behalf of Morgan Stanley Smith Bamey LLC. This review and approval is
conducted by the same person who reviews the Equity Research report on behalf of Morgan Stanley. This could create a conflict of interest.

Other Important Disclosures

Morgan Stanley is not acting as a municipal advisor and the opinions or views contained herein are not intended to be, and do not constitute, advice within
the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.

Morgan Stanley produces an equity research product called a "Tactical Idea." Views contained in a "Tactical Idea" on a particular stock may be contrary to
the recommendations or views expressed in research on the same stock. This may be the result of differing time horizons, methodologies, market events, or
other factors. For all research available on a particular stock, please contact your sales representative or go to Matrix at
http://www.morganstanley.com/matrix.

Morgan Stanley Research is provided to our clients through our proprietary research portal on Matrix and also distributed electronically by Morgan Stanley
to clients. Certain, but not all, Morgan Stanley Research products are also made available to clients through third-party vendors or redistributed to clients
through altemate electronic means as a conwvenience. For access to all available Morgan Stanley Research, please contact your sales representative or go
to Matrix at http://www.morganstanley.com/matrix.

Any access and/or use of Morgan Stanley Research is subject to Morgan Stanley's Terms of Use (http://www.morganstanley.com/terms.html). By
accessing and/or using Morgan Stanley Research, you are indicating that you have read and agree to be bound by our Terms of Use
(http://www.morganstanley.com/terms.html). In addition you consent to Morgan Stanley processing your personal data and using cookies in accordance
with our Privacy Policy and our Global Cookies Poalicy (http://www.morganstanley.com/privacy_pledge.html), including for the purposes of setting your
preferences and to collect readership data so that we can deliver better and more personalized senice and products to you. To find out more information
about how Morgan Stanley processes personal data, how we use cookies and how to reject cookies see our Privacy Policy and our Global Cookies Policy
(http://vwww. morganstanley.com/privacy_pledge.htm).

If you do not agree to our Terms of Use and/or if you do not wish to provide your consent to Morgan Stanley processing your personal data or using cookies
please do not access our research.

Morgan Stanley Research does not provide individually tailored investment advice. Morgan Stanley Research has been prepared without regard to the
circumstances and objectives of those who receive it. Morgan Stanley recommends that investors independently evaluate particular investments and
strategies, and encourages investors to seek the advice of a financial adviser. The appropriateness of an investment or strategy will depend on an investor's
circumstances and objectives. The securities, instruments, or strategies discussed in Morgan Stanley Research may not be suitable for all investors, and
certain investors may not be eligible to purchase or participate in some or all of them. Morgan Stanley Research is not an offer to buy or sell or the
salicitation of an offer to buy or sell any security/instrument or to participate in any particular trading strategy. The value of and income from your
investments may vary because of changes in interest rates, foreign exchange rates, default rates, prepayment rates, securities/instruments prices, market
indexes, operational or financial conditions of companies or other factors. There may be time limitations on the exercise of options or other rights in
securities/instruments transactions. Past performance is not necessarily a guide to future performance. Estimates of future performance are based on
assumptions that may not be realized. If provided, and unless otherwise stated, the closing price on the cover page is that of the primary exchange for the
subject company's securities/instruments.

The fixed income research analysts, strategists or economists principally responsible for the preparation of Morgan Stanley Research have received
compensation based upon various factors, including quality, accuracy and value of research, firm profitability or revenues (which include fixed income trading
and capital markets profitability or revenues), client feedback and competitive factors. Fixed Income Research analysts', strategists' or economists'
compensation is not linked to investment banking or capital markets transactions performed by Morgan Stanley or the profitability or revenues of particular
trading desks.

The "Important US Regulatory Disclosures on Subject Companies” section in Morgan Stanley Research lists all companies mentioned where Morgan
Stanley owns 1% or more of a class of common equity securities of the companies. For all other companies mentioned in Morgan Stanley Research,
Morgan Stanley may have an investment of less than 1% in securities/instruments or derivatives of securities/instruments of companies and may trade them
in ways different from those discussed in Morgan Stanley Research. Employees of Morgan Stanley not involved in the preparation of Morgan Stanley
Research may have investments in securities/instruments or derivatives of securities/instruments of companies mentioned and may trade them in ways
different from those discussed in Morgan Stanley Research. Derivatives may be issued by Morgan Stanley or associated persons.

With the exception of information regarding Morgan Stanley, Morgan Stanley Research is based on public information. Morgan Stanley makes every effort to
use reliable, comprehensive information, but we make no representation that it is accurate or complete. We have no obligation to tell you when opinions or
information in Morgan Stanley Research change apart from when we intend to discontinue equity research coverage of a subject company. Facts and views
presented in Morgan Stanley Research have not been reviewed by, and may not reflect information known to, professionals in other Morgan Stanley
business areas, including investment banking personnel.

Morgan Stanley Research personnel may participate in company events such as site visits and are generally prohibited from accepting payment by the
company of associated expenses unless pre-approved by authorized members of Research management.

Morgan Stanley may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

To our readers in Taiwan: Information on securities/instruments that trade in Taiwan is distributed by Morgan Stanley Taiwan Limited ("MSTL"). Such
information is for your reference only. The reader should independently evaluate the investment risks and is solely responsible for their investment decisions.
Morgan Stanley Research may not be distributed to the public media or quoted or used by the public media without the express written consent of Morgan
Stanley. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be construed as a recommendation
or a salicitation to trade in such securities/instruments. MSTL may not execute transactions for clients in these securities/instruments. To our readers in
Hong Kong: Information is distributed in Hong Kong by and on behalf of, and is attributable to, Morgan Stanley Asia Limited as part of its regulated activities
in Hong Kong. If you have any queries conceming Morgan Stanley Research, please contact our Hong Kong sales representatives.

Certain information in Morgan Stanley Research was sourced by employees of the Shanghai Representative Office of Morgan Stanley Asia Limited for the
use of Morgan Stanley Asia Limited.

Morgan Stanley is not incorporated under PRC law and the research in relation to this report is conducted outside the PRC. Morgan Stanley Research does
not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. PRC investors shall have the relevant qualifications to invest in
such securities and shall be responsible for obtaining all relevant approvals, licenses, \erifications and/or registrations from the relevant govemmental
authorities themselves.

Morgan Stanley Research is disseminated in Brazil by Morgan Stanley C.T.V.M. S.A; in Japan by Morgan Stanley MUFG Securities Co., Ltd. and, for
Commodities related research reports only, Morgan Stanley Capital Group Japan Co., Ltd; in Hong Kong by Morgan Stanley Asia Limited (which accepts
responsibility for its contents) and by Bank Morgan Stanley AG, Hong Kong Branch; in Singapore by Morgan Stanley Asia (Singapore) Pte. (Registration
number 1992062982) and/or Morgan Stanley Asia (Singapore) Securities Pte Ltd (Registration number 200008434H), regulated by the Monetary Authority of
Singapore (which accepts legal responsibility for its contents and should be contacted with respect to any matters arising from, or in connection with,
Morgan Stanley Research) and by Bank Morgan Stanley AG, Singapore Branch (Registration number T11FC0207F); in Australia to "wholesale clients"
within the meaning of the Australian Corporations Act by Morgan Stanley Australia Limited A.B.N. 67 003 734 576, holder of Australian financial senices
license No. 233742, which accepts responsibility for its contents; in Australia to "wholesale clients" and "retail clients" within the meaning of the Australian
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Corporations Act by Morgan Stanley Wealth Management Australia Pty Ltd (A.B.N. 19 009 145 555, holder of Australian financial senices license No.
240813, which accepts responsibility for its contents; in Korea by Morgan Stanley & Co Intemational plc, Seoul Branch; in India by Morgan Stanley India
Company Private Limited; in Indonesia by PT Morgan Stanley Asia Indonesia; in Canada by Morgan Stanley Canada Limited, which has approved of and
takes responsibility for its contents in Canada; in Germany by Morgan Stanley Bank AG, Frankfurt am Main and Morgan Stanley Private Wealth
Management Limited, Niederlassung Deutschland, regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin); in Spain by Morgan Stanley,
S.V., S.A., a Morgan Stanley group company, which is supenised by the Spanish Securities Markets Commission (CNMV) and states that Morgan Stanley
Research has been written and distributed in accordance with the rules of conduct applicable to financial research as established under Spanish
regulations; in the US by Morgan Stanley & Co. LLC, which accepts responsibility for its contents. Morgan Stanley & Co. Intemational plc, authorized by
the Prudential Regulatory Authority and regulated by the Financial Conduct Authority and the Prudential Regulatory Authority, disseminates in the UK
research that it has prepared, and approves solely for the purposes of section 21 of the Financial Senices and Markets Act 2000, research which has been
prepared by any of its affiliates. Morgan Stanley Private Wealth Management Limited, authorized and regulated by the Financial Conduct Authority, also
disseminates Morgan Stanley Research in the UK. Private UK investors should obtain the advice of their Morgan Stanley & Co. Intemational plc or Morgan
Stanley Private Wealth Management representative about the investments concemed. RMB Morgan Stanley (Proprietary) Limited is a member of the JSE
Limited and regulated by the Financial Senices Board in South Africa. RMB Morgan Stanley (Proprietary) Limited is a joint venture owned equally by
Morgan Stanley Intemational Holdings Inc. and RMB Investment Advisory (Proprietary) Limited, which is wholly owned by FirstRand Limited.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. Intemational plc (DIFC Branch), regulated by the Dubai
Financial Senices Authority (the DFSA), and is directed at Professional Clients only, as defined by the DFSA. The financial products or financial senices to
which this research relates will only be made available to a customer who we are satisfied meets the regulatory criteria to be a Professional Client.

The information in Morgan Stanley Research is being communicated by Morgan Stanley & Co. Intemational plc (QFC Branch), regulated by the Qatar
Financial Centre Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail
Customers as defined by the QFCRA.

As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of
investment advisory activity. Investment advisory senice is provided exclusively to persons based on their risk and income preferences by the authorized
firms. Comments and recommendations stated here are general in nature. These opinions may not fit to your financial status, risk and retum preferences.
For this reason, to make an investment decision by relying solely to this information stated here may not bring about outcomes that fit your expectations.
The trademarks and senice marks contained in Morgan Stanley Research are the property of their respective owners. Third-party data providers make no
warranties or representations relating to the accuracy, completeness, or timeliness of the data they provide and shall not hawe liability for any damages
relating to such data. The Global Industry Classification Standard (GICS) was deweloped by and is the exclusive property of MSCl and S&P. Morgan Stanley
Research or portions of it may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

Morgan Stanley Research, or any portion thereof may not be reprinted, sold or redistributed without the written consent of Morgan Stanley.

INDUSTRY COVERAGE: China Healthcare

COMPANY (TICKER) RATING (AS OF) PRICE* (03/17/2015)
Hu, Yolanda
China Biologic Products (CBPO.O) 0(07/08/2014) Us$87.97
Li, Bin
Beijing Tongrentang (600085.SS) U (11/03/2014) Rmb26.29
Biosensors International (BIOS.SI) U (04/11/2014) S$0.78
China Medical System (0867.HK) 0(01/27/2014) HK$12.42
China Nepstar Chain Drugstore Inc. (NPD.N) U (08/22/2013) US$1.77
China Shineway Pharmaceutical (2877 .HK) U (08/22/2013) HK$11.46
Concord Medical Senvices Holdings Ltd (CCMN) U (04/11/2014) US$6.28
Consun Pharma (1681.HK) 0O (05/07/2014) HK$5.02
CSPC Pharmaceutical Group (1093.HK) 0(08/15/2012) HK$6.33
Fosun Pharmaceutical (2196.HK) 0(12/12/2014) HK$26.45
Fosun Pharmaceutical (600196.SS) 0(12/12/2014) Rmb24.80
Jiangsu Hengrui (600276.SS) E (08/22/2013) Rmb43.71
Lee's Pharmaceutical (0950.HK) 0O(01/27/2011) HK$11.28
Lijun Intemational (2005.HK) 0O(10/20/2014) HK$3.55
McroPort Scientific Corp. (0853.HK) U (08/22/2013) HK$3.57
Mndray (MR.N) U (12/12/2014) US$26.94
PW Medtech (1358.HK) 0(12/12/2013) HK$2.88
Shandong Weigao (1066.HK) ++ HK$6.47
Shanghai Pharmaceutical (601607.SS) E (06/05/2012) Rmb22.40
Shanghai Pharmaceutical (2607.HK) E (06/05/2012) HK$18.92
Sihuan Pharmaceutical Holdings Group Ltd (0460.HK) 0(12/08/2010) HK$4.41
Sino Biopharmaceutical (1177.HK) 0 (05/14/2010) HK$7.45
Sinopharm Group (1099.HK) 0O (01/05/2010) HK$29.50
Tasly Pharmaceutical Group Co. Ltd (600535.SS) O (11/28/2012) Rmb46.53
WuX Pharmatech (WXN) 0 (09/15/2008) US$37.15
Yunnan Baiyao Group (000538.S2) 0(04/11/2014) Rmb68.15
Zhao, Isabella
Beijing Tongrentang Chinese Medicine (8138.HK) 0(01/14/2015) HK$10.94
China Traditional Chinese Medicine (0570.HK) 0(03/17/2015) HK$4.78
Guangzhou Pharma (0874.HK) 0 (09/25/2013) HK$25.05
Guangzhou Pharma (600332.SS) E (05/14/2012) Rmb31.85
Jintian Pharma Group (2211.HK) 0(03/19/2015) HK$2.89
Sinovac Biotech Ltd. (SVAO) 0(03/20/2014) US$4.98
The United Laboratories (3933.HK) E (04/04/2014) HK$3.73
Tongrentang Technologies (1666.HK) E (04/11/2014) HK$10.30

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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