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BELARILFRE 2015A 2016A 2017E 2018E 2019E

BN (EHTCART) 2,222 2,361 2,750 3,011 3,224

LR (HATART) 403 490 653 798 898 EEX, CFA—FFsEes
B RliEE (%) 18.2 20.7 23.7 26.5 27.8

TR OEF] (NIRRT IT) 0.138 0.173 0.230 0.281 0.316 (852) 3698-6317
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SSY Group [2005.HK]

Strong Q4 results; Capacity bottleneck a key concern; Maintain HOLD

The Company announced after market close yesterday that its 2017E net profit

is expected to grow by 30 to 40% to RMB637m to 686m, beating our projection China Healthcare Sector
of RMB605m by 5 to 13% and the Bloomberg consensus median forecast of

RMB640m by 0 to 7%. Recall that SSY’s Q3 2017 operating numbers were in

line with market expectations, so this implies an impressive Q4 2017 perfor- HOLD

mance. Although the profit alert provides only limited information, we believe
this is probably due to 1) better-than-expected sales volume of upright bags
and non-PVC soft bags; 2) a better-than-expected gross margin due to econo- .
mies of scale; and 3) a better-than-estimated average selling price of IV prod- Close: HK$5.68 (Feb 27, 2018)

ucts as a result of online bidding (##977#Z), which did not suffer from tender Target Price: HK$6.18 (+9%)

price cuts. We raise our 2017/18/19E earnings projection by 8/13/17%, re-

(Unchanged)

spectively, and raise our target PER multiple from 18x 2018E PER to 22x Price Performance

2018E PER, with a new target price of HK$6.18. The higher multiple is justi- (HKS) (HKS million]
fied by ~22% EPS CAGR in 2016-2019E, a peer average of ~23x, and the . ”
structural re-rating of the whole healthcare sector. We maintain our HOLD rat- 5--’; 12¢
ing for SSY, as we have the following concerns: 1) the utilization rate of up- 4s ;gc
right bags and non-PVC bags is reaching a high (>90% for 2019E) without 3;‘ - 60
planned capacity addition yet; and 2) as a result, 2019E EPS growth is ex- 3 40
pected to slow down from >20% to the low teens. Z'i IIMMMN ;0
e Upward earnings adjustment: We adjust upward our 2017E earnings fore- o —Turnov:{:fs[))u—Price(LHS) i
cast by 8% based on the guidance in the positive profit alert. We also Market Cap US$2157.6m
raise our 2018/19E projection by 13/17% considering the better outlook for  ghares Outstanding 2.829.6m
IV products (2017E upright bags and non-PVC soft bags sales volume is Auditor PWC
very likely to exceed the 2017 full year target of 226m/440m bags respec-
tively, so we believe 2018/19E IV products have a better ASP/sales vol- Free Float 46.5%
ume out|00k). 52W range HK$2.44-6.2
e Story unchanged re gaining high-end IV market share: After the IV industry bl eveEge Ealy e T
consolidation in the past few years, the IV industry is expected to grow at  pajor Shareholding Mr. Qu Jiguang (34%)

a 5to 6% CAGR in 2016 to 2020 because of rigid demand. Also, the ASP
and margin of high-end products (non-PVC soft bags and upright soft Sources: Company, Bloomberg
bags) have been stable and moderately increased, as shown by SSY’s sol-
id 2017 results. Therefore, we believe that the worst is over for the IV in-
dustry, and on existing fundamentals, we reiterate that the Company’s fu- Harry He—Analyst
ture growth will come mainly from improving operating leverage and
stronger sales of high-margin soft bags.

(852) 3698-6320

harryhe@chinastock.com.hk

Y/E Dec 31 2015A 2016A 2017E 2018E 2019E

Turnover (HK$ m) 2,222 2,361 2,750 3,011 3,224

Core net profit (HK$ m) 403 490 653 798 898 Wong Chi Man, CFA—Head of Research
Core net margin (%) 18.2 20.7 23.7 26.5 27.8

Core EPS (HK$) 0.138 0.173 0.230 0.281 0.316 (852) 3698-6317

% Change 171 25.0 32.9 22.2 12.6

PER (x) 41.1 32.8 247 20.2 18.0 cmwong@chinastock.com.hk

PBR (x) 6.6 5.9 5.0 4.2 3.6

ROE(%) 14.3 19.3 223 23.0 21.9

EV/EBITDA (x) 23.0 19.2 15.7 131 11.5

Sources: Company, CGIS Research
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Key financials

Balance Sheet

As at Dec 31
2015A 2016A 2017E 2018E 2019E
(HK$ m)

&

Profit and Loss
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CHINA GALAXY INTERNATIONAL

Year ended Dec 31
2015A 2016A 2017E 2018E 2019E
(HK$ m)

Cash & cash equivalents 339 447 628 70 147 Glass bottles 226 225 268 294 330
Inventories 283 278 309 323 338 PP bottles 502 501 559 582 605
Accounts receivable 935 857 1,155 144 1225 Non-PVC soft bags 1,128 1,131 1260 144 1534
Others 76 97 97 97 97 Upright soft bags 151 207 370 432 470
Current assets 1633 1680 2,189 2,283 2,807 Others 2% 298 293 289 284
Property, plant and equipment 2,694 2,393 2455 2,500 2,526 Revenue 2,222 2,361 2,750 3,01 3,224
Intangible assets 381 419 451 483 54 Cost of goods sold (1172) (1144) (1270) (1327) (1389)
Others 300 253 247 242 236 Gross profit 1050 1217 1479 1684 1835
Non-current assets 3,375 3,065 3,554 3,224 3,276 Marketing expenses (28 (373) (401 (427) (451
Admin & other expenses (278) (268) (276) (294) (31
Total assets 5,008 4,744 5,343 5,507 6,083 Operating profit 491 576 802 963 1074
Other gains / (losses) 50 65 © © ©
Accounts payable 270 74 305 199 208 Gain/(losses) from JV (2) ) - - -
ST borrowings 688 633 362 515 59 Gain on disposal of investment in JV - 1 - - -
Others 477 289 404 409 385 Net interest income / (expense) (62) (52) (46) (37) (29)
Current liabilities 1434 1,096 1071 1,122 1112 Pretaxincome 478 588 769 939 1057
Long-term debts 1125 935 1068 587 526 Income taxes (75) (98) (116) (Y] (169)
Others 29 29 29 29 29 Discontinued business 0 0 0 0 0
Long-term liabilities 1179 964 1097 616 555 Non-controlling interests 0 1 1 1 1
Net profit 403 490 653 798 898
Total liabilities 261 2,060 2,168 1739 1667
Core net profit 403 490 653 798 898
Shareholders' equity 2,395 2,676 3,166 3,759 4407
Minority interests 1 8 8 9 9 EBIT 540 638 813 975 1085
Total equity 2,395 2,684 3,175 3,768 4416 EBITDA 756 885 1064 1244 1373
EPS (HK$) 0.138 0.173 0.230 0.281 0316
Core EPS (HK$) 0.138 0.173 0.230 0.281 0316
DPS (HK$) 0.025 0.055 0.069 0.084 0.095
Cash Flow Key Ratios

Year ended Dec 31 2015A 2016E 2017E  2018E  2019E
(HK$ m)

Profit before tax 478 588 769 939 1057
Depr & amortization 216 247 251 270 288
Change in working cap. 70 (216) (82) (104) (m
Income tax paid (75) (98) (1B) ()] (169)
Others (227) (183) (3) (4) (6)
Operating cash flow 563 338 81 960 1070
Capex (396) (347) (340) (340) (340)
Change in other assets 31 444 3 4 6
Investment cash flow (265) 97 (337) (336) (334)
Net change in debt 940 (253) (138) (329) (57)
Others (126) (74) (163) (205) (250)
Financing cash flow (276) (327) (301 (533) (307)
Net change in cash 22 108 81 91 428
Cash at beginning of the year 325 339 447 628 70
Effect from foreign exchange 8) 0 0 0 0
Cash at the end of the year 339 447 628 719 1,147

Source: Company, CGIS Research estimates

Year ended Dec 31 2015A 2016A 2017E  2018E 2019E

Growth (% YoY)
Sales

Operating profit

EBITDA

Core net profit

Core EPS
Profitability (%)
Gross margin

Operating margin
EBITDA margin

Core net profit margin
ROA

ROE

Balance sheet ratios
Current ratio (X)

Quick ratio (X)

Casbh ratio (X)

Trade & bill receivables days
Trade & bill payable days
Inventory turnover days

Total debt to equity ratio (%)

62 63 64 95 7.
(29) 83 274 038 13
(33) 74 202 69 03
(17.9) 213 334 222 26
(7.9 250 329 222 26
472 516 53.8 559 56.9
244 274 296 324 337
34.0 375 387 413 426
82 207 237 265 2738
82 00 29 u7 55
%3 03 223 230 219
11 15 20 20 25
02 04 06 07 11
02 04 06 07 11
993 013 95 1006 9.9
865 710 67.1 686 529
875 895 84.4 86.9 86.8
757 584 45.1 292 237
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Figure 1: Peer comparison

PER(x) PBR(x) ROE(%) EV/EBITDA (x)
Company name Ticker  Price (HK$ Market cap (HK$m 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E 2017E 2018E 2019E
SSY GROUP LTD 2005 5.68 16,886 24.7 20.2 18.0 5.0 4.2 3.6 223 23.0 21.9 15.7 13.1 11.5
SHANDONG WEIG-H 1066 5.29 23,680 13.5 12.2 11.0 1.5 1.4 1.3 11.7 11.9 11.9 7.9 7.0 6.1
CHINA RESOURCE-A 600062 22.52 19,578 23.0 19.3 16.7 25 22 2.0 12.0 12.6 12.9 12.2 10.0 8.3
SICHUAN KELUN-A 002422 25.06 36,086 52.6 39.8 30.7 3.0 2.8 2.6 6.3 7.6 9.0 n.a n.a n.a
* CGIS research estimate
Simple average 28.4 22.9 19.1 3.0 2.7 24 131 13.8 13.9 11.9 10.0 8.6
Median 23.8 19.7 17.3 2.7 2.5 23 11.8 12.2 12.4 12.2 10.0 8.3

Source: Bloomberg
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