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Consensus ratings*: Buy7 Hold0 Sell0
Current price: HK$6.96
Target price: HK$8.85
Previous target: HK$8.40
Up/downside: 27.2%
CGS-CIMB / Consensus: na
Reuters:
Bloomberg: 2005 HK
Market cap: US$2,672m
HK$20,978m
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Free float: 47.4%
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SSY Group
High earnings visibility in 2019; Maintain BUY

m The 2018 results were in line with the positive profit alert and Street expectations.

m Although 2H2018 witnessed a slowdown in profit growth due to the high base effect,
this does not change SSY’s promising outlook on the basis of the expected stable
ASP of IV products, fast ramp-up of new products, and improving product mix.

m Maintain BUY on high earnings visibility, with a target price of HK$8.85.

2018 results: margin improvement and healthier balance sheet

In 2018, 96% of SSY’s revenue came from intravenous infusion solutions (IV) sales. SSY
reported 2018 revenue of HK$4.18bn, up 35.9% YoY, which was in line with our forecast of
HK$4.16bn. Net profit attributable to shareholders came in at HK$911m, up 37% YoY, also in
line with its positive profit alert (ranging from HK$884m to HK$930m), our estimate of
HK$915m, and market consensus of ~HK$916m. The Company's Q4 2018 profit was
HK$265m (+26% YoY), down from 55% YoY in 1H2018, but up from 20% in Q3 2018. The
gross margin improved from 58.7% in 2017 to 62.3% in 2018 on more sales of high-margin
non-PVC soft bags and upright bags. The 2H2018 profit growth slowdown was due to the high
base effect of 2H2017 as a result of the ASP hike for IV products during the online tendering in
Q3 2017 and the flu outbreak in Q4 2017. In terms of volume, SSY sold 1.46bn bottles/bags in
2018, up 12.5% YoY, slightly missing the original target of 1.5bn bottles/bags by 2.7%. SSY’s
receivables remained healthy with receivable days improving from 90 days in 2017 to 79 days
in 2018. The net debt to equity ratio came down from 30.5% at end-2017 to 13.8% at end-
2018.

High earnings visibility in 2019

» Management set a volume target of 1.6bn bottles/bags for 2019 (up 10% YoY),
which is in line with our expectation. We expect this volume growth target to be
achieved via 1) contribution from new products. SSY obtained 15 production
approvals in 2018, of which we expect Moxifloxacin Hydrochloride Sodium Chloride
Injection, Sodium Acetate Ringer and Ambroxol in upright soft bags to contribute
sales quickly in 2019; 2) volume ramp-up in provinces where SSY focused on
channel expansion (especially Jiangsu, Shanghai, Shanxi and Inner Mongolia); and
3) the 1V industry’s continued consolidation.

» In addition to volume growth, we expect stable ASP for SSY’s IV products,
considering 1) the increased proportion of therapeutic infusion solution sales
(focusing on various fields, including chronic diseases, circulatory system,
emergency anesthesia therapy, antipyretic and analgesic therapy, and the new anti-
infective therapy); and 2) the fact that the ASP of IV products is already very low, and
they are undergoing online tendering rather than centralized purchasing.

» We expect the Group Purchasing Organization (GPO), which is targeting oral
chemical generics, to have a limited impact on SSY’s IV injection products.

Earnings upward adjustment; Maintain BUY

We revised up our 2019/20E profit estimates by 5.0/9.0%, respectively, on the basis of 1)
estimated benefits from a VAT cut from 16% to 13% to be ~HK$50m/HK$70m in 2019/2020
respectively, equivalent to ~4.4%/3.7% of our 2019/20E estimated profit (already considered
partial benefits shared by customers); and 2) an expected faster ramp-up of small liquid
injection products in ampoule (ampoule revenue is expected to double to ~RMB200m in 2019
from ~RMB100m in 2018). Also, we expect newly launched products, especially Moxifloxacin
Hydrochloride Sodium Chloride Injection to quickly start contributing revenue in 2019; and 3)
we adjusted upward our 2020E profit more than that of 2019E as we expect new products to
grow faster in 2020E than in 2019 after their initial channel shipment and marketing. We lift our
Target Price accordingly from HK$8.4 (22x 2019E PER) to HK$8.85 (22x 2019 PER) on higher
earnings projections. Maintain BUY.

Y/E Dec 31 2016A 2017A 2018A 2019E 2020E
Turnover (HK$ m) 2,361 3,076 4,181 4,850 5,526
Core net profit (HK$ m) 490 665 912 1,143 1,357
Core net margin (%) 20.7 21.6 21.8 23.6 24.5
Core EPS (HK$) 0.173 0.234 0.321 0.402 0.478
% Change 25.0 35.3 37.2 25.3 18.7
PER (x) 40.2 29.7 21.7 17.3 14.6
PBR (x) 7.3 5.6 4.5 3.7 3.1
ROE (%) 19.3 21.5 23.2 23.7 23.5
EV/EBITDA (x) 23.3 18.5 14.1 11.3 9.4
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BY THE NUMBERS

Profit and Loss
As at Dec 31
(HK$m) 2016 A 2017A 2018A 2019E 2020E
Glass bottles 225 321 469 515 551
PP bottles 501 590 814 821 864
Non-PVC+Upright 1,338 1874 2,413 2,996 3,556
Others 298 292 485 518 554
Revenue 2,361 3,076 4,181 4,850 5,526
Costofgoods sold (1144) (1,269) (1574) (1710) (1921
Gross profit 1217 1,807 2,606 3,140 3,605
M arketing expenses (373) (656) (1,230) (1,392) (1,578)
Admin & other expenses (268) (306) (336) (436) (470)
Operating profit 576 845 1,040 1312 1557
Other gains / (losses) 65 6 73 66 64
Gain/(losses) from JV 2 - - - -
Gainondisposal of investment in JV 1 - - - -
Net interest income / (expense) (52) (54) (34) (33) (25)
Pretaxincome 588 797 1079 1,345 1597
Income taxes (98) (134) (165) (202) (239)
Discontinued business (o] (o] (6] (6] [¢]
Non-controlling interests (@) 1 (3) (@) [@)]
Net profit 490 665 912 1,143 1,357
Core net profit 490 665 912 1,143 1,357
EBIT 638 853 1,108 1377 1620
EBITDA 885 1110 1411 1754 2,030
EPS (HK$) 0.173 0.234 0.321 0.402 0.478
Core EPS (HKS$) 0.173 0.234 0.321 0.402 0.478
DPS (HK$) 0.055 0.070 0.090 0.113 0.134
Cash Flow
As at Dec 31
(HKS m) 2016 A 2017A 2018E 2019E 2020E
Profit before tax 588 797 1,079 1,345 1597
Depr & amortization 247 256 303 377 410
Change in working cap. (216) (424) 168 (597) (236)
Income tax paid (98) (134) (165) (202) (239)
Others (183) 3) (17) (14) (17)
Operating cash flow 338 492 1,369 910 1514
Capex (347) (505) (610) (550) (450)
Change in other assets 444 3 17 i 17
Investment cash flow 97 (501 (593) (536) (433)
Net change in debt (253) 131 (449) 105 (400)
Others (74) (163) (208) (267) (334)
Financing cash flow (327) (32) (657) (162) (734)
Net change in cash 108 4y 119 21 346
Cash at beginning of the year 339 447 687 902 1,114
Effect from foreign exchange 0 0 0o 0o 0
Cash at the end of the year 447 687 902 1,114 1,461
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BY THE NUMBERS... cont’'d

B alance Sheet
As at Dec 31

2016 A 2017A 2018A 2019E 2020E

(HK$m)
Cash & cash equivalents 447 687 902 1114 1461
Inventories 278 398 423 459 516
Accounts receivable 857 1231 1271 1552 1,768
Others 97 196 511 511 511
Current assets 1680 251 3,107 3,637 4,256
Property, plant and equipment 2,393 2,549 2,879 3,025 3,040
Intangible assets 419 517 499 531 562
Others 253 327 395 390 384
Non-current assets 3,065 3,393 3,773 3,946 3,986
Total assets 4,744 5,904 6,881 7,583 8,242
Accounts payable 174 194 149 188 21
ST borrowings 633 900 448 500 400
Others 289 406 802 483 496
Current liabilities 1,096 1500 1,399 1171 1,107
Long-term debts 935 848 1,046 1,100 800
Others 29 69 57 57 57
Long-term liabilities 964 917 1,104 1157 857
Total liabilities 2,060 2417 2,502 2,328 1965
Shareholders' equity 2,676 3,475 4,238 5,114 6,136
M inority interests 8 11 140 140 141
Total equity 2,684 3,487 4,378 5,254 6,277

Key Ratios

As at Dec 31 2016 A 2017A 2018A 2019E 2020E

Growth (% YoY)

Sales 6.3 30.3 35.9 16.0 13.9
Operating profit 18.3 329 30.8 23.7 7.7
EBITDA 7.1 253 27.1 243 5.7
Core net profit 213 35.8 37.2 25.3 18.7
Core EPS 25.0 353 37.2 253 8.7
Profitability (%)

Gross margin 516 58.7 62.3 64.7 65.2
Operating margin 27.1 27.7 26.6 28.4 293
EBITDA margin 375 36.1 337 36.2 36.7
Core net profit margin 20.7 216 218 23.6 24.5
ROA 10.0 2.5 4.3 15.8 7.1
ROE 19.3 215 23.2 237 235
Balance sheet ratios

Current ratio (X) 15 17 2.2 3.1 3.8
Quick ratio (X) 04 05 0.9 13 17
Cash ratio (X) 04 05 0.7 10 14
Trade & bill receivables days 1013 89.5 78.8 76.7 79.2
Trade & bill payable days 710 48.3 39.0 35.2 36.9
Inventory turnover days 89.5 97.2 95.1 94.1 92.6

Total debt to equity ratio (%) 584 50.2 34.1 30.5 9.1
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