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Aier Eye Hospital Group (300015.CH) - Strong Specialist Focus with Multiple Growth Angles

Analyst: Harry He (harryhe@chinastock.com.hk; Tel: 852 - 3698 6320;

Wong Chi Man, CFA (Tel: (852) 3689 6317); cmwong@chinastock.com.hk

Many investors interested in A-shares with potential for MSCI inclu-
sion are looking for interesting healthcare investments. We are plan-
ning to organize visits to selected companies, including Aier, a lead-
ing domestic eye service company, which is actively expanding its
size, services and geographical coverage. The Group has >160 hos-
pitals, 60+ of which are directly operated by the Company. The re-
maining 100 are still in the incubation stage. These will eventually be
injected into the listco. Its revenue mix is shown in Figure 1.

Refractive surgery segment (JEYtFH7) : Revenue from the refrac-
tive surgery segment grew 36% YoY to RMB327m in Q1 2017, ac-
counting for 27.3% of total revenue during the period. The growth
was driven mainly by a surge in surgical volume. An improvement in
the ASP, boosted by the increasing adoption of high-end surgical
procedures, also contributed to the segment's revenue growth.
Femtosecond laser small-incision lenticule-extraction surgery and
ICL surgery, both classified as high-end surgery, accounted for
>40% of total surgical volume, suggesting an ongoing consumer
upgrade.

Cataract surgery segment (H WEEF#7) : This segment’s revenue
grew 26% YoY to RMB283m in Q1 2017, contributing 23.6% of total
revenue. This was the second consecutive quarter whose YoY
growth exceeded 20%, implying the impact of the Wei Zexi incident
since mid-2016 has fully dissipated. The segment should regain its
strong growth momentum in 2017, given (1) China’s rapidly aging
population; (2) increasing reimbursement coverage; and (3) more
supportive government policies. The cataract surgery rate (CSR, the
number of cataract operations per million people per year) in China
was only around 1,500 in 2015, far below that of developed coun-
tries, such as the U.S. and Japan, whose CSR is >5,000, implying
huge market potential. Using the CSR of 1,500 for calculation, ~2
million people receive cataract surgery each year, and Aier has a
~5% market share. China’s 13th Five-Year Plan aims to achieve a
CSR of 2,000 by 2020, equivalent to ~650,000 additional cataract
operations in 2015-2020, or 130,000 a year on average (i.e. ~7% of
current market volume). Moreover, we note that Aier generates
~35% of its revenue from central China, whose CSR is far below the
1,500 average (Hunan 2015 CSR 1,200, Hubei 2015 CSR 700 and
Henan 2015 CSR 600), so we believe an improvement in the CSR
will have obvious benefits for Aier.

Optometry services segment (#i)t¥¥): Revenue reached
RMB279m, an increase of 32% YoY in Q1 2017 and equivalent to
23% of total 1Q2017 revenue. The Company has established a
number of community-level Aier e-clinics in Changsha, Tianjin,
Chengdu and other cities to provide customer services both online
and offline, which our A-share team expects to drive sold growth of
this segment.
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Market Cap: US$4,596.3m; Free Float: 78%;
2016A 2017E 2018E 2019E
Revenue (RMBm) 4,000 5,323 6,965 8,994
Net profit (RMBm) 557 769 1,017 1,338
Net margin 13.9% 14.4% 14.6% 14.9%
EPS (RMB) 0.56 0.76 1.01 1.32
YoY % 30.2% 35.7% 32.9% 30.7%
PER(x) 56.0 41.3 31.1 23.8
ROE 21.5% 25.3% 27.9% 30.1%

Source: CGS research estimate

Expansion plan: The Company is expanding its network,
either through directly establishing hospitals in larger cities or
co-investing with other parties via investment funds. The Com-
pany spent RMB580m to acquire nine hospitals (incubated
since 2014, i.e. asset injection to the listco by investment
funds) in Q1 2017 at an average cost of only ~15x 2016 PER.
Overseas M&A is another important growth engine for Aier.
The Company acquired 75% of AW Healthcare Management,
a well-known eye care centre focusing on refractive and cata-
ract surgery in North America for US$18m (~5.7/3.6x 2016/17
EBITDA, calculated by our A-share team) and planned to ac-
quire ClinicaBaviera, S.A., Europe’s biggest eye-care chain at
~22x 2016 PER in 1Q2017. As of end-Q1 2017, the Company
had net cash of RMB450m.

Northbound holding: Northbound capital holds 0.67% of the
total shares in the Company, or 0.86% of the total free float.

Valuation: Our A-share team covers this stock and has a
RECOMMEND rating and is forecasting a 33% EPS CAGR in
2016-2019E. The Company is currently trading at 41/31x
2017/18 PER, at a slight premium to the median of its peers
(Figure 2).

Risks: Lower-than-expected profitability for new hospitals.
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Figure 1: Q1 2017 revenue breakdown
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Figure 2: Peer comparison table

PER(x) PBR(x) ROE(%) EV/EBITDA (x)
Company name Ticker Price (RMB) Market cap (RMBm 2016 2017E 2018E 2016 2017E 2018E 2016 2017E 2018E 2016 2017E 2018E
AIER EYE HSPTL-A 300015 31.37 31,694 54.3 42.6 33.0 11.2 8.2 6.8 21.5 21.4 22.6 33.2 26.6 19.8
ZHUHAI HOKAI M-A 300273 12.91 10,171 34.9 26.9 21.0 3.0 2.7 2.4 8.2 9.8 11.1 n.a n.a n.a
ANDON HEALTH C-A 002432 13.11 5,674 n.a n.a n.a n.a n.a n.a n.a n.a n.a n.a n.a n.a
TOPCHOICE MEDI-A 600763 25.39 8,141 41.8 41.6 32.7 7.9 8.1 6.6 18.9 18.6 19.4 28.2 26.4 21.8
HANGZHOU TIGER-A 300347 26.20 12,441 71.6 47.5 33.9 10.2 7.3 6.1 15.0 18.7 16.7 n.a n.a n.a
WELL LEAD MEDI-A 603309 20.48 4,096 n.a n.a n.a n.a n.a n.a n.a n.a n.a n.a n.a n.a
LEPU MEDICAL-A 300003 18.43 32,836 46.7 35.9 275 6.4 5.1 4.2 13.8 14.4 15.7 n.a n.a n.a
SHINVA MEDICAL-A 600587 19.44 7,901 38.1 30.5 241 1.7 2.3 2.2 54 7.3 9.0 13.0 13.8 12.3
DIRUI INDUSTRI-A 300396 34.39 5,274 n.a 32.9 26.8 n.a 4.2 35 n.a 12.9 14.0 n.a n.a n.a
BEWING BOHUI -A 300318 7.28 5,980 260.0 89.9 54.7 4.2 3.9 3.6 1.6 4.5 6.7 n.a n.a n.a
Simple average 82.2 43.6 31.5 5.6 4.8 4.1 10.5 12.3 13.2 20.6 20.1 17.0
Median 44.2 35.9 27.5 5.3 4.2 3.6 11.0 12.9 14.0 20.6 20.1 17.0

Source: Bloomberg
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