C-MER Eye Care (3309 HK)

B Co. now runs 60 medical institutions (o/w 12+ hospitals) across
11 cities in China, o/w 29 in Mainland and 31 in HK

B We believe Co. is a good reopening COVID play as HK govt. has
steadily eased pandemic restrictions

B We upgrade Co. to BUY as we see Co. stock risk/reward turns
attractive and We like Co.’s M&A growth strategy

Transforming to a multi-specialty healthcare provider

Co. had a fruitful 1H22 in term of M&A, as Co. acquired 100% stake of
Champion Eye Center and 60% share of Optometry (OPT) Centre. Co.
also entered into dental service via acquisition of CKJ Dentistry in
Shenzhen (1 hospital and 12 clinics) and 3 dental specialty centres in HK.
Meanwhile, Co. made inroad into medical aesthetic, family medicine,
oncology and other specialties. Co. expects to achieve synergies and
cost savings from its enhanced healthcare service platform. We think
these moves demonstrated Co. is well positioned to pursue increased
M&A opportunities in the healthcare service sector as many smaller
players were hit hard during pandemic disruptions. We think its active
M&A strategy to continue in 2022 given 1) smaller players are still
suffering COVID-19 restrictions in 1H22 and 2) its platform enables
business synergy for smaller players (i.e. patient traffic and operation
efficiency); 3) robust B/S with net cash position (HKD274mn in FY22E).

1H22 results impacted by Omicron wave

Total revenue during 1H22 grew by ~69% yoy to ~HKD882mn, thanks to
sales of COVID-19 RAT tests and M&A growth. But both legacy
ophthalmic services in HK and Mainland were hit by Omicron wave
during 1H22. Overall GPM thus dropped by 6.4ppts to 27.9%. Net cash
remained sound at HKD444mn at end of 1H22 (vs. HKD203mn at YE21)
after a busy period of acquisition and Omicron adversity, reflecting
healthy operating cash flow in 1H22.

Upgrade to BUY as risk/reward turns attractive

We maintain earnings forecast unchanged and our DCF TP remained at
HKD4.8. During a recent global broad-based selloff, we think Co.’s stock
risk/reward turns attractive (FY23E earnings growth at 48% vs. 29x
FY23E PER, reflecting below 1x PEG). We thus upgrade Co. to BUY
rating and we like Co.’s M&A growth strategy and its transformation to a
multi-specialty healthcare provider. Investment risk: slower than
expected expansion, COVID-19, regulatory, government payer risk.

Consolidated revenue 576 700 1,113 1,657 1,984
yoy change 34% 21% 59% 49% 20%
Adjusted net profit 45 3) 22 93 139
yoy change -10% -108% n.a. 327% 48%
Adjusted EPS (HKD) 0.04 0.00 0.02 0.08 0.12
PER (x) 82.1 n.a. 166.2 43.2 29.0
PBR (x) 4.3 2.8 3.0 2.9 2.7

Sources: Company data, CMS (HK) estimates
Note*: adj. net profit excluded one-off items and SBC
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Company updates, upgrade to BUY

Previous HOLD

Price (Sep 23, 2022) HKD3.46

12-month Target Price

0,
(Potential up/downside) HKD4.8 (+40%)

Previous HKDA4.8
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3309 HK (11.2) (24.8) (57.3)
HSI (6.9) (17.3) (25.9)
Hang Seng Index (Sep 23, 2022) 17,933
HSCEI (Sep 23, 2022) 6,114
52-week range (HKD) 3.4-9.2
Market cap (HKD mn) 4,278
Avg. daily traded value (HKD mn) 4.2
BVPS (HKD) 1.3
C-MER Group 55.3%
Free float 44.7%

Source: Bloomberg

1. C-MER Eye Care (3309 HK) — Pandemic provides more M&A
opportunities (HOLD) (June 7, 2022)

2. C-MER Eye Care (3309 HK) — Broadening service network
nationwide (HOLD) (Oct 8, 2019)
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Focus charts

Figure 1: Company’s geographic footprint in the Greater China
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Figure 2: Revenue breakdown and forecasts Figure 3: Gross profit and gross profit margin
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Figure 4: Adjusted net income forecasts Figure 5: EV/EBITDA band
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To access our research reports on the Bloomberg terminal, type NH CMS<GO>
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Figure 6: DCF summary results

DCF summary results

Enterprise value (HKD mn)

Net cash (HKD mn) in FY22E
Minority interest (HKD mn) in FY22E
Equity value (HKD mn)

Shares outstanding (mn)

TP at DCF valuation (HKD)

5,245

274

5,519

1,150

4.8

Source: CMS (HK) estimates
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Figure 7: DCF details (HKD mn)

High Growth Phase 2022 2023 2024 2025 2026
EBIT Adjusted 120 176 276 331 380
% YoY 5430% 47% 56% 20% 15%
NOPAT (EBIT*(1-)) 93 137 215 258 297
Add: Depreciation and amortization 150 150 150 180 207
Less: Capital Expenditures (100) (100) (100) (100) (100)
Less: Net Working Capital Change 32) (8) (11) an (29)
FCFF 112 179 254 321 385
% YoY 61% 42% 27% 20%
PV 101 147 187 214 232
Transitional Growth Phase 2027 2028 2029 2030 2031
FCFF 448 509 561 602 626
% YoY Growth 17% 13% 10% 7% 4%
PV 244 250 249 242 227
Stable Growth Phase 2032

FCFF in terminal year = 626

Price at the end of growth phase = 9,922

Present Value of FCFE in high growth phase 780

Present Value of FCFE in transition phase 1,212

Present Value of Terminal Price 3,253

Intrinsic Enterprise Value

Source: CMS (HK) estimates

5,245

To access our research reports on the Bloomberg terminal, type NH CMS<GO>
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Financial Summary
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Non-current assets 538 1,018 1,209 1,158 1,107 Consolidated revenue 576 700 1,113 1,657 1,984
PP&E 164 218 302 252 202 coGS (385)  (505)  (754) (1,130) (1,309)
Intangible assets 105 145 204 203 202 Gross profit 191 194 358 527 675
Deferred tax assets 5 El 1 1 U (_)Total SG&A expense (145)  (209) (361)  (417)  (509)
Interests in associates 2 2 25 25 25 administrative expenses (98)  (139) (234)  (298)  (357)

Current assets 582 611 746 868 1,005  guing and distribution costs 46) (700 (126)  (118)  (152)
Inventones_ 14 20 33 74 86 (+/) Other income, net _ 9 4 7 s
Trade receivables 11 15 18 29 35 -

- (+/-) Profit from JV&Asso. - (0) 11 - -
Prepayments/other receivables 20 22 240 240 240 -
Amount due from related parties - - 12 12 12 Adj. EBITDA 128 109 150 270 326
Short-term bank deposits 254 R R R _ Total Depreciation & amortisation (78) (113) (147) (150) (150)
Bank balances and cash 282 554 387 457 576 Adj. EBIT 50 @ 2 120 176

Total assets 1,120 1,629 1,956 2,027 2,112 (#/—)Finance expense - net 5 5 2 2 3

Current liabilities 130 152 408 428 438 (+/—) Other gains/losses 2 4 12 - -
Trade and bills payables 14 19 40 60 69 Profit before tax 53 3 27 119 177
Other payables 60 60 90 90 90 (—)Tax (14) (11) (11) (26) (39)
Due to a related party 0 0 4 4 4 Net Profit 39 (8) 16 93 138
Income tax payable - - - - - (+/—) Minority interest @ @ (6) 2 2
ST bank debt - - 179 179 179 Net profit attri. to shareholders 41 (6) 22 91 136
Others 56 73 95 95 95

Non-current liabilities 128 180 210 210 210 Adjusted net profit 45 3) 22 93 139
Long-term payables - 2 4
Deferred tax liabilities - - L L L EPS fully diluted (HKD) 004 000 002 008 0.2
LT bank loans - - - - -

Shareholders' funds 857 1,294 1,331 1,380 1,454

Minorities 5 3 6 8 10

Total liability and equity 1,120 1,629 1,956 2,027 2,112

Growth
Consolidated revenue 34% 21% 59% 49% 20%

Operating cash flow 129 99 132 205 272 Gross profit 37% 31% 49% 50% 16%
Pretax profit 53 3 27 119 177 Adjusted net profit -10% -108% na. 327% 48%
OP before WC changes 131 128 158 268 325
Net working capital change 15 (1) (0) (32) (8) Profitability
Income tax paid ) 17 (14) (26)  (39) Gross margin 33% 28%  32% 36% 38%
Interest paid ® (109 (13 (6) (6)  Adj. net profit margin 8% 0% 2% 6% 7%

Investing cash flow (259) (153) (396) (92) (91) ROE 5% 0% 206 7% 9%
Purchase of PPE (124) (31) (118) (100) (100) moa 2% 0% 1% 2% 5%
Purchase of intangible assets 1) ) (4) - -

Purcha./disposal of ST investment 7 219 (39) - - -

Advances to director & shrhlds. - - - - - Efficiency

Interest received 11 5 4 8 9 Inventory days 21 21 20 20 22
Others _ a7 (186) _ — Accounts receivable days 6 6 5 5 6

Financing cash flow (59) 322 98 (42) (62) Accounts payable days 9 12 14 16 18
Fund raising 2 1 0 R _ Cash cycle days 17 15 11 9 10
Issuance of equity shares - 388 9 - -
Dividends (21) (22) (23) (42)  (62) Liquidity
Bank borrowings, net - - - - - FCF (HKD mn) 4.4 3.9 1.7 1.9 2.1
Related parties, net - - - - - Net gearing (%) -62% -43% -15% -20% -27%
Others (46) (55) 111 - -

Beginning cash 472 282 554 387 457

Forex (0) 3 1) - -
End cash 282 554 387 457 576

Sources: Company data, CMS (HK) estimates



@
Friday, September 23, 2022

Investment Ratings

OVERWEIGHT Expect sector to outperform the market over the next 12 months

NEUTRAL Expect sector to perform in-line with the market over the next 12 months

UNDERWEIGHT Expect sector to underperform the market over the next 12 months

BUY Expect stock to generate 10%+ return over the next 12 months
HOLD Expect stock to generate +10% to -10% over the next 12 months
SELL Expect stock to generate loss of 10%+ over the next 12 months

Analyst Disclosure

The analysts primarily responsible for the preparation of all or part of the research report contained herein hereby
certify that: (i) the views expressed in this research report accurately reflect the personal views of each such
analyst about the subject securities and issuers; and (ii) no part of the analyst’s compensation was, is, or will be
directly or indirectly, related to the specific recommendations or views expressed in this research report.

Regulatory Disclosure

Please refer to the important disclosures on our website http://www.newone.com.hk/cmshk/gb/disclosure.html or
http://www.cmschina.com.hk/Research/Disclosure.

Disclaimer

This document is prepared by China Merchants Securities (HK) Co Limited. The information contained herein has
been obtained from or is based on sources believed to be reliable. China Merchant Securities (HK) Co Limited, its
holding company or affiliated companies, or any of its or their directors, officers or employees (collectively “CMS”)
do not represent or warrant, expressly or impliedly, that it is accurate, correct or complete and it should not be relied
upon. CMS will not accept any responsibility or liability whatsoever for any use of or reliance upon this document or
any of the content thereof.

This document is for information purpose only. Neither the information nor opinion expressed shall be construed,
expressly or impliedly, as an advice, offer or solicitation of an offer, invitation, advertisement, inducement,
recommendation or representation of any kind or form whatsoever to buy or sell any security, financial instrument or
any investment or other specific product. The securities, instruments or strategies discussed in this document may
not be suitable for all investors, and certain investors may not be eligible to participate in some or all of them.
Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted
basis and/or may not be eligible for sale to all investors. CMS is not registered as a broker-dealer in the United
States and its products and services are not available to U.S. persons except as permitted under SEC Rule 15a-6.

Opinions, and associated estimates and forecasts, or any content and information in this document are only current
as of the date of their publication and will be subject to change without prior notice. Past performance is not
indicative of future performance. Estimates of future performance are based on assumptions that may not be
realized. The analysis contained herein is based on numerous assumptions. Different assumptions could result in
materially different results. Opinions expressed herein may differ or be contrary to those expressed by other
business divisions or other members of CMS as a result of using different assumptions and/or criteria.

This document has been prepared without regard to the individual financial circumstances and investment



@

Friday, September 23, 2022

objectives of the persons who receive it. Use of any information herein shall be at the sole discretion and risk of the
user. Investors are advised to independently evaluate particular investments and strategies, take financial and/or
tax advice as to the implications (including tax) of investing in any of the securities or products mentioned in this
document, and make their own investment decisions without relying on this publication.

CMS may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment banking
services or provide advisory or other services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed or
published in whole or in part for any purpose without the prior consent of CMS. CMS will not be liable for any claims
or lawsuits from any third parties arising from the use or distribution of this document.

This document is for distribution only under such circumstances as may be permitted by applicable law. This
document is not directed at you if CMS is prohibited or restricted by any legislation or regulation in any jurisdiction
from making it available to you. In particular, this document is only made available to certain US persons to whom
CMS is permitted to make available according to US securities laws, but cannot otherwise be made available,
distributed or transmitted, whether directly or indirectly, into the US or to any US person.

In Hong Kong, this document is distributed by China Merchants Securities (HK) Co., Limited, which is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities),
Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities
and Futures Ordinance (Chapter 571).

In South Korea, professional clients can get copies of this document (upon request) through China Merchants
Securities (Korea) Co., Limited

In the United Kingdom, this document is distributed by China Merchants Securities (UK) Limited. This document is
for distribution only to persons who: (i) are persons falling within the definition of "Investment Professionals"
pursuant to Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as
amended, the “Financial Promotion Order”); (ii) are persons falling within Article 49(2)(a) to (d) (“High Net Worth
Companies, Unincorporated Associations, etc.”) of the Financial Promotion Order; or (iii) are persons to whom an
invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services
and Markets Act 2000) may otherwise lawfully be communicated or caused to be communicated (all such persons
together being referred to as "Relevant Persons"). This document is directed only at relevant persons and must not
be acted on or relied on by persons who are not Relevant Persons. Any investment or investment activity to which
this document relates is available only to Relevant Persons and will be engaged in only with Relevant Persons.

If there is any inconsistency or ambiguity between the English version and the Chinese version of this disclaimer,

the English version shall prevail.
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