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EC Healthcare (2138 HK)

Strong post-COVID business rebound

CMB INTERNATIONAIL

MEELLL

BUY (Maintain)

Target Price HK$10.34
Experiencing strong business rebound. EC Healthcare (ECH) reported (Previous TP HK$13.90)
FY1H23 revenue of HK$1,893mn, up by 31% YoY, and attributable net profit of Up/Downside 98.5%
HK_$80mn, down b_y 50% YoY, accounting for 50%/ 19% of our full-year Current Price HK$5.21
estimates, respectively. Sales volume (generated from contracted sales)
showed continuous recovery by quarter, up by 21%/11% QoQ in China Healthcare
FY1Q23/FY2Q23, following a 19% QoQ decline in FY4Q22 due to COVID lock Jill WU, CFA
down in HK. Medical service segment delivered a strong rebound, with revenue (852) 3900 0842
up by 48% YoY to HK$1,175mn in FY1H23, while revenue from aesthetic jillwu@cmbi.com.hk
medical and beauty and wellness segment underwent a 2% YoY decline to
HK$607mn, caused by store closures in April and a gradual recovery thereafter Benchen HUANG, CFA
in HK as well as regulatory headwinds and COVID disruptions in the Mainland. huangbenchen@cmbi.com.hk
Aside from the above-mentioned operation difficulties in HK and the Mainland, Stock Data
the YoY decline in attributable net profit was also mainly triggered by rising costs Mkt Cap (HK$ mn) 6,154.2
due to inflation, temporarily low operation leverage of the Company’s newly Avg 3 mths t/o (HK$ mn) 5.0
established service sites, and the increasing D&A expenses from newly S2w High/Law (HKS) 13.02/3.98
. . otal Issued Shares (mn) 1181.2
acquired business. Source: FactSet
B Relaxation of COVID control measures in HK set to boost growth of _
medical services, especially for consumer medical services in FY2H23. Shareholding Structure
The strong growth of medical services in FY1H23 was mostly driven by the Tang Chi Fai 61.3%
organic growth with surging demand and rising healthcare awareness due Goldman Sachs 5.5%
to COVID in HK. For the aesthetic medical and beauty and wellness Source: HKEx
segment, it experienced store closures for 20 days in HK, an average of 26 Share Performance
days in Shenzhen and 122 days in Shanghai, due to COVID control Absolute Relative
measures in each city in FY1H23. With the relaxation of COVID control 1-mth 30.9% 13.4%
measures in HK where ECH generated 92% of total revenue in FY1H23, we 3-mth -7.0% 2.3%
expect the Company will continue its revenue growth trend in medical 6-mth -29.6% -19.2%
services and is likely to see effective recovery on its consumer medical Source: FactSet
services in FY2H23, which we expect will significantly improve net profit 12-mth Price Performance
margin as well. (HKs 2138 K
B Continuing M&A strategy amid uncertain macro environment. In 143 HSI (Rebased)
FY1H23, the value of executed M&A deals by ECH reached HK$219mn. 129
The Company entered into a share subscription of 30% issued shares of a 188
hospital grade medical building in Tsim Sha Tsui of HK with initial capital &8
contribution of HK$254mn. ECH plans to transfer the building to become a &8
one-stop centre for premium medical and medical aesthetic services in the 48 ‘ | ‘ ‘
core area of HK. Additionally, ECH acquired 60% of equity interest of NovEl o Feb2z Mayzz o Awg2z o Novzz
Pioneer Evolution at a consideration of HK$36.4mn, further enhancing its Source: FactSet
capabilities in multi-disciplinary healthcare services with 9 clinics and 23 full-
time registered medical practitioners. Facing with uncertain macro
environment in HK and the Mainland, ECH can leverage its abundant
financial resources and strong business integration capabilities to enhance
its leading position in the healthcare market in the Greater Bay area.
B Maintain BUY. We revised our TP to HK$10.34, based on a 10-vear DCF
model (WACC: 11.8%, terminal arowth: 2.0%). to reflect hiaher cost in
business expansion and uncertain recovery of consumer medical services.
Earnings Summary
(YE 31 Mar) FY21A FY22A FY23E FY24E FY25E
Revenue (HK$ mn) 2,080 2,920 3,845 4,874 6,048
YoY growth (%) 6.8 40.3 317 26.8 24.1
Net profit (HK$ mn) 193 198 259 537 798
YoY growth (%) (32.7) 2.4 30.9 107.5 48.8
EPS (Reported) (HK$) 0.19 0.17 0.22 0.45 0.68
Consensus EPS (HK$) na na 0.24 0.39 0.54
P/E (x) 26.8 63.4 23.8 11.5 7.7
Yield (%) 33 1.4 3.4 6.5 9.7
Source: Company data, Bloomberg, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: Earnings revision

New old Diff (%)

HK$ mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 3,845 4,874 6,048 3,806 4,860 6,038 1.0% 0.3% 0.2%
Gross Profit 3,343 4,314 5,382 3,368 4,325 5,404 -0.8% -0.3% -0.4%
Operating Profit 422 791 1,167 642 886 1,195 -34.3% -10.7% -2.4%
Net profit 259 537 798 418 588 804 -38.2% -8.8% -0.6%
EPS (HK$) 0.22 0.45 0.68 0.35 0.50 0.68 -38.3% -9.0% -0.9%
Gross Margin 86.94% 88.50% 89.00% 88.50% 89.00% 89.50% -1.56ppt -0.50ppt -0.50ppt
Operating Margin 10.98% 16.23% 19.29% 16.88% 18.23% 19.79% -5.90ppt -2.00ppt -0.50ppt
Net Margin 6.72% 11.01% 13.20% 10.99% 12.10% 13.31% -4.27ppt -1.09ppt -0.11ppt

Source: Company data, CMBIGM estimates

Figure 2: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)
HK$ mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 3,845 4,874 6,048 3,665 4,627 5,784 4.9% 5.3% 4.6%
Gross Profit 3,343 4,314 5,382 3,233 4,078 2,982 3.4% 5.8% 80.5%
Operating Profit 422 791 1,167 479 700 977 -11.9% 13.1% 19.4%
Net profit 259 537 798 348 500 693 -25.6% 7.3% 15.3%
EPS (HK$) 0.22 0.45 0.68 0.24 0.39 0.54 -9.2% 15.9% 26.1%
Gross Margin 86.94% 88.50% 89.00% 88.21% 88.13% 51.56% -1.27ppt +0.37ppt  +37.44ppt
Operating Margin 10.98% 16.23% 19.29% 13.08% 15.12% 16.89% -2.10ppt +1.11ppt +2.40ppt
Net Margin 6.72% 11.01% 13.20% 9.49% 10.81% 11.97% -2.76ppt +0.20ppt +1.23ppt

Source: Company data, CMBIGM estimates

Figure 3: Valuation on risk-adjusted DCF valuation

DCF Valuation (in HK$ mn) 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E

EBIT 430 791 1,167 1,295 1,425 1,553 1,677 1,794 1,902 1,997
Tax rate 15.1% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
EBIT*(1-tax rate) 365 672 992 1,101 1,211 1,320 1,425 1,525 1,617 1,698
+ D&A 466 531 623 685 747 807 863 915 961 999
- Change in working capital (130) 12 77) (84) (92) (99) (106) (112) (118) (123)
- Capex (850) (850) (950) (500) (500) (500) (500) (500) (500) (500)

FCFF (149) 366 588 1,202 1,366 1,527 1,683 1,828 1,959 2,074

Terminal value 21,641

Terminal growth rate 2.0%

WACC 11.8%

Cost of Equity 15.0%

Cost of Debt 5.0%

Equity Beta 12

Risk Free Rate 3.0%

Market Risk Premium 10.0%

Target Debt to Asset ratio 30.0%

Effective Corporate Tax Rate 15.0%

Terminal value (HK$ mn) 7,109

Total PV (HK$ mn) 12,949

Net debt (HK$ mn) 191

Minority interest (HK$ mn) 539

Equity value (HK$ mn) 12,219

# of shares (mn) 1,181

Price per share (HK$ per share) 10.34
Source: CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Financial Summary

INCOME STATEMENT 2020A 2021A 2024E 2025E
YE 31 Mar (HK$ mn)

Revenue 1,949 2,080 2,920 3,845 4,874 6,048
Cost of goods sold (216) (235) (350) (502) (561) (665)
Gross profit 1,733 1,845 2,570 3,343 4,314 5,382
Operating expenses (1,354) (1,561) (2,199) (2,921) (3,522) (4,216)
Selling expense (124) (109) (139) (185) (210) (242)
Staff costs (837) (1,029) (1,384) (1,934) (2,291) (2,721)
Other rental related expenses (43) (48) (61) (79) 97) (121)
Others (350) (375) (614) (723) (925) (1,131)
Operating profit 378 285 371 422 791 1,167
Share of (losses)/profits of associates/JV 0 5 (1) 8 0 0
Net Interest income/(expense) (18) (24) (49) (43) (22) (21)
Pre-tax profit 361 266 321 387 770 1,146
Income tax (50) (40) (51) (59) (115) 172)
After tax profit 310 226 271 328 654 974
Minority interest 24 33 73 70 118 175
Net profit 287 193 198 259 537 798
Gross dividends 227 172 170 207 402 599
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Mar (HK$ mn)

Current assets 1,052 1,415 1,516 1,950 2,067 2,256
Cash & equivalents 520 931 870 1,213 1,220 1,286
Account receivables 79 179 155 199 226 247
Inventories 60 40 101 101 113 134
Prepayment 189 191 215 263 334 414
Financial assets at FVTPL 111 3 2 2 2 2
Other current assets 93 71 172 172 172 172
Non-current assets 1,503 2,376 3,345 3,694 3,950 4,182
PP&E 725 792 1,193 1,315 1,423 1,504
Intangibles 115 512 692 649 587 492
Goodwill 155 477 709 709 709 709
Other non-current assets 507 595 751 1,021 1,231 1,477
Total assets 2,555 3,790 4,861 5,644 6,017 6,438
Current liabilities 1,069 1,317 1,363 1,325 1,446 1,492
Short-term borrowings 262 287 0 0 0 0
Account payables 159 215 315 277 398 444
Other current liabilities 488 607 730 730 730 730
Lease liabilities 161 207 319 319 319 319
Non-current liabilities 316 842 1,147 1,847 1,847 1,847
Convertible bonds 0 240 236 236 236 236
Obligations under finance leases 297 295 387 387 387 387
Other non-current liabilities 20 308 524 1,224 1,224 1,224
Total liabilities 1,386 2,160 2,510 3,172 3,293 3,339
Share capital 0 0 0 0 0 0
Capital surplus 1,003 1,269 1,881 1,933 2,067 2,267
Total shareholders equity 1,003 1,269 1,881 1,933 2,067 2,267
Minority interest 167 362 469 539 657 832
Total equity and liabilities 2,555 3,790 4,861 5,644 6,017 6,438

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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CASH FLOW 2021A 2022A 2023E 2024E 2025E
YE 31 Mar (HK$ mn)

Operating

Profit before taxation 361 266 321 387 770 1,146
Depreciation & amortization 246 310 432 559 643 768
Tax paid (65) (54) (67) (59) (115) 172)
Change in working capital 14 80 (135) (130) 12 77)
Others 21 19 57 35 21 21
Net cash from operations 576 621 608 793 1,331 1,686
Investing

Capital expenditure (70) (136) (260) (550) (650) (750)
Acquisition of subsidiaries/ investments (112) (353) (347) (300) (200) (200)
il:l:\aﬂt3 Sptrr(:;i?gs from disposal of short-term 499 108 0 0 0 0
Others (0) 12 36 (50) (50) (50)
Net cash from investing 316 (369) (571) (900) (900) (1,000)
Financing

Dividend paid (352) (130) (322) (207) (402) (599)
Net borrowings 145 609 0 700 0 0
Proceeds from share issues 3 107 530 0 0 0
Others (536) (429) (308) 43) (21) (21)
Net cash from financing (739) 157 (100) 450 (424) (620)
Net change in cash

Cash at the beginning of the year 367 520 931 870 1,213 1,220
Exchange difference 0 2 2 0 0 0
Cash at the end of the year 520 931 870 1,213 1,220 1,286
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Mar

Revenue 5.2% 6.8% 40.3% 31.7% 26.8% 24.1%
Gross profit 6.6% 6.5% 39.3% 30.1% 29.0% 24.8%
Operating profit (15.8%) (24.8%) 30.4% 13.8% 87.4% 47.5%
Net profit (20.6%) (32.7%) 2.4% 30.9% 107.5% 48.8%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Mar

Gross profit margin 88.9% 88.7% 88.0% 86.9% 88.5% 89.0%
Operating margin 19.4% 13.7% 12.7% 11.0% 16.2% 19.3%
Return on equity (ROE) 28.0% 17.0% 12.5% 13.6% 26.8% 36.8%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Mar

Net debt to equity (x) 0.2 (0.1) (0.1) 0.1 0.1 0.1
Current ratio (x) 1.0 11 11 15 14 15
Receivable turnover days 17.2 22.6 20.9 18.9 16.9 14.9
Inventory turnover days 94.5 76.9 73.4 73.4 73.4 73.4
Payable turnover days 48.7 63.9 63.6 64.0 64.0 64.0
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Mar

P/E 18.9 26.8 63.4 23.8 115 7.7
P/E (diluted) 18.9 26.9 64.6 23.8 115 7.7
P/B 5.4 4.1 6.7 3.2 3.0 2.7
PICFPS 9.4 8.3 20.6 7.8 4.6 3.6
Div yield (%) 4.2 3.3 1.4 34 6.5 9.7

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst in
this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the
report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
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liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other
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Additional information on recommended securities is available upon request.
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