9 Apr 2024

CMB International Global Markets | Equity Research | Company Update

Yunkang Group (2325 HK)

Back to normal growth

Yunkang Group reported 2023 revenue of RMB891.5mn, down by 76.3% YoY,
primarily due to the sharp decline of diagnostic testing demand for COVID-19
in China. The blended gross margin improved to 36.5% in 2023 (+1.7 ppts),
mainly due to enhanced operation efficiency and effective cost control. The
selling expense rate increased to 16.9% (+8.6 ppts) since the proportion of non-
COVID bhusiness increased substantially which required more marketing
activities than COVID business. The administrative expense rate climbed to
21.5% (+11.2 ppts). Moreover, Yunkang Group recorded impairment losses on
financial assets of RMB104.6mn, which were mainly provisions for trade
receivables. As a result, Yunkang Group recorded a net loss of RMB101.9mn
in 2023.

Solid growth of non-COVID business. In 2023, Yunkang Group’s
revenue decreased by 76.3% YoY to RMB891.5mn; while the Company’s
non-COVID business increased by 26.9% YoY. We estimated that the
proportion of revenue generated from COVID business has declined from
approximately 80% in 2022 to approximately 1% in 2023. Therefore, we
think the revenue will resume normal growth in 2024E driven by the solid
performance of its core business such as pathology diagnosis, infectious
diseases testing, genetic diseases diagnosis and routine testing, etc.

Diagnostic testing services for medical institution alliances became
the largest business segment. As of 31 Dec 2023, Yunkang Group has
established 416 jointly constructed on-site diagnostic centers (vs. 398 at
the end-2022), serving over 1,500 medical institutions. Thanks to the
continuous expansion of medical institution alliance network, diagnostic
testing services for medical institution alliances became the largest
business segment of Yunkang Group in 2023, accounting for 48.3% of the
Company’s total revenue (vs. 44.7% in 2022).

Remaining RMB1.2bn trade receivables with an aging period of 1 to 2
years. In 2023, Yunkang Group recognized an impairment loss on trade
receivables of RMB337.6mn. As of 31 Dec 2023, Yunkang Group’s trade
receivables with an aging of one to two years/ over two years amounted to
RMB1,194.5mn/ RMB123.1mn, respectively, which accounted for 64.5%/
6.7% of the total trade receivables. Yunkang Group established a
specialized credit control team to mitigate the risks of trade receivables.

Maintain BUY. Considering the decreased COVID business, we lowered
our estimates on the Company’s revenue to RMB981mn/1,098mn in
2024E/25E. We estimated that revenue from diagnostic testing services for
medical institution alliances will increase by 13%/ 15% YoY in 2024E/25E
while revenue from diagnostic outsourcing services will grow by 8%/ 10%
YoY in 2024E/25E. We revised our DCF-based target price to HK$13.78
(WACC: 10.0%, terminal growth rate: 3.0%).

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Revenue (RMB mn) 3,756 892 981 1,098 1,252
YoY growth (%) 121.4 (76.3) 10.0 12.0 14.0
Net profit (RMB mn) 377 (102) (45) 23 69
YoY growth (%) (1.0) na na na 203.0
EPS (Reported) (RMB cents) 65.64 (16.73) (7.26) 3.68 11.15
YoY growth (%) (14.2) na na na 203.0
P/E (x) 15.6 na na 278.2 91.8
Net gearing (%) (5.8) (11.3) (9.5) (26.0) (36.5)

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: Earnings revision

New Old Diff (%)
RMB mn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 981 1,098 1,252 1,311 1,702 2,197 -25.2% -35.5% -43.0%
Gross profit 373 428 501 538 681 868 -30.7% -37.1% -42.3%
Operating profit -53 27 82 160 204 268 NA -86.8% -69.5%
Net profit -45 23 69 136 174 227 NA -86.8% -69.5%
EPS (RMB) -0.07 0.04 0.11 0.22 0.28 0.37 NA -86.8% -69.5%
Gross margin 38.00% 39.00% 40.00% 41.00% 40.00% 39.50% -3.00 ppt -1.00 ppt +0.50 ppt
Operating margin NA 2.45% 6.51% 12.22% 12.01% 12.18% NA -9.56 ppt -5.67 ppt
Net Margin NA 2.08% 5.53% 10.39% 10.21% 10.35% NA -8.12 ppt -4.82 ppt

Source: Company data, CMBIGM estimates

Figure 2: Risk-adjusted DCF valuation

DCF Valuation (in RMB mn) 2025E 2026E 2027E 2028E 2029E 2030E 2031E  2032E
EBIT 3 80 132 178 240 321 427 564 739
Tax rate 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
EBIT*(1-tax rate) 2 68 112 151 204 273 363 479 628
+ D&A 149 137 127 121 151 187 230 281 340
- Change in working capital (35) 331 188 54 67 83 102 125 151
- Capex (150) (100) (100) (100) -125 -155 -191 -233 -281

FCFF -34 435 328 226 297 389 505 653 838
Terminal value 12,391
Terminal growth rate 3.0%
WACC 10.0%
Cost of Equity 13.5%
Cost of Debt 4.0%
Equity Beta 1.0
Risk Free Rate 3.0%
Market Risk Premium 10.5%
Target Debt to Asset ratio 35.0%
Effective Corporate Tax Rate 15.0%
Terminal value (RMB mn) 5,270
Total PV (RMB mn) 7,326
Net debt (RMB mn) -260
Minority interest (RMB mn) 8
Equity value (RMB mn) 7,578
# of shares (mn) 611
Price per share (HK$) 13.78
Source: CMBIGM estimates
Figure 3: Sensitivity analysis
WACC
9.0% 9.5% 10.0% 10.5% 11.0%
4.0% 19.13 17.14 15.49 14.11 12.93
3.5% 17.72 16.01 14.57 13.34 12.29
Terminal growth rate 3.0% 16.54 15.05 13.78 12.68 11.73
2.5% 15.55 14.23 13.09 12.10 11.24
2.0% 14.70 13.52 12.49 11.60 10.80
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Revenue 1,697 3,756 892 981 1,098 1,252
Cost of goods sold (798) (2,448) (566) (608) (670) (751)
Gross profit 899 1,308 326 373 428 501
Operating expenses (448) (864) (413) (426) (401) (419)
Selling expense (273) (312) (151) (186) (187) (188)
Admin expense (152) (387) (192) (157) (165) (184)
Others (23) (166) (70) (82) (50) (47)
Pre-tax profit 451 443 87) (53) 27 82
Income tax (79) (69) (15) 8 4) (12)
Others 9 0 0 0 0 0
Minority interest 1 3) 0 0 0 0
Attributable net profit 381 377 (102) (45) 23 69
BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Current assets 1,743 4,168 3,838 3,601 3,563 3,533
Cash & equivalents 801 788 1,244 1,100 1,478 1,636
Account receivables 825 2,432 1,516 1,343 903 686
Inventories 42 41 18 30 32 34
Prepayment 44 119 29 81 91 103
Financial assets at FVTPL 0 643 627 641 655 668
Other current assets 31 146 405 405 405 405
Non-current assets 712 739 694 657 612 577
PP&E 485 421 397 401 367 342
Deferred income tax 36 54 52 52 52 52
Investment in JVs & assos 0 0 0 0 0 0
Intangibles 6 4 3 3 2 1
Financial assets at FVTPL 58 160 162 162 162 162
Other non-current assets 127 100 79 39 29 19
Total assets 2,455 4,907 4,532 4,258 4,175 4,110
Current liabilities 871 1,979 2,189 1,946 1,847 1,734
Short-term borrowings 208 364 1,154 1,054 1,054 954
Account payables 557 1,492 975 833 734 721
Tax payable 72 85 43 43 43 43
Other current liabilities 34 38 16 16 16 16
Non-current liabilities 133 388 224 224 224 224
Long-term borrowings 82 328 194 194 194 194
Obligations under finance leases 44 58 26 26 26 26
Deferred income 0 0 0 0 0 0
Other non-current liabilities 6 2 4 4 4 4
Total liabilities 1,004 2,367 2,412 2,170 2,071 1,957
Share capital 21 743 621 621 621 621
Other reserves 955 937 930 930 930 930
Retained earnings 475 853 750 718 734 783
Total shareholders equity 1,452 2,532 2,301 2,269 2,285 2,334
Minority interest 0) 7 8 8 8 8
Total equity and liabilities 2,455 4,907 4,721 4,446 4,364 4,299
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CASH FLOW 2021A 2022A 2023E 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 451 443 (87) (53) 27 82
Depreciation & amortization 52 153 145 146 134 125
Change in working capital (133) (893) 252 (35) 331 188
Others 1) 433 123 112 67 56
Net cash from operations 369 137 434 169 559 451
Investing

Capital expenditure (223) (317) (200) (150) (100) (100)
Acquisition of subsidiaries/ investments 0 0 0 0 0 0
Net proceeds from disposal of short-term

investments 174 (733) (10) (10) (10) (10)
Others 359 (203) 48 ) 2) 2)
Net cash from investing 311 (1,254) (162) (162) (112) (112)
Financing

Dividend paid 0 (48) (11) 14 ) (21)
Net borrowings (181) 401 300 (100) 0 (100)
Proceeds from share issues (6) 0 0 0 0 0
Others (28) 749 (96) (65) (62) (60)
Net cash from financing (215) 1,102 193 (151) (69) (181)
Net change in cash

Cash at the beginning of the year 336 801 788 1,244 1,100 1,478
Exchange difference 0 1 0 0 0 0
Cash at the end of the year 801 788 1,252 1,100 1,478 1,636
GROWTH 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Revenue 41.4% 121.4% (76.3%) 10.0% 12.0% 14.0%
Gross profit 37.1% 45.4% (75.1%) 14.4% 15.0% 17.0%
Net profit 46.8% (2.1%) na na na 203.0%
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Gross profit margin 53.0% 34.8% 36.5% 38.0% 39.0% 40.0%
Return on equity (ROE) 30.6% 18.8% (4.2%) (2.0%) 1.0% 3.0%
GEARING/LIQUIDITY/ACTIVITIES 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Net debt to equity (x) (0.3) (0.1) (0.1) (0.1) (0.3) 0.4)
Current ratio (x) 2.0 2.1 1.8 1.9 1.9 2.0
Receivable turnover days 141 158 808 500 300 200
Inventory turnover days 15 6 19 18 17 16
Payable turnover days 203 153 796 500 400 350
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/E 134 15.6 na na 278.2 91.8

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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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
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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
securities or enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
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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