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The company does not hold any equities or
derivatives of the listed company mentioned in this
report (“target”), but then we shall provide financial
advisory services subject to the relevant laws and
regulations. Any affiliates of the company may hold
equities of the target, which may exceed 1 percent
of issued shares subject to the relevant laws and
regulations. The company may also provide
investment banking services to the target. The
Company fulfills its duty of disclosure within its
sphere of knowledge. The clients may contact
compliance@swsresearch.com for relevant
disclosure materials or log into
www.swsresearch.com under disclosure column for
further information. The clients shall have a
comprehensive understanding of the disclosure
and disclaimer upon the last page.

Financial summary and valuation

2012 2013 2014E 2015E 2016E
Revenue (RMB million) 135,786.84 166,866.15 202,738.14 246,401.19  299,556.73
YOY (%) 33.16 22.89 21.50 21.54 21.57
Net income (RMB million) 3,080.14 352679 431826  5308.18 6,563.52
YOY (%) 28.20 14.50 22.44 22.92 23.65
EPS (RMB) 0.82 0.89 1.06 1.30 1.61
Diluted EPS (RMB) 0.82 0.89 1.06 1.30 1.61
ROE (%) 13.42 12.33 13.46 14.59 15.71
Debt/asset (%) 71.71 72.87 73.23 73.49 73.65
Dividend Yield (%) 121 1.26 1.63 2.00 2.48
P/E (x) 19.64 18.09 15.23 12.39 10.02
P/B (x) 1.69 1.42 1.29 1.14 0.99
EV/EBITDA (x) 9.66 8.67 7.53 6.62 5.79

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised. P/E is calculated as closing price divided by each year’s EPS.
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Investment Highlights:

Results slightly miss, but growth remains healthy. Sinopharm’s 2013 revenue grew
by 22.2% YoY to Rmb166.9bn while earnings rose by 13.7% to Rmb2.3bn. Net profit
slightly missed our expectation by 5% due to higher-than-expected financing costs.
Excluding one-offs, net profit growth before and after tax reached c.22% and c.25%
respectively, demonstrating healthy growth. A final dividend of Rmb0.26 per share

was declared, representing a 30% payout ratio.

Margins remain stable. Gross margin remained unchanged at 8.0%, confirming our
view of the company’s ability to maintain a stable gross margin, although drug price
cuts may be an issue. However, we are encouraged to see Sinopharm’s higher sales
proportion of domestic drugs (currently c.54%), which carry a higher margin than
foreign drugs and higher direct sales to hospitals (currently c.54%), which also
enjoy higher margins than non-direct sales. In addition, increasing the sales of non-
drugs (currently c.2%) such as vaccines, blood products, high-value medical devices

and consumables also helped stabilise gross margin.

Integration continues to yield results. SG&A decreased to 4.5% of sales (vs 4.6% in
2012), confirming our view that integration continues to yield positive results. After
a few years of aggressive acquisitions, the company focused on integration in 2012.
Major measures include consolidating purchases (ie, facilitate consolidated
purchased, delivery and clearing), consolidating cash management (ie, consolidate
cash use, financing platform, external guarantees and optimise capital efficiency)
and consolidate logistics platform and information systems (ie, build multi-
warehouses nationwide, consolidate back-office information systems). Management
and operations have benefited from these measures and we believe that SG&A will

continue to trend down as a result.

Robust operating cash flow. Operating cash flow grew by 28.2%, beating both sales
and net profit growth. This improvement stems from detailed management of client
accounts, increased bargaining power with suppliers, improved inventory
management, prolonging payment periods and making payments to suppliers with
more notes to reduce the amount of account receivables and cash outflow. We

expect operating cash flow to continue to improve as a result.

Beneficiary of faster industry consolidation. The government has issued a few
industry regulations including “Pharmaceutical Wholesale Enterprise Logistics
Service Capability Assessment Indicators” and “Good Supply Practices for
Pharmaceutical Products”, demonstrating its intention to eliminate small and
inefficient players and accelerate industry consolidation. As China’s largest
pharmaceutical distributor with the only national distribution network, it will

benefit from faster industry consolidation and rapidly expand market share.

Please refer to the last page for important disclosures Page 1
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Currently Sinopharm holds a 16% market share and the top three players account
for 29%. Given that the top three players hold a 95%-plus market share in the US,

we believe Sinopharm still has huge growth potential.

Expansion of hospital pharmacy store trusteeship. Sinopharm is cooperating with
certain hospitals to manage their pharmacy stores. Preliminary results have yielded
benefits for both hospitals and Sinopharm, which has significantly expanded its
distribution coverage to these pharmacy stores. As healthcare reform advances
further, we believe more hospitals are willing to cooperate with leading distributors

such as Sinopharm.

Revising down earnings and target price, maintain Outperform. We revise down our
EPS forecasts from Rmb1.18 to Rmb1.06 for 14E and from Rmb1.47 to Rmb1.30 for
15E to reflect higher financing costs. As such, our target price is revised down from
HK$30.2 to HK$24.6, which implies 19% upside. Valuations remain attractive at
15.3x 14E PE with a 0.7x PE/G vs sector average of 26x 13PE. The stock especially
suits long-term investors who have confidence on China’s fast growing healthcare
industry and Sinopharm’s advantages arising from its leading position in

pharmaceutical distribution industry. Maintain Outperform.

Please refer to the last page for important disclosures Page 2
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Appendix
Consolidated Income Statement
RMB Mn 2012 2013 2014E 2015E 2016E

Revenue 135,787 166,866 202,738 246,401 299,557
Pharmaceutical distribution 128,143 157,864 192,594 234,965 286,658

Retail pharmacy 4,114 4,833 5,558 6,392 7,351

Others 4,245 4,169 4,586 5,044 5,549

Cost of Sales 124,844 153,515 186,588 226,842 275,845
Pharmaceutical distribution 119,506 146,972 179,209 218,518 266,448

Retail pharmacy 3,085 3,625 4,169 4,794 5,513

Others 2,972 2,918 3,210 3,531 3,884

Gross Profit 10,943 13,352 16,151 19,559 23,712
Other Income 219 289 304 296 300
Selling/General/Admi.Expenses 6,298 7,566 9,022 10,718 12,731
EBITDA 5,532 6,846 8,396 10,293 12,600
EBIT 4,644 5,786 7,129 8,840 10,980
Finance Costs 1,272 1,660 2,027 2,464 2,996
Profit before tax 4,863 6,075 7,433 9,136 11,280
Income tax expense 934 1,067 1,290 1,586 1,961
Minority interests 1,106 1,330 1,598 1,964 2,429
Profit for the year 3,080 3,527 4,318 5,308 6,564

Consolidated Cash Flow Statement
RMB Mn 2012 2013 2014E 2015E 2016E

Profit before taxation 4,014 4,594 5,608 6,394 8,524
Plus: Depr.and amortisation 887 1,060 1,267 1,452 1,620
Finance cost 1,272 1,660 2,027 2,464 2,996
Losses from investments 0 0 0 0 0
Change in working capital (5,057) (7,976) (4,470) (6,042) (7,356)
Others 649 1,157 1,238 1,534 2,102
CF from operating activities 4,017 (1,639) 3,091 3,132 3,965
CAPEX 1,500 3,000 2,500 2,500 2,000
Other CF from investing activities (75) (207) (76) (89) (97)
CF from investing activities (2,209) (3,207) (2,576) (2,589) (2,097)
Equity financing 0 0 0 0 0
Net change in liabilities 0 10,059 0 0 0
Dividend and interest paid (1,870) (2,707) (3,323) (4,056) (4,965)
Other CF from financing activities 41 60 80 51 52
CF from financing activities (5,178) 7,412 (3,243) (4,005) (4,913)
Net cash flow (3,369) 2,565 (2,728) (3,462) (3,045)
FCFF 1,041 803 5,136 5,166 5,284
FCFE (231) 9,202 3,109 2,701 2,288

Please refer to the last page for important disclosures Page 3
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Consolidated Balance Sheet

RMB Mn 2012 2013 2014E 2015E 2016E

Current Assets 67,266 89,713 102,078 117,694 137,772
Bank balances and cash 9,802 14,002 11,274 7,811 4,766
Trade and other receivables 41,991 55,966 66,971 81,477 99,053
Inventories 13,865 16,702 20,732 25,205 30,649
Other current assets 0 0 0 0 0
Long-term investment 1,367 1,933 2,004 2,084 2,173
PP&E 5,412 6,311 7,816 9,008 9,578
Intangible and other assets 5,551 5,603 5,504 5,359 5,170

Total Assets 81,127 105,453 119,419 136,271 156,926

Current Liabilities 51,155 70,841 81,689 94,725 110,584
Borrowings 10,948 21,007 21,007 21,007 21,007
Trade and other payables 39,854 49,372 60,190 73,175 88,982
Other current liabilities 16 37 12 13 14
Long-term liabilities 6,432 5,404 6,630 6,730 6,830

Total Liabilities 58,179 76,842 87,769 100,856 116,764

Minority Interests 5,665 6,796 8,394 10,358 12,786

Shareholder Equity 22,949 28,611 31,650 35,416 40,162
Share Capital 2,403 2,568 2,568 2,568 2,568
Reserves 14,881 19,247 22,868 24,669 26,987
Equity attributable 17,284 21,816 25,436 27,238 29,556

Total Liabilities and equity 81,127 105,453 119,030 135,883 156,537

Please refer to the last page for important disclosures Page 4
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Key Financial Ratios
2012 2013 2014E 2015E 2016E

Ratios per share (yuan)

Earnings per share 0.82 0.89 1.06 1.30 1.61
Diluted EPS 0.82 0.89 1.06 1.30 1.61
Operating CF per share 1.67 (0.65) 1.20 1.22 1.54
Dividend per share 0.25 0.41 0.50 0.62 0.77
Net assets per share 9.55 11.34 12.32 13.79 15.64
Key Operating Ratios(%)

ROIC 15.43 14.25 14.54 15.59 16.76
ROE 13.42 12.33 13.64 14.99 16.34
Gross profit margin 8.06 8.00 7.97 7.94 7.92
EBITDA Margin 4.07 4.10 4.14 4.18 4.21
EBIT Margin 3.42 3.47 3.52 3.59 3.67
Growth rate of Revenue(YoY) 32.83 22.89 21.50 21.54 21.57
Growth rate of Profit(YoY) 28.20 14.50 22.44 22.92 23.65
Debt-to-asset ratio 71.71 72.87 73.50 74.01 74.41
Turnover rate of net assets 5.92 5.83 6.49 7.03 7.53
Turnover rate of total assets 1.67 1.58 1.70 1.81 191
Effective tax rate (%) 2410 23.22 23.00 23.00 23.00
Dividend yield (%) 1.21 2.00 2.44 3.00 3.70
Valuation Ratios (X)

P/E 19.69 18.1 15.3 12.4 10.0
P/B 1.69 1.4 1.3 1.2 1.0
EV/Sale 0.39 0.36 0.31 0.28 0.25
EV/EBITDA 9.68 8.69 7.60 6.73 5.93

Source: SWS Research

Please refer to the last page for important disclosures Page 5
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Information Disclosure :

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate
serves as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed
or any third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company
or the group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market
making activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of
the Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a qualified securities investment consulting institute approved by China Securities Regulatory Commission with the code number ZX0065.
Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant
disclosure materials or log into www.swsresearch.com for the analysts' qualifications > the arrangement of the quiet period and the affiliates’
shareholdings.

Introduction of Share Investment Rating

Security Investment Rating -

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Buy : with a markup more than 20% better than that of the market :

Outperform : With a markup 5% to 20% better than that of the market ;

Neutral : with a markup less than 5% better or worse than that of the market ;

Underperform : with a markup more than 5% worse than that of the market.

Sell: with a markup more than 20% worse than that of the market.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight : Industry performs better than that of the whole market ;

Equal weight : Industry performs about the same as that of the whole market ;

Underweight : Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer :

This report is to be used solely by the clients of SWS Research Co., Ltd. (hereinafter referred to as the “Company”). The Company will not deem any other
person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for
the sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up
explanations if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.

Please refer to the last page for important disclosures Page 6
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The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this
report. Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior
authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by
any means, or be used in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein
are trademarks, service marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the
Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and
Futures Ordinance (Chapter 571 of the laws of Hong Kong) (the “SF0”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the
laws of the Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling
within Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as
“Relevant Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this
document or any of its contents.

Disclaimer

This report was prepared, approved, published and distributed by the SWS Research Co., Ltd located outside of the United States (a “non-US Group Company”). This report is
distributed in the U.S. by Enclave Capital LLC, a U.S. registered broker dealer, on behalf of SWS Research Co., Ltd only to major U.S. institutional investors (as defined in Rule 15a-
6 under the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S. customer in the securities
described in this report must be effected through Enclave Capital LLC (19 West 44th Street, suite 1700, New York, NY 10036).

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the Financial Industry Regulatory Authority, Inc. (“FINRA”) or
other regulatory requirements pertaining to research reports or research analysts. No non-US Group Company is registered as a broker-dealer under the Exchange Act or is a
member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.

The information has been compiled or arrived from sources believed to be reliable and in good faith, but no representation or warranty, express or implied is made as to their
accuracy, completeness or correctness. SWS Research Co., Ltd has not verified the factual accuracy, assumptions, calculations or completeness of the information. Accordingly,
SWS Research Co., Ltd accepts no liability whatsoever for any direct or consequential loss or damage arising from (i) the use of this communication (ii) reliance of any
information contained herein, (iii) any error, omission or inaccuracy in any such Information or (iv) any action resulting there from. SWS Research Co., Ltd provides the
information for the purpose of the intended recipient’s analysis and review. Accordingly you are advised to verify the factual accuracy, assumptions, calculations or
completeness of the information.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual analyses, that (1) the views expressed in this report reflect
his or her personal views about all of the subject companies and securities and (2) no part of his or her compensation was, is or will be directly or indirectly dependent on the
specific recommendations or views expressed in this report.

Important US Regulatory Disclosures on Subject Companies

This material was produced by SWS Research Co., Ltd solely for information purposes and for the use of the recipient. It is not to be reproduced under any circumstances and is
not to be copied or made available to any person other than the recipient. It is distributed in the United States of America by Enclave Capital LLC and elsewhere in the world by
SWS Research Co., Ltd or an authorized affiliate of SWS Research Co., Ltd This document does not constitute an offer of, or an invitation by or on behalf of SWS Research Co., Ltd
or its affiliates or any other company to any person, to buy or sell any security. The information contained herein has been obtained from published information and other
sources, which SWS Research Co., Ltd or its Affiliates consider to be reliable. None of SWS Research Co., Ltd Limited accepts any liability or responsibility whatsoever for the
accuracy or completeness of any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this
document. Emerging securities markets may be subject to risks significantly higher than more established markets. In particular, the political and economic environment,
company practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may also be limited due to significantly lower
information = quantity = and  quality. By  accepting this document, you agree to be bound by all the foregoing provisions.
1. SWS Research Co., Ltd or its Affiliates have not recently been the beneficial owners of 1% or more of the securities mentioned in this report.
2. SWS Research Co. Ltd or its Affiliates have not managed or co-managed a public offering of the securities mentioned in the report in the past 12 months.
3. SWS Research Co., Ltd Limited or its Affiliates have not received compensation for investment banking services from the issuer of these securities in the past 12 months and
do not expect to receive compensation for investment banking services from the issuer of these securities within the next three months.
4. However, one or more person of SWS Research Co., Ltd or its affiliates may, from time to time, have a long or short position in any of the securities mentioned herein and
may buy or sell those securities or options thereon  either on  their own account or on  behalf of their clients.
5. As of the publication of this report Enclave Capital LLC, does not make a market in the subject securities.
6. SWS Research Co,, Ltd or its Affiliates may, to the extent permitted by law, act upon or use the above material or the conclusions stated above or the research or analysis on
which they are based before the material is published to recipients and from time to time provide investment banking, investment management or other services for or solicit to
seek to obtain investment banking, or other securities business from, any entity referred to in this report.
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