20 Nov 2020

CMB International Securities | Equity Research | Company Update

Jinxin Fertility (1951 HK)

Enhancing leading position by strong organic growth
and efficient M&As

We have positive takeaways from Jinxin Fertility’s investor open day. Company’s
existing network hospitals delivered solid performance amid the very challenging
environment during COVID-19 pandemic. Maintain BUY and lift TP to HK$15.51.

B HRC achieved phenomenal local cycle growth amid COVID-19 pandemic.
HRC Management has a total of 14 physicians and each physician has a
capacity of 700 cycles per year. HRC recovered much faster than its local
competitors as of Jun 2020. Despite the COVID-19 pandemic, HRC’s local
cycles continued to increase MoM from June and reached a historical high in
Oct. With the increasing supply of COVID-19 vaccines over the course of
2021E, we believe the pandemic will be controlled. HRC's international cycles
(majority of international patients are from mainland China) should have a
significant recovery in 2021E. Moreover, HRC is expanding its footprint
through acquisition. HRC is working on several acquisitions with combined
cycles ranging from 500 to 600 per year.

W Efficient ramp-up of new hospitals in Wuhan and Laos. The Company
recently hired Dr. Yang Jing (# %) who is a very renowned IVF expert to join
Wuhan Jinxin Hospital. Thanks to Dr. Yang’s reputation, we expect Wuhan
Jinxin Hospital to deliver 1,000 IVF cycles in 2021E and 2,000 cycles in 2022E.
The Company assigned Dr. Geng (3km ), the current head of quality control
of Jinxin Fertilty, to lead its Loas hospital, which will have a capacity of 3,000
cycles per year. It will ramp up fast after the opening of travel between
mainland China and Laos given successful promotion activities.

® M&A will become a sustainable growth driver. Historically, through M&A,
Jinxin has expanded its footprint from Chengdu city to Shenzhen city, the US,
Laos and Wuhan city. Benefiting from the Company’s excellent operation
experiences, strong technical know-how, good brand awareness and sufficient
cash on hand, we believe the Company will continue to expand its geographic
network through M&A. Management targets to complete one to two acquisition
deals per year, in order to provide sustainable growth driver for Jinxin. In
addition, we also expect the Company to expand its operating capacity in
Shenzhen to further enhance its leading position in Guangdong market.

B Lift TP to HK$15.51. To factor in fast ramp-up of Wuhan hospital and potential
faster-than-expected recovery of HRC, we lifted our DCF-based TP from

HK$13.80 from HK$15.51 (WACC: 10.2%, terminal growth rate: 3%). Catalyst:

Acquisitions of quality assets; Risk: Impact from COVID-19 pandemic.

Earnings Summar
(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 922 1,648 1,481 2,112 2,727
YoY growth (%) 39 79 -10 43 29
Net profit (RMB mn) 167 410 345 558 768
EPS (RMB) N/A 0.19 0.14 0.23 0.32
YoY growth (%) N/A N/A -24 62 38
Consensus EPS (RMB) N/A N/A 0.18 0.25 0.31
P/E (x) N/A 59.4 7.7 48.0 34.9
P/B (x) N/A 3.2 3.4 3.2 3.0
Yield (%) N/A 0.62 0.26 0.42 0.57
ROE (%) 3.7 6.7 4.5 6.9 8.8
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Mkt. Cap. (HK$ mn) 32,069
Avg. 3mths t/o (HK$ mn) 122.26
52W High/Low (HK$) 14.68/ 7.12
Total Issued Shares (mn) 2,430

Source: Bloomberg

Shareholding Structure

Management 26.02%
Warburg Pincus 18.36%
HRC Physician 14.82%
Other institutional investors 22.58%
Employee holdings 1.35%
Public shareholders 16.87%

Source: HKEX, Bloomberg

Share performance
Absolute Relative

1-mth 27.5% 18.7%
3-mth 19.4% 14.1%
6-mth 14.5% 6.0%

Source: Bloomberg
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Auditor: Deloitte
Web-site: www.jxr-fertility.com

Related reports:

1. Long-term growth outlook intact — 2
Sep 2020

2. First domestic acquisition deal
since IPO; Big step in domestic
expansion — 2 Jul 2020

3. Business expansion in Laos — 5
Mar 2020

4. Business intact from the new
Coronavirus outbreak — 30 Jan
2020
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Figure 1. Earnings revision

New old Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 1,481 2,112 2,727 1,481 2,096 2,600 0% 1% 5%
Gross Profit 643 992 1,336 643 985 1,248 0% 1% 7%
Operating Profit 444 716 986 444 711 917 0% 1% 8%
Net profit 345 558 768 345 554 714 0% 1% 8%
EPS (RMB cents) 14 23 32 14 23 29 0% 1% 8%
Gross Margin 43.46% 47.00% 49.00% 43.46% 47.00% 48.00% | 0.00ppt  0.00ppt  +1.00 ppt
Operating Margin 30.01% 33.92% 36.17% 30.01% 33.93% 35.26% | 0.00ppt  -0.02ppt  +0.91 ppt
Net Margin 23.30% 26.42% 28.17% 23.30% 26.43% 27.47% | 0.00ppt  -0.0lppt  +0.71 ppt

Source: Company, CMBIS estimates

Figure 2. CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 1,481 2,112 2,727 1,643 2,063 2,464 -10% 2% 11%
Gross Profit 643 992 1,336 802 1,034 1,266 -20% -4% 6%
Operating Profit 444 716 986 538 716 917 -17% 0% 8%
Net profit 345 558 768 448 588 733 -23% -5% 5%
EPS (RMB cents) 14 23 32 18 25 31 -22% -8% 2%
Gross Margin 43.46% 47.00% 49.00% 48.80% 50.14% 51.39% -5.34 ppt -3.14 ppt -2.39 ppt
Operating Margin 30.01% 33.92% 36.17% 32.77% 34.72% 37.20% -2.76 ppt -0.80 ppt -1.04 ppt
Net Margin 23.30% 26.42% 28.17% 27.28% 28.52% 29.76% -3.98 ppt -2.11 ppt -1.59 ppt

Source: Company, CMBIS estimates

Figure 3: Risk-adjusted DCF valuation

DCF Valuation (in Rmb mn) 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
EBIT 673 932 1,137 1,381 1,672 2,014 2,417 2,888 3,437 4,073
Tax rate 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%
EBIT*(1-tax rate) 538 746 910 1,105 1,337 1,611 1,934 2,311 2,750 3,259
+ D&A 123 128 156 190 230 277 332 397 472 559
- Change in working capital 25 24 29 36 43 52 62 74 88 105
- Capx (120) (100) (80) (80) (80) (80) (80) (80) (80) (80)

FCFF 566 798 1,015 1,250 1,530 1,860 2,248 2,702 3,230 3,843
Terminal value 54,897
Terminal value 20,765

Total PV 30,700

Netdebt — (3236)

Minority interest 140

Equity value 33,796

# of shares (mn) 2,430

Price per share (in Rmb) 13.91

Price per share (in HK$) 15.51

Terminal growth rate 3.0%

WACC 10.2%

Cost of Equity 13.0%

Cost of Debt 5.0%

Equity Beta 1.0

Risk Free Rate 3.0%

Market Risk Premium 10.0%

Target Debt to Asset ratio 30.0%

Effective Corporate Tax Rate 26.0%

Source: CMBIS estimates

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

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 922 1,648 1,481 2,112 2,727 Profit before tax 277 548 444 716 986
ARS 801 932 1068 1487 1972 Depreciation for plant 29 66 75 80 85
and equipment
Management 90 648 346 555 684 Change in working 82 74)  (170) 25 24
service fee capital
Ancillary medical 31 68 66 69 72 Others 4 38 @) (10) @1)
services
Cost of sales (509) (832) (838)  (1,119)  (1,391) Tax paid (35) (126) (90) (143) (197)
Gross profit 413 817 643 992 1,336 Net cash from 356 453 257 668 877
operating activities
Other income 22 63 62 70 81 Capex (21) (277) (240) (120) (100)
Acquisition of
Other expenses 4) 2) 0 0 0 subsidiaries 0 0 0 0 0
Other losses 1) 28 0 0 0 Other investing (367)  (2,429) (275) 53 64
activities
Net cash from
R&D expenses (12) (13) (10) (14) (18) investing activities (388) (2,706) (515) (67) (36)
Administrative
expenses (103) (211) (201) (264) (327)
. Net proceeds from
Listing expenses (38) (63) 0 0 0 shares issued 1,129 2,934 0 0 0
Finance cost 0 9) 9) 9) 9) Bank borrowing 0 0 0 0 0
Profit before tax 277 548 444 716 986 ﬁ;’r‘g’;zce from related 104 30 0 0 0
Income tax expense (64) (127) (90) (143) (197) Other financing activities (466) (1,317) (152) (69) (112)
) Net cash from
Total net profit 212 421 354 573 789 financing activities 767 1647 (152) 69) (@12
Minority Interests (46) (11) 9) (15) (21)
Profit attributable to 167 410 345 558 768 Net change in cash 736 (606) (410) 532 730
shareholders
Cash at the beginning of
the year 449 1,184 580 170 702
Cash at the end of 1,184 580 170 702 1431
the year
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 5,123 5,515 5,957 5,954 5,926 Sales mix (%)
Plant and equipment 138 857 1,022 1,062 1,077 ARS 86.9 56.5 72.2 70.4 72.3
) Management
Goodwill 802 809 1,129 1,129 1,129 X 9.7 39.3 23.4 26.3 25.1
service fee
License 401 388 375 362 349 Ancillary medical 3.4 41 45 33 2.6
services
Contractual right to
provide management 1,939 1,963 1,963 1,963 1,963 Total 100 100 100 100 100
services
Trademarks 1,292 1,305 1,305 1,305 1,305
Others 550 103 163 133 103 (F;/'O‘)’f't & loss ratios
Gross margin 45 50 43 a7 49
Current assets 1,436 3,426 2,982 3,527 4,270 EBITDA margin 34 38 36 38 39
Inventories 17 26 25 34 42 Pre-tax margin 30 33 30 34 36
Accounts and other 77 46 12 17 22 Net margin 18 25 23 26 28
receivables
Amounts due from 71 50 50 50 50 Effective tax rate 23 23 20 20 20
related parties
Bark balances and 1,184 580 170 702 1431
Others 87 2,725 2,725 2,725 2,725 Balance sheet ratios
Current ratio (x) 1 13 13 14
Current liabilities 1,377 436 231 270 307 Trade receivables 4 3 3 3
turnover days
Accounts and other 301 320 115 153 191 Trade payables 103 50 50 50 50
payables turnover days
Capital contribution 0 0 0 0 0 Net debt to total equity Net Net Net Net Net
deposits ratio (%) cash cash cash cash cash
Amounts due to 917 41 41 41 41
related parties
Tax payables 69 46 46 46 46 Returns (%)
ROE 3.7 6.7 4.5 6.9 8.8
Non-current
liabilities 682 863 863 863 863 ROA 25 53 3.9 6.1 7.8
Deferred rent 5 0 0 0 0
Deferred tax liabilities 677 709 709 709 709 Per share value
EPS (RMB) N/A 0.19 0.14 0.23 0.32
Total net assets 4,500 7,642 7,845 8,349 9,027 DPS (RMB) N/A 0.07 0.03 0.05 0.06
Minority interest 137 116 125 140 161 BVP (RMB) N/A 3.46 3.23 3.44 3.72
Shareholders 4363 7527 7,720 8209 8866
equity
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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.

CMBIS 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 CMBIS

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

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

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. CMBIS
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. CMBIS 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 CMBIS, solely for the purpose of supplying information to the clients of CMBIS
and/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 CMBIS 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.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.
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