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Kindly Medical Instruments (1501 HK)

Establishing an integrated cardio-cerebrovascular medical

device platform Target Price HK$39.5
Up/Downside +27.2%
B China coronary intervention device and PCI supporting device market Current Price HK$31.05
to grow at 12.9% and 13.3% CAGR in 2018-23E, respectively, driven by
rising incidence of acute myocardial infarction (AMI) and increasing PCI China Healthcare Sector
penetration. According to Frost & Sullivan (F&S), the number of China’s PCI
procedures reached 0.9mn in 2018 and will grow at a 14% CAGR in 2018- Amy Ge
23E. F&S estimates that international brands dominated China’s coronary gﬁz):éilmizim »
intervention device/PCl supporting device market with 89%/87% market v B
share, respectively, in 2018. We expect domestic brands to gain market share Jill Wu, CFA
thanks to competitive pricing and improving technology. Kindly Medical (852) 3900 0842
ranked second in China coronary interventional device market with 1.8% Jilvu@cmbi.com.hk
market share and first in China PCI supporting device market with 3.1%
market share in 2018 among domestic players. Mkt. Cap. (HK$ mn) 5,154
n E_stablishin_g an integrated ca}rdio—cerebrovascular. devicg platform. é;’g\', ﬁgﬁg\?f(ﬂﬁ)mn) 35.10/25%2
Kindly Medical's product portfolio covers the supporting devices for the Total Issued Shares (mn) 46
entire procedure of a PCI surgery, such as inflation device, introducer set, Sgues [E el
angiography guide wire, pressure bandage, etc. It recorded 38% sales Shareholding Structure
CAGR and 31% net profit CAGR in 2016-18. Kindly Medical has expanded KDL (603987 CH) 25.82%
its product portfolio into the interventional devices of cardiovascular, :\licr;gbo guaigehTaisrl]i " éi;ng
H H H H naepenaent sharenolders o (1}
neurovascular, digestive tract and gynaecological diseases and had ;6 Hoshare free float 27 710%
products under development as at 16 Sep 2019. Key blockbusters in Source:HKEX, Bloomberg
pipeline include embolectomy catheter, biodegradable sinus/ biliary stents
and aortic intervention valves, which all enjoy moderate competition and we Share performance .
. Absolute Relative
expect to launch in 2022-24E. 1-mth 1.8% 9%
B Revenue/ Net profit expected to show 41.3%/ 49.5% CAGR in FY18-21E. 22:2 wﬁ :;ﬁ
We expect total revenue to grow 48%/ 42%/ 45% YoY to RMB289mn/ 418mn/ Source: Bloomberg
573mn in FY19/20/21E, respectively, mainly driven by strong existing _
products and new product launches. We expect net profit to grow 61%/ 56%/ 1$£;h price performance
33% YoY to RMB94mn/ 146mn/ 194mn in FY19/20/21E, respectively, and Q —_1501HK —— HSI (rebased)
attributable net profit margin will improve to 32%/ 35%/ 34% in FY19/20/21E, 35
respectively, due to the upcoming launches of high-margin products and 30
additional interest income. 25
B Initiate BUY with TP of HK$39.5. Given Kindly Medical’s strong cash flow iz
and rich pipeline products, we use DCF to do derive our TP of HK$39.5 based o
on 8-year DCF model (WACC: 10.42%, terminal growth rate: 3%). Nov-19
B Catalyst: better than expected earnings; Risk: delay in product launch. Source: Bloomberg
Earnings Summar
YE 31 Dec EY17A EY18A FY19E FY20E FY21E Auditor: KPMG
Revenue (RMB mn) 138 203 289 418 573 Web-site: www.kdl-int.com
YoY growth (%) 29 48 42 45 37
Net profit (RMB mn) 41 58 94 146 194
EPS (RMB) N/A N/A 0.56 0.88 1.17
YoY growth (%) N/A N/A N/A 56 33
P/E (x) N/A N/A 49 31 24
P/B (x) N/A N/A 4 4 3
Yield (%) 3 0 1 1 1
ROE (%) 23 20 1 1 14
Net gearing (%) Net cash Net cash Net cash Net cash Net cash
Source: Company data, CMBIS estimates
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Investment Thesis

Shanghai Kindly Medical Instruments (Kindly Medical) is a leading cardiovascular interventional device
manufacturer in China. According to Frost & Sullivan (F&S), among domestic players, the Company
ranked second in China coronary interventional device market and the first in China Percutaneous
Coronary Intervention (PCI) supporting device market in 2018. Thanks to launch of new products and
market share gain, Kindly Medical recorded 38% sales CAGR between 2016-18 and realized 31% net
profit CAGR during the same period.

China coronary intervention device/ PCl supporting device market to show 12.9%
and 13.3% CAGR in 2018-23E, driven by rising incidence of acute myocardial
infarction (AMI) and increasing PCI penetration

According to F&S, China’s volume of PCI procedures reached 0.9mn in 2018 and may further grow at
a 14% CAGR to 1.8mnin 2023E, due to 1) increasing incidence of acute myocardial infarction resulted
from aging population, and 2) increasing penetration of PCI procedures. China’s coronary intervention
device market reached RMB5.2bn in 2018 and may grow at 12.9% CAGR in 2018-23E and China PCI
supporting device market was RMB3.0bn in 2018 and may deliver 13.3% CAGR in 2018-23E, based
on F&S estimates. F&S estimates that international brands dominated China’s coronary intervention
device/PCI supporting device market with 89%/87% share, respectively, in 2018. We expect domestic
brands to substitute foreign brands thanks to competitive pricing and improving technology.

Broad product portfolio covering nearly entire PCI supporting devices

Kindly Medical has a diversified product portfolio, covering nearly all the supporting devices used in
the PCI procedure, such as inflation device, introducer set, angiography guide wire, pressure bandage,
etc., which grew at over 50% YoY by volume in 2018 with ASP ranging from RMB34 to RMB104 per
unit in 2018. Kindly Medical recorded 38% sales CAGR and 31% net profit CAGR in 2016-18 and we
expect it to continue recording solid growth given the increasing PCI procedures and the potential
substitution of international brands.

Diversifying product portfolio into new interventional devices

Kindly Medical focuses on innovative interventional medical devices in the fields of cardiovascular,
neurovascular, digestive tract and gynaecological diseases, etc. As at 16 Sep 2019, the Company had
16 products under development. Kindly Medical recently received approvals from the NMPA for PTCA
balloon dilation catheter (PTCA zk & 3™ ik $%), micro-catheter (# §%), micro-guidewire (3575 ¥ £2)
and guide catheter (35 3] $%) in Apr 2019, May 2019, Jul 2019 and Dec 2019, respectively. Key

blockbusters in the pipeline include embolectomy catheter, biodegradable sinus/ biliary stents and
aortic intervention valves, which are expected to be launched to market in 2022-24E.

Revenue expected to show 41.3% CAGR in FY18-21E

We expect total revenue to grow 48%/ 42%/ 45% in FY19/20/21E, representing 41.3% CAGR in FY18-
21E, mainly driven by cardiovascular devices. We take risk-adjusted revenue for pipeline products.
We also take PoS of 90% for products which have already filed New Drug Applications (NDAs). For
products not being required to conduct clinical trials, we assume 50-60% probability of success (PoS)
based on different development stages. For products required for clinical trials, we expect 30-40%
PoS based on different development stages.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Net profit expected to deliver 49.5% CAGR in FY18-21E

We expect Kindly Medical’s attributable net profit to grow by 61%/ 56%/ 33% to RMB94mn/
RMB146mn/ RMB194mn in FY19/20/21E, respectively, driven by total revenue growth, margin
expansion and additional interest income. Attributable net profit margin will gradually increase to 32%/
35%/ 34% in FY19/20/21E thanks to the upcoming launches of high-margin products and additional
interest income.

Initiate at BUY with TP of HK$39.5

Given Kindly Medical’s strong cash flow and the upcoming pipeline products, we believe DCF would
be a reasonable valuation method. We derive TP of HK$39.5 based on an 8-year DCF valuation
(WACC: 10.42%, terminal growth rate: 3.0%), representing FY20E/21E PER of 40x/ 30x.

Investment risks

1) Failure to develop and market new products in a timely manner;
2) Potential price erosion pressure from enhanced procurement; and
3) Additional cost incurred from the roll-out of “two-invoice” system.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Company Overview

Top 1 domestic player in China PCIl supporting device market

Established in 2006, Shanghai Kindly Medical Instruments (Kindly Medical) is a leading cardiovascular
interventional device manufacture in China. According to F&S, among domestic players, the Company
ranked second in China coronary interventional device market, and first in China PCI supporting device
market in 2018.

As of end-2019, The Company had obtained approvals for 28 products, including 16 Class Il medical
device approvals from NMPA and 12 Class Il medical device approvals from the Shanghai Medical
Products Administration (MPA). As of 16 Sep 2019, Kindly Medical had 60 registered patents, 77
patents under application and five registered software.

Thanks to launch of new products and consistent market share gain, Kindly Medical delivered a 38%
sales CARG from 2016 to 2018 and recorded RMB203mn revenue in 2018. Meanwhile, the
Company’s net profit realized a 31% CAGR between 2016 and 2018 and reached RMB58mn in 2018.
Interventional medical devices accounted for 87.1% of the Company'’s total sales in 2018, contributing
the largest proportion of the Company’s revenue.

Figure 1: Key milestones

Established in Jun 2006 in the PRC as a joint venture between KDL and Dalian Health Island Technology Co.,

2006\, (k s o £y A A A )

2007 Obtained product registration certificates for inflation device and Y connector pack in Jun and Dec 2007,
respectively

2009 Obtained product registration certificate for intervention accessories kit in Sep 2009

2010 Sales revenue exceeded RMB10mn
Acquired Shanghai KDL Research Center, a wholly-owned subsidiary
Received certification as a New High-tech Enterprise in Dec 2010
2012 Obtained the first CE certification
2015 Converted to a joint stock limited liability company
2016 Sales revenue exceeded RMB100mn
Established Zhuhai Derui, a wholly-owned subsidiary
2017 Recognized as a Shanghai “Growing Giant of Technology” in Jan 2017

2018 Sales revenue exceeded RMB200mn and sales revenue generated from overseas sales exceeded USD10mn

Established Shanghai Pukon, Shanghai Qimu and Shanghai Puhui, all of which are non-wholly owned
subsidiaries

2019 Established Shanghai Healing, a non-wholly owned subsidiary, and Hongkong Int, a wholly-owned subsidiary

Successfully listed on Hong Kong Stock Exchange on 8 Nov 2019.

Source: Company data, CMBIS

Building up integrated R&D plafform

Kindly Medical aims to develop into a leading player in interventional medical devices with
comprehensive product portfolio including PCI support devices, aortic valves, biodegradable stents,
etc.

As at 16 Sep 2019, Kindly Medical employed 755 staff, of which 103 staff were R&D employees. The
R&D head, Mr. Li Tao, has over 12 years of relevant experiences. Kindly Medical has consistently
invested in R&D. Between 2016 and 2018, the Company’s R&D expense to sales ratio remained as
high as 9-11%.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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Figure 2: Kindly Medical’s R&D expenses to sales ratio Figure 3: Kindly Medical’s employee structure

25 . RMB mn 10.9% - 12% Function Number of full- % of total
10.2% 0.4% time employees  employees
B (] r ~
8.9%
20 ° Senior management 10 1%
15 - 8% Research and development 101 13%
Production 458 60%
10 r Sales and marketing 62 8%
[ 4% 75 10%
Quality assurance 0
5 -
Finance 16 2%
0 . . . - 0% Administrative 39 5%
2016 2017 2018 4mM19 . Total 761 100%
 R&D expenses R&D expenses ratio
Source: Company data, CMBIS Source: Company data, CMBIS, as at 15 Oct 2019.

Shareholding structure

As of 31 Dec 2019, Zhang Family indirectly controlled 25.82% stake in Kindly Medical. Dr. Liang,
Founder and Chairman of the Company, held 5.75% stake. Other independent shareholders, whom

are key management and employees as well as distributors, owned a total of 25.54% stake in Kindly
Medical.

KDL mainly produces common consumable medical puncture devices such as syringes, infusion sets,
medical needles, needle tube, etc, whereas Kindly Medical is mainly focused on high-value medical
devices in various therapeutic areas. We see big differences between the businesses of KDL and
Kindly Medical.

Figure 4: Shareholding structure (As of 31 Dec 2019)

| 4091%

Ninabo Huaige Taivi KDL Dr. Liang Mr. Wang Ruigin Ningbo Int Other domestic Public H
g 9 V! (603987 CH) (Founder & Chairman) (Mgmt) (Employee) shareholders shareholders
15.18% 25.82% 5.75% 4.30% 4.30% 1.45% 15.49% 27.71%

Kindly Medical (1501 HK)

Direct shareholding

—————— Indirect shareholding

Note:
(1) Other domestic shareholders include Mr. Chen Xing, Mr. Huang Chubin, Ningbo Tongchuang Suwei, Mr. Wang Kai.
Source: Company data, HKEX, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Fast-growing PCI Medical Device Market

Solid growth in global and China medical device market

According to F&S, the global medical device market reached US$425.3bn in 2018, representing 3.2%
CAGR in 2014-18 and is expected to reach US$552.1bn in 2023E, representing 5.4% CAGR in 2018-
23E.

According to EvaluateMedTech®, in vitro diagnostic (IVD), cardiovascular and diagnostic imaging
devices are the top three segments with market share of 13.0%, 11.6% and 9.8%, respectively, in the
global market by revenue in 2017. EvaluateMedTech® forecasts cardiology to be the No.2 device area
in 2024E with annual sales of US$72.6bn and a 12.2% share of total medical device market. Neurology
sets to be the fastest-growing device area, with sales expected to rise to US$15.8bn in 2024E,
representing 9.1% CAGR in 2017-24E.

Figure 5: Global device market to grow at 5.4% Figure 6: Estimated top 10 device areas in 2024E
CAGR in 2018-23E
600 US$ bn period CAGR Qr\saally::sﬁc::k:(‘l;:)?;;;i;;q:reas in 2024, Market Share

2014-18 3.2% 8%

In Witro Diagnostics (IVD)

2018-23E 5.4%

Diagnostic
Imaging

Ophthaimics.

General &
Plastic Surgery

WW Markst Share % In 2024

Endoscopy

Dental Diabetic Care

2014 2015 2016 2017 2018 2019E 2020E 2021E 2022E 2023E x,,“e,w;h ;‘5‘12011.34

Source: F&S, CMBIS Source: EvaluateMedTech, CMBIS; Note: Size of bubble =WW sales in
2024E

F&S estimates that PRC medical device market has grown fast from RMB255.6bn in 2014 to
RMB528.4bn in 2018, indicating a CAGR of 19.9%. F&S also forecasts the PRC medical device market
togrow ata 15.0% CAGR in 2018-23E to RMB1,061.9bn, driven by an aging population and increasing
penetration of PCI procedures. Medical imaging devices, in vitro diagnostic devices and low-value
medical consumables are the top three segments of the PRC medical device market by sales revenue
with a market share of 14.2%, 13.5% and 10.0%, respectively.

Figure 7: PRC medical device market to grow at 15%  Figure 8: PRC and global medical device market
CAGR in 2018-23E breakdown in 2018

1,200

RMB bn . .
PRC device market Global device market

1,000

800

3%

600 Cardiovascular

In vitro diagnostic °
device

device
14%

400 Others

62%

low-value medical
consumables
10%

200

2014 2015 2016 2017 2018 2019E 2020E 2021E 2022E 2023E

® China medical device

Source: F&S, CMBIS Source: F&S, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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PCl becomes standard of care for high-risk myocardial infarction

Myocardial infarction is a kind of heart attack caused by the acute persistent ischemia of coronary
artery. Current treatments for myocardial infarction include drug therapies, surgery treatments and
interventional procedures that help restore adequate blood flow to blocked areas of the heart.

PCl is a type of minimally invasive surgery primarily for the treatment of obstructive coronary artery
disease. There are mainly two common interventional procedures, including percutaneous
transluminal coronary angioplasty (PTCA, % & & X % Ak I= W & % F K ) and coronary stent
implantation (CSI, =/ £ &4 A F K). As PCl is minimal invasive, highly effective and safe, PCI has

substituted coronary artery bypass surgery (CABG) for treatment of high-risk myocardial infarction
during recent years.

Figure 9: Procedure of PTCA surgery Figure 10: Procedure of CSI surgery

Narrowed section of
the coronary artery is

e
crossed with a balloon £ T
The balloon is inflated N .

to dilate the artery

The balloon is removed
and blood flow is
restored to the artery

Plaque buildup  Inflated balloon flattens Blood is free

Deflated balloon plaque against wall

to flow

Source: Healthwise, CMBIS Source: Healthwise, CMBIS

There are mainly two types of myocardial infarction: 1) acute coronary disease (ACS) and 2) stable
coronary artery disease (SCAD). ACS can be categorized into two types: 1) ST-Elevation Myocardial
Infarction (STEMI) and 2) non-ST-segment elevation acute coronary syndrome (NSTE-ACS). NSTE-
ACS can be further divided into: 1) non-ST elevation myocardial infarction (NSTEMI) and 2) unstable
angina (UA).

Figure 11: Types of patients treated by PCI surgeries in 2018 in China

Silent myocardial

ischemia Suspected angina

3%

NSTE-ACS Stable angina
10% 7%

STEMI
26%

Unstable angina
53%

Source: National Centre for Cardiovascular Diseases, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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STEMI is a very serious type of heart attack caused by a total blockage of the coronary artery, which
can cause extensive damage to a large area of the heart. Major guidelines recommend STEMI patients
to receive primary percutaneous coronary intervention (PPCI) surgery within 12 hours of symptoms
onset. China’s guidelines also recommend high-risk NSTE-ACS, UA or SCAD patients to receive PCI
treatment. Hence, we believe PCl has become the standard of care for treatment of high-risk
myocardial infarction.

Figure 12: Recommended treatment for myocardial infarction

Symptom of chest discomfort

|

Electrocardiography (ECG)
examination

ECG Interpretation**

o 1N o

ST-elevation MI (STEMI) High-risk unstable angina/non-ST-elevation Low-/Intermediate-risk ACS

M1 (UA/NSTEMI) ) L R
! Consider admission to ED chest pain unit
N or to appropriate bed and follow:
v @& Serial cardiac markers (including troponin)
@ Repeat ECG/continuous ST-segment monitoring
@& Consider noninvasive diagnostic test
h

Start adjunctive therapies
as indicated

Do not delay reperfusion . . . .
| R Troponin elevated or high-risk patient <- -
: Consider early Invasive strategy If: '

I
|
' ! & Refractory ischemic chest discomfort
Time from onset ! @ Recument/persistent ST deviation v
of symptoms - . @ Ventricular tachycardia ' |
<12 hours? @& Hemodynamic instability . aDeve::psr: r.;(rfmore.
@ Signs of heart failure ' * Qinical high-risk features
| H T L amic ECG changes
i ! e i B
| ! - Troponin elevated

Start adjunctive treatments as indicated
@ Nitroglycerin
Heparin {(UFH or LMWH)
Consider: PO B-blockers

a
i e n .
! @ Consider: Clopidogrel Abnommal diagnostic
| & Consider: Glycoprotein llb/lla inhibitor el noninvasive imaging or
\ ! physiologic testing?

i
Reperfusion goals: i
Door-to-balloon inflation (PCI+* Admit to monitored bed Assess risk status Continue ‘ )
goal of 90 minutes ASA heparin, and other therapies as indicated
Door-to-needle (fibrinolysis) ACE inhibitor/ARB; HMG CoA reductase inhibitor (statin therapy)

goal of 30 minutes Not at high risk: cardiology to risk stratity

infarction by testing, can
discharge with follow-up

Source: ACLS Training Center, CMBIS

Increasing chest pain centers to support PCl procedure growth

China's "Guidelines for the diagnosis and treatment of acute ST- elevation myocardial infarction”
recommends that STEMI patients within 12 hours of symptom onset should receive PPCI treatment.
For patients within three hours of symptom onset, PPCI has similar efficacy as thrombolytic therapy.

Hospitals in China have started to build chest pain centres since 2012 in order to provide timely
treatment for patients with emergent cardiovascular diseases. According to the China Chest Pain
Centre (China CPC), by the end-2018, China had a total of 783 qualified chest pain centres, including
510 standardized chest pain centers and 273 grass-root chest pain centers.

Chest pain centers aim to improve the diagnosis and treatment efficiency of patients. The time from
the patient entering hospital door to being intervened with balloon expansion is referred to as the door-
ball time (D2B). The D2B time for acute myocardial infarction reperfusion therapy should be less than
90 minutes. The shorter D2B time, the better prognosis for patients. In 2000, 35% of the US’s chest
pain centers can achieve the D2B of less than 90 minutes. In 2010, the average D2B further declined
to 65 minutes in the US. In Germany, the average D2B was 31 minutes in 2012, leading other regions
in the world.

According to China’s standards for chest pain centers, the standardized chest pain centers should
meet the following standards: 1) conducting more than 200 PCI surgeries per year and more than 50
PPCI surgeries per year and 2) operating catheter laboratories which is operating room of PCI

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 9
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surgeries 24 hours/7days. The grass-root chest pain centers should meet the following standards: 1)

having at least two senior cardiovascular physicians and 2) treating more than 30 AMI patients per
year.

Figure 13: Increasing number of chest pain centers Figure 14: Increasing number of patient visits in chest
pain centers
900,000 )
# of patients
900
# of centers 800,000
800
700,000 % V
700
600 600,000
500 ey 500,000
400 400,000
+274% YoY
300
294 300,000
200 /
200,000
100
0 - T 100,000 -
2016 2017 2018
Standardized chest pain center B Grass-root chest paincenter 0 2016 2017 2018
Source: National Centre for Cardiovascular Diseases, CMBIS Source: National Centre for Cardiovascular Diseases, CMBIS

We see that PCI surgeries in Class Il hospitals located in Tier | cities were overloaded. However, PCI
surgery volume in lower-tier cities or county-level hospitals still has large growth potential. According
to China CPC, of the total 915,256 PCI surgeries in China in 2018, county-level hospitals conducted

81,277 PCI surgeries, or 9% of the total number, indicating large potential in volume growth in county-
level hospitals.

PCI penetration is still far below developed markets

According to F&S, China’s volume of PCI procedures increased rapidly at a CAGR of 16.3% from
0.5mnin 2014 to 0.9mn in 2018. The volume may further grow to 1.8mn in 2023E, driven by increasing
incidence of acute myocardial infarction due to aging population and changing lifestyles.

Penetration of PCI procedures in China is still far behind developed countries. According to F&S, as
of 2018, China had an average 655.9 PCI procedures per million population, which was below 2,907
for the US, 2,242 for Japan and 2,178 for Europe.

Figure 15: Historical and forecasted volume of PClI Figure 16: Significantly lower penetration of PCI
procedures in China procedures compared to overseas market

3,500 000 Surgery number per million population

2,017 .

3,000 @ Chlnah 655.9

2,500 1
Q Europe

‘ Japan

% us.

2,000

1,500

1,000

500

2014 2016 2018 2020E 2022E 2024E 2026E 2028E

|

2178.4

2242.0

2907.3

Source: F&S, CMBIS Source: F&S, CMBIS
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According to National Centre for Cardiovascular Diseases (NCCD), as of 2018, the average stent
implantation has declined to a reasonable level of 1.46 per PCI surgery, indicating that abuse of stents
has been gradually corrected.

According to China CPC, the proportion of STEMI patients receiving PPCI treatment has increased
from 29.76% in 2009 to 45.94% in 2018, thanks to the increasing number of chest pain centers.
Nevertheless, there is still significant room forimprovement of PPCI treatment ratio for STEMI patients.

Figure 17: Number of STEMI patients and number of Figure 18: Number of stent implantation per PCI

STEMI patients receiving PPCI treatment in China surgery in China
17
200 '000 46% 50%
180 42% 45%
39%
160 36% 40% 16 |
33% .
WO L 3% 3 g 3% 35%
120 30%
100 25% 15 F
80 20%
147
1.46
60 15% 1.45
14}
1o} 10%
20 5%
0 0% 13
2009 2010 2011 2012 =~ 2013 2014 2015 2016 2017 2018 2009 ' 2010 © 2011 & 2012 & 2013 = 2014 & 2015 ' 2016 ' 2017 & 2018
— STEM| PCI —&— % of STEMI with PPCI
Source: China CPC, CMBIS Source: National Centre for Cardiovascular Diseases, CMBIS

We expect penetration of PCI procedures in China will increase due to: 1) increasing number of

qualified hospitals for PCI surgery and 2) rising incidence of myocardial infarction caused by changing
lifestyle.

Domestic players has large potential for market share gain

According to F&S, as of 2018, major PRC coronary intervention devices mainly include balloon
catheter (43% of total market), micro-guidewire (15% of total market), guiding catheter (10% of total
market) and micro-catheter (6% of total market), etc. According to F&S, China’s coronary intervention
device market reached RMB5.2bn in 2018 and may grow at 12.9% CAGR in 2018-23E.

International brands have a dominant position in China’s coronary intervention device market. F&S
forecasts domestic brands to take market share thanks to competitive pricing and improving
technology. F&S estimates domestic brands’ market share to rise from 11% in 2018 to 19% by 2023E.

We believe domestic brands will fast substitute international brands thanks to 1) lower price with
equivalent quality, 2) ability to manufacture on a large scale to ensure a sustainable supply of products
and 3) leading technology in certain fields with higher R&D investment.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 11
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Figure 19: Breakdown of PRC coronary intervention
device market by category in 2018

Figure 20: Breakdown of PRC coronary intervention
device market by international and domestic brand
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Many types of supporting devices are needed during a PCI procedure to deliver balloon catheters and
stents to a blockage site. Such supporting devices are named as PCI supporting devices, including
angiography guidewire, angiography catheter, guiding catheter, micro-guidewire, inflation device, etc.

Figure 21: PCl devices used during a PCI procedure
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Source: F&S, CMBIS

F&S estimates the China PCI supporting device market to grow from RMB3.0bn in 2018 to RMB5.6bn
in 2023E, indicating a 13.3% CAGR between 2018 and 2023E. F&S forecasts domestic brands to
expand their market share in the China PCI supporting device market from 13% in 2018 to 23% in
2023E.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 12
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Figure 22: Growth of PCI supporting device market in  Figure 23: Breakdown of PRC supporting device
China market by category in 2018
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In terms of sales revenue, Kindly Medical ranks No.10 in China’s coronary intervention device market
while the Company is the second largest domestic brand in the market. Based on F&S estimates,
Kindly Medical took up 1.8% market share among all coronary intervention device players in 2018 and
3.1% market share in China PCI supporting device market in 2018, indicating large potential for market
share gain.

Chinese government encourages domestic brands to substitute foreign brands by providing better
reimbursement coverage for domestic brands, which speeds up the market share gain for domestic
brands.

Figure 24: Leading players in the coronary Figure 25: Leading players in the PCl supporting device

intervention device market in Chinain 2018 market in Chinain 2018
SEETTY RERE Foreign/ SEIES Market share e Ty Foreign/ Sales Market share
pany domestic RMB mn % pany domestic RMB mn %
1 Company A Foreign Brand 1,138.7 21.7 1 Company A Foreign Brand 882.4 29.3
2 Company B Foreign Brand 959.2 18.3 2 Company B Foreign Brand 499.0 16.6
3 Company C Fore!gn Brand 563.1 10.7 3 Company C Foreign Brand 395.4 13.1
4 Company D Foreign Brand 499.0 9.5 . q
5 Company E Foreign Brand 461.3 8.8 4 Company D Foreign Bran 2906 9.7
6  Company F Foreign Brand 290.6 5.5 5 Company E Foreign Brand 204.3 6.8
7  Company G Foreign Brand 153.8 2.9 6 Company F Foreign Brand 108.4 3.6
8  Company H Foreign Brand 134.0 2.6 7 Kindly Medical Domestic brand 93.0 3.1
9 Company | Domestic brand 116.9 2.2 8 Company G Domestic brand 80.3 2.7
10 Kindly Medical Dome.stlc brand 93.0 18 9 Company H Foreign Brand 757 25
11  CompanyJ Foreign Brand 75.7 14 .
12 Company K Domestic brand 72.3 14 10 Company | Domestic brand 54.3 18
13 Others 683.4 13.0 1 Others 324.4 10.8
Total: 5,241 100 Total: 3,007.8 100.0
Source: F&S, CMBIS Source: F&S, CMBIS
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Investment Summary

Broad product portfolio covering nearly all PCl supporting devices

Kindly Medical is a leading cardiovascular interventional device manufacture in China. Kindly Medical’s
major products include inflation device (3 % 7 & # &), introducer set (§-% # £4), guidewire (i& %
5§ #), pressure bandage () pik /& 8 1k 2 47), Y connector pack (Y & %42 38 & %), pressure extension
tube (£ / K %), manifold (=i# 7% &) and angiography catheter (i % 5%).

Kindly Medical recently received approvals from the NMPA for PTCA balloon dilation catheter (PTCA
HE P %k F4), micro-catheter (#% $%) and micro-guidewire (3% 3] % £) in Apr 2019, May 2019 and
Jul 2019, respectively. In Dec 2019, Kindly Medical received NMPA'’s approval for guide catheter (35
5] %%). The Company now has a comprehensive product portfolio covering nearly all PCI supporting
devices.

Figure 26: Broad product portfolio covers entire PCI surgery

Product category  Applications Example of products Product category  Applications Example of products
Inflation device Used in PTCA surgery to - ) Y connector pack Used in PTCA surgery to
3 RE inflate the balloon to i (YR %R BEE) assistin establishing in vitro
(RES A %) dilate the vessel or place . a working passageway for
the stent in the vessel \ PTCA balloon and stent into
the body

Introducer set for Used to introduce into the

single use artery percutaneously in

b N intervention surgery and

( ./k A3 establish a passageway for

%) introducing catheters into the
blood vessel

Pressure extension Used for connection and
tube for single use  infusion in pressure

b monitoring tubing during
Eﬁﬁ{)?&ﬁ)ﬂl&)’]i& intervention surgery
B

Guidewire for single Used in angiography to Mainfold for single Used for connection, infusion

use ehstablish a passageway fﬁom : use and pathway switching in
b Y the puncture position to the =si— N N itori i
(—REAEAEHF2) oo o thes distal ond (— kb fk A =i &) Pressure monitoring tubing

during intervention surgery
through the lesion

Pressure bandage  Used to assist in compression y ,' Angiography Used to inject and infuse
for single use hemostasis after the introducer . catheter for single contrast media and/or fiuid,
(— sk M4k Ash Bk Eia iSremoved from the artery CLA use and used in coronary

1k fa ) (—RBEAEYEE) angiography

Source: Company, CMBIS

Strong growth momentum of 31% CAGR in 2016-18

Thanks to launch of new products and consistent market share gain, Kindly Medical delivered a 38%
CAGR in revenue between 2016 and 2018 and recorded RMB203mn revenue in 2018. Meanwhile,
the Company’s net profit realized a 31% CAGR in 2016-18 and reached RMB58mn in 2018.

By segment, Kindly Medical’s revenue are mainly from interventional medical device segment and
medical accessories segment. Interventional medical devices mainly contain inflation devices,
introducer sets, guidewires, pressure bandages, Y connector packs, etc. Meanwhile, medical
accessories are mainly luer connectors and other products. The proportion of sales from interventional
medical devices has increased from 76.5% in 2016 to 87.1% in 2018.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 27: Kindly Medical’s revenue (2016-18) Figure 28: Revenue mix by segment (2016-18)
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Source: Company data, CMBIS Source: Company data, CMBIS

Extensive sales network coverage

In the first four months of 2019, Kindly Medical has 235 PRC distributors covering 21 provinces, four
directly administered municipalities and two autonomous regions in China, and 32 overseas
distributors covering 24 countries and regions. The Company’s distribution channel covered over 1,000
hospitals (including over 550 Tier Il hospitals) in China. Kindly Medical also has an in-house sales &
marketing team of about 61 staff in China as of 16 Sep 2019. In 2018, Kindly Medical generated a
significant 34.0% of revenue from overseas markets.

In Apr 2019, Kindly Medical has entered into a strategic cooperation framework agreement with China
National Medical Device Co. Ltd. (“China National Medical Device”), the largest medical device
distributor in China in terms of sales revenue in 2018 to establish and strengthen cooperation in
increasing both parties’ competitiveness in the medical device industry. China National Medical Device
will provide advantageous channel resources and marketing resources to Kindly Medical.

Kindly Medical also sells medical devices and medical accessories to medical device manufacturers
in China and overseas. In 2018, Kindly Medical had 170 and 73 medical device manufacturers and
other customers in China and overseas, respectively.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 15
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Figure 29: Kindly Medical’s distribution network (as of Apr 2019)
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Figure 30: Kindly Medical’s revenue mix by geography Figure 31: Kindly Medical’s revenue mix by sales

channel
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Note: Other regions are in Oceania, Africa, North America, South America and
Asia (other than Mainland China)
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Diversifying into new interventional devices

As of 16 Sep 2019, Kindly Medical had 16 products under development. The Company focuses on
innovative interventional medical devices, covering various therapeutic areas such as cardiovascular
disease, neurovascular disease, digestive tract disease, gynecological disease, etc.

To enhance the diversity of pipelines and provide better incentives to key scientists, Kindly Medical
has set up several subsidiaries including Shanghai Pukon, Shanghai Qimu, Shanghai Puhui and
Shanghai Healing. Each subsidiary focuses on development of a certain area of innovative
interventional devices.

Figure 32: Kindly Medical’s key subsidiaries
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Source: Company data, CMBIS

Rich pipelines covering various interventional devices
Interventional therapy is a mini-invasive therapy performed under the guidance of medical imaging

equipment. With a 1-2mm incision, paracentesis can be performed with the lead of medical imaging
equipment. Interventional treatment also can be divided into vascular intervention and non-vascular
intervention.

Interventional treatment can be applied in many therapeutic areas, such as cardiovascular intervention
(including PCI and TAVR), neurovascular intervention, oncology intervention, gynecology and
obstetrics intervention, musculoskeletal intervention, etc.

Kindly Medical has rich pipeline products, covering both vascular interventional devices and non-
vascular interventional devices. The Company has 16 products in various development stage, among
which one pipeline product was under the NMPA approval process, two were under the Shanghai MPA
approval process, five were in type test and eight were in research and development.

Kindly Medical recently received approvals from the NMPA for PTCA balloon dilation catheter (PTCA
R E Y KFE), micro-catheter (#%-F%) and micro-guidewire (35 7] 5 £) in Apr 2019, May 2019 and
Jul 2019, respectively. In Dec 2019, Kindly Medical received NMPA'’s approval for guide catheter (35
5] §4). The Company now has a comprehensive product portfolio covering nearly all PCI supporting
devices.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 33: Kindly Medical’s key pipeline

Subsidiary Type of Clinical trial (Expected) time
conducting Product category medical required Progress e ap ——
development device PP
PTCA balloon catheter (k& ¥ 7k 54%)  Class lll N Approved 16/4/2019
Micro-catheter (# %) Class Il N Approved 31/5/2019
Micro-quidewi
( ;f;? ;‘i'é)ew"e Class Il N Approved 30/7/2019
. . B =
shanghal Kindly Guide cathet 04/12/2019
i e catheter
Medical SI = Class Il N Approved
(L% B ) (351 %)
Fallopian tube catheter T - Submitted to Shanghai ~ 1Q20E
(4 ip & 3%) ass MPA for approval
Orthopedic intervention device cl i N Submitted to Shanghai 1Q20E
(EFANFREM) ass MPA for approval
Non-vascular guidewire cl i N Tvpe test 3Q20E
(k% R o 22) ass ype tes
Biodegradable sinus stent Class |li v Tyne test 4Q21E
(THA % L R) ass ypetes
Shanghai Qimu BI|Iﬁry stone extraction balloon 4Q21E
(R E ) catheter Class Il N R&D
(i B 3% 3 4)
Stone extractor cl i N R&D 1Q22E
(6 A %) ass
Biodegradable biliary stent 4Q22E
(T e e 6 % 22) Class Il Y R&D
Neural micro-catheter cl " N T _— 3Q20E
b 215 %) ass ypetes
Neural micro-guidewire Class Il N Tvpe test 3Q20E
Shanghai Puhui (A7 25 22) M
(EEER) Supporting catheter 3Q20E
(it 2%) Class Il N Type test
Embolectomy catheter cl m v R&D 2Q22E
(e §) ass
Aortic intervention valves cl m v R&D 4Q21E
(235 2 WA ) ass
Super-Stiff Guidewire 4Q21E
S o 5 22) Class Il N R&D
Shanghai Healing (o2t 322
(FHxEF) Expandable vascular sheath 4Q21E
(T 4 3 o 5 3) Class Il N R&D
Valvuloplasty Balloon Catheter (3 I 7 3Q24E
N Class Il N R&D
T RFKEFE)

Source: Company data, CMBIS

Improving product mix thanks to the launch of high-value products

We expect ex-factory price of micro-catheter to exceed RMB1,000 per unit while ex-factory prices of
PTCA balloon catheter, micro-guidewire and guide catheter to be around RMB500 per unit. These new
products enjoy significantly higher selling prices than the Company’s existing products which may lead
to margin expansion for the Company.

Kindly Medical's average ex-factory selling prices of existing products are mainly sold at less than
RMB100 per unit, ranging from RMB34-104 per unit in 2018, including OEM sales.
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Figure 34: Sales volumes and price ranges of core products

2016 2017 2018
Name of product Quantity ASP Quantity Quantity Quantity Quantity
'000 units ' i YoY '000 units YoY
Inflation device 276

Introducer set 193
Guidewire 190 22 325 82% 34
Pressure bandage 129 37 260 60% 36
Y connector pack 118 32 254 28% 36

Source: Company data, CMBIS

Micro-catheters are used in coronary chronic total occlusion (CTO)-PCI. A CTO-PCI is similar to PCI
whereby angiography first detects an occlusion section and then push together guidewire and micro-
catheter to a lesion location. Micro-catheters are thin wall, small diameter catheters used in minimally
invasive applications for intravascular treatment. It is used to help the doctor to cross lesion prior to
any balloon dilatation or stenting, giving mechanical support to the guidewire and enhancing its ability
to transmit push force to the occlusion.

As per F&S, the micro-catheter market in China is dominated mainly by companies from Japan and
the US, with a total share of 94.3% in 2018. In 2017, the first domestic micro-catheter was approved
by NMPA. The PRC micro-catheter market for PCl reached RMB305.8mnin 2018, with a 14.1% CAGR
in 2014-18 thanks to an increase in CTO-PCI procedures. F&S forecasts the market to be
RMB542.1mn in 2023E with a CAGR of 12.1% in 2018-23E.

Figure 35: Market size of micro-guidewire for PCl in China (2014-28E)
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Shanghai Puhui: entering into a blue ocean market of endovascular intervention

Shanghai Puhui is currently conducting type test for neural thrombectomy system for the treatment of
ischemic stroke. The neural thrombectomy system uses self-developed blood clot extraction
technology and minimally invasive interventional therapy to complete intracranial thrombectomy.
Currently, Shanghai Puhui has four products in the pipeline: neural micro-guidewire, neural micro-
catheter, supporting catheter and embolectomy catheter, and aims to launch these products in 2020-
22E.

Stroke is a sudden onset of a neurological deficit caused by acute focal injury to the central nervous
system due to a vascular cause. Acute ischemic stroke (AlS) accounts for around 80% of total stroke
incidence while the remaining 20% is haemorrhagic stroke. Incidence of stroke in China is increasing
fast due to changing lifestyle and aging population. According to F&S, China’s AlS incidence will rise
from 3.3mnin 2018 to 3.9mn in 2023E.

Figure 36: Incidences of acute ischemic stroke in China
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Source: F&S, CMBIS

According to the publication named “Treatment Guidance for Acute Ischemic Stroke (2018)”" (/& M4k
Ak ZE P 05 R A2 B 2018 5r) issued by the Health Commission of Hunan Province, the standardized

treatment for AIS patients with symptom onset time within six hours is thrombolytic therapy.
Endovascular intervention therapy (including introducing mechanical thrombectomy devices and
stents) is recommend for patients who fail thrombolytic therapy or with symptom onset time over 6
hours.

Mechanical thrombectomy devices are used to remove thrombi from the neurovascular in AlS patients.
Neural micro-guidewire and micro-catheter are two types of devices for delivering mechanical
thrombectomy device and thrombus aspiration device to the blockage site.

Endovascular intervention is an important breakthrough for treatment of AIS during recent years
because it is applicable for a wider therapeutic window (within 24 hours of symptoms onset) compared
with thrombolytic therapy (within six hours of symptoms onset). Endovascular intervention also
demonstrates strong efficacy. Based on the article named “Thrombectomy six to 24 hours after stroke
with a mismatch between deficit and infarct” published in “The New England Journal of Medicine”, a
total of 206 patients with occlusion of the intracranial internal carotid artery or proximal middle cerebral
artery who had last been known to be well six to 24 hours earlier, the rate of functional independence
at 90 days was 49% in thrombectomy group (thrombectomy plus standard care) as compared with
13% in the control group (standard care alone).

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 37: Treatment pathway of acute ischemic stroke
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F&S forecasts the number of mechanical thrombectomy device procedures in China to grow from
14,500 in 2018 to 56,000 in 2023E, representing a CAGR of 31.0% in 2018-23E.

Driven by the fast-growing number of mechanical thrombectomy procedures, the mechanical
thrombectomy device, neural micro-guidewire and neural micro-catheter market will also grow fast.
F&S forecasts the mechanical thrombectomy device market to increase from RMB197mn in 2018 to
RMB752mn in 2023E with 30.7% CAGR in 2018-23E.

Figure 38: Number

device procedures in China
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According to F&S, neural micro-guidewire market may grow from RMB47mn in 2018 to RMB185mn in
2023E, implying a 31.3% CAGR and neural micro-catheter market may rise from RMB51mn in 2018
to RMB200mn in 2023E with a 31.6% CAGR, in line with the growth of mechanical thrombectomy
device procedures.

Figure 40: Market size of neural micro-guidewire in Figure 41: Market size of neural micro-catheter in
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Shanghai Qimu: leading player in non-vascular biodegradable stent market

Endoscopic biliary stenting is a common treatment for alleviating blockages in the bile duct. For
patients with advanced malignant biliary obstruction which is not suitable for surgery, the biliary stent
implantation could be best choice.

Plastic tube stent (PS) and self-expandable metallic stent (SEMS) are the most commonly used for
such stent procedures. F&S estimates the number of therapeutic endoscopic retrograde cholangio-
pancreatography (ERCP, 457t M AL4% i# 4T A2 % % K) in China to grow from 0.26mn in 2018 to

0.44mn in 2023E. F&S expects the first degradable biliary stent will be launched in China in 2022E
and the market size could reach RMB333mn by 2028E.

Figure 42: No. of ERCP procedures in China Figure 43: Estimated market size of biodegradable
biliary stent in China
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Source: F&S, CMBIS Source: F&S, CMBIS

The price of plastic stents is lower than that of metal stents, but the patency rate of metal stents after
three months is significantly higher than that of plastic stent. For patients with an expected survival
time of over three months and those who can afford, metal stents would be preferred. For patients with
less than 3-month survival time, plastic stents should be recommended.

Biodegradable self-expanding stents are an emerging alternative to standard biliary stents as the
development of endoscopic insertion devices advances. The world’s first biodegradable biliary and
pancreatic stent is developed by Q3 Medical Devices Ltd which is named as ARCHIMEDES stent. The
product obtained CE approval in Europe in Jun 2018. ARCHIMEDES stent is made of biodegradable
materials which decreases re-interventions that are common with current stents and may eliminate the
need for a stent removal procedure which is almost always performed for plastic and metal stents
currently. Q3 Medical signed a 6-year contract with Medtronic in May 2019 for distribution of
ARCHIMEDES stent in Western Europe, US and Japan.

Kindly Medical’s subsidiary, Shanghai Qimu, focuses on the development of biodegradable sinus
stents and biliary stents, with a leading position in the area of non-vascular biodegradable stents.
These two products are expected to be launched in the market in 2022E.
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Figure 44: lllustration of ERCP Figure 45: B|odegradable stents

Source: VGM Gastro Centre, CMBIS Source: Company, CMBIS

Shanghai Healing: tapping the booming demand in TAVR market

Shanghai Healing is currently developing interventional valves for aortic valve diseases. The
interventional valve is a balloon-expandable valve implantation product used to treat both aortic
stenosis and aortic regurgitation.

There is an increasing demand for valve replacement in rheumatic heart disease patients. Aortic
stenosis (AS) is a narrowing of the aortic valve, obstructing blood flow from the left ventricle to the
aorta during systole. Major causes of AS include congenital bicuspid valve (st X H =+t X #),
rheumatic fever and idiopathic degeneration sclerosis and calcification which is highly related to aging.
AS is the most common heart valve disease among the elderly who are over 65 years old with
degenerative aortic valve disease. The prevalence of AS in China reached 4.2mn in 2018, with a
CAGR of 1.9% from 2014 to 2018, according to F&S. F&S estimates AS patients to reach 4.6mn in
2023E, driven by increasing rheumatic valvular heart disease.

There are three common AS procedures, balloon valvotomy (3 £ 3k & 57K K), surgical aortic valve
replacement (SAVR, sM+F K & # £ 315k # 2) and transcatheter aortic valve replacement (TAVR, %
F& T AL E # K). Balloon valvotomy is used primarily among children and very young adults

with congenital AS. SAVR is a common choice for patients less than 75 years old with surgical risk.
TAVR benefits patients with inoperable AS and patients older than 75 years old with high surgical risks.
Some data shows that TAVR also benefits patients with medium surgical risk.

Traditional surgical aortic valve replacements require doctors to make a big incision on patients’ chests
and open their hearts to put the prosthetic valve inside manually, which poses risks of wrong
positioning of valve and loss of blood. TAVR is a minimally invasive surgery with short operation time.
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Figure 46: Transcatheter aortic valve system Figure 47: Illustration of TAVR procedure
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According to the “2017 Chinese Heart Surgery and Cardiopulmonary Data White Paper” (2017 + & <
ShAF KAtk o118 35 4534 & ) released by the Chinese Society of Biomedical Engineering, as of

2017, 708 hospitals in China have performed cardiac surgeries and conducted a total of 65,749 cardiac
valve surgeries, up 6.6% YoY.

According to the data from the Chinese Society of Cardiothoracic and Vascular Anaesthesiology, as
of Mar 2018, more than 20 hospitals in China have conducted approximately 1,200 TAVR surgeries.
According to the publication named “Cardiovascular surgery outcomes 2018” released by Fuwai
Hospital which performed the largest number of cardiovascular surgeries in China, the hospital
conducted 124 TAVR procedures in 2018 and the number has risen rapidly in recent years.

Figure 48: Number of TAVR procedures performed by
Fuwai Hospital
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Source: Fuwai Hospital, CMBIS

According to the publication named “Cardiovascular surgery outcomes 2018” released by Fuwai
Hospital, mechanical valve still accounted for the majority type of artificial valve. However, in recent
years, the proportion of bioprosthetic aortic valve increased significantly.

According to Bairen Medical’s prospectus, bio-valve accounted for 75% of the total number of artificial
valves in the global market compared to 20-25% in the China market. In our view, bio-valves in China
will quickly substitute mechanical valves thanks to improving affordability of bio-valves.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE

25




6 Jan 2019 ’E'QEE&

CMB INTERNATIONAL

7 BoA W
o Merchants E:

F&S forecasts the number of TAVR procedures to surge from approximately 1,000 in 2018 to 26,600
in 2023E, at a CAGR of 94.6%. The market size of TAVR in China was RMB41.4mn in 2017. We
believe Chinese TAVR market is now at the early phase of penetration due to: 1) TAVR devices being
sold at expensive prices, 2) limited medical insurance reimbursement coverage for TAVR devices, and
3) time needed for education of physicians about conducting TAVR procedures. F&S forecasts
Chinese TAVR market to reach RMB3.9bn in 2023E thanks to the rising number of qualified hospitals
for TAVR procedures.

Figure 49: No. of TAVR procedures in China Figure 50: Market size of TAVR in China
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To date, NMPA has only approved three transcatheter aortic valves. VenusA-Valve developed by
Venus Medtech which obtained approval from the NMPA in Apr 2017, becoming the first
commercialized transcatheter aortic valve. J-Valve developed by Suzhou JC Medical was the second
product which received NMPA approval. VitaFlow developed by MicroPort was approved by NMPA in
Jul 2019. We expect Kindly Medical’s transcatheter aortic valve to be launched in China in 2024E.
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Financial Analysis

Revenue to show 41.3% CAGR in FY18-21E

Kindly Medical has kept strong earnings growth momentum in 1H19. Based on the Company’s 2019
interim financial report, its revenue increased by 41.2% YoY from RMB95.7mn in 1H18 to
RMB135.1mn in 1H19, and net profit rose by 32.2% YoY from RMB35.1mn in 1H18 to RMB46.4mn in
1H19. Net cash generated from operating activities reached RMB42.7mn in 1H19.

We expect Kindly Medical's total revenue to grow 42%/ 45%/ 37% YoY in FY19/20/21E, respectively,
representing 41.3% CAGR in FY18-21E, mainly driven by sales of cardiovascular devices.

Interventional medical devices have the largest revenue share of 87% in FY18 and are estimated to
grow at 48%/ 49%/ 40% YoY to RMB262mn/ RMB391mn/ RMB545mn respectively in FY19/20/21E,
respectively, mainly driven by strong existing products and new product launches.

We take risk-adjusted revenue for pipeline products. We also take PoS of 90% for products which
have already filed New Drug Applications (NDASs). For products not being required to conduct clinical
trials, we assume 50-60% probability of success (PoS) based on different development stages. For
products required for clinical trials, we expect 30-40% PoS based on different development stages.

Figure 51: Historicalrevenue and revenue forecasts

(YE 31 Dec) 2016 2017 2019E 2020E 2021E 2022E 2023E
Interventional medical devices
YoY 35% 61% 48% 49% 40% 36% 33%
Cardiovascular device 81 109 176 261 384 521 698 910
YoY 34% 61% 49% 47% 36% 34% 31%
Neurovascular device 0 0 0 0 5 20 34 53
YoY 300% 73% 55%
Digestive device 0 0 0 0 0 3 8 18
YoY 567% 171% 130%
Orthopaedics and other devices 0 1 1 1 1 2 2 2
YoY 79% 25% 15% 14% 12% 11% 10%
Medical accessories 19 23 21 20 20 21 22 23
YoY 24% -11% -1% 0% 3% 3% 4%
Others 6 5 6 6 7 7 8 8
YoY -27% 23% 10% 9% 8% 7% 7%
Total Revenue 106 138 203 289 418 573 771 1,014
YoY 29% 48% 42% 45% 37% 34% 32%

Source: Company data, CMBIS estimates

Figure 52: Revenue breakdown Figure 53: Total revenue and growth forecasts
100% 1,200 60%
° [ le% 3% 3% 2% e 3% RMB mn ’
10%
18% i 1,000 | 50%
80% | 48%
45%
42%
800 40%
60% | 37%. 06
600 | 20% 38%3004
40%
400 20%
20% | 200 | 10%
0 0%
0% 2016 2017 2018 2019E 2020E 2021E 2022E 2023E

2016 2017 2018 2019E 2020E 2021E
= nterventional medical devices Medical accessories Others

BN Total Revenue YoY

Source: Company data, CMBIS estimates Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 27



6 Jan 2019 C’E@EEF&

CMB INTERNATIONAI

woWomoWoE
ndly one - Merchants B:

Net profit to show 49.5% CAGR in FY18-21E

We expect Kindly Medical's net profit to grow at 61%/ 56%/ 33% to RMB94mn/ RMB146mn/
RMB194mn in FY19/20/21E, respectively, driven by total revenue growth and margin expansion.
Attributable NPM will maintain at 32%/ 35%/ 34% in FY19/20/21E, respectively, due mainly to the
upcoming launches of high-margin products and additional interest income.

Figure 54: P&L forecasts

(YE 31 Dec) 2019E 2020E 2021E
(RMB mn)
Revenue 106 138 203 289 418 573
YoY 29% 48% 42% 45% 37%
Cost of sales 47) (60) (85) (112) (157) (208)
% of revenue -45% -43% -42% -39% -38% -36%
Gross profit 59 78 118 177 261 366
GPM 55% 57% 58% 61% 62% 64%
Other income (excl. finance income) 5 0 6 10 10 10
% of revenue 0 0% 3% 3% 2% 2%
Distribution costs (6) 9) (18) (23) (42) (54)
% of revenue 0 -6% -9% -8% -10% -10%
Administrative expenses (20) (11) (21) (28) (42) (56)
% of revenue 0 -8% -10% -10% -10% -10%
Research and development expenses (11) (13) (22) (30) (46) (60)
% of revenue 0 -9% -11% -11% -11% -11%
Profit from operations 36 45 64 106 141 205
% of revenue 0 33% 32% 37% 34% 36%
(Recognition)/ reversal of impairment losses (0) 0 0 0 0 0
% of revenue 0 0% 0% 0% 0% 0%
Net finance cost 3 3 2 3 16 15
% of revenue 0 2% 1% 1% 4% 3%
Profit before taxation 39 48 66 100 158 220
% of revenue 0 35% 33% 35% 38% 38%
Income tax (5) 7 (8) (13) (20) 27)
Tax rate -14% -15% -12% -13% -13% -13%
Profit for the year 34 41 58 88 138 192
Minority interests 0 0 0 6 8 2
Net profit attributable to shareholders 34 41 58 94 146 194
NPM 0 30% 29% 32% 35% 34%
YoY 20% 43% 61% 56% 33%
Source: Company data, CMBIS estimates.
Figure 55: Margin expected to improve onwards Figure 56: SG&A expenses forecasts
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GPM expected to gradually improve onwards. Given that high-margin interventional medical
devices have contributed higher proportion of sales, Kindly Medical’s blended gross margin improved
significantly from 55.4% in 2016 to 58.3% in 2018. We forecast GPM to be 61%/ 62%/ 64% in
FY19/20/21E, respectively, due mainly to launch of high margin products and economies of scale.

CAPEX to stay high for capacity expansion

Kindly Medical’'s average utilization rate of production facilities for its top five selling products was
93.3%/ 96.0%/ 96.0% in 2016/2017/2018, respectively. It has increased annual actual production time
to meetincreased order demand. Kindly Medical plans to establish a new R&D center and an additional
production facility in Jiading, Shanghai to meet growing market demand. We expect total CAPEX to
be RMB150mn/ RMB200mn/ RMB150mn in FY19/20/21E, respectively, for production facility
expansion and equipment maintenance.

Strong operating cash flows

Thanks to the Kindly Medical's strong bargaining power, Kindly Medical usually requires most of its
distributors to make full prepayment for the products before shipment. Hence, Kindly Medical enjoys
short trade receivables turnover days and strong operating cash flows. We saw that trade receivables
turnover days declined from 91 days in FY17 to 50 days in FY18, which further declined to 36 days in
the first four months of 2019, which was attributable to the enhanced efforts to collect receivables from
customers. Kindly Medical's operating cash flows was also consistent with the net profit.

Figure 57: Improving trade receivables turnover days  Figure 58: Strong operating cash flows
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Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 138 203 289 418 573 Profit before tax 48 66 100 158 220
Interventional medical devices 110 177 262 391 545 D&A 7 9 11 7 24
Medical accessories 23 21 20 20 21 Change in working capital (8) 2 (50) (31) (36)
Others 5 6 6 7 7 Payment for interest element of lease liabilities 0 @ @ @) 2
Cost of sales (60) (85) (112) (157) (208) Tax paid (8) 9 (@3 (0) (27
Gross profit 78 118 177 261 366 Net cash from operating activities 39 66 46 111 178
Other income (without finance cost) 0 6 10 10 10 Capex (10) (33) (90) (150) (200)
Selling expenses 9 (18) (23) (42) (54) Acquisition of subsidiaries 0 2) 0 0 0
Administrative expenses (1) (21) (36) (42) (56) Other investing activities 49 100 136 261 378
R&D expenses (13) (22) (30) (46) (60) Net cash from investing activities 39 66 46 111 178
Operating profit 45 64 98 141 205
Net proceeds from shares issued 0 190 787 0 0
(Recognition)/ reversal of impairment losses 0 0 0 0 0 Bank borrowing 0 0 0 0 0
Finance costs, net 3 2 3 16 15 Capital element of lease liabilities 0 (2) 0 0 0
Pre-tax profit 48 66 100 158 220 Dividends paid to equity shareholders 0 (67) (33) (51) (68)
Net cash from financing activities 0 122 755 (51) (68)
Income tax ()] 8 (13) (200 (27)
Profit for the year 41 58 88 138 192 FXchanges ?3) 3 0 0 0
Minority interests 0 0 6 8 2 Net change in cash 82 149 716 (71) (73)
Attributable net profit 41 58 94 146 194 Cash at the beginning of the year 64 147 298 1014 943
Cash at the end of the year 144 298 1014 943 870
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 43 134 211 338 499 Sales mix (%)
PP&E 38 60 139 269 433 Interventional medical devices 80 87 91 93 95
Right-of-use assets 0 58 55 52 49 Medical accessories 17 10 7 5 4
Prepayment of lease 0 10 10 10 10 Others 3 3 2 2 1
Intangible assets 0 1 1 1 1 Total 100 100 100 100 100
Other non-current assets 5 6 8 6 6
Profit & loss ratios (%)
Current assets 190 348 1,103 1,069 1,039 Gross margin 57 58 61 62 64
Inventories 29 39 46 65 85 EBITDA margin 38 37 41 39 43
Trade and other receivables 11 7 40 58 80 Pre-tax margin 35 33 37 38 38
Other current assets 2 3 3 3 3 Net margin 30 29 32 35 34
Cash and cash equivalents 147 298 1,014 943 870 Effective tax rate 15 12 13 13 13
Current liabilities 27 40 30 36 42 Balance sheet ratios
Trade and other payables 18 24 14 20 26 Current ratio (x) 7 9 37 30 25
Contract liabilities 7 12 12 12 12 Trade receivables turnover days 91 50 50 50 50
Lease liabilities 0 3 3 3 3 Trade payables turnover days 43 43 45 45 45
Deferred income 0 0 0 0 0 Net debt to total equity ratio (%) Net cash Netcash Netcash Netcash Netcash
Current taxation 1 1 1 1 1
Returns (%)
Non-current liabilities 5 61 61 61 61 ROE 23 20 11 11 14
Lease liabilities 0 57 57 57 57 ROA 20 16 10 10 13
Deferred income 5 3 3 3 3
Per share data
Total net assets 200 381 1,224 1,311 1,435 EPS (RMB) N/A° N/A 056 088 1.17
Minority interest 0 9 3 5) (7) DPS (RMB) N/A° N/A 020 031 041
Shareholders' equity 200 372 1,220 1,315 1,442 BVPS (RMB) N/A N/A 737 7.89 864
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 30
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Valuation

(1) DCF valuation derived TP of HK$39.5

Given Kindly Medical’s strong cash flow and the upcoming pipeline products, we believe DCF would
be a reasonable valuation method. We derive TP of HK$39.5 based on an 8-year DCF valuation
(WACC: 10.42%, terminal growth rate: 3.0%), representing FY20E/21E PER of 40x/ 30x. We
employed a WACC of 10.42%, which is higher than that of HK listed peers due to relatively smaller
market cap and terminal growth rate of 3%, which is relatively conservative compared to high-growth
medical device companies.

Figure 59: Base case valuation on risk-adjusted DCF valuation

DCF Valuation (in RMB mn) 2020E  2021E  2022E  2023E 2024E 2025E
EBIT 141 205 292 400 479 566 656 748
Tax rate 13% 13% 13% 13% 13% 13% 13% 13%
EBIT*(1-tax rate) 124 179 255 350 419 495 574 655
+ D&A 23 39 60 76 91 107 124 142
- Change in working capital (31) (36) (44) (54) (65) (76) (88) (101)
- Capex (150) (200) (150) (150) (150) (150) (150) (150)

FCFF (34) (18) 121 221 296 376 460 545

Terminal value 7,574

FCF + Terminal value (34) (18) 121 221 296 376 460 8,119

Discount factor 100% 91% 82% 74% 67% 61% 55% 50%

PV of FCF (34) (16) 99 164 199 229 254 4,058

% change in EBIT 20.0% 18.0% 16.0% 14.0%

% change in D&A, working capital, 20.0% 18.0% 16.0% 14.0%

Capex

PV of enterprise value (RMB mn) 4,953

Net debt (RMB mn) (883)

Minority interests (RMB mn) (5)

Equity value (RMB mn) 5,841

Equity value (HK$ mn) 6,563

# of shares outstanding (mn) 166

Price per share (HK$) 39.5

Terminal growth rate 3.0%

WACC 10.42%

Cost of Equity 13.0%

Cost of Debt 5.0%

Equity Beta 0.9

Risk Free Rate 3.0%

Market Risk Premium 11.5%

Target Debt to Asset ratio 30.0%

Effective Corporate Tax Rate 12.5%

Source: CMBIS estimates

Figure 60: Sensitivity analysis (HK$)

WACC

Terminal growth rate 9.4% 9.9% 10.4% 10.9% 11.4%
2.0% 413 38.6 36.3 34.2 32.3
2.5% 43.4 40.4 37.8 35.5 33.5
3.0% 45.9 425 39.5 37.0 34.7
3.5% 48.7 44.8 415 38.7 36.2
4.0% 52.0 47.6 438 40.6 37.8

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 31



CMB INTERNATIONAL

6 Jan 2019 @%’E@EE&

oW WM B W
A Wholly Owned ina Merchants Bani

(2) Valuation check with peers

The average FY20E PER of HK listed medical device peers was 28.2x. Our TP for Kindly Medical
represents FY20E PER of 40x. We expect Kindly Medical to deliver 41% sales CAGR and 50% net
profit CAGR in FY18-21E, given its leading position in the cardiovascular interventional device market,
rich pipeline and moderate competition.

Figure 61: Peers’ valuation

Mkt cap PER(x) PBR(x) EV/EBITDA (x) ROE(%) EPS CAGR PEG
Company Ticker HK$mn FY19E FY20E FY19E FY20E FY19E FY20E | FY19E FY20E FY18-21E FY19E
H share
AK Medical 1789 HK 10,030 43.8 33.5 8.5 7.1 N/A N/A 26.5 28.4 33% 1.3
Chunli Medical 1858 HK 6,882 32.2 21.7 7.1 5.4 28.6 21.1 25.9 29 38% 0.8
Weigao Group 1066 HK 41,379 19.8 16.8 2.3 2.1 13.1 12.1 12 12.9 20% 1
Microport 853 HK 14,980 42.4 39.6 3.7 35 19 20.5 10 9.2 35% 1.2
Lifetech 1302 HK 6,610 37 29.2 N/A N/A N/A N/A 11 12 21% 1.7

Average 35.1 28.2 54 4.5 20.2 17.9 17.1 18.3 30% 1.2

Source: Bloomberg (As at 3 Jan 2020)
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Investment Risks

Failure to develop and market new and advanced products in a timely manner

Future sales growth depends on new products. Kindly Medical may not be able to successfully market
new products or the end customers may not be receptive to those new products.

Potential price erosion pressure from enhanced procurement

The State Council issued the “Reform Plan on the Regulation of High-Value Medical Device” on 31 Jul
2019 and reiterated the policy of implementation of zero mark-up of medical device by the end of 2019,
to explore centralized procurement and volume-based procurement and to unify the classification and
code of high-value medical devices by the end of 2020, which all exert pressure on the listing price of
medical devices, especially for medical stent and orthopedic products.

Kindly Medical may also experience reduced pricing power and gross profit margin erosion from
the existing products given the mature market. The growing pricing pressure may arise in the future
due to enhanced procurement policies. We saw that centralized procurement of medical device has
been implemented in some provinces (Fujian, Shandong, Chongging, Shaanxi, Zhejiang and Jingjinji
region). Those centralized procurement tenders resulted in significant price cut of 10-50%, especially
for the imported implantable medical devices. However, the price erosion pressure to be experienced
by Kindly Medical may not be significant since the premium of the ex-factory price and the ultimate
retail price of its products is usually over 100%, leaving much room for price cut for distributors. The
price erosion may also be digested by distributors and do not affect the ex-factory price for
manufacturers. Besides, Kindly Medical continuously invests in the new product development to
maintain or improve the average selling price and overall profitability of its product portfolio.

Additional cost incurred from the rollout of “two-invoice” system

The rollout of “two-invoice” system in medical devices will potentially incur additional costs for Kindly
Medical and also bring some benefits, such as: 1) accelerating integration and concentration of sales
channels by strengthening cooperation with large distribution companies to achieve strong alliances,
2) increasing the profit margin as the distribution channels will be shortened, and 3) increasing sales
and labor costs for market expansion and customer maintenance. Kindly Medical’s products have been
distributed in four provinces, where have formulated relevant systems on the “two-invoice system”,
including Anhui, Fujian, Shanxi and Shaanxi. In 2016, 2017, 2018 and the first four months of
2018/2019, the Company’s aggregate sales to these four provinces amounted to RMB3.0mn,
RMB6.1mn, RMB10.9mn and RMB3.0mn/RMB6.1mn, respectively, representing 2.8%, 4.5%, 5.4%
and 5.0%/7.0% of the Company’s total revenue for the corresponding periods.

On 5 Dec 2019, National Healthcare Security Administration claimed that due to the non-standard
features, the complexity of after-sales services and clinical use of high-value medical devices, the
implementation of “two-invoice” system of high-value medical device will be reconsidered. We believe,
the “two-invoice” system may not roll out nationwide in the short term.
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Appendix 1: Company Profile

Figure 62: Management profile

Relationship with
other directors
and senior
management

Husband of Dr.

Date of Date of First

Position Roles and Responsibilities Joining  Appointment

Dr. Liang Dongke Chairman of the Board, In charge of overall management, 7/6/2006 7/6/2006

(R AHA) Executive Director and  business, strategic development, and Song Yuan (‘R4%)
general manager scientific research and development.

Mr. Wang Cailiang 50 Executive Director and In charge of product registration, 25/6/2010  25/6/2010  None

(E# %) deputy general manager quality control system, and

advancement of internal control.

Dr. Song Yuan (%4%) 41 Deputy general In charge of information disclosure, 25/5/2017 Wife of Dr. Liang
manager, secretary to  investor relations, equity investment Dongke (£ ##})
the Board and joint and convening board and shareholder
company secretary meetings

Ms. Zhao Yan (# #%) 45 Finance controller In charge of management of financial 3/4/2007

affairs

Source: Company data

Figure 63: Awards

Awarding/Recognition Organization

Award/recognition

Shanghai High-tech Achievement Transformation Project Shanghai Municipal Service Center for Transforming High-tech

2018 . S Achievements
LG HARRRIEAR B . -
(L& &I RARRIAAH) (k57 & AT AR R AL S )
2017 Little Giant of Science and Technology of Shanghai Shanghai Science and Technology Committee
(EHEFTHBENEA) (L FTHEHRARAERR)
Shanghai “Specialized, Refined, Characterized and Innovative” . . L N
9 P : Shanghai Municipal Commission of Economy and Informatization
2016 Enterprise (ks 245 %)
(EBT . A 4 00 FreE
Source: Company data
Appendix 2: Production Procedure
Figure 64: Production procedure
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Design and Heat plastic resins Heat plastic Assemble Sterilize medical Conduct
; and shape them resins and X - comprehensive
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ﬁwgnﬂ(f:aztu:ede producing relevant produce components through molds medical devices sterilization on finished
medical devices. and parts _for medical t(.) produge devices. technology medwal
devices. medical devices. devices

Source: Company data
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