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A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

PA Good Doctor (1833 HK)

Emphasis on its core online medical service  TagetPprice HK$142.77
e (Previous TP HK$142.10)

cap abilities Up/Downside +28.16%
Current Price HK$111.40

B Topline beat thanks to strong growth in online medical services. In 2020,
PA Good Doctor’s topline increased 35.5% YoY, higher than our estimate of
28.1% YoY. Core online medical service revenue rallied 82.4% YoY to
RMB1.57bn, contributing 23% of the total revenue. Net loss was RMB948mn
in 2020, better than our forecast of RMB1,020mn. Adjusted net loss (excluding
foreign exchange losses and gains and option expenses) was RMB516mn in
2020, vs RMB695mn in 2019. The Company has invested a lot in upgrading
its channels, services, physician team, etc. Excluding the impact of these
additional spending due to the strategic upgrades, net loss from the traditional
business shrank by 65.6% YoY to RMB239mn.

B Significant margin improvement thanks to successful monetization
efforts. Blended gross margin rallied by 4.1lppts to 27.2% driven by
accelerating monetization and higher proportion of revenue from high-margin
online medical service business. Online medical service recorded a high GPM
of 56.2% (vs 44.2% in 2019) and contributed 47% of the Company’s total
gross profit. Average conversion rate of paying users increased by 0.9ppts to
4.9% in 2020. Specifically, paying healthcare users accounted for 35.1% of
the total paying users. Average daily prescriptions sold rose 88% YoY. As of
end-2020, the Company had 372.8mn registered users, rising 18.3% YoY.
MAU and MPU reached 72.6mn and 4mn respectively, representing a YoY
increase of 8.5% and 34.1%, respectively.

B Emphasis on its core online medical service capabilities. PA Good Doctor
further strengthened its leading position in online medical service industry.
Average daily consultations reached 903,000 in 2020, up 23.9% YoY. As of
end-2020, the Company’s in-house medical team reached 2,247 people, vs
1,409 in end-2019. In addition, contracted external doctors grew rapidly from
5,381 in end-2019 to 21,116 in end-2020. The Company aims to attract more
renowned doctors to join its platform. Furthermore, the Company operates the
largest number of internet hospitals in China. As of end-2020, PA Good Doctor
has reached agreements with over 100 offline hospitals on jointly building
Internet hospitals while 50 co-constructed/self-built internet hospitals have
commenced operation. Meanwhile, the Company has enabled Social Health
Insurance (SHI) payment (i.e. NRDL reimbursement) in one province and four
cities in China. We believe PA Good Doctor will continue to be the No.1 online
medical service provider in China given its consistent efforts in capability
upgrades.

B Maintain BUY. We expect total revenue to grow 36%/ 38%/ 39% YoY in
FY21E/22E/23E. We forecast net losses to be RMB1,261mn/ RMB1,016mn/
RMB730mn in FY21E/22E/23E. We maintain positive on the Company’s
growth outlook, and derive TP of HK$142.77 based on a 10-year DCF model
(WACC:9.3%, terminal growth rate: 4.0%). Catalysts: Faster-than-expected
user growth; Regulatory loosening.

Earnings Summar
(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E

Revenue (RMB mn) 5,065 6,866 9,348 12,929 18,029
YoY growth (%) 52 36 36 38 39
Net income (RMB mn) (734) (948) (1,261) (1,016) (730)
EPS (RMB) (0.73) (0.92) (1.10) (0.89) (0.64)
Consensus EPS (RMB) (0.80) (0.76) (0.82) (0.60) 0.11
P/S (x) 22.1 16.3 12.0 8.7 6.2
ROE (7.4) (7.4) (8.3) (7.1) (5.4)
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, CMBIS estimates, Bloomberg
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Mkt. Cap. (HK$ mn) 127,809
Avg. 3mths t/o (HK$ mn) 720.6
52W High/Low (HK$) 135.0/56.0
Total Issued Shares (mn) 1,147

Source: Bloomberg

Shareholding Structure

Ping An Insurance 41.31%
Employee 19.26%
Soft Bank 4.42%
Other shareholders 35.01%

Source: HKEx, Bloomberg

Share performance
Absolute Relative

1-mth 11.4% 3.7%
3-mth 5.1% -12.1%
6-mth -20.9% -33.5%

Source: Bloomberg
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Figure 1: Valuation on risk-adjusted DCF valuation

DCF Valuation (in Rmb mn) 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
EBIT (1,575) (1,300)  (993)  (186) 912 1,642 2,873 4,885 8,060 13,057
Tax rate 0.0% 0.0% 0.0% 23.2% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
EBIT*(1-tax rate) (1,575) (1,300) (993) (143) 775 1,396 2,442 4,152 6,851 11,099
+ D&A 50 65 75 83 88 158 277 471 777 1,259
- Change in working capital 312 144 122 145 205 368 644 1,095 1,807 2,928
- Capx (100) (100) (100) (100) (100) (100) (100) (100) (100) (100)

FCFF (1,313) (1,191) (895) (15) 968 1,822 3,264 5,618 9,335 15,185
Terminal value 298,683
Terminal growth rate 4.0%

WACC 9.3%

Cost of Equity 12.0%

Cost of Debt 5.0%

Equity Beta 0.9

Risk Free Rate 3.0%

Market Risk Premium 10.0%

Target Debt to Asset ratio 35.0%

Effective Corporate Tax Rate 15.0%

Terminal value (RMB mn) 122,887

Total PV (RMB mn) 136,641

Net debt (RMB mn) (7,099)

Minority interest (RMB mn) 23

Equity value (RMB mn) 143,717

# of shares (mn) 1,147

Price per share (RMB per share) 125.3
Price per share (HK$ per share)  142.77

Source: CMBIS estimates; Notes: Exchange rate for HK$/RMB = 0.90

Figure 2: Sensitivity analysis (HK$)

Terminal growth rate
WACC 3.0% 3.5% 4.0% 4.5% 5.0%
8.3% 154.56 169.11 187.06 209.75 239.33
8.8% 136.98 148.53 162.49 179.71 201.47
9.3% 122.37 131.69 142.77 156.17 172.69
9.8% 110.06 117.68 126.63 137.27 150.12
10.3% 99.57 105.89 113.21 121.80 132.01

Source: Company data, CMBIS estimates
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Figure 3: Peers’ valuation

Mkt cap P/S (x) P/E (x) P/B (x)
Company Ticker US$ mn FY21E FY22E FY21E FY22E FY2l1E

PA GOOD DOCTOR 1833 HK 1114 1428 28.16% 127,809 12.0 8.7 N/A N/A 7.6 8.1
JD HEALTH INTERN 6618 HK 158.5 N/A N/A 504,722 15.6 105 N/A 289.8 18.4 17.2
ALIBABA HEALTH 241 HK 26.5 N/A N/A 356,573 17.6 10.9 N/A 350.7 30.3 27.7
TELADOC HEALTH  TDOC US 269.03 N/A N/A 38,999 20.4 15.4 N/A N/A 6.8 5.6
HEALTH CATALYST  HCAT US 49.14 N/A N/A 2,088 9.2 7.6 N/A N/A 6.7 7.6
Average 15.0 10.6 N/A 320.2 14.0 13.3

Source: CMBIS estimates, Bloomberg, NR=Not rated

Figure 4: CMBIS earnings revisions

(RMB mn) New Old Diff (%)

FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 9,348 12,929 18,029 8,923 12,467 17,547 4.8% 3.7% 2.7%
Gross profit 2,665 4,070 6,159 2,666 4,136 6,372 -0.1% -1.6% -3.4%
Operating profit (1,475) (1,200) (893) (1,516) (1,125) (722) N/A N/A N/A
Net profit (1,261) (1,016) (730) (1,331) (964) (572) N/A N/A N/A
EPS (RMB) (1.10) (0.89) (0.64) (1.16) (0.84) (0.50) N/A N/A N/A
Gross margin 28.51% 31.48% 34.16% 29.88% 33.17% 36.32% | -1.38ppt  -1.70ppt  -2.16ppt
Operating margin -15.78% -9.28% -4.95% -17.00% -9.02% -4.12% | +1.21ppt -0.26ppt -0.84ppt
Net Margin -13.49% -7.86% -4.05% -14.92% -7.73% -3.26% | +1.43ppt -0.13ppt -0.79ppt

Source: Company data, CMBIS estimates

Figure 5: CMBIS estimates vs consensus

(RMB mn) CMBIS Consensus Diff (%)

FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 9,348 12,929 18,029 8,843 12,067 15,955 5.7% 7.1% 13.0%
Gross profit 2,665 4,070 6,159 2,568 3,797 5,253 3.8% 7.2% 17.2%
Operating profit (1,475) (1,200) (893) (935) (662) (279) N/A N/A N/A
Net profit (1,261) (1,016) (730) (900) (749) (236) N/A N/A N/A
EPS (RMB) (1.10) (0.89) (0.64) (0.82) (0.60) 0.11 N/A N/A N/A
Gross margin 28.51% 31.48% 34.16% 29.04% 31.46% 32.93% -0.53ppt  +0.02ppt  +1.23ppt
Operating margin -15.78% -9.28% -4.95% -10.58% -5.49% -1.75% -5.20ppt -3.8ppt -3.20ppt
Net Margin -13.49% -7.86% -4.05% -10.17% -6.21% -1.48% -3.31ppt -1.65ppt -2.57ppt

Source: Company data, CMBIS estimates
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Financial Statments

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 5,065 6,866 9,348 12,929 18,029 Profit before tax (747) (949) (1,261) (1,016) (730)
Online medical services 858 1,565 2,974 5,354 9,102 Depreciation of PP&E 146 170 50 65 75
Consumer healthcare 1,112 1,383 1,798 2,301 2,899 Impairment of intangible asset 23 0 25 25 25
Health mall 2,902 3,714 4,321 4,958 5,640 Change inworking capital 376 (631) 269 183 174
Health management & wellness interaction 193 204 255 316 388 Others (50) 481 234 188 214
Cost of sales (3,894) (5,002) (6,683) (8,859) (11,870 Finance costs - net (253) (174) (314) (284) (263)
Gross profit 1,171 1,864 2,665 4,070 6,159 Operating cash flow (504) (1,102) (997) (839) (504)
Selling & marketing expenses  (1,207) (1,587) (2,617) (3,361) (4,507) Capex (133) (73) (100) (100) (100)
Administrative expenses (2,075) (1,017) (1,683) (2,069) (2,704) Acquisition of subsidiaries 0 0 0 0 0
Other income 42 205 160 160 160 Other investing activities 4,610 (2,424) 320 290 269
Other (losses)/gains 109 (385) 0 0 0 Investing cash flow 4,477 (2,497) 220 190 169
Operating profit (959) (919) (1,475) (1,200) (893)
Finance costs - net 253 100 314 284 263 Net proceeds from shares issued 76 7,004 0 0 0
Gain/(loss) from associates and JV (27) (122) (100) (100) (100) Bank borrowing 0 0 (6) (6) (6)
Profit before tax (734) (941) (1,261) (1,016) (730) Listing expenses 0 0 0 0 0
Income tax expense (13) (@) 0 0 0 Other financing activities (67) (82) 0 0 0
Total net profit (747) (949) (1,261) (1,016) (730) Financing cash flow 9 6,922 (6) (6) (6)
Minority Interests (13) 0) 0 0 0
Attributable profit (734) (948) (1,261) (1,016) (730) Net change in cash 3,981 3,323 (783) (655) (342)
Cash at the beginning 926 4,965 7,920 7,138 6,483

Cash flow at the end 4,965 7,920 7,138 6,483 6,141

Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 3,901 3,307 3,232 3,142 3,042 Sales mix (%)
Goodwill 967 970 970 970 970 Online medical services 16,9 228 318 414 505
PP&E 186 166 216 251 276 Consumer healthcare 220 201 192 178 161
Right-of-use assets 94 115 115 115 115 Health mall 573 541 46.2 383 313
Other intangible assets 106 102 77 52 27  Health mgmt & wellness interaction 3.8 3.0 2.7 2.4 2.2
Prepayments and other receivables 7 77 77 77 77 Total 100 100 100 100 100
Financial assets at FV 1,632 587 587 587 587
Others 1,196 1,456 1,406 1,341 1,265 Profit& loss ratios (%)

Gross margin 23 27 29 31 34
Current assets 8,478 15,256 14,118 13,931 14,258 EBITDA margin a7z (@3) (16) (20) (5)
Inventories 75 160 118 157 208 Pre-tax margin (14) (14) (13) (8) 4)
Accounts and other receivables 649 1,058 854 1,162 1,608 Netmargin (14) (14) (13) (8) 4)
Contract assets 141 102 102 102 102 Effective tax rate ) 1) 0 0 0
Bank balances and cash 0 0 0 0 0
Others 7,613 13,935 13,044 12,509 12,340 Balance sheet ratios

Current ratio (x) 3 6 5 4 4
Current liabilities 2,665 2,668 2,624 3,236 4,028 Trade receivables 39 45 45 45 45
Short-term borrowings 0 0 0 0 0 Trade payables turnover 153 133 133 133 133
Trade and other payables 1,777 1,863 1,820 2,431 3,223 Net debt to total equity Net cash Net cash Net cash Netcash Net cash
Contract liabilities 837 730 730 730 730
Others 51 75 75 75 75 Returns (%)

ROE (74) (74 83 (7.1) (5.4
Non-current liabilities 44 39 39 39 39 ROA (5.9 (6.1 (.00 (5.9 4.2
Lease liabilities 44 39 39 39 39
Trade and other payables 0 0 0 0 0 Per share value

EPS (RMB) (0.73) (0.92) (1.10) (0.89) (0.64)
Total net assets 9,669 15,856 14,686 13,797 13,233 DPS (RMB) 0.00 0.00 0.00 0.00 0.00
Minority interest 21 23 23 23 23 BVP (RMB) 9.66 15.40 12.80 12.03 11.53
Shareholders' equity 9,669 15,856 14,686 13,797 13,233

Source: Company data, CMBIS estimates
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