China Renji

Possible strategic acquisition

Key points:

» Framework agreement to acquire 100% of medical
equipment maker MASEP Group

» Consideration of HK$1,100m, represents 6.1x
FY12/09F earnings based on a guaranteed profit of
HK$180.0m

» Renji's 1H FY12/08F net profit of HK$26.5m boosted
by higher-than-expected top line growth

» Net profit estimate lifted to HK$68.7m for FY12/08 on
stronger 2H due to seasonal factors and maiden
contributions from new acquisitions

» BUY call unchanged, HK$0.20 target price represents
FY12/09F 9.0x EV/EBITDA and 18.0x P/E

Framework agreement. China Renji (Renji) announced on 22
Sep 2008 its framework agreement to possibly acquire the entire
share capital of MASEP Group (MASEP) for a total consideration of
HK$1,100m. MASEP is a medical equipment manufacturer with a
particular focus on gamma ray stereotactic equipment. According
to the announcement, MASEP is the only China-developed head
gamma knife system with accreditations from the US’ FDA and
China’s SFDA. The company’s equipment is sold in China, Vietnam
and India.

Further details awaited. The framework agreement generally
means that the parties are in acquisition talks and details of the deal
are sketchy at the moment. The HK$1,100m consideration will be
satisfied in cash (HK$300.0m), convertible bonds (HK$305.0m) and
new shares (HK$495.0m). No details of the CBs, or the issue price
of the new shares have been provided. The vendors have
guaranteed that MASEP’s net profit for 2009 will not be less than
HK$180.0m, implying an acquisition valuation of 6.1x.

Short and long term synergies. Short-term benefits: 1) EPS
accretion (prior to any accounting treatment of CBs); 2)
diversification into the fast growing medical equipment market; 3)
tapping other emerging markets (Vietnam, India, Pakistan). Mid to
long-term benefits: 1) opening up CD&T centre acquisition
opportunities (MASEP has sold 38 sets gamma knife equipment in
China to date); 2) elimination of potential competitor.
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Financial summary

Year to Dec 06A O07A 08F O09F 10F
Turnover (HK$m) 9.1 585 204.6 286.3 324.2
Net Profit (HK$m) (83.0) 12.8 68.7 127.3 161.4
EPS (HK$) (0.018) 0.002 0.006 0.011 0.014
EPS A% n/a n/a 2788 853 26.8
PIE (X) nfa 245 65 35 28
P/B (x) 205 036 041 036 0.32
EV/EBITDA (x) 206 27.1 2.8 1.6 0.8
Yield (%)
ROE (%) n/a 1.7 59 11.0 124
ROCE (%) n/a n/a 82 126 141
N. Gear. (%) Cash 28 2.4 Cash Cash
Price Performance
1mth 3 mth 12 mth
Relative to HSI (%) (23.1) (32.8) (64.5)
Actual price changes (%) (33.9) (44.3) (76.1)
08F 09F 10F
Consensus EPS (HK$) 0.003 0.009 0.012
Previous forecasts (HK$m) 435 1179 153.6
Previous EPS (HK$) 0.004 0.010 0.013
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1H net profit surprises on upside. Renji’s 1H FY12/08A net profit came in at HK$28.3m (including a
HK$1.8m disposal gain) on turnoved on HK$87.2m. The gross margin was 78.4% and adjusted net margin
30.4%. The net profit results beat our forecast of HK$11.8m mainly due to: 1) stronger-than-expected
turnover and 2) lower-than-expected administration and tax expenses.

Key CD&T centres — strong performance. Shanghai 455's contribution grew 15.5% YoY to HK$28.9m
and Shanghai 411's 23.6% YoY to HK$17.7m. Meanwhile, Er Pao CD&T’s maiden six6-month contribution
was HK$11.3m. Together, the top 3 CD&T centres accounted for 66.4% of total revenue.

Depreciation and amortisation charges adjusted. The company’s 1H FY12/08A results are a
re-calibration point, given expected adjustments to its depreciation and amortisation charges brought about
by the reappraisal of the estimated useful lives of its medical equipment from 14 to 20 years and the
lengthening of key contracts with 411 Hospital, 455 Hospital and Pudong Renji Hospital from an average of
eight to 20 years. Depreciation and amortization charges for the interim period stood at HK$10.1m and
HK$8.4m, respectively, down by HK$2.0m and HK$18.5m. Renji's administration expenses of HK$23.7m
were below our estimates, suggesting efficient cost controls. Stock option expenses reached HK$9.0m.

Falling into place. Management appears to be delivering execution. With a seasonally stronger 2H and
maiden contributions from new acquisitions (five medical centres since Apr 2008), we expect a stronger 2H
contribution from Renji.  As mentioned in our report Progress made on key issues (3 Sep), one of the best
surprises among the company?’s recent corporate developments was the extension of its key contracts with
hospitals, which will significantly improve its earnings visibility.

Lifting FY12/08F forecasts. We have revised up our FY12/08F net profit estimate to HK$68.7m after
taking into consideration: 1) stronger than expected top line growth; 2) new cost structure adjusted for
depreciation, amortization and administration expenses; 3) lower effective tax rate. We have also revised up
our estimates for FY12/09F by 8.0% and FY12/10F by 5.1% to HK$127.3m and HK$161.4m respectively.

BUY unchanged, maintain target price. We re-iterate our BUY call on Renji, maintaining our previous
target price of HK$0.20, representing 9.0x FY12/09F EV/EBITDA and 18.0x FY12/09F P/E.

Table 1: P&L

Year to Dec (HK$m) 06A 07A 08F 09F 10F
Revenues 9.1 58.5 204.6 286.3 324.2
Cost of sales (0.9) (33.8) (43.1) (55.8) (58.6)
Gross profit 8.2 24.6 161.6 230.5 265.5
Other revenues 5.9 5.0 5.6 6.1 6.7
Distribution expenses - - - - -
Administrative expenses (40.0) (64.1) (46.6) (47.6) (48.2)
Exceptionals (16.3) (13.5) - - -
Finance costs (3.9) (26.6) (24.2) (14.0) (8.1)
Share of results from associates (54.6) (0.7) - - -
Profit before tax (200.8) (75.4) 96.2 175.0 216.0
Tax - (1.5) (25.6) (42.7) (48.9)
Profit from continuing operations (200.8) (77.0) 70.6 132.3 167.1
Profit from discontinued operations 17.3 93.7 1.8 - -
Profit for the year (83.4) 16.8 72.4 132.3 167.1
Minority interest 0.4 (4.0) (3.7) (5.0) (5.7)
Net profit (83.0) 12.8 68.7 127.3 161.4

Source: Company data, SBI E2-Capital
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.comand multex.com

SBI E2-Capital stock ratings:
STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and that the analyst has not received
and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this report may not
be eligible for sale in some jurisdictions. The information contained in this report has been compiled by the Research Department of SBI E2-Capital Securities Limited
(‘SBI E2-Capital’) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI E2-Capital or any other person as to
its accuracy or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of SBI E2-Capital as of the date of this
report only and are subject to change without notice. Neither SBI E2-Capital nor any other person, accepts any liability whatsoever for any loss howsoever arising from
any use of this report or its contents or otherwise arising in connection therewith. Each recipient of this report shall be solely responsible for making its own independent
investigation of the business, financial condition and prospects of the companies referred to in this report. SBI E2-Capital and their respective officers, directors and
employees, including persons involved in the preparation or issuance of this report, may from time to time (1) have positions in, and buy or sell, the securities of
companies referred to in this report (or related investments); (2) have a consulting, investment banking or broking relationship with any company referred to in this report;
and (3) to the extent permitted under applicable law, have acted upon or used the information contained or referred to in this report including effecting transactions for
their own account in an investment (or related investment) in respect of any company referred to in this report, prior to or immediately following its publication. This
report may not have been distributed to all recipients at the same time. This report is issued only for the information of and may only be distributed to professional
investors and dealers in securities and must not be copied, published, reproduced or redistributed (in whole or in part) by any recipient for any purpose. This report is
distributed in Hong Kong by SBI E2-Capital. Any recipient of this report who requires further information regarding any securities referred to in this report should contact
the relevant office of SBI E2-Capital located in such recipient’s home jurisdiction.
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