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United Laboratories

Expects more

to summarize...

Share price rallied 69.4% after results announcement.
Current 6-APA and Amoxicillin bulk medicine price is stable.

Trading at a lower valuation comparing to its peers.

Maintain BUY call with revised target price of HK$10.60 based on peers’
average P/E level of 19.6x FY12/10F

Share price jumped lately. ULI’'s share price rallied 69.4% after its annual results
announcement in 22 March, which we think was encouraged by: 1) better than the
market expected results; 2) encouraged industry environment; 3) comparatively low
valuation.

Limited down side potential in 6-APA.  Our channel check shows that the current
6-APA and amoxicillin bulk medicine price is stable at RMB180/kg (incl.VAT) and
RMB220/kg (incl.VAT) respectively. At the moment, with the increasing demand in
amoxicillin finished drugs and government’s increasing effort in protecting the
environment, the downside potential for 6-APA is limited. We think the trend would
be favorable for ULI's development.

BUY with target price of HK$10.60. In Hong Kong stock market, ULI is a
comparable peer with China Pharmaceutical (1093 HK), Sino Biopharmaceutical
(1177 HK), and China Shineway Pharmaceutical (2877 HK). We think ULI is now
worth to trade at a premium to China Pharmaceutical because ULI currently shows a
more positive outlook. However, ULI’s anti-biotic and API business is less attractive
than Sino Biopharmaceutical and China Shineway Pharmaceutical’'s specialized
pharmaceutical business. In considering this factor, we think it is fair for ULI to trade
at average P/E of above three peers, which was 19.6x FY12/10F based on market
consensus, to derive a new target price of HK$10.60. We keep our BUY call on the
counter. At the same time, we think our current net profit estimate maybe in
conservative side. We will closely follow up ULI for updated information.

Please refer to important disclosures at the end of this report
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Ticker 3933 HK
Rating BUY(Unchanged)
Price (HK$) 8.96
Target Price (HK$) 10.60(+18%)
12m Price Range (HK$) 2.66-9.59
Market cap. (US$m) 1,379.3
Daily t/o (US$m) 1.9
Free float (%) 27.8
Financial summary
Year to Dec 08A 09A 10F 11F 12F
Turnover
(HK$m) 3,755.9 4,643.2 5,177.3 5,895.6 6,175.5
Net Profit
(HK$m) 430.2 5414 649.1 796.4 849.7
EPS (HK$) 0.358 0451 0541 0.664 0.708
P/E (x) 25.0 19.9 16.6 13.5 12.7
P/B (x) 3.82 3.37 3.01 2.26 2.01
EV/EBITDA (x) 4.7 3.8 3.1 2.3 1.9
Yield (%) 1.7 21 2.4 2.6 2.8
ROE (%) 16.3 18.0 19.2 19.1 16.8
ROCE (%) 20.4 22.4 25.8 26.0 23.2
N. Gear. (%) 50.3 49.2 359 6.2 Cash
Source: SBI/Bloomberg
10F 11F 12F
Consensus EPS (HK) 0.565 0.683 0.808
Previous earnings (HK$m) 649.1 796.4 849.7
Previous EPS (HK) 0.541 0.664 0.708
Price performance
Year to Dec im 3m 12m
Relative to HSI (%) +61.9 +107.3 +133.1
Actual price changes (%) +68.4 +109.3 +227.0
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Table 1. Valuation comparison

Company name Ticker Mkt cap Last Price His P/E 1-Yr PIE 2-Yr PIE PB Est ROE
(US$m) (Local) ®) ®) *) x) (%)

HK-listed

China Pharm 1093 HK 1,039.7 5.28 8.3 10.8 13.6 1.7 24.0

Sino Biopharm 1177 HK 2,012.6 3.28 37.4 25.2 20.5 6.5 14.0

China Shineway 2877 HK 2,657.6 25.05 26.9 22.8 17.4 6.7 31.6

Average 24.2 19.6 17.2

Source: Bloomberg

Chart 1: 6-APA price trend
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Table2: P& L
Year to Dec (HK$m) 08A 09A 10F 11F 12F
Turnover*
Intermediates 742.4 808.1 717.0 820.8 879.4
Bulk Medicines 1,712.2 2,248.9 2,536.6 2,862.6 2,862.6
Finished Product 1,301.3 1,586.2 1,923.7 2,212.3 2,433.5
3,755.9 4,643.2 5,177.3 5,895.6 6,175.5
Cost of sales (2,326.3) (2,829.2) (3,022.9) (3,426.2) (3,506.7)
Gross profit 1,429.6 1,814.0 2,154.3 2,469.5 2,668.8
Other income and gains 63.0 22.6 8.1 8.5 8.9
Selling and distribution costs (554.5) (718.0) (811.7) (879.5) (983.6)
Administrative expenses (247.6) (291.9) (324.7) (376.9) (421.5)
Other operating expenses (40.9) (44.9) (20.0) (20.0) (10.0)
Operating profit 649.7 781.9 1,006.0 1,201.4 1,262.6
Finance costs, net (117.2) (88.5) (78.8) (63.8) (48.8)
Profit before taxation 532.5 693.4 927.3 1,137.7 1,213.8
Taxation (102.4) (151.9) (278.2) (341.3) (364.1)
Net profit 430.2 541.4 649.1 796.4 849.7

Source: Company data and SBI E2-Capital
*External sales only
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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.com and 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.

Copyright © SBI E2-Capital Securities Limited 2008. All rights reserved.



http://www.sbie2capital.com/research.asp
http://www.sbie2capital.com/research.asp

