Hyphens Pharma International Ltd

Repositioning for growth

SINGAPORE | HEALTHCARE | 3Q20 Results

= 9M20 earnings of S$5.1mn were 17% below our estimate due to other losses arising
from inventory obsolescence.

= 3Qrevenue grew 2% YoY to S$31.4mn as strength in proprietary brands offset specialty
pharma and medical hypermart weakness.

= COVID-19 led to S$565k in inventory obsolescence and 55217k FX losses.

= Short-term weakness expected as company reorganises operations to manage thinning
margins and heightened inventories.

=  Signed two distribution agreements in past month, to develop proprietary-brand
business.

= Maintain ACCUMULATE with reduced DCF TP (WACC 7.2%) of $$0.365 from $$0.495.
We cut FY20e and FY21e earnings by 20% to reflect a recovery only in FY22.

Results at a glance

SGD '000 3Q20 3Q19 YoY Comments
Specialty pharma principals 16,956 16,900 0%

Segment continued to benefit from moving sales
online.

Despite flat revenue YoY, segment revenue grew
10,069 10,210 -1% 4% QoQ as business resumed across healthcare

Proprietary brands 4,411 3,589 23%

Medical hypermart
and digital

providers.
Revenue 31,436 30,699 2%
Included S$80k in mark down on net realisable
Cost of sales (21,089) (19,826) 6% .
value for medical PPEs.
Gross profit 10,347 10,873 -5%
Distribution costs (6,325) (6,190) 2%
Administrative expenses (2,537) (2,395) 6%
Finance costs (26) (32) -19%

S$565k of inventory write-down and $$217k of
foreign exchange losses were partially offset by

(406) (47) n.m. S$200k of Job Support Scheme (JSS) recognised in
3Q20. Carrying value of S$200k may be further
written down in subsequent quarter.

Other income
and gains/(losses)

Profit/(loss) before tax 1,053 2,209 -52%
Income tax expense (206) (408) -50%
Profit, net of tax 847 1,801 -53%

Source: Company, PSR
The Positive
+ Proprietary brands sustained growth

Proprietary-brand revenue grew 23% YoY as the company continued to move sales online.
Revenue was down 2% QoQ due to SS1mn of exceptional corporate sales of Ocean Health®
supplements in the previous quarter. Stripping that out, QoQ growth would have been 26%,
underscoring the strong organic growth of proprietary-brand products.

Specialty pharma and medical hypermart revenue was flat YoY though up 6%/4% QoQ. This
reflected their recovery as Singapore gradually reopened.
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KEY FINANCIALS
Y/E Dec, (5$'000) FY18 FY19 FY20e FY2le
Revenue 120,930 119,442 126,470 137,587
EBITDA 7,959 10,130 10,524 10,362
NPAT 5,410 6,530 6,595 6,187
EPS (S$ Cents) 1.8 2.2 2.2 2.1
P/E (x) 25.0 20.7 20.5 21.9
P/B (x) 3.4 3.1 2.8 2.7
DivYield 1.2% 2.2% 2.2% 2.2%
ROE 18.7% 15.7% 14.4% 12.6%

Source: Company Data

VALUATION METHOD
DCF @ WACC=7.2%,8=2.0%
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The Negatives
- Inventory obsolescence hurt earnings

Inventory in excess of S$600k was marked down as a result of disruptions from COVID-19 across
products:

=  Personal protective equipment like masks was marked down due to high supply
resulting in lower selling prices and an influx of supply in the market, resulting in a net
realisable value write-down of S$80k under cost of sales.

= COVID-19 test kits that were procured in anticipation of high demand from widespread
testing in Singapore had to be written off after the Singapore authorities centralised
supply of test kits. However, the company is exploring options to re-sell the kits to other
markets. About S$300k in value was written off with S$200k on the books remaining.
This may be written off subsequently if no buyers are found.

= SS100k of flu vaccines had to be written off due to lack of demand following travel
restrictions. Flu vaccines have short shelf lives due to the different seasonal strains of
flu viruses.

= Afurther S$200k was written down for an assortment of products due to lockdowns in
different markets which affected demand.

- FX exposure

About S$217k in FX losses was recognised from SGD weakness against the USD/EUR as well as
depreciation of the rupiah and peso.

Outlook
Repositioning business to capture long-term growth

The company continued to expand its proprietary-brand business with the signing of two
distribution agreements: one for the distribution of Ocean Health® in Sri Lanka with Healthguard
Pharmacy Limited (non-listed) and another for Ceradan® in China with Shanghai Good Luck
International Trading Co. Ltd. (non-listed). We expect the company to continue investing in this
business on account of better margins.

Normalisation expected in FY22

Inventories, receivables and payables may only normalise in FY22 after the company’s
reorganisation of its operations.

Investment Action
Maintain ACCUMULATE with reduced DCF TP of $$0.365 from S$0.435

FY20e and FY21e earnings have been shaved by 20% to reflect a total write-off of COVID-19 test
kits in the fourth quarter and a pushout in recovery to FY22e. We have also reduced margin
expectations from their high base in FY19 and incorporated higher expenses from possible
reinvestments in its own-brand business.
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Financials

Income Statement Balance Sheet

Y/E Dec, $$'000 FY17 FY18 FY19 FY20e FY21le Y/E Dec, $$'000 FY17 FY18 FY19 FY20e FY21le

Revenue 112,652 120,930 119,442 126,470 137,587 ASSETS

Cost of sales (75,684) (80,125) (76,773) (82,751) (89,646)  Plantand equipment 630 3,464 2,888 3,297 3,283

Gross profit 36,968 40,805 42,669 43,719 47,940 Right-of-use asset - - 3,060 2,262 1,464

Marketing and distribution costs (20,402) (21,736) (24,837) (24,515) (26,670) Intangible assets 9,105 7,764 7,462 7,124 6,794

Administrative expenses (8,472) (10,422) (9,772) (11,466) (13,466) Others 315 210 105 105 105

Finance costs (206) (129) (138) (142) (159) Total non-current assets 10,050 11,438 13,515 12,787 11,646

Other income and gains 268 279 546 511 75 Inventories 13,178 10,863 11,431 17,863 13,085

Other losses (996) (1,797) (481) Trade and other receivable 23,775 29,833 28,654 33,274 31,828

Profit before tax 7,160 7,000 7,987 8,106 7,721 Cash and cash equivalents 12,293 22,353 26,165 25,621 33,093

Income tax expense (1,072)  (1,590) (1,457) (1,511) (1,534) Others 245 492 366 392 469

Profit after tax 6,088 5,410 6,530 6,595 6,187 Total current assets 49,491 63,541 66,616 77,151 78,476
Total assets 59,541 74,979 80,131 89,938 90,122

Per share data

Y/E Dec, SG cents FY17 FY18 FY19 FY20e FY21le LIABILITIES

EPS 2.0 1.8 2.2 2.2 2.1 Others 2,148 502 2,911 2,133 1,333

DPS 0.0 0.6 1.0 1.0 1.0 Total non-current liabilities 2,148 502 2,911 2,133 1,333

BVPS 6.3 13.1 14.7 15.9 16.9 Trade and other payables 35,101 30,835 30,628 37,549 35,305
Others 3,462 4,480 2,516 2,589 2,634
Total current liabilities 38,563 35,315 33,144 40,138 37,939
Total liabilities 40,711 35,817 36,055 42,271 39,272
EQUITY
Share capital 1,521 32,555 32,641 32,641 32,641
Retained earnings 17,191 21,587 26,467 30,058 33,241
Others 118 (14,980) (15,032) (15,032) (15,032)
Total equity 18,830 39,162 44,076 47,667 50,850

Cash Flows Valuation Ratios

Y/E Dec, $$'000 FY17 FY18 FY19 FY20e FY21le Y/E Dec FY17 FY18 FY19 FY20e FY21le

CFO P/E (x) 222 25.0 20.7 20.5 21.9

Profit before tax 7,160 7,000 7,987 8,106 7,721 P/B (x) 7.2 3.4 3.1 2.8 2.7

Adjustments 1,391 2,946 1,937 2,261 2,484 EV/EBITDA (x) 11.8 10.8 10.7 104 9.8

Working capital changes (3,250)  (1,255) 935 (4,158) 3,904 Dividend Yield 0.0% 1.2% 2.2% 2.2% 2.2%

Operating cash flow 5,301 8,691 10,859 6,209 14,108

Taxes paid, others (683) (1,154) (1,406) (1,459) (1,511) Growth & Margins

Net operating cash flow 4,618 7,537 9,453 4,750 12,597 Growth

CFI Revenue 11.6% 7.3% -1.2% 5.9% 8.8%

CAPEX, net (171)  (3,378) (606)  (1,548)  (1,341)  Gross profit 5.3% 10.4% 4.6% 2.5% 9.7%

Acquisition of subsidiaries - - - - - EBITDA 38.0% -1.9% 27.3% 3.9% -1.5%

Others 9 54 157 - - Net Profit 16.2% -11.1% 20.7% 1.0% -6.2%

Net investing cash flow (162) (3,324) (449) (1,548) (1,341) Margins

CFF Gross margin 32.8% 33.7% 35.7% 34.6% 34.8%

Proceeds from issuance of shares - 15,605 - - - EBITDA margin 7.2% 6.6% 8.5% 8.3% 7.5%

IPO expenses (310) (1,670) - - - Net Profit Margin 5.4% 4.5% 5.5% 5.2% 4.5%

Dividends (1,000) (7,000) (1,650)  (3,004) (3,004)

Loans, net of repayments (3,476) (1,088) (3,542) (742) (780) Key Ratios

Net financing cash flow (4,786) 5,847  (5192) (3,746) (3,784) ROE 323%  18.7%  157%  14.4%  12.6%

Net change in cash (330) 10,060 3,812 (544) 7,472 ROA 10.2% 8.0% 8.4% 7.8% 6.9%

CCE, end 12,293 22,353 26,165 25,621 33,093 Net gearing (x) Net cash Netcash Netcash Netcash Netcash

Source: Company, PSR Estimates
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surrounding the stock, before making our final recommendation.

We do not base ourrecommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones

PSR Rating System

Total Returns
> +20%
+5% to +20%
-5% to +5%
-5% to -20%
<-20%
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part,
for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without
prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not limited
to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. Phillip
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may have
performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities
Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment services
to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. Investments
will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or
foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an
interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may
be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the extent permitted
by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have issued other material
that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any registration
or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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