
機構股票研究機構股票研究機構股票研究機構股票研究 
 

Page | 1 | PHILLISECURITIES (HK) RESEARCH 

CSPC (1093 HK) 
Accumulated contribution from innovative drugs 
 
HONGKONG | Pharmaceutical | Company report 

 

 
 

23 January 2015 

 

In the first three quarters, the company recorded revenue of 8.139 billion HK dollars, which was up 
9.5% yoy, and the net profit belonging to the parent company was 920 million HK dollars, which was 
up 21.2% yoy. After deducting the antibiotic business sales which was separated from the parent 
company in 2013, the actual revenue growth was 15.9%, and the net profit increase excluding 
nonrecurring items was also as high as 41.6%. 
The outstanding achievement was mainly attributed to the strategic transformation that has been 
constantly promoted in recent years, i. e. the transformation from bulk drug to innovative drugs. In the 
first three quarters, the innovative drugs increased by 47.8% as a whole which also optimized the 
company`s product structure and promoted the improvement of profitability. The gross profit margin 
increased by 7.1 percentages to 37.8% on a yoy basis. 
We believe that it is a high probability to achieve the target that management authority maintains the 
profit growth target of 30% in 2015. The existing innovative drugs are expected to continue to 
maintain high-speed growth momentum. Furthermore, the company has an abundant production line 
reserve, and the company is expected to launch several first-class new drugs into the market in 
succession in the coming years. Recently, the antitumor drug, Imatinib Mesylate has obtained the 
written approval from CFDA, thus the company becomes the third manufacturer in China who has 
obtained the generic drug approval.  
Innovative drugs recently get support from favorable policies continuously. The NDRC announced to 
abolish the setting of maximum drug retail price, and the pricing power of innovative drugs will be 
promoted. Besides, the National Health and Family Planning Commission has recently planned to 
recommend 18 drug varieties under special support including Famitinib as priority review varieties; 
and among them, CSPC`s SKLB1028 that has been applied for clinical trials is also included. We think 
that it may be a try of adjusting the evaluation method of new drugs. The declaration period of new 
drugs is expected to be shortened, innovative drug companies such as CSPC are expected to save 
plenty of time and costs, and the progress of new drug listing may be accelerated. 
 
Rating Accumulate for attractive valuation 
The continued rapid growth in the past two years proved the success of the company`s strategy of 
transformation to innovative drugs. The strong research and development strength and product 
reserve will support the sustained growth. And the management authority`s accumulation of over 600 
million shares in October also showed their confidence to the company. We grant the company a 
valuation corresponding to 28X 2015EPS, with a target price of 7.77 HK dollars, and raise the rating to 
"Accumulate".     
Historical P/E Valuation 

 
Source: Bloomberg, Phillip Securities (HK) Research 

 

Accumulate (Upgrade) 
CMP HKD6.70 
TARGET HKD7.77 (+16%) 
 
COMPANY DATA 
O/S SHARES (MN) : 5,908 
MARKET CAP (HKDMN) : 39,584 
52 - WK HI/LO (HKD): 8.49/ 5.32 
  
  
  
 
SHARE HOLDING PATTERN，，，， % 
Hony Capital Fund III, G.P. L.P. : 41.07 
  
  
 
PRICE PERFORMANCE，，，， % 

1M 3M 1Y 
CSPC 2.16 2.64 1.69 
HSI -2.93 -2.46 -6.18 
 
PRICE VS. HSI 

 
Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
HKD mn FY12 FY13 FY14E FY15E 
Net Sales 4146 9949 11019 12506 
Net Profit 146 445 498 652 
EPS, HKD 1.48 0.17 0.21 0.28 
PER, x 4.53 38.31 31.67 24.16 
BVPS, HKD 2.42 2.49 2.63 2.82 
P/BV, x 2.77 2.69 2.55 2.38 
ROE, %  33.77 13.55 15.56 18.19 
Debt/Equity (%) 102.53 60.60 66.67 66.67 
Source: Company reports, Phillip Securities Est. 
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Rapid growth in 3Q14 
 
According to the third quarterly report of CSPC, in the first three quarters, the 
company recorded revenue of 8.139 billion HK dollars, which was up 9.5% yoy; and 
the net profit belonging to the parent company was 920 million HK dollars, which was 
up 21.2% yoy. But, after deducting the antibiotic business sales which was separated 
from the parent company in 2013, the actual revenue growth was 15.9%, and the net 
profit increase excluding nonrecurring items was also as high as 41.6%, maintaining 
the momentum of high speed growth. 
 
The outstanding achievement was mainly attributed to the company`s strategic 
transformation that has been constantly promoted in recent years, i. e. the 
transformation from bulk drug to innovative drugs. In the first three quarters, the 
innovative drugs increased by 47.8% as a whole to 2.02 billion HK dollars. Among 
them, the flagship products (including NBP, Oulaining and Xuanning) recorded a total 
revenue growth of 39% yoy, and the oncology drugs gained the revenue up to 181 
million HK dollars. At the same time, the faster growth of the innovative drugs 
optimized the product structure and also promoted the improvement of profitability. 
The gross profit margin increased by 7.1 percentages to 37.8% on a yoy basis.  
 
% of Innovative drugs 

 
Source: Company reports, Phillip Securities (HK) Research 
 
Improved earning capabilities 

 
Source: Company reports, Phillip Securities (HK) Research 
 
But, because the major new drugs were still in the promotion period, the number of 
hospitals covered by the new drugs increased; for example, Duomeisu, jinyouli and 
Ailineng respectively covered 24, 27 and 11 new hospitals, which increased the 
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marketing expense, with the expense ratio increasing from 12.8% to 15.8% on yoy 
basis, partially influencing the performance. Because promotion is still needed in 
supporting new drugs, we expect that the marketing expenditure rate would still 
remain at a high record of over 15.5%. 
 
Innovative drugs will support the continuous increase 
 
Recently, the company management authority maintains a profit growth target of 
30% in 2015, among which, the growth of NBP is more than 30%, the growth of 
Oulaining and Xuanning are over 20%, and the growth of oncology drugs is expected 
to be doubled. Generally speaking, we believe that the probability of realizing the 
company target is relatively high. 
 
At first, it is expected that innovative drugs will still keep rapid growth momentum. 
For example, oral tablets of NBP penetrate only 1300 hospitals at present and have 
potential to be expanded in the future. Duomeisu, a flagship product of antitumor 
drugs, is expected to continue to compete for market shares. Although it has not 
been a long time since this drug was launched into the market, the sales in a single 
quarter have reached 40 million HK dollars. Estimated annually, the drug would have 
been a type with its sales of over 0.1 billion HK dollars.  
 
Secondly, company product line has rich reserves, mainly focusing on medical fields 
such as anti-infection, cardiovascular and cerebrovascular diseases, neuroses and 
psychoses, diabetes and antitumor and so on. Currently, there are 170 new drug 
research and development projects going on, among which 25 projects are about 
first-class new drugs and 34 are about domestic pioneered new drugs. 
 
In the coming years, the company expects that many first-class new drugs will be 
listed in succession. Recently, an antitumor drug Imatinib Mesylate acquired CFDA 
approval document. This company is the third domestic manufacturer who got the 
approval document for generic drugs, having a wide market. In addition, for 
"Sofosbuvir Tablets", all preclinical studies have been completed and clinical study 
application has been reported to Center for Drug Evaluation of China Food and Drug 
Administration. The drug, at present, has not been approved for import in China. 
Besides, no domestic enterprises have got approval for production. CSPC may 
become the first company to get approval for listing Sofosbuvir Tablets.  
 

 
Policy Support for Innovative Drugs 
 
Generally speaking, innovative drugs recently get support from favorable policies 
continuously. Except for innovation encouragement of the country, NDRC (National 
Development and Reform Commission) has also announced the abolishment of 
setting the highest drugs retail price. Thus the pricing power of innovative drugs will 
be promoted.  
 
Moreover, in order to speed up the progress of producing significant special 
innovative achievements of important new drug preparation technology, recently, 
National Health and Family Planning Commission has planned to recommend 18 drug 
varieties under special support such as famitinib to become the priority review 
varieties, and among them, CSPC`s SKLB1028  (a multitargeted tyrosine kinase 
inhibitor used for the treatment of non-small cell lung cancer and acute meroblastic 
leukemia) that has been applied for clinical trials is also included. We think that it 
may be a try of adjusting the evaluation method of new drugs. The declaration period 
of new drugs is expected to be shortened, innovative drug companies such as CSPC 
are expected to save plenty of time and costs, and the progress of new drug listing 
may be accelerated.  
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Catalyst 
New drug expansion exceeds expectations; 
More supporting policies. 
 
Risks 
Bidding progress is uncertain from place to place; 
Sales of innovative drugs slow down.  
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Financials 
 
Periodicity: 2012 2013 2014F 2015F

Valuation Ratios
Price Earnings 4.53 38.31 31.67 24.16
Price to Book 2.77 2.69 2.55 2.38
Dividend Yield 1.49% 1.19% 1.26% 1.66%

Per share dara(HKD)
EPS Adjusted 1.48 0.17 0.21 0.28
Book Value Per Share 2.42 2.49 2.63 2.82
Dividends Per Share 0.10 0.08 0.08 0.11

Growth & Margin
Revenue growth -43.81% 139.94% 10.75% 13.49%
Gross profit growth 21.86% 73.54% 34.35% 19.44%
Net profit growth 827.36% -55.01% 27.88% 31.08%

Gross Margin 43.54% 31.49% 38.20% 40.20%
Net Profit Margin 52.15% 9.78% 11.29% 13.04%
Dividend Payout Ratio 6.77% 45.74% 40.00% 40.00%

Key ratios
Return on Assets 17.54% 7.51% 9.50% 10.92%
Return on Equity 33.77% 13.55% 15.56% 18.19%

Liability Ratio 50.62% 37.73% 40.00% 40.00%
Effective Tax Rate 5.74% 20.71% 20.50% 20.50%

Income Statement(HKD: mn)
Revenue 4,146 9,949 11,019 12,506
     - Cost of Goods Sold 2,341 6,816 6,810 7,479
Gross Income 1,805 3,133 4,209 5,027
    - Selling and distribution costs 757 1,301 1,719 1,951
      Administrative expenses 217 620 705 800
Operating Income 2,305 1,248 1,565 2,051
Pretax Income 2,301 1,248 1,565 2,051
     - Income Tax Expense 132 258 321 420
Net Profit 2,162 973 1,244 1,631
Dividends 146 445 498 652  
 
Source: Company, Phillip Securities (HK) Research Estimates   
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations 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 surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief 
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, 
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not 
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will 
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made 
available, even if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time 
without prior notice. 
 
This material 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 material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding 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 publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The 
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product 
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication 
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 a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in 
this report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% 
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
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 to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2015 Phillip Securities (Hong Kong) Limited 
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Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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