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Investment Summary 
 
Considering the anti-trend, steady growth of Livzon Pharmaceutical Group Inc. in 
TCM business, and the surged sales volume of specialized drugs and other second-
line varieties, after Ilaprazole enters the NDRL in 2017, it is expected to grow as the 
premier brand. Meanwhile, the company is expected to form a complete and precise 
layout of medical treatment through independent R&D and overseas M&A, based on 
liquid biopsy, McAb and gene sequencing, so the prospects are optimistic. We grant 
it an estimation of 22.5x EPS in 2017 and the target price at HKD58.2, with the 
"Accumulate" rating maintained. (Closing price as at 21 June 2017) 
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Accumulate (Maintain) 
CMP: HKD 52.25 
(Closing price as at 21 June 2017) 
TARGET: HKD 58.20 (+11.4%) 
 
COMPANY DATA 
O/S SHARES (MN)  : 426 
MARKET CAP (HKDMN) : 28,744 
52 - WK HI/LO (HKD): 55.65/ 33.25 
  
  
  
 
SHARE HOLDING PATTERN，，，， % 
Joincare Pharmaceutical Group: 23.68 
  
  
 
PRICE PERFORMANCE，，，， % 

1M 3M 1Y 
Livzon Pharma 0.29 13.40 48.93 
HSI -2.37 8.32 23.89 
 
PRICE VS. HSI 

 
Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
CNY mn FY15 FY16 FY17E FY18E 
Net Sales 6621 7652 8937 10421 
Net Profit 623 784 949 1150 
EPS, CNY 1.62 1.98 2.26 2.70 
PER, x 28.3 23.2 20.3 17.0 
BVPS, CNY 11.23 12.71 14.47 16.57 
P/BV, x 4.08 3.61 3.17 2.77 
ROE, %  15.5 13.2 12.7 13.8 
Debt/Equity (%) 67.9 48.2 53.8 53.8 
Source: Company reports, Phillip Securities Est. 
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Q1 Results Slightly Exceeded Expectations 
 
According to Q1 report, Livzon Pharmaceutical recorded a revenue of 
RMB2.13 billion, up 21.8% year-on-year; net profit attributable to parent 
company was RMB280 million, a YoY increase of 19.5%, corresponding to 
RMB0.65 of EPS. Net profit attributable to parent company excluding non-
recurring items was RMB240 million, a YoY increase of 25.9%, slightly 
exceeding expectations. 
 
With respect to products, Shenqifuzheng Injection revenue growth slowed to 
about 5%, mainly due to nationwide expansion of bidding price reduction since 
2Q16. However, Ilaprazole Enteric-Coated Tablets and Mouse Nerve Growth 
Factor continued rapid growth. The growth of revenues of these products was 
about 40%-50%. The revenue growth of reproductive pipeline drugs was about 
20%, including that of Leuprolide microspheres at nearly 50%. Urofollitropin is 
constrained by the high base of the first quarter of last year, so the growth of 
this year is limited. Meanwhile, the company has its profitability rising. In Q1, 
gross profit margin was 65.1%, a YoY increase of 1.3%, which was mainly 
resulted from the increase in the proportion of products with high gross profit 
margin. 
 
Revenue of TCM (CNY: mn) 

 
Source: Company reports, Phillip Securities (HK) Research 
 
Gross margin of Livzon Pharma 

 
Source: Company reports, Phillip Securities (HK) Research 
 
It is notable that the company recently transferred 100% stake of Zhuhai 
Weixin Industrial Co., Ltd. to Victoria Fortune, and Zhuhai Weixin owns all 
rights and interests of the original Xiangzhou District land reform projects. The 
consideration of total equity transferred was RMB4.55 billion, with net profit of 
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about RMB3.46 billion. In this way, the company has sufficient cash for 
research and development and outbound acquisitions. 

 
Large Order Positively Affects Business Performance 

 
Xinbeijiang Pharmaceutical, a holding subsidiary of the company and 
Zhongmei Huadong recently signed Material Purchase Contract. Zhongmei 
Huadong will purchase acarbose from Xinbeijiang Pharmaceutical worth a total 
of RMB480 million (including tax). Delivery period is 2 years. 

 
In previous two years, purchase and sale amount between Xinbeijiang 
Pharmaceutical and Zhongmei Huadong were RMB87 million (including tax) 
and RMB184 million (including tax), respectively. In the first five months of 
2017, the purchase and sale amount between both sides was RMB97 million 
(including tax), and the growth rate was as high as about 40%. The contract in 
RMB480million for next two years will maintain high growth of acarbose. 
 
Moreover, the gross margin of acarbose is high, which is expected to be 
approximately 25%. Its increased contribution improved the product structure, 
leading the overall gross profit margin of API business of the company in 2016 
increased by 4.4% to 19.2%. We believe that the big order will continue to 
improve profitability. 

 
Ilaprazole May Become the Premier Brand 
 
The company`s exclusive Ilaprazole, a Category 1.1 new patent drug, has won 
the second prize in National Scientific and Technological Progress in 2015, 
and been included in the drug reimbursement list of 13 provinces. The drug 
has been included in the revised National Drug Reimbursement List (NDRL) in 
2017. The expanded scope of reimbursement is expected to significantly 
stimulate the sales growth. Moreover, Ilaprazole Injection is expected to obtain 
approval for production in 2017, adding the new dosage form to the 
company`s products. 
    

The sales volume of its counterparts, lansoprazole, pantoprazole, omeprazole 
and esomeprazole, which were included in drug reimbursement lists, reached 
above RMB1 billion. Ilaprazole has higher acid suppression, long-term efficacy, 
good heterogeneity, and fewer adverse reactions, so we expect the sales 
volume of Ilaprazole grow to the scale of RMB0.5-1 billion. Also, it is expected 
that the competition will be limited and the bidding prices of Ilaprazole patent 
drugs will maintain stable. 
 
Risks 
 
Risk of substantial price drop in drugs; 
Risk of research and development of new drugs. 
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Financials 
 
FYE 2014 2015 2016 2017F 2018F

Valuation Ratios
Price Earnings 34.24 28.29 23.15 20.28 16.98
Price to Book 4.77 4.08 3.61 3.17 2.77
Dividend Yield 0.2% 1.1% 1.1% 1.3% 1.4%

Per share data(RMB))
EPS Adjusted 1.34 1.62 1.98 2.26 2.70
Book Value Per Share 9.62 11.23 12.71 14.47 16.57
Dividends Per Share 0.08 0.50 0.50 0.60 0.66

Growth& Margin
Revenue growth -46.8% 19.4% 15.6% 16.9% 16.5%
Gross Profit growth -49.4% 19.0% 18.2% 19.7% 17.4%
Net Profit growth -55.1% 20.7% 25.9% 21.1% 21.1%

Profitability Ratios
Gross Margin 61.3% 61.1% 62.5% 64.0% 64.5%
Net Profit Margin 9.3% 9.4% 10.2% 10.6% 11.0%
Dividend Payout Ratio % 5.7% 30.9% 30.7% 29.8% 30.3%

Key Ratios
Return on Assets 7.4% 8.1% 8.4% 8.4% 9.0%
Return on Equity 14.7% 15.5% 13.2% 12.7% 13.8%

Effective Tax Rate 15.1% 18.4% 20.8% 18.0% 18.0%
Liability ratio 44.1% 40.5% 32.5% 35.0% 35.0%

Income Statement(RMB: mn)
Revenue 5,544 6,621 7,652 8,947 10,421
     - Cost of Goods Sold 2,143 2,575 2,748 3,221 3,700
Gross Income 3,401 4,046 4,784 5,726 6,722
     - Selling, General & Admin Expenses 2,729 3,186 3,853 4,563 5,315
Operating Income 603 778 930 1,163 1,407
     - Interest Expense 27 31 18 10 12
     - Net Non-Operating Losses (Gains) -77 -64 -124 -75 -90
Pretax Income 652 808 1,054 1,227 1,484
     - Income Tax Expense 98 148 219 221 267
Income Before XO Items 554 660 830 1,006 1,217
     - Minority Interests 38 37 46 57 67
Net Profit 516 623 784 949 1,150

Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 21 June 2017) 
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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.   

© 2017 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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