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Investment Highlights 
-Integration synergies with main subsidiaries; 
-M&A driving future growth through external expansion; 
-Enhancing product R&D development capabilities and optimizing distribution network; 
-Favorable policy environment facilitating market leader to improve industry 
concentration. 

Business Overview 
China Resources Pharmaceutical (CR Pharma) is a leading pharmaceutical company in 
China. It is committed to distribution, manufacturing and retail of pharmaceutical and 
healthcare products in PRC. The company was established in 2007 and now becomes the 
second largest pharmaceutical manufacturer and the second largest distributor in China. 
In Oct 2016, the company was listed on HK main board. From 2013 to 2016, CR Pharma 
achieved revenue CAGR of 10.25%, and net profit CAGR of 2.25%. Distribution, 
Manufacturing and Retail businesses respectively accounted for 83.2%, 14.3% and 2.5% 
in 2016 revenue, with average gross profit margins of 6.61%, 58.33% and 21.21% 
respectively. 
 
Figure: Corporate Structure after Listing 

 
Source: Company Prospectus, Phillip Securities 
 

 
 

 

BUY 
CMP: HKD 10.08 
(Closing price as at 27 Nov 2017) 
TARGET: HKD 11.22 (+11.3%) 
 
COMPANY DATA 
O/S SHARES (MN)  : 6,284.5 
MARKET CAP (HKDMN) : 62,468 
52 - WK HI/LO (HKD): 10.52 / 8.28 
  
 
SHARE HOLDING PATTERN，，，， % 
CR Holdings 53.04 
BSAMAC 20.63 
 
PRICE PERFORMANCE，，，， % 

1M 3M 1Y 
CR Pharma 5.22 4.13 13.51 
HIS 4.38  6.60 30.64 
 
RETURN VS. HSI 

 
Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
HKD mn FY16 FY17E FY18E FY19E 
Net Sales 156,705 6,533 8,104 9,496 
Net Profit 2,821 3,183 3,487 3,824 
EPS, HKD 0.57 0.51 0.55 0.61 
PER, x 17.55 19.90 18.17 16.57 
BVPS, HKD 11.05 9.09 9.65 10.25 
P/BV, x 0.91 1.11 1.04 0.98 
ROE, % 5.20 5.57 5.75 5.93 

Source: Company reports, Phillip Securities Est. 
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Figure: 2016 Revenue Breakdown by Segments 

 
Source: Company, Phillip Securities 
 
Pharmaceutical Distribution.  
 
CR Pharma is the second largest pharmaceutical distributor in PRC providing 
comprehensive distribution solutions to pharmaceutical producers and dispensers. 
By the end of June 2017, it has more than 110 subsidiaries in 27 Chinese 
provinces and distributes over 100,000 kinds of products, including 40,000 
prescription drugs and 15,000 OTC products. It sources products from over 10,000 
domestic and international pharmaceutical manufacturers. And it now has 6,400 
customers, involving 5,085 Class II&III hospitals and 32,164 primary medical 
institutions.  
 
Distribution business recorded FY13-16 CAGR 12.45% with average GPM of 
6.61%. Meanwhile, this segment posted income growth 10.6% YoY to 
HKD70.4bn in 1H17, mainly arising from expansion of breath and depth of 
network coverage. As a leading distribution firm in the market, CR Pharma is 
expected to take advantage of the two invoice system and continue to externally 
expand through M&A. We expect that CR Pharma continues to expand 
distribution coverage, given it just entered four new provinces (namely Jiangxi, 
Hainan, Qinghai and Xinjiang) in first half. To enhance competitiveness, the 
company explores to enhance value-added services to downstream customers. As 
at end of June, the company provided hospital logistic intelligence (HLI) services 
to over 200 hospitals, and commenced network hospital logistics intelligence 
(NHLI) projects. 
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Figure: Revenue from Distribution Segment and Growth 

 
 
Figure: GP & GPM of Distribution Segment and Growth 

 
Source: Company, Phillip Securities 
 
Pharmaceutical Manufacturing.  
 
CR Pharma is one of the largest manufacturing firm and the largest OTC drug 
manufacturer in China. It is dedicated in R&D, manufacturing and sale of a wide 
range of pharmaceutical and healthcare products. It produces around 450 
pharmaceutical products (300 of which are included in NDRL), with many famous 
brand names such as CR Sanjiu, Dong-E-E-Jiao, CR Double-Crane and CR Zizhu. 
Three main subsidiaries function differently. CR Sanjiu is the platform of OTC 
product (mainly involving Chinese medicines), and CR Double-Crane is the major 
producer of chemical drugs while Dong-E-E-Jiao offers traditional healthcare 
products to high-end customers. CR Parma`s product portfolio covers key 
therapeutic areas involving cardiovascular, cold remedies, anti-infection, track & 
metabolism, dermatology, pediatrics, etc. 
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This segment reported FY13-16 CAGR 2.4% with average GPM of 58.33% and 
posted 3.8% YoY growth to HKD12.69bn in 1H17. We see that 49% of segment 
income is generated from Chinese medicines, 42% from chemical drugs, while 
Nutritional & Healthcare portfolio and Biopharm respectively makes up 1% of 
segment turnover. Gross profit and GP margin of manufacturing business 
significantly increased in first half (+7.7%/+0.36ppts), attributable to continuous 
improvement of production techniques and upgrading product mix.  
 
Figure: Revenue from Manufacturing Segment and Growth 

 
 
Figure: GP & GPM of Manufacturing Segment and Growth 

 
Source: Company, Phillip Securities 
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Pharmaceutical Retail.  
 
The company operates and franchise a network of retail pharmacies across 16 
provinces in PRC and HK, with a comprehensive and diversified product mix. It 
owns 745 retail pharmacies with premium brand names, i.e. Yibaoquanxin (醫保

全新), Li`an Chian (禮安連鎖), Tung Tak Tong (同德堂), etc. Retail business 
achieved FY13-16 CAGR 14.6% with average GPM of 21.21%. Meanwhile, this 
segment reported sales growth 10.2% YoY to HKD2.12bn in 1H17, while gross 
profit margin decreased by 2.9ppts (1H16 20.1%, 1H17 17.2%). We attribute this 
to the rapid growth of direct-to-patient (DTP) business, which has a relatively low 
profit margin. As at end of June, the company operated 81 DTP pharmacies 
covering 44 cities in the PRC. 
 
Figure: Revenue from Retail Segment and Growth 

 
 
Figure: GP & GPM of Retail Segment and Growth 

 
Source: Company, Phillip Securities 
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Stock Valuation 
 
We use three methods to estimate the stock price (including DCF valuation, Sum 
of the Parts (SOTP) and Relative PE Analysis), and take the average of three 
results to get our final target price of 11.22HKD per share. Our DCF model 
predicts growth rate of each business segment to derive the topline growth. The 
followings are valuation details. (Closing price as at 27 Nov 2017) 
 
Figure: Valuation Results taking average of three results 

Method Price (HKD) 
DCF 10.76  
SOTP 13.18  
Relative PE Analysis 9.73  
Target Price  11.22  
 
Figure: DCF Valuation 

DCF Model 
Growth (%) 2017E 2018E 2019E 2020E 2021E 
Revenue 10.14 10.15 10.19 10.23 10.26 
Net Profit 12.81 9.56 9.65 7.50 7.51 
     
WACC 9.18% 9.80% 10.50% 
Terminal Growth Rate 3.50% 3.00% 2.50% 
Total Value 126,041.87 106,773.33 120,605.46 
Debt Value 35,711.43 35,711.43 35,711.43 
Minority interest 3,448.16 3,448.16 3,448.16 
Equity Value 86,882.28 67,613.74 81,445.86 
No. of Shares 6,284.51 6,284.51 6,284.51 
Total Value Per Share 
(HKD) 

13.82 10.76 12.96 

 
Figure: Sum of the Parts Method 

SOTP 
Main Asset Code Mar.Cap/RMBmn 

@24 Nov 17 
% of 
Share 

Value 
/HKDmn 

Value Per 
Share/HKD 

Dong-E-E-Jiao 000423.SZ 41,072.55 18.14% 8,634.33 1.37  

CR Sanjiu 000999.SZ 25,402.46 63.60% 18,722.87 2.98  

CR Double-Crane 600062.SH 20,708.27 59.99% 14,396.67 2.29  

 41,753.87 6.64  

2016 Earnings of Distribution Business & Retail Business 2416.71 HKD mn 

EPS of D&R Segments 0.38 

CR Pharma Average PE (1 Year) 17.00 

Value Per Share/HKD 6.54 

Total Value Per Share (HKD) 6.64+6.54=13.18 
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Figure: Relative PE Analysis 
Firm Code Mar.Cap/HKD mn  

@24 Nov 
PE (TTM) 
@24 Nov 

PB (MRQ) 
@24 Nov 

ROA 
1H17 

ROE 
1H17 

華潤醫藥 3320.HK 62467.99  20.85  1.57  1.26 4.67 

Weighted Average of Peers` Ratio 19.21  2.51  3.41  7.61  

複星醫藥 2196.HK 110354.97  26.85  3.21  3.58  7.22  

國藥控股 1099.HK 86886.79  15.74  2.17  1.66  8.54  

上海醫藥 2607.HK 72087.61  13.14  1.35  2.22  6.00  

白雲山 0874.HK 58735.57  16.58  1.75  4.40  6.54  

康哲藥業 0867.HK 39447.75  22.42  5.09  7.85  12.44  

中國中藥 0570.HK 18745.27  15.14  1.35  2.71  5.06  

CR Pharma 2017 Forecasted EPS 0.51 

Weighted Average PE of Peers 19.21 

Total Value Per Share (HKD) 9.73 

Source: Wind, Phillip Securities 
 
Investment Thesis & Risk 
 
Our valuation models derive the target price of 11.22HKD, and we think future 
growth momentums mainly coming from following aspects. 
 
1) Favorable external environment facilitates industry integration and company 
expansion. With the further implementation of two-invoice system, we expect 
more obvious impacts on the pharmaceutical distribution industry. Establishment 
of hierarchical diagnosis system will also further stimulate the demand for medical 
service and products. We highlight the importance of superiority in scale and 
capital, and CR Pharma will form significant advantage in industry consolidation 
as leading market player.  
 
2) Expanding pharmaceutical manufacturing business and upgrading product 
portfolio. As to end of June, the company had 225 projects about researches on 
innovative drugs, generic drugs and product improvements, and 32 projects were 
pending registration approval CFDA. The company places importance on R&D 
and technique improvement with rising R&D expenses (which consists 3.1% of 
total revenue in 1H17). Also it continues to seek collaboration opportunities with 
international and domestics partners in key medical areas. We expect further 
progress made by win-win co-operation. 
 
3) Synergies among main subsidiaries and potential price premium. CR Pharma`s 
three major subsidiaries (Double-Crane, E-Jiao and Sanjiu) are all listed 
companies in PRC. CR Pharma will not only benefit from their good business 
performances, but also enjoy potential price premium from these listed firms. 
According to our SOTP valuation, the company stock price should be 13.18HKD 
given 17x PE, in consideration of subsidiaries` market value. 
 
Downside Risks 
 1) Potential value dilution due to future M&A 
 2)  Uncertainties in relationships with major subsidiaries 
 3)  Slow than expected industry growth and policy implementation. 
 4)  Devaluation of RMB 
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Financials 
 
Key Ratios 2016 2017E 2018E 2019E 2020E 2021E 
Valuation Ratios        
Price to Earnings (P/E) 17.55 19.90 18.17 16.57 15.41 14.33 
Price to Book (P/B) 0.91 1.11 1.04 0.98 0.92 0.87 
Per Share Data (HKD)       
EPS 0.57 0.51 0.55 0.61 0.65 0.70 
Book Value Per Share 11.05 9.09 9.65 10.25 10.91 11.61 
Dividend Per Share 0.00 0.15 0.17 0.18 0.20 0.21 
Growth (%)        
Revenue 6.92 10.14 10.15 10.19 10.23 10.26 
Operating Income -2.59 6.83 9.67 9.75 8.00 8.02 
Net Profit -1.01 12.81 9.56 9.65 7.50 7.51 
Margins (%)        
Gross Profit Margin 15.39 15.30 15.30 15.30 15.20 15.10 
Operating Profit Margin 6.28 6.09 6.06 6.04 5.92 5.80 
Net Profit Margin 1.80 1.84 1.83 1.83 1.78 1.74 
Profitability (%)        
ROE 5.20 5.57 5.75 5.93 6.00 6.06 
ROA 2.11 2.12 2.17 2.23 2.24 2.25 

       
Income Statement (HKD 
Mn) 2016 2017E 2018E 2019E 2020E 2021E 
Revenue 156,705.2 172,595.0 190,112.3 209,481.7 230,902.9 254,597.6 
- Cost of Goods Sold 132,596.1 146,188.0 161,025.1 177,431.0 195,805.7 216,153.4 
Gross Income 24,109.1 26,407.0 29,087.2 32,050.7 35,097.2 38,444.2 
- Operating Expenses 14,270.4 15,896.5 17,560.7 19,400.8 21,435.8 23,686.8 
Operating Income 9,838.7 10,510.5 11,526.5 12,649.9 13,661.5 14,757.5 
- Financing Cost 1,796.1 1,898.5 2,091.2 2,304.3 2,539.9 2,800.6 
Pretax Income 8,042.7 8,612.0 9,435.3 10,345.6 11,121.5 11,956.9 
- Income Tax Expenses 2,074.6 1,980.9 2,170.1 2,379.5 2,558.0 2,750.1 
- Minority Interest 3,146.7 3,448.2 3,777.9 4,142.4 4,453.1 4,787.5 
Net Profit 2,821.4 3,182.9 3,487.3 3,823.7 4,110.5 4,419.3 

Source: Wind, Phillip Securities (HK) Research Estimates 
(Financial figures as at 27 Nov 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 
 

Contact Information (Regional Member Companies) 

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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