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CSPC announced 18H1 results last week with stremgnue and profit growth. We maintain(Closing price at 28 Aug 2018)
EPS forecast of HK$0.59/0.78 for 18E/19E, and tapgie of HK$24.8 on the basis of aTARGET HKD24.8 (+5%)
target P/E ratio 42x. (Closing price at 28 Aug 2018
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Business Overview

O/S SHARES (MN) 6,243
Financial review. Total sales increased by 49.8% yoy to HK$10.78@khe first half, mainly MARKET CAP (HKDMN) : 127,670
due to the sustained strong growth of innovativegdr(now 45.2% of the total revenue), and?2 - WK HI/LO (HKD): 26.6 / 11.83

recovery of Vitamin C business which also drive grefitability of this business up. The
profit attributable to shareholders increased byl%ilyoy to HK$1.85bn. Cash flows from
operating activities climbed to HK$2.18bn (HK$1.B7in 2017). Operation efficiency SHARE HOLDING PATTERN -
improves. Average turnover period of accounts redse increased slightly from 40 days to%0

37 day, and inventory days dropped from 173 daystbdays. Director Cai Dong Chen 22.89
Common Success 6.78

Escalated expenseOPM dropped by 1.8pp due to rising selling and Ré&tpensesR&D
expenditure rose 112% yoy to HK$688mn, more the 6 which was spent on innovative
drug R&D, and some on conformity assessment anérgsn In the next few years, cspcPRICE PERFORMANCE » %

will continue to invest heavily in innovative drufsis we expect that R&D cost is expectet _412“’2' _1633"2 = 11;(
to remain relatively high. Selling expenditure oatdbse to 33.35% in 18H1 from 25.8% in o 33.95 ey 167
17H1, mainly resulting from continued expansion safles team and increased cost of
gcademic promotion. According to company guidel,irhlee_ number of ;a_lesme_zn for NBP Will e URN VS, HSI
increase to about 1500 by FY17 end, and that faanking and Olaining will reach more—=
than 600 respectively. Also CSPC proactively pramadhe consistency evaluation of generit*
drugs. At present, products that have passed ¢ensis evaluation include azithromycin . J*[r"
tablets, tramadol hydrochloride tablets and cajittadslets, etc. “.FE"M‘

Innovative medicines.Innovative drugs achieved HK$48.7 in 18H1, up ByHyoy. By Www i
products, NBP achieved sales revenue growth of426HK$2.36bn, with 28% growth for A
capsules and 57.5% for injections. Albumin packiaxas come into market since Mar, whict i e —
grows quickly realizing sales of HK$86mn yet. Albmnpaclitaxel has now entered five Source: Phillip Securities (HK) Research
provinces’ drug reimbursement list and covers 268pktals. Sales target according to Mgt
was HK$300mn/1bn for 18E/19E. Revenue of Oulainimgeased by 78% to HK$1bn, andKEY FINANCIALS
that of Xuanning injections increased by 105% taf#3B0mn. HKD mn FY16 FY17 FY18E FY19E
Net Sales 12,369 15463 19,057 23,066

Generic medicines Sales of generic drugs reached HK$3.31bn, a lotabrease of 42.3%, et profit 2,101 2,771 3,635 4,799
mainly because the company continues to intengimption of non-antibiotic drugs and EPS, HKD 0.3t 0.4t 0.5¢ 0.7¢
expand oral products for chronic diseases. High-antibiotic products (Meropenem for . 6114 47.0°  36.4] 27.6C
injection) and health products (vitamin C buccdilé$s) also maintained rapid growth. TheBVP;S ukp 167 24 28 3.4
company indicated that it would consider divesttor sale of VC business. Currently, VC ’ . .

. ; ) : "DIBV, x 1281  87:  7.4(  6.2¢
business provides stable cash flow for the ground, s higher than industry average proﬁf’ :

. SV D . . JNET 1Y : 20.9¢ 185¢ 2031 2257
margin. While its gross margin will further increasf the divestiture of Vitamin C businessR9E % '
happens. Source: Company reports, Phillip Securities Est.

RS Ve S

. . . Eurus Zhou (2277 6515
Valuation Thesis & Risks euruszhou@(phillip.com.)hk

We maintain target price at HK$24.8. Solid 18H1 results further prove its growth
momentum that coming from expanding salesman teadc reewly-launched drugs. We
remain TP of HK$24.8 to factor into concerns abioytroving expenditures (for sales and
R&D). Risks include R&D failure; Slow than expected sales growth;ifRjsexpenses.
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Figure: 18H1 results by segments

HK$ mn 17H1 18H1 Change  Change excluding
exchange effect
Revenue 7201.58 10787.47 49.8% 37.6%
--Finished drugs Innovative drugs 1419.88 2357 66.00¥ 51.9%
Generic drugs 1136.73 1696 49.20% 30.7%
Subtotal 2556.66 4052.64 58.51% -
--Bulk drugs Vitamin C 320.224 692.299 116.199 56.5%
Antibiotics 335.874 424.847 26.49% 14.4%
Caffine 286.084 265.933 -7.04% -9.7%
Subtotal 942.182 1383.08 46.80% -
Gross profit 4124.86 6891.03 67.1% 53.5%
GPM 57.3% 63.9% +6.6py
R&D expenses 324.66 688.37 112% 94.8%
Operating profit 1675.88 2323.1 38.6¥ 27.3%
OPM 23.3% 21.5% -1.8pg
Net profit 1312.93 1853.13 41.1% 29.7%
NPM 18.3% 17.1% -1.2py

Source: Company, Phillip Securities

Figure: Peers

Code Firm Free float PE PB(MRQ) EV EV/EBITDA
HK$ mn 18E 19E

1093. HK7 2 42 3] 127669.73 35.08 27.38 7.92 128609.01 2945

B 129158.23 38.34 30.66 11.85 133064.41 40J23

FRALAE 9527.07 18.46 15.96 2.74 16635.13 13.26

“EIME 25323.13 21.35 17.58 2.20 37260.12 11.60
1177 HKe 32 4y 1) 2 129158.23 38.34 30.66 5.37 133064.41 2948
3320. HK#g ] B2 2% 76670.98 18.59 16.06 1.83 121975.82 9.15
0867 . HKgi #7243 32582.94 14.39 12.22 3.74 35101.21 1378
2005.HKf5 Py 2 42 5] 22002.39 24.77 19.21 5.40 23047.66 20.32
2196.HKi j B 4 19345.51 21.13 17.58 2.97 122562.84 30,76
0460. HK]Y T 5 2 16384.97 9.65 8.89 1.18 16635.13 8.76
0512 HKj K B 2 15847.42 24.49 19.56 5.98 19396.47 21.43
3933 HK R 4 2 11592.83 15.15 14.61 1.78 17403.26 8.82
0940. HKF R B R4k i 10223.15 - -- -26.05 10251.10 -
1672 HKf 1% 1 4%-B 8831.00 - - 11.85 8831.00 -77.16
1558. HKH i 3 2 8174.79 16.03 13.44 4.17 16386.95 15.45
1513 HKJiE B s 4 7725.95 18.32 15.86 1.83 29956.25 12.73
0950. HKA o A 2 Jig 4546.79 15.93 14.02 2.52 -- 1+
1061 HKfE B A iRl 3825.77 18.31 14.81 4.50 4012.37 18.53
2633 HKFfE % B R 40 3 3486.00 - -- 1.76 4837.81 10.67
2969. HK it ] 2 () 3141.04 - -- 1.39 3141.08 491
2348 HKH B 4 4 3045.85 -- - 1.35 3141.08 491
1349.HKif H 51T 1380.40 28.76 21.81 3.52 3925.29 40.23
0719.HK [y 3 37 1 4112 826.80 - - 0.88 5663.58 6.38

Source: Wind (as at 28 Aug 2018), Phillip Secusitie
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Figure: PE Band
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Figure: PB Band
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Financials

Key Ratios FY2015 FY2016 FY2017 FY2018E FY2019E
\Valuation Ratios

Price to Earnings (P/E) 76.4:% 61.1¢ 47.05 36.41 27.6(
Price to Book (P/B) 14.4¢ 12.81 8.7: 7.4C 6.23
Per Share Data (HKD)

EPS 0.2¢ 0.3t 0.4t 0.5¢ 0.7
Book Value Per Share 1.48 1.67 2.4t 2.8¢ 3.43
Dividend Per Share 0.11 0.12 0.1¢ 0.21 0.217
Growth & Margins (%)

Growth

Revenue 4.00 8.56 25.01 23.25 21.04
Operating Income 24.68 20.84 48.14 20.31 2104
Net Profi 30.78 25.82 31.56 31.18 31/92
Margins

Gross Profit Margin 45.8: 51.0¢ 60.44 59.0( 59.0(
Operating Profit Margin 18.9¢ 21.4( 22.52 24.1¢ 26.33
Net Profit Margin 14.7¢ 17.0¢ 17.9¢ 19.1¢ 20.8¢
Returns

ROE (%) 18.97 20.9¢ 18.5¢ 20.31 22.57
ROA (%) 12.3( 14.2¢ 12.8¢ 14.3¢ 16.3¢
Income Statement (HKD Mn) FY2015 FY2016 FY2017 FY2018E YRO019E
Revenue 11,394 12,369 15,463 19,057 23,066
- Cost of Goods Sold (6,173) (6,060) (6,117) (7,813) (9,457)
Gross Income 5,221 6,309 9,346 11,244 13,609
- Operating Expenses (3,061) (3,662) (5,864) (6,639) (7,585)
Operating Income 2,160 2,647 3,482 4,605 6,074
- Net Non-Operating Gain (48) (12) (16) (46) (61)
Pretax Income 2,112 2,635 3,465 4,559 6,013
- Income Tax Expenses (432) (522) (685) (912) (1,203)
- Minority Interest (14) (12) (20) (12) (12)
Net Profi 1,665 2,101 2,771 3,635 4,199

Source: Company, Phillip Securities (HK) Researstingates
(Financial figures as at 28 Aug 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current prce

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

1
2
-5% to +5% Neutral 3 Trade within  + 5% from the current pric e
4
5

We do not base our recommendations entirely onatim/e quantitative return bands. We consider tizie factors like (but not
limited to) a stock's risk reward profile, markensment, recent rate of share price appreciafwesence or absence of stock price
catalysts, and speculative undertones surrountimgtock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{gtng Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you
agree to be bound by the terms and limitationestbelow.

This publication shall not be reproduced in whalénopart, distributed or published by you for gmyrpose. Phillip Securities shall not
be liable for any direct or consequential lossiagigrom any use of material contained in this jedtion.

The information contained in this publication ha&eb obtained from public sources which Phillip S&i@s has no reason to believe are
unreliable and any analysis, forecasts, projectierpectations and opinions (collectively the “Rasi”) contained in this publication

are based on such information and are expressidralief only. Phillip Securities has not verifitlis information and no representation
or warranty, express or implied, is made that dnfdrmation or Research is accurate, complete dfieé or should be relied upon as
such. Any such information or Research containethi® publication is subject to change, and PhiBigcurities shall not have any
responsibility to maintain the information or Res#amade available or to supply any correctionglats or releases in connection
therewith. In no event will Phillip Securities bialdle for any special, indirect, incidental or ceggential damages which may be
incurred from the use of the information or Reskanade available, even if it has been advisedeptssibility of such damages.

Any opinions, forecasts, assumptions, estimatelsiatians and prices contained in this material @aseof the date indicated and are
subject to change at any time without prior notice.

This material is intended for general circulatioyoand does not take into account the specifiestment objectives, financial situation
or particular needs of any particular person. Trapcts mentioned in this material may not be blétdor all investors and a person
receiving or reading this material should seek @@lfrom a financial adviser regarding the suitapitf such products, taking into
account the specific investment objectives, finahsituation or particular needs of that persoffigfgemaking a commitment to invest in
any of such products.

This publication should not be relied upon as atitéiive without further being subject to the reeit’s own independent verification
and exercise of judgment. The fact that this palblicn has been made available constitutes neittec@mmendation to enter into a
particular transaction nor a representation that product described in this material is suitable appropriate for the recipient.
Recipients should be aware that many of the predubich may be described in this publication ineosignificant risks and may not be
suitable for all investors, and that any decismerter into transactions involving such produbisutd not be made unless all such risks
are understood and an independent determinatiobders made that such transactions would be apptepAny discussion of the risks
contained herein with respect to any product shaolthe considered to be a disclosure of all riska complete discussion of such risks.

Nothing in this report shall be construed to beoffar or solicitation for the purchase or sale ofexurity. Any decision to purchase
securities mentioned in this research should tat@account existing public information, includiagy registered prospectus in respect
of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepatims report nor his associate has any finanoigrest in or serves as an officer of the
listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not have investment banking relationship with the list®rporation covered in this report
nor any financial interest of 1% or more of the kedrcapitalization in the listed corporation. Indédin, no executive staff of Phillip
Securities serves as an officer of the listed caian.

Availability

The information, tools and material presented Imeage not directed, intended for distribution touse by, any person or entity in any
jurisdiction or country where such distribution,bfioation, availability or use would be contraryttee applicable law or regulation or
which would subject Phillip Securities to any régiton or licensing or other requirement, or pgndbr contravention of such
requirements within such jurisdiction.
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Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKBelieved to be accurate. PSHK
does not bear responsibility for any loss occasidnereliance placed upon the contents hereof. KP@H its affiliates or employees)
may have positions in relevant investment produets.details of different product's risks, pleasstithe Risk Disclosures Statement on

http://mww.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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