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Acquiring New Drug Distribution Rights and Seeking to

Enhance Competitiveness in Biopharmaceutical Field
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_ _ _ CMPHKD11.12
Currently the chemical products are affected bydietralized procurement policy, bUt(CIosing price at 28 Jan 2019)

this part accounts _for a r_elatlvely low p_rc_)portmmthe company's topl_lne, thus it IS T ARGET HKD12.5 (+12.4%)
expected to have limited impact. In addition, tleenpany actively acquires new drug

distribution rights to underpin future growth. Bies it is going to enhance R&D . o.ny pata

strength and product reserve in the field of bimabmedicines.Meanwhile, it cooperatesy,s syares (MN) - 6.284.5
with banks to improve the financial services ofB®B platform, and the revenue of thiSmMaRKET cAP (HKDMN) : 69,884
platform is expected to exceed RMB10bn in 2018.a#gect that the business will keeps2 - WK HI/LO (HKD): 13.16 / 9.46

steady growth, and adjust the target price to HKB1@th Accumulate rating(Closing
price at 28 Jan 2019)

SHARE HOLDING PATTERN » %

Business Overview CR Holdings 53.04
BSAMAC 20.63

Chemical products price is affected by GPOIn 1H18, its manufacturing business

accounted for 18% of total income, contributing endhan 63% of gross profit. PRICE PERFORMANCE » %

Specifically, the sales revenue of chemical drugmched RMBS8.04bn (48% of the M SM -
. . . . . . CR Pharma 7.75 -3.30 6.78

manufacturing business revenue, and 8.6% in ovie@me). As the proportion is small, g, 813 1217  -16.82

chemical drugs segment has relatively limited inbpac total income, but may put

pressure on profit margin. RETURN VS. HS|

Actively acquiring new drug distribution rights to underpin future growth. i N )q ‘
According to its official website, in November, OFharma signed a comprehensive . Mh Y W -]
strategic cooperation agreement with Gilead Scignice.. Gilead is a global leader in~ '/ ¢ ! 'M/ ‘»1‘\ ;

drug research and development in the field of virdéctious diseases. At present- ' %. Wi | ’
Gilead's products have treated more than 12 millidd patients and more than 1.7.. L J HM “'f“ P : |4 ‘1 .
million hepatitis C patients worldwide. CR Pharrakes over the distribution right of ;\ W ﬁ ! W 1l
Gilead's product, Truvada (an anti-AIDS drug), dedomes Gilead's general agent fo™ '|| ! ‘u Lﬂm.f‘\j‘\_%f '
the import of anti-viral infectious drugs in Chin@R Pharma is actively seeking to-- ! “J

obtain more effective new drug products rightspider to enrich product varieties andSource_ Phiuip Securities (HK) Research
expand income scale. We anticipate that the sateease of new drugs will offset some '
policy-affected sales reductions, and in the lamng the company's product mix is to becey FINANCIALS

further optimized. HKD mn FY16 FY17 FYIBE FYI19E
Net Sales 156,70 172,53; 194,08 215,40!

_ o _ _ i o Net Profit 2,821 3,48: 4,417 488
Enhancing R&D strength and pipeline in the field of biological medicines.The Eeps, HkD 057 05t 07C 0.7¢

company integrates resources involving R&D, proiductand marketing to boost PER. 19.3¢ 2006 158 14.3]

) ) . ) Lo BVPS, HKD 11.05 10.08 10.0¢ 10.8¢
biopharmaceutical business. The company and CRhaiagaceutical jointly funded the py 'y 101 111 111 1.0
reorganization of a biopharma subsidiary (Angdetdib) and shared 51% of Angde SROE, % 52C 55z 70C  7.1¢€

ownership, with injection of two products of thewns. Founded in 2001, Angde wassource: Company reports, Phillip Securities Est.
originally a wholly-owned subsidiary of Dong’e Ejjaand has a good foundation in

R&D and production capacity of recombinant protéilmpharmaceuticals. The two Eg{;‘sszﬁgzgﬁﬁfnrpi?nf)hk

products injected belong to recombinant proteirdpots for diabetes, which own great =
market potential. It is expected to form a complpteduct portfolio together with
Angde’s own pipeline product (one insulin), andogrgynergies involving capital, tech
and distribution channel, etc. There are recomtihaman erythropoietin and reteplase
for injection in biopharma pipeline, focusing ortigamor, immune, cardiovascular and
cerebrovascular fields. Meanwhile, the company iadcelerate the acquisition of high-
quality drugs, introduction of bio-products as weedl international cooperation, in order

to enhance its overall strength in biopharmaceliieta.
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Launching an on-line healthcare platform in Beijing In December, CR Pharma
together with Beijing Aerospace General Hospitaintzhed the first "intelligent
hospital & prescription circulation platform™ {5 fii+iz /7 i % F-=) project

in Beijing. This platform provides comprehensivedieal information, helps with
appointment reservation, online payment and onfiharmacy, and offers all-
round medical services for patients before, duang after diagnosis. Through
this platform, patients can access to the hospéalice from WeChat or Alipay
terminals, make appointment registrations, selextepartments and doctors, pay
the registration fee, and then receive the diagna@sid treatment service.
Electronic prescriptions will be transmitted to ipatsS mobile phones
synchronously, then patients can choose out-ofitadgpharmacies to purchase
drugs. After electronic prescriptions are trangférto drug stores, drugstores
check doctors™ prescriptions, prepare drugs andideg, and deliver them by
professional pharmacy personnel.

Cooperating with banks to improve financial service on B2B platform In
2015, CR Pharma established its online B2B medishep, which connects
pharmaceutical producers, distributors and endooests, offering services like
accurate marketing, online financing, product traskrehousing and logistics
services. In October 2018, CR Pharma signed ordimgply chain financial
cooperation agreements with China Merchants Bankiji(ly Branch) and
WeBank respectively, which are going to support ¢bestruction of this B2B
platform through providing relevant financial sees for retail pharmacies,
distribution companies and primary medical insiitas. The turnover of this
platform is estimated to exceed RMB10bn in 2018.

Figure: 18H1 results

(HKD mn) 18H1 17H1 Change
Revenue 93,741 82,738 +13.3%
--Pharmaceutical 16,874 12,692 --
--Distribution 77,601 70,413 --
--Retail 2,470 2,117 -
Gross profit 16,881 12,528 +34.7%
--Pharmaceutical 10,743 7,629 --
--Distribution 5,713 4,485 -
--Retail 365 402 -
GPM 18.0% 15.1% +2.9ppt
Operating profit 6,296 5,137 +22.69
OPM 6.7% 6.2% +0.5ppt
Profit for the firm 4,063 3,453 +17.7%
Attributable profit 2,250 1,810 +249
NPM 2.4% 2.2% +0.2ppt
EPS HKD 0.36 0.29 +249

Source: Company, Phillip Securities
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Valuation and Risks

We adjust our target price to HK$12.5,and mildly lower 18E/19E income
forecast, which is based on the consideration Gtypdmpact in the short term.
CR Pharma is one of the top three distributoreims of market scales, and it is
expected to gain a larger market share throughrredtexpansion in future. At
present, the average valuation of leading distidbuenterprises in HK and A
share markets is about 14-17 times PE. We give G&Rnka target PE 16x, with
19E EPS forecast of HKDO0.78 (previously HKDO0.7%),derive TPHKD12.5.
Downside risksinclude: GPO may further drag down profitabilityistibution
business growth is less than expected; R&D failisle and policy risks.

Figure: PE band
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Source: Wind (as at Jan'24 Phillip Securities
Figure: Peers valuation
Code Mkt Cap PETTM PE 19E PE 20E EPS 18E EPS 19E
3320.HK 70,763 18.C 14.: 12.t 0.7 0.8
H share HKD mn
Max 104,453. 23.7 17.7 14.1 2.t 2.9
Median 36,838.: 15.c 11.€ 10.€ 1.2 1.3
Average 46,018.: 15t 11.€ 10.1 1.2 1.4
1099.HK 104,453. 16.€ 14.1 12.5 2.2 2.5
1093.HK 81,945.! 23.7 17.7 14.1 0.€ 0.7
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2196.HK 67,172.. 18.¢ 14.2 11.¢ 1.4 1.7
2607.HK 52,606.! 10.C 9.C 8.1 1.7 1.9
1513.HK 21,069.¢ 14.1 12.2 11.2 1.6 2.1
0867.HK 19,297. 8.¢ 7.t 6.€ 0.¢ 1.0
0460.HK 15,343.. 9.4 7.¢ 7.2 0.2 0.2
1558.HK 14,962.( 12.¢ 11.€ 10.C 2.t 2.9
0512.HK 12,570, 22.C 10.7 7.€ 0.2 04
A share RMB mn

Max 45,550.¢ 424 29.1 22.4 2.8 3.2
Median 13,563. 14.2 12.2 10.€ 1.4 1.7
Average 16,095 17.¢ 13.7 11.2 1.4 1.7
601607.SH 45,550.¢ 11.2 10.¢ 9.2 1.t 1.6
000963.SZ 39,064.! 18.€ 14.2 11.€ 1.t 1.9
600998.SH 27,151.( 21.t 15.¢ 12.7 0.7 0.9
600511.SH 17,825.¢ 14.2 12.1 10.¢ 1.7 1.9
603939.SH 17,031.¢ 42 .4 29.1 22.4 1.1 1.6
603233.SH 16,176.4 31.C 23.71 19.5 1.4 1.7
000028.SZ 15,903.( 14.2 12.¢ 10.¢ 2.8 3.2
200028.5z 15,903.( 8.t 7.4 6.4 2.8 3.2
603883.SH 13,563. 32.2 23.¢ 19.2 1.€ 2.0
600056.SH 13,537 8.7 7.2 6.1 1.t 1.7
002727.SZ 11,469.( 21.¢ 16.¢ 137 1.C 1.2
002589.SZ 9,359.! 8.4 6.1 4.9 0.8 1.0
000078.SZ 8,283.¢ 12.€ 8.C 6.€ 3 04
600090.SH 7,831.¢ 15.2

603368.SH 6,883.¢ 13.7 10.4 8.4 2.C 2.6
600713.SH 4,478.¢ 17.C 12.¢ 10.2 0.2 0.3
002462.SZ 3,612.¢ 11.2 8.6 6.8 1.2 1.7

Source: Wind (as at Jan')5 Phillip Securities
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Financials

Key Ratios 2016 2017 2018E 2019k
\Valuation Ratios

Price to Earnings (P/E) 19.3¢ 20.0¢ 15.82 14.3]
Price to Book (P/B) 1.01 1.11 1.11 1.02
Per Share Data (HKD)

EPS 0.57 0.5t 0.7¢C 0.78
Book Value Per Share 11.0¢ 10.0¢ 10.04 10.8¢
Dividend Per Share 0.0C 0.17 0.21 0.23
Growth (%)

Revenue 6.92 10.1(C 12.4¢ 10.9¢
Operating Income 2-5¢ 9.91 30.2¢ 10.6(
Net Profi -1.01 23.4¢ 2682 10.53
Margins (%)

Gross Profit Margin 15.3¢ 16.3¢ 16.5C 16.5(
Operating Profit Margin 6.2€ 6.21 7.2¢€ 7.23
Net Profit Margit 1.8C 2.02 2.2¢ 2.21
Profitability (%)

ROE 5.2C 5.52 7.0C 7.16
ROA 2.11 2.17 2.7C 2.77
Income Statement (HKD Mn) 2016 2017 2018E 2019E
Revenue 156,705.: 172,532.1 194,084.. 215,404.
- Cost of Goods Sold 132,596.. 144,256. 162,060.: 179,862.
Gross Income 24,109.: 28,276.: 32,023.¢ 35,541.
- Operating Expenses 14,270. 17,462.¢ 17,938.( 19,963
Operating Income 9,838." 10,813. 14,085.! 15,578.
- Financing Cost 1,796.; 2,230.¢ 2,134.¢ 2,369.1
Pretax Income 8,042." 8,582.: 11,951.( 13,208.
- Income Tax Expenses 2,074.¢ 1,715.% 2,748. 3,038.
- Minority Interest 3,146.° 3,383.¢ 4,785.; 5,288.¢
Profit Attributable to Shareholders 2,821. 3,483.( 4,417.: 4,882.

Source: Company, Phillip Securities (HK) ResedEstimates
(Financial figures as at 28 Jan 2019)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuah sisks are

understood and an independent determination hasrbade that such transactions would be appropdate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiomvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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