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CR PHARMA (3320.HK)

Develop Segments Cooperation, Improve Business Synergy

Hong Kong | Pharmaceuticals | Company Update

Subsidiaries Maintained Growth in 3Q2019

For the nine months ended September 30, 2019, the operating revenue of CR Pharmaceutical Holdings, a
wholly-owned subsidiary of the company, was RMB 135.022 billion (3Q2018: RMB 116.795 billion),
representing an increase of 15.6% Y0Y:; the net profit attributable to shareholders was RMB 2.465 billion
(3Q2018: RMB 1.804 billion), a YoY increase of 36.6%.

For the nine months ended September 30, 2019, the revenue of Dong-E-E-Jiao, a subsidiary of the
company, was RMB 2.83 billion (3Q2018: RMB 4.394 hillion), a YoY decrease of 35.59%; the net profit
was RMB 207 million (3Q2018: RMB 1.226 billion), a YoY decrease of 83.12%. The revenue of CR
Sanjiu, a subsidiary of the company, was RMB 10.187 billion (3Q2018: RMB 9.444 billion), a YoY
increase of 7.87%; the net profit was RMB 1.984 billion (3Q2018: RMB 1.137 billion), a YoY increase
of 74.49%; based on preliminary assessment by the management of CR Sanjiu, the unaudited net profit
attributable to the shareholders of CR Sanjiu for the year ended 31 December 2019 are estimated to be
RMB 2.11 to 2.25 billion (FY2018: RMB 1.432 billion), an expected increase of 47.34% to 57.11% YoY;
the significant increase in the net profit attributable to the shareholders is primarily attributable to the
completion of disposal of its 82.89% equity interest in Shenzhen Sanjiu Hospital Co., Ltd. in January
2019, resulting in a net gain (after tax) of approximately RMB 680 million to CR Sanjiu. The revenue of
CR Double-Crane, a subsidiary of the company, was RMB 7.407 billion (3Q2018: RMB 6.31 billion), a
YoY increase of 17.39%; the net profit was RMB 930 million (3Q2018: RMB 864 million), a YoY
increase of 7.64%. The revenue of Jiangzhong Pharmaceutical, a subsidiary of the company, was RMB
1.704 billion (3Q2018: RMB 1.292 hillion), a YoY increase of 31.89%; the net profit was RMB 393
million (3Q2018: RMB 354 million), a YoY increase of 11.02%. In general, apart from Dong-E-E-Jiao,
the performance of the company's subsidiaries has maintained steady growth, and with the gradual
progress of Dong-E-E-Jiao, we are still optimistic about the company's performance as the industry leader
in the future.

Continue to Increase and Optimize Product portfolio in the Pharmaceutical Sector

Recently, the company pointed out that it will use the channel advantage in the pharmaceutical sector to
continuously increase and optimize its product portfolio in "CICC Forum 2019". The manufacturing
business of the company encompasses the research and development, manufacturing and sale of
pharmaceutical products. The company manufactured more than 540 products in 1H2019, of which more
than 300 were included in NRDL. The products comprise chemical drugs, Chinese medicines and
biopharmaceutical drugs as well as nutritional and healthcare products, covering a wide range of
therapeutic areas including cardiovascular, alimentary tract and metabolism, large-volume 1V infusion,
pediatrics, respiratory system etc.. The company had approximately 200 R&D projects in the pipeline,
including 45 projects in the pipeline on innovative drugs. In addition, on October 3, 2019, NIP292, an
innovative drug developed by the China Pharmaceutical Research and Development Center directly under
the company's research and development platform, was approved by the US Food and Drug
Administration (FDA) clinical trial and conducted a phase | clinical trial in the United States. NIP292 is
primary treatment of pulmonary fibrosis (IPF), it is a new small molecule drug with multiple functions

such as anti-inflammatory, anti-fibrosis, dilation of blood vessels, and repair of vascular endothelial injury.

In addition to IPF, NIP292 has great potential for the treatment of autoimmune diseases, other fibrotic
diseases, and malignant tumors. On October 23, CR Sanjiu, a subsidiary of the company, and Japan's
Takeda Consumer Health Co., Ltd. signed an ALINAMIN product cooperation agreement in Beijing. CR
Sanjiu will be responsible for the commercialization and sales of ALINAMIN in the Chinese market, and
the two sides will also reach a consensus on other product portfolios and cross-border e-commerce
business in the future. The company continues to improve R&D capability, enrich pipeline and access to
products, and forge advantages of brand clustering, which is believed to benefit future development.
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Market Share of the Circulation Sector is Expected to Further Increase

As at the end of 1H2019, distribution network of the company covered 28 provinces, reached 141
cities in total, serving over 100,000 downstream customers, including 6,862 Class Il & Il
hospitals, and 53,640 primary medical institutions competitiveness in the Eastern China. The
company continuously enhanced efficiency of the integrated and modernized intelligent logistics
system, as at the end of 1H2019, the company operated 185 logistics centers in total. The company
enhanced capability in providing value-added services to downstream customers, provided
Hospital Logistic Intelligence (HLI) services to over 300 hospitals, and commenced Network
Hospital Logistics Intelligence (NHLI) projects. In 1H2019, the company operated 842 retail
pharmacies, of which 150 are DTP pharmacies covering 76 cities nationwide. The company
continues to deepen the layout of pharmaceutical circulation sector, and enhances strength of the
company through endogenous expansion and outreach acquisition, its market share is expected to
further increase.

Figure-1: CR Sanjiu Results (mn RMB)
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Figure-2: Dong-E-E-Jiao Results (mn RMB)
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Table-1: Financial performance of last five years
HKD in million FY2013 FY2014 FY2015 FY2016 FY2017 FY2018  FY2018H  FY2019H
gj;fsr‘t“e before 22,315.4  21,967.0  24,253.6  25,316.3  29,336.5  35,043.7  16,874.5  17,366.8
Pharmac YoY -1.56% 10.41% 4.38% 15.88% 19.45% 2.92%
eutical  Revenue after 20,837.0  19,714.0  21,607.0  22,375.0  26,362.0  31,940.0  15,056.0  15,790.0
Manufact  adjust
uring GP after adjust 12,879.4  12,713.0  14,158.6  15,124.0  17,842.0  22,691.0  10,743.0  11,053.0
Business  GPM after adjust 61.81% 64.49% 65.53% 67.59% 67.68% 71.04% 71.35% 70.00%
rGe';”gr‘t" annual 57.72% 57.87% 58.38% 59.74% 60.82% 64.75% 63.66% 63.64%
gg}’fsnt”e before 92,557.1  113,097.8  123,156.4  132,295.6  144,595.5  155,328.8  77,601.0  84,948.9
Pharmac YoY 22.19% 8.89% 7.42% 9.30% 7.42% 9.47%
eutical  Revenue after 91,652.0  111,790.0  121,191.0  130,313.0  141,826.0  152,151.0  76,111.0  83,094.0
Distributi  adjust
on GP after adjust 6,133.2 7,724.8 8,281.7 8,200.0 9,632.0  11,365.0 5,713.0 5,954.0
Business  GPM after adjust 6.69% 6.91% 6.83% 6.29% 6.79% 7.47% 7.51% 7.17%
GPM in annual 6.63% 6.83% 6.72% 6.20% 6.66% 7.32% 7.36% 7.01%

report
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Revenue before

adpust 2,600.6 3,040.3 3,651.2 3,914.5 4,243.6 5,454.6 2,470.4 2,945.6
Yoy 16.91% 20.09% 7.21% 8.41% 28.54% 19.23%
Pharmac Revenue after
eutical ag}‘.’ust 2,601.0 3,040.0 3,651.0 3,914.0 4,244.0 5,455.0 2,470.0 2,946.0
Bsfitna;'ss GP after adjust 643.2 720.6 700.2 718.0 742.0 796.0 402.0 373.0
GPM after adjust 24.73% 23.70% 19.18% 18.34% 17.48% 14.59% 16.28% 12.66%
feifgr‘t" annual 24.73% 23.70% 19.18% 18.34% 17.49% 14.59% 16.27% 12.66%
gjj‘.’jsnt”e before 1,861.0 1,205.3 119.4 102.7 99.7 144.1 103.5 93.2
YoY -35.24% -90.10% -14.00% -2.88% 44.53% -9.94%
Revenue after 1,861.0 1,205.0 119.0 103.0 100.0 143.0 104.0 93.0
Others adjust
GP after adjust 493.3 331.6 58.4
GPM after adjust 26.51% 27.52% 49.08%
GPM in annual 26.51% 27.51% 48.93%

report

Revenue before
adjust
Elimination of
inter-seg sales

119,334.1 139,310.3 151,180.6 161,629.0  178,275.3  195,971.2 97,049.5 105,354.5

-2,383.4 -3,561.1 -4,612.5 -4,923.8 -5,743.1 -6,282.1 -3,308.7 -3,431.6

Total gjl‘.’jsnt“e after 116,950.7  135,749.2  146,568.1  156,705.2  172,532.2  189,689.1  93,740.8  101,923.0
Yoy 16.07% 7.97% 6.92% 10.10% 9.94% 8.73%

GP after adjust 20,149.1  21,490.0  23,198.9  24,109.1  28,276.1  34,930.4  16,881.4  17,433.6

GPM in total 17.23% 15.83% 15.83% 15.39% 16.39% 18.41% 18.01% 17.10%

Source: Phillip Securities (HK) Research, Company Report

Maintain ""BUY"" Rating

We maintain the expected EPS of HKD 0.75/0.83/0.90. The target price was HKD 11.22,
corresponding to FY19/FY20/FY21 14.95x/13.51x/12.48x PE, which was +66.51% higher than
the current price (HKD 6.74 as of November 22, 2019), maintaining a “BUY” rating.

Risk

Industry policy risk; M&A fails expectations.
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Financials

Table-2: Financial data
FYE DEC FY17A FY18A FY19E FY20E FY21E

Valuation Ratios

P/E 12.16 10.49 8.98 8.11 7.50
P/B 1.01 1.08 0.98 0.90 0.89
Dividend Yield 1.63% 1.93% 2.25% 2.49% 2.70%
Per Share Data in HKD

EPS 0.55 0.64 0.75 0.83 0.90
DPS 0.11 0.13 0.15 0.17 0.18
BVPS 6.66 6.27 6.86 7.53 7.58

Growth & Margins (%)

Growth

Revenue 10.10% 9.94% 8.92% 9.21% 9.23%
Operating Profit 11.59% 12.45% 14.19% 16.18% 15.89%
Net Profit 15.06% 11.15% 26.00% 10.69% 18.70%
Margins

Gross Margin 16.39% 18.41% 17.52% 17.89% 18.27%
Operating Profit Margin 5.38% 5.51% 5.77% 6.14% 6.52%
Net Profit Margin 3.98% 4.02% 4.65% 4.72% 5.13%
Key Ratios

ROA 2.36% 2.40% 2.48% 2.50% 2.83%
ROE 8.76% 9.94% 11.44% 11.55% 12.45%

Income Statement in mn HKD

Revenue 172,532.20 189,689.11 206,607.56 225,638.62 246,455.07
Gross Profit 28,276.15 34,930.38 36,207.38 40,373.28 45,021.18
EBIT 10,813.30 12,439.40 15,043.29 16,429.70 18,988.36
EBT 8,582.35 9,242.76 11,646.22 12,890.63 15,301.36
Net Profit 6,866.87 7,632.61 9,617.37 10,645.00 12,635.76
Net Profit for Owners 3,483.04 4,037.89 4,717.79 5,221.89 6,198.45

Source: Company, Phillip Securities (HK) Research
(Financial data as of November 22)
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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 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

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.
© 2019 Phillip Securities (Hong Kong) Limited
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