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The market for CRO is growing rapidly 

 

The global pharmaceutical CRO market size in 2018 was US$55.2 billion and is expected to 

increase to US$91.4 billion in 2023, with a compound annual growth rate of 10.6%. Market 

penetration of outsourcing services for global R&D expenditure by a total of 33.7% in 2014 

sustained growth to 37.7% in 2018, it is expected to increase to 49.3% in 2023. 

 

Business covers China and the US, taking advantages of "Two Countries, One System" 

 

The company is a fast-growing CRO that provides integrated, science-driven research, analysis, 

and development services throughout the pharmaceutical discovery and development process 

to assist pharmaceutical companies in achieving drug development goals. The company has 

business in both China and the United States, and can effectively capture the growth 

opportunities in both markets. The company implements the "Two Countries, One System" 

approach to ensure that customers enjoy the same quality standards, operating procedures and 

systems in both markets. At the same time, the company can also provide customers with 

detailed and experienced interpretation of drug development regulations and requirements in 

both countries. The company serves customers' drug discovery and development goals by 

sharing technical expertise and personnel in two countries and leveraging familiarity with the 

two regulatory systems.  

 

Endogenous growth and extensional expansion work together to maintain stable growth 

 

The company continues to expand their production capacity with operation of several 

laboratories. The company also expand its business and production capacity through 

acquisitions. Through the upgrade initiatives, the company hopes to use BRI and RMI to 

expand its Canadian and North American West Coast businesses, establish DMPK centers 

across North America and China, and expand its CMC service capabilities in China through 

controlling most of the shares of Frontage Suzhou. And through the new laboratory in Shanghai 

Zhangjiang Science and Technology Park to establish a Chinese DMPK team and business line, 

expand production capacity, seize market opportunities, and continue to promote business 

growth in China and the United States. 

 

Complementary to the parent company's strengths to further enhance synergies in the 

future 

  

Hangzhou Tigermed (stock code: 300347) is a CRO that focuses on providing professional 

services for the whole process of clinical trials for the development of new drugs. The business 

division of Tigermed Group and the company is clear and synergistic. The company has 

established a cooperative relationship with Tigermed Group. Benefiting from the synergy with 

Tigermed Group, the company is able to provide Chinese customers with comprehensive 

clinical trial support solutions from Phase I to Phase IV, and Tigermed Group customers also 

have access to the company's services, especially bioanalysis services. 

 

Initial coverage with “Accumulate” investment rating 

 

We forecast that the company's FY19/FY20/FY21 income will be US$ 113/150/188 million, 

representing an increase of 35.96%/32.85%/25.01% YoY; net profit attributable to 

shareholders will be US$ 21.37/28.37/35.55 million; corresponding EPS will be 

US$ 0.01/0.02/0.02. We get target price of HKD 5.00. The corresponds to FY19/FY20/FY21 

48.00x/36.17x/28.86x PE, which has an increase of +15.20% compared to the current price 

(HKD 4.34 as of February 11, 2020), giving an “Accumulate” rating. 

 

Accumulate 
(Initial Coverage) 

CMP HKD 4.34 

(Closing price at 11 February 2020) 

TARGET HKD 5.00 (+15.20%) 
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Industry Analysis 
 

Global pharmaceutical market grows rapidly 

  

The global pharmaceutical market can be divided into two segments, the chemical drug 

market and the biologics market. According to Frost & Sullivan 's statistics, the scale of 

the global pharmaceutical market in 2018 is US$1,270 billion, which is expected to 

increase to US$1,600 billion in 2023, with a CAGR of 4.7%. Among them, the expected 

annual compound annual growth rate of biologics market will reach 9.0% from 2018 to 

2023, and up to US$402.1 billion in 2023, growing faster than the overall 

pharmaceutical market. According to 2018 market size, the United States, China and 

Japan are the three largest pharmaceutical markets in the world, accounting for the 

global market of 38.7%, 18.3% and 7.5%, respectively. 

 

Figure-1: Global Pharmaceutical Market Size (bn USD)      Figure-2: The Proportion of Global Pharmaceutical Market (bn USD) 

  

Source: Phillip Securities (HK) Research, Company Report 

 

Total research and development (“R&D”) spending in the global pharmaceutical 

industry was US$174.0 billion in 2018 and is expected to grow at a CAGR of 4.5% 

during the period from 2018 to 2023, reaching US$216.8 billion in 2023. In 2018 R&D 

spending represented 13.7% of the total size of the global pharmaceutical market by 

revenue, the US and China accounting for 15% and 7.5%, respectively. But the R&D 

spending by Chinese pharmaceutical companies is not limited to China. An increasing 

number of Chinese headquartered pharmaceutical companies also spend a significant 

amount of their R&D budget to support applications in other jurisdictions, and in 

particular in the United States for IND and ANDA applications. Additionally, according 

to Frost & Sullivan estimates, the annual growth rate of China pharmaceutical market 

for R&D spending is 23.1% from 2018 to 2023, which will be much higher than the 

United States of 4% and the world average of 4.5%. 

 

Comparison of pharmaceutical markets in China and the US 

 

The United States is the world’s largest pharmaceutical market. In 2018, the size of the 

market was US$490.8 billion, representing 38.7% of the entire global pharmaceutical 

market and a margin of more than 20% in terms of market share over China, the second 

largest pharmaceutical market globally. The size of the pharmaceutical market in the 

United States increased from US$385.5 billion in 2014 to US$490.8 billion in 2018 and 

is expected to grow to US$634.2 billion in 2023, representing a CAGR of 5.3% during 

the period of 2018 to 2023. The growth of this market is primarily driven by increases 

in both public and private spending on healthcare as new and more effective treatments 

for diseases become available. China is the second largest pharmaceutical market in the 

world, after the United States. The size of China’s pharmaceutical market increased 

from US$182.2 billion in 2014 to US$231.6 billion in 2018 and is expected to grow to 

US$322.1 billion in 2023, representing a CAGR of 6.8% during this period. The growth 

is mainly driven by an ageing population and corresponding increase in the prevalence 

of chronic diseases, as well as favourable policies from the government of the PRC, 

aimed at developing the market for quality drugs and biologics in China and an increase 

in disposable income and improving insurance coverage. 
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Compared to the chemical drug market, there is expected faster rate of growth in the 

biologics market in the US. The size of the market for biologics in the United States was 

US$104.0 billion in 2018 and is projected to grow to US$164.1 billion in 2023, which 

would represent a projected 9.6% CAGR from 2018 to 2023, compared to a projected 

4.0% CAGR for chemical drugs over the same period. The size of the market for 

patented drugs in the United States was US$379.7 billion in 2018 and is projected to 

grow to US$502.5 billion in 2023, which would represent 79.2% of the total 

pharmaceutical market in the United States in 2023. Relatively, policies in China are 

expected to continue to focus on encouraging the development of innovative patented 

drugs over the next five years from 2018 to 2023, which in turn is expected to lead to 

increased investment in patented drugs, whose market size is expected to grow at a 

CAGR of 7.5% during the same period to reach US$184.4 billion in 2023. 

 

Figure-3: US Pharmaceutical Market by Biological Drug and Chemical Drug (bn USD)   

Figure-4: China Pharmaceutical Market by Biological Drug and Chemical Drug (bn USD)   

  

Source: Phillip Securities (HK) Research, Company Report 

 

Figure-5: US Pharmaceutical Market by Patented Drug and Generic Drug (bn USD)   

Figure-6: China Pharmaceutical Market by Patented Drug and Generic Drug (bn USD) 

  

Source: Phillip Securities (HK) Research, Company Report 

 

U.S. pharmaceutical companies lead the world 

 

Magazine "Pharmaceutical Manager" (Pharm Exec) in US published 2019 annual sales 

of prescription drugs based on "global pharmaceutical companies 50 " (Pharm Exec's 

Top 50 Companies 2019). Pfizer still ranks first in sales of prescription drugs in the 

United States, while Roche and Novartis in Switzerland rank second and third. In terms 

of R&D expenditure, Roche of Switzerland still ranked first, and Johnson & Johnson of 

the United States and Novartis of Switzerland ranked second and third. This year for the 

first time two Chinese pharmaceutical companies into the global pharmaceutical 

companies 50 strong list of orders, including Sino Pharma (ranked 42), subsidiary of 

Chia Tai Group headquartered in Hong Kong, the and Jiangsu Hengrui Medicine 

(ranked 47). 
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Figure-7: Top 20 Global Pharmaceutical Companies 

 

Source: Phillip Securities (HK) Research, Pharm Exec 

 

The market for pharmaceutical contract research organisations is growing rapidly 

 

The complete process of drug development is generally categorized into four stages: 

discovery, preclinical testing and development, clinical development (e.g. phase I-III 

clinical studies) and post approval clinical studies (e.g. phase IV clinical studies). The 

type of, and objectives of, the research, analytical and development services offered by 

Contract Research Organisations (CROs) through the drug development process 

depends on the phase of development.  

 

Figure-8: Drug Development Process 

 

Source: Phillip Securities (HK) Research, Company Report 

 

Table-1：Drug development process 

 Content 

Discovery Stage At the drug discovery stage, research services focus on identifying potentially promising compounds (or 

‘leads’) to progress for further testing as “candidates” for further research development. 

Preclinical Stage Throughout the preclinical stage, research, analytical and development services include studies on the 

interaction of these drug candidates within biological matrices, studies on how a drug candidate passes 

through and affects a living organism, studies on the physio-chemical properties of both the active 

pharmaceutical ingredient (API) of a drug and the end drug product, the design and formulation of a drug 

product to aid safe and effective transport through a living organism to optimise its effectiveness at 

performing its targeted activity, and safety and toxicological assessment. The purpose of research, analysis 

and development in the preclinical phase is to enhance the scientific understanding of the drug, its efficacy, 

potency and toxicity, with a view to optimizing the drug candidate for further testing in humans. 

Clinical Stage At the clinical stage, services include manufacturing services for clinical trial materials (for example, 

capsules or liquid versions of a drug to administer to human trial participants), specialised clinical testing 

on healthy volunteers and/or patients, statistical data generation and analysis and regulatory filing 

assistance (e.g. bioequivalence recognition for generics). 

Registration Stage After successful clinical trials, a CRO can assist their clients in the process of drug registration 

by providing registration and application services in which necessary data and documents are prepared 

for submission to relevant regulatory authorities. Regulatory support for foreign sponsors, and dual 
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Source: Phillip Securities (HK) Research, Company Report 

 

The size of the global pharmaceutical CRO market was US$55.2 billion in 2018 and is 

expected to grow to US$91.4 billion in 2023, representing a projected CAGR of 10.6%. 

The proportion of outsourcing services spending of the total spending on both 

outsourcing and in-house services, or ‘rate of penetration’, of the total global R&D 

expenditure by outsourcing services has continued to grow from 33.7% in 2014 to 

37.7% in 2018 and is expected to grow to 49.3% in 2023. Among them, the size of the 

pharmaceutical CRO market in the United States increased from US$18.7 billion in 

2014 to US$27.0 billion in 2018 and is expected to grow to US$41.1 billion in 2023, 

representing a projected CAGR of 8.8% over the period 2018 to 2023. The size of the 

pharmaceutical CRO market in China increased from US$2.1 billion in 2014 to US$5.5 

billion in 2018 and is expected to grow to US$19.1 billion in 2023, representing a 

projected CAGR of 28.3% over the period 2018 to 2023. 

 

Figure-9: Global CRO Market Size         Figure-10: The Proportion of In-house and Outsourcing Services in the Global Market 

  

Source: Phillip Securities (HK) Research, Company Report 

 

Figure-11: US CRO Market Size                               Figure-12: China CRO Market Size 

  

Source: Phillip Securities (HK) Research, Company Report 

  

filing services, can also be offered by CROs that have an established presence in multiple regions. 



 
 

Page | 6 | PHILLISECURITIES (HK) RESEARCH 

FRONTAGE (1521.HK) Initial Coverage 

Company Analysis 
 

Company Introduction 

 

The company is a fast-growing CRO providing integrated, scientifically-driven research, 

analytical and development services throughout the drug discovery and development 

process to enable pharmaceutical companies to achieve their drug development goals. 

The services of the company provide in the United States include DMPK, safety and 

toxicology, and CMC, in each case, throughout the drug discovery and development 

process. The bioanalytical services, which are the largest source of the revenue of the 

company (contributing 48.23%, 50.57% and 53.18% of revenue for the years ended 

December 31, 2016, 2017 and 2018, respectively), are offered throughout the drug 

discovery and development process in both the United States and in China. The 

company also provides bioequivalence and related services in China. Certain of our 

services are also offered to agrochemical companies. 

 

In the United States, the company is recognised as a leader in the CRO industry. For 

example, in 1H2019, the company was awarded the CRO leadership award by “Life 

Science Leader” (a United States business journal targeted at life science executives) 

based on research conducted by “Nice Insight” (a leading United States market 

intelligence institution specialising in life sciences). The company has won this award 

many times since 2014, which reflects its leading position in quality system, technical 

capabilities, regulatory compliance and customer satisfaction. The company also won 

the 2019 China Top 20 CRO at the 2019 China Pharmaceutical Industry Development 

Conference, and the company's facilities have successfully passed multiple inspections 

by FDA, NMPA and other regulatory agencies. In 1H 2019, the company also 

successfully passed multiple inspections by the US Department of Agriculture, the US 

Environmental Protection Agency, and the Chinese State Drug Administration, 

indicating that the company continues to meet or exceed the strict standards 

implemented by the industry. 

 

The company positions themselves as a value-add partner with a focus on solving their 

customers’ most significant and complex drug discovery and development challenges. 

Their scientific knowledge base, technical expertise and reputation for high quality 

services have been integral to the ability to enter into strong long-term strategic 

relationships and partnerships with our key customers. The customers include Janssen, 

BeiGene, Blueprint, Fresenius Kabi, Celgene, Rhodes and Duke in the United States 

and Yangzijiang Pharma, Hisun Pharma, Luye Pharma, Simcere Pharma and Chia Tai 

Tianqing in China. 

 

Figure-13: The Main Customers of the Company 

      

    

       

Source: Phillip Securities (HK) Research, Company Report 

 

The Company’s controlling shareholder, Hong Kong Tigermed Co, Limited is a wholly 

owned subsidiary of Hangzhou Tigermed. Therefore, Hong Kong Tigermed and 
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Tigermed, as a group, are the controlling shareholders of the company. The Listing will 

constitute a spin-off of the assets and businesses held by the company from Tigermed, 

a company listed on the ChiNext market of the Shenzhen Stock Exchange with stock 

code 300347. Tigermed Group is a global CRO headquartered in Hangzhou. China and 

is principally engaged in the provision of clinical trial services to meet the needs of 

pharmaceutical companies. The Tigermed Group has a leading reputation in late phase 

(Phases II-IV) clinical trials in China and other countries in the Asia Pacific region. 

Through more than 30 subsidiaries (including our Group), Tigermed and its subsidiaries 

have in excess of 3,000 employees globally. Moreover, in the United States, the 

Tigermed Group has no presence other than through its interest in our Company and its 

majority ownership of Tigermed-BDM Inc. (which is a joint venture between us and the 

Tigermed Group). In China, our Group’s business is to provide bioanalytical services 

and bioequivalence services. The Tigermed Group does not offer these bioanalytical and 

bioequivalence services in China. 

 

Figure-14: Milestone 

 

Source: Phillip Securities (HK) Research, Company Report 

 

Figure-15: Shareholders of the Company 

 

Source: Phillip Securities (HK) Research, Company Report 
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Business Introduction 

 

The company is a fast-growing CRO providing integrated, scientifically-driven research, 

analytical and development services throughout the drug discovery and development 

process to enable pharmaceutical companies to achieve their drug development goals. 

The company benefit greatly from having operations in both the United States and China  

and are well placed to capture growth opportunities in both markets. The company 

implements the "Two Countries, one system" approach, which is also an important part 

of the company's commitment to high quality standards. The company serves customers' 

discovery and development goals by sharing technical expertise and personnel in two 

countries and using its knowledge of the two regulatory systems to stimulate the 

company's strengths in both markets. The company can support Chinese companies 

entering the US market through the use of Abbreviated New Drug Application 

regulatory submissions Chinese and US research data, and to seek support through 

conformity assessment and bioequivalence certification to enter the Chinese market and 

international companies that has been approved by Chinese market and Chinese 

companies that have approved by the United States and elsewhere. 

 

Figure-16: Main Business of the Company 

  

Source: Phillip Securities (HK) Research, Company Report 
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The company offer services primarily through the wholly owned subsidiary in the 

United States, Frontage Labs, and the wholly owned subsidiary in China, Frontage 

Shanghai. and also adopted through the acquisition of Concord in April 2018 to provide 

safety and toxicology services. 

 

Table-2: Introduction of Main Services 

Source: Phillip Securities (HK) Research, Company Report 

 

Table-3: Main Subsidiaries and Associated Companies of the Company 

 Introduction 

Drug 

Metabolism and 

Pharmacokinetics 

(“DMPK”) 

The company offers standard and customised in vivo and in vitro DMPK services. This includes 

pharmacokinetic (“PK”) and pharmacodynamics (“PD”) studies throughout the development process. We also 

offer ADME studies. For the discovery phase, we also offer PK screening and characterisation to enable 
structure optimisation. We also offer metabolite identification in different animal species, Metabolites in 

Safety Testing (“MIST”), drug-drug interaction, and radiolabelling studies. These services are currently 

provided in the United States from our facility in Exton, Pennsylvania (700 Pennsylvania Drive). 

Safety and toxicology The acquisition of Concord in April 2018 allows the company to offer an extensive range of safety and 

toxicology services, including large animal testing, to our customers for the first time. These services include 

non-GLP and GLP toxicology studies to support regulatory submissions such as INDs. Additional 
toxicological assessments include pathology, ophthalmology and cardiovascular studies. The company also 

offers chronic toxicity and investigative toxicology studies, carcinogenicity studies and support for additional 

indications. The company also assists with the development of safety and toxicology testing plans, mainly for 
the pre-clinical stage, with the goal of identifying the pharmacological and toxicological effects of drug 

candidates. These services are currently provided in the United States from our facility in Concord, Ohio. 

Bioanalytical The bioanalytical services include non-GLP research based and GLP assays (both in vivo and in vitro) for 
small and large molecule drugs and biomarkers throughout the drug development process as well as 

immunogenicity and neutralizing antibody assessments. These assays support first-in-human dose 

justifications and Investigational New Drug (“IND”) packages for pharmaceutical therapeutics. The company 
provides method development and validation services in addition to sample analysis services to assess 

pharmacokinetics, immunogenicity and pharmacodynamics effect. These services are currently provided both 

in the United States and China from our facilities in Exton, Pennsylvania (700 Pennsylvania Drive) and 
Concord, Ohio as well as our facility in the Zhangjiang Hi-Tech Park, Shanghai. 

Chemistry, 

manufacturing 

and controls 

(CMC) 

The portfolio of CMC services spans drug discovery to the post approval phase, including lead compound 

quantification and analytical testing for the discovery phase, formulation development, GLP toxicology batch 
studies, release and product testing, stability testing, CTM and Good Manufacturing Practice (“GMP”) 

manufacturing, extractability and leachability studies and commercial product release following approval of 

an application. These services are currently offered in the United States from our facility in Exton, 
Pennsylvania (75 East Uwchlan Avenue). 

Bioequivalence The company provides bioequivalence (“BE”) and related services (such as medical writing and regulatory 

support) in China. Bioequivalence is the term used to assess the expected in vivo biological equivalence of 
two preparations of a drug. Bioequivalence is generally defined as the absence of a significant difference in 

the rate and extent of which the active ingredient or active moiety in pharmaceutical equivalents or 

pharmaceutical alternatives becomes available at the site of drug action when administrated at the same molar 
dose under similar conditions in an appropriately designed study. These services are currently provided by 

our company in China from our facility in Zhengzhou, Henan, and 17 clinical research centres in our 

collaborating hospitals in China. 

 Main Events 

Concord 

The company completed the acquisition of Concord, the holding company of Concord Biosciences, LLC 

and Concord Holdings, LLC on April 1, 2018 for a total consideration of US$5.00 million.  The company 
believes that the strategic acquisition of Concord enhances our service offering by (i) increasing our 

capacity for DMPK and bioanalytical services generally, (ii) allowing the company to offer safety and 

toxicology services to our customers for the first time, including the introduction of large animal testing 
and (iii) enhancing our capability to provide services to agrochemical clients. Concord’s facility is located 

in Concord, Ohio and is spread over more than 20 acres, with a gross floor area of the built up properties 

in excess of 90,000 sq. ft. 

Frontage Clinical Services, 

Inc. 

Provide clinical pharmacology services (including research design and implementation, pharmacokinetics, 

modeling and simulation medical writing services, protocol development, database development and data 

management services). 

Frontage Suzhou 

Providing chemical, manufacturing and control services in China, the company holds a 75 % stake. Other 

shareholders  of Zhejiang Pharmaceutical Co., Ltd. Kyushu. 

Hebei Frontage 

As part of set up the Clinical Research Center with corporation of a hospital, the company holds shake 

of 20.00% , Baoding Chen Chang Pharmaceutical Technology Co., Ltd. holds 55.00% stake, Affiliated 
Hospital of Hebei University holds a 25.00% stake. 

FJ PHARMA LLC 

FJ Pharma LLC is a contract development agency that provides commercial 

manufacturing API development and support services to its customers in the United States at its 
facilities. The company holds a 49.00% stake, while the remaining 51.00% stake held by Zhejiang 

Pharmaceutical Co., Ltd. Kyushu . 

BRI Biopharmaceutical 

Research, Inc. 

BRI is engaged in providing scientific-driven drug discovery and researchable new drug and new drug 
applications for pharmaceutical and biotechnology companies . 
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Source: Phillip Securities (HK) Research, Company Report 

 
As of 30 June, 2019, the company has four facilities in the United States, including (i) two 

facilities located in Exton, PA; (ii) a facility located in Concord, Ohio , and (iii) one in New Jersey 

For Princeton facilities, the company also has four facilities in China, including (i) two facilities 

in Shanghai; (ii) one facility in Zhengzhou, Henan Province, and (iii) one facility in Suzhou, 

Jiangsu Province. 

 

Table-4: Main Properties When the Company is Listed 

Source: Phillip Securities (HK) Research, Company Report 

 

Table-5: Use of the company's listed financing funds 

Source: Phillip Securities (HK) Research, Company Report 

  

RMI Laboratories, LLC 

RMI is a contract research organization located in Pennsylvania, USA , which is mainly engaged in 

providing quantitative and qualitative drug metabolism services for pharmaceutical and biotechnology 

companies. 

Location 

Exton, 

Pennsylvania 
(700 Pennsylvania 

Drive) 

Exton, 

Pennsylvania 
(75 East Ewchlan 

Avenue) 

Concord, Ohio 

Zhangjiang Hi-

Tech 

Park, Shanghai 

Zhengzhou Suzhou 

Date of 

commencemen

t of operations 

2012 2007 1986 2005 2009 2014 

Area  

(square feet) 
69,968 31,645 Over 90,000  61,253 11,661 3,229 

Operations 

conducted and 

services 

provided 

Company 

Headquarters 
Bioanalytical 

DMPK 

CMC Services 

Safety and 

toxicology 
Bioanalytical 

DMPK 

Bioanalytical 
Bioequivale

nt 

Bioanalyti

cal 

Funds Usage 

About HK $ 272 million 

(About 20% of net proceeds ) 
Used to enhance and expand production capacity to meet growing service demand 

About HK $ 545 million 

(About 40% of net proceeds ) 
For organically expanding and expanding the scope of capabilities and services 

About HK $ 408 million 

(About 30% of net proceeds ) 

Acquisition of companies providing related services and additional investments in existing 
associates 

About HK $ 136 million 

(About 10% of net proceeds ) 
Working capital and general corporate purposes 
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Investment Highlights 
 

Business covering China and the US markets, taking advantages of "Two 

Countries, One System" 

 

The company is a fast-growing CROs that provides integrated, science-driven research, 

analysis, and development services throughout the pharmaceutical discovery and 

development process to assist pharmaceutical companies in achieving drug development 

goals. The company has business in both China and the United States, and can 

effectively capture the growth opportunities in both markets. 

 

Table-6: The Main Business and Market of the Company 

Source: Phillip Securities (HK) Research, Company Report 

 

In 2001, the founder, Dr. Song Li, set up a testing laboratory in Thorofare, New Jersey, 

dedicated to building a customer-first organization to help pharmaceutical companies 

overcome their complex drug development challenges through outsourcing solutions. In 

2004, Frontage Labs was incorporated in Pennsylvania and established laboratory 

facilities. Since 2004, Dr. Song Li has led Frontage Labs to rapidly expand the scope 

and scope of the services it provides. 

 

In China, with the chance of success in recent years, CROs increased opportunities for 

outsourcing opportunities, the income of the company in China has increased from 

US$7.18 million to US$28.45 million in 2018. The market for pharmaceutical CROs in 

China has achieved significant growth over the past five years, with a large portion of 

the market focused on the development of generic drugs. Under the Consistency 

Evaluation Opinion, all oral solid dosage drugs on the National Essential Drug List 

approved before 2007, were required to complete the consistency evaluation by the end 

of 2018. Failure to complete the consistency evaluation would have precluded a drug 

from reregistration. This policy, combined with enhanced regulatory standards on 

supporting data for these studies which were introduced at approximately the same time 

and subsequently, has led to a significant increase in demand for high quality 

bioequivalence and bioanalytical CRO services due to the historical lack of existing 

bioequivalence data and capabilities of conducting bioequivalence studies in house. For 

the long-term impact, the Consistency Evaluation Opinion is lead to a potential decrease 

in the number of pharmaceutical companies involved in the development of generic 

drugs operating in China and also increase levels of expenditure on research and 

development by pharmaceutical companies. Moreover, an additional growth driver has 

been direct support of the Chinese government for drug innovation that has resulted in 

an increased demand for CRO services. These policies include China’s Twelfth Five 

Year Plan for Pharmaceutical Industry in 2012 and the Notice on Construction of 

Pharmaceutical and Biological Contract Research Organization (CRO) Service and 

Contract Manufacturing Organization (CMO) Platform in 2018. 

 

The company has implemented "Two Countries, One System" to ensure that customers 

in both China and the United States enjoy the same quality standards, operating 

procedures and systems, while also providing a detailed interpretation and experienced 

clients on drug development and regulatory requirements of the two countries. The 

company serves customers' drug discovery and development goals by sharing technical 

expertise and personnel in two countries and leveraging familiarity with the two 

regulatory systems. 

 

 

 

Market Main Business 

US Drug CROs Market DMPK, safety and toxicology, bioanalytical, CMC 

China Drug CROs Market Bioanalytical and bioequivalence 

US Pesticide CROs Market DMPK, safety and toxicology, bioanalytical 
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Figure-17: The Business in China and the United States 

  

Source: Phillip Securities (HK) Research, Company Report 

 

Endogenous growth and extensional expansion work together to maintain stable 

growth 

 

The company continues to expand their production capacity with operation of Shanghai 

Zhangjiang Hi-Tech Park of about 42,000 square feet of new bioanalytical laboratory; 

expansion of laboratory area of approximately 10,000 square feet in the United States 

700 Pennsylvania Drive, Exton, PA and put into operation on December 2019; leases 

71,000 square feet of new facilities in the United States Exton, PA, which will be used 

to expand the CMC and bioanalysis businesses after the renovation. The company also 

approved and purchased the expansion of existing business and production capacity: in 

October 2019, the company increased Fonda Suzhou stake from 49.04% to 75%, the 

main business includes analytical testing services, stability studies, preparation process 

development and clinical use of drugs production and expand the chemical, 

manufacturing and control capabilities and business in China; in November 2019, the 

company acquired RMI 100% stake, which is mainly engaged in the pharmaceutical and 

biotechnology to provide quantitative and qualitative drug metabolism surgery services 

company; in December , the company acquired a 100% stake of BRI. BRI has been 

more than 20 years since the establishment in Vancouver, Canada. The company hopes 

to use this to expand its business base to Canada and the west coast of North America, 

so that it can more conveniently provide customers with drug metabolism and 

pharmacokinetics as well as biological analysis services. 

 

Through the above-mentioned business line new or upgrade initiatives, the company 

hopes to use BRI and RMI to expand its Canadian and North American West Coast 

businesses, establish DMPK centers across North America and China, and expand its 

CMC service capabilities in China through most of the shares of Fonda Suzhou. And 

business, and through the new laboratory in Shanghai Zhangjiang Science and 

Technology Park to establish a Chinese DMPK team and business line, expand 

production capacity, seize market opportunities, and continue to promote business 

growth in China and the United States. 

 

Table-7: Acquisition and Investment of the Company 

Source: Phillip Securities (HK) Research, Company Report 

 

 

 

 Acquisition or Investment 

December 2019 Acquisition 100% shares of RMI 

November 2019 Acquisition 100% shares of RMI 

October 2019 Acquisition shares of Frontage Suzhou to 75% 

April 2018 Acquisition of Concord 

October 2017 Invested and found Hebei Frontage 

June 2017 Acquisition 19.40% shares of Frontage Clinical Services, Inc.  

June 2016 Acquisition 49% shares of FJ PHARMA LLC 
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Complementary to the parent company's strengths to further enhance synergies in 

the future 

  

Hangzhou Tigermed (stock code: 300347) is a CRO that focuses on providing 

professional services for the whole process of clinical trials for the development of new 

drugs. It mainly provides professional services for the whole process of clinical research 

of innovative medicines, medical devices and biotechnology-related products for 

domestic and foreign pharmaceutical and medical device innovation companies, aiming 

to reduce the risk of R&D, shorten the R&D cycle, save R&D expenses for customers, 

promote the marketization process of products, and enable patients to use newer and 

better medicine and medical treatment as soon as possible. The business division of 

Tiger Group and the company is clear and synergistic. The company has established a 

cooperative relationship with Tiger Group. Benefiting from the synergy with Tiger 

Group, the company is able to provide Chinese customers with comprehensive clinical 

trial support solutions from Phase I to Phase IV, and Tiger Group customers also have 

access to the company's services, especially bioanalysis services. 

 

Table-8: Business Division between the Company and Tiger Group 

Source: Phillip Securities (HK) Research, Company Report 

 

  

 Main Business 

Frontage 
Provide laboratory services and related services (bioanalytical services) and bioequivalence services for 

pharmaceutical companies and pesticide companies 

Tiger Group 

(a) Provision of clinical trial services involving human research (provided in a hospital or clinical center) 

(b) Drug or medical device or medical device registration services that have successfully completed 

clinical trials 

(c) Clinical trial support services (including on-site management services) 

(d) Biometric technology services 
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Financial Analysis 

 

The revenue of the company increased by 70.87% from US$48.64 million in 2016 to 

US$83.11 million in 2018, among which the operations in China increasing significantly 

from US$7.18 million in 2016 to US$28.45 million in 2018. However, the revenue from 

bioequivalence services in China decreased slightly from US$9.59 million in 2017 to 

US$9.49 million in 2018 due in part to the transfer of our interest in in our subsidiaries, 

Suzhou Frontage and Shanghai Frontage in April 2018, which offset the growth in our 

bioequivalence revenue in China in 2018 from existing and new customers. The revenue 

from the US operations increased from US$41.47 million in 2016 to US$54.66 million 

in 2018 due to consistent growth in our revenue from bioanalytical services as well as 

due to the contribution of Concord to the newly created safety and toxiology business 

segment and DMPK services in 2018. In 2018, the gross profit margin of excluded and 

included Concord were 45.42% and 40.78%, repectively, as Concord has reduced the 

overall gross profit margin. The company will continue to integrate Concord with the 

rest of the business and to take steps to improve the gross profit margin of Concord. 

 

Figure-18: 2016-2018 Revenue (mn USD)                        Figure-19: 2016-2018 Gross Profit (mn USD) 

  

Source: Phillip Securities (HK) Research, Company Report 

 

Figure-20: Revenue by Types of Services in US (mn USD)         Figure-21: Revenue by Types of Services in China (mn USD)          

  

Source: Phillip Securities (HK) Research, Company Report 

 

Figure-22: Gross Profit and GPM in US (mn USD)                Figure-23: Gross Profit and GPM in China (mn USD)          

  

Source: Phillip Securities (HK) Research, Company Report 
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We forecast that the company's FY19/FY20/FY21 income will be US$ 113/150/188 

million, representing an increase of 35.96%/32.85%/25.01% YoY; gross profit will be 

US$ 46.78/62.77/79.25 million, net profit attributable to shareholders will be 

US$ 21.37/28.37/35.55 million; corresponding EPS will be US$ 0.01/0.02/0.02. We get 

target price of HKD 5.00. The corresponds to FY19/FY20/FY21 48.00x/36.17x/28.86x 

PE, which has an increase of +15.20% compared to the current price (HKD 4.34 as of 

February 11, 2020), giving an “Accumulate” rating. 

 

Figure-24: Forward P/E Band                                Figure-25: Forward EV/EBITDA Band 

 

Source: Phillip Securities (HK) Research, Bloomberg 

 

Table-5: Comparable peers 

Ticker Ticker 
Mkt 

Cap 
EV 

EV/TTM 

EBITDA 

EV/EBITDA 

FY1 

EV/EBITDA 

FY2 
P/E 

P/E 

FY1 

P/E 

FY2 
P/FCF Dividend  

方達控股 1521  8.75   7.24   N.A.   28.94   21.35   74.54   50.82  32.88   48.22   N.A.  

CNY (11 securities)            

Median   15.19   14.59   -     51.44   39.00   76.83   72.80  51.43   122.70   0.31  

Mean   38.72   38.45   -     47.42   36.10   75.50  66.83  49.27   490.15   0.72  

藥明康得 603259 190.57  188.26   N.A.   51.47   41.11   80.13   77.48  61.03   N.A.   0.40  

泰格醫藥 300347  62.87   62.58   N.A.   58.48   43.82   83.06   76.36  54.62   122.70   0.31  

康龍化成 300759  50.51   51.85   N.A.   51.42   39.70   N.A.   88.27  65.37   N.A.   0.19  

凱萊英 002821  40.93   40.60   N.A.   48.75   36.29   68.08   64.47  48.98   N.A.   0.25  

博雅生物 300294  18.07   18.27   N.A.   22.68   18.68   31.77   30.41  24.53   N.A.   0.41  

博騰股份 300363  15.19   14.59   N.A.   40.44   31.20   87.40   76.18  55.87   79.18   0.19  

昭衍新藥 603127  12.78   12.36   N.A.   52.48   38.47   89.75   72.80  51.43  2,302.86   0.30  

藥石科技 300725  11.77   11.70   N.A.   53.63   39.52   66.84   61.95  44.81   481.04   0.21  

雙林生物 000403  10.39   10.41   N.A.   N.A.   N.A.   73.53   53.50  36.82   321.42   N.A.  

舒泰神 300204  8.46   8.31   N.A.   N.A.   N.A.  134.85   N.A.  N.A.   85.97   4.19  

蔚藍生物 603739  4.35   4.07   N.A.   N.A.   N.A.   39.63   N.A.  N.A.   37.90   0.79  

HKD (7 securities)            

Median   16.08   14.45   73.71   28.94   19.66   48.63   40.73  21.95   48.22   0.12  

Mean   33.04   31.61   73.71   40.13   25.87   64.87   48.33  32.96   55.69   0.12  

藥明生物 2269 144.42  141.26   127.73   89.86   57.68  146.86  118.07  84.82   N.A.   N.A.  

三生製藥 1530  27.63   29.83   19.68   14.05   11.19   22.73   19.47  14.53   22.06   N.A.  

康希諾生物 6185  16.57   15.83   N.A.   N.A.   N.A.   N.A.   N.A.  N.A.   N.A.   N.A.  

昊海生科 6826  16.08   14.45   N.A.   24.78   19.66   15.37   12.57  10.61   96.80   N.A.  

基石藥業 2616  11.44   7.64   N.A.   N.A.   N.A.   N.A.   N.A.  N.A.   N.A.   N.A.  

維亞生物 1873  6.37   5.01   N.A.   43.00   19.47   N.A.   40.73  21.95   N.A.   0.12  

Source: Phillip Securities (HK) Research, Bloomberg 

 

Risk 

 
R&D investment in pharma industry fails expectations; Production capacity increases 

fail expectations; Industry policy risk. 

 

20

40

60

7/4/2019 9/4/2019 11/4/2019 1/4/2020

BEst P/E Ratio Avg +1SD -1SD -2SD

20

25

30

35

40

45

50

7/4/2019 9/4/2019 11/4/2019 1/4/2020

EV to BEst EBITDA Avg +1SD -1SD



 
 

Page | 16 | PHILLISECURITIES (HK) RESEARCH 

FRONTAGE (1521.HK) Initial Coverage 

Financials

Table-10: Financial data 

FYE DEC FY17A FY18A FY19E FY20E FY21E 

Valuation Ratios 

P/E  82.68   74.81   41.67   31.40   25.05  

P/B  27.81   19.27   2.94   2.69   2.43  

Dividend Yield 0.00% 0.00% 0.00% 0.00% 0.00% 

Per Share Data in USD 

EPS  0.01   0.01   0.01   0.02   0.02  

DPS  -     -     -     -     -    

BVPS  0.02   0.03   0.19   0.21   0.23  

Growth & Margins (%) 

Growth       

Revenue 44.41% 18.32% 35.96% 32.85% 25.01% 

Operating Profit 91.83% -35.46% 99.92% 41.10% 25.48% 

Net Profit 52.95% 10.59% 90.15% 32.71% 25.32% 

Margins      

Gross Margin 44.25% 40.78% 41.40% 41.81% 42.23% 

Operating Profit Margin 28.38% 15.48% 22.76% 24.17% 24.26% 

Net Profit Margin 14.47% 13.52% 18.92% 18.90% 18.94% 

Key Ratios 

ROA 20.36% 16.70% 10.32% 8.08% 9.28% 

ROE 41.49% 30.44% 12.33% 8.94% 10.18% 

Income Statement in mn USD 

Revenue  70.25   83.11   113.00   150.12   187.66  

GP  31.08   33.90   46.78   62.77   79.25  

EBIT  16.45   14.47   28.38   37.38   46.62  

Profit before tax  16.13   14.09   27.35   36.30   45.49  

NP  10.17   11.24   21.37   28.37   35.55  

Minority Interest  -     -     -     -     -    

NP attributable to shareholders  10.17   11.24   21.37   28.37   35.55  

Source: Company, Phillip Securities (HK) Research 

(Financial data as of February 11, 2020, USD=7.77HKD) 
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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.   

© 2020 Phillip Securities (Hong Kong) Limited 

 

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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