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Dedicated to health

14 Jul 2015 OVERWEIGHT
(Initial Coverage)
Investment Highlights Current price: Rmb26.96
Target price: Rmb31.50
« A prescription drug maker with an abundant range of products. CITICS Research

Lionco is primarily engaged in the R&D, manufacturing and sales of o
prescription drugs. As of end-Jan 2015, Lionco has obtained production TIAN Jiagiang

licenses for 180 drugs under 84 major categories (preparations), Tel: 021-20262115

underscoring its abundant range of products. CAGR of Lionco’s revenue Email: tianjiagiang@citics.com

and net profit (attributable to the parent company) over the past three Practicing license: 51010515070002
years were 10.7% and 25.7% respectively. A number of Lionco’s major
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products are ranked amongst the top 3 (in terms of market shares) in
China. index

< Strong growth momentum stemming from its product T foncs Pharmaceuical | (©TIC8)
differentiation strategy and agency sales model. Lionco focuses on oo 10U (F03669
differentiation and scarcity for its product line-up. Meanwhile, it also 200%
adopts an agency model (consolidating quality distributors) for its sales 100%

50%

process, which enjoys advantages of: (i) avoiding intense competition 0%
that results in price wars and ensuring high profit margins on major
products; (ii) a more flexible sales process by expertly consolidating its
distributors. Not only does this boost Lionco’s sales capability, it also
shortens the time required to develop distribution channels after
products are launched into the market; (i) removing the earlier
limitations of applications (for disease treatment) in Lionco’s new
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Source: CITICS Quantitative Investment
Analysis System

product development, allowing the Company to dig deep into higher
margin products which enjoy vast potential but less competition. This CSI 300 3928
. . - . . .. . . Total equity/shares o/s
flexible sales mechanism facilitates Lionco in seizing opportunities in the (mn) 260/65
rapidly growing domestic pharmaceuticals market, giving impetus to its LTM High/low (Rmb) 58.17/16.85
future growth. 1-month absolute gain -25.36%
R . . i i 6-month absolute gain %
% Major products are top ranked in the domestic market, expansion YTD Absolute gain %
of the grassroots healthcare market to bring about rapid growth. LTM Average daily 21687
Currently, Lionco’s products are divided into three major categories: (i) turnover (Rmb mn) '

parenteral nutrition; (ii) anti-infective drugs; (iii) digestive medicine.
Among which, its alanyl-glutamine and potassium sodium
dehydroandrograpolide succinate injections both hold second largest
shares in their respective markets in China, while its omeprazole sodium
injection commands the third largest market share. As its
alanyl-glutamine and omeprazole sodium injections are manufactured
using Lionco’s core patents, these two products enjoy outstanding
competitiveness and pricing power overall. Currently, 13 of Lionco’s
drugs are included in the National Essential Drugs Catalogue. Following
expansion to the grassroots healthcare market on the back of policy
rollouts (including graded diagnosis and treatment), a large number of
Lionco’s essential drugs (such as omeprazole sodium injection) will
embrace fast growth, which catapults the Company’s earnings onto the
rapid growth track.

Please read the disclaimer at the end of the report
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Starting to reap dividends from its products in the pipeline, expected to witness a surge in sales
over the coming years. Lionco is currently applying for approvals of clinical trial or mass production for
~27 new drugs as well as 117 generic drugs. Lionco expects to progressively launch a number of high
quality differentiated products over the next two years including acetylcysteine injection. We forecast
these new products will boost Lionco’s annual sales revenue by Rmb400mn-plus in the next five years.
Meanwhile, leveraging on its core technology and patents in superfine crushing and development of new
crystal forms, Lionco has developed a number of blockbuster drugs (such as prasugrel tablets/capsules)
and these drugs will have market size of Rmb1.0bn-plus in the future. We anticipate that Lionco will start
to reap dividends from the progressive launch of these new products over the next 3-5 years, which
translates into steady growth for the Company.

Risks associated with investing in the Company: (i) cuts to drug prices; (ii) fluctuations in raw
material prices; (iii) new product launches falling short of expectations.

Earnings forecast, valuation and investment rating: we are upbeat on the Lionco’s model of
competing with differentiated products in the generic preparations market and forecast its 2015-17E EPS
to be Rmb0.75/0.94/1.16. Taking into account: (i) comparable are trading at average valuation of 38x
prospective 2015E PER; (ii) competitive advantage stemming from product differentiation; (iii) vast
market potential for its products in the pipelines, we apply a target price of Rmb31.50 (42x prospective
2015E PER) and initiate coverage with an OVERWEIGHT rating

Item/Year 2013 2014 2015E 2016E 2017E
Turnover (Rmb mn) 494 576 668 812 1019
Growth rate (YoY, %) 6 17 16 22 25
Net profit (Rmb mn) 115 150 194 244 301
Growth rate (YoY, %) 21 31 30 26 23
EPS (Rmb) 0.44 0.58 0.75 0.94 1.16
Gross margin (%) 59 61 60 60 60
ROE (%) 33 40 16 18 19
PE (x) 60 46 36 28 23
P/B(X) 15 14 6 5 4
EV/EBITDA(x) 47 37 30 25 18

Source: CITICS Quantitative Investment Analysis System

Note: Closing price as of 09 Jul 2015
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Income Statement (Rmb mn) Balance Sheet (Rmb mn)
Indicator 2014 2015E  2016E Indicator 2015E 2016E 2017E
Turnover 494 576 668 812 1,019 Cas'h and cash 151 82 815 883 1,165

equivalent
Operating cost 202 225 268 323 405 Inventory 75 79 94 113 142
Gross margin 59.1% 60.9% 59.8% 60.2%  60.2% Accounts receivable 3 5 6 7 9
fﬁféﬁzf:em & 5 7 8 10 12 Other current assets 40 19 37 54 64
Selling expense 69 79 93 113 142 Current assets 270 184 952 1,058 1,381
Selling expense ratio 13.99% 13.71% 13.90% 13.90% 13.90% Fixed assets 253 256 235 210 394
':)?p";':irat've 89 101 120 146 183 ;%r;i;:;n;teq”'ty 0 0 0 0 0
':fg':':e”::gf 17.91% 17.49% 18.00% 18.00% 18.00% Intangible assets 28 47 44 41 38
Financial expense -1 -2 -16 -30 -36 Other long-term 31 72 170 302 64
assets
Financial expense ratio -0.21% -0.34% -2.35% -3.66% -3.52% Non-current assets 313 376 449 552 496
Investment revenue 1 1 0 0 0 Total assets 582 560 1,401 1,610 1,876
Operating profit 130 164 195 249 312 Short-term borrowing 0 0 0 0 0
Operating profit margin  26.30% 28.44% 29.12% 30.70% 30.61% Accounts payable 63 51 60 72 91
Non-operating income 24 23 20 20 20 ch?r. eurrent 153 117 125 151 188
liabilities
2‘;:;2;:2”9 1 1 1 1 1 Curentliabiliies 215 168 185 224 279
Total profit 153 185 214 268 331 long-term liabilities 0 0 0 0 0
Income tax 38 35 19 24 30 I?;E"ei;":s"g'term 16 18 18 18 18
Income tax rate 25.0%  19.0% 9.0% 9.0% 9.0% Non-current liabilities 16 18 18 18 18
Minority interests 0 0 0 0 0 Total liabilities 231 186 203 241 297
t'\c')e;f;’;:;ggfs”tab'e 115 150 194 244 301  Share capital 195 195 260 260 260
Net margin 23.23% 26.00% 29.08% 30.06% 29.55% Capital reserve 9 9 632 632 632
EPS (Rmb, diluted) 0.44 0.58 0.75 0.94 1.16 Owner’s equity 351 374 1,198 1,369 1,579
Minority interests 0 0 0 0 0
Liabilities & owner’s
Cash Flow Statement (Rmb mn)  equity a2 e dfwl Al LR
Indicator 2013 2014 2015 2016E  2017E
Net profit 115 150 194 244 301 Indicator 2013 2014 2015E 2016E 2017E
Minority interests 0 0 0 0 0 Growth rate (%)
:;Zﬁ‘;'::lz’: & 20 28 36 36 60  Turnover 554 1662 1590 2158 2545
f:;?je in working 26 2 17 0 14 Operating profit 466 2608 1868 2819  25.10
Others 0 2 -16 -29 -35 Net profit 20.62 30.54 29.65 25.68 23.32
Operating cash flow 161 181 197 251 339 Margin (%)
CAPEX -104 -117 -109 -139 -3 Gross margin 59.11 60.89 59.83 60.18 60.25
Investment revenue 1 1 0 0 0 EBIT Margin 26.12 28.53 26.76 27.11 27.18
Disposal of assets 146 306 0 0 EBITDA Margin 30.14 33.43 32.09 31.54 33.03
Others -158 -281 0 0 0 Net margin 23.23 26.00 29.08 30.06 29.55
Investing cash flow -115 -90 -109 -139 -3 Return (%)
Stock issuance 0 0 687 0 0 ROE 32.70 40.06 16.22 17.84 19.07
Change in liabilities 0 3 0 0 0 ROA 19.72 26.77 13.87 15.17 16.05
Dividend paid 0 0 58 73 -90 Others (%)
Others 0 -133 16 30 36 Liability/asset ratio 39.70 33.17 14.50 15.00 15.83
Financing cash flow 0 -130 645 -44 -54 Income tax rate 24.97 19.01 9.00 9.00 9.00
::; '2:;?5;2;? cash 46 39 733 68 282  Dividend payout ratio 000 000 3000 3000  30.00
Source: CITICS Quantitative Investment Analysis System
Please read the disclaimer at the end of the report 1



Analyst Certification: The analysts primarily responsible for the preparation of all or part of the research report contained herein hereby certify that: (i) the
views expressed in this research report accurately reflect the personal views of each such analyst about the subject securities and issuers; and (ii) no part of the
analyst’'s compensation was, is, or will be directly or indirectly, related to the specific recommendations or views expressed in this research report.

Investment rating system

Rating standard for Investment Recommendations Rating Description

Investment ratings are divided into stock rating and sector rating

(unless stated otherwise). Rating standard is based on the BUY Increase relative to market representative index over 20%

relative performance with market in 6 to 12 months from the . o

report iszuance date, i.e. Performance of company stock price Stock OVERWEIGHT Increase relative to market representative index between 5% and 20%
(or sector index) over the 6-to-12-month period from report ~ atings HOLD Increase relative to market representative index between -10% and 5%

issuance day is benchmarked against the change in market
representative index in the same period. CSI 300 Index will be SELL Decrease relative to market representative index over 10%
the benchmark index for A-share market; MSCI-China Index will
be the benchmark index for Hong Kong market; NASDAQ
Composite Index or Standard & Poor’s 500 Index will be the Irr;?llrjlztsry NEUTRAL Increase relative to market representative index between -10% and 10%
benchmark indices for U.S. market.

OUTPERFORM Increase relative to market representative index over10%

UNDERPERFORM Decrease relative to market representative index over 10%

Other Disclosures

This research report has been prepared by CITIC Securities Company Limited (“CS”) or an affiliate thereof. CS, its subsidiaries, branches and affiliates
(excluding CLSA group of companies for the purpose of this research report disclaimer) are referred to herein as “CITIC Securities”.

Legal Entities Disclosures

China: This material is issued and distributed in the People’s Republic of China (excluding Hong Kong, Macau and Taiwan) through CS (Securities Business
License Number 220374000) which is regulated by the China Securities and Regulatory Commission.

Singapore: This material is distributed in Singapore through CLSA Singapore Pet Limited (“CLSA Singapore”) and may only be provided to Institutional
Investors, Accredited Investors and Expert Investors, as defined in s.4A(1) of the Securities and Futures Act. Any such investor wishing to discuss this material
or effect transactions in any security discussed herein should do so with or through MAS licensed representatives of CLSA Singapore. If you are an accredited
investor or expert investor, please be informed that in CLSA Singapore’s dealings with you, it is relying on certain exemptions to the Financial Advisers Act
(“FAA”) - (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts it from complying with Section 25 of the FAA on
disclosure of product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts it from complying with Section 27 of the FAA on
recommendations; and (3) the exemption set out in Regulation 35 of the FAA, which exempts it from complying with Section 36 of the FAA on disclosure of
certain interests in securities.

Jurisdiction Specific Disclosures

China: Businesses scope of CS includes securities investment advisory service, according to the securities business license issued by the China Securities
Regulatory Commission.

Singapore: Regulations or exchange rules prescribe certain disclosures to be made for certain actual, potential or perceived conflicts of interests relating to
research reports. Details of the disc losable interest can be found in certain reports as required by the relevant rules and regulation and the full details are
available at https://www.clsa.com/disclosures/ . Disclosures therein include the position of CLSA group, CLSA Americas and CA Taiwan only and do not reflect
those of CITIC Securities, Credit Agricola Corporate & Investment Bank and/or their respective affiliates. If investors have any difficulty accessing this website or
require disclosure information on previous dates, please contact compliance_hk@clsa.com.

United States: This research report has been produced in its entirety by CITIC Securities. This research report is distributed into the United States by CITIC
Securities (excluding CITIC Securities International USA, LLC (“CSI-USA”)) and CLSA group of companies (excluding CLSA Americas, LLC (“CLSA Americas”))
solely to persons who qualify as “major U.S. institutional investors” as defined in Rule 15a-6 under the Securities and Exchange Act of 1934 and who deal with
CSI-USA and CLSA Americas respectively. However, the delivery of this research report to any person in the United States shall not be deemed a
recommendation to effect any transactions in the securities discussed herein or an endorsement of any opinion expressed herein. Any recipient of this
research report from CITIC Securities and CLSA group of companies in the United States wishing to effect a transaction in any security mentioned herein should
do so by contacting CSI-USA and CLSA Americas respectively.

United Kingdom: The disclosures contained in this part of "United Kingdom" shall be governed by and interpreted in accordance with British law. This research
is a marketing communication. It has not been prepared in accordance with the legal requirements designed to promote the independence of investment
research as defined in the Financial Conduct Authority Handbook, and is not subject to any prohibition on dealing ahead of the dissemination of investment
research. The research is disseminated in the EU by CLSA (UK), which is authorized and regulated by the Financial Conduct Authority. This document is
directed at persons having professional experience in matters relating to investments as defined in Article 19 of the FSMA 2000 (Financial Promotion) Order
2005. Any investment activity to which it relates is only available to such persons. If you do not have professional experience in matters relating to investments
you should not rely on this document.

General

This research report is strictly confidential to the recipient and provided only for the use of the recipient and it is not intended for persons in places where the
distribution or publication of this research report is not permitted under the applicable laws or regulations of such places. This research report is for information
purposes only and should not be construed as an offer to buy or sell or the solicitation of an offer to buy or sell any securities or financial instruments in any
jurisdiction. CITIC Securities will not deem the recipient as its clients by reason of their receiving this report. The opinions and recommendations herein do
not take into account individual client circumstances, objectives or needs and are not intended as recommendations of particular securities, financial instruments
or strategies to particular clients. The recipient of this report must make his own independent decisions regarding any securities or financial instruments
mentioned herein.

Information has been obtained from sources believed to be reliable but CITIC Securities do not warrant its accuracy or completeness. CITIC Securities
assumes no liability whatsoever for any direct or consequential loss arising from any use of material contained in this research report or otherwise arising in
connection therewith.  Any securities referred to herein may involve significant risk, may be illiquid and may not be suitable for all investors. The prices, values
and income of the securities or financial instruments referred to herein may fluctuate and be affected by changes in exchange rates. Past performance is not
indicative of future results.

Information, opinions and estimates contained herein reflect the judgment of analyst(s) of CITIC Securities at the date of its original publication and are subject to
changes without notification. They also may be different from or contrary to the opinions presented by other business departments, units or affiliates of CITIC
Securities, as different assumptions, standards, views and analytical methods may be adopted in the preparation of such other materials, and CITIC Securities
has no obligation to bring such other materials to the attention of any recipient of this report. CITIC Securities relies on information barriers to control the flow of
information contained in one or more areas within CITIC Securities, into other areas, units, groups or affiliates of CITIC Securities. The compensation of
analysts who prepared this research report is determined solely by the management of Research Department and senior management of CITIC Securities.
Analysts’ compensation is not decided based on revenue of CITIC Securities’ investment banking business but may be linked with overall revenue of its
investment banking business as a whole, of which investment banking, sales and trading are a part.

If this research report is distributed by a financial institution other than CITIC Securities, that financial institution is solely responsible for its distribution. ~Clients
of that institution should contact that institution to effect a transaction in the securities mentioned in this research report or if they require further information.
This research report does not constitute investment advice by CITIC Securities to the clients of the distributing financial institution, and neither CITIC Securities
nor its respective officers, directors and employees will accept any liability whatsoever for any direct or consequential loss arising from their use of this research
report or its content.

This research report may not be reproduced, distributed or sold by any person for any purpose without the prior written consent of CITIC Securities.
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