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Financial summary and valuation

2015 2016 2017E 2018E 2019E
Revenue (HK$ m) 11,393.73  12,369.04  15066.55  17,749.45 20,858.82
YoY (%) 4.00 8.56 21.81 17.81 17.52
Net income (HK$ m) 1,665.27  2,100.85 274530  3,463.93 4,458.72
YoY (%) 31.28 26.16 30.68 26.18 28.72
EPS (HK$) 0.28 0.35 0.44 0.55 0.71
Diluted EPS (HK$) 0.28 0.35 0.44 0.55 0.71
ROE (%) 19.80 22.30 22.55 22.55 24.86
Debt/asset (%) 34.91 30.95 23.06 20.90 18.92
Dividend Yield (%) 0.64 0.70 0.90 1.14 1.47
PE (x) 60.53 48.40 38.80 30.75 23.89
PB (x) 11.44 9.98 7.43 6.42 5.46
EV/Ebitda (x) 36.62 31.36 24.74 20.19 16.12

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised.

Considering the strong growth momentum of CSPC Pharmaceutical Group’s oncology drugs and the
upcoming launch of new products, we maintain our diluted EPS forecasts of HK$0.44 in 17E (+26%
YoY) and HKS$0.55 in 18E (+25% YoY), and revise up our forecast from HKS0.66 to HKS0.71 in 19E
(+29% YoY). Given the improved outlook for new drug launches, we raise our target price from
HKS$16.50 to HK$19.50, representing 35x 18E PE and 27x 19E PE. With 14% upside, we upgrade our
rating from Hold to Outperform.

Sustainable growth for NBP. We note sales of NBP (butylphthalide), indicated for the treatment of
acute ischemic stroke, face pressure in large hospitals due to limitations on basic medical insurance
expenditure. Nevertheless, we think penetration of lower-tier markets will continue to drive the
growth of NBP. To date, NBP capsules are distributed in about 220 cities (c.70% of Chinese cities)
and 426 counties (c.15% of all counties), while NBP injection is distributed in about 160 cities (c.50%
of all cities) and 280 counties (c.10% of all counties). This indicates that NBP still has substantial
expansion potential in lower-tier markets. In terms of sales in sample hospitals, NBP ranks seventh
among best-selling nervous system drugs. Its main competing drugs are recognised as adjuvant
drugs by Chinese authorities due to their unclear clinical benefits. We expect NBP to gain market
share from adjuvant drugs. As such, we forecast sales of NBP to grow at a 30% Cagr in 2017-19E.

Strong momentum for oncology drugs. Jinyouli (PEG-rhG-CSF injection) was added to China’s new
national reimbursement drug list (NRDL) in 2017, which we believe will significantly stimulate its
sales growth. In Chinese sample hospitals, long-acting G-CSF products only represented 32% of the
market in 9M17, indicating significant room for market share gain. We forecast sales of Jinyouli to
increase at a 90% Cagr in 2017-19E, and reach HK$1.0bn in 19E. Looking at sales in sample hospitals,
CSPC occupied a 58% share in the doxorubicin liposome market in 9M17. As it gains market share,
we expect Duomeisu to grow at a 41% Cagr in 2017-19E, and reach HKS$1.0bn in 19E. In addition,
CSPC’s albumin-bound form of paclitaxel injection may obtain China Food and Drug Administration’s
(CFDA) approval in 1Q18, becoming the first-to-market albumin-bound paclitaxel generic in China.
We think peak sales of CSPC’s albumin-bound paclitaxel will reach c.Rmb1.6bn by 2024E.

Upcoming generic drug approvals. We expect CSPC to receive CFDA’s approval for nine generic
drugs in 18E, including albumin-bound paclitaxel injection, bortezomib injection, sunitinib capsule,
dasatinib tablet, dronedarone tablet, ticagrelor tablet, clopidogrel tablet, pramipexole tablet, and
metformin sustained release tablet.

Upgrade to Outperform. Considering the strong growth of CSPC’s oncology drugs and the launch of
new products, we maintain our diluted EPS forecasts of HK$0.44 in 17E (+26% YoY) and HKS0.55 in
18E (+25% YoY), and revise up our forecast from HKS0.66 to HK$0.71 in 19E (+29% YoY). Given the
improved outlook for new product launches, we raise our target price from HK$16.50 to HK$19.50
(35x 18E PE and 27x 19E PE). With 14% upside, we upgrade our rating from Hold to Outperform.

Bringing China to the World
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Sustainable growth for NBP

NBP (butylphthalide) is CSPC’s flagship drug, mainly used for the treatment of
acute ischemic stroke. Sales of NBP increased 33% YoY in 9M17, with the soft
capsule formulation growing 26% YoY and the injection formulation increasing
41% YoY. In 9M17, the injection formulation accounted for 49% of total NBP
sales.

NBP soft capsule was included in the NRDL as a type-2 drug in 2009, while NBP
injection was added to the new NRDL in 2017. According to our checks, to date,
28 out of the 31 provinces have already implemented the new NRDL. We expect
expansion in reimbursement coverage to further stimulate sales of NBP injection
from 4Q17 on.

Looking at sample hospitals, sales of NBP grew 15% YoY in 9M17. We note sales
of NBP face pressure in large hospitals due to limitations on basic medical
insurance expenditure. Nevertheless, we think penetration of lower-tier markets
will continue to drive the growth of NBP. To date, NBP capsules are distributed in
about 220 cities (¢.70% of China’s cities) and 426 counties (c.15% of all counties),
while NBP injection is distributed in about 160 cities (c.50% of all cities) and 280
counties (c.10% of all counties). In addition, NBP capsule has entered c.2,000
hospitals, while NBP injection has penetrated into c.1,000 hospitals. As of 2016,
China had a total of 2,232 class-3 hospitals, 7,944 class-2 hospitals, and 9,282
class-1 hospitals. This indicates that NBP still has substantial expansion potential
in lower-tier markets.

In terms of sales in sample hospitals, NBP ranks seventh among best-selling
nervous system drugs. Its main competing drugs are recognised as adjuvant
drugs by Chinese authorities due to their unclear clinical benefits. We expect
NBP to gain market share from adjuvant drugs. NBP’s market share in sample
hospitals climbed from 2.2% in 2012 to 4.9% in 9M17.

Fig 1: Market share of nervous system drugs in sample hospitals (2012-9M17)

2012 2013 2014 2015 2016 am17

M°”°E'g?g§;gg;:’g?;eﬂ; B 14.3% 13.6% 13.0% 12.5% 11.2% 9.7%
og;;cg:; 10.3% 10.0% 9.8% 10.0% 9.5% 8.4%

sz;;e 2.8% 3.8% 4.5% 5.3% 6.2% 7.5%
M°“S;;;r§;§?a°t°r 5.1% 5.1% 5.6% 6.1% 6.5% 6.0%
i;a:;;’;;f 6.0% 5.3% 5.2% 5.1% 5.4% 5.4%
Depmtemiﬁi?;";‘gg’jg; ;;f calf blood 8.9% 9.4% 9.2% 7.6% 5.8% 5.2%
B”tyj'fg&:;“de 2.2% 2.6% 3.1% 3.6% 4.3% 4.9%

Ginkgo 'Z;V;;njecm’" 8.9% 7.6% 6.7% 5.5% 4.9% 4.5%

Cattle encephalﬂo;:;?i;;ide and ignotin 3.3% 47% 5.2% 5.0% 4.9% 4.0%
Viizf;‘;t;;e 45% 4.0% 3.7% 3.5% 3.4% 3.2%

Source: Pharma Database, SWS Research

Tender prices for NBP injection have remained stable. NBP injection was subject
to an 8% price cut in tenders in Shanxi and Hubei, a 6% price cut in Kweichow,
and a 5% price cut in Inner Mongolia. In addition, NBP soft capsule was subject
to a 10-20% price cut in seven regions, including Heilongjiang, Jiangsu, Hubei,
and Ningxia. Since most provinces have completed their new tenders in 2017, we
see less than 5% downside in NBP’s average selling price in 18E.

Please refer to the last page for important disclosures Page 2
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Fig 2: Tender prices for NBP injection (25mg per bottle, 2011-present)

2011 2012 2013 2014 2015 2016 2017 % Change
Shanxi 312 285 -8%
Hubei 310 285 -8%
Kweichow 305 287 -6%
Inner Mongolia 305 291 -5%
Shandong 298 294 -1%

Source: Yaozh.com, SWS Research

Fig 3: Tender prices for NBP soft capsule (100mg*24, 2008-present)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 % Change

Heilongjiang 239 188 -21%
Jiangsu 219 186 -15%
Hubei 217 186 -14%
Ningxia 216 186 -14%
Tianjin 216 186 -14%
Guangdong 213 190 -11%
Inner Mongolia 236 211 -10%
Shandong 217 199 -8%
Fujian 198 184 -7%
Jiangxi 230 217 -6%
Guangxi 224 217 -3%
Shanghai 199 198 -1%
Zhejiang 186 186 0%
Sichuan 207 207 0%

Source: Yaozh.com, SWS Research

Thanks to its distribution in lower-tier markets, reimbursement expansion for
NBP injection, and steady selling prices, we forecast sales of NBP to grow at a 30%
Cagrin 2017-19E.

Fig 4: Sales of NBP (2012-2018E)
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Source: Company data, SWS Research

Strong momentum for oncology drugs

CSPC’'s oncology drug portfolio mainly includes Duomeisu (doxorubicin
hydrochloride liposome), Jinyouli (PEG-rhG-CSF injection), Ailineng (elemene
injection), and Nuolining (imatinib mesylate tablet). Oncology drug sales rallied
by 73% YoY to HKS713m in 9M17, mainly driven by Jinyouli (168% YoY growth)
and Duomeisu (44% YoY growth).

Please refer to the last page for important disclosures Page 3
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Jinyouli (PEG-rhG-CSF injection) is the first-to-market long-acting granulocyte
colony-stimulating factor (G-CSF) in China, which is used for the prevention of
leucopenia and infection induced by chemotherapy. Jinyouli was added to the
new NRDL in 2017, which will significantly stimulate its sales growth. We note
only two domestic pharmaceutical manufacturers have launched long-acting G-
CSF, namely CSPC and Qilu Pharma. We believe competition remains mild in that
segment.

The global G-CSF market is largely dominated by long-acting products,
accounting for c.84% of the market in 2016. However, in Chinese sample
hospitals, long-acting G-CSF products only represented 32% of the market in
9M17, indicating significant room for market share gain. We forecast sales of
Jinyouli to increase at a 90% Cagr in 2017-19E and reach HKS1.0bn in 19E.

Fig 5: Global G-CSF market breakdown (2016) Fig 6: G-CSF sales in sample hospitals (9M17)

Neupogen Neutrogin (short- . o
(short-acting, acting, Chugai) Xinruibai

Amgen) 3% (long-
13% acting, Qilu)
G-Lasta 18%
(long-acting,
Kyowa Kirin)
3% /
Jinyouli (long*
acting , CSPC)

14%
Short-acting
68%

Neulasta (long-
acting, Amgen)
81%

Source: Pharma Database, SWS Research Source: Pharma Database, SWS Research

According to sales in sample hospitals, CSPC occupied a 58% share in the Chinese
doxorubicin liposome market in 9M17. In December 2017, Shanghai Fudan-
Zhangjiang Bio-Pharmaceutical (1349:HK — N-R) terminated its distribution
agreement for Libod with China NT Pharma Group (1011:HK — N-R). As it will take
time for Fudan Zhangjiang to build its sales team for Libod, we see a good
opportunity for CSPC to further expand Duomeisu’s share in the Chinese
doxorubicin liposome market. We expect sales of Duomeisu to increase at a 41%
Cagrin 2017-19E, and reach HK$1.0bn in 19E.

Fig 7: Market share of doxorubicin liposome (9M17)

Lixing (Changzhou
Jinyuan)
12%

Libod (Fudan
Zhangjiang) Duomeisu
30% (CSPC)
58%

Source: Pharma database, SWS Research

Please refer to the last page for important disclosures Page 4
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In addition, CSPC’s albumin-bound form of paclitaxel injection is pending CFDA’s
final approval. We expect the drug to obtain CFDA’s approval in 1Q18, becoming
the first-to-market albumin-bound paclitaxel generic in China. Another four
domestic players have filed abbreviated new drug applications (ANDAs) to the
CFDA, namely lJiangsu Hengrui Medicine (600276:CH — BUY), Qilu Pharma,
Yangtze River Pharma, and Jiangsu Kanghe Biologics.

Abraxane, the original drug developed by Celgene (CELG:US), was approved by
the CFDA for the treatment of metastatic breast cancer after failure of
combination chemotherapy or relapsed breast cancer within six months of
adjuvant chemotherapy. The US FDA also approved Abraxane for the treatment
of locally advanced or metastatic non-small cell lung cancer (NSCLC), as first-line
treatment in combination with carboplatin, in patients who are not candidates
for curative surgery or radiation therapy, and metastatic adenocarcinoma of the
pancreas as first-line treatment, in combination with gemcitabine.

There are four types of paclitaxel products, including conventional paclitaxel,
docetaxel, paclitaxel liposome, and albumin-bound paclitaxel. Abraxane is
superior to other forms of paclitaxel products due to much lower incidence of
hypersensitivity reactions, while other paclitaxel products require premedication
in order to prevent hypersensitivity reactions. However, the treatment cost for
Abraxane is relatively expensive (c.Rmb23,000 per treatment cycle vs Rmb7,328
per treatment cycle on average for paclitaxel liposome).

Fig 8: Comparison of paclitaxel products in China

Year of Average tender Cost per .
q Brand Manufact ] 3 Reimbursement
Generic name Status CFDA Indication price treatment Comments

name urer coverage
approval (Rmb per dose) cycle 8

Original Complicated premedication due to high

UeEe] B drug 2002 RIIEEER) ey 210 Rt 551 incidence of hypersensitivity reactions,
Ovarian cancer, other side effects such as peripheral
Paclitaxel Yangtze breast cancer, NRDL Type 1 neuropathy, arthalgias, myalgias and
Fuwang River Generic 2005 NSCLC Rmb176 per 30mg Rmb1,584 neutropenia, prepared and infused using
Pharma non-PVC infusion consumables, 3 hour
infusion
Taxotere Sanofi Oalfir;al 1998 Breast cancer Rmb;(,;rl:gs per Rmb8,670 Premedication needed 12 hours before
Docetaxel Jiangsu NSCLC ! NRDL Type 2 administration due to high incidence of
Aisu Hengrui Generic 2002 Rmb364 per 20mg Rmb2,184 hypersensitivity reactions, 1 hour infusion
. Simple premedication, low incidence of
Paclitaxel . Luye Patent CREIER EINES, hypersensitivity reactions, selective
. Lipusu 2003 breast cancer, Rmb916 per 30mg Rmb7,328 26 PRDLs S .
liposome Pharma drug NSCLC accumulation in tumours, long duration, 3
hour infusion
2 PRDLs
Albumin- L (limited to No premedication needed,
bound Abraxane Celgene Oalfir;al 2009 Breast cancer le;f)g:]gg per Rmb22,956 metastatic or selective accumulation in tumours,
paclitaxel relapsed breast 30 minutes infusion
cancer)

Source: Yaozh, Pharma Database, SWS Research

Abraxane has gained market share from conventional paclitaxel products since
2012, with market share by revenue in sample hospitals rising from 0% in 2012
to 7% in 9M17. In terms of market share by volume in sample hospitals,
Abraxane occupied c.1% as of 9M17, indicating substantial potential for market
share gain in the future.

Please refer to the last page for important disclosures Page 5
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Fig 9: Market share by revenue of paclitaxel products (2012-9M17)
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Source: Pharma database, SWS Research

We think albumin-bound paclitaxel will be used off-label for the treatment of
NSCLC as this indication is approved by the US FDA. According to a research
article, “Cancer statistics in China, 2015”, China’s new incidence of breast cancer
reached ¢.272,400 in 2015, and c.733,300 for lung cancer. Assuming the
penetration rate of albumin-bound paclitaxel among late-stage breast cancer
patients and NSCLC patients reaches 15% and 12%, respectively, and CSPC takes
a 30% market share in the Chinese albumin-bound paclitaxel market, we expect
peak sales of CSPC’s albumin-bound paclitaxel to reach c.Rmb1.6bn by 2024E.

Fig 10: Sales projection for CSPC’s albumin-bound paclitaxel

2018E 2019E 2020E 2021E 2022E 2023E 2024E

Incidence of breast cancer in China (ppl) 272,400 280,572 288,989 297,659 306,589 315,786 325,260
1 0

!it;srtatlc or relapsed breast cancer as % of total breast 35.00% 35.00% 35.00% 35.00% 35.00% 35.00% 35.00%
Penetratlion rate of albumin-bound paclnFaer among 3.00% 6.00% 11.00% 13.00% 14.00% 14.50% 15.00%
metastatic or relapsed breast cancer patients
Incidence of lung cancer in China (ppl) 730,000 751,900 774,457 797,691 821,621 846,270 871,658
NSCLC as % of total lung cancer 85.00% 85.00% 85.00% 85.00% 85.00% 85.00% 85.00%
Stage Ill & IV patients as % of total NSCLC 70.00% 70.00% 70.00% 70.00% 70.00% 70.00% 70.00%
P i f al in-| li | 1
&el':/eﬁ::é'fc";::iz o bumin-bound paciitaxel among stage 2.00% 5.00% 8.00% 10.00% 11.00% 11.50% 12.00%
Number of patients receiving albumin-bound paclitaxel (ppl) 11,547 28,261 47,990 61,006 68,798 73,932 79,313
z:;rllj\)/ treatment cost of receiving albumin-bound paclitaxel 96,415 93,523 90,717 87,996 85,356 82,795 80,311
:I:;i:tmarket share in Chinese albumin-bound paclitaxel 20.00% 23.0% 26.00% 27.00% 28.00% 29.00% 30.00%
Annual net sales of albumin-bound paclitaxel (Rmbm) 190 520 967 1,239 1,405 1,517 1,633

Source: Company data, SWS Research

We forecast sales of CSPC’s oncology drugs to grow at a 71% Cagr in 2017-19E,
and reach HKS2.8bn in 19E.

Strong R&D pipeline

CSPC has around 170 drugs under development, including 18 class-1 drugs (ie,
patent drugs) and 18 drugs pending ANDA review by the US FDA.

We expect CSPC to receive CFDA’s approval for nine generic drugs in 18E,
including albumin-bound paclitaxel injection, bortezomib injection, sunitinib
capsule, dasatinib tablet, dronedarone tablet, ticagrelor tablet, clopidogrel tablet,
pramipexole tablet, and metformin sustained release tablet.

Please refer to the last page for important disclosures Page 6
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Fig 11: Selected drug pipeline
Generic name
Oncology
Paclitaxel injection (albumin-bound)
Bortezomib injection

Sunitinib malate capsule

Dasatinib tablet
cev

Dronedarone hydrochloride tablet

Ticagrelor tablet
Clopidogrel hydrogen sulphate tablet

CNS
Pramipexole Dihydrochloride tablet
Diabetes
Metformin hydrochloride sustained-
release tablet

Source: Company data, SWS Research
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Expected time of

Generic name in Chinese Status Indication Comments
approval
pasplik e 2 Fast track
(%Z{gizg) First-to-market generic Breast cancer 1Q18 (ﬁg;ﬁ;;)
B e R S 770 Generic Multiple myeloma End-18
SERERET R R First-to-market generic Gastrointestinal stro_mal tumor, Renal 2018
cell carcinoma
VD Generic Phllade!phla chromosome p05|t.|ve End-18
chronic myelogenous leukemia
Fast track (ftoG
PF) ; National Major
Scientific and
IR RRIERE First-to-market generic Anti-arrhythmia End-18 Technological Project
for New Drugs
Development (5 K%
i)
Pr ik s v Generic Acute coronary syndrome 2018
- ) . Fast track
BB S 3 i i oS
it R S UL A 7 ) Generic Anti-thrombus 2018 R
BN AT 9o Generic Parkinson's disease 2018
P = . . Fast track
EHIR MR Generic Diabetes 2018 (ﬁg;ﬁ;&)

CSPC plans to conduct bioequivalence tests for c.44 drugs, including 32 essential
drugs and 12 non-essential drugs. To date, CSPC has already submitted
equivalence evaluation applications to the CFDA for four generics, including
azithromycin tablet, tramadol hydrochloride tablet, captopril tablet, and
enalapril maleate tablet.

Fig 12: Equivalence evaluation of CSPC’s generic drugs

Generic name

Generic name in Chinese

Total sales in

E ted ti f 1 fi
xpected time of approval for corealmeiEs

Indication A 3
equivalence evaluation

Progress

Azithromycin tablet
Tramadol hydrochloride tablet
Captopril tablet

Enalapril maleate tablet

Source: Company data, SWS Research

[CIVEY))
Supplementary materials

T EE R Infection ; 1H18 Rmb344m

required
I t: terial

HEH L LR Cancer pain, post-operation pain, etc. Supplemen ary materials 1H18 Rmb48m

required
FieE A B Hypertension, heart failure Supplementgw TERETEND 1H18 Rmb5m

required

I R EBARAR S A B Hypertension, heart failure Under review 2H18 Rmb1lm

In addition, as we expect CSPC to carry out more clinical trials for new drug
developments and invest more in equivalence evaluation for generic drugs, we
forecast its research and development (R&D) expense to sales ratio to increase
from 3.3% in 16A to 5.3% in 17E, 6.8% in 18E, and 6.7% in 19E.

Vitamin C business

According to data from Healthoo.com, the average export price of vitamin C rose
from USS$4.3/kg in January 2017 to USS7.3/kg in December 2017. CSPC is the
largest vitamin C supplier in China with annual capacity of c.45,000t. Other major
domestic vitamin C producers include Shandong Luwei Pharma, DSM Jiangshan
Pharmaceutical, Northeast Pharmaceutical Group (000597:CH — N-R), and
Shandong Tianli Pharma (a subsidiary of Shandong Lianmeng Chemical Group).

Please refer to the last page for important disclosures Page 7



A

J .,Smﬂs 2 February 2018 Pharmaceuticals, Biotechnology & Life | Company Research

Fig 13: Average export price of vitamin C
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Source: Healthoo.com, SWS Research

Due to margin recovery in 2017, we expect increasing competition from new
entrants in the future. Anhui Tiger Biotech has 33,000t of vitamin C capacity
under construction and its new capacity may commence operation in 1H18.
According to our calculation, the new capacity under construction represents
¢.40% of China’s existing capacity.

Fig 14: Supply of vitamin C

Company name (ton:aepsatic:rt\‘;ted) As % of total existing capacity

Existing capacity 185,000 100%

CSPC 45,000 24%

Shandong Luwei Pharmaceutical 30,000 16%
DSM Jiangshan Pharmaceutical 25,000 14%
Northe(aos(;OPsh;;:rE:;eutical 20,000 11%
Shandong Tianli Pharma 15,000 8%
Others 50,000 27%

New capacity 67,800 37%

Anhui Tiger Biotech 33,000 18%
Qiyuan Pharmaceutical 9,800 5%
Lvyuan Pharmaceutical 15,000 8%
Zhengzhou Tuoyang Pharmaceutical 10,000 5%

Source: Healthoo.com, Company data, SWS Research

The operating profit of CSPC’s vitamin C business surged from HK$3.5m in 9M16
to HK$408m in 9M17. Considering the expansion in supply, we expect the spot
price of vitamin C to slightly retreat in 18E. Nevertheless, we think the price for
long-term orders, which account for ¢.40% of total sales volume, will remain at
c.USS$6.5/kg in 18E. Therefore, we forecast the operating profit of the vitamin C
business to reach HK$523m in 17E, HK$537m in 18E, and HK$476m in 19E.

Solid earnings outlook

Considering the strong growth momentum of CSPC Pharmaceutical Group’s
oncology drugs and the upcoming launch of new products, we maintain our
diluted EPS forecasts of HK$0.44 in 17E (+26% YoY) and HKS$0.55 in 18E (+25%
YoY), and revise up our forecast from HKS0.66 to HKS0.71 in 19E (+29% YoY).
Given the improved outlook for new drug launches, we raise our target price
from HK$16.50 to HKS$19.50, representing 35x 18E PE and 27x 19E PE. With 14%
upside, we upgrade our rating from Hold to OQutperform.
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APPENDIX

Consolidated Income Statement

(HKSm) 2015 2016 2017E 2018E 2019E
Revenue 11,394 12,369 15,067 17,749 20,859
Cost of Sales (6,173) (6,060) (6,144) (6,745) (7,509)
Gross Profit 5,221 6,309 8,922 11,005 13,350
Other Income 87 107 100 118 138
Selling/General/Admin. Expenses (2,802) (3,342) (4,705) (5,485) (6,383)
EBITDA 2,772 3,237 4,102 5,028 6,296
EBIT 2,166 2,649 3,490 4,395 5,645
Finance Costs (56) (42) (36) (29) (22)
Profit before tax 2,112 2,635 3,464 4,376 5,633
Income tax expense (432) (522) (706) (897) (1,155)
Minority interests (14) (12) (12) (15) (19)
Profit for the year 1,665 2,101 2,745 3,464 4,459

Source: Company data, SWS Research

Consolidated Cash Flow Statement

(HKSm) 2015 2016 2017E 2018E 2019E
Profit before taxation 2,112 2,635 3,464 4,376 5,633
Plus : Depr. and amortisation 605 588 613 633 651
Finance cost 56 42 36 29 22
Losses from investments 0 0 0 0 0
Change in working capital (46) 219 (955) (575) (673)
Others (478) (567) (743) (926) (1,177)
CF from operating activities 2,249 2,916 2,415 3,536 4,455
CAPEX (758) (1,090) (800) (800) (800)
Other CF from investing activities 35 (242) 0 0 0
CF from investing activities (723) (1,332) (800) (800) (800)
Equity financing 0 0 2,345 0 0
Net change in liabilities 263 (283) (200) (200) (200)
Dividend and interest paid (591) (650) (961) (1,212) (1,561)
Other CF from financing activities (265) 481 0 0 0
CF from financing activities (592) (452) 1,184 (1,412) (1,761)
Net cash flow 934 1,132 2,799 1,324 1,895
FCFF 1,535 1,844 1,641 2,756 3,668
FCFE 1,742 1,519 1,405 2,526 3,445

Source: Company data, SWS Research
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Consolidated Balance Sheet

(HKSm) 2015 2016 2017E 2018E 2019E
Current Assets 7,648 8,428 12,109 14,298 17,236
Bank balances and cash 2,299 3,235 6,034 7,357 9,252
Trade and other receivables 1,878 1,835 2,477 2,918 3,429
Inventories 1,819 1,933 1,936 2,088 2,304
Other current assets 1,651 1,425 1,663 1,935 2,250
Long-term investment 28 172 172 172 172
PP&E 5,143 5,415 5,638 5,840 6,021
Intangible and other assets 722 746 710 676 644
Total Assets 13,540 14,760 18,629 20,986 24,072
Current Liabilities 3,484 4,085 3,812 3,902 4,071
Borrowings 452 898 698 498 298
Trade and other payables 2,489 2,938 2,862 3,141 3,497
Other current liabilities 544 249 253 263 276
Long-term liabilities 1,243 484 484 484 484
Total Liabilities 4,727 4,569 4,296 4,386 4,555
Minority Interests 75 84 96 111 130
Shareholder Equity 8,738 10,108 14,237 16,489 19,387
Share Capital 9,835 10,570 12,915 12,915 12,915
Reserves (1,097) (462) 1,322 3,574 6,472
Total Equity 8,813 10,191 14,333 16,599 19,517
Total Liabilities and equity 13,540 14,760 18,629 20,986 24,072

Source: Company data, SWS Research

Key Financial Ratios

2015 2016 2017E 2018E 2019E
Ratios per share (HKS)
Earnings per share 0.28 0.35 0.44 0.55 0.71
Diluted EPS 0.28 0.35 0.44 0.55 0.71
Operating CF per share 0.38 0.49 0.39 0.57 0.71
Dividend per share 0.11 0.12 0.15 0.19 0.25
Net assets per share 1.49 1.71 2.30 2.66 3.13
Key Operating Ratios(%)
ROIC 15.81 17.54 17.14 19.01 21.11
ROE 19.80 22.30 22.55 22.55 24.86
Gross profit margin 45.82 51.00 59.22 62.00 64.00
EBITDA Margin 24.33 26.17 27.23 28.33 30.18
EBIT Margin 19.01 21.42 23.16 24.76 27.06
Growth rate of Revenue(YoY) 4.00 8.56 21.81 17.81 17.52
Growth rate of Profit(YoY) 31.28 26.16 30.68 26.18 28.72
Debt-to-asset ratio 34.91 30.95 23.06 20.90 18.92
Turnover rate of net assets 1.29 1.21 1.05 1.07 1.07
Turnover rate of total assets 0.84 0.84 0.81 0.85 0.87
Effective tax rate (%) 20.49 20.02 20.45 20.55 20.54
Dividend yield (%) 0.64 0.70 0.90 1.14 1.47
Valuation Ratios (X)
P/E 60.53 48.40 38.80 30.75 23.89
P/B 11.44 9.98 7.43 6.42 5.46
EV/Sale 891 8.21 6.74 5.72 4.87

Source: Company data, SWS Research

Please refer to the last page for important disclosures Page 10



A

=;—) éams 2 February 2018 Pharmaceuticals, Biotechnology & Life | Company Research

Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves as an
officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any third party
has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the group
company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making activities for
any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company serving as an
officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv) do not, presently or
within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered as the
Securities Analyst. | hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate
information is used in this report. | am also responsible for the content and opinions of this report. | have never been, am not, and will not be compensated
directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China Securities
Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends of
securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by issuing
securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report, we
define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the report,
we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative rating
method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, such as their
portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and information and shall
not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The industry classification is available
at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the “Company”).
The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale
or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions, which
are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations if they so
wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports which
are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any consulting
services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any event, the company
will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or losses of securities
investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute personal advice for individual
clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives, financial situations or needs of
individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions herein are suitable for the clients’
particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under no
circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to the risks
and exposures of the market via investment.
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Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this
report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report.
Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the
Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used in
any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service marks or
marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the Hong
Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within Article 49(2)(a)
to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant Persons”). This
document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and Futures
Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore recipients of the
report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect of any matters arising
from, or in connection with, the report.
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