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The Company announced on 11 Jun 2018 that, alfacalcidol pill, a product by one of its
BUY o : : - :
. subsidiaries, had passed the conformity evaluation and the Phase Il clinical trial for
(Reiterate) rituximab injection with rheumatoid arthritis as the indication had kicked off.
Current price:
Rmb42.89 Comments:
(HK$47.55) Alfacalcidol, which just passed the conformity evaluation, boasts huge market
Target price: capacity. alfacalcidolis a major drug for osteoporosis and can mitigate chronic renal
Rmb52.85 failure, hypoparathyroidism and vitaminD-resistant Rickets According to statistics from
(HK$58.93) IQVIA, the market for alfacalcidol was worth c. Rmb460mn in China in 2017 (with the retail

sales revenue estimated at Rmb500mn-Rmb1bn). Currently, like products include TEVA
and Shanghai Xinyi Yan’an Pharmaceutical’'s Alfacalcidol soft Capsules (Afadisan and
Yandinuo respectively) and innovator drug, Teijin Pharma’s Bon-One. The Company
claims a market share of only 7%. As Afadisan and Yandinuo are both capsules and the
innovator drug, Bon-One, and the Company’s product, Liging, are tablets, it is expected to
be more difficult for Alfacalcidol soft Capsule and Yandinuo to pass the conformity
evaluation. The Company boasts huge upside for its market share as the first drug
maker whose alfacalcidol product passed the conformity evaluation. Seen from the
prices of alfacalcidol products, Bon-One and Liging’s bid-winning prices stand at c.
Rmb3.46 and Rmb2.7 per tablet (0.25ug), which reflects the Company’s advantage in
product price. The Company’s annual sales revenue from alfacalcidol tallied c. Rmb74mn
in 2017 and is expected to exceed Rmb100mn over the next 1-2 years. It is expected to
surpass Rmb300mn over the long term.

The Company’s product mix is expected to be remarkably optimized as c. 10
generic drugs are expected to pass the conformity evaluation in 2018. In addition,
CDE has accepted applications of the Company for conformity evaluations of another 8
drugs, which leaves peers behind the Company in the number of applications being
accepted. We expect these drugs to pass the evaluations in 2018. Of which, Azithromycin,
glimepiride etc. boast the potential to become blockbuster products. The Company’s mix
of generic drugs is expected to be optimized remarkably. Meanwhile, the Company’s
another 20+ drugs amid conformity evaluations are in the pipeline (as of the late of 2017, a
total of 39 of its drugs were or were planned to be put through the evaluation) and they are
expected to be approved by the regulatory gradually within the next 1-2 years.

Rituximab bio-similar, whose use is being expanded to cover rheumatoid arthritis,
is expected to generate synergies with the Adalimumab in clinical extension. The
Company has started with the Phase Il clinical trial for Rituximab bio-similar with
rheumatoid arthritis as the indication. Seen from the clinical trial plan, the Company hasn’t
undergone the head-to-head comparative research with the innovator drug so that its
clinical trial has incurred relatively less expense. This was mainly because

Edited by: YU Miao yumiao@citics.com Please read the disclaimer at the end of the report


file:///C:/Users/yumiao/AppData/Local/Youdao/Dict/Application/7.5.0.0/resultui/dict/

QIp PEIES

Fosun Pharmaceutical (600196; 02196.HK): CITIC SECURITIES

the maker of innovator drug hasn’t gotten approval for clinical trials of the drug for this
indication. We expect the Company to file production/selling permits for its product as a
new drug in China. However, given that the Company has already secured sufficient
clinical trial data for head-to-head comparative research in this drug in the lymphoma field,
it remains much better positioned in clinical extension of its product for indication such as
rheumatoid arthritis. Going ahead, Rituximab bio-similar is expected to generate synergies
with adalimumab bio-similar in clinical extension, offering more options for treatment of
relevant diseases.

MaAb R&D is to start paying off soon. The Company is expected to unveil
blockbuster product with annual sales revenue at Rmblbn every year during the
upcoming 5 years. The Company’s drug R&D is to start paying off gradually. Of those
products in the pipeline, Rituximab bio-similar (HLX01) has gone through unblinding amid
the Phase Il clinical trial and is expected to secure the regulatory approval for launch in
3Q2018. Its sales volume is expected to ramp up after it is made available in the market. 1)
HLXO01 boasts remarkable first-mover advantages as the Company leads peers in the
progress in R&D of this product by more than 1 year. 2) Rituximab bio-similar has been put
on the National Essential Drug List. The Company has strictly followed the principles for
R&D of bio-similars so that its Rituximab will be directly put on the List after being unveiled
in the market. 3) The Company has separately built a dedicated tumor drug marketing
team over time, focusing on the Grade Ill hospitals (the best hospitals) nationwide. The
hospitals in the primary markets are covered by its original tumor drug sales team. Its
marketing teams for Rituximab are thus fully-fledged. 4) Roche, the producer of the
originator Rituximab, has certain capacity bottleneck so that there is still huge gap
between the supply and the clinical demand.

The Company boasts products full in the pipeline as it was among the top two in the
A share health care universe by R&D input in 7 years out of the past decade. We
expect the Company to launch the following generic drugs (the first ones of like products)
over the next three years, Rituximab bio-similar (first generic drug) in 3Q2018, Herceptin
bio-similar (first generic drug), CAR-T (which may well be the first CAR-T that is launched
in China), the 3" generation of insulin and Adalimumab bio-similar (which could be
launched in early 2020 and is expected to race like-products to be the first generic drug) in
2019 and Bevacizumab bio-similar (the first generic drug for metastatic colorectal cancer)
in 2020. All of those products will be blockbusters with annual market-wide sales revenue
in exceed of Rmb10bn with Rituximab, Trastuzumab and CAR-T’s markets likely to be
worth Rmb2bn p.a.).

Risks: Failure of drug R&D; decline in drug tender price; disappointing implementation of
the two-invoice system.

BUY retained. We expect its profit to expand quarter by quarter given the gradual launch
of its products in the pipeline and recovery of Sinopharm Group (01099.HK)’s profit. We
reiterate our 2018-2020E EPS estimates of Rmbl.51/1.76/2.08. After looking at
comparables’ valuations and considering the valuation premium that the Company
deserves as a leader in the pharmaceutical segment, we apply 35x 2018E PE to its A
shares (or 32x PE to its H shares) and arrive at the TP of Rmb52.85 and HK$58.93 (based
on the HKD exchange rate against RMB of 0.82) for its A and H shares respectively. We
retain our BUY rating.

Please read the disclaimer at the end of the report
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Fosun Pharmaceutical (600196; 02196.HK):

Iltem/Year 2016 2017 2018E 2019E 2020E
Turnover (Rmb mn) 14,629 18,534 23,080 27,174 32,604
Growth rate (YoY, %) 16 27 25 18 20
Net profit (Rmb mn) 2806 3124 3762 4401 5196
Growth rate (YoY, %) 14 11 20 17 18
EPS (Rmb) 1.12 1.25 151 1.76 2.08
Gross margin (%) 54.1 58.9 59.2 59.3 59.9
ROE (%) 111 10.5 11.3 11.9 12.4
PE (x) 38 34 28 24 21
PB (x) 4 4 3 3 3
EV/EBITDA (x) 25 24 18 16 14
Source: Wind, CITICS Research forecast Note: Closing price as of 11 Jun. 2018

Please read the disclaimer at the end of the report



R
. @Iﬂ) b {SIiEH
Fosun Pharmaceutical (600196; 02196.HK): CITIC SECURITIES
Income Statement (Rmb mn)  Balance Sheet (Rmb mn)
Indicator 2016 2017 2018E 2019E 2020E JM Indicator 2016 2017 2018E 2019E  2020E
Turnover 14,629 18,534 23,080 27,174 32,604 ggjlf\} ;‘Iggtct’ﬁh 5006 7249 6924 8152 9781
Ozl e 6.718 = 7,609 9,426 11,049 13,065 |nyentory 1671 2751 2743 3323 4154
Gross margin 54.1% 58.9% 59.2% 59.3% 59.9% Accounts
Business tax & 153 223 238 209 251 receivable 1,965 3,248 3,410 4,125 5,161
harge Other current
surcharg 1,133 1,810 2,055 2,296 2,673
Operating expense 3,704 5791 7,247 8587 10,401 féssets
Operating expense urrent assets 10,764 15,056 15,132 17,896 21,769
! 25.320 31.24% 31.40% 31.60% 31.90% :
@io sl T 5140 6556 6374 6129 5822
expense 2812 2749 3231 3804 4565  longlermequly 16176 18451 10,951 21451 22,951
ministrative
expense ratio 15.80% 14.83% 14.00% 14.00% 14.00% |ntangible assets 3,080 7,248 7,248 7,248 7,348
Financial expense 401 555 627 662 640 Othetr long-term 8,608 14,660 15975 17,190 18,405
Financial expense 5 7s00 o905 27206 2.44% 1.96%  Noncurrent
ratio - 33,003 46,915 49,547 52,018 54,525
Investment re\f/enue 2,125 2,307 2,307 2,636 2,850 Total assets 43,768 61971 64,680 69,914 76,294
Operating profit 3399 3,896 4,652 5474 6,494 H
T o e 3826 9715 10715 9771 8946
perating p 23.24% 21.02% 20.16% 20.14% 19.92%
mgrzgcl;:)erating Accounts payable 1,025 1,652 1,646 2,005 2,496
income 195 13 200 200 200  Othercurrent 5258 5234 4775 5507 6313
N ; liabilities
on-operating o
expenditure 23 27 20 20 20 Current liabilities 10,109 16,600 17,136 17,283 17,755
Total profit 3,572 3,882 4832 5654 6,674 :gll:)gi’l-i:g? 2183 5580 6,380 7,280 8,280
Income tax 350 476 483 565 667 g
Oherlongtem 5526 10050 8014 8214 8414
Income tax rate 9.8% 12.3% 10.0% 10.0% 10.0% ,'\ﬁ) r" '(:'Sfrent
Minority interests 416 461 587 687 811 Iliabilities 8,409 15,629 14,394 15494 16,694
gltztert_ l;))r?aflilgle " 806 8154 4760 4401 519 Total liabilities 18,517 32,230 31,530 32,776 34,448
ou .
shareholders ' ’ ' ’ ’ Share capital 2,415 2,495 2,495 2,495 2,495
Net margin 19.18% 16.86% 16.30% 16.20% 15.94% Capital reserve 7,858 9,078 9,078 9,078 9,078
EPS (Rmb) 1.12 1.25 1.51 1.76 2.08  Owner's equity 25,250 29,741 33,150 37,138 41,845
Minority interests 3,060 4,415 5,002 5,689 6,499
Liabilities &
Ry 43768 61,971 64,680 69,914 76,294
Cash Flow Statement (Rmb mn)
Indicator 2016 2017 2018E 2019E 2020E
Net profit 2,806 3,124 3,762 4,401 5196  Major financial indicators
'g'ergzggzgirfts 416 461 587 687 RN Indicator 2016 2017 2018E 2019E  2020E
amortiza_tion . 739 946 1,134 1,197 1,160 Growth rate (0/0)
g:;?a%e n Worklng -288 213 -838 -478 -992 Turnover 16.02 26.69 24.53 17.74 19.98
Others 41,562 -1738 -1,713 -1,949 -2171 gperatl?g profit 3.10 14.60 19.41 17.67 18.64
Operating cash et profit 14.05 11.36 20.39 17.01 18.04
flow 2,110 2,580 2,931 3,859 4,004 Margin (%)
CAPEX 1,922 2171 1,060 -1,060 -1,060  [Gross margin 54.07 5894 5916 59.34  50.93
Inyestment revenue 422 535 2,307 2,636 2,850 EBIT Margin 11.91 11.66 12.73 12.97 13.26
Disposal of assets 1,114 1,447 0 0 0 EBITDA Margin 1696 1677 17.65 17.38  16.82
Ul -2,061 -10,316 ' -2,700 " -2,600 " -2,600.  Net margin 1918 1686 1630 1620  15.94
Investl'ng cashflow  -2,447 -10,504 -1,453 -1,024 -811 Return (%)
Stock issuance 22 i 0 o 0  RoOE 1111 1051  11.35 11.85 1242
C'h:fmge in |I'abI|ItIeS 1,127 9,358 -235 156 375 ROA 6.89 5.43 6.30 6.85 7.44
Dividend paid -652 -699 -940 -1,100 -1,299 Others (%)
Others -1,757 -1,768  -627 -662 -640 iabili
o Liability/asset 4231 5201 4875 46838 4515
Financing cash flow 1,446 9,909 -1,803 -1,607 -1,564  ratio
Net increase in Income tax rate 9.81 12.27 10.00 10.00 10.00
cash and 1,109 1,985 -325 1,228 1,629 Dividend payout
equivalent ratio 2323 2236 2500 25.00 25.00
Source: CITICS Quantitative Investment Analysis System
Please read the disclaimer at the end of the report 3
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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 Ratings Description

Investment ratings involved in investment advice contained in

this report are divided into stock rating and sector rating (unless BUY Increase relative to market representative index over 20%

stated otherwise). Rating standard is based on the performance

relative to the market in 6 to 12 months from the report Stock OVERWEIGHT Increase relative to market representative index between 5% and 20%
distribution date, i.e. Performance of company stock price (or ratings

sector index) over the 6-to-12-month period from distribution HOLD Increase relative to market representative index between -10% and 5%
date is benchmarked against the change in market

representative index over the same period. CSI 300 Index serves SELL Decrease relative to market representative index over 10%

as the benchmark index for the A-share market; the NEEQ

Component Index (stocks subject to negotiated transfer) or the OUTPERFORM Increase relative to market representative index over10%

NEEQ Market Making Index (stocks subject to market making) is

the benchmark index for the NEEQ board; MSCI-China Index is Ind.ustry NEUTRAL Increase relative to market representative index between -10% and 10%
the benchmark index for Hong Kong market; and NASDAQ  ratings

Composite Index or Standard & Poor’s 500 Index serves as the UNDERPERFORM | Decrease relative to market representative index over 10%
benchmark index for U.S. market.

Other Disclosures

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

Legal Entities Disclosures

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 Z20374000) which is regulated by the China Securities and Regulatory Commission. This material is distributed on behalf of CITIC Securities in China
Hong Kong by CLSA Limited; in China Taiwan by CL Securities Taiwan Co., Ltd; in Australia by CLSA Australia Pty Ltd; in United States by CLSA group of
companies (excluding CLSA Americas, LLC (“CLSA Americas”));in Singapore by CLSA Singapore Pte Ltd.(Company Registration No.: 198703750W);in the EU
by CLSA (UK);in India by CLSA India Private Limited, (Address: 8/F, Dalamal House, Nariman Point, Mumbai 400021. Tel No: +91-22-66505050. Fax No:
+91-22-22840271; CIN: U67120MH1994PLC083118; SEBI Registration No: INZ000001735 as Stock Broker, INM000010619 as Merchant Banker and
INHO00001113 as Research Analyst);in Indonesia by PT CLSA Sekuritas Indonesia; in Japan by CLSA Securities Japan Co., Ltd; in Korea by CLSA Securities
Korea Ltd; in Malaysia by CLSA Securities Malaysia Sdn Bhd; in the Philippines by CLSA Philippines Inc. (a member of Philippine Stock Exchange and
Securities Investors Protection Fund); in Thailand by CLSA Securities (Thailand) Limited.

Jurisdiction Specific Disclosures

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

United States: This research report has been produced in its entirety by CITIC Securities. This research report is distributed in the United States by CLSA
group of companies (excluding 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 deal with CLSA Americas. 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 contained 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 CLSA Americas.

Singapore: This material is distributed in Singapore by CLSA Singapore Pte Ltd., a Capital Markets Services license holder to deal in securities and an exempt
financial adviser, solely to Institutional Investors, Accredited Investors or Expert Investors, as defined in s.4A(1) of the Securities and Futures Act. Pursuant to
Paragraphs 33, 34, 35 and 36 of the Financial Advisers (Amendment) Regulations 2005 of the Financial Advisers Act (Cap 110) with regards to an institutional
investor, accredited investor, expert investor or Overseas Investor, sections 25, 27 and 36 of the Financial Adviser Act (Cap 110) shall not apply to CLSA
Singapore Pte Ltd. Please contact CLSA Singapore Pte Ltd.(telephone No.: +65 6416 7888) in connection with queries on the report. MCI (P) 024 11 2017.

Canada: This research report has been produced in its entirety by CITIC Securities. The delivery of this research report to any person in Canada shall not be
deemed a recommendation to effect any transactions in the securities discussed herein or an endorsement of any opinion contained herein.

United Kingdom: The disclosures contained in this part of "United Kingdom" shall be governed by and interpreted in accordance with British law. This research
report 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 report 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. 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 contained
herein do not take into account individual clients’ special 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 independently make his own decisions regarding any securities or
financial instruments mentioned herein.

Information contained herein 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 or financial instruments referred to herein may involve significant risk, may be illiquid and may not be suitable for
all investors. The prices, values and incomes 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, 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.
Copyright 2018. CITIC Securities. All rights reserved.



