ch ] $R 57 [

CHINA GALAXY INTERNATIONAL

o

&S B2 | # | 2019 4E 10 H 14 [
v L]
| =i A AR
Wi o WL 259 Wa 45 42 11 H R R il
TSR T2 FHA WO e b AR S RIS D T 10 H 12 BT A 2 4
RTUSCEA HK$16.02  wm FRATTIA A B Fi FEAS 499 N 140 47 T B2 MR A Al o
H > HK$18.60 m JEAN, BATAN NI 6 2 BRBEHFIT A RE .
A E RO HK$18.60 w BEHIAZHEMNN [HF | WP, HARS BRI BIA B AR A28, B R B AR A 18.6 1
WELE b THR BRI 16.1% g6, FET 22 £5 2020 M THEZ, B - FKE
CGI/T37 LR T : 1.5% ﬁﬁ/z\%‘?ﬂﬁ‘?ﬁ B2
iy L093HK ooy i 10 B 12 B A — B SRR HF Rl BB E A8 o (68
;@hmt? Uﬁﬁng — i 20 FOZEMIME R H Rz b, WHT G EFURNT 12 M255, 8625451
: Hmwbmm TR GRIRR: B REEENE (RIRAFR: CRIAD .« RO LNI4,
. u%ﬁ%: W] REAR 2 B BERHR AR BRI 7, 1E 24 Rt Tl 260 0 PR AT PR W A 7 o
) o o oo IR B 5 (075 TR g3 A 2410 I Tl 5B T A8 = 2 AU B
. S ;: -/ . b= /
- oosem  EHANARHT RO SHTRBHE: M TH FEEE EERE B
H i EE 70.0%

SRR W

——Price Close —Relative to HSI (RHS)

120
W "

g’ ..i‘_\.aw‘...‘ﬂ\i il bt s add .mm.uh..l.‘.‘.nhhﬁ‘.‘L.h|

19.10

14.10

300

WA 25 M3 B BRI RS KT 0.05%
RIBBRATRTN, B RFEL 5 2019 FEHILAN 10%, 1T FIFEKGAE 2019 FETTRHAREE
WONI) 1%, [RIHEL DA B S o oS . S HLE S 7 B 252 2 i 8, Bt rE
LR B4 5 B bt 4 RN IAN S 4% . (R, K BB 3N N BT & 25 5 4
B oy B RN R ] LURR B LR A 25

» 10% (BALIERRFANE S * 4% GITRSEE ) *50% (i@t 2 b

HERTESE) =0.2%;

eAh, PRSI B SRR A K2, AT T FR AR, A
2] 2020 FU NI Z BN HISEIZIN 0.2%* 30% (FRAMRE 2020 42 B [F K 30%)

oct-18 Jan-19 Apr19 Ju-19 =0.06%. BT 1) AARY KBS EREELENTL 2 PR HEFE I E S E (HRT#E &
w200 2 RKER, MRS FERKSEGET 400 ) , UK 2) BT R AEEF RIS 7L
5 9 TN FAAT T T LM B TE W DA DO K, TR AT 5% [ SEBR e
BN ™ aM eV éﬁm'ﬂ@ht{ iﬂ:ﬂﬁ; DO R A WA A DU A, FRATIA T 228 ) ) S o 5 1 2N
gﬁ;ﬁi%}m (%) 5.1 24.2 6.2 :J: 0.0500y =2 E}u@*&'ﬁko
HIHRIL (%) g2 317 21 FAHEBAKTTRERIEWTIL
TERAE FREAE 16 2019 £ 7 AWIRAME R HRIG, BILES, &F 16 MEEM T HEAH B, IHE 14
g?%ﬁ%ﬁﬁﬁ' Rl 30.0 MEMAANTHEEI. BODINESR 14 DME SN, BIN:
o - D) W B e g R RO A AL E WL AT 4, R E RN ST PERR
BT RSMRA . BAVIAN, B 16 MEAM TEAHR B, MAZEE R T EXH
FAERBREF, XKW TN B F DL Rz A F SHb 7 TAA# R i3t T iR A
A S
2) HFRGEYTHERE P I a R DU B, FRATA R EAE & SR N B I i R et T
SRITA IR PR UESE -
TEM SR Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
BOw (B NET) 13,445 18,610 22.070 25,800 30175
£7F BIMDA([ERART) 3,635 4659 5758 6,823 8,063
FHE EAART 2,400 2,234 4,028 4818 5742
SEELEA UER 0.40 0.52 0.65 0.77 0.92
32.7% 31.2% 23.1% 10.7% 10.2%
36.28 27 65 22 47 18.77 15.75
AT B 013 0.16 0.19 0.23 0.28
- 0.90% 1.10% 1.34% 1.60% 1.00%
TR EHEREFRES: BDUTSY) 4 B S e R () 2304 1838 1488 1219 993
T (852) 3698 6320 BEREREL 2735 526 451 23.7 10.9
E harryhe@chinastock.com.hk ;i%ifﬁ) (27.6%) (27.5%) (28.9%) (36.2%) (42.2%)
. - 663 5.98 5.08 4.31 358
FEIL @EBEREHIEST: AU43) ShRERERFITRNZTED 21.9% 22 7% 24.5% 24 8% 24.8%
T (852) 3698 6317 2E BERBEATI f B RER R AT 0.08 006 0.95
E cmwong@chinastock.com.hk o | ‘\ ’ ‘
Powered by the

EFA Platform


http://www.zjwjw.gov.cn/art/2019/10/12/art_1202101_38813560.html

Company Note

ch ] $R 57 [

CHINA GALAXY INTERNATIONAL

Pharmaceuticals | Hong Kong | October 14, 2019

I Hong Kong
ADD (no change)

Consensus ratings*: Buy 32 Hold4 Sell 0

Current price: HK$16.02
Target price: HK$18.60
Previous target: HK$18.60
Up/downside: 16.1%
CGl / Consensus: 1.5%
Reuters: 1093.HK
Bloomberg: 1093 HK
Market cap: US$12,738m
HK$99,906m

Average daily turnover: US$73.95m
HK$579.5m

Current shares o/s: 6,236m
Free float: 70.0%

*Source: Bloomberg
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CSPC Pharmaceutical

Negligible impact from the Zhejiang monitoring list

m CSPC'’s NBP capsules and Ailineng were added into the Zhejiang provincial rational
drug use catalogue for closely monitoring on Oct 12.

m We believe the negative impact of the inclusion NBP capsules is negligible.

m We do not expect other provinces to follow Zhejiang.

m Reiterate ADD on CSPC with forecast numbers and Target Price unchanged. Our
Target Price of HK$18.6 is based on 22x 2020F P/E, close to its historical average.

What’s new?

The Health Commission of Zhejiang Province (ZJHC) announced the first batch of
rational drug use catalogue for closely monitoring on Oct 12 (Click here for the official
announcement). On the basis of the first batch national catalogue, which contains 20
drugs, the Zhejiang provincial catalogue added another 12 drugs, including CSPC’s
Butylphthalide capsules ( 7 #Z{# /%, brand name: NBP) and Elemene injection (#7
MEEST K, brand name: Ailineng). Inclusion in the monitoring list may not directly put
pressure on the tender price, but use of the listed drugs will be closely monitored by the
authorities. Their use will also be restricted by public hospitals because excessive or
inappropriate use may have an adverse impact on physician appraisals. Please be
aware that inclusion in the catalogue does not mean the drug cannot be sold any
more; it just requires more evidence and more stringent supervision of its
prescription.

Earning impact of the Zhejiang monitoring list is <0.05%

NBP capsules account for ~10%, while Ailineng will contribute <1% of total revenue in
2019F, based on our projection, so the impact of NBP capsules is the key. According to
management, who cited data from the Chinese Pharmaceutical Association (CPA), sales
of NBP in Zhejiang accounted for <4% of nationwide revenue for NBP. Thus, the impact
of NBP capsules being added to the Zhejiang monitoring list on the Company’s total
revenue can be assessed as:

» 10% (revenue percentage of NBP capsules) * 4% (Zhejiang sales percentage) *
50% (estimated percentage of sales through hospitals) = 0.2%;

Furthermore, we demonstrate through a simple revenue test, assuming no growth of NBP
capsules in Zhejiang going forward, that CSPC’s 2020F revenue will be affected by
~0.2% * 30% (we assume 30% YoY growth for NBP in 2020F) = 0.06%. Since 1) CSPC
plans to expand graded hospital coverage in Zhejiang for NBP capsules (currently covers
<200 hospitals vs. total >400 graded hospitals), and 2) NBP injections are expected to
see fast growth in Zhejiang, as it won Zhejiang provincial procurement tenders in April
2019, we estimate the actual earning impact is <0.05%, which is negligible.

Other provinces unlikely to follow Zhejiang

Following the national catalogue announcement in early July 2019, apart from Zhejiang,
16 provinces have announced their provincial catalogue and 14 provinces have not done
so yet. We do not believe the remaining 14 provinces are likely to include NBP because:

1) Zhejiang’s inclusion was because NBP capsule sales were ranked in the top 10 in
Zhejiang, and management said it didn’t have sufficient negotiation with ZJHC. We
believe the fact that 16 provinces that announced their provincial catalogue didn’t
include NBP and that most provinces used the national catalogue as their
provincial list demonstrates their recognition of NBP capsules and the
effectiveness of the Company’s negotiation with the local health commissions; and

2) NBP is explicitly recommended in the stroke treatment guidance, which we believe
provides strong clinical evidence during experts’ discussion of NBP’s inclusion.
(more on next page)

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue (Rmbm) 13,446 18,610 22,070 25,899 30,175
Operating EBITDA (Rmbm) 3,635 4,659 5,758 6,823 8,063
Net Profit (Rmbm) 2,409 3,234 4,028 4,818 5,742
Normalised EPS (Rmb) 0.40 0.52 0.65 0.77 0.92
Normalised EPS Growth 32.7% 31.2% 23.1% 19.7% 19.2%
FD Normalised P/E (x) 36.28 27.65 22.47 18.77 15.75
DPS (Rmb) 0.13 0.16 0.19 0.23 0.28
Dividend Yield 0.90% 1.10% 1.34% 1.60% 1.90%
EV/EBITDA (x) 23.04 18.38 14.88 12.19 9.93
P/FCFE (x) 2735 52.6 45.1 23.7 19.9
Net Gearing (27.6%) (27.5%) (28.9%) (36.2%) (42.2%)
P/BV (x) 6.63 5.98 5.08 4.31 3.58
ROE 21.9% 22.7% 24.5% 24.8% 24.8%
Normalised EPS/consensus EPS (x) 0.98 0.96 0.95
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Even under the extreme case of the remaining 14 provinces adding NBP capsules, and
assuming NBP capsules deliver no growth going forward, according to the same
calculation methodology used above, the negative impact on CSPC’s revenue is only:

» 10% (NBP capsules percentage) * 45% (14 provinces’ percentage) * 50% (sales
through hospitals) * 30% (2020F assumed YoY growth) = 0.675%.

Risks from the potential inclusion of other drugs also limited

CSPC’s Oxiracetam, which accounted for ~6% of the Company’s 2019F revenue, based
on our projection, was included in the national catalogue in July, so this risk was already
priced in. We believe the Company’s other innovative drugs have a low risk of been
added to the catalogue, as they have relatively high clinical value, or their sales are not
yet large enough. Even though in the future some generics will be monitored, we think the
the actual earnings impact will be limited owing to the relatively small revenue portion.
Also, CSPC has the flexibility to shift its efforts to other generics beyond the monitoring
catalogue.
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BY THE NUMBERS
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Profit & Loss

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Net Revenues 13,446 18,610 22,070 25,899 30,175
Gross Profit 8,127 12,312 15,426 17,753 21,140
Operating EBITDA 3,635 4,659 5,758 6,823 8,063
Depreciation And Amortisation (608) (644) (764) (860) (968)
Operating EBIT 3,028 4,016 4,994 5,963 7,095
Financial Income/(Expense) (23) 77) 26 39 55
Pretax Income/(Loss) from Assoc. 9 46 13 14 16
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 3,013 3,984 5,034 6,016 7,165
Exceptional ltems

Pre-tax Profit 3,013 3,984 5,034 6,016 7,165
Taxation (596) (773) (982) (1,173) (1,397)
Exceptional Income - post-tax

Profit After Tax 2,417 3,211 4,052 4,843 5,768
Minority Interests (8) 23 (25) (25) (26)

Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax
Preference Dividends (Australia)

Net Profit 2,409 3,234 4,028 4,818 5,742
Normalised Net Profit 2,417 3,211 4,052 4,843 5,768
Fully Diluted Normalised Profit 2,409 3,234 4,028 4,818 5,742
Cash Flow

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
EBITDA 3,635 4,659 5,758 6,823 8,063
Cash Flow from Invt. & Assoc.

Change In Working Capital (1,293) 65 (745) (150) (444)

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow (70) (85) (23) (11) 39
Net Interest (Paid)/Received (23) 77) 0 0 0
Tax Paid (596) (773) (982) (1,173) (1,397)
Cashflow From Operations 1,653 3,789 4,009 5,489 6,261
Capex (1,713) (2,198) (1,983) (1,723) (1,723)

Disposals Of FAs/subsidiaries
Acg. Of Subsidiaries/investments

Other Investing Cashflow 511 44 50 50 17
Cash Flow From Investing (1,203) (2,154) (1,933) (1,672) (1,706)
Debt Raised/(repaid) (131) 63 (69) 0 0

Proceeds From Issue Of Shares
Shares Repurchased

Dividends Paid (611) (795) (994) (1,208) (1,445)
Preferred Dividends

Other Financing Cashflow 2,034 (14) 26 30 0
Cash Flow From Financing 1,291 (745) (1,038) (1,178) (1,445)
Total Cash Generated 1,742 890 1,038 2,639 3,110
Free Cashflow To Equity 320 1,699 2,006 3,817 4,555

Free Cashflow To Firm 474 1,713 2,075 3,817 4,555
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Cash And Equivalents 4,558 4,363 5,288 7,793 10,900
Total Debtors 3,314 3,864 4,414 5,180 6,035
Inventories 2,522 3,062 3,123 3,829 4,247
Total Other Current Assets 1,462 2,592 2,525 2,461 2,461
Total Current Assets 11,856 13,881 15,349 19,263 23,643
Fixed Assets 5,793 6,730 7,402 7,777 8,249
Total Investments 0 0 0 0 0
Intangible Assets 90 812 1,163 1,435 1,718
Total Other Non-Current Assets 993 1,925 1,888 1,855 1,871
Total Non-current Assets 6,876 9,466 10,454 11,067 11,838
Short-term Debt 806 71 0 0 0
Current Portion of Long-Term Debt
Total Creditors 3,977 6,229 6,112 7,470 8,300
Other Current Liabilities 226 988 962 938 938
Total Current Liabilities 5,009 7,288 7,075 8,409 9,238
Total Long-term Debt 52 0 0 0 0
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 274 443 431 420 420
Total Non-current Liabilities 326 443 431 420 420
Total Provisions 0 0 0 0 0
Total Liabilities 5,335 7,731 7,506 8,829 9,658
Shareholders' Equity 13,324 15,137 17,805 20,996 25,292
Minority Interests 74 480 492 505 531
Total Equity 13,398 15,617 18,297 21,501 25,823
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue Growth 27.2% 38.4% 18.6% 17.3% 16.5%
Operating EBITDA Growth 32.2% 28.2% 23.6% 18.5% 18.2%
Operating EBITDA Margin 27.0% 25.0% 26.1% 26.3% 26.7%
Net Cash Per Share (Rmb) 0.61 0.69 0.85 1.25 1.75
BVPS (Rmb) 2.19 2.42 2.85 3.37 4.06
Gross Interest Cover 130.7 51.8 N/A N/A N/A
Effective Tax Rate 19.8% 19.4% 19.5% 19.5% 19.5%
Net Dividend Payout Ratio 33.0% 30.7% 30.0% 30.0% 30.0%
Accounts Receivables Days 80.37 70.39 68.45 67.79 67.83
Inventory Days 143.2 161.9 169.9 156.2 163.1
Accounts Payables Days 225.6 295.8 339.0 305.1 318.5
ROIC (%) 42.5% 40.3% 42.4% 44.4% 50.2%
ROCE (%) 25.3% 26.8% 29.5% 30.2% 30.2%
Return On Average Assets 15.6% 15.6% 16.4% 17.1% 17.4%
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