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I Hong Kong
HOLD (no change)

Consensus ratings*: Buy 10 Hold 3 Sell 0

Current price: HK$8.94
Target price: v HK$8.13
Previous target: HK$10.24
Up/downside: -9.1%
CGI / Consensus: -53.5%
Reuters: 1558.HK
Bloomberg: 1558 HK
Market cap: US$1,015m

HK$7,867m
Average daily turnover: US$5.45m

HK$42.68m
Current shares o/s: 658.0m
Free float: 43.4%

*Source: Bloomberg

Key changes in this note

» FY20/21/22F revenue cut by
45.4%132.2%/1.7%.

> FY15F EPS cut by 64.7%/38.5%/18.2%.
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HEC Pharm Co., Ltd 50.0
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HEC

Weak 3Q reaffirms our cautious view; maintain HOLD

m HEC's 3Q20 results were significantly below expectations.

m We reiterate our cautious view on the Company because of 1) the deteriorating
competition landscape and worsening growth outlook of kewei; and 2) no major
catalysts ahead.

m We cut our 2020/21/22F EPS forecast by 64.7%/38.5%/18.2% to reflect 1) weak
9M20 results; and 2) our lower assumptions for kewei. We cut our TP accordingly
from HK$10.24 (6x 2021F P/E) to HK$8.13 (6x 2021F P/E, assuming a stronger
Rmb). Maintain HOLD.

9M20 results well below consensus

9M20 revenue came in at Rmb2.17bn, down 51% yoy. 9M20 net profit attributable to
shareholders was Rmb510.4m, down 61.3% yoy. Excluding the impact of CB, 9M20 net
profit attributable to shareholders was Rmb547.6m, down 64.8% yoy. 9M20 net profit
accounted for only ~34%/28% of our and the Street’'s 2020 full-year estimate, so it was
significantly below expectations.

In 3Q20 alone, revenue was only Rmb88m, down 93.5% yoy from Rmb1.37bn in 3Q19,
which we think was primarily due to kewei channel inventory and the fact that wearing
face masks has greatly reduced the spread of flu. In 3Q20, HEC booked a net loss of
Rmb107m (including the CB impact) and a net loss of Rmb147m (excluding the CB
impact).

Still cautious about the upcoming traditional peak season

Although 4Q20 and 1Q21 are the traditional peak seasons for kewei, we are still
pessimistic. We are concerned mainly that 1) channel inventory may still need some time
to be digested in 4Q20; and 2) the increasing awareness of the importance of wearing
face masks will hit kewei this winter.

Increased centralized procurement risk for kewei capsules

The kewei capsule centralized procurement risk has surged, with more and more
registered Oseltamivir BEs (Zorun Pharm, Wanhan Pharm, Yangtze River Pharm, Qilu
Pharm, Shenzhen Beimei, etc.). We think the inclusion of kewei capsules in centralized
procurement will also put price pressure on kewei granules. We modelled this risk by
assuming a 20%/5% revenue decline for kewei capsules and kewei granules in 2022F.

Limited catalysts ahead

We don’t see any major catalysts or new products ahead for the Company: 1) we do not
think its second-generation insulin and third-generation insulin (expected in 2021F) can
drive a re-rating, as the domestic insulin market is already quite competitive, so we
expect very limited earnings contribution from insulin in the next one to two years; 2) we
think the HCV market is very limited in size, which will cap the value of the Company’s
HCV pipeline; and 3) we expect the 33 acquired generics to suffer from centralized
procurement price cuts and intensified competition.

Financial Summary Dec-18A Dec-19A Dec-20F Dec-21F Dec-22F
Revenue (Rmbm) 2,510 6,224 2,749 3,904 3,666
Operating EBITDA (Rmbm) 1,165 2,580 981 1,637 1,613
Net Profit (Rmbm) 943 1,919 529 1,047 1,016
Normalised EPS (Rmb) 1.04 2.14 0.59 1.17 1.13
Normalised EPS Growth 46% 105% (72%) 98% (3%)
FD Normalised P/E (x) 7.39 4.09 14.84 7.50 7.73
DPS (Rmb) 0.50 0.65 0.18 0.35 0.34
Dividend Yield 6.49% 8.44% 2.29% 4.54% 4.40%
EV/EBITDA (X) 5.72 2.86 8.15 4.78 4.40
P/FCFE (x) 369.5 903.9 NA 15.0 7.2
Net Gearing (14.7%) 5.5% 16.2% 11.1% (1.4%)
P/BV (x) 2.03 1.57 1.41 1.22 1.09
ROE 30.2% 48.9% 11.3% 19.8% 16.9%
% Change In Normalised EPS Estimates (64.7%) (38.5%) (18.2%)
Normalised EPS/consensus EPS (x) 0.31 0.56 0.53
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Figure 1: Announced 9M20 financial numbers

9M19 9M20 yoy
Revenue 4,439 2,172 -51.1%
COGS (642) (388) -39.6%
Gross profit 3,798 1,785 -53.0%

Gross margin 85.5% 82.2%
Net profit to shareholders (include CB impact) 1,320 510 -61.3%
Net profit to shareholders (exclude CB impact) 1,554 548 -64.8%
Total assets 9,549 9,784 2.5%
Figure 2: Earnings revision table
FY20F FY20F FY21F FY21F FY22F FY22F

Rmbm old new Change old new Change old new Change
Revenue 5,034 2,749  _45.4% 5,757 3,904 _32.00 3,727 3,666 1.7%
Net profit 1,497 529  _64.7% 1,703 1,047  _38.5% 1,242 1,016 -18.2%
EPS(Rmb) 1.67 0.59 _64.7% 1.90 1.17 _38.5% 1.38 1.13 .18.2%
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Normalised P/E vs FD
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Profit & Loss

(Rmbm) Dec-18A Dec-19A Dec-20F Dec-21F Dec-22F
Total Net Revenues 2,510 6,224 2,749 3,904 3,666
Gross Profit 2,112 5,302 2,263 3,272 2,892
Operating EBITDA 1,165 2,580 981 1,637 1,613
Depreciation And Amortisation -61 -106 -130 -142 -154
Operating EBIT 1,104 2,474 850 1,495 1,459
Financial Income/(Expense) -1 -205 -138 -84 -85
Pretax Income/(Loss) from Assoc. 0 0 0 0 0
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 1,102 2,269 712 1,411 1,374
Exceptional ltems

Pre-tax Profit 1,102 2,269 712 1,411 1,374
Taxation -201 -362 -178 -353 -343
Exceptional Income - post-tax

Profit After Tax 901 1,907 534 1,058 1,030
Minority Interests 41 12 -5 -12 -15

Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax
Preference Dividends (Australia)

Net Profit 943 1.919 529 1.047 1.016
Cash Flow

(Rmbm) Dec-18A Dec-19A Dec-20F Dec-21F Dec-22F
EBITDA 1,165 2,580 981 1,637 1,613
Cash Flow from Invt. & Assoc.

Change In Working Capital -230 -148 381 -229 366

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

Other Operating Cashflow -8 -296 -111 20 15
Net Interest (Paid)/Received -1 -205 -138 -84 -85
Tax Paid 211 -341 -178 -353 -343
Cashflow From Operations 714 1,590 934 991 1,564
Capex -620 -654 -500 -400 -400

Disposals Of FAs/subsidiaries
Acq. Of Subsidiaries/investments

Other Investing Cashflow -108 -1,056 -376 -70 -75
Cash Flow From Investing -729 -1,710 -876 -470 -475
Debt Raised/(repaid) 33 129 -183 0 0
Proceeds From Issue Of Shares 1 0 0 0 0
Shares Repurchased

Dividends Paid -316 -452 -584 -159 -314
Preferred Dividends

Other Financing Cashflow -3 2,423 -138 -84 -85
Cash Flow From Financing -284 2,100 -905 -243 -399
Total Cash Generated -299 1,979 -846 279 691
Free Cashflow To Equity 19 9 -124 522 1,090

Free Cashflow To Firm -13 84 197 606 1,175
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BY THE NUMBERS... cont’d

Balance Sheet
(Rmbm) Dec-18A Dec-19A Dec-20F Dec-21F Dec-22F
Total Cash And Equivalents 594 2,779 1,926 2,144 2,936
Total Debtors 1,027 2,359 1,182 1,679 1,576
Inventories 164 192 122 158 193
Total Other Current Assets 0 0 0 0 0
Total Current Assets 1,785 5,331 3,230 3,981 4,706
Fixed Assets 1,351 2,026 2,263 2,491 2,710
Total Investments 0 0 0 0 0
Intangible Assets 575 904 937 967 994
Total Other Non-Current Assets 850 1,652 2,875 2,965 3,065
Total Non-current Assets 2,776 4,582 6,074 6,422 6,769
Short-term Debt 53 133 0 0 0
Current Portion of Long-Term Debt
Total Creditors 676 1,888 1,022 1,326 1,625
Other Current Liabilities 83 291 291 291 291
Total Current Liabilities 813 2,312 1,313 1,617 1,916
Total Long-term Debt 0 50 0 0 0
Hybrid Debt - Debt Component 0 2,853 2,760 2,800 2,840
Total Other Non-Current Liabilities 69 75 75 75 75
Total Non-current Liabilities 69 2,978 2,835 2,875 2,915
Total Provisions 0 0 0 0 0
Total Liabilities 882 5,289 4,148 4,492 4,831
Shareholders' Equity 3,434 4,409 4,921 5,654 6,365
Minority Interests 245 215 236 258 279
Total Equity 3,679 4,623 5,157 5,911 6,644
Key Ratios

Dec-18A Dec-19A Dec-20F Dec-21F Dec-22F
Revenue Growth 57% 148% (56%) 42% (6%)
Operating EBITDA Growth 46% 121% (62%) 67% (1%)
Operating EBITDA Margin 46.4% 41.5% 35.7% 41.9% 44.0%
Net Cash Per Share (Rmb) 0.60 -0.29 -0.93 -0.73 0.11
BVPS (Rmb) 3.80 4.91 5.48 6.29 7.08
Gross Interest Cover 778.4 12.1 6.2 17.8 17.1
Effective Tax Rate 18.2% 15.9% 25.0% 25.0% 25.0%
Net Dividend Payout Ratio 48.0% 30.4% 30.0% 30.0% 30.0%
Accounts Receivables Days 129.0 99.3 235.7 133.7 162.0
Inventory Days 115.4 70.6 118.1 80.8 82.9
Accounts Payables Days 561 508 1,094 679 696
ROIC (%) 48.9% 77.1% 17.2% 24.6% 22.0%
ROCE (%) 32.4% 43.4% 10.9% 18.0% 16.0%
Return On Awerage Assets 21.7% 29.2% 7.0% 11.6% 10.2%
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