ch ] $R 57 [

CHINA GALAXY INTERNATIONAL

o

BEZy | FHk | 201947 H 26 H

E R

| &

A &%)

Tip R PR SEN 32 FFH 6 Wil 0

AT HK$14.16

H brti: HK$15.20

A E AR HK$13.0

T Bk 7.7%

CGS-CIMB / Ti¥3tiR: N/A

PIEM AR

PR RS 1093 HK

T1E: US$11,303m
HK$88,307m

SR H A A US$50.51m
HK$402.7m

H i RATTEAMEEL 6,055m

HHREE 70.0%

fe: S

——Price Close —Relative to HSI (RHS)

18.90

13.90

300

§E ..iu\lw-dh\.-unnhuJ..JmLM s otk ok bbb

Jul-18 Oct-18 Jan-19 Apr-19
i
FERR Rl b
BRRIEER 30.0
T 3
IR

T (852) 3698 6320

E harryhe@chinastock.com.hk
FHEX

T (852) 3698 6317

E cmwong@chinastock.com.hk

A

FYER

RERPRRFE M

m BAUME, AR SFEREEKSET 20%, R GIEZGNTRESEK . H2, 75
24 RSN AT fi P T4 B A A B 2L 1717 52 BR o

m TR ESRIWEST A EE —IEMH N, REREBCR R = A (A2
MTBCRFTE, RAE NS RIKHEARE TR .

n REFEDEEE, BAMGTHE 80 &R A AR SR T 1%, E5fR
Wi AT RERE R, DR — gl AT AR IS B o

m HAMECSRH MR BRI B ) _E TR 1a] . R B Bik)s, BATEUIGE S
R SRA . AEBURS B EW G, 2B BN AN 2« FA TR 55 T AN [ £F
H] P

m FATE HAR M 13.0 #oo (19 £i5 2019 FEH &R, BPWER— MrdEZE) LIfZE 15.2
WT (22 1% 2019 FEW AR, HEHEFIME) » DU 58 BRI B e R N 22

R EE B UELE?

T H ARG GE , BATA N EER 235 R BRI B 5k, ECR R thai &
RIBZW RV =4 hnd O L BTBURIE, RAA M RIRIIBARE Hhs) o JR1, Xfit
FATARL TR, BN D Bl BRI Ll “4+7 75 088 B 2) hnH
WN=4, BASRE S OE =R B mE A SRtk (BE) mziy Ot
FZ59) Ktk k), XL EEIEHmmT . mErfotyT. [ r. BERH. kil
MR Briaim B A SR 56 25 R, DILIRATIA, I8k i 5 2K 7 R 2 BRI i i S

A,

T3] RE R T 26 — 50 W BRI A £ 2 1 &
AT, 55— B RIS AAR PP A TN, JOATI G IR T A T30 220
> SRR AT T A W TR A T A GER? AT R = 4
AR TR AN, A RTINS R . AR AT, RE 2
T
> TR RARRIG 25 MEMLLSM LY, Hrbk EIRANFTREE Y R A
K. AL T E KUK

3B R BRI B BN ORI SR AR /...

TR BRI LR A G =R O 2 1D SR R (R A 2R R AR RS L AR
IR = 5B AR A A R, L WER SR VE =5 e, A 25T DRAG S T At
BO 5 2) ki (CDeH IR AREY 7ESMERE -J5MN . Azl B2
P 25 P M AR A R, I LU A 25 C e R RUE IR K, A R RERTIGE S 5240385 )
3) HHEE (AR TEREERIERE, BIa 2R ] g4k st 7 5 5 8 J8 iS5 2k
) o AAT S AT, GRS B A T B T3 47 BT i A B Sk FIR =5 1T 3473 B
Ko XA EN AN SR T 1%

...... (HEABURRBARIE; HEFRENFEIIS

ST LIRITE, FRATUAAEH S BT R S A ], DR A BTN 2 (R 3 22
) B 5 s ORI ) — SL 40V 03 AN, SR A i RS 2 & T R s 2T
J4M4L (DRG) ; MABVZIMIE s X 77 SR 2R AT A LB S %) o
B, BATRR SR E S TR, EBCRAS BN, KA B L2

Y/E Dec 31 2016* 2017* 2018~ 2019E 2020E
[ONEGZPNID) 10,572 13,446 18,610 21,631 24,833
oW RE (55 AR ) 1,796 2,409 3,234 3,804 4,529
B RliER (NRM) 17.0 17.9 17.4 17.6 18.2
RO BR (AR 0.30 0.40 0.52 0.61 0.73
A LA 5] 24.1 31.3 31.0 17.7 19.1
&R (1) 40.2 31.1 242 20.0 16.4
T (%) 8.3 5.5 4.9 4.1 3.4
EV/EBITDA (1) 253 19.0 15.2 12.4 9.9
A TEIR 2 (%) 22 2 21.8 225 235 24.0

# 7 SEE 1 1 [FER T IR AR LEF 0T T AV P, (R S




Company Note

ch ] $R 57 [

CHINA GALAXY INTERNATIONAL

Pharmaceuticals | Hong Kong | July 26, 2019

I Hong Kong
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Consensus ratings*: Buy 32 Hold6 Sell 0

Current price: HK$14.16
Target price: HK$15.20
Previous target: HK$13.0
Up/downside: 7.7%
CGS-CIMB / Consensus: N/A
Reuters:
Bloomberg: 1093 HK
Market cap: US$11,303m
HK$88,307m
Average daily turnover: US$50.51m
HK$402.7m
Current shares o/s: 6,055m
Free float: 70.0%
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CSPC Pharmaceutical

Keep calm in the rebound

m We expect >20% profit growth in Q2 2019 with robust revenue growth from innovative
drugs. But the top line of generics may still be capped by sales team restructuring.

m There are some positives in the 2" round of the Group Purchasing Organization
(GPO), especially since 3 winners are allowed (vs. only the lowest bidder previously).

m Based on the information available, we estimate that the earnings impact of the 2
round of the GPO on CSPC will be <1%. But the actual impact may be bigger as
some details remain unclear.

m Other policy headwinds are still there to cap the upside. We suggest gradual profit
taking on this rebound. A better revisit opportunity will emerge after policy clarification.

= We maintain our financial forecasts and the HOLD rating. We lift our target price from
HK$13.0 (19x 2019E PER, 1sd below average) to HK$15.2 (22x 2019E PER, close to
the average) to reflect less concern about the 2™ round of the GPO on CSPC.

Will the improving sentiment on the sector continue?

We believe the recent improved sector sentiment is mainly due to news about the 2"
round of the GPO, with 3 winners (vs. only the lowest bidder previously) allowed for each
GPO drug. But we should not get overly positive because 1) the 2" round of the GPO will
set the “4+7” bidding price as ceiling; 2) 3 winners will not ease the price pressure on
drugs (common name) for which 3 or more manufacturers have passed Bioequivalence
(BE), including Atorvastatin, Rosuvastatin, Amlodipine, Entecavir, Cefuroxime, Tenofovir
and Montmorillonite among the 25 drugs. Therefore, we believe these negatives may cap
the rebound.

Market may have missed 2 major issues in the 2" round of the GPO

In our view, 2 major issues have still not been addressed in the 2" round of the GPO,
whose associated risks may be ignored by the market:

» How will market share be allocated among the 3 winners and how will
nationwide supply be secured? We are concerned that if the 3 winners cannot
meet nationwide supply, more suppliers will be introduced. If more companies
are chosen, will there be further price cuts?

» How will the price ceiling be set for drugs other than the 25 drugs in the 1
round? This issue is not clear at all, so at this stage it adds potential risk.

st

Small immediate earnings impact caused by 2" round of the GPO...
The 2™ round of the GPO will directly impact CSPC’s three generics: 1) Clopidogrel
(CSPC is expected to be the third one to pass BE after Lepu and Xinlitai, so CSPC can
gain certain market share if 3 winners are allowed); 2) Cefuroxime (already 5 players
passed BE — Suzhou Zhonghua, Baiyunshan, United Labs, Sinopharm and Chengdu
Beite — so CSPC may give up competing in this drug despite having already completed
BE); and 3) Imatinib (only Jiangsu Hansoh completed BE, so CSPC is likely to continue
Imatinib’s BE). Overall, we estimate the trade-off effect of Clopidogrel and Imatinib’s
market share gain and Cefuroxime’s market share loss to have <1% earnings impact.

...But other policy risks remain; wait for a better revisit opportunity
Given above discussion, we believe the rebound may not last long, as policy headwinds
are still there to cap the rebound (i.e. some details related to the 2" round of the GPO
remain unclear, which may still result in a negative surprise; the Diagnosis Related
Groups (DRGs); the adjuvant drug list; and potential negative updates on the accounting
inspection of 77 manufacturers). We thus suggest investors gradually take profit on this
rebound. A better opportunity to revisit will emerge after more policy clarification.

Y/E Dec 31 2016* 2017* 2018* 2019E 2020E
Revenue (RMBmM) 10,572 13,446 18,610 21,631 24,833
Core net profit (RMBm) 1,796 2,409 3,234 3,804 4,529
Core net margin (%) 17.0 17.9 17.4 17.6 18.2
Core EPS (RMB) 0.30 0.40 0.52 0.61 0.73
YoY change 24.1 31.3 31.0 17.7 19.1
PER (Xx) 40.2 31.1 24.2 20.0 16.4
PBR (x) 8.3 5.5 4.9 4.1 3.4
EV/EBITDA (x) 25.3 19.0 15.2 12.4 9.9
ROE (%) 22.2 21.8 22.5 23.5 24.0

* Historical numbers are restated into RMB by CGIS Research for reference only
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Figure 1: Historical PE band

In early January 2019, the healthcare sector hit bottom after the plunge in Dec 2018,
triggered by stronger-than-expected ASP cuts in the first round of the GPO. CSPC was
trading at as low as 14x forward PER, 2sd lower than its historical average.
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BY THE NUMBERS

Profit and Loss
Year ended Dec 31
(RMBm) 2016* 2017* 2018* 2019E 2020E
Innovative drugs 4,080 5,724 9,154 12,532 15,696
Generics 3,584 4,167 5,495 5,674 5,752
Bulk medicines 2,908 3,555 3,961 3,426 3,385
Revenue 10,572 13,446 18,610 21,631 24,833
Cost of goods sold (5,180) (5.319) (6,297) (6,670 (7.901)
Gross profit 5,392 8,127 12,312 14,960 16,932
Other gains / (losses) 91 105 298 173 199
M arketing expenses (2,383) (3,804) (6,485) (8,047) (8,940)
Admin expenses (473) (593) (708) (822) (869)
R&D and other expenses (363) (807) (1401 (1547) (1716)
Operating profit 2,265 3,028 4,016 4,717 5,606
Net interest income / (expense) (36) (23) 77 26 37
Share of results of JV & associates 24 9 46 13 14
Non-operating items 0] 0] 0] 0] [0}
Pretaxincome 2,252 3,013 3,984 4,756 5,657
Income taxes (446) (596) (773) (927) (1103)
Non-controlling interests n 8 (23) 25 25
Net profit 1,796 2,409 3,234 3,804 4,529
Core net profit 1796 2,409 3,234 3,804 4,529
EBITDA 2,763 3,648 4,673 5,494 6,478
EPS (RMB) 0.301 0.395 0.518 0.610 0.726
Core EPS (RMB) 0.301 0.395 0.518 0.610 0.726
DPS (RMB) 0.103 0.130 0.159 0.183 0.218
Cash Flow
Year ended Dec 31
(RMBm) 2016* 2017* 2018* 2019E 2020E
Profit before tax 2,252 3,013 3,984 4,756 5,657
Depr & amortization 436 568 621 764 860
Change in working cap. 94 (1,293) 65 (645) (144)
Income tax paid (410) (596) (773) (927) (1,103)
Others 120 (38) (107) (63) (64)
Operating cash flow 2,493 1653 3,789 3,885 5,206
Capex (945) (1713) (2,198) (1983) (1723)
Change in other assets (193) 511 44 50 50
Investment cash flow (1,138) (1,203) (2,154) (1,933) (1,672)
Net change in debt (278) (13D 63 (69) (o}
Others (109) 1423 (809) (969) (3,112)
Financing cash flow (387) 1,291 (745) (1038) (1,112)
Net change in cash 968 1742 890 914 2,421
Cash at beginning of the year 1,965 2,813 4,635 4,247 5,031
Effect from foreign exchange (168) [0} (o} (o} (e}
Cash at the end of the year 2,765 4,555 4,360 5,161 7,452
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BY THE NUMBERS... cont’'d

Balance Sheet
As at Dec 31
(RMBm) 2016* 2017* 2018* 2019E 2020E
Cash & cash equivalents 2,767 4,558 4,363 5,164 7,455
Inventories 1652 2,522 3,062 3,135 3,714
Receivable 2,607 3,314 3,864 4,326 4,967
Others 176 1462 2,592 2,525 2,461
Current assets 7,203 11,856 13,881 15,150 18,597
Property, plant and equipment 4,628 5,793 6,730 7,402 7,777
Intangible assets 68 90 812 1163 1,435
Others 716 993 1925 1,888 1855
Non-current assets 5,412 6,876 9,466 10,454 11,067
Total assets 12,616 18,733 23,348 25,604 29,664
Accounts payable 2,597 3,977 6,229 6,137 7,246
ST borrowings 767 806 71 o (0]
Others 27 226 988 962 938
Current liabilities 3,491 5,009 7,288 7,099 8,184
Long-term debts 205 52 (0] o (0]
Others 208 274 443 431 420
Long-term liabilities 414 326 443 431 420
Total liabilities 3,905 5,335 7,731 7,531 8,605
Shareholders' equity 8,639 13,324 15,137 17,581 20,554
M inority interests 72 74 480 492 505
Total equity 8,711 13,398 15,617 18,073 21,059
Key Ratios
Year ended Dec 31 2016* 2017* 2018* 2019E 2020E
Growth (% YoY)
Sales 8.6 27.2 38.4 16.2 4.8
Operating profit 22.3 33.7 32.6 17.5 18.8
EBITDA 213 32.0 28.1 17.6 17.9
Core net profit 25.2 34.2 34.3 17.6 9.1
Core EPS 241 313 310 7.7 9.1
Profitability (%)
Gross margin 510 60.4 66.2 69.2 68.2
Operating margin 214 225 216 218 22.6
EBITDA margin 26.1 27.1 25.1 254 26.1
Core net profit margin 17.0 7.9 7.4 17.6 8.2
ROA 4.2 2.9 13.9 4.9 153
ROE 22.2 218 225 235 240
Balance sheet ratios
Current ratio (X) 21 2.4 19 2.1 2.3
Quick ratio (X) 0.8 10 0.9 12 15
Cash ratio (X) 0.8 10 0.9 12 15
Trade & bill receivables days 93 81 71 68 67
Trade & bill payable days 178 227 298 334 306
Inventory turnover days 13 144 163 167 156
Total debt to equity ratio (%) 12 6.4 6.0 5.0 5.0
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