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Quantum Hi-Tech China Biological (300149 CH)

Business recovery from 2Q20

Quantum Hi-Tech China Biological (Quantum) reported 1H20 revenue of
RMB270mn, up 9% YoY, while revenue in 2Q20 grew strongly by 23% YoY.
Attributable net profit (loss) turned around from RMB14mn loss in 1Q20 to
RMB55mn in 2Q20, up 132% YoY in 2Q20. Business recovery was mainly driven
by the operation continuation after COVID-19 pandemic in China, growing
customer base and capacity expansion. Gross margin recovered significantly
from 24.4% in 1Q20 to 40.3% in 2Q20 thanks higher capacity utilization rate.

B Expanding CRO/CDMO customer base. ChemPartner is one of the few
China-based companies offering a broad range of services, including pre-
clinical CRO services and CDMO services for both small molecule drugs and
biologics. In 1H20, ChemPartner recorded RMB531mn revenue in 1H20, up
3% YoY, while revenue increased 14% YoY in 2Q20. ChemPartner added
over 100 new customers in 1H20, indicating promising growth outlook in the
future driven by expanding customer base. 74% of CRO/CDMO income were
from overseas customers. ChemPartner has maintained stable customer
relationship with 18 out of the global top 20 pharma companies. ChemPartner
is also acquiring new biotech customers from both China and overseas.

B Fast growing capacity to drive business growth. ChemPartner has
expanded its CRO capacity by over 30% to 24,000 m2 from early 2020 thanks
to the launch of a new laboratory facility in Shanghai. ChemPartner is
aggressively expanding its CDMO capacity to meet the strong demand.
ChemPartner plans to expand its biologicals CDMO capacity from current
450L to 4,950L by the end of 2020E, and further expand to 13,950L~18,450L
in the coming three years. In addition, ChemPartner's new cGMP facility in
Fengxian, Shanghai will gradually commence operation from 2021E to fulfill
manufacturing demand from clinical stage to commercial stage. Driven by the
strong demand and expanding capacity, we forecast ChemPartner’s revenue
to grow at a 26% CAGR in 2019-22E, contributing 83% of the Company’s total
revenue in 2022E.

B Strengthening leadership in prebiotics industry. Prebiotics are
substances which stimulate the growth of beneficial bacteria in the digestive
system. The Company’s prebiotics revenue grew 48% YoY in 1H20 from a
low base in 1H19, driven by the industry’s demand recovery from the
“Quanjian” scandal in 2019.

B Maintain BUY. We expect revenue to grow at a 25% CAGR in FY19-22E, and
attributable net profit to increase 35%/41%/39% YoY in FY20/21/22E.
Maintain DCF-based TP unchanged at RMB25.52.

B Catalyst: CDMO capacity expansion; Risk: Weak organic growth.

Earnings Summary

YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 997 1,328 1,570 2,009 2,604
YoY growth (%) 262 33 18 28 30
Net income (RMB mn) 161 139 187 264 367
EPS (RMB) 0.35 0.28 0.37 0.53 0.73
YoY growth (%) 155 (20) 35 41 39
P/E (x) 62.4 78.4 58.3 41.2 29.7
P/B (x) 4.6 4.8 4.4 4.0 35
Yield (%) 10.9 0.0 0.0 0.0 0.0
ROE 7.3 59 7.5 9.5 11.7
Net gearing (%) 34.15 38.87 36.39 35.26 31.08
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Mkt. Cap. (RMB mn) 10,895
Avg. 3mths t/o (RMB mn) 182.19
52W High/Low (RMB) 23.53/10.63
Total Issued Shares (mn) 500

Source: Bloomberg

Shareholding Structure

Management 32.38%
Hangzhou Cixuan Liangjia 11.82%
HKSCC 5.71%
Mega Star Centre 4.54%
Others 45.55%
Source: Wind

Share performance
Absolute Relative

1-mth 10.5% 6.7%
3-mth 69.8% 35.5%
6-mth 63.3% 32.8%

Source: Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: CMBR AND http://www.cmbi.com.hk
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Establishing leading integrated
CRO/CDMO platform — 31 Jul 2020
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Figure 1: CMBIS earnings revisions

(RMB mn) New Oold Diff (%)

FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 1,570 2,009 2,604 1,590 2,048 2,652 -1% -2% -2%
Gross profit 567 734 942 599 745 956 -5% -2% -2%
Operating profit 209 298 415 221 322 433 -5% -7% -4%
Net profit 187 264 367 196 285 383 -5% -7% -4%
EPS (RMB) 37 53 73 39 57 77 -5% -7% -5%
Gross margin 36.08% 36.54% 36.18% 37.67% 36.40% 36.06% | -1.59 ppt +0.14ppt +0.12 ppt
Operating margin 13.31% 14.83% 15.93% 13.90% 15.71% 16.31% | -0.58 ppt -0.88 ppt -0.39 ppt
Net Margin 11.90% 13.15% 14.09% 12.35% 13.92% 14.43% | -0.45 ppt -0.77 ppt -0.34 ppt

Source: Company data, CMBIS estimates

Figure 2: Peers comparison

Mkt Cap Net profit YoY P/E (x) P/B (x) ROE (%)
Company Ticker Rating (US$mn) FY20E FY21E FY20E FY21E FY20E FY21E FY20E FY21E
H-share
WuXi AppTec 2359 HK NR N/A 116.80 38,125 28.3%  28.0% 845 66.3 11.4 9.9 13.4 15.1
WuXi Biologics 2269 HK Buy o 202.20 35,411 29.8%  39.7%  166.3  120.4 14.7 13.3 10.2 11.6
PharmaRon 3759 HK NR N/A 105.60 12,397 62.6%  31.2%  87.0 65.4 8.7 7.5 10.5 12.0
Frontage 1521 HK NR N/A 4.05 1,063 20.4%  31.2%  40.2 30.7 3.6 33 9.8 10.2
Viva 1873 HK NR N/A 9.19 2,225 141.8%  50.2% 39.3 26.3 5.4 4.0 8.2 22.2

Average 56.6% 36.1% 83.5 61.8 8.8 7.6 10.4 14.2
A-share
Quantum Hi-Tech 300149 CH  Buy 25.52 21.80 1,587 345%  41.4% 58.3 41.2 4.4 4.0 7.5 9.5
WuXi AppTec 603259 CH  Buy 131.98 111.00 38,124 28.3% 28.0% 90.2 70.8 12.2 10.6 13.4 15.1
Pharmaron 300759 CH  NR N/A 109.90 12,397 62.6%  31.2%  101.8 76.4 10.2 8.8 10.5 12.0
Joinn Laboratories 603127 CH NR N/A 99.50 3,286 60.3% 35.3% 80.6 59.4 21.0 16.4 23.9 25.1
'I’_*Symc"e’.“ 002821 CH  NR N/A  272.00 9,165 31.8% 32.9%  85.1 64.3 16.1 13.0 19.5 20.9

aboratories

Average  41.7%  335%  83.4 62.7 13.5 11.0 15.8 17.4
Source: Bloomberg, CMBIS estimates; Note: **= TP under review

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 997 1,328 1,570 2,009 2,604 Net Profit 160 136 185 262 365
Outsourcing service 694 1,091 1,259 1,641 2,163 Financial cost 38 48 43 37 31
Prebiotics and medical service 288 224 306 362 434 Change in working capital (21) (99) (73) (68) (89)
Others 14 13 5 6 6 Others 15 51 51 50 50
Cost of services (570) (821) (1,004) (1,275) (1,662) Depreciation of PP&E 52 79 79 121 144
Gross profit 427 507 567 734 942 Net cash from operating activities 243 215 285 401 501
Business taxes @) (5) (6) ©) (10) Capex (110) (254) (400) (300) (200)
Seling and distribution expenses (44) (58) (60) (86) (112) Acquisition of subsidiaries (856) 0 0 0 0
Administrative expenses (135) (182)  (199) (241) (286) Other investing activities (1,602) (453) 0 0 0
R&D expenses (55) (63) (58) (80) (104) Net cash from investing activities (940) (255) (392) (300) (200)
Finance cost 27) (51) (43) 37) (31)
Other gains 8 9 8 16 16 Net proceeds from shares issued 0 0 0 0 0
Investment gains 15 1 8 0 0 Net bank borrowing 680 129 0 0 (200)
Profit before tax 178 144 209 298 415 Advance from related parties 0 0 0 0 0
Income tax expense (18) (8) (24) (36) (50) Other financing activities (86) (81) (43) (37) (31)
Total net profit 160 136 185 262 365 Net cash from financing activities 594 48 (43) 37) (231)
Minority Interests 1) 3) 1) 2 2
Profit attributable to shareholders 161 139 187 264 367 Net change in cash (102) 8 (150) 64 69

Cash at the beginning of the year 291 189 201 52 116

Cash at the end of the year 189 198 52 116 185
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 2,612 2,968 3,247 3,377 3,383 Sales mix (%)
Long-term equiy investment 63 116 124 124 124  Outsourcing service 69.6 82.2 80.2 81.7 83.1
Intangible assets 212 192 170 148 126 Prebiotics and medical service 28.9 16.9 19.5 18.0 16.7
Gooduwill 1,617 1,617 1,617 1,617 1,617 Others 14 0.9 0.3 0.3 0.2
PP&E 553 606 927 1,107 1,163 Total 100 100 100 100 100
Long-term deferred expenses 59 260 233 205 177
Others 108 176 176 176 176 Profit & loss ratios (%)

Gross margin 43 38 36 37 36
Current assets 735 800 678 885 1,149 EBITDA margin 28 24 24 25 25
Inventories 50 68 72 91 119 Pre-tax margin 18 11 13 15 16
Accounts and other receivables 336 409 441 565 732 Net margin 16 10 12 13 14
Held for trading financial assets 0 64 64 64 64 Effective tax rate 10 6 11 12 12
Bank balances and cash 191 201 52 116 185
Others 159 58 49 49 49 Balance sheet ratios

Current ratio (x) 2.1 1.0 0.9 11 1.2
Current liabilities 355 789 753 827 934 Trade receivables turnover days 72 103 103 103 103
Accounts and other payables 70 85 99 126 164 Trade payables turnover days 32 36 36 36 36
Advances from customers 43 48 48 48 48 Net debt to total equity ratio (%) 34 39 36 35 31
Non-current liabilities due within 1yr 54 275 275 275 275
Tax payables 10 12 12 12 12 Returns (%)

ROE 7 6 7 10 12
Non-current liabilities 789 675 675 675 475 ROA 5 4 5 6 8
Long-term payables 0 9 9 9 9
Deferred tax liabilities 25 21 21 21 21 Per share value

EPS (RMB) 0.35 0.28 0.37 0.53 0.73
Total net assets 2,205 2,303 2,497 2,759 3,124 DPS (RMB) 0.08 0.00 0.00 0.00 0.00
Minority interest 14 11 10 8 6 BVP (RMB) 4.75 4.59 4.96 5.49 6.22
Shareholders' equity 2,190 2,292 2,479 2,743 3,110
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS and/or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any
security or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors,
officers or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the
information contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the US to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange
Act of 1934, and may not be furnished to any other person in the US. Each major US, institutional investor that receives a copy of this research
report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4



