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Another solid quarter

CSPC announced 3Q19 results. Total revenue/ net profit was up 27.5% / 24.0%
YoY in 9M19, reaching 70% / 69% of our full-year estimates.

3Q19 results in line. 9M19/ 3Q19 revenue was up 27.5%/ 27.4% YoY.
9M19 innovative drug sales rallied 51.9% YoY, contributing 57% of total
revenue. Strong innovative drug growth was still driven by strong momentum
in NBP and oncology portfolio, up 35.7% YoY and 170.7% YoY, respectively.
9M19 GPM improved by 5.7ppts to 70.9% because high-margin innovative
drugs contributing higher proportion to the total sales. Meanwhile, selling
expense ratio rose 4.3ppts and R&D expense ratio increased 2.0ppts,
offsetting the impact from gross margin improvement. Net profit margin was
slightly down 0.5ppts to 16.8%.

NBP and oncology portfolio will maintain strong momentum. In 9M19,
sales of NBP reached RMB4.0bn, up 35.7% YoY. We think NBP will continue
to grow fast on a high base thanks to further channel penetration into lower
tier cities. CSPC aims to expand the sales force for NBP from ¢.2,400 people
by end-19E to 2,700-2,800 people by end-20E. In addition, oncology drug
sales force will expand fast from c.2,700 people by Sep 2019 to 4,500 people
by end-20E. NBP and oncology portfolio are safe from “volume-based
procurement” because these are either innovative drugs or generics with
special dosage formulations.

Better efforts on R&D. In 9M19, CSPC spent RMB1.5bn in R&D,

accounting for 9.0% of total revenue. CSPC has built up a comprehensive

R&D platform, covering small molecules, large molecules, specialty dosage

formulations, etc. The Company now has above 300 drugs in pipeline,

including 40 new small molecules, 50 new large molecules, 20 generics with

special dosage formulations. CSPC has received approval for 5 generics

YTD, while clopidogrel generic has won the tenders for “4+7” volume-based

procurement in Sep 2019, bringing additional RMB400-500m sales to CSPC.
We expect the blockbuster drug, Amphotericin B Colloidal Dispersion (ABCD)
to receive NMPA’s approval in 2020E and may realize RMB1bn sales within

3-year of commercialization.

Maintain BUY with new TP of HK$23.80. We expect revenue to grow 28%/

22.3%/ 25.2% YoY in FY19/20/21E and net profit to grow 29.2%/ 22.8%/25.6%

YoY in FY19/20/21E. CSPC trades at 29x 19E P/E and 23x 20E P/E.
Catalysts: 1) earlier-than-expected launch of new products, and 2) stronger-
than-expected product sales.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (RMB mn) 13,409 17,751 22,723 27,798 34,799
YoY growth (%) 25 32 28 22 25
Net income (RMB mn) 2,403 3,087 3,984 4,893 6,146
EPS (RMB) 0.39 0.49 0.64 0.78 0.99
YoY growth (%) 25.0 25.4 29.2 22.8 25.6
P/E (x) 46.4 37.0 28.6 23.3 18.6
P/B (x) 8.3 7.4 6.2 5.3 4.4
Yield (%) 0.7 0.8 1.0 1.3 1.6
ROE (%) 18.1 20.5 22.3 23.0 24.0
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, CMBIS estimates; Note: Exchange rate of HK$ against RMB at 0.897.
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Stock Data
Mkt Cap (HK$ mn) 128,157
Avg 3 mths t/o (HK$ mn) 700.91
52w High/Low (HK$) 21.65/ 9.90
Total Issued Shares (mn) 6,236
Source: Bloomberg
Shareholding Structure
Management 29.94%
Citigroup Inc 5.87%
BlackRock 4.75%
Free float 59.44%
Source: HKEx
Share Performance

Absolute Relative
1-mth 23.1% 25.5%
3-mth 67.2% 63.4%
6-mth 48.1% 57.3%
Source: Bloomberg
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Figure 1: 9M19 results changes

Innovative drugs 1,914 2,954 54.3% 2,044 3,195 56.3% 3,092 3,376 9.2%
Generics 1,261 1,291 2.4% 1,190 1,326 11.5% 1,193 1,245 4.3%
Antibiotics 321 347 8.1% 306 184 -39.7% 237 184 -22.5%
Vitamin C 548 524 -4.5% 503 634 26.1% 333 438 31.5%
Caffeine and Others 330 378 14.3% 343 345 0.5% 308 340 10.2%
Total revenue 4,375 5,493 25.6% 4,385 5,685 29.6% 4,383 5,583 27.4%
COGS (1563) (1,652) 5.7% (1,601) (1,714) 7.0% (1,409)  (1,508) 7.0%
Gross profit 2,812 3,841 36.6% 2,784 3,971 42.6% 2,974 4,075 37.0%
Other income and gains 39 32 -20.1% 71 68 -4.9% 96 116 20.3%
Distribution expenses (1,477) (2,064) 39.7% (1,444)  (2,163) 49.8% (1,575) (2,231) 41.7%
Administrative expenses (178) (176) -1.1% (151) (207) 37.7% (171) (200) 17.4%
Other expenses (273) 477) 74.6% (296) (484) 63.4% (362) (577) 59.5%
Operating profit 922 1,156 25.3% 964 1,184 22.8% 963 1,183 22.8%
Net finance costs 9) (14) 61.7% (21) (13) -38.4% (21) 3) -84.4%
Share Of results of 8 16 92.5% 11 9 -19.7% 10 10 2.1%
Profit before tax 922 1,158 25.6% 954 1,180 23.6% 952 1,190 24.9%
Income tax (181) (210) 16.0% (199) (239) 19.8% (194) (231) 19.4%
Minority interest 2) 5 N/A 11 (15) N/A 4 (26) -742.3%
Net profit 739 952 28.8% 766 926 21.0% 763 933 22.3%
Gross margin 64.3%  69.9% 5.7ppt 63.5% 69.9% 6.4ppt 67.8% 73.0% 5.1ppt
Operating margin 21.1% 21.0% -0.04ppt 22.0% 20.8% -1.2ppt 22.0% 21.2% -0.8ppt
Net margin 16.9% 17.3%  0.4ppt 17.5%  16.3%  -1.2ppt 17.4%  16.7%  -0.7ppt

Source: Company data
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A  FY18A FY19E  FY20E  FY21E
Revenue 13,409 17,751 22,723 27,798 34,799 EBIT 3,019 3,831 4,905 6,021 7,575
Finished drug 9,864 13,758 18,612 23,568 30,446 Depreciation and amortization 621 630 2,006 2,635 2,519
Bulk medicines 3,545 3,994 4,111 4,230 4,354 Change in working capital (234) 172 (607) (666) (687)
Cost of sales (5,304) (5,991) (6,483) (7,228) (8,700) Income tax paid (499) (645) (955) (1,183) (1,486)
Gross profit 8,105 11,761 16,241 20,571 26,100 Others (57) (250) (1,350) (1,959) (1,843)

Net cash from operating activities 2,851 3,738 3,999 4,848 6,078
Other income and gains 52 296 337 413 520
Distribution expenses (3,794) (6,197) (8,845)  (11,536)  (14,790) Capex (1,021)  (1,644) (1,500) (1,500)  (1,500)
Administrative expenses (556) (658) (806) (987) (1,236) Placement of restricted bank deposits (1,098) (3,241) - - -
R&D expenses (707) (1,345) (1,981) (2,391) (2,958) Other (732) 1,323 - - -
Other expenses (81) (26) (40) (49) (61) Net cash from investing activities (2,851) (3,561) (1,500) (1,500) (1,500)
Operating profit 3,019 3,831 4,905 6,021 7,575

Change of Debts (167) (775) - - -
Share of profit of associate / IV 9 44 50 50 50 Dividend paid (630) (791) (1,195) (1,468) (1,844)
Net finance cost (23) (74) (24) 4) (4) Other 2,212 1,414 2) 2) 2)
Exceptional - - - - - Net cash from financing activities 1,415 (151) (1,197) (1,470) (1,846)
Pre-tax profit 3,005 3,800 4,931 6,067 7,621

Net change in cash 1,415 26 1,302 1,878 2,732
Profits tax (594) (736) (955) (1,183) (1,486) Cash at the beginning of the year 2,805 4,359 4,336 5,638 7,515
Minority interest 8) 22 7 9 11 Exchange difference 257 (225) - - -
Net profit 2,403 3,087 3,984 4,893 6,146 Bank deposits with more than 3 months

to maturity upon placement 65 177 - - -

Cash at the end of the year 4,542 4,336 5,638 7,515 10,247
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A  FY18A FY19E  FY20E  FY21E
Non-current assets 6,858 9,413 10,284 11,154 12,024 Sales mix (%)
Fixed asset 5,778 6,692 7,598 8,504 9,410 Finished drugs 73.6 775 81.9 84.8 875
Goodwill 497 527 511 495 480 Bulk medicines 26.4 225 18.1 15.2 12.5
Intangible assets 89 807 787 767 747 Total 100.0 100.0 100.0 100.0 100.0
Other non-current assets 494 1,387 1,387 1,387 1,387

Profit & loss ratios (%)
Current assets 11,824 13,803 15,994 19,285 24,181 Gross margin 60.4 66.3 71.5 74.0 75.0
Cash 4,542 4,336 5,638 7,515 10,247 EBITDA margin 27.2 25.1 24.4 23.9 23.6
Account receivable 2,024 2,546 3,113 3,808 4,767 Pre-tax margin 224 21.4 21.7 21.8 21.9
Inventories 2,516 3,045 3,108 3,465 4,171 Net margin 17.9 17.4 17.5 17.6 17.7
Other current assets 2,742 3,877 4,135 4,497 4,996 Effective tax rate 19.8 19.4 19.4 195 195
Current liabilities 4,995 7,247 7,528 8,276 9,753 Balance sheet ratios
Borrowings 804 71 71 71 71 Current ratio (x) 2.4 19 21 2.3 25
Trade and other payables 3,914 4,540 4,795 5,346 6,436 Trade receivables turnover days 92 77 76 76 76
Other current liabilities 277 2,637 2,662 2,859 3,247 Trade payables turnover days 273 361 366 366 366

Inventory turnover days 173 178 175 175 175
Non-current liabilities 326 440 440 440 440 Net debt to total equity ratio (%) Net Net Net Net Net

cash cash cash cash cash

Borrowings 52 - - - -
Other non-current liabilities 274 440 440 440 440 Returns (%)

ROE 18.1 20.5 22.3 23.0 24.0
Total net assets 13,361 15,530 18,309 21,723 26,012 ROA 12.9 13.3 15.2 16.1 17.0
Minority interest 74 477 468 457 443
Shareholders' equity 13,288 15,052 17,841 21,266 25,569 Per share data

EPS (RMB) 0.39 0.49 0.64 0.78 0.99

DPS (RMB) 0.13 0.15 0.19 0.24 0.30

BVPS (RMB) 2.2 25 29 3.5 4.2

Source: Company data, CMBIS estimates; Note: Exchange rate of HK$ against RMB at 0.897
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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 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.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)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 United States 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 United States. 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.
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