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BUY (Maintain)

Simcere Pharmaceutical Group (2096 HK)

FDA approved trilaciclib for chemotherapy-induced

. Target Price HK$13.84
myelosuppression (Previous TP HK$13.84)
Up/Downside +70.85%

B The first and only myeloprotection therapy for chemotherapy-induced Current Price HK$8.10

myelosuppression. On 12 Feb 2021, Simcere’s partner G1 Therapeutics
(GTHX US) announced that the US FDA has approved COSELA (trilaciclib)
for injection to decrease the incidence of chemotherapy-induced
myelosuppression in adult patients when administered prior to chemotherapy
for extensive-stage SCLC (ES-SCLC). Trilaciclib is the first and only therapy
designed to help protect bone marrow (myeloprotection) when administered
prior to treatment with chemotherapy. In Jan 2021, Simcere has obtained the
IND approval from the NMPA to conduct a Phase | clinical trial of trilaciclib.

Positive Phase 2 clinical data on trilaciclib in combination with
chemotherapy in metastatic TNBC. At 2020 San Antonio Breast Cancer
Symposium (SABCS), G1 Therapeutics presented data of a randomized
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chemotherapy compared with chemotherapy alone (19.8 months vs 12.6 Total Issued Shares (mn) 2,609

months).
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B Sanbexin’s Phase 3 result was recently published in STROKE. Sanbexin e ol SLUE T
. Simcere Pharmaceutical Holding ~ 45.85%
(edaravone dexborneol) has been developed as a novel neuroprotective Artking Global 23.96%
agent, approved by the NMPA in Aug 2020. In the Phase 3 trial, among the Fortune Fountain Investment 4.64%
; Premier Praise 4.41%
1,165 enrolled AIS patients, the edaravone dexborneol group showed Excel Good Groupl A ST

significantly higher proportion of patients experiencing good functional

King View Development Intemationa  2.25%

outcomes on day 90 after randomization, compared with the edaravone group Efgg'f:\g:tnagemem éig‘;f
(modified Rankin Scale score <1, 67.18% vs 58.97%; odds ratio=1.42; Soiros M, Beaniay ==
P=0.004).
L . . ) Share performance
B Rich innovative drug pipelines. Simcere has established a comprehensive Absolute  Relative
innovative portfolio with nearly 50 candidates in different stages of ;-mtﬂ -12-‘112;0 -2-22;0
development. The Company has launched two innovative drugs, Orencia eith 'N/A" i 'N/A"

(abatacept injection) and Sanbexin in 2H20. Sanbexin was added into the
NRDL, effective from Mar 2021. KNO35, a potentially first-to-market
subcutaneously injectable anti-PD-L1 monoclonal antibody worldwide, filed
NDA in China for MSI-H solid tumors in Dec 2020.

Maintain BUY. We expect Simcere’s attributable net profit to grow from
RMB1,004mn in 2019 to RMB1,453mn in 2022E, representing a CAGR of
13.1%. We maintain our target price of HK$13.84 based on a 10-year DCF
valuation (WACC: 10.4%, terminal growth rate: 2.0%).

Risks: Lower-than-expected sales from key products, slower-than-expected
R&D progress of innovative drugs.

Source: Bloomberg
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Earnings Summar
(YE 31 Dec) SZET FY19A FY20E FY21E FY22E

Revenue (RMB mn) 4,514 5,037 4,554 6,458 8,164

Auditor: KPMG
Web-site: www.simcere.com

YoY growth (%) 17 12 (10) 42 26
Net income (RMB mn) 734 1,004 684 1,150 1,453 Related report:
\FicE)Y gtfo"z’t)h (%0) JI\-I(/),?\ N:ZZ\ (3227) ?2 ig Transitioning from generic to innovative
ratio (x o
Initiation) — 5 Jan 2021
EPS (RMB) N/A N/A 0.26 0.44 0.56 ( )
Consensus EPS (RMB) N/A N/A 0.23 0.47 0.60
ROE (%) 46.9 67.8 13.6 19.4 20.5
Net gearing (%) 56 155 Netcash Netcash Netcash

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Valuation

Maintain BUY with TP unchanged at HK$13.84
We expect Simcere’s attributable net profit to grow from RMB1,004mn in 2019 to
RMB1,453mn in 2022E, representing a CAGR of 13.1%. To factor in the potential
contribution from innovative drug pipelines, we use DCF model in valuing the Company.
We derive our target price of HK$13.84 based on a 10-year DCF valuation (WACC: 10.4%,

terminal growth rate: 2.0%).

Figure 1: Risk-adjusted DCF valuation (terminal growth rate: 2.0%)

DCF Valuation (in Rmb mn 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E
EBIT 1,348 1,600 1,963 2,450 3,016 3,317 3,616 3,905 4,178 4,429
Tax rate 13.0% 14.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
EBIT*(1-tax rate) 1,173 1,454 1,669 2,082 2,563 2,820 3,073 3,319 3,552 3,765
+ D&A 155 159 163 162 162 179 195 210 225 238
- Change in working capital (303) (243) (69) (94) (103) (113) (124) (134) (143) (151)
- Capex (200) (200) (150) (150) (150) (150) (150) (150) (150) (150)
FCFF 824 1,170 1,613 2,001 2,472 2,735 2,994 3,246 3,484 3,702
Terminal value 45,083
Terminal growth rate 2.0%
WACC 10.4%
Cost of Equity 13.0%
Cost of Debt 5.0%
Equity Beta 1.0
Risk Free Rate 3.0%
Market Risk Premium 10.0%
Target Debt to Asset ratio 30.0%
Effective Corporate Tax Rate 15.0%
Terminal value 16,800
Total PV 29,862
Net debt (1,813)
Minority interest 0
Equity value (RMB mn) 31,675
Equity value (HK$ mn) 36,101
DCF per share (HK$) 13.84
Source: CMBIS estimates
Figure 2: Sensitivity analysis
WACC
9.4% 9.9% 10.4% 10.9% 11.4%
3.0% 17.48 16.10 14.92 13.88 12.98
2.5% 16.66 15.42 14.34 13.40 12.56
Terminal 2.0% 15.95 14.82 13.84 12.97 12.20
growth rate
1.5% 15.32 14.30 13.39 12.59 11.86
1.0% 14.78 13.83 12.99 12.24 11.57

Source: CMBIS estimates

Figure 3: CMBIS estimates vs consensus

Consensus Diff (%)
FY20E FY20E FY21E FY21E
Revenue 4,554 6,458 8,164 4,587 6,524 8,276 -1% -1% -1%
Gross Profit 3,734 5,328 6,735 3,743 5,399 6,869 0% -1% -2%
Operating Profit 786 1,321 1,690 728 1484 1774 8% -11% -5%
Net profit 684 1,150 1,453 631 1200 1531 8% -4% -5%
EPS (RMB cents) 26 44 56 23 47 60 15% -6% -1%
Gross Margin 82.00% 82.50% 82.50% 81.60% 82.75% 83.00% | +0.40 ppt -0.25 ppt -0.50 ppt
Operating Margin 17.26% 20.46% 20.70% 15.86% 22.75% 21.44% | +1.40 ppt -2.28 ppt -0.74 ppt
Net Margin 15.01% 17.80% 17.80% 13.75% 18.39% 18.50% | +1.27 ppt -0.59 ppt -0.70 ppt

Source: Company data, CMBIS estimates

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

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 4,514 5,037 4,554 6,458 8,164 Profit before tax 929 1,082 786 1,321 1,690

Sales of pharmaceutical products 4,309 4,800 4,311 6,207 7,906 Depreciation for plant and equipment 103 147 140 145 149

Promotion service income 205 236 243 251 258 Change in working capital (210)  (556) (64) (475)  (479)

Cost of sales (771) (888) (820) (1,130) (1,429) Others 108 365 168 216 255

Gross profit 3,743 4,148 3,734 5328 6,735 Tax paid (155)  (265) (102) (172) (237)
Net cash from operating 776 773 927 1,036 1,378

Other income 68 92 90 90 90

Other expenses 91 16 0 0 0 Capex (335) (508)  (200) (200)  (200)

Other net (loss)/gain (447) (716) (820) (1,033) (1,306) Acquisition of subsidiaries 0 0 0 0 0

R&D expenses (447) (716) (820) (1,033) (1,306) Other investing activities (137) (85) 58 59 65

Administrative expenses (290) (352) (319) (446) (555) Net cash from investing (472)  (593) (142) (241) (135)

Listing expenses 0 0 0 0 0

Finance cost (48) (116) (106) (86) (66) Net proceeds from shares 0 0 2,986 0 0

Profit before tax 929 1,082 786 1,321 1,690 Bank borrowing 903 722 (300) (500)  (500)

Income tax expense (195) (78) (102) 172) (237) New loans from related parties 297 12 0 0 0

Total net profit 734 1,004 684 1,150 1,453 Other financing activities (889) (1,747) (242) (316) (356)

Minority Interests 0 0 0 0 0 Net. c.a.sh from financing 311 (1,013) 2,443 (816) (856)
activities

Profit attributable to shareholders 734 1,004 684 1,150 1,453
Net change in cash 615  (833) 3,229 80 387
Cash at the beginning of the year 573 1,188 355 3,584 3,663
Cash at the end of the year 1,188 355 3,584 3,663 4,050

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 2,673 3,869 3,911 3,948 3,981 Sales mix (%)

Plant and equipment 1,375 1,870 1,930 1,985 2,036 Sales of pharmaceutical 95.5 95.3 94.7 96.1 96.8

Goodwill 142 142 142 142 142 Promotion service income 4.5 4.7 5.3 3.9 3.2

Intangible assets 49 34 24 14 4 Total 100 100 100 100 100

Prepayments and deposits 22 325 325 325 325

Financial assets at FV through profit 860 902 902 902 902 Profit & loss ratios (%)

Others 224 596 588 580 572 Gross margin 83 82 82 83 83
EBITDA margin 23 26 22 23 23

Current assets 3,666 2,898 5,798 6,394 7,250 Pre-tax margin 21 21 17 20 21

Inventories 234 248 222 307 388 Net margin 16 20 15 18 18

Accounts and other receivables 1,032 1,456 1,154 1,586 1,974 Effective tax rate 21 7 13 13 14

Amounts due from related parties 678 0 0 0 0

Bank balances and cash 1,188 355 3,584 3,663 4,050 Balance sheet ratios

Others 534 838 838 838 838 Current ratio (x) 0.9 0.8 2.0 25 3.2
Trade receivables turnover days 67 83 83 83 83

Current liabilities 4,111 3,429 2,838 2,552 2,278 Trade payables turnover days 124 116 116 116 116

Accounts and other payables 1,815 1,673 1,382 1,596 1,822 Net debt to equity ratio (%) 56 155 Netcash Netcash Netcash

Bank Loans & Lease liabilities 1,993 1,670 1,370 870 370

Amounts due to related parties 204 0 0 0 0 Returns (%)

Tax payables 100 86 86 86 86 ROE 46.9 67.8 13.6 19.4 20.5
ROA 11.6 14.8 7.0 111 12.9

Non-current liabilities 662 1,858 1,858 1,858 1,858

Deferred income 331 471 471 471 471

Deferred tax liabilities 208 117 117 117 117

Total net assets 1,565 1,480 5,013 5,933 7,095

Minority interest 0 0 0 0 0

Shareholders' equity 1,565 1,480 5,013 5,933 7,095

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.

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

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 (l1) 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

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

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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