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CSPC Pharmaceutical (1093 HK) iy e i o e

BUY (Maintain)

Multiple innovative drugs to receive approvals in 2021

Target Price HK$11.03
(Previous TP HK$10.10)
Up/Downside +16.82%
For the full-year of 2020, CSPC’s revenue grew 12.8% YoY to RMB24.9bn (vs Current Price HK$9.44

CMBI estimate of 14.1%), and attributable net profit increased 38.9% YoY to
RMB5.16bn ( vs CMBI estimate of 23.2%). The higher-than-expected bottom line

. . . / ; . China Healthcare Sector
was mainly attributable to one-off gains, incl. RMB531mn fair value gains from

financials assets, RMB315mn gain from disposal of subsidiaries, etc. Our calculation Jill Wu, CFA
indicates that the recurring net profit grew roughly 19% YoY in 2020. Blended GPM (852) 3900 0842
improved 2.9 ppts thanks to margin recovery of bulk antibiotics. R&D expense ratio IR @ENREECIES
increased 2.53 ppts, while selling expenses ratio decreased 1.82 ppts. Sam HU, PhD

(852) 3900 0882
B NBP sales decelerated due to price cuts. NBP sales grew 7% YoY in samhu@cmbi.com.hk

2H20, vs 30% YoY in 1H20 and 36% YoY in full-year of 2019. In Dec 2020,
the price of NBP capsule and NBP injection was cut by of 55.6% and 51.3%

Jonathan Zhao
(852) 6359 1614

respectively during the price negotiation with the National Healthcare jonathanzhao@cmbi.com.hk
Security Administration (NHSA). The price has been effective since 1 Mar
2021. We think the price deduction will be partly offset by volume increase Stock Data
thanks to better affordability of the drug. Mkt Cap (HK$ mn) 113,032
] ] o Avg 3 mths t/o (HK$ mn) 636.98
B Oncology and cardiovascular disease products drove finished drug 52w High/Low (HK$) 11.16/6.83
sales growth. Oncology drug sales grew 29.0% YoY to RMB6.29bn in 2020, Total Issued Shares (mn) 11,974
driven by strong growth from Jinyouli (+37.3% YoY), Duomeisu (+41.3% Source: Bloomberg
YoY), and Ke'aili (+16.4% YoY). Cardiovascular disease drug sales rallied Shareholding Structure
61.9% YoY to RMB2.36bn and respiratory disease drug sales grew 54.4% Management 29.94%
YoY to RMB491mn. Citigroup Inc 5.87%
) ) ) . . ) BlackRock 4.75%
B Aggressive investment in both product licensing and in-house R&D. Free float 59.44%
R&D expense increased 44.5% YoY to RMB2.89bn in 2020. We expect the Source: HKEx
Company to receive_NMP_A’s approv_als for Amphotericin B ch_olesteryl Share Performance
sulfate complex for injection and Mitoxantrone hydrochloride liposome Absolute _ Relative
injection in 2021E, and Duvelisib (PI3K), BPI-7711 and Amphotericin B 1-mth 15.7% 21.5%
liposome in 2022E. CSPS has just completed two product in-licensing deals, 3-mth 30.5% 19.8%

6-mth -2.6% -16.5%
Source: Bloomberg

incl. obtaining the exclusive right in BPI-7711, a 3rd generation EGFR-TKI
from Beta Pharma and obtaining the exclusive right of CM310 (IL-4Ra
antibody) from JMT-BIO. 12-mth Price Performance

B Maintain BUY. We trim FY21/22E revenue and attributable net profit forecasts (Hf) Tolomae T Siebased)
by 8.1%/18% and 4.5%/13.8%, respectively. We expect revenue to grow 8%/13%
YoY in FY21/22E and attributable net profit to grow 3%/22% YoY in FY21/22E.
We roll over our price target to 2021E and raise our DCF-based TP to HK$11.03
(WACC 11.08%, Terminal growth 3.0%), indicating 17.6x FY21E P/E.
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B Catalysts: 1) earlier-than-expected launch of new products, 2) stronger- 2
than-expected product sales, and 3) successful listing on Sci-Tec Board. 0
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Earnings Summary Source: Bloomberg

YE 31 Dec FY19A FY20A FY21E FY22E FY23E

Revenue (RMB mn) 22,103 24,942 26,928 30,378 34,442 . .

YoY growth (%) 25 13 8 13 13 Auditor: Deloitte

Net profit (RMB mn) 3,714 5,160 5,329 6,504 7,767

EPS (RMB) 0.31 0.43 0.45 0.54 0.65 Related Reports

YoY growth (%) -37.1 38.9 3.1 22.0 19.4 1. Earnings accelerated in Q3 - 24 Nov

Consensus EPS (RMB) 0.31 0.37 0.44 0.53 0.61 2020

P/E (x) 25.2 18.2 17.6 14.4 12.1 2. Inline 1Q results amid COVID-19

P/B (x) 4.8 4.1 3.5 3.0 2.5 outbreak — 28 May 2020

Yield (%) 1.0 1.6 1.7 2.1 25 3. Oncology portfolio to be a major

ROE (%) 20.1 23.1 20.4 21.2 21.5 growth driver — 31 Mar 2020

Net gearing (%) Net cash Net cash Net cash Net cash Net cash 4. Another solid quarter — 19 Nov 2019
Source: Company data, Bloomberg, CMBIS estimates 5. The King is back — 20 Aug 2019
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: CMBIS earnings revisions

(RMB mn) New (o][] Diff (%)
FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 26,928 30,378 34,442 29,312 37,039 NA -8.1% -18.0% NA
Gross profit 20,196 23,088 26,520 22,277 28,520 NA -9.3% -19.0% NA
Operating profit 6,617 8,087 9,668 6,991 9,464 NA -5.3% -14.5% NA
Net profit 5,329 6,504 7,767 5,582 7,541 NA -4.5% -13.8% NA
EPS (RMB) 0.45 0.54 0.65 0.47 0.63 NA -4.5% -13.8% NA
Gross margin 75.00% 76.00% 77.00% 76.00% 77.00% NA -1.00 ppt  -1.00 ppt NA
Operating margin 24.57% 26.62% 28.07% 23.85% 25.55% NA  +0.72 ppt  +1.07 ppt NA
Net Margin 19.79% 21.41% 22.55% 19.04% 20.36% NA +0.75ppt +1.05 ppt NA
Source: Company data, CMBIS estimates
Figure 2: CMBIS estimates vs consensus
(RMB mn) CMBIS Consensus Diff (%)
FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 26,928 30,378 34,442 29,990 35,244 42,696 -10.2% -13.8% -19.3%
Gross profit 20,196 23,088 26,520 22,385 26,601 31,638 -9.8% -13.2% -16.2%
Operating profit 6,617 8,087 9,668 6,348 7,569 9,116 4.2% 6.8% 6.1%
Net profit 5,329 6,504 7,767 5,209 6,204 7,269 2.3% 4.8% 6.9%
EPS (RMB) 0.45 0.54 0.65 0.44 0.53 0.61 0.9% 3.3% 6.3%
Gross margin 75.00% 76.00% 77.00% 74.64% 75.48% 74.10% +0.4 ppt +0.5 ppt +2.9 ppt
Operating margin 24.57% 26.62% 28.07% 21.17% 21.48% 21.35% +3.4 ppt +5.1 ppt +6.7 ppt
Net Margin 19.79% 21.41% 22.55% 17.37% 17.60% 17.03%  +2.4ppt  +3.8ppt  +5.5ppt
Source: Company data, Bloomberg, CMBIS estimates
Figure 3: Peers’ valuation
TP Price Mkt cap PER (x) PBR (x) EV/EBITDA (x) ROE (%)
Company Ticker  Rating LC LC LCmn FY21E FY22E | FY21E FY22E FY21E FY22E FY21E FY22E
CSPC Pharma 1093 HK BUY 11.03 9.44 113,032 17.6 144 35 3.0 11.4 9.0 22.0 23.0
Sino Biopharm 1177 HK N/A  N/A 8.51 160,511 47.8 33.1 4.0 3.7 215 17.7 8.2 9.7
Hansoh Pharma 3692 HK N/A  N/A 34.85 206,277 60.9 47.0 115 9.5 48.7 37.1 18.7 20.4
3SBIO Pharma 1530 HK N/A  N/A 7.38 18,772 10.9 9.8 1.4 1.2 8.4 7.0 14.1 13.4
Livzon Pharma 1513 HK N/A  N/A 28.50 35,835 13.4 115 1.8 1.7 10.9 9.5 15.0 15.4
Fosun Pharma 2196 HK N/A  N/A 33.35 114,354 21.1 16.9 2.1 1.9 251 22.1 9.8 10.8
Average 28.6 22.1 4.1 3.5 21.0 171 14.6 15.4

Source: Bloomberg, 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)  FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 22,103 24,942 26,928 30,378 34,442 EBIT 4601 6,057 6,617 8,087 9,668
Finished drug 17,937 20,405 22,326 25,707 29,699 Depreciationand amortization 692 692 692 692 692
Bulk medicines 4,166 4,538 4,603 4,671 4,743 Change in working capital (490) 429 (157) (409) (496)
Cost of sales (6,192) (6,257) (6,732) (7,291) (7,922) Income tax paid (867) (1,162) (1,267) (1,546) (1,846)
Gross profit 15,911 18,685 20,196 23,088 26,520 Others (151) 334 50 50 50
Net cash from operating activities 3,784 6,350 5’935 6,873 8,067
Other income and gains 203 642 323 365 413
Distribution expenses (8,712) (9,378) (9,829) (10,936) (12,399) Capex (1,873) (1,500) (1,300) (1,000) (1,000)
Administrative expenses (749) (946) (1,049) (1,170) (1,344) Placement of restricted bank deposits (1,935) _ _ _ _
R&D expenses (2,000) (2,890) (2,962) (3,190) (3,444) Other 1,350 - - - -
Other expenses (142) (57) (62) (69) (79) Netcashfrominvesting activities (5 457y (1,500) (1,300) (1,000) (1,000)
Operating profit 4601 6,057 6,617 8,087 9,668
Change of Debts (48) - - - -
Share of profit of associate / JV 58 14 60 60 60 Dividend paid (965) (1,528) (1,599) (1,951) (2,330)
Net finance cost 32 (12 (10  (10)  (10) Other 633 @ @ B O
Exceptional _ 333 _ _ _ Net cash from financing activities (1,546) (1’531) (1,602) (11954) (2’333)
Pre-tax profit 4626 6,391 6,668 8,137 9,718
Net change in cash (219) 3,319 3,033 3,919 4,734
Profits tax (893) (1,162) (1,267) (1,546) (1,846) Cashatthebeginning of the year 4,336 4,118 7,259 10,293 14,212
Minority interest (19) (69) (72) (87)  (104) Exchange difference 1 - - - -
Net profit Bank deposits with more than 3 months
3,714 5,160 5,329 6,504 7,767 to maturity upon placement - - - - -
Cash at the end of the year 4118 7,438 10,293 14,212 18,947
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 12,621 14,149 14,757 15,066 15,374 Sales mix (%)
Fixed asset 8459 7,770 8,483 8,895 9,307 Finished drugs 812 818 829 846 862
Goodwill 823 1,164 1,078 992 907 Bulk medicines 188 182 171 154 138
Intangible assets 1,136 509 491 473 455 Total 100.0 100.0 100.0 100.0 100.0
Other non-current assets 2,203 4,706 4,706 4,706 4,706
Profit & loss ratios (%)
Current assets 13,697 15,921 19,496 24,275 30,015 Gross margin 720 749 750 760 77.0
Cash 4,118 7,259 10,293 14,212 18,947 EBITDA margin 239 271 271 289 301
Account receivable 2,826 2,883 3,113 3512 3,981 Pre-tax margin 209 256 248 268 282
Inventories 2,536 1,861 2,002 2,169 2,356 Netmargin 16.8 207 198 214 226
Other current assets 4217 3918 4,088 4,383 4,730 Effective tax rate 193 182 190 190 19.0
Current liabilities 6,237 6,302 6,685 7,136 7,645 Balance sheet ratios
Borrowings 23 99 99 99 99 Current ratio (X) 2.2 25 2.9 3.4 3.9
Trade and other payables 4803 4,759 5,121 5,546 6,026 Trade receivables turnover 82 73 73 73 73
Other current liabilities 1,411 1,444 1,466 1,491 1,521 Trade payables turnover 316 205 205 205 205
Inventory turnover days 149 109 109 109 109
Non-current liabilities 563 667 667 667 667 Net debt to total equity ratio (%) Netcash Netcash Netcash Netcash Netcash
Borrowings ) } } } }
Other non-current 563 667 667 667 667 Returns (%)
ROE 201 231 204 212 215
Total net assets 19,518 23,101 26,900 31,537 37,076 ROA 141 172 156 165 17.1
Minority interest 1,056 769 838 922 1,024
Shareholders' equity 18,462 22,332 26,063 30,615 36,053 Per share data
EPS (RMB) 031 043 045 054 065
DPS (RMB) 0.08 013 0.13 0.16 0.19
BVPS (RMB) 1.6 1.9 2.2 2.6 31

Source: Company data, CMBIS estimates
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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.

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
Assaociations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.
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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
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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
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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.
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