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Financial summary and valuation

2015 2016 2017E 2018E 2019E
Revenue (HK$m) 14,550.23 1582544 17,309.21  20,062.96 23,216.21
YoY (%) 17.55 8.76 9.38 15.91 15.72
Net income (HK$m) 1,77869 191328 235462  2,830.06 3,367.62
YoY (%) 17.54 7.57 23.07 20.19 18.99
EPS (HK$) 0.24 0.26 0.32 0.38 0.45
Diluted EPS (HK$) 0.24 0.26 0.32 0.38 0.45
ROE (%) 24.76 23.00 24.08 24.09 23.88
Debt/asset (%) 36.64 41.88 36.51 31.85 27.49
Dividend Yield (%) 0.62 0.59 0.75 0.90 1.07
PE (x) 42.58 39.60 32.17 26.77 22.49
PB (x) 5.13 6.35 5.38 457 3.87
EV/Ebitda (x) 22.22 19.97 17.97 14.50 12.08

Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible
debentures, stock options and warrants, were exercised.
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Investment Highlights:

Sino Biopharmaceutical received approval for its Viread generic, further strengthening its leadership
in hepatitis market. Given our enhanced confidence on sales of Runzhong, Qingzhong, Aisuping and
other new products, we lift our diluted EPS forecasts from HK$0.31 to HK$0.32 in 17E (+23% YoY),
from HKS0.36 to HKS0.38 in 18E (+20% YoY) and from HKS$0.42 to HKS0.45 in 19E (+19% YoY). We
maintain our target price of HK$12.6, at 33x 18E PE and, with 23.3% upside, our BUY rating.

Entecavir will maintain its dominant position. We note market concerns that tenofovir disoproxil
fumarate, the Viread generic, will replace entecavir. Tenofovir disoproxil fumarate is safe as a B-
grade pregnancy risk medication, but can cause renal impairment. As such, we do not think tenofovir
disoproxil fumarate is overwhelmingly superior to entecavir. We forecast entecavir to maintain
stable market share by volume while tenofovir disoproxil fumarate will increase its market share by
volume to ¢.30% within the next 5-7 years as it is substituted for lamivudine, adefovir and telbivudine
as rescue therapies for in cases of nucleoside analogue drug resistance.

Runzhong has passed the worst time. As most regions have completed the latest round of tenders,
we see limited downside to Runzhong’s average selling price (ASP) in the future. The market worries
about the execution of new tenders in Jiangsu Province. Nevertheless, Jiangsu Province only
accounts for ¢.10% of Runzhong’s total sales. Hence, we think the downside to Runzhong’s ASP will
be ¢.5-10% in 18E. With 15-20% YoY volume growth in 18E, we forecast sales of Runzhong to recover
to 10% YoY in 18E. We believe Runzhong and Tianding will continue to take market share from
Baraclude thanks to significant price advantages. Furthermore, Runzhong started bioequivalence
studies in March 2017, being the first mover in Consistency of Quality and Efficacy Evaluation for
Generic Drugs (consistency evaluation). Hence, Runzhong may further gain market share from other
generics.

Qingzhong passed consistency evaluation. On 5 December, Sino Biopharmaceutical announced that
its Viread generic, brand name Qingzhong, has received approval from the China Food & Drug
Administration (CFDA) for treatment of chronic hepatitis B (HBV). Although Qingzhong is a fifth-to-
market Viread generic (third in terms of HBV indication), Qingzhong is the first Viread generic in
China to have passed the consistency evaluation because it finished the head-to-head control clinical
trial comparison with the original drug. We lift our forecast of Qingzhong’s peak sales from
Rmb1.6bn to Rmb2.2bn. We are confident that Sino Biopharmaceutical will take a 40% share of the
Chinese tenofovir disoproxil fumarate market because it is the first generic to have passed
consistency evaluation and due to the company’s strong sales capability.

Maintain BUY. Given our enhanced confidence on sales of Runzhong, Qingzhong, Aisuping and other
new products, we lift our diluted EPS forecasts from HK$0.31 to HKS$0.32 in 17E (+23% YoY), from
HKS0.36 to HK$0.38 in 18E (+20% YoY) and from HK$0.42 to HKS$0.45 in 19E (+19% YoY). In renminbi
terms, we forecast the company’s net profit to reach Rmb2.0bn in 17E (+22% YoY), Rmb2.4bn in 18E
(+18% YoY) and Rmb2.9bn in 19E (+19% YoY). We maintain our target price of HK$12.6, at 33x 18E
PE and, with 23.3% upside, we maintain our BUY rating.

Please refer to the last page for important disclosures Page 1
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Competitive landscape for hepatitis market

China has a large population of viral hepatitis patients. According to data from the
Chinese Center for Disease Control and Prevention (CDC), in 2016, there were
1.22m new cases of viral hepatitis, representing a high incidence rate at 89.1 per
100,000 population. Of these, 77% are infected with hepatitis B.

Fig 1: New virus hepatitis infection cases (2003-2016)
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Source: China’s Disease Control and Prevention Center, SWS Research

According to National Health and Family Planning Commission (NHFPC), as of 2015,
there are approximately 90m hepatitis B virus (HBV) carriers in China and 28m are
chronic sufferers. As most Chinese hepatitis patients are from rural areas, only a
small proportion can afford the cost of antiviral treatments. According to CDC, as
of 2015, only 10% of hepatitis B patients received antiviral treatments. With rising
awareness of hepatitis and expanding reimbursement coverage of antiviral drugs,
the treatment rate of hepatitis will increase, in our view.

Hepatitis drugs include antiviral drugs, such as nucleoside analogues (NAs) and
interferon alpha, and adjuvant drugs for liver protection or immunity
enhancement. In terms of sample hospital sales, NAs’ share of the total market
for hepatitis drug market increased from 32% in 2012 to 38% in 1H17.

NAs usually have good tolerance, potent antiviral effects and convenient for
administration (oral formulation). However, interferon alpha has severe side
effects and requires subcutaneous injection. The main advantages of interferon
alpha are the absence of resistance and higher rate of HBe seroconversion.
Interferon is losing market share in hepatitis market (13% in 2012 vs 6% in 1H17).

Adjuvant drugs for liver protection had 56% market share in hepatitis market in
1H17, increased from 54% in 2016. We think this was mainly because NAs and
interferons recently experienced large price cuts and lost market share to
adjuvant drugs. However, we think the trend will reverse from 18E because the
tenders have been largely completed and increasing proportion of hepatitis
patients will receive anti-viral treatment.

We estimate that China’s hepatitis market amounted to c.Rmb40bn in 2016.
According to sales in sample hospitals, hepatitis drugs grew at a 6% Cagr in 2013-
16. Nevertheless, hepatitis drug sales declined by 5% YoY in 1H17 because of large
price cuts for NAs and interferons. We forecast 3-5% growth Cagr in Chinese
hepatitis drug market in the next 3 years. We think NAs will gain market share

Please refer to the last page for important disclosures Page 2
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from adjuvant drugs because NAs have potent anti-viral efficacy while adjuvant
drugs don’t. We expect 5-8% Cagr for Chinese NA market in the next three years.

Fig 2: Growth in hepatitis drug sales in sample hospitals (2012-1H17) Fig 3: Market share split of hepatitis drugs in sample hospitals (2012-1H17)
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Entecavir will maintain its dominant position

There are five main NA drugs in the market, including lamivudine (LAM), adefovir
(ADV), entecavir (ETV), telbivudine (LdT) and tenofovir disoproxil fumarate (TDF).
Entecavir and tenofovir disoproxil fumarate are recommended by authoritative
guidelines as first line monotherapies for hepatitis B.

Fig 4: Key factors of NA drugs

Generic Original Brand
name producer name

Year of US FDA approval Year of CFDA approval Advantages Disadvantages

Potent HBV inhibitors;

Tenofovir Approved by US FDA for the Approved by CFDA for the Highest barrier to resistance:
disoproxil Gilead Viread treatment of HIV in 2001; treatment of HIV in 2011; e No cross resistance: ’ Expensive costs;
fumarate Approved by US FDA for the Approved by CFDA for the Safe for B arade pre n,ant Renal impairment
(TDF) treatment of HBV in 2008 treatment of HBV in 2013 grade preg|
women
i S Resistance in lamivudine-
Entecavir BMS Baraclude 2005 2005 ?otent HBV |nh|§|tors, refractory hepatitis;
(ETV) High barrier to resistance !
Expensive costs
Adefovir Less efficacious than TDF;
(ADV) GSK Hepsera 2002 2005 Cheap costs Low barrier to resistance
Lar‘(r'nleL’\l:)me GSK Heptodin 1998 2001 Cheap costs Lowest barrier to resistance
Telbivudine Potent HBV inhibitors; Low barrier to resistance;
(LdT) Novartis Sebivo 2006 2007 Safe for B grade pregnant Resistance in lamivudine-
women refractory hepatitis

Source: European Association for the Study of the Liver, CFDA, Yaozh.com, SWS Research

Drug resistance is a serious problem for NA therapies. Lamivudine is the first
approved NA drug for hepatitis B and has been most widely used to date.
Lamivudine is an inexpensive agent, but engenders very high rates of resistance
with monotherapy. The cumulative rate of emergence of lamivudine resistance is
15-20% per year, and it plateaus at 60-80% after five years. Lamivudine is cross-
resistant to telbivudine and entecavir. Patients resistant to lamivudine can switch
to tenofovir disoproxil fumarate.

Among treatment-naive patients, entecavir resistance is very rare, only 1% over
five years. Nevertheless, entecavir has much higher rates of resistance in
lamivudine refractory patients, around 10% per annum. Entecavir has no cross-
resistance to adefovir, so entecavir monotherapy can be used for adefovir
resistant patients.

Please refer to the last page for important disclosures Page 3
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Tenofovir disoproxil fumarate has the least chance of resistance. Resistance to
tenofovir disoproxil fumarate has not been described so far.

Fig 5: Cumulative incidence of antiviral resistance in long-term studies of NA therapy
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Source: Asian-Pacific clinical practice guidelines on the management of hepatitis B, SWS Research

Market concerns that entecavir will be substituted by tenofovir disoproxil
fumarate because tenofovir disoproxil fumarate has stronger antiviral properties
and expanded reimbursement coverage.

Tenofovir disoproxil fumarate is safe for B grade pregnant women. Nevertheless,
renal impairment, including cases of acute renal failure and Fanconi syndrome
(renal tubular injury with severe hypophosphatemia), has been reported with the
use of tenofovir. As such, we don’t think tenofovir disoproxil fumarate is
overwhelmingly superior to entecavir.

In our view, tenofovir disoproxil fumarate will mainly take market share from
patients resistant to lamivudine, adefovir or telbivudine. The combined market
share of lamivudine, adefovir and telbivudine by volume was 34% in 1H17,
indicating significant room for substitution by tenofovir disoproxil fumarate.

Sino Biopharmaceutical is also developing tenofovir alafenamide fumarate (TAF, a
Vemlidy generic) which only requires 1/10 dosage of tenofovir disoproxil fumarate
and causes much less side effects than TDF. Vemlidy was approved by the US FDA
for treatment of HBV in November 2016.

Sino Biopharmaceutial has already started the bioequivalence (BE) study for
Vemlidy generic in November 2017. As Vemlidy’s Chinese patent will expire in July
2021, we expect Sino Biopharmaceutical’s Vemlidy generic to come to the market
in end-2021.

Please refer to the last page for important disclosures Page 4
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Fig 6: Market share split of NAs by revenue (2012-1H17) Fig 7: Market share split of NAs by volume (1H17)
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As of 1H17, in Chinese NA market, entecavir has 69% market share by revenue
and 60% market share by volume. Tenofovir disoproxil fumarate accounts for 7%
market share by revenue and 6% by volume, while the remaining 34% market
share by volume is divided between lamivudine, adefovir, and telbivudine. We
forecast entecavir to maintain stable market share by volume in the future while
tenofovir disoproxil fumarate will increase its market share by volume to ¢.30%
within the next 5-7 years because it will substitute lamivudine, adefovir and
telbivudine as rescue therapies for NA drug resistance. In terms of global sales,
Baraclude (entecavir) reached peak sales of US$1.53bn in 2013 and sales have
since declined to US$1.19bn in 2016 while Viread (tenofovir disoproxil fumarate)’s
sales have grown to US$1.19bn in 2016.

Viread completed price negotiations with the central government in 2015 and
agreed to cut the price by a significant 67%. After the price cut, the yearly
treatment cost of Viread is c.Rmb5,962. As of 1H17, the average selling price of
Runzhong is Rmb4,942, which is c.17% cheaper than Viread. Hence, Runzhong has
cost advantages to Viread.

Fig 8: Treatment costs of NAs

Yearly treatment Yearly treatment
cost Major generic drug Generic drug brand cost
of orginal drug producer name of generic drug
(Rmb) (Rmb)

Generic name Reimbursement coverage

NRDL Type2 (limited to HIV infection, active hepatitis B or
interruption of mother-to-infant transmission of hepatitis B
virus)

1 PRDL (Hubei, only for second-line treatment)

NRDL Type2 (limited to active hepatitis B)

Entecavir (ETV) 10,428 Chiatai Tianging Runzhong 4,942 27 PRDLs (limited to active hepatitis B),
2 PRDLs (no reimbursement restriction)
NRDL Type2 (limited to active hepatitis B)
Adefovir (ADV) 5,581 TIPR Pharmaceutical Daiding 3,291 28 PRDLs (limited to active hepatitis B),
1 PRDL (no reimbursement restriction)
NRDL Type2 (limited to active hepatitis B or
interruption of mother-to-infant transmission of hepatitis B
Lamivudine (LAM) 4,325 Cosunter Pharmaceutical Heganding 2,414 virus)
29 PRDLs (limited to active hepatitis B), 2 PRDLs (no
reimbursement restriction)
NRDL Type2 (limited to active hepatitis B or
interruption of mother-to-infant transmission of hepatitis B
Telbivudine (LdT) 6,782 NA NA NA virus)
30 PRDLs (limited to active hepatitis B),
1 PRDL (no reimbursement restriction)

Tenofovir disoproxil fumarate (TDF) 5,962 Chiatai Tianqing Qingzhong 5,232

Source: Yaozh.com, Pharma Database, SWS Research

Please refer to the last page for important disclosures Page 5
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Runzhong has passed the worst time

Runzhong (entecavir dispersible tablet) is Sino Biopharmaceutical’s largest source
of revenue. In 9M17, sales of Runzhong increased 6.2% YoY to Rmb2.5bn,
accounting for 22% of Sino Biopharmaceutical’s total sales.

Sino Biopharmaceutical launched Tianding (entecavir maleate tablet) in 2012. This
is a good supplement to Runzhong. Sales of Tianding was Rmb299m in 9M17, up
75% YoY. Combined sales of Runzhong and Tianding reached Rmb2.8bn in 9M17,
up 11% YoY.

In the Chinese entecavir market, the combined market share of Sino

Biopharmaceutical’s Runzhong and Tianding increased rapidly, from 26% in 2012
to43%in 1H17 by revenue, thanks to the company’s strong sales team. By volume,
Runzhong and Tianding have 50% market share in 1H17, the original drug,
Baraclude accounts for 26% market share, while other generics have the
remaining 24%.

Fig 9: Market share split of entecavir by revenue (2012-1H17) Fig 10: Market share split of entecavir by volume (1H17)
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Source: Pharma Database, SWS Research

Source: Pharma Database, SWS Research

We believe Runzhong and Tianding will continue to take market share from
Baraclude thanks to significant price advantages. The average tender price of
Runzhong represents a 53% discount to Baraclude, while Tianding’s tender price
represents a discount to Baraclude of 42%.

Fig 11: Price comparison of entecavir

Lowest
Average tender price tender price
Brand name Manufacturer Generic name Status Formulation Year of CFDA approval (Rmb per 0.5mg nationwide
dose) (Rmb per
0.5mg dose)
Baraclude Bristol-Myers Squibb Entecavir Original drug Tablet 2005 28.57 25.10
Runzhong Chiatai Tianging Entecavir First-to-market generic Dispersible tablet 2010 13.54 9.18
Tianding Chiatai Tianging TSR Generic Tablet 2012 16.44 14.35
Maleate
Leiyide Dawnrays Entecavir Second-to-market generic Dispersible tablet 2010 19.33 16.13
Weiliging Qingfeng Pharma Entecavir Third-to-market generic Dispersible tablet 2010 15.19 10.48
Enganding Cosunter Pharma Entecavir Fourth-to-market generic Capsule 2011 8.84 6.69

Source: Pharma Database, Insight, Yaozh.com, SWS Research

Furthermore, Runzhong started BE study in March 2017, being the first mover in
Consistency of Quality and Efficacy Evaluation for Generic Drugs (consistency
evaluation). We think Runzhong will be the first three entecavir generics to pass

Please refer to the last page for important disclosures Page 6
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the evaluation. Hence, Runzhong may further gain market share from other

generics.
Company Formulation Kickoff time
CTTQ Pharmaceutical Group Dispersible tablet 2017-03-09
Beijing Baiao Pharmaceutical Common tablet 2017-04-12
Jiangxi Qingfeng Pharmaceutical Dispersible tablet 2017-04-27
BrightGene Pharmaceutical Common tablet 2017-06-14
Jiangxi Qingfeng Pharmaceutical Capsule 2017-06-22
Haisco Pharmaceutical Capsule 2017-06-22
Qianjin Pharmaceutical Common tablet 2017-08-09
NJCTTQ Pharmaceutical Capsule 2017-08-26
Qilu Pharmaceutical Common tablet 2017-09-16
Zhejiang Huasheng Biopharmaceutical Common tablet 2017-09-16
Dawnrays Pharmaceutical Dispersible tablet 2017-09-21
Lonzeal Pharmaceutical Capsule 2017-10-26
Anhui Biochem Dispersible tablet 2017-10-31

Source: Insight, SWS Research

Due to c.50% price cuts in Shanxi, Zhejiang, Beijing, Hubei, etc., and the loss of
tenders in Fujian and Guangdong in 2016, Runzhong’s sales growth decelerated
from 13% YoY in 2016 to 6% in 9M17. We estimate the ASP of Runzhong was down
€.25% in 17E while the sales volume increased significantly by ¢.30% during the
same period. Runzhong’s ASP is currently c.Rmb13.5 per 0.5mg.

As most regions have completed the latest round of tenders, we expect limited
downside in Runzhong’s ASP in the future. The market worries about the
execution of new tenders in Jiangsu Province. Nevertheless, Jiangsu Province only
accounts for ¢.10% of Runzhong’s total sales. Hence, we think the downside in
Runzhong’s ASP will be c.5-10% in 18E. With 15-20% volume growth in 18E, we
forecast sales of Runzhong to recover to 10% YoY in 18E.

In the longer term, we think Runzhong will maintain stable pricing because it will
be the first three players to pass consistency evaluation and will enjoy better
competition landscape.

Fig 13: Tender prices of Runzhong (2010-2017)

(0.5mg*7 dispersible tablets) 2010 2011 2012 2013 2014 2015 2016 % of price cut
Shanxi 172.00 77.70 -54.8%
Zhejiang 153.00 77.70 -49.2%
Beijing 146.96 77.70 -47.1%
Hubei 146.96 77.70 -47.1%
Inner Mongolia 172.73 108.00 -37.5%
Guangxi 188.00 125.88 -33.0%
Sichuan 118.23 88.00 -25.6%
Shanghai 138.00 102.95 -25.4%
Shandong 127.96 99.98 -21.9%
Yunnan 181.39 160.95 -11.3%
Hunan 153.64 140.00 -8.9%
Shaanxi 155.76 146.95 -5.7%
Heilongjiang 116.06 NA
Chongging 79.72 NA
Kweichow 77.70 NA

Please refer to the last page for important disclosures Page 7
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Tianjin 77.70 NA
Jilin 142.10 NA
Hainan 140.00 NA
Anhui 118.00 NA
Tender
Guangdong 141.13 o NA
Fujian 129.50 Tender NA
lost
_ 0,
Jiangsu 166.88 77.70 EEAES (e Mot
executed)
Qinghai 159.80 Tenders ongoing
Hebei 166.88 Tenders ongoing

Source: Yaozh.com, SWS Research

Qingzhong passed consistency evaluation

On 5 December, Sino Biopharmaceutical announced that its Viread generic, brand
name Qingzhong, has received the CFDA’s approval for treatment of chronic
hepatitis B.

Before Qingzhong, Fujian Cosunter Pharmaceutical (300436:CH — N-R) and
Chengdu Brilliant Pharma received CFDA’s approval for the HBV indication of
Viread generics in May 2017. In early December 2017, the CFDA almost
simultaneously approved another three Viread generics for treatment of HBV,
including Sino Biopharmaceutical’s Qingzhong, Qilu Pharma and Anhui Biochem.
To date, five manufactures have received the CFDA’s approval for Viread generics.

Despite that Qingzhong is a fifth-to-market Viread generic (third in terms of HBV
indication), Qingzhong is the first Viread generic in China that have passed the
consistency evaluation because it finished the head-to-head control clinical trial
comparison with the original drug. Thus, we believe Qingzhong has significant
advantages in tenders compared with other Viread generics. In addition, Sino
Biopharmaceutical boasts a sizable hepatitis drug sales team (4,983 people as of
June 2017), which will help to quickly ramp up Qingzhong sales.

Viread completed price negotiations with the central government in 2015 and
agreed to cut the price by a significant 67%. After the price cut, the selling price is
Rmb16.33 per 300mg. According to the latest tender results, Qingzhong’s price in
Heilongjiang Province is Rmb14.3 per 300mg, 12% below Viread and 1-9% cheaper
than other Viread generics. As chronic HBV patients are sensitive to prices, we
think Qingzhong’s price advantages will help to drug to take market share.

Fig 14: Tenofovir disoproxil fumarate manufacturers

Average tender price

Bl M f: Ti f CFDA |
rand name anufacturer Status ime of C| approva (Rmb per 300mg)

. . L Approved for HIV indication in 2011;
VilRee Sl Ol el Approved for HBV indication in 2013 1oL
. - . . Approved for HIV indication in Nov 2016;

Beixin Chengdu Brilliant Pharma First-to-market generic Approved for HBV indication in May 2017 15.79
Approved for HBV indication in May 2017;
Approved for HIV indication in Nov 2017
Approved for HIV indication in May 2017
Approved for HBV indication in Dec 2017
A . Approved for HIV indication in Jun 2017
Zhengwen Anhui Biochem Fourth-to-market generic Approved for HBV indication in Dec 2017 14.52
Qingzhong Sino Biopharmaceutical Fifth-to-market generic Approved for HIV indication in Oct 2017 14.33

Approved for HBV indication in Dec 2017
Source: Yaozh.com, CFDA, SWS Research

Fuganding Fujian Cosunter Pharmaceutical Second-to-market generic 15.49

NA Qilu Pharma Third-to-market generic 15.21

As discussed above, tenofovir disoproxil fumarate is a first-line drug used for
treatment of chronic hepatitis B. Compared with other nucleoside analogue drugs,
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such as lamivudine and adefovir, tenofovir disoproxil fumarate has stronger and
quicker anti-virus efficacy, lower chance of drug resistance and more safety to B
grade pregnant women. Nevertheless, tenofovir disoproxil fumarate can lead to
renal impairment. We expect tenofovir disoproxil fumarate to substitute
lamivudine, adefovir and telbivudine as rescue therapies for NA drug resistance.

The combined market share of lamivudine, adefovir, and telbivudine by volume
was 34% in 1H17, indicating significant room for substitution by tenofovir
disoproxil fumarate. Moreover, tenofovir disoproxil fumarate was added to the
new NRDL in February 2017. To date, 27 provinces have rolled out the new NRDL,
which will stimulate the market share gain for tenofovir disoproxil fumarate.

We expect tenofovir to increase its share by volume in the Chinese NA market to
30% by 2024E. We also forecast the proportion of HBV patients receiving NA
therapies will climb from 12% in 18E to 20% in 24E.

Given that there will be at least five generic players on the tenofovir disoproxil
fumarate market, we think the ASP of Qingzhong will decline at a 5% Cagr in 2018-
24E. We lift our forecast of Qingzhong’s peak sales from Rmb1.6bn to Rmb2.2bn
because we are confident that Sino Biopharmaceutical will take 40% market share
in Chinese tenofovir disoproxil fumarate because it is the first generic passed
consistency evaluation and the company has strong sales capability.

Fig 15: Sales projection for tenofovir

2018E 2019E 2020E 2021E 2022E 2023E 2024E

Number of patients with chronic HBV (‘000 ppl) 28,000 28,000 28,000 28,000 28,000 28,000 28,000
Patients taking NA treatment as % of total chronic HBV patients 12.00% 14.00% 16.00% 17.00% 18.00% 19.00% 20.00%
Penetration rate of tenofovir among patients receiving NA treatment 10.00% 15.00% 20.00% 23.00% 26.00% 28.00% 30.00%
SBP's market share in Chinese tenofovir market 12.00% 18.00% 23.00% 28.00% 35.00% 38.00% 40.00%
Annual treatment cost of Sino Biopharmaceutical's tenofovir generic (Rmb) 5,200 4,940 4,693 4,458 4,235 4,024 3,822
Annual net sales of tenofovir (Rmbm, after VAT) 179 447 827 1,168 1,660 1,947 2,195

Source: Company data, SWS Research

Long-term winner in the pharmaceutical industry

We believe Sino Biopharmaceutical will continue to expand its product portfolio
thanks to its strong capability in drug innovation. Sino Biopharmaceutical also has
a sizable and capable in-house sales team, which will help its new drugs to quickly
ramp up after commercialisation. The company’s R&D expense-to-revenue ratio
has remained stable since 2011 (at ¢.8-10%). In absolute terms, its R&D expense
is higher than most domestic competitors.
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Fig 16: R&D expenses of Chinese pharmaceutical companies in 2016 (excluding capitalised expenses)

1,600 4 (Rmbm) 12.4% - 14%
1,400 - L 9
, 10.79 - 12%
10.1% OQA’ 0
12001 o - 10%
1,000 -
6.6% - 8%
800 1 5.3% 6% o | 6o
600 A o * 4.5% °
* - 4%
400 -
200 A - 2%
0 T T T T T T 0%
Sino Hengrui  Shanghai Fosun Kelun Hisun CSPC
Biopharm Pharma
R&D expense (2016) @® R&D expense-to-revenue ratio (RHS)

Source: Company data, SWS Research

In January 2017, the company changed its reporting currency from Hong Kong
dollars to renminbi. To maintain consistency, our model remains denominated in
Hong Kong dollars.

Given our enhanced confidence on sales of Runzhong, Qingzhong, Aisuping and
other new products, we lift our diluted EPS forecasts from HK$0.31 to HK$0.32 in
17E (+23% YoY), from HK$0.36 to HKS$0.38 in 18E (+20% YoY) and from HKS$0.42 to
HK$0.45 in 19E (+19% YoY). Translating into Rmb terms, we forecast the
company’s net profit to reach Rmb2.0bn in 17E (+22% YoY), Rmb2.4bn in 18E
(+18% YoY) and Rmb2.9bn in 19E (+19% YoY).

The stock is trading at 27x 18E PE. We believe Sino Biopharmaceutical will become
a long term winner in pharmaceutical industry because it will consistently launch
new blockbusters thanks to the company’s strong R&D capability and heavy

investment in R&D.

We maintain our target price of HK$12.6, indicating 33x 18E PE and 23% upside.

Risks

Downside risks mainly lie in larger-than-expected price cuts of Runzhong, slower-
than-expected rollout of new products, and corporate governance risks.
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P —

Please refer to the last page for important disclosures Page 11

) SWs

7 December 2017

Appendix

Consolidated Income Statement

Pharmaceuticals, Biotechnology & Life | Company In-depth Research

HKSm 2015 pL ) 2017E 2018E 2019E
Revenue 14,550 15,825 17,309 20,063 23,216
Cost of Sales (3,250) (3,291) (3,588) (4,173) (4,806)
Gross Profit 11,301 12,534 13,721 15,890 18,410
Other Income 392 321 532 334 346
Selling/General/Admi. Expenses (7,131) (7,587) (8,117) (9,229) (10,517)
Ebitda 3,485 3,906 4,285 5,240 6,176
Ebit 3,132 3,512 3,886 4,841 5,777
Finance Costs (80) (90) (91) (85) (68)
Profit before tax 3,444 3,743 4,328 5,089 6,056
Income tax expense (533) (555) (735) (865) (1,029)
Minority interests (1,132) (1,275) (1,238) (1,394) (1,659)
Profit for the year 1,779 1,913 2,355 2,830 3,368
Source: Company data, SWS Research
Consolidated Cash Flow Statement
HKSm 2015 pL ) 2017E 2018E 2019E
Profit before taxation 3,444 3,743 4,328 5,089 6,056
Plus: Depr. and amortisation 353 394 399 399 399
Finance cost 80 90 91 85 68
Losses from investments (195) (159) (136) (160) (160)
Change in working capital (445) 306 (62) 377) (430)
Others (946) (922) (1,186) (1,336) (1,563)
CF from operating activities 2,291 3,452 3,433 3,701 4,369
Capex (1,776) (910) (850) (850) (850)
Other CF from investing activities (57) (1,384) 320 344 356
CF from investing activities (1,833) (2,294) (530) (506) (494)
Equity financing 0 0 0 0 0
Net change in liabilities 2 1,677 (500) (500) (500)
Dividend and interest paid (376) (534) (656) (765) (876)
Other CF from financing activities (514) (680) (873) (1,049) (1,248)
CF from financing activities (888) 462 (2,028) (2,313) (2,624)
Net cash flow (430) 1,619 875 881 1,251
. 731 2,747 2,637 3,148 3,866
e 653 4,334 2,047 2,562 3,299

Source: Company data, SWS Research
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Consolidated Balance Sheet

Current Assets 9,936 14,212 15,151 16,560 18,404
Bank balances and cash 2,711 4,203 5,079 5,960 7,211
Trade and other receivables 1,866 2,228 2,229 2,583 2,989
Inventories 950 999 1,062 1,235 1,422
Other current assets 4,408 6,782 6,782 6,782 6,782
Long-term investment 1,258 999 1,265 1,552 1,889
PP&E 2,656 3,000 3,490 3,980 4,470
Intangible and other assets 2,632 2,329 2,290 2,251 2,212

Total Assets 16,483 20,540 22,196 24,342 26,975

Current Liabilities 5,524 6,314 6,315 6,466 6,628
Borrowings 1,420 1,529 1,529 1,529 1,529
Trade and other payables 768 923 924 1,075 1,238
Other current liabilities 3,336 3,862 3,862 3,862 3,862
Long-term liabilities 516 2,288 1,788 1,288 788

Total Liabilities 6,040 8,602 8,103 7,754 7,416

Minority Interests 2,687 3,053 3,419 3,764 4,174

Shareholder Equity 7,756 8,885 10,674 12,825 15,384
Share Capital 185 185 185 185 185
Reserves 7,571 8,699 10,489 12,640 15,199

Total Equity 10,443 11,938 14,093 16,589 19,559

Total Liabilities and equity 16,483 20,540 22,196 24,342 26,975

Source: Company data, SWS Research
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Key Financial Ratios

Ratios per share (HKS)

Earnings per share 0.24 0.26 0.32 0.38 0.45
Ll ES 0.24 0.26 0.32 0.38 0.45
Operating CF per share 0.44 0.47 0.46 0.50 0.59
L7 eIEnE £l SIS 0.06 0.06 0.08 0.09 0.11
Net assets per share 1.99 1.61 1.90 2.24 2.64
Key Operating Ratios (%)

ROIC 21.88 19.46 19.43 21.67 22.88
ROE 24.76 23.00 24.08 24.09 23.88
Gross profit margin 77.67 79.20 79.27 79.20 79.30
Ebitda Margin 23.95 24.68 24.75 26.12 26.60
Ebit Margin 21.53 22.19 22.45 24.13 24.88
Growth rate of Revenue(YoY) 17.55 8.76 9.38 15.91 15.72
Growth rate of Profit(YoY) 17.54 7.57 23.07 20.19 18.99
Debt-to-asset ratio 36.64 41.88 36.51 31.85 27.49
Turnover rate of net assets 1.39 1.33 1.23 1.21 1.19
Turnover rate of total assets 0.88 0.77 0.78 0.82 0.86
Effective tax rate (%) 15.47 14.83 16.98 17.00 17.00
Dividend yield (%) 0.62 0.59 0.75 0.90 1.07
Valuation Ratios (x)

PE 4258 39.60 32.17 26.77 22.49
PB 5.13 6.35 5.38 4,57 3.87
EV/Sale 5.32 4.93 4.45 3.79 3.21

Source: Company data, SWS Research
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves
as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any
third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the
group company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making
activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the
Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be
compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of Shenwan Hongyuan Securities. The company is a qualified securities investment consulting institute approved by China
Securities Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating,
etc. by issuing securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report,
we define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the
report, we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation,
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The
industry classification is available at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. (subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the
sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions,
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations
if they so wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports
which are inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any
consulting services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute
personal advice for individual clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives,
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to
the risks and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation
for this report where the receiver of this report is not a client of the Company.
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The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report.
Unless otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the
Company in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used
in any other ways which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service
marks or marks of the Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the
Hong Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within
Article 49(2)(a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant
Persons”). This document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or
any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and
Futures Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore
recipients of the report are to contact the Singapore office of Shenwan Hongyuan Singapore Private Limited at 65-6323-5208, or 65-6323-5209 in respect
of any matters arising from, or in connection with, the report.
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