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CSPC Pharmaceutical (1093 HK)

Promising clinical progress of mRNA COVID-19

vaccine candidate

CSPC reported 9M22 revenue of RMB23.5bn, up by 13.8% YoY (+15.6% YoY
for 3Q22), and attributable net profit of RMB4.5bn, up by 3.1% YoY (+18.0%
YoY for 3Q22), accounting for 76% and 74% of our full year estimates,
respectively. 9M22 sales of the finished drugs increased by 10.8% YoY to
RMB18.6bn, mainly driven by the steady performance of nervous system drugs
(+9.2% YoY), as well as the strong growth of anti-infective drugs (+25.1% YoY)
and other new products. In addition, bulk product sales delivered a YoY growth
of 20.1% in 9M22, thanks to the increased sales volume of vitamin C, while
functional food and other business booked a strong YoY growth of 47.6%,
propelled by both volume and pricing rises of caffeine products. Besides its
acquisition of 51% equity interest of Guangzhou Recomgen Biotech in Feb 2022
and the out-license deal of SYSA1801, a Claudin 18.2 ADC, to Elevation
Oncology in Jul 2022, CSPC has entered into an exclusive in-license deal with
Harbour Biomed in Oct 2022 for batoclimab (HBM9161) in Greater China, a step
to further move forward its active BD strategy.

B Promising clinical development of COVID-19 mRNA vaccine candidate.
CSPC has initiated six clinical trials in evaluating the safety and
immunogenicity of SYS6006. Notably, the Company has submitted to China
CDE the primary analysis on adult group from a Ph Il study (SYS6006-003)
evaluating immunogenicity and safety of SYS6006 as well as the primary
analysis (14-day safety) from a study (SYS6006-007) testing SYS6006 as
heterologous booster on people with inactivated COVID-19 vaccination. On
29 Jul, China CDC disclosed to initiate an IIT study (ChiCTR2200062207)
assessing 14 new COVID variant targeted vaccine candidates, including
SYS6006. We believe results of this study will be critical for potential EUA
approvals in China. CSPC has already completed a production line with
capacity of 500mn doses/ year and the construction of 2" phase production
lines is in progress with targeted total capacity of 1.5bn doses/ year.

B Smooth marketing and R&D progress of new products. CSPC submitted
a new indication application of Mingfule for the thrombolytic treatment in
patients with acute ischemic stroke in Nov 2022, which the Company
expected to be approved in Dec 2023. Management indicated that Mingfule
has penetrated into more than 2,000 hospitals as of Oct 2022 and expected
the product sale to exceed RMB100mn in 2022E. Meanwhile, with the
marketing approval in Jan 2022, Duoenda experienced fast ramp-up and is
in progress to reach a full year sales of RMB150mn in 2022E, which could
be further doubled in 2023E, according to management.

B Maintain BUY. We currently do not factor in potential revenue contribution from
SYS6006. We expect CSPC’s revenue to grow 12.5%/ 13.6% YoY and
attributable net profit to grow 6.9%/ 17.8% YoY in FY22E/ 23E. We revised our
DCF-based TP to HK$13.52 (WACC 11.78%, Terminal growth 3.0%).

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 24,942 27,867 31,354 35,630 39,944
YoY growth (%) 12.8 11.7 125 13.6 12.1
Net profit (RMB mn) 5,160 5,605 5,990 7,059 7,991
YoY growth (%) 38.9 8.6 6.9 17.8 13.2
EPS (Reported) (RMB) 0.43 0.47 0.50 0.59 0.67
Consensus EPS (RMB) na na 0.51 0.61 0.64
P/E (x) 18.4 16.8 17.4 14.8 13.0
Net gearing (%) (38.0) (40.9) (50.9) (57.9) (63.6)

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: CMBIGM earnings revisions

New (o][] Diff (%)
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 31,354 35,630 39,944 30,827 35,032 39,276 1.7% 1.7% 1.7%
Gross profit 22,753 25,475 28,360 22,295 24,873 27,886 2.1% 2.4% 1.7%
Operating profit 7,414 8,675 9,825 7,306 8,460 9,662 1.5% 2.5% 1.7%
Net profit 5,990 7,059 7,991 5,901 6,884 7,858 1.5% 2.5% 1.7%
EPS (RMB) 0.50 0.59 0.67 0.49 0.58 0.66 1.5% 2.5% 1.7%
Gross margin 72.57% 71.50% 71.00% 72.32% 71.00% 71.00%  +0.25ppt  +0.50ppt 0.00ppt
Operating margin 23.65% 24.35% 24.60% 23.70% 24.15% 24.60% -0.05ppt  +0.20ppt 0.00ppt
Net margin 19.10% 19.81% 20.01% 19.14% 19.65% 20.01% -0.04ppt  +0.16ppt 0.00ppt
Source: Company data, CMBIGM estimates
Figure 2: CMBIGM estimates vs consensus
CMBI Consensus Diff (%)
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 31,354 35,630 39,944 31,458 35,762 38,529 -0.3% -0.4% 3.7%
Gross profit 22,753 25,475 28,360 23,276 26,658 28,729 -2.2% -4.4% -1.3%
Operating profit 7,414 8,675 9,825 7,347 8,393 9,133 0.9% 3.4% 7.6%
Attributable net profit 5,990 7,059 7,991 6,084 6,823 7,620 -1.5% 3.5% 4.9%
EPS (RMB) 0.50 0.59 0.67 0.51 0.61 0.64 -1.2% -2.5% 5.5%
Gross margin 72.57% 71.50% 71.00% 73.99% 74.54% 74.57% -1.42ppt -3.04ppt -3.57ppt
Operating margin 23.65% 24.35% 24.60% 23.35% 23.47% 23.70% = +0.29ppt  +0.88ppt  +0.89ppt
Net margin 19.10% 19.81% 20.01% 19.34% 19.08% 19.78% -0.24ppt  +0.73ppt  +0.23ppt

Source: Company data, Bloomberg, CMBIGM estimates

Figure 3: Risk-adjusted DCF valuation
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Financial Summary

INCOME STATEMENT 2019A 2020A

YE 31 Dec (RMB mn)

Revenue 22,103 24,942 27,867 31,354 35,630 39,944
Cost of goods sold (6,192) (6,257) (6,732) (8,601) (10,154) (11,584)
Gross profit 15,911 18,685 21,135 22,753 25,475 28,360
Selling expense (8,712) (9,378) (10,443) (10,842) (12,114) (13,501)
Admin expense (749) (946) (1,010) (1,147) (1,265) (1,398)
R&D expense (2,000) (2,890) (3,433) (3,852) (4,026) (4,314)
Others 150 585 546 503 605 678
Operating profit 4,600 6,057 6,795 7,414 8,675 9,825
Gain/loss on financial assets at FVTPL 0 0 0 0 0 0
Share of (losses)/profits of associates/JV 58 347 60 2 60 60
Net Interest income/(expense) (32) (12) (8) 2) 2 6
Pre-tax profit 4,626 6,391 6,847 7,414 8,737 9,892
Income tax (893) (1,162) (1,159) (1,320) (1,556) (1,762)
Minority interest 19 69 83 104 122 138
Net profit 3,733 5,229 5,688 6,094 7,181 8,130
Gross dividends 965 1,528 1,691 1,797 2,118 2,397
BALANCE SHEET 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec (RMB mn)

Current assets 13,697 15,921 20,337 26,293 32,791 39,839
Cash & equivalents 4,118 7,259 9,284 13,902 18,777 24,237
Account receivables 2,826 2,883 3,890 4,295 4,881 5,472
Inventories 2,536 1,861 2,480 3,063 3,617 4,126
Prepayment 0 0 0 0 0 0
ST bank deposits 1,838 1,535 1,443 1,443 1,443 1,443
Other current assets 2,379 2,382 3,240 3,589 4,073 4,561
Non-current assets 12,621 14,149 14,405 14,341 14,278 14,214
PP&E 8,459 7,770 8,529 8,629 8,729 8,828
Deferred income tax 35 117 43 43 43 43
Intangibles 1,136 509 468 442 417 392
Goodwill 823 1,164 1,035 897 759 621
Financial assets at FVTPL 1,078 1,877 1,979 1,979 1,979 1,979
Other non-current assets 1,091 2,711 2,351 2,351 2,351 2,351
Total assets 26,318 30,070 34,742 40,634 47,068 54,053
Current liabilities 6,237 6,302 7,226 8,835 10,218 11,482
Short-term borrowings 23 99 0 (99) (198) (297)
Account payables 4,803 4,759 6,162 7,776 9,181 10,473
Tax payable 259 379 261 261 261 261
Other current liabilities 1,152 1,065 803 897 974 1,046
Non-current liabilities 563 667 687 687 687 687
Long-term borrowings 0 0 0 0 0 0
Other non-current liabilities 563 667 687 687 687 687
Total liabilities 6,800 6,969 7,913 9,522 10,905 12,169
Share capital 10,899 10,899 10,899 10,899 10,899 10,899
Other reserves 7,562 11,433 15,087 19,280 24,221 29,815
Total shareholders equity 18,462 22,332 25,987 30,180 35,121 40,715
Minority interest 1,056 769 842 933 1,043 1,169
Total equity and liabilities 26,318 30,070 34,742 40,634 47,068 54,053
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2020A 2021A 2022E 2023E 2024E

YE 31 Dec (RMB mn)

Operating

Profit before taxation 4,626 6,391 6,847 7,414 8,737 9,892
Depreciation & amortization 692 809 865 864 864 864
Tax paid (867) (1,061) (1,141) (1,320) (1,556) (1,762)
Change in working capital (485) 1,680 (1,388) 370 (141) (225)
Others (182) (1,079) (547) 0 0 0
Net cash from operations 3,784 6,740 4,637 7,327 7,904 8,769
Investing

Capital expenditure (1,883) (1,356) (1,410) (800) (800) (800)
Acquisition of subsidiaries/ investments (508) 0 0 0 0 0
Others (67) (773) 773 0 0 0
Net cash from investing (2,457) (2,130) (637) (800) (800) (800)
Financing

Dividend paid (965) (1,528) (1,691) (1,797) (2,118) (2,397)
Net borrowings 23 169 0 0 0 0
Proceeds from share issues 1,224 0 0 0 0 0
Share repurchases (101) 0 (264) 0 0 0
Others (1,726) (112) (242) (112) (112) (112)
Net cash from financing (1,546) (1,471) (2,197) (1,908) (2,229) (2,509)

Net change in cash

Cash at the beginning of the year 4,336 4,118 7,259 9,284 13,902 18,777
Exchange difference 1 2 2) 0 0 0
Others 0 0 0 0 0 0
Cash at the end of the year 4,118 7,259 9,060 13,902 18,777 24,237
GROWTH 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Revenue 24.8% 12.8% 11.7% 12.5% 13.6% 12.1%
Gross profit 35.3% 17.4% 13.1% 7.7% 12.0% 11.3%
Operating profit 19.6% 31.7% 12.2% 9.1% 17.0% 13.3%
Net profit 21.1% 40.1% 8.8% 7.1% 17.8% 13.2%
PROFITABILITY 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Gross profit margin 72.0% 74.9% 75.8% 72.6% 71.5% 71.0%
Operating margin 20.8% 24.3% 24.4% 23.6% 24.3% 24.6%
Return on equity (ROE) 22.3% 25.6% 23.5% 21.7% 22.0% 21.4%
GEARING/LIQUIDITY/ACTIVITIES 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

Net debt to equity (x) (0.3) (0.4) (0.4) (0.5) (0.6) (0.6)
Current ratio (x) 2.2 25 2.8 3.0 3.2 35
Receivable turnover days 81.9 73.4 92.9 91.3 91.3 91.3
Inventory turnover days 149.5 108.6 1345 130.0 130.0 130.0
Payable turnover days 315.9 294.5 352.4 348.2 348.2 348.2
VALUATION 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec

P/E 222 18.4 16.8 17.4 14.8 13.0
P/E (diluted) 222 18.4 16.8 17.4 14.8 13.0
P/B 4.2 4.1 35 3.3 2.9 25
PICFPS 21.8 14.1 20.3 14.2 13.2 119
Div yield (%) 1.2 1.6 1.8 1.7 2.0 2.3

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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