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3S Bio (1530 HK)

B We expect Co.’s total rev. to grow by 8% yoy and to reach
~RMB6.9bn in FY22E, led by Mandi growth; modest adj. NP growth

B We think TPO & Cipterbin’s price reduction concerns were de-
risked as we reckon NRDL policy & result become more predictable

B Co. trades at 11X/9X FY22E/23E PER, near the lowest quantile
within its historical PER band. Maintain BUY and TP at HKD11.0
Mandi led growth in 22E; autoimmune’s worst may be behind
We expect alopecia product Mandi to deliver ~50% yoy sales growth and
to reach >RMB900mn in FY22E (vs 41% yoy in 1H22), thanks to its
continued omnichannel distribution (i.e. pharmacies & e-commerce)
despite omicron disruptions. We expect Co.’s core product TPO to
deliver modest growth, given its CIT label and its continued penetration in
lower-tier market, however hospital restrictions persisted in higher-tier
cities throughout 2022. We expect EPIAO/SEPO sales remain largely flat
compared to FY21, given pandemic impact and ASP erosions due to
competition. In addition, Co.’s subsidiary Sunshine Guojian (688336 SH,
NR) has recently published its FY22 preview (link), w/ total rev to
decrease by ~8.5%-13.9% yoy, mainly due to YSP softness (we
modelled a >20% yoy sales drop), however partly offset by strong
Cipterbin sales (+100% yoy as per SSGJ) and revenue contribution from
the SIGO CDMO platform. We think YSP’s worst are in the rear mirror as
outpatient traffic returns to normalcy.

Predictable NRDL policy likely to de-risk TPO & Cipterbin

We think TPO & Cipterbin’s price reduction concerns were de-risked as
we reckon NRDL policy and result proved to be more predictable (see
our report, link). In addition, Cipterbin’s NRDL reimbursement restriction
was lifted, meaning that it can be used with more chemo combo choices
(vs prev. w/ vinorelbine). We believe this reimbursement expansion
signals a much desired balance between innovation and reimbursement,
and Co. is likely to benefit from govt.’s continued stance of encouraging
innovation transformation of the pharma/biotech industry.

Maintain BUY and SOTP-based TP at HKD11.0

We maintain our FY22E/23E earnings projections and SOTP-based TP
at HKD11.0. We think Co.’s risk/reward is attractive given 1) Co. trades
at 11X/9X FY22E/23E PER, near the lowest quantile within its historical
PER band; and 2) in-house pipeline upgrades to trigger potential re-rate
(10+ potential NDA approvals/label expansions in 2023E-25E); 3) rich-
cash position (~RMB6.5bn cash as of June 30) to support BD (10+ deals
in past 3-5 years). Key risks: ASP erosions from regional VBPs/
competitions and reimbursement risks etc.
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CB interest expenses; closing price as of Jan 31, 2022

+852 3189 6126

+852 3189 6354

warrendai@cmschina.com.hk haydenzhang@cmschina.com.hk

Wanjia Yu, PhD
+852 3189 6268

wanjiayu@cmschina.com.hk

FY22 results preview

BUY

Previous

BUY

Price (Jan 31, 2023)

HKD8.5

12-month Target Price
(Potential up/downside)

HKD11.0 (+29%)

Previous

HKD11.0

60% ——1530 ——HSI Index
50%
40%
30%
20%
10%

0%

-10%

-20%

-30%

-40%
Jan-22 Apr-22

Source: Bloomberg

% im 6m

Oct-22

Jan-23

12m

1530 HK 53 748
HSI (6.2)  (16.3)

465
(26.1)

Hang Seng Index (Jan 31, 2023)

21,842

HSCEI (Jan 31, 2023)

52-week range (HKD)

7,425

4.7-9.1

Market cap (HKD mn)

20,828

Avg. daily traded value (HKD mn)

122.7

BVPS (HKD)

Founder and management

7.2

27.5%

3. 3SBio (1530 HK) — Regional VBPs to weigh on YSP,

eyes on Mandi growth (BUY) (May 5, 2022)


http://www.cninfo.com.cn/new/disclosure/detail?stockCode=688336&announcementId=1215665862&orgId=9900041739&announcementTime=2023-01-20
https://www.cmschina.com.hk/cmshk/ResearchReport?id=294048

CMS @ 12# &5 8%

Focus charts

Tuesday, January 31, 2023

Figure 1: 3S Bio’s historical price pe
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Figure 2: 2021 revenue breakdown (RMB mn)
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Figure 3: End-FY22E NAV breakdown
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Valuation

Figure 6: SOTP valuation
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Existing portfolio 16,055
TPIAO (TPO) 8,455
Yisaipu (YSP) 1,480
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Others 956
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MN709 (Minoxidil foam) 1,077
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Financial Summary

Total cash and time deposits 2,083 3091 2868 3,580 5,177 Reyenue 5318 5588 6,382 6,861 8,254
ST receivables 1,018 983 1|379 1,353 1,425 Cost of sales (925) (1,063) (1,106) (1,248) (1,606)
Inventories 528 620 691 752 968 Gygss profit 4,393 4525 5276 5614 6,648
Other current assets 945 1,861 2,669 2,669 2,669 Otherincome 20  (456) 47 164 .
Total current assets 4596 6,680 7,791 8,539 10,423 Selling expenses (1,951) (2,020) (2,324) (2,470) (2,971)
Property. plant & equipment 1,989 2,621 3,440 4,096 4,487  Admin expenses (676) (453) (371) (432) (495)
Other assets 1784 2,340 2,008 1,958 1,898 Research and development (527)  (590) (754)  (720)  (867)
Other intangible assets 6,311 5,817 5,693 5,527 5,375 Operating profit 1,260 1,462 1,826 1,991 2,315
Deferred tax assets 129 219 280 280 280 EgITDA 1,866 2,034 27374 2,758 3,140
Total non-current asset 10,213 10,998 11,422 11,861 12,040 Financial expenses (26) 3 32 45 73
Total assets 14,809 17,678 19,213 20,400 22,464 acsociates a1) @30)  (37) (50)  (60)
Trade and other payables 150 203 230 256 330 other gain & loss 134 94 231 287 R
Bank loans 484 360 150 150 150 pgT 1,223 979 1,869 2149 2,328
Tax payable 2l 58 74 74 74_ Income tax (243)  (208) (241)  (301)  (337)
Other current liabilities 957 830 966 966 966 Minority interest ) 65 24 35 35
Total current liabilities 1612 1,451 1,420 1,446 1,520 Adj. net income* 1,202 1,451 1,769 1,814 2,093
Bank loans 13 53 164 164 164
Convertible bond 2305 2461 2272 2272 2272 pgj EPS (RMB) 047 057 070 071 082
Deferred income 242 308 397 397 397 Adj. EPS (HKD) 0.54 0.66 0.80 0.82 0.95
Deferred tax liabilities 268 272 264 264 264 pps (HKD) 0.01 _ _ 0.18 _
Other liabilities 10 38 38 38 38 pividend yield 01% 00% 00%  34% 0.0%
Total non-current liabilities 2,838 3,134 3,135 3,135 3,135 Notes:* derived from reported net profit after excluding one-off items
Total liabilities 4450 4585 4555 4581 4,654 and CB interest expense.
Reserves 5317 6,391 8,075 9,502 11,527
Share premium 4,308 4,298 4,152 4,152 4,152
Minority interest 734 2,404 2,430 2,395 2,360
Treasury shares - - - (230) (230)
Total equity 10,359 13,093 14,658 15,819 17,809
Total liabilities & equity 14,809 17,678 19,213 20,400 22,464 Srowth (YoY)
Revenue 16% 5% 14% 8% 20%
Gross profit 19% 3% 17% 6% 18%
Operating profit -23% 16% 25% 9% 16%
Adj. net income -17% 21% 22% 3% 15%
PBT 1,223 979 1,869 2,149 2,328 Adj. EPS _28% 21% 2204 3% 15%
Cash generated before WC change 1,898 1,900 2,198 2,303 2,725
Working capital 344  (302) (332) (10)  (214) Margin
Cash generated from operations 2,243 1599 1865 2292 2512 Gross margin 83% 81% 83% 829 81%
Tax paid (395) (254) (287) (301) (387) operating margin 24%  26%  29%  29%  28%
Interest paid (38) (196) (6) 45 73 g netprofit margin 18%  15%  26%  27%  25%
Cash from operating activities 1,849 1,148 1,572 2,036 2,247
Capital expenditure (471) (893) (1,029) (1,000) (800) Efficiency
Interest received 68 35 89 122 151 Inventory days 208 213 228 220 220
Others (731) (1,012) (346) - " Trade receivable days 70 64 79 72 63
Cash from investing activities (1,134) (1,869) (1,287) (878)  (649) Account payable days 59 70 76 75 75
Issue of shares 7 1 (220) - -
Change in bank borrowing 1,230 502 270 - - Financial ratio
Dividends paid to the owners (16) - - (446) ~_ Current ratio (x) 29 46 55 5.9 6.9
Others (1.637) 1,244 (525) - * Quick ratio (x) 19 29 31 35 45
Cash from financing activities (416) 1,747  (475) (446) * Net debt/equity -16% 21% -19% 229 28%
Effect of FX rate changes (9 18 (33 - *_ Dividend payout ratio 2% 0% 0%  24% 0%
Net Change in cash 299 1,026  (189) 712 1598 Ko 7% 50 9% 9% 9%
Cash - beginning balance 1,793 2083 3,091 2868 3,580 Rpop 9% 6% 11% 12% 11%
Cash - ending balance 2,083 3,091 2868 3580 5,177

Sources: Company data, CMS (HK) estimates
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Investment Ratings

Industry Rating Definition
OVERWEIGHT Expect sector to outperform the market over the next 12 months
NEUTRAL Expect sector to perform in-line with the market over the next 12 months

UNDERWEIGHT Expect sector to underperform the market over the next 12 months

Company Rating Definition

BUY Expect stock to generate 10%+ return over the next 12 months
HOLD Expect stock to generate +10% to -10% over the next 12 months
SELL Expect stock to generate loss of 10%+ over the next 12 months

Analyst Disclosure

The analysts primarily responsible for the preparation of all or part of the research report contained herein hereby
certify that: (i) the views expressed in this research report accurately reflect the personal views of each such
analyst about the subject securities and issuers; and (ii) no part of the analyst’'s compensation was, is, or will be
directly or indirectly, related to the specific recommendations or views expressed in this research report.

Regulatory Disclosure

Please refer to the important disclosures on our website http://www.newone.com.hk/cmshk/gb/disclosure.html or
http://www.cmschina.com.hk/Research/Disclosure.

Disclaimer

This document is prepared by China Merchants Securities (HK) Co Limited. The information contained herein has
been obtained from or is based on sources believed to be reliable. China Merchant Securities (HK) Co Limited, its
holding company or affiliated companies, or any of its or their directors, officers or employees (collectively “CMS”)
do not represent or warrant, expressly or impliedly, that it is accurate, correct or complete and it should not be relied
upon. CMS will not accept any responsibility or liability whatsoever for any use of or reliance upon this document or
any of the content thereof.

This document is for information purpose only. Neither the information nor opinion expressed shall be construed,
expressly or impliedly, as an advice, offer or solicitation of an offer, invitation, advertisement, inducement,
recommendation or representation of any kind or form whatsoever to buy or sell any security, financial instrument or
any investment or other specific product. The securities, instruments or strategies discussed in this document may
not be suitable for all investors, and certain investors may not be eligible to participate in some or all of them.
Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted
basis and/or may not be eligible for sale to all investors. CMS is not registered as a broker-dealer in the United
States and its products and services are not available to U.S. persons except as permitted under SEC Rule 15a-6.

Opinions, and associated estimates and forecasts, or any content and information in this document are only current
as of the date of their publication and will be subject to change without prior notice. Past performance is not
indicative of future performance. Estimates of future performance are based on assumptions that may not be
realized. The analysis contained herein is based on numerous assumptions. Different assumptions could result in
materially different results. Opinions expressed herein may differ or be contrary to those expressed by other
business divisions or other members of CMS as a result of using different assumptions and/or criteria.
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This document has been prepared without regard to the individual financial circumstances and investment
objectives of the persons who receive it. Use of any information herein shall be at the sole discretion and risk of the
user. Investors are advised to independently evaluate particular investments and strategies, take financial and/or
tax advice as to the implications (including tax) of investing in any of the securities or products mentioned in this
document, and make their own investment decisions without relying on this publication.

CMS may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment banking
services or provide advisory or other services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed or
published in whole or in part for any purpose without the prior consent of CMS. CMS will not be liable for any claims
or lawsuits from any third parties arising from the use or distribution of this document.

This document is for distribution only under such circumstances as may be permitted by applicable law. This
document is not directed at you if CMS is prohibited or restricted by any legislation or regulation in any jurisdiction
from making it available to you. In particular, this document is only made available to certain US persons to whom
CMS is permitted to make available according to US securities laws, but cannot otherwise be made available,
distributed or transmitted, whether directly or indirectly, into the US or to any US person.

In Hong Kong, this document is distributed by China Merchants Securities (HK) Co., Limited, which is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities),
Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities
and Futures Ordinance (Chapter 571).

In South Korea, professional clients can get copies of this document (upon request) through China Merchants
Securities (Korea) Co., Limited

In the United Kingdom, this document is distributed by China Merchants Securities (UK) Limited. This document is
for distribution only to persons who: (i) are persons falling within the definition of "Investment Professionals”
pursuant to Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as
amended, the “Financial Promotion Order”); (ii) are persons falling within Article 49(2)(a) to (d) (“High Net Worth
Companies, Unincorporated Associations, etc.”) of the Financial Promotion Order; or (iii) are persons to whom an
invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services
and Markets Act 2000) may otherwise lawfully be communicated or caused to be communicated (all such persons
together being referred to as "Relevant Persons"). This document is directed only at relevant persons and must not
be acted on or relied on by persons who are not Relevant Persons. Any investment or investment activity to which
this document relates is available only to Relevant Persons and will be engaged in only with Relevant Persons.

If there is any inconsistency or ambiguity between the English version and the Chinese version of this disclaimer,
the English version shall prevail.

© China Merchant Securities (HK) Co., Limited. All rights reserved.
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