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Rating Initiate

Target price

Steady growth with attractive valuation

HK$ 5.69

Current price

Consun segment achieved steady growth

In 1H18, Consun Pharma Group (CPG) achieved revenue of RMB
869mn, grew 13.0% YoY; gross profit margin was 75.0%, a slight
decrease of 0.7 ppt; profit attributable to shareholders grew 18.5%
YoY to RMB 219mn. Consun Pharm segment achieved revenue of
RMB 589mn, an increase of 16.5% YoY, accounting for 65.7% of the
group's total revenue; gross profit margin decreased 0.4 ppt YoY to
79.5%.

The main product uremic clearance granules (UCG) achieved
revenue of RMB 444mn and accounted for 51.1% of the group's total
revenue in 1H18, an increase of 15.7% YoY vs 12.4% CAGR in the
past three years. Management said that the UCG will be extended
from phase four and five patients to phase two and three patients. In
addition, the current coverage of UCG in secondary and tertiary
hospitals is 30% and 50% respectively, and there is room for
improvement. In terms of women and children products, the income
in 1H18 was RMB 6.79mn, an increase of 15.1% YoY (vs 27.4%
decline in FY17). The group's Iron Dextran Oral Solution increased
the adult dosage specification from 5ml to 10ml, which is focus on
gynecology and is expected to maintain steady growth in 2H18.

Yulin segment expected to keep increasing

Consun is holding a 72.6% stake in Yulin. Yulin Pharm segment
contributed RMB 280mn in 1H18, an increase of 6.1% YoY,
accounting for 32.2% of CPG's total revenue (vs RMB 264mn in
1H17, accounting for 34.3% of total revenue). The slowdown was
mainly affected by the sewage treatment problem in May and led
gross profit margin decreased 2.0 ppt YoY to 65.6%. The sales
layout of Yulin products has expanded from 6 provinces to 31
provinces and cities, and the sales team has increased to more than
500 persons in 1H18. The original price of main product 12ml Zheng
Gu Shui is RMB 2.0-5.0, management said that the price will
gradually increase to RMB 8.0 in the next 3-5 years. We expect
Yulin's income to achieve RMB 364.1mn in 2H18, which implies
8.4% growth in 2H18 YoY.

Making steady progress in R&D

CPG's R&D costs were RMB 10.2mn in 1H18, accounting for 1.2%
of total revenue, which is stable compared to 1H17. The kidney
disease drug Lanthanum carbonate chewable tablet is expected to
be in market by 2020, and Astragali power pellet is preparing for the
2nd phase of CFDA clinical trial and preparing to apply for the 2nd
phase of the FDA clinical trial, which may become one of key
products in medium term; the ultrasound microbubble medical
imaging contrast agent has reported for clinical use in 2019 and to
be listed in 2021; Secondary development of Zheng Gu Shui is
planned for clinical use in 2020 and will be listed in 2024, which we
believe to enhance its market share.

Attractive valuation, we initiate BUY with TP HK$9.60

Without considering the contribution of new products that would be
listed, we expect CPG's sales and EPS to grow 9.8%/9.7% CAGR in
FY17-FY19E, driven by main products growth, while having stable
GM and expense ratio. The group’s cash flow is sufficient (1H18
operating cash flow: RMB 393mn, an increase of 427.8% YoY), we
expect the group may seek for M&A opportunities in future.
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Company description

Consun Pharmaceutical Group (CPG) is a
modern  pharmaceutical enterprise  mainly
engaged in the R&D, production and marketing of
modern Chinese medicines and medical imaging
contrast mediums. Its medicines are mainly
applied in diagnostic imaging and treating
diseases of kidney, skin, bone, hepatobiliary
digestive systems etc.
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Consun is currently trading at 9.4x/12.4x FY18E/FY19E PE, compared with
industry average 14.6x/21.0x FY18E/FY19E PE. We initiate CPG at BUY with
TP HK$9.60 based on the DCF model, which translates to 16.1x/14.1x
FY18E/FY19E PE.

RMB mn (Y E Dec) FY15A FY16A FY1/A FY18E FYI19E

Revenue 831.1 1,2235 1,660.2 1,909.3 2,195.7
Operating EBIT 319.9 401.1 559.7 638.4 731.7
Net profit 249.7 307.5 396.2 458.3 524.4
Consensus net profit - - 462.8 537.0
PE (X) 20.3 16.8 11.8 9.3 8.2
Dividend yield (%) 15 1.7 1.8 2.8 3.2

Sources: Bloomberg, CIRL estimates
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Analysis of Consun segment’s key product lines

Consun Pharma aims to form the "1+6" product structure (kidney disease products
+ 6 other products). Company will continue to drive the development of the renal
department and diagnostic imaging department and expand the existing product
range for women and children, bone, skin, and liver & gallbladder to grow into an
industry-leading enterprise of Chinese medicine.

Exhibit 1: Strong and diversified product lines

A Products for kidney — - Ea
] disease
AR M =
Uremic Kidney repar Gecko Kidney Mew drug
Clearance and edema Wourishing Licensed for Phase 2
Granules alleviation Capsule clinical test
granule
Ultrasound Micro-
'h L N W
o Imaging Products SNy b”bblmeed':”ium"“’
B Gadopentetate dimeglumi -
I!Eﬁm"ln “FUT lopamidol injection “Huzshengsian
o Products for women

B B

el a & children - - .
g Erythromycin Estolate  Cetirizine Hydrochloride
Desdran Orad Solution Suspension Oral Seluton
- - Innowvative rogel patch of
m o Products for bone ﬁhr heng Gu Stmr::‘?expemd to be in
_ ; — L .
Uk Zheng Gu Shui Yun Xiang Jing the market in 2021)
m o Products for liver & & b
Ul gﬂllhlﬂdder T Compound Jigucao m
Jiguean Capsule Capsuls Wujunzhidan Tablets
A [SAERER 9 Shisuging extemal d
. | — v g osage
o
ﬁg’_ ° Products for Skin i e @ o 7 DrOgrESS 35 Consumer
Shiduging Capsule Pasonolum Ointrment goods and cosmetics)
m o Products for o ©
e Digestive System = =t
Caoxiangweikang Shi Di Shui
Capsule
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Product lines — Products for kidney disease

Consun’s key products, uremic clearance granules (UCG), ranks No.1 in the market
share of oral Chinese patent medicine for kidney disease. The drug is mainly used
for chronical kidney disease (CKD) and falls into the category of national secrecy.
UCG achieved 16% CAGR in FY13-FY17, and its market share of all competing
products in the hospital increased from 24% in FY16 to 27% in FY17, ranking No.2.
In FY17, UCG was transferred from Class B of NDRI to Class A to achieve 100%
medical insurance reimbursement. UCG accounted for 49% of the group's total
revenue in FY17.
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Exhibit 2: Revenue of products for kidney diseases in FY13-1H18
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Exhibit 3: UCG ranks No.lin t arket share of oral Chinese patent medicine for kidney disease

(Fipm

o
LRERAT S

e Fo 220073255

TF. 2120041002645 1

—_—
CONSUX

REBU RS Hr e

A

Source: The Company

Page 4 of 17



Exhibit 4: Market share of UCG in the hospital

Market share of UCG in 2016 Market share of UCG in 2017
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Source: The Company, CIRL

Other product lines — Imaging products

The main product of the group's imaging series is gadopentetate dimeglumine
injection (GDI), which is used for whole-body MRI diagnosis and is only for
intravenous administration. Based on data of sample hospitals for key cities by
Chinese Pharma Association, CPG ranks No.3 in GDI market (23% market share)
and achieved 9% CAGR from FY13 to FY17. In FY17, GDI accounted for 7.2% of the
group's total revenue.

Exhibit 5: Gadopentetate dimeglumine injection
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Exhibit 6: Revenue from gadopentetate dimeglumine injection
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Source: The Company, CIRL

In addition, the imaging series product iopamiol injection is in-house for CT contrast
medium. It was originally planned to be listed in FY18. Due to changes in drug
declaration policies and regulations, the group needs to change the original and
auxiliary materials according to the new regulations. We expect iopamiol to be listed
in 2019.

Other product lines — Products for women & children

Dextran Oral Solution (Yuanlikang), the main product of women and children
series, is used for perinatal pregnant women and children under 2 years old. It is the
only oral liquid dosage form for the third generation of iron. In FY13-FY17,
Yuanlikang’s market share rose from 21% to 32%, ranking No.2. Products for women
& children also include antiviral Erythromycin Estolate Suspension and
hypoallergenic Cetirizine Hydrochloride Oral Solution. In FY17, products for women &
children accounted for 6.6% of the group's total revenue.

Exhibit 7: Dextr ral solution (Yuanlik

Source: The Company
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Exhibit 8: Revenue from products for women and children
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Analysis of Yulin segment’s key product lines

CPG successfully acquired 15% equity interests in Guangxi Yulin Pharmaceutical
Group Co., Ltd.* (“Yulin Pharma”) on 6 August 2015 and continued to increase its
stake in Yulin Pharma to 72.69% from 2015 to 2017. Yulin Pharma has developed a
strong product mix covering different areas, such as bone, skin and liver &
gallbladder diseases, with 73 references in 9 dosage forms, including 20 exclusive
products, 1 product of geographical indication and 12 protected TCM products.

Exhibit 9: Mix of key product lines of Yulin Pharma
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Yulin’s product lines —Bone products

According to sinohealth.cn, size of similar market for analgesic for external use in
FY17 was RMB 6.3bn in China. The main product of Zheng Gu Shui is a pure
Chinese traditional medicine with obvious efficacy for injuries from falls, fractures,
contusions and strains and elimination of sports fatigue. In 1H18, the market share of
Zheng Gu Shui increased 0.4 ppt to 1.7%, ranking No.3. Besides, Yunxiangjing,
which is used for rheumatic bone pain, colds, headaches, abdominal pain, heart and
stomach pains, frostbite, grew rapidly and its revenue increased 80.4% YoY to RMB
30mn in 1H18 and ranks No.5 (0.9% market share). Revenue from bone products
accounted for 13.5% of the group's total revenue in FY17.

Exhibit 10: Zheng Gu Shui
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Exhibit 11: Revenue from bone products
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Yulin’s product lines —Skin products

According to sinohealth.cn, size of similar market for oral dermatologic medicine in
2017 was RMB1.3bn in China. The group’s main product, Shiduging Capsule, is a
blood tonic with efficacy of enriching the blood and moistening dryness and
dispelling wind and arresting itching. It is a blockbuster product for Yulin Pharma,
occupying No.1 position for a long time in oral dermatologic medicine market, with
market share of 21.6% in 1H18, up 3.9 ppt YoY. Revenue from skin products
accounted for 13.3% of the group's total revenue in FY17.

Exhibit 12: Shiduging capsule
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Exhibit 13: Revenue from skin products
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Yulin’s product lines —Liver and gallbladder products

According to sinohealth.cn, size of similar market for drugs for liver and gallbladder
diseases in FY17 was RMB140mn in China. The company’s blockbuster product,
Jigucao Capsule, is used for liver protection with TCM, characterized of dispersing
stagnated liver for promoting bile flow and clearing away heat and toxic material. It
enjoys particular high reputation in northeast China and recorded over RMB 100mn
sales in FY17. Revenue from liver and gallbladder products accounted for 6.2% of
the group's total revenue in FY17.

Exhibit 14: Jigucao capsule

Source: The Company

Exhibit 15: Revenue from liver and gallbladder products
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Progress of R&D projects

The group's R&D expenses have increased in the past five years, but the R&D
expenses as percentage of revenue have decreased in the past two years. We
expect R&D expenses ratio would be at 2.7%/2.6% in FY18E/ FY19E. The group
currently has six kinds of products under R&D, including two kidney disease drugs,
two medical imaging contrast drugs, and two OTC products.

Exhibit 16: R&D expense and R&D expenses as a percentage of revenue
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Source: The Company, CIRL

Key research projects-Drugs for treatment of diabetic nephropathy “Astragali

power pellet”

Astragali power pellet is used for patients in Phase 3 of CKD, and this new drug can
be taken so long as micro-albumin appears. The project was granted subsidy of
RMB1.8mn from the national “major innovative drug” project, which is the first time
the Company obtained subsidy under national technology research projects. It is
expected to be in market by 2024.

Exhibit 17: Drugs for treatment of diabetic nephropathy

Source: The Company
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Key research projects-Ultrasound microbubble contrast medium

Ultrasound microbubble contrast medium is used for UCG and TCD for vessels
which is jointly developed by company and Institute of Ultrasound Imaging Science
of Shanghai Jiaotong University. It is a hi-tech first-to-file project and expected to be
in market by 2021. According to the data of the "Drug Prescription Analysis System"
of China Medical Industry Information Center, the scale of China's X-ray contrast
agent market in FY17 is about RMB 10.22bn. "Ultrasonic microbubble contrast
agent" is expected to replace cardiovascular angiography and cardiac intubation in
the X-ray field. The application is expected to account for 17.3% of the total number
of hospital prescriptions, with a market size of approximately RMB 1.77bn.

Exhibit 18: Precise diagnosis & Integration of diagnosis and treatment
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Source: The Company

Key research projects- Secondary development of Zheng Gu Shui

Secondary development of Zheng Gu Shui is used for promoting blood circulation to
remove stasis, relaxing and activating the tendon, alleviating swelling and relieving
pain. The group expects to complete preclinical research in 2019 and go public in
2024, and will expand to research of microneedle of hydrogel for external use in the
future.

Exhibit 19: Precise diagnosis & Integration of diagnosis and treatment

Source: The Company
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Financials and valuation

CPG's total revenue achieved 23.7% CAGR in FY13-FY17. The substantial growth in
FY16 was mainly due to the successful acquisition of Yulin Pharma and improvement
of its operations. We expect CPG to achieve sales growth of 15.0% in FY18E. While
EPS growth came in at 18.0% CAGR in FY13-FY17, and is expected to achieve a
growth of 15.5% in FY18E, hence representing 9.7% CAGR in FY17-FY19E.

Exhibit 20: Revenue and YoY
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Exhibit 21: Basic earnings per share
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Without considering the contribution of new products that would be listed, we expect
CPG's sales and EPS to grow 9.8%/9.7% CAGR in FY17-FY19E, driven by main
products growth, while having stable gross margin and expense ratio. The group’s
cash flow is sufficient (LH18 operating cash flow: RMB 393mn, an increase of 427.8%
YoY), we expect the group may seek for M&A opportunities in future. Consun is
currently trading at 9.4x/12.4x FY18E/FY19E PE, compared with industry average
14.6x/21.0x FY18E/FY19E PE. We initiate CPG at BUY with TP HK$9.60 based on
the DCF model, which translates to 16.1x/14.1x FY18E/FY19E PE.
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Exhibit 22: Financial statement

Income statement

Cash flow

Year to Dec (RMB mn) FY15A  FY16A FY17A  FY18E FY19E Year to Dec (RMB mn) FY15A  FY16A FY17A  FY18E  FY19E
Sales 831 1,223 1,660 1,909 2,196  Pretax income 315 403 545 625 720
Cost of goods sold, excluding depreciation 142 288 397 458 527 Income taxes (65) (84) (123) (134) (155)
Gross profit 689 935 1,263 1,451 1,669 Depreciation 19 24 35 40 53
SG&A expenses, excluding amortization 381 500 671 745 856  Amortization 1 16 33 28 28
Other operating (income) / expenses (31) (6) (35) - - (Increase) / decrease in working capital - 70 (54) (29) (38)
EBITDA 339 442 627 706 812  Others (85) 19 (183) (40) (60)
Depreciation 19 24 35 40 53  Cash How from Operating Activities: 184 449 252 489 548
Amortization 1 16 33 28 28
EBIT 320 401 560 638 732  Capital expenditures (15) (19) (43) (57) (66)
Interest expense 0 2 15 14 11 Others (441) 111 (17) 8 19
Interest (income) - - - - - Cash How from Investing Activities: (456) 92 (60) (49) (47)
Other non-operating (income) / expense 5 (4) - - -
Pretax income 315 403 545 625 720 Issuance of long-term debt - - 374 - -
Income taxes 65 84 123 134 155  (Repayment) of long-term debt - - - (60) (60)
Non-controlling interests - 12 26 32 41 Repurchase of equity 9) (84) (490) - (10)
Net income 250 308 396 458 524  Dividends (74) (153) (135) (138) (157)
Option proceeds - - 5 12 12
Balance sheet Others 1 (121) 373 - -
Year to Dec (RMB mn) FY15A  FY16A FY17A  FY18E FY19E Cash How from Fnancing Activities: (82) (358) 128 (186) (215)
Cash 490 673 990 1,244 1,529
Accounts Receivable, net 399 576 995 1,151 1,323 Net change in cash (354) 183 319 254 285
Inventories 71 141 200 228 263 Beginning cash balance 844 490 673 990 1,244
Other Current Assets - - - - - Ending cash balance 490 673 991 1,244 1,529
Total Current Assets: 960 1,390 2,185 2,623 3,115
Ratios
PP&E, net 224 393 401 418 431  Year to Dec FY15A  FY16A FY17A  FY18E  FY19E
Intangibles - 490 460 432 404  EBITDA 21% 30% 42% 13% 15%
Goodwill - 321 321 321 321  EBIT 21% 25% 40% 14% 15%
Other Long-term Assets 734 166 206 206 206 Net profit 18% 23% 29% 16% 14%
Total Assets: 1,918 2,759 3,572 3,999 4477 Fully diluted EPS 19% 28% 43% 16% 14%
Margins (%)
Accounts Payable 201 483 680 785 902 Gross margin 80% 83% 76% 76% 76%
Loans and borrowings - - 194 229 263 EBITDA 38% 41% 36% 38% 37%
Deferred income 0 1 2 2 2 EBIT 36% 38% 33% 34% 33%
Accrued Income Taxes 28 62 95 110 126 Netmargin 29% 30% 25% 24% 24%
Other Current Liabilities - - - - - Other ratios
Total Current Liabilities: 229 547 970 1,125 1294  ROE (%) 16% 18% 23% 24% 24%
ROA (%) 14% 13% 13% 12% 12%
Long-Term Debt - - 374 314 254 Net gearing (%) -30% -33% -20% -39% -46%
Deferred Tax Liability 40 130 142 142 142 Interest coverage (x) 663 264 36 46 64
Other Long-term Liabilities 12 22 21 21 21 Effective tax rate (%) 21% 21% 23% 22% 22%
Total Liabilities: 281 698 1,508 1,603 1,711
Non-controlling interests - 301 317 340 380
Shareholder's equity 1,637 1,761 1,747 2,057 2,386
Total Equity: 1,637 2,061 2,064 2,397 2,766
Total Liabilities and Equity: 1,918 2,759 3,572 3,999 4,477

Source: The Company, CIRL estimates
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Exhibit 23: Peers comparison

Company
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Ticker Mkt cap

(HKD mn)

874 HK Equity 63,263
570 HK Equity 27,244
1666 HK Equity 14,294
2877 HK Equity 8,146
1681 HK Equity 4,980
000538 CH Equity 85,535
600518 CH Equity 60,105
600332 CH Equity 63,263
600436 CH Equity 54,554
600535 CH Equity 35,315
000623 CH Equity 20,193
000999 CH Equity 26,404
002424 CH Equity 14,081
002219 CH Equity 8,760
002603 CH Equity 13,993
600572 CH Equity 18,294
002437 CH Equity 8,491
002287 CH Equity 12,163
600252 CH Equity 10,567
300026 CH Equity 11,191
603567 CH Equity 11,495
002275 CH Equity 8,774
600993 CH Equity 6,364
600557 CH Equity 7,727
600594 CH Equity 5,289
300039 CH Equity 5,430
002644 CH Equity 4,860
600479 CH Equity 4,082

Price P/E(x)
(HKD) FY 18E
30.50 13.0
5.41 15.7
11.16 17.4
9.85 125
14.6
5.69 9.4
82.13 22.0
12.08 10.6
40.23 16.8
90.42 43.6
23.35 195
17.37 NA
26.97 15.9
9.98 19.3
4.70 4.1
11.60 18.7
6.86 18.4
3.86 N/A
29.96 31.8
3.04 N/A
3.72 18.3
13.54 NA
14.87 14.9
14.76 16.9
12.53 17.3
6.68 10.3
5.07 14.5
9.52 N/A
9.75 13.5
18.1

FY 19E
241

20.5
215
17.9
21.0
12.4

27.2
14.5
317
67.5
25.7
10.9
20.3
27.0
43.2
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24.5
27.4
40.4
17.9
24.8
221
18.8
20.0
20.5
13.7
20.0
65.6
19.6
27.3

P/B(X)
FY18E  FY19E
2.0 2.3
15 1.6
2.0 2.8
1.2 1.4
1.7 2.0
1.9 2.6
3.7 4.5
15 1.9
2.7 3.0
9.5 11.6
3.0 3.4
NA 1.0
2.1 2.5
NA 3.8
NA 2.3
1.6 1.8
NA 3.1
NA 1.9
4.8 6.2
NA 1.9
1.5 1.7
NA 2.4
NA 3.2
2.3 2.9
1.8 2.1
1.0 1.2
NA 2.2
NA 3.4
NA 2.1
3.0 3.0

Dvidend yield(%)

FY 18E
1.7

2.2
1.8
5.1
2.7
2.8

1.7
2.8
17
0.7
1.7
N/A
15
N/A
N/A
1.2
N/A
N/A
N/A
N/A
0.9
N/A
N/A
1.8
0.7
0.7
N/A
N/A
N/A
14

FY 19E
1.2

0.9
15
2.3
15
17

18
1.9
0.9
0.5
1.2
17
17
0.8
0.0
0.9
2.2
0.4
14
2.0
0.5
14
2.7
1.6
0.5
0.7
2.0
0.1
2.6
13

Source: Bloomberg, CIRL
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Exhibit 24: DCF key assumptions

Year to Dec (RMB mn) FY18E FY19E FY20E FY21E FY22E
Unlevered Free Cash Flow 439.2 499.7 573.6 658.5 756.2
Weighted average cost of capital: 14.2%
Net present value of free cash flow (A) 2,054.3
Growth rate of FCF after FY22E 5.0%
Terminal value 9,174.2
Present value of the terminal value (B) 4,716.9
Enterprise Value (A+B) 6,771.2
LESS: Net Debt 615.1
Equity Value 7,386.3
Diluted shares (mn): 867.1
Equity Value/Share (RMB) 8.52
Equity Value/Share (HKD) 9.60

Source: Bloomberg, CIRL estimates

Exhibit 25: WACC assumptions

Weighted av erage cost of capital

Beta 1.2
Risk free rate(%) 3.4
Country risk premium (%) 10.2
Cost of equity(%) 15.2
Cost of debt(%) 3.1
After tax cost of debt(%) 2.4
Weights

Equity market capitalization(%) 92%
Debt(%) 8%
WACC(%) 14.2

Source: Bloomberg, CIRL estimates

Page 16 of 17



Rating Policy

Rating Definition

Buy Outperform HSI by 15%
Stock Rating Neutral Between -15% ~ 15% of the HSI
Sell Underperform HSI by -15%
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