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compared to a net loss of $0.7 million in 2006.  Net income for 2008 is expected to surge 63% to $12.1 million. EPS 
are estimated at $0.18 in 2007 and $0.29 in 2008 against a EPS of -$0.02 in 2006.  Such growth in net income and 
EPS should enable the Company to enjoy valuation as a growth stock.  

 
Company Profile 
Sinovac is a China-based biotech company that focuses on the research, development, manufacturing, and 
commercialization of vaccines that protect against human infectious diseases.  The Company’s regulatory-approved 
products consist of vaccines against the hepatitis A, hepatitis B, and influenza viruses.  In 2002, Sinovac successfully 
launched its fi rst product, Healive, which is the fi rst inactivated hepatitis A vaccine developed, produced and marketed in 
China.  In 2005, the Company received regulatory approvals in China for the production and sales of its Bilive and Anfl u 
vaccines.  Bilive is a combined hepatitis A and B vaccine and Anflu is a seasonal flu vaccine.  Sinovac is currently 
developing vaccines against the SARS virus, the H5N1 strain of pandemic influenza virus, and the Japanese Encephalitis 
virus.  
 
Sinovac’s common shares were fi rst quoted on the OTC Bulletin Board on February 21, 2003.  The Company transferred 
its listing venue from the OTC Bulletin Board to the American Stock Exchange on December 8, 2004.  At present, the 
Company conducts its business in China through its 71.56% majority-owned subsidiary, Sinovac Beijing, and its wholly 
owned subsidiary, Tangshan Yian. 
 

Table 1.  Organizational Structure 

 71.56%*  100%

*  China Bioway Biotech Group Co., Ltd., an affiliate of Peking University, owns the remaining 28.44% equity
   interest in Sinovac Beijing

Sinovac Biotech Ltd.  ("Sinovac")

Sinovac Biotech Co. Ltd. (PRC)
("Sinovac Beijing")

Tangshan Yian Biological Engineering Co. Ltd. (PRC)
("Tangshan Yian")

 
Source: Company fil ing 
 
Industry Background 
Vaccines – The Basics 
A vaccine is a weakened form of the disease germ.  When a vaccine is injected into the human body, the body will make 
antibodies to fight these invaders.  If  the actual disease germs ever attack the body, the antibodies will still be there to 
destroy them.  In short, vaccines protect humans by helping prepare their bodies to fight what are often serious, and 
potentially, deadly diseases. 
 
Vaccines prevent disease in the people who receive them and protect those who come into contact with unvaccinated 
individuals.  Vaccines help prevent infectious diseases and save lives, and they are responsible for the control of many 
infectious diseases that were once common in many countries, including polio, measles, diphtheria, pertussis (whooping 
cough), rubella (German measles), mumps, tetanus, and Haemophilus influenzae type b (Hib).  
 
According to the Centers for Disease Control and Prevention (CDC) of the United States, there are 27 common vaccine-
preventable diseases.  Vaccine-preventable diseases have a costly impact, resulting in doctor’s visit, hospitalizations, and 
premature deaths.  Sick children can also cause parents to lose time from work.  Nowadays, governments of all nations 
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around the world understand that disease prevention is the key to public health.  It  is always better to prevent a disease 
than to treat it.  Many vaccines are routinely recommended for most people, including polio, mumps, measles, rubella, and 
tetanus vaccines.  According to the estimate in Chinese Vaccine Market Analysis Report 2007, the size of the global 
market is estimated at $10 billion with an annual growth rate of 10%. 
 
The U.S. Vaccine Market  
China’s vaccine market is still not well developed and offi cial statistics are diffi cult to find.  In order to understand the 
regulatory framework, approval, and funding and distribution of vaccines in China, it is important to understand the well-
developed vaccine market in the United States of America, which will become the model of development in many other 
countries.  In the United States of America, the government has recommended eleven types of vaccines for children from 
aged 0 to 6 and ten types of vaccines for teenagers and adolescence from aged 7 to 18.  Details of immunization vaccines 
for persons aged 0 – 18 years are summarized in Table 2.  
 

Table 2.  I mmunization 

Vaccines for Aged 0 - 6 Vaccines for Aged 7 - 18
Hepatitis B Tetanus, Diphtheria, Pertussis
Rotarvirus Human Papillomavirus
Diphteria, Tetanus, Pertussis Meningococcal
Haemophilus Influenczae Type B Pneumococcal
Pneumococcal Influenza
Inactivated Polovirus Hepatitis A
Influenza Hepatitis B
Measles, Mumps, Rubella Inactivated Poliovirus
Varicella Measles, Mumps, Rubella
Hepatitis A Varicella
Meningococcal  
Source: www.cdc.gov 

 
The purchase of vaccines to cover children under aged 18 is centralized under the Centers for Disease Control and 
Prevention (CDC) and is mainly funded by the U.S. as budgeted for under the Vaccines for Children (VFC) program and 
by individual state government budgets.  Each individual state will submit its forecast monthly, the highest and lowest 
total annual dosage demand for each type of vaccine requirement to the CDC, which will receive tenders from 
manufacturers, negotiate, centralize, and approve the purchase of vaccines.  The CDC will not directly purchase vaccines 
from manufacturers.  It is the state and local governments that submit the purchase orders to CDC, which will audit the 
purchase requirements and then submit the orders to manufacturers.  The manufacturers will  deliver the vaccines to the 
state and local governments and bill the CDC.  The state and local governments are responsible to acknowledge the 
delivery of vaccines from manufacturers.  The CDC will make payment and the amount will be debited to the budget of  
each state or local government.  Meanwhile, the non-CDC purchase of vaccines is paid by private medical insurance 
schemes.  Total purchase of vaccines for children by CDC and non-CDC (paid by private medical insurance scheme) is in 
the proportion of 54:46. 
 
In the United States of America, the decision to purchase what types and brands of vaccines is made by CDC upon the 
recommendations from the Advisory Committee on Immunization Practices (ACIP), which has 15 committee members 
appointed by the Department of Health.  In general, the ACIP will recommend 2 - 4 brands of vaccine products from 
different manufacturers for each type of infectious diseases.  For illustration purposes, the following table is a summary of  
selected vaccines recommended by ACIP, price information and manufacturers purchased by CDC as of July 31, 2007. 
The VFC program recommends 20 doses of vaccines for 11 types of diseases and about 74% of children under age 2 
received all 11 types of vaccines.  Total amount of spending under the VFC program is $1 billion per year and spending on 
each child is about $400 per year.  
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Table 3. Pediatri c/VFC Vaccine Pri ce Li st 
Brand Name/ CDC Private Sector Contract

Vaccine Trade Name Cost/Dose Cost/Dose End Date Manufacturer
DTaP Tripedia® $12.65 $21.10 03/31/2008 Sanofi Pasteur

DAPTACEL® $13.25 $22.04
DTaP Infanrix® $13.25 $20.96 03/31/2008 GlaxoSmithKline

$21.44
DTaP-Hep B-IPV Pediarix® $47.25 $70.72 03/31/2008 GlaxoSmithKline
DTaP-Hib TriHIBit® $25.91 $42.89 03/31/2008 Sanofi Pasteur
Hepatitis A Pediatric VAQTA® $12.25 $30.37 03/31/2008 Merck
Hepatitis A Pediatric Havrix® $12.25 $28.74 03/31/2008 GlaxoSmithKline
Hepatitis A - Hepatitis B Twinrix® $37.64 $78.16 03/31/2008 GlaxoSmithKline
   18 only $78.42
Hepatitis B ENGERIX B® $9.10 $21.37 03/31/2008 GlaxoSmithKline
   Pediatric/Adolescent
Hepatitis B RECOMBIVAX $9.50 $23.20 03/31/2008 Merck
   Pediatric/Adolescent HB®
Hepatitis B 2 dose RECOMBIVAX $24.25 $59.09 03/31/2008 Merck
   Adolescent (11-15) HB®
Hib PedvaxHIB® $10.83 $22.77 03/31/2008 Merck
Hib ActHIB® $8.12 $21.78 03/31/2008 Sanofi Pasteur  

Source: www.cdc.gov 
 
Market Size and Growth Opport unities in China 
According to the Chinese Vaccine Market Analysis Report 2007, China’s vaccine market increased threefold during the 
past 10 years at a compounded annual growth rate of 15%.  The estimated current vaccine market is RMB 2 billion or 
$258 million per year.  In the “Government Working Report”  presented in March 2007 at the Fifth Session of the National 
People’s Congress, China’s Premier Wen Jiabao indicated that the government would expand its immunization program 
and purchase more vaccines.  The Chinese Government will increase funding for the vaccine program to RMB 2.8 billion 
or $360 million per year.  The signifi cant increase in government spending on a vaccine immunization program would be a 
major driving force for the Chinese vaccine market.  Other drivers of the vaccine market in China include: 
 
• A large population base – There are 1.3 billion people in China compared to 300 million people in the United States. 

Every year, there are approximately 15 million newborn babies, which require various types of vaccines for disease 
prevention.  In addition, the increasing percentage of Chinese population over age 65, who have weaker immune 
systems and require various types of vaccines to prevent from infectious disease, also boost the demand for vaccines. 

• Low vaccination coverage – According to the data in the U.S. National Immunization Survey for Q1/2006-Q4/2006 
in www.cdc.gov, the estimated U.S. national vaccination coverage with individual vaccines and selected vaccination 
series among children 19-35 months of age is 85.2% for DtaP, 92.8% for Polio, 92.4% for MMR, 93.4% for Hib and 
93.4% for HepB.  There is no similar data available in China, though we believe the vaccination coverage for this 
series should be well below the level in the U.S. and thus provide much room for growth.   

• Rising economic prowess encourages healthcare initiati ves – The sustained rapid economic growth rate of about 
10% in the past few years, the surge in government revenue and the growing awareness of disease prevention is the 
key to public health especially after the outbreak of SARS in 2003 have all contributed to the acceleration of spending 
on the vaccine immunization program in China. 

• Increasing Pri vate-Public part nerships that encourage immunization – As both the private and public sector 
realized that vaccine-preventable diseases have a costly impact, resulting in doctor’s visit, hospitalizations, and 
premature deaths, both the government and the rapidly developing private medical insurance schemes are encouraging 
immunization using vaccines. 
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The Regulatory  Framework of China’s Pharmaceutical Industry  
The pharmaceutical, biopharmaceutical, and biotechnology industries, both within China and globally, are highly 
regulated, intensely competitive, and are characterized by rapid and signifi cant technological progress.  In the PRC, the 
China SFDA regulates and supervises biopharmaceutical products under the Pharmaceutical Administration Law, the 
Implementing Regulations on Pharmaceutical Administration Law, the Administration of Registration of Pharmaceuticals 
Procedures, and other relevant rules and regulations, which are applicable to manufacturers in general.  The testing, 
approval, manufacturing, labeling, advertising and marketing, post-approval safety reporting, and export of vaccine 
product candidates are extensively regulated by government authorities in the PRC and by other countries.  Every step of 
biopharmaceutical production is subject to the requirements on the manufacture and sale of pharmaceutical products as 
provided by these laws and regulations, including but not limited to, the standards of manufacturing, distribution, 
packaging, advertising, and pricing.  
 
Under the relevant laws and regulations, vaccine products in China are not offi cially approved for sale in the market until  
the following procedures have been followed:  
 

Table 4. Procedures for Approval of Vaccine Sales in China 

 
Source: Company fil ing 

 
Company Products 
Sinovac specializes in the sales, marketing, manufacturing, and development of vaccines for infectious disease with 
signifi cant unmet medical need.  At present, the Company has three vaccine products approved for sale and three already 
announced vaccine products under development, which are summarized in Table 5, followed by a more detailed 
description of each product, its signifi cance and market potential.  
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The WHO has been the key driver in gathering global resources to develop a viable vaccine that may prevent the pandemic 
influenza.  Since early 2004, the WHO has been providing the reverse genetic bird flu virus strain at no cost to vaccine 
manufacturers around the world to assist in their pandemic influenza research and development efforts.  In March 2004, 
the WHO provided Sinovac with reverse genetic bird flu virus strains and Sinovac began to develop its own vaccine.  As 
part of the Company’s effort, Sinovac signed a pandemic influenza vaccine co-development agreement with the China 
CDC in December 2004 to jointly develop a pandemic influenza vaccine.  Pursuant to this co-development, Sinovac 
agreed to conduct pandemic influenza vaccine R&D based on its established vaccine R&D technical platform and to apply 
for a New Drug Certifi cate, production license and patents for a pandemic influenza vaccine.  The China CDC agreed to 
strategize development of the pandemic influenza vaccine, provides the Company with scientifi c guidance to vaccine 
technicalities and conducts certain pandemic related research and vaccine development-related analysis and testing.  
 
Sinovac began human clinical trials for the pandemic influenza vaccine in December 2005.  In April 2006, i t announced 
the completion of the immunization schedule of the Phase I clinical trial of H5N1.  It completed the Phase I clinical trial of  
H5N1 in June 2006.  The preliminary results of Phase I clinical trial showed good immunogenicity, with a serum-positive 
rate exceeding the criteria for assessment of vaccines established by Committee for Proprietary Medicinal Products of the 
European Union.  Sinovac applied for authorization from the China SFDA to begin its Phase II  trial in November 2006.  In 
April 2007, Sinovac obtained the approval to conduct Phase Ib and Phase II  trials on its whole viron vaccine and Phase I/II 
trials on a split H5N1 vaccine and the vaccination had started in August 2007.  For the time being, it is not known when 
the vaccine will be approved to launch into the market.  
 
Japanese Encephaliti s Vaccine 
Japanese Encephalitis (JE) is a mosquito-borne acute arbovirus infection of the nerve center system in human beings and 
animals.  JE is a signifi cant public health problem in Southeast Asia and the western Pacifi c.  It is considered that pigs and 
mosquitoes are hosts of deposition and transmitters of the virus respectively.  JE has a high mortality rate of about 30%.  
In the endemic areas, 85% of the cases are children under 15 years old, and those under 10 years old are liable to bear 
serious neurological and psychiatric sequelae, such as alogia, paralysis, anoia, dementia, malformation of limbs, 
convulsion, and so on.  At present, there is no JE-specifi c therapy other than supportive care to control the development of 
the disease in hospital.  Therefore, it is very important to prevent children from contracting the JE infection. 
 
Sinovac is in pre-clinical stage of development for a new, potentially safer and more effective cell-based JE vaccine using 
its micro-carrier technology for the cultivation of viruses.  This technology can increase manufacturing yield, simplify 
operations, and stabilize cultivation conditions, all of which facilitate large-scale automated production.  Since JE has been 
included in planning immunization in China from 2005, it will occupy the domestic market as well as supply to satisfy the 
demand of the international market once the project succeeds.  Market potential for the JE vaccine is huge. 
 
SARS Vaccine 
SARS, or Severe Acute Respiratory Syndrome named by WHO, started in Guangdong Province in November 2002.  After 
spreading for several months, it affected the population in tens of countries and districts.  Thousands of people were 
infected and several hundred died from SARS.  
 
On January 19, 2004, the China SFDA authorized Sinovac to conduct the Phase I clinical test of a potential SARS vaccine.  
The Company was the fi rst institution approved by the China SFDA to conduct human clinical trials of a SARS vaccine.  
On December 5, 2004, the PRC Ministry of Science and Technology, the Ministry of Health and the China SFDA jointly 
announced that the Phase I human test of a SARS vaccine, independently developed by Chinese scientists, proved safe and 
effective in preliminary tests.  Sinovac has suspended its subsequent clinical trials of its SARS vaccine, as there are 
currently no new reported cases of SARS.  If the disease reemerges, the Company will resume the remaining process 
required to obtain an approval to market and sell the SARS vaccine.  
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R& D Strengths and Government Support 
In the fast pace of technological advancement and highly competitive pharmaceutical industry, strengths in research and 
development is one of the keys to ensure success while government support and policies also play crucial roles in the 
commercialization of a pharmaceutical product.  Management of Sinovac believes, and we concur, that among China-
based pharmaceutical companies, the Company is a leader in the research and development of vaccines.  Sinovac’s 
research and development personnel leverages its signifi cant years of combined experience with what it believes are low 
operating costs, strong relationships with relevant governmental authorities and with research institutes and leading 
technologies to develop and commercialize its vaccines.  
 
Sinovac regularly obtains financial support from the PRC government to research government-sponsored vaccine 
programs, including SARS and pandemic influenza.  As a matter of fact, Sinovac received government funding in the 
amount of $1,688,000 in 2004, $1,222,000 in 2005 and $677,000 in 2006.  The grants were to fund research in the areas of 
pre-clinical and clinical trials.  In 2007, the Chinese government approved a grant in the amount of $2.6 million for the 
expansion of Sinovac’s production capacity for Anflu.  These are strong indications of government support.  Sinovac plans 
to apply for government grants in 2007 to fund clinical trials of the pandemic influenza vaccine. 
 
On the technology side, Sinovac has established collaboration with universities and institutions for the research and 
development of vaccine products in 2006.  These include China Agriculture University, Beijing Normal University and 
Institute of Laboratory Animal Science, Chinese Academy of Medical Sciences.  The following table summarizes 
Sinovac’s R&D partners, projects and scope of collaborations, which clearly indicates its technology support from various 
government and academic institutions.  
 

Table 6. Sinovac's R& D Part ners and Scope of Collaborations 

Project Partner Scope of Collaborations
SARS Institute of Laboratory Animal Science, Animal Trial

Chinese Academy of Medical Science

Hepatitis A, JE, Hepatitis National Institute For the Control of Hepatitis A vaccine development;
A & B Pharmaceutical and Biological Products JE virus strain research; Hepatitis

A&B quality control standards.

Hepatitis A & B, SARS, National Institute for Viral Disease Control Epidemic surveillance, virus strain
Pandemic Influenza and Prevention, China Center for Disease analysis

Control and Prevention

SARS National Institute for Epidemic Disease, Blood serum analysis
China Center for Disease Control and
Prevention

Pandemic Influenza Department of Microbiology, University Virus Sequencing
of Hong Kong

Universal Pandemic National Institute for Viral Disease Control Vaccine development
Influenza Vaccine  and Prevention, China CDC  
Source: Company fil ing 

 
Sales and Marketing 
Domestic Market 
As discussed in the previous section of this report, the sales, advertising and marketing of vaccine products in China are 
highly regulated by the government authorities.  Recently, the Chinese government has decentralized its distribution 
system for vaccines to permit manufacturers to market and sell to provincial CDC’s, certain local CDC’s and certain 
licensed distributors.  Sinovac markets and sells its vaccine products primarily through 
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various provincial and municipal CDC’s.  The Company enters into sales agreements with CDC’s each time a CDC places 
a purchase order.  CDC’s typically place a large number of orders at the end of the year when they begin to stockpile 
vaccine products for the next year.  Thus, Sinovac usually generates a signifi cant portion of its sales around this time of  
the year.  
 
Sinovac’s sales and marketing strategy is to develop a stable, solid and long-term relationship with the various provincial 
and municipal CDC’s that constitute the Company’s key customer base.  To promote the Company’s products and services, 
Sinovac regularly holds academic symposiums for its CDC customers during which a group of experts and scholars 
invited by the Company give lectures to the CDC personnel and update them on the latest research progress in disease and 
vaccines.  The Company also assists its CDC customers in “grass roots”  disease prevention efforts.  In addition, it 
collaborates with provincial and municipal CDC’s to produce educational programs related to disease control and 
prevention with a view to enhance the public’s awareness and knowledge about epidemic prevention and control.  Sinovac 
also employs traditional marketing tools to promote its products such as exhibiting posters at scientifi c conferences, 
publishing academic papers in academic journals, such as the Chinese Journal of Vaccines and Immunization and Chinese 
Journal of Epidemiology.  The Company also provides a free hotline number and the bulletin board on its website at 
www.sinovac.com to answer questions from vaccinees, CDC’s, doctors and the general public.  
 
As of August 31, 2007, Sinovac had a sales and marketing team comprising of approximately 80 professionals who are 
assigned to 9 sales districts designated geographically within China that include 27 provinces and municipalities.  Its sales 
department and marketing department are supported by other departments within the Company, such as the logistic 
department, the clinical research department, the quality assurance department and the information center.  
 
Growing Pri vate Sector  and Potential in Overseas Markets 
Even though most of Sinovac’s vaccines are sold through the provincial and local CDC’s, the Company’s products are 
paid for by private parties rather than by governments under China’s central government’s directed immunology programs.  
To further solidify its distribution network for vaccine products to capture business potential in the growing private sector, 
Sinovac entered into an Exclusive Promotion Service Agreement with GlaxoSmithKline (China) Investment Company Ltd. 
(GSK) on July 30, 2007 for promoting Anflu® adult formulation.  GSK’s China sales team will focus on the distribution 
of the adult dosage formulation while Sinovac will  sell the pediatric dosage formulation through its own network.  By 
combining the strengths of the two sales and marketing teams, we expect the sales of Anflu® to surge beginning in the 
second half of 2007. The agreement with this global pharmaceutical giant also reflects GSK’s confidence in the quality of  
Sinovac’s vaccine product.  Looking forward, there could be scope for further collaborations between the two parties to 
market Sinovac’s other products. 
 
To prepare for the marketing of its vaccine products to the overseas markets in the longer term, Sinovac has also signed 
international collaborations with LG Life Sciences of South Korea and the Dutch-based Glovax C.V.  In February 2006, 
the Company entered into an exclusive distribution agreement to market and distribute Euvax-B in China for fi ve years 
from the date of regulatory approval.  Registration of Euvax-B was submitted to SFDA in February 2007.  However, it is 
expected the approval for sales and distribution of Euvax-B will not be granted in the near term.  In March 2006, Sinovac 
signed a letter of intent to grant exclusive distribution rights for the pandemic influenza vaccine in Korea to LG Life 
Sciences.  
In another international collaboration, Sinovac had authorized in August 2005, Glovax C.V., a Dutch biopharmaceutical 
company with operation in Mexico, as an exclusive distributor in Mexico for its vaccine products.  Currently, Glovax is 
seeking marketing approval in Mexico to sell Sinovac’ s vaccine products there, though management expects it will take a 
few years to obtain approval to sell  its products in Mexico.  Once approval is granted, Mexico will become the stepping-
stone for Sinovac to capture the huge potential in Latin America.  
 
Overall, we believe Sinovac has established an effective sales, marketing and distribution network for its vaccine products 
in China, while the collaborations with international pharmaceutical companies are votes of confidence for the quality of 
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its products by its partners and provide a platform to expand its sales to the private vaccine market in China and the 
overseas markets. 
 
Market Competition 
The pharmaceutical, biopharmaceutical and biotechnology industries both within China and globally are intensely 
competitive and are characterized by rapid and signifi cant technological progress.  According to SFDA, there are 
approximately 30 local vaccine companies in China; of which management believes approximately 8 to 10 are its direct 
competitors.  Even with the advent of private medical and healthcare insurance programs in China, most Chinese citizens 
must pay for their own vaccines because these insurance programs do not typically cover vaccines.  We believe the 
consumer market is health conscious yet price sensitive and affordability is still the major hurdle for accelerating growth in 
vaccine sales.  In general, consumers would favor effective, safe and reasonably priced vaccines over cheaper but less safe 
vaccines provide by other local manufacturers and over comparable quality but more expensive vaccines manufactured by 
some of the international competitors.  Sinovac’s vaccine products appear to targeted at this segment of the market and 
thus should enjoy higher-than-market growth in the medium term.  
 
Sinovac’s competitors, both domestic and international, include large integrated pharmaceutical and biotechnology 
companies, universities and public and private research institutions.  Many of these entities have substantially greater 
research and development capabilities and financial, scientifi c, manufacturing, marketing and sales resources than Sinovac, 
as well as more experience in research and development, clinical trials, regulatory matters, manufacturing, marketing and 
sales.  Specifi cally, with respect to inactivated hepatitis A vaccine, management considers Sinovac’s major competitors to 
be GlaxoSmithKline Biologicals S.A., MSD, Berna Biotech AG, and Kunming Institute of Biological Products.  With 
respect to flu vaccine, management considers GlaxoSmithKline Biologicals S.A., Aventis Pasteur S.A. and Chiron 
Corporation are its international competitors and Zhejinag Hangzhou Tianyuan Biological Products Co. Ltd., Changchun 
Changsheng Life Sciences Limited, Shanghai Institute of Biological Products, Changchun Institute of Biological Products, 
and Jiangsu Changzhou Yanshen as its major domestic competitors.   
 
Despite the keen competition in the market, management indicates that Sinovac enjoys a number of advantages over its 
PRC domestic competitors as follows: 
 
• Safety and efficacy profi le 

• Product price 

• Ease of application 

• Product supply 

• Enforceability of patent and other proprietary rights 

• Marketing and sales capability 
 
More important, Sinovac is not required (as are most Chinese vaccine manufacturers), to allocate up to 70% of their 
vaccine production capacity to the central government directed immunology programs.  This is because all of Sinovac’s 
products are paid for by private parties rather than any government.  The profi t margins for these central government 
directed programs are often quite low, causing many domestic manufacturers to make little profi t and thus affect their 
ability to allocate more resources to develop high quality vaccine products to compete with Sinovac.  
 
Vaccine Pri cing Strategy 
As discussed in the previous section of regulatory framework of China’s pharmaceutical industry, the pricing of vaccines 
is regulated by the Chinese government.  In general, the pricing of Sinovac’s vaccine products are based on cost plus a 
certain level of profi t, but will be at least 30% below the prices of foreign products to ensure its products will enjoy pricing 
advantage in the market.  Sinovac will then submit the proposed pricing of its vaccine 
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• Strong product pipelines – In our view, Sinovac’s pandemic influenza vaccine currently under development will 
have huge market potential due to the endorsement from the WHO and the co-development agreement with China 
CDC.  Meanwhile, the fact that Japanese Encephalitis (JE) is a signifi cant public health problem in Southeast Asia and 
the Western Pacifi c and has a high mortality rate of 30% will certainly increase the need to protect humans from JE 
infection.  In addition, since JE has been included in planning immunization in China from 2005, it will occupy the 
domestic market as well as supply to satisfy the demand of the international market once the JE vaccine is available to 
the market. 

 
Manufactur ing Facilities, Safety and Quality Assurance 
Sinovac is headquartered in the Peking University Biological Industry Park in Beijing within a self-owned 48,900 square 
foot and state-of-the-art facility.  Approximately 32,000 square feet of the facility are used for the production plant for 
Healive and Bilive.  The production plant, equipment and related facilities were designed by a European pharmaceutical 
engineering company in accordance with the China GMP and the U.S. FDA safety guidelines.  In August 2004, Sinovac 
signed two 20-year leases in Beijing with China Bioway to lease two more buildings with aggregated 41,300 square feet in 
the Peking University Biological Industry Park to house its Anflu manufacturing and R&D center.  In addition, the 40,000 
square-foot Tangshan Yian facility in Tangshan, Hebei Province houses a bio-safety level III laboratory, a cell culturing 
workshop, a pilot trial production workshop and a reagents manufacture workshop, where research and pilot production 
for vaccine candidates are carried out. 
 
The production process of Sinovac’s Healive, Bilive and Anflu vaccines can be broadly divided into 5 stages: cultivation 
and harvest, purifi cation, inactivation, formulation and fi lling and packaging and can be illustrated in the following 
diagram: 
 

Table 7.  Production Process of Vaccine 

 
*For Bilive, the hepatitis B component is added to hepatitis A bulk after absorption.  
Source: Company fil ing  

 
Financial Statement Analysis 
Profi t and Loss Account 
According to management, Sinovac’s vaccine business is affected by seasonal factors, which makes it more diffi cult to 
forecast its financial performance on a quarterly basis.  In general, CDC’s typically place a large number of orders at the 
end of the year when they begin to stockpile vaccine products for the next year.  Thus, revenue in the second half would be 
higher than that in the fi rst half of the fi scal year.  However, if there were an outbreak of certain infectious diseases like 
influenza, CDC’s would place additional orders with the Company at any time they think necessary.  
 
Revenue Projections 
As shown in the profi t and loss account in Table 8, the Company’s revenue is expected to surge 105% from $15.4 million 
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in 2006 to $31.4 million in 2007 and rise a further 38% to $43.3 million in 2008.  Our optimistic forecasts are mainly due 
to signifi cant increases in sales of all three vaccine products.  During the fi rst six months ended June 30, 2007, Sinovac 
reported a 189% year-on-year increase in sales to $13.5 million, compared to $15.4 million for the full year in 2006.  
Approximately 2.45 million doses of Healive were sold in the fi rst half of 2007, compared to 2.6 million doses sold in 
FY2006.  Given that sales of vaccine would be higher in the second half of the year, our assumption of 4.9 million doses 
of Healive to be sold in FY2007 is on the conservative side.  Sinovac has invested RMB4 million to increase its production 
capacity from 6 million doses of Healive to 10 million to accommodate the surging demand in the market.  We tentatively 
estimate a 30% growth in volume sales to 6.37 million doses in 2008 and based on a slightly lower average selling price of 
$5.30 per dose, revenue from Healive should amount to $33.8 million.  We understand China’s central government plans 
to purchase Healive from Sinovac for the increase in spending on the immunization program and this could increase the 
sales volume of Healive in 2008.  However, the increase in purchases from the government could have an adverse impact 
on the Company’s Healive sales to the private sector.  Bulk purchase from the Government at a lower price could also put 
pressure on margin.  The overall impact would be mixed.  We will update the projection on Healive sales in 2008 and the 
impact on profi t margin in our next update report.   
 
Revenue from Bilive is expected to experience a signifi cant increase in sales volume in 2007 due to a relatively low base 
of just 55,000 doses in 2006.  Even though the selling price is about 50% higher than Healive, its ability to prevent 
infection of both Hepatitis A & Hepatitis B should be able to attract affordable users in the market.  We forecast sales 
volume of 75,000 doses in 2007, followed by a 24% increase to 93,000 doses in 2008.  At a selling price of around $9.50 
per dose, revenue from Bilive is forecast to increase from $0.23 million in 2006 to $0.71 million in 2007 and rise further to 
$0.88 million in 2008. 
 
The more dramatic increase in revenue will be from the jump in sale of Anflu from a relatively small base of comparison 
in 2006, which only commenced sales in late September 2006.  In addition, the Exclusive Promotion Service Agreement 
with GlaxoSmithKline (China) Investment Co., Ltd. (GSK) on July 30, 2007 should help boost sales of Anflu beginning in 
the second half of this year.  Sinovac hints that the agreement with GSK involves a guaranteed certain level of sales 
volume for Anflu, though management refused to further elaborate on the terms of agreement.  We forecast 0.9 million 
doses of Anflu will be sold in 2007, rising sharply to 1.93 million doses in 2008. 
 
Gross Profit and Gross Margin 
Sinovac’s gross profi t is expected to increase a hefty 128% from $11.2 million in 2006 to $25.4 million in 2007 and rise a 
further 39% to $35.3 million in 2008.  These forecast figures are better than the increase in revenue due to expected 
margin expansion.  The improvement in gross margin from 72.4% in 2006 to 80.8% in 2007 and 81.4% in 2008 is due to 
increasing economies of scale in production, while cost of raw materials is relatively stable and accounts for only a small 
percentage of sales.  In the fi rst half of 2007, Sinovac reported a 210% year-on-year increase in gross profi t to $11.6 
million with a gross margin of 85.7% compared to gross profi t of $3.7 million and gross margin of 79.9% in the 
corresponding period in 2006.  For prudence, we conservatively estimate a 80.8% gross margin for the full year 2007 and 
81.4% for 2008 with a view to upgrade these numbers when the Company reports its third quarterly results in November. 
 
Operating Profit and Operating Expenses 
For the fi rst six months ended June 30, 2007, Sinovac recorded total operating expenses of $5.44 million, up 23.6% from 
$4.4 million in the corresponding period in 2006.  As a percentage of sales, total operating expenses in the fi rst half of 
2007 were 40.3% of sales, compared to 94% of sales in fi rst half of 2006.  This trend is typical for a young 
biopharmaceutical company like Sinovac.  For the full year 2007, we forecast that total operating expenses should amount 
to $13.1 million, up 22.7% from $10.68 million in 2006.  The biggest operating expense item is selling, general and 
administrative expenses, which account for 86-87% of total operating expenses.  The Company will continue to increase 
its research and development expenses in order to stay competitive in the market.  Due to a decline in government research 
grants on existing vaccine products, we forecast research development expenses to increase sharply from $0.32 million in 
2006 to $1.0 million in 2007 and rise to $1.3 million in 2008.  As a result of signifi cant projected increases in revenue in 



 

Sinovac Biotech Ltd. 
 

 

 
 

Dutton Associates • 4989 Golden Foothill Parkway, Suite 4 • El Dorado Hills, CA 95762 • Phone (916) 941-8119 
 

Page 16 of 28   

2007 and 2008, total operating expenses as percentage of sales should decline from 69.6% in 2006 to 41.8% in 2007 and 
down further to 35.3% in 2008. 
 
Net Income and Earnings Per Share 
We forecast Sinovac to report a net income of $7.4 mil lion in 2007 against a net loss of $0.7 million in 2006, representing 
an EPS of $0.18 in 2007 against a EPS of -$0.02 in 2006.  For the fi rst six months of fi scal year 2007, the Company has 
already achieved a net income of $3.5 million, or EPS of $0.09, compared to a net loss of $0.97 million or EPS of -$0.03 
in the fi rst half of 2006.  For 2008, we forecast net income to increase 63% to $12.1 million or EPS of $0.29, driven by 
higher sales volume of all three vaccine products, declining unit production costs as a result of higher economies of scale 
in production, and improving margins.   
 



 

Sinovac Biotech Ltd. 
 

 

 
 

Dutton Associates • 4989 Golden Foothill Parkway, Suite 4 • El Dorado Hills, CA 95762 • Phone (916) 941-8119 
 

Page 17 of 28   

Table 8. Consolidated Profi t and Loss 
(Fiscal Year Ends December 31, in U.S. dollars) 

2004A 2005A 1H2006 2006A 1H2007 2007E 2008E

Volume sales (in million dosage)
  Healive 1,000,000    1,300,000       N.A. 2,600,000     2,450,000     4,900,000     6,370,000     
  Bilive -               40,000            N.A. 55,000          N.A. 75,000          93,000          
  Anflu -               -                 N.A. 77,000          N.A. 900,000        1,930,000     
Total 1,000,000    1,340,000       N.A. 2,732,000     2,450,000     5,875,000     8,393,000     
Growth 34% 104% 115% 43%
Sales by Product
  Healive 6,454,043    8,227,885       N.A. 14,878,194   N.A. 26,460,000   33,761,000   
  Bilive -               380,063          N.A. 230,810        N.A. 712,500        883,500        
  Anflu -               -                 N.A. 245,604        N.A. 4,230,000     8,685,000     
Total Sales 6,454,043    8,607,948       4,676,765     15,354,608   13,511,221   31,402,500   43,329,500   
Growth 127.3% 33.4% 78.4% 104.5% 38.0%
Cost of sales 1,937,983    2,346,204       939,480        4,231,785     1,931,604     6,025,350     8,046,488     
Gross profit 4,516,060    6,261,744       3,737,285     11,122,823   11,579,617   25,377,150   35,283,013   
Operating expenses:
   Selling, general & administrative 8,842,596    10,277,620     4,002,642     9,752,783     4,722,926     11,313,228   13,010,213   
   Research & development 285,826       233,994          94,013          324,970        390,399        998,256        1,347,646     
   Purchase in-process research & development -               232,531          -                -                -               -               -               
   Depreciation and amortization 333,881       554,600          300,449        605,262        328,344        821,620        944,863        
Total 9,462,303    11,298,745     4,397,104     10,683,015   5,441,669     13,133,104   15,302,721   
Operating income (4,946,243)   (5,037,001)     (659,819)       439,808        6,137,948     12,244,046   19,980,291   
Interest and financing expenses (369,491)      (228,693)        (113,173)       (319,197)       (179,068)      (362,086)      (373,218)      
Interest and other income 321,460       234,864          113,002        285,148        260,650        302,551        313,274        
Income (loss) before taxation and minority interest (4,994,274)   (5,030,830)     (659,990)       405,759        6,219,530     12,184,511   19,920,347   
Income taxes (recovery) (767,467)      212,111          (124,583)       100,513        (1,174,015)   1,827,677     2,988,052     
Income (loss) before minority interest (4,226,807)   (5,242,941)     (784,573)       305,246        5,045,515     10,356,834   16,932,295   
Minority interest share of (earnings) loss (439,904)      132,314          (185,127)       (1,001,279)    (1,578,536)   (2,945,484)   (4,815,545)   
Net income (loss) (4,666,711)   (5,110,627)      (969,700)       (696,033)       3,466,979     7,411,350     12,116,750   
Cumulative translation adjustment (1,819)          344,594          134,129        302,490        464,158        852,951        1,026,325     
Comprehensive income (loss) (4,668,530)   (4,766,033)     (835,571)       (393,543)       3,931,137     8,264,301     13,143,075   
Earnings (loss) per share - basic and diluted (0.14)            (0.14)              (0.03)             (0.02)             0.09              0.18              0.29              

Weighted average number of shares outstanding
   -basic and diluted 32,742,837  36,353,149     38,156,567   38,229,944   39,012,980   40,268,028   42,268,028   

Margin Analysis
Gross margin 70.0% 72.7% 79.9% 72.4% 85.7% 80.8% 81.4%
Operating margin -76.6% -58.5% -14.1% 2.9% 45.4% 39.0% 46.1%
Net margin -72.3% -59.4% -20.7% -4.5% 25.7% 23.6% 28.0%

Expenses as % of sales
Selling, general & administrative 137.0% 119.4% 85.6% 63.5% 35.0% 36.0% 30.0%
Research & development 4.4% 2.7% 2.0% 2.1% 2.9% 3.2% 3.1%
Purchase in-process research & development 0.0% 2.7% 0.0% 0.0% 0.0% 0.0% 0.0%
Depreciation and amortization 5.2% 6.4% 6.4% 3.9% 2.4% 2.6% 2.2%
Total operating expenses 146.6% 131.3% 94.0% 69.6% 40.3% 41.8% 35.3%

Growth Analysis (YOY)
Revenue 127% 33% N.A. 78% 189% 105% 38%
Gross profit 158% 39% N.A. 78% 210% 128% 39%
Operating income N.A. N.A. N.A. N.A. N.A. 2684% 63%
Net income N.A. N.A. N.A. N.A. N.A. N.A. 63%
EPS N.A. N.A. N.A. N.A. N.A. N.A. 56%  
Source: Company data and Dutton Associates estimates 
 
Balance Sheet 
As shown in the balance sheet on page 19, Sinovac was in a healthy financial position as of December 31, 2006.  Liquidity, 
as measured by the current ratio and quick ratio, were 1.83x and 1.66x respectively in 2006, which showed little change 
from 1.64x and 1.75x respectively in 2005.  These liquidity ratios improved slightly to 2.23x and 1.92x respectively as of 
June 30, 2007, primarily driven by the drastic turnaround from a loss position to a net income of $3.5 million for the fi rst 
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time after years of losses.  Total working capital had increased to $16.38 million as of June 30, 2007 from $9.88 million as 
of December 31, 2006 and $7.43 million at the end of 2005.  
 
If  net income accelerates in the coming years, we expect Sinovac to show continuing improvement in its liquidity position, 
with the current ratio increasing to 2.39x in 2007 and 3.66x in 2008 and quick ratio rising to 2.04x and 3.02x respectively 
in 2008.  Working capital would also increase drastically from $9.88 million in 2006 to $22.9 million in 2007 and rise to 
$46.1 million in 2008.  
 
Sinovac was in a net cash position in the past two years.  Total debt/equity was 33.8% as of December 31, 2006.  As a 
result of the expected sharp increase in net income and in the absence of new acquisitions, we expect this ratio to decline 
to 22.3% in 2007 and drop further to 8.1%. 
 
A signifi cant increase in sales in the coming years and the fact that sales to CDC’s are consider low risk, would lead us to 
expect the average collection period to show mild improvement from 181 days in 2006 to 158 days in 2007 but rise again 
to 189 days in 2008.  The mild improvement should come from increasing sales of Anflu through GSK.  Inventory 
turnover days are expected to increase in the coming two years, rising from 35 days in 2006 to 46 days in 2007 and 
increase to 71 days in 2008.  The increase should be due to the stocking up of inventories to cope with increasing sales.  
 
Overall, we consider the financial position of Sinovac as healthy.  The signifi cant increase in forecasted net income in the 
coming years should lead to the improvement of the Company’s financial position.  In the absence of new acquisitions and 
signifi cant increases in capital expenditure on new vaccine products, we do not see the need for fund raising in the near 
term.  However, management indicates that the Company will accelerate the development of pandemic influenza vaccine 
and JE vaccine and there are several other vaccine products currently under development, which have not been announced 
to the public.  As the sales of Healive and Anflu are expected to accelerate in the coming years, there will be a need to 
further increase production capacity and additional capital expenditure would be required.  In addition, management 
believes that an increase in the shareholder base to include more institutional investors through placement of new shares 
would help improve the image of Sinovac and facilitate its expansion into the overseas vaccine markets to drive longer 
term growth.  Management has expressed its intention to raise additional funds in the near future because its current 
operating and capital resources may be insuffi cient to meet future requirements.  
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Table 9.  Consolidated Balance Sheet 
(Years End December 31, in U.S. dollars) 

2005A 2006A 2007E 2008E

ASSETS

Current assets
   Cash and cash equivalents 7,354,451     9,248,832        14,952,637      23,462,578      
   Restricted cash 149,391        24,386             69,586             69,586             
   Account receivable - net 5,454,249     9,733,721        17,538,956      27,295,500      
   Inventories 837,666        2,083,396        5,845,881        11,096,544      
   Deposit to a related party for land use right 433,694        -                  -                  -                  
   Prepaid expenses and deposits 288,206        195,591           300,793           436,463           
   Deferred tax assets -                454,274           706,338           1,122,244        
   Due from related parties 1,755,997     -                  -                  -                  
Total current assets 16,273,654   21,740,200      39,414,191      63,482,914      

Property, plant and equipment 12,455,971   13,027,095      13,649,971      16,274,359      

Deferred tax assets 652,300        589,427           525,416           476,581           
 
Licenses and permits 1,917,172     1,652,462        1,387,752        1,123,042        

Total assets 31,299,097   37,009,184      54,977,330      81,356,896      

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities
   Loans payable 2,417,779     2,660,697        2,193,226        258,284           
   Accounts payable and accrued liabilities 4,782,226     7,372,824        8,229,274        9,291,744        
   Due to related parties 55,826          -                  -                  -                  
   Dividends payable to minority of Sinovac Beijing 538,221        919,382           2,514,866        4,664,725        
   Deferred research grants 1,049,583     911,374           3,551,445        3,138,858        
Total current liabilities 8,843,635     11,864,277      16,488,811      17,353,611      
Long term debt 2,663,895     3,837,544        4,565,700        4,102,568        
Total liabilities 11,507,530    15,701,821      21,054,511      21,456,179      
Minority interest 1,768,953     2,062,586        3,658,070        5,807,929        

STOCKHOLDERS' EQUITY

Preferred stock -                -                  
Common stock 39,056          40,121             40,268             42,268             
Shares to be issued for services 42,750          -                  -                  -                  
Subscriptions received 1,423,710     25,938             36,252             425,010           
Additional paid in capital 27,240,563   30,295,726      33,040,936      43,335,141      
Accumulated other comprehensive income 342,981        645,471           1,498,422        2,524,747        
Dedicated reserves 484,482        1,168,529        1,168,529        1,168,529        
Accumulated deficit (11,550,928)  (12,931,008)     (5,519,658)       6,597,093        
Total stockholders' equity 18,022,614   19,244,777      30,264,750      54,092,788      
Total liabilities and stockholders' equity 31,299,097   37,009,184      54,977,330      81,356,897      

Ratio Analysis

Current ratio (X) 1.84              1.83                 2.39                 3.66                 
Quick ratio (X) 1.75              1.66                 2.04                 3.02                 
Working capital ($) 7,430,019     9,875,923        22,925,380      46,129,303      
Total debt/equity (%) 28.2% 33.8% 22.3% 8.1%
Net debt/equity (%) Net cash Net cash Net cash Net cash
Average inventory turnover (days) 29                 35                    46                    71                    
Averaage account collection period (days) 160               181                  158                  189                   
Source: Company data and Dutton Associates estimates 
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Cash Flow Statement 
Sinovac’s forecast cash flow is expected to show continuing improvement in the coming two years.  This would be mainly 
due to a signifi cant increase in net income beginning in the fi rst half of this year.  Because the Company’s vaccine 
products are crucial for public health in the prevention of infectious diseases, Sinovac has been able to receive government 
grants for its research and development of vaccine products, as well as for the expansion of production capacity for Anflu.  
These government grants certain help preserve cash within the Company.  
 
Looking ahead, we forecast the major cash outflow items would be the signifi cant increase in accounts receivable and 
inventory to support the Company’s sharp increase in sales of vaccine products.  Capital expenditure on acquisition of 
property, plant and equipment is relatively insignifi cant.  In the absence of major asset acquisitions and capital expenditure 
on capacity expansion, we expect the Company’s cash balance to increase from $9.2 million in 2006 to $15.0 million in 
2007 and rise to $23.5 million by the end of 2008. 
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Table 10.  Cash Flow Statement 
(Year Ends December 31, in U.S. dollars) 

2005A 2006A 2007E 2008E
Cash flows from (used in) operating activities
Net income (loss) for the year (5,110,627)      (696,033)        7,411,350       12,116,750     
Adjustments to reconcile net loss to net cash
   used by operating activities
 - deferred income taxes (8,000)            (391,401)        252,064          415,906          
 - stock-based compensation 3,355,708       707,204          306,531          425,066          
 - common stock issued or to be issued for services 42,750            -                 -                 -                 
 - inventory provision for obsolescence and excessive 
      fixed production overhead and abnormal wasted
      materials -                 1,319,704       186,055          380,152          
 - in-process research development acquired with 
      acquisition of 20.56% Sinovac Beijing interest 232,531          -                 -                 -                 
 - research and development expenditure qualified
      for government grants (1,231,652)     (845,122)        (982,451)        (1,253,107)     
 - provision for doubtful accounts 447,431          580,900          1,413,113       1,949,828       
 - interest accrued on promissory notes, related parties -                 -                 -                 -                 
 - imputed interest income, net of expenses, on  
      advances to related parties (62,300)          -                 -                 -                 
 - written-off equipment and loss on disposal -                 41,511            -                 -                 
 - depreciation of property, plant and equipment
      and amortization of licenses and permits 1,101,526       1,268,145       1,643,240       1,889,726       
 - minority interest (132,314)        1,001,279       2,945,484       4,815,545       
Change in other assets and liabilities
 - accounts receivable (3,361,922)     (4,595,598)     (7,805,235)     (9,756,544)     
 - inventories (333,223)        (2,513,257)     (3,762,485)     (5,250,663)     
 - prepaid expenses and deposits 159,639          99,832            105,202          135,670          
 - accounts payable and accrued liabilities 3,330,340       2,387,546       856,450          1,062,470       
Net cash used in operating activities (1,570,113)      (1,635,290)     2,569,318       6,930,799       

Cash flows from (used in) financing activities
  Loans proceeds 3,667,482       3,758,504       1,500,000       2,000,000       
  Loans repayment (1,523,227)     (2,560,564)     (1,967,471)     (3,934,942)     
  Proceeds from issuance of common stock 5,529,268       882,565          365,000          6,500,000       
  Proceeds from shares subscribed 1,423,710       25,938            30,760            40,550            
  Dividends paid to minority shareholders of Sinovac Beijing (379,123)        (570,124)        (1,350,000)     (2,665,685)     
  Government grants received 1,222,494       739,172          3,622,522       840,520          
  Advances from related parties 1,605,160       1,765,097       1,265,030       1,054,526       
  Advances to related parties (401,322)        (56,591)          -                 -                 
Net cash provided by financing activities 11,144,442     3,983,997       3,465,841       3,834,969       
Cash flows from (used in) investing activities
  Restricted cash 248,881          127,159          45,200            -                 
  Deposit relating to land use rights (427,873)        438,492          -                 -                 
  Cash acquired in connection with acquisition of Tangshan Yian -                 -                 -                 -                 
  Proceeds from disposal of equipment -                 5,011              -                 -                 
  Acquisition of 20.56% interest in Sinovac Beijing
      from minority interest (2,260,000)     -                 -                 -                 
  Acquisition of property, plant and equipment (2,443,700)     (1,139,980)     (622,876)        (2,624,388)     
Net cash used in investing activities (4,882,692)     (569,318)        (577,676)        (2,624,388)     
Exchange gain (loss) on cash and equivalents 57,763            114,992          246,322          368,562          
Increase in cash and cash equivalent 4,749,400       1,894,381       5,703,805       8,509,942       
Cash and cash equivalent, beginning of year 2,605,051       7,354,451       9,248,832       14,952,637     
Cash and cash equivalent, end of year 7,354,451       9,248,832       14,952,637     23,462,578      

Source: Company data and Dutton Associates estimates 
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Conclusion and Valuation 
In our view, Sinovac is operating in a fast growing healthcare industry in China, in which the Company’s prospects will be 
bolstered by the increasing affordability of healthcare products, increasing public awareness of the need to prevent 
infectious diseases, and more importantly, the Chinese government’s strong commitment to sharply increase spending on 
its immunization program.  With a large population of 1.3 billion and relatively low vaccination coverage for many 
infectious diseases, the market for quality vaccine product manufacturers like Sinovac is huge. 
 
At present, Sinovac has only three approved vaccine products for sale in China, namely Healive for Hepatitis A, Bilive for 
Hepatitis A&B and Anflu for influenza.  The WHO has recommended using inactivated Hepatitis A, such as Healive to 
prevent Hepatitis A, while China has put the control and treatment of viral hepatitis into the critical diseases control 
program of the “National Tenth Five Year Plan” .  Due to the low vaccination coverage of hepatitis A in China, we believe 
the growth potential of Healive is huge.  The fact that Sinovac has received RMB20 million from the government to 
increase its production capacity of Anflu from 2 million doses to 4 million doses, which can be transferred into 20 million 
doses of pandemic influenza vaccine, clearly indicates the government’s support and awareness of the need to prevent the 
spreading of influenza.  Based on 10% vaccination coverage of the total China population, the annual demand for 
influenza vaccine is 130 million; suggesting the market potential for Anflu is only limited by its production capacity.  Our 
forecast dramatic increase in revenue and net income for Sinovac in the coming two years suggests there is a huge upside 
potential for the stock. 
 
As shown in the peer’s comparison table to follow, we are using the PE, gross profi t margin and price-to-book valuation of 
the healthcare industry in the U.S., the valuation of selected U.S.-listed drugs and vaccine producers, as well as selected 
China-based drugs and vaccine producers.  According to the data in www.finance.yahoo.com, the U.S. healthcare industry 
is trading at an historical 2006 PE of 26.6x and price-to-book of 15.8x.  The major drug manufacturers are trading at 17.3x 
2006 PE and price-to-book of 11.43x.  Sinovac is trading at 11.9x 2008 PE against 13.4x for its U.S. peers.  Sinovac’s 
gross profi t margin is 72.4% in 2006, slightly lower than average of its U.S. peers, while its price-to-book of 6.85x is 
higher than 4.4x for the average of its U.S. peers.  However, this merely reflects the major U.S. drug and vaccine 
producers have entered their maturity stage with slowing growth prospects, while Sinovac is at the accelerating phase of 
business development.  
 
Compared to the valuation of other Hong Kong and China-based drug and vaccine producers, Sinovac appears very 
attractive, as its 2008 PE valuation represents a 72% discount to the average of its close peers, while it enjoys a gross 
profi t margin of 72.4% compared to 51.0% for the other players.  In addition, Sinovac is trading at just 6.85x price-to-
book, against 9.85x for other peers.  At our 12-month price target of $5.80 per share, the stock is trading at just 30.5x 2007 
PE and 20.0x 2008 PE, which is inexpensive given its exciting growth prospects in the coming years.  We rate the stock a 
Strong Speculati ve Buy. 
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Table 11.  Peers Compari son 
 Share Price Mkt Cap. PER (X) Gross Price/book
Company 9/6/2007 $mn 2006A 2007E 2008E Margin (06A) X (06A)
GlaxoSmithKine (GSK) 53.46 148,619    13.8 13.6 12.9 77.3% 6.82
Sanofi-Aventis (SNY) 41.03 111,191    19.1 11.5 10.9 74.3% 1.77
Merck & Co. (MRK) 50.47 109,520    23.0 16.2 15.6 73.5% 5.62
Bristol-Myers Squibb (BMY) 28.67 56,480      35.4 19.9 17.0 66.8% 5.26
Pfiza (PFE) 24.62 170,617    10.0 11.6 10.6 84.2% 2.51
US Average 119,285    20.3 14.6 13.4 75.2% 4.40

Tong Ren Tong* (8069.HK) 18.20 427           22.5 19.4 16.1 44.2% 3.30
Wuyi Pharmaceuticals* (1889.HK) 1.49 314           21.3 11.5 11.5 49.6% 12.42
Zhejiang Huahai Pharm^ (600521.SS) 25.15 768           52.4 41.2 31.4 47.6% 6.64
Beijing Tian Tan Biological (600161.SS) 37.00 1,598        119.4 148.0 97.4 60.8% 18.32
Tianjin Tasly Pharm^ (600535.SS) 24.58 1,487        58.5 54.6 54.6 52.7% 8.56
HK/China Average 919           54.8 54.9 42.2 51.0% 9.85

Sinovac (SVA) 3.45 139           N.A. 18.7 12.0 72.4% 6.85

Note: *Share price quoted in HK dollar
         ^Share price quoted in RMB
         US$1=RMB7.5380; US$1=HKD7.7877 as of September 6, 2007  

Source: www.finance.yahoo.com, UBS Investment Bank and CITIC Securities 
 
Risk Factors 
Lack of product diversifi cation – Currently, Sinovac generates its revenues from three vaccine products, namely Healive, 
Bilive and Anflu.  All  of the Company’s product sales in 2004, and approximately 96% of product sales in 2005 and 97% 
in 2006 were attributable to Healive.  It is expected Healive will continue to comprise a substantial portion of the 
Company’s revenues in the near future.  In the event sales of Healive suffer a decline due to market competition, the 
Company’s financial results will be adversely affected.  The limited revenue sources make the investment in Sinovac a 
more risky investment than investment in companies that offer a wider variety of products or services. 
 
Highly competiti ve market environment – Sinovac is operating in a highly competitive biotechnology industry, which is 
characterized by rapid and signifi cant technological progress.  Competitors include large pharmaceutical and 
biotechnology companies and academic research institutions both within and outside China.  Many of these large 
companies and institutions have greater R&D and fi nancial resources than Sinovac.  There is no guarantee that the 
Company’s success in a particular product will maintain. In the event competitive products are launched into the market, 
Sinovac may have to cut prices to prevent a decline in product sales.  Thus, its revenue and profi tability could be suffered. 
 
Pri ce competi tion and product obsolescence – The technologies applied by the Company and its competitors are rapidly 
evolving and new product developments usually result in price competition and product obsolescence.  Sinovac is facing 
competition from generic forms of its products, substitute products or imports of products from lower priced markets.  As 
for its products under development, it is possible that competitors could launch their products fi rst, making Sinovac’s 
products under development become obsolete and thus affect its long-term growth. 
 
Products acceptance fro m end users – Even though the Company’s vaccines obtain regulatory approval for 
commercialization, they still may not gain market acceptance among CDC’s, hospitals, physicians, vaccinees and the 
medical community due to availability of lower priced substitute products.  This would limit the Company’s ability to 
generate revenue and adversely affect its financial results. 
 
Highly seasonal and unpredictable product demand – Sinovac is devoting signifi cant resources to research and develop 
a new vaccine for pandemic influenza, which could take a few years to complete.  Even if 
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the pandemic influenza vaccine obtains regulatory approval, the threat of a pandemic influenza outbreak may be reduced, 
or have adopted other technologies or strategies to prevent or limit outbreaks.  This would have a signifi cant adverse 
impact on the Company’s business.  As for the existing influenza vaccine product, Anflu, many vaccinees receive their flu 
vaccinations in the three-month period from September to November in anticipation of an upcoming flu season.  Sinovac 
intends to build up inventory of Anflu to cope with anticipated demand.  If actual demand fails to meet company 
expectations, signifi cant inventory write-off will result and the financial performance would be harmed. 
 
Product liability actions – Sinovac manufactures vaccines that are injected into vaccinees to protect against infectious 
illness.  A failure of its products to function as anticipated, whether as a result of the design of these products, 
unanticipated health consequences or side effects, or misuse or mishandling by third parties of such products because of 
faulty or contaminated supplies could result in injury.  As a result, the Company is subject to costly and time-consuming 
product liability lawsuits.  Sinovac currently maintains product liability insurance to cover ineffective vaccinations from 
Healive for an aggregate limit of indemnifi cation for approximately $10,000 but does not carry product liability insurance 
for Bilive or Anflu.  
 
Loss of key personnel – Sinovac is a small company with 252 full-time employees as of December 31, 2006 and it 
depends to a large extent on principal members of its management and scientifi c staff.  If it loses the services of any key 
personnel, in particularly Mr. Weidong Yin, its President and CEO, it could signifi cantly impede the achievement of its 
research and development objectives and delay the product development programs and approval and commercialization of 
the company’s product candidates.  
 
Government actions – Because the medical conditions of Sinovac’s vaccines are intended to prevent signifi cant public 
health threats, the Company is at risk of government actions detrimental to its business.  These include product seizure, 
resumed price controls and additional regulations.  In addition, the Company’s R&D programs and manufacturing 
operations involve the controlled use of potentially harmful biological materials and other hazardous materials, it cannot 
completely eliminate the risk of accidental contamination or injury to employees or others from the use, manufacture, 
storage, handling and disposal of hazardous materials and certain waste products.  
 
Infri ngement of intellectual property  ri ghts – If  the Company’s products infringe the intellectual property rights of third 
parties, it may incur substantial liabilities and may be unable to sell these products.  This is because even after reasonable 
investigation, the Company may not know with certainty whether it has infringed upon a third-party’s patent because such 
third-party may have fi led a patent application without the Company’s knowledge while it is still developing that product. 
If a third-party claims that Sinovac infringe upon its proprietary rights, the Company may become involved in time-
consuming and expensive litigation, even if the claim is without merit. 
 
Cessation or  suspension of collaborations with scienti fi c advisors and academic insti tutions – Sinovac works with 
scientifi c advisors and academic collaborators who assist the Company in research and development efforts and it benefits 
considerably from such collaborations.  Any cessation or suspension of these collaborations will signifi cantly increase the 
costs in research and development and lengthen the new vaccine development process and low the effi ciency in new 
product development. 
 
Future changes in laws, government policies and support  – The tightening of regulations and administrative 
interpretations on vaccine sales would increase the Company’s operating costs, while the relaxation of certain rules could 
lower the market entry barriers and benefit its competitors.  In addition, Sinovac has been receiving government grants for 
the R&D on vaccines and on expansion of its production capacity.  There are no guarantees these government grants will 
continue in the future.  
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Management Profile 
Mr. Weidong Yin is President and CEO of Sinovac and is also the general manager of its subsidiary, Sinovac Biotech.  
Mr. Yin has been dedicated to hepatitis research for over 20 years and was instrumental in the development of the 
Company’s Healive.  In addition, Mr. Yin has been appointed as the principal investigator by the Chinese Ministry of 
Science and Technology for many key governmental R&D programs such as: “ Inactivated Hepatitis A vaccine R&D,”  
“ Inactivated SARS vaccine R&D”  and “New Human Influenza Vaccine (H5N1) R&D.”   Mr. Yin obtained his medical 
degree from the Tangshan Medical School in Hebei Province, pursued advanced study in Virology from the China 
Institute of Preventive Medical Science and obtained a master’s degree in business administration from the National 
University of Singapore. 
 
Mr. Xianping Wang has served as a director of Sinovac since March 2006.  He has also been the President and CEO of 
Xinhua China Ltd. since September 2004, which is a company listed on the NASDAQ OTC Bulletin Board.  Mr. Wang 
has worked in a diverse range of industries such as medicine, the healthcare industry, construction projects, investment 
consultation and real estate development.  Mr. Wang is the brother of Lily Wang, a former director and CFO of the 
company, and Heping Wang, a former director of Sinovac.  Mr. Wang has a bachelor’s degree in engineering from the 
Navy Engineering Institute and a master’s degree in economics from Tsinghua University, China. 
 
Ms. Chup Hung Mok has served as a director of the Company since March 2006.  Ms. Mok is a member of the audit, 
compensation and corporate governance and nominating committees. She is currently the Financial Controller of Zero 
Spot Laundry Service Private Limited where she is responsible for the financial affairs of that company and leads the 
human resource department.  Prior to joining Zero Spot Laundry Services, Ms. Mok worked for more than 28 years in the 
banking industry, which include working for Bank of China’s Singapore Branch, Kwangtung Provincial Bank’s Singapore 
Branch.  Ms Mok holds a master’s degree in business administration from the National University of Singapore. 
 
Ms. Jingling Qin has served as the Company’s acting CFO since March 2006. Prior to that date, she had been the 
Manager of the Finance Department of Sinovac Beijing since January 2001.  From 1993 through 2000, Ms. Qin was the 
Director of the Finance Department of Tangshan Yian.  She served as the Director of the Audit Department of the 
Economics Commission of Tangshan City, Hebei Province from 1988 to 1993.  Ms. Qin holds an associate’s degree in 
accounting from Hebei Provincial Academy of Machinery and Electronics. 
 
Mr. Simon Anderson has been a director of the Company since July 2004.  Mr. Anderson is a member of the audit, 
compensation and corporate governance and nominating committees.  Mr. Anderson has been a partner and Vice President 
of MCSI Consulting Services Inc. since 1996.  From 1994 to 1996, he was a partner with BDO Dunwoody, an 
international accounting and consulting fi rm, where he specialized in mergers, acquisitions and valuations.  Mr. Anderson 
was admitted as a member of the Institute of Chartered Accountants in British Columbia in 1986.  Mr. Anderson also 
serves as a director and/or chief financial offi cer of three OTC-traded public companies, namely Ikona Gear International 
Inc., SHEP Technologies Inc. and Buffalo Gold Ltd. 
 
Mr. Yuk Lam Lo has served as a director of the Company since March 2006.  Mr. Lo is a member of the audit, 
compensation and corporate governance and nominating committees.  He is currently serving as the vice president of 
PerkinElmer Life and Analytical Sciences, Pacifi c Rim, the chairman of the Industry Technology Committee of the 
Chinese Manufacturers’  Association of Hong Kong and the director of the Chinese Manufacturers’  Association of Hong 
Kong.  Mr. Lo also served as the chairman of the Innovation and Technology Fund (Biotechnology Projects) Vetting 
Committee, HKSAR, and as chairman of the Biotechnology Committee, Industry & Technology Development Council, 
HKSAR.  In China, Mr. Lo is a consultant to the Economic Bureau, Changchun, a member of the advisory committee of  
the Shenzhen Municipal Science and Technology Bureau, an honorary consultant of the Beijing Medical University, an 
honorary professor of Chengdu University of TCM and a visiting professor at Xiamen University, China and at Shanghai 
Jiao Tong University, China. 
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Mr.  Jiansan Zhang has served as the vice general manager of Sinovac Beijing since April 2001 and the deputy general 
manager of Tangshan Yian since 1998.  At Sinovac Beijing, he oversees the production, engineering, research and 
development and quality assurance departments.  At Tangshan Yian, he oversees the P3 Lab.  From 1995-1997, Mr. Zhang 
served as the production manager and the assistant to the general manager of Shenzhen Kangtai Biological Product Co., 
Ltd. and from 1992-1995, he served as a consultant to Tangshan Yian.  Mr. Zhang received his bachelor’s degree in 
medical treatment from Sun Yat-sen University of Medical Sciences, PRC and an EMBA degree from Tsinghua 
University, PRC. 
 
Ms. Nan Wang has served as the vice general manager of Sinovac Beijing since 2001 where she oversees business 
development and clinical research.  From 1988 to 1993, Ms. Wang was a researcher in biology at the Life Science College 
of Peking University, PRC.  From 1993 to 2001, she worked as a manager at China Bioway Biotech Group Co. Ltd.  Ms. 
Wang received her bachelor’s degree in biology from Peking University and her master’s degree from University of 
International Business and Economics, PRC.  Ms. Wang also received a diploma in financial management from Beijing 
College for Entrepreneur, PRC in 2003.  
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