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Hutchmed (13 HK)

Exploit global market opportunities

HCM continued to prove its strong commercial capabilities by achieving remarkable
63% YoY growth in oncology product sales in FY22, reaching US$124.6mn, driven
by its three commercial drugs. HCM targets to grow the oncology product sales by
high double-digit in FY23 while the management expects US$450-550mn
consolidated oncology revenue in FY23, including partial recognition of US$400mn
upfront payment from Takeda. The R&D expenses in FY22 were US$386.9mn
(+29% YoY). As of end-2022, HCM had a strong cash position of US$631.0mn. The
Company targets to turn profitable in 2025.

B Eyes on fruquintinib’s filling for CRC in the US and GC in China. With
increasing new CRC patients treated (28k in 2H22, 14k in 1H22, 12k in 2H21),
the in-market sales of fruquintinib in FY22 grew by 32% YoY to US$93.5mn,
resulting in US$69.9mn revenue booked by HCM. Fruquintinib has become a
market leader for 3L CRC in China with a 44% patient share in 4Q22. In Jan,
HCM out-licensed the ex-China rights of fruquintinib to Takeda, and is eligible to
receive US$400mn upfront payment and up to US$730mn milestones
payments. The MRCT FRESCO-2 trial has demonstrated superior efficacy and
safety in treating late-line CRC patients than other approved products (CMBI
report link). HCM targets to complete the BLA rolling submission in 1H23 in the
US, with EU and Japan to follow. We are positive towards the overseas
approvals for CRC. Meanwhile, fruquintinib showed positive PFS results of the
Ph3 FRUTIGA trial in 2L GC, while the OS co-primary endpoint was not met.
HCM plans to file the sBLA for fruquintinib in 2L GC based on the FRUTIGA data
in China in 1H23. Given ramucirumab, the only approved I/O drug for the 2L GC
in China, did not achieve significance in OS improvement either in its RAINBOW-
Asia trial (link). We think it is likely fruquintinib can be approved in China for 2L
GC. We look forward to the data release of the FRUTIGA trial. We also expect
the readout of fruquintinib + PD-1 in 2L EMC and RCC in 1H23.

B NRDL inclusion to further drive sales growth of savolitinib. The in-market
sales of savolitinib increased 159% YoY to US$41.2mn in FY22, with
US$22.3mn revenue attributable to HCM. Since Mar 2023, savolitinib will be
covered by NRDL, which will further facilitate sales growth. HCM will continue
the enrolment of the Ph2 SAVANNAH study, and evaluate the potential of US
accelerated approval based on this trial. We also expect HCM to release data
of savolitinib’s potential registrational Ph2 trial for GC in 1H23.

B Next wave of innovative drug commercialization. The pivotal trial ESLIM-01
of sovleplenib (Syk) in 2L ITP was fully enrolled in Dec 2022, and HCM expects
the data readout and potential NDA in 2H23. For amdizalisib (PI3K®d), the Ph2b
trial in 2L FL just completed enrolment in Feb, and HCM expects the readout
and NDA in 2H23 as well.

B Maintain BUY. We like HCM given its strong product sales growth momentum
in China and big potential of commercial approvals of key assets in overseas
regions. We revised our TP from HK$36.06 to HK$37.49 based on DCF
valuation (WACC: 9.51%, terminal growth rate: 2%).

Earnings Summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E
Revenue (US$ mn) 356 426 816 894 1,066
YoY growth (%) 56.2 19.7 91.4 9.6 19.2
Net profit (US$ mn) (167.0) (360.4) (138.9) (65.3) 33.7
EPS (Reported) (US$) (0.25) (0.43) (0.16) (0.08) 0.04
R&D expenses (US$ mn) (299) (387) (390) (376) (352)
CAPEX (US$ mn) (16) 37) (15) (10) (10)

Source: Company data, CMBIGM estimates
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Figure 1: Risk-adjusted DCF valuation

DCF Valuation (in US$ mn) 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E 2035E

EBIT (209) (134) (32) 54 197 353 524 628 685 706 710 727 743
Tax rate 0% 0% 0% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15%
EBIT*(1-tax rate) (209) (134) (32) 46 167 300 446 534 583 600 603 618 632
+ D&A 9 9 9 10 10 10 10 10 10 10 10 10 10
- Change in working capital (5) (61) (18) (41) (76) (66) (B7) (B1) @7 B (25 (29 (33)
- Capex (5) (100 (00 (00 (@O0 (@10 (100 (100 (00 (O (@O (@10 (20)
FCFF (221) (196) (50) 5 91 234 388 482 536 563 578 594 599
Terminal value 8,129

Present value of enterprise (US$ mn) 3,786

Net debt (US$ mn) (397)

Equity value (US$ mn) 4,183
Equity value (HK$ mn) 32,421
No. of outstanding shares (mn) 865

DCF per share (HK$) 37.49
Terminal growth rate 2.0%
WACC 9.51%
Cost of Equity 12.0%
Cost of Debt 4.5%
Equity Beta 0.90

Risk Free Rate 2.5%
Market Risk Premium 10.5%
Target Debt to Asset ratio 30.0%
Effective Corporate Tax Rate 15.0%

Source: CMBIGM estimates

Figure 2: Sensitivity analysis (HK$)

WACC
8.51% 9.01% 9.51% 10.01% 10.51%
4.00% 59.21 52.03 46.20 41.37 37.31
3.50% 54.76 48.59 43.48 39.19 35.54
Terminal growth rate 3.00% 45,51 41.19 37.49 34.28 31.48
2.50% 43.30 39.39 35.99 33.03 30.42
2.00% 41.39 37.80 34.67 31.92 29.48
Source: CMBIGM estimates
Figure 3: CMBIGM estimates revision
New old Diff (%)
US$ mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 816 894 1,066 516 680 680 58% 32% 57%
Gross Profit 342 370 451 177 283 283 94% 31% 60%
Operating Profit (209) (134) (32) (305) (124) (124) N/A N/A N/A
Net profit (139) (66) 33 (299) (119) (119) N/A N/A N/A
EPS (US$) (0.16) (0.08) 0.04 (0.35) (0.14) (0.14) N/A N/A N/A
Gross Margin 41.95% 41.31% 42.34% | 34.27T% 41.60% 41.60% 0.00 ppt 0.00 ppt  -0.45 ppt
Source: CMBIGM estimates
Figure 4. CMBIGM estimates vs consensus
US$ mn CMBIGM Consensus Diff (%)
FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 816 894 1,066 669 739 917 22% 21% 16%
Gross profit 342 370 451 317 315 446 8% 17% 1%
Operating profit (209) (134) (32) (219) (211) (175) N/A N/A N/A
Net profit (139) (66) 33 (77) (124) (109) N/A N/A N/A
EPS (US$) (0.16) (0.08) 0.04 (0.19) (0.21) (0.20) N/A N/A N/A
Gross margin 41.95% 41.31% 42.34% 47.46% 42.70% 48.68% @ -551ppt -1.39ppt -6.34 ppt

Source: Bloomberg, CMBIGM estimates
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Financial Summary

INCOME STATEMENT 2020A 2021A 2024E 2025E
YE 31 Dec (US$ mn)

Revenue 228 356 426 816 894 1,066
Cost of goods sold (189) (258) (311) (474) (525) (615)
Gross profit 39 98 115 342 370 451
Operating expenses (236) (426) (523) (552) (504) (483)
Selling expense (11) (38) (44) (80) (83) (89)
Admin expense (50) (89) (92) (82) (45) (43)
R&D expense (175) (299) (387) (390) (376) (352)
Operating profit (197) (328) (408) (209) (134) (32)
Other income 5 2 2 0 0 0
Other expense (0) (13) (14) 0 0 0
Gain/loss on financial assets at FVTPL 2 1 9 10 9 5
Other gains/(losses) 0 121 0 0 0 0
Pre-tax profit (190) (216) (410) (199) (125) (26)
Income tax 5) (12) 0 0 0 0
Others 79 61 50 60 60 60
Minority interest (10) (28) (0) (0) (0) 0)
Net profit (116) (167) (360) (139) (65) 34
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (US$ mn)

Current assets 531 1,212 840 619 522 504
Cash & equivalents 236 378 313 403 216 171
Account receivables 48 84 98 92 177 194
Inventories 20 36 57 52 58 67
Financial assets at FVTPL 200 634 318 18 18 18
Other current assets 28 81 54 54 54 54
Non-current assets 193 161 190 256 317 377
PP&E 24 41 76 82 83 83
Deferred income tax 2 9 15 15 15 15
Investment in JVs & assos 140 76 74 134 194 254
Other non-current assets 28 33 24 24 24 24
Total assets 724 1,373 1,029 875 839 881
Current liabilities 158 312 691 338 367 376
Short-term borrowings 0 27 0 0 0 0
Account payables 32 41 71 55 84 93
Tax payable 1 16 1 1 1 1
Other current liabilities 126 228 619 282 282 282
Non-current liabilities 47 21 39 39 39 39
Long-term borrowings 27 0 18 18 18 18
Obligations under finance leases 6 7 5 5 5 5
Deferred income 0 0 0 0 0 0
Other non-current liabilities 13 14 15 15 15 15
Total liabilities 205 333 729 377 406 415
Share capital 73 86 86 86 86 86
Capital surplus 822 1,505 1,497 1,497 1,497 1,497
Retained earnings (416) (610) (971) (1,111) (1,177) (1,143)
Other reserves 4 6 2) 2) ) 2)
Total shareholders equity 484 987 610 471 405 439
Minority interest 35 53 27 27 27 28
Total equity and liabilities 519 1,040 637 498 433 466
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CASH FLOW 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (US$ mn)

Operating

Profit before taxation (190) (216) (410) (199) (125) (26)
Depreciation & amortization 6 7 9 9 9 9
Tax paid 5) (12) 0 0 0 0
Change in working capital 29 33 57 (5) (61) (18)
Others 97 (16) 76 0 0 0
Net cash from operations (62) (204) (269) (195) a77) (35)
Investing

Capital expenditure (8) (16) (37) (15) (10) (10)
Acquisition of subsidiaries/ investments 0 0 0 0 0 0
_Net proceeds from disposal of short-term (104) (435) 316 300 0 0
investments

Others (14) 145 17 0 0 0
Net cash from investing (125) (306) 297 285 (10) (10)
Financing

Dividend paid 1) (10) (26) 0 0 0
Net borrowings 0 1) 9) 0 0 0
Proceeds from share issues 319 717 0 0 0 0
Share repurchases (13) 27) (48) 0 0 0
Others 8) (30) 0) 0 0 0
Net cash from financing 296 650 (83) 0 0 0
Net change in cash

Cash at the beginning of the year 121 236 378 313 403 216
Exchange difference 6 2 9) 0 0 0
Cash at the end of the year 236 378 313 403 216 171
GROWTH 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Revenue 11.3% 56.2% 19.7% 91.4% 9.6% 19.2%
Gross profit (11.8%) 148.1% 17.8% 197.0% 7.9% 22.2%
PROFITABILITY 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Gross profit margin 17.3% 27.5% 27.0% 42.0% 41.3% 42.3%
Operating margin (86.3%) (92.2%) (95.6%) (25.6%) (15.0%) (3.0%)
Return on equity (ROE) (29.9%) (22.7%) (45.1%) (25.7%) (14.9%) 8.0%
GEARING/LIQUIDITY/ACTIVITIES 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

Net debt to equity (x) (0.8) (1.0) (1.0) (0.8) (0.5) (0.4)
Current ratio (x) 34 3.9 12 18 14 13
Receivable turnover days 70.5 66.1 77.2 78.0 78.0 78.0
Inventory turnover days 34.8 39.2 54.2 40.0 40.0 40.0
Payable turnover days 53.8 51.4 65.9 65.0 65.0 65.0
VALUATION 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec

P/E na na na na na 90.5
P/B na 5.6 4.2 6.0 7.0 6.4

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

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst in
this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM
or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
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liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.
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CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
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