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Hutchmed (13 HK)

A fruitful 2024 on the way

Including US$312mn upfront and milestone payments from Takeda, HCM'’s consolidated
revenues from oncology/immunology reached US$529mn in FY23 (vs US$164mn in
FY22), close to the upper limit of its US$450-550mn guidance. The in-market product
sales increased 28% YoY (35% at CER) to US$214mn in FY23, among which sales of
fruguintinib in China increased 15% YoY (22% at CER) to US$108mn, maintaining
leadership in patient share (47%) in 3L CRC. Fruquintinib recorded US$15mn in sales
in the overseas market in 2023 since the launch in Nov. Surufatinib’s in-market sales in
FY23increased 36% YoY (43% at CER) to US$44mn, and ranked 2nd in the NET market
with 21% share in 4Q23. Savalitinib’s in-market sales in FY23 increased 12% YoY (19%
at CER) to US$46mn, even with a 38% price cut for NRDL inclusion since Mar 2023.
Mgmt guides the FY24E consolidated revenue from oncology/immunology to reach
US$300-400mn, driven by 30% to 50% growth in oncology marketed product revenue.
In FY23, HCM spent US$302mn on R&D, down 22% YoY, due to the completion of
several large registration-enabling trials, the focus on ex-China development through
partnerships and the strategic prioritization of pipeline. HCM recorded a net income of
US$101mn in FY23. As of end-2023, HCM had a strong cash position of US$886mn.
Management is confident to turn profitable in FY25E.

B Fruquintinib shows potential for expanded indications in China and aims for
wider international approvals. The NDAs of fruquintinib for CRC are under review
in the EU and Japan (NDAs submitted in Jun and Sep 2023, respectively). In China,
fruquintinib may receive approval for 2L GC in 2H24E (sNDA in Apr 2023). Cross-
trial comparison shows fruquitinib’s superior efficacy than ramucirumab in 2L GC
patients. Additionally, fruquintinib + sintilimab received BTD for endometrial cancer
(PMMR type) in China, and the potential Ph2 registration trial in China completed
patient enrolment in Jul 2023, with the sNDA filing expected in early 2024E. The
Ph2/3 trial of fruquintinib + sintilimab for 2L RCC completed enrolment in Dec 2023,
with the top line results expected by end-2024E.

B Savolitinib to become the company’s second product to achieve global
commercialization. The global Ph2 SAVANNAH trial of savolitinib in 2/3L
osimertinib-refractory MET+ NSCLC finished enrolment in Feb 2024. We anticipate
the US NDA submission for accelerated approval by the end of 2024, and savolitinib
potentially to be positioned as HCM's second product to reach the global market.
Compared with other competing therapies, savolitinib + osimertinib offers potentially
better efficacy for specific MET+ patients, and its oral administration route is more
convenient over other competing therapies. In China, savolitinib has the potential to
expand its label into 1L MET Exon 14 NSCLC with the filing expected in 1Q24E
based on positive results from confirmatory Ph3b study.

B Sovleplenib, a promising best-in-class Syk inhibitor, holds strong potential for
overseas licensing. The China Ph3 ESLIM-01 trial of sovleplenib for ITP met its
endpoints, leading to the acceptance of the NDA by the NMPA in Jan 2024, with the
status of priority review. Concurrently, HCM is initiating a Ph1b/ll trial in the US for
ITP. Moreover, HCM is on track to unveil detailed Ph3 ITP results by mid-2024 and
Ph2 wAIHA data as well. The anticipated data release is expected to act as a
significant catalyst for potential international out-licensing agreements.

B Maintain BUY. Considering the company’s guidance, we revise our TP from
HK$36.67 to HK$34.31 based on DCF valuation (WACC: 10.25 %, terminal growth
rate: 3.0%).

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Revenue (US$ mn) 426 838 690 864 1,172
YoY growth (%) 19.7 96.5 17.7) 25.2 35.7
Net profit (US$ mn) (360) 101 (94) 2 122
EPS (Reported) (US$) (0.43) 0.12 (0.11) 0.00 0.14
R&D expenses (US$ mn) (387) (302) (290) (285) (328)
CAPEX (US$ mn) (37) (33) (30) (30) (30)

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

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

EBIT (148) (51) 81 231 387 514 592 648 689 641 617 615
Tax rate 0% 0% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15%
EBIT*(1-tax rate) (148) (51) 69 197 329 437 503 551 586 545 525 523
+ D&A 8 10 12 13 15 16 17 18 19 20 21 22
- Change in working capital (26) 27 (36) (60) (55) (B0) (45 (38) (34 (28 0 9)
- Capex (30) (30) (30) (30) (30) (30) (30) (30) (30) (30) (30) (30)
FCFF (196) (44) 15 120 258 373 445 500 541 507 516 505
Terminal value 6,548

Present value of enterprise (US$ mn) 3,248

Net debt (US$ mn) (609)
Equity value (US$ mn) 3,857
Equity value (HK$ mn) 29,891
No. of outstanding shares (mn) 871
DCF per share (HK$) 34.31
Terminal growth rate 3.0%
WACC 10.95%
Cost of equity 14.0%
Cost of debt 4.5%
Equity beta 1.10
Risk-free rate 3.0%
Market risk premium 10.0%
Target debt to asset ratio 30.0%
Effective corporate tax rate 15.0%

Source: CMBIGM estimates

Figure 2: Sensitivity analysis (HK$)

WACC
9.95% 10.45% 10.95% 11.45% 11.95%
4.00% 43.80 40.08 36.90 34.16 31.78
3.50% 41.74 38.40 35.52 33.01 30.81
Terminal growth rate 3.00% 39.97 36.94 34.31 32.00 29.95
2.50% 38.44 35.67 33.24 31.09 29.19
2.00% 37.10 34.55 32.29 30.29 28.49
Source: CMBIGM estimates
Figure 3: CMBIGM estimates revision
N Old Diff (%)
US$ mn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 690 864 1,172 867 1,032 1,367 -20% -16% -14%
Gross profit 293 398 609 337 412 594 -13% -3% 3%
Operating profit (148) (51) 81 (127) (47) 61 N/A N/A 34%
Net profit (94) 2 122 (56) 21 21 N/A -93% 494%
EPS (US$) (0.11) 0.00 0.14 (0.06) 0.02 0.14 N/A -93% 3%
Gross margin 42.48% 46.13% 51.95% 38.85% 39.93% 43.46% +3.62 ppt +6.20 ppt +8.49 ppt
Source: CMBIGM estimates
Figure 4. CMBIGM estimates vs consensus
US$ mn CMBIGM Consensus Diff (%)
FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 690 864 1,172 667 824 1,026 3% 5% 14%
Gross profit 293 398 609 371 377 602 -21% 6% 1%
Operating profit (148) (51) 81 (160) (50) (75) N/A N/A N/A
Net profit (94) 2 122 (63) 16 8 N/A N/A N/A
EPS (US$) (0.11) 0.00 0.14 (0.34) (0.05) 0.05 N/A N/A N/A
Gross margin 42.48% 46.13% 51.95% 55.63% 45.80% 58.70% @ -13.15ppt +0.33 ppt  -6.75 ppt

Source: Bloomberg, CMBIGM estimates
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)

Revenue 356 426 838 690 864 1,172
Cost of goods sold (258) (311) (384) (397) (465) (563)
Gross profit 98 115 454 293 398 609
Operating expenses (426) (523) (435) (441) (449) (527)
Selling expense (38) (44) (53) (69) (78) (94)
Admin expense (89) (92) (80) (83) (86) (105)
R&D expense (299) (387) (302) (290) (285) (328)
Operating profit (328) (408) 18 (148) (51) 81
Other income 2 2 13 0 0 0
Other expense (13) (14) (8) 0 0 0
Gain/loss on financial assets at FVTPL 1 9 35 5 0 1)
Other gains/(losses) 121 0 0 0 0 0
Pre-tax profit (216) (410) 58 (144) (51) 81
Income tax (12) 0 (5) 0 0 (12)
Others 61 50 47 50 52 54
Minority interest (28) (0) (0) 0 0 0
Net profit (167) (360) 101 (94) 2 122
BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)

Current assets 1,212 840 1,097 964 895 958
Cash & equivalents 378 313 284 93 49 63
Account receivables 84 98 117 181 149 187
Inventories 36 57 50 43 51 62
Financial assets at FVTPL 634 318 603 603 603 603
Other current assets 81 54 43 43 43 43
Non-current assets 161 190 183 254 327 399
PP&E 41 76 100 122 142 160
Deferred income tax 9 15 15 15 15 15
Investment in JVs & assos 76 74 48 98 150 204
Other non-current assets 33 24 19 19 19 19
Total assets 1,373 1,029 1,280 1,218 1,222 1,356
Current liabilities 312 691 403 435 437 450
Short-term borrowings 27 0 31 31 31 31
Account payables 41 71 36 68 71 83
Tax payable 16 1 3 3 3 3
Other current liabilities 228 619 333 333 333 333
Non-current liabilities 21 39 133 133 133 133
Long-term borrowings 0 18 48 48 48 48
Obligations under finance leases 7 5 3 3 3 3
Deferred income 0 0 69 69 69 69
Other non-current liabilities 14 15 13 13 13 13
Total liabilities 333 729 536 569 571 583
Share capital 86 86 87 87 87 87
Capital surplus 1,505 1,497 1,522 1,522 1,522 1,522
Retained earnings (610) (971) (871) (965) (963) (841)
Other reserves 6 2) (8) (8) (8) 8)
Total shareholders equity 987 610 731 637 638 761
Minority interest 53 27 13 13 13 13
Total equity and liabilities 1,040 637 743 649 651 773

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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CASH FLOW 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)

Operating

Profit before taxation (216) (410) 58 (144) (51) 81
Depreciation & amortization 7 9 8 8 10 12
Tax paid (12) 0 (5) 0 0 12)
Change in working capital 33 57 72 (26) 27 (36)
Others (16) 76 85 0 0 0
Net cash from operations (204) (269) 219 (161) (14) 44
Investing

Capital expenditure (16) (37) (33) (30) (30) (30)
Acquisition of subsidiaries/ investments 0 0 0 0 0 0
_Net proceeds from disposal of short-term (435) 316 (285) 0 0 0
investments

Others 145 17 27 0 0 0
Net cash from investing (306) 297 (291) (30) (30) (30)
Financing

Dividend paid (10) (26) 9) 0 0 0
Net borrowings 1) 9) 62 0 0 0
Proceeds from share issues 717 0 5 0 0 0
Share repurchases 27) (48) 9) 0 0 0
Others (30) (0) 0 0 0 0
Net cash from financing 650 (83) 49 0 0 0

Net change in cash

Cash at the beginning of the year 236 378 313 284 93 49
Exchange difference 2 9) (6) 0 0 0
Cash at the end of the year 378 313 284 93 49 63
GROWTH 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Revenue 56.2% 19.7% 96.5% (17.7%) 25.2% 35.7%
Gross profit 148.1% 17.8% 293.3% (35.4%) 36.0% 52.8%
Net profit na na na na na 7,976.0%
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Gross profit margin 27.5% 27.0% 54.1% 42.5% 46.1% 51.9%
Operating margin (92.2%) (95.6%) 2.2% (21.5%) (5.9%) 6.9%
Return on equity (ROE) (22.7%) (45.1%) 15.1% (13.8%) 0.2% 17.5%
GEARING/LIQUIDITY/ACTIVITIES 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Net debt to equity (x) (1.0) (1.0) (1.1) (1.0) (0.9) (0.8)
Current ratio (x) 3.9 12 2.7 2.2 2.0 2.1
Receivable turnover days 66.1 77.2 78.0 78.0 78.0 78.0
Inventory turnover days 39.2 54.2 40.0 40.0 40.0 40.0
Payable turnover days 51.4 65.9 65.0 65.0 65.0 65.0
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/E ns ns 26.8 ns 1,775.8 22.0
P/B 5.6 4.2 3.6 4.1 4.1 35

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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Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800
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Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the
report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

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
securities or enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
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.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides
the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
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the companies in this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report
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Additional information on recommended securities is available upon request.
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