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WuXi AppTec (603259 CH)

Steady 1Q performance amid challenging environment

WuXi AppTec reported 1Q24 revenue of RMB7,982mn, down 11.0% YoY,
attributable recurring net profit of RMB2,034mn, up 7.3% YoY, and attributable
adjusted non-IFRS net profit of RMB1,913mn, down 18.3% YoY. 1Q24 revenue
/ adjusted Non-IFRS net income accounted for 20.4%/ 16.8% of our 2024 full-
year estimates, both moderately lower than historical ranges. Non-IFRS gross
profit margin deteriorated by 2.3ppt to 38.7% while non-IFRS net profit margin
decreased by 2.1ppt to 24.0% in 1Q24, due to the decline in CDMO revenue
from COVID commercial projects, pricing erosion, ramp-ups of new facilities in
its Testing and Biology segments, and escalating costs in its ATU segment.
Non-COVID D&M revenue (in WuXi Chemistry segment) showed positive
growth in 1Q24, up 1.2% YoY. Despite a challenging start of 2024, mgt. has
upheld its revenue guidance of RMB38.3-40.5bn for 2024, projecting growth of
2.7% to 8.6% YoY, excluding revenues from COVID-19 commercial projects.
Furthermore, mgt. reiterated that the adjusted non-IFRS net profit margin would
be align with the 2023 level.

M TIDES business continued to serve as a significant growth driver. In
1Q24, TIDES revenue delivered impressive growth of 43.1% YoY with
substantial 110% YoY growth in backlog. Both revenue and backlog
maintained a strong momentum from a high base in 2023. Mgt. expects 60%
revenue growth for the TIDES business in 2024. Moreover, the additional
22k-liter solid-phase peptide synthesizers commenced operation in Jan
2024, enhancing the total capacity to 32k liters. Plans are in progress to
expand new peptide production capacity in Taixing, Jiangsu, to meet robust
customer demand.

B Moderate recovery in clinical CRO&SMO business. In 1Q24, revenue
from the Clinical CRO&SMO segment grew by 11.0% YoY, with SMO
revenue increasing by 26.4% YoY. The growth aligns with the upward
trends reported by several domestic clinical CRO&SMO companies in 2023
and 1Q24. The demand in China's clinical stage pharmaceutical R&D is
expected to lead the recovery, mirroring the recovery pattern observed in
overseas markets sincel1lQ23.

M Solid customer relationships amid uncertainty. WiXi AppTec added
over 300 new clients in 1Q24, consistent with the level seen in 1Q23.
Encouragingly, revenue from global Top 20 pharmaceutical companies
reached RMB2.7bn (~34% of total revenue), indicating a YoY increase of
4.2% excluding COVID-19 commercial projects. However, mgt. admitted
that the draft of the Biosecure Act has started impacting WuXi ATU in
acquiring new clients and orders in the US market.

B Maintain BUY. To factor in the uncertainties from geopolitical risks, we cut
our TP from RMB67.53 to RMB53.23 (based on a 10-year DCF model with
WACC of 10.73% and terminal growth of 2.0%). We forecast revenue to
grow by -5.6%/ +10.0%/ +12.5% YoY and adjusted non-IFRS net income to
grow by -12.4%/ +10.5%/ +16.4% YoY in 2024E/ 25E/ 26E, respectively.

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Revenue (RMB mn) 39,355 40,341 38,074 41,877 47,124
YoY growth (%) 71.8 25 (5.6) 10.0 125
Adjusted net profit (RMB mn) 9,399 10,854 9,503 10,503 12,225
YoY growth (%) 83.2 155 (12.4) 10.5 16.4
EPS (Adjusted) (RMB) 321 3.70 3.24 3.58 4.17
Consensus EPS (RMB) na na 3.55 4.02 4.24
P/E (x) (adjusted) 13.6 11.8 135 12.2 10.5

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 1: Earnings revision

New old Diff (%)

RMB mn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 38,074 41,877 47,124 39,126 43,135 47,940 -2.69% -2.92% -1.70%
Gross Profit 14,623 16,141 18,511 15,595 17,093 19,035 -6.23% 5.57% 2.75%
Operating Profit 9,517 10,577 12,320 10,515 11,558 12,955 -9.49% -8.49% -4.90%
Non-IFRS net profit 9,503 10,503 12,225 10,260 11,364 12,828 7.37% 7.57% -4.71%
Non-IFRS EPS (RMB) 3.24 3.58 417 3.50 3.87 4.37 -7.38% -7.58% -4.71%
Gross Margin 38.41% 38.55% 39.28% 39.86% 39.63% 39.71% = -1.45ppt  -1.08ppt  -0.43ppt
Operating Margin 25.00% 25.26% 26.14% 26.88% 26.80% 27.02% = -1.88ppt  -1.54ppt  -0.88ppt
Net Margin 24.96% 25.08% 25.94% 26.22% 26.34% 26.76% @ -1.26ppt  -1.26ppt  -0.82ppt

Source: Company data, CMBIGM estimates

Figure 2: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)
RMB mn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 38,074 41,877 47,124 41,572 47,032 49,555 -8.42% -10.96% -4.90%
Gross Profit 14,623 16,141 18,511 16,741 18,980 20,102 -12.65% -14.96% -7.92%
Operating Profit 9,517 10,577 12,320 12,131 14,008 14,844 -21.55% -24.49% -17.01%
Non-IFRS net profit 9,503 10,503 12,225 10,288 11,743 12,445 -7.63% -10.56% -1.77%
Non-IFRS EPS (RMB) 3.24 3.58 4.17 3.55 4.02 4.24 -8.61% -10.82% -1.69%
Gross Margin 38.41% 38.55% 39.28% 40.27% 40.36% 40.57% -1.86ppt -1.81ppt -1.28ppt
Operating Margin 25.00% 25.26% 26.14% 29.18% 29.78% 29.95% -4.18ppt -4.53ppt -3.81ppt
Net Margin 24.96% 25.08% 25.94% 24.75% 24.97% 25.11% +0.21ppt +0.11ppt +0.83ppt

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 3: Valuation on risk-adjusted DCF valuation

2024E  2025E
10,103 11,255

DCF Valuation (in Rmb mn)
EBIT

2026E
13,098

2027E  2028E
14,867 16,651

2029E
18,399

2030E 2031E 2032E 2033E
20,055 21,559 22,853 23,881

Tax rate 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00% 15.00%
EBIT*(1-tax rate) 8,588 9,567 11,134 12,637 14,153 15,639 17,047 18,325 19,425 20,299
+ D&A 2,257 2,555 2,824 3,205 3,590 3,967 4,324 4,648 4,927 5,149
- Change in working capital 943  (686)  (944) (1,071) (1,199) (1,325) (1,445) (1,553) (1,646) (1,720)
- Capex (5,000) (5,000) (5,000) (5,000) (5,000) (5,000) (5,000) (5,000) (5,000) (5,000)
FCFF 6,788 6,435 8,014 9,771 11,544 13,281 14,926 16,420 17,706 18,727
Terminal value 218,933
Terminal growth rate 2.00%
WACC 10.73%
Cost of Equity 13.50%
Cost of Debt 5.00%
Equity Beta 1.00
Risk Free Rate 3.00%
Market Risk Premium 10.50%
Target Debt to Asset ratio 30.00%
Effective Corporate Tax Rate 15.00%
PV of terminal value (RMB mn) 79,041
Total PV (RMB mn) 145,390
Net debt (RMB mn) (10,738)
Equity value (RMB mn) 156,129
# of shares (mn) 2,933
Price per share (RMB per share) 53.23
Source: CMBIGM estimates
Figure 4: Sensitivity analysis of DCF model
WACC
9.95% 10.45% 10.95% 11.45% 11.95%
3.00% 66.15 61.25 57.01 53.30 50.02
2.50% 63.30 58.87 55.00 51.59 48.56
Terminal 2.00% 60.81 56.78 53.23 50.07 47.25
growth rate 1.50% 58.64 54.93 51.64 48.70 46.07
1.00% 56.71 53.28 50.22 47.47 44.99

Source: CMBIGM estimates
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Financial Summary

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

Revenue 22,902 39,355 40,341 38,074 41,877 47,124
Cost of goods sold (14,592) (24,677) (23,729) (23,451) (25,735) (28,614)
Gross profit 8,310 14,678 16,612 14,623 16,141 18,511
Operating expenses (3,898) (5,372) (5,318) (5,106) (5,564) (6,191)
Selling expense (699) (732) (701) (741) (794) (870)
Admin expense (2,203) (2,826) (2,879) (2,683) (2,930) (3,273)
R&D expense (942) (1,614) (1,441) (1,388) (1,506) (1,671)
Others (54) (200) (297) (294) (335) 377)
Operating profit 4,412 9,306 11,294 9,517 10,577 12,320
Gain/loss on financial assets at FVTPL (93) 770 (38) 86 178 279
Investment gain/loss 1,356 188 234 200 200 200
Net Interest income/(expense) (84) 248 338 415 448 480
Other income/expense 425 106 4 300 300 300
Pre-tax profit 6,016 10,618 11,832 10,518 11,703 13,579
Income tax (880) (1,716) (2,132) (1,578) (1,755) (2,037)
After tax profit 5,136 8,903 9,700 8,941 9,948 11,542
Minority interest (39) (89) (94) (86) (96) (111)
Net profit 5,097 8,814 9,607 8,854 9,852 11,430
Adjusted net profit 5,131 9,399 10,854 9,503 10,503 12,225
Gross dividends 1,529 2,644 2,882 2,656 2,956 3,429
BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Current assets 21,986 23,997 30,422 31,925 36,795 43,077
Cash & equivalents 8,239 7,986 13,764 16,191 19,902 24,644
Account receivables 4,668 6,047 7,922 6,592 7,250 8,159
Inventories 5,905 5,669 4,736 5,141 5,642 6,273
Prepayment 303 291 244 244 244 244
Financial assets at FVTPL 527 2 11 11 11 11
Other current assets 2,344 4,003 3,746 3,746 3,746 3,746
Non-current assets 33,142 40,693 43,247 46,048 48,643 51,069
PP&E 8,554 14,171 17,190 20,315 23,142 25,700
Deferred income tax 390 492 367 367 367 367
Investment in JVs & assos 678 1,203 2,216 2,216 2,216 2,216
Intangibles 1,600 1,785 1,864 1,706 1,548 1,390
Goodwill 1,926 1,822 1,821 1,821 1,821 1,821
Financial assets at FVTPL 8,714 8,954 8,626 8,912 9,291 9,769
Other non-current assets 11,280 12,265 11,164 10,712 10,259 9,807
Total assets 55,127 64,690 73,669 77,972 85,438 94,146
Current liabilities 12,985 14,499 14,756 14,775 15,248 15,844
Short-term borrowings 2,261 3,874 3,667 3,667 3,667 3,667
Account payables 1,931 1,659 1,645 1,664 2,137 2,733
Tax payable 536 882 1,374 1,374 1,374 1,374
Other current liabilities 8,256 8,084 8,070 8,070 8,070 8,070
Non-current liabilities 3,385 3,264 3,396 3,396 3,396 3,396
Long-term borrowings 0 279 687 687 687 687
Bond payables 607 502 0 0 0 0
Obligations under finance leases 1,019 984 1,099 1,099 1,099 1,099
Other non-current liabilities 1,759 1,499 1,610 1,610 1,610 1,610
Total liabilities 16,370 17,764 18,152 18,171 18,644 19,240
Share capital 2,956 2,961 2,969 2,969 2,969 2,969
Capital surplus 25,732 26,512 28,401 34,599 41,495 49,497
Other reserves 9,804 17,118 23,753 21,753 21,753 21,753
Total shareholders equity 38,492 46,590 55,122 59,320 66,217 74,218
Minority interest 266 337 395 481 577 688
Total equity and liabilities 55,127 64,690 73,669 77,972 85,438 94,146

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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CASH FLOW 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (RMB mn)

Operating

Profit before taxation 6,016 10,618 11,832 10,518 11,703 13,579
Depreciation & amortization 1,363 1,718 2,288 2,261 2,559 2,828
Tax paid (880) (1,716) (2,132) (1,578) (1,755) (2,037)
Change in working capital (1,151) (298) (105) 943 (686) (944)
Others (759) 294 1,504 (477) (602) (735)
Net cash from operations 4,589 10,616 13,387 11,668 11,218 12,692
Investing

Capital expenditure (6,936) (9,966) (5,517) (5,000) (5,000) (5,000)
Acquisition of subsidiaries/ investments (858) (161) (22) 0 0 0
ms‘tasptrr?gﬁgs from disposal of short-term 2766 82 (2.321) 0 0 0
Others 189 355 299 0 0 0
Net cash from investing (4,839) (9,690) (7,561) (5,000) (5,000) (5,000)
Financing

Dividend paid (916) (1,598) (2,756) (2,241) (2,508) (2,949)
Net borrowings 1,071 1,668 178 0 0 0
Proceeds from share issues 104 150 247 0 0 0
Others (1,983) (1,497) (1,610) (2,000) 0 0
Net cash from financing (1,724) (1,278) (3,941) (4,241) (2,508) (2,949)
Net change in cash

Cash at the beginning of the year 10,228 8,175 7,984 13,764 16,191 19,902
Exchange difference (79) 161 132 0 0 0
Cash at the end of the year 8,175 7,984 10,001 16,191 19,902 24,644
GROWTH 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Revenue 38.5% 71.8% 2.5% (5.6%) 10.0% 12.5%
Gross profit 32.3% 76.6% 13.2% (12.0%) 10.4% 14.7%
Operating profit 41.1% 110.9% 21.4% (15.7%) 11.1% 16.5%
Net profit 72.2% 72.9% 9.0% (7.8%) 11.3% 16.0%
Adj. net profit 41.1% 83.2% 15.5% (12.4%) 10.5% 16.4%
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Gross profit margin 36.3% 37.3% 41.2% 38.4% 38.5% 39.3%
Operating margin 19.3% 23.6% 28.0% 25.0% 25.3% 26.1%
Adj. net profit margin 22.4% 23.9% 26.9% 25.0% 25.1% 25.9%
Return on equity (ROE) 14.4% 20.7% 18.9% 15.5% 15.7% 16.3%
GEARING/LIQUIDITY/ACTIVITIES 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Net debt to equity (x) (0.1) (0.1) (0.2) (0.2) (0.2) 0.3
Current ratio (x) 1.7 17 2.1 2.2 2.4 2.7
Receivable turnover days 66.4 49.7 63.2 63.2 63.2 63.2
Inventory turnover days 107.4 85.6 80.0 80.0 80.0 80.0
Payable turnover days 107.8 75.5 75.6 75.6 75.6 75.6
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/E (adjusted) 24.8 13.6 11.8 135 12.2 10.5
P/B 3.3 2.7 2.3 21 1.9 17
P/CFPS 27.7 12.1 9.6 11.0 114 10.1
Div yield (%) 1.2 2.1 2.2 21 2.3 2.7

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

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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