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Shanghai Henlius Biotech, Inc. (2696 HK)

More product approvals in coming months

B Sales of HLXO01 to ramp up thanks to the release of capacity bottleneck.
In Apr 2020, Henlius received NMPA’s approval for HLX01 (Hanlikang,
Rituximab) for the additional 2,000L drug substance production scale and
2,000L production equipment. Thus, the total production capacity of HLX01
will be lifted from the previous 2,000L to 14,000L. In addition, HLXO01 recently
received NMPA'’s approval for a new 500mg package while previously HLX01
only obtained approval for 100mg package. HLX01 will enjoy more significant
pricing advantages by offering both 500mg and 100mg packages. We expect
attributable sales from HLXO01 to pick up from RMB79mn in 2019 to
RMB264mn in 2020E.

B HLXO02 to receive approvals from EMA and NMPA in 2020E and HLX03
to receive NMPA’s approval in 2020E. In Apr 2020, Henlius’
biopharmaceutical manufacturing facility of HLX02 (trastuzumab) in Xuhui,
Shanghai, has passed the GMP inspection by the EU, making Henlius the
second domestic company receiving EU’'s GMP approval. We expect HLX02
to receive EU MAA approval for commercialization in 2020E. In addition, we
forecast HLX02 and HLX03 (adalimumab) to receive approvals from NMPA
in 2020E. The Company also accelerated clinical development for HLX10
(PD-1 antibody) and has initiated 5 phase Ill trials and 4 phase Il trials for
HLX10 mono and combo therapies. Trials of HLX10 cover large indications
such as NSCLC, SCLC, GC, HNSCC, HCC, ESCC, cervical cancer and HBV.
By end-2020E, Henlius may file the NDA for HLX10 to NMPA for treatment of
MSI-H solid tumors and the NDA for HLX04 (bevacizumab) to the NMPA, in
our view.

B Maintain BUY. Henlius kicked off STAR board (A share) listing in March
2020. Upon completion of A share listing, Henlius will have rich capital to fund
future R&D activities. Our TP of H$57.21 is based on 11-year risk-adjusted
DCF valuation (WACC: 10.03%, terminal growth rate: 3.0%). We like Henlius
given its rich biological pipeline and strong in-house R&D capability.

B Catalysts: 1) Earlier-than-expected launch of products in pipeline, 2)
stronger-than-expected sales from newly launched product, 3) positive
outcome of clinical trial data.

Earnings Summar
(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 7 91 615 1,444 2,818
YoY growth (%) -78% 1125% 576% 135% 95%
Net profit (RMB mn) (494) (875) (772) (262) 616
YoY growth (%) N/A N/A N/A N/A N/A
EPS (RMB) (1.16) (1.76) (1.42) (0.48) 1.13
Change (%) N/A N/A N/A N/A N/A
Consensus EPS (RMB) N/A N/A (1.23) (0.45) 0.79
ROE (%) (27.4) (21.9) (23.9) (8.8) 17.2
ROA (%) (16.0) (14.8) (14.6) (4.3) 8.8
Net gearing (%) Net cash Net cash 11 48 39
Current ratio (x) 2.0 2.8 11 1.1 15

Source: Company data, Bloomberg, CMBIS estimates
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Mkt. Cap. (HK$ mn) 24,865
Avg. 3mths t/o (HK$ mn) 1.74
52W High/Low (HK$) 50.9/29.8
Total Issued Shares (mn) 163
Source: Bloomberg
Shareholding Structure
Fosun Pharma 53.76%
Management 11.35%
Institution investors 23.02%
Free float 11.71%
Source: Bloomberg
Share performance
Absolute Relative

1-mth 30.9% 29.2%
3-mth 12.1% 31.5%
6-mth 1.0% 13.0%
Source: Bloomberg
12-mth price performance
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Figure 1: CMBIS earnings revisions

(RMB mn) New old Diff (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 615 1,444 615 1,461 0.0% -1.2%
Gross profit 372 986 372 1,003 0.0% -1.7%
Operating profit (737) (167) (766) (218) N/A N/A
Net profit (772) (262) (802) (298) N/A N/A
EPS (RMB) (1.42) (0.48) (1.47) (0.55) N/A N/A
Gross margin 60.49% 68.28% 60.49% 68.65% +0.00ppt -0.37ppt
Operating margin -119.84% -11.57% = -124.55% -14.92% +4.72ppt +3.36ppt
Net Margin -125.53% -18.14% -130.41% -20.40% +4.88ppt +2.25ppt

Source: Company data, CMBIS estimates

Figure 2: CMBIS estimates vs consensus

(RMB mn) CMBI Consensus Diff (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 615 1,444 671 1,668 -8.4% -13.4%
Gross profit 372 986 412 1,168 -9.6% -15.6%
Operating profit (737) (167) (612) (161) N/A N/A
Net profit (772) (262) (671) (245) N/A N/A
EPS (RMB) (1.42) (0.48) (1.23) (0.45) N/A N/A
Gross margin 60.49% 68.28% 61.31% 70.05% -0.82ppt -1.77ppt
Operating margin -119.84% -11.57% -91.10% -9.65% = -28.74ppt -1.91ppt
Net Margin -125.53% -18.14% = -100.01% -14.66% = -25.52ppt -3.49ppt

Source: Company data, CMBIS estimates
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Financial Statments

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 7 91 615 1,444 2,818 PBT (500) (875) (772) (262) 685
Drug sales - 79 588 1,339 2,647 Depreciation & amortization 10 51 150 195 226
BD sales - 3 19 97 162 Change in working capital 302 153 (140) (53) (33)
Other income 7 9 9 9 9 Income tax paid 5) Q) - - (68)
Others 140 228 82 142 160
Cost of sales (5) (72) (243) (459) (591) Netcash from operating activities (52) (443) (680) 22 969
Gross profit 2 19 372 986 2,227
Capex (137) (289) (500) (400) (300)
Distribution expenses - (46) (112) (292) (668) Acquisition of intangible asset (598) (632) (800) (600) (500)
Administrative expenses (109) (175) (147) (161) (212) Other - (212) - - -
R&D expenses (365) (608) (850) (700) (550) Netcashfrom investing activities  (735) (1,133) (1,300) (1,000) (800)
Operating profit (472) (809) (737) (167) 798
Loan to related party (575) - - - -
Finance income/ (cost) (58) (48) (55) (115) (133) Netproceeds from shares issued 2,639 2,950 - - -
Exceptional 30 17) 19 19 19 Bank borrowing 296 51 300 1,000 300
Pre-tax profit (500) (875) (772) (262) 685 Acquisition of non-controlling  (635) - - - -
Interest paid (45) (35) (55) (115) (133)
Profit tax (5) (1) - - (68) Netcash from financing activities 1,679 2,966 245 885 167
Minority interest 11 - - - -
Net profit (494) (875) (772) (262) 616 Net change in cash 892 1,390 (1,734) (93) 337
Cash at the beginning 59 959 2,301 567 474
Exchange difference 9 (30) - - -
Cash at the end 959 2,319 567 474 811
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 2,008 3,239 4,361 5,139 5,685 Sales mix (%)
Fixed asset 324 501 951 1,256 1,430 Drug sales - 868 956 927 939
Intangible assets 1,383 2,175 2,875 3,375 3,775 BD sales - 3.7 3.1 6.7 5.7
Other non-current assets 301 563 536 508 480 Other income 100.0 9.4 14 0.6 0.3
Total 100.0 100.0 100.0 100.0 100.0
Current assets 1,087 2,661 906 938 1,351
Cash 959 2,301 567 474 811 Profit & loss ratios (%)
Inventories 25 130 60 113 146 Gross margin 27 21 61 68 79
Trade and bills receivables 7 30 80 151 194 EBITDA margin (5,969) (803) (91) 4 37
Prepayments, deposits & 90 196 196 196 196 Pre-tax margin (6,741) (962) (126) (18) 24
other receivables
Pledged cash 6 4 4 4 4 Net margin (6,653) (963) (126) (18) 22
Effective tax rate 1) (0) - - 10
Current liabilities 533 960 799 870 914
Borrowings 143 278 278 278 278 Balance sheet ratios
Trade and other payables 85 240 80 151 194 Current ratio (x) 2.0 2.8 11 11 15
Other current liabilities 305 441 441 441 441 Trade receivables turnover days 115 50 50 50 50
Trade payables turnover days 799 120 120 120 120
Non-current liabilities 759 940 1,240 2,240 2,540 Inventory turnover days 90 90 90 90 90
Borrowings 385 331 631 1,631 1,931 Netdebt to total equity ratio (%) Net Net 105 483 389
Other non-current liabilities 373 609 609 609 609
Returns (%)
Total net assets 1,803 4,000 3,229 2,966 3,582 ROE (27.4) (219) (2390 (88 17.2
Minority interest - - - - - ROA (16.0) (14.8) (14.6) (4.3) 8.8
Shareholders' equity 1,803 4,000 3,229 2,966 3,582
Per share data
EPS (RMB) (1.16) (1.76) (1.42) (0.48) 1.13
DPS (RMB) - - - - -
BVPS (RMB) 4.2 8.0 5.9 55 6.6

Source: Company data, CMBIS estimates
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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.

Disclosures
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS 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 CMBIS

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

CMB International Securities Limited

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

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

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. CMBIS
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. CMBIS 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 CMBIS, solely for the purpose of supplying information to the clients of CMBIS 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 CMBIS 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.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS 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. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS 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
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange
Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this research
report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as
defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced
by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined
in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the
extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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