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Biocytogen (2315 HK)

2022 preview: Fruitful BD deals
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BUY (Maintain)

We expect the Company’s FY22E revenue to grow +50% YoY to RMB533mn, Target Price HK$40.51
compared to +40% YoY growth in FY21. We forecast the Company’s pre-clinical (Previous TP HK$43.85)

CRO service business to realize a +50% YoY revenue growth in FY22E,
compared to +26% YoY growth in FY21, mainly driven by the increasing
demands from overseas partners who were less impacted by COVID-19
restrictions in 2022. We forecast the antibody development business to maintain
strong revenue growth in 2022, with a YoY growth rate of +51% in FY22E vs a
+116% YoY growth in FY21 driven by the continuous announcements of out-
licensing and co-development deals. The slower YoY revenue growth in
antibody development in FY22E compared to FY21 was mainly due to the
impacts of COVID-19 interruptions and increasing cost of capital for
Biocytogen’s potential partners, in our forecast. We expect the Company’s
FY22E net loss at ~RMB567mn. In FY23E/ 24E, we estimate the Company’s
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revenue to grow +47%/ +40% YoY, and net losses to reach RMB357mn/ 204mn, Stock Data
respectively. We expect the Company to turn profitable in 2025E. Mkt Cap (HK$ mn) 9,985.0
. . . Avg 3 mths t/o (HK$ mn) 25.6
M Fruitful BD deals fueled by Project Integrum. As of Jun 2022, Biocytogen 52w High/Low (HK$) 23.5/28.8
has reached 28 co-development deals with various biotech/biopharma Total Issued Shares (mn) 399.4
companies (11 achieved in 1H22) under the Project Integrum. In 2H22, the Source: FactSet
Company reached more co-development deals, including partnerships with Shareholding Structure
ADC Therapeutics, Finelmmune, Hansoh, ISU, Syncromune, etc. Management 27.5%
Biocytogen launched the Project Integrum in Mar 2020, based on its SDIC Shanghai 18.3%
RenMice platform and in vivo efficacy screening methodology. The Project Source: HKEX
targets to concurrently generate and screen antibodies against over 1,000 Share Performance
potential antibody drug targets. As of Aug 2022, the Project has completed Absolute Relative
980+ target knock-outs, including 280+ targets entering antibody immune 1-mth -1.2% 4.9%
stage and 40+ targets entering the molecular screening stage. The 22:2 :im :g:ng;

Company could complete the antibody molecule selection for 200-300
potential targets per year with its development capacity. We expect the
Project Integrum to continuously be a deal engine to drive the Company’s
future revenue growth.

B Tounlock the value of in-house developed assets. Recently, Biocytogen
out-licensed the China right of YH008 (PD-1/CD40) to Chipscreen (688321
CH) with a total upfront and milestone payment of up to RMB596mn. The
Company has rich in-house developed clinical/pre-clinical stage assets with
out-license opportunities, including YHO03 (CD40 mAb), YHO08 (overseas
rights), YHO06 (CTLA-4/0X40), YH012 (bsAb ADC), and YHO013 (bsAb
ADC). YH008 (PD-1/CD40) has entered Ph1 trial in the US and China, which
may facilitate the ex-China deal discussions upon the data release. YH003
is being assessed in a Ph2 MRCT trial combo with PD-1 for the treatment
of melanoma and pancreatic ductal adenocarcinoma, with the enrolment in
the US, Australia and China ongoing smoothly. YHO01 (CTLA-4) has
entered Ph2 stage assessment by Tracon in the US for sarcoma treatment,
and Biocytogen is conducting a Ph2 MRCT trial itself for NSCLC and HCC.

B Maintain BUY. We slightly revised our TP to HK$40.51 from HK$43.85
based on a 14-year DCF model (WACC: 10.7%, terminal growth rate: 2.0%).

Earnings Summary

Source: FactSet

12-mth Price Performance

(HK$ 2315 HK

32.0 HSI (Rebased)
30.0

28.0

26.0

24.0

22.0

20.0

18.0 T T
Sep-22 Dec-22 Mar-23

Source: FactSet

Related report:

High-throughput antibody discovery
platform empowers innovation (link) —
Oct 2022

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 254 355 533 782 1,098
YoY growth (%) 49.3 39.8 50.2 46.9 40.3
Net profit (RMB mn) (428.1) (545.6) (566.5) (357.3) (203.5)
EPS (Reported) (RMB) na na (1.42) (0.89) (0.51)
ROE (%) (89.8) (40.3) (46.8) (36.1) (28.7)
R&D expenses (RMB mn) (276) (558) (656) (626) (659)

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

DCF Valuation (RMB mn) 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E 2035E

EBIT -547 -326 -153 151 517 1,044 1,477 1949 2,446 2,910 3,257 3,605 3,926 4,244
Tax rate 0.0% 0.0% 0.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
EBIT*(1-tax rate) -547 -326 -153 128 439 887 1,256 1,657 2,079 2,474 2,769 3,064 3,337 3,608
+ D&A 71 76 82 88 94 99 104 109 113 118 122 126 130 133
- Change in working capital -99 -70 -87  -127 -207 -194 -242 -229 -246 -200 -152 -145 -123 -116
- Capex -200 -200 -200 -200 -200 -200 -200 -200 -200 -200 -200 -200 -200 -200
FCFF -775 -520 -358 -111 126 592 917 1,336 1,747 2,191 2,538 2,845 3,144 3,425
Terminal value 40,035
Terminal value (RMB mn) 9,616
Total PV (RMB mn) 14,407
Net debt (RMB mn) 163
Minority interest (RMB mn) 5
Equity value (RMB mn) 14,240
# of shares (mn) 399
Price per share (RMB per share) 35.7
Price per share (HK$ per share) 40.51
Terminal growth rate 2.0%
WACC 10.7%
Cost of Equity 13.5%
Cost of Debt 5.0%
Equity Beta 1.00
Risk Free Rate 3.00%
Market Risk Premium 10.50%
Target Debt to Asset ratio 30.0%
Effective Corporate Tax Rate 15.0%
Source: CMBIGM estimates
Figure 2: Sensitivity analysis (HK$)
WACC
9.7% 10.2% 10.7% 11.2% 11.7%
3.0% 55.58 49.54 44.36 39.88 35.98
2.5% 52.58 47.08 42.32 38.18 34.54
Terminal growth rate 2.0% 49.96 4491 40.51 36.66 33.26
1.5% 47.67 43.00 38.90 35.30 32.10
1.0% 45.64 41.29 37.46 34.07 31.05
Source: CMBIGM estimates
Figure 3: CMBIGM estimates revision
N Old Diff (%)
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 533 782 1,098 613 879 1,253 -13% -11% -12%
Gross Profit 389 583 828 444 647 930 -13% -10% -11%
Operating Profit (541) (323) (150) (435) (253) (43) NA NA NA
Net profit (567) (357) (204) (460) (287) (96) NA NA NA
EPS (RMB) (1.42) (0.89) (0.51) (1.15) 0.72) (0.24) NA NA NA
Gross Margin 72.97% 74.49% 75.40% 72.50% 73.65% 74.25% +0.47 ppt +0.84 ppt +1.15 ppt
Source: Company data, CMBIGM estimates
Figure 4. CMBIGM estimates vs consensus
CMBIGM Consensus Diff (%)
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 533 782 1,098 584 877 1,233 -9% -11% -11%
Gross Profit 389 583 828 413 633 898 -5% -1% -7%
Operating Profit (541) (323) (150) (454) (276) (43) NA NA NA
Net profit (567) (357) (204) (442) (272) (59) NA NA NA
EPS (RMB) (1.42) (0.89) (0.51) (1.12) (0.68) 0.12) NA NA NA
Gross Margin 72.97% 74.49% 75.40% 70.71% 72.18% 72.85% | +2.27 ppt +2.31 ppt +2.56 ppt
Source: Company data, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Financial Summary

INCOME STATEMENT 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec (RMB mn)

Revenue 170 254 355 533 782 1,098
Cost of goods sold (73) (87) (107) (144) (200) (270)
Gross profit 97 167 247 389 583 828
Operating expenses (318) (525) (753) (930) (906) (978)
Selling expense (29) (32) (42) (53) (76) (104)
Admin expense (140) (245) (188) (240) (219) (230)
R&D expense (159) (276) (558) (656) (626) (659)
Others 2) 19 10 0 0 0
Operating profit (221) (358) (506) (541) (323) (150)
Other expense (85) (118) (39) (25) (34) (53)
Other gains/(losses) 11 9 26 19 15 16
Share of (losses)/profits of associates/JV 0 0 (0) 0 0 0
Pre-tax profit (306) (477) (546) (567) (357) (204)
Income tax 0 0 0 0 0 0
After tax profit (306) (477) (546) (567) (357) (204)
Minority interest (43) (49) (0) 0 0 0
Net profit (263) (428) (546) (567) (357) (204)
BALANCE SHEET 2019A 2020A 2021A 2022E 2023E 2024E
YE 31 Dec (RMB mn)

Current assets 672 1,148 874 641 716 964
Cash & equivalents 246 750 466 156 105 196
Account receivables 58 115 183 255 373 520
Inventories 3 8 15 20 28 38
Other current assets 344 254 168 168 168 168
Contract obtaining costs 20 21 42 42 42 42
Non-current assets 551 1,179 1,429 1,557 1,681 1,799
PP&E 533 1,136 1,391 1,521 1,645 1,763
Intangibles 2 2 6 4 4 4
Other non-current assets 15 41 32 32 32 32
Total assets 1,222 2,327 2,303 2,199 2,397 2,763
Current liabilities 1,410 328 447 426 481 551
Account payables 18 88 102 118 164 222
Tax payable 2 14 27 27 27 27
Other current liabilities 1,262 0 0 0 0 0
Lease liabilities 90 179 256 256 256 256
Contract liabilities 38 48 62 25 35 47
Non-current liabilities 318 540 604 604 1,104 1,604
Long-term borrowings 0 0 0 0 500 1,000
Deferred income 91 90 93 93 93 93
Other non-current liabilities 227 450 511 511 511 511
Total liabilities 1,728 868 1,051 1,030 1,586 2,156
Share capital 37 360 375 375 375 375
Other reserves (542) 1,098 877 794 436 233
Total shareholders equity (505) 1,458 1,252 1,169 811 608
Total equity and liabilities 1,222 2,327 2,303 2,199 2,397 2,763

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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2024E

YE 31 Dec (RMB mn)

Operating

Profit before taxation (306) (477)
Depreciation & amortization 28 43
Tax paid 0 0
Change in working capital 79 (29)
Others 162 237
Net cash from operations (37) (225)
Investing

Capital expenditure (153) (296)
_Net proceeds from disposal of short-term 59 1,393
investments

Others (310) (1,285)
Net cash from investing (404) (188)
Financing

Dividend paid 0 0
Proceeds from share issues 500 948
Others (11) (80)
Net cash from financing 490 868
Net change in cash

Cash at the beginning of the year 1) 4)
Exchange difference 199 246
Cash at the end of the year 246 697
GROWTH 2019A 2020A
YE 31 Dec

Revenue na 49.3%
Gross profit na 71.9%
PROFITABILITY 2019A 2020A
YE 31 Dec

Gross profit margin 57.2% 65.9%
Operating margin (130.2%) (141.4%)
Return on equity (ROE) na (89.8%)
GEARING/LIQUIDITY/ACTIVITIES 2019A 2020A
YE 31 Dec

Current ratio (x) 0.5 35
Receivable turnover days 77.9 96.8
Inventory turnover days 0.0 33.7
Payable turnover days 88.0 221.7
VALUATION 2019A 2020A
YE 31 Dec

(546)
128

(10)

(366)

(199)
650

(535)
(84)

311
(92)
219

697

(©)
466

2021A
39.8%
48.2%
2021A

69.8%

(142.7%)

(40.3%)
2021A

2.0
106.1
51.6
323.8

2021A

(200)

(25)
(225)

483

483

466
0
156

2022E
50.2%
57.1%
2022E

73.0%

(101.6%)

(46.8%)
2022E

15
100.0
51.6
300.0

2022E

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

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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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
on behalf of its clients from time to time. Investors should assume that CMBIGM 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 CMBIGM 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 CMBIGM.

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 (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Comp anies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified
as a research analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules
intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is
intended for distribution in the United States solely to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to
effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

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.

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



