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BUY (Maintain)

WuXi Biologics (2269 HK)

Strong backlogs to drive future growth

Target Price HK$196.85

(Previous TP HK$111.93)

B Growth remained solid despite the COVID-19 pandemic. In 1H20, WuXi Up/Downside +11.97%
Biologics reported revenue of RMB1.94bn, up 21% YoY, accounting for 37% Current Price HK$175.80

of our full-year forecast. Adjusted net profit was up 41% YoY to RMB734mn,
accounting for 47% of our full-year estimate.

Strong growth in China and rest-of-the-world has more than offset the
negative impact from US and Europe. Due to the serious COVID-19 outbreak,
in 1H20, income from North America increased 4% YoY, contributing 45% of the
Company’s total revenue, while income from Europe climbed 9% YoY,
accounting for 6% of the total revenue. However, the strong growth in China and
other regions (such as Singapore, Japan, South Korea, Australia, etc.) has more
than offset the impact from US and Europe. Income from China surged 43% YoY
in 1H20, accounting for 42% of the total revenue while other regions recorded 62%
YoY income growth in 1H20, contributing 7% of the total revenue.

Phenomenal backlog growth driven by service backlogs from vaccine
business and COVID-19 related projects. WuXi Biologics’ backlogs surged
from US$5,102mn as of end-2019 to US$9,464mn as of Jun 2020, including
US$5,773mn service backlogs and US$3,691mn milestone backlogs.
US$925mn backlogs are expected to be converted into revenue within the
next three years, rising 18% from the level as of end-2019. During 1H20, WuXi
Biologics has secured US$3.2mn service backlogs from COVID-19 related
projects. The Company may realize US$80mn income from COVID-19 related
projects in 2020E and US$150mn income in 2022E.

Late-stage integrated projects continue to increase. As of Jun 2020, WuXi
Biologics works on a total of 286 integrated projects, while the number of late-
phase (phase lll) projects rose from 16 as of end-2019 to 19 as of Jun 2020.
Late-stage projects can bring larger income than early-stage projects and
significantly drive the total income growth.

Aggressive capex in coming years to meet the strong demand. WuXi
Biologics plans to spend RMB5.0bn capex in 2020E, RMB5.0bn in 2021E and
RMB1.0-2.0bn in 2022E. The spending will be mainly used to build
manufacturing facilities in the US, Europe and China. The Company aims to
expand its total capacity from 54,000L in 2020 to 125,000L in 2021E,
220,000L in 2022E and further expand to above 280,000L in 2023E.

We lift our DCF-based TP from HK$111.93 to HK$196.85 (WACC 10.17%,
Terminal growth rate 5%). We expect WuXi Biologics’ revenue to increase
29%/40%/38% YoY in FY20E/21E/22E and adjusted net profit to grow by
30%/38%/40% YoY in FY20E/21E/22E, respectively. We lift our TP to
HK$196.85 mainly to reflect strong demand to drive future growth.

B Catalysts: Higher-than-expected earnings growth.

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

Revenue (RMB mn) 2,534 3,984 5,144 7,186 9,881
Revenue YoY growth (%) 56.56 57.18 29.14 39.69 37.50
Net income (RMB mn) 631 1,014 1,423 1,787 2,507
Adjusted net income (RMB mn) 752 1,205 1,571 2,173 3,037
EPS (RMB) 0.52 0.82 1.05 1.32 1.85
EPS YoY growth (%) 121.48 57.07 28.11 25.61 40.26
Consensus EPS (RMB) N/A N/A 0.93 1.37 1.94
P/E (x) 300.36 191.22 149.27 118.84 84.73
P/B (x) 23.69 15.03 10.69 9.81 8.79
ROE (%) 10.49 9.71 8.69 8.61 10.95
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: CMBIS earnings revisions

(RMB mn) New Old Diff (%)

FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 5,144 7,186 5,278 7,392 -2.53% -2.78%
Gross profit 2,115 3,054 2,217 3,142 -4.57% -2.78%
Operating profit 1,391 1,991 1,484 2,058 -6.26% -3.24%
Net profit 1,423 1,787 1,286 1,809 10.66% -1.23%
EPS (RMB) 1.05 1.32 0.99 1.40 5.40% -5.92%
Gross margin 41.12% 42.50% 42.00% 42.50% -0.88ppt 0.00ppt
Operating margin 27.03% 27.70% 28.11% 27.84% -1.08ppt -0.13ppt
Net Margin 27.66% 24.87% 24.36% 24.48% +3.29ppt +0.39ppt

Source: Company data, CMBIS estimates
Figure 2: CMBIS estimates vs consensus
CMBIS Consensus Diff (%)

(RMB mn) FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 5,144 7,186 5,300 7,442 -2.94% -3.44%
Gross profit 2,115 3,054 2,211 3,154 -4.32% -3.17%
Operating profit 1,391 1,991 1,254 1,969 10.90% 1.11%
Net profit 1,423 1,787 1,255 1,875 13.36% -4.69%
EPS (RMB) 1.05 1.32 0.93 1.37 12.71% -3.61%
Gross margin 41.12% 42.50% 41.72% 42.38% -0.59ppt +0.12ppt
Operating margin 27.03% 27.70% 23.66% 26.46% +3.37ppt +1.25ppt
Net Margin 27.66% 24.87% 23.68% 25.19% +3.98ppt -0.33ppt

Source: Company data, CMBIS estimates
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Financial Statements

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 2,534 3,984 5,144 7,186 9,881 Profit before tax 738 1,127 1,513 1,908 2,676
Pre-IND services 1,451 1,808 2,304 3,217 4,343 Depreciation & amortization 146 196 452 675 801
Post-IND services 1,084 2,152 2,793 3,921 5,490 Change in working capital (246) (216) (341) (393) (506)
Cost of sales (1,517) (2,325) (3,029) (4,132) (5,632) Share-based payment expense 128 204 0 0 0
Gross profit 1,018 1,659 2,115 3,054 4,249 Other operating activities (5) (103) 27) (25) (74)
Net cash from operating 762 1,208 1,597 2,164 2,897
Other income 194 180 208 180 180
Selling & distribution expenses ~ (42)  (77) (112) (144) (188) Capex (1,341) (3,211) (5,000) (5,000) (1,500)
Administrative expenses (228) (367) (491) (647) (870) Acquisition of subsidiaries (333) 1) 0 0 0
R&D expenses (169) (260) (329) (453) (613) Other investing activities 1,258 (1,282) 4 0 0
Operating profit 773 1,135 1,391 1,991 2,759 Net cash from investing (416) (4,494) (4,996) (5,000) (1,500)
Finance costs, net 0 (20) (45) (67) (67) Net proceeds from shares issued 3,206 3,534 5,546 0 0
Other gains and losses 21 22 226 0 0 Bank borrowing 0 1,910 500 0 0
Impairment losses, net of (56) @) (57) (20) (10) Acquisition of non-controlling
reversal interests
Pre-tax profit 738 1,127 1,513 1,908 2,676 Dividends and interests paid 0 (50) (45) (67) (67)
Other financing activities 1 19 0 0 0
Income tax (107) (116) (96) (120) (169) Net cash from financing 3,207 5,413 6,001 (67) (67)
Minority interests 0 3 5 0 0
Net profit 631 1,014 1,423 1,787 2,507 FX changes 28 (6) 0 0 0
Net change in cash 3,581 2,121 2,602 (2,903) 1,330
Cash at the beginning of the year 504 4,084 6,205 8,807 5,904
Cash at the end of the year 4,084 6,205 8,807 5,904 7,234
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 3,648 7,930 12,450 16,748 17,418 Sales mix (%)
Fixed asset 2,904 6,338 10,907 15,253 15,973 Pre-IND services 57 45 45 45 44
Intangible assets 332 416 395 374 353 Post-IND services 43 54 54 55 56
Equity instruments at fair value 137 139 139 139 139 Total 100 99 99 99 100
Financial assets at fair value 56 282 282 282 282
Other non-current assets 220 755 727 699 671 Profit & loss ratios (%)
Gross margin 40 42 41 43 43
Current assets 5,745 9,672 12,436 10,532 13,192 EBITDA margin 38 33 38 36 36
Cash 4,084 6,205 8,807 5,904 7,234 Pre-tax margin 29 28 29 27 27
Inventories 227 399 408 557 759 Net margin 25 25 28 25 25
Trade and bills receivables 1,067 1,737 1,804 2,520 3,465 Effective tax rate 15 10 6 6 6
Contract costs 295 284 370 505 689
Other current assets 72 1,046 1,046 1,046 1,046 Balance sheet ratios
Current ratio (x) 4 3 5 3 3
Current liabilities 1,319 2,871 2,692 3,298 4,123 Trade receivables turnover days 121 128 128 128 128
Borrowings 0 506 506 506 506 Trade payables turnover days 180 201 201 201 201
Trade and other payables 712 1,844 1,665 2,271 3,095 Netdebt to total equity ratio (%) Net Net Net Net Net
Other current liabilities 607 521 521 521 521
Returns (%)
Non-current liabilities 80 1,835 2,335 2,335 2,335 ROE 10 10 9 9 11
Borrowings 0 1,395 1,895 1,895 1,895 ROA 9 8 7 7 9
Other non-current liabilities 80 440 440 440 440
Per share
Total net assets 7,994 12,896 19,859 21,646 24,153 EPS (RMB) 0.52 0.82 1.05 1.32 1.85
Minority interest 0 112 106 106 106 DPS (RMB) 0.00 000 000 0.00 0.00
Shareholders' equity 7,994 12,784 19,753 21,540 24,046 BVPS (RMB) 6.60 10.41 14.63 15.95 17.79

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.

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.
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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
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