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Innovent Biologics (1801 HK)

Strong sales growth with improved cost efficiency
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B Strong sales growth momentum. In 1H23, Innovent recorded total revenue of | Target Price HK$48.13
RMB2.7bn, accounting for 51% of our previous FY estimate, which is better than | (previous TP HK$50.34)
our expectation. Innovent realized RMB2.5bn product sales in 1H23, regaining | up/Downside 38.9%
strong sales with +20% YoY growth rate (vs the -2% YoY in 2H22). The strong | current Price HK$34.65
growth was driven by the strong performance of sintilimab and other products. .

According to Eli Lilly, in 2Q23, sales of sintilimab grew strongly by 70% QoQ or | China Healthcare
+41% YoY, which was mainly driven by the NRDL inclusion of sintilimab for 1L GC | jill wu, CFA

and 1L ESCC without price cut since Mar 2023 and COVID ease. With 7 | (852) 3900 0842
indications approved and 6 included in NRDL, covering large indications of | jillwu@cmbi.com.hk
NSC_LC, _HCC, GC, and ESCC, we expect sintilimab’s sales momentum to Andy WANG
contlr'lue in 2H23 and beyond. N ’ (852) 3657 6288

®  Continued to improve cost efficiency. Under non-IFRS, Innovent's gross | angywang@cmbi.com.hk
margin of product sales increased by 2.2 ppt to 80.8% in 1H23 from 78.6% in
1H22, thanks to improved production efficiency and higher proportion of high- | Stock Data
margin products. The Company was able to further improve its cost efficiency in X\g giﬁ’ﬁfi?ﬁ& mn) 53';;}5'2
1H23, with the ratio of selling and marketing expense to product revenue | spy migh/Low (HKS) 47.00/22.00
decreasing to 54.5% in 1H23 (vs 66.7% in 1H22), and the admin ratio reducing to | Total Issued Shares (mn) 1,534.5
10.1% in 1H23 (vs 14.1% in 1H22). The R&D expenses decreased by 21% YoY | Source: FactSet
to RMB923mn in 1H23. Innovent recorded a net loss of RMB190mn in 1H23, | spareholding Structure
narrowing by 83% YoY, vs a loss of RMB1,085mn in 1H22. We expect Innovent | Temasek Holdings 9.0%
to continue to improve its cost efficiency and to achieve EBITDA breakeven in | YuDe-Chao Michael 6.9%
2025E. As of Jun 2023, Innovent had a strong cash balance of RMB8.5bn. Source: HKEx

B Strong innovative pipelines in oncology and non-oncology areas. Innovent | Share Performance
has multiple innovative drug candidates with large commercial potential, including Absolute Relative
IBI362 (GLP-1R/GCGR), IBI343 (CLDN18.2 ADC), IBI363 (PD-1/IL-2), IBI128 ;m 132; ;g;
(XOI), 1BI112 (IL-23p19), IBI302 (VEGF/complement), etc. In 2Q23, NOV’s | g in 0.8% 0.9%
semaglutide (GLP-1R) has generated US$1.1bn revenue from obesity globally, | Source: Factset
+65% QoQ, indicating strong demand in the global obesity market. In China, 12-mth Price Performance
semaglutide recorded US$332mn sales in 1H23, +142% YoY, potentially with | ‘¢xs 1801 HK
some off-label use in obesity, indicating large upside in domestic demand. I1BI362 | 500 HS! (Rebased)
(GLP-1R/GCGR dual agonists) has released promising 24-week treatment data | 5
for obesity (both 6mg and 9mg), showing its best-in-class potential, compared to | 350
semaglutide and tirzepatide (CMBI report link). Semaglutide and tirzepatide have | 300
filed NDA in China for obesity in Jun and Aug 2023, respectively, while IBI362is | 2>
expected to file NDA by end-2023/early-2024. Additionally, Innovent expects to Aug22  Nov22  Fep23  May23  Aug23
read out 48-week treatment data of IBI362 from Ph2 trial (9mg) in obesity in 2H23 | Source: FactSet
and to initiate a Ph3 study of IBI362 (9mg) by end-2023.

B Expanding commercial product portfolio. Innovent currently has 10 products | Auditor: Deloitte
marketed in China. In addition, parsaclisib (PI3K8) has been under NDA review | Website: www.innoventbio.com
since Jan 2023 and 7 other assets are in Ph3/pivotal trials, including IBI351 (KRAS
G12C) and 1BI344 (ROS1), both to file NDA by end-2023. Innovent has a stable
oncology sales team of 3,000 employees. With SINTBILO (PCSK9) approved and
other non-oncology products to be approved, the Company is also building up its
non-oncology sales team.

B Maintain BUY. We like Innovent’s strong sales growth recovery and the improving
cost efficiency. We revised our DCF-based TP from HK$50.34 to HK$48.13
(WACC: 10.0%, terminal growth rate: 3.0%).

Earnings Summary

YE 31 Dec FY21A FY22A FY23E FY24E FY25E

Revenue (RMB mn) 4,270 4,556 5,460 7,530 10,629

YoY growth (%) 1.1 6.7 19.8 37.9 41.2

Net profit (RMB mn) (2,729) (2,179) (1,691) (1,211) (325)

EPS (Reported) (RMB) (1.87) (1.43) (1.10) (0.79) (0.21)

R&D expenses (RMB mn) (2,323) (2,871) (2,200) (2,636) (3.189)

CAPEX (RMB mn) (1,066) (897) (500) (400) (300)

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

DCF Valuation (in RMB mn) 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E 2032E 2033E 2034E 2035E
EBIT -1,741 -1,250 -371 763 2,812 5,163 7,414 8,766 9,959 10,556 10,829 10,815 10,705
Tax rate 0% 0% 0% 15% 15% 15% 15% 15% 15% 15% 15% 15% 15%
EBIT*(1-tax rate) -1,741 -1,250 -371 648 2,390 4,389 6,302 7,451 8,465 8,973 9,205 9,193 9,099
+ D&A 294 303 305 307 308 310 311 313 314 315 316 317 318
- Change in working capital -38  -126 60 -635 -581 -739 -603 -382 -320 4 -58 78 97
- Capex -500 -400 -300 -300 -300 -300 -300 -300 -300 -300 -300 -300 -300

FCFF -1,985 -1,473 -306 20 1,817 3,660 5,710 7,082 8,159 8,992 9,163 9,288 9,215

Terminal value 135,906

FCF + Terminal value -1,985 -1,473 -306 20 1,817 3,660 5,710 7,082 8,159 8,992 9,163 9,288 145,120

PV of enterprise (RMB mn) 61,434

Net debt (RMB mn) -5,044

Equity value (RMB mn) 66,478

Equity value (HK$ mn) 73,865

No. of outstanding shares (mn) 1,535

DCF per share (HK$) 48.13

Terminal growth rate 3.0%

WACC 10.0%

Cost of Equity 13.3%

Cost of Debt 4.5%

Equity Beta 1.0

Risk Free Rate 2.8%

Market Risk Premium 10.5%

Target Debt to Asset ratio 35.0%

Effective Corporate Tax Rate  15.0%
Source: CMBIGM estimates

Figure 2: Sensitivity analysis (HK$)

WACC
9.0% 9.5% 10.0% 10.5% 11.0%
4.0% 66.68 59.32 53.23 48.11 43.76
3.5% 62.34 55.90 50.49 45.89 41.93
Terminal growth rate 3.0% 58.72 53.00 48.13 43.96 40.33
2.5% 55.65 50.51 46.10 42.27 38.92
2.0% 53.03 48.36 44.32 40.78 37.67

Source: Company data, CMBIGM estimates

Figure 3: CMBIGM estimates revision

New old Diff(%)

FY23E FY24E FY23E FY24E FY22E FY23E FY24E

Revenue 5,460 7,530 10,629 5,349 7,510 10,561 2% 0% 1%
Gross profit 4,399 6,104 8,670 4,309 6,088 8,614 2% 0% 1%
Operating profit (1,030) (418) 641 | (2,304) (1,370) 145 N/A N/A N/A
Net profit (1,691) (1,211) (325) | (2,788) (1,928) (488) N/A N/A N/A
EPS (RMB) (1.10) (0.79) (0.21) (1.82) (1.26) (0.32) N/A N/A N/A
Gross margin 80.57% 81.07% 81.57% | 80.57% 81.07% 81.57% 0.00 ppt 0.00 ppt 0.00 ppt

Source: Company data, CMBIGM estimates

Figure 4. CMBIGM estimates vs consensus

CMBIGM Consensus Diff(%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY22E FY23E FY24E
Revenue 5,460 7,530 10,629 5,873 7,383 9,807 -7% 2% 8%
Gross profit 4,399 6,104 8,670 4,747 5,985 8,040 -7% 2% 8%
Operating profit (1,030) (418) 641 (2,100) (1,339) (132) N/A N/A N/A
Net profit (1,691) (1,211) (325) (1,666) (1,015) (25) N/A N/A N/A
EPS (RMB) (1.10) (0.79) (0.21) (1.14) (0.63) 0.07 N/A N/A N/A
Gross margin 80.57% 81.07% 81.57% 80.83% 81.06% 81.98% -0.26 ppt +0.01 ppt -0.41 ppt

Source: Company data, Bloomberg, CMBIGM estimates
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Financial Summary

INCOME STATEMENT 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Revenue 3,844 4,270 4,556 5,460 7,530 10,629
Cost of goods sold (388) (505) (931) (1,061) (1,426) (1,959)
Gross profit 3,456 3,764 3,625 4,399 6,104 8,670
Operating expenses (4,315) (6,406) (5,796) (6,090) (7,315) (8,995)
Selling expense (1,341) (2,620) (2,591) (2,730) (3,163) (3.826)
Admin expense (437) (806) (835) (764) (979) (1,275)
R&D expense (1,851) (2,323) (2,871) (2,200) (2,636) (3,189)
Others (686) (657) 502 (395) (538) (704)
Pre-tax profit (859) (2,642) (2,170) (1,691) (1,211) (325)
Income tax (140) (87) 9) 0 0 0
Minority interest 0 0 0 0 0 0
Net profit (998) (2,729) (2,179) (1,691) (1,211) (325)
BALANCE SHEET 2020A 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Current assets 9,467 11,551 11,507 10,637 10,591 11,695
Cash & equivalents 7,764 8,377 9,163 8,284 8,010 9,025
Account receivables 475 968 575 850 1,069 1,364
Inventories 706 1,347 1,429 1,163 1,172 966
Financial assets at FVTPL 357 645 3 3 3 3
Other current assets 165 213 337 337 337 337
Non-current assets 2,368 4,693 6,082 6,288 6,385 6,380
PP&E 1,584 2,693 3,411 3,649 3,778 3,805
Intangibles 33 772 1,198 1,198 1,198 1,198
Other non-current assets 752 1,228 1,472 1,441 1,409 1,377
Total assets 11,835 16,244 17,589 16,925 16,976 18,075
Current liabilities 1,486 3,050 3,499 3,470 3,572 3,721
Short-term borrowings 255 365 888 888 888 888
Account payables 121 195 326 297 399 548
Tax payable 0 61 3 3 3 3
Other current liabilities 1,110 2,429 2,282 2,282 2,282 2,282
Non-current liabilities 1,569 2,863 3,360 3,371 3,381 3,392
Long-term borrowings 925 2,023 2,215 2,215 2,215 2,215
Obligations under finance leases 10 86 99 110 120 131
Other non-current liabilities 634 754 1,046 1,046 1,046 1,046
Total liabilities 3,055 5,913 6,859 6,841 6,954 7,114
Share capital 0 0 0 0 0 0
Other reserves 8,780 10,330 10,730 10,084 10,022 10,961
Total shareholders equity 8,780 10,330 10,730 10,084 10,022 10,961
Minority interest 0 0 0 0 0 0
Total equity and liabilities 11,835 16,244 17,589 16,925 16,976 18,075

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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CASH FLOW 2021A 2022A 2023E 2024E 2025E
YE 31 Dec (RMB mn)

Operating

Profit before taxation (719) (2,555) (2,162) (1,691) (1,211) (325)
Depreciation & amortization 68 165 245 262 271 273
Tax paid (140) (87) 9) 0 0 0
Change in working capital (334) (90) 295 (38) (126) 60
Others 817 951 (327) 1,036 1,152 1,260
Net cash from operations (308) (1,616) (1,958) (430) 87 1,269
Investing

Capital expenditure (489) (1,066) (897) (500) (400) (300)
Acquisition of subsidiaries/ investments (6) (38) (79) 0 0 0
_Net proceeds from disposal of short-term (12,001) (12,121) (10,603) 0 0 0
investments

Others 7,311 10,527 10,143 166 155 162
Net cash from investing (5,185) (2,698) (1,435) (334) (245) (138)
Financing

Dividend paid 0 0 0 0 0 0
Net borrowings 355 1,208 715 0 0 0
Proceeds from share issues 4,662 3,951 2,131 0 0 0
Others (105) (155) 46 (115) (115) (116)
Net cash from financing 4,912 5,003 2,892 (115) (115) (116)
Net change in cash

Cash at the beginning of the year 4,233 7,764 8,377 9,163 8,284 8,010
Exchange difference (569) (197) 119 0 0 0
Cash at the end of the year 7,764 8,377 9,163 8,284 8,010 9,025

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

CMB International Global Markets Limited

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

CMB International Global Markets Limited (“CMBIGM”) 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. 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
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.
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