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InnoCare Pharma (9969 HK)

Fruitful out/in licensing deals

InnoCare reported attributable net loss of RMB213.1mn in 1H21 vs RMB337.4mn in
1H20. Total revenue grew from RMBO.7mn in 1H20 to RMB101.7mn in 1H21,
primarily attributable to the increase of sales of Orelabrutinib. R&D expenses
decreased 20% YoY from RMB231.2mn in 1H20 to RMB184.9mn in 1H21, mainly
due to the RMB142.9mn decrease of share-based compensation, while clinical
expenses and third-party contracting costs are growing in 1H21. Selling expenses
jumped to RMB125.0mn in 1H21 vs RMB7.6mn in1H20, primarily due to the launch
of Orelabrutinib.

B Impressive BD progress. In Jul 2021, InnoCare granted Biogen exclusive
rights to Orelabrutinib in the field of MS worldwide and certain autoimmune
diseases outside of Greater China while InnoCare will retain exclusive
worldwide rights to Orelabrutinib in the field of oncology and certain
autoimmune diseases in China. InnoCare will receive a US$125mn upfront
payment and is eligible to receive up to US$812.5mn in potential development
milestones and potential commercial payments, and to receive low to high
teens’ percentage of sales royalties. We believe the transaction is based on
orelabrutinib’s potential to inhibit B cell and myeloid cell effector functions in
the CNS by crossing BBB. We believe this out-license deal proved InnoCare’s
strong inhouse R&D capability and BIC potential for orelabrutinib. Furthermore,
in Aug 2021, Innocare obtained the Greater China rights for the development
and commercialization of Tafasitamab (CD19 mAb) from Incyte. We expect
InnoCare to explore the clinical potential of Orelabrutinib plus Tafasitamab in
hematology and oncology. Through in-licensing, InnoCare successfully
diversified its product portfolio.

B Fast sales ramp-up for orelabrutinib in China. After Orelabrutinib’s approval
for treating r/r-CLL/SLL and r/r-MCL in China in Dec 2020, orelabrutinib
registered RMB101mn revenue in 1H21, which was a strong beat. With an in-
house team of 150+ experienced sales and marketing members, Orelabutinib’s
sales coverage had rapidly penetrated to 230+ cities, 500+ nationally leading
hospitals and 4,000+ doctors. We expect InnoCare to further expand its sales
and marketing team to broaden Orelabrutinib’s market reach. We also expect
Orelabrutinib to be included by NRDL through negotiation this year. We maintain
positive on Orelabrutinib’s sales growth in the coming years.

B Maintain BUY. InnoCare has built an abundant pipeline portfolio that includes
1 commercial product, 7 clinical stage assets with over 19 trials ongoing
globally, and another 7 IND enabling stage candidates, covering mAb, bsAb
and small molecules across oncology and autoimmune. We slightly revised
up forecasts for orelabrutinib and upgraded our TP from HK$24.59 to
HK$24.66 (WACC: 9.1%, terminal growth rate: 4.0%).

Earnings Summar
(YE 31 Dec) (RMB mn) FY19A FY20A FY21E FY22E FY23E

Revenue 1 1 1,021 685 707
Attributable net profit (loss) (2,141) (464) 89 (78) 6
R&D expense (213) (403) (535) (350) (385)
ROA (%) (82) (20) 1 Q) 0
EPS (RMB) N/A (0.48) 0.06 (0.05) 0.00
Consensus EPS (RMB) N/A N/A (0.05) (0.25) 0.26
Net gearing (%) Net cash Netcash Netcash Netcash Netcash
Current ratio (x) 37 39 82 121 122

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

DCF Valuation (in Rmb mn)

2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E

EBIT 0 (206) (120) 448 928 1,747 1,989 2,329 2,663 3,036

Tax rate 15% 0% 15% 15% 15% 15% 15% 15% 15%  15%

EBIT*(1-tax rate) 0 (206) (102) 381 789 1,485 1,690 1,980 2,264 2,581

+ D&A 5 5 5 5 5 5 5 5 5 5

- Change in working capital (80) 35 (3) (111) (101) (148) (50) (72) (67) (74)

- Capex (100) (60) (60) (60) (60) (60) (60) (60) (60) (60)
FCFF (175) (226) (161) 214 632 1,282 1,585 1,852 2,141 2,451
Terminal value 49,842
FCF + Terminal value (175) (226) (161) 214 632 1,282 1,585 1,852 2,141 52,293
Present value of enterprise (RMB mn) 25,461
Net Debt (5,287)

Minorities 56
Equity value (RMB mn) 30,692
Corporate value (HK$ mn) 36,979
# of shares outstanding 1,499,673,235
TP per share (HK$) 24.66
Terminal growth rate
WACC 4.00%
Cost of Equity 9.12%
Cost of Debt 11.20%
Equity Beta 5.00%
Risk Free Rate 82.00%
Market Risk Premium 3.00%
Target Debt to Asset ratio 10.00%
Effective Corporate Tax Rate 30.00%
Source: CMBIS estimates
Figure 2: Earnings revision

New Old Diff (%)

RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E

Revenue 1,021 685 707 116 305 668 781% 125% 6%

Gross Profit 817 562 587 93 250 555 781% 125% 6%

Operating Profit 105 77) 8 (308) (149) 51 N/A N/A -85%

Net profit 88 (78) 5 (309) (150) 42 N/A N/A -87%

EPS (RMB) 0.06 (0.05) 0.00 (0.21) (0.10) 0.03 N/A N/A -86%

Gross Margin 80.00% 83.00% 83.00% 80.00% 82.00% 83.00% 0.00 ppt  +1.00 ppt 0.00 ppt
Source: Company data, CMBIS estimates
Figure 3: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)

RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E

Revenue 1,021 685 707 675 519 1,540 51% 32% -54%

Gross Profit 817 562 587 565 406 1,299 44% 38% -55%

Operating Profit 105 77) 8 (550) (387) 96 N/A N/A -92%

Net profit 88 (78) 5 (180) (340) 104 N/A N/A -95%

EPS (RMB) 0.06 (0.05) 0.00 (0.05) (0.25) 0.26 N/A N/A -98%

Gross Margin 80.00% 82.00% 83.00% 83.78% 78.25% 84.33% -3.78 ppt +3.75 ppt -1.33 ppt

Source: Company data, CMBIS estimates
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Financial Statements

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 1 1 1,021 685 707 Profit before tax (2,150) (464) 104 (78) 6
Orelabrutinib - risk adjusted 0 0 184 350 613 Depreciation and amortization 9 11 5 5 5
ICP-192 - risk adjusted 0 0 0 0 94  Change in working capital 21 (57) (80) 35 3)
ICP-105 - risk adjusted 0 0 0 0 0 Others 2,040 337 87) (96)  (129)
Others 1 1 838 335 0 Netincome tax paid 0 0 (16) 0 @)
Cost of sales 0 0 (204) (123) (120) Net operating cash flow 80) (173) (59) (134) (122)
Gross profit 1 1 817 562 587
Interest received 4 33 104 129 128
Other income 104 271 206 161 159 Purchases of PP&E (75) (251) (100) (60) (60)
Selling & distribution expenses (3) (68) (250) (210) (212) Purchases of other intangible assets 0) 0) 0 0 0
R&D expenses (213) (403) (535) (350) (385) Net purchases of financial assets 85 82 0 0 0
Administrative expenses (64) (89) (100) (205) (141) Others 34 (971) 2 2 2
Other expenses (160) (34) (34) (34) 0 Netinvesting cash flow 47 (1,107) 6 71 69
Operating profit (loss) (334) (322) 105 77) 8
Net proceeds from shares issued 422 2,253 2,555 0 0
Fair value changes of convertible (1,814) (142) 0 0 0 Bank borrowing, net (50) 9) 0 0 0
redeemable preferred shares
Finance costs @ @ @ @ 0 ﬁ‘ggr“;z'fs'o” of non-controling 0 0 0 0 0
Pre-tax profit (loss) (2,150) (464) 104 (78) 6 Others 9) (6) 1) 1) 1)
Net financing cash flow 363 2,238 2,554 1) 1)
Income tax 0 0 (16) 0 1)
Minority interests 9 0 0 0 0 FXchanges 18  (252) 0 0 0
Attributable net profit (loss) (2,141) (464) 89 (78) 6 Netchange in cash 331 959 2,501 (65) (53)
Cash at the beginning 1,245 1,594 3,970 6,471 6,406
Cash at the end 1594 2301 6,471 6,406 6,352
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 207 445 541 596 652 Sales mix (%)
PP&E 48 306 404 462 520  Orelabrutinib - risk adjusted 0 0 18 51 87
Goodwill 3 3 3 3 3 ICP-192 - risk adjusted 0 0 0 0 13
Other intangible assets 37 37 37 36 36 ICP-105 - risk adjusted 0 0 0 0 0
Right-of-use assets 86 97 95 93 91 R&D services 100 100 82 49 1
Investment in JVs 1 1 1 1 1 Total 100 100 100 100 101
Other non-current assets 31 1 1 1 1
Profit & loss ratios (%)
Current assets 2,409 4,092 6,650 6,523 6,472 Gross margin 100 100 80 82 83
Inventories 0 2 39 24 23 EBITDA margin NA NA 0 NA NA
Trade receivables 0 0 112 75 77 Pre-tax margin NA NA 10 NA 1
Prepayments, other receivables & other assets 37 121 28 19 19 Net margin NA NA 9 NA 1
Cash and cash equivalents 2,292 3970 6,471 6,406 6,352 Effective tax rate 0 0 15 0 15
Others 80 0 0 0 0
Balance sheet ratios
Current liabilities 66 104 81 54 53 Current ratio (x) 37 39 82 121 122
Trade payables 8 6 56 34 33 Trade receivables turnover days NA 40 40 40 40
Loans and borrowings 0 0 0 0 0 Trade payables turnover days NA 100 100 100 100
Other payables and accruals 42 85 11 7 7 Netdebtto total equity ratio (%) Net cash Net cash Netcash Netcash Netcash
Lease liabilities 6 0 0 0 0
Loans from a related party 9 7 7 7 7 Returns (%)
Others 1 7 7 7 7 ROE NA NA NA NA NA
ROA (82) (10) 1 @) 0
Non-current liabilities 5,498 1,273 1,307 1,340 1,340
Convertible redeemable preferred shares 4,214 0 0 0 0
Convertible loan 1,117 1,150 1,183 1,217 1,217
Loans and borrowings 0 0 0 0 0
Others 167 123 123 123 123
Total net assets (2,948) 3,161 5,803 5,725 5,731
Minority interest 57 56 56 56 55
Shareholders' equity (3,005) 3,104 5,747 5,670 5,676

Source: Company data, CMBIS estimates

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