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Weathering the COVID-19 storm 

Hutchison China MediTech (Chi-Med) is, in our view, better positioned than many 

biopharma companies to weather the potential impact of the COVID-19 pandemic. 

Chi-Med’s response to operational challenges posed by restrictions on movement has 

limited the disruption to its China Commercial business, and recent completion of key 

China Phase III studies coupled with adjustments to ensure protocol compliance in 

ongoing trials means China Oncology remains broadly on track. As China was the first 

country to be materially affected by COVID-19, the experience gained there provides  

Chi-Med with valuable practical knowledge that can be applied to Global Innovation. 

While there is less visibility on COVID-19 repercussions for Chi-Med’s US/Europe 

clinical plans, fortunate phasing of clinical and regulatory activities in China suggests 

the latter will proceed to plan. Our Chi-Med valuation is £5.08/share or $32.99/ADS. 

Year-end: December 31 2018 2019 2020E 2021E 

Sales (US$m) 214.1 204.9 210.3 274.2 

Adj. PBT (US$m) (86.7) (141.1) (202.6) (190.3) 

Net Income (US$m) (71.3) (103.7) (166.5) (151.1) 

Earnings per ADS (US$) (0.57) (0.80) (1.22) (1.11) 

Cash (US$m) 301.1 217.2 145.9 197.0* 

Adj. EBITDA (US$m) (69.7) (100.7) (157.1) (133.5) 

Source: Trinity Delta  Note: Adjusted PBT excludes exceptionals, Cash includes short-term investments, Adjusted 

EBITDA includes equity in earnings of equity investees. *2021E cash figure includes assumed raise of $250m. 

▪ China Commercial not materially affected  Despite reduced promotional efforts 

and spend (via e-detailing rather than hospital visits) China Commercial sales have 

remained resilient, with continued sales of proprietary prescription drugs for chronic 

conditions. Product shipments were maintained between provinces and given the 

quantities in the supply chain, with only a brief temporary closure in February, there 

has been no material effect on any of the China manufacturing operations.  

▪ Fortunate timings for China Oncology  Data collation/analysis from Phase III trials 

that completed pre-China lockdown and regulatory interactions are the H120 focus. 

Two China NDA filings are expected by mid-year: savolitinib (MET ex14m/del 

NSCLC) and surufatinib (pancreatic NET). Surufatinib’s NDA in non-pancreatic NET 

is under active review, with potential for approval/launch in H220. After a 

slowdown in enrolment, ongoing studies are getting back on track. March initiation 

of the Phase II HMPL-453 mesothelioma study is another positive indicator. 

▪ Less visibility on Global Innovation  The situation in US/Europe is less clear as 

COVID-19 is yet to peak in many regions; estimates put it 6-8 weeks behind China. 

Visibility on Global Innovation timelines will improve in the coming months as 

regulatory discussions conclude, and global registration trials are potentially 

initiated in H220 for fruquintinib (3L/4L CRC) and surufatinib (NET).  

▪ Well-funded and with valuation upside  The $110m (net) raised in January coupled 

to >$300m in available cash resources at end-FY19 provides cash into 2021 and the 

means to invest in its pipeline. Any COVID-19 related delay to clinical trial starts 

could mean lower spend, further extending the current runway. We value Chi-Med 

at £5.08/share (£3.51bn) or $32.99/ADS ($4.56bn) using a DCF-based SOTP 

methodology. Our April 2020 Outlook details our valuation assumptions. 
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Chi-Med: ahead of the curve 

Chi-Med’s experiences in China, the first country to be materially affected by 

COVID-19, put it in good stead to weather the potential impact of the pandemic 

as it has spread worldwide. While repercussions of COVID-19 on Chi-Med’s 

operations vary by business line (Commercial Platform vs Innovation Platform) 

and geography (China vs Global) they appear to be containable. Regional 

differences reflect the regulatory and government guidance and policies 

connected to COVID-19 as well as timing issues, both in relation to the peak of 

the outbreak and to Chi-Med’s clinical and regulatory plans. Management 

remarks highlight resilience in China Commercial manufacturing and sales 

despite various challenges, while some adjustment to ongoing China Oncology 

studies has helped keep timelines broadly on track. At present, there is least 

visibility in Global Innovation, but this should become clearer over the coming 

months and provides Chi-Med with the opportunity to apply learnings from its 

China COVID-19 experience to mitigate potential negative impacts. 

The COVID-19 pandemic is associated with many uncertainties, some connected 

to its epidemiology, others to its potential scope and duration, and to 

governmental responses that attempt to moderate its effects on society. COVID-

19’s transmission potential has not yet been determined, nor the level of immunity 

in various populations, nor the likelihood and magnitude of a potential second 

peak as lockdowns are exited.  

Global policies vary by country but there is some commonality, with international 

and national travel restrictions, physical distancing and isolation. These present 

operational challenges to corporates irrespective of industry; biopharmaceutical 

companies are also uniquely impacted by other factors, such as their ability to 

access clinical and healthcare resources in an environment where priorities may be 

changed. For example, R&D companies may experience slower clinical trial 

recruitment due to restrictions on movement (more likely to impact large late-

stage trials) and limited availability of intensive care beds (an important safety net 

for Phase I first-in-man studies). However, as Chi-Med has indicated, adjustments 

to usual processes have been successful in enabling continuing operations.  

Chi-Med management commented on the impact of COVID-19 on operations at 

FY19 results in March, and subsequently via several media outlets. Reassuringly, 

while restrictions on movement in China had created some operational challenges 

(eg on commercial team activities and reducing patient hospital visits for clinical 

assessment), the impact on the China Commercial business was limited, and there 

had been no material effects on any of the China manufacturing operations.  

We explore Chi-Med’s strategies to manage COVID-19 related challenges, and 

the implications on its business segments in more detail below. Importantly, we 

also emphasize that Chi-Med is well financed, with a cash runway in 2021 and 

available cash resources in excess of $400m (>$300m at end-FY19 boosted by 

the $110m January equity raise). Thus, the company has the means to continue to 

progress its China Oncology and Global Innovation pipelines, although any 

COVID-19 related delays to clinical trial starts could mean lower R&D spend 

incurred in FY20, further extending the current runway. 

Investors seek reassurances in 

an uncertain COVID-19 

environment 

…although adjustments can 

mitigate their impact 

Chi-Med’s strong balance sheet 

provides a cash runway into 

2021 

COVID-19 restrictions present 

operational challenges…  
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China Commercial: logistical tribulations addressed 

Chi-Med’s China Commercial business has an extensive presence in both the 

domestic prescription (Rx) and over the counter (OTC) markets through various 

joint ventures and subsidiaries. It has three manufacturing facilities and a sales 

network comprised of 2,400 Rx and 900 OTC reps across China, with c 150 in the 

most affected area (Wuhan and the surrounding Hubei province). Restrictions on 

movement in China presented logistical challenges for manufacturing, product 

distribution, and sales, although Chi-Med has now addressed all these aspects 

with limited disruption, and the China Commercial business has stabilized around 

a ‘new normal’.  

Chi-Med’s manufacturing facilities were viewed as essential operations, and thus 

given rapid permission to resume manufacturing during the nationwide lockdown. 

A brief and temporary closure in February following the Lunar New Year holiday, 

when protective equipment for staff was also sourced, had a limited impact on 

capacity, in part due to the quantities already in the supply chain. Product 

shipments have been maintained between provinces using qualified suppliers. 

These activities have ensured there was no material effect on manufacturing and 

distribution in China.  

China Commercial sales have remained resilient, benefitting from continued sales 

of proprietary Rx drugs for chronic conditions, including low-cost coronary 

medicines. The Rx business is a physician-targeted marketing model; thus, travel 

restrictions reduced promotional efforts and spend, and necessitated a switch 

from hospital visits to online platforms, e-detailing, and video calls. However, visits 

to many hospitals and other customers are resuming. 

China Oncology: a regulatory focus for H120  

The timing of clinical and regulatory activities for China Oncology has been 

fortuitous. Plans for H120 are predominantly centered around data collation and 

analysis from two large Phase III studies that completed pre-China lockdown, and 

on associated regulatory interactions with the NMPA. Pre-NDA discussions for 

surufatinib in pancreatic neuroendocrine tumours (pNET) and savolitinib in MET 

ex14m/del non-small cell lung cancer (NSCLC) are underway, ahead of China NDA 

filings by mid-2020. Additionally, the China NDA for surufatinib in extra-

pancreatic NET (epNET) is under review, with potential for approval and a first in-

house launch by Chi-Med in H220. Chi-Med has observed that there has been no 

indication of material delay to timelines for regulatory reviews in China so far.  

Some ongoing clinical studies have experienced a temporary slowdown, with new 

patient enrollment lagging targets largely due to the need for pre-screening at 

hospitals. However, during March recruitment rates have picked up, with an 

expectation that all affected trials will catch up over time, and the initiation of the 

HMPL-453 Phase II mesothelioma trial in March is another positive indicator that 

China Oncology operations are getting back on track. 

Existing patients enrolled on trials (such as the FRUTIGA trial of fruquintinib in 2L 

gastric cancer) are understood to be well-managed with various practical 

adjustments made to ensure adherence to trial protocols. These tactics include 

telemedicine to facilitate virtual visits/follow ups, deliveries of study drug to 

Plans for regulatory interactions 

and China NDA filings continue 

to take precedence 

Movement restrictions had 

repercussions on China 

manufacturing, distribution, and 

sales 

As an essential operation, drug 

manufacturing was swiftly 

resumed with no material 

impact  

China sales of Rx drugs for 

chronic conditions remained 

resilient 

Clinical data are not expected to 

be affected materially although 

timings may slip… 

…depending on the success of 

various strategies 
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patients at home (as Chi-Med’s products are oral medications and not 

infusions/injections), and carrying out diagnostic tests such as CT scans at more 

local sites convenient for patients rather than major hospitals. Such learnings may 

also be applicable to clinical studies run by Chi-Med outside China. 

Global Innovation: behind the curve 

There is currently less visibility on the situation in the US and Europe as COVID-

19 is yet to peak in many regions; estimates put it 6-8 weeks behind China. 

However, the coming months should give more clarity on Global Innovation 

timelines, partly as a result of conclusion of regulatory discussions with the FDA, 

EMA and Japan PMDA, which should determine whether global registration trials 

for fruquintinib (3L/4L colorectal cancer) and surufatinib (NET) are still able to 

initiate as planned in H220. Alongside, early-stage studies are ongoing, but 

recruitment rates may be slowed. However, there is the opportunity for Chi-Med 

to leverage its China experience in managing the challenges around clinical trial 

recruitment and administration, which could mitigate any potential delay. 

Finally, Chi-Med has previously indicated its intention to present clinical data from 

both China and Global studies at various scientific conferences in 2020. These 

conferences have not yet been disclosed but are expected to include one or more 

of the key cancer conferences. COVID-19 restrictions have prompted many 

conferences to move to a virtual format, including the American Association for 

Cancer Research (AACR, 27-28 April) and American Society for Clinical Oncology 

(ASCO, 29 May - 2 June) meetings, which remain potential fora for data 

presentations. The European Society for Medical Oncology meeting (ESMO, 18-

22 September) is currently expected to be a physical meeting, although this may 

yet change depending on circumstances.  

  

The US/Europe situation is 

more uncertain than in China, 

although visibility should 

improve during 2020 

Clinical results presentations 

are likely to shift to virtual 

conference formats 
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Exhibit 1: Summary of financials 

  

Source: Company, Trinity Delta  Note: Adjusted PBT excludes exceptionals, Cash includes short-term investments, Adjusted EBITDA includes 
equity in earnings of equity investees. *2021E cash figure includes assumed raise of $250m  

Year-end: December 31 $'000s 2015 2016 2017 2018 2019 2020E 2021E

INCOME STATEMENT

Revenues 178,203 216,080 241,203 214,109 204,890 210,301 274,245

Cost of goods sold (110,777) (156,328) (175,820) (143,944) (160,152) (159,189) (173,122)

Gross Profit 67,426 59,752 65,383 70,165 44,738 51,113 101,123

R&D expenses (47,368) (66,871) (75,523) (114,161) (138,190) (196,911) (216,602)

Selling expenses (10,209) (17,998) (19,322) (17,736) (13,724) (16,371) (23,308)

G&A expenses (19,620) (21,580) (23,955) (30,909) (39,210) (43,176) (53,402)

Underlying operating profit (9,771) (46,697) (53,417) (92,641) (146,386) (205,345) (192,190)

Other revenue/expenses 0 0 0 0 0 0 0

EBITDA (7,756) (44,356) (50,839) (89,051) (141,444) (199,179) (178,943)

Operating Profit (9,771) (46,697) (53,417) (92,641) (146,386) (205,345) (192,190)

Interest income/expense (953) (1,129) (235) 4,969 3,914 1,372 553

Other income/expense 184 470 116 1,017 1,367 1,367 1,367

Profit Before Taxes (10,540) (47,356) (53,536) (86,655) (141,105) (202,606) (190,270)

Adj. PBT (10,540) (47,356) (53,536) (86,655) (141,105) (202,606) (190,270)

Current tax income (1,605) (4,331) (3,080) (3,964) (3,274) (5,910) (6,311)

Equity in earnings of equity investees, net of tax 22,572 66,244 33,653 19,333 40,700 42,046 45,464

Net Income 10,427 14,557 (22,963) (71,286) (103,679) (166,470) (151,117)

Minority interests (2,434) (2,859) (3,774) (3,519) (2,345) (2,462) (2,585)

Net income attributable to equityholders 7,993 11,698 (26,737) (74,805) (106,024) (168,932) (153,702)

EPS ($) 0.01 0.02 (0.04) (0.11) (0.16) (0.24) (0.22)

Earnings per ADS ($) 0.07 0.10 (0.22) (0.57) (0.80) (1.22) (1.11)

DPS ($) 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Average no. of shares (m) 546.6 597.2 617.2 664.3 665.7 690.6 690.6

Gross margin 38% 28% 27% 33% 22% 24% 37%

EBITDA margin N/A N/A N/A N/A N/A N/A N/A

Underlying operating margin N/A N/A N/A N/A N/A N/A N/A

BALANCE SHEET

Current assets 89,512 167,380 432,195 370,541 317,022 249,860 316,515

Cash and cash equivalents 31,941 79,431 85,265 86,036 121,157 99,919 151,031

Short-term investments 0 24,270 273,031 214,915 96,011 46,011 46,011

Accounts receivable 35,215 45,035 42,270 42,958 43,254 46,093 60,109

Inventories 9,555 12,822 11,789 12,309 16,208 17,445 18,972

Other current assets 12,801 5,822 19,840 14,323 40,392 40,392 40,392

Non-current assets 140,087 175,057 165,737 161,577 148,100 174,370 226,519

Property, plant & equipment 8,507 9,954 14,220 16,616 20,855 40,894 86,279

Intangible assets 3,903 3,606 3,738 3,533 3,387 3,311 3,256

Investments in equity investees 119,756 158,506 144,237 138,318 98,944 105,251 112,070

Other non-current assets 7,921 2,991 3,542 3,110 24,914 24,914 24,914

Current liabilities (81,062) (95,119) (104,600) (85,479) (113,101) (116,488) (373,628)

Short-term debt (23,077) (19,957) (29,987) 0 0 0 (250,000)

Accounts payable (24,086) (35,538) (24,365) (25,625) (23,961) (26,168) (33,202)

Other current liabilities (33,899) (39,624) (50,248) (59,854) (89,140) (90,320) (90,427)

Non-current liabilities (46,260) (43,258) (8,366) (34,384) (39,118) (39,118) (39,118)

Long-term debt (26,768) (26,830) 0 (26,739) (26,818) (26,818) (26,818)

Other non-current liabilities (19,492) (16,428) (8,366) (7,645) (12,300) (12,300) (12,300)

Equity 102,277 204,060 484,966 412,255 312,903 268,624 130,288

CASH FLOW STATEMENTS

Operating cash flow (9,385) (9,569) (8,943) (32,847) (80,912) (155,128) (140,311)

Net income 10,427 14,557 (22,963) (71,286) (103,679) (166,470) (151,117)

Non-cash adjustments & other operating cash flow (9,863) (27,557) 28,525 31,276 6,662 13,211 19,314

Change in working capital (9,949) 3,431 (14,505) 7,163 16,105 (1,870) (8,509)

Investing cash flow 8,855 (33,597) (260,780) 43,752 119,028 23,871 (58,577)

CAPEX (3,324) (4,327) (5,019) (6,364) (8,565) (26,130) (58,577)

Change in short term investments 12,179 (24,270) (248,761) 58,116 118,904 50,000 0

Investment in an equity investee 0 (5,000) (7,000) (8,000) 8,689 0 0

Financing cash flow (5,471) 92,435 273,196 (8,231) (1,493) 110,019 250,000

Proceeds from equity (1,733) 97,076 291,737 (2,322) (95) 110,019 0

Increase in loans (3,205) (4,077) (16,947) (4,627) (116) 0 250,000

Other financing cash flow (533) (564) (1,594) (1,282) (1,282) 0 0

Net increase in cash (6,001) 49,269 3,473 2,674 36,623 (21,238) 51,112

Exchange rate effects (1,004) (1,779) 2,361 (1,903) (1,502) 0 0

Cash at start of year 38,946 31,941 79,431 85,265 86,036 121,157 99,919

Cash at end of year 31,941 79,431 85,265 86,036 121,157 99,919 151,031

Net cash at end of year (17,904) 56,914 328,309 274,212 190,350 119,112 (79,776)
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Disclaimer 

Trinity Delta Research Limited ("TDRL"; firm reference number:  725161), which trades as Trinity Delta, is an appointed representative of 
Equity Development Limited ("ED"). The contents of this report, which has been prepared by and is the sole responsibility of TDRL, have 
been reviewed, but not independently verified, by ED which is authorised and regulated by the FCA, and whose reference number is 
185325.  

ED is acting for TDRL and not for any other person and will not be responsible for providing the protections provided to clients of TDRL 
nor for advising any other person in connection with the contents of this report and, except to the extent required by applicable law, 
including the rules of the FCA, owes no duty of care to any other such person. No reliance may be placed on ED for advice or 
recommendations with respect to the contents of this report and, to the extent it may do so under applicable law, ED makes no 
representation or warranty to the persons reading this report with regards to the information contained in it. 

In the preparation of this report TDRL has used publicly available sources and taken reasonable efforts to ensure that the facts stated 
herein are clear, fair and not misleading, but make no guarantee or warranty as to the accuracy or completeness of the information or 
opinions contained herein, nor to provide updates should fresh information become available or opinions change.  

Any person who is not a relevant person under section of Section 21(2) of the Financial Services & Markets Act 2000 of the United 
Kingdom should not act or rely on this document or any of its contents.  Research on its client companies produced by TDRL is normally 
commissioned and paid for by those companies themselves (‘issuer financed research’) and as such is not deemed to be independent, as 
defined by the FCA, but is ‘objective’ in that the authors are stating their own opinions.  The report should be considered a marketing 
communication for purposes of the FCA rules. It has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. 
TDRL does not hold any positions in any of the companies mentioned in the report, although directors, employees or consultants of TDRL 
may hold positions in the companies mentioned. TDRL does impose restrictions on personal dealings. TDRL might also provide services to 
companies mentioned or solicit business from them. 

This report is being provided to relevant persons to provide background information about the subject matter of the note. This document 
does not constitute, nor form part of, and should not be construed as, any offer for sale or purchase of (or solicitation of, or invitation to 
make any offer to buy or sell) any Securities (which may rise and fall in value). Nor shall it, or any part of it, form the basis of, or be relied 
on in connection with, any contract or commitment whatsoever. The information that we provide is not intended to be, and should not in 
any manner whatsoever be, construed as personalised advice. Self-certification by investors can be completed free of charge at 
www.fisma.org. TDRL, its affiliates, officers, directors and employees, and ED will not be liable for any loss or damage arising from any use 
of this document, to the maximum extent that the law permits. 

Copyright 2020 Trinity Delta Research Limited. All rights reserved. 

 

More information is available on our website:  www.trinitydelta.org 
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