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B Negotiation & tendering are likely to happen in 3Q22E and result
will be announced in YE22E, consistent w/ the timeline of prev. yr

B We think the price cuts are likely to be more predictable w/ ~60%
for initial inclusions and moderate cut for renewals

B We expect a potential “cooling down” in price competition
among major domestic companies with established PD-1 labels

2022 NRDL update process kicks off

In Jun 29 2020, the NHSA has released the Work Plan for adjusting the
2022 NRDL. The Work Plan specifies that drugs or major indication
expansions approved by NMPA before Jun 30, 2022 can apply for
entering NRDL. We estimates there will be ~400 drugs eligible for 2022
NRDL updates. The Work Plan also releases a detailed timeline showing
negotiation stage between Sep and Oct and the result release in Nov.

More clarity on negotiation rules

We did not see significant rule changes in the Work Plan. Meanwhile,
NMPA provides more clarity in the negotiation rules. Thus, we predict the
avg. price concessions for new drugs will fall in the similar range of ~50-
60%, consistent with the prior outcomes in 2017-2021. In addition, the
Work Plan first detailed the renewal rules on price reduction range for
existing indications (0-25%, see figure 8) or newly expanded indications
(0-25%). We believe these rules are largely derived from the prior
practice of NRDL negotiations, which should yield similar results in the
2022 NRDL updates. We believe NHSA’s measures will increase the
predictability of price concessions and should ease market concerns on
policy risks.

Fierce PD-1 price competition might cool down

We expect a potential “cooling down” in price competition among major
domestics companies (see figure 5, MNCs are likely to opt-out again).
This is because major PD-1 players, such as Innovent (1801 HK),
BeiGene (BGNE US) and Hengrui, are well positioned in the NRDL as
they have had major indication included in the NRDL while rival PD-1
latecomers only have small indications available for 2022 NRDL
negotiation. We think this should provide these PD-1 major players more
wiggle room to choose optimal strategy for the upcoming negotiation. For
this reason, we do not expect major PD-1 players to enter a price war
again this year.

Investment risk
Higher-than-expected degree of price reduction in NRDL initial inclusions/
renewals.
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Focus charts

Figure 1: NRDL listing timeline and tasks have become more predictable
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Figure 2: NRDL renewal price adjustment has become more predictable

ASP1: adjustment based on below rules, if indication coverage remains unchanged

Ratio A: Actual annual expenditure of SHI
actual exp. vs. Co.’s prev.
budget <RMBO.2bn RMBO0.2-1.0bn RMB1.0-2.0bn RMB2.0-4.0bn >RMB4.0bn
A<110% No change -2% -4% -6% -10%
110% < A < 140% -5% -7% -9% -11% -15%
140% < A < 170% -10% -12% -14% -16% -20%
170% < A < 200% -15% -17% -19% -21% -25%
A >200% Unsuitable for simple renewal, full scale renegotiation is required
ASP2: adjustment made based on above ASP 1 and below rules, if indication coverage is expanded
Ratio B: Actual annual expenditure of SHI
budget increase vs. max (prev.
budget or actual exp.) <RMBO.2bn RMBO0.2-1.0bn RMB1.0-2.0bn RMB2.0-4.0bn >RMB4.0bn
B <10% No change -2% -4% -6% -10%
10% < B < 40% -5% 7% -9% -11% -15%
40% < B <70% -10% -12% -14% -16% -20%
70% < B < 100% -15% -17% -19% -21% -25%

B >100%

Unsuitable for simple renewal, full scale renegotiation is required

Sources: NHSA, CMS (HK), Simon-Kucher

Figure 3: 2017-2021 NRDL negotiation inclusion
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To access our research reports on the Bloomberg terminal, type NH CMS <GO>
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Based on the detailed renewal rules and competitive landscape of PD-1/L1 labels, we expect a potential “cease fire”
among major domestic companies (see figure 6 below, MNCs are likely to opt-out again). These domestic
companies may choose to simply renew without expanding their indication coverage to avoid ASP erosion given
limited volume uptake from small labels. However companies that botched previous NRDL games will continue to

face pricing dilemma.

Molecule Target
Sintilimab PD-1
Camrelizumab PD-1
Tislelizumab PD-1
Toripalimab PD-1
Serplulimab PD-1
Penpulimab PD-1
Zimberelimab PD-1
Envafolimab PD-L1
Sugemalimab PD-L1
Cadonilimab PD-1xCTLA-4
Pembrolizumab PD-1
Nivolumab PD-1
Atezolizumab PD-L1
Durvalumab PD-L1

Company

Innovent

Hengrui

BeiGene

Junshi

Henlius

SBP/Akeso

Gloria

Alphamab

Pfizer/CStone

Akeso

Merck

BMS

Roche

AZ

NRDL covered indications

23L cHL; 21L sg/nsq-NSCLC; 1L HCC

23L cHL; HCC; 1L nsq-NSCLC; 22L ESCC;

23L cHL; 22L UC; 1L sq/nsq-NSCLC; 22L HCC;

Melanoma; 22L NPC; UC

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

n.a.

Not covered

1L G/GEJ; 1L ESCC

1L NPC; 1L sq-NSCLC; 1L ESCC

2/3L NSCLC; 2L ESCC; MSI-H/dMMR ST;

1L NPC

1L NPC; 1LESCC

MSI-H/dMMR ST

r/r nHL

22L nHL;

MSI-H/dMMR ST (GC/CRC/other STs)

1L sg/nsq-NSCLC (Stage IV) /

1L NSCLC (Stage IlI)

r/m CC

2L melanoma; 1L sg/nsg-NSCLC;
1L NSCLC (PD-L1+); 2L ESCC; 1L HNSCC;

1L MSI-H/dMMR CRC; 1L G/GEJ

1L sq/nsg-NSCLC; HNSCC (PD-L1+); 1L MPM;
221 G/GEJ; 1L G/GEJ; G/GEJ (adju.); 1L ESCC

1L ES-SCLC; 1L HCC; 1L sg/nsq-NSCLC;

1L Stage II-IlIA NSCLC (adju.)

2L Stage Il NSCLC; 1L ES-SCLC

Sources: NHSA, CMS (HK)
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Figure 6: Selected other major products for 2022 NRDL negotiation

Molecule Target Company NRDL covered indications Not covered
Osimertinib (SEngEn) AZ 21L EGFRm NSCLC n.a.
Almonertinib EGFR Hansoh NSCLC (EGFRm) 1L NSCLC (EGFRm)
(3rd Gen)
Furmonertinib EGFR Allist n.a. NSCLC (EGFRm); 1L NSCLC (EGFRm)
(3rd Gen)
Savolitinib c-MET HutchMed n.a. NSCLC (MET+ exon 14)
Ensartinib ROS1/ALK/c-MET Betta 22l ALK+ NSCLC 1L ALK+ NSCLC
Pyrotinib HER-2/EGFR Hengrui 2L HER-2+ mBC HER-2+ BC (neo adju.)
Dalpiciclib CDKA4/6 Hengrui n.a. HR+/HER-2- mBC
Rezvilutamide AR antagonist Hengrui n.a. mHSPC
Selinexor XPO1 Antengene/Karyopharm n.a. 22L MM
Carfilzomib proteasome BeiGene/Onyx n.a. r'r MM
Pemigatinib FGFR1/2/3 Innovent/Incyte n.a. >2L Cholangiocarcinoma
Olverembatinib Ber-ABL/KIT Innovent/Ascentage n.a. T315Im CML
Pralsetinib RET CStone/Blueprint n.a. MTC; NSCLC
Ivosidenib IDH1 CStone/Servier n.a. IDH-1 AML
Avapritinib KIT/PDGFRA CStone/Blueprint n.a. GIST (PDGFRA exon 18)
Duvelisib PI3K CSPC/Secura n.a. 3LFL

Sources: NHSA, CMS (HK)

Figure 7: Selected renewal products for 2022 NRDL negotiation

Molecule Target Company NRDL covered indications Not covered
lbrutinib BTK JNJ 2L MCL; CLL/SLL; WM n.a.
Olaparib PARP AZ OC; tubal cancer; PPC n.a.
Flumatinib Bcer-Abl Hansoh Ph+ CML n.a.
TPO Hematology 3sBio CIT/NTP n.a.
Xianbixin Neurology Simcere Acute ischemic stroke (AIS) n.a.
NBP (injection) Neurology CSPC Acute ischemic stroke (AIS) n.a.
NBP (capsule) Neurology CSPC Acute ischemic stroke (AIS) n.a.

Sources: NHSA, CMS (HK)

To access our research reports on the Bloomberg terminal, type NH CMS <GO>
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Investment Ratings

OVERWEIGHT Expect sector to outperform the market over the next 12 months

NEUTRAL Expect sector to perform in-line with the market over the next 12 months

UNDERWEIGHT Expect sector to underperform the market over the next 12 months

BUY Expect stock to generate 10%+ return over the next 12 months
NEUTRAL Expect stock to generate +10% to -10% over the next 12 months
SELL Expect stock to generate loss of 10%-+ over the next 12 months
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Disclaimer

This document is prepared by China Merchants Securities (HK) Co Limited. The information contained herein has
been obtained from or is based on sources believed to be reliable. China Merchant Securities (HK) Co Limited, its
holding company or affiliated companies, or any of its or their directors, officers or employees (collectively “CMS”) do
not represent or warrant, expressly or impliedly, that it is accurate, correct or complete and it should not be relied
upon. CMS will not accept any responsibility or liability whatsoever for any use of or reliance upon this document or
any of the content thereof.
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Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted
basis and/or may not be eligible for sale to all investors. CMS is not registered as a broker-dealer in the United
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Opinions, and associated estimates and forecasts, or any content and information in this document are only current
as of the date of their publication and will be subject to change without prior notice. Past performance is not
indicative of future performance. Estimates of future performance are based on assumptions that may not be
realized. The analysis contained herein is based on numerous assumptions. Different assumptions could result in
materially different results. Opinions expressed herein may differ or be contrary to those expressed by other
business divisions or other members of CMS as a result of using different assumptions and/or criteria.

This document has been prepared without regard to the individual financial circumstances and investment objectives
of the persons who receive it. Use of any information herein shall be at the sole discretion and risk of the user.
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Investors are advised to independently evaluate particular investments and strategies, take financial and/or tax
advice as to the implications (including tax) of investing in any of the securities or products mentioned in this
document, and make their own investment decisions without relying on this publication.

CMS may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment banking
services or provide advisory or other services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed or
published in whole or in part for any purpose without the prior consent of CMS. CMS will not be liable for any claims
or lawsuits from any third parties arising from the use or distribution of this document.

This document is for distribution only under such circumstances as may be permitted by applicable law. This
document is not directed at you if CMS is prohibited or restricted by any legislation or regulation in any jurisdiction
from making it available to you. In particular, this document is only made available to certain US persons to whom
CMS is permitted to make available according to US securities laws, but cannot otherwise be made available,
distributed or transmitted, whether directly or indirectly, into the US or to any US person.

In Hong Kong, this document is distributed by China Merchants Securities (HK) Co., Limited, which is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities),
Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities and
Futures Ordinance (Chapter 571).

In South Korea, professional clients can get copies of this document (upon request) through China Merchants
Securities (Korea) Co., Limited

In the United Kingdom, this document is distributed by China Merchants Securities (UK) Limited. This document is
for distribution only to persons who: (i) are persons falling within the definition of "Investment Professionals" pursuant
to Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the
“Financial Promotion Order”); (ii) are persons falling within Article 49(2)(a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.”) of the Financial Promotion Order; or (iii) are persons to whom an invitation or
inducement to engage in investment activity (within the meaning of section 21 of the Financial Services and Markets
Act 2000) may otherwise lawfully be communicated or caused to be communicated (all such persons together being
referred to as "Relevant Persons"). This document is directed only at relevant persons and must not be acted on or
relied on by persons who are not Relevant Persons. Any investment or investment activity to which this document
relates is available only to Relevant Persons and will be engaged in only with Relevant Persons.

If there is any inconsistency or ambiguity between the English version and the Chinese version of this disclaimer, the
English version shall prevail.
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