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Investment Thesis: Strong Secular Growth 
PuraPharm is one of the only five companies, and the only non-PRC 
company, that is licensed by the China Food and Drug 
Administration to manufacture and sell CCMG [Concentrated 
Chinese medicine granules] products in China. Furthermore, 
PuraPharm enjoys the market leader position in the Hong Kong 
CCMG market with over 70% market share. The company offers a 
wide range of more than 670 products for professional use by CMPs 
[Chinese medicine practitioners] for prescription service. The CCMG 
market in China has grown at >25% CAGR in 2010-2017 period, and 
should continue to remain strong at 23% CAGR over the next 5 
years. Moreover, CCMG accounts for only 4% of the total traditional 
Chinese medicine market in China and has ample room to grow 
further. 
 
Our several discussions with management suggest that the company 
has a long runway for growth. As per our estimates, PuraPharm’s 
revenues are expected to grow at a robust 19% CAGR over the 
next 5 years to HK$1.43bn in FY2022 while the EPS is expected 
to grow at a 31% CAGR over the next 5 years. The stock is down 
-70% since its IPO in July 2015 and down -39% since the beginning 
of 2017 and provides an attractive investment opportunity to 
benefit from the growing CCMG market in China and Hong Kong. The 
stock trades at 0.75x Price/Book on our FY2018 estimates and 1.0x 
EV/Sales on our FY2019 estimates, which is at a huge 50% and 37% 
discount to competitors, respectively. Besides benefitting from the 
growing CCMG market in China and Hong Kong, the company has 
made 2 acquisitions over the last year to expand its presence in the 
US, Japan and Europe, which should further propel revenue growth 
over the next couple years. 
 
We have a 12-month price target of HK$2.60 implying a 46% 
potential upside from the current stock price. See details of our 
DCF analysis in the appendix at the back.  On a P/E ratio basis, our 
price target of HK$2.60 implies a P/E of 17.5x on our FY2019 EPS 
estimate of HK$0.15 and 15.7x P/E on our FY2020 EPS estimate of 
HK$0.17. We believe that given the company’s strong future growth 
prospects, PuraPharm deserves a higher valuation multiple than its 
peers. 
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1.0x FY2019e EV/Sales; Attractive 37% Discount to Peers  
On an EV/Sales basis, PuraPharm looks very attractive compared to its 
peers in the industry. The stock trades at an EV/Sales multiple of just 1.0x 
on FY2019e, which is a huge discount to its peers. On FY2019e EV/Sales, 
the stock trades at a 44% discount to China Traditional Chinese Medicine 
Holdings [CTCM; 570_HK; HK$24.5 billion market cap; 1.8x FY2019e 
EV/Sales] and 28% discount to CR Sanjiu Pharma [000999_CH; HK$26.2 
billion market cap; 1.4x FY2019e EV/Sales]. Overall, the stock trades at a 
37% discount to the sector average EV/Sales multiple of 1.6x. 
 
0.75x FY2018e P/B; Huge 50% Discount to Competitors 
PuraPharm trades at a huge discount to its competitors on a P/B basis. 
The stock trades at 0.75x Price/Book on our FY2018e, which is a 43% 
discount to CTCM [570_HK; HK$24.5 billion market cap; 1.4x FY2018e 
P/B] and 60% discount to CR Sanjiu Pharma [000999_CH; HK$26.2 
billion market cap; 2.0x P/B]. Overall, the stock trades at a 50% discount 
to the sector average P/B multiple of 1.5x. 
 
12.0x FY2019e P/E; 19% Discount to Peers 
Even on a P/E basis the company trades at just 12.0x on our FY2019 
estimated earnings and 10.7x on our FY2020 estimated earnings. This is 
at almost a 19% discount to sector average P/E of 14.8x on FY2019 
analyst estimates. We believe that as the new acquisitions are integrated 
further and the new initiatives start providing substantial revenues and 
earnings, the stock will likely be re-rated. 
 
CCMG: Biggest Growth Driver for PuraPharm 
PuraPharm is one of the only five, and the only non-PRC company, that is 
licensed by the CFDA [China Food and Drug Administration] to 
manufacture and sell CCMG products in China. The company is primarily 
engaged in R&D, production, marketing and sale of CCMG products under 
Nong’s brand in Mainland China and Hong Kong. PuraPharm offers a 
comprehensive product range of more than 670 types of modernized 
CCMG products for professional use by CMPs for prescription service. 
Furthermore, PuraPharm is qualified to issue safety reports recognized 
by more than 70 countries around the world through its in-house CNAS 
ISO 17025 laboratory. The company has research and production 
facilities in Nanning, Guangxi, China. The factory complies with the PRC 
GMP [Good Manufacturing Practice] Standards as well as the TGA 
Standards [Therapeutic Goods Administration; one of the strictest 
certification Standards in the world]. PuraPharm’s laboratory is certified 
by the CNAS [China National Accreditation Service], the international 
multilateral recognition system that is equivalent to an accreditation in 
accordance with the ISO 17025 Standards. PuraPharm’s manufacturing 
facilities are regarded as one of the most advanced TCM [Traditional 
Chinese Medicine] research and manufacturing facilities in Asia. 
 
 
 
 



 3 Evaluateresearch.com 

 

 

 

 

 

 

 

 
 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Traditionally, the preparation of TCM is time-consuming and 
inconvenient, requiring the storage of raw herbs by the Chinese 
medicine practitioner and the boiling or decocting of raw herbs into a 
liquid form for patients’ consumption. PuraPharm has modernized the 
process, offering a broad range of Nong’s CCMG products for easy and 
immediate consumption. The company’s CCMG products are 
traditional Chinese medicinal herbs extracted into granules by using 
modernized extraction and concentration technologies to replicate the 
traditional method of preparing medicinal decoction.  
 
Hong Kong CCMG: Solid 70% Share in a Growing Market 
PuraPharm has been supplying CCMG to the majority of Hong Kong 
hospitals and healthcare institutions with TCM clinics since 2004. It is 
the leading and the largest supplier of CCMG products in Hong Kong 
with a market share of 70% and also the largest Chinese medicine 
clinic chain in Hong Kong. Apart from PuraPharm’s market leading 
position, the HK CCMG market is highly fragmented with many players 
from China and Taiwan. Hong Kong CCMG market size stood at nearly 
HK260mn in 2017, which is expected to grow at an 8.2% CAGR over 
the next 5 years to HK$385mn. We expect PuraPharm’s HK CCMG 
revenue to grow at an 8.5% CAGR over the next 5 years to HK$243mn 
in FY2022. 
 

 
 
 
China CCMG: 43% of Revenue; 25% Revenue CAGR in FY2018-22 
China CCMG contributes nearly 43% to PuraPharm’s revenue. China 
CCMG segment revenue declined in FY2017 as the company realigned 
its sales strategy to cater with the two-invoice system and the 
uncertainty arising from potential liberalization of the CCMG market, 
which led to a -6.2% CAGR during the period FY2015-17 from 
HK$251.6mn in FY2015 to HK$221.5mn in FY2017. In 1H of FY2018, 
the revamped sales strategy was proven to be successful as PuraPharm 
regained sales momentum in the China CCMG business, demonstrated 
by a HK$70.5mn or 73.7% revenue growth. 
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CCMG market size in China was nearly HK$9.6bn and PuraPharm had a 2% market 
share in 2017. We expect China CCMG market to grow at a 23.2% CAGR over the 
next 5 years to HK$27.2bn in 2022. As per our estimates, PuraPharm’s China CCMG 
business revenue should grow at a 25.2% CAGR over the next 5 fiscal years from 
HK$221.5mn in FY2017 to HK$680.8mn in FY2022. 
 

 
 
China CCMG Market Controlled by 5 Players 
Although CCMG granules have been invented in 1970s, China only started pilot 
production and regulating the product in 2001 with the issuance of “temporary 
regulations on concentrated TCM granules”. The pilot production licenses were 
granted to six companies: Jiangyin Tianjiang, Efong, Beijing Tcmages, Shenzhen 
Sanjiu, Sichuan Neo-Green and Purapharm. As of today, there are still only six pilot 
production licenses in China. 
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With two of the six licenses on hand, China Traditional Chinese 
Medicine is the dominant market player with nearly 50% market 
share in 2017, followed by 19% of Sichuan Neo-Green, 16% of Tianjin 
Chase Sun, 14% of CR Sanjiu and 2% of PuraPharm. The Chinese 
government intends to standardize the whole process, which should 
take 3 to 5 years, implying that we are unlikely to see any new entrants 
to the CCMG industry before 2021. 
 
Replacement of Herbal Medicines to Drive CCMG Sales Growth 
CCMG is more convenient to consume relative to herbal medicines. 
This convenience has enabled the CCMG market in China to grow at 
>25% CAGR in 2010-2017, and should continue to remain strong at 
23% CAGR over the period 2017-22. As per our estimates, China’s 
CCMG market only represents 3-5% of the herbal medicine market in 
2017 [HK: >11%, Taiwan & Japan: >50%]. Hence, there is ample room 
to grow.  
 
CCMG market in China stood at HK$9.6bn in 2017 while the market 
size for traditional Chinese medicines was close to HK$2,470bn in 
2017. As such, CCMG represented only 4% of the total traditional 
Chinese medicine market in 2017, with a huge potential to grow. 
 

 
 
Gradual Listing in the Drug Reimbursement List [NDRL] Should 
Propel Growth 
Price of CCMG is nearly 2x that of herbal medicine. Also, CCMG 
granules are only partially listed in the Drug Reimbursement List of 
some provinces. Hence, patients currently have to bear partial or even 
full cost for treatment with CCMG in some provinces. However, we 
believe the situation should improve with the completion of 
standardization process and opening up of the market. In the long-
term, we expect CCMG granules will be listed in the NDRL [National 
Reimbursement Drug List] and the price should go down with 
increasing market competition. This will eventually lead to further 
market growth. 
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  Public Hospitals are More Incentivised to Promote CCMG 
China launched the Health Care System Reform at full scale in 2009 to 
establish and improve the basic health care system covering urban and 
rural residents, and provide the people with secure, efficient, 
convenient and affordable health care services. As an extension to the 
ongoing medical reforms, China has ended the policy of drug mark-ups 
in public hospitals. For decades, public hospitals have been generating 
net income by selling drugs. They were allowed to mark-up drugs by 
15% over procurement cost to generate income. 
 
The mark-ups had been a key source of income for public hospitals, 
which although helped to make up for a lack of adequate government 
healthcare funding, but gradually evolved into a way to reap profits, 
contributing to problems like overprescribing, an excessive use of 
antibiotics by hospitals, and rising medical expenses. Public hospitals, 
which totalled 12,708 by the end of 2016, provided 2.85 billion 
diagnosis and treatments last year, accounting for 87.2% of cases 
provided by all hospitals in China, according to the National Health and 
Family Planning Commission. The government had gradually removed 
the mark-up in 2017. As of September, 2017, all public hospitals in 
China had joined the comprehensive reform program to end 60-year-
old practice of drug price mark-ups, which enables rationalization of 
medical care cost. The changes are expected to eliminate public 
hospital mark-ups on drug prices and cut prices for medical 
examinations and supplies by the end of 2020, according to a guideline 
issued by the National Development and Reform Commission [NDRC]. 
 
However, the reforms allow hospitals to charge more for registration 
fees, operations, nursing care and traditional Chinese medicine. The 
measure is expected to lower the cost of outpatient treatment by about 
5%, but the cost for inpatient treatment, including surgery, may rise 
by about 2.5%, as per Beijing Commission of Development and 
Reform. 
 
The public hospital reform has become a major growth driver for 
the traditional Chinese medicine industry. Now, public hospitals 
have a stronger incentive to promote CCMG as hospitals can still 
have a mark-up over procurement cost [>15%]. This implies they 
can still profit from selling CCMG while the mark-up for other 
drugs are gradually being removed by the government. 
 
Nong’s Clinic: 18% Revenue CAGR Over FY2018-22 
PuraPharm has established its own Nong’s Chinese medicine clinics in 
Hong Kong to provide modernized Chinese medicine services. Nong’s 
Chinese medicine clinics are mostly located in shopping malls across 
Hong Kong and are operated by registered TCM practitioners who use 
the company’s CMCMS [Chinese Medicine Clinic Management System] 
to prescribe the Group’s CCMG products to patients. Nong’s Clinic 
segment is an important growth driver for the company. PuraPharm 
has grown this segment over the years, with revenue growing at an 
impressive 104.7% CAGR over the past three fiscal years in FY2015-
17. We expect the revenues from Nong’s clinic to grow at 18.3% CAGR 
over the next 5 years to HK$180mn in FY2022. 
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The number of Nong’s Chinese medicine clinics operated by 
PuraPharm in Hong Kong increased from 14 clinics as at 30 June 2015 
to 67 clinics as at 30 June 2018. During the same 3-year period, 
segment revenue has grown at a 100% CAGR from HK$5.6mn in 1H 
FY2015 to HK$45.0mn in 1H FY2018. The revenue contribution from 
Nong’s clinics has grown from 3.0% in 1H FY2015 to 11.6% in 1H 
FY2018.  
 
PuraPharm continues to be the market leader in CCMG products as 
well as the largest Chinese medicine clinic chain in Hong Kong. The 
company intends to further optimize its clinic network in Hong Kong 
and enhance its profitability by disposing some loss-making clinics 
and replacing them by new clinics in a more promising location with 
higher potential. During our recent call, management noted that the 
company targets to open nearly 10 clinics per year in Hong Kong. We 
believe, taking into consideration the loss making clinic closures, 
PuraPharm would most likely add 7 to 8 clinics per year in Hong 
Kong, which should lead to additional HK$7.5mn in revenue 
growth per year, over the next three years. PuraPharm follows 
small clinic business model in Hong Kong, where a typical clinic setup 
cost amounts to nearly HK$500k per clinic. As the company opens up 
7-8 clinics per year in Hong Kong, we expect HK$3.7mn in setup costs 
per year over the next 3 years. 
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Nong’s Clinic Expansion in Mainland China 
PuraPharm is replicating the successful small clinic business model in 
Mainland China. The People’s Republic of China initiated a policy on 
Traditional Chinese Medicine, which took effect on 1 July 2017, and 
encouraged enterprises and Chinese medicine practitioners to setup 
private clinics. The new policy complements PuraPharm’s clinics 
expansion plan in China. PuraPharm currently operates one Nong’s 
Chinese medicine clinic in China, located in Nanning, Guangxi Zhuang 
Autonomous Region. The clinic officially commenced operation on 31 
July 2017, and spans over the floor area of 300 square meters. Notably, 
it is the first Hong Kong-funded medical institution that obtained 
approval to operate in Guangxi under the Mainland and Hong Kong 
Closer Economic Partnership Arrangement [CEPA]. PuraPharm’s 
second Nong’s Chinese medicine clinic in China under CEPA will be 
located in Shanghai and is expected to commence operation in the 4Q 
of 2018. The Shanghai clinic will house specialists in Gynecology and 
Pediatrics and would exceed 500 square meters in floor space.  
 
Expansion of Nong’s Chinese medicine clinics in China remains a major 
growth driver for PuraPharm. The company intends to speed up its 
pace in opening more Nong’s Chinese medicine clinics in China by 
capitalizing on its extensive operational experience in clinic 
management and its unique modernized model in providing Chinese 
medicine diagnosis and treatment services. During our recent calls, 
management noted that the company intends to open 5 to 10 Nong’s 
clinics in China in 2019. The initial setup costs for Nong’s clinics in 
China are higher compared to Hong Kong as the company is keen to 
open bigger premium clinics with more facilities to target high end 
customers. The setup cost per clinic in China is expected to be HK$1mn 
to HK$5mn. We expect the company to open 5 clinics per year over the 
next 3 years, which should require nearly HK$12mn in setup cost per 
year. 
 
Plantation Business: Vertical Integration to Boost Margins  
PuraPharm ventured into the plantation and trading business in 2017 
through the acquisition of Gold Sparkle Chinese Medicine Co. Ltd. and 
Gold Sparkle HZ Plantation Co. in Guizhou  province of the PRC in April 
2017, which are engaged in plantation and trading of raw Chinese 
herbs and manufacturing and sale of TCM decoction pieces. The 
acquired companies owned land use rights for four parcels of land 
with a total site area of nearly 40,147 square meters, held building 
ownership certificates for buildings with an aggregate gross floor area 
of 3,232 square meters and leased TCM plantation base with an 
aggregate area of approximately 464,202 square meters for their 
operations, such as plantation greenhouses and TCM processing 
facilities. 
 
The acquisition enabled PuraPharm to vertically integrate the 
upstream raw Chinese herbs plantation and trading segment into the 
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company’s CCMG business segment to ensure a stable supply of high-
quality raw Chinese herbs at a lower cost. One of the current expansion 
plans and business strategies of the company is to expand into the TCM 
decoction pieces business which is highly complementary to its existing 
CCMG business.  
 
For FY2017, the plantation business contributed HK$26.4mn to revenue 
since the acquisition date. For 1H FY2018, the upstream plantation 
segment contributed HK$43.2mn to overall revenue, higher than the 
corresponding period in last year of HK$10.3 million by HK$32.8 million 
or 318.1%. For 1H FY2018, plantation business accounted for 11.2% to the 
total revenue.  
 
As the TCM decoction pieces production facilities are still under 
construction, the revenue from this segment was mainly attributed by the 
plantation, seedling and trading of raw Chinese herbs. The decoction 
facility under construction requires an additional CAPX of HK$50mn and 
is scheduled to be completed next year in 2019. It is to be noted that 
plantation is a low margin business with gross margins in the range of 15% 
to 20%.  
 
We expect nearly HK$15mn in revenue contribution from decoction pieces 
business in FY2019 as the factory starts production in 2H FY2019. In 
FY2020, we expect HK$26mn in revenue and 10% CAGR over the period 
FY2020-22. 
 

 
 
We expect the overall plantation and decoction business segment revenue 
to grow at a 23% CAGR over the period FY2018-22 to HK$135mn in 
FY2022. 
 

0.0 0.0

26.4

59.4

89.3

111.6

122.8

135.1

0.0

20.0

40.0

60.0

80.0

100.0

120.0

140.0

160.0

FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E

R
ev

en
u

e

Plantation and decoction [HK$ mn]



 10 Evaluateresearch.com 

 

 

  
OTC Healthcare Products: Domestic Growth + Overseas 
Expansion 
The Chinese OTC [over the counter] healthcare products 
segment mainly engages in the production and sale of Chinese 
healthcare products in Hong Kong, U.S. and Japan. PuraPharm 
has developed a series of OTC health products, among which, 
brands such as PuraGold®, Oncozac® and Haveron® enjoy 
great popularity in Hong Kong and overseas. The Group’s 
ONCO-Z® Coriolus Versicolor Extract, the sole active ingredient 
of Oncozac®, was verified by the United States Pharmacopeial 
Convention [USP] and was the world’s first traditional Chinese 
medicinal ingredient verified by the USP Dietary Ingredient 
Verification Program. During 1H FY2018, revenue from the OTC 
healthcare products segment was HK$48.6mn, representing an 
increase of HK$14.5mn or 42.5% YoY, driven by full 
consolidation of Kan Herb, a U.S. based Chinese herbal products 
company and SODX, a Japan based health food products 
company. 
 
OTC healthcare products business revenue has grown at an 
impressive 33.6% CAGR over the past three fiscal years, driven 
by consolidation of Kan Herbs and SODX. We expect the 
healthcare products revenue to grow at a 17% CAGR over the 
period FY2018-22 to HK$188mn in revenue in FY2022. 
 

 
 
Kan Herb and SODX contributed HK$17.7mn and HK$4.7mn, 
respectively, to the total revenue. For the corresponding period 
in last year, only HK$9.8 million revenue was contributed by 
Kan since the completion date on 7 March 2017. 
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OTC Healthcare Products: Acquisition of Kan Herb, USA 
Kan Herb, incorporated in Santa Cruz, California, U.S. in 1987, is 
principally engaged in manufacturing of Chinese herbal formulas in 
the U.S. and sales to distributors and healthcare practitioners in the 
U.S. and Europe. The company has currently more than 300 Chinese 
healthcare products in its portfolio. Kan Herb manufactures its 
products at its facilities in California, in compliance with GMP. 
PuraPharm acquired Kan Herb in March 2017. This strategic 
acquisition was in-line with PuraPharm’s core value of modernizing 
and internationalizing Chinese medicine. The acquisition provided an 
excellent opportunity to the company to leverage the expertise, 
resources, and sales network of Kan Herb to develop business in the 
U.S., create synergies with its existing products and expand the 
products portfolio of PuraPharm’s Chinese medicine products. For 1H 
FY2018, Kan Herb contributed HK$17.7mn to revenue, which 
represents 36.4% of OTC healthcare products segment revenue. The 
segment revenues are expected to grow at an 11% CAGR over the 
period FY2018-22 to HK$53.1mn in FY2022. 
 

 
 
OTC Healthcare Products: Acquisition of SODX in Japan 
SODX is a Japan-based company that engages in the manufacturing and 
sales of health food in Japan, specializing in manufacturing antioxidant 
products and dietary supplement products made of fermented 
soybeans. The best-selling products of SODX include anti-oxidants, 
fermented health food as well as health food developed from propolis. 
The company owns health food production plant, certified with Health 
Food GMP, located at Osaka, Japan with total gross floor area of 
approximately 1,460 square meters. The factory is equipped with high 
technology production machine which enables SODX to produce 
health food in different packaging and dosage form like granule, tablet, 
capsule etc. to fulfil the specification of customer’s need.   
 
PuraPharm acquired SODX in August 2017 to further business 
expansion, and to transfer latest technology know-how from Japan to 
further improve product quality and production efficiency. SODX is 
currently engaged in an OEM business in Japan with stable financial 
performance. PuraPharm intends to use SODX’s production facility as 
product development center for business expansion.  
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For 1H FY2018, SODX contributed HK$4.7mn to revenue, which 
represents 9.7% of OTC healthcare products segment revenue. The 
segment revenues are expected to grow at a 10.7% CAGR over the 
period FY2018-22 to HK$13.5mn in FY2022. 
 

 
 
New Drug Development: RenShu Chang Le Granules 
PuraPharm is currently in the second stage of clinic trial of a drug for 
treating Irritable Bowel Syndrome [IBS], the first on-trial new drug in 
Hong Kong with integrative research. RenShu Chang Le granules is a 
Chinese medicine solution for treating IBS which has been granted 
clinical trial for drug approval by CFDA. Currently, there is no western 
medicine solution that can effectively treat IBS. The company expects 
to launch the drug in 2 to 3 years’ time, pertaining the successful 
clinical trial. Over the call, management noted that the company would 
first launch the IBS solution in China, followed by Europe and USA. The 
company expects to incur HK$20mn to HK$30mn in costs per year on 
clinical trials, however, government grants cover some portion of the 
expense.  
 
Revamped Sales Strategy to Fuel Growth 
In 2017, PuraPharm revamped its sales strategy to cater to the 
uncertainties arising from the potential liberalization of CCMG market 
in China as well as to tackle the “Two-Invoice System” implemented by 
the Chinese government in drug distribution.  
 
PuraPharm ceased to provide bulk purchase rebates to its PRC 
distributors in 2017, which contributed to the reduction in their 
purchase of CCMG products from the company in the fourth quarter of 
2017, which normally is the peak season for the China CCMG segment.  
In our recent conversation, management noted that they implemented 
the new sales strategy to cater to the uncertainties arising from the 
potential liberalization of the CCMG market in China. This led to a 
temporary decline in sales growth and profitability in 2017 as the 
CCMG segment recorded YoY revenue decline. However, the sales are 
no longer concentrated in 4Q and the revamped sales strategy was 
proven to be successful as PuraPharm regained the sales momentum 
in 1H FY2018 for China CCMG business, demonstrated by a 
HK$70.5mn or 73.7% revenue growth. 
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Moreover, to mitigate the risk of lower sales growth to the distributors 
influenced by the impact of “Two-Invoice System” policy implemented 
in the PRC pharmaceutical industry in 2016, PuraPharm had 
restructured its sales force and resources to be more focused on the 
direct sales customers in the target regions of Mainland China since 
2016. As a result of such direct sales focus strategy, FY2017 recorded 
+40% YoY revenue growth from the direct sales customers. In FY2017, 
the revenue contribution from the sales to direct sales customers 
accounted for more than 60% of the total China CCMG sales due to the 
combined effect of revenue growth of direct sales customers and 
decline in distributorship sales. 
 
Over the calls with management, they noted that there is no significant 
impact from “Two-Invoice System” on revenues. However, as the 
direct sales continue to grow to be a bigger portion of the total 
revenues, gross margin should continue to expand. On the other hand, 
sales and marketing expense also increases as the company continues 
to push for direct sales focus strategy. 
 
Huge Barriers to Entry in Hong Kong CCMG market 
There  are  several  entry  barriers  for  new  players  trying  to  enter  
the  CCMG  industry  in Hong Kong. First, the CCMG products are 
required to be registered with the Chinese Medicines Board before 
they are available to be prescribed and sold to patients. The cost of 
completing the registration is usually high due to strict requirements 
regarding  various  types  of  testing,  such  as  content  testing,  stability  
testing  and  safety testing.  This drives away some potential new 
players.  Moreover, CCMG manufacturers are required to obtain 
product liability insurance with a certain minimum coverage before 
the manufacturers can attend the public tendering process in Hong 
Kong. Apart from this, the establishment of an extensive sales network 
creates another impediment to  the  new  players,  as  private  Chinese  
medicine  clinics  are  highly  fragmented  and  will take a long time to 
build an extensive sales network. 
 
Global Classifications Certifications 
PuraPharm enjoys the privilege to manufacture and sell its CCMG 
products throughout China. PuraPharm’s quality control systems and 
systematic standard operating procedures are strictly compliant with 
the Good Manufacturing Practise [GMP] Standards of the China Food 
and Drug Administration [CFDA], Australia’s Therapeutic Goods 
Administration [TGA], and the United States Pharmacopeia 
Convention [USP]. The company’s products are verified and 
recognized by the USP. The USP Standards are adopted in more than 
140 countries worldwide and widely recognized as one of the most 
stringent set of quality control standards for the assessment of the 
quality and purity of medicines. The Group’s Nanning testing 
laboratory is certified by the China National Accreditation Service for 
Conformity Assessment [CNAS] in accordance with the ISO 17025 
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general requirements since 2009. PuraPharm is the first CFDA-
licensed CCMG product manufacturer that is qualified to issue these 
safety reports which are recognized by over 70 countries through its 
certified Nanning testing laboratory. 
 
State of Art Production Facility 
The company owns and operates its Chinese medicine manufacturing 
facilities in Hi-tech Development Zone, Nanning, Guangxi Zhuang 
Autonomous Region, which spans over nearly 17,241 square meters 
with a total gross floor area of nearly 7,760 square meters and annual 
production capacity of 2,100 tonnes of CCMG. PuraPharm has 
designed its own manufacturing facilities with advanced technologies 
and testing techniques in Chinese medicine production, incorporating 
the efforts of leading architects, engineers and pharmaceutical plant 
design specialists from Canada, Australia and Japan, and meets the 
GMP Standards of China, Australia, the USP, as well as the company’s 
internal standard operating procedures. It is recognized as one of the 
most sophisticated, well-managed Chinese medicine research and 
manufacturing plants in Asia. Purapharm’s manufacturing facilities 
are highly automated and controlled by a centralized computer 
system. PuraPharm’s production equipment includes high-efficiency 
dynamic fluid extractors, low temperature concentrators, large spray 
dryers, equipment for freeze drying, vacuum drying and fluid bed 
drying of Chinese herbal extracts, among others. The company 
operates a clean room for its granule production which meets the 
relevant GMP Standards. 
 
Two-Invoice System Regulation in China 
China launched the “two-invoice” system in drug distribution in 2016, 
which had been debated for over a decade, aiming to improve 
transparency in drug prices and eliminate excessive profit margins 
associated with multi-tier distribution models. The system is expected 
to be fully implemented in public hospitals across the country by the 
end of 2018. 
 
The two-invoice system requires a drug manufacturer to only issue 
one invoice to its distributor followed by the distributor issuing a 
second invoice to the end customer hospital. Only one distributor is 
permitted to distribute drug products between the manufacturer and 
the hospital. The system also encourages manufacturers to directly sell 
drug products to hospitals with assistance from logistic service 
providers. Hospitals are required to obtain not only the invoice issued 
by the distributor to the hospital, but also the invoice issued by the 
drug manufacturer to the distributor, thus allowing the ex-factory 
drug prices and profit margins of the distributors to be fully 
transparent to the hospitals. 
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Implications on Drug Manufacturers/Distributors, Including 
PuraPharm 
The drug manufacturers will have to revamp their sales strategy. They 
would have to engage more first tier distributors to ensure geographic 
coverage by restructuring second or third tier distributors as first tier 
distributors. The companies would also start focusing on selling 
directly to hospitals with the assistance of qualified logistic service 
providers. Large Chinese drug distribution companies may acquire 
smaller operators to broaden their geographic coverage and improve 
their logistics service capabilities. Meanwhile, contract sales 
organizations [CSO] may find their services in demand for the 
provision of sales and promotion services to pharmaceutical 
companies. 
 
Government Policies and Measures to Support TCM Development 
 

 When the People’s Republic was founded in 1949, the 
government placed emphasis on uniting Chinese and Western 
medicine as one of its three guidelines for health work, and 
enshrined the important role of TCM. 

 
 In 1978, the Communist Party of China [CPC] Central 

Committee transmitted throughout the country the Ministry of 
Health’s “Report on Implementing the Party’s Policies 
Regarding TCM and Cultivating TCM Practitioners,” and lent 
great support in areas of human resources, finance, and 
supplies, vigorously promoting the development of TCM. 

 
 In 1986, the State Council set up a relatively independent 

administration of TCM. All provinces, autonomous regions, 
and municipalities directly under the central government have 
established their respective TCM administrations, which has 
laid an organizational basis for TCM development. 

 
 In 2003 and 2009, the State Council issued the “Regulations of 

the People’s Republic of China on Traditional Chinese 
Medicine” and the “Opinions on Supporting and Promoting the 
Development of Traditional Chinese Medicine,” gradually 
forming a relatively complete policy system on TCM. 
 

 In 2015, the executive meeting of the State Council approved 
the Law on Traditional Chinese Medicine (draft) and 
submitted it to the Standing Committee of the National 
People’s Congress for deliberation and approval, intending to 
provide a sounder policy environment and legal basis for TCM 
development. 
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 In 2016, the CPC Central Committee and the State Council 

issued the Outline of the Healthy China 2030 Plan, a guide to 
improving the health of the Chinese people in the coming 15 
years. 

 
 The State Council issued the Outline of the Strategic Plan on 

the Development of Traditional Chinese Medicine [2016-
2030], which made TCM development a national strategy, with 
systemic plans for TCM development in the new era. These 
decisions and plans have mapped out a grand blueprint that 
focuses on the full revitalization of TCM, accelerated reform of 
the medical and healthcare system, the building of a medical 
and healthcare system with Chinese characteristics, and the 
advancement of the healthy China plan, thus ushering in a new 
era of development for TCM. 

 
In effect, China intends every citizen to have access to basic TCM 
services by 2020, and by 2030 TCM services are expected to cover all 
areas of medical care.  

 
International Exchanges and Co-operation in TCM 
China has been working proactively to promoting the globalization of 
TCM. Traditional Chinese medicine has been spread to 183 countries 
and regions around the world. According to the World Health 
Organization, 103 member states have given approval to the practice 
of acupuncture and moxibustion, 29 have enacted special statutes on 
traditional medicine, and 18 have included acupuncture and 
moxibustion treatment in their medical insurance provisions. TCM 
medicines have gradually entered the international system of 
medicines, and some of them have been registered in Russia, Vietnam, 
Singapore, United Arab Emirates, and other nations. Some 30 
countries and regions have opened a couple of hundred TCM schools 
to train native TCM workers. 
 
The World Federation of Acupuncture-Moxibustion Societies, 
headquartered in China, has 194 member organizations from 53 
countries and regions, and the World Federation of Chinese Medicine 
Societies has 251 member organizations from 67 countries and 
regions. Traditional Chinese medicine has become an important area 
of health and trade cooperation between China and the ASEAN, EU, 
Africa, and Central and Eastern Europe, a key component in people-to-
people exchanges between China and the rest of the world. 
 
It hosted the first WHO Congress on Traditional Medicine in Beijing in 
2008, and played an important role in drafting the Beijing Declaration. 
In accordance with initiatives of the Chinese government, the 62nd 
and 67th World Health Assemblies passed two resolutions on 
traditional medicine, and urged its member states to implement the 
WHO’s Traditional Medicine Strategy 2014-2023. Currently, the 
Chinese government has signed 86 TCM cooperation agreements with 
other countries and international organizations, and has supported 
the building of 10 TCM centers overseas. 
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Promoting standard management of TCM internationally:  
To promote the orderly development of TCM around the globe and 
ensure its safe, efficient and targeted application, China has facilitated the 
founding of the ISO/TC249 Traditional Chinese Medicine in the ISO. With 
its secretariat in Shanghai, it has now issued a series of ISO Standards on 
TCM. Thanks to China’s efforts, the WHO has included traditional 
medicine, represented by TCM, in the new version of the International 
Classification of Diseases (ICD-11). China is working actively to promote 
international exchange and cooperation in the supervision and 
management of traditional medicine, in an effort to ensure that it is safe 
and effective. 
 
Providing TCM medical aid overseas:  
While seeking its own development, within its capacity China has 
persisted in providing aid and assistance to other developing countries, 
fulfilling its due international obligations. To date, China has sent medical 
teams to over 70 countries in Asia, Africa, and Latin America, with TCM 
professionals in almost every team, accounting for 10 percent of the total 
number of staff. A project has been launched to build TCM centers in 
African countries, and specialized TCM stations have opened in Kuwait, 
Algeria, Tunisia, Morocco, Malta, and Namibia. The Chinese government 
has sponsored 10 TCM centers overseas. In recent years, China has 
strengthened work in the prevention and control of AIDS and malaria in 
developing countries, and in African countries in particular, sending a 
total of 400 TCM specialists to more than 40 countries including 
Tanzania, Comoros, and Indonesia. Chinese medical teams have treated 
complicated and refractory diseases with TCM, acupuncture and 
moxibustion, medical massage, and methods combining Chinese and 
Western medicine, saving many lives and winning extensive appreciation 
from governments and people concerned. 
 
Price Target & Recommendation                                                                   
 
We have a 12-month price target of HK$2.60 implying a 46% potential 
upside from the current stock price. We use a DCF to derive our price 
target. We assume 7.6% cost of capital, terminal growth of 2.4%, equity 
risk premium of 14.0% and HK$98mn in FCF generation in 2027. See 
details of our DCF analysis in the appendix at the back. On a P/E ratio 
basis, our price target of HK$2.60 implies a P/E of 17.5x on our FY2019 
EPS estimate of HK$0.15 and 15.7x P/E on our FY2020 EPS estimate of 
HK$0.17. We expect revenue to grow at a 19% CAGR over the next 5 years 
to HK$1.43bn in FY2022 and EPS to grow at a 31% CAGR to HK$0.24 in 
FY2022. 
 
Catalysts                                                                                                            
 
Replacement of Herbal Medicines to Drive CCMG Sales Growth 
CCMG is more convenient to consume relative to herbal medicines. This 
convenience has enabled the CCMG market in China to grow at >25% 
CAGR in 2010-2017, and should continue to remain strong at 23% CAGR 
over the period 2017-22. CCMG market in China stood at HK$9.6bn in 
2017 while the market size for traditional Chinese medicines was close 
to HK$2,470bn in 2017. As such, CCMG represented only 4% of the 
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total traditional Chinese medicine market in 2017, with a huge 
potential to grow. 
 
Gradual Listing in the Drug Reimbursement List Should Propel 
Growth 
Price of CCMG is nearly 2x that of herbal medicine. Also, CCMG 
granules are only partially listed in the Drug Reimbursement List of 
some provinces. Hence, patients currently have to bear partial or even 
full cost for treatment with CCMG in some provinces. However, we 
believe the situation should improve with the finishing up of 
standardization process and opening up of the market. In the longer 
run, we expect CCMG granules will be listed in the NDRL and the price 
should go down with increasing market competition. This will 
eventually lead to further market growth. 
 
Public Hospitals are More Incentivized to Promote CCMG 
China launched the Health Care System Reform at full scale in 2009 to 
establish and improve the basic health care system covering urban and 
rural residents, and provide the people with secure, efficient, 
convenient and affordable health care services. As an extension to the 
ongoing medical reforms, China has ended the policy of drug mark-ups 
in public hospitals. For decades, public hospitals have been generating 
net income by selling drugs. They were allowed to mark-up drugs by 
15% over procurement cost to generate income.  
 
The public hospital reform has become a major growth driver for the 
traditional Chinese medicine industry. Now, public hospitals have a 
stronger incentive to promote CCMG as hospitals can still have a mark-
up over procurement cost [>15%]. This implies they can still profit 
from selling CCMG while the mark-up for other drugs are gradually 
being removed by the government. 
 
Nong’s Clinic Expansion in Mainland China 
PuraPharm is replicating the successful small clinic business model to 
Mainland China. Expansion of Nong’s Chinese medicine clinics in China 
remains a major growth driver for PuraPharm. The company intends 
to speed up its pace in opening more Nong’s Chinese medicine clinics 
in China by  capitalizing on its extensive operational  experience in 
clinic management and its unique modernized model in providing 
Chinese medicine diagnosis and treatment services. 
 
Plantation and Trading Business: Vertical Integration to Fuel 
Growth 
PuraPharm ventured into the plantation and trading business in 2017 
through the acquisition of Gold Sparkle Chinese Medicine Co. Ltd. and 
Gold Sparkle HZ Plantation Co. in Guizhou  province of the PRC in April 
2017, which are engaged in plantation and trading of raw Chinese 
herbs and manufacturing and sale of TCM decoction pieces. The 
acquisition enabled PuraPharm to vertically integrate the upstream 
raw Chinese herbs plantation and trading segment into the company’s 
CCMG business segment to ensure a stable supply of high-quality raw 
Chinese herbs at a lower cost.  
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One of the current expansion plans and business strategies of the 
company is to expand into the TCM decoction pieces business which is 
highly complementary to its existing CCMG business. The TCM 
decoction pieces production facility is still under construction and it is 
scheduled to be completed next year in 2019. Plantation, trading and 
decoction business should be an additional growth driver for the 
company going forward. 
 
Overseas Expansion of OTC Healthcare Products 
PuraPharm acquired SODX in August 2017 to further business 
expansion, and to transfer latest technology know-how from Japan to 
further improve product quality and production efficiency. SODX is 
currently engaged in an OEM business in Japan with stable financial 
performance. Moreover, PuraPharm acquired Kan Herb last year in 
2017, which is principally engaged in manufacturing of Chinese herbal 
formulas in the U.S. and sales to distributors and healthcare 
practitioners in the U.S. and Europe. These strategic acquisitions are 
in-line with PuraPharm’s core value of modernizing and 
internationalizing Chinese medicine. The acquisitions provided an 
excellent opportunity to the company to expand its overseas presence. 
 
Revamped Sales Strategy to Fuel Growth 
In 2017, PuraPharm revamped its sales strategy to cater to the 
uncertainties arising from the potential liberalization of CCMG market 
in China as well as to tackle the “Two-Invoice System” implemented by 
the Chinese government in drug distribution.  
 
PuraPharm ceased to provide bulk purchase rebates to its PRC 
distributors in 2017 and restructured its sales force and resources to 
be more focused on the direct sales customers in the target regions of 
Mainland China since 2016. The sales strategy was proven to be 
successful as PuraPharm regained the sales momentum in 1H FY2018 
for China CCMG business, demonstrated by a HK$70.5mn or 73.7% 
revenue growth. Also, FY2017 recorded +40% YoY revenue growth 
from the direct sales customers. In FY2017, the revenue contribution 
from the sales to direct sales customers accounted for more than 60% 
of the total China CCMG sales due to the combined effect of revenue 
growth of direct sales customers and decline in distributorship sales. 
 
Government support for the CCMG market 
The Chinese government has implemented a series of reforms over the 
past couple years to provide support to the growth of traditional 
Chinese medicines. For instance, a new law covering Traditional 
Chinese Medicine [TCM] was passed in December 2016 and became 
effective in July, 2017. Under the new law, the Chinese government will 
promote access to TCM in medical clinics throughout the country. The 
government will also increase funding to support technological 
innovations, education and R&D in TCM. In effect, China intends every 
citizen to have access to basic TCM services by 2020, and by 2030 TCM 
services are expected to cover all areas of medical care.  
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Risks                                                                                                                           
 
Business Risk 
As a Hong Kong based company, PuraPharm might not have the 
competitive advantage in local business knowledge and networks in 
China compared with its PRC-based peers. There may also be delay in 
obtaining GMP or other required permits and licenses. 
 
Increased Market Competition 
The current CCMG granules market is highly regulated by the 
government and only five companies are allowed to sell the products. 
We expect the government will open up the market when all the 
standards for CCMG are ready. As the technical barrier for entrance 
into the market is not high, and if the government allows a large 
number of manufacturers into the market, we may expect sharp 
decline in CCMG’s sales price. 
 
Raw Material Price Hike 
We believe PuraPharm has the ability to pass on some increases in raw 
material price to end users by price negotiation systems with 
hospitals. However, price trend of Chinese herbal medicine is quite 
volatile. Any substantial increase in raw material prices may be 
negative to margins and hence, to the net profit. 
 
Delay in listing CCMG Products into NDRL 
CCMG is only partially listed in the drug reimbursement list of some 
provinces. Listing the CCMG products into NDRL is essential for 
promoting the products nationwide. Furthermore, delay in release of 
standards and listing in NDRL will slow down potential market 
growth.  
 
R&D Activities May Not Result in the Successful Development of 
New Products 
Company’s future  growth  is  dependent  on  its  new  products in  the  
pipeline,  including RenShu Chang Le Granule. The products go 
through a lengthy trial phase and there is a risk that PuraPharm’s 
products cannot be launched on time. 
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Comp Table 

Name  Ticker Market cap (US$ mn) EV/ sales 2019E P/B P/E 2019e P/E2020e EV/EBITDA2019e EV/EBITDA2020e 

PuraPharm 1498_HK 56.5 1.0 0.8 12.0 10.7 9.1 8.2 

Shanghai Fuson 2196_HK 8,447.4 2.7 1.8 14.7 12.8 19.5 16.6 

Yunnan Baiyao 000538_CH 11,834.2 2.4 4.0 20.5 18.1 16.7 14.6 

Sino Biopharm 1177_HK 96,26.3 2.7 4.5 19.4 16.7 9.5 8.2 

Shanghai Pharma 2607_HK 66,72.2 0.4 1.1 8.7 7.9 8.3 7.5 

Guangzhau Baiyun 600332_CH 8,279.2 0.9 2.7 17.1 14.8 12.6 11.0 

Tong Ren Tang 3613_HK 1,401.7 5.3 3.7 16.4 14.2 10.7 9.2 

Chengdu Kanghong 002773_CH 3,768.6 6.6 6.0 25.2 18.5 21.2 16.8 

Dong E-E-Jiao 000423_CH 3,874.8 3.1 2.3 11.5 10.3 9.5 8.7 

China Resources Sanjiu 000999_CH 3,236.7 1.4 2.0 13 11.6 8.9 8.0 

Traditional Chinese Medicine Holdings  570_HK 3,138.5 1.8 1.4 11.5 9.5 7.9 6.7 

Hunan Jinfeng Pharma 000908_CH 566.2 1.7 1.5 16.7 13.6 9.9 8.2 

Guizhou Yibai Pharma 600594_CH 598.9 1.6 1.2 10.1 9.8 9.7 9.3 

China Shineway Pharma 2877_HK 930.4 0.9 1.0 9.1 7.8 2.9 2.7 

Guangdong Zhongsheng Pharma 002317_CH 1,008.2 2.8 1.7 14.10 13.5 12.3 12.6 

Jiangsu Kanion Pharma 600557_CH 1,018.7 2.0 1.8 16.4 15.0 12.2 11.8 

Guangyuyuan Chinese Herbal 600771_CH 1,381.4 3.9 4.0 15.1 10.5 12.5 8.8 

Adjusted Average   1.6 1.5 14.8 12.7 9.9 8.8 
Source: Bloomberg 
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Management Bios                                                                                                   
 
Mr. Abraham Y.L. Chan, B.A.Sc., C. Eng., P.Eng. 
Founder, Chairman, CEO and Executive Director 
Mr. Abraham is the founder of PuraPharm. He is the CEO as well as the 
Chairman of the board of Directors. He is Chartered Engineer of the 
United Kingdom and Professional Engineer in Ontario, Canada. Mr. 
Abraham is an active member of several committees in Hong Kong and 
China: 
 
 Member, the Chinese Medicine Development Committee 
 Member of Hong Kong Advisory Council on Food and 

Environmental Hygiene, HKSAR 
 Member of Chinese People’s Political Consultative Conference of 

Guangxi Zhuang Autonomous Region Committee 
 Member of Chinese People’s Political Consultative Conference of 

Nanning City Standing Committee 
 
Dr. Alvin K.B. Tsoi, D.M.D. 
Vice Chairman and Executive Director 
Dr. Alvin is Vice Chairman and Executive director at PuraPharm. He is 
a listed Chinese Medicine Practitioner and Vice President of the 
International Hua-Xia Medicine Society. Apart from this, he is a 
consultant at Hong Kong T.C.M. Orthopaedic and Traumatic 
Association Ltd. and Association of Hong Kong and Kowloon 
Practitioners of Chinese Medicine Limited 
 
Ms. Viola Y.W. Man, B.Sc., MBA, BBS 
Executive Director 
Ms. Viola is Executive Director at PuraPharm. She was the Founding 
Chairman of the Board of Governors and College Council of Tung Wah 
College [2010 – 2013]; and Chairman, College Council, Tung Wah 
College. She had served as the Chairman of Tung Wah Group of 
Hospitals in 2012-13. Ms. Viola is an active member of a number of 
committees: 

 
 Member of the Council of the Education University of Hong Kong 
 Member of the HK Basic Law Promotion Steering Committee 
 Member of the Betting and Lotteries Commission 
 Member of the Chinese People’s Political Consultative Conference 

of Sichuan Province 
 



 24 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Company Description                                                                                            
PuraPharm is a leading Hong Kong-based Chinese medicine company 
primarily engaged in the research and development, production, 
marketing and sale of concentrated Chinese Medicine granules [CCMG] 
products which it markets under its brand “Nong’s”. PuraPharm is the 
first CFDA-licensed CCMG product manufacturer qualified to issue 
safety reports recognized by over 70 countries around the world 
through its in-house CNAS ISO 17025 laboratory, in accordance to the 
CNAS Standards. PuraPharm, the official supplier of CCMG to Hong 
Kong’s hospitals and healthcare institutions, has been supplying CCMG 
to the majority of hospitals in Hong Kong since 2004, and is now the 
leading and the largest supplier of CCMG products in Hong Kong with 
a market share of 70%. 
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Income Statement (HK$ million) FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E CAGR(18-22E) 
Revenue           473.9            536.0            591.6       694.3       889.8    1,051.4    1,233.0    1,426.4  20% 
y/y  13.1% 10.4% 17.4% 28.2% 18.2% 17.3% 15.7%  
Cost of Revenue -168.2 -187.2 -195.7 -236.1 -311.4 -373.3 -437.7 -506.4  
Gross Profit 305.7 348.8 395.9 458.3 578.4 678.2 795.3 920.0  
Gross margin (%) 64.5% 65.1% 66.9% 66.0% 65.0% 64.5% 64.5% 64.5%  
Selling & Distribution Expense -140.2 -154.4 -191.8 -208.3 -262.5 -310.2 -363.7 -420.8  
as a % of sales 29.6% 28.8% 32.4% 30.0% 29.5% 29.5% 29.5% 29.5%  
Administrative Expense -103.8 -135.9 -187.7 -190.9 -231.4 -273.4 -320.6 -370.9  
as a % of sales 21.9% 25.4% 31.7% 27.5% 26.0% 26.0% 26.0% 26.0%  
R&D Expense -15.6 -18.1 -19.3 -22.2 -27.6 -32.6 -38.2 -44.2  
as a % of sales 3.3% 3.4% 3.3% 3.2% 3.1% 3.1% 3.1% 3.1%  
Fair value gain on biological assets 0.0 0.0 9.1 0.0 0.0 0.0 0.0 0.0  
Foreign exchange gain 0.2 0.0 9.1 0.0 0.0 0.0 0.0 0.0  
Impairment & inventory write-down 4.7 5.3 10.1 0.0 0.0 0.0 0.0 0.0  
Stock based compensation 0.0 0.0 2.2 0.0 0.0 0.0 0.0 0.0  
Restructuring charges 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Acquisition related expenses 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Gain on sale of property 1.5 2.2 2.4 0.0 0.0 0.0 0.0 0.0  
Government Grants 5.6 7.8 8.8 8.0 8.0 8.0 8.0 8.0  
Other income 0.1 0.1 1.3 0.0 0.0 0.0 0.0 0.0  
Operating Income-reported 53.5 50.5 27.8 44.8 64.9 70.0 80.7 92.2 20% 
y/y  -5.6% -44.9% 61.0% 45.0% 7.8% 15.3% 14.1%  
Operating margin (%) 11.3% 9.4% 4.7% 6.5% 7.3% 6.7% 6.5% 6.5%  
Operating income-adjusted 56.4 53.5 18.2 44.8 64.9 70.0 80.7 92.2  
y/y  -5.1% -66.1% 146.7% 45.0% 7.8% 15.3% 14.1%  
Operating margin (%)-adjusted 11.9% 10.0% 3.1% 6.5% 7.3% 6.7% 6.5% 6.5%  
Interest Expense -10.2 -9.3 -16.9 -21.9 -21.9 -21.9 -21.9 -21.9  
Interest income 0.8 0.7 0.5 0.3 0.3 0.3 0.4 0.4  
Other non-recurring (expenses) income -4.0 -3.2 -1.1 0.0 0.0 0.0 0.0 0.0  
Pretax Income (reported) 40.1 38.7 10.3 23.2 43.3 48.4 59.2 70.6   
y/y  -3.7% -73.3% 124.2% 87.0% 11.7% 22.4% 19.2%  
Pretax Income (adjusted) 47.0 44.9 1.7 23.2 43.3 48.4 59.2 70.6 32% 
y/y  -4.5% -96.1% 1231.4% 87.0% 11.7% 22.4% 19.2%  
  - Income Tax Expense/Benefits -11.7 -6.5 -8.4 -4.2 -7.8 -8.7 -10.7 -12.7  
Effective tax rate (%) 29.1% 16.8% 81.7% 18.0% 18.0% 18.0% 18.0% 18.0%  
  - Minority Interests 0 0 0 0 0 0 0 0  
Net Income (reported) 28.5 32.2 1.9 19.0 35.5 39.7 48.6 57.9   
y/y  13.0% -94.1% 905.6% 87.0% 11.7% 22.4% 19.2%  
Net Income (adjusted) 35.3 38.4 -6.7 19.0 35.5 39.7 48.6 57.9 32% 
y/y  8.7% -117.5% -383.4% 87.0% 11.7% 22.4% 19.2%  
Basic EPS (reported) 0.15 0.14 0.01 0.08 0.15 0.17 0.20 0.24  
Basic EPS (adjusted) 0.18 0.17 -0.03 0.08 0.15 0.17 0.20 0.24  

          
Basic Weighted Avg Shares 195.87 223.44 237.97 237.97 237.97 237.97 237.97 237.97  

          
Diluted EPS (reported) 0.15 0.14 0.01 0.08 0.15 0.17 0.20 0.24   
y/y  -0.9% -94.5% 905.6% 87.0% 11.7% 22.4% 19.2%  
Diluted EPS (adjusted) 0.18 0.17 -0.03 0.08 0.15 0.17 0.20 0.24 32% 
y/y  -4.7% -116.3% -383.4% 87.0% 11.7% 22.4% 19.2%  
Diluted Weighted Avg Shares 195.87 223.44 239.09 239.09 239.09 239.09 239.09 239.09  
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Reference Items FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 
EBITDA-adjusted 70.0 70.6 45.6 69.1 96.1 106.8 123.9 142.1 
Dividends per Share 0.00 0.09 0.02 0.00 0.00 0.00 0.00 0.00 
Dividend payout ratio-EPS 0.0% 51.7% -72.1% 0.0% 0.0% 0.0% 0.0% 0.0% 
Dividend payout ratio-FCF 0.0% -19.2% -3.1% 0.0% 0.0% 0.0% 0.0% 0.0% 
Dep & Amor. 13.6 17.1 27.5 24.3 31.1 36.8 43.2 49.9 
as a % of sales 2.9% 3.2% 4.6% 3.5% 3.5% 3.5% 3.5% 3.5% 

         
Balance Sheet ($ million) FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 
Assets         
  + Cash & Near Cash Items 238.2 220.1 95.8 101.2 98.2 136.0 130.7 132.9 
  + Accounts & Notes Receivable 161.0 231.7 242.6 266.3 292.5 316.9 371.6 429.9 
  + Inventories 108.0 167.1 282.5 258.7 298.6 306.8 359.8 416.2 
  + Other Current Assets 33.9 39.6 71.3 71.3 71.3 71.3 71.3 71.3 
Total Current Assets 541.2 658.5 692.2 697.5 760.6 830.9 933.3 1,050.2 
  + Long-Term Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
    + Gross Fixed Assets 162.4 196.1 402.4 451.0 504.3 535.9 560.6 589.1 
    - Accumulated Depreciation -68.7 -78.7 -105.3 -129.6 -160.7 -197.5 -240.7 -290.6 
  + Net Fixed Assets 93.7 117.4 297.1 321.4 343.6 338.3 319.9 298.5 
  + Goodwill & Intangible assets 8.9 26.5 190.9 190.9 190.9 190.9 190.9 190.9 
  + Other Long-Term Assets 53.5 57.9 113.9 113.9 113.9 113.9 113.9 113.9 
Total Long-Term Assets 156.2 201.7 601.8 626.1 648.3 643.1 624.6 603.2 
Total Assets 697.3 860.2 1,294.0 1,323.6 1,409.0 1,474.0 1,557.9 1,653.4 

         
Liabilities & Shareholders' Equity         
  + Accounts Payable 38.1 74.2 112.2 129.4 179.2 204.5 239.8 277.5 
  + Short-Term Borrowings 125.4 261.0 493.7 493.7 493.7 493.7 493.7 493.7 
  + Deferred Revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Accrued Expense 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Other Short-Term Liabilities 62.4 67.5 78.2 78.2 78.2 78.2 78.2 78.2 
Total Current Liabilities 226.0 402.8 684.1 701.3 751.1 776.4 811.7 849.4 
  + Long-Term Borrowings 0.0 0.0 54.3 54.3 54.3 54.3 54.3 54.3 
  + Other Long-Term Liabilities 1.7 3.0 6.5 0.0 0.0 0.0 0.0 0.0 
Total Liabilities 227.6 405.7 744.9 755.5 805.4 830.7 866.0 903.6 
  + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Minority Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Share Capital & APIC 174.4 164.4 182.0 183.1 183.1 183.1 183.1 183.1 
  + Retained Earnings & Other Equity 295.3 290.1 367.1 386.1 421.6 461.3 509.9 567.8 
Total Shareholders' Equity 469.7 454.5 549.1 568.1 603.6 643.3 691.9 749.8 
Total Liabilities & Equity 697.3 860.2 1,294.0 1,323.6 1,409.0 1,474.0 1,557.9 1,653.4 
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Cash Flow ($ million) FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 
  + Net Income 28.5 32.2 1.9 19.0 35.5 39.7 48.6 57.9 
  + Depreciation & Amortization 13.6 17.1 27.5 24.3 31.1 36.8 43.2 49.9 
  + Other Non-Cash Adjustments 4.7 7.2 -6.1 -6.5 0.0 0.0 0.0 0.0 
  + Changes in Non-Cash Capital -68.8 -118.3 -77.7 17.2 -16.3 -7.1 -72.4 -77.1 
Cash From Operating Activities -22.1 -62.0 -54.4 54.0 50.3 69.4 19.3 30.8 
  + Disposal of Fixed Assets 1.2 0.1 0.7 0.0 0.0 0.0 0.0 0.0 
  + Capital Expenditures -28.4 -41.3 -101.6 -48.6 -53.4 -31.5 -24.7 -28.5 
  + Acquisition of business, net of cash acq. 0.0 0.0 -161.7 0.0 0.0 0.0 0.0 0.0 
  + Increase in Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Decrease in Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Other Investing Activities -17.5 -23.9 -30.5 0.0 0.0 0.0 0.0 0.0 
Cash From Investing Activities -44.8 -65.1 -293.1 -48.6 -53.4 -31.5 -24.7 -28.5 
  + Dividends Paid 0.0 -19.9 -4.9 0.0 0.0 0.0 0.0 0.0 
  + Increase in Short-Term Borrowings -36.9 142.0 228.1 0.0 0.0 0.0 0.0 0.0 
  + Increase in Long-Term Borrowing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Increase in Capital Stocks [ESOP] 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Increase in Capital Stocks [Issue] 314.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
  + Other Financing Activities 0.0 -10.0 0.0 0.0 0.0 0.0 0.0 0.0 
Cash from Financing Activities 278.0 112.0 223.1 0.0 0.0 0.0 0.0 0.0 
Net Changes in Cash 211.2 -15.1 -124.4 5.4 -3.0 37.8 -5.3 2.2 
         

 

Ratio Analysis FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 
         

Per Share Data ($)         

Basic EPS (adjusted) 0.18 0.17 -0.03 0.08 0.15 0.17 0.20 0.24 

Diluted EPS (adjusted) 0.18 0.17 -0.03 0.08 0.15 0.17 0.20 0.24 

Dividend per share (DPS) 0.00 0.09 0.02 0.00 0.00 0.00 0.00 0.00 

Book Value per share (BVPS) 2.35 1.92 1.50 1.58 1.73 1.89 2.10 2.34 

         

Margins (%)         

Gross Margin 64.5% 65.1% 66.9% 66.0% 65.0% 64.5% 64.5% 64.5% 

Operating Margin - adjusted 11.9% 10.0% 3.1% 6.5% 7.3% 6.7% 6.5% 6.5% 

EBITDA Margin - adjusted 14.8% 13.2% 7.7% 10.0% 10.8% 10.2% 10.0% 10.0% 

Pre-Tax Margin (adjusted) 9.9% 8.4% 0.3% 3.3% 4.9% 4.6% 4.8% 5.0% 

Net Income Margin (adjusted) 7.5% 7.2% -1.1% 2.7% 4.0% 3.8% 3.9% 4.1% 
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Growth (%) FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 
Sales growth 0.0% 13.1% 10.4% 17.4% 28.2% 18.2% 17.3% 15.7% 
EBIT growth 0.0% -5.6% -44.9% 61.0% 45.0% 7.8% 15.3% 14.1% 
Net Income (adjusted) growth 0.0% 8.7% -117.5% -383.4% 87.0% 11.7% 22.4% 19.2% 
EPS (adjusted) growth 0.0% -4.7% -116.3% -383.4% 87.0% 11.7% 22.4% 19.2% 

         
         

DuPont ROE (%) 7.5% 8.4% -1.2% 3.3% 5.9% 6.2% 7.0% 7.7% 
Margin (%) 7.5% 7.2% -1.1% 2.7% 4.0% 3.8% 3.9% 4.1% 
Turnover (x) 0.7 0.6 0.5 0.5 0.6 0.7 0.8 0.9 
Leverage (x) 1.5 1.9 2.4 2.3 2.3 2.3 2.3 2.2 

         
ROA 5.1% 4.5% -0.5% 1.4% 2.5% 2.7% 3.1% 3.5% 
Net cash / equity 24.0% -9.0% -82.4% -78.7% -74.5% -64.1% -60.3% -55.4% 

         
FCF Calculation         
Op. cash  -22.1 -62.0 -54.4 54.0 50.3 69.4 19.3 30.8 
capex -28.4 -41.3 -101.6 -48.6 -53.4 -31.5 -24.7 -28.5 
FCF ($ million) -50.5 -103.2 -156.0 5.4 -3.0 37.8 -5.3 2.2 
FCF margin (%) -10.7% -19.3% -26.4% 0.8% -0.3% 3.6% -0.4% 0.2% 
FCF per share -0.26 -0.46 -0.65 0.02 -0.01 0.16 -0.02 0.01 
Price/FCF per share -6.91 -3.85 -2.73 78.95 -139.89 11.26 -80.14 190.72 
FCF Yield -6.2% -24.3% -36.7% 1.3% -0.7% 8.9% -1.2% 0.5% 

         
Net Cash calculation         
Cash + short term investments 238.2 220.1 95.8 101.2 98.2 136.0 130.7 132.9 
Less: debt -125.4 -261.0 -548.0 -548.0 -548.0 -548.0 -548.0 -548.0 
Net Cash 112.8 -40.9 -452.2 -446.8 -449.9 -412.1 -417.4 -415.1 

         
Net cash per share 0.58 -0.18 -1.89 -1.87 -1.88 -1.72 -1.75 -1.74 
Net cash/market cap 13.8% -10.3% -106.3% -105.0% -105.7% -96.8% -98.1% -97.5% 

            
Valuation ratio's         
P/B  0.74 0.88 0.78 0.75 0.71 0.66 0.62 0.57 
P/E - Adj. 23.22 10.36 -63.50 22.40 11.98 10.72 8.76 7.35 
P/S 1.73 0.79 0.72 0.61 0.48 0.40 0.35 0.30 
EV/sales 1.49 1.63 1.47 1.26 0.98 0.83 0.71 0.61 
EV/EBITDA 10.10 12.36 19.12 12.63 9.08 8.17 7.04 6.14 
EV/EBIT 13.22 17.27 31.35 19.47 13.43 12.46 10.80 9.47 
EV/FCF -14.02 -8.45 -5.59 161.85 -286.77 23.07 -164.28 390.95 
Dividend Yield (%) 0.00% 4.99% 1.13% 0.00% 0.00% 0.00% 0.00% 0.00% 
Div pay-out on FCF 0.0% -19.2% -3.1% 0.0% 0.0% 0.0% 0.0% 0.0% 

         
Receivable days 124 158 150 140 120 110 110 110 
Inventory days 234 326 527 400 350 300 300 300 
payables days 83 145 209 200 210 200 200 200 
Current ratio 2.4 1.6 1.0 1.0 1.0 1.1 1.1 1.2 

         
Enterprise Value Calculation FY2015 FY2016 FY2017 Current     
Market Cap. 820 880 724 440     
+ Minority Interest 0.0 0.0 0.0 0.0     
+Total Debt (ST & LT Debt) 125.4 261.0 548.0 548.0     
- Cash & Equivalents 238 220 96 101     
Enterprise Value 708 921 1,177 886     
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DCF model 2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 

(in $ million)                           

EBIT 56 54 18 45 65 70 81 92 120 130 139 146 150 

% growth   -5% -66% 147% 45% 8% 15% 14% 30% 9% 7% 5% 3% 

                            

Taxes @ 29.1% 16.8% 81.7% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 18.0% 

                            

EBIAT 40 45 3 37 53 57 66 76 98 107 114 119 123 

% growth   11% -93% 1006% 45% 8% 15% 14% 30% 9% 7% 5% 3% 

                            

+ D&A 14 17 27 24 31 37 43 50 59 64 68 72 74 

- Capital expenditures -28 -41 -102 -49 -53 -32 -25 -29 -48 -56 -64 -71 -76 

- Change in net WC -69 -118 -78 17 -16 -7 -72 -77 -60 -55 -45 -36 -23 

Free Cash Flow to Firm -44 -98 -148 30 15 56 12 20 49 60 74 84 98 

FCY y/y growth   125% 51% -120% -50% 278% -78% 61% 148% 23% 22% 14% 16% 

                            

                            

Value per Share                           

      Cost of capital       WACC     7.6%       

Terminal Growth 5.6% 6.6% 7.6% 8.6% 9.6%   PV of Free Cash Flow   148       

1.9%             5.44              3.49               2.25              1.38              0.76    PV of Terminal Value   927       

2.2%             6.04              3.83               2.45              1.52              0.85    Add: Net Cash   -452       

2.4%             6.50              4.08               2.61              1.62              0.92    Total Equity Value   623       

2.7%             7.32              4.50               2.86              1.78              1.03    Shares outstanding   239.09       

2.9%             7.96              4.82               3.04              1.90              1.10    DCF value     2.61       
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Revenue: FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 

Product         

China CCMG 251.6 269.3 221.5 276.0 375.0 461.3 567.3 680.8 

y/y  7.0% -17.7% 24.6% 35.9% 23.0% 23.0% 20.0% 

HK CCMG 156.1 166.6 181.0 166.9 192.8 208.2 224.9 242.9 

y/y  6.8% 8.6% -7.8% 15.5% 8.0% 8.0% 8.0% 

China Healthcare products 47.7 47.1 85.1 100.0 119.4 139.1 161.4 187.6 

y/y  -1.2% 16.6% 16.6% 16.6% 16.6% 16.6% 16.6% 

Nong's clinic 18.6 53.0 77.6 92.0 113.4 131.3 156.6 180.0 

y/y  185.0% 18.9% 18.9% 18.9% 18.9% 18.9% 18.9% 

Plantation and decoction 0.0 0.0 26.4 59.4 89.3 111.6 122.8 135.1 

y/y    125.3% 50.3% 25.1% 10.0% 10.0% 

Net Revenue 473.9 536.0 591.6 694.3 889.8 1051.4 1233.0 1426.4 

y/y  13.1% 10.4% 17.4% 28.2% 18.2% 17.3% 15.7% 

         

Revenues FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 

         

China CCMG         

Market Size          9,600         12,000         15,000         18,450         22,694         27,232  

y/y    25.0% 25.0% 23.0% 23.0% 20.0% 

PuraPharm Market share   2.0% 2.3% 2.5% 2.5% 2.5% 2.5% 

PuraPharm revenue   221.5 276.0 375.0 461.3 567.3 680.8 

         

HK CCMG         

Market Size   260.0 278.2 306.0 330.5 356.9 385.5 

y/y    7.0% 10.0% 8.0% 8.0% 8.0% 

PuraPharm Market share   69.6% 60.0% 63.0% 63.0% 63.0% 63.0% 

PuraPharm revenue   181.0 166.9 192.8 208.2 224.9 242.9 
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Revenues FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E FY2021E FY2022E 

 

Healthcare Products         

China/HK OTC    56.0 70.0 84.0 100.8 121.0 

y/y     25.0% 20.0% 20.0% 20.0% 

Kan Herb    35.0 39.2 43.9 48.3 53.1 

y/y     12.0% 12.0% 10.0% 10.0% 

SODX    9.0 10.2 11.2 12.3 13.5 

y/y     13.0% 10.0% 10.0% 10.0% 

Total    100.0 119.4 139.1 161.4 187.6 

         

Nong's Clinic         

Hong Kong         

Number of clinics   69.0 70.0 78.0 85.0 93.0 100.0 

Revenue per clinics per year    1.3 1.3 1.3 1.2 1.2 

Hong Kong clinic revenue   77.6 91.0 101.4 106.3 111.6 120.0 

China         

Number of clinics    1.0 6.0 10.0 15.0 20.0 

Revenue per clinic    1.0 2.0 2.5 3.0 3.0 

China clinic revenue    1.0 12.0 25.0 45.0 60.0 

Total   77.6 92.0 113.4 131.3 156.6 180.0 

         

Plantation and decoction         

Plantation & Trading   26.4 59.4 74.3 85.4 93.9 103.3 

y/y    125.0% 25.0% 15.0% 10.0% 10.0% 

Decoction pieces     15.0 26.3 28.9 31.8 

y/y      75.0% 10.0% 10.0% 

Total   26.4 59.4 89.3 111.6 122.8 135.1 
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