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Recommendation:

Stongly Sell

Price
(as of 22/09/2016):

HKD 0.55

Market Cap:

HKD 4.29 billion

Daily Volume:

38.8 million shares
(avg.3 months)

Price Target:

HKD 0.00

Hua Han Health Industry Holdings Limited (“Hua Han”) is a fraudulent company that is engaged in

Chinese medicine and bio-pharmaceutical medicine in the People’s Republic of China and involved in

the provision of hospital management services and in the hospital supply chain business. Through our

due diligence and research, we have found that Hua Han has significantly inflated their capex to

balance the cash fabricated from their inflated revenue and/or have simply stolen money away from

their shareholders. Either way, we urge the SFC and the HKEX to step in with an investigation, to

cleanse the bad reputation of the Hong Kong stock market as a fraud haven, and to protect minority

shareholders in Hong Kong. Our conclusion on this case is Delisting and Regulatory Prosecution.

i. Overstatement of capex in Liupanshui Liangdu People’s Hospital (六盘水凉都

人民医院): As of June 30, 2015, the construction cost of RMB 182 million should be
included under CIP for this project based on project progress, which is only ~42% of
Hua Han’s disclosure of RMB 428,748,800.While the total investment of the hospital

project is RMB 908 million, the company claimed only 59% of this amount in its

annual report.

 ZHONGKUI conducted a site visit on December 10, 2015 and learned that this
project had completed roof sealing in October 2015 while its interior construction
is still ongoing.

 Contract value: Total contract value stood at ~RMB 908 million, RMB 490 million
for infrastructure construction and RMB 418 million for building construction. Up
to December 2015, only 70% of the building construction had been completed
and infrastructure construction had not yet started.

 CIP calculation: As of June 30, 2015, 70% of the engineering work has been
completed and engineering investment was estimated to be RMB 260 million. As a
result, the construction cost of only RMB 182 million should be included under CIP,
which is ~42% of the company’s disclosure of RMB 428,748,800.

 The project bidding notification (www.gzzbw.cn/plus/view.php?aid=138886) also
stated the total investment was estimated to be ~RMB 900 million, only 59% of
the amount claimed by the company.
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ii. Overstatement in capex of Hanfang’s plant in Guiyang Shawen Industrial
Park: In 2014FY, according to our due diligence, only ~30% of construction was
completed as of June 30, 2014 and thus only RMB 27-30 million (given total RMB
90-100 million contract value) should be recognized as CIP for this project in 2014FY,
which is only 39%-43% of Hua Han’s disclosed figure of RMB 70 million. The total
contract value for Hanfang’s new plant is between RMB 90-100m, only 56% of

what the company claimed in its annual report.

 Project progress: This project is said to have started construction in January
2014 and project acceptance occurred in July 2015. The construction period
lasted 18 months.

- Progress in 2014FY (ended as of June 30, 2014): Approximately 30% of the
construction work was completed as of June 30, 2014.

- Progress in 2015FY (ended as of June 30, 2015): The major buildings,
pre-treatment workshop, liquid formulation workshop, office building, and
R&D building are 100% completed as of June 30, 2015. ~95% of the
construction of the dormitory and solid formulation workshop is completed.

 Project value：Sources from Zhongfu Construction disclosed that the initial
contract value stood at RMB 80 million. In 2015 Hanfang required Zhongfu to
build additional facilities, one water treatment pool and one boiler room (锅炉房).
As a result, the total project value came to RMB 90-100 million in total.

iii. Overstatement in Investment in Factorr stem cell project: Hua Han disclosed
that the total investment of the JV between Guizhou Factorr, Guizhou Hanfang and
Shenzhen Beike would be RMB 300 million. However, ZHONGKUI has found that the
total investment in the Factorr stem cell bank incurred is only RMB 34.5 million,

88% less than the RMB 300 million claimed in the company announcement:

 Equipment expense of this project stood at RMB 14.05 million.

 As for the plant, initially the stem cell bank was using space at Factorr’s old plant.
After Factorr built two new buildings in the second half of 2013, the stem cell
bank was moved to one of the new buildings. According to the general contractor,
the construction cost of the two new buildings was only RMB 10-20 million.

iv. Overstatement in land acquisition cost: Based on expert interviews, ZHONGKUI
confirmed Hua Han acquired ~500mu land in Shawen Ecological Industrial Park at
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RMB 168,000 per mu and the total consideration was RMB 80-90 million, merely
32%-36% of the RMB 250 million disclosed by the company. The land was already
readily useable for construction work and didn’t require any further primary
development such as compensation for farmer relocation, surrounding auxiliary
facilities, and geological exploration, as Hua Han had claimed in its announcement on
August 17, 2016. The disclosed unit price by the company is RMB 480,000 per mu,
almost three times as much as the amount received by the owner of the park,
Guiyang High Technology Holdings Group.

 Unit price: Our three sources, former senior management of Guiyang High
Technology Holdings Group (贵阳高科控股), staff of Guiyang National High-Tech
District Administrative Committee (贵阳高新区管委会) and officials of Guiyang
Baiyun District Bureau of Land and Resources (贵阳白云区国土资源局),
disclosed in 2011 that Factorr acquired the land at a cost of RMB 168,000 per mu,
which is the benchmark price for industrial use land, as regulated by the Guiyang
Municipal Government.

 These three sources are consistent with the fact that the Company acquired
~500 mu land in Shawen Industrial Park. The total consideration was RMB 80-90
million and the land was ready for use. Hua Han didn’t have to pay anything
extra to the government nor need to further develop the land.

v. Falsification of drug sales: ZHONGKUI has acquired the hospital sales data from
IMS to compare against Hua Han’s reported numbers. IMS provides data tracking
services to established pharmaceutical companies in China and is considered a go-to
data vendor by healthcare consulting firms such as BCG, LEK and ZS Associates. IMS
data showed only 1/7 of the revenue that was claimed by the company and is closer
to the SAIC filling data of three of Hua Han’s major subsidiaries detailed in Emerson
Analytics’ report dated August 10, 2016. We therefore believe that Hua Han has
indeed massively inflated its revenue, which also explains why Hua Han needs to
inflate its capex: they need to balance out the fake cash balance from the fabricated
earnings.

We have concluded that Hua Han is worthless and that its management must be criminally
prosecuted. We urge the SFC and HKEX to step in and investigate them, to cleanse the bad
reputation of the Hong Kong stock market as a fraud haven, and to protect minority
shareholders in Hong Kong. For such a long-running fraud, the only appropriate regulatory
action is Delisting and Prosecution.
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I. Overstated Capex in Liupanshui Liangdu People’s Hospital (六盘水凉都人民医

院)

Liupanshui Liangdu People’s Hospital (六盘水凉都人民医院): As of June 30, 2015, 70%
of the engineering of Liupanshui Liangdu People’s Hospital (六盘水凉都人民医院) had been
completed and the total estimated investment of the project was estimated to be RMB 260
million. As a result, the construction cost of RMB 182 million should be included under CIP,
which is only ~42% of the RMB 428,748,800 figure that the company disclosed. At the same

time, the total investment of the hospital project is only RMB 908 million, only 59% of the

amount that Hua Han claimed in its annual report.

Hua Han in its 2015 AR (Page 106) has disclosed “CIP as of June 30, 2015 included the
construction cost paid for a new hospital located at Liupanshui of approximately
HK$ 535,936,000 (0 for 2014), namely RMB 428,748,800.” This new hospital is Liupanshui
Liangdu People’s Hospital:

 The company’s 2015 AR (Page 13) has stated the construction of Liang Dou People’s
Hospital proceeded smoothly. The project covered a site area of 188 mu and gross floor
area of 220,000 m2. Total investment amounted to RMB 1.53 billion.

 Hua Han would also construct another hospital, Liupanshui Liuzhi Hospital of Chinese
Traditional Medicine (六盘水六枝中医院). This hospital would occupy a site area of 12
mu and a gross floor area of 42,000 square m2 with total investment RMB 290 million.
(Page 16, 2015 AR).

ZHONGKUI finding: Via site visit and interviews with sources from the project’s general
contractor, ZHONGKUI has learned that this project completed its engineering work this
October and currently interior decoration is ongoing; Total contract value stood at RMB ~908
million, RMB 490 million for infrastructure construction and RMB 418 million for building
construction. As of June 30, 2015, around 70% of engineering has been completed and
infrastructure construction has not yet started.
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i. Site visit: ZHONGKUI conducted a site visit on December 10, 2015 and learned that
this project has completed roof sealing and the interior construction of buildings is
ongoing.

 The notice at the site showed that this project was owned by Liupanshui
Liangdu People’s Hospital Co., Ltd (六盘水凉都人民医院有限公司). According
to its SAIC file, the shareholder of this company is Guizhou Hanfang
Pharmaceutical Management Co., Ltd (贵州汉方医药资产管理有限公司), one
wholly-owned subsidiary of Huahan, and Liupanshui People’s hospital. In
addition, the general contractor of the project is China Construction Sixth
Engineering Division Co., Ltd. (中建六局). The total construction period will be
around 900 days.

Source: ZHONGKUI Research
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 Roof sealing of the main building has been completed.

Source: ZHONGKUI Research

Source: ZHONGKUI Research
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 Interior construction of the buildings is ongoing.

Source: ZHONGKUI Research
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ii. Project investment check: through the bid-winning announcement provided by the
general contractor China Construction Sixth Engineering Division Co., Ltd. (中建六

局), ZHONGKUI has learned that the total contract value is RMB 907,680,000 and
the contract value of the infrastructure is RMB 490,000,000. As a result, the contract
value for the other part, building construction, would be RMB 417,680,000.

Source: Bid-winning announcement provided by the general contractor

The project bidding notification (www.gzzbw.cn/plus/view.php?aid=138886) also
stated the total investment was estimated to be RMB ~900 million.



Hua Han Health Industry Holding Limited | HK 00587 www.zhongkuiresearch.com

9

Source: www.gzzbw.cn/plus/view.php?aid=138886

Investment split: the construction work can be split into two parts, the construction
of the building and the construction of outdoor infrastructure.

 Building construction refers to engineering (土建), interior decoration (二次

装修), drainage (给排水) etc.

 Other items can be regarded as infrastructure (those facilities outside the
buildings), including the road, pipeline, power supply etc.

Based on interviews with sources from the general contractor, as of June 30, 2015,
around 70% of the engineering work has been completed. Infrastructure
construction didn’t start in December 2015 yet.

The execution manager of this project from China Construction Sixth
Engineering Division disclosed that the construction started in November
2014 and engineering work (including the roof sealing) was completed in
October 2015. The total working period is designed for 300 days.

Project progress as of December 10, 2015: engineering work has been
completed and in total 60-70% of building construction work has been
completed. Infrastructure construction has not started.

Project progress as of June 30, 2015: Only 70% of the engineering
work has been completed.

Sources disclosed that the engineering investment was estimated to be RMB 260
million. As of June 30, 2015, 70% of the engineering work has been completed and
as a result, construction cost of RMB 182 million should be included under CIP,
~42% of the company disclosed amount.

The execution manager of this project confirmed that in November
2015 Huahan paid the first-time payment, around RMB 200 million,
~80% of the engineering cost for the general contractor, which is only
~46% of the cost that was booked 5 months ago in the company’s June
2015 Annual Report
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“The engineering investment per m2 is RMB 1,300 and GFA of this project is
approximately ~200,000 m2. As a result, the total engineering investment will
stand RMB 260 million. Since engineering was completed this October, Huahan
paid ~RMB 200 million, 80% of total engineering investment for our company
in November.”

Mr. X, Project Execution Manager, China Construction Sixth Engineering

II. Overstated Capex in Hanfang’s new plant in Shawen

Hanfang’s new plant in Shawen: the total contract value for Hanfang’s new plant is
between RMB 90-100 million, only 56% of what Hua Han claimed in their annual reports. In
2014FY, only ~30% of construction was completed as of June 30, 2014 according to an expert
interview and only RMB 27-30 million (given total RMB 90-100 million contract value) should be
recognized as CIP for this project in 2014FY, 39%-43% of its disclosed figure of RMB 70 million.

 Company disclosure: Company 2015 AR (Page 106) has disclosed “the
construction cost of RMB 90,766,000 (2014: RMB 70,000,000) paid for the new plant
up to June 30, 2015 was included under construction in progress.” So a total of RMB
160,766,000 in 2014 and 2015 were recognized in CIP for Hanfang’s new plant in
Shawen

 ZHONGKUI finding: ZHONGKUI has learned that the total contract value between
Hanfang and the general contractor Zhongfu Construction (中扶建设) was RMB 90
million to 100 million via interviews with sources at Zhongfu Construction. The gate
of the site showed the general contractor of the project was Zhongfu Construction.
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Source: ZHONGKUI Research

Project timeline: Sources from Zhongfu disclosed that the project started
construction in January 2014 and was finally completed in July 2015. The
construction period lasted 18 months.

Progress in 2014FY (ended as of June 30, 2014): ~30% of construction
was completed.

Progress in 2015FY (ended as of June 30, 2015): The major buildings,
pre-treatment workshop, liquid formulation workshop, office building and
R&D building are 100% completed as of June 30, 2015. ~95% of the
construction of the dormitory and solid formulation workshop is
completed.

“Most of the construction has been completed in May 2015 and Hanfang
has started trial operations since May. As for the dormitory and solid
formulation workshop, a very small proportion of work was completed in
June 2015. Project acceptance occurred in June 2015.”

Mr. Y, Project Security Management Specialist
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Project value: Sources from Zhongfu disclosed that the initial contract value stood at
RMB 80 million. In 2015 Hanfang required Zhongfu to build additional facilities, one
water treatment pool and one boiler room (锅炉房). As a result, the total project
value came to RMB 90-100 million in total. This is at least RMB 61 million less than
what Hua Han claimed in its annual reports.

III. Overstated Capex in Factorr stem cell bank project

Company disclosure: Hua Han’s announcement issued on March 26, 2012 disclosed that
Guizhou Factorr, Guizhou Hanfang and the JV Partner Shenzhen Beike Biotechnology entered
into an agreement to establish the JV Company and develop the stem cell business. The total
investment of the JV Company would be RMB 300 million.

ZHONGKUI finding: Equipment expense of this project stood at RMB 14.05 million. Initially the
stem cell bank was using space at Factorr’s old plant. After Factorr completed two new
buildings in the second half of 2013, the stem cell bank was moved to one of the new buildings
and took over use of two floors. According to the general contractor, the construction cost of
the two new buildings was RMB 10-20 million.

In the best case scenario, the total investment of Factorr stem cell bank has incurred a RMB
34.5m investment, 88% less than the RMB 300 million claimed in the company’s announcement

 Equipment expense: A former employee of Shenzhen Beike, who was sent to the JV to
offer technical support, disclosed that the equipment expense amounted to RMB 14.05
million. The details were as follows:

- Stem cell isolation and amplification room (干细胞分离扩增室)：Total expense was
RMB 9.7 million.

 8 units of cell culture box (细胞培养箱), RMB 0.5 million per unit;

 8 units of biology safety cabinet (生物安全柜), RMB 0.5 million per unit;

 4 units of centrifuge (离心机), RMB 0.35 million per unit;

 1 unit of umbilical cird blood isolation equipment (脐血分离设备), RMB 0.3
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million;

- Stem cell storage room (干细胞存储室): 2 units of liquid nitrogen tank, RMB 0.35
thousand per unit; as a result, total expense was RMB 0.7 million.

- QC room (质量控制室): Total expense was RMB 2.35 million.

 1 unit of flow cytometer (流式细胞仪): RMB 1 million;

 1 unit of microbial detector (微生物检测仪): RMB 1 million;

 1 unit of centrifuge (离心机): RMB 0.35 million;

- Program cooling room(程序降温室): Total expense was RMB 1.1 million.

 2 units of hypothermia apparatus (程序降温仪): RMB 0.35 million per unit;

 1 unit of low temperature freezer (超低温冰箱): RMB 0.4 million

- Specimen receptor room (标本接收室): total equipment expense was RMB 0.1 million

- Warehouse: RMB 0.1 million consumables.

 Plant expense: Sources disclosed that since the second half of 2013, the stem cell bank
was moved to the new property built by Factorr, the construction cost of which was RMB
12 million. As for the new property, the stem cell bank was only using two floors.

- The move of the stem cell bank: During 2012 to the first half of 2013, Factorr
assigned an area of 1,000 m2 in their old plant to develop the JV’s stem cell bank. In
the second half of 2013, the cell bank was moved to the new building.

Source: ZHONGKUI Research
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 Since the second half of 2013, Factorr completed two new buildings next to the
old plant.

Source: ZHONGKUI Research

 Building A: This is one office building. A former employee at Factorr
disclosed that Factorr Hanfang Medicine, Hanfang Group, and other
company subsidiaries were all working here.

Source: ZHONGKUI Research
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 Building B: A former engineer at Factorr disclosed that the stem cell bank
was developed on the 2nd floor of this building. This building consisted of
four floors: the 1st floor and 4th floor was the warehouse of Dechangxiang
Medicine (德昌祥药业), one subsidiary of Huahan. The 3rd floor was the
office area of Factorr (Only Factorr’s senior management of were working in
Building A and the others were all working in Building B).

Source: ZHONGKUI Research

- Construction cost: The bidding announcement revealed that the construction cost
was RMB 12 million and the general contractor was Chongqing Zhongchuan
Construction (重庆中川建设).

 ZHONGKUI has confirmed with the employee of the general contractor, who was
involved in this project, that the project of this bidding announcement was
exactly the two buildings (Building A and Building B).
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Source: www.bidcenter.com.cn/newscontent-9215538-4.html

 Address verification: The guidepost shows Factorr is located at No. 109,
Duyun Road (都匀路) while the bidding announcement reveals the Factorr’s
project is located at No. 9 Chuangxin Road (创新路).

Source: ZHONGKUI Research

 ZHONGKUI has confirmed with a government official from the Planning and
Construction Bureau (规划建设局) of Guiyuang Hi-tech Industrial
Development Zone (贵阳高新区) that the previous name of Duyun Road
was Chuangxin Road and the government made the change three or four
years ago.

 Furthermore, when we search the database of the bid center
(www.bidcenter.com.cn), apart from the project disclosed in the above
bidding announcement, no other project relevant to Factorr is identified,
indicating the project of the bidding announcement is the same as the
project Factorr constructed on No. 109, Duyun Road.
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Source: www.bidcenter.com.cn

IV. Overstated Land Acquisition Cost in Shawen Ecological Industrial Park

ZHONGKUI confirmed that Hua Han acquired ~500mu land in Shawen Ecological Industrial
Park at RMB 168,000 per mu and TOTAL consideration was RMB 80-90 million, merely
32%-36% of the disclosed figure of RMB 250 million. The disclosed unit price is RMB 480,000
per mu, almost three times as much as our figure.

Company disclosure: According to the company’s announcement, “On October 25, 2011,
Guizhou Factorr, an indirect 75% owned subsidiary of Hua Han, entered into the Construction
Intention Agreement with the vendor (Guiyang High Technology Holdings Group, 贵阳高科控

股集团) to acquire the land with an estimated area of 521 mu at a consideration of RMB 250
million. The land is located at Shawen Ecological Industrial Park of Guiyang National High-Tech
District (贵阳高新区沙文生态科技园).” Hua Han acquired the land at RMB 480,000 per mu.

Emerson Analytics, an independent research firm, challenged Hua Han in their report dated
August 10, 2016 and had the same conclusion as our finding based on the disclosure on the
information from the Ministry of Land and Resources of China. The company issued a rebuttal
on August 17th and claimed that the land premium figure in the database of Ministry of Land
and Resources of China doesn’t include other costs: “the development expenses of the land
parcel is expected to be RMB 250 million, besides land assignment fees (land listed price),
including compensation costs for farmers (shortfall shall be compensated by the government),
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planning and design fees, costs for surrounding auxiliary facilities, processing fees for
construction permits and licenses and geological exploration expenses. Hua Han has made a

pre-payment of RMB 200 million”.

We have interviewed officials from the Shawen Ecological Industrial Park of Guiyang National
High-Tech District, dug into the land sales system in Guiyang and concluded that Hua Han was
lying in their rebuttal.

ZHONGKUI finding: Hua Han acquired the land at RMB 168,000 per mu and in total paid only
RMB 87.5 million, rather than the RMB 250 million as disclosed, which ZHONGKUI has double
confirmed with three sources, a former senior management of Guiyang High Technology
Holdings Group, staff of Guiyang National High-Tech District Administrative Committee (贵阳高

新区管委会) and an official of Guiyang Baiyun District Bureau of Land and Resources (贵阳白

云区国土资源局)

- Unit price: According to interviews with the above three sources, Hua Han acquired the
land at RMB 168,000 per mu, which was the benchmark price (基准地价) for industrial use
land in Shawen Industrial Park regulated by Guiyang Municipal Government. During
2009-2013 the benchmark land price of Shawen Industrial Park was RMB 168,000 per mu
and since Jan 1, 2014 it has increased to RMB 187,000 per mu, still much lower than RMB
480,000 per mu.

 Benchmark price of 2009-2013: The above sources disclosed that during
2009-2013 the benchmark land price was RMB 168,000 per mu in Shawen Industrial
Park.

 Benchmark price of 2014-present: Not only the aforementioned sources
confirmed the price, Guiyang Municipal Government’s Notification also stated the
benchmark price for industrial use land is divided into five levels, from RMB 240 per
m2 (RMB 160,000 per mu) to RMB 510 per m2 (RMB 340,000 per mu) based on its
locations. Shawen’s price stays at level Ⅳ with RMB 187,000 per mu (RMB 280 per
m2).
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Benchmark price for industrial use land in Guiyang

Unit: RMB/m2

LevelⅠ LevelⅡ LevelⅢ LevelⅣ LevelⅤ

Benchmark land price 510 390 310 280 240

Source: <2013年贵阳市中心城区土地定级与基准地价实施细则>

www.gygtzy.gov.cn/Item/2693.aspx

 Shawen’s price stays at level Ⅳ according to a government notification.

Source: ZHONGKUI Research

 Final land price: The government specifies that the benchmark price and the final
price of each piece of land is determined by the assessment of the third party
assessor based on the land infrastructure (road condition, accessibility to water and
electricity etc.) The final price is generally equal to the benchmark price or no more
than 5% higher than benchmark price.

Based on the Guiyang government’s definition, Level IV industrial land has already been
through the primary development, which includes relocation of farmers, access of the
roads and connectivity of water, electricity and cable. Basically the Level IV industrial land
that Hua Han purchased was readily useable for the further construction of factories on it.
Therefore, the company’s claim that the premium includes “compensation costs for
farmers (shortfall shall be compensated by government), planning and design fees, costs
for surrounding auxiliary facilities, processing fees for construction permits and licenses
and geological exploration expenses” is an outright lie.
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Source: http://www.gygxgt.gov.cn/article/328.html

Based on our conversation with an official at the Guiyang Baiyun District Bureau of Land
and Resources and former senior management of Guiyang High Technology Holdings
Group, the TOTAL payment the Company paid was RMB 80-90 million and there was no
extra cost such as compensation to farmers etc imposed by the industrial park on Hua
Han. This figure is consistent with our understanding of how the industrial land system in
Guiyang and Shawen Ecological Industrial Park of Guiyang National High-Tech District
works and is only 32%-36% of the company’s disclosed figure.

“Factorr purchased the land at the benchmark price RMB 168,000 per mu. Currently the
benchmark land price of Shawen was RMB 187,000 per mu. Next year, the benchmark
price is likely to increase by 6%. Shawen was already done with primary development by
the government and readily available for Factorr to erect their factory on it”

Miss Z, Official of Guiyang Baiyun District Bureau of Land and Resources

“I am pretty sure Factorr acquired the land at RMB 168,000 per mu and total
consideration was around RMB 80-90 million. Hanfang Medicine was the first one to start
construction in the North Area of Shawen Industrial Park. The land they acquired was
already preliminarily developed and cleansed and was ready to use. We did not charge
any further costs to Factorr”

Mr. X, former Senior Management of Guiyang High Technology Holdings Group
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V. Falsification of the Drug Sales

We have acquired the hospital sales data from IMS to compare against the reported numbers of
Hua Han. IMS provides data tracking services to established pharmaceutical companies in
China and is considered a go-to data vendor by healthcare consulting firms such as BCG, LEK
and ZS Associates. We believe IMS is a 100% independent third party that has no interest
whatsoever in inflating or deflating Hua Han’s actual sales.

China’s drug distribution is a complicated system but it’s never so complicated that independent
databases overstate or understate, in Hua Han’s case, by multiple times. Especially when the
same difference is found from an alternate credible source, we have to wonder who on earth is
presenting “incomplete, biasedly selected and presented and materially misleading
information.”

Below is what Hua Han provided in its FY15 investor presentation

Source: http://img3.gelonghui.com/pdf201510/pdf20151030193651527.pdf
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How does this set of data compare against IMS’s? It’s so off the mark that any future rebuttal
from the company pale in comparison. It is not hard for anyone to see that not only the
absolute amount for every single drug was substantially lower but the inter-year changes were
also not consistent with the company reported numbers – not for even one single drug! We
urge E&Y, Hua Han’s auditor, to conduct a thorough review of its sales receipts and to interview
the customers before releasing another “unqualified” opinion, not just sitting in an
air-conditioned room flipping thru the documents supplied by the company.

Source: ZHONGKUI Research and IMS

Note: IMS data was presented in RMB and was converted into HKD at the rate of 0.81 RMB/HKD

Source: ZHONGKUI Research

As anyone would reasonably expect, the sum of sales from IMS is merely one seventh of
reported sales. The difference between IMS and reported numbers cannot be explained by
statistical error:

 IMS tracks hospitals across city tiers and hospital tiers and the data presented above has
already considered the sales in lower tier markets;

 According to PwC the tier 1/2 markets account for some 25-30% of total drug sales in
China. To be extremely conservative here and if we assume that IMS’s data’s weight on
lower tier markets is not accurate and we divide the IMS data by 25-30% market share –
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the result is still some 40% below the reported numbers.

Source:http://pwccn.com/webmedia/doc/635847474330894695_hc_chasing_opportunity_c

ountry_level.pdf

 Lastly, the IMS data is very much in line with the reported financials of the three
manufacturing entities disclosed in Appendix III of the first Emerson Report (August 10,
2016)

Comparison between IMS data and reported financials of the three manufacturing entities
disclosed in Appendix III of the first Emerson Report

Source: ZHONGKUI Research
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VI. Conclusion

Based on the above analysis, we have concluded that Hua Han has massively falsified its

revenue and significantly inflated their capex. Falsified revenue leads to inflated earnings and

inflated cash balance if the company doesn’t inflate the capex to “exhaust” the inflated cash

inflow. At the same time, the overstated capex is also a convenient way for the senior

management to steal money from the company. We highly suspect it is a combination of

draining fake cash inflow as well as stealing money in Hua Han’s case. We urge the SFC and

HKEX to step in and investigate, to cleanse the bad reputation of the Hong Kong stock market

as a fraud haven, and to protect minority shareholders in Hong Kong. Our conclusion on the

case is Delisting and Regulatory Prosecution.
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Disclaimer:

This report and its content reflect only the opinions of ZhongKui Research, supported by
concrete evidence, and does not provide any investment advice or statements of fact. This is
not an investment report so please do not make any investment decision based solely on this
report. This is not an offer to sell or the solicitation to buy any securities. We are a highly
experienced group of analysts intent on uncovering and exposing fraudulent companies
globally to protect the public interest. We have conducted rigorous analysis and research on
Hua Han, based on publicly accessible resources and/or from sources we believe are not
insiders or connected persons of the company, and have tried to ensure that all information
contained herein is as accurate and reliable as possible. At the time of this report’s publication,
ZhongKui Research, along with our investors and/or clients, may have a direct or indirect short
position in the stock and stand to benefit in the event the stock declines.


