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*For identification purpose only 

Hong Kong Exchanges and Clearing Limited and The Stock Exchange of Hong Kong Limited 

take no responsibility for the contents of this announcement, make no representation as to its 

accuracy or completeness and expressly disclaim any liability whatsoever for any loss 

howsoever arising from or in reliance upon the whole or any part of the contents of this 

announcement. 
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CLARIFICATION ANNOUNCEMENT 

AND 

RESUMPTION OF TRADING 

 

On 6 February 2020, the Board noticed that Blue Orca published a report in which Blue Orca 

made Allegations against the Group to support the claim that the Company’s valuation is 

higher than what Blue Orca believes it should be. The Board vigorously denies the 

Allegations contained in the Report and considers them to be completely unfounded and 

gravely misleading. The Company would like to draw the attention of the Shareholders and 

potential investors to the disclaimer of Blue Orca in the Report, which expressly states that 

the authors are biased and are short sellers. 

The Board vigorously denies the Allegations contained in the Report and considers them to be 

completely unfounded and gravely misleading, and that the conclusions drawn in the Report 

about the Company and its financial results are incorrect. This announcement is made to 

refute such Allegations concerning the Group in the Report. 

At the request of the Company, trading in the shares of the Company was halted with effect 

from 11:17 a.m. on 6 February 2020, pending the release of this clarification announcement. 

The Company has applied to the Stock Exchange for resumption of trading in its shares on the 

Stock Exchange with effect from 9:00 a.m. on 10 February 2020. 

Reference is made to the announcement of China Medical System Holdings Limited (the 

“Company”, together with its subsidiaries, the “Group”) on 6 February 2020 in relation to 

trading halt of the shares of the Company on The Stock Exchange of Hong Kong Limited (the 



2 

 

 

“Stock Exchange”) from 11:17 a.m. on that day.  

BACKGROUND 

On 6 February 2020, the board of directors (the “Board”) of the Company noticed that Blue 

Orca Capital (“Blue Orca”) published a report (the “Report”) in which Blue Orca made 

various allegations against the Group (the “Allegation(s)”) to support the claim that the 

Company’s valuation is higher than what Blue Orca believes it should be.  

Before the Company responds to the Allegations, the Company believes it is important for the 

shareholders of the Company (the “Shareholders”) to take into account the following 

important points of background and context. 

First of all, the Company wishes to emphasise at the outset that the Company and the Board 

are committed to full compliance with the principles of good corporate governance and 

transparency. The Allegations are attacks on the Company’s adherence to those principles, 

and it is important for Shareholders to understand the underlying motives, so that they can 

make an informed assessment about each Allegation, and the Company’s response to the 

Allegations, with the benefit of publicly available information about the Company. 

The Board vigorously denies the Allegations contained in the Report and considers them to be 

completely unfounded and gravely misleading, and that the conclusions drawn in the Report 

about the Company and its financial results are incorrect. The Company’s consolidated 

financial statements are prepared in accordance with applicable laws and International 

Financial Reporting Standards, which are audited. The Company would like to draw the 

attention of the Shareholders and potential investors to the disclaimer of Blue Orca contained 

in the Report, which expressly states that the authors are biased and are short sellers. 

The Company wishes to point out that Blue Orca has never contacted nor sought clarification 

from the Company nor any of its directors (the “Director(s)”) before or after the publication 

of the Report up to the publication of this announcement. The Company has no knowledge of 

the identities of the parties associated with Blue Orca, and also notes that Blue Orca is not 

licensed to conduct any regulated activities in Hong Kong, including advising on 

securitiesdvice, based on available information on the website of the Securities and Futures 

Commission of Hong Kong. 

This announcement is made to refute such Allegations concerning the Group in the Report. 

CLARIFICATIONS 
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The Company summarised the major Allegations in the Report and the Company’s response 

as follows.  

 

1. Financial performance and profitability of the Company 

 

(i) Financial performance and profitability of the Company 

 

Allegation from Blue Orca 

In the Report, Blue Orca alleges that the Company overstates its financial 

performance and exaggerates its profits. Based on the two independent set of data 

reported by the Company to the Chinese authorities, the A-share filing indicates that 

the Company’s profit is substantially lower than that disclosed to the investors, while 

the SAIC filing further indicates that the aggregate net profits of the subsidiaries of 

the Company in the People’s Republic of China (“PRC”) were 49% less than that 

reported from 2016 to 2018.  

 

Response from the Company 

Such Allegation is incorrect and is a misinformed conclusion based on incomplete 

information. The Company strongly refutes such Allegation. 

The Group is an international group with multi-national business and operation 

structure. The Group’s business basically covers the entire value chain of the 

pharmaceutical industry, including product research and development, production 

management (quality control and supply chain management) and selling and 

promotion. The Group is exposed to and undertakes various risks, including but not 

limited to, investment risk, quality risk, regulatory risk and market risk and thus 

generates reasonable margin and net profit which are proportionate to such risks.  

Since its listing, the financial statements of the Company have been audited by one of 

the Big Four major international accounting firms, and unqualified audit reports have 

been issued. In the past decade, the Company has been maintaining a very healthy 

and satisfactory (operational) cashflow. With continuous investments and a low debt 

ratio, the Company has been able to maintain and deliver annual dividends at a 

dividend payout ratio of about 40%. The Group has a clear structure in terms of 

capital flow and logistics. The business of the Company is divided into international 

business and domestic business sections. The international business section includes 

companies such as CMS Pharma Co., Ltd (“CMS Pharma” or the “Malaysian 

Company”) and Sky United Trading Limited, etc., and the domestic business 

includes companies such as Shenzhen Kangzhe Pharmaceutical Co., Ltd. (“Shenzhen 
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Kangzhe”), Tianjin Kangzhe Pharmaceutical Technology Development Co., Ltd. 

(“Tianjin Kangzhe”), etc. Shenzhen Kangzhe is responsible for the sale and 

promotion of imported products in the mainland China, whilst Tianjin Kangzhe is 

responsible for selling and promoting products owned and manufactured by the 

Group. Despite that the Group’s revenue from external customers is derived from 

Mainland China, there still exists intra-group transactions; each subsidiary of the 

Company performs different functions for the Group, undertakes related risks and 

hence generates profits corresponding to its respective functions performed and risks 

assumed.  

The financial information on profits as disclosed by the Company in its annual reports 

have consolidated the net profits generated from both the international business and 

domestic business sections, while Blue Orca in the Report has merely taken into 

account the profit data of the two major domestic subsidiaries of the Company in the 

domestic business section, leaving out the international business section, which 

therefore leads to an incorrect conclusion based on incomplete information.  

Moreover, as disclosed in its annual reports, the Company continues to deliver annual 

dividends at a dividend payout ratio of about 40% to the Shareholders. Should the 

profit be 49% less than reported as alleged in the Report, the Company would not be 

able to sustain such high ratio of cash dividend payment.  

 

(ii) Malaysian Company and its Operation 

 

Allegation from Blue Orca 

In the Report, Blue Orca alleges that it was unable to locate any proper office or place 

of business in Malaysia for the Malaysian Company and believes that the Malaysian 

Company is essentially a shell company. Blue Orca alleges that there is no evidence 

to prove the existence of the Group’s business in Malaysia, and based on customs and 

shipping database of major drugs of the Group, there are no records indicating that 

the Malaysian Company exported drugs to China. 

Response from the Company 

Such Allegation is incompatible with the facts. The Company strongly denies such 

Allegation. 

The registration address of the Malaysian Company is registered at the address of its 

registration agency, as required by local law. The Malaysian Company has been 

leasing and occupying an independent office for business use.  
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During the period covered by the Report, operation of the international business 

section of the Company was mainly undertaken by the Malaysian Company, which 

consists of new product investment and licensing, selection and evaluation of 

manufacturers, quality control and supply chain management, formulation of product 

promotional strategies. Along with the performance of such functions, the Malaysian 

Company assumes all risks in relation to the provision of such services.  

Therefore, the Malaysian Company has undertaken crucial responsibilities and risks 

in the Company’s business, its profit is proportionate to such responsibilities and risks. 

The Malaysian Company has submitted its 2018 management accounts to the 

Malaysian financial regulatory. 

Each of the subsidiaries of the Group complies with relevant local law and 

regulations in terms of operational and structural settings, and enjoys applicable tax 

benefit in accordance to local tax law. The pricing of intra-group transactions 

between subsidiaries of the Group was determined after having conducted pricing 

analysis of comparable companies and considering a reasonable range. The profit 

earned by each subsidiary is proportionate to the risks undertaken by it. The Group 

has been in discussion with professional tax consultants from time to time in relation 

to the tax status of the relevant subsidiaries, so as to ensure that the tax structure is 

effective and compliant. 

International trade conducted by the Malaysian Company was genuine and accurate, 

Having considered operational efficiency and transportation costs and in line with 

normal practice of international entrepot trade, the Group imports products from 

overseas suppliers directly to Hong Kong or Mainland China, without physically 

transporting via Malaysia.  

Blue Orca obtained information from custom database, which is incompatible with 

the actual data of the Group, which led to inaccurate conclusions being formed by 

Blue Orca having misunderstood the circumstances of the Group. 

 (iii) IP rights of the Malaysian Company 

Allegation from Blue Orca 

In the Report, Blue Orca alleges that based on relevant filings in Hong Kong, the 

Company disclosed the transfer of intellectual property rights for only one drug to the 

Malaysian Company, which accounted for just 4% of the Company’s total revenue in 

2018 and is not remotely large enough to generate profits sufficient to justify the 

claimed tax benefit. 
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Response from the Company 

Such Allegation is incorrect and is a conclusion based on incomplete information. 

The Company strongly denies such Allegation.  

In recent years, the Malaysian Company has acquired rights to many new products. 

By the end of 2018, the Malaysian Company has incurred expenses in intangible asset 

investments (including IP rights) amounting to RMB 2.854 billion. As most of such 

intangible assets are authorised for use in the mainland China to the Chinese 

subsidiaries of the Group and that the related income is primarily generated from the 

mainland China, accordingly, from an accounting perspective it has been disclosed in 

the annual reports of the Company that “99% of the Group’s non-current assets are 

located in the PRC except for available-for-sale investments, derivative financial 

instruments and deferred tax assets”.  

2. Transactions in relation to Drug Development 

(i) Role and principal function in the Group’s in-house R&D project Tyroserleutide 

(CMS024) of Kangzhe Pharmaceutical Research and Development (Shenzhen) 

Limited (“Kangzhe R&D”), a private company of Mr. Lam Kong, chairman of 

the Company (the “Chairman”)  

 

Allegation from Blue Orca  

In this Report, Blue Orca alleges that Kangzhe R&D does not have enough personnel 

and working capital to support the clinical research and the related costs to undertake 

the CMS024 project. Public information shows that three clinical trials for the drug 

are actually conducted collectively by two affiliated companies of the Company and 

Kangzhe R&D, and Kangzhe R&D only undertakes one less important clinical trial 

and appears to be utilising the Group’s resources. The Report thus concludes that the 

Company secretly funds the research expenses of Kangzhe R&D in the CMS024 

project, thereby providing unjust personal gain to the Chairman at the expense of the 

Shareholders’ interest. 

Response from the Company 

Such Allegation is incorrect and is a misinformed conclusion based on incomplete 

information. The Company strongly denies such Allegation.  

Before being listed in Hong Kong, the Company spun off its research and 

development business to Kangzhe R&D, and the shareholders of which include others 

in addition to the Chairman. At the time of the spin-off, the CMS024 project and its 
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related rights belong to the Company and the subsequent research costs was borne by 

Kangzhe R&D (including but not limited to direct payments to third party contract 

research organisations (CRO)). After the successful commercialisation of CMS024, 

the Company will pay Kangzhe R&D a pre-agreed 13% of patent fees.  

In accordance with the regulations of the PRC’s clinical registration and to facilitate 

subsequent application for registration, the Company’s affiliated companies 

(Shenzhen Kangzhe and Kangzhe (Hunan) Medical Co., Ltd.) were designed to 

initiate and participate in two CMS024 clinical trials. However, the costs were borne 

by Kangzhe R&D. In addition, the Tyroservatide project referred to in the Report is 

Kangzhe R&D’s own in-house project unrelated to the CMS024 project and this 

Tyroservatide project has previously  been terminated.  

Kangzhe R&D does incur operating expenses in performing research and 

development work. Having zero operating expenses (and other data) in 2018 as 

alleged by the Report is not accurate. In accordance with relevant regulations, 

Kangzhe R&D elected not to disclose relevant information to the public when 

submitting operating expenses data to the SAIC, failure to obtain relevant data from 

the public is not equivalent to operating expenses being zero. 

In conclusion, the research costs of CMS024 was borne by Kangzhe R&D, and the 

Company has not secretly paid for research and development costs that should been 

borne by A&B (the Chairman’s private company), and the Company has not unjustly 

sacrificed shareholders’ interests for the Chairman’s personal interests. 

(ii) Allegation in relation to the CMS Drug Development Pipeline 

 

Allegation from Blue Orca 

 

In the Report, Blue Orca alleges that the Company’s drug development pipeline is a 

rotten conduit for questionable dealings with the Chairman and his privately-owned 

businesses, A&B (HK) Company Limited (“A&B”). It iss alleged that the Chairman 

has been using the Company’s resources to operate A&B to acquire and thereafter 

transfer to the Company the intellectual property right through rotten self-dealings, 

and even arranged for the Company to bail him out by taking over the failed 

investment, therefore siphoning ever-shrinking profits away from the struggling 

business. 

 

Response from the Company  

 

Such Allegation is baseless and the Company strongly refutes such Allegation. 
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Mr. Lam Kong, the founder and the Chairman of the Company, was a professional 

medical doctor, whose ideal is to provide Chinese patients and doctors with 

distinguished innovative products to meet the unmet medical needs in China. He has 

been shouldering the burden of research & development expenses and risks for the 

Group over the past years. 

After listed on the Stock Exchange and until September 2017, the Group mainly 

engaged in the sales and marketing of launched products, and accordingly minimised 

the uncertain product development risks. During this period, the Chairman, as a 

controlling shareholder of the Company, based on rich experiences in making 

forward-looking judgments on the industry's development trends, believed that whilst 

focusing on existing businesses, the Group should also introduce innovative products 

at the development stage to enrich the Group’s product pipeline. Due to the conflict 

between the inherent high development risks of such products and the Group’s 

position. To avoid incurring uncertain development costs by the Group and risks of 

development failure, during this period the Chairman decided to use his privately-

owned company, A&B, to make early-stage investments in such pipeline drug 

products or biotechnology start-ups for securing the product rights in the Chinese 

market, with the aim to assign such product rights to the Group without the Group 

having to incur any upfront, registration or sales milestones fees upon achievement of 

substantial development progress. When such products are eventually successfully 

launched, only a royalty calculated based on the sales proceeds will be paid. Such 

royalty rate will be agreed by negotiations between A&B and the Group before the 

launch of the product, and subject to all applicable requirements under any rules and 

regulations, including issuing shareholder circular and seeking independent 

shareholders’ approval in accordance with The Rules Governing the Listing of 

Securities on the Stock Exchange (the “Listing Rules”). On the other hand, if the 

research failed, the Group would not have suffered any loss for the acquisition of the 

product rights and all losses would be borne by A&B.  

During the above period, the investment projects of A&B are as follows: 

 

Investment in Helius Medical Technologies, Inc.: The Chairman invested in this 

project in 2015. In 2018, the Chairman transferred the product rights to the Company 

prior to its launch in accordance with the aforesaid general principle pending the 

approval of the clinical trial by the Food and Drug Administration of the United 

States of America (the “FDA”). So far, the Company has not had any expenses 

incurred for this project. If this product is not approved by the FDA, all losses will be 

borne by A&B, and the Group will not suffer any loss on the book. 
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Investment in Faron Pharmaceuticals Ltd: At the time when A&B acquired the 

product rights in 2015 through equity investment, it has been agreed that the product 

rights would be transferred to the Group in accordance with the aforesaid general 

principle. So far, the Company has not had any expenses incurred for this project.  

When the product failed, all losses were borne by A&B and the Group did not suffer 

any loss on the book.  

Investment in Neurelis, Inc.: At the time when the Chairman made the investment in 

2015, the relevant product was in pre-clinical stage with high uncertainty in prospect. 

It was only until 2018 when the product was close to submitting the launch 

application to the FDA that A&B transferred the relevant product rights to the Group 

in accordance with the above general principle. In addition, this product has been 

approved by the FDA and recently obtained the notice of clinical trial from the 

National Medical Products Administration of the People’s Republic of China. 

Nonetheless, the related research and development costs incurred are borne by A&B. 

 

Under the above product introduction strategy, the three product projects which the 

Chairman pioneered to invest in all bear uncertain risks, and they were all transferred 

to the Group with no guarantee on success. The fact that one of the three projects 

managed to succeed, proves that the investments pioneered by the Chairman are not 

totally meaningless failed investments. Even if the product is not finally approved, 

the Company did not take any risks and expenses as a consequence, instead it is A&B 

which borne all the risks and responsibilities of development failures. 

From September 2017 until now, with the continuous deepening of China’s medical 

system reform and the country’s increasing support for the development of innovative 

drugs, the Company’s products introduction strategy has been extended from 

launched products in China to un-launched innovative products. Since its investment 

in Destiny Pharma Plc (“Destiny”) (“Project Destiny”) in September 2017, the 

Company adopted the strategy of making equity investment in research and 

development companies and to acquire the rights to the innovative products. The 

purposes of investing in equity of research and development companies are to obtain 

the intellectual property rights and sales rights of innovative products in research 

stage at minimum costs. In order to reasonably reduce the use of the Company’s 

capital for equity investment and to lower the risk of investment of the products at 

research and development stage, as approved by the Board, when making equity 

investment in a research and development company, A&B (the Chairman’s private 

company) and the Group will invest in the equity concurrently in equal shares and on 
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the same terms while the Group will obtain the rights to the relevant product. In order 

to better manage the acquired product rights, individuals serving at both A&B and the 

Group would serve as directors of the target companyIn order to better manage the 

acquired product rights, individuals serving at both A&B and the Group would serve 

as directors of the target company. The above production-introduction model has 

been properly disclosed by the Group in compliance with disclosure requirements of 

the Listing Rules. 

In relation to the Allegations in the Report on specific projects during the reporting 

period: 

Project Destiny: The intention of the Chairman for the investment was not to boost 

the stock price in exchange for acquiring investment gains. As stated in the above 

introduction strategy, the investment intention of the Group and the Chairman is to 

secure the acquisition of the product rights of the target companies with minimum 

costs by the Group. The Chairman’s first investment in Destiny is to support the pre-

IPO of Destiny, and when making such investment, it has been agreed that the Group 

has the right to make subsequent equity subscriptions at the same IPO subscription 

price as the prior subscription price paid by A&B, and with zero upfront payment to 

secure the target product rights in the definitive investment. Therefore, the Group is 

convinced that the Chairman has not done anything to prejudice the interest of the 

Company. 

Other projects such as those in relation to Midatech Pharma PLC/Acticor 

Biotech/Blueberry Therapeutics Limited/VAXIMM AG: a similar investment logic as 

Project Destiny also applies to these projects, i.e. A&B and the Company will invest 

under the principle that each will invest in equal shares concurrently on the same term 

in order to secure the product rights of the target company by the Group. It has been 

properly disclosed by the Company in compliance with related disclosure 

requirements of the Listing Rules. The Company is satisfied that the Chairman has 

not performed any acts to prejudice the interest of the Company under similar 

investment strategy. 

Based on the above, it does not exist any circumstances that the Chairman “enriches 

himself by inappropriately harming the shareholders’ interest”. 

(iii)  Allegation in relation to Registration Application Failure 

 

In fact, the Company has many years of rich experience and successful track-record 

in registration of the imported drugs, the technical transfer of production and the 
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renewal of registration certificates. Due to the change of state policy, however, the 

Company’s strategy also changes accordingly. The Company voluntarily optimised 

its product portfolio selectively and giving up those drugs which require a long time 

to be registered and steep cost of clinical research. The aggregate amount of upfront 

fee paid by the Group for all such products given up is less than USD600,000. In the 

meantime, the Group has been turning to the introduction of innovative products and 

the competitive generic drugs that are urgently needed by the State for clinical needs 

and meet policy requirements. The Group is of the view that the transformation of 

such product introduction and registration strategy is a normal business model 

evolvement and a reasonable reorientation of its strategy to align with the national 

policy and the industry trend. 

Since being listed, the Group has conducted its businesses in strict compliance with 

all applicable laws and regulations, disclosed information that is important to 

investors in a timely, transparent and objective manner, and actively and effectively 

conveyed the development progress of the Group to the market. The Group has 

received the recognition and acknowledgment from numerous investors. In recent 

years, under the volatile policy environment for the pharmaceutical industry in China, 

the Company has persistently maintained its stable performance and kept improving 

on its profitability, which is exactly the achievement resulted from the Company’s 

considered and well thought out judgment on the industry trend, proper planning on 

its strategy and the persistent efforts of all its employees.  

It is important for the Shareholders to recognise that the Allegations are the opinions 

of Blue Orca as a short seller whose interest may not be aligned with those of the 

Shareholders in general, and that it may be specifically intended to undermine the 

Shareholder’s confidence in the Company and its management, and to harm the 

Company’s reputation. Accordingly, the Shareholders should treat such allegations 

with extreme caution. 

The Board considers that the Report contained factual errors, misleading statements 

and unfounded allegations which may lead to unusual price movement. Shareholders 

and potential investors are advised to exercise caution when dealing in the securities of 

the Company. 

The Company will consider and adopt all reasonable measures to protect the interests of 

the Shareholders. The Company reserves its right to take legal action against Blue Orca 

and/or those responsible for making any unfounded Allegations. 

 

RESUMPTION OF TRADING 
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At the request of the Company, trading in the shares of the Company was halted with effect 

from 11:17 a.m. on 6 February 2020, pending the release of this clarification announcement. 

The Company has applied to the Stock Exchange for resumption of trading in its shares on the 

Stock Exchange with effect from 9:00 a.m. on 10 February 2020. 

 

 

 

By order of the Board 

China Medical System Holdings Limited 

Lam Kong 

Chairman 

 

 

Hong Kong, 7 February 2020 

 

As at the date of the announcement, the directors of the Company comprise (i) Mr. Lam Kong, 

Mr. Chen Hongbing and Ms. Chen Yanling as executive directors; and (ii) Mr. Cheung Kam 

Shing, Terry, Mr. Wu Chi Keung and Mr. Leung Chong Shun as independent non-executive 

directors. 

 

 


