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We initiate coverage on Duopharma Biotech (Duopharma)
with a BUY recommendation at a fair value of RM1.89/share,
based on an FY23F target PE of 17.0x, at parity to its 5-year
mean. There is no ESG-related adjustment based on our
neutral 3-star rating.



Incorporated in 1978 as a drug trading company, Duopharma
slowly evolved into one of the leading manufacturers of
generic drugs and branded consumer healthcare products in
Malaysia.



Currently, the group has 1 research & development (R&D)
and 2 manufacturing facilities across the Klang Valley in
Malaysia namely, Klang, Bangi and Glenmarie. All 3 facilities
have received the Good Manufacturing Practises approval.



With >40 years in the industry, Duopharma established
several popular brands, including Omesec, Prelica, Champs,
Flavettes, Proviton and Uphamol, which are well-recognised
and accepted by consumers locally and globally.



As the largest local pharmaceutical manufacturer,
Duopharma stands ahead of peers by leveraging on: (a) the
rising take-up of generic drugs in Malaysia, (b) upcoming
industry’s patent cliff in 2022-2026 and booming biosimilars
with the company’s strength in R&D and state-of-art
manufacturing facilities; and (c) ever-growing Vitamin C
market with its popular brands, Champs and Flavettes.



We believe Duopharma is also a proxy to several positive
long-term structural trends in Malaysia: (a) steady
population growth and ageing population; (b) increasing
prevalence and awareness of non-communicable diseases;
(c) escalating healthcare expenditures.



However, we expect some near-term revenue and profit
normalisation in 4QFY22F due to weaker demand from the
government and vitamin C sales are softening with Covid-19
transitioning into endemic status. Additionally, margin will
ease slightly once insulin distribution activities pick up in
4QFY22F together with higher cost inputs from the stronger
US$.



Nevertheless, we project the group’s earnings to improve
with a substantive CAGR of 14.5% in FY21-24F, which is
premised on a revenue CAGR of 11.2%, driven by (a)
management’s proven leadership and execution capability;
(b) continuous roll-out of various products to meet the latest
market demand, (c) leading advantage in pharmaceutical
industry and (d) long-term positive structural trends in
Malaysia.



The stock currently trades at a compelling FY23F PE of 12.6x
at an unjustified 25.8% discount to its 5-year average of 17x
while offering a fair dividend yield of 2.4%.
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COMPANY OVERVIEW
 Largest locally listed pharmaceutical by revenue
Duopharma is a pharmaceutical company listed on the
former Second Board of Kuala Lumpur Stock Exchange in
July 2002 and subsequently transferred to the Main Board
in Nov 2003. Duopharma was founded by a husband-andwife team, consisting of 2 pharmacists - Chia Ting Poh @
Cheah Ting Poh and Ang Bee Lian - in Oct 1978.
The group made a humble start as a trading company, which
imported pharmaceutical products from overseas and were
then marketed to domestic doctors and hospitals. In 1986,
Duopharma decided to venture into manufacturing activities
as the group saw the enormous potential market for generic
drugs – cheaper alternatives to imported originals, and has
since managed to carve a niche and become one of the
leading manufacturers of generic drugs and branded
consumer healthcare products in Malaysia.

: MILESTONES
1978
1986
2002
2003
2005
2017

Establishment of Duopharma (M).
Ventured into manufacturing pharmaceutical products.
Listed on the Second Board of Kuala Lumpur Stock
Exchange under the name of Duopharma Biotech.
Transferred to the Main Market of Kuala Lumpur Stock
Exchange.
Chemical Company of Malaysia Bhd (CCMB) emerged as a
major shareholder with a stake of 74%.
- Demerger from CCMB.
- First pharmaceutical company in the world to receive halal
certification for ethical drugs by JAKIM.
Included in the FTSE4GOOD Bursa Malaysia Index.
Participation in Covid-19 national vaccination programme.

Separately, ethical products accounted for the remaining
80% of the group’s FY21 revenue. The major brands under
this category are Omesec and Prelica as well as other
trading brands like Erysaa and Insugen.

: DUOPHARMA’S BUSINESS BREAKDOWNS
Consumer
Healthcare
Ethical
Classic
Ethical
Specialty

OTC products under brand names like Flavettes,
Champs and Proviton. Product types mostly are
vitamins & supplements, analgesics, eyecare, antacids
and skincare.
Generic drugs mainly serving various therapeutic
classes, such as cardiovascular and dermatology.
Generic drugs or biosimilars for targeted conditions as
well as medical devices. The products serve patients
with conditions such as diabetes, cancer,
cardiovascular disease and renal disease.

Source: Duopharma Biotech, AmInvestment Bank Bhd

Based on our estimates, Duopharma is the largest locally
listed pharmaceutical company in Malaysia by revenue in
CY21 (Exhibit 4). We believe Duopharma’s dominant status
in this industry is mainly underpinned by the group’s strength
in research & development (R&D) and state-of-art
manufacturing facilities.
Currently, the group has 1 R&D and 2 manufacturing
facilities across the Klang Valley in Malaysia namely, Klang,
Bangi and Glenmarie. All 3 facilities have received Good
Manufacturing Practises (GMP) approval from the National
Pharmaceutical Regulatory Agency.

Source: Duopharma Biotech, AmInvestment Bank Bhd

Against the backdrop of competitive pricing in the generic
drugs landscape, Duopharma has diversified into the
biosimilars segment since 2012 following collaborations with
Korean-based PanGen Biotech and Indian-based Biocon.

The group is a mainly involved in research & development,
manufacturing, distribution and sales of pharmaceutical
products. Notably, the aim of the group is to offer Malaysians
access to affordable medicines and health supplements.

Consequently, Duopharma took the helm to commercialise
insulin in 2016 and erythropoietin (EPO) in 2017.
Separately, Duopharma is the first halal pharmaceutical
manufacturer in the world, and has played a pioneering role
in the R&D and production of halal pharmaceuticals.

2020
2021

Duopharma’s product portfolio consists of over 300 types of
consumer healthcare (over-the-counter or OTC) and generic
ethical (both classic and specialty) products (Exhibit 2).
These come in various dosage forms like tablets, capsules,
syrups, oral antibiotic creams, solutions for haemodialysis
and sterile irrigation, sterile powders, injectables, dental
cartridges and eye drop preparations.

EXHIBIT 4: ESTIMATED MANUFACTURING REVENUES OF
LOCALLY LISTED PHARMACEUTICALS

These product offerings span across various therapeutic
areas including cardiovascular, diabetes, oncology, renal,
vaccines and respiratory illness.
Popular brands under house name includes Omesec,
Prelica, Champs, Flavettes, Proviton and Uphamol, which
are well-recognised and accepted by consumers locally and
globally (Exhibit 3).
In terms of product revenue breakdown, OTC products
contributed 20% of the group’s 9MFY22 revenue, mainly
from market-leading brands such as Champs and Flavettes.

AmInvestment Bank Bhd

Source: Companies’ quarterly reports, AmInvestment Bank Bhd
Note: Revenues consists of manufacturing portion only. For Pharmaniaga, we
applied CY19 manufacturing revenue as CY20-CY21 deviated with fill-and-finish
manufacturing of imported Sinovac vaccines.
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EXHIBIT 3: DUOPHARMA’S PRODUCT PORTFOLIO

Source: Duopharma Biotech, AmInvestment Bank Bhd

INVESTMENT THESIS
 Beneficiary of rising take-up of generic drugs in
Malaysia and upcoming patent cliff
Based on Malaysia Competition Commission’s (MyCC)
“Market Review on Pharmaceutical Sector” published in Dec
2017, we found that the market share of patented drugs has
steadily declined from 67% in 2006 to 45% in 2016. On the
other hand, the generic drugs market share increased
considerably from 33% to 55% within the similar timespan
(Exhibit 5).
The gradual increase in market share of generic drugs is
mainly attributed to (a) various medicines dropping offpatent coupled with subsequent entry of generics in the
market, (b) increased consumption of lower-priced generic
drugs in both public and private healthcare system.
“Medicine Price Monitoring in Malaysia 2020” report showed
that the overall selling price of patented drugs was >2x
higher than generic drugs in the private sector.

On the other hand, there will be an US$188bil loss of
exclusivity in developed markets, mainly USA and European
companies, across 2022 to 2026, according to IQVIA. This
represents a 59% increase from a US$118bil loss of
exclusivity across 2017-2021 (Exhibit 6).
We expect this positive multi-year trend to support and offer
ample opportunities for local generic drug manufacturers,
who can offer more newly-expired patented drugs in their
product portfolio. This is especially positive for Duopharma
given its proven R&D capabilities, state-of-art manufacturing
capabilities and status as the largest generic drug
manufacturer in Malaysia.
Generally, pharmaceutical manufacturers can enjoy a better
profit margin by offering newly-expired patented medicine as
compared to old generic drugs, which usually do not involve
smaller-scale players in view of high testing and
development costs.

EXHIBIT 5: MARKET SHARES OF DRUGS IN MALAYSIA

Separately, the largest jump occurring between 2012 and
2013 was mainly due to the surge in production of generic
medicines following patent expirations for a large number of
originator medicines in 2011 and 2012.
In a news report from Codeblue, Azrul Mohd Khalib, CEO of
Galen Centre for Health & Social Policy, quoted that the local
share of generic drugs was 60% in 2019, which is the latest
available data at this stage.
Based on a news report dated Nov 2018, the Ministry of
Health quoted only 50.3% of total generic drugs
consumption was locally produced. Most of the imports of
generic medicines are largely from India. For generic drugs,
we believe there are still room for local manufacturers to
increase the remaining market share as imported products
are mostly more expensive than locally produced versions.

AmInvestment Bank Bhd

Source: MyCC, AmInvestment Bank Bhd
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EXHIBIT 6: PATENT CLIFF FROM 2017 TO 2026

Source: IQVIA, AmInvestment Bank Bhd

 Diversified customer segments

EXHIBIT 7: GOVERNMENT ALLOCATION TO MOH

The domestic market generates most of Duopharma’s
topline, accounting for 92%-94% of FY19-21 revenue with
the balance 6-8% from exports. For the domestic market,
Duopharma’s sales are primarily and almost-equally driven
by the public/government/Ministry of Health (MoH) (45%49% in FY19-21) and private sector (43%-49% in FY19-21).
In management’s view, this provides an optimal sales
balance between public and private sectors for Duopharma.
For public sector sales, Duopharma enjoy (a) longer-term
visibility as government contracts normally involve a
duration of at least 3 years; (b) revenue stability with the
government’s annual allocation to healthcare expenditure
steadily rising to meet healthcare demand growth from the
public (Exhibit 7); and (c) higher inelastic orders against
recession as compared to the private sector.
Source: Ministry of FInance, AmInvestment Bank Bhd

However, public sector margin will be relatively lower since
MoH purchases in bulk. Duopharma has 2 major contracts
currently with the government, ie:
(i) Insugen (Insulin) (Apr 2022 – Apr 2025) worth
RM375mil, and
(ii) Approved Products Purchase List (APPL) worth RM150250mil per year, due to expire in Dec 2022.
Duopharma is confident that the APPL contract will be
extended for another 6 to 12 months.

 Market leader in the growing vitamin C landscape
According to Vodus (a Malaysian market research
company), the health supplements market in Malaysia
expanded strongly at a CAGR of 8.4% from RM2.1bil in 2014
to RM3.1bil in 2019. We believe this was mainly
underpinned by: (a) increasing public awareness of immune
system enhancements and general well-being; (b)
prevalence of chronic diseases; (c) growing affluence; and
(d) the ageing population in Malaysia.

On the other hand, private sector allows Duopharma to
command a higher blended margin. This is because the
private sector does not procure in bulk, so prices can be
negotiated higher than with MOH.

In addition, according to a survey by Vodus on +9k
Malaysians in Aug 2021, 71% of Malaysians are consumers
of supplements either on a daily, weekly or alternate-day
basis. Notably, vitamin C, the most widely-consumed
supplement, account for 50% of regular consumers of
supplements (Exhibit 8).

All in, diversified sales channels have strengthened
Duopharma’s business resilience against any abrupt shift in
demand in any specific segments. Additionally, geographical
diversification, although small at this juncture, could provide
a slight buffer to the negative impact of the current
depreciating ringgit trend.

The key benefits of vitamin C, a vital nutrient for human
health; are: (a) helping the body to produce collagen, which
provides strength to skin, muscles, bones and connective
tissues; (b) an anti-oxidant that can strengthen immune

AmInvestment Bank Bhd
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system; (c) lowering blood pressure and the risk of heart
diseases; and (d) enhancing wound healing.
Humans, which do not store vitamin C, consume food or
dietary supplements that contain the nutrient every day to
maintain adequate levels. According to Office of Dietary
Supplements, the recommended daily intake for vitamin C is
75 mg for women and 90 mg for men.
The awareness of vitamin C consumption increased further
thanks to the outbreak of Covid-19 which began in Wuhan,
China in Dec 2019. According to a research published in the
National Library of Medicine, high-dose vitamin C has been
shown to reduce inflammation, improve oxygen support and
reduce mortality in Covid-19 patients without causing any
negative side effects.

Given that demand for vitamin C could be sustained in
future, we believe this bodes well with Duopharma’s
consumer healthcare product segment with vitamin C
accounting 50% of 9MFY22 revenue. With >30 years of
experience in the vitamin C industry, Duopharma owns 2
market-leading vitamin C brands, namely, Flavettes and
Champs.

EXHIBIT 9: VITAMIN C MARKET SIZE 2021 TO 2030

Additionally, it may be beneficial for specific subgroups of
patients with severe and critical conditions, as well as for
older individuals. High-dose vitamin C may prove to be an
effective treatment for Covid-19. Besides, vitamin C plays a
protective role in the Covid-19 epidemic by boosting the
immune system.
Nevertheless, Duopharma guided in a recent meeting that
the demand for vitamin C has exhibited softness in 3QFY22
as the Covid-19 pandemic transition to endemic status.
Hence, we believe that vitamin C sales will drop in 2H2022.
Over a longer horizon, global vitamin C consumption is
expected to rise to US$15.7bil by 2030 from US$1.6bil in
2021, growing at a compound annual growth rate (CAGR) of
6.3%, according to Precadence Research (Exhibit 9).

Source: Precadence Research, AmInvestment Bank Bhd

Flavettes has been in the Malaysian market for >25 years
and is the leading domestic adult vitamin C brand. Likewise,
Champs, in the Malaysian market for >35 years, is a leading
child vitamin C health supplement with an established brand
name in Malaysia.

EXHIBIT 8: 2021 SUPPLEMENTS CONSUMED IN MALAYSIA

Source: Vodus, AmInvestment Bank Bhd

AmInvestment Bank Bhd
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 Pioneering biosimilars in Malaysia
Conventional small molecules drugs have a 115-year history
of scientific advancement as well as regulatory and industrial
evolution. In contrast, the modern biologic drug industry is
relatively nascent.
The earliest marketed product was 40 years ago with the
approval of the first human insulin. Biologics, a growth
market in the pharmaceutical industry, increased its market
share from 16% in 2006 to 25% in 2016 (IQVIA’s white paper
in 2017).
In contrast to conventional small-molecule drugs
manufactured through chemical synthesis, biologic drugs
are derived from living organisms and manufactured through
highly involved and stringently controlled biotechnology
processes. Some of the examples are erythropoietin (EPO),
insulin, and vaccines.
On the other hand, bio-similars are made from a natural
source and the same in many ways as its originator biologic
drug. In other words, biosimilars are a generic form of
biologics.

16 Nov 2022
To further leverage on the strong biosimilars growth,
Duopharma aims to start producing biosimilars (ie. EPO)
locally in collaboration with VentureTech (a government
investment body) and PanGen Biotech following the signing
of a Memorandum of Understanding (MoU) in July 2020. The
production facility is expected to complete in 2025.
We believe the continued focus on biosimilars are positive
to the group in view of:
(a) increasing competition in generic drugs for conventional
small-molecule medicine that has been gradually
eroding the company’s margin;
(b) higher barrier of entry in biosimilar production as
compared to small-molecule generic drugs due to higher
R&D costs and longer timelines; and
(c) the growth for biosimilars are very strong such that the
global value is expected to register a CAGR of 15% in
2020-30F (Exhibit 10) as compared to overall drug value
CAGR of 3-6% in 2021-26F, according to IQVIA’s
Forecast Link.

EXHIBIT 10: EVOLUTION OF GLOBAL BIOSIMILAR SALES

In general, biosimilars also have significantly higher R&D
costs and risks as well as more complex manufacturing
process than small-molecule generics. According to Pfizer,
biosimilar development generally may take 5-9 years and
cost >US$100mil, not including regulatory fees.
A generic drug, however, costs US$1-2mil and takes 2 years
to develop. Principally, the impetus for local pharmaceutical
players to venture into biosimilars lies in their high value
while broadening patients' access to advanced treatments
especially for diseases like anemia, diabetes and some
cancers at more affordable prices. In tandem with the strong
growth of biologic drugs, bio-similars also registered a
strong CAGR of 78% between 2015 and 2020, according to
IQVIA.
Prior to 2016, all the drugs distributed by Duopharma are
generic small-molecule drugs. Given the escalation in global
biologics and bio-similars development, Duopharma has
made forays into bio-similar distribution following its
collaboration with South Korea-based PanGen Biotech
(PanGen) and India-based Biocon in 2012.
The collaboration with PanGen allows Duopharma to have
exclusivity to package, fill, finish and distribute PanGen’s
EPO in Malaysia, Singapore and Brunei. EPO stimulates the
production of red blood cells and is used to treat anaemia in
conditions such as chronic kidney disease. The
commercialisation happened in 2017 after the completion of
a 2-year clinical trial and upon receipt of marketing
authorisation from the National Pharmaceutical Regulatory
Agency.
Separately, the strategic partnership with Biocon allowed the
group to exclusively sell and distribute a range of insulin
products in Malaysia and Brunei under the brands, Insugen
and Basalog. In Apr 2017, the group has formally received
the appointment letter from Biocon as the authorised reseller of human insulin in Malaysia following the award of
RM300mil contract under the MoH. Notably, Duopharma is
the only local pharmaceutical operator in Malaysia that
distributes biosimilars in Malaysia.
AmInvestment Bank Bhd

Source: IQVIA’s Forecast Link, AmInvestment Bank Bhd

 Leader in advocating
consumptions

halal

pharmaceutical

Duopharma Biotech is the first halal pharmaceutical
manufacturer in the world, and has played a pioneering role
in the R&D and production of halal pharmaceuticals. The
group began its halal journey since 1998 when halal was first
integrated with GMP requirements for all production lines
and manufacturing processes. The group obtained halal
Malaysian certification from the Department of Islamic
Development Malaysia (JAKIM) in 1999 for its renowned
consumer healthcare brands, Champs, Flavettes,
Proviton and Naturalle.
In early 2017, Duopharma achieved another key milestone
as the first pharmaceutical manufacturer to attain halal
Malaysian certification for prescription medicines. Based on
its annual report, Duopharma quoted that the global halal
pharmaceutical segment is projected to reach US$105bil by
2024 from US$94bil in 2019, implying a 5-year CAGR of
2.2%. This is underpinned by
(a) Muslim population comprising more than one-third of the
global population and still growing; and
(b) a significant increase in Muslim consumer spending.
Duopharma’s products are 98% halal-certified while the
remaining are the products undergoing re-registration or
newly-introduced products awaiting certification.
6
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EXHIBIT 11: MALAYSIA TOTAL POPULATION

Source: DOSM, AmInvestment Bank Bhd

INDUSTRY OUTLOOK
 Steady population growth and ageing population in
Malaysia
A larger population indicates a growing pool of potential
patients requiring pharmaceutical products. Malaysia’s
population has been registering a CAGR of 1.7% from
23.2mil in 2000 to 32.8mil in 2021 and is projected to grow
at a CAGR of 1.2% to reach 41.5mil by 2040 (Exhibit 11).
Moreover, demand for pharmaceutical products is always
set to rise in tandem with an ageing population ie. the elderly
has 3x more prescriptions than younger people.

Based on the Department of Statistics Malaysia (DOSM), the
Malaysian population aged ≥ 65 years increased from 3.9%
in 2000 to 7.4% in 2021. According to the definition from
World Bank, an ageing society occurs when the share of the
population age ≥ 65 is at 7% or more.
This highlighted that Malaysia has become an ageing
society since 2020. In addition, World Bank forecasted
Malaysia will evolve into an aged society in 2044 (with 14%
of its population aged >65), and a super-aged society in
2056 (with 20% of its population aged >65) (Exhibit 12).

======Spacing Effect=======

EXHIBIT 12: AGE DEMOGRAPHY IN MALAYSIA (% OF POPULATION)

Source: DOSM, AmInvestment Bank Bhd

AmInvestment Bank Bhd
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 Increasing prevalence and awareness of NCDs
The sedentary lifestyles of Malaysians, coupled with
physical inactivity, tobacco smoking, excessive alcohol
consumption and imbalanced diet have contributed to a rise
in the prevalence of non-communicable diseases (NCDs),
especially diabetes and high blood cholesterol (Exhibit 13).
Based on the National Health and Morbidity Survey
conducted in 2019, obese adult Malaysians suffering from
obesity have increased to 19.7% from 15.1% adults in 2011.
The same survey also reported that 50.1% of adults in 2019
are overweight as compared to 30% in 2015. The worrisome
trend of obesity and overweight is a signal of future rises in
the incidence of NCDs.

16 Nov 2022
CAGR of 8.2% from RM19.4bil in 2006 to RM58.4bil in 2020
(Exhibit 14). Similarly, CHE as a % of GDP has also been in
uptrend from 3.3% in 2006 to 4.1% in 2020.
This is not considered high in comparison with other uppermiddle-income countries with an average ratio of 6.9% in
2019 based on World Bank data (Exhibit 15). This implies
there is more room to grow from 4.1% currently in Malaysia,
which bodes wells for generic drug manufacturers like
Duopharma.

EXHIBIT 14: CHE IN MALAYSIA 2006-2020

According to a report titled “The Direct Healthcare Cost of
Non-Communicable Diseases in Malaysia” published in Aug
2022, Malaysia spent a total estimated healthcare costs of
RM9.7bil (or 16.8% of total healthcare expenditures) in 2017
to treat the 3 largest categories of NCDs, ie. diabetes,
cardiovascular diseases and cancers.
Notably, the 16.8% of healthcare expenditure attributed to
these NCD categories was relatively small compared to an
average of 26% across 51 low-and-middle-income
countries. This indicates Malaysia’s healthcare expenditure
in NCDs has a more room to grow in the future.
Furthermore, the ageing population in Malaysia could further
boost the incidence of NCDs, as older people are more
susceptible to these conditions. Lastly, recent coronavirus
pandemic has also increased the awareness/concerns
among Malaysians about NCDs (ie. Covid and diabetes in
particular) given that Covid-19 patients with these
comorbidities are more likely to experience worse
coronavirus outcomes.
All in, this positive structural trend bodes well with
Duopharma as the group supply a series of generic NCD
drugs to both private and public sectors.

Source: MoH, AmInvestment Bank Bhd

Going forward, we believe CHE for both public and private
sectors will maintain their upward trajectories in the future.
For public sector, the growth will be underpinned by the
increasing government allocation to healthcare sector,
which increased from RM15.3bil in 2010 to RM36.1bil in
2023 (CAGR: 6.8%).
In Aug 2022, Health Minister Khairy Jamaluddin quoted
Malaysia’s public total healthcare expenditure will gradually
increase to 5% of GDP from 2.6% in 2020, as compared to
4-5% from other upper-middle income peer countries.

EXHIBIT 13: PREVALENCE OF NCD IN MALAYSIA
For private sector, demand will be underpinned by
increasing affluence among Malaysians. A wealthier
population generally aspires for better living conditions and
quality of healthcare because out-of-pocket spending is the
common method of payment for medical fees at private
healthcare facilities.
According to DOSM, mean household income has increased
from RM2,841 in 2009 to RM5,873 in 2019 (CAGR: 7.5%).
Furthermore, increasing adoption of medical insurance is
one of the most important enablers in accessing healthcare.

Source: National Health and Morbidity Survey, MoH, AmInvestment Bank Bhd

The net policy benefits for medical insurance grew at a
CAGR of 7.5% from RM3.2bil in 2015 to RM4.5bil in 2020.
The growth in the net policy benefit (payout) for medical
insurance demonstrate an increasing acceptance of private
insurance as part of healthcare funding mix by the general
public, which helps to drive the demand for private
healthcare services.

 Increasing healthcare expenditure in Malaysia
Current healthcare expenditure (CHE) in Malaysia, including
both public and private sectors, has been increasing at
AmInvestment Bank Bhd
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EXHIBIT 15: CHE COMPARISON BETWEEN MALAYSIA AND PEER AVERAGE 2006-2020

Source: World Bank, MoH, AmInvestment Bank Bhd

FINANCIAL PERFORMANCE
 3QFY22 results review
Duopharma’s 9MFY22 core net profit of RM84.7mil beat
market expectations, almost reaching consensus FY22F net
profit. The 9MFY22 core profit has been adjusted for the
RM27mil write-downs for Covid-19 Sinopharm vaccines. As
a comparison, 9M accounted for 70%-80% of full-year core
net profit over the past 3 years.
On a YoY basis, Duopharma’s 3QFY22 core net profit
increased by 75.4% despite a marginal revenue growth of
3%. This marginal revenue growth was mainly supported by
continued higher demand for ethical classic products as both
public and private sectors restocked inventories since
Malaysians started returning to hospitals for treatments with
Covid-19 being declared an endemic status since Apr 2022,
coupled with securing more market share in the private
sector.

However, Duopharma registered a higher 2QFY22 GPM as
compared to 1QFY22 (+2.8ppt) mainly due to higher
contribution from manufactured products to private sector
and lower insulin distribution to the government.
Notably, Duopharma guided that the group’s sales typically
peak in the first 3 quarters of the calendar year and will
gradually taper off in the final quarter mainly due to weaker
demand from MoH and normalising vitamin C sales. Also,
we believe the 4QFY22F GPM will be lower as insulin
distribution activities could pick up coupled with higher cost
inputs from the stronger US$.

EXHIBIT 17: DIVIDEND PROJECTION
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Source: Duopharma Biotech, AmInvestment Bank Bhd

AmInvestment Bank Bhd
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 Proven track records over the past 5 years; expect
stable CAGR of 14.5% over next 3 years
From FY16 to FY21, Duopharma registered a healthy core
earnings CAGR of 16% in tandem with revenue CAGR of
15.4%. Going forward, we project the group’s earnings to
expand with a CAGR of 14.5% in FY21-24F premised on a
revenue CAGR of 11.2%, driven by:
(a) the management’s proven leadership and execution
capability;
(b) continuous roll-out of various products to meet latest
market demand;
(c) increasing market share of generic drugs;
(d) industry’s patent cliff in 2022-2026; and
(e) growing vitamin C and biosimilar markets;
This is underpinned by these structural positive trends:
(i) stable population growth and ageing population;
(ii) increasing prevalence and awareness of NCDs; and
(iii) increasing total healthcare expenditure in Malaysia.
While Duopharma does not have a specified dividend policy,
the group has consistently distributed to shareholders with
dividend pay-out ratios ranging between 55% to 78% in
FY16-20, except for 31% in FY21 mainly due to the group
preserving cash for the construction of plant K3 and K5 for
future growth.
Hence, we are assuming dividends of 2.2/3.3/3.5 sen/share
for FY22F-24F, translating to dividend yields of
1.6%/2.4%/2.5%.

EXHIBIT 16: REVENUE & PROFIT FORECASTS
RM mil

RM mil
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MANAGEMENT
 Capable management team
Tan Sri Datin Paduka Siti Sa’diah, Non-Independent
Non-Executive Chairman, aged 70. Sa’diah has
contributed extensively to Malaysia’s healthcare industry,
serving in senior management positions at a leading
healthcare service provider. She launched her career at
Johor Corporation (JCorp) in 1974, joining its Healthcare
Division in 1978.
She was appointed Chief Executive of Kumpulan Perubatan
(Johor) Sdn Bhd (KPJSB) in 1989, and served as Managing
Director of KPJ Healthcare (KPJ) from 1 March 1993,
overseeing its listing in November 1994. She was an
Independent Non-Executive Director of Bursa Malaysia from
2004 to 2012 and was a Board Member of Malaysia External
Trade Development Corporation (MATRADE) from 1999 to
2012.
Leonard Ariff, Group Managing Director, aged 58. Ariff
has more than 30 years of experience in the legal, chemical
and pharmaceutical industries. Upon graduating in 1988, he
was in a legal firm in Kuala Lumpur and also worked in the
Petronas Group of Companies before joining Chemical
Company of Malaysia (CCM) Group in 1990.
On 9 January 2015, he was also appointed Group Managing
Director of CCM, and served in that position until 28
December 2017, when he was appointed to the Board and
redesignated as Group Managing Director of Duopharma
Biotech.
Wan Amir-Jeffery, Chief Operating Officer/Chief
Commercial Officer, aged 50. Amir-Jeffery has wideranging experience in the development of biotechnological
and pharmaceutical industries. He launched his career in
1997 in a marine and environmental consulting firm, Sea
Resources Management (SRM), leaving in 2007 to join
Malaysian Biotechnology Corporation (BiotechCorp).
In 2013, Wan Jeffery left BiotechCorp and joined Johor
Biotechnology & Biodiversity Corporation and J-Biotech
Holdings as Chief Executive Officer (J-Biotech), responsible
for developing and implementing key Johor state
bioeconomic and biotech initiatives. He left J-Biotech in
August 2016 to join Duopharma.
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Chek Wu Kong, Chief Financial Officer, aged 57. Chek
commenced his career in an international firm of public
accountants in 1990, gaining experience in taxation, auditing
and accounting. He then joined Komarkcorp in 1994 as an
accountant responsible for corporate restructuring, group
accounting and finance.
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He was promoted to Group Finance Manager in 1995. and
thereafter, to Group Financial Controller in 1996. In January
2000, Chek set up his own business. He then joined
Duopharma in August 2000 as Financial Controller and was
promoted to his current position in 2012. As Chief Financial
Officer, he oversees the Group’s finance and IT portfolios.
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ENVIRONMENT, SOCIAL & CORP GOVERNANCE

VALUATION

 Environmental: Reducing energy consumption &
carbon footprint

 Initiate BUY with fair value of RM1.89/share

Duopharma commits to reduce its energy emissions in line
with science-based targets aimed at limiting global warming
to 1.5°C by establishing systems and tools to measure
Scope 1 emissions (direct emissions from fuel combustion
at plants and company vehicles) and Scope 2 emissions
(indirect emissions from electricity used).

We initiate coverage on Duopharma with a BUY
recommendation at a fair value (FV) of RM1.89/share with a
target PE of 17.0x, at parity to its 5-year average. We adopt
PE ratio as the preferred valuation methodology given that
Duopharma’s share price is closely correlated to earnings
expectations. This also reflects our neutral 3-star ESG rating
for Duopharma.

Duopharma is also working towards setting up the right
systems to measure Scope 3 emissions (emissions from
sources not under ownership such as with business travel,
procurement, waste and water). Furthermore, the group also
pledged to achieve carbon neutrality by 2030 and become a
net-zero carbon organisation by 2050.

We believe Duopharma is well positioned to benefit to
benefit from:

 Environmental:
management

(c) growing vitamin C and biosimilar demand;

Sustainable

waste

and

water

(a) increasing market share of generic drugs;
(b) industry’s patent cliff in 2022-2026; and

This is supported by these positive structural trends:
Duopharma continues to seek ways to reduce the volume of
materials used in packaging while also minimising the
generation of scheduled waste. To achieve this, Duopharma
aims to improve the yield and implement better management
of finished goods stock as well as cutting down on the
disposal of expired products. This contributed to a significant
33.9% decrease in FY21 total scheduled waste disposal.
 Social: Managing the talents well and ensuring
occupational safety
Duopharma provides training programmes for employees
every year to keep enhancing their capabilities and
competencies. Furthermore, Duopharma also encourages
employees to participate in a self-learning portal called eLatih at their own time and pace. Consequently, Duopharma
has been named one of the “Best Companies to Work for in
Asia” by HR Asia since 2016 to 2021.
Furthermore, Duopharma actively reviews hazards in all
manufacturing activities and implement necessary controls.
Duopharma also tries to create a safety culture via providing
training and briefings to the employees.

(i) stable population growth and ageing population;
(ii) increasing prevalence and awareness of NCDs; and
(iii) rising total healthcare expenditure in Malaysia.
Nevertheless, we expect Duopharma to first experience
revenue and margin normalisation in 4QFY22F as guided by
management, before continue its upwards trajectory in
FY23-24F.
The stock currently trades at a compelling FY23F PE of
12.6x at an unjustified 25.8% discount to its 5-year average
of 17.0x while offering a fair dividend yield of 2.4%.
 Dropping out of MSCI Global Small Cap index
Based on a statement by MSCI Inc dated 10 Nov 2022,
Duopharma will be excluded from the MSCI Global Small
Cap (MGSC) index effective on 30 Nov 2022.

 Governance: Independent and gender-balanced
board

From our checks with management, foreign shareholding
level was at 4.7% in Nov 2020 when Duopharma was added
into the MGSC index and remained relatively unchanged in
Oct 2022.

6 of 10 directors of Duopharma are independent, above the
Malaysian Code on Corporate Governance’s (MCCG)
recommendation that at least half of the board should
comprise independent directors.

Hence, we believe the minimal foreign shareholding
changes post-index inclusion will not create any significant
impact to the share price from an upcoming exclusion by the
end of Nov 2022.

Furthermore, the group achieved a favorable gender
diversity in the boardroom with 4 of its 10 directors being
female. This meets the MCCG’s recommendation of having
at least 30% of female directors, of which, notably,
Duopharma’s chairman is a woman.

INVESTMENT RISK
The downside risks to our investment thesis are:
i) An uncertain regulatory landscape arising from
Malaysia’s drug price control mechanism,
ii) Dependence on a single customer (close to 50% of
Duopharma’s sales are from the government), and
iii) The strengthening of the US dollar.

AmInvestment Bank Bhd

11

Duopharma Biotech

Strength

16 Nov 2022

EXHIBIT 18: SWOT ANALYSIS
Weaknesses

Market leadership position in the local pharmaceutical
manufacturing industry.

Revenue highly concentrated from domestic market.

Strength in pharmaceutical R&D and state-of-art manufacturing
facilities.

Dependence on a single customer (close to 50% of
Duopharma’s sales are from the government).

Strong brand presence in local market.

High cost of replacing existing specialised staff.

Diverse revenue model with multiple consumer touchpoints.
Opportunities

Threats

The rising take-up of generic drugs in Malaysia.

Geopolitical risks that causes supply chain disruptions, resulting
in rising production costs.

Upcoming industry’s patent cliff in 2022-2026.

Impact from another pandemic that could adversely affect
operations and sales.

Booming biosimilars and vitamin C market.

Fluctuating exchange rates that impact company's overseas
sales and import costs.

Positive structural trends in Malaysia ie. steady population
growth and ageing population, increasing prevalence &
awareness of NCDs and escalating healthcare expenditure.

An uncertain regulatory landscape arising from Malaysia’s drug
price control mechanism.

AmInvestment Bank Bhd
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EXHIBIT 19: CORPORATE STRUCTURE

Source: Duopharma Biotech, AmInvestment Bank Bhd

EXHIBIT 20: QUARTERLY FINANCIAL PERFORMANCE
RM mil
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EXHIBIT 21: PB BAND CHART
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EXHIBIT 22: PE BAND CHART
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EXHIBIT 23: ESG MATRIX
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EXHIBIT 24: FINANCIAL DATA
Income Statement (RMmil, YE 31 Dec)

FY20

FY21

FY22F

FY23F

FY24F

Revenue
EBITDA
Depreciation/Amortisation
Operating income (EBIT)
Other income & associates
Net interest
Exceptional items
Pretax profit
Taxation
Minorities/pref dividends
Net profit
Core net profit

569.9
110.9
(29.1)
81.9
(5.7)
14.1
76.2
(17.5)
58.6
72.7

639.2
120.7
(32.0)
88.8
(5.8)
8.0
83.0
(17.3)
65.7
73.7

735.4
171.2
(34.9)
136.3
(5.9)
130.4
(28.6)
101.8
101.8

801.0
180.4
(38.9)
141.5
(6.1)
135.4
(29.7)
105.7
105.7

878.4
191.2
(43.7)
147.5
(6.3)
141.2
(30.5)
110.7
110.7

Balance Sheet (RMmil, YE 31 Dec)

FY20

FY21

FY22F

FY23F

FY24F

Fixed assets
Intangible assets
Other long-term assets
Total non-current assets
Cash & equivalent
Stock
Trade debtors
Other current assets
Total current assets
Trade creditors
Short-term borrowings
Other current liabilities
Total current liabilities
Long-term borrowings
Other long-term liabilities
Total long-term liabilities
Shareholders’ funds
Minority interests
BV/share (RM)

441.8
35.1
121.9
598.7
158.0
151.3
142.2
8.2
459.7
100.8
48.8
0.7
150.3
253.3
11.0
264.3
643.8
0.68

542.5
39.5
87.3
669.3
138.0
222.2
131.7
2.9
494.8
121.3
102.9
6.1
230.3
297.8
12.0
309.8
624.0
0.66

608.2
34.2
77.7
720.1
179.4
179.2
171.5
5.9
536.0
123.6
106.0
2.5
232.1
306.7
12.5
319.2
704.8
0.74

689.4
36.3
66.9
792.5
167.6
203.9
186.1
5.7
563.2
136.3
109.2
3.1
248.6
315.9
12.4
328.4
778.8
0.82

790.7
36.7
59.6
887.0
139.1
230.4
198.8
4.8
573.1
149.7
112.5
3.9
266.1
325.4
12.3
337.7
856.3
0.90

Cash Flow (RMmil, YE 31 Dec)

FY20

FY21

FY22F

FY23F

FY24F

Pretax profit
Depreciation/Amortisation
Net change in working capital
Others
Cash flow from operations
Capital expenditure
Net investments & sale of fixed assets
Others
Cash flow from investing
Debt raised/(repaid)
Equity raised/(repaid)
Dividends paid
Others
Cash flow from financing
Net cash flow
Net cash/(debt) b/f
Net cash/(debt) c/f

76.2
29.1
(29.3)
(4.6)
71.3
(65.6)
4.2
(61.4)
35.8
(7.2)
(0.8)
27.8
37.8
120.6
158.0

83.0
32.0
(61.9)
(9.8)
43.2
(115.0)
(0.9)
(115.9)
98.1
(45.0)
(0.8)
52.4
(20.3)
158.0
137.9

130.4
34.9
5.5
(19.1)
151.7
(102.1)
1.6
(100.5)
12.0
(20.9)
(0.8)
(9.7)
41.6
137.9
179.4

135.4
38.9
(26.6)
(21.0)
126.6
(119.9)
1.6
(118.3)
12.4
(31.7)
(0.8)
(20.1)
(11.8)
179.4
167.6

141.2
43.7
(25.7)
(23.6)
135.6
(143.6)
0.8
(142.8)
12.8
(33.2)
(0.8)
(21.2)
(28.5)
167.6
139.1

Key Ratios (YE 31 Dec)

FY20

FY21

FY22F

FY23F

FY24F

Revenue growth (%)
EBITDA growth (%)
Pretax margin (%)
Net profit margin (%)
Interest cover (x)
Effective tax rate (%)
Dividend payout (%)
Debtors turnover (days)
Stock turnover (days)
Creditors turnover (days)

(1.1)
6.3
13.4
10.3
14.4
23.0
78.2
92
95
69

12.2
8.8
13.0
10.3
15.4
20.8
31.1
78
107
63

15.0
41.8
17.7
13.8
22.9
21.9
20.6
75
100
61

8.9
5.3
16.9
13.2
23.1
21.9
30.0
81
87
59

9.7
6.0
16.1
12.6
23.4
21.6
30.0
80
90
59

Source: Company, AmInvestment Bank Bhd estimates
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DISCLOSURE AND DISCLAIMER
This report is prepared for information purposes only and it is issued by AmInvestment Bank Berhad (“AmInvestment”) without
regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty,
representation, recommendation, legal, accounting or tax advice, solicitation or expression of views to influence any one to buy
or sell any real estate, securities, stocks, foreign exchange, futures or investment products. AmInvestment recommends that
you evaluate a particular investment or strategy based on your individual circumstances and objectives and/or seek financial,
legal or other advice on the appropriateness of the particular investment or strategy.
The information in this report was obtained or derived from sources that AmInvestment believes are reliable and correct at the
time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and views are fair and
reasonable, AmInvestment has not independently verified the information and does not warrant or represent that they are
accurate, adequate, complete or up-to-date and they should not be relied upon as such. All information included in this report
constituteAmInvestment’s views as of this date and are subject to change without notice. Notwithstanding that, AmInvestment
has no obligation to update its opinion or information in this report. Facts and views presented in this report may not reflect the
views of or information known to other business units of AmInvestment’s affiliates and/or related corporations (collectively,
“AmBank Group”).
This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished
for any purpose without AmInvestment’s prior written consent. AmInvestment, AmBank Group and its respective directors,
officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect or consequential
losses, loss of profits and/or damages arising from the use or reliance of this report and/or further communications given in
relation to this report. Any such responsibility is hereby expressly disclaimed.
AmInvestment is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the securities or
products and/or may trade or otherwise effect transactions for their own account or the accounts of their customers which may
give rise to real or potential conflicts of interest.
This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should
have regard to the laws of the jurisdiction in which you are located.
If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to
form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will
not be affected.
This report has been prepared by AmInvestment pursuant to the Research Incentive Program under Bursa Research Incentive
Scheme (“Bursa RISE”) administered by Bursa Malaysia Berhad. This report has been produced independent of any influence
from Bursa Malaysia Berhad or the subject company. Bursa Malaysia Berhad and its group of companies disclaim any and all
liability, howsoever arising, out of or in relation to the administration of Bursa Research Incentive Program and/or this report.
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