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Executive Summary 

 

This report aims to evaluate the financial management of UMP healthcare limited. UMP is a 

clinic chain established in Hong Kong in year 1990. Its major business is to provide primary 

healthcare services. A comprehensive review of UMP's financial situation, operational review 

and challenge would be analysed. This included an analysis of several critical areas like 

liquidity, bankruptcy index, profitability, efficiency, solvency and stock market. Another two 

companies EC healthcare and Perfect Medical has been selected to perform vertical analysis.  

 

Corporate governance is an important area for a listed company. The effectiveness of UMP’s 

corporate governance would also be studied. It would be followed by a suggestion for 

improvement areas of internal control and risk management.  

 

An investment project would be proposed to resolve the current challenge UMP is facing. 

Financial funding options would be evaluated and recommend the best option for UMP. 

Finally, an implementation plan with a schedule would be proposed.  
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1. Introduction 

 

Financial analysis is a crucial part to evaluate the performance of an entity. It is extremely 

useful to identify a financially distressed situation before the declaration of bankruptcy. There 

are lots of financial ratios that we could use to evaluate existing performance and predict 

future performance (Chen and Shimerda, 1981). In this report, we are going to conduct a 

financial analysis by calculating and evaluating the relevant accounting ratio for the selected 

company, UMP healthcare holding limited. A similar set of ratios would be used to compare 

two other companies in the same industry, primary healthcare providers. The account ratio 

would be obtained from the nearest 3 years. They are the financial statement with fiscal year 

end in 2021, 2020 and 2019 respectively. 

 

1.1 Company background 

 

UMP healthcare holdings limited is one of the leading clinic chain service providers in Hong 

Kong. It is over 30 years of well-established brand UMP in HK with wide network coverage 

of 1000+ service providers in HK, Macau and Mainland China, with GBA as an entry point. 

UMP offer one-stop healthcare solutions to private patients, corporate clients and insurance 

companies. (UMP Website, n.d.). 

 

UMP has undergone IPO in the year 2015. As of 30 June 2021, UMP's stock price at 0.93 

Hong Kong dollars. The market value of approximately 775.4 million Hong Kong dollars 

(Yahoo finance, 2022a). Market value has dropped from 1204.9 million as of 30 June 2019. 

On the other hand, In the fiscal year 2021, it recorded a drop of 4% turnover from the UMP’s 

B2B scheme business (UMP, 2021). 

 

1.2 UMP internal operation business review 

 

UMP’s major income from B2B business. It is around 40% of total revenue (UMP, 2020). To 

diversify the business model, management from UMP also express their intention to develop 

in the B2C segment. As a first step, they are willing to invest HK 50 million in a clinic 

system revamp in 2022 (UMP, 2021).  
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On the other hand, UMP group has actively performed mergers and acquisitions to increase 

penetration in the laboratory and imaging area. The recent investment in PET-CT centre in 

AXON and Flash mover MRI centre show that they are decisive on this strategy. They are 

finally consolidating into one branding – Procare laboratory and imaging. In the annual report 

2021, laboratory and imaging have been increased by 50% (UMP, 2021). 

 

1.3 External business environment review 

 

The pandemic for COVID-19 started in the year 2019. Healthcare professionals need to work 

OT to address the demands (Mckinsey, 2021). Due to the demand happening globally, it is 

found that there is a growing trend that doctors and nurses start to leave Hong Kong. This has 

worsened the shortage of the workforce (RTHK, 2021). Healthcare professional costs are the 

direct cost of each clinic's revenues. This becomes a challenge to the healthcare industry on 

the profit margins. The adoption of technology may help streamline clinic flow. It will reduce 

manual work and hence the cost for healthcare professionals. 

 

On the demand side, opportunities happened as a result of increasing private expenditures on 

healthcare. The government promoted a self-financed insurance scheme - Voluntary Health 

Insurance Schedule (VHIS) by providing tax deductions to HK citizens (Government Press 

Release, 2018). Consumers covered under healthcare have more intention to maintain a 

healthy lifestyle and pay for preventive healthcare (Cangelosi, Ranelli and Markham, 2009). 

The tailor-made preventive laboratory and imaging service to the B2C business segment may 

be one of the ways to improve business performance. This would not only widen the 

customer base but also improve the operation period and cash period due to account 

receivable is reduced significantly. 

 

1.4 Research two other companies in the same industry as UMP healthcare holding 

limited 

 

Two comparisons of EC Healthcare (2138) and Perfect Medical Health Management Limited 

(1830) have been selected. The above two companies have the same nature of business with 

UMP healthcare holding limited, i.e operating clinic chain and focusing on primary care. The 

size of the enterprise and market share are very close to each other (see the following table). 
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As such, it is meaningful to make use of these two companies to compare financial 

performance. 

 

Table 1.4.1 – summary of UMP and two companies with similar nature of business 

Company UMP EC healthcare Perfect Medical 

Stock number (0722) (2138) (1830) 

Market value (note 1) 594.5 Million 7.07 Billion 4.904 Billion 

PE (note 1) 15.00 35.29 15.8 

Market area HK and China HK and China 

HK, China, 

Australia and 

Singapore 

Note 1: stock market closing date as of 21 Aug, 2022 (Yahoo Finance, 2022a) 

 

2. UMP’s financial analysis 

 

There are a lot of financial ratios that could be derived from the Balance sheet and the income 

statement reveals the liquidity, the ability to pay debt, efficiency and profitability of a 

company (Yu, Ho, Law and Fung, 2003). In this section, we are going to evaluate UMP’s 

financial performance in different aspects vertically by comparing EC healthcare and Perfect 

Medical. A horizontal trend from 3 successive years will also be analysed for UMP.  

 

The key financial figures from the balance sheet could be referred to appendix 7.1, while the 

income statement figures could be referred to appendix 7.2. Those financial ratios used in this 

section could be referred to appendix 7.3. Figures for UMP is extracted from UMP annual 

reports (UMP, 2019; UMP, 2020; UMP, 2021). The consolidated statement of comprehensive 

income, financial position and change of equity for 2020 and 2021 could also be referred to 

appendix 7.6. Figures for EC healthcare are extracted from EC healthcare annual reports (EC 

Healthcare annual report, n.d.). Figures for Perfect Medical is extracted from Perfect Medical 

annual reports (Perfect Medical Annual Report, n.d.). 

 

2.1 Solvency and bankruptcy measurement 

 

In a more comprehensive way to detect bankruptcy, Altman (1968) compiled a list of 22 

financial ratios that may be critical for evaluation. He classified these variables into five 

standard ratio categories: liquidity, profitability, leverage, solvency, and activity ratios. The 

Z-score measurement is listed below. When Z < 1.8, it is in the bankruptcy zone; when 1.8≤ 
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Z <2.99, it is located in grey area; when Z≧2.99 it is in the Security Zone (Altman et al., 

2014). 

 

Z = 1.2 A + 1.4 B + 3.3 C + 0.6 D + 0.99 E  

A = Working Capital / Total Assets  

B = Retained Earnings / Total Assets  

C = Earnings Before Interest and Taxes / Total Assets  

D = Market Value of Equity / Total Liabilities  

E = Sales / Total Assets  

 

Three companies the Z-Score values are as follows 
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UMP is in the security area (Z>2.99) for the past three years. It is better than EC healthcare 

and ranks number 2 among the 3 companies. Although there is a trend of decrease in UMP’s 

Z-score between 2019 - 2021, there is no risk of insolvency and bankruptcy currently. 

 

2.2 Liquidity and paying debt ability 
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The liquidity of the business operation is the measurement of how the company could pay 

back its short-term liability when it comes due (Gitman, 1997). The below financial ratio 

evaluates how is the ability of the debt to be paid.  

 

 

Current Ratio / Quick Ratio 

 

The quick ratio would be a better way to measure liquidity when the inventory is not easily 

converted to cash (Gitman, 1997). In the clinic chain business, most of the inventories are 

medicines. Their fair value is not high when compared to the other assets. It is not much 

different by using the current ratio or quick ratio for comparison.  

 

UMP has slightly decreased the current ratio and quick ratio from 2.67 and 2.58 in 2019 to 

2.21 and 2.17 in 2022. It is still higher than both EC healthcare and perfect medical which is 

between 1 and 1.2 for both current ratio and quick ratio. It shows that UMP has high liquidity 

and yet try to leverage more current asset. 

 

Cash ratio  

 

The cash ratio is another way to measure liquidity. It is based on cash, time deposit and 

pledge deposit over current liabilities. Those current assets are all cash related. It is expected 
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no loss in asset value when it is used for cash outflow to settle the liabilities. UMP have a 

cash ratio of 1.33 in the year 2021. It is consistently higher than EC healthcare and Perfect 

medical which are 0.71 and 0.89 respectively. It shows that UMP is better in liquidity.  

 

A similar decreasing trend in cash ratio was identified for UMP. It shows that the company 

are trying to leverage the more current asset to improve business performance while 

maintaining high liquidity. 

 

Total Debt Ratio / Debt to Equity Ratio / Long Term Debt Ratio 

 

The debt ratio equals total debt over total assets. Debt to equity ratio equals total debt over 

total equity. Long term debt ratio equals the long-term debt liability over total equity. The 

higher the ratio, the more leverage on financial funding the company uses (Gitman, 1997).  

 

UMP has a relatively low total debt ratio (0.29 in the year 2021) when compared to two other 

companies (between 0.53 to 0.57 in the year 2021). It is nearly half of the same industries. On 

the other hand, the debt to equality ratio is even far less than the two other companies. UMP 

is having 0.40 debt to equality ratio while the other two company range from 1.16 to 1.32, 

around one-third of companies in the same industries. It shows that UMP has not leveraged 

too much from the loan. 

 

All three companies don’t have long-term debt. 

 

Time interest earned 

 

UMP has 15.4 times interest earned. It is better performed than EC healthcare (12.24 times) 

but lower than perfect medical (47.32 times).  

 

There is no interest recorded in the year 2019. It is showing that the company start to leverage 

financial funding to generate profits. 

 

Overall paying debt ability and liquidity 
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UMP is outstanding in this area. It is the most liquidity based on current / quick / cash ratio. 

In terms of the total debt / debt to equity ratio, UMP is the lowest one. The paying debt 

ability is good. From the time to interest ratio, It ranks middle among the three companies. It 

reveals that UMP could invest wisely from debt to generate profits. 

 

2.3 Operation efficiency 

 

Sales 

 

UMP’s revenue has slightly decreased by 1.74% in the year 2020 while increasing by 11.71% 

in the year 2021. The increase in the revenue year 2021 was partly contributed by the visa 

medical examination business due to increasing numbers of residents leaving Hong Kong 

(South China Morning Post, 2021). 

 

Figure 2.3.1 – revenue among three companies between 2019 to 2021 

 

Source: constructed by author 

 

Figure 2.3.2 – sale grow rate among three companies 
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source: constructed by author 

 

 

From figure 2.3.2, EC healthcare sales recorded a steady growth of around 6% during 2020 

and 2021. The worst would be perfect medical. There is decreasing trend from 2020 to 2021 

(-12.18%). 

 

Expense 

 

UMP operation expense includes employee, rental, depreciation and other expense. For 

perfect medical, it didn’t distinguish between professional service and back-office staff. we 

have allocated 50% of manpower costs to employee costs based on industrial practice. UMP 

has been in the industrial average with employee spending and rental. However, the other 

expense in the year 2021 was high when compared to the year 2020. This would affect the net 

profit margin in the year 2021. 
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Other indicators: inventory turnover, account receivable, account payable, payment period, 

cash period and the total asset turnover 

 

Since UMP are running in the network card business, they also hold doctor payment once it is 

collected from insurance companies. As such, the trade creditor already includes the payable 

to the doctor concerning the service delivery to the client, that is the trade. The below formula 

has been adjusted to include professional service in the denominator when calculating the 

payment period of UMP. 
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Cash period 

 

The cash period is high because UMP has relied more on the network card business. As such, 

the customer won’t pay cash for the service rendered. The cash period would be improved if 

the business model shift more to B2C and required payment or even pre-payment before 

rendering the service. 

 

Total asset turnover 

 

UMP can maintain a steady asset turnover (63%-67%). It also meets the peer average where 

EC healthcare is 55% and Perfect medical is 74%. 

 

2.4 Profitability 

 

Below are those factors that measure companies’ profitability. 
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Gross Profit Margin 

 

For clinical chain revenue, the direct cost is not only the cost of good sold (medicine), but 

also involve healthcare professional services cost. As such, the formula has been minus 

professional service as shown in the table above. For perfect medical, it didn’t separate the 

professional service cost from back-office staff cost. Instead, it records the cost of employees 

and manpower. In the above calculation, regarding industrial standards, 50% of the employee 

and manpower cost has been allocated to professional service. 

 

UMP has an improvement in gross profit margins from 54% in the year 2019 to 59% in the 

year 2021. This revealed that UMP has utilized doctor and healthcare professional fees 

effectively and managed the cost of medicine in recent years. However, it is still 7-8% less 

than its competitors EC healthcare and Perfect Medical. There is still room for improvement. 
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UMP has improved operation net profit / net profit and EBITDA margin from the year 2019 

to 2020. However, those factors all dropped in 2021. The net profit margin was 5% in the 

year 2021. It is far lower than perfect medical at 49% and EC healthcare at 11%. 

 

The low-profit margin for UMP 2021 was due to other expenses significantly increasing by 

205.2% from HKD 28.4 million to HKD 86.6 million. The other expense has been 

contributed by impairment of goodwill due to disposal of subsidiary, prepayment, other 

receivable, other expenditure due to expansion and reversal of equity-based payment expense 

in the year 2020 (UMP, 2021). The business decision involved in the disposal of the under-

perform subsidiary may help to increase net profit margins in upcoming years. 

 

Return on Asset / Return on Equity / Equity multiplier 

 

UMP’s Return on Asset (ROA) and Return on Equity (ROE) have increased from 2% to 7% 

and from 3% to 9% respectively from the year 2019 to 2020 while they dropped slightly to 3% 

and 5% respectively in the year 2021. This is also explained by other expenses in the year 

2021 that significantly affected the net profit.  

 

The ROA for UMP (3%) is only one-sixth of Perfect medical (19%) and half of EC 

healthcare (6%). It shows that UMP is not leveraged its asset to generate revenue. This could 

be explained by its low total debt ratio discussed in section 2.2. It is recommended that UMP 

leverage more on its available asset to invest to gain generate more revenue 
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The ROE for UMP (5%) was even far behind the two other companies. It is only one-eighth 

of Perfect medical (42%) and one-third of EC healthcare (14%).  

 

The average ROE rate for S& P 500 companies was 21.88% in the year 2021. A technology 

or retail firm with smaller assets and debt relative to net income normally has an ROE level 

of 18% or more. It is suggested company target its ROE equal to or a little bit above the 

industries (Fernando, 2021). UMP needs to improve the leverage ratio from 1.40 to factors 

comparable to EC healthcare (2.32) and perfect medical (2.16). 

 

Recommendation for the profitability 

 

Throughout the capability analysis, it is found that UMP’s profitability is far less than 

companies in the same industry. It is recommended UMP should leverage more assets and 

borrow more loans to capture new investment opportunities. A new revenue generator could 

be developed by investing in the B2C business segment. 

 

2.5 Growth Ability and Stock Market Prospect Analysis 
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UMP's price-earnings ratio (PE) dropped from 61.64 in the year 2019 to 22.86 in the year 

2021. This factor is near the same as perfect medical with 19.03 in the year 2021. On the 

other hand, the PE ratio for EC healthcare in the year 2021 was 32.19, much worse than UMP. 

 

The dividend yield is 55.06%. Although dividend yield is less than perfect medical with 

99.17%, it is still paid a higher percentage than EC healthcare with 50.47%. 

 

Regarding self-sustainable growth rate, UMP maintained around 90% between 2019 -2021. 

However, both EC healthcare and perfect medical only maintained at 77.8% and 82.14% 

respectively. 

 

Growth capacity and stock market value analysis 

 

UMP's growth capacity level is the most well performed among its peers. It can maintain a 

high dividend yield and its stock is at a reasonable level. 

 

3. Corporate governance - Internal control and Risk Management 
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There were many high-profile corporate being collapsed even though their annual report is 

good. Those corporate collapses not only affected local economy but also international 

communities. Large corporate like RBS could fall into ruin after the financial tsunami in the 

year 2008 as a result of aggressive investment due to short-term bonuses on the traders. 

Enron collapsed as a result of CEO and Financial department setting up special purpose 

entities to hide excessive loss (Mallin, 2016). 

 

It is important to have good corporate governance to safeguard shareholders’ interests. 

 

3.1 UMP’s existing governance 

 

 

a) Chairman and family relationship in some of the Board of Director member 

 

UMP was set up by Dr Sun Yiu Kwong. After IPO in the year 2015, he is the Chairman and 

Chief Executive Officer of the company. As of 30 June 2021, Dr Sun Yiu Kwong holds 

280,920,049 shares, equivalent to 36.2% of the total number of stock 775,350,089 (UMP, 

2021). His son, Dr Sun Man Kin, Michael, being one of the Executive Director hold 2.57% of 

the shares. His son-in-law, Mr Tsang On Yip, Patrick, is one of the Executive Director and 

the remuneration committee hold 0.46% of the shares. 

 

To some extent, UMP is operated by a family-based business. There is an advantage to 

having shareholders directly manage the company for higher decision-making efficiency. 

However, there are still certain concerns without separation of ownership and control. There 

were lots of instances that shareholders with control power may abuse in their daily 

management decision such as overpaying directors with poor performance. Once the 

shareholders act like an owner. They could directly influence the board and the company. The 

power of ownership still returns to the original owners rather than to the company and all 

minority shareholders (Mallin, 2016). 

 

b) The role for the Board in corporate governance function 

 

The board oversees the business, management and strategic direction of the company. It 

delegates daily operations to management. The board and the management collaborate to 
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define various internal control. It doesn’t delegate matters to executive directors, board 

committees or management if the issue significant hinders the board to perform its function 

(UMP, 2021). 

 

The board play important role in corporate governance. This includes setting up and 

reviewing the company’s policies in corporate governance. It plays an important role to 

comply with legal and regulatory requirements, including the listing rules. Besides, the board 

also provide adequate and continuous training and development of directors and senior 

management (UMP, 2021). 

 

c) The structure of the board 

 

The board consist of executive directors and independent non-executive directors. Each of the 

members of the board is subject to retirement from office by rotation and re-election every 

three years. 

 

The board committees have set up four committees below. 

 

i. Remuneration committee:  

 

It is responsible for recommending to the board the structure of all directors and 

senior management remuneration. It also develops a transparent procedure for 

remuneration. On the other hand, the committee assesses the performance of 

executive directors and proposes a remuneration package to the board. In the year 

2021, this committee consist of 2 independent non-executive directors and 1 

executive director. The independence helps to avoid overpaying the 

underperformed executive directors even though some executive directors have 

family relations with chairmen (UMP, 2021). 

 

ii. Nomination committee: 

 

It is responsible to review the structure, diversity and size of the board. It 

recommends the board selects, appoints and re-appoint directors and their 

successors. It also reviews the independence of the independent non-executive 
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director. This committee also consist of 2 independent non-executive directors and 

1 executive director (UMP, 2021). 

 

iii. Audit committee: 

 

It holds regular meetings with the board for effective financial reporting control, 

internal control and risk management. It reviews and makes recommendations 

related to financial statements, reports and accounts, systems of internal control, 

risk management and compliance. It consists of 3 members. All are independent 

non-executive directors (UMP, 2021). 

 

iv. Management committee: 

 

This is a newly established committee in the year 2021 (UMP, 2021). It consists 

of the executive directors. This committee help executes the strategic direction of 

the board to achieve a growth plan. 

 

It is observed that the board is well structured into different committees to separate the 

board’s function. Those committees help define both the board and management structure. 

However, the board size is small, currently 6 executive directors and 3 independent directors. 

Based on the size of the board, some of the members may play more than one role in different 

committees. The best part is that all members of the audit committee are independent non-

executive. This is crucial to maintain independence for internal control purposes. 

 

d) Connected transaction with major shareholders and executive directors 

 

i. Property leasing framework agreement with Rich Point Group 

 

Dr Sun Yiu Kwong, the chair and CEO of UMP, holds 30% Rich Point Group. The group has 

referred to historical rentals paid for the properties to make the agreement fair to the group. 

The annual cap was 4.5 Million while the actual amount payable in the year 2021 was 4.17 

million (UMP, 2021). 

 

ii. Consultation agreement with Dr. Lee Pak Cheung, Patrick, an executive director 
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There was a continuous consultation agreement with Dr Lee Pak Cheung, Patrick with an 

annual cap of 7 million. The actual transaction with the consultant agreement to UMP, was 

4.14 million (UMP, 2021). 

 

iii. Medical Service Framework agreement with CTFE 

 

UMP has entered an agreement with CTFE to provide medical services to CTFE with an 

annual cap of 29 million. The actual amount receivable was 17.49 million. CTFE is a 

substantial shareholder of UMP. Besides, Mr Tsang On Yip, Patrick, an executive director of 

UMP and son-in-law of Dr Sun Yiu Kwong, is also the CEO and director of CTFE (UMP, 

2021). There needs to have more monitoring and control framework to ensure that the 

transaction between UMP and CTFE is fair to both companies. 

 

3.2 Improvement area to mitigate potential risk and challenge 

 

a) Separate team members from the board and management team. The management 

committee should consist of executive directors as those are already the board 

members. 

 

b) Strengthen risk management by setting up a group risk committee. This should cover 

the first line on the operation side and the second line of defence to establish best 

practise and process to strengthen risk management and internal control.  

 

c) Appoint a data protection officer to address potential legal risks: There are increasing 

concerns to protect patients’ data. There was an increasing challenge in data 

protection. The General Data Protection Regulation (GDPR) has been effective in the 

year 2018 as long as it collects data related to people in the EU. There could be huge 

fines for the breach up to 10 million euros (Wolford, 2018). To avoid potential legal 

risk, it is recommended to strengthen data protection with appropriate control 

frameworks. 

 

 

 

 



25 

 

4. Investment project proposal 

 

As mentioned in section 1.2, the UMP group has been actively growing laboratory and 

imaging through acquisition. It made the group become one of the largest providers in Hong 

Kong with 10 services point over a popular areas such as Causeway Bay, Central, Tsim Sha 

Tsui and Mongkok. 

 

On the other hand, UMP established another brand, WeWell healthcare, in the year 2022 

(WeWell Healthcare, 2022). The sales hub online shop currently sells simple checkup 

packages, nutrition services and supplements to attract walk-in customer and turn it into a 

regular customers through membership. It is suggested more accessible point that could be 

exclusive to the “Wewell” member to provide service delivery. To increase accessibility to 

laboratory and imaging, the proposed investment is to implement the multi-purpose medical 

truck to cover the limitation of the current service point. Service provided by the multi-

purpose medical truck includes below: 

 

• Basic imaging and laboratory service 

• Specialist telemedicine service targeting long-term illness customers 

• Diagnostic service immediately provided as referred by Specialist telemedicine 

service 

• Nutrition consultation service 

• B2B2C Sales hub to provide pick up service for the online shop supplement 

 

4.1 project basic information 

Project cost 
amount (per 

thousand) 
remark 

Multi-purpose medical 

truck 
15,000.00 

- Mobile diagnosis unit truck implemented in 

western Kenya in year 2016 costed around USD 

132 452.92 (Dhoot et al., 2018).  

- Assume the truck cost 1.5 million each for 

shipping to HK and as to pricing in year 2022 

- buying 10 trucks 

Software implementation 20,000.00 

- Mobile application development for B2B2C 

sale hub with membership CRM features 

 

- Develop software to have imaging data 

integration from multi-purpose medical truck 
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back to centralized clinical system for data 

analysis and integration 

 

- Refer to 7.4 customized Clinic system around 

6 Million 

- Refer to 7.5 mobile app around 2 Million with 

B2C and CRM functionality  

 

- Develop AI driven laboratory and imaging to 

integrate with digitalize clinic system, aims to 

shorten laboratory test results lead time for 

gimmick.  Budget assume 2 times the clinic 

system customization. That is 6 Million x 2 = 12 

Million 

 

Initial software implementation = 6M + 2M + 

12M = 20 Million 

  
Total cost 35,000.00   

Remaining basic 

information 
value Remark 

Multi-purpose medical 

truck 
5 years 

UMP regular approach for medical equipment 

(note 1) 

Software implementation 3 years 
UMP regular approach for computer and 

software (note 1) 

sales growth rate 12% 
Revenue increase percentage between 2020 and 

2021 

ultimate growth rate 2% 

Assume following inflating growth rate 2% as at 

year 2021 

(Hong Kong’s Information Services 

Department, 2021) 

EBITDA 21% EBITDA / revenue (UMP,2021) 

Operation period 146 Ratio in 2021 (UMP, 2021) 

Cash period 58 

Current business model is mainly with B2B, not 

include too much on B2C. This lead to long 

account receivable from insurance company 

(UMP, 2021)  

Expected cash period for 

the new businesses 
 29 

Focusing on B2C (assume the cash period 

would be improved by discounting 50%) 

Note 1：Source from UMP annual report (UMP, 2021) 
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4.2 First year revenue 

 

 

4.3 Net profit calculation 
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4.4 Cash flow calculation 

 

4.5 ARR calculation 

 

 

 

4.6 NPV calculation 
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4.7 Payback period and IRR 

 

 

4.8 Investment appraisals 

 

From the data analysis, the new multi-purpose medical trucks business is going to pay back in 

7 years and 4 months and the net present value is also positive. Therefore, the project 

investment is a positive return. This helps the group to develop B2C membership and on the 

other hand increase penetration to some other non-popular residential areas, especially in the 

north new territory. This also serves new business sources to diversify its B2B network card 

business and is expected to reduce the cash period. 

 

4.9 New project appraisal methods for analysis 

 

i. ARR: 12.80%. It is much higher than ROA 3% in year 2021. This will help 

improve the ROA in short term to reach the industrial average.  

ii. IRR: 11.53%. It is much higher than current ROA 3% in year 2021 

iii. The net present value is 27.13 million. 

 

Since the projects last for 15 years, it is not only to resolve the profit-based problem but more 

cash flow based in a time series fashion. As such, it is simpler and more relevant to make use 

of IRR for measures. 
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5. Financing and capital requirement 

 

UMP need to invest with cash of 35 million (about 5.62% of 2021 revenue). We are going to 

analyse the different forms of financing. 

 

  

1. Cash payment: cash ratio for UMP is high when compared to EC healthcare and 

Perfect medical. With this investment settled by cash, the cash ratio only dropped a 

bit. That is (293,974 – 35,000) / 222,760 =1.16. It is still much more liquidity than the 

two other companies. 

 

ROA would also be increased in this project if existing cash could be utilized. 

However, UMP still has leveraged financial facilities to generate revenue. It is 

suggested to make use of 5 million of cash and the other 30 million could be acquired 

by increasing financing debt. As such, cash ratio become (293,974 – 5,000) / (222,760 

+ 30,000) = 1.14. 

 

2. Issue marketable corporate bond: The yield rate for a 10-year Hong Kong government 

bond is 3% (Trading Economics, 2022). On the other hand, UMP holds other 

corporate bonds as debt investments with short-term fixed maturity dates between 

2022 and 2023 (2020: 2020 and 2023) and fixed interest rates ranging from 4.25% to 

8.5% per annum (2020: 4.25% to 8.5% per annum) (UMP, 2021). Taking reference to 
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this market interest rate, it is suggested to 10-year corporate bond long-term debt 

lower the interest rate to 4%. 

 

The pros of this approach are to lock the yield rate and this ensures that the cash flow 

could be maintained until the project reach a payback period of 7 years 4 months. The 

cons for this approach is to ensure there is a market to buy the bond despite the 

company is not popular. There is a potential risk of no buyers for the captioned bond. 

  

This is not recommended as the funding is quite difficult to obtain. 

  

3. Bank loan: HKD-denominated corporate loans could be fixed or floating and 

normally based on HIBOR or PRIME rate.  According to the HKMA study, the 

average maturity of loan size 10 -100M is 30 months. The average loan spread is 

1.5% on top of HIBOR in this loan amount range (Wu, M. and Liu, Z, 2020). As of 26 

Aug 2022, the HIBOR rate is 1.81% (HSBC website, 2022). The interest rate would 

be 1.5 + 1.81 (around 3.3%) and is volatile. 

 

The pros of this approach are those corporate loans could be revolving after maturity. 

It is more feasible to start a shorter tender like 2 years and revolve based on the needs.  

  

The cons of this approach are the interest rate for the bank loan is expected to increase 

with the interest rate cycle. It is hard to predict the cost throughout the loan tenure. 

 

Recommendation: 

 

A bank loan is recommended as a source of financial funding. Based on section 4.4, it 

is projected that the project will generate a cash flow of 8.39 million in the first 2 

years. It allows us to review 2 years later whether it is still required to revolve the loan 

based on the related liquidity and solvency measure. Also, if the interest rate increases 

to a certain point that is much higher than ROA (currently 3%), the loan won’t 

revolve and use the existing cash to settle the outstanding loan.   

  

It is recommended to borrow 30 million with a 2-year maturity and 5 million taken from 

existing cash on hand to fund the project. Although it is projected cash ratio still maintains 
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1.16 if we take out all cash for this investment, the bank loan is to ensure the company is still 

of good sign in case there is a worse case situation where the new business needs more cash 

than it is projected. 

 

 

6. Conclusion and Recommendation 

 

UMP is financial health in the liquidity, and operation efficiency. Its profitability is behind 

the industries. This could be explained by low leverage on assets. The investment proposal 

not only helps to develop the B2C area to diversify the current portfolio in the B2B business 

segment but also to improve the cash period and the return on assets. 

 

6.1 Recommendation 

 

It is recommended that the investment project should be finished in the first 5 months starting 

October 2022. The new business is expected to go live on March 2023. As such, there would 

be 4 months to reflect the cash flow and revenue before the fiscal year end of June 2023. 

 

 

 

Two major measurements need to ensure the project finance and its benefit is realized. The 

measurement is illustrated in the lowest section of figure 6.1 Gantt Chart. First, the capital 
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spending needs to be tracked from Oct 2022 based on software development progress. Total 

investment as of March 2023 should be 3.5M as budgeted in this project. Second, KPI on 

revenue, cost and cash flow should be checked against pro-rated projected figures at the end 

of May (one quarter after the business launch). This is to ensure that the project benefit is 

realized. In case there are discrepancies with project return, management could be stepped in 

and identify a potential mitigation plan to regain revenue and cash flow. 
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7. Appendix 

 

7.1 Balance Sheet figures extracted from Annual report from UMP, EC healthcare 

and Perfect Medical 
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7.2 Income statement figures extracted from Annual report from UMP, EC 

healthcare and Perfect Medical 
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7.3 Financial ratio calculated from balance sheet and income statement from UMP, 

EC healthcare and Perfect Medical 
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7.3 Stock price used to calculate Z-scope 
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7.4 Vendor quotation reference – Clinic system enhancements 
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7.5 Vendor quotation reference – Mobile App 
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7.6 UMP Financial statement with 2020/2021 figures 
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