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Running as promised in the first six months
Top-line increase driven by new MSRs and +50% prescriptions
H1 2018 sales were €2.7m, doubling H1 2017 sales. Medical Sales Representatives MSRs as of June 2018 were 65, vs. 58 at year-end 2017. EBITDA was €0.3m (10% margin),
EBIT was at breakeven. The net result of the six months was a €0.2m loss.
TWC increased by nearly 50% to €1.2m, driven by a strong increase in inventory.
Net debt at June 30th was €0.8m, equity was €4.2m.

OUTPERFORM
Current Share Price (€): 6.95
Target Price - diluted (€): 8.33

New products underway, continued R&D

Kolinpharma - Performance since IPO

Kolinpharma is developing new nutraceuticals and a medical device, the latter jointly
with a manufacturer. The launch of the device is expected in H1 2019, due to the time
required for obtaining the CE marking.
R&D activities in collaboration with University of Pavia and University of Calabria are
ongoing. A new scientific research contract has been entered with University La
Sapienza, Rome, focused on clinical trials to test the effectiveness of marketed products.
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IT0005322950
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KIP IM
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KIP.MI
Share Price (€)
6.95
28/09/2018
Date of Price
Shares Outstanding (m) - excluding PAS
1.5
Market Cap (€m)
10.1
Market Float (%)
31.7%
Daily Volume (08/10/2018)
0
Volume of last trade (28/09/2018)
2,400
Avg Daily Volume YTD
1,193
Target Price (€)
Upside (%)
Recommendation

8.33
20%
OUTPERFORM

Share price performance
Kolinpharma - Absolute (%)
FTSE AIM Italia (%)
1Y Range H/L (€)
YTD Change (€)/%

1M
1.5%
-1.3%

3M
0.0%
-6.0%
7.14
n.a.

1Y
n.a.
n.a.
6.65
n.a.

Source: S&P Capital IQ

We deem H1 2018 results as overall consistent with our year-end projections. According
to Management, based on orders received, H2 revenues are expected to be even higher.
We have maintained our projections, on the general underlying assumption that H2 and
2019 would bring operating cash flow sufficient to offset cash used in H1.
Trading update
In the first months since IPO on AIM Italia, occurred in March 2018, Kolinpharma’s shares
have traded in the range €6.65-7.14, in line with the offer price of €7.0 per share. Share
price performance is also in line with the FTSE AIM Italia index. Trading volumes have
been somewhat limited.
Target Price €8.33 per diluted share (from €8.54), OUTPERFORM rating confirmed
Near-term market multiples are at a discount to peers (ranging from 25% to 40%), in our
view justified by the Company’s small size, recent history, ongoing investment cycle.
Our updated DCF model yields a Target Price of €8.33 per diluted share (assuming the
full conversion of PAS - Price Adjustment Shares into ordinary shares consistently with
our estimates), from €8.54 per share, with a potential upside of 20% on current share
price.
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New MSRs and prescriptions boost H1 2018 revenues

Bank credit facilities extended

H1 2018 sales were €2.7m, doubling H1 2017 sales, after prescriptions increased
by 50%. According to Management, based on orders received, H2 revenues are
expected to be even higher.
As of June 2018, Medical Sales Representatives - MSRs were 65, vs. 58 at year-end
2017. Headcount increased from 13 employees in H1 2017 to 24 in H1 2018, due
to hiring of new employees and MSRs. As a consequence, personnel cost doubled
too.
EBITDA was €0.3m (10% margin), compared to €0.1m in H1 2017 (7.5% margin).
EBIT was at breakeven. The net result of the six months was a €0.2m loss, same
level of H1 2017.
TWC increased by 49% to €1.2m, from €0.8m at year-end 2017, driven by a strong
increase in inventory (+66%).
Net debt at June 30th was €0.8m, decreased by €1.7m compared to year-end 2017.
New bank credit facilities have been agreed: a non-recourse factoring contract
with Banca Ifis up to €2m, an expansion of the recourse portfolio line up to €0.6m,
a bank loan agreement of €0.5m by Banca BPM, a bank loan agreement of €0.5m
by Intesa Sanpaolo.
Equity as of June 30th was €4.2m.
Profit and Loss

Strong top line increase

Operating profitability up to 10%
of sales

Source: Company data
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Balance Sheet

Source: Company data

Cash Flow

Source: Company data

Ratio analysis

Source: Company data
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R&D is the vital nourishment for Kolinpharma’s growth
Medical device to be launched in
H1 2019
Continued scientific research
with Italian universities

Kolinpharma is developing new nutraceuticals and a medical device, the latter
jointly with a manufacturer. The launch of the device has been postponed to H1
2019 due to the time required for obtaining the CE marking.
In the first half of the year the Company has also continued its R&D activities in
collaboration with University of Pavia and University of Calabria, and has
completed the clinical study on the Xinepa product that confirmed clinical efficacy
for the treatment of peripheral neuropathies.
A new scientific research contract has been entered with University La Sapienza,
Rome, focused on clinical trials to test the effectiveness of marketed products.

Business update
New supplier

Assistant international manager
hired

A new manufacturing contract has been entered with Nutrilinea Srl, an Italian
contractor company producing food supplements, in order to diversify the
portfolio of producers and optimize manufacturing costs.
To support internationalization activities, the Company has hired an assistant
international manager, who has the task of studying the regulation of foreign
countries, the timing of the product notification procedure by foreign Ministries of
Health and the market opportunities.

Valuation
We deem H1 2018 results as overall consistent with our year-end 2018 projections.
Accordingly, we have left our projections unchanged and we have updated the
valuation. The general underlying assumption is that H2 and 2019 would bring
operating cash flow sufficient to offset cash used in H1.

Discounted Cash Flows
DCF assumptions updated:
- Risk free rate: 1.7% (Italian 10-year government bonds interest rate - 3Y
average. Source: Bloomberg, October 2018)
- Market return: 13.9% (3Y average. Source: Bloomberg, October 2018)
- Market risk premium: 12.2%
- Beta: 0.9 (KPH’s Beta, unchanged compared to our prior note, in
consideration of low trading volumes of sector companies. Source:
Bloomberg, April 2018)
- Cost of equity: 12.7%
- Cost of debt: 4.3% (Source: implicit L/T bank debt rate, assumed stable)
- Tax rate: 24% (IRES)
- 30% debt/(debt + equity) as a sustainable target capital structure considering
the opportunity for KPH to finance at least NWC (around 22% of expected

3

Net Invested Capital in our 2020 estimates)
- WACC 10%
- Perpetual growth rate after explicit projections: 2%
- Terminal Value assumes an EBIT margin of 17% (mean and median EBIT
margin expected in 2018, from the sample of comparable listed companies,
underperforming companies excluded)
DCF Valuation

Source: EnVent Research

Target Price
The updated DCF valuation model - that implies the full conversion of PAS into
ordinary shares - yields a Target Price of €8.33 per diluted share (from €8.54 per
share), with a potential upside of 20% on the current share price. As a
consequence, we confirm our OUTPERFORM recommendation on the stock.
The undiluted Target Price would be €9.36 per share - under the assumption of
unreached financial targets and cancellation of PAS, with a potential upside of 35%
on the current share price. However, in case of unreached financial targets and
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cancellation of PAS, a revision of estimates and a value adjustment downwards can
be expected.
Kolinpharma Price per Share
Target Price - diluted
Target Price - undiluted
Current Share Price (08/10/2018)
Premium (Discount) on diluted TP
Premium (Discount) on undiluted TP
Source: EnVent Research

Please refer to important disclosures
at the end of this report.

5

€
8.33
9.36
6.95
20%
35%

Market update
Kolinpharma - Share price performance and trading volumes since IPO
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Pharma and nutraceutical AIM Italia companies - Market performance
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FTSE AIM Italia Index

Investment case
Company
Kolinpharma SpA (KPH), listed on AIM Italia in March 2018, is an Italian company which
develops, produces and markets nutraceutical products, all made of natural ingredients, with
the purpose of helping to prevent or cure diseases.
2017A Sales: €4.1m - 2014-17A CAGR 202% - Geographical breakdown: Italy 100% Employees: 24 (June 2018) - Medical Sales Representatives: 65 (June 2018)

Drivers
Global and domestic industry drivers
Nutraceuticals continue to gain ground. The global nutraceutical industry has so far
experienced exceptional growth rates. Growth of the nutraceutical market is driven by an
aging population, rise in disposable income, increasing healthcare awareness, and higher
occurrence of allergies/intolerance. Nutraceuticals are expected to play a central role in
prevention, especially by mitigating the effect of lifestyle-related diseases in aging population.
Consumers share the perception that the onset of many chronic diseases can be prevented
with intake of proper nutritious supplements.
Ageing/healthy ageing. The life expectancy increase is and will continue to boost demand for
medical treatments, health care services and nutritional products.
Global middle class population growth. The observed and still expected global growth of
middle class population will increase demand for all goods and services associated with a
healthier lifestyle.
Increasing opportunity to divert spending from medical services to nutrition and wellness.
As a consequence of both policy-making and shifting of consumers’ lifestyle choices, there is a
consensus of an increasing switch from medical services to nutrition and wellness
expenditure.
Pharmacies decreasing price/margins for traditional medical prescriptions. In Italy, as well as
in other countries in the western world, nutraceuticals represent a suitable alternative to
traditional prescription drugs which deliver gradually decreasing margins for pharmacies.
Nutraceutical market in Italy. According to IMS Health Italia (a pharma marketing consultant),
in 2014 spending in nutraceutical products in Italy was €2.4bn, with a growth rate of 8.2% (vs.
7.2% in the rest of Europe). The market continued to rise, reaching €2.7bn in 2016, and is
expected to reach €3.7bn by the end of 2020 (Source: IMS Health, Multichannel view, 2016).
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Company drivers
A product portfolio marketable to the medical profession. Quality and Innovation are a must
have to enter a crowded market and gain market share. Differently from most competitors,
KPH was established with a mission to operate in the nutraceutical market functioning as a
pharma company, rather than a simple nutritional supplements player.
Nutraceutical products are perceived as “lighter” and more natural with respect to drugs.
Advertising can be effective, but physicians play a crucial role with their recommendation to
patients. An exhaustive explanation of the effects of nutraceuticals by a physician is seen as a
crucial factor in order to generate customer/patient retention (Source: Quintiles IMS Italy,
2017).
Quality recognized by physicians. KPH has established agreements with the University of
Pavia and the University of Calabria. The Company currently owns four Italian patents, others
are pending, and all products are certified Kosher and Halal. The fast growth experienced in
the first four years of the Company’s life proves its appreciation by the medical profession,
which is a key source of sales.
A skilled and valuable affiliated salesforce. The presence of skilled and successful Medical
Sales Representatives (MSR) is a key driver to be successful in the industry. In order to
operate with first class professionals and to affiliate them, KPH, for its exclusive salesforce,
only seeks graduated MSRs. The fast growth of prescriptions per MSR reflects the quality of
their communication.
Certifications are a distinctive factor. KPH is an ISO 9001 (Quality Management) and ISO
22000 (Food Safety Management) certified company and is pending to be ISO 13485 (Medical
Devices) certified. Moreover, KPH’s products have the following certifications and
endorsements: Italy Kosher Union, Dairy-Free, Lactose-Free, Halal, Play Sure Doping-Free, UCI,
ECS. All KPH’s product packaging can be also read in Braille.
Management experience. The CEO and founder’s industry experience were gained in large
pharmaceutical companies and the organization was modeled according to pharma
companies best practices.

Challenges
Low barriers to entry and pricing trends. The nutraceutical industry has relatively low barriers
to entry. New competitors can enter the marketplace without significant obstacles. Since
purchase decisions are normally addressed by physicians and pharmacies, new large
competitors might offer underpriced specialties in order to capture market share or as a
strategic decision, affecting the industry’s margins as a whole.
Pharma giants entering the competitive arena. Should nutraceuticals confirm their growth
rate observed in the past years, more and more pharmaceutical companies will invest in this
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industry, capitalizing on the average small size of its operators. Increasingly intense rivalry
coupled with attractive profit margins might bring to a wave of market consolidation.
Consequently, it will become crucial for well-established players to act quickly in acquiring
additional portfolios for their product range. Large promotion and advertising budgets,
unaffordable by smaller companies, will follow suit. Pharma companies could then easily gain
market share by squeezing existing players out.
Regulatory changes. More limitations or a tightening of laws regulating the nutraceutical
industry could require unexpected investment and other expenses on behalf of current
operators which could even end-up altering the competitive arena.
Supply chain. All along the supply chain, KPH presently has some sole suppliers, with
consequent risks which should be mitigated by selecting additional suppliers.
Agreements among drugstores. Pharmacies cooperate in order to increase their bargaining
power towards wholesalers to face lower prices (which, in turn, could decrease the final price
indicated by nutraceutical companies towards wholesalers).
Pharmacies moral suasion towards end-users. Pharmacies may sway end-users’ decisions in
towards products which guarantee better margins.
Salesforce retention. KPH relies on its network of MSRs, who play a key role in driving sales
and profitability. KPH’s capability to attract and retain salespeople who can create a valueadded relationship with physicians is critical. As such, after recruiting the best competencies
on the market, the Company faces the challenge of motivating and rewarding the sales team.
In addition, the industry’s continuous growth could raise the cost of retaining top performing
Medical Sales Representatives.
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DISCLAIMER (for more details go to www.enventcapitalmarkets.co.uk under “Disclaimer”)
This publication has been prepared by Luigi Tardella and Viviana Sepe, Analysts on behalf of the Research & Analysis Division of
EnVent Capital Markets Limited (“EnVentCM”). EnVent Capital Markets Limited is authorised and regulated by the Financial Conduct
Authority (Reference no. 651385). Italian branch registered number is 132.
According to article 35, paragraph 2b of AIM Italia Rules for Companies (Regolamento Emittenti AIM Italia/Mercato Alternativo del
Capitale), EnVentCM has been commissioned to produce Equity Research, and particularly this publication, for the Company by
arrangement with Banca Aletti, the broker (specialist according to AIM Italia Rules) engaged by the Company.
This publication does not represent to be, nor can it be construed as being, an offer or solicitation to buy, subscribe or sell financial
products or instruments, or to execute any operation whatsoever concerning such products or instruments. This publication is not,
under any circumstances, intended for distribution to the general public. Accordingly, this document is only for persons who are
Eligible Counterparties or Professional Clients only, i.e. persons having professional experience in investments who are authorized
persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 and COBS 4.12 of the FCA’s New
Conduct of Business Sourcebook. For residents in Italy, this document is intended for distribution only to professional clients and
qualified counterparties as defined in Consob Regulation n. 16190 of the 29th October 2007, as subsequently amended and
supplemented.
EnVentCM does not guarantee any specific result as regards the information contained in the present publication, and accepts no
responsibility or liability for the outcome of the transactions recommended therein or for the results produced by such transactions.
Each and every investment/divestiture decision is the sole responsibility of the party receiving the advice and recommendations,
who is free to decide whether or not to implement them. The price of the investments and the income derived from them can go
down as well as up, and investors may not get back the amount originally invested. Therefore, EnVentCM and/or the author(s) of
the present publication cannot in any way be held liable for any losses, damage or lower earnings that the party using the
publication might suffer following execution of transactions on the basis of the information and/or recommendations contained
therein.
The purpose of this publication is merely to provide information that is up to date and as accurate as possible. The information and
each possible estimate and/or opinion and/or recommendation contained in this publication is based on sources believed to be
reliable. Although EnVentCM makes every reasonable endeavour to obtain information from sources that it deems to be reliable, it
accepts no responsibility or liability as to the completeness, accuracy or exactitude of such information and sources. Past
performance is not a guarantee of future results.
Most important sources of information used for the preparation of this publication are the documentation published by the
Company (annual and interim financial statements, press releases, company presentations, IPO prospectus), the information
provided by business and credit information providers (as Bloomberg, S&P Capital IQ, AIDA) and industry reports.
EnVentCM has no obligation to update, modify or amend this publication or to otherwise notify a reader or recipient of this
publication in the case that any matter, opinion, forecast or estimate contained herein, changes or subsequently becomes
inaccurate, or if the research on the subject company is withdrawn. The estimates, opinions, and recommendations expressed in
this publication may be subject to change without notice, on the basis of new and/or further available information.
EnVentCM intends to provide continuous coverage of the Company and financial instrument forming the subject of the present
publication, with a semi-annual frequency and, in any case, with a frequency consistent with the timing of the Company’s periodical
financial reporting and of any exceptional event occurring in its sphere of activity.
A draft copy of this publication may be sent to the subject Company for its information and review (without target price and/or
recommendation), for the purpose of correcting any inadvertent material inaccuracies. EnVentCM did not disclose the rating to the
issuer before publication and dissemination of this document.
This publication, nor any copy of it, can not be brought, transmitted or distributed in the United States of America, Canada, Japan or
Australia. Any failure to comply with these restrictions may constitute a violation of the securities laws provided by the United
States of America, Canada, Japan or Australia.
EnVentCM is distributing this publication as from the date indicated on the front page of this publication.
ANALYST DISCLOSURES
For each company mentioned in this publication, all of the views expressed in this publication accurately reflect the financial
analysts’ personal views about any or all of the subject company (companies) or securities.
Neither the analysts nor any member of the analysts’ households have a financial interest in the securities of the subject company.
Neither the analysts nor any member of the analysts’ households serve as an officer, director or advisory board member of the
subject company. Analysts' remuneration was not, is not or will be not related, either directly or indirectly, to specific proprietary
investment transactions or to market operations in which EnVentCM has played a role (as Nomad, for example) or to the specific
recommendation or view in this publication. EnVentCM has adopted internal procedures and an internal code of conduct aimed to
ensure the independence of its financial analysts. EnVentCM research analysts and other staff involved in issuing and disseminating
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research reports operate independently of EnVentCM Capital Market business. EnVentCM, within the Research & Analysis Division,
may collaborate with external professionals. It may, directly or indirectly, have a potential conflict of interest with the Company and,
for that reason, EnVentCM adopts organizational and procedural measures for the prevention and management of conflicts of
interest (for more details go to www.enventcapitalmarkets.co.uk under “Disclaimer” and “Procedures for prevention of conflicts of
interest”).
MIFID II DISCLOSURES
Kolinpharma S.p.A. (the “Issuer or the “Company”) is a corporate client of Envent Capital Markets. This document, being paid for
by a corporate Issuer, is a Minor Non-monetary Benefit as set out in Article 12 (3) of the Commission Delegated Act (C2016) 2031.
This note is a marketing communication and not independent research. As such, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and this note is not subject to the prohibition on
dealing ahead of the dissemination of investment research.
CONFLICTS OF INTEREST
In order to disclose its possible conflicts of interest, EnVentCM states that it acts or has acted in the past 12 months as Nominated
Adviser (“Nomad”) and Global Coordinator to the subject Company on the AIM Italia-Mercato Alternativo del Capitale, a Multilateral
Trading Facility regulated by Borsa Italiana (for more details go to www.enventcapitalmarkets.co.uk under “Disclaimer” and
“Potential conflicts of interest”).
CONFIDENTIALITY
Neither this publication nor any portions thereof (including, without limitation, any conclusion as to values or any individual
associated with this publication or the professional associations or organizations with which they are affiliated) shall be reproduced
to third parties by any means without the prior written consent and approval from EnVentCM.
VALUATION METHODOLOGIES
EnVentCM Research & Analysis Division calculates range of values and fair values for the companies under coverage using
professional valuation methodologies, such as the discounted cash flows method (DCF), dividend discount model (DDM) and
multiple-based models (e.g. EV/Revenues, EV/EBITDA, EV/EBIT, P/E, P/BV). Alternative valuation methodologies may be used,
according to circumstances or judgement of non-adequacy of most used methods. The target price could be also influenced by
market conditions or events and corporate or share peculiarities.
STOCK RATINGS
The “OUTPERFORM”, “NEUTRAL”, AND “UNDERPERFORM” recommendations are based on the expectations within 12-month
period of date of initial rating (shown in the chart on the front page of this publication). Equity ratings and valuations are issued in
absolute terms, not relative to market performance.
Rating rationale:
OUTPERFORM: stocks are expected to have a total return of at least 20% in the mid-term;
NEUTRAL: stocks are expected to have a performance consistent with market or industry trend and appear less attractive than
Outperform rated stocks;
UNDERPERFORM: stocks are among the least attractive in a peer group;
UNDER REVIEW: target price under review, waiting for updated financial data, or other key information such as material
transactions involving share capital or financing;
SUSPENDED: no rating/target price assigned, due to material uncertainties or other issues that seriously impair our previous
investment ratings, price targets and earnings estimates;
NOT RATED: no rating or target price assigned.
The stock price indicated is the reference price on the day indicated as “Date of Price” in the table on the front page of this
publication.
DETAILS ON STOCK RECOMMENDATION AND TARGET PRICE
Date
18/04/2018
08/10/2018

Recommendation
OUTPERFORM
OUTPERFORM

Target Price (€)
8.54
8.33

Share Price (€)
7.05
6.95
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