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Overview

Papa Medical Inc. ("the Company") has filed an amended registration statement for its Initial Public Offering

(IPO) on the Nasdaq Capital Market under the ticker "PAPA". The Company positions itself as an end-to-end

"Hemp dosing solution provider" in the U.S., specializing in the research, development, and manufacturing

of Hemp cannabinoid E-vapor products on an Original Design Manufacturer (ODM) basis.

The offering seeks to raise approximately $5.0 million by offering 1,250,000 shares of Class A Common

Stock at an estimated price of $4.00 per share.

While the Company demonstrates significant top-line revenue growth in a burgeoning market, this report

identifies several critical risk factors that overshadow the opportunity. These include:

Extreme Concentration of Control:  Post-IPO, CEO Jian Hua will control over 94%  of the Company's

voting power through a dual-class share structure, rendering minority shareholders powerless.

Significant Conflicts of Interest:  The CEO also controls a key supplier, Shenzhen Feellife, from

which the Company made substantial purchases, raising serious questions about governance and

pricing fairness.

Severe Regulatory Uncertainty:  The business operates in the highly volatile and legally ambiguous

U.S. hemp cannabinoid market, which is subject to potential adverse changes in federal and state

laws (e.g., the Farm Bill).

Substantial Investor Dilution:  New investors will face immediate and substantial dilution of $3.81

per share, or 95%  of their initial investment.

The investment proposition is a high-risk venture into a speculative market, compounded by significant

governance and control issues that heavily favor the incumbent majority shareholder.

Company Overview

Business Model:  Papa Medical operates as a full-cycle provider in the Hemp cannabinoid and consuming

E-vapor industry. Its primary business is designing and manufacturing e-vapor products for other brands



(ODM), which are then sold under the customers' names, though they may feature Papa Medical's

"Cannapresso" branding.

Core Technologies:

AiMesh® Technology:  An AI-driven system for precise temperature and wattage control in

vaporizers, aimed at optimizing dosing and preserving the integrity of sensitive compounds like

terpenes.

feelmixX® Technology:  A proprietary method for blending CBD and E-vapor oils to enhance flavor

and user experience.

NHNB™  (No Heat No Burn):  An emerging technology using ultrasonic waves instead of heat for

vaporization, intended to reduce harmful byproducts.

Geographic Focus:  The vast majority of the Company's revenue (89.1%  in 2024) is generated from North

America, concentrating its exposure to the U.S. regulatory landscape.

Offering Details

Security:  1,250,000 shares of Class A Common Stock.

Price:  Estimated at $4.00 per share.

Gross Proceeds:  $5.0 million (before underwriting discounts).

Net Proceeds:  Approximately $4.15 million.

Use of Proceeds:

30%  for R&D.

30%  for upgrading plant and facilities.

25%  for sales and marketing.

15%  for working capital.

Underwriter:  US Tiger Securities, Inc.

Lock-up Period:  Six months for all existing shareholders, directors, and officers.

Financial Analysis

The Company's financials show a pattern of rapid revenue scaling but deteriorating profitability.

Metric
FY

2024

FY

2023
Change

Q1 2025

(Unaudited)

Q1 2024

(Unaudited)
Change

Revenues $37.7M $25.3M +49.0% $17.9M $8.6M +107.3%

Gross Profit $9.4M $6.4M +46.5% $4.0M $2.2M +84.3%

Operating

Income
$1.0M $2.1M -50.9% $0.9M $0.5M +94.7%

Net Income $0.86M $1.52M -43.1% $0.79M $0.31M +152.5%

Key Observations:

Strong Revenue Growth:  The top-line growth is impressive, indicating strong market demand for its

products, particularly in the U.S.



Profitability Pressure:  The sharp decline in operating and net income in FY 2024 was driven by

operating expenses (up 94%) growing nearly twice as fast as gross profit (up 47%). This suggests

challenges with scaling operations efficiently or a heavy investment in marketing and G&A to fuel

growth.

Customer Concentration:  The Company is highly dependent on a small number of customers, with

two clients accounting for 56.7%  of total revenue in 2024. The loss of either would be materially

adverse.

Key Risk Assessment

The investment thesis is subject to severe and multi-faceted risks.

Corporate Governance and Conflicts of Interest

Dual-Class Structure & Absolute Control:  The Company employs a dual-class share structure

where Class B shares (held exclusively by CEO Jian Hua's entity) carry 5 votes per share versus 1

vote for Class A shares. This will grant Mr. Hua 94.87%  of the total voting power post-IPO, making

the Company a "controlled company" and eliminating any meaningful influence for public

shareholders.

Related-Party Transactions:  The Company purchased $4.2 million in materials and services from

Shenzhen Feellife in 2024, a company also controlled by CEO Jian Hua. This relationship creates a

profound conflict of interest regarding pricing, quality, and service terms, which may not be at arm's

length.

"Controlled Company"  Exemptions:  As a controlled company, Papa Medical is exempt from key

Nasdaq governance rules, including the requirement for a majority-independent board and an

independent nominations committee.

Regulatory and Legal Risks

Hemp Industry Instability:  The legality of Hemp-derived cannabinoids like Delta-8 THC is

contentious. The 2018 Farm Bill is subject to reauthorization and potential amendments that could

redefine "hemp" to exclude the Company's key products, rendering them illegal at the federal level.

FDA and State Enforcement:  The FDA has not approved any of the Company's products and has

issued warnings to similar companies for making health claims or for safety concerns. State-level

regulations are inconsistent and can change rapidly, with some states already banning synthetic

cannabinoids.

Shipping and Logistics (PACT Act):  The PACT Act heavily restricts the shipment of all vapor

products, including hemp-based ones, through the USPS and has led major private carriers (FedEx,

UPS) to cease such deliveries. This materially impacts the logistics and cost of online and interstate

sales.

Investment and Offering Risks

Immediate and Substantial Dilution:  New investors purchasing shares at $4.00 will see their

investment immediately diluted to a pro forma net tangible book value of just $0.19 per share, an

instant loss of 95.3%  on paper.

Small Public Float & Volatility:  The small size of the offering may result in a limited public float,

leading to low trading liquidity and high price volatility.



Conclusion

Papa Medical Inc. presents as a high-growth entity operating in the speculative and rapidly expanding hemp

e-vapor market. Its proprietary technology and end-to-end business model are notable strengths.

However, the investment case is critically undermined by severe structural issues. The absolute control

wielded by CEO Jian Hua, coupled with significant and opaque related-party transactions, presents an

unacceptable level of governance risk for a public company. Minority shareholders will have no recourse or

influence. Furthermore, the business is built on a precarious regulatory foundation that could be dismantled

by legislative or administrative action in its primary market.

Considering the extreme dilution, governance concerns, and existential regulatory threats, this offering is

suitable only for investors with the highest possible risk tolerance and who are comfortable with a near-total

lack of shareholder rights.


