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Valuation basis Implied FY17F P/E (X) HKD m HKD/ share
Winteam Pharm DCF, WACC =9.6%; g =3% 18.7 822 3.0% 0.19 3.0%
Tongjitang Medicine DCF, WACC =9.4%; g =3% 18.8 3,275 12.1% 0.74 12.1%
Tianjiang Pharm Target P/E multiple at 23.9x 239 22,936 84.8% 5.18 84.8%
Apply a 5% discount on its subtotal 27,033 100.0% 6.10 100.0%

SOTP total 18.7 25,682 [ 5.g0| ¢ Tp

PEG 0.94
FA R MR, BEIEE (F8) FRH
B3FELTPESHLEESRER
3-mth P/E P/E Divyld Divyld P/B P/B
Mkt cap avgt/o P/EFY15 FY16F FY17F  3-Yr EPS FY15  FY16F FY16 FY17F Consensus Target P/E
Company Ticker Rating Price (US$m) (US$m) (x) (x) (x) Cagr (%) PEG (x) (%) (%) (x) (x) TP (FY17F)
Adjusted sector median* 19.4 16.3 15.0 15.6 12 2.1 17 19 2.0 16.6
China Shineway 287THK Non-rated 8.70 926 0.6 9.6 23 B7 (13.8) N/A 45 58 17 14 748 ns
Trad Chi Med 570 HK BUY 412 2,351 4.0 16.8 u1 2.0 w2 0.82 15 2.0 141 122 4.80 14.0
Tong Ren Tang-H 1666 HK Non-rated 1.8 2,338 16 29.9 254 223 150 170 12 15 3.2 2.81 16.00 251
Tongrentangcm 8138 HK Non-rated 1100 1185 0.6 220 8.6 6.3 152 122 N/A 15 N/A 3.62 13.33 9.8
Consun Pharmaceu 1681HK Non-rated 4.50 564 0.3 16.0 13 8.9 30.8 043 3.0 N/A 2.38 N/A 6.04 n9
Universal Health 221 HK Non-rated 0.29 90 05 6.4 N/A N/A N/A N/A N/A N/A 0.22 N/A N/A N/A
Purapharm Corp L 1498 HK Non-rated 3.79 10 0.3 276 9.8 9.8 16.0 123 21 N/A 192 N/A 3.70 9.3

* Qutliners and "N/A" entries are in red and excl. from the calculation of averages
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Guosen  Actual old New old New
Year ended Dec (RMBm) FY15 FY16F FY16 Diff FY17F FY17F Diff FY18F FY18F Diff
Winteam (OTC Chinese medicine) 1,175 912 906 -0.7% 962 955  -0.7% 1,015 1,008 -0.7%
Y-o0-y change 0% -22% -23% 5% 5% 6% 6%
Tongjitang (OTC Chinese medicine) 1,555 1,274 1,269 -0.4% 1,443 1,383  -4.2% 1,658 1,556 -6.1%
Y-0-y change 5% -18% -18% 13% 9% 15% 13%
Guizhou Zhongtai (Blood products) N/A N/A N/A N/A N/A N/A N/A
Y-o0-y change (discontinued)
Tianjiang Pharm (JT Pharm) (Concentrated granules) 979 4,503 4,359 -3.2% 5,268 5187 -1.6% 6,269 6,172 -1.6%
Y-0-y change 360% 345% 17% 19% 19% 19%
Revenue 3,709 6,690 6,533 -2.3% 7,673 7,525 -1.9% 8,943 8,736 -2.3%
Y-o0-y change 37.9% 80.3% 76.1% 14.7% 15.2% 16.5% 16.1%
Cost of sales (1,515)  (2,918)  (2,745) -5.9% (3,298) (3,092) -6.2% (3,817)  (3,610) -5.4%
Gross profit 2,194 3,772 3,788 0.4% 4,376 4,432 1.3% 5,126 5,126 0.0%
Blended GPM 59.1% 56.4% 58.0% 1.6% 57.0% 58.9% 1.9% 57.3% 58.7% 1.4%
GPM for OTC drugs 59.7% 52.4% 54.8% 54.9% 56.5% 56.4% 56.2%
GPM for concentrated granules 55.4% 58.3% 59.6% 58.0% 60.0% 57.7% 59.7%
Other revenue 130 40 82 41 85 42 87
Other netincome 12 13 (8) 13 (8) 14 (8)
Selling and distribution costs (1,196) (1,873) (1,968) 5.1% (2,187) (2,333) 6.7% (2,549) (2,647) 3.9%
S&D cost to sales 32.2% 28.0% 30.1% 28.5% 31.0% 28.5% 30.3%
Administrative expenses (385) (401) (330) -17.8% (460) (376) -18.3% (537) (437) -18.6%
Admin cost to sales 10.4% 6.0% 5.1% 6.0% 5.0% 6.0% 5.0%
Research and development cost N/A (241) (187) -22.4% (269) (263) -1.9% (313) (306) -2.3%
R&D cost to sales N/A 3.6% 2.9% 3.5% 3.5% 3.5% 3.5%
Opex to sales 42.6% 37.6% 38.0% 38.0% 39.5% 38.0% 38.8%
Operating profit 756 1,309 1,377 5.2% 1,514 1,537 1.5% 1,784 1,816 1.8%
OPM 20.4% 19.6% 21.1% 19.7% 20.4% 19.9% 20.8%
Finance costs (70) (74) (73) -1.1% (56) (76) 35.6% (53) (74)  39.0%
Share of loss of an associate (2) 1 0 1 1 1 1
Gain on disposal of subsidiary 85 0 0 0 0 0 0
Profit before tax 769 1236 1304 5.5% 1459 1462 0.2% 1732 1742 0.6%
EBT margin 20.7% 18.5% 20.0% 19.0% 19.4% 19.4% 19.9%
Income tax (118) (220) (217) -1.3% (248) (248) 0.2% (294) (296) 0.6%
Tax rate 0 0 0 0 0 0 0
Reported net profit after tax and Ml 628 956 9%7 1.1% 1163 1165 0.2% 1389 1398  0.6%
Minority interests 24 60 120 48 48 48 48
Adjustment 0 0 0 0 0 0 0
Underlying earnings 628 956 %7 1.1% 1163 1165  0.2% 1389 1398  0.6%
Core net margin 16.9% 14.3% 14.8% 15.2% 15.5% 15.5% 16.0%
Y-0-y change 51.9% 52.3% 54.1% 21.6% 20.5% 19.5% 20.0%
Diluted EPS (RMB) 0.168 0.215 0.217 1.1% 0.262 0.263  0.2% 0.314 0.316  0.6%
DPS 0.000 0.064 0.085 32.0% 0.079 0.092 16.9% 0.094 0.110 17.4%
Dividend payout ratio N/A 30.0% 39.2% 30.5% 30.0% 35.0% 16.7% 30.0% 35.0% 16.7%
Y-o0-y change
Revenue 37.9% 80.3% 76.1% -4.2% 14.7% 15.2%  0.5% 16.5% 16.1% -0.4%
Gross profit 32.6% 71.9% 72.6% 0.7% 16.0% 17.0%  1.0% 17.2% 15.7% -1.5%
Selling and distribution costs 32.3% 56.7% 64.6% 8.0% 16.8% 18.5% 1.7% 16.5% 13.5% -3.1%
Administrative expenses 60.2% 4.3% -14.3%  -18.5% 14.7% 14.0% -0.7% 16.5% 16.1% -0.4%
Profit before tax 59.9% 60.7% 69.5% 8.8% 18.0% 12.1% -5.9% 18.7% 19.2%  0.5%
Underlying earnings 51.9% 52.3% 54.1% 1.7% 21.6% 20.5% -1.1% 19.5% 20.0% 0.5%
Margins
Revenue 100.0%  100.0%  100.0% 0.0% 100.0%  100.0% 0.0% 100.0%  100.0% 0.0%
Gross profit 59.1% 56.4% 58.0% 1.6% 57.0% 58.9% 1.9% 57.3% 58.7% 1.4%
Selling and distribution costs 32.2% 28.0% 30.1% 2.1% 28.5% 31.0% 2.5% 28.5% 30.3% 1.8%
Administrative expenses 10.4% 6.0% 5.1% -0.9% 6.0% 5.0% -1.0% 6.0% 5.0% -1.0%
Research and development cost N/A 3.6% 2.9% -0.7% 3.5% 3.5% 0.0% 3.5% 3.5% 0.0%
Underlying earnings 16.9% 14.3% 14.8% 0.5% 15.2% 15.5% 0.3% 15.5% 16.0% 0.5%

FARR: NS 4HE, BREIER () FAF
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Guosen  Actual

Year ended Dec (RMBm) 1H15 2H15 1H16 2H16F 2H16 Diff
Winteam (OTC Chinese medicine) 599 577 479 434 427  -1.6%
Y-o-y change 13% -10% -20% -25% -26%
Tongjitang (OTC Chinese medicine) 823 732 666 608 603  -0.9%
Y-o0-y change 16% -5% -19% -17% -18%
Guizhou Zhongtai (Blood products) N/A N/A N/A N/A N/A

Y-o0-y change (discontinued)

Tianjiang Pharm (JT Pharm) (Concentrated granules) - 979 2,055 2,448 2,304 -5.9%
Y-o-y change 150% 135%
Revenue 1,422 2,287 3,199 3,490 3,334  -4.5%
Y-o0-y change 12.6% 60.3%  125.0% 52.6% 45.7%

Cost of sales (565) (950) (1,366)  (1,552) (1,380) -11.1%
Gross profit 857 1,337 1,834 1,938 1,954  0.8%
Blended GPM 60.2% 58.5% 57.3% 55.5% 58.6% 3.1%
GPM for OTC drugs 60.2% 59.1% 55.3% 49.3% 54.3%

GPM for concentrated granules

Other revenue 33 96 28 12 55

Other netincome 8 5 1 11 (9)

Selling and distribution costs (445) (750) (877) (996) (1,092) 9.6%
S&D cost to sales 31.3% 32.8% 27.4% 28.5% 32.7%
Administrative expenses (92) (262) (187) (214) (143) -33.4%
Admin cost to sales 6.4% 11.4% 5.9% 6.1% 4.3%
Research and development cost (32) N/A (100) (141) (87) -38.3%
R&D cost to sales 2.2% 3.1% 4.0% 2.6%

Opex to sales 40.0% 44.2% 36.4% 38.7% 39.6%
Operating profit 329 427 699 611 678 11.1%
OPM 23.1% 18.7% 21.8% 17.5% 20.3%

Finance costs (38) (32) (34) (40) (39) -2.0%
Share of loss of an associate 0 (2) 1 0 (0)

Gain on disposal of subsidiary 0 85 0 0 0

Profit before tax 291 478 665 571 638 11.9%
EBT margin 20.5% 20.9% 20.8% 16.4% 19.2%

Income tax (47) (71) (120) (100) (97) -2.8%
Tax rate 0 0 0 0 0
Reported net profit after tax and Ml 243 384 491 465 476 2.3%
Minority interests 1 23 54 6 65
Adjustment 0 0 0 0 0
Underlying earnings 243 384 491 465 476 2.3%
Core net margin 17.1% 16.8% 15.3% 13.3% 14.3%

Y-o-y change 28.8% 71.3% 101.8% 21.1% 23.9%

Diluted EPS (RMB) 0.065 0.103 0.110 0.105 0.107 2.3%
DPS 0.000 0.000 0.054 0.010 0.031 205.2%
Dividend payout ratio N/A N/A 49.3% 9.6% 28.7% 198.2%
Y-o-y change

Revenue 12.6% 60.3% 125.0% 52.6% 45.7% -6.9%
Gross profit 11.4% 51.0% 114.0% 44.9% 46.1% 1.2%
Selling and distribution costs 10.0% 50.5% 96.8% 32.8% 45.5% 12.7%
Administrative expenses -20.3% 108.8%  104.3% -18.2% -45.5% -27.3%
Profit before tax 29.5% 86.6% 128.5% 19.4% 33.5% 14.2%
Underlying earnings 28.8% 71.3% 101.8% 21.1% 23.9% 2.8%
Margins

Revenue 100.0%  100.0%  100.0%  100.0%  100.0% 0.0%
Gross profit 60.2% 58.5% 57.3% 55.5% 58.6% 3.1%
Selling and distribution costs 31.3% 32.8% 27.4% 28.5% 32.7% 4.2%
Administrative expenses 6.4% 11.4% 5.9% 6.1% 4.3% -1.9%
Research and development cost 2.2% N/A 3.1% N/A N/A N/A
Underlying earnings 17.1% 16.8% 15.3% 13.3% 14.3% 1.0%

FARR: NS 44E, BRFIER () FAF
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Profit & Loss (RMBm) FY15A FY16A FY17F FY18F FY19F Financial Ratios FY1I5A FY16A FY17F FY18F FY19F
Revenue 3,709 6,533 7,525 8,736 9,995 Gross profit margin (%) 59.1 58.0 58.9 58.7 57.9
Revenue growth (%) 379 761 152 161 144 Operating profit margin (%) 20.4 21.1 20.4 20.8 21.2
Cost of sales (1,515) (2,745) (3,092) (3,610) (4,208) Underlying profit margin (%) 16.9 14.8 15.5 16.0 16.6
Gross profit 2,194 3,788 4,432 5,126 5,788 Net debt/equity (%) 19 115 48 (7.4) 3.7
Other income/(expense) 142 74 77 79 81 Net debt/total assets (%) 1.2 6.4 2.7 (43) 2.1
Operating expenses (1,581) (2,485) (2,972) (3,390) (3,748) Current ratio (%) 153 235 222 233 201
Operating profit 756 1,377 1,537 1,816 2,120 Dividend payout (%) 0.0 14.1 35.0 350 35.0
Operating profit growth (%) 386 822 116 182 16.8 Interest cover (x) 10.8 18.8 20.2 245 241
Other non-operating inc/(exp) 0 0 0 0 0 Dividend cover (x) 0.0 7.1 2.9 2.9 2.9
Finance income 0 0 0 0 0 Acct. receivable turnover days 228.0 170.8 172.0 1719 171.0
Finance expenses (70) (73) (76) (74) (88) Acct. payable turnover days 385.4 330.0 3185 338.8 339.1
Associates & JCE 84 0 1 1 1 Inventory turnover days 199.1 208.1 207.8 200.0 218.8
Profit before taxation 769 1,304 1,462 1,742 2,033 Cash cycle days 41.7 48.9 61.4 33.1 50.7
Taxation (118) (217) (248) (296) (325) Dupont Analysis FY15A FY16A FY17F FY18F FY19F
Non-controlling interests (24) (120) (48) (48) (48) Tax burden (%) 81.6 74.2 79.7 80.2 81.6
Net profit 628 967 1,165 1,398 1,660 Interest burden (%) 102 94.7 95.1 96.0 95.9
Other Adjustments on UP 0 0 0 0 0 Operating profit margin (%) 20.4 21.1 20.4 20.8 21.2
Underlying Profit 628 967 1,165 1,398 1,660 Asset turnover (x) 0.3 0.3 0.3 0.4 0.4
Underlying profit growth (%) 519 541 205 200 187 Leverage ratio (x) 1.6 1.7 1.8 1.8 1.8
EPS (RMB) 0.168 0.217 0.263 0.316 0.375 ROA (%) 53 4.9 54 6.1 6.7
Underlying EPS (RMB) 0.168 0.217 0.263 0.316 0.375 ROE (%) 8.8 8.5 9.7 10.7 11.8
Underlying EPS growth (%) 31 292 210 200 187 Source: Company data, Guosen Securities (HK) Research

DPS (RMB) 00 003 009 011 0.13

DPS growth (%) 0.0 0.0 200 20.0 187

Source: Company data, Guosen Securities (HK) Research

Balance Sheet (RMBm)  FY15A FY16A FY17F FY18F FY19F Cashflow (RMBm) FY15A FY16A FY17F FY18F FY19F
Fixed assets 1,490 2,019 2,315 2,589 3,076 EBIT 841 1,378 1,538 1,817 2,121
Associates & JCE 88 162 170 179 187 Depreciation & amortization (168) (180) (301) (337) (400)
Others 9,778 10,785 9,812 10,137 10,763 Interest expense 72 74 76 74 88
Non-current assets 11,357 12,966 12,297 12,904 14,026 Change in working capital (195) 717 197 1,138(2,496)
Inventories 1,236 1,894 1,628 2,329 2,715 Tax paid (149) (215) (221) (287) (336)
Debtors & prepayments 3,398 2,716 4,375 3,853 5,511 Other operating cashflow 119 (20) 41  (155) (446)
Bank deposits & cash 2,102 2,527 2,684 4,309 2,846 Operating activities 519 1,754 1,329 2,249(1,468)
Others 137 1,087 837 837 38 Capex (77) (261) (301) (349) (400)
Current assets 6,873 8,224 9,523 11,328 11,109 Free cash flow 442 1,493 1,028 1,900(1,868)
Bank & other borrowings 1,600 1,001 1,000 1,050 1,103 Disposal of non-current assets 1 0 15 1 0
Trade & payables 2,660 2,304 3,092 3,610 4,208 Associates & JCE (net) 0 0 0 0 0
Taxation 149 202 206 210 214 Interest received 89 4 5 6 8
Others 82 0 0 0 0 Dividends received 0 0 0 0 0
Current liabilities 4,491 3,507 4,298 4,870 5,524 Other investing cashflow (7,171) (661) (1,277) (1,301)(1,045)
Bank & other borrowings 850 2,909 2,300 2,254 2,299 Investing activities (7,158) (918) (1,559) (1,643)(1,437)
Others 1,050 1,866 1,884 1,903 1,922 New loans raised 3,387 1,800 1,980 2,178 2,614
Non-current liabilities 1,900 4,774 4,184 4,157 4,221 Repayment of loans (2,184) (2,000) (1,110) (596) (502)
Net assets 11,838 12,909 13,338 15,205 15,390 Dividends paid 0 (137) (408) (489) (581)
Share capital 9,810 9,810 9,810 9,810 9,810 Other financing cashflow 7,127 (74) (76) (74) (88)
Premium & reserves 1,320 1,932 2,349 4,204 4,377 Financing activities 8,330 (411) 386 1,018 1,442
Shareholders' funds 11,129 11,742 12,158 14,014 14,187 Inc/(dec) in cash 1,690 425 157 1,625(1,463)
Non-controlling interests 708 1,168 1,179 1,191 1,203 Cash at beginning of year 439 2,102 2,527 2,684 4,309
Total equity 11,838 12,909 13,338 15,205 15,390 Foreign exchange effect (28) 0 0 0 0
BVPS (RMB) 3.0 2.6 2.7 3.2 3.2 Cash at end of year 2,102 2,527 2,684 4,309 2,846

Source: Company data, Guosen Securities (HK) Research

Source: Company data, Guosen Securities (HK) Research
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Information Disclosures

Stock ratings, sector ratings and related definitions

Stock Ratings:

Buy: A return potential of 10 % or more relative to overall market within 6 — 12 months.

Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 — 12 months.

Sell: A negative return of 10% or more relative to overall market within 6 =12 months.

Sector Ratings:

Overweight: The sector will outperform the overall market by 10% or higher within 6 =12 months.

Neutral: The sector performance will range from -10% to 10% relative to overall market within 6 =12 months.

Underweight: The sector will underperform the overall market by 10% or lower within 6 — 12 months.

Interest disclosure statement

The analyst is licensed by the Hong Kong Securities and Futures Commission. Neither the analyst nor his/her associates serves as an
officer of the listed companies covered in this report and has no financial interests in the companies.

Guosen Securities (HK) Brokerage Co., Ltd. and its associated companies (collectively “Guosen Securities (HK)”) has no disclosable
financial interests (including securities holding) or make a market in the securities in respect of the listed companies. Guosen
Securities (HK) has no investment banking relationship within the past 12 months, to the listed companies. Guosen Securities (HK)
has no individual employed by the listed companies.

Disclaimers

The prices of securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather than
profit made as a result of buying and selling securities.

The content of this report does not represent a recommendation of Guosen Securities (HK) and does not constitute any
buying/selling or dealing agreement in relation to the securities mentioned. Guosen Securities (HK) may be seeking or will seek
investment banking or other business (such as placing agent, lead manager, sponsor, underwriter or proprietary trading in such
securities) with the listed companies. Individuals of Guosen Securities (HK) may have personal investment interests in the listed
companies.

This report is based on information available to the public that we consider reliable, however, the authenticity, accuracy or
completeness of such information is not guaranteed by Guosen Securities (HK). This report does not take into account the particular
investment objectives, financial situation or needs of individual clients and does not constitute a personal investment
recommendation to anyone. Clients are wholly responsible for any investment decision based on this report. Clients are advised to
consider whether any advice or recommendation contained in this report is suitable for their particular circumstances. This report is
not intended to be an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.

This report is for distribution only to clients of Guosen Securities (HK). Without Guosen Securities (HK)’s written authorization, any
form of quotation, reproduction or transmission to third parties is prohibited, or may be subject to legal action. Such infor mation
and opinions contained therein are subject to change and may be amended without any notification. This report is not directed at,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such
distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject Guosen
Securities (HK) and its group companies to any registration or licensing requirement within such jurisdiction.
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