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®  Net profit of TRT Chinese Medicine (08138 HK), a now 38% subsidiary, is Rating: ~ Buy
expected to grow fast to HK$210 mn/HK$294 mn/HK$408 mn in 2013-15. Vaintained
Near-term growth drivers: 1) Angong Niuhuang Pill’s, 2) GLSPC, and 3) small base YL TN (4
for comparison. Sustainable growth potential is also predictable.
®  The spin-off indicates great improvement in corporate governance of TRT 6-18m TP Hixfr: HK$35.70
Group in recent years, which we have been following. TRT CM, TRTT and TRT-A HK$27.50
are three parallel companies, although they are controlling subsidiaries of each ]
other in the financial reports. Share price [ ffi: HK$24.900
° Skin care subsidiary (TRT WM): revenue grew by 34.5% YoY in 2012, and net
profit grew by ~2.4x to ~RMB24 mn (estimates). The high net margin of 45% Stock performance
may be due to agent sales model instead of direct distribution model. The growth iigieSi)
should have been based on expansion in sales coverage, instead of efforts in 140.0 T 9% of return
marketing, mainly due to brand advantages. Growth to continue. 1200 +
®  Maintain our basic assumption that the net profit growth of the Company will 1:2'2
be ~30% YoY in 2013-2015, driven by the management incentive scheme and '
supported by the intrinsic growth potential (details please refer to our previous 800 ¥ =
report, including the fast growth of TRT CM and its skin care subsidiary. Move TP 400 1 f
from 30x 2013 PE to 30x 2014PE, or HK$35.70, “Buy”. 200 71 8
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Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G LLON JI 2R 34 IR RIS AR BT T ERE RS MRS R
12/31 (RMB m) (RMB m) (RMB) (A%) ) (RMB) ) (RMB) (%) (%)
2011A 1,936 255 0.433 28.6 46.0 2.923 6.8 0.190 1.0 15.5
2012A 2,447 330 0.562 29.6 355 3.293 6.0 0.250 1.3 18.1
2013F 2,950 430 0.731 30.2 27.3 3.773 5.3 0.365 1.8 20.7
2014F 3,633 560 0.953 30.4 20.9 4.361 4.6 0.476 2.4 23.4
2015F 4,500 728 1.238 30.0 16.1 5.123 3.9 0.619 3.1 26.1
Shares in issue (m) &% (m) 588.00 Major shareholder K%< TRT-A (FMZ3 1) 51.02%
Market cap. (HK$ m) if (HK$ m) 14,641.2 Free float (%) H HtELE (%) 48.2%
3 month average vol. 3 > A P34 %42 %7 (‘000) 1,406.5 FY13 Net gearing (%) FY13 {# it/ R % 4 (%) Net Cash %4
52 Weeks highflow (HK$) 52 8 /1% 28.200 / 11.540

Source - the Company, Guotai Junan International.
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Spin-off of TRT Chinese Medicine (“TRT CM” 08138 HK)

In May 2013, TRT CM was separated and listed on the Growth Enterprise Market of HKEx. TRTT reduced its stakes in
TRT CM from 53.03% to 38.38%. TRT CM financed HK$699 mn from the listing.

TRT CM’s revenue of continuing business is estimated to grow by 75.5%, 40.1% and 39.0% in 2013-15, respectively. We
think the fast growth in 2013 is mainly driven by 1) Fast growth of Angong Niuhuang Pills (% & “F# #) when TRT CM has
gradually taken over the overseas market of TRT-A (600085 CH), 2) the fast expansion of GLSPC (R Zffi-7#3) in overseas
market although it has stopped sales in mainland, 3) the small base of its overseas sales. Detailed revenue projection is listed

in Table-1.

Table-1: Revenue forecast of TRT CM

HK$ mn 2011A 2012A 2013F 2014F 2015F
Self-manufactured medicines B 127 269 346 484 677
GLSPC AT 76 108 50 70 98
Growth YoY% Growth YoY% 43% n.a. 40% 40%
Angong Niuhuang Pills ZE4ENL 38 148 296 414 579
Growth YoY% Growth YoY% 292%  100% 40% 40%
other products HAth 13 13 20 40 80
Non-self-manufacturered medicines JE B HIP S K AR 45 79 117 172 241

of TRT brands Hr ot [ECE AR 30 59 89 133 186
Growth YoY% Growth YoY% 97% 50% 50% 40%

of non-TRT brands FEEN A ALhE 15 20 28 39 55
Growth YoY% Growth YoY% 36% 40% 40% 40%
Herbs HEZy 65 78 109 153 214
YoY% YoY% 20% 40% 40% 40%
Consulting fees FEEN 20 26 37 52 73
YoY% YoY% 35% 40% 40% 40%
Agency fee income ARETRU S 24 21 21 21 21
Royalty fee income RS 1 1 1 1 1
Total Bt 281 478 630 882 1,227
YoY% YoY% 70% 32% 40% 39%
Revenue of continuing operations BTl 197 359 630 882 1,227
Growth YoY% Growth YoY% 825% 755% 40.1% 39.0%

Source: TRTT, TRT CM, Guotai Junan International.

Total profit of TRT CM is estimated to be HK$210 mn, HK$294 mn and HK$408 mn in 2013-15, based on simple
assumption of stable profit margin of 33%. As a result, TRT CM is expected to contribute RMB64 mn, RMB89 mn and RMB124
mn net profit to TRTT in 2013-15. Projections are as listed in Table-2.

Table-2: Earnings estimates of TRT CM

2011A 2012A 2013F 2014F 2015F

Total Revenue (HK$ mn) 281 478 630 882 1,227
Revenue of Continuing operations (HK$ mn) 197 359 630 882 1,227
Growth YoY% 82% 76% 40% 39%
Total Profit (HK$ mn) 60 159 210 294 408
Total Profit Margin 21% 33% 33% 33% 33%
EPS (HK$) 0.15 0.39 0.25 0.35 0.49
Profit Attributable to TRTT (RMB) 26 67 64 89 124

% accounting for TRTT's total net profit 10.0% 20.4% 14.8% 15.9% 17.1%

Source: TRTT, TRT CM, Guotai Junan International.
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We believe TRT CM has a very large overseas market, because 1) with the improvement of China’s influence in the world,
Chinese culture has been more influential than ever before, 2) Traditional Chinese Medicine has been considered one of the
most important parts of Chinese culture, 3) TRT is the best TCM brand in the world. We believe TRT is expanding the large
overseas market very fast, with the mutual efforts of Chinese embassies.

We are not worried about the 41 TRT drug stores in Hong Kong which are not owned by TRT CM. TRT CM has 13 drug
stores in Hong Kong, and there are also 41 TRT-brand drug stores operated by a third-party, “Beijing Tong Ren Tang Hong
Kong Medicine Management Limited” (TRT-HK). TRT-HK is a JV of TRT Group (15%) and a non-disclosed Hong Kong local
investor. Many investors may worry that the TRT management may have some personal stakes in the JV. However, according
to our in-depth study, we have fully cleared up such concerns.

EPS of TRT CM (08138 HK) is forecast to be HK$0.25/0.35/0.49 for 2013-15, 11%/38%41% lower than TRT CM’s
sponsorship broker’s estimates, according to Bloomberg, respectively. The current share price of TRT CM reflects
44.4x2013PE and 31.7x 2014PE, according to our estimates, and reflects 39.6x 2013 PE and 19.8x 2014 PE. Although there
is a big difference, we both believe the great growth potential for the Company. (These primary estimates are subjected to be
revised in our coming initial report of TRT CM).

Table-3: TRT CM’s EPS estimates by GTJA and its sponsorship broker (HK$)

2013F 2014F 2015F
GTJA Estimates 0.25 0.35 0.49
TRT CM’s sponsorship broker’s Estimates 0.28 0.56 0.83
A 11% 38% 41%
Source: Bloomberg, Guotai Junan International.
Figure-1: Stock performance of TRT CM (08138 HK) Figure-2: Net Profit of TRT CM and shares of TRTT
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TRT Tech (01666 HK) —— TRT CM (08138 HK) 2011A 2012A 2013F 2014F 2015F
Sources: Bloomberg, Guotai Junan International. Sources: TRT CM, TRTT, Guotai Junan International.

Real Improvement of Corporate Governance

The spin-off indicates TRT Group’s improvement in corporate governance, as we discussed in our previous reports. We
totally disagree with the markets’ worries that TRT Group is just playing with the capital market. Instead, the spin-offs
(including spin-off of TRTT from TRT-A, TRTCM from TRTT, and TRT Tangshan from TRT CM) are good power delegations to
lower levels. In the past, TRT Group has been indolent and slow in growth, enjoying a spontaneous growth for its reputable
products with high qualities. Resources, including experts in all areas, are reallocated to a subsidiary which focuses on a
certain part of undeveloped field, and the subsidiary has to work hard because it is assessed directly by the board of TRT
Group.
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TRT CM, TRTT and TRT-A are three parallel companies, although they are controlling subsidiaries of each other in the
financial reports. The managements of these three companies are of the same level in front of the board of TRT Group. We
think the superficial share controlling relationships are only used to balance the interests of minority investors, instead of
operations.

Skin Care Subsidiary, the Next Growth Story

TRT WM Dianorm Biotech Co. (TRTWM, “ R{-EZ /REEWBABIRAT” ), a 60% subsidiary of TRTT, focuses on skin
care products. As we have discussed in our previous reports, we believe the market for TRT’s skin-care products is great. In
2012, the revenue of TRTWM grew by 34.5% YoY to RMB53 mn.

Net profit of WM is forecasted to be RMB24 mn in 2012, based on our calculations on TRTT’s minority interests. The
estimation implicates a net margin of 45%, a great improvement from 18% in 2011. We think the high margin is reasonable
because TRT WM should use an agent sales model, instead of direct distribution model. The margin increase is mainly due to
effect of business of scales.

Table-4: Earnings estimates of TRTWM (RMB mn)

RMB mn 2011A 2012A 2013F 2014F 2015F
TRTT's Minority Interest from TRT CM 23 60 104 146 203
Total Minority Interest of TRTT 27 69 118 167 233
Minority Interests from TRTWM 4 10 14 21 30
Revenue of TRTWM 39 53 80 119 167
Net Profit of TRTWM 7 24 36 54 75
Net Margin of TRTWM 18% 45% 45% 45% 45%
WM's profit attributable to TRTT 4 14 21 32 45
% accounting for TRTT's total net profit 1.6% 4.3% 5.0% 5.7% 6.2%

Sources: Bloomberg, Guotai Junan International.

We expect TRTWM to contribute RMB21 mn, RMB32 mn and RMB45 mn to net profit of TRTT in 2013-15, based on
50%/50%/40% YoY revenue growth and a stable net margin of 45%.

Updates of Earnings Estimates of TRTT

Maintain our basic assumption that the net profit growth of the Company will be ~30% YoY in 2013-2015, driven by the
management incentive scheme and supported to the intrinsic growth potentials (details please refer to our previous report,
click here and # 3ZJiz), including the fast growth of TRT CM and its skin care subsidiary.

EPS is estimated to be RMB0.731, 0.953 and 1.238 for 2013/14/15. With visible and expectable fast growth, we move our
12-18 months Target Price from 30x2013 PE to 30x2014PE, or HK$35.70, and maintain our “Buy” rating.

We recommend investors to be aware of share price fluctuations amid 1) the macro economy situation, 2) price rises of
raw TCM materials and 3) some negative media reports of Chinese Medicines and Tong Ren Tang brand, although we believe
the Company’s long-term growth could not be injured by these factors.
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Peers Comparison

Mkt Cap PE PB ROE (%)
Company Stock Code  Currency Share Price 12(;’0;"“ 12(,%’M

(million) 13F 14F  15F 13F 14F  15F 13F  14F
HK listed companies
Tong Ren Tang Technologies-H 01666 HK HK$ 24.900 14,641 273 209 161 53 46 39 207 234 484 18.6
TRT Chinese Medicine 08138 HK HK$ 11.100 9,213 44 317 227 5.7 5.0 37 211 282 69.9 33.0
Guangzhou Pharmaceutical-H 00874 HK HK$ 29.000 49,849 319 252 193 47 44 3.1 149 158 251 35
Sino Biopharmaceutical 01177 HK HK$ 4.830 23,867 214 171 143 4.0 33 28 242 262 785 20.1
China Shineway Pharmaceutica 02877 HK HK$ 12.900 10,668 15 98 8.9 1.9 1.7 15 171 177 65.6 445
The United Laboratories Inte 03933 HK HK$ 2.860 4,653 178 126 125 0.7 0.7 0.7 42 6.0 28.6 48
Sihuan Pharmaceutical Hidgs 00460 HK HK$ 5.000 25,875 16.3 136 109 23 2.1 1.9 115 129 76.5 445
Sinopharm Group Co-H 01099 HK HK$ 19.940 51,212 162 133 113 1.8 1.6 1.3 127 140 8.2 36
Shanghai Pharmaceuticals-H 02607 HK HK$ 14.140 37,379 133 116 100 1.1 1.0 1.0 9.1 9.8 14.3 46
China Medical System Holding 00867 HK HK$ 7.430 17,942 213 162 129 46 38 32 229 257 56.6 30.7
Shandong Weigao Gp Medical-H 01066 HK HK$ 9.370 41,944 2712 224 190 34 3.1 27 127 140 55.3 28.2
Simple Average 26 177 144 3.2 28 23 156 176 47.9 215
Weighted Average 222 178 145 3.1 28 23 148 164 40.3 17.3
China listed companies
Beijing Tongrentang Co-A 600085 CH RMB 22.750 29,622 406 325 265 6.4 55 45 179 196 39.6 13.5
Harbin Pharmaceutical Grp-A 600664 CH RMB 6.960 13,346 165 142 na 1.8 1.6 na. 94 100 223 4.0
Yunnan Baiyao Group Co Ltd-A 000538 CH RMB 84.090 58,381 291 236 188 6.6 5.2 4.1 237 235 296 11.9
Zhangzhou Pientzehuang Pha-A 600436 CH RMB 136.820 19,155 431 339 274 108 89 7.0 255 270 44.9 29.8
Jiuzhitang Co Ltd-A 000989 CH RMB 12.230 3,640 na. na. na. n.a. na. na. na. na 53.0 18.2
Renhe Pharmacy Co Ltd-A 000650 CH RMB 5.250 5,201 154 125 na. n.a. na. na. na. na 38.9 17.3
Simple Average 289 233 242 6.4 5.3 5.2 191 20.0 38.1 15.8
Weighted Average 311 251 186 6.2 5.1 39 19.6  20.1 344 14.5
Source: the Companies, Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

P&L (RMB mn) 2011A 2012A 2013F 2014F 2015F Cash Flow (RMB mn) 2011A 2012A 2013F 2014F 2015F
Revenue 1,936 2,447 2,950 3,633 4500 PBT 336 481 606 799 1,050
Cost of Sales (999)  (1,203)  (1,516)  (1,867)  (2,313) Changes in working capital (98) (39) 120 (261) 80
Gross profit 937 1,245 1,434 1,766 2,187  others 58 34 158 67 90
Income tax (57) (84) (96) (126) (166)
Distribution expenses (402) (557) (591) (683) (790)  Net operating cash flow 256 402 788 479 1,054
Administrative expenses (185) (197) (240) (292) (355)
Operating profit 332 481 602 790 1,042 CAPEX @1 (121) (299) (300) (300)
others 65 1 (64) (12) 21
Financial costs- net 5 1 4 9 9 Netinvesting cash flow (27) (110) (363) (312) (279)
Shares of associates (1) (1) (1) ©) (0)
PBT 336 481 606 799 1,050  changes in borrowings 110 4 0 0 0
Income tax (54) (82) (%) (126) (166)  Dividends paid (96) (116) (147) (215) (280)
Minority Interest @) (69) (80) (112) (156)  Other investing activities (10) (8) 0 0 0
Net profit 255 330 430 560 728  Net financing cash flow 4 (120) (147) (215) (280)
EPS 0.433 0.562 0.731 0.953 1.238
Net increase in cash 233 171 278 @7 495
Dividends 12 147 215 280 364 Cash at bgn of yr 441 672 844 1,122 1,074
DPS 0.190 0.250 0.365 0.476 0.619  Exchanges effect ) 1 0 0 0
Dividend Yield (%) 1.0 1.3 1.8 24 3.1 Cashatendof yr 672 844 1,122 1,074 1,569
Balance Sheet (RMB mn) 2011A 2012A 2013F 2014F 2015F Ratios 2011A 2012A 2013F 2014F 2015F
Cash and equivalent 672 844 1,122 1,074 1,569  Growth
A/C receivables 143 150 219 236 328 Revenue 22.6% 26.4% 20.6% 23.1% 23.9%
Inventory 1,328 1,403 1,473 1,620 1,782 Net Profit 28.6% 29.6% 30.2% 30.4% 30.0%
Other current assets 76 88 164 193 189 EPS 28.6% 29.6% 30.2% 30.4% 30.0%
Total current assets 2,219 2,485 2,978 3,123 3,868
Margins
Fixed assets 580 660 806 1,029 1,229  Gross Margin (%) 48.4% 50.9% 48.6% 48.6% 48.6%
Other non-current assets 19 24 15 16 17 Net Margin (%) 13.2% 135%  14.6% 154%  16.2%
Total assets 2,818 3,169 3,799 4,168 5114
Operating ratios
A/C payables 466 384 688 632 1,004  selling expenses ratio 20.8% 228%  20.1% 18.8% 17.6%
Short-term borrowings 125 129 129 129 129 Admin expenses ratio 9.5% 8.1% 8.2% 8.1% 7.9%
Other current liabilities 230 374 343 315 291 Inventory days 4118 408.7 408.7 408.7 408.7
Total current liabilities 821 887 1,160 1,077 1,423 A/C payable days 122.3 1273 1273 1273 127.3
A/C receivable days 53.7 439 439 439 439
Long term borrowing 0 0 0 0 0
Other non-current liabilities 57 57 52 47 42  Finacial ratios
Total liabilities 879 945 1,212 1,123 1,465  Current ratio 27 28 26 29 27
Net Gearing NetCash  NetCash  NetCash ~ NetCash  NetCash
Shareholders' equity 1,719 1,936 2,219 2,564 3012 ROA (%) 10.2% 11.0% 12.3% 14.1% 15.7%
Minority interests 220 288 368 481 637 ROE (%) 15.5% 18.1% 20.7% 23.4% 26.1%
Total Equity 1,939 2,224 2,587 3,045 3,649
Valuation
Total liability and equity 2,818 3,169 3,799 4,168 5114 P/B 6.8 6.0 5.3 46 3.9
NBV per share (RMB) 2.923 3.293 3.773 4.361 5123 PIE 46.0 355 27.3 20.9 16.1
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform Relative Performance <-5%j;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2)  The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3)  Except for Shandong Chenming Paper Holdings Limited-H shares (01812) and China City Railway Transportation Technology Holdings
Company Limited (08240), Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of
the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities (Hong
Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research reports,
including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research 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 Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2013 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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