COMPANY NEWS

Texhong Textile [2678.HK; HK$7.93 Not Rated] -
Key takeaways from 2014 results presentation

Market Cap: US$903m; Free Float: 26.2%; 3-months Average Daily Turnover:
Analyst: Mark Po

The Company. Established in 1997, Texhong Textile Group Limited
(Texhong) specialises in the production of high-value-added yarn
products such as stretchable core-spun yarns and grey fabric products.
Yarn accounted for 92% of total turnover in 2014 while fabric
accounted for the rest.

2014 net profit fell 73% YoY. Texhong’'s 2014 turnover rose 27%
year-on-year (YoY) to RMB 10.5bn, up from RMB8.2bn in 2013.
Turnover growth was mainly driven by volume growth. Additional
capacity of about 260,000 spindles for 2nd phase of northern Vietnam
production plant reached the optimal capacity in Sep14. Texhong'’s
yarn sales reached a record high of 432,000 tonnes, up 52% YoY in
2014. Turnover was RMB5.9bn in 2H14, up 29% HoH from RMB4.6bn
in 1H14. Texhong’s 2014 net profit was RMB370m, down 73% YoY.
The results were slightly lower than market expectations. The group’s
net profit was RMB182m in 2H14, up from RMB125m in 1H14. The
group’s gross margin was 11.7% in 2H14 vs 13.2% in 1H14.
Sequential decline in gross margin was mainly due to the impact of
falling cotton price since Apr14. Texhong declared a final dividend of
HK$0.08 vs HK$0.28 in 2013 leading to a full-year dividend payout of
30%.

Capacity expansion. As at 31 Dec14, Texhong has a total capacity of
about 2.16m spindles and 572 air-jet looms, of which 1.17m spindles
and 572 air-jet looms are located in China, and about 0.99m spindles
are located in Vietnam. Texhong will build a new production base in
Quang Ninh Province, Vietnam. Phase | of the construction with a
capacity about 250,000 spindles is expected to be completed by end of
2015 and to commence commercial production by Q1 2016. CAPEX in
2015 will be about RMB600m. The group’s total capacity will reach
2.33m spindles after completion of Phase 1 of production facility in
Quang Ninh Province.

Management expects gross margin to improve. According to
management, cotton price in China is still at a low level and declined
sequentially in Q1 2015 vs Q4 2014. Management share the view that
the downside for cotton price in China is limited and the group’s gross
margin hit bottom in 2H14. They also highlight the decline in production
cost in Q1 2015 vs 2H14 and the group’s gross margin is expected to
show sequential improvement. A mild recovery of selling price in 2015
is expected given stable cotton price. According to management, the
domestic cotton price movement will be clearer in April/May 2015.

From upstream manufacturing to supply chain management.
Texhong’s management targets to move down the value chain from
pure upstream manufacturing to supply chain management.

Management highlights potential expansion plan into downstream
fabric and garment segment in Vietnam. The group will cooperate with
smaller textile and garment companies to expand capacity in Vietnam.
The new business model will be less capital intensive and asset light.
Management expects more concrete moves to occur in late 2015 and
the new business model could be a potential growth driver to Texhong.
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Key Financials
(in RMB m) 2013 2014 2015E 2016E
Revenue 8,228.5 10,470.3 11,032.5 12,257.0
Gross Profit 1,583.4 1,294.2 1,548.2 1,867.1

Gross Margin % 19.2 12.4 14.0 15.2
Net Profit 1,125.9 306.7 611.2 811.8

Net Margin % 13.7 29 55 6.6
EPS (Basic) 1.27 0.35 0.69 0.92
ROE (%) 37.9 9.0 16.2 20.0
Dividend Yield (%) 5.39 1.58 3.19 4.33
PER (x) 543 18.81 9.28 6.91
PBR (x) 1.81 1.69 1.43 1.23

Source: Bloomberg, Company Data.

Beneficiary under TPP. The challenging macro environment
creates opportunities to well-managed companies such as
Texhong as management remains upbeat on the outlook
especially the operation in Vietham. Management estimates that
Trans-Pacific Partnership (TPP) Agreement, which gives zero
tariff for textile products from Vietnam to US, is likely to be
signed at the end of 2015. Once TPP is signed, it would give
substantial competitiveness to those textile companies who
have capacity in Vietham and Texhong will be a major
beneficiary under TPP Agreement.

Our view. Texhong's share price rose by over 30% since early
Feb due to expectation of earnings recovery given a stable
cotton price. According to market consensus, the group is now
trading at 9.2x 2015, in line with average of 9.5x for HK listed
peers.

Catalysts. 1H15 results announcement, signing of TPP and
release of details of new business development.




o K £R 7] [l PR

CHINA GALAXY INTERNATIONAL

Figure 1: Peer Comparisons
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Disclaimer

This research report is not directed at, or intended for distribution to or used 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 China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




