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Texhong Textile Group [2678.HK]

In-line 2016 results. Ascend to another stage of life.

Texhong Textile Group (Texhong) reported decent 2016 results, in line with our expectations and a
previous positive profit alert. However, the Company’s underlying operation performance is stronger
than expected after taking some one-off items into account, such as: a) expenses related to early re-
payment of bank loans and b) provisions for overseas investment. We share the view that Texhong’s
gross margin is likely to decline in 2017 from the 20.2% achieved in 2H 2016. However, we believes
that Texhong’s gross margin will stay at around 18% given optimization of product mix and stabilization
of cotton prices. We also maintain the view that the strong cotton and cotton yarn prices, in our view,
imply that downstream demand from textile and garment manufacturers remains healthy in the China
market which is positive to leading players such as Texhong. Texhong has not released any new cotton
yarn expansion plan and the CAPEX for 2017 is only RMB500m which is substantially lower than over
RMB3.0bn in 2015-2016. The reduction in CAPEX will help the Company to reduce gearing ratio going
forward. Texhong will have a fully vertically-integrated jeans wear operation by the end of 2017. Ac-
cording to management, the garment operation is one of the long-term growth driver of the Company.
We also share management’s view that Texhong’s operating performance will be less volatile going
forward given increasing contribution from downstream expansion. We also maintain the view that the
stabilization of cotton prices will create a stable cost environment for Texhong, which should continue
to deliver solid growth in the next few years on the back of its capacity-expansion plan and its cost
advantage over its competitors in the domestic Chinese market. Texhong is trading at 6.1x 2017 PER,
which doesn't look expensive, given Texhong'’s solid operations, expansion in Vietham and clearer
outlook. With its undemanding valuation, we maintain our BUY rating on Texhong with a new target
price of HK$14.14 (based on 9.5x 2017E PER, lower than its historical average).

Investment Highlights

° 2016 results highlights. Texhong’s 2016 net profit was RMB1,187m, up 101% YoY, which is in line with
our expectations of RMB1,168.6m. The Company’s turnover was RMB13,647.7m in 2016, up 29.1%
YoY from RMB10,574.9m in 2015, higher than our expectations of RMB13,016.4m. Texhong’'s gross
profit margin was 19.5% in 2016, up 1.4ppt YoY, slight lower than our expectations of 19.6%. Texhong
declared a final dividend of HK$0.26 in 2016, up from HK$0.12, also in line with our expectation.
Texhong’s yarn sales volume increased 25.7% YoY to 600,000 tonnes. Texhong's ASP of yarns also
rose 2.1% YoY in 2016, reversed the downward trend in 2014 and 2015. The Company’s underlying
operating performance is stronger than expected as there were some non-operating items such as: a)
early repayment of bank loans, b) provisions made for overseas investment and c¢) FX related loss.
During the analyst briefing, management also explained that some other incomes such as subsidies for
transportation and investment from Xinjiang government which the Company will still get in 2017.

o China cotton and yarn prices remain strong. The China yarn price, cotton price and VSF price contin-
ued to go up since our last update in Feb 2017. The strong cotton and yarn prices since the beginning of
2017, in our view, reflect actual demand from downstream users. We see limited substitution effect
despite the strong cotton price. We expect Texhong to benefit from strong cotton and yarn prices and
Texhong’s management also guided that there is upward bias in cotton yarn price in China. We share
the view that Texhong’s gross margin in 2017 will drop from 20.2% in 2H 2016. However, we think there
is downside for the Company’s gross margin given continuous products optimization and stable costs
environment.

o Garment operation is a growth driver. Texhong will have a fully vertically-integrated denim jeans wear
operation with a denim fabric plant in Vietnam, and garment plant in Shangdong and Cambodia in 2017.
Developing into a more integrated textile supplier will make it easier for Texhong to absorb fluctuations in
raw material costs and to improve blended profitability through savings in packaging and transportation.
The expansion in garment manufacturing will be less capital intensive vs yarn manufacturing. CAPEX for
2017 is estimated at RMB500m which is much less than the total CAPEX of over RMB3.0bn in 2015-
2016.

Key Financials

(I RMB m) 2014 2015 2016 2017E 2018E
Revenue 10,470.3 10,574.9 13,647.7 16,802.8 20,210.5
Change (yoy %) 27.2 1.0 29.1 23.1 20.3
Gross Profit 1,294.2 1,905.8 2,645.1 3,011.6 3,466.6
Gross Margin % 12.4 18.0 19.4 17.9 17.2
Net Profit 306.7 590.8 1,187.5 1,447.3 1,669.0
Net Margin % 2.9 5.6 8.7 8.6 8.3
EPS (Basic) 0.35 0.67 1.33 1.58 1.82
Change (yoy %) (64.39) 92.63 94.35 21.88 15.32
DPS $0.103 $0.199 $0.391 $0.472 $0.544
ROE (%) 9.0 16.0 26.0 25.4 24.5
Dividend Yield (%) 1.06 2.06 4.13 5.04 5.81
PER (x) 28.0 14.5 7.5 6.1 5.3
PBR (x) 2.5 2.2 1.7 1.4 1.2
FCF Yield (%) 5.42% 8.45% -15.74% 26.96% 13.87%
Capex (m) (606.7) (1.106.4) (1.771.0) (671.0) (676.3)
Free cash flow per share 0.6 1.1 (0.8) 2.1 1.4
Net Gearing (%) 67 57 80 38 20
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Figure 1: Texhong’s results highlight

Results Highlights (RMB m) 1H 2013 2H 2013 1H 2014 2H 2014 1H 2015 2H 2015 1H 2016 2H 2016
Revenue 3,608.7 4,619.8 4,566.0 5,904.3 4,847.3 5,727.5 5,821.8 7,825.9
Cost of sales and services -2,837.9 -3,807.2 -3,962.6 -5,213.5 -4,023.1 -4,646.2 -4,760.6 -6,242.0
Gross profit 770.8 812.6 603.5 690.7 824.2 1,081.4 1,061.2 1,583.9
Other income and other gains and losses 13.5 17.3 -11.6 27.2 -22.1 103.5 85.2 71.0
Selling & distribution expenses -98.9 -135.3 -157.3 -194.3 -176.2 -192.8 -216.3 -280.5
Administrative expenses -141.8 -166.4 -157.3 -170.9 -171.9 -209.0 -226.8 -319.8
Finance costs -43.0 -78.7 -143.8 -105.3 -103.5 -315.2 -159.1 -244.3
JV & Associates 1.8 2.9 1.2 2.8 1.2 2.9 -1.2 11.9
Other expenses 0.0 285.5 0.0 -30.1 0.0 -86.9 0.0 131.6
Profit before tax 502.3 737.9 134.7 220.3 351.7 383.8 543.0 953.8
Income tax expense -65.7 -58.4 -9.6 -38.6 -58.8 -88.1 -86.9 -208.9
M -0.0 -0.1 0.0 0.0 0.0 1.9 0.0 -13.5
Profit attributable to owners of the Company 446.6 679.3 125.0 181.7 293.0 297.6 456.1 731.4
Gross margin (%) 214 17.6 13.2 1.7 17.0 18.9 18.2 20.2
Operating margin (%) 151 17.7 6.1 5.5 9.4 12.2 121 15.3
Net Margin (%) 12.4 14.7 2.7 3.1 6.0 5.2 7.8 9.3
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Figure 2: Key Assumptions for Texhon

Turnover (RMB m)

Stretchable Core-Spun Yarns 3,693.2 4,390.6 4,938.0 5,342.0 5,407.2 6,949.6 8,391.6 9,251.8
Other Yarns 2,096.5 1,756.2 2,273.9 4,281.0 4,428.2 5,675.5 6,555.2 7,227.1
Fabrics 1,083.0 1,194.6 1,016.7 847.3 724.4 874.6 967.8 1,067.0
Garment 0 0 0 0 15.1 148.0 888.2 2,664.6
Total 6,872.7 7,341.5 8,228.5 10,470.3 10,574.9 13,647.7 16,802.8 20,210.5
YoY Change (%)

Stretchable Core-Spun Yarns 18.9 12.5 8.2 1.2 28.5 20.8 10.3
Other Yarns (16.2) 29.5 88.3 3.4 28.2 15.5 10.3
Fabrics 10.3 (14.9) (16.7) (14.5) 20.7 10.7 10.3
Garment #DIV/0! #DIV/0! #DIV/0! #DIV/0! 880.7 500.0 200.0
Total 6.8 12.1 27.2 1.0 29.1 23.1 20.3
Gross margin (%) 8.1 15.3 19.2 12.4 18.0 19.4 17.9 17.2
Stretchable Core-Spun Yarns 8.8 17.7 22.4 14.4 19.5 22.2 19.5 19.5
Other Yarns 7.4 13.4 16.9 10.5 171 17.4 17.4 17.4
Fabrics 6.8 9.4 8.8 8.7 28.2 25.2 241 12.8
Garment 0 0 0 0 0 0 0 10.0
Net margin (%) 0.9 6.6 13.7 2.9 5.6 8.7 8.6 8.3
Cost (RMB m)

Cost of Sales (6,317) (6,217) (6,645) (9,176) (8,669) (11,003) (13,791) (16,744)
S,G&A (360.6) (430.2) (542.5) (679.8) (749.9) (1,043.4) (1,142.6) (1,374.3)
Financial Expenses (85.7) (137.9) (128.8) (253.8) (431.5) (413.2) (305.5) (305.5)

YoY Change (%)

Cost of Sales (1.6) 6.9 38.1 (5.5) 26.9 25.3 21.4
R&D 19.3 26.1 25.3 10.3 39.1 9.5 20.3
Financial Expenses 61.0 (6.6) 97.1 70.0 (4.3) (26.1) 0
CAPEX (HKD m) 421.0 544.0 935.8 606.7 935.3 1,600.0 500.0 505.3
Net Gearing (%) 65.7 47.6 61.5 67.5 56.9 79.9 38.3 20.1
Shipment (000 tonnes)

Stretchable Core-Spun Yarns 114,502 165,845 186,156 222,947 239,542 305,819 351,692 369,276
Other Yarns 75,322 77,035 97,943 208,646 237,389 293,571 322,928 339,075
Fabrics 85 99 93 81 69 81 86 91

Shipment YoY Change (%)

Stretchable Core-Spun Yarns 45 12 20 7 28 15 5
Other Yarns 2 27 113 14 24 10 5
Fabrics 17 (6) (13) (15) 17 7 5
ASP (RMB)

Stretchable Core-Spun Yarns 32,254.7 26,474.2 26,526.0 23,960.6 22,573.0 22,7245 23,860.7 25,053.7
Other Yarns 27,833.5 22,797.9 23,216.1 20,518.1 18,653.9 19,332.6 20,299.2 21,314.2
Fabrics 12.7 12.0 10.9 10.5 10.5 10.8 11.2 11.8
ASP YoY Change (%)

Stretchable Core-Spun Yarns (17.9) 0.2 9.7) (5.8) 0.7 5.0 5.0
Other Yarns (18.1) 1.8 (11.6) (9.1) 3.6 5.0 5.0
Fabrics (5.5) (9.6) (3.9) 0.4 3.2 3.4 5.0
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Figure 3: Earnings Projections

Income Statement (RMBm) FY2014 FY2015 FY2016 FY2017F FY2018F Cash Flow Statement (RMBm) FY2014 FY2015 FY2016 FY2017F FY2018F
Revenue 10,470 10,575 13,648 16,803 20,210 Net Income 355 736 1,497 1,782 2,052
Growth yoy% 27.2% 1.0% 29.1% 23.1% 20.3% Depreciation & Amort. 398 455 720 664 552
Gross Profit 1,294 1,906 2,645 3,012 3,467 Change in Working Capital 366 747 (1,335) 17) (793)
Growth yoy% (18.3%) 47.3% 38.8% 13.9% 15.1% Cash from Ops. 1,119 1,937 882 2,428 1,811
Selling General & Admin Exp. (680) (750) (1,043) (1,143) (1,374) Capital Expenditure (607) (935)  (1,600) (500) (505)
Others Operating Expenses/ltems 0 0 0 0 0 Sale of Property, Plant, and Equipment - - - - -
Operating Income 614 1,156 1,602 1,869 2,092 Change in Investing Acitivities 22 (184) (805) (805) (805)
Growth yoy% (41.0%) 88.2% 38.6% 16.7% 11.9% Cash from Investing (585) (1,119)  (2,405) (1,305) (1,310)
Interest Expense (253.8) (431.5) (413.2) (305.5) (305.5) Net increase in bank borrowings 216 842 2,156 1,543 1,543
Interest and Invest. Income
Income/(Loss) from Affiliates 4.0 4.1 10.7 13.1 15.8 Issuance of Common Stock 0 0 283 0 0
Other Non-Operating Inc. (Exp.) (30.1) (86.9) 131.6 0 0 Common Dividends Paid (232) (143) (354) (432) (498)
Impairment of Goodwill 0 0 0 0 0 Special Dividend Paid - - - - -
Gain (Loss) On Sale Of Invest. 20 94 166 205 249 Other Financing Activities (326) (334) (699) (614) (657)
Gain (Loss) On Sale Of Assets Cash from Financing (341) 364 1,385 497 388
Income Tax Expense (48) (147) (296) (321) (369)
Minority Int. in Earnings 0 2 (14) (14) (14) Net Change in Cash 192 1,182 (137) 1,621 889
Net Income 307 591 1188 1447 1669
Growth yoy% (72.8%) 92.6% 101.0% 21.9% 15.3%
Balance Sheet (RMBm) FY2014 FY2015 FY2016 FY2017F FY2018F Ratios FY2014 FY2015 FY2016 FY2017F FY2018F
ASSETS Profitability
Cash And Equivalents 1,138 2,188 1,994 3,745 4,635 Return on Assets % 3.4% 5.8% 8.9% 8.7% 8.7%
Receivables 1,610 1,485 2,898 3,568 4,292 Return on Capital % 8.0% 12.1% 14.5% 13.0% 13.3%
Inventory 1,636 1,893 2,931 3,025 3,638 Return on Equity % 9.0% 16.0% 26.2% 25.6% 24.7%
Other Current Assets 0 61 318 318 318
Total Current Assets 4,385 5,627 8,142 10,656 12,882 Margin Analysis
Net Property, Plant & Equipment 4,158 4,998 6,231 6,548 6,501 Gross Margin % 12.4% 18.0% 19.4% 17.9% 17.2%
Long-term Investments - - - - - SG&A Margin % 6.5% 71% 7.6% 6.8% 6.8%
Other Intangibles - - - - - EBIT Margin % 5.9% 10.9% 11.7% 11.1% 10.4%
Deferred Tax Assets, LT - - - - - EBITDA Margin % 9.7% 15.2% 17.0% 15.1% 13.1%
Other Long-Term Assets 596 776 912 785 801 Net Income Margin % 2.9% 5.6% 8.7% 8.6% 8.3%
Goodwill - - - - -
Accounts Receivable Long-Term - - - - - Asset Turnover
Total Long Term Assets 4,754 5,774 7,143 7,334 7,302 Total Asset Turnover 1.1x 0.9x 0.9x 0.9x 1.0x
Total Assets 9,139 11,401 15,284 17,990 20,185 Fixed Asset Turnover 2.2x 1.8x 1.9x 2.3x 2.8x
Accounts Receivable Turnover 7.2x 6.8x 6.2x 5.2x 5.1x
LIABILITIES & EQUITY Inventory Turnover 6.4x 5.6x 4.7x 5.6x 5.6x
Accounts Payable 2,107 2,913 3,766 5,442 6,453
Accrued Exp. - - - - - Liquidity
Short-term Borrowings 353 1,671 3,550 3,550 3,550 Current Ratio 1.8x 1.2x 1.1x 1.2x 1.3x
Curr. Port. of LT Debt - - - - - Quick Ratio 1.1x 0.8x 0.7x 0.8x 0.9x
Curr. Income Taxes Payable - - - - - Avg. Days Sales Out. 56.1 51.3 77.5 77.5 77.5
Unearned Revenue, Current - - - - - Avg. Days Inventory Out. 57.0 65.3 78.4 65.7 65.7
Other Current Liabilities 31 41 104 104 104 Avg. Days Payable Out. 89.7 105.7 110.8 121.9 129.6
Total Current Liabilities 2,491 4,625 7,420 9,096 10,107 Avg. Cash Conversion Cycle 47.8 30.4 74.0 39.3 40.3
Long-Term Debt 3,117 2,741 2,560 2,560 2,560 Net Debt to Equity 67% 57% 80% 38% 20%
Def. Tax Liability, Non-Curr. 76 96 113 113 113
Other Non-Current Liabilities 0 0 0 0 0 Growth Over Prior Year
Total Liabilities 5,684 7,463 10,093 11,769 12,780 Total Revenue 27.2% 1.0% 29.1% 23.1% 20.3%
Common Stock 189 189 97 97 97 Net Income (72.8%) 92.6%  101.0% 21.9% 15.3%
Additional Paid In Capital - - - - - Payout Ratio % 29.7% 29.8% 30.1% 29.8% 29.8%
Retained Earnings 3,265 3,722 5,052 6,068 7,239
Treasury Stock
Comprehensive Inc. and Other - - - - -
Minority Interest 0 27.4 427 56.3 69.8
Total Equity 3,455 3,939 5,191 6,221 7,405
Total Liabilities And Equity 9,139 11,401 15,284 17,990 20,185
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Valuation

Texhong is one of the largest yarn manufacturers in China, with more than a 30% share of
the core-spun yarn sub-market. Texhong is trading at 6.1x 2017E PER, which is a discount
to the average of its HK-listed and A-share-listed peers.

We maintain the view that Texhong is a solid industrial name with a growth story. It is trad-
ing at 6.1x 2017E PER and 5.3x 2018E PER, which we think is undervalued compared to

its HK-listed peers . We maintain our BUY rating on Texhong with a target price of
Trading at a discount to its HK HKS$14.14 basr,)ed on 9.5x 2016E 9 g get P
-listed and A-share-listed peers Y ' '

Share price catalysts include (a) details on the Company’s expansion plan for 2018 and
beyond and (b) news flow on both its downstream expansion and US trade policy.

Figure 4: Texhong PER band
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Company PE EV/EBITDA Div yield Share Price Performance
oM

Market Cap 2017F 2016F  2017F  2018F 2015 2016F M
Ussm x x x x b Y % %

HK Listed Textile & Garment Plays

Machinery

641 HK Chtc Fong's Industries 2.07 294 na. na. na. na. na. 17 na. 125 na. 5.4 na. 29 na. 5.1 14.4 6.2 3.7 -14.1
Average na. na. na. na. na. 17 na. na. na. na. na. na. na. 51 14.4 62 3.7 141
Yarn manufacturing

2678 HK Texhong Textile Group Ltd 11.28 1,329 75 6.1 5.3 5.3 a2 3.6 17 14 26.0 25.4 5.8 9.6 a1 5.0 7.2 0.5 0.2 119.0 7.4
2111 HK Best Pacific International H 5.62 745 131 11.0 9.2 83 6.9 5.8 33 29 204 232 12.0 14.3 24 3.0 6.5 147 155 299 5.7
2698 HK Weigiao Textile Co Ltd-H 5.59 860 na. na. na. na. na. na. 03 na. 5.9 na. 35 na. 5.1 na. 6.5 9.4 3.1 66.4 153
Average 10.2 87 9.2 6.9 6.0 538 20 22 14.1 221 7.1 11.9 32 35 24 1.6 41 78.4 5.7
Textile manufacturing

321 HK Texwinca Holdings Ltd 5.10 908 119 116 10.9 5.2 5.0 12 12 128 9.9 9.6 65 9.0 10.6 3.0 -10.1 7.4 -30.4 0.6
420 HK Fountain Set Hidgs 1.08 168 na. na. na. na. na. 04 na. na. na. 26 na. na. na. 29 8.0 4.9 333 10.2
1382 HK Pacific Textiles Holdings 8.90 1,658 132 123 116 9.1 9.0 21 39 289 29.0 17.3 19.6 7.9 7.7 6.2 0.8 121 -186 5.7
539 HK Victory City Inti Hidgs Ltd 0.26 138 na. na. na. na. na. 0.1 na. 7.7 na. 17 na. 37 na. 38 73 165 -62.9 0.0
2313 HK Shenzhou Intemational 47.15 8,495 204 17.1 14.6 1.8 101 a4 4.0 189 215 14.7 16.0 16 27 1.2 16 7.7 185 3.9
565 HK Art Textile Technology Intl 0.73 252 na. na. na. na. na. 16 na. 11 na. 7.4 na. 0.0 na. 255 2.7 55.3 284.2 -16.1
2307 HK Kam Hing International Holdi 0.53 59 na. na. na. na. na. 0.2 na. 29 na. 1.0 na. 238 na. 39 19 -1.9 6.0 6.0
Average 13.9 124 116 8.0 7.5 18 238 12.0 207 7.7 135 2.0 6.1 1.5 18 13 386 1.0
Garment manufacturing

311 HK Luen Thai Holdings 177 236 9.9 76 na. 28 na. 0.6 06 34 6.1 20 35 238 24 -7 5.0 159.1 178.7 14
2199 HK Regina Miracle International 5.99 944 410 19.0 113 10.1 7.0 28 26 313 6.7 6.0 4.0 09 0.6 6.4 207 379 -47.9 6.8
303 HK Glorious Sun Enterprises Ltd 0.99 196 na. na. na. na. na. 0.6 na. a2 na. 23 na. 6.8 na. 21 1.0 4.8 25 3.1
333 HK Top Form Intemational Ltd. 177 49 na. na. na. na. na. 0.7 na. 6.1 na. 21 na. 56 na. -0.6 0.6 29 5.9 17
2368 HK Eagle Nice (Int) Hidgs Ltd 2,07 133 80 7.1 6.9 na. na. 0.9 0.9 10.0 12.0 8.0 8.0 128 9.2 42 5.9 20 6.2 5.5
3398 HK China Ting Group Hidgs Ltd 0.56 151 na. na. na. na. na. 05 na. -16 na. 03 na. 0.0 na. 19.1 19.1 303 59.7 19.1
1388 HK Embry Holdings Ltd 3.45 185 na. na. na. na. na. 0.8 na. 114 na. 5.7 na. 33 na. 17 3.9 42 7.8 3.1
1982 HK Nameson Holdings Ltd 163 436 10.2 87 7.8 5.0 45 na. 21 239 27.9 11.0 14.1 0.0 3.4 3.6 5.2 148 na. 41
Average 17.3 106 8.7 6.0 5.7 1.0 16 1.1 13.2 a7 74 4.0 a4 2.0 1.4 203 265 0.7
A share Listed Textile Plays

601233 CH Tongkun Group Co Ltd-A 15.92 2,842 16.6 14.0 113 63 57 19 19 17 105 35 63 15 0.4 15.0 36.8 204 10.9
200726 CH Luthai Textile Co Ltd - B 9.43 1,462 9.9 87 7.8 72 6.7 12 11 10.6 105 84 7.9 6.8 05 31 3.0 85 13
000850 CH Anhui Huamao Textile Co-A 6.24 853 na. na. na. na. na. 13 na. 1.8 na. 0.4 na. na. 6.5 13 5.8 13.7 47
002042 CH Huafu Top Dyed Melange Yar-A 12.09 1,460 225 19.1 16.3 159 12.6 25 25 9.5 11.0 47 42 0.6 9.0 9.0 112 279 5.5
002394 CH Jiangsu Lianfa Textile Co-A 17.45 819 154 13.9 12.7 na. na. 21 19 11.2 124 7.7 83 23 5.6 3.7 8.0 117 13
600483 CH Fujian Funeng Co Ltd-A 1137 2,557 16.2 14.1 12.1 7.9 6.8 45 22 17.1 148 6.7 6.2 18 a8 2.6 a1 41 27
601339 CH Bros Eastemn Co Lid-A 6.39 1,389 200 17.4 16.8 na. na. 14 14 a9 6.5 a2 33 23 5.1 0.6 46 111 24
002015 CH Xiake Color Spinning Co Lt-A 8.41 488 na. na. na. na. na. 111 na. na. na. 275 na. na. 11 9.1 7.6 2258 a5
002087 CH Henan Xinye Textile Co -A 7.10 840 27.6 220 17.3 15.7 123 20 20 5.9 75 22 32 0.7 a7 24 26 298 14
Average 183 156 135 106 8.8 31 18 7.8 10.5 7.2 5.6 23 a1 12 6.0 11.9 2.6
Other OEM/ODM Names

1477 TT Makalot Industrial Co Ltd 123.00 820 163 14.0 na. 108 93 na. 31 27 251 17.4 138 12.0 5.0 65 5.7 163 -36.0 0.8
1476 TT Eclat Textile Company Ltd 301.50 2,617 231 18.7 15.5 14.9 12.8 106 5.9 5.7 393 27.2 201 19.6 31 a1 6.8 223 -26.4 -10.7
551 HK Yue Yuen Industrial Hidg 2875 6,106 126 12.0 11.0 7.8 73 6.8 na. 13 88 106 na. 7.0 4.6 4.9 0.5 -15.1 3.0 2.1
1836 HK Stella International 11.00 1,125 138 12.0 10.7 9.2 8.2 75 12 11 125 8.1 73 6.7 73 5.8 -17.8 124 -45.0 -12.0
105630 KS Hansae Co Ltd 25050.00 866 132 10.9 8.9 84 72 na. 21 19 273 153 76 7.1 12 126 16.8 2.2 -56.7 23
005390 KS Shinsung Tongsang Co Ltd 1260.00 156 na. na. na. na. na. na. 0.8 na. 33 na. 07 na. na. 2.0 5.0 6.0 128 12
009270 KS Shinwon Corp 1580.00 86 na. na. na. na. na. na. 05 na. 36 na. 0.9 na. na. -8.9 71 8.4 5.4 0.9
111770 kS Youngone Corp 30850.00 1,181 101 9.2 9.9 5.9 56 na. 12 1.0 12.1 10.4 5.9 6.0 0.7 14.7 16.0 83 372 0.7
Average 14.9 128 1.2 9.5 8.4 8.3 21 23 16.5 14.8 7.8 9.8 37 3.8 18 -10.8 271 2.8
HS! Index Hang Seng Index 18 4.4 12 18.1 71
HSCE Index Hang Seng China Ent Indx 48 37 a7 20.9 8.0
SHSZ300 Index Csi 300 Index 19 -2.9 3.4 121 3.6
SHCOMP Index ~ Shanghai Se Composite 25 0.8 4.9 125 3.7
VV2 Index Generic 2Nd Vv’ Future 0.2 12 17.1 48.0 68
H1DQB Index Sse-Sehk Sb D Quota Bal 209 -4.4 61.0 -11.8 127.9
Si100 Index Szse 100 Return Index Sz 3.9 -5.1 -0.5 10.4 37
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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 Securities (6881.hk) is the direct and/or indirect holding company of the group of companies under China Galaxy International.

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.




