Texhong Textile
Leading R&D, star products

[ initial Coverage

Investment positives

We initiate coverage of Texhong Textile Company (02678) with a
BUY rating and TP of Rmb14.01, based on 9x 2017e P/E (31%
upside). It is the largest core-cotton textile supplier;
core-spun spandex materials are its high value-added
key products, accounting for ~60% of its total revenue.

Why BUY rating?

Yarn/fabric industry: garment consumers paying more
attention to elegance, comfort and functionality. Faced
with wider applications, core-spun spandex yarn and fabrics are
star products with rich growth opportunities.

Competitive advantages: 1) Given its Rmb13bn 2016e sales,
the company directly benefits from the economies of scales. 2)
Leading R&D capability guarantees higher margin. 3) Plants are
well diversified geographically, with production facilities located
in the PRC/Vietham accounting for 50%/50%, helping it to
capture favorable policies and comparative advantages.

Rapid growth+rich opportunities. Judging from 20%/56%
sales/net profit growth in 1H16, Texhong has benefited not only
from rising cotton prices but also from the consumption upgrade.
Vertical consolidation could become future’s growth generator.

How do we differ from the market? R&D capabilities could
serve as a strong entry barrier for Texhong against peers.

Potential catalysts: Positive outlook for the growth trend of
cotton prices; 2H16 results to beat consensus expectations.

Financials and valuation

EPS is expected to be Rmb1.26, 1.43 and 1.62 in 2016/17/18, a
CAGR of 36%. Unlike comparable peers, it is trading cheaply at
single-digit forward P/E. With its R&D advantages and star
products, its current valuation level could further improve.

Risks
Fluctuations in cotton prices; weak demand for customer brands.
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Initiate with BUY

Ticker 02678.HK
CICC investmentrating * BUY
Last close HK$10.74
CICC target HK$14.01
52wk price range HK$12.86~4.52
Market cap (bn) HK$10
Daily value (mn) HK$12.30
Shares outstanding (mn) 915
Free float (%) 100
Daily volume (mn sh) 1.09
Business sector Textiles
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Dec-2015 Mar-2016 Jun-2016 Sep-2016 Dec-2016
(Rmb mn) 2014A  2015A  2016E  2017E
Revenue 10,470 10,575 13,300 15,747
(+/-) 27.2% 1.0% 25.8% 18.4%
Net profit 307 591 1,150 1,311
(+/-) 728%  92.6%  94.7% 14.0%
EPS 0.34 0.65 1.26 143
BPS 3.78 427 5.29 6.32
DPS 0.16 0.15 0.38 043
CPS 1.14 1.85 222 2.50
P/E 25.6 139 76 6.9
P/B 23 21 18 16
EV/EBITDA 9.8 6.5 47 4.2
Dividendyield 1.8% 1.6% 3.9% 4.3%
ROAA 3.4% 5.8% 9.2% 9.0%
ROAE 9.0% 16.0% 26.3% 24.7%

Source: Wind, Bloomberg, company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Financial summary
Financial statement (Rmb mn) 2014A 2015A 2016E 2017E Financial ratios 2014A 2015A 2016E 2017E
Income statement Growth ability
Revenue 10,470 10,575 13300 15,747 Revenue 27.2% 1.0% 25.8% 18.4%
COGS -9,176 -8,669 -10,717 -12,749 O perating profit -55.8% 91.8% 52.6% 9.8%
Selling expenses -352 -369 -437 -520 EBITDA -386%  609%  43.6% @ 11.2%
Administrativ e expenses -328 -381 -452 -536 Net profit -72.8% 92.6% %.7%  14.0%
Other ops income (expense) 0 0 0 0 Profitability
O perating profit 600 1,150 1,756 1,929 Gross margin 12.4% 18.0% 194%  19.0%
Finance costs -249 -419 -395 -377 O perating margin 5.7% 10.9% 132%  12.2%
Otherincome (expense) 0 0 0 0 EBITDA margin 9.5% 15.2% 173%  16.3%
Profit before income tax 355 736 1,365 1,556 Net margin 2.9% 5.6% 8.6% 8.3%
Income tax -48 -147 -218 -249 Liquidity
Minority interest 0 2 4 4 Current ratio 1.76 1.22 1.35 145
Net profit 307 591 1,150 1,311 Q uick ratio 1.10 0.81 0.93 0.96
EBITDA 998 1,605 2304 2,562 Cash ratio 0.44 0.42 0.49 0.58
Recurrent net income 307 591 1,150 1,311 Liabilities / assets 62.2% 65.5% 64.4%  62.6%
Balance sheet Net debt / equity 556%  536%  43.5%  30.0%
Cash and bank balances 1,094 1,940 2,547 3,383 Return
Trade and bill receivables 1,320 1,032 1,519 1,242 RoA 3.4% 5.8% 9.2% 9.0%
Inventories 1,636 1,893 2,217 2,882 RoE 9.0%  160%  263%  24.7%
Other current assets 335 762 816 987 Per-share data
Total current assets 4,385 5,627 7,099 8,494 EPS (Rmb) 0.34 0.65 1.26 1.43
Fixed assets and CIP 4,158 4,998 5,645 6,034 BPS (Rmb) 3.78 4.27 5.29 6.32
Intangible assets and others 596 776 920 1,012 DPS (Rmb) 0.16 0.15 0.38 0.43
Total non-current assets 4,754 5,774 6,565 7,047 Cash flow per share (Rmb) 1.14 1.85 2.22 2.50
Total assets 9,139 11,401 13,664 15,540 Valuation
Short-term borrowings 236 1,548 1,398 1,538 P/E 25.6 139 76 6.9
Trade and bill pay ables 1,666 2,295 2,990 3,297 P/B 23 2.1 1.8 1.6
Other current liabilities 589 783 862 1,031 EV/EBITDA 9.8 6.5 4.7 4.2
Total current liabilities 2,491 4,625 5,251 5,866 Dividendyield 1.8% 1.6% 3.9% 4.3%
Long-term borrowings 2,779 2,505 3,263 3,589
Total non-current liabilities 3,193 2,837 3,553 3,870
Total liabilities 5,684 7463 8,804 9,735
Share capital 94 94 94 94
Retained profit 3,361 3,817 4,742 5,601
Equity 3,455 3911 4,837 5,786
Total liabilities & equity 9,139 11,401 13,664 15,540
Cash flow statement
Pretax profit 355 736 1,365 1,556
Depreciation & amortization 398 455 549 633
Change in working capital 116 253 -71 -50
Others 176 253 188 144
Cash flow from operations 1,045 1,697 2,031 2,284
Capital expenditure -607 -935 -1,185  -1,010
Others 22 -184 -150 -100
Cash flow from investing -585 -1,119 -1,335  -1,110
Equity financing 0 8 0 0
Bank borrowings 216 842 608 466
Others -502 -582 -697 -804
Cash flow from financing -285 268 -89 -338
Foreign exchange gain (loss) 0 0 0 0
Net changes in cash 175 846 607 836

Source: Company data, CICC Research

Company description

Texhong Textile is the largest core cotton textile suppliers which engaged in the production and distribution of quality yarn, grey
fabrics and garment fabrics, especially of high value-added core-spun yarn and fashion cotton textiles. After the initial offering on
HKEx in 2004, the Company has invested heavily in production capacity expansion and R&D. Currently its production facilities are
mainly located in Mainland China and Vietnam, with its products widely used in high-tier branded apparels. The Company is now
venturing into the downstream sector of the textile industrial chain.

Please read carefully the important disclosures at the end of this report
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Company snapshot

Figure 1: Products of Texhong Textile and revenue contributions
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Figure 2: 2012~1H16 revenue and net profit Figure 3: 2012~1H16 gross margin trend
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Please read carefully the important disclosures at the end of this report
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Yarn & fabric industry: rich opportunities for
high-tier products

Innovative technologies boosting bargaining power

From cotton to finished garments, the entire textile industrial chain involves multiple
sections, stating from: 1) the manufacture of yarns, which are then 2) woven into fabrics;
afterwards, those materials are 3) dyed and cut properly, and finally 4) embroidered and
tailored. Judging from the competitive landscape, midstream players (weaving and dyeing
factories) are relatively decentralized, while upstream (yarn providers) and
downstream (garment manufacturers) are experiencing a consolidation period,
i.e. big names could emerge from both ends of the industrial chain. As for now,
and increasing number downstream garment-brand operators have realized the
importance of textile industry clusters in mainland China, and as a result, 40% of imported
apparels are rooted from PRC.

Yarn production section faced with a process of polarization. As for the entire
sector, the boom period has passed and average players are haunted by excess capacity,
while industry leaders could sustainably benefit from the economy of scales, thus a
positive feedback could be realized with its growing production capabilities and customer
base and strong players would become stronger via horizontal integration.

For yarn providers, huge synergies can be generated from cooperation with downstream
brands and upstream suppliers:

» Asupstream players of the textile sector, leading yarn and fabric manufacturers
could benefit from its experiences of cooperating with high-tier
downstream customers; thus, they are equipped with the ability to forecast the
upcoming trends of the fabric industry with its insights into consumers’ tastes.

» Product innovation is also rooted from frequently consulting suppliers on the latest
fiber, spandex and other materials development and their applications. Strategic
relationships with renowned raw material suppliers help yarn and fabric
producers developing new materials to build up its product inventory.

Texhong Textile, which has continued focusing on the manufacture of yarns, lies on the
upstream of the textile industry. Equipped with cutting-edge production technologies and
valued customers, we expect a positive prospect for the textile giant.

Figure 4: Textile industrial chain overview-production process and typical players
Shenzhou
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Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Spandex yarn and fabric: star products with strong demand

Weaving and knitting are two major textile technologies that feature different
uses and properties. Woven fabrics are used in the production of shirts, jeans, khakis
and jackets, while knitted fabrics are used in the manufacture of lingerie, sportswear and
polo shirts. Woven garments lack elasticity compared to knitwear products. The launch
of spandex yarn added: 1) more appealing functions; and 2) wider application
range to woven products. For example, spandex yarn can provide denim with better
flexibility, making jeans more comfortable. Its use has widened to the production of
traditional knitwear products like high-tier T-shirts, polo shirts and socks. It has become a
mature product with sustainable growth momentum.

» Demand side: Top-tier garment material with appealing features. Spandex
is: 1) lightweight compared to rubber thread; 2) resistant to body oils, perspiration
and lotions; and 3)retains its shape — i.e. soft and rubbery segments allow it to
stretch up to 600% and then recover its original shape. Given its outstanding
properties, blending spandex with other fabrics (esp. cotton) provides a higher level
of comfort, durability and flexibility to garments in the practice of the fashion industry.
Comparing to fabrics made entirely from spandex, products with cotton yarn added
to the components are: 1) anti-allergic; and 2) easier to dye. It was first used in
women'’s foundation garments and later introduced to other subsectors in the apparel
industry. Spandex yarn and fabric face with strong demand from high-tier garment
brands.

> Supply side: Prices affected by fluctuations in crude oil prices. Spandex
prices, which are highly correlated with crude-oil prices, have a significant influence
over the overall raw material costs. After peaking at ~Rmb80k at the beginning of
2011, the downward trend is maintained.

For Texhong Textile, spandex stretch yarn and spandex stretch fabrics are star
products. The yarn is made by twisting textiles fibers (95~97% content) around a
continuous strand of spandex (3~5% content) and concealing the core. The spandex core
is the key to the higher elasticity of products. From the perspective of downstream
customers — e.g., Uniglo and some global sportswear brands — the vyarn’s high
performance is the basis of innovations related to garment materials, contributing to both
higher functionality and a more fashionable design. A higher portion of production
capabilities are now utilized in the manufacture of spandex stretch yarns and fabrics.

Given its rich experience in the manufacture of spandex stretch yarn, Texhong Textile
could expand its business coverage along the textile-industrial chain and build
a consolidated industry ecosystem eventually.

Please read carefully the important disclosures at the end of this report
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Figure 5: Applications of spandex yarn and fabric
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Source: Official website of branded apparel retailers, CICC Research
Figure 6: Historical price trend of spandex and average crude oil price
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Please read carefully the important disclosures at the end of this report
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Pro-cyclical players to benefit from the rising cotton prices

>

Given the current upward trend of cotton prices, pro-cyclical textile companies,
including Texhong Textile (as for its core-spun spandex products, synthetic fibers
account for 3~5%, while cotton accounts for 95~97% of the total raw materials
used), Luthai and Shenzhou International, has witnessed significant growth in their
financial results.

Although the government sell-off has increased slightly since July, we still see
upside room in cotton prices. Over the medium-to-long term, the global
inventory/consumption ratio for cotton has approached an inflection point, and
cotton prices are likely to bottom out. Together with the existing imbalance
between supply side and demand side, this suggests that downside room for cotton
prices is limited for the next few months. We expect the price to remain stable with
slight upside potential in 2017, assuming that the terminal demand level will not
drop dramatically from the current situation.

When the spread between domestic and overseas cotton price is reasonable, rising
cotton prices are transferred to yarns. Pro-cyclical cotton-based textile companies
may find it easy to transfer the rising cotton prices to the downstream, and ex-plant
prices can rise alongside cotton prices. As cotton prices rise, the company is likely to
benefit from expanding gross margin and accelerating revenue; after the expensive
cotton is put into production, their revenue may rise further.

Figure 7: Components of Texhong Textile’s core-spun spandex yarn

Cotton fiber

Spandex core

Core-spun spandex yarn

Components of core-spun yarns
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m Cotton

Spandex

95~97%

Source: Wind Info, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 8: Trend of cotton price and pro-cyclical textile companies’ revenue growth
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Figure 9: ASP for domestic sell-off of cotton by

Figure 10: Downstream yarns started raising prices
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Texhong Textile: Largest core-cotton textile supplier

Company positioning and development history

Management positioned Texhong Textile as a leading manufacturer of high
quality textile products, engaged in the production and distribution of quality yarn,
grey fabrics and garment fabrics, especially of high value-added core-spun yarn and
fashion cotton textiles. Its origin goes back to 1997, when its predecessor Hong Kong Tin
Hong Industrial was established and focused on investing in PRC-based textile projects,
and started production by renting looms from various textile mills. Since then and after its
IPO on HKEx in December 2004, the company expanded its production facilities and
strengthening its research and development arms. Now, it is one of the largest core
cotton-textile suppliers in the world.

Hong Tianzhu, chairman and CEO of Texhong Textile, is the controlling
shareholder of the company by holding controlling stakes in New Green Group
(directly holds 42.9% of Texhong Textile’s total shares outstanding) and in Trade Partners
Investment (holds 16.6% shares). Mr. Hong founded the company and has over 20 years’
experience in the textile industry. Widely known as being down-to-earth and dedicated to
innovation, he is in charge of the company’s overall development strategy.

Figure 11: History and development of Texhong Textile

Hong Kong Tin Hong Industrial, the
predecessor company of Texhong
Textile, was registered in Hong Kong,
focusing on investments in PRC-based
textile projects.

Subsidiaries in Suining Country and
Taizhou City of Jiangsu Province were
established to purchase the bankrupted
Suining Textile Mill and Taizhou No. 2

Weaving Mill

A subsidiary in Nantong City of

Jiangsu Province was established

to purchase the bankrupted
Xiongying Textile Co.

Acquired Shandong Morigin Textile
Factory Co. in 2013;

Acquired: 1) the yarn-spinning
business, yarn-spinning related
technologies and patents of Central
Textiles (Hong Kong) Group; and 2)
Part of the workforce and equipment
rom a financially distressed jeans wear
manufacturing firm in 2015

A subsidiary in Xuzhou City of Jiangsu
Province was established to purchase the
bankrupted Feng County Textile Mill
Texhong Textile listed on HKEx

A subsidiary in Vietnam was
established to facilitate overseas
capacity expansion

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 12: Shareholding structure as of end-October
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Source: Company data, CICC Research

Outstanding profit growth driven by sales volume and cotton price

The annual sales and net profit of Texhong Textile have been volatile given the high
dependence of textile companies’ financial results on: 1) cotton prices; and 2) the FX
market. As of 1H16, Texhong Textile's revenue grew 20.1% YoY to
Rmb5,822mn, mainly driven by the sales volume growth under strong demand for the
company’s products; and it also recorded a net profit of Rmb457mn, indicating a
55.9% YoY growth, thanks to the 1.2ppt improvement in gross margin as a result of
the drop in cotton cost.

The company generated >Rmb1bn net profit from January~October according
to the latest positive profit alert, significantly surpassing its 2015 full-year net profit,
thanks to strong sales volume and higher gross profit margin amid an upward trend in
cotton prices.

Yarn products still account for the largest portion of the company’s total sales
revenue. As for 1H16, yarns contributed 92.1% of the overall turnover (stretchable
core-spun yarns/other yarns accounted for 54%)/38.1%), while fabrics took 6.7% (grey
fabrics/garment fabrics accounted for 4.4%/2.3%) of total sales. Since 2015, the

company has engaged in the production of garments, which contributed 1.3% of total
sales in 1H16.

Figure 13: 2012~1H16 revenue and net profit Figure 14: 1H16 revenue breakdown
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Clear capacity expansion strategy

The development history of Texhong Textile can be divided into 2 phases:

» From 2000~2004, the firm acquired bankrupt state-owned textile
enterprises at low cost and upgrading the product facilities to ramp up its
production capacity. It acquired the fixed assets and factory premises of four
SOEs that had been liquidated, namely: Tianzhu No. 2 Weaving Factory, Suining
Cotton, Rudong Textile and Feng County Textile. The management team sent by
Texhong Textile took control of the daily operations, aiming at improving the
operating efficiency to turnaround their business.

> Since 2006, the company has attached more importance to the capacity
expansion in Vietnam due to the labor cost advantages. The first subsidiary in
Vietnam was established in October 2006, and we expect the plants in Vietnam
would account for 50% of the company’s total production capabilities.

As for now, plants in mainland China focus on product diversification and specialization,

while those in Vietnam are direct beneficiaries of economies of scale and account for the

largest share in its subsector globally.

Atend-1H16, the Group had 14, 4 and 1 production bases in mainland China, Vietham and

Cambodia; respectively, with total annual production capacity of about 2.84mn

spindles.

Figure 15: Production capability expansion process: from 2007 to 1H16
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Note: geographical distribution of production capacity for 2007~2012 were based on ex ante projections
Source: Company data, CICC Research
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Future trend: Vertical consolidation along the industry chain

Currently the direct customers of Texhong Textile are non-branded garment factories.
According to management, the company is committed to building an
integrated platform in Vietnam for the downstream industrial chain by acquiring
business, establishing JVs and recruiting suitable professionals, aiming at alleviating the
fluctuation in its profitability caused by cotton priced through in-depth industrial
development.

> Feasibility & benefits: Currently, capital expenditures are limited, allowing the
company to invest heavily in vertical extensions along the industrial chain. The
company is now venturing into making garments in an industrial park located in
Vietnam. Later it plans to extend its business into the weaving and dyeing process.
An integrated textile ecosystem could contribute to higher gross margin
via upstream/downstream consolidation.

» Schedule: Construction of plants to form the platform comprising a downstream
industrial chain (weaving, dyeing and garment manufacture) has been underway
since 1H16, and equipment installations was generally completed by now. We
estimate that the garment manufacturing business will realize over
Rmb100mn in 2017 and over Rmb1.0bn in 2018. After completion, the
weaving and dyeing plants would first sell products to downstream factories, and the
company expects to directly communicate and cooperate with garment brands
eventually.

Please read carefully the important disclosures at the end of this report
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Core competitive advantages

Economies of scale: Lower unit cost

As one of the world’s largest core cotton yarn suppliers with a share of ~30% in its
subsector, Texhong Textile has invested heavily in PP&E over the past few years with its
capex ranging from Rmb400~900mn. Given the upward trend of cotton prices, the
company could directly benefit from economies of scale by fully utilizing its
operating leverage.

Compared its peers, a cost breakdown analysis indicates that Texhong Textile's fixed costs
account for a larger proportion in its cost structure. If we regard expenditures in
utilities, depreciation & amortization, transportation and others as fixed costs,
Texhong Textile’s would thus account for 14.3% of its total costs of sales and
SG&A expenses vs. 12.7% at Shenzhou International's, 11.8% at Weiqiao
Textile’s and 4.4% at Pacific Textile's. Thus, we expect the firm to benefit from the
economy of scales, as fixed costs can be amortized more thoroughly with a larger
production scale, leading to lower average unit cost. Given the pro-cyclical nature of the
textile industry, leveraged companies could extraordinarily benefit from bullish market
situation.

Figure 16: Cost breakdown analysis: Texhong Textile vs. comparable peers
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Source: Company data, CICC Research
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Leading R&D capabilities: revenue ramp-up and improved profitability

In 2007, Texhong Textile started centralizing its R&D resources from its headquarter and
all PRC-based factories, and established a formal R&D center in Changzhou, which has
kept developing and improving a wide variety of products in order to secure the company’s
leading position in the sector and to meet the demand of quality customers for different
high-end products.

Apart from its individual efforts, cooperation with suppliers and customers
along the industrial chain could also boost its R&D capabilities:

» Downstream brands as fashion guidance: As a bellwether in its sector, Texhong
Textile has kept attending brand conferences with its clients such as Uniglo, aiming at
digging deeper into innovation with downstream fabric providers and garment
manufacturers, and meeting the demand of quality customers for different high-end
products. Customers frequently provide samples or ideas to the company to see
whether manufacturing of certain types of fabric is feasible.

> Upstream suppliers to trigger material innovation: Texhong Textile has
continued to strengthen the cooperation with: 1) INVISTA (an international
core-spun spandex fiber manufacturer of LYCRA Brand); 2) Lenzing Fibers (the
manufacturer of TENCEL Lyocell fiber/Modal fiber); and 3) Toray of Japan. Thus, the
firm has established prolonged strategic partnerships and kept abreast of the latest
development of raw materials, their usage and function.

Thanks to its R&D arms, product variety was guaranteed, so that Texhong
Textile can effectively diversify the risk of fluctuation in raw material cost in
over the long term. Following the successful launch of metallic-wire series textile
products, the company launched core-spun textile products with polyester, nylon and
polypropylene in 2007. In 2008, more than Rmb70mn of TVC and JC yarns were sold for
specialized clothing needs for China Army.

Innovative products catering to specific demands enjoy extra pricing power
when facing downside customers, thus boosting the company’s topline growth
and gross margin. Over the past 5 years, the profitability trend of different products
was upward despite the disturbance caused by raw material price fluctuation.

Figure 17: Gross margin trend by products
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Source: Company data, CICC Research
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Figure 18: Production and R&D facilities: infrastructure & software devices

Source: Company data, CICC Research

Capacity: Well diversified geographically-

As for now, 14, 4 and 1 plant(s) were located in Mainland China, Vietnam and Cambodia.
Thanks to the geographical diversification, Texhong Te xtile can benefit from
supportive policies and comparative advantages in different areas as many as
possible.

Vietham plants: Lower labor costs, taxes and tariffs despite emerging
uncertainties related to TPP. Texhong Textile is among the pioneers that started
building production facilities in Vietnam due to better cost efficiency. Thus the company
can: 1) enjoy significant first-mover advantages with its initial investmentin PP&E and rich
experience of cooperating with local government, which act as entry barriers, helping
Texhong Textile to maintain its cost advantage and abundant labor supply in Vietnam; 2)
subsidiaries established in Vietnam are entitled to several years’ income tax exemption
and/or reductions, contributing to lower tax expenses for the company; and 3) yarns and
fabrics produced in Vietnam and exported to other TPP participants could have enjoyed
tariff exemptions were the agreement implanted. While the election of Donald Trump as
the U.S. president could add uncertainty to the prospect, the international trades among
FTA participants (Japan, South Korea and the EU) have already been exempt from tariffs
or could enjoy a lower-tariff regime.

PRC-based plants: Beneficiaries of the Belt and Road initiative. Texhong Textile’s
mainland production facilities were mainly located in Shandong, Jiangsu and Zhejiang,
while the company has attached more importance to the capacity ramp-up in Xinjiang
since 2015, where favorable state policies were continually introduced thanks to the Belt
and Road initiative. According to Xinjiang regional government, companies incorporated
and mainly operating in Xinjiang could borrow at lower interest rates to finance its capital
expenditures. They could conditionally benefit from transportation/utility/employee
subsidies and government grants.

Please read carefully the important disclosures at the end of this report
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Figure 19: Geograph/ca/ distribution of Texhong Textile’s production facilities and headquarters
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Financial analysis and earnings forecast

Financial analysis

For

comparison, we choose 7 textile manufacturers in mainland China or

Taiwan as peers for Texhong Textile. Among all these firms, Eclat, Makalot and
Shenzhou Int'l are garment OEMs (downstream); Luthai, Texwinca and Pacific textile

main

ly focus on the production of fabrics (midstream); and Weigiao Textile engaged in the

manufacture of cotton yarn, grey fabric and denim (upstream).

>

Figure 20: Peers comparison:

Profitability: 1) Given that the company is positioned at the upstream of the textile
industry, the gross margin is lower than that of fabric providers/garment OEMs, and
more sensitive to fluctuations in cotton price. 2) Operating margin is also volatile due
to dramatic rises and falls in other gains/losses following minor changes in SG&A
expense ratio.

Working capital: 1) The inventory situation remains healthy with the
inventory-to-sales ratio staying at ~20% and inventory days at ~80 days. Robust
sales volume growth accelerates its turnover. 2) As for accounts receivable, the
company grants credit terms of <90 days to its customers in mainland China and
<120 days to overseas ones. A/R turnover days remain at the industrial average
(30~40 days), shorter than Shenzhou Int'l due to lower customer concentration.

Financial leverage: Compared to its peers, Texhong Textile has been heavily using
financial leverage to finance its investment in working capital and PP&E. From
2011~1H16, the debt-to-invested-capital ratio remained at >40%, significantly
higher than the industrial average. While judging from its interest coverage ratio
(4.1x in 2015), financial distress is unlikely to happen; besides, relatively high but
reasonable leverage ratio guarantees a higher-than-average ROE level.

profitability, working capital management and leverage as at 2015

Profitability i Working capital management Financial leverage

(as at end-2015) Gross plrofit Operatir?gl profit : Inv. days AR days AP days ‘. Net gegring Interest cloverage

margin margin ratio ratio
Texhong Textile 18.0% 10.9% 74.3 40.6 83.4 53.0% 4.1x
Pacific Textile 18.8% 16.7% 64.3 45.7 49.6 19.8% 96x
Weigiao Textile 5.7% 19.9% 192.6 10.0 44.6 34.6% 3.2x
Texwinca 34.0% 5.7% 115.8 315 60.2 12.1% 91.2x
Luthai 29.7% 13.6% 147.0 21.5 25.4 10.5% 47.7x
Eclat 28.0% 19.0% 66.2 41.7 29.9 16.2%
Makalot 23.6% 11.3% 60.4 13.3 325 2.5%
Shenzhou Int'l 30.5% 23.6% 121.2 52.6 23.8 22.4% 30.2x

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Revenue and earnings forecast

We estimate that over 2016~18, Texhong Textile’s revenue will grow 25.8%, 18.4%
and 15% YoY to Rmb13,300mn, Rmb15,747mn and Rmb18,102mn and record
net profit of Rmb1,150mn, Rmb1,311mn and Rmb1,482mn, an EPS of +94.7%, 14%
and 13% YoY to Rmb1.26, Rmb1.43 and Rmb1.62. Key growth drivers include 1)
capacity expansion; 2) higher gross margin; and 3) rising cotton prices.

Capacity expansion according to schedule

Texhong Textile’s utilization rate has reached 100%; thus, production capability expansion
is necessary with more orders being placed by customers. An aggregate of ~3mn
spindles are realized at end-2016, of which ~50% are in Vietham after the
Xinjiang and Galaxy facilities in Northern Vietnam (totaling ~710,000 spindles) have
begun full-scale operation. Besides, the company plans to spend ~Rmb30mn to acquire
and upgrade a small yarn factory located in Guangdong Province, which will be upgraded
to a planned capacity of 50,000 spindles, to cope with orders requiring prompt delivery.

According to the company, targeted sales volume for 2016 and 2017 will be

~600,000 tonnes and ~690,000 tonnes of yarn based on estimated production
capacity.

Gross profit margin benefiting from high-end product mix

As mentioned above, the strategic partnership with fiber manufacturers helps
the company utilize innovative fiber technology into the production of trendy
functional yarns to cater for development in the differentiated high-end market.
Currently, its product series was extended to high-tier woven yarn, knitting yarn and
especially denim yarn after cooperating with Lenzing Fibers.

Thanks to its products keeping up with the latest fashion, Texhong Textile has relatively
high pricing power against downside customers, contributing to its improving profitability.
A diversified and high-tier product portfolio also makes the company more defensive
against price fluctuations of raw materials. But according to the management, the gross
profit margin of an upstream textile enterprise is unlikely to go beyond 20%.

Rising cotton price in China

Given the rising trend of cotton price in China, the selling prices of yarns are
set based on the spot cotton price, while inventories used in production were
procured at a lower cost 5~6 months earlier, resulting in higher ASP and lower
unit cost of sales. Management says that the cotton-price factor will account for 20% of
net profit for full-year 2016. We expect a temporary improvement in Texhong Textile's
gross margin in 2016, which should revert to normal in 2017 with the cotton prices
stabilized. Currently the cotton price is ~Rmb16,000; further room for rebound still exists
(price once peaked at ~Rmb20,000 before). Thus, we assumed a 4% YoY growth in
cotton price as the basic situation in 2017, leading to a 3.9% expected YoY growth in ASP.

Figure 21: 2017e sensitivity analysis: cotton price to revenue and net profit

Cotton price +/- ASP +/ Revenue (Rmb mn) YoY vs.basic situation Net profit (Rmb mn) YoY vs.basic situation
-4.0% -3.8% 14,620  9.9% -7.2% 1,191 35% -9.2%

0.0% 040%5 15,202 14.3% -3.5% 1,253 8.9% -4.4%

+4.0% +3.9%i 15,747 18.4% = 1,311 14.0% =

+8.0% +7.8%§ 16,468 23.8% 4.6% 1,378 19.7% 5.1%

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 22: Key revenue assumptions

(Rmb mn) 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E
Revenue 6,873 7,341 8,229 10,470 10,575 13,300 15,747 18,102
YoY - 6.8% 12.1% 27.2% 1.0% 25.8% 18.4% 15.0%
Cost of sales -6,317 -6,217 -6,645 -9,176 -8,669 -10,717 -12,749 -14,661
Gross profit 556 1,124 1,583 1,294 1,906 2,583 2,999 3,441
Gross margin 8.1% 15.3% 19.2% 12.4% 18.0% 19.4% 19.0% 19.0%
Yarn

Revenue 5,790 6,147 7,212 9,623 9,835 12,648 15,113 17,476
YoY - 6.2% 17.3% 33.4% 2.2% 28.6% 19.5% 15.6%
Cost of sales -5,308 -5,134 -5,719 -8,403 -8,025 -10,154 -12,202 -14,122
Gross profit 481 1,013 1,493 1,220 1,810 2,494 2,911 3,355
Gross margin 8.3% 16.5% 20.7% 12.7% 18.4% 19.7% 19.3% 19.2%
Stretchable core-spun yarns: cotton 153 510 694 462 574 784 964 1,154
Gross margin 6.3% 18.3% 23.3% 13.7% 18.3% 19.8% 19.0% 19.0%
Stretchable core-spun yarns: denim 86 186 297 215 345 496 580 651
Gross margin 13.6% 18.4% 24.3% 16.8% 23.0% 24.7% 23.8% 23.5%
Stretchable core-spun yarns: synthetic fiber 86 82 116 93 133 189 210 239
Gross margin 13.7% 13.8% 15.8% 13.4% 17.4% 19.4% 18.4% 18.4%
Other yarns: cotton -10 50 122 164 328 459 531 603
Gross margin -1.9% 11.2% 14.2% 9.2% 18.9% 20.4% 20.0% 19.9%
Other yarns: denim 66 107 159 179 246 321 386 436
Gross margin 7.3% 13.2% 19.3% 12.6% 16.6% 16.6% 16.6% 16.6%
Other yarns: synthetic fiber 100 78 104 108 182 244 240 272
Gross margin 14.7% 15.6% 17.6% 10.0% 15.1% 16.1% 16.2% 16.2%
Capacity (0,000 spindles) 100 100 184 216 220 300 345 395
YoY - 0.0% 84.0% 17.4% 1.9% 36.5% 15.0% 14.3%
Output (0,000 tonnes) 18.98 24.29 28.41 43.16 47.69 60.00 69.00 76.86
Utilization rate 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Sales volume (0,000 tonnes) 18.98 24.29 28.41 43.16 47.69 60.00 69.00 76.86
YoY - 28.0% 17.0% 51.9% 10.5% 25.8% 15.0% 11.4%
ASP (Rmb/tonne) 30,502 25,308 25,385 22,296 20,622 21,081 21,903 22,737
YoY - -17.0% 0.3% -12.2% -7.5% 2.2% 3.9% 3.8%
Stretchable core-spun yarns: cotton 34,415 27,598 27,598 24,325 22,453 23,576 25,344 27,245
YoY - -19.8% 0.0% -11.9% -7.7% 5.0% 7.5% 7.5%
Stretchable core-spun yarns: denim 30,794 25,503 25,655 23,919 22,862 23,091 23,552 24,023
YoY - -17.2% 0.6% -6.8% -4.4% 1.0% 2.0% 2.0%
Stretchable core-spun yarns: synthetic fiber 27,010 23,504 24,092 22,395 22,510 22,735 23,190 23,654
YoY - -13.0% 2.5% -7.0% 0.5% 1.0% 2.0% 2.0%
Other yarns: cotton 29,705 23,591 25,434 21,283 18,394 18,762 19,231 19,712
YoY - -20.6% 7.8% -16.3% -13.6% 2.0% 2.5% 2.5%
Other yarns: denim 27,839 22,355 21,576 19,684 17,753 17,931 18,199 18,472
YoY - -19.7% -3.5% -8.8% -9.8% 1.0% 1.5% 1.5%
Other yarns: synthetic fiber 26,557 22,837 22,739 20,447 20,336 20,458 20,765 21,076
YoY - -14.0% -0.4% -10.1% -0.5% 0.6% 1.5% 1.5%

Grey fabrics

Revenue 966 1,028 865 701 545 529 530 530

YoY - 6.4% -15.9% -19.0% -22.2% -3.0% 0.1% -0.1%
Cost of sales -912 -942 -800 -652 -481 -463 -461 -461
Gross profit 54 86 65 49 64 66 69 69

Gross margin 5.6% 8.3% 7.5% 7.0% 11.7% 12.6% 13.0% 13.0%
Sales volume (million meters) 79.20 89.70 85.70 73.50 59.60 59.16 59.50 60.00
ASP (Rmb/meter) 12.19 11.46 10.09 9.53 9.15 8.95 8.90 8.82
YoY - -6.0% -12.0% -5.5% -4.0% -2.2% -0.5% -0.9%

Garment fabrics

Revenue 117 167 152 147 194 122 105 96
YoY - 42.3% -8.8% -3.5% 32.3% -37.0% -14.5% -7.9%
Cost of sales -97 -141 -127 -122 -160 -100 -86 -79
Gross profit 20 26 25 25 34 22 19 17
Gross margin 16.8% 15.6% 16.2% 16.9% 17.5% 18.0% 18.0% 18.0%
Sales volume (million meters) 5.80 9.50 7.70 7.50 9.40 6.58 5.92 5.63
YoY - 63.8% -18.9% -2.6% 25.3% -30.0% -10.0% -5.0%
ASP (Rmb/meter) 20.20 17.55 19.74 19.56 20.65 18.58 17.65 17.12
YoY - -13.1% 12.5% -0.9% 5.6% -10.0% -5.0% -3.0%

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 23: Income statement projection

(Rmb mn)

Income Statement

Revenue 6,873 7,341 8,229 10,470 10,575 13,300 15,747 18,102
YoY - 6.8% 12.1% 27.2% 1.0% 25.8% 18.4% 15.0%
Cost of sales -6,317 -6,217 -6,645 -9,176 -8,669 -10,717 -12,749 -14,661
Gross profit 556 1,124 1,583 1,294 1,906 2,583 2,999 3,441
Gross margin 8.1% 15.3% 19.2% 12.4% 18.0% 19.4% 19.0% 19.0%
Other income 22 6 31 16 10 13 15 17
Other gains & losses -59 -23 285 -30 -16 50 -30 -50
Selling & distribution expenses -152 -203 -234 -352 -369 -437 -520 -615
Administrative expenses -209 -227 -308 -328 -381 -452 -536 -634
Operating profit 158 677 1,357 600 1,150 1,756 1,929 2,159
Operating margin 2.3% 9.2% 16.5% 5.7% 10.9% 13.2% 12.2% 11.9%
Share of result of a 3V 3 4 5 4 4 4 5 5
Finance costs -78 -123 -122 -249 -419 -395 -377 -405
Profit before taxation 83 557 1,240 355 736 1,365 1,556 1,759
Income tax expense -22 -71 -114 -48 -147 -218 -249 -281
Effective tax rate 26.6% 12.8% 9.2% 13.6% 20.0% 16.0% 16.0% 16.0%
Profit for the year 61 486 1,126 307 589 1,147 1,307 1,477
Net income 61 487 1,126 307 591 1,150 1,311 1,482
YoY - 694.3% 131.4% -72.8% 92.6% 94.7% 14.0% 13.0%
Net margin 0.9% 6.6% 13.7% 2.9% 5.6% 8.6% 8.3% 8.2%
Noncontrolling interests 0 0 0 0 -2 -4 -4 -5
As a % of total profit 0.0% 0.0% 0.0% 0.0% 0.3% 0.3% 0.3% 0.3%

Source: Company data, CICC Research

Figure 24: Statement of cash flows projection

(Rmb mn) 2011A 2012A 2013A 2014A 2015A 2016E 2017E 2018E
Statement of Cash Flows

Cash Flow from Operating Activities:

Profit before taxation 83 557 1,240 355 736 1,365 1,556 1,759
Financial costs 78 123 122 249 419 395 377 405
Depreciation & Amortization 176 205 268 398 455 549 633 712
Change in fair value of derivative financial instruments 39 20 -12 3 -6 0 0 0
Gain on acquisition of a subsidiary 0 0 -265 0 -69 0 0 0
Share of result of a JV -3 -4 -5 -4 -4 -4 -5 -5
(Gain) loss on disposal of PP&E 2 4 11 2 4 0 0 0
Amortisation of share option scheme 0 0 0 0 10 0 0 0
Changes in W.C. -319 59 -551 116 253 -71 -50 -117
Income tax paid -100 -55 -88 -78 -112 -218 -249 -281
Operating cash flows -36 924 729 1,045 1,697 2,031 2,284 2,500

Cash Flow from Investing Activities:

Deposits for investment 0 0 0 0 -17 0 0 0
Addition of PP&E -421 -572 -936 -607 -935 -1,185 -1,010 -1,054
Purchases of land use rights -39 -84 -32 0 -171 -150 -100 -100
Proceeds from disposal of PP&E 19 11 10 22 7 0 0 0
Acquisition of a subsidiary 0 0 16 0 -2 0 0 0
Investing cash flows -441 -645 -942 -585 -1,119 -1,335 -1,110 -1,154

Cash Flow from Financing Activities:

Interests paid -127 -141 -163 -253 -235 -411 -398 -432
Dividends paid -199 0 -326 -232 -143 -225 -362 -411
Placement of pledged bank deposits 3 10 -5 -17 -204 -25 -27 -30
Proceeds from capital injection by non-controlling interests 0 0 0 0 8 0 0 0
New bank borrow ings raised (net) 692 -81 1,096 216 842 608 466 513
Financing cash flows 371 -212 601 -285 268 -89 -338 -376
Net increase in cash & cash equivalents -106 67 389 175 846 607 836 970
BB of cash & cash equivalents 569 463 530 919 1,094 1,940 2,547 3,383
EB of cash & cash equivalents 463 530 919 1,094 1,940 2,547 3,383 4,353

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 25: Balance sheet projections

(Rmb mn) 2011A 2012A 2013A 2014A 2015A 2017E 2018E
Balance Sheet

Current Assets:

Bank balances and cash 463 530 919 1,094 1,940 2,547 3,383 4,353
Pledged bank deposits 32 22 27 44 248 272 300 330
Derivative financial instruments 0 0 13 0 61 61 61 61
Other receivables, deposits and prepayments 233 237 352 291 454 482 626 648
Trade and bills receivables 640 812 963 1,320 1,032 1,519 1,242 1,932
Inventories 1,289 1,422 2,280 1,636 1,893 2,217 2,882 2,982
Total current assets 2,657 3,023 4,555 4,385 5,627 7,099 8,494 10,306
Non-current Assets:

PP&E 1,992 2,229 3,804 4,158 4,998 5,645 6,034 6,390
Land use rights 186 265 395 385 5562 691 779 865
Interest in a JV a7 51 56 60 64 68 73 78
Deferred tax assets 50 57 135 152 161 161 161 161
Total non-current assets 2,274 2,602 4,390 4,754 5,774 6,565 7,047 7,493
Total assets 4,930 5,625 8,944 9,139 11,401 13,664 15,540 17,799
Current Liabilities:

Tradef/bills payables 502 865 2,010 1,666 2,295 2,990 3,297 3,934
Other payables and accrued charges 417 309 395 442 619 692 867 926
Obligations under finance leases 0 0 55 116 124 129 123 117
Bank borrow ings 144 206 166 236 1,548 1,398 1,538 1,692
Derivative financial instruments 45 61 43 27 13 13 13 13
Tax payable -14 3 17 4 28 28 28 28
Total current liabilities 1,094 1,444 2,686 2,491 4,625 5,251 5,866 6,709
Non-current Liabilities:

Obligation under finance leases 0 0 179 338 236 194 184 175
Bank borrow ings 1,712 1,564 2,623 2,779 2,505 3,263 3,589 3,948
Deferred tax liabilities 52 59 76 76 96 96 96 96
Total non-current liabilities 1,765 1,623 2,878 3,193 2,837 3,553 3,870 4,219
Total liabilities 2,858 3,067 5,564 5,684 7,463 8,804 9,735 10,928
Equity:

Capital 94 94 94 94 94 94 94 94
Reserves 1,978 2,464 3,286 3,361 3,817 4,742 5,691 6,762
Non-controlling interests 0 0 0 0 27 24 20 15
Total equity 2,072 2,558 3,380 3,455 3,939 4,860 5,805 6,871

Source: Company data, CICC Research

Please read carefully the important disclosures at the end of this report
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Valuation and investment recommendation

Texhong Textile has been trading at single-digit 1-year forward P/E since its
IPO, while the historical P/ E multiple of other comparable peers are in double
digits. The cheap valuation was due to the fluctuations in financial results and the
valuation discount that HK-listed industrial stocks historically suffer. The company’s stock
price has been volatile since listing, climbing rapidly in 1) March 2010~March 2011, 2)
December 2012~September 2013, and 3) January 2016 until now; and it declined in 1)
March 2011~November 2011, and 2) September 2013~May 2014. All these
up-and-downs are driven by the interim/annual financial results, which are sensitive to
cotton price fluctuations.

Excluding non-recurring shocks in net profit in 2008 and 2011, Texhong Textile’s dividend
payout ratio has remained at ~30%. Given its inexpensive valuation, the high
dividend payout could translate into an attractive dividend yield, perhaps
hitting 3.6% for 2016.

Figure 26: Historical stock price Figure 27: Historical P/E Band
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Figure 28: Dividend payout trend
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Initiate with a BUY rating, TP at HK$14.01

We believe that Texhong Textile’s future growth opportunities lie in: 1) product innovation,
driven by its cutting-edge R&D capabilities; 2) rich production capacity to be realized by its
geographically diversified production plants; and 3) vertical consolidation along the textile
industry chain.

Listed apparel material providers are trading at 14/12x (Hong Kong listed), 15/14x
(A-share listed) and 20/17x (Taiwan listed) 2016/17e P/E. Texhong Textile, together
with Best Pacific International (intimate wear material producer) and Shenzhou
International (garment OEM), are typical companies featuring strong research
and development arms along the textile industrial chain, and they should
enjoy a valuation premium to their peers, given that the production of garment
materials is a technology-driven sector.

Given the advantage in R&D as well as its significant economy of scales effect, we give

Texhong Textile a 9x 2017e P/E multiple and a target price of HK$14.01,
implying 31% upside potential. Initiate with a BUY rating.

Figure 29: Comparable valuations

Price Mkt cap Net profit (mn, report currency) EPS (report currency) PIE 2015~17

Ticker Company :
(local currency) (mn) 2015A YoY 2016E YoY 2017E 2015A 2016E 2017E 2015A 2016E 2017E Net profit CAGR

Hong Kong listed companies

2678.HK Texhong Textile 10.74 9,827 591 93% 1,150 95% 1,311 14% 0.65 1.26 1.43 139 7.6 6.9 49% 0.3
1382.HK Pacific Textile 8.75 12,656 1,126 5% 1,201 7% 1,297 8% 0.78 0.83 0.90 11.2 105 9.8 7% i3
2313.HK Shenzhou Intl 47.25 66,103 2,355 14% 2,954 25% 3,481 18% 1.68 211 2.49 235 20.0 17.5 22% 1.1
2111.HK Best Pacific Int'l 6.98 7,178 342 39% 425 24% 511 20% 0.33 0.41 0.50 21.0 16.9 14.0 22% 0.9
A-share listed companies
000726.5Z Luthai A 12.86 11,865 712 -26% 789 11% 864 10% 0.77 0.86 0.94 16.7 15.0 13.7 10.2% 1.6

Taiwan listed companies

1477.TW Makalot Industrial 121.00 24,066 2,159 27% 1,712 -21% 1,709 0% 10.86 8.61 8.59 111 14.1 14.1 -11% n.m.
1476.TW Eclat Textile 331.50 89,169 4,174 39% 3,579 -14% 4,466 25% 1552 1331 1660 214 24.9 20.0 3% 6.2

Note: Highlighted companies are covered by CICC; other estimates are market consensus
Source: Company data, Bloomberg, Wind Info, CICC Research.
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Risks

1. Fluctuations in cotton prices
2. Policy risks related to TPP
3. Production capacity ramp-up slower than expected

4. Sluggish demand for downstream brands.

Please read carefully the important disclosures at the end of this report
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Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based oninformation available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter "CICC”) do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned . Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereonor usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions , speculations and forecasts at the time
of the reports production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discussin this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price ofthe equity securities discussed
in this report, whichimpact may be directionally counter to the analysts' published price target ex pectations for such stocks. Any such trading strategies are distinct
from and do notaffectthe analysts' fundamental equity rating fors uch stocks as described herein.

CICC’ salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the differentassumptions, views
and analytical methods of the persons who prepared them, and CICC s under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICCs asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations oropinions expressed inthis report.

Unless stated otherwise, any performance data quoted represents past performance.Past performanceis not a indicatorof future performance. No re presentation
or warranty is made that any retums indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any retums
detailed herein. Changes tothe assumptions may have a materialimpactonany retums detailed.

To the extent this material is provided to any recipient, this material is provided solely onthe basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessmentofthe opportunitiesand risks presented by a potential investment, market factors and otherinvestment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives . The CE numbers of SFC licensed authors of this report are disclosed by the
authors’namesonthe coverpage.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China Intemational
Capital Corporation (Singapore)Pte.Limited ("CICCSG"), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/orits
representative’s interest in securities ) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from orin
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China I nternational Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial ConductA uthority. The investments and services to which this report relates are only available to persons ofa kind described in Article 19 (5),38,47 and
49 of the Financial Services and Markets Act 2000 (Financial Promotion) O rder 2005 . This report is not intended for retail clients.In other EEA countries, the report
is issuedto persons regarded as professional investors (or equivalent) intheir home jurisdiction.

This report willbe made available in otherjurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.
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Special Disclosures

CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/orits associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specificresearch.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml .

Explanation of stock ratings: “"Conviction BUY”indicates analyst perceives absolute retum of 30% or more over the next 6 ~12 months; “"BUY"” absolute return of
20% or more; "HOLD"” between +20% and -10%; “SELL" -10% and below; “Conviction SELL"-20% and below. Asterisk denotes non-directional rating change:
coverage initiation orresumption, addition to or removal from Conviction BUY/SELL rating level.

Explanation of sector ratings: Analyst expects a sector rated "OVERWEIGHT"” to outperform the market by 10% or more over the next 6~12 months,
“"EQUAL-WEIGHT " to end up between 10% below and 10% above the market, and "UNDERWEIGHT " to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC’s written permission.
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