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A dominating force in textile, initiating
with Buy

Most effective textile platform adding more innovation elements; Buy
Shenzhou (SZ) is a dominant textile platform due to its strong execution and
dominant scale. Also, its unique exposure to China allows both cyclical and
structural tailwinds. We view SZ's growth sustainable in the long term due to
effective capacity expansion and efficiency improvement. With cost and lead-
time advantage, SZ started to conduct more innovations. Flyknit will be a
sustainable yet significant driver, while SZ's other innovative products like Tech
Fleece will fuel its long-term growth. We forecast SZ to deliver earnings CAGR
of 17% from 2015-2020, initiating with Buy.

One of the strongest textile platforms with unique China exposure

SZ's focus on leading sporting goods brands (Nike, Adidas and Puma) and has
successfully become their core supplier & partner (Figure 9). We expect SZ's
dominance to be reinforced by its further expansion in scale and product
upgrades (Figure 12). We, thus, are less worried about intensifying competition
following industry capacity addition. Cyclically, SZ's unique exposure to China
allows SZ to enjoy the ongoing inventory restocking to Nike and Adidas’ local
distributors (which has been under inventory shortage) (Figure 17). The China
exposure also allows SZ to structurally upgrade its products along with the
market. We forecast SZ's China revenue contribution to rise to 32% by 2020
from 24% in 2015. We believe SZ's timely capacity expansion and efficiency
improvement will support its growth in the long term (Figure 23).

Flyknit and textile innovations to contribute to long-term growth

We forecast Flyknit order growth to accelerate in 2016 and 2017 (Figure 29)
We also forecast SZ to maintain a dominant market share due to superior yield
rate and execution. As a result, we estimate Shenzhou to enjoy 42% CAGR for
its Flyknit revenue from 2015-2020, with Flyknit representing 14% gross profit
by 2020 (vs. 6% in 2015) (Figure 27). In addition, SZ is adding more innovative
elements to its platform model, with Tech Fleece an important milestone
(Figure 39). Such initiatives support SZ's long-term growth.

DCF-based target price of HKD62 supported by PER, downside risks

We use discounted cash flow (DCF) as our primary approach to value SZ's
shares. We adopt the DCF methodology as we expect investors to focus more
on SZ's long-term value creation (detailed assumptions in Figure 4). Downside
risks: sharp increase in competition and raw material volatility.
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‘ Forecasts And Ratios

Year End Dec 31 2014A 2015A 2016E 2017E 2018E
Sales (CNYm) 11,1315 12,639.6 15,3285 17,874.8 20,310.2
DB EPS FD(CNY) 1.45 1.61 2.02 2.42 2.78
DB EPS arowth (%) 7.4 1.7 24.9 20.0 14.9
PER (x) 13.3 17.6 23.2 19.4 16.9
Yield (net) (%) 7.0 5.0 29 3.4 3.9

Source: Deutsche Bank estimates, company data
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Model updated:23 September 2016 Fiscal year end 31-Dec 2013 2014 2015 2016E 2017E 2018E
|Running the numbers Financial Summary
Asia DB EPS (CNY) 1.35 1.45 1.61 2.02 2.42 2.78
- Reported EPS (CNY) 1.32 1.45 1.57 2.02 2.42 2.78
China DPS (CNY) 0.95 1.35 1.42 1.38 1.59 1.83
Textiles & Apparel BVPS (CNY) 7.7 8.4 9.3 10.2 11.2 12.3
Weighted average shares (m) 1,347 1,399 1,399 1,399 1,399 1,399
‘Shenzhou Average market cap (CNYm) 22,985 26,980 39,678 65,567 65,567 65,567
Reuters: 2313.HK Bloomberg: 2313 HK Enterprise value (CNYm) 20,160 24,460 37,733 64,355 64,414 64,034
|\/2I|1minn Metrics
| Buy P/E (DB) (x) 12.7 13.3 17.6 23.2 19.4 16.9
P/E (Reported) (x) 12.9 133 18.1 23.2 19.4 16.9
Price (23 Sep 16) HKD 54.50 P/BV (x) 277 2.28 3.76 4.60 419 3.80
Target Price HKD 62.00 FCF Yield (%) 4.0 2.9 0.6 1.3 3.0 4.1
Dividend Yield (%) 5.6 7.0 5.0 2.9 3.4 3.9
52 Week range HKD 3530-55.05 ¢\ sates (v 2.0 2.2 3.0 42 36 3.2
Market Cap (m) HKDm 76,246 EV/EBITDA (x) 8.6 9.3 12.0 16.2 13.6 11.8
USDm 9,830 EV/EBIT (x) 10.2 1.2 14.3 19.0 15.6 135
- Income Statement (CNYm)
Company Profile Sales revenue 10,047 11132 12,640 15328  17.875 20,310
Shenzhou International Group Holdings Limited is the Gross profit 3,246 3,669 4,371 5,481 6,477 7,425
largest vertically integrated manufacturer of knitwear and EBITDA 2,384 2,628 3,154 3,983 4,745 5,436
the largest exporter in China. The company engages in Depreciation 407 443 522 601 624 683
manufacturing, processing, and selling knitwear products Amortisation 0 0 0 0 0 0
on an OEM basis. Shenzhou focuses on producing sports EBIT 1,978 2,186 2,631 3,382 4,120 4,754
product, casual wear and lingerie wear. Net interest income(expense) 23 79 124 70 57 59
Associates/affiliates 0 0 0 0 0 0
Exceptionals/extraordinaries 0 0 0 0 0 0
Other pre-tax income/(expense) 200 279 132 274 282 296
Profit before tax 2,201 2,643 2,887 3,726 4,459 5,109
Price Performance Income tax expense 397 477 532 694 825 935
Minorities 1 1 0 0 0 0
60 Other post-tax income/(expense) 0 0 0 0 0 0
50 Net profit 1,803 2,066 2,355 3,032 3,634 4,174
40 DB adjustments (including dilution) 34 -4 69 -4 0 0
30 DB Net profit 1,837 2,062 2,424 3,027 3,634 4174
fg Cash Flow (CNYm)
Sep 14Dec 14Mlar 15Jun 15Sep 15Dec 15Mar 16Jun 16 Cash flow from operations 1,709 1,918 2,259 2,641 3316 3.825
Net Capex -789 -1,128 -2,033 -1,764 -1,350 -1,150
Shenzhou HANG SENG INDEX (Rebased) Free cash flow 920 791 226 876 1,966 2,675
- Equity raised/(bought back) 1,217 0 0 0 0 0
Margin Trends Dividends paid 755 825 -1,004 1610  -1,930 2,227
Net inc/(dec) in borrowings -786 2,911 862 181 -61 -210
27 ot — Other investing/financing cash flows -131 -4,058 403 321 -234 -238
26 Net cash flow 465 -1,181 388 -232 -260 1
24 — e — Change in working capital -483 -374 -774 -901 -852 -833
z3 — Balance Sheet (CNYm)
21 " Cash and other liquid assets 2,609 1,428 1,816 1,684 1,324 1,325
20 Tangible fixed assets 4317 5,061 6,590 7,754 8,480 8,947
13 14 15 16E 178 18E Goodwill/intangible assets 0 0 0 0 0 0
et EBITDA Margin === EBIT Margin Associates/investments 231 4,019 3,919 3,598 3,738 3,907
Other assets 4,160 5,436 6,036 6,951 7,842 8,738
Growth & Profitability Total assets 11,317 15,943 18,362 19,887 21,384 22,917
Interest bearing debt 0 2,911 3,774 3,956 3,894 3,684
25 30 Other liabilities 986 1,220 1,498 1,657 1,813 1,973
20 T 25 Total liabilities 986 4,132 5,272 5,611 5,707 5,656
15 - 20 Shareholders' equity 10,316 11,796 13,074 14,261 15,661 17,245
10 P15 Minorities 15 16 16 16 16 16
- 10 Total shareholders' equity 10,332 11,811 13,090 14,276 15,677 17,261
5 -5 Net debt -2,609 1,483 1,958 2,371 2,569 2,358
0 + 0
13 14 15 16E  17E  18E Key Company Metrics
Sales growth (%) nm 10.8 135 213 16.6 13.6
S Salesgrowth (LHS) === ROE (RHS) DB EPS growth (%) na 7.4 17 24.9 20.0 14.9
Solvency EBITDA Margin (%) 23.7 23.6 25.0 26.0 26.5 26.8
EBIT Margin (%) 19.7 19.6 20.8 221 23.1 234
Payout ratio (%) 71.0 91.4 84.4 63.7 61.3 61.3
1 1] ROE (%) 175 18.7 18.9 222 243 254
. Capex/sales (%) 7.9 10.2 16.1 115 7.6 57
Capex/depreciation (x) 1.9 2.6 3.9 29 2.2 1.7
Net debt/equity (%) -256.3 12.6 15.0 16.6 16.4 13.7
Net interest cover (x) nm nm nm nm nm nm

13 14 15 16E 17E 18E

s Net debt/equity (LHS) ewm=gpumm= Net interest cover (RHS)

John Chou
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Investment thesis

Outlook

SZ's focus on leading sporting goods brands (Nike, Adidas and Puma) and has
successfully become their core supplier & partner. We expect SZ's dominance
to be reinforced by its further expansion in scale and product upgrades. The
China exposure also allows SZ to structurally upgrade its products along with
the market.

We forecast Flyknit order growth to accelerate in 2016 and 2017.We also
forecast SZ to maintain a dominant market share due to superior yield rate and
execution. As a result, we estimate Shenzhou to enjoy significant growth for its
Flyknit revenue from 2015-2020. In addition, SZ is adding more innovative
elements to its platform model, with Tech Fleece an important milestone. Such
initiatives support SZ's long-term growth.

Valuation

We use discounted cash flow (DCF) as our primary approach to value SZ's
shares. We adopt the DCF methodology as we expect investors to focus more
on SZ's long-term value creation. In our DCF model, we derive a WACC of
8.35% with cost of equity of 8.94% (risk-free rate=3.9%, beta=0.9, market risk
premium=5.6%) and cost of debt of 4.0%. We assume a long-term growth rate
of 2%, which is in line with DB’s Hong Kong China consumer discretionary
coverage.

Risks

Downside risks
=  Significant competition: will lead to price erosion and operating
deleverage.

= Heavy volatility in raw material prices: will lead to heavier volatility in
SZ's gross margin and affect SZ clients’ ability to smoothly place
orders.

= Yield rate issue with new textile capacity: will impact SZ's profitability
and may lead to order loss.

=  Sharp reduction in Flyknit demand: will impact SZ's growth
momentum and lead to operating deleverage.

Deutsche Bank AG/Hong Kong

Page 3
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Initiating with Buy

Forecasts: DBe EBIT 2-4% above consensus

=  We are more positive on SZ’'s core competitiveness as a platform. We,
therefore, forecast milder ASP cuts and stronger efficiency gains that
support gross margin.

= We expect more innovative products: that will likely support SZ's
profitability and longer-term revenue growth.

Figure 1: DB more bullish on SZ' core profitability

2016E 2017E 2018E
(RMB mn) DBe Consensus Diff DBe Consensus Diff DBe Consensus Diff
Revenue 15,328 15,343 -0.1% 17,875 17,787 0.5% 20,310 20,398 -0.4%
Gross Profit 4,881 4,879 0.0% 5,853 5,705 2.6% 6,742 6,553 2.9%
EBIT* 3,656 3,693 1.7% 4,402 4,235 4.0% 5,050 4,888 3.3%
Net Income 3,032 2,999 1.1% 3,634 3,648 2.4% 4,174 4,127 1.1%
Reported EPS (RMB) 2.02 2.00 1.1% 2.42 2.36 2.4% 2.78 2.75 1.1%
Gross Margin (%) 31.8% 31.8% 0.0% 32.7% 32.1% 0.7% 33.2% 32.1% 1.1%
EBIT Margin (%) 23.8% 23.4% 0.4% 24.6% 23.8% 0.8% 24.9% 24.0% 0.9%
Net Margin (%) 19.8% 19.5% 0.2% 20.3% 19.9% 0.4% 20.6% 20.2% 0.3%

Source: Deutsche Bank estimates, Bloomberg Finance LP *including non-OP items to fit consensus reporting style

Valuation: target price of HKD62 implies 14% upside

= Qur target price represents 21x 2017 EPS, in-line with the 2-year mean
plus 1.2 standard deviation.

= Peak/trough PER in the past 2 years: 20x/12x.

Figure 2: Consensus PER Figure 3: Consensus PER vs. earnings growth
9
25 4 DB PER %01  ——DBPER(LMS) ——2YMean(LHS) A Eamings growth 50%
40 N
20 4 Mean + 40%
2Std dev 30 2011,34% A
Mean + 2016,29% A 0%
15 4 1Std dev 20
P W 20%
2Y Mean 10
10 4 2014,15% #915,14% A
2013,11% A 10%
Mean - 1Std 0 T T T T T T
dev
5 0,2% A 0%
Mean - 2Std 2012,-6% A
dev
0 : : : . . . . . . -10%
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2010 2011 2012 2013 2014 2015 2016
Source: Deutsche Bank, Bloomberg Finance LP consensus Source: Deutsche Bank estimates, Bloomberg Finance LP consensus

Sentiment and catalysts

Positive catalysts:
= Sustainable inventory restocking in China and the start of restocking
in the US will lead to better sales and sentiment for the sector.

= Accelerating growth at Flyknit and more model launches.

Page 4 Deutsche Bank AG/Hong Kong
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Valuation and risks

Valuation: DCF-based target price of HKD62 implies 21x
2017E PER

DCF-based target price of HKD62

We use discounted cash flow (DCF) as our primary approach to value SZ's
shares. We adopt the DCF methodology as we expect investors to focus more
on SZ's long-term value creation. In our DCF model, we derive a WACC of
8.35% with cost of equity of 8.94% (risk-free rate=3.9%, beta=0.9, market risk
premium=5.6%) and cost of debt of 4.0%. We assume a long-term growth rate
of 2%, which is in line with DB's Hong Kong China consumer discretionary
coverage.

Figure 4: Discounted cash flow valuation — Key assumptions

Share & Market Information Note

Valuation date 12 month forward

Current Stock Price 54.5

Issued Shares (million) 1,399 Weighted average shares
DCF Target Price 62

Implied Upside (Downside) 14%

Valuation metrics

FY16 PER (recurring) 24.8
FY17 PER (recurring) 21.4
FY16 PBR 6.1
FY17 PBR 55
Cost of Equity 8.94%
Risk Free Rate (%) 3.90% Deutsche Bank assumption for China
Beta 0.9 Bloomberg 1-year beta
Market Risk Premium (%) 5.60% Deutsche Bank assumption for China
Cost of Debt (after tax) 4.00%
Cost of Debt 5.00% Company long-term borrowing rate
Tax Rate 20.00% Long-term tax rate
Target Debt / (Debt + Equity) 12%
WACC 8.35%
DCF long-term growth 2.0% In-line with DB consumer discretionary

coverage space

Source: Deutsche Bank estimates, company data

Deutsche Bank AG/Hong Kong
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Figure 5: DCF sales, margin assumptions and sensitivity
Two-stage DCF:

1. FCF forecasts from model 2018-2020
2. Explicit forecast period 2021-2030

2018~2021  2022-2025  2026~2030} 2018~2030
Revenue CAGR: 16.0% 8.2% 5.1%! 8.1%
Average EBIT margin: 23.6% 23.3% 22.3%; 23.1%
FCF CAGR: 36.7% 7.3% 3.9%} 11.5%

WACC

8.8% 8.3% 7.8% 7.3%

47 50 54 58 62

T 49 53 57 62 67
Growth 52 57 62 68 75
57 62 68 76 85

62 69 7 88 101

Figure 6: Free cash flow to equity profile
mmm Free Cashflow to Equity (LHS)

‘Rs“f'o%rg”’_ YoY (RHS) 5%
7,000 F 30%
6,000 -l II 10%
5,000 | 0%
4,000 | .
3,000 | -30%
2,000 F -50%
1,000 | 70%

- 90%

2012 2015 2018 2021 2024 2027 2030
Source: Deutsche Bank estimates, Note: representing free cash flow for equity (in line with Deutsche
Bank RTN)

DCF-target price supported by peer valuation comparison

With a strong relationship with leading international sports brands, we view SZ
as one of the leaders in the sporting goods ODM industry. SZ is also adding
more innovation, this should help drive long-term rerating. Last but not least,
SZ's strong China exposure allows it to enjoy the potential of China sporting
goods market. Our DCF-based target price implies the PER of 21x, which is in
line with Eclat’s current valuation. We believe it is justifiable.

‘Figure 7: Sporting goods ODM comp

bame ——rctr | pias
|

(US$mn) EY16 17 EY16 17 EYi6 i1z EYi6 1z Eyi6 E17

ocal cur. US$mn; 7 7 7

Textile

Shenzhou 2313 HK 54.5 9,830 Buy 23.2 19.4 25% 20% 4.6 4.2 22.2%  24.3% 2.9% 3.4%
Eclat 1476 TT 387 3,064 Buy 27.8 211 -7% 32% 6.9 6.1 27.3%  30.6% 2.5% 3.3%
Texwinca 321 HK 5.48 976 Hold 10.1 13.3 36% -42% 1.9 1.4 18.5% 10.8% 8.1% 7.5%
Best Pacific 2111 HK 6.7 888 NR 16.1 13.8 24% 17% 3.4 3.0 22.8% 22.9% 2.4% 2.8%
Makalot 1477 TT 15156 996 NR 17.1 156.56 -16% 10% 3.5 3.3 19.4% 21.9% 5.3% 5.1%
FENC 1402 TT 23.8 4,068 NR 18.1 15.1 -18% 19% 0.7 0.7 3.9% 4.4% 4.3% 5.2%
Formosa Taffeta 1434 TT 30.2 1,625 NR 12.0 10.8 50% 1M% 0.9 0.9 7.7% 8.6% 5.9% 6.6%
Youngone 111770 KS 38750 1,657 NR 10.9 10.2 21% 7% 1.3 1.2 12.7% 12.2% 0.5% 0.5%
Hansae 105630 KS 28000 1,016 NR 12.0 10.4 3% 16% 22 1.8 20.0% 19.3% 0.9% 0.9%
Pacific 1382 HK 9.84 1,835 NR 13.0 12.3 0% 6% 4.2 4.1 32.9% 34.2% 7.7% 7.8%
Luthai 200726 CH 9.87 1,408 NR 10.3 9.0 10% 15% 1.1 1.0 10.5% 11.0% 6.7% 7.4%
Texhong 2678 HK 10.46 1,193 NR 8.0 7.0 68% 15% 1.7 1.5 23.1% 22.4% 3.8% 4.4%
Average 18.4 15.6 14% 16% 3.3 3.0 18.6% 19.7% 3.8% 4.3%
Footweaer ODM

Feng Tay 9910 TT 147 2,557 Buy 19.4 16.7 10% 16% 6.6 6.0 349%  37.8% 3.6% 4.2%
Yue Yuen 551 HK 32.2 6,834 Hold 14.8 13.6 20% 10% 1.5 1.4 10.1% 10.7% 4.1% 4.5%
Stella 1836 HK 13.32 1,364 NR 15.9 14.3 -29% 1% 1.4 1.3 8.8% 9.8% 5.4% 5.5%
Average 16.0 14.4 11% 12% 2.7 2.5 16.8% 17.0% 4.1% 4.6%

Source: Deutsche Bank estimates, Bloomberg Finance LP Note: for companies under DB coverage, use DBe, else, use Bloomberg Finance LP consensus. To determine which companies are under DB coverage, please

refer to column “DB rating” Using close price as of 2016 September 23

Downside risks to our view

=  Significant compestition will lead to price erosion and operating
deleverage.

= Heavy volatility in raw material prices will lead to heavier volatility in
SZ's gross margin and affect its clients’ ability to smoothly place
orders.

= Yield rate issue with new textile capacity will impact SZ's profitability
and may lead to order loss.

= Sharp reduction in Flyknit demand will impact SZ's growth
momentum and lead to operating deleverage.

Page 6
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Dominant textile platform

Summary
= SZ's strong position as a textile platform has transformed it into leading
sports brands’ partner. Thus, we are less worried about competition.

= Cyclical recovery in both US and China will support SZ’s near-term growth.
SZ's unique China exposure allows more tailwinds.

= Capacity expansion and efficiency improvements are enough to support
the sustainable growth for SZ's textile business, based on our analysis.

From supplier to partner

Becoming leading brands’ core supplier

SZ's goal is to become leading sports brands’ core supplier. This means
handling a great variety of products and helping the brands reduce costs and
production cycle time. We consider SZ as one of the best sporting goods ODM
platforms with a growing innovation angle.

SZ's is now the largest textile suppliers of Nike, Adidas and Fast Retailing, with
a very significant lead over competitors (Figure 9). Moreover, SZ produces the
greatest variety of products for the brands covering nearly all sorts of knitted
textile products. This is very different when compared to other leading textile
companies.

The platform model effectively increases SZ's bargaining power in clients.
Also, a diverse product portfolio and geographic exposure hedges SZ from the
decline of specific product cycle.

We believe SZ took significant order allocation in the past due to its scale,
superior management and unique China exposure (Figure 8). Going forward,
we expect the aforementioned strength to sustain, with more innovative
products to further help SZ take allocations.

Figure 8: SZ has been gaining order

allocation in Nike

4.0%

3.56% -

3.0% -

2.5%

2.0% -

1.5%

1.0%

0.5% -

COGS

Shenzhou's Nikerevenue vs. Nike's

Flyknitinnovation

0.0%

2007 2008 2009 2010 2011 2012 2013 2014 2015

Source: Deutsche Bank estimates, company data

Figure 9: SZ now the largest textile Figure 10: Also Adidas...
supplier of Nike
100% 100%
98% Youngone 98% - Quang Viet
Corp
96% I — 96% |
Everest
94% Quang Viet 94% -
Eclat

92% -
90%
88%
86%
84%

92% -
90%
88% -
86% |
84% |

Others

82% - 82%
) Others °
80% | 80%
Nike's apparel COGS Adidas' apparel COGS
Source: Deutsche Bank estimates, company data Source: Deutsche Bank estimates, company data

Figure 11: ...and Fast Retailing

100%

98% -
96% -
94% -
92% -
90%

88%
86%
84%
82%
80%

Makalot

Shenzhou

Others

Fast Retailing's apparel COGS

Source: Deutsche Bank estimates, company data

Deutsche Bank AG/Hong Kong
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We are less worried about competitors’ capacity expansion in Vietham

Market is concerned that growing capacity in Vietham (partly incentivized by
Trans Pacific Partnership; TPP) will incur more competition and hurt SZ's
earnings outlook. We believe an irrational price competition is very unlikely:

= SZ's position as a major strategic partner of the brands: Both Nike and
Adidas announced their 2020 strategy for global growth. As Nike and
Adidas’ most important textile platform, we believe SZ plays a very
important role in executing the long-term growth for its clients.

= SZ's scale and cost advantage will continue to drive the market share
increase: Moving to Vietnam will eliminate the geographic entry barrier
that used to protect some smaller textile companies. Major players like SZ
will be able to compete in a flat ground and take more market share from
the marginal ones. For instance, we are seeing Adidas reducing orders at
some of its smaller & unlisted Taiwanese plants and shift these to SZ in
Vietnam.

= |Integration is no easy job: Unlike footwear manufacturing, textile
companies tend to focus more on specific product categories. Therefore, a
strong integrating platform is harder to come by. We believe one of SZ's
major competitor in integration is likely Far Eastern New Century (1402 TT,

NR).
Figure 12: Suppliers’ position for Nike's fabric: SZ Figure 13: Suppliers’ position for Nike's garment: SZ
upgrading itself upgrading itself
Knitted Woven High-end
High-end
T brina (in-door weal
Eclat, RuifYi ‘oungone (outdoor wear
YuYuang| +— T Shenzhou ( |
enzhou (general
Far Ecaes:telz? N apparel), Eclat (in-door
T y wear), Hansae (sports-life)
Shenzhou, Hansae Quang Viet, Hansae
Eagle Nice, Gilden Active
Wear (for North America
Market)
Esquel Textile, Style Textile and very | Esquel Textile, Style Textile and very Esquel Textile, Style Textile, BodyLine
scattered contract manufacturers scattered contract manufacturers ' !
Mid-end
Mid-end
Source: Deutsche Bank estimates Source: Deutsche Bank estimates

Cyclicality — both US and China turning more positive

North America better than feared

In North America, sporting goods demand has accelerated drastically in
summer 2016. This, coupled with reduced inventory levels in general, may lead
to an ease to destocking and even restocking.

Page 8
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Figure 14: North America (1/3): Recovery in summer sportswear sell-through good for brand recovery

North America athletic retailers' revenue growth (LHS)

14% --r Survey Data (LHS)

———I‘-\NKE & Adidias' averagq revenue growth (12 months lag) (RHS)
12% N
10%

8%

6%

4%

2%

0%

2%

25%

20%

15%

10%

r 5%

r 0%

C3Q09 C2Q10 C1Q11 C4Q11 €3Q12 C20Q13 C1Q14 C4Q14 C3Q15 C2Q16

Source: Deutsche Bank, Bloomberg Finance LP, Sport Scan Info

i 5%

- -10%

Operating a “pull” inventory model, we believe sports
brands’ revenue is determined by the sell-through
activity of their (1) (2)
operators and (3) DTC.

wholesalers, multi-brand

We have seen decelerating growth for athletic retailers
in North America since 2015. But our survey data
suggests a good acceleration in summer 2016.

Figure 15: North America (2/3): We are likely approaching

the end of the current destocking cycle

359 - NKE NA inventory YoY (LHS) 2% = After good restocking in 1H15, market entered an
(”/.—--\\ = North America athle‘t_i? retailers' inventory days YoY (RHS) 39 inventory control cycle in 301 5
30% 4/ b
25 | / y \ 2% = However, we expect sports brands to gradually exit
i { 1% their destocking mode.
20% 1 | i ) i “ 0%
i ! { i } . =  Historically, destocking takes around four quarters to
15% 4 | ! H ] 1 -1% ; )
| | } ! i complete; we are now entering the fifth quarter of the
4 i 1 \ H 2%
10% 1} I / | / current phase.
/ \ / \ X 3%
5% 1 p— N S 4%
0% — T T T T T T T T T T T T T T T T T T -5%
c1an c4Q11 C3Q12 C2Q13 c1Q14 Cc4Q14 C3Q15 C2Q16
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Figure 16: North America (3/3): Positive implications for Shenzhou
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China restocking to boost growth for distributors and Shenzhou
We expect a restocking in 2H16 that will ease the current inventory shortage

and likely accelerate distributors’ SSSg. The restocking will also be beneficiary
to SZ.

Deutsche Bank AG/Hong Kong
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Figure 17: China (1/3): Sell-through slowdown likely due to inventory shortage
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Figure 18: China (2/3): We forecast inventory restocking to ease shortage and boost growth

= After good restocking in 2011, we have witnessed a
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structural destocking since 2012 on both distributors’
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Figure 19: China (3/3): China inventory restocking is positive for Shenzhou

=  Shenzhou's revenue is driven by brands’ inventory level
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and sell-through activities in China.
. - 35%
50% 1\
PN - 30% = We believe sports brands’ restocking in China will
-
40% ’,' \ L 250 boost Shenzhou's growth and sector sentiment.
! \
30% 4 ! \ - 20%
1 \
] ‘\
H \ - 15%
20% - \
N F10%
\
10% - 1N e -
s N F 5%
\
-
0% T T T T T T T T T T T T T T T T T T T T 0%
C2011  C1Q12  C4Q12  C3Q13  C2Q14  C1Q15  C4Q15

Source: Deutsche Bank, Bloomberg Finance LP

Page 10 Deutsche Bank AG/Hong Kong



26 September 2016
Textiles & Apparel
Shenzhou

Well positioned for the China growth opportunity

We believe China’s sporting goods market remains underpenetrated. We
forecast significant growth potential for the market driven by sports
segmentation. As Nike and Adidas’ leading platform in China, we expect SZ to
be the biggest beneficiary of China’s growth.

Moreover, we believe the international sports brands will need to rely on SZ's
strong local advantage (design, production, logistics) to fulfil their China
growth strategy. This enables SZ stronger bargaining power and market share
upside.

New textile capacity enough to support growth

We forecast SZ's textile product revenue to deliver 13% CAGR in 2016-2020
We expect the growth to be driven mostly by volume. On ASP, we
conservatively assume limited growth and a 2% decline in 2016 (in USD
terms). This is to reflect near-term pricing adjustments after heavy cotton price
decline and CNY depreciation in 2015. We also conservatively model a more
moderate ASP trend in the long-term to warrant potential intensifying
competition.

Figure 20: SZ: increasing revenue

contribution from China market
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Source: Deutsche Bank estimates, company data ‘

Figure 21: SZ's revenue mix by business Figure 22: Textile revenue: driven by volume
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Efficiency improvement supports capacity growth
An often cited bottleneck for SZ is its tight garment capacity. Nevertheless, we
estimate the company’s labour increase as well as labour efficiency
improvement will enable enough capacity to support our growth forecasts.
=  Efficiency improvement sustains growth: Figure 23: In 2017 to 2020, we
assume SZ's new Vietnam plants to gradually increase production
efficiency (measured by per worker garment output) to the level as
Cambodia. In addition, we anticipate SZ to renew its production
equipments at its Chinese plants. This will further improve SZ's efficiency.
= Rising capacity utilization: Figure 24: We also forecast SZ to gradually
increase its capacity utilization as Vietnam garment plants matures.
Our underlying assumption conservative: Figure 25: We note that our
worker count forecast is very conservative when compared to company
guidance. We forecast the garment plant to accommodate only 7,000
workers vs. 10,000 workers as guided by the company.
Deutsche Bank AG/Hong Kong Page 11
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Figure 23: Textile capacity: efficiency Figure 24: Capacity utilization Figure 25: Year-end headcount
increasingly important forecasts
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The ultimate platform model — coordinating supply chain for brands

In the previous sections, we discussed international brands and distributors’
efficiency improvement programs. We think the ODMs also play an integral
part in brands’ efficiency programs. For instance, we forecast major
international sports brand will ask the manufacturers to help coordinate
logistics including warehousing. This will further cement the relationship
between brands and their major platforms.

Figure 26: Shenzhou ties closely in retail efficiency improvement programs
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Flyknit: delivering its true
strength from 2016

Summary

= We forecast Flyknit related order growth to accelerate from 2016, driven
by both more stable supply and Nike's heavier promotion.

= We view Flyknit a long-term product cycle (due to its production benefits)

and SZ should enjoy this sustainable driver.

= We believe SZ will maintain its dominant market share in Flyknit upper.

Entering a major growth cycle

Accelerating growth starting from 2016

We (conservatively) expect SZ's Flyknit Upper revenue to accelerate to  100%
respectively. The
acceleration is driven by stabilized supply as well as more aggressive

56%/50% in 2016/2017, vs. 24%/26%

promotions by Nike.

We believe SZ now treats Flyknit as its core business. We, therefore, forecast
the company to sustainably increase its exposure to Flyknit Upper and forecast
the business to account for 14% of its revenue by 2020 (from 5% in 2015; 75%

Figure 28).

in 2014/2015,

Figure 27: Flyknit gross profit
contribution
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Figure 28: We expect Flyknit Upper to become a
meaningful driver for Shenzhou
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’Figure 29: Accelerating growth starting from 2016
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Flyknit growth acceleration driven by supply and demand:

On supply:

= Enhanced knitting machine vyield rate: We note that Flyknit Upper
production represents a long learning curve. And production yield rate has
been a major issue hindering Nike from pushing Flyknit at full strength
(given that Nike needs to cover some of the yield rate loss through pricing).
Nevertheless, we forecast the yield rate has reached optimal level, due to
SZ’'s superior production control. We note that SZ climbed the learning

Deutsche Bank AG/Hong Kong
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curve much faster than the second source located in Sri Lanka (Figure 31).
SZ, therefore, will be in charge of future Flyknit capacity expansion, in our
view.

= Stabilizing local yarn supply: Recycled polyester yarn is one of Flyknit's
signatures. In the past, most of the yarn is being produced in the US and
therefore costs have been relatively high with constant risks of shipment

delays. Nevertheless, we are seeing more polyester yarn produced in China.

This has effectively removed the bottlenecks at yarn supply.

Figure 30: Flyknit upper: strong Figure 31: Shenzhou's better yield
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On demand:

= More Flyknit models: Nike currently offers nearly 30 Flyknit models
covering running, training, basketball, golf, etc, based on our calculation.
We forecast growing Flyknit models in Nike's pipeline (that extends
beyond 2017). We believe it is Nike's long-term target to continue to
expand its exposure to Flyknit. We conservatively forecast Flyknit-related
footwear orders will represent 8.4% of Nike's total footwear orders (vs.
2.3% in 2015, Figure 34). This implies a 37% CAGR for total Flyknit Upper
revenue from 2015-2020.

= Cheaper retail price: With reduced production cost, we forecast Nike to
gradually widen the price range of Flyknit shoes. \We also see potential for
Nike to launch partial Flyknit models (part of the Upper is knitted while the
rest is made using traditional production process). This will boost the
volume of Flyknit’s orders.

Page 14

‘Figure 33: Growing Flyknit models
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Figure 34: Nike's footwear orders mix: Flyknit Upper and sole order to play a
bigger part
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A long-term play

Flyknit is not fab, but Nike's answer to next generation footwear
manufacturing

We sense Nike's growing confidence in building Flyknit into its core product
category, aiming at Flyknit's production benefits, including:

= Labour reduction: A traditional footwear plant with 600k pairs/month
capacity requires c.20k workers. However, Flyknit's 1.2m pairs/month

shoe upper capacity requires less than 5k workers, based on our estimates.

This advantage frees Nike from massive labour demand.

= Programmed innovation: Innovation for Flyknit is vastly different vs.
traditional footwear. At Flyknit, the design is all computerized with Nike's
programmers capable of tracking the whole innovation process. Nike also

co-works with Flextronics to explore full automation of Flyknit's production.

Although we do not expect significant progress at the initial stage, Nike's
move indicates its intention to invest in Flyknit for the long term.

= However, Nike still needs production experts to maintain high yield rate
and scale-up new designs: Despite the aforementioned advantages, Flyknit
production still requires rigorous monitoring to maintain the production
yield. Also, Nike has been constantly trying new material (for instance,
hybrid yarn) and these trials need to be conducted at scale-up factories.
We believe this is SZ's value addition to Flyknit.

SZ's new Flyknit plant highlights its importance

We believe SZ is building a new plant in Vietham dedicated to Flyknit Upper.
This plant likely represents Nike's initiative to diversify geographic risks, while
embracing a maturing footwear ODM supply chain in Vietham. We note that
Feng Tay (9910 TT; in charge of Flyknit basketball lamination) is preparing
capacity in Vietnam, likely for SZ's new Flyknit plant.

SZ's agreement to build a new Flyknit plant is meaningful, in our view. We
believe this indicates that SZ is now treating Flyknit Upper as its core business.

Deutsche Bank AG/Hong Kong
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Market share: SZ likely to dominate Flyknit Upper

SZ to take most of the incremental growth

We forecast SZ's new Vietnam plant to represent the majority of new Flyknit
Upper capacity in the future. We, therefore, forecast the additional Flyknit
capacity to come from the new Vietnam plant.

SZ was able to secure the Flyknit expansion project in Vietnam due to its
stronger yield rate improvement and execution leadership. Flyknit's second
source in Sri Lanka (a major conglomerate with annual revenue of over
USD1.5bn vs. SZ of USD2.1bn) did not contribute as much as SZ during the
Flyknit R&D stage. We also note that Nike does not have major footwear
assembly partners located neither in Sri Lanka nor India (except for Feng Tay's
India plants, which has less than 7,000 line workers). The demand for localized
production will further push Nike to expand Flyknit in Vietnam, in our view.

We, therefore, forecast SZ's revenue market share in Flyknit Upper to increase
to 90% in 2020E vs. 75% in 2015.

Figure 35: Flyknit Upper: capacity market share
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Figure 36: Flyknit Upper: revenue market share
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We do not worry about in-sourcing in the next five years

We believe Nike has recently taken on a new source for Flyknit Upper and
sensed market’'s worry. Nevertheless, we do not expect the new source to take
a meaningful market share in a foreseeable future. The new production site will
mainly act as a testing ground for automated Flyknit production. Also, our
conversation with industry experts suggests that it is extremely difficult to
achieve full automation for Flyknit. Last but not least, Nike does not have a
scaled footwear assembler within North American Free Trade Agreement
(NAFTA). We, therefore, believe the new source will remain as an R&D partner
instead of scaled producer for Flyknit.

Page 16
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More Innovations

Summary

= |n addition to reactive R&D (with a focus on cost reduction), SZ has been
strengthening its proactive R&D for longer-term growth.

= SZ's innovative textile products including Tech Fleece suggests initial
success of its proactive R&D efforts. We expect more innovative product
to come.

Enhancing the platform business model with innovator
characteristics

Blending in more innovation for long-term growth

SZ is clearly a dominant textile platform. While at the same time, the company
started to explore more innovation and delivered more breakthroughs starting
from 2014. The company started to execute more proactive R&D (Figure 37)
for Nike since 2014 and saw a robust improvement in development hit rate in
2014-2016. We forecast the proactive R&D will start to reflect more on SZ's
revenue from 2016.

Figure 37: Proactive R&D vs. reactive R&D

Proactive R&D (1% 5B %) Reactive R&D (ZRAXfF %)

Nature Develop new material & technology Receive sample from brands to
for brands to choose from duplicate

Purpose Differentiation Cost & lead-time reduction; Scale up
Benefits Enjoy longer product life cycle Sustainable volume
Risks Failure to capture brands' design Heavier price cut than efficiency
trend, brands' budget control improvement

Source: Deutsche Bank estimates ‘

A general life cycle of textile innovation

The more lucrative stage for textile innovation starts during the initial adoption
(stage (2) Figure 38), when the product is being introduced by the first brand.
An innovative product often carries exclusivity, generally for two years. After
that the textile company can introduce the product to other brands. This will

move the product into the most lucrative stage, wide adoption stage (stage (3)).

During this stage, the textile company works with multiple clients and often
commands the strongest bargaining power. Afterwards, brands will introduce
more sources through reactive R&D, commoditizing the innovation.

Deutsche Bank AG/Hong Kong
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Figure 38: Textile innovation: General life cycle
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Proactive R&D vs. reactive R&D

Proactive R&D represents textile company’s efforts to develop innovative
products and submit for clients’ review. Proactive R&D, once successful, often
means greater order visibility (as the product will be incorporated in brands’
long-term pipeline). A strong proactive R&D product portfolio also ensures
better profitability and volume growth.

Contrary to proactive R&D, in reactive R&D, the brands provide a sample
textile product for manufacturers for reverse engineering. Reactive R&D is
often for cost reduction and/or the inclusion of second source suppliers. In
general, proactive R&D often covers stage (1), (2) and (3) while reactive R&D is
more for stages (4) and (5) (Figure 38).

A platform business model focuses tremendously on cost reduction and
efficiency improvement (reactive R&D). An innovator business model focuses
more on the proactive R&D process to co-work with brands’ developers.

Synthetic game changer

SZ's efforts to expand into synthetic fabric allow more room to innovate.
Cotton yarn, due to its physical nature, is harder to deliver functionally, the
shape and physical characteristics of synthetic yarn are easier to manipulate.
This leads to more room for innovation.

Page 18
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SZ's textile innovations

Tech Fleece: A versatile answer to urban sportswear

Tech Fleece is one of Nike's major fabric innovations. The fabric is by nature
not a fleece product but a special category of “spacer fabric” (meaning
containing a layer of thin air between the interior and exterior layer).

The spacer design offers two advantages vs. the traditional fleece fabric
(namely, Three End Fleece). The spacer layer offers a stiffer feel to the fabric
and matches better with the urban sports style. On the other hand, spacer
fabric is “reversible”. With high density layer facing the exterior, the spacer
acts as insulation (to keep wearer warm). With low density fabric facing the
exterior, the spacer helps the fabric breath (Figure 39).

We forecast SZ's Tech Fleece to soon enter the “wide adoption” stage
(Figure 38). We expect growing orders from Nike into its 2017AW and
2018AW designs. In addition, we expect more brands to adopt the spacer
fabric design.

China leggings upgrade

China’s knitted stretchable fabric market remains to be less advanced when
compared to the US. However, we are seeing very robust product upgrades.
We expect SZ to be a major beneficiary of the upgrade trend.

Figure 40: Nike's mainstream legging in China vs. in the US

Name MSRP (USD) Available in CN?
Nike Leg-A-See Logo 45 Y
57% cotton / 32% polyester / 11% Spandex

Nike Track and Field Graphic 50 Y
57% cotton / 32% polyester / 11% Spandex

Nike Legendary Fabric Twist Veneer 105 N
86% nylon / 14% Spandex

Nike Palm Epic Lux 120 N

77% nylon / 23% Spandex

Source: Deutsche Bank, store visit data ‘

In addition, the sourcing behaviour at local sportswear brands is also
changing. Anta and Li Ning, although not a major part of SZ's business, have
been enhancing their product design process. Also, both Anta and Li Ning
showed very clear intentions to upgrade their product quality.

What's next?

We believe the other innovations in the pipeline include new designs on Tech
Fleece structure, more advanced sweat wicking fabric and more Flywire (shoe
material), etc. SZ is also studying the potential of jacquard knitted stretchable

fabric. But we do not expect to see meaningful volume by SZ in the near future.

This will likely allow Eclat to maintain its leadership at the jacquard knitted
stretchable fabric universe.

Deutsche Bank AG/Hong Kong

‘Figure 39: “Reversibility” of Tech
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Financial outlook

Income statement

Revenue: we forecast sustainable growth driven by both textile
products and Flyknit upper. We forecast 13% revenue CAGR for textile
products in 2015-2020, mainly driven by sports brands. We forecast
42% revenue CAGR for Flyknit upper in 2015-2020.

Gross margin: we forecast improving gross margin mainly driven by
textile products. We conservatively assume Flyknit upper gross margin
to be stable.

OPEX: we do not expect a material reduction in OPEX-to-revenue ratio
as we anticipate SZ to further invest in proactive R&D.

Other income: we anticipate more financial income as SZ's cash
position increase (after the current round of major expansions).

Figure 41: SZ: income statement

2016A 2016E 2017E 2018E 2019E 2020E

Net Sales 12,640 15,328 17,875 20,310 22,747 25,341
Sports (ex Flyknit) 7,396 8,830 10,476 11,934 13,451 15,147
Flyknit 632 986 1,478 2,143 2,894 3,617
Casual & Lingerie 4,612 5513 5,920 6,232 6,402 6,576
Costs 8,791 10,448 12,022 13,668 15,137 16,844
Gross profit 3,849 4,881 5,853 6,742 7,610 8,497
Operating expenses 1,218 1,499 1,732 1,989 2,227 2,481
Operating profit 2,631 3,382 4,120 4,754 5,382 6,016
Government grant 216 269 282 296 311 326
Other non-OP 39 76 57 59 20 28
Total non-operating income 256 344 339 3565 331 354
Pretax profit 2,887 3,726 4,459 5,109 5,713 6,370
Taxes (negative for credit) 532 694 825 935 1,034 1,140
Minority 0 0 0 0 0 0
Net Income 2,355 3,032 3,634 4,174 4,679 5,230
EPS (CNY) 1.61 2.02 2.42 2.78 3.12 3.48
Profitability 2015A 2016E 2017E 2018E 2019E 2020E
Gross margin 30.5% 31.8% 32.7% 33.2% 33.5% 33.5%
Operating margin 20.8% 22.1% 23.1% 23.4% 23.7% 23.7%
OPEX to sales 9.6% 9.8% 9.7% 9.8% 9.8% 9.8%
Pretax margin 22.8% 24.3% 24.9% 25.2% 25.1% 25.1%
Net Margin 18.6% 19.8% 20.3% 20.6% 20.6% 20.6%
Growth 2016A 2016E 2017E 2018E 2019E 2020E
Revenue- YoY 14% 21% 17% 14% 12% 1%
EPS- YoY 12% 25% 20% 15% 12% 12%

Source: Deutsche Bank estimates, company data

Balance sheet

Page 20

Working capital: we expect SZ to gradually reduce its inventory days.
We note that the company strategically build-up raw material (cotton
yarn) in 2015 to enjoy the lower raw material prices. However, with
raw material prices recovering we expect SZ to operate on leaner
inventory. On accounts receivable, we forecast a stable account
receivable days, while we estimate SZ to increase accounts payable
days due to its stronger bargaining power.
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=  Borrowing: we forecast SZ to gradually pay down its debts as it exists
the recent capacity expansion cycle. SZ's convertible bond will expire

on Jun 2019 and we currently forecast it to roll over the debt.

Figure 42: SZ: balance sheet

Balance Sheet- Consolidated

2015A 2016E 2017E 2018E 2019E 2020E
Cash & equiv. 2,139 1,907 1,648 1,649 1,399 1,435
S/T investment 2,741 2,450 2,616 2,765 1,100 1,100
Receivables 2,002 2,436 2,889 3,339 3,801 4,304
Inventory 3,233 3,842 4,381 4,907 5,433 5,999
Other current asset 797 668 566 486 424 375
Current Asset 10,912 11,303 12,099 13,145 12,157 13,214
Net PP&E 6,590 7,754 8,480 8,947 9,182 9,402
LT equity investment 5 5 5 6 6 7
Other L/T assets 856 825 799 819 859 1,158
L/T Assets 7,450 8,585 9,284 9,772 10,047 10,667
Total Asset 18,362 19,887 21,384 22,917 22,204 23,781
Trade payable 679 821 961 1,103 1,251 1,415
S/T loans 657 900 900 750 1,100 600
Other current liabilities 819 836 852 870 887 905
Current liabilities 2,155 2,557 2,713 2,723 3,238 2,920
L/T debt (incl cap lease) 3,117 3,055 2,994 2,934 - -
Other /T liabilities - - - - - -
L/T liabilities 3.117 3,055 2,994 2,934 - -
Total Liability 5,272 5,611 5,707 5,656 3,238 2,920
Common Equity 142 142 142 142 142 142
Retained Earnings 9,610 10,797 12,197 13,782 15,486 17,381
Minority 16 16 16 16 16 16
Other Equity & Adjustments 3,322 3,322 3,322 3,322 3,322 3,322
Equity 13,090 14,276 15,677 17,261 18,965 20,860

Source: Deutsche Bank estimates, company data

Cashflow statement

= Operating cash flow supported by enhanced earnings power, while

the use of working capital remains largely controlled.

=  Existing the current capex cycle.

Figure 43: SZ: cashflow statement

Cashflow Statement- Consolidated

2015A 2016E 2017E 2018E 2019E 2020E
EBITDA less tax 2,622 3,288 3,920 4,501 5,064 5,606
A/R Dec. (Inc.) (359) (434) (454) (449) (463) (503)
Inventory Dec. (Inc.) (626) (609) (538) (526) (526) (566)
A/P Inc. (Dec.) 211 142 140 142 148 164
Govt grant & other 411 253 248 157 78 (73)
Operating cashflow 2,259 2,641 3,316 3,825 4,302 4,628
Capex (2,038) (1,764) (1,350) (1,150) (950) (950)
Deposit, loan and prepaid 1,304 376 8 (54) 1,334 55
Financial instruments (469) 50 (66) (8 624 -
Other (192) (55) (56) (75) (95) (150)
Investing cashflow (1,395) (1,393) (1,464) (1,288) 913 (1,045)
Dividend (1,104) (1,610) (1,930) (2,227) (2,558) (2,867)
Equity financing - - - - - -
Debt financing 862 181 61) (210) (2,584) (500)
Other & bonus (268) (50) (120) (100) (100) (180)
Financing cashflow (509} (1,479} (2,111) {(2,536) (5,241) {(3,547)
Adjustments 32 - - - - -

Source: Deutsche Bank estimates, company data
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Appendix A

Company profile

Company history

Shenzhou International Group Holdings Limited was founded in 1988 as the
largest vertically integrated manufacturer of high-end knitwear with its
subsidiaries in China, and the country’s largest exporter of knitwear. The
company was listed on Hong Kong Stock in November 2005 with an aim to be
the most competitive knitwear manufacturer in the world.

Shenzhou engages in manufacturing, processing and selling knitwear products
on an OEM basis. The company’s production base is located in Economic
Technical Development Zone of Ningbo and Vietnam, and has strategically set
up garment factories in Quzhou and Anging of China and Cambodia. As of 31
December 2015, the company had over 67,390 employees and 810,000 sqm of
area under factories, with a production capacity of over 270m pieces of various
knitwear per year. Shenzhou focuses on producing sports product, casual wear
and lingerie wear for major international brands including Uniqglo, Adidas, Nike
and Puma. Its products are offered in Japan, Mainland China, European Union,
the US and other countries.

Management team

‘Figure 44: Management team of Shenzhou

Name Title Age Date of appointment  Background
Worked for Shaoxing Cotton Mill and Hangzhou Linping
Knitting and Garment Plant, Manager of the knitting and
Ma Jianrong Chairman 50 5-Jul-05 weaving department of Shenzhou, a deputy general manager
and the general manager of Ningbo Shenzhou Weaving Group
Co., Ltd, Chairman of Ningbo Shenzhou Knitting Co., Ltd.

Worked for asilk knitting mill in Yuhang County, Zhejiang
5 CEO/General Province, Manager and a Deputy General Manager of the
Huang Guanlin Manager <0 12-Jul-05 production and operation department of Ningbo Weaving,

General Manager of Shenzhou Knitting

Qualified Accountant of Shenzhou International

Chan Tak Hing, Kenji  Secretary/Controller 45 1-Sep-08
Zheng Miaohui Deputy General 60 12Jul-05 30-year experience in financial management in Shenzhou
Manager
Worked for Shaoxing Cotton Mill and Hangzhou Linping
Knitting and Garment Plant, Manager and Deputy General
Ma Renhe Executive Director 55 12-Jul-05 Manager of the dyeing and finishing department of Ningbo
Weaving, Deputy General Manager of Shenzhou Knitting
) More than 25-year experience in Shenzhou International,
e Section Chief, Department Manager, General Manager
Chen Zhifen Director/Deputy 47 Assistant of Ningbo Weaving, General Manager Assistant of
Gentziel MR Shenzhou International
Executive Finance Minister of Shenzhou International and CFO of
Wang Cunbo Director/Head: 43 30-May-11 Shenzhou Knitting since May 2004
Finance
25-year sales experience in Japanese Textile & Apparel
Hu Jijun Deputy General 47 1-Sep-89 Market, Assistant Manager of Producti_on & C.)per.ation
Manager Department and General Manager Assistant in Ningbo
Weaving

Manager of Weaving Department, Assistant Manager of
Production & Operation Department, Manager of Raw

Chen Lan Deputy General 50 1-Jul-89 Material Purchasing Department and General Manager
Manager Assistant of Ningbo Weaving, General Manager Assistant of
Shenzhou International
Deputy General More than 27-year experience in textile industry, Deputy
Gu Chaoguan Manager = R Director, Manager of Clothing Department

Source: Deutsche Bank, company data
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Major shareholders

According to public company filings, Shenzhou’s major shareholders include
Keep Glory (80.08% owned by Splendid Steed, 13.92% by BMX and 6.00% by
Super China) and Fairco Group (72.94% owned by MCC and 27.06% by certain
senior management of the group).

’Figure 45: List of Shenzhou’s major shareholders

Name Holding (%) Profile
A company incorporated in the British Virgin Islands with limited liability,
owned as to 80.08% by Splendid Steed, 13.92% by BMX and 6.00% by
Super China (Splendid Steed, a company incorporated in the British Virgin
Islands with limited liability, is wholly owned by Mr. Ma Jianrong.

Keep Glory 53.63 BMX, a company incorporated in the British Virgin Islands with limited
liability, is wholly owned by Mr. Huang
Guanlin. Super China, a company incorporated in the British Virgin
Islands with limited liability, is wholly owned by Mr. Ma Baoxing (father of
Mr. Ma Jianrong). )
A company incorporated in the British Virgin Islands with limited
liability,which is owned as to 72.94% by MCC and 27.06% by certain senior
management of the Group including Ms. Zheng Miaohui, Mr. Wang Cunbo

Fairco Group 6.07 and Ms. Chen Zhifen (all are executive Directors). (MCC, a company
incorporated in the British Virgin Islands with limited liability, is wholly
owned by Mr. Ma Renhe, an executive Director and a cousin of Mr. Ma
Jianrong)

Source: Deutsche Bank, company data, Bloomberg Finance LP

Deutsche Bank AG/Hong Kong

Page 23



26 September 2016

Textiles & Apparel /
Shenzhou

The authors of this report wishes to acknowledge the contributions made by
Julia Xu, employees of Evalueserve, a third-party provider to Deutsche Bank of
offshore research support services.
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Important Disclosures
Additional information available upon request

‘Disclosure checklist

Company Ticker Recent price* Disclosure

Shenzhou 2313.HK 54.50 (HKD) 23 Sep 16 6,9

*Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and other vendors . Other
information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or estimates made on securities other than the
primary subject of this research, please see the most recently published company report or visit our global disclosure look-up page on our website at
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr.

Important Disclosures Required by U.S. Regulators

Disclosures marked with an asterisk may also be required by at least one jurisdiction in addition to the United States.
See Important Disclosures Required by Non-US Regulators and Explanatory Notes.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of a class of common equity securities of this
company calculated under computational methods required by US law.

Important Disclosures Required by Non-U.S. Regulators
Please also refer to disclosures in the Important Disclosures Required by US Regulators and the Explanatory Notes.

6. Deutsche Bank and/or its affiliate(s) owns one percent or more of a class of common equity securities of this
company calculated under computational methods required by US law.

9. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this
company calculated under computational methods required by India law.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/Disclosure.egsr?ricCode=2313.HK

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the
subject issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive
any compensation for providing a specific recommendation or view in this report. John Chou/Anne Ling
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‘Historical recommendations and target price: Shenzhou (2313.HK)

(as of 9/23/2016)
60.00 Previous Recommendations
Strong Buy
50.00 - Buy
Market Perform
Underperform
20,00 4 Not Rated

Suspended Rating

Current Recommendations

Security Price
w
o
o
o

Buy
Hold
20.00 - Sell
Not Rated
Suspended Rating
10.00 A *New Recommendation Structure
as of September 9,2002
**Analyst is no longer at Deutsche
0.00 T T T T T T T Bank
Sep 14 Dec 14 Mar 15 Jun 15 %81:195 Dec 15 Mar 16 Jun 16
Equity rating key Equity rating dispersion and banking relationships
Buy: Based on a current 12- month view of total 500
share-holder return (TSR = percentage change in 450 - 52 %
share price from current price to projected target price ggg ]
plus pro-jected dividend yield ) , we recommend that 300 |
investors buy the stock. ggg 1
Sell: Based on a current 12-month view of total share- ]gg ]
holder return, we recommend that investors sell the 50

stock 0

Buy Hold Sell

Hold: We take a neutral view on the stock 12-months
out and, based on this time horizon, do not
recommend either a Buy or Sell.

B Companies Covered MCos. w/ Banking Relationship

) _ Asia-Pacific Universe
Newly issued research recommendations and target

prices supersede previously published research.
Regulatory Disclosures
1.Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2.Short-Term Trade |ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are
consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the
SOLAR link at http://gm.db.com.
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this
report, or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche
Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own
account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those
taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis,
equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication
may differ from recommendations contained in others, whether as a result of differing time horizons, methodologies or
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on.
Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment
banking revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank research
analysts sometimes have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing
longer term ratings. These trade ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea
represents a high conviction belief by an analyst that a stock will outperform or underperform the market and/or sector
delineated over a time frame of no less than two weeks. In addition to SOLAR ideas, the analysts named in this report
may have from time to time discussed with our clients, including Deutsche Bank salespersons and traders, or may
discuss in this report or elsewhere, trading strategies or ideas that reference catalysts or events that may have a near-
term or medium-term impact on the market price of the securities discussed in this report, which impact may be
directionally counter to the analysts' current 12-month view of total return as described herein. Deutsche Bank has no
obligation to update, modify or amend this report or to otherwise notify a recipient thereof if any opinion, forecast or
estimate contained herein changes or subsequently becomes inaccurate. Coverage and the frequency of changes in
market conditions and in both general and company specific economic prospects makes it difficult to update research at
defined intervals. Updates are at the sole discretion of the coverage analyst concerned or of the Research Department
Management and as such the majority of reports are published at irregular intervals. This report is provided for
informational purposes only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to
participate in any particular trading strategy. Target prices are inherently imprecise and a product of the analyst's
judgment. The financial instruments discussed in this report may not be suitable for all investors and investors must
make their own informed investment decisions. Prices and availability of financial instruments are subject to change
without notice and investment transactions can lead to losses as a result of price fluctuations and other factors. If a
financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may
adversely affect the investment. Past performance is not necessarily indicative of future results. Unless otherwise
indicated, prices are current as of the end of the previous trading session, and are sourced from local exchanges via
Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases,
other parties.

The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise

to pay fixed or variable interest rates. For an investor who is long fixed rate instruments (thus receiving these cash
flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
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loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note that the
index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which coupons are
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to
the risks related to rates movements.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own
circumstances including their tax position, their regulatory environment and the nature of their other assets and
liabilities, and as such, investors should take expert legal and financial advice before entering into any transaction similar
to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can
be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be
incurred that are greater than the amount of funds initially deposited. Trading in options involves risk and is not suitable
for all investors. Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized
Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the
website please contact your Deutsche Bank representative for a copy of this important document.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large fluctuations; ( ii) the value of currencies may be affected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could affect the value of the currency. Investors in securities such as ADRs, whose values are
affected by the currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction.

United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and
SIPC. Analysts employed by non-US affiliates may not be associated persons of Deutsche Bank Securities Incorporated
and therefore not subject to FINRA regulations concerning communications with subject companies, public appearances
and securities held by analysts.

Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal office in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany’s Federal
Financial Supervisory Authority.

United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial
Conduct Authority. Details about the extent of our authorisation and regulation are available on request.

Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch.

India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India
(SEBI) as a stock broker. Research Analyst SEBI Registration Number is INHO00001741. DEIPL may have received
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administrative warnings from the SEBI for breaches of Indian regulations.

Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA,
Type Il Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks
involved in stock transactions - for stock transactions, we charge stock commissions and consumption tax by
multiplying the transaction amount by the commission rate agreed with each customer. Stock transactions can lead to
losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can lead to additional
losses stemming from foreign exchange fluctuations. We may also charge commissions and fees for certain categories
of investment advice, products and services. Recommended investment strategies, products and services carry the risk
of losses to principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in
market value. Before deciding on the purchase of financial products and/or services, customers should carefully read the
relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in
this report are not registered credit rating agencies in Japan unless Japan or "Nippon" is specifically designated in the
name of the entity. Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank
Group's analysts with the coverage companies specified by DSI. Some of the foreign securities stated on this report are
not disclosed according to the Financial Instruments and Exchange Law of Japan.

Korea: Distributed by Deutsche Securities Korea Co.

South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register
Number in South Africa: 1998/003298/10).

Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raffles
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters
arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who
is not an accredited investor, expert investor or institutional investor (as defined in the applicable Singapore laws and
regulations), they accept legal responsibility to such person for its contents.

Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should
independently evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank
research may not be distributed to the Taiwan public media or quoted or used by the Taiwan public media without
written consent. Information on securities/instruments that do not trade in Taiwan is for informational purposes only and
is not to be construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited,
Taipei Branch may not execute transactions for clients in these securities/instruments.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
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distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.

Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product
referred to in this report and consider the PDS before making any decision about whether to acquire the product. Please
refer to Australian specific research disclosures and related information at
https://australia.db.com/australia/content/research-information.html

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.

Additional information relative to securities, other financial products or issuers discussed in this report is available upon
request. This report may not be reproduced, distributed or published without Deutsche Bank's prior written consent.
Copyright © 2016 Deutsche Bank AG
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