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Our thesis in charts

B3 1: PPTA aramid fiber dominated by US and Japan
players
Core aramid fiber projects globally, 2018

Core PPTA projects Location Product Capacity (ton)
DowDupont us Kevlar 24,500
DowDupont us Kevlar 7,000
DowDupont Japan Kevlar 5,000
Teijin Japan Technora 3,000
Teijin Netherland  Twaron 23,000
Yantai Tayho China Taparan 1,500
Kolon Industries Korea Heracron 2,600
Khimvolokno Russia Terlon/Pycap 2,000
Core PMIA projects Location Product Capacity (ton)
DowDupont us Nomex 10,000
DowDupont Spain Nomex 3,900
Yantai Tayho China Tametar 7,000
X-Fiper New Material China N/A 5,000
Teijin Japan Conex 2,700
Charming China N/A 1,500

B3 2: China’ s large exposure variance vs. global in PPTA
PPTA demand application, 2018

% of total demand

Global ®China
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15% -
10% -
5%
5% -
0% 0%
0%
Optical fiber Personal Rubber/tyre Resistant Others
protection material
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B ik 3: We forecast spandex utilization to remain weak into
2020
Spandex China demand supply

(ktpa) Production = Capacity —o—Utilization (RHS) (%)
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B3 4: Spandex price spread has narrowed slightly
year-to-date
Spandex price spread vs. PTMEG and MDI (feedstock)
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B’ % 5: Current levels of material capex spending have not
been seen in the past
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% 6: Tayho is trading above historical average P/E
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PM summary: Heavy capex cycle in aramid fiber and spandex

Yantai Tayho (002254.SZ) was established in 1986 and listed on the Shenzhen stock
exchange in 2008, focusing on spandex and aramid fiber sales and production. As an
SOE, the Shandong provincial State-owned Assets Supervision and Administration
Commission (SASAC) has ultimate control of the company. Tayho is China’ s leading
aramid fiber producer by capacity and a major manufacturer of spandex. As of FY2018,
Yantai Tayho has 45,000 tons of spandex capacity (6th globally, 5th in China), 7,000
tons of aramid fiber PMIA (2nd globally, 1st in China), and 1,500 tons of high-end aramid
fiber PPTA (5th globally, 1st in China). The company has two production hubs, one in
Shandong Yantai and another in Ningxia. In March 2018, Tayho announced meaningful
capacity addition plans for both hubs from now until 2022. The Shandong Yantai hub
was designed for high-end spandex and aramid fiber production. The Ningxia hub was
designed for low-end basic spandex. The company’ s three main product brands are
Newstar (Spandex); Tametar (PMIA; flame, high-temperature, radiation resistant fiber)
and Taparan (PPTA; high-strength material, 5-6X stronger than steel wire).

Long-term goal to become the leading aramid fiber and spandex producer: Yantai Tayho
outlined its 2018-22 Five-year development plan in early 2018. The company targets to
spend a total of Rmb7bn to complete all necessary plant relocation and capacity
expansion. Its capacity will increase from now 75,000/1,500/7,000ton to
90,000/12,000/12,000ton for spandex/PPTA/PMIA. The company’ s announced
capacity expansion plans are so far on track with its guidance. Tayho estimates that if all
the designed capacity is built and reaches target utilization by 2022, the company can
achieve sales revenue of Rmb5.88bn (vs. 2018 Rmb2.2bn) and net profit of 1.18bn (vs.
2018 Rmb156mn) implying a net profit margin of 20% (vs. 2018 7%). The company aims
to manage an overall debt-to-asset ratio of about 50%. Tayho has stated it will finance
its Rmb7bn in investment through equity issuance (Rmb1-2bn), bank loans (Rmb2-4bn),
and self-finance or through JV (Rmb2.5-3.5bn).

B’ % 7: Summary of capacity exposure

(tpa unless otherwise specified)

Spandex
Spandex
Aramid fiber - PPTA

Aramid fiber - PMIA

2018 Announced Commission Potential Target by
Location capacity addition time closure 2022
@ Yantai 45,000 15,000 4Q20 45,000 30,000
=k Ningxia 30,000 30,000 4Q20 0 60,000
Y754 Yantai/Ningxia 1,500 3,000 1Q20 1,500 12,000
[BIfiz54  Yantai 7,000 8,000 3Q20 7,000 12,000

BRRR: DRHE SEIEFNR
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Key driver 1: Aramid fiber (91% of gross profit, 42% of revenue as of FY2018)
Product details: Aramid fiber possesses numerous useful and commercial properties
and is recognized as one of the top high-performance synthetic fibers according to the
industry associations. It has high strength and modulus, is lightweight, and resistant to
heat and corrosion. However, aramid fiber is vulnerable to moisture and long duration
UV light (degradable). The main feedstock of aramid fiber includes mostly chemical
intermediates (IPC, TPC, MPD, PPD) which originate mainly from benzene, ammonia,
nitrogen, and chlorine. The main applications for aramid fiber include optical fiber
protection, electricity insulation paper, personal protection (ballistic helmets, flame
resistant gloves, bullet-proof body armor), auto parts, etc. China is still 80% import
dependent on high-end aramid fiber PPTA from other countries.

Global comparison: Aramid fiber production globally, in particular the high-end fibers, is
dominated by the US and Japan. The US began R&D and production in the 1960s,
followed by Japan in the 1980s. Aramid fiber production involves a series of chemical
reactions and procedures (e.g., polymerization, neutralization, dissolution). The leading
global players include Dow Dupont (US) and Teijin (Japan). There are some smaller
scale suppliers in Russia and Korea. Compared to international suppliers, Yantai
Tayho' s aramid fiber, according to company management, is less white in color (partly
due to more oxidation) and has lower stability in the production process (i.e.,
consistency in production quality). However, Tayho' s aramid fiber has certain relatively
superior properties, e.g., better heat resistance and strength. Management thinks the
relative strength advantage of its products lies in the flexibility of its production process
and its tailor-made services.

Key driver 2: Spandex (7% of gross profit but 57% of revenue)

Product details: Spandex is lightweight material with moderate stretch and elasticity, but
poor strength. The latest ASP is about Rmb30,000/ton for 40D (density) and
Rmb37,000/ton for 20D, generally higher than the other types of clothing fibers.
Spandex is mainly used in skin-tight garments, such as sportswear, bodysuits, and
underwear. The main feedstocks are PTMEG (originates from natural gas) and MDI
(based on benzene). These contribute to about 70% of the total production cost with the
rest being energy (electricity and steam).

Global comparison: The global market for spandex developed in 1959 and was led by
the US and Japan. China began spandex production in 1989 and accelerated capacity
addition in 2000. Spandex capacity in China grew from 8% of global capacity in 2000 to
45% in 2005, and 70% in 2018. China has become the main spandex supplier globally,
with 30+ companies comprising a fairly fragmented market. The spandex market has
been oversupplied since 2015 when demand growth failed to absorb the additional
supply produced during 2010-14 (13% CAGR).
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Valuation

Our 12-month target price of Rmb10.25/sh uses a SOTP methodology in which we apply
earnings multiples for the aramid fiber and spandex businesses to a simple average of
2020/2021E net income, discounted back by one year using a discount rate of 10%
(Tayho' s estimated WACC). For the aramid fiber business, we apply 25X 1-yr fwd P/E
which compares with a 28% EPS CAGR for 2018-21E. For spandex, we apply 10X 1-yr
fwd P/E, in line with the average multiple for A-share listed spandex peers. At 25X 1yr
fwd P/E, Tayho is trading above historical average P/E of 24.2X since listing in 2008.
Our 12m TP of Rmb10.25/sh is roughly in line with the current share price, and we
therefore rate the shares Neutral.

Risks

Key risks include: 1) favorable/unfavorable spandex product margins; 2) project
execution (potential delays); 3) scheduled shut-downs of old units and new-plant
relocation leading to earnings uncertainty; 4) operational risks (toxic/explosive
chemicals); and 5) financing risks (new project funding).
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Favorable aramid fiber exposure

201958H1H

High-end aramid fiber application still in early stages of growth: The high-end aramid
fiber PPTA, with its high strength, high modulus, and light weight, is mainly used in
relatively complex applications such as personal protection (flame resistant gloves,
ballistic helmets, bullet proof body armor), optical network protection, and aerospace
materials. Based on our latest discussion with industry consultants, the aramid fiber
market is still growing at a decent rate, e.g., 10%+ yoy for PPTA consumption volume
growth, in China and globally. In addition to the applications noted above, a wide range
of potential aramid fiber applications exists in industrial production (filtering material),
autos parts, EV batteries, etc. Given the number of modern applications for aramid fiber,
we believe the current industry demand growth trends of about 10%-20% yoy are
sustainable alongside China’ s increasing penetration/participation in high-end PPTA

supply.

Resolving China’ s high import dependence: The high-end aramid fiber market has
been dominated by DowDupont and Japan’ s Teijin, with high barriers to entry.
Meanwhile, a majority of China’ s PPTA supply now comes from imports (80-90%). We
think these dynamics are positive for Tayho given its exposure to aramid fiber, its strong
value-added products, and the untapped demand potential in China and globally. In
particular, we think China aramid fiber demand growth potential is generally supply
constrained. For instance, according to Tayho, there have been restrictions placed on
aramid fiber material exports to China given its use for defense purposes such as
bullet-proof gear and ballistic helmets. We believe the widening range of possible aramid
fiber applications and the need for China to bring down its import dependence bodes
well for the growth of China’ s own domestic aramid fiber supply and positions Tayho
favorably.

Solid operating performance in aramid fiber: Yantai Tayho began R&D in aramid fiber
PMIA in 2000, with production starting in 2004. The company has achieved strong
margins since the beginning of operations with average GM of ¢.40% in 2004-06. The
company began R&D and entered high-end PPTA production in 2006, with production
beginning in 2008 and commercial operations launched in 2011. Tayho has been able to
maintain a fairly strong and stable average gross margin of ¢.30% for its aramid fiber
business. According to Tayho, the company has raised aramid fiber ASPs this year after
seeing a higher feedstock price in intermediate chemicals, following the Jiangsu
chemical plant explosion. They have not encountered significant pressure in passing
through these prices given the difficulty for end customers to find alternatives. Tayho' s
existing aramid fiber plants are running at almost full utilization and operating at high
production to sales ratios.

Expanding capacity further to capture growth potential: Tayho' s sales to production
ratio has remained strong since the company began aramid fiber production with some
low-end products becoming exports to Japan, Korea, Europe, Russia, etc. After several
years of production and market development, the company decided to expand its PPTA
capacity and targeted to reach production volume of 12,000 tons (from now 1,500ton) by
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2022. We forecast Tayho' s aramid fiber revenue to grow at a 32% CAGR and expect
the company to achieve 40% gross profit margin in 2019-21E. We expect the new
3,000-ton PPTA plant to be commissioned in 1Q2020 to achieve ¢.50% utilization in its
first year of operation given strong order interest from the existing customers.

B3 8: China still relies heavily on global supply for PPTA B3 9: PPTA aramid fiber dominated by US and Japan
China and Global PMIA and PPTA capacity, 2018 players
Core aramid fiber projects globally, 2018
Capacity (kt) Core PPTA projects Location Product Capacity (ton)
90 DowDupont us Kevlar 24,500
DowDupont us Kevlar 7,000
80 DowDupont Japan Kevlar 5,000
70 — Teijin Japan Technora 3,000
60 Teijin Netherland  Twaron 23,000
Yantai Tayho China Taparan 1,500
50 Kolon Industries Korea Heracron 2,600
40 — Khimvolokno Russia Terlon/Pycap 2,000
%0 Core PMIA projects Location Product Capacity (ton)
20 — DowDupont us Nomex 10,000
10 | DowDupont Spain Nomex 3,900
0 - Yantai Tayho China Tametar 7,000
China PMIA Globa PMIA China PPTA Global PPTA X-Fiper New Material  China N/A 5,000
Teijin Japan Conex 2,700
Charming China N/A 1,500
BRERR: KRR BRERR: CPCIA
B ik 10: China’ s large exposure variance vs. global in B 11: ...same for PMIA
PPTA PMIA demand application, 2018
PPTA demand application, 2018
% of total demand Global ®China % of total demand Global mChina
45% - . 80% 7 .
o | 40% 70% 1 68%
35% | 60% -
30%30% 30% 30%
30% - 50% -
25% - 40% | 35%
20% 31%
20% - 15 30% - 25%
0| 0/
15% 20% - 19%
0/
10% - ) 10% - % 10% 5%
% | 5% . | 0% 0%
0% 0% 0% " T ) T - T — )
0% . . . . Electrical Protective Filtering Electronic Rubber
Optical fiber Personal Rubbertyre Resistant Others insulation apparel material component  enhancement
protection material paper
ARIFR: CPCIA AFIHR: CPCIA
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B3k 12: Both import and export prices have gradually B 13: China aramid fiber demand might be met by
increased to account for the higher feedstock cost imported goods if domestic supply does not catch up
Price (Rmb/ton) ——Import ——Export Volume (ton) ——Monthly import  —— Monthly export
30,000 600
25,000 | A 500
20,000 ,UVV\«-} AVAVA 7\ 400
15,000 300 A \I n /
10,000 ) 200 - N A l
5,000 100 + \'| v/
\(J)an-12 Jan‘-13 Jan‘-14 Jan‘-15 Jan‘-16 Jan‘-17 Jan‘-18 Jar;-19 ?an-12 Jan‘-13 Jan‘-14 Jan‘-15 Jan‘-16 Jan‘-17 Jan‘-18 Jan‘-19
HRISKIR: China Customs HRISRIR: China Customs
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Spandex over-supply could persist until 2020

Oversupplied since 2015: The spandex market has been oversupplied for more than
four years. Spandex product prices (20D) have fallen from Rmb80,000/ton in 2011 down
recently to Rmb37,000ton, causing multiple plants in China’ s coastal areas to turn from
profitable to breakeven or even loss making. Year-to-date, spandex prices have declined
by another 10% due to weaker-than-expected demand growth. According to the
company, Tayho' s Yantai plant is now at a breakeven level because of high coastal
energy prices and low efficiency given the plant’ s advanced age.

Outlook remains weak in 2019: Despite the well-acknowledged oversupply in the
spandex market, we have still seen multiple new plant additions aimed at gaining market
share by displacing old, inefficient break-even units. We expect 60ktpa new capacity
from Zhejiang Huafeng Spandex (Not Covered) which is scheduled to commission in
August 2019 (+8% to existing China capacity), 15ktpa new capacity from Tayho' s
Yantai site to be added by end-2020 (+2%), and 30ktpa from Tayho' s Ningxia site by
end-2020 (+4%). There are two more projects (total 50kt) under planning in the industry,
but the actual commission time is not certain (delay partly due to weak margin). In our
view, this ample supply will likely be more than enough to offset demand growth.
Therefore, we would not expect an industry cycle recovery to begin before 2020.

Consolidating Tayho’ s spandex portfolio: Tayho now has 45kt in annual spandex
capacity at Shandong Yantai and 30kt in Ningxia. The Yantai unit is fairly old (10 years
+) and is subject to relocation to another industrial park in Yantai. The company plans to
build 30kt in spandex capacity at the new Yantai industrial park, replacing the old plant
(phase 1 target is 15kt commissioned by end-2020). In Ningxia, Tayho plans to build
another 30kt in spandex capacity on top of the existing 30kt. The company is moving its
low-end basic spandex production from Shandong to Ningxia to take advantage of lower
production costs (e.g., electricity, steam, and labor).

B % 14: Industry oversupply causing lower product prices
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% 15: Spandex price spread has narrowed slightly
year-to-date
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B3 16: We forecast spandex utilization to remain weak into
2020
Spandex China demand supply

(ktpa) Production m— Capacity —o—Utilization (RHS) (%)
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B3R 17: We forecast the worst of the industry cycle is almost
over
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B3 18: Increasing China exports to absorb the additional
spandex supply
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B % 19: Latest inventory levels are higher than normal
Spandex inventory day and utilization
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Financials and valuation

Income statement

Growth: We expect Tayho to maintain high growth in its aramid fiber business,
particularly in the high-end applications after the completion of its PPTA expansion in
1Q2020E. We forecast Tayho can achieve an EBITDA CAGR of 40% and EPS CAGR of
28% for 2018-21E assuming all the new plants are put into normal operations on

schedule.

Margin: The oversupplied conditions and ongoing capacity additions in the spandex
market will likely delay an earnings and margin recovery to 2020 at the earliest.

B3k 20: Aramid fiber has become the key earnings driver

Gross profits breakdown (Rmb mn)
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B % 21: New capacity bringing the company to a different
profit level
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B 1k 22: We forecast gross profit margin to grow further

GP margin by segments (%)

45%
40%
35%
30%
25%
20%
15%
10%

5%

0%

Spandex fiber e Aramid fiber e Total

2014 2015 2016 2017 2018 2019E 2020E 2021E
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Balance Sheet

Gearing: As a result of its capex commitments (discussed below), we believe the
company will start to see some financial pressure, particularly in 2020E. We forecast
Tayho' s gearing to increase to 82% in 2020E from the current net cash position.

ROE: We forecast Tayho' s ROE to improve further from ¢.8% to ¢.12% in 2019-21E as
gearing continues to go up and new capacity starts to improve the company’ s
utilization and contribute to earnings.

Cash Flow statement

CAPEX: Yantai Tayho has entered a heavy phase of investment with four plants
targeting mechanical completion in 1Q2020 (PPTA), 3Q2020 (PMIA), 4Q2020
(spandex), 4Q2020 (spandex), respectively. The total investment budget is Rmb3.25bn,
just slightly lower than the company’ s 2018 total assets of Rmb3.8bn.

Dividend: We expect the company to maintain an average of 15% dividend payout
during 2019-2021E given the high capex spending.

B3 24: Significant financing needs in 2H19 and 2020 B3 25: Yantai Tayho is entering a heavy investment phase
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B3 26: Current levels of material capex spending have not B3 27: High capex cycles do not support strong dividend
been seen in the past payouts
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Valuation

Our 12-month price target for Yantai Tayho of Rmb10.25/sh is based on a SOTP
methodology which allows us to capture the value and growth in the company’ s two
distinct business units. We apply a 25X 1yr fwd P/E multiple for the aramid fiber
business and 10X P/E for spandex (both applied to a simple average of 2020/2021E net
income), discounted back using a discount rate of 10% (our estimate of Tayho' s
weighted-average cost of capital). Our target multiple for aramid fiber of 25X is with
reference to the company’ s earnings CAGR of 28% for 2018-21E. This implies a PEG
of slightly less than 1, which is reasonable in our view given Tayho' s gradually
declining growth rate. Our target multiple for the spandex business of 10X is based on a
peer valuation comparison (average 1yr fwd. multiple for the onshore A-share listed
spandex companies). We believe an in-line multiple is appropriate for the spandex
business given the similarity in earnings trends and profitability. The firm-wide implied
EV/EBITDA is 10.7X on 2020E EBITDA (about 1sd below the historical average).

B3k 28: Tayho is trading above historical average P/E B3k 29: Yantai Tayho is trading below historical average
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B3 30: Tayho is trading at historical average P/B B3 31: Tayho' s valuation summary
12-month rolling forward P/B (X) Valuation
7.0 1 Yantai Tayho 2019E  2020E  2021E
6.0 Earnings (Rmb mn) 192 252 340
’ - aramid fiber 178 226 297
5.0 - spandex 14 25 42
4.0 Blended 20-21E Earnings 296
Target P/E multiple - aramid fiber 25.0
3.0 Target P/E multiple - spandex 10.0
Average, 2.7
2.
0 Implied market cap - aramid fiber 6,549
1.0 -18D, 1.4 Implied market cap - spandex 336
Implied market cap - total 6,886
0.0 - - - - - Implied market cap (Discounted) 6,260
Jul-08 Jul-10 Jul-12 Jul-14 Jul-16 Jul-18 Implied P/E multiple 325 24.9 18.4
Implied P/B multiple 2.7 25 2.2
Implied EV/EBITDA multiple 15.50 10.70 7.44
Equity value (Rmb mn) 6,260
Number of shares (mn) 611
Target price (Rmb/sh) 10.25
BHRIFGR: A TR, Datastream, Gao Hua Securities Research BRFR: ABHE, SHILFEHR
2019%8H1H 16



EEBRAMRR

ZAFH (002254.52)

B % 32: Yantai Tayho'

s summary financials

Profit model (Rmb mn) 12/18 12/19E 12/20E 12/21E Balance sheet (Rmb mn) 12/18 12/19E 12/20E 12/21E

Total revenue 2,172.5 2,657.5 3,088.8 3,5637.1 Cash & equivalents 358.6 426.4 385.5 452.2

Cost of goods sold (1,586.1) (1,911.6) (2,106.7) (2,223.1) Accounts receivable 450.9 551.5 641.0 7341

SG&A (226.4) (277.0) (308.9) (353.0) Inventory 546.4 523.7 577.2 609.1

R&D - - - - Other current assets 668.1 668.1 668.1 668.1

Other operating profit/(expense) (19.0) (23.2) (27.0) (30.9) Total current assets 2,024.0 2,169.7 2,271.8 2,463.5

EBITDA 341.0 445.7 646.3 930.1 Net PP&E 1,530.7 2,740.8 4,258.8 4,839.8

Depreciation & amortization (210.1) (235.6) (304.7) (421.7) Net intangibles 67.4 64.8 62.1 59.4

EBIT 130.9 210.0 341.6 508.4 Total investments 704 72.8 752 777

Interest income 6.5 3.6 4.3 3.9 Other long-term assets 102.2 202.2 252.2 302.2

Interest expense (5.1) (15.6) (78.1) (143.1) Total assets 3,794.8 5,250.3 6,920.1 7,742.5

Income/(loss) from uncons. subs. 24 24 24 24

Others 229 20.0 20.0 20.0 Accounts payable 473.2 570.3 628.5 663.2

Pretax profits 157.8 220.5 290.2 391.6 Short-term debt 1.7 1,211.7 2,611.7 3,111.7

Income tax (7.9) (26.2) (36.0) (48.7) Other current liabilities 798.9 798.9 798.9 798.9

Minorities 6.5 (1.9) (2.5) (3.4) Total current liabilities 1,283.7 2,580.9 4,039.1 4,573.8
Long-term debt - - - -

Net income pre-preferred dividends 156.4 192.4 251.7 339.5 Other long-term liabilities 53.7 48.4 43.5 39.2

Preferred dividends - - - - Total long-term liabilities 53.7 48.4 43.5 39.2

Net income (pre-exceptionals) 156.4 192.4 251.7 339.5 Total liabilities 1,337.5 2,629.2 4,082.6 4,613.0

Post-tax exceptionals - - - -

Net income 156.4 192.4 251.7 339.5 Preferred shares - - - -
Total common equity 2,155.8 2,317.6 2,531.5 2,820.2

EPS (basic, pre-except) (Rmb) 0.26 0.31 0.41 0.56 Minority interest 301.5 303.4 306.0 309.4

EPS (basic, post-except) (Rmb) 0.26 0.31 0.41 0.56

EPS (diluted, post-except) (Rmb) 0.26 0.31 0.41 0.56 Total liabilities & equity 3,794.8 5,250.3 6,920.1 7,742.5

DPS (Rmb) 0.05 0.05 0.06 0.08

Dividend payout ratio (%) 19.5 15.9 15.0 15.0 BVPS (Rmb) 3.53 3.79 4.14 4.62

Free cash flow yield (%) (3.0) (16.8) (21.4) (5.8)

Growth & margins (%) 12/18 12/19E 12/20E 12/21E

Sales growth 39.7 223 16.2 14.5

EBITDA growth 37.3 30.7 45.0 43.9

EBIT growth 58.9 60.4 62.6 48.8

Net income growth 56.3 23.0 30.8 34.9

EPS growth 56.3 23.0 30.8 34.9

Gross margin 27.0 281 31.8 371

EBITDA margin 15.7 16.8 20.9 26.3

EBIT margin 6.0 79 111 14.4

Cash flow statement (Rmb mn) 12/18 12/19E 12/20E 12/21E

Net income pre-preferred dividends 156.4 192.4 251.7 339.5

D&A add-back 210.1 235.6 304.7 421.7

Minorities interests add-back (6.5) 1.9 25 3.4

Net (inc)/dec working capital (195.4) 191 (84.8) (90.2)

Other operating cash flow (66.1) (107.8) (57.3) (56.8)

Cash flow from operations 98.4 341.3 416.9 617.7

Capital expenditures (321.3)  (1,443.0) (1,820.0)  (1,000.0)

Acquisitions (828.2) - -- -

Divestitures 464.2 - - -

Others (7.0) - - -

Cash flow from investments (692.3) (1,443.0) (1,820.0) (1,000.0)

Dividends paid (common & pref) (31.3) (30.5) (37.8) (50.9)

Inc/(dec) in debt (7.0) 1,200.0 1,400.0 500.0

Common stock issuance (repurchase) - - - --

Other financing cash flows 151.5 - - -

Cash flow from financing 113.2 1,169.5 1,362.2 4491

Total cash flow (480.7) 67.7 (40.9) 66.7 Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.

BRRR: SEIEFME
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Key risks

201958H1H

The key upside and downside risks include:

Spandex product margins (+/-): Better/worse-than-expected spandex margins due to
their respective demand/supply dynamics. Tayho' s spandex business operates at a
breakeven level. Any change in margin could result in a sharp % change. The major
uncertainty is on the supply side: 1) the actual commission schedule of new units; and 2)
potential shut-down of existing units.

Project delays (-): Tayho has multiple projects under construction in Yantai and Ningxia.
Any delay in the commission time and/or slower-than-expected pace of ramp up could
lead to disappointment to earnings. There are multiple reasons that could result in
project delays (e.g. engineering/construction delay, failure in trial production run, etc).

Schedule of shutting down existing units (+/-): Tayho’ s Yantai plants are relocating to a
new chemical industrial site. According to the company, they will shut the old units when
the new plants are commissioned by year-end 2020. We expect the shut-down schedule
for the old units could lead to an uncertain earnings outlook (e.g. six months earlier or
later).

Operational risks (-): The chemical industry is a high-risk business involving the handling
of toxic and explosive materials. Accidents could lead to plant suspension or
compensation.

Financing risks (-): Yantai Tayho has stated that it will likely have to gear up in the next
few years to fund its new projects. Any tightening in liquidity or operational problems
could lead to financing pressure.
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M&A framework

Across our global coverage, we examine stocks using an M&A framework, considering
both qualitative factors and quantitative factors (which may vary across sectors and
regions) to incorporate the potential that certain companies could be acquired. We then
assign an M&A rank as a means of scoring companies under our rated coverage from 1
to 3, with 1 representing high (30%-50%) probability of the company becoming an
acquisition target, 2 representing medium (15%-30%) probability and 3 representing low
(0%-15%) probability. For companies ranked 1 or 2, in line with our standard
departmental guidelines we incorporate an M&A component into our target price. M&A
rank of 3 is considered immaterial and therefore does not factor into our price target, and
may or may not be discussed in research.

Under our M&A framework for the Asia Pacific Energy and Chemical sector we
recognize that a number of factors could influence the probability of a deal, and our
regional team see the following as five key common denominators:

® Regulation on ownership that prohibits or discourages acquisitions, including by a
foreign entity, on grounds of national security. Given Tayho is owned by the
Shandong SASAC, it is not likely other entities would acquire the company’ s
assets. Accordingly, we rank this factor a 3 (low probability).

m  Regulatory risks that discourage potential buyers from an acquisition and complicate
realization of planned synergy and restructuring upside. Tayho' s new expansion
and relocation of projects are subject to local government approvals. The aramid
fiber industry also faces strict regulation due to its applications in the defense
industry. Thus, regulatory risks likely represent an obstacle to an acquisition of the
company. We therefore rank this factor a 3 (low probability).

B Management stance in terms of its openness to a deal (e.g., being the target of
acquisition, management buyout), especially by government appointees. Tayho' s
management has not expressed any openness to being the target of an acquisition,
likely given their SOE background. Accordingly, we rank this factor a 3 (low
probability).

m  Strategic assets that offer the owners a strong competitive advantage due to a high
entry barrier (e.g., monopoly) or a low cost structure. Aramid fiber industry is a
strategic product exposure that require multi-years of R&D and application, which
might attract the interest of private capital. Accordingly, we rank this factor a 2
(medium probability).

®m [ndustry attractiveness based on a growing profit pool as a function of asset
expansion, revenue growth, or profitability improvement. We believe Tayho' s
exposure to the aramid fiber industry is attractive. But the spandex industry remains
oversupplied, which might not be resolved in the near term. Accordingly, we rank this
factor a 3 (low probability).

Within this context, we have ranked Yantai Tayho with an overall M&A score of “3”
(low probability) and reflect no probability of M&A within our price target methodology.

201958H1H 19
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B % 33: Summary of M&A score

Regulation on Regulatory Management Industry
Company Ticker M&A Rank Ownership Risks Stance Strategic Assets Attractiveness
Yantai Tayho 002254.SZ 3 3 3 3 2 2

BRFRR: SHEESHR

Appendix
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B3k 34: Yantai Tayho' s ownership

Yantai Tayho

Group Others

35.5% 64.5%

State-owned
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