[Hzxmp

Goldman | Equity
Sachs Research

Yantai Tayho (o242

30 March 2020 | 9:18PM CST

Earnings review: Aramid fiber offset spandex weakness; Neutral

002254.SZ 12m Price Target: Rmb11.50 Price: Rmb11.05 Upside: 4.1%

Yantai Tayho reported FY2019 results, with EBIT coming in 9%
below expectation. The strength in aramid fiber (more margin than
volume, gross margin of 44% vs. GSe 40%) was partially offset by
the weak spandex contribution. The company was at the start of the
capex spending cycle and announced no FY2019 dividend. We
expect further aramid fiber capacity expansion (3kt in 1Q2020 and
4kt by end-2020) and hence higher contribution to improve earnings
quality. We revised up our 2020-2022E EPS, and hence our 12-m
SOTP based target price is raised by 12% to Rmb11.5/sh.

Higher aramid fiber contribution improves earnings quality

Yantai Tayho's aramid fiber business only achieved modest revenue
growth (+10% vs. GSe +29%) but a stronger gross margin (44% vs.
GSe 40%). Their aramid fiber plants are already running at full
utilization. They are commissioning a new 3kt aramid fiber plant in
Ningxia in 1Q2020, which we think can help grow the segment
profit by 34% (vs. 30% in 2019). A higher aramid fiber contribution
to earnings (91% in 2018 to 97% in 2019) improves earnings quality,
in our view, given the aramid fiber application (e.g. personal
protection, optical network protection, and aerospace materials) is
more resilient than traditional commodity chemical products.

Weak spandex market to continue in 2020

Yantai Tayho remained concerned about the spandex market
heading into 2020 after 5 years of down cycles. They noted third
party forecast (CCFEI, industry consultant) of China spandex supply
growth of 2.6% yoy to 870kt vs. demand growth of 4.5% to 680kt.
There are new supply additions of 80,000kt commissioning in 4Q19
and 1Q20 by competitors. We expect the challenging spandex
industry cycle will continue into 2020. Under that backdrop, Yantai
Tayho also delayed their spending in new spandex plants in Ningxia.

Marcus Chu
+86(21)2401-8935 | marcus.chu@ghsl.cn
Beijing Gao Hua Securities Company Limited

Key Data
Market cap: Rmb6.7bn / $952.0mn

Enterprise value: Rmb8.3bn / $1.2bn

3m ADTV: Rmb151.4mn / $21.7mn

China

China Chemicals

M&A Rank: 3

Leases incl. in net debt & EV?: No

GS Forecast

12/19  12/20E 12/21E 12/22E
Revenue (Rmb mn) New 2,542.0 2,820.5 3,190.5 3,787.9

Revenue (Rmb mn) Old 25116 2,934.0 3,380.5 4,014.8
EBITDA (Rmb mn) 4225 641.7 931.1 1,152.2
EPS (Rmb) New 0.35 0.42 0.57 0.70
EPS (Rmb) Old 0.31 0.42 0.55 0.64
P/E (X) 3056 264 195 15.9
P/B (X) 28 26 23 2.1
Dividend yield (%) 0.0 04 05 0.6
CROCI (%) 7.0 89 104 11.0

12/19 3/20E 6/20E 9/20E
EPS (Rmb) 0.1 0.08 0.11 0.11

GS Factor Profile

Growth

Financial Returns

Multiple

Integrated

Percentile 20th 40th 60th 80th 100th

- 002254.SZ relative to Asia ex. Japan Coverage
002254.SZ relative to China Chemicals

Source: Company data, Goldman Sachs Research estimates.
See disclosures for details.
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P/E (X)

P/B (X)

FCF yield (%)

EV/EBITDAR (X)
EV/EBITDA (excl. leases) (X)
CROCI (%)

ROE (%)

Net debt/equity (%)

Net debt/equity (excl. leases) (%)
Interest cover (X)

Days inventory outst, sales
Receivable days

Days payable outstanding
DuPont ROE (%)

Turnover (X)

Leverage (X)

Gross cash invested (ex cash) (Rmb)

Average capital employed (Rmb)
BVPS (Rmb)

Total revenue growth
EBITDA growth

EPS growth

DPS growth

EBIT margin

EBITDA margin

Net income margin

002254.SZ (Rmb)

Apr-19 Jul-19

Absolute
Rel. to the Shanghai - Shenzhen 300

12/19 12/20E 12/21E 12/22E
30.5 26.4 195 16.9
28 26 2.3 2.1
(6.3 (16.5) (13.2) (0.0)
16.5 13.0 10.0 8.1
16.5 13.0 10.0 8.1
7.0 89 104 11.0
9.6 104 12.7 138
0.2) 36.5 56.8 46.1
0.2) 36.5 56.8 46.1
34.7 5.2 36 34
69.7 55.1 49.4 454
66.1 64.0 63.5 62.1
95.6 98.3 975 91.7
79 84 9.9 105
0.6 05 0.4 04
16 20 22 23
5,246.4 6,942.5 86115 9,462.7
24132 3,439.7 4,819.3 5,686.5
3.84 421 472 535
12/19 12/20E 12/21E 12/22E
17.0 1.0 131 187
239 51.9 451 23.7
383 18.1 35.3 229
(100.0) NM 35.3 229
8.1 1.9 16.2 17.6
16.6 228 29.2 30.4
85 9.1 10.8 1.2
4,400

4,200

4,000

3,800

3,600

3,400

Oct-19 Jan-20 Apr-20

3m 6m 12m

5.9% 7.4% (3.4)%
17.7% 11.56% 1.8%

Source: FactSet. Price as of 30 Mar 2020 close.

Total revenue

Cost of goods sold

SG&A

R&D

Other operating inc./(exp.)
EBITDA

Depreciation & amortization
EBIT

Net interest inc./(exp.)
Income/(loss) from associates
Pre-tax profit

Provision for taxes

Minority interest

Preferred dividends

Net inc. (pre-exceptionals)
Post-tax exceptionals

Net inc. (post-exceptionals)
EPS (basic, pre-except) (Rmb)
EPS (diluted, pre-except) (Rmb)
EPS (basic, post-except) (Rmb)
EPS (diluted, post-except) (Rmb)
DPS (Rmb)

Div. payout ratio (%)

Cash & cash equivalents
Accounts receivable
Inventory

Other current assets
Total current assets

Net PP&E

Net intangibles

Total investments

Other long-term assets
Total assets

Accounts payable
Short-term debt
Short-term lease liabilities
Other current liabilities
Total current liabilities
Long-term debt
Long-term lease liabilities
Other long-term liabilities
Total long-term liabilities
Total liabilities

Preferred shares

Total common equity
Minority interest

Total liabilities & equity
Net debt, adjusted

Net income

D&A add-back

Minority interest add-back
Net (inc)/dec working capital
Other operating cash flow
Cash flow from operations

Capital expenditures
Acquisitions

Divestitures

Others

Cash flow from investing

Repayment of lease liabilities
Dividends paid (common & pref)
Inc/(dec) in debt

Other financing cash flows
Cash flow from financing
Total cash flow

Free cash flow

12/19
2,542.0
(1,863.8)
(235.5)
(20.2)
4225
(216.9)
205.6
(1.4)
4.1
247.7
(33.2)
17

216.3

216.3
0.35
0.35
0.35
0.35
0.00

0.0

12/19
909.9
469.2
4245
260.9
2,064.5
1,870.1
166.1
717
126.9
4,305.3
503.3
91.8
101.8
697.0
8115
74.1
885.6
1,582.6
2,3446
378.0
4,305.3
(6.6)

12/19
216.3
216.9

(1.7)
49.7)
91.5)
290.2

(659.9)
(925.2)
1,376.7

(208.4)

(67.8)
454.7
85.9
4828
564.6
(369.7)

12/20E
2,820.5
(1,874.2)
(282.1)
(22.6)
641.7
(306.2)
3355
(62.3)
4.1
297.3
(44.0)
20

255.3

255.3
0.42
0.42
0.42
0.42
0.04
10.0

12/20E
1,289.8
520.6
426.9
260.9
2,498.2
3,208.4
162.6
81.8
176.9
6,127.9
506.1
91.8

101.8
699.8
231156

66.7
2,378.2
3,078.0

2,574.4

4755
6,127.9
1,135

12/20E
256.3
306.2
(2.0)
(61.0)
(61.5)
447.0

(1,641.0)

(1,641.0)

(25.5)
1,600.0
995
15739
379.9
(1,194.0)

12/21E
3,190.5
(1,914.8)
(319.1)

(25.5)
931.1
(413.9)
517.2
(128.8)
4.1
4025
(59.8)
2.7

3455
3455
0.57
0.57
0.57
0.57

0.06
10.0

12/21E
1,420.9
588.9
436.1
260.9
2,706.8
4,396.2
169.2
85.9
226.9
7575.0
517.1
91.8

101.8
7108
33115

60.0
33715
4,082.3

2,885.4

607.3
7575.0
1,982.4

12/21E
3455
4139
(2.7)
(66.6)
(60.8)
629.3

(1,598.3)

(1,598.3)

(34.6)
1,000.0
1346
1,100.0
1311
(969.0)

12/22E
3,787.8
(2,226.6)
(378.8)
(30.3)
1,152.2
(484.4)
667.8
(177.1)
4.1
494.8
(73.6)
34

424.6

424.6
0.70
0.70
0.70
0.70
0.07
10.0

12/22E
2,542.3
699.2
507.1
260.9
4,009.4
4,665.2
156.8
9.0
276.9
9,197.3
601.3
1,001.8

101.8
1,794.9
331156

54.0
3,365.5
5,160.5
3,267.5

769.4
9,197.3
1,861.1

12/22E
424.6
484.4
(3.4)
97.1)
(60.1)
748.4

(750.0)

(750.0)

(42.5)
1,000.0
165.4
11229
11214
(1.6)

Source: Company data, Goldman Sachs Research estimates.


www.hibor.com.cn

Goldman Sachs Yantai Tayho (002254.S2)

Earnings and valuation

We revised up our 2020/2021/2022E EPS estimates by 0%/3%/8% to factor in the
latest annual results, a higher margin for aramid fiber and the latest new plants’
commissioning schedule. We revised up our 12-month SOTP-based target price by 12%
to Rmb11.5/sh. For the aramid fiber business, we apply 25X 1-yr fwd P/E (unchanged)
which compares with a 30% EPS CAGR for 2019-22E. For spandex, we apply 10X 1-yr
fwd P/E (unchanged), in line with the average multiple for A-share listed spandex peers.

Key risks
(+/-) Spandex product margin; project delays; schedule of shutting down existing units;
operational risks; financing risks

Exhibit 1: Yantai Tayho's summary financial

vs. GSe VS. pcp
Summary Financials CY17 CY18 CY19 FY19 Var 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 4Q19 4Q19
Act. Act. Act. Est. % Act. Act. Act. Act. Act. Act. Act. Act. 4Q18 3Q19

Revenue Rmb mn 1,555 2,172 2,542 2,512 1% 438 559 574 602 656 613 603 670 1% 1%
COGS (DD&A excluded) Rmb mn -1,135 -1,586 -1,864 -1,778 5% -354 -443 -479 -521 -561 -489 -484 -546 5% 13%
Gross profits Rmb mn 420 586 678 734 -8% 84 17 94 82 95 124 119 124 52% 4%
DD&A Rmb mn -166 -210 =217 -236 -8%
Segment profit Rmb mn 254 376 461 498 7%

Spandex fiber Rmb mn 104 27 2 20 -88%

Aramid fiber Rmb mn 150 343 447 473 -6%

Other business Rmb mn 0 6 12 6 121%
SG&A Rmb mn -153 -226 -235 -251 -6% -39 -50 -54 -83 -53 -54 -50 -78 6% 55%
Other operating expenses Rmb mn -18 -19 -20 -22 -8% -3 -5 -6 -5 -5 -4 -5 -5 5% 2%
EBITDA Rmb mn 248 34 422 461 -8% M 61 35 -6 36 65 63 a1 ~759% -35%
EBIT Rmb mn 82 131 206 225 9% M 61 35 -6 36 65 63 a4 -759% -35%
Shares of profit of associates & JVs Rmb mn 2 2 4 2 69% 1 0 2 -1 1 2 1 1
Interest income/(expenses) Rmb mn 2 5 1 -12 -111% -1 3 5 -2 -1 -4 -4 10 -606% -332%
Non-operating income/(expenses) Rmb mn 37 20 37 0 n.m. 4 3 4 10 8 -10 5 34 250% 603%
Pre-Tax Profit Rmb mn 123 158 248 215 15% 44 68 45 1 44 53 65 86 13692% 32%
Tax Rmb mn -16 -8 -33 -26 30% -8 -4 -12 15 -10 -2 -8 -12 -180% 54%
Non-controlling interest Rmb mn -7 6 2 -2 -191% 0 1 7 -1 7 2 1 -8 757%  -1697%
NPAT (reported) Rmb mn 100 156 216 188 15% 36 65 M 15 4 53 57 65 332% 14%
Underlying EPS Rmb/sh 0.16 0.26 0.35 0.31 14% 0.06 0.11 0.07 0.02 0.07 0.09 0.09 0.11 332% 19%
Dividend (tax inclusive) Rmb/sh 0.05 0.05 0.00 0.05 -100% 0.10 0.00 n.m. n.m.
Payout ratio % 31% 19% 0% 16%

Source: Company data, Gao Hua Securities Research
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Disclosure Appendix

Reg AC

I, Marcus Chu, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or
companies and its or their securities. | also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report.

GS Factor Profile

The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may
vary depending on the fiscal year, industry and region, but the standard approach is as follows:

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a
higher percentile indicating a higher growth company. Financial Returns is based on a stock’s forward-looking ROE, ROCE and CROCI (for financial
stocks, only ROE), with a higher percentile indicating a company with higher financial returns. Multiple is based on a stock’s forward-looking P/E, P/B,
price/dividend (P/D), EV/EBITDA, EV/FCF and EV/Debt Adjusted Cash Flow (DACF) (for financial stocks, only P/E, P/B and P/D), with a higher percentile
indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns
percentile and (100% - Multiple percentile).

Financial Returns and Multiple use the Goldman Sachs analyst forecasts at the fiscal yearend at least three quarters in the future. Growth uses inputs
for the fiscal year at least seven quarters in the future compared with the year at least three quarters in the future (on a pershare basis for all metrics).

For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative.

M&A Rank

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 a 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.

Quantum
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

Disclosures

Coverage group(s) of stocks by primary analyst(s)
Marcus Chu: China Chemicals.

China Chemicals: Daoming Optics & Chemical, Hengli Petrochemical Co., Lomon Billions Group, Rongsheng Petrochemical Co., Sinopec Shanghai
Petrochemical (A), Sinopec Shanghai Petrochemical (H), Tongkun Group Co., Wanhua Chemical Group, Weihai Guangwei, Yantai Tayho, Zhejiang
Satellite.

Company-specific regulatory disclosures
The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, “Goldman Sachs"”) and companies covered
by the Global Investment Research Division of Goldman Sachs and referred to in this research.

Goldman Sachs had a non-securities services client relationship during the past 12 months with: Yantai Tayho (Rmb11.05)

Distribution of ratings/investment banking relationships
Goldman Sachs Investment Research global Equity coverage universe

Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Global 44% 40% 16% 63% 57% 51%

As of January 1, 2020, Goldman Sachs Global Investment Research had investment ratings on 3,054 equity securities. Goldman Sachs assigns stocks
as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for
the purposes of the above disclosure required by the FINRA Rules. See ‘Ratings, Coverage groups and related definitions’ below. The Investment
Banking Relationships chart reflects the percentage of subject companies within each rating category for whom Goldman Sachs has provided
investment banking services within the previous twelve months.
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The price targets shown should be considered in the context of all prior published Goldman Sachs research, which may or
may not have included price targets, as wellas developments relating to the company, its industry and financial markets.

Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or
co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-managed
public offerings in prior periods; directorships; for equity securities, market making and/or specialist role. Goldman Sachs trades or may trade as a
principal in debt securities (or in related derivatives) of issuers discussed in this report.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst
as officer or director: Goldman Sachs policy generally prohibits its analysts, persons reporting to analysts or members of their households from
serving as an officer, director or advisor of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may not be
associated persons of Goldman Sachs & Co. LLC and therefore may not be subject to FINRA Rule 2241 or FINRA Rule 2242 restrictions on
communications with subject company, public appearances and trading securities held by the analysts.
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