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Li Heng Chem Fibre Tech

More signs of stabilization in 4Q09

4Q09 results show signs of stabilization. Li Heng Chemical
Fibre (LHCF) continued to show signs of sequential
improvement in 4Q09. Though revenue was down 21.6% YoY
at RMB552.0m, it was up another 6.3% QoQ. LHCF managed
to post a net profit of RMB42.3m, compared to a net loss of
RMB8.7m a year ago (mainly due to a huge forex loss), and
was also up 6.3% QoQ. Stripping out the effects of forex, core
net profit of RMB39.4m was still up 0.9% YoY and 10.9%
QoQ. Nevertheless, the improvement was still slightly below
our forecast: full year revenue of RMB1997.0m (down 46.0%)
was 5% shy of our estimate, while net profit of RMB130.3m
(down 84.0%) fell 13% short. Meanwhile, LHCF has declared
a final dividend of S$0.01 per share for FY09, unchanged from
FY08.

ASPs see modest QoQ recovery. ASPs have risen by another
9.2% QoQ in 4Q09 after surging nearly 27% QoQ in 3Q09.
While the rebound has been driven in part by higher raw material
prices (heavily influenced by crude oil prices), management
reiterates that the ASP recovery is increasingly due to better
demand for its nylon products. LHCF reveals that it currently
has order book visibility up to 1H10, as compared to just one
month of order indication in 1H09. But with the company still
producing finer yarns for summer wear in 1Q10, LHCF expects
sales volume to remain flat QoQ at around 24-25k ton, although
it may continue to see a modest QoQ rise in ASPs.

Modestly upbeat FY10 outlook. Overall, LHCF is modestly
more upbeat about its FY10 prospects, and this is also why
the company intends to complete its capacity expansion of
around 90k metric tons (MT) by end-Mar 2010. The expansion
should bring its annual capacity to around 250k MT metric
tons, although actual production may be closer to 170k MT.
And on its recently built PA chip plant, management expects
utilization to further increase from 80% in Dec 09 to close to
100% by 1Q10. LHCF also believes that continued operating
efficiency would help to bump up overall gross margin further.

Upgrade to BUY, S$0.34 fair value. Although we have pared
our FY10 earnings estimate lower by 20% to reflect higher
depreciation charges, we note that the continued sequential
improvement in 4Q09 suggests that the worst is likely over for
LHCF. Our DCF-based fair value also improves from S$0.30
to S$0.34, implying an upside of 24% from here. Upgrade to
BUY.

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Revenue and Profitability Trends
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Exhibit 2: ASP and Revenue Trends
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Li Heng's Key Financial Data

Li Heng Results 4Q08 4Q09 % Chg 3Q09 % Chg
Year Ended 31 Dec (RMB m) (RMBm) (RMB m) (YoY) (RMB m) (QoQ)
Revenue 704.0 552.0 -21.6% 519.3 6.3%
Gross profit 65.2 77.0 18.2% 74.9 2.8%
Gross margin 9.3% 14.0% 14.4%

EBITDA 70.0 94.8 35.5% 741 28.0%
Depreciation & amortisation -24.1 -45.4 88.5% -32.1 41.4%
Operating profit 45.9 49.4 7.6% 42.0 17.7%
Net interest 2.9 -3.0 2.3% -2.4 24.0%
Forex -47.8 2.9 nm 4.2 -32.0%
Associates 0.0 0.0 nm 0.0 nm
Exceptionals 0.0 0.0 nm 0.0 nm
Pre-tax profit -4.8 49.3 nm 43.8 12.6%
Tax -3.9 -7.0 78.6% -4.0 74.5%
Minority interests 0.0 0.0 nm 0.0 nm
Net profit -8.7 42.3 nm 39.8 6.3%
Net Margin -1.2% 7.7% 7.7%

Core Earnings (excludes FX) 39.1 39.4 0.9% 35.6 10.9%
Core Net Margin 5.6% 71% 6.9%
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Li Heng's Key Financial Data
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EARNINGS FORECAST BALANCE SHEET

Year Ended 31 Dec (RMB m) FY08 FY09 FY10F FY11F  Asat 31 Dec (RMB m) FY08 FY09 FY10F  FY1F
Revenue 37009 1,997.0 29308 34534 Cash 1,332.8 7298 8234  1,105.0
EBITDA 1,0700 2898 6368  778.0  Other Current Assets 4422 8769 11780 13317
Operating Profit 858 1288 2265 2219  Fixed Assets 18518 2,706.0 2,679.8 2,608.3
Fair Value Adj (Net) 9842  161.0 4103 5561 Intangible Assets 234.2 27.6 14.2 13.9
Impairment of Intangibles -8.1 9.9 -16.6 -11.6  Total Assets 38610 43403 4,6954 50589
Finance Expenses 0.0 0.0 0.0 0.0  Current Liabilities less Debt 246.0 553.9 699.2 803.7
Associates 0.0 0.0 0.0 0.0 Debt 181.0 2991 269.2 2423
Exceptionals 945.2 1504 3937 5445  OtherLong Term Liabilities 0.0 0.0 0.0 0.0
Pre-tax Profit -130.7 -20.2 512 -136.1  Shareholders Equity 34340 34873 372711 40129
Net Profit 814.5 130.3 3425 4083  Total Equity and Liabilities 38610 43403 4,6954 50589
CASH FLOW

Year Ended 31 Dec (RMB m) FY08 FY09 FY10F FY11F KEY RATES & RATIOS FY08 FY09 FY10F  FY1F
Operating Profit 1,089.9  286.1 636.8  778.0 EPS (S cents) 47.9 7.7 20.1 24.0
Working Capital Changes 987 -1300 -147.0 -49.1  Core EPS (S cents) 47.9 7.7 20.1 24.0
Net Cash from Operations 856.3 129.1 4220 5811  Core PER (x) 26 16.1 6.1 52
Capex -1,0203  -7760 -2000 -150.0  Price/NTA (x) 0.6 0.6 0.6 0.5
Investing Cash flow -1,2066 -8212 1958 -150.0  EV/EBITDA (x) 0.9 5.8 24 1.6
Change in Equity 1,395.7 0.0 0.0 0.0  Dividend Yield (%) 15.1 39 49 58
Net Debt Change 815 11841 -29.9 -26.9  ROIC (%) 225 34 8.6 9.6
Financing Cash Flow 1,014.8 411 1327  -1494  ROE (%) 23.7 3.7 9.2 10.2
Net Cash flow 6135 -648.0 935 281.7  Net Gearing (%) Net Cash NetCash NetCash NetCash
Ending Cash Balance 1,3328 7298 8234 11,1050 PE to Growth (x) 0.1 -0.2 0.0 0.3

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC (ljnvestment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained'in this report is subject to change without notice. We have not given any consideration
to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is fglven and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment ogect/ves, financial situation or particular needs, before mak/ng a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

Co.Reg.no.: 198301152E For OCBC Investment Research Pte Ltd
Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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