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Firstextile

Accelerating momentum

A second consecutive quarter of strong operating momentum, especially
in the Fabrics and Uniforms segments, gives us confidence that FY
operating guidance will at least be met, if not exceeded. However,
increases in interest costs and tax mean that while the shape of our
forecast has changed, our earnings forecasts are maintained. With the
acceleration in operating performance and assurance that the new factory
will come on stream in Q215, at 2.6x 2015 P/E the valuation looks
attractive.

Year end Revenue PBT* EPS* DPS PIE Yield

(€m) (€m) (€ (€ (x) (%)
12112 179.5 412 3.46 0.0 19 N/A
12113 200.3 40.1 2.79 0.0 24 N/A
12/14e 2113 322 2.25 0.0 2.9 N/A
12/15e 253.6 355 2.56 0.0 2.6 N/A

Note: *PBT and EPS are normalised, excluding intangible amortisation, exceptional items
and share-based payments.

Strong performances from Fabrics and Uniforms

Q3 group revenues were up 46.2% y-o-y and 16% g-o-q, marking the second
consecutive quarter of accelerating momentum. Gross profit was up 30.8% to
€21.2m. The strong results were driven by an improving performance in Fabrics
(revenues +3.3% and gross profit +7.4%) and an outstanding performance from
Uniforms (revenues up tenfold and gross profit +930%), only partially offset by
continued weakness in the Brands segment (revenues -45.4% at €5.2m, and gross
profit -45.6% at €3.3m), reflecting the flexibility of the business model between its
three operation to maintain stability in the overall group results.

Upgrade to revenue and gross margin forecasts

Due to the strong operational performance in Q3, we have upgraded our revenue
and gross margin FY forecasts for the Fabrics and Uniforms segments ahead of the
company’s guided ranges. However, this has been partly offset by a downgrade to
our forecast for the Branded segment. In total, we upgrade our revenue forecast by
8.9% to €211.3m, slightly ahead of the guided range of €190-€210m, and our gross
margin forecast by 11.4% to €64m. Our EBIT margin forecast is now 16.9% in the
middle of the 16-18% guided range. However, due to a step-up in interest costs
and tax, our net profit forecast and EPS forecasts remain the same.

Valuation: Attractive

With the share price at €6.57, Firstextile is not only trading near its 12-month low
(€6.39), but has also underperformed by -33.7% absolute and -34.7% relative to
the DAX over the past 12 months. Given the accelerating momentum, both year-
on-year and consecutively in Q2 and Q3, and recent management commitment to
commencing production at the new factory (aimed at doubling capacity) in Q215,
we believe the continued share price underperformance is now unfounded. At 2.6x
2015 P/E and 1.7x 2015 EV/EBITDA, the stock does not look expensive on either
measure.
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Business description

Firstextile is a leading manufacturer of high-end
yarn-dyed fabrics in the Chinese domestic market.
It also markets fabrics and shirts for the Chinese
premium segment. Firstextile listed in Frankfurt in
November 2012 when it raised €18m gross.
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Investment summary

Group results: A further acceleration in Q3

Q3 marks the second consecutive quarter of an encouraging acceleration in Firstextile’s group
performance. Reported group revenues were up 46.2% in Q314 versus Q313 at €69.3m, also
reflecting a 16% increase from group revenues reported in Q214. The acceleration in revenue
growth was driven predominantly by a more than tenfold increase in revenues from the Uniforms
segment in the quarter, and a small acceleration in performance in the Fabrics segment of +3.3%.

Group gross profit increased by 30.8% in Q3 to €21.2m, and by 16% consecutively vs Q214, again
due to the strong performances from the Uniforms and Branded segments. Group gross margin of

30.6% was down -350bp, principally due to the mix of performance, with the lower-margin Uniforms
segment strongly outperforming the higher-margin Fabrics and Branded segments.

Group EBITDA increased by 36.3% in the quarter to €14.9m, also a 15.5% sequential increase on
Q214. Group EBITDA margin was 150bp lower at 21.5%, in part resulting from the adverse product
mix impact, but also from a 37.8% increase in fixed costs due to a step-up in distribution and selling
costs as a result of a step-up in the compensation levels for sales staff, which is due to annualise in
Q413.

Normalised PBT was up 30.4% in Q3, a slightly slower rate than EBITDA growth due to a step-up in
the costs of financing as a result of entering into a long-term loan arrangement with Nomura in
Q214, and a lower level of net cash, due to the investment in the new production facility and an
increase in working capital requirement.

Net profit and EPS were up 31.0% and 30.9% respectively in Q3, based on an average share count
of 11.8m.

The results for the first nine months reflect the very slow start in Q114, which has now been mostly
compensated for by the acceleration in performance we have highlighted in both Q2 and Q3. Group
revenues for the nine months to end September 2014 rose 5.2% to €161.8m; however, stripping out
the weakness of the RMB relative to the euro, constant currency sales were up 8.2%. Group gross
profits in the first nine months were up marginally (+0.7%) at €49.7m, reflecting a gross margin of
30.7% (-130bp versus the previous year). EBIT of €31.1 for the first nine months was down -5.3%
year-on-year, giving an EBIT margin of 19.2% which, while —220bp versus the comparative period,
is still above the top end of guidance given by the company for a 16-18% EBIT margin in 2014. Net
profit and EPS for the period of €24.1m and €2.04 respectively reflect a decline of 7.8%.

Net cash at the end of the period was €9.7m, a decline from the €41.3m reported at end December
2013. This in part reflects the increased capex investment in the new production capacity (which
the company recently disclosed was still expected to come on stream in Q215, with capex spend in
the previously disclosed budget) and an increase in working capital, specifically receivables, as the
group chose to increase advance payments to suppliers as part of a strategy to confront the
exchange rate risk arising from the acquisition of the long-term loan with Nomura in US dollars.

Fabrics

Q3 revenues increased by 3.3% to €36.8m, but were -3.3% at €98.7m for the first nine months. On
a constant currency basis, nine-month revenues were essentially flat. The acceleration in
performance through Q2 and Q3 gives us confidence in the segment achieving its target revenues
of €130-135m for the full year as it would only require €31.3-35.3m sales, representing -9.3% to
+2.3% year-on-year revenue growth in Q4.

Gross profit in Q3 increased by 7.4% to €10.1m, a 100bp in gross margin improvement to 27.6%.
For the first nine months gross profit declined by 7.8% and gross margin was down 140bp to
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26.9%, although still at the very top end of the group’s gross margin guidance for the fabrics sector
in 2014 of 25-27%.

Uniforms

The standout business in the quarter was the Uniforms segment. Q3 revenues increased more than
tenfold to €27.3 (although this growth rate is flattered by a particularly weak Q313 performance due
to the lack of bulk orders received in that period). After a very quiet Q114, the acceleration in
performance in Q2 (+22%), and more specifically Q3, meant that revenues for the first nine months
to end September increased 52.3% to €47.7m, already well ahead of full year revenue guidance of
€30-35m for this segment.

Gross profit in the segment was up 930% at €7.8m, giving a gross margin of 28.4%. For the first
nine months gross profit was €13.7m, giving a gross margin of 28.8%, or a +790bp increase on the
corresponding period in 2013. The improvement was partly driven by the improved fixed-cost
leverage driven by the increase in revenues, but also because the bulk orders received by the
group in the period were priced at a higher margin. The current gross margin guidance for the
Uniforms segment for 2014 is 18-22% which, given 28.8% reported for the first nine months, we
expect to be materially exceeded.

Firstextile is currently shortlisted for 20 government institutions and state-owned enterprises and
sees excellent chances to significantly improve its status as selected shortlisted supplier in the mid
to long term.

Branded products

Branded revenues decreased by 45.4% to €5.2m in Q3 and by 24.6% to €15.4m in the nine-month
period to September 2014. The reason for the decline was a sharp decrease in demand in the
corporate gifts sector, to which the Branded segment, through the manufacturer of shirts under the
Firstextile brand, is disproportionately exposed to. Firstextile’s strategy is to overcome this
weakness through the expansion of its premium shirts business into a dedicated retail sales
channel, and through the establishment of the VARPUM brand, which sells a far broader range of
premium menswear products, as a leading brand in China. However, given the relative weighting of
the Firstextile branded shirts through the wholesale channel relative to its own and VARPUM's
sales through the dedicated retail channel, a short-term turnaround in this segment is unlikely.

Gross profit also declined materially by 45.6% in Q3 to €3.3m, representing a margin of 62.7%.
Gross profit for the nine-month period fell by 32.9% to €9.4m, a 720bp margin decline to 61.1%,
although this is still well above the gross margin guidance for the fabrics segment of 52-58% for
2014.

Forecasts and guidance

Management has reiterated guidance for FY14 of revenues of €190-210m and an EBIT margin of
16-18%. As Exhibit 1 shows, while our earnings forecast remains unchanged for the year, its shape
has changed, driven by an upgrade to our overall revenue and gross margin assumptions, offset by
increases in fixed costs, interest costs and tax.
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Exhibit 1: Edison group revised forecasts and Firstextile guidance

€m
Revenue
Gross profit
EBITDA
EBIT

PBT

Net income
EPS (€)

2014 old
194,000

57,450
37477
32,577
31,277
26,585

2.25

2014 new
211,337
63,988
39,706
35,820
32,243
26,585
2.25

Source: Edison Investment Research, company data

Exhibit 2: Financial summary

December

PROFIT & LOSS
Revenue

Cost of Sales

Gross Profit

EBITDA

Operating Profit (before amort. and except.)
Intangible Amortisation
Exceptionals

Other

Operating Profit

Net Interest

Profit Before Tax (norm)
Profit Before Tax (FRS 3)
Tax

Profit After Tax (norm)
Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised fully diluted (€)

EPS - (IFRS) (€)

Dividend per share (c)

Gross Margin (%)
EBITDA Margin (%)
Operating Margin (before GW and except.) (%)

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Deferred tax assets
Current Assets

Stocks

Debtors

Cash

Other

Current Liabilities
Creditors

Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW
Operating Cash Flow
Net Interest

Tax

Capex
Acquisitions/disposals
Financing

Dividends

Net Cash Flow

Opening net debt/(cash)
HP finance leases initiated
Other

Closing net debt/(cash)

Source: Company accounts, Edison Investment Research
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€m

2011
IFRS

1317
(91.0)
407
320
29.4

30.9

22.3

2012
IFRS

1795
(123.1)

314

24.0

Change (%)
89

114

59

10.0

31

0.0

0.0

32.3

20.8

505
(1.5)
(64)
(19.6)
0.0
(03)
0.0
28
(19.8)
0.0
(13)

413)

Guidance low
190,000
53,500

N/A

30,400

N/A

N/A

N/A

2014e
IFRS

2113
(147.3)
64.0
39.7
358

30.3

16.9

276
(3.6)
(6.0)

(45.0)

0.0
0.0

(27.0)
413)
0.0
0.0
(14.3)

Guidance high
210,000

65,550

N/A

37,800

N/A

N/A

N/A

2015e 2016e
IFRS IFRS
2536 354.0
(180.9) (255.2)
72.7 98.8
46.5 61.8
385 53.5
0.0 0.0
0.0 0.0
0.0 0.0
385 53.5
(3.0) (0.8)
355 52.7
355 52.7
(5.3) (7.9)
30.2 448
30.2 448
11.8 11.8
2.56 3.79
2.56 3.79
0.00 0.00
28.7 27.9
18.3 174
15.2 15.1
100.2 101.9
0.0 0.0
100.2 101.9
0.0 0.0
150.4 193.5
40.0 30.0
70.0 75.0
40.4 88.5
0.0 0.0
(68.2) (73.2)
(37.5) (42.5)
(30.7) (30.7)
0.0 0.0
0.0 0.0
0.0 0.0
182.5 2222
24.0 66.9
(3.0) (0.8)
(5.5) (8.0)
(20.0) (10.0)
0.0 0.0
0.0 0.0
0.0 0.0
(4.5) 48.1
(14.3) 9.8)
0.0 0.0
0.0 0.0
9.8) (57.8)
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2014 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Firstextile and prepared and issued by Edison for publication globally. All information used in the publication
of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those
of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is
issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison
US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of
investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell,
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any
securities mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2014. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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