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Co-Lead Manager

Sector : Consumer Durables & Apparel

Citigroup Global Markets Morgan Stanley

DBS Asia

Business : Manufacture of knitted fabric and provision of dyeing, knitting, printing and finishing services

Total share offer: 358,234,000 shares
(25.00% of the enlarged share capital)

Public Offer: 35,824,000 shares (10%)
Placing: 322,410,000 shares (90%)
Greenshoe: 53,735,000 shares

Business of Pacific Textiles

Price: HK$4.15 — HK$5.50 per share

Market Cap: HK$5,947 million — HK$7,881 million
Pro-forma FY2006/07E P/E: 10.8x — 14.3x
Adjusted NTA per share: HK$1.84 — HK$2.17

Staffing: 6,721 (as of 25" April 2007)

Bookbuilding Period:
2" May 2007 — 10" May 2007

Public Offer period:
7" May 2007 — 10™ May 2007
Receiving banks: Hang Seng Bank,
ICBC (Asia),
Standard Chartered Bank (HK)

Share registrar: Computershare Hong Kong
Investor Services Limited

Listing date: 18" May 2007

Pacific Textiles is a knitted fabric manufacturer
set up in 1997. The Group is in the mid-stream
of the textile supply chain, and offers fabric
dyeing, knitting, printing and finishing services. It
manufactures and supplies more than 3,000
designs and specifications of knitted fabrics to
garment manufacturers worldwide.

Principal manufacturing facility of Pacific Textiles
is located in Panyu, Guangdong Province with
an aggregate floor space of approximately
294,400 m? For the 8 months ended 30"
November 2006, the Panyu facility’s production
volume was 106.7 million pounds of weft-knitted
(F&#%) and warp-knitted (#&4%) fabrics.

Overseas wise, Pacific Textiles has a controlling
stake in a “knitting and dyeing facility” in
Avissawella, Sri Lanka, which is one of the
largest intimate apparel suppliers in Sri Lanka
and is the largest supplier to Victoria Secret. In
addition, in 2005, Pacific Textiles, acquired a
33% interest in SPM Automotive Textile, a joint
venture with Tokyo-listed companies Suminoe

Textile and  Marubeni  Corporation, to
manufacture car-seat fabrics and serve
automotive customers with operations in

southern China. In April 2006, the Group
established a 50/50 joint venture Fillattice-Pacific
with Fillattice S.p.A. to engage in the sales and
marketing of specialty warp-knitted fabrics in the
Asia-Pacific region. Both joint ventures remained
loss-making for the 8 months ended 30"
November 2006.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information, which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein, while
its group companies may from time to time have interests in securities of the company or companies mentioned herein.
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Major Shareholders after Listing (Assuming the over-allotment option is not exercised)

Mr. Ip Ping Im (aged 70; a non-executive director, a co-founder and senior partner of the

27.91%
Group)
Mr. Choi Kin Chung (aged 71; a non-executive director and a co-founder of the Group) 11.94%
Mr. Wan Wai Loi (an executive director, chairman and a founder of the Group), his spouse 6.98%

and children)
Mr. Lam Wing Tak (aged 56; an executive director and CEO of the Group) 6.98%
Mr. Tsang Kang Po (aged 57; an executive director, vice chairman and a founder of the

. 6.98%

Group) and his spouse
Dr. Lam King Man (aged 51; an executive director of the Group) and his spouse 2.09%
Mr. Lau Yiu Tong (aged 59; a non-executive director of the Group) 3.49%
Capital International Private Equity Fund IV, L.P. and CGPE IV, L.P. 8.63%
75.00%

Use of Proceeds

Net proceeds from the offer are estimated to be HK$1,622 million (Assuming the over-allotment option is
not exercised, and at an issue price of HK$4.83 each, being the midpoint of the indicative price range)

HK$ million
For capital expenditure for the expansion and upgrade of the Group’s facilities and 700
operations
For repayment of existing syndicated loan and other bank loans 762
For general working capital 160

Financial Highlights

th
Year ended 315 March 8 months ended 30

November
2004 2005 2006 2006

HK$ million HK$ million HK$ million HK$ million
Revenues 2,265.8 2,922.8 3,363.0 2,887.1
Gross profit 637.3 639.5 802.3 664.6
Operating profit 382.0 410.9 555.9 492.2
Attributable profit 307.3 351.7 458.9 397.6
Gross margin 28.1% 21.9% 23.9% 23.0%
Operating margin 16.9% 14.1% 16.5% 17.0%
Net margin 13.6% 12.0% 13.6% 13.8%

Sales by geographical locations (% of Total Revenues)

th
Year ended 315 March 8 months ended 30

November
2004 2005 2006 2006
% % % %

Hong Kong 27.2% 21.8% 20.1% 21.7%
China 17.3% 25.5% 26.7% 24.6%
Sri Lanka 4.4% 5.0% 3.7% 3.3%
Vietnam 3.7% 1.7% 1.4% 0.4%
USA 3.2% 2.0% 1.2% 1.7%
Honduras 2.9% 4.5% 4.7% 4.5%
Macau 3.2% 2.0% 1.2% 1.7%
Jordan 2.9% 4.5% 4.7% 4.5%
Indonesia 2.5% 3.0% 4.0% 5.4%
Philippines 1.7% 1.7% 2.8% 3.1%
Others 24.9% 20.0% 15.8% 16.2%
Total 100.0% 100.0% 100.0% 100.0%
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Strengths/Opportunities

v

Entry barriers for fabric production are high as it is capital intensive and involves a greater demand for
technology. The entry barriers are indeed rising given the tougher environmental requirements
imposed on fabric manufacturers in the PRC.

Pacific Textiles has been able to achieve higher-than-industry margins given its production scale and
focus on the production of higher value-added, more complicated fabrics (i.e. warp-knitted fabrics)
that command higher average selling prices.

The Group has established strong indirect business relationships with a broad range of premium
apparel brand owners such as Calvin Klein, Maidenform, Triumph, UNIQLO, VF Intimates and
Victoria’s Secret.

The Group intends to pay out approximately 30% of its net profit as dividends for the year ended 31°
March 2008.

To be priced at 10.8x — 14.3x FY2006/07E P/E, valuation of Pacific Textiles is reasonable when
compared with Hong Kong-listed sector peers - Fountain Set (stock code: 0420), Texwinca (stock
code: 0321), Victory City (stock code: 0539) - given its higher margins. Fountain Set, Texwinca and
Victory City are trading at FY2006/07E P/E ratios of 11.6x, 12.6x and 7.2x respectively.

Weaknesses/Threats

X

The Group’s PRC operations are not directly impacted by the quotas imposed by the US and
European Union on Chinese textiles and garments because its fabrics are largely sold to garment
manufacturers outside these two regions. However, should similar restrictions be introduced by other
countries on the Group’s products, its business and operations could be adversely affected.

Yarn costs represent 66.2% and 68.2% of the Group’s total cost of sales for the year ended 31%
March 2006 and the 8 months ended 30" November 2006. Rising yarn prices will have adverse effect
on the Group’s production costs and hence its margins.

The Group receives a significant proportion of its revenue in USD and HKD, while a substantial
majority of its operating expenses are denominated in RMB. Further RMB appreciation would have a
negative impact on its margins.

Recommendation: Trading Buy
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will
be, directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities mentioned
in this report. BEA and its associates, its directors, and/or employees may have positions in, and may
effect transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.




