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Xinyi Glass

A bargain with strong growth ahead (868 HK)

e Xinyi Glass (“XyG”) recorded solid net profit growth for FY16, thanks
to record high margins.

Buy

e We remain positive on XyG’s growth prospects in both 2017 and (EeIEEe)
2018, on the back of the launch of its float glass and construction Price Target HKDS8.0
glass projects and expansion of its Phase Il float glass project in (Revision) (N/A)
Malaysia, while also given that the domestic float glass market has (upside) (+11.1%)
remained stable. T P —
e We retain our price target of HKD8.0, based on 10.5x FY17E PER core revision (+1.2%)  (N/A)
earnings estimate, and implying 11.1% upside potential. Thus, Close price HKD 7.20
maintain BUY.
Market cap. HKD 28,030 mn
Robust FY16 earnings thanks to margin expansion to a record high. XyG’s Free float 45.2%
FY16 core net profit came in ahead of our expectation, up 40.7% YoY, despite 52-week range HKD 3.87 —7.73
that contribution from Xinyi Solar having arrived at 5% below our 3-mth ave. T/0 HKD 77.3 mn

assumption. The growth was primarily driven by: (1) revenue growth of
. . Price as of 3 March 2017
12.1% YoY, led by a 29.6% revenue growth in the float glass segment which

reported an increase in both sales volumes and unit selling prices, and (2)
blended GPM widening to 36.3% from 27.3%, including record high GPM
across all segments. Meanwhile, the company’s effective tax rate has slightly
increased to 15.8% from 11.1% a year ago, whereas the full year dividend

payout ratio of 48.4% is lower as compared to the 5YR average of 47.0%.

Stock rel HSI performance (%)

Positive tone from management on industry outlook. Although obsolete
capacity closure and restrictions from higher emission standards would
both constrain future domestic market supply, management expects
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construction demand to remain stable this year, considering the time lag 25%
between strong property sales late last year and translation into new 0%
orders for this year. Moreover, wider applications of low-e glass products 2k
Mar-16 Jul-16 Oct-16 Feb-17

in new industries would be beneficiary for the company.

XINYI GLASS

HANG SENG INDEX

Solid growth prospects on track in 2017 and 2018. 2017 will mark as an
important milestone for the company, in our view. Being one of China’s
largest integrated float glass manufacturers with a well-established
distribution network, XyGlass began its foray into the overseas markets
three years ago. In particularly, its Malaysia projects, which have already
commenced operation this year, are expected to add new float glass
capacity equivalent to 7% of total capacity for the company in FY17E. In
addition, management targets the Phase Il float glass expansion project in
Malaysia to commence operation by 2Q18. Meanwhile, the company’s
plan to relocate its headquarters to Qianhai would be beneficial for the
corporate’s long term development.

Attractive valuation as trading at only 7.4x FY17E PER, reiterate BUY. We
have slightly revised up our estimate of XyG’s core earnings for FY17E by
1.2%. However, we see potential upside to our margin estimate on
anticipation of firm glass prices in the foreseeable future. We project XyG’s
core profit to increase at a 8.9% CAGR during FY16-FY18E. Pegging on
10.5x FY17E PER to core EPS, we have set our price target at HKDS8.0,
implying 11.1% upside potential; thus maintain BUY.

Duncan CHAN
(CE No.: ALH659)
duncanchan@csci.hk +852 3465 5654
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Figure 1: Xinyi Glass

Unit 2H13 H14 2H14 1H15 2H15 1H16 2H16
Revenue HKD mn 5,362 5,034 5,827 5,283 6,177 585 | 6,963J|
%HoH % - 6.9 58 (9:3) 6.9 (4.7) 183
%YoY % - - 8.7 49 6.0 14 »7
Revenue by products
Float glass HKD mn 2510 2,175 2,538 2,180 2,843 2,675 3,835
Construction glass HKD mn 1174 1079 1477 1206 1445 1220 1370
Automobile glass HKD mn 1679 1781 1813 1897 1890 1990 1758
% split
Float glass % 46.8 432 436 413 46.0 455 55.1
Construction glass % 219 214 253 22.8 234 20.7 0.7
Automobile glass % 313 354 311 359 30.6 3338 252
Revenue by geographical
China HKD mn 3,648 3,482 4,151 3,588 4,470 4,061 5,359
us HKD mn 580 498 790 632 2 766 530
Others HKD mn 1133 1054 876 1063 995 1058 1074
% split
China % 68.0 69.2 714 67.9 724 69.0 77.0
us % 0.8 9.9 136 20 ns 3.0 76
Others % 211 20.9 5.0 20.1 .1 8.0 54
Gross profit HKD mn 1666 1337 1396 1410 1723 2,041! 2,618]
%HoH % - (19.7) 45 10 222 85 28.2
%YoY % - - (16.2) 55 234 44.8 52.0
!GPM % 311 266 240 26.7 279 347 37.6!
i GPM byproducts % i
I Float glass % 9.8 8.6 56 8.7 9 223 312=
! Construction glass % 388 37.0 341 317 356 39.0 40.6!
i Automobile glass % 42,6 421 415 44.1 44.6 48.7 49.3i
o e o e e e e e e e et TSR o e e e [ T o o e e e ST e e e e e YT o o e —
OP profit HKD mn 2,545 844 650 944 1168 1304 2,034
%HoH % - (66.8) (23.0) 453 237 16 56.0
%YoY % - - (74.5) n9 797 38.1 74.1
Finance HKD mn (26) (25) (B) (20) (30) (44) (33)
%HoH % - (2.5) (46.9) 54.2 46.8 48.0 (26.3)
%YoY % - - (48.3) (182) 6.4 .4 9.1
Total net profit HKD mn 2,241 762 603 946 1167 1369 1847
%HoH % - (66.0) (20.9) 57.0 233 7.3 348
%YoY % - - (739 242 936 447 58.2

Source: Company
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Income statement (HKD mn)

Cash flow statement (HKD mn)

Year end: Dec 2014 2015 2016 2017E 2018E  Year end: Dec 2014 2015 2016E 2017E 2018E
Revenue 10,861 11,460 12,848 14,773 15,770 EBIT 1631 2,430 3,900 4,348 4,589
COGS (8,128) (8,328) (8,189) (9,509) (10,67) Depreciation & amortisation 644 795 691 790 825
Gross profit 2,733 3,133 4,659 5,264 5,603 Net interest 38 50 77 86 86
Selling expenses (608) (680) (620) (7B) (761  Taxes paid (228) (266) (607) (639) (675)
General and administrative (1,030) (935) (1,202) (1,382) (1476)  Changes in working capital (202) 375 91 (25 (10)
Other opex 398 594 501 506 540  Others (428) (747) (154) (173) (179
EBITDA 2,276 3,225 4,591 5,138 5,414 Cash flow from operations 1,455 2,637 3,998 4,161 4,543
Depreciation & Amortization (644) (795) (699 (790) (825)
EBIT 1631 2,430 3,900 4,348 4,589  Capex (1691 (1834) (1853) (3,966) (1500)
Interest income 133 2 84 94 104 Acquisitions (105) (130) - - -
Interest expense (7)) (163) (167 (180) (189) Disposals 16 292 - - -
JVs and associates 138 37 563 674 682 Others 103 152 - - -
Others - - - - - Cash flow from investing (1,578) (1,520) (1,853) (3,966) (1,500)
Pretax profit 1593 2,380 3,823 4,262 4,503
Taxation (228) (266) (607) (639) (675)  Dividends (902) (608) (1565) (1763) (1863)
Minority interests [©)] (0) 3) 3) (3) Issue of shares - - - - -
Net profit 1,364 2,113 3,213 3,620 3,825 Change in debt 1003 (18) 500 500 500
Net profit (adjusted) 1364 2,13 321 3,620 3,825 Others (173) 1 - - -
Cash flow from financing (72) (625) (1,065) (1,263) (1,363)
Basic EPS (RMB) 0.35 0.54 0.82 0.92 0.98
Diluted EPS (RM B) 0.35 054 0.82 092 098 Change in cash (195) 492 1,080 (1,068) 1,681
DPS (RMB) 0.15 0.26 0.40 0.45 047  Freecashflow (236) 802 2,145 195 3,043
Balance sheet (HKD mn) Key ratios
Year end: Dec 2014 2015 2016 2017E 2018E  Year end: Dec 2014 2015 2016E 2017E 2018E
Cash 831 1298 2,763 1695 3,376 Operating ratios
Short term investments - - - - - Gross margin 252 27.3 36.3 35.6 355
Accounts receivables 2,487 2,381 2,377 2,736 2,920 EBITDA margin (%) 210 28.1 35.7 348 343
Inventory 1478 1223 1321 1477 1579 Effective taxrate (%) 43 n2 1559 5.0 5.0
Other current assets 9 93 76 76 76 Revenue growth (%) 9.3 55 21 15.0 6.7
Total current assets 4,805 4,995 6,537 5,983 7,951 Net income growth (%) (613) 55.0 52.1 76 5.7
PP&E 11,293 1971 11831 15,007 15681  EPS growth adj (%) (57.7) 54.9 52.1 26 57
Intangible Assets 1990 1453 1801 1801 1801  DPS growth (%) (78.0) 749 52.1 2.6 57
Total investments 2,793 2972 3,804 3,804 3,804
Other long term assets 153 30 50 50 50 Efficency ratios
Total long term assets 16,229 16,426 17,486 20,662 21,337 ROE (%) ni 16.6 244 241 225
TOTAL ASSETS 21,034 21,422 24,022 26,645 29,287 ROCE (%) 0.1 438 216 216 20.5
Asset turnover (x) 05 05 05 0.6 05
Short term debt 2,529 2514 3,165 3,372 3,578 Op cash/EBIT (x) 0.9 11 10 10 10
Accounts payables 1978 2,112 2,297 2,560 2,737 Depreciation/ CAPEX (x) 0.4 04 0.4 0.2 0.6
Other current liabilities 294 333 538 538 538 Accounts receivable days 79.7 775 67.6 63.2 65.4
Total current liabilities 4,801 4,959 6,000 6,470 6,853 Accounts payable days 83.6 89.6 98.3 93.2 95.1
Long term debt 3,483 354 4,509 4,803 5,097
Deferred tax 159 159 159 159 159 Leverage ratios
Bonds payable - - - - - Net gearing (%) 42.0 37.2 373 43.1 312
Other long term liabilities 255 63 107 107 107 Net debt / EBITDA (X) 23 15 11 13 10
Total long term liabilities 3,898 3,737 4,775 5,069 5,363 Interest cover (x) 429 484 50.8 50.3 53.7
TOTAL LIABILITIES 8,699 8,696 10,775 11,539 12,216 Current ratio (X) 10 10 11 0.9 12
Shareholders’ funds 12,333 2,718 13,81 15,038 17000 Valuation
Minority Interests 2 7 66 69 71  PER(x) 20.7 3.4 8.8 78 74
TOTAL LIAB AND EQUITY 21,034 21,422 24,022 26,645 29,287 EV/EBITDA (x) 149 03 7.2 6.8 6.2
PBR (x) 23 22 21 19 17
Net cash / (debt) (5,181 (4,730) (4,911 (6,479) (5,299)  Dividend yield (x) 21 36 55 6.2 6.6

Source: Company, Bloomberg, CSCI Research estimates
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Company Rating Definition

The Benchmark: Hong Kong Hang Seng Index; Time Horizon: 12 months

Buy 12-month absolute total return: >=10%
Hold 12-month absolute total return: >-10% but <10%
Sell 12-month absolute total return: <=-10%

Disclosure of Interests
As of the date of this report,

1. The research analysts primarily responsible for the preparation of all or part of this report hereby certify that:
(i) the views expressed in this research report accurately reflect the personal views of each such analyst about the subject securities
and issuers; and
(ii) no part of the analyst’s compensation was, is, or will be directly or indirectly, related to the specific recommendations or views
expressed in this research report.
2. The research analysts primarily responsible for the preparation of all or part of this report, or his/her associate(s), do not have any interest

(including any direct or indirect ownership of securities, arrangement for financial accommodation or serving as an officer) in any company
mentioned in this report,

3. This report has been produced in its entirety by China Securities (International) Brokerage Company Limited (“China Securities (International)”)
(CE Number: BAU373, regulated by the Securities and Futures Commission in Hong Kong)
4, China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary

trading or agency broking in relation to securities have no financial interest, in aggregate, equal to or more than 1% of the market capitalization
in the stocks reviewed in this report.

5. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary
trading or agency broking in relation to securities may receive compensation from or mandates for investment banking services in the past 12
months from listed corporations whose stocks are being reviewed by China Securities (International) in this report.

6. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary
trading or agency broking in relation to securities do not have any individual employed by or associated with them serving as an officer of a
listed corporation whose stocks are being reviewed by China Securities (International) in this report.

7. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary
trading or agency broking in relation to securities may act as the market markers in the stocks reviewed by China Securities (International) in
this report.

Disclaimer

This report is for information purposes only and should not be construed as an offer to sell or to solicitation of an offer to buy or sell any securities in
any jurisdiction. The securities referred to in this research report may not be eligible for sale in some jurisdictions. This information contained in
this report has been compiled by China Securities (International) from sources that it believes to be reliable and the opinions, analysis, forecasts,
projections and expectations contained in this report are based on such information and are expressions of belief only and no representation, warranty
or guarantee is made or given by China Securities (International) or any person for its accuracy or completeness.  All opinions and estimates expressed
in this report are (unless otherwise indicated) entirely those of China Securities (International) as of the date of this report only and are subject to
change without notice. Such opinions and estimates may be different from or contrary to the opinions presented by the other business departments,
units or affiliates of China Securities (International), as different assumptions and standards, different views and analytical methods may be adopted
in the preparation of such other materials, and China Securities (International) is under no obligation to bring such other materials to the attention of
any recipient of this report. Neither China Securities (International) nor its holding companies and affiliates accept any liability whatsoever for any
direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith.

Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investors. The value of or income from
any investment referred to herein may fluctuate and be affected by changes in exchange rates. Past performance is not indicative of future results.
This report does not take into account the investment objectives, financial situation or particular needs of any particular person. Investors are
expected to make their own investment decision without relying on this publication. Before entering into any transactions in any securities referred
to in this research report investor should consider their own individual investment objectives and financial situation and seek professional financial,
tax and legal advice, as necessary.

This report is strictly confidential to the recipient. It is being supplied to you solely for your information and may not be reproduced, redistributed
or passed on, directly or indirectly, to any other person or published, in whole or in part, for any purpose. The distribution of this report in other
jurisdictions may be restricted by law, and persons into whose possession this report comes should inform themselves about, and observe, any such
restrictions. By accepting this report you agree to be bound by the foregoing instructions.
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