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Xinyi Glass 868 Hk)
Solid FY16 Results and Stable Outlook

Key Takeaway

As preannounced in December 2016, Xinyi Glass' FY16 NPAT increased by
52%, driven by strong margin expansion. Under the current supply/demand
dynamics, management is confident that it can pass through the rise in cost
(energy + soda ash) and maintain a stable margin. Xinyi Glass is now trading at
8x 2017E P/E, with close to 6% dividend yield; reiterate Buy.

FY16 earnings review. As preannounced in December 2016, Xinyi Glass' FY16 NPAT grew
by 52% YoY, driven by 1) reduction in natural gas price and other stringent cost control
measure; 2) increase in sales volumes of float glass.

Maintain optimistic outlook. Management expects a healthy and stable supply/
demand dynamics in 2017 with little new capacity coming into the market. As a result, we
believe XYG can continue to pass through the higher energy/material cost to customer and
maintain a stable margin.

Cost to decline. Natural gas price could be lower than the original level when the
temporary price hike ends in mid-March, according to management. It also believes that
soda ash prices have already peaked and should gradually decline; we expect soda ash cost
in TH17 to be 5-15% higher vs the same period last year.

Increase in volumes, driven by new capacity in Malaysia. The 1,200t/day capacity
in Malaysia commenced operations in Jan; we expect the margin for the Malaysian facility to
be higher than the domestic market due to higher ASP, lower transportation cost; this could
avoid import tariff in the South East Asia market.

Stable dividend payout. FY dividend was HK$0.4/share (vs HK$0.27/share in 2015) with
payout ratio maintained at around 48%. In addition, management is considering spinning
off its solar farm business from Xinyi Solar (968 HK, HKD2.71, NC).

Changes in estimates. We revise down our FY16/17 earnings estimates by about 6%, as
we cut our earnings assumption for Xinyi Solar by about 20%, reflecting its weaker-than-
expected FY16 results.

Valuation/Risks

We maintain Buy with a PT of HK$8.6 based on SOTP valuation methodology, valuing
its glass business (float/auto/construction glass) at 11x 2017E earnings and Xinyi Solar at
current market price. Our PT HK$8.6 implies 10x 2017E P/E and 2.2x 2017E P/B, slightly
above the historical average.

HKD Prev. 2015A Prev.  2016E Prev.  2017E Prev. 2018E
Rev. (MM) - 11,460.0 12,896.0 12,848.0 13,936.0 14,194.0 14,380.0 14,711.0
Operating Profit - 1,518.0 2,635.0 2,837.0 - 2,981.0 3,073.0 3,196.0
MM)

Net Profit —- 21130 3,070.0 3,213.0 3,580.0 3,399.0 3,837.0 3,649.0
ROE - 16.6% 20.8%  24.4% 21.3%  22.6% 20.3% 21.4%
DPS - 0.27 0.39 0.40 0.45 0.42 0.49 0.45
Cons. EPS - - - - 0.84 0.92 0.93 0.99
EPS

FY Dec 0.53 0.54 0.79 0.83 0.92 0.88 0.98 0.94
FY P/E 13.5x 8.8x 8.3x 7.7x
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Changes in estimates

We revise our volume and gross margins slightly to incorporate FY16 results and lower
our earnings assumption for its associate (Xinyi Solar) by about 20% to reflect the weaker-
than-expected FY16 results. In summary, we revise down our FY16/17 earnings estimates
by about 6%.

]
Table 1: Changes in estimates

Old New Changes
2017E 2018E 2017E 2018E 2017E 2018E
Revenue HK$ m 13,936 14,380 14,194 14,711 1.9% 2.3%
Gross profit HK$ m 5,071 5,230 4,994 5,283 -1.5% 1.0%
Operating profit HK$ m 2,981 3,073 2,981 3,196 0.0% 4.0%
NPAT HK$ m 3,580 3,837 3,399 3,649 -5.1% -4.9%
Diluted EPS HK$ 0.92 0.98 0.86 0.92 -6.5% -6.4%

Source: Company data, Jefferies estimate

FY2016 Earnings Review

=  Sales was up by 12% yoy to Rmb13bn as float glass increased by 30% yoy to
Rmbé.5bn.

= Gross margin expanded to 36.3% vs just 27.3% last year on higher ASP. Gross
margin for float glass expanded by more than 16ppts to 27.5%. Reported net
profitis up 52% YoY to Rmb3.2bn.

=  Net gearing remains healthy at about 37% and payout ratio was stable at about
48%, with FY DPS of HK$0.4/share vs HK$0.27/share in 2015.

= The company’s operating cash flow increased from Rmb2.6bn to Rmb3.6bn,
while capital expenditure was around Rmb1.8bn.

= Capex commitment for the company in 2017 amounted to Rmb2.5bn and
should be well covered by the strong operating cash flow.

=  Management expects annualised float glass capacity to increase by 7.1% YoY in
2017, mainly driven by the new capacity built in Malacca, Malaysia. The second
phase of the Malaysia project will be built in 2017.

= The single-digit percentage growth in auto glass capacity was purely driven by
increase in efficiency.

= Management is considering spinning off its solar farm business from Xinyi Solar
(968 HK, NC).

Howard Lau, CFA, Equity Analyst, +852 3743 8082, howard.lau@jefferies.com
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PT of HK$8.6

We value Xinyi Glass based on SOTP valuation methodology, valuing its glass business
(float/auto/construction glass) at 11x 2017E earnings and Xinyi Solar at the current
market price. Our PT of HK$8.6 implies 10x 2017E P/E and 2.2x 2017E P/B, slightly above
the historical average.

Chart 62: Xinyi Glass Valuation
Xinyi Glass
Float/Auto/Construction Glass Business

NPAT (2017E) 2,768
x Target multiple 11
Market Value (HK$ m) 30,452
+ Shares outstanding (m) 3,882
Share price (HK$/share) 7.84

Xinyi Solar (968 HK)

Current Share Price (HK$) 2.70

XYG's shareholdings 30%
Market value of Xinyi Solar's holdings 0.80
Target Price 8.64
Rounded to HK$0.10/share 8.60
Latest price 7.28
Upside 18%

Source: Jefferies estimates

Risks

Key risks to our estimates and PT: liquidity tightening policy, which could negatively
impact new floor spaces started and construction demand; collapse in float glass prices
due to more than expected new capacity in operation and slowdown in demand growth;
intensifying competition of high quality float glass product; additional expenses due to
overseas capacity expansion; trade disputes and currency fluctuations.

Table 6: Valuation comparison

Mkt cap Price Target Upside to P/E (x) P/B (x) EV*/EBITDA (x) ROE (%) Div Yield (%)

Company Ticker (US$ bn) (local) (local) Rec. target 2016E 2017E 2016E 2017E 2016E 2017E 2016E 2017E 2016E 2017E
Glass -H

Fuyao Glass 3606 HK 7.2 2420  24.00 Buy -1% 18.1 17.2 29 2.7 8.4 7.5 17.0 16.8 4.1 4.5
Xinyi Glass 868 HK 3.7 7.28 8.60  Buy 18% 9.0 85 21 1.9 9.1 8.8 24.4 22.6 55 5.8
Flat Glass 6865 HK 0.4 1.69 NC 4.6 4.5 0.7 0.7 22 1.9 18.7 20.2 5.4 5.8
Average 10.6 10.1 1.9 1.8 6.6 6.1 20.0 19.9 5.0 5.4
Glass - A

Fuyao Glass - A 600660 CH 7.2 19.39 NC 14.3 13.1 25 23 9.0 8.1 18.0 18.2 4.3 4.5
CSG Holdings 000012 CH 2.8 11.65 NC 25.9 233 nmf nmf nmf nmf nmf nmf nmf nmf
Zhuzhou Kibing Group 601636 CH 1.7 4.45 NC 16.9 14.8 1.9 1.7 7.7 7.0 12.0 11.8 nmf nmf
Jinjing Group 600586 CH 1.0 4.88 NC 16.8 10.0 1.6 1.5 10.0 9.3 6.7 7.4 nmf nmf
Average 185 153 2.0 1.8 8.9 8.2 103 109 4.3 4.5

Source: Company data, Jefferies estimates, NC data from Bloomberg
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Chart 1: Capacity in operation has gone up with ASP Chart 2: Margin spread (ASP minus soda ash and natural
increase gas cost)
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|
Table 8: Xinyi Glass Financials Summary

Income statement Cash flow
HK$ m 2015 2016 2017E 2018E HK$ m 2015 2016 2017E 2018E
Revenue 11,460 12,848 14,194 14,711 Profit before tax 2,380 3,823 4,037 4,341
COGS -8,328 -8,189 -9,200 -9,428 D&A 776 824 816 932
Gross profit 3,133 4,659 4,994 5,283  Change in working cap. 500 46 -128 -68
Opearting expenses -1,615 -1,822 -2,013 -2,087  Other -1,019 -1,542 -641 -690
Operating profit 1,518 2,837 2,981 3,196 CF from operations 2,637 3,151 4,083 4,516
Other gains - net 634 552 565 602  Capex -2,105 -1,853 -2,500 -1,500
Share of results of assoc. & JCE's 317 563 630 693  Acquisitions and others 584 0 0 0
Finance costs -90 -128 -139 -150  CFfrom investing -1,520 -1,853 -2,500 -1,500
Pre-tax profit 2,380 3,823 4,037 4,341  Equity raised/ (repaid) -607 -1,467 0 0
Tax -266 -607 -641 -690  Debt raised/ (repaid) 16 1,646 681 681
Profit 2,114 3,216 3,396 3,652  Dividends, interest and others -33 -981 -1,553 -1,642
Minority interest 0 -3 3 -3 CFfrom financing -625 -802 -871 -961
Net profit 2,113 3,213 3,399 3,649

Net cash flow 492 496 712 2,055
Basic EPS (Rmb) 0.54 0.83 0.88 0.94  Exchange gain -25 0 0 0
Diluted EPS (Rmb) 0.53 0.81 0.86 0.92  Cash at end of year 1,298 2,763 3,475 5,530
Balance sheet Ratio & financial metrics analysis
HK$ m 2015 2016 2017E 2018E 2015 2016 2017E 2018E
Cash 1,298 2,763 3,475 5,530  Revenue Growth 5.5% 12.1% 10.5% 3.6%
Inventories 1,223 1,321 1,484 1,520  EBIT Growth 38.6% 86.9% 5.1% 7.2%
Receivables 2,381 2,377 2,626 2,722 EPS Growth 54.9% 53.6% 5.8% 7.4%
Other current assets 93 76 76 76  EBIT Margin 132%  221%  21.0%  21.7%
Fix assets 11,971 11,831 13,514 14,082  Net Profit Margin 18.4% 25.0% 23.9% 24.8%
Others assets 4,455 5,655 5,655 5,655  Payout Ratio 49.2% 48.3% 48.3% 48.3%
Total assets 21,422 24,022 26,830 29,585 Valuation metrics

PER (x) 13.5 8.8 8.3 7.7
ST debt 2,514 3,165 3,817 4,468  EV/EBITDA (x) 14.5 9.2 8.8 7.8
Other current liabilities 2,445 2,835 3,118 3,182  Price to Book (x) 2.2 2.1 1.9 1.7
LT debt 3,514 4,509 4,539 4,569 Balance Sheet Ratios
Other LT liabilities 223 266 266 266  ROE 16.6% 24.4% 22.6% 21.4%
Total liabilities 8,696 10,775 11,740 12,486 ROCE 7.7% 13.2% 12.6% 13.1%
Shareholder's equity 12,718 13,181 15,027 17,033 Net debt to Equity 37.2% 37.1% 32.3% 20.5%
Minority interests 7 66 63 66 Interest coverage (x) 25.4 28.7 27.3 27.5
Total liability & equity 21,422 24,022 26,830 29,585 Book value per share 3.2 3.4 3.9 4.4

Source: Company data, Jefferies estimates
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Company Description

Xinyi Glass is engaged in the production and sales of a wide range of glass products, including automobile glass, energy saving construction
glass, high quality float glass and other glass products. Its customers include companies in the business of automobile glass manufacturing,
wholesale and distribution, curtain wall engineering and installing, construction and furniture glass manufacturing, and float glass wholesale
and distribution. As of YE15, the company has ~5mt of float glass capacity.

Analyst Certification:

I, Howard Lau, CFA, certify that all of the views expressed in this research report accurately reflect my personal views about the subject security(ies) and
subject company(ies). | 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 research report.

Registration of non-US analysts: Howard Lau, CFA is employed by Jefferies Hong Kong Limited, a non-US affiliate of Jefferies LLC and is not
registered/qualified as a research analyst with FINRA. This analyst(s) may not be an associated person of Jefferies LLC, a FINRA member firm, and
therefore may not be subject to the NASD Rule 2241 and Incorporated NYSE Rule 472 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst.

As is the case with all Jefferies employees, the analyst(s) responsible for the coverage of the financial instruments discussed in this report receives
compensation based in part on the overall performance of the firm, including investment banking income. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Aside from certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgement.

Investment Recommendation Record
(Article 3(1)e and Article 7 of MAR)

Recommendation Published , 05:48 ET. March 1, 2017
Recommendation Distributed , 05:48 ET. March 1, 2017

Explanation of Jefferies Ratings

Buy - Describes securities that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period.

Hold - Describes securities that we expect to provide a total return (price appreciation plus yield) of plus 15% or minus 10% within a 12-month period.
Underperform - Describes securities that we expect to provide a total return (price appreciation plus yield) of minus 10% or less within a 12-month
period.

The expected total return (price appreciation plus yield) for Buy rated securities with an average security price consistently below $10 is 20% or more
within a 12-month period as these companies are typically more volatile than the overall stock market. For Hold rated securities with an average
security price consistently below $10, the expected total return (price appreciation plus yield) is plus or minus 20% within a 12-month period. For
Underperform rated securities with an average security price consistently below $10, the expected total return (price appreciation plus yield) is minus
20% or less within a 12-month period.

NR - The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/
or Jefferies policies.

CS - Coverage Suspended. Jefferies has suspended coverage of this company.

NC - Not covered. Jefferies does not cover this company.

Restricted - Describes issuers where, in conjunction with Jefferies engagement in certain transactions, company policy or applicable securities
regulations prohibit certain types of communications, including investment recommendations.

Monitor - Describes securities whose company fundamentals and financials are being monitored, and for which no financial projections or opinions
on the investment merits of the company are provided.

Valuation Methodology

Jefferies' methodology for assigning ratings may include the following: market capitalization, maturity, growth/value, volatility and expected total
return over the next 12 months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market
risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF,
P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value, dividend returns,
and return on equity (ROE) over the next 12 months.

Jefferies Franchise Picks

Jefferies Franchise Picks include stock selections from among the best stock ideas from our equity analysts over a 12 month period. Stock selection
is based on fundamental analysis and may take into account other factors such as analyst conviction, differentiated analysis, a favorable risk/reward
ratio and investment themes that Jefferies analysts are recommending. Jefferies Franchise Picks will include only Buy rated stocks and the number
can vary depending on analyst recommendations for inclusion. Stocks will be added as new opportunities arise and removed when the reason for
inclusion changes, the stock has met its desired return, if it is no longer rated Buy and/or if it triggers a stop loss. Stocks having 120 day volatility in
the bottom quartile of S&P stocks will continue to have a 15% stop loss, and the remainder will have a 20% stop. Franchise Picks are not intended
to represent a recommended portfolio of stocks and is not sector based, but we may note where we believe a Pick falls within an investment style
such as growth or value.

Risks which may impede the achievement of our Price Target
This report was prepared for general circulation and does not provide investment recommendations specific to individual investors. As such, the

financial instruments discussed in this report may not be suitable for all investors and investors must make their own investment decisions based
page 6 of 10 Howard Lau, CFA, Equity Analyst, +852 3743 8082, howard.lau@jefferies.com
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upon their specific investment objectives and financial situation utilizing their own financial advisors as they deem necessary. Past performance of

the financial instruments recommended in this report should not be taken as an indication or guarantee of future results. The price, value of, and
income from, any of the financial instruments mentioned in this report can rise as well as fall and may be affected by changes in economic, financial

and political factors. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may

adversely affect the price of, value of, orincome derived from the financial instrument described in this report. In addition, investors in securities such
as ADRs, whose values are affected by the currency of the underlying security, effectively assume currency risk.

Other Companies Mentioned in This Report

* Fuyao Glass Industry Group Co., Ltd. (3606 HK: HK$24.20, BUY)
* Xinyi Glass Holdings Limited (868 HK: HK$7.28, BUY)
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Rating and Price Target History for: Xinyi Glass Holdings Limited (868 HK) as of 02-28-2017
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Notes: Each box in the Rating and Price Target History chart above represents actions over the past three years in which an analyst initiated on a

company, made a change to a rating or price target of a company or discontinued coverage of a company.

Legend:
I: Initiating Coverage
D: Dropped Coverage
B: Buy

H: Hold

UP: Underperform
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For Important Disclosure information on companies recommended in this report, please visit our website at https://javatar.bluematrix.com/sellside/
Disclosures.action or call 212.284.2300.

Distribution of Ratings

IB Serv./Past 12 Mos.

Rating Count Percent Count Percent
BUY 1101 50.37% 338 30.70%
HOLD 910 41.63% 176 19.34%
UNDERPERFORM 175 8.01% 15 8.57%
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Other Important Disclosures

Jefferies does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Jefferies may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment
decision.

Jefferies Equity Research refers to research reports produced by analysts employed by one of the following Jefferies Group LLC (“Jefferies”) group
companies:

United States: |efferies LLC which is an SEC registered firm and a member of FINRA.

United Kingdom: Jefferies International Limited, which is authorized and regulated by the Financial Conduct Authority; registered in England and
Wales No. 1978621; registered office: Vintners Place, 68 Upper Thames Street, London EC4V 3B; telephone +44 (0)20 7029 8000; facsimile +44 (0)20
7029 8010.

Hong Kong: Jefferies Hong Kong Limited, which is licensed by the Securities and Futures Commission of Hong Kong with CE number ATS546; located
at Suite 2201, 22nd Floor, Cheung Kong Center, 2 Queen’s Road Central, Hong Kong.

Singapore: Jefferies Singapore Limited, which is licensed by the Monetary Authority of Singapore; located at 80 Raffles Place #15-20, UOB Plaza 2,
Singapore 048624, telephone: +65 6551 3950.

Japan: |efferies (Japan) Limited, Tokyo Branch, which is a securities company registered by the Financial Services Agency of Japan and is a member
of the Japan Securities Dealers Association; located at Hibiya Marine Bldg, 3F, 1-5-1 Yuraku-cho, Chiyoda-ku, Tokyo 100-0006; telephone +813 5251
6100; facsimile +813 5251 6101.

India: Jefferies India Private Limited (CIN - U74140MH2007PTC200509), which is licensed by the Securities and Exchange Board of India as a Merchant
Banker (INM000011443), Research Analyst (INHO0O0000701) and a Stock Broker with Bombay Stock Exchange Limited (INBO11491033) and National
Stock Exchange of India Limited (INB231491037) in the Capital Market Segment; located at 42/43, 2 North Avenue, Maker Maxity, Bandra-Kurla
Complex, Bandra (East) Mumbai 400 051, India; Tel +91 22 4356 6000.

This material has been prepared by Jefferies employing appropriate expertise, and in the belief that it is fair and not misleading. The information set
forth herein was obtained from sources believed to be reliable, but has not been independently verified by Jefferies. Therefore, except for any obligation
under applicable rules we do not guarantee its accuracy. Additional and supporting information is available upon request. Unless prohibited by the
provisions of Regulation S of the U.S. Securities Act of 1933, this material is distributed in the United States ("US"), by Jefferies LLC, a US-registered
broker-dealer, which accepts responsibility for its contents in accordance with the provisions of Rule 15a-6, under the US Securities Exchange Act of
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