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Xinyi Glass [0868.HK] 

We joined the plant visits organized by both Xinyi Glass (XYG) and Xinyi Solar (XYS) last week. During the 
discussion, management of both Companies reiterated their positive views on the outlook. XYG management 
mentioned that there is no major reason for the float glass price to come down, given the more favourable 
supply/demand dynamics. XYG has shipped float glass from its Malaysian plant (small volume at this stage) 
to China given the tight supply/demand situation. XYG management further elaborated that the overseas 
expansion will have a positive impact on the Company’s overall profitability; the details of the expansion are 
likely to be released by end of this year. Management also highlighted that growth in auto glass products, 
which had declined YoY in 1H 2017, reported YoY growth in Q3 2017 and that sales of auto glass products 
will pick up in 2H 2017. The increase in average selling prices (ASP) has more than offset the impact of the 
increase in costs, especially for soda ash. Regarding XYS, demand for solar glass remains strong, and XYS 
is considering another ASP hike in near term after a hike in Q3 2017. The HoH increase in sales volume and 
better pricing of solar glass will offset the impact of lack of booking of EPC revenue in 2H 2017 vs. 1H 2017. 
XYS’s operating performance is unlikely to see a major HoH decline in 2H 2017. XYS management also 
highlighted that the Chinese government is more active in paying back subsidies, which we believe will ease 
market concerns. We believe the float glass industry in China will see more favourable supply/demand dy-
namics, as the cold repairing cycle is likely to start in 2018, which will reduce production capacity, as will 
potential industry consolidation triggered by other glass manufacturers, which is positive for XYG. The im-
provement in sentiment on XYS is also positive for XYG, which is now trading at a 8.5x 2017 PER and an 
estimated yield of 5.8%. With its undemanding valuation, we maintain our BUY call, with a target price of 
HK$10.13 (based on a 11x 2017E PER, lower than its historical average and the average of its listed peers). 

Investment Highlights  

 Addressing concerns. During the discussion, XYG management addressed concerns of the market. 

Soda ash prices have increased substantially since early Sep 2017, up from RMB1,800 per tonne in Q2 
to RMB2,400–2,450 per tonne recently. According to XYG management, the jump in the soda ash price 
in China was due to capacity shut down, given increasing environmental protection controls. XYG se-
cured a supply of soda ash at lower cost from overseas suppliers, which will help protect the Company’s 
profitability in the face of an increase in the soda ash price in the China market. The increase in the float 
glass price has more than offset the impact of the increase in soda ash price. The potential increase in 
the natural gas price in the winter season is expected to have a limited impact on XYG’s profitability, 
given last year’s experience. XYG management shares our view that there is no major reason for a 
sharp fall in the float glass price in the near term. XYG management is confident that the growth in auto 
glass products will pick up in 2H 2017 vs. a YoY decline in 2H 2017 and that Q3 2017 top-line growth is 
on track. XYG has shipped float glass products from its Malaysian plant to China given the tight supply 
situation.  

 Overseas expansion is positive. Regarding overseas expansion, XYG is likely to focus on countries 

such as Malaysia and Canada, where we think the risks are more controllable, so investors should have 
less concern. XYG is finalizing the details of its overseas expansion and is likely to announce them by 
the end of 2017. If the project in Canada is finalized, XYG will serve both the Canada and US markets. 
XYG will  also install construction glass production facilities to cope with end demand. Management 
highlighted that the project in Canada is likely to offer higher profitability, given lower competition and 
lower energy costs. The overseas expansion should have a positive effect on XYG’s overall probability. 
Concern about XYG’s overseas expansion is somewhat overdone, in our view.  

 Non-float glass operations to pick up in 2H 2017. XYG’s automobile glass division is expected to 

pick up in 2H 2017, as the impact of the spin-off of Xinyi HK [8328.HK] and the anti-dumping case in 
Brazil has faded. According to XYG management, the Company’s sales of automobile glass resumed 
growth in Q3 2017. Management highlighted that the Chinese government is cleaning up the subsidy 
issue. XYS is close to getting the subsidies for the 6th batch of solar energy subsidies, which is estimat-
ed at about RMB200m. XYS is submitting the details for the 7th batch of subsides. Demand for solar 
glass remains strong and management believes 2H 2017 results, with a high contribution from its EPC 
business will be supported by a 20% HoH increase in capacity and better pricing. The ASP hike in solar 
glass will boost market sentiment on XYS, which is also indirectly positive for XYG.  
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Key Financials (in HKDm) 2014 2015 2016 2017E 2018E

Revenue 10,861.1                            11,460.3            12,848.4            14,346.4            16,008.0            

  Change (YoY %) 9.3                                     5.5                     12.1                   11.7                   11.6                   

Gross Profit 2,733.4                              3,132.7              4,659.3              5,191.2              5,742.9              

  Gross Margin % 25.2                                   27.3                   36.3                   36.2                   35.9                   

Net Profit 1,364.3                              2,113.1              3,213.4              3,606.3              4,031.0              

  Net Margin % 12.6                                   18.4                   25.0                   25.1                   25.2                   

EPS (Basic) 0.35 0.54 0.83 0.90 1.01

  Change (YoY %) (61.3)                                  54.9                   54.2                   8.9                     11.8                   

DPS $0.150 $0.265 $0.400 $0.445 $0.497

ROE (%) 11.1                                   16.9                   24.8                   25.7                   25.4                   

Dividend Yield (%) 1.96                                   3.46                   5.22                   5.80                   6.49                   

PER (x) 22.1                                   14.3                   9.3                     8.5                     7.6                     

PBR (x) 2.4                                     2.4                     2.3                     2.1                     1.8                     

FCF Yield (%) -0.61% 3.48% 5.73% 3.22% 7.64%

Capex (m) (1,729.0)                             (1,967.0)             (1,853.0)             (2,500.0)             (1,501.0)             

Free cash flow per share (0.0)                                    0.3                     0.4                     0.2                     0.6                     

Net Gearing (%) 42.0                                   37.2                   37.3                   38.3                   31.7                   
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Figure 1:  Assumptions for XYG 

Source:  Company, CGIS Research 

2012 2013 2014 2015 2016 2017F 2018F

Turnover (HKDm)

Automobile glass         3,077.8           3,287.2         3,593.2         3,786.6         3,748.4         3,975.9         4,189.7 

Construction glass         1,574.6           2,154.5         2,555.5         2,651.5         2,590.2         2,509.9         2,739.3 

Float glass         3,780.6           4,494.3         4,712.4         5,022.2         6,509.8         7,860.6         9,079.0 

Total         8,433.0           9,936.1       10,861.1       11,460.3       12,848.4       14,346.4       16,008.0 

YoY Change (%)

Automobile glass                  6.8                9.3                5.4            (1.0)                 6.1                5.4 

Construction glass                36.8              18.6                3.8            (2.3)             (3.1)                 9.1 

Float glass                18.9                4.9                6.6              29.6              20.8              15.5 

Total                17.8                9.3                5.5              12.1              11.7              11.6 

Volume

Automobile (piece)         12,110.0       12,889.0       13,582.8       13,582.8       14,262.0       14,975.1 

Construction(sqm)         16,363.0       19,380.0       20,107.5       21,716.1       20,630.3       22,074.4 

Float glass (tonne)           2,927.0         3,510.0         3,856.8         4,435.3         4,657.0         5,122.7 

YoY Change (%)

Automobile (piece)                6.4                5.4                   0                5.0                5.0 

Construction(sqm)              18.4                3.8                8.0            (5.0)                 7.0 

Float glass (tonne)              19.9                9.9              15.0                5.0              10.0 

ASP

Automobile (HKD/piece)              271.4            278.8            278.8            276.0            278.8            279.8 

Construction (HKD per sqm)              131.7            131.9            131.9            119.3            121.7            124.1 

Float glass (HKD per tone)           1,535.5         1,342.6         1,302.2         1,467.7         1,687.9         1,772.3 

YoY Change (%)

Automobile (HKD/piece)                2.7                0.0            (1.0)                 1.0                0.4 

Construction (HKD per sqm)                0.1                   0            (9.5)                 2.0                2.0 

Float glass (HKD per tone)          (12.6)             (3.0)               12.7              15.0                5.0 

Gross margin (%)

Automobile glass              42.8                43.3              41.8              44.3              49.0              48.0              48.0 

Construction glass              37.2                39.9              35.3              33.9              39.9              37.5              37.5 

Float glass                8.6                19.0                7.0              11.1              27.5              29.8              29.8 

Blended              26.4                31.6              25.2              27.3              36.3              36.2              35.9 

Net margin (%)              14.1                35.4              12.6              18.4              25.0              25.1              25.2 

Cost (HKDm)

S,G&A     (1,056.7)         (1,250.9)      (1,638.0)      (1,614.5)      (1,822.4)      (2,034.9)      (2,270.5)  

Financial Expenses          (57.3)              (59.7)           (38.1)           (50.2)           (76.8)           (92.2)         (106.8)  

YoY Change (%)

S,G&A                18.4              30.9            (1.4)               12.9              11.7              11.6 

Financial Expenses                  4.2          (36.2)               32.0              53.0              20.0              15.9 

CAPEX (HKDm)         1,435.3           3,752.3         1,729.0         1,967.0         1,853.0         2,500.0         1,501.0 

Net Gearing (%)              35.8                33.6              42.0              37.2              37.3              38.3              31.7 
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Disclaimer 

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any 
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China 
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing 
requirement within such jurisdiction. 

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International 
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly 
or implied) is made as to their accuracy, correctness and/or completeness.  

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where 
necessary consult their own independent financial advisers prior to any investment decision. 

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this 
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings 
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).  

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report 
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.  

Disclosure of Interests 

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy 
International.  

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this 
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.  

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.  

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a 
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.  

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in 
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this 
report.  

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this 
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies). 

Analyst Certification  

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered 
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or 
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.  

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and 
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of 
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as 
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.  

Explanation on Equity Ratings  

 

Copyright Reserved 

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co., 
Limited.  

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459  

Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888. 

BUY share price will increase by >20% within 12 months in absolute terms : 

SELL share price will decrease by >20% within 12 months in absolute terms : 

HOLD no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL : 


