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Xinyi Glass

A value proposition; reiterate buy (868 HK)

e On the back of improving domestic float glass market outlook and
rising contribution from its Malaysia project, we remain optimistic

Buy

on Xinyi Glass’ long-term growth prospects. (unchanged)

e Management is upbeat on the float glass market outlook and Price Target HKS9.5
revealed aggressive capacity expansion plans for coming few years. (Revision) (+11.7%)

o FY17E/18E earnings estimates revised up by 2.5%/5.5% and PT (upside) (22.4%)
raised to HKD9.5 (prior HKD8.5), based on FY17E 10.0x PER. Trading EPS 2017E  2018E
at FY17E 8.2x PER and 5.9% dividend yield, Xingyi Glass’ valuation is revision (+2.5%) (+5.5%)
appealing. Reiterate Buy. Close price HKD7.76

Solid interim results underpinned by excellent float glass product Market cap. HKD32,320 mn

margins. Bottom line, excluding HKD367mn profit contribution from Xinyi Free float 46.3%

Solar came in better than our expectation, thanks to robust sales of float 52-week range HKD5.45 — 8.42

glass products and higher ASP, riding on a 13.5% increase in sales area of 3-mth ave. T/O HKD68.2 mn

commercial residential building in China and 4.6% increase in global sales .
Price as of 1 Aug 2017

of vehicles over the same period. Blended GPM improved to 36.4% from

FY16’s average of 36.3%, on solid float glass product margins albeit higher

automotive and architectural glass expenses. However, management cited

that GPM from Malaysia was 10% higher than that in the domestic market.

An interim DPS of HKDO0.2 was declared, translating into a 48.9% payout

ratio, exceeding the historical average of the past five years.
Stock rel HSI performance (%)
Rapid capacity growth of China’s float glass industry is over. Glass 50%

manufacturers have benefited significantly from the rising industry
25%
concentration in terms of higher bargaining power over the upstream and

LI

v’

downstream manufacturers. According to the company, Xinyi Glass owned 0%

a 9.7% market share in terms of production capacity as of end-Jun 2017. 50

On the demand side, consumption upgrade has led to an improving order Jul-16 Nov-16 Mar-17 Jul-17
XINYI GLASS HANG SENG INDEX

outlook for high value-added processing glass products. Xinyi Glass’
clientele includes Fuyao, Sanit-Gobain, Pilkington, and Asahi, etc.

We remain optimistic on Xinyi Glass’ long-term growth prospects, on the
back of: (1) its dominant position in an continuously improving domestic
float glass market, (2) its global expansion strategy — management has
revealed that it has planned to ramp up capacity by 50% by end-2020 from
5.25mn tons in 2017, and (3) its plan to increase the utilization rates of
automotive glass and architectural glass production given the solid
prospects of China’s auto parts industry underpinned by a growing
replacement demand for automotive parts and promotion of green
materials in adopting double glazing and triple glazing Low-E glass products.

Appealing valuation; reiterate Buy. Net profit estimates for FY17E/FY18E
revised by 2.5%/5.5%, respectively. As we foresee Xinyi Glass’ float glass
profitability to improve further going forward, we have revised up our
price target to HKD9.5 (from HKDS8.5), based on 10.0x PER to our EPS
estimate of HKDO0.95 for FY17E. Our new PT represents 22.4% upside
potential, thus reiterate Buy.

Duncan Chan
(CE No.: ALH659)
duncanchan@csci.hk +852 3465 5654

Please read the disclaimer on the last page.
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Figure 1: 1HFY17A results highlight

Unit 1H 16 1H17 % YoY H17A HI17E % deviated
Revenue HKD mn 5,885 6,677 B5 6,677 6,907 (3.3)
Cost of sales HKD mn (3,844) (4,248) 105 (4,248) (4,487) (5.3)
Gross profit HKD mn 2,041 2,429 9.0 2,429 2418 05
GPM % 347 364 - 364 35.0 -
Otherincome HKD mn 104 u“1 36.0 11 u“1 0.3
Other gains - net HKD mn 43 (45) (206.0) (45) (24) 87.1
Distribution expenses HKD mn (35) (334) (5.0) (334) (382) (12.7)
Administrative expense: HKD mn (533) (586) 99 (586) (606) (3.3)
SG&A/revenue % 15.0 138 - 138 143 -
Operating profit HKD mn 1304 1605 23.1 1,605 1504 6.7
OPM % 222 240 - 240 218 -
Net financing costs HKD mn (44) (50) 2?0 (50) (50) (0.4)
Share of profits less los HKD mn 32 368 7.8 368 364 11
Pre-tax profit HKD mn 1572 1923 224 1923 1817 59
Taxation HKD mn (202) (285) 411 (285) (236) 212
ETR % 29 us - 148 BO -
Net profit HKD mn 1369 1638 19.6 1638 1581 3.6
Minority interests HKD mn ©) ) 4819 2) 0 (6819)
Attributable profit HKD mn 1369 1636 95 1636 1580 35
NPM % 233 245 - 245 229 -
Adjusting for XySolar HKD mn 3r 368 7.8 368 364 11
Adjusted net profit HKD mn 1097 1323 20.6 1323 1264 4.6
Adjusted NPM % 186 9.8 - 0.8 B3 -
Source: Company, CSCI Research estimates
Figure 2: 12M forward PER Figure 3: 12M forward PBR
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Source: Bloomberg, CSCI Research estimates Source: Bloomberg, CSCI Research estimates
Figure 4: Peer valuation
PER EPS Growth PBR ROE EV/EBITDA Yield Net debt /
Close  Mktcap * (%) &) &) ) (%) Equity (%)
Company Ticker Ccy (Local$) (US$b) 2017E 2018E 2017E 2018E 2017E 2018E 2017E 2018E 2017E 2018E 2017E 2017E
FUYAO GLASS IN-H 3606 HK HKD 26.6 8.8 16.3 15 16.3 23 29 26 B3 8.7 104 9.1 32 6.6
XINYIGLASS 868 HK HKD 78 4.0 83 76 6.5 95 20 17 25.1 238 83 7.6 58 35.0
XINYISOLAR HLDS 968 HK HKD 25 24 76 6.9 56 0.7 21 17 30.2 275 70 6.0 6.0 618
LUOYANG GLASS-H 1108 HK. HKD 4.4 0.9 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
XINYIAUTOMOBILE 8328 HK. HKD 15 0.1 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
CHINA GLASSHLDG 3300 HK HKD 0.7 0.2 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
FLAT GLASS GRO-H 6865 HK HKD 13 03 37 32 (4.6) 9.4 N/A N/A 8.7 232 19 15 58 N/A
Average 9.0 80 09 3.0 23 20 231 233 6.9 6.1 5.2 345
Source: Bloomberg
Please read the disclaimer on the last page. 2 1 August 2017
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Income statement (HKD mn)

Cash flow statement (HKD mn)

Year end: Dec 2015 2016 2017E 2018E 2019E Year end: Dec 2015 2016 2017E 2018E 2019E
Revenue 11,460 12,848 15,079 15,879 16,352 EBIT 2,113 3,338 3,850 4,114 4,211
COGS (8,328) (8,189) (9,561 (10,104)  (10,430) Depreciation & amortisation 795 827 790 875 957
Gross profit 3,133 4,659 5,518 5,776 5,922 Net interest 50 77 86 96 79
Selling expenses (680) (620) (675) (710) (732)  Taxes paid (266) (607) (707) (769) (793)
General and administrative (935) (1202) (1367) (1,440) (1483)  Changes in working capital 375 (218) (302) (86) (50)
Other opex 594 501 374 488 503 Others (430) 103 483 599 667
Operating profit 2,113 3,338 3,850 4,114 4,211 Cash flow from operations 2,637 3,520 4,200 4,829 5,070
Net interest income (50) 77) (86) (96) (79)
JVs and associates 3T 563 656 791 825 Capex (1834) (1322) (3,966) (2,500) (2,500)
Pretax profit 2,380 3,823 4,419 4,809 4,957 Acquisitions (130) (1232) - - -
Taxation (266) (607) (707) (769) (793) Disposals 292 B - - -
Minority interests (0) ) 3) 3) (3) Others 152 256 - - -
Net profit 2,113 3,213 3,709 4,037 4,161 Cash flow from investing (1520) (2,280) (3,966) (2,500) (2,500)
Net profit (adjusted) 2,113 3,213 3,709 4,037 4,161
Dividends (608) (1321 (1806) (1966) (2,027)
EBIT 2,429 3,898 4,503 4,902 5,033 Issue of shares - - - - -
Depreciation & Amortization (795) (827) (790) (875) (957)  Change in debt (18) 1611 500 500 500
EBITDA 3,224 4,724 5,293 5,778 5,990 Others 1 (66) - - -
Cash flow from financing (625) 225 (1,306)  (1466) (1527)
Basic EPS (HKD) 0.54 0.82 0.95 103 106
Diluted EP'S (HKD) 054 0.82 0.95 103 106 Change in cash 492 1,465 (1,073) 863 1,044
DPS (HKD) 0.26 0.40 0.46 0.50 052  Free cashflow 802 2,198 234 2,329 2,570
Balance sheet (HKD mn) Key ratios
Year end: Dec 2015 2016 2017E 2018E 2019E Year end: Dec 2015 2016 2017E 2018E 2019E
Cash 1298 2,763 1690 2,553 3,597  Operating ratios
Short term investments - - - - - Gross margin 27.3 36.3 36.6 36.4 36.2
Accounts receivables 2,381 2,377 2,792 2,940 3,028 EBITDA margin (%) 28.1 36.8 35.1 36.4 36.6
Inventory 1223 1321 1485 1569 1620 Effective tax rate (%) n2 159 6.0 6.0 6.0
Other current assets 93 76 76 76 76 Revenue growth (%) - 21 74 53 3.0
Total current assets 4,995 6,537 6,043 7,138 8,320 Net income growth (%) - 52.1 54 88 31
PP&E 1971 11,831 15,007 16,631 18,175 EP S growth adj (%) - 52.1 54 8.8 3.1
Intangible Assets 1453 1801 1801 1801 1801  DPS growth (%) - 52.1 54 88 31
Total investments 2972 3,804 3,804 3,804 3,804
Other long term assets 30 50 50 50 50 Efficency ratios
Total long term assets 16,426 17,486 20,662 22,287 23,830 ROE (%) 16.6 244 246 235 216
TOTAL ASSETS 21,422 24,022 26,705 29,425 32,150 ROCE (%) 28 185 9.0 8.2 16.8
Asset turnover (x) 05 05 0.6 05 05
Short term debt 2514 3,165 3,372 3,578 3,784 Op cash/EBIT (x) 12 11 11 12 12
Accounts payables 2,112 2,297 2574 2,720 2,808 Depreciation/ CAPEX (X) 04 0.6 0.2 04 0.4
Other current liabilities 333 538 538 538 538  Accounts receivable days 775 67.6 62.6 65.9 66.6
Total current liabilities 4,959 6,000 6,484 6,836 7,130 Accounts payable days 89.6 98.3 93.0 95.6 96.7
Long term debt 354 4,509 4,803 5,097 5,390
Deferred tax 159 218 218 218 218 Leverage ratios
Bonds payable - - - - - Net gearing (%) 37.2 373 43.0 35.7 289
Other long term liabilities 63 48 48 48 48 Net debt / EBITDA (x) 15 10 12 11 0.9
Total long term liabilities 3,737 4,775 5,069 5,363 5,657 Interest cover (x) 421 434 445 42.9 534
TOTAL LIABILITIES 8,696 10,775 11,552 12,199 12,786 Current ratio (x) 10 11 0.9 10 12
Shareholders’ funds 2,718 13,181 15,084 17,155 19,290 Valuation
Minority Interests 7 66 69 71 74 PER (X) 144 9.5 8.2 75 7.3
TOTAL LIAB AND EQUITY 21,422 24,022 26,705 29,425 32,150 EV/EBITDA (X) 10 75 70 6.3 6.0
PBR (x) 24 23 20 18 16
Net cash/ (debt) (4,730) (4911 (6,484) (6,127 (5,578)  Dividend yield (x) 34 5.1 5.9 6.5 6.7
Source: Company, Bloomberg, CSCI Research estimates
Please read the disclaimer on the last page. 1 August 2017
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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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