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> Net profit forecasts for 2019 cut 3.7%
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Xinyi Glass
2018 results mixed, but operations remain solid

m Xinyi Glass's (XYG) 2018 results were in line with our expectations but turnover
growth was slower than expected, dragged down mainly by the float glass division.

= Management's tone on the outlook for float glass segment was somewhat neutral; it
expects the supply/demand dynamic in 2019 to be similar to that of 2018. XYG will
optimize its products mix to enhance overall profitability.

m We believe that expectations for the growth outlook for XYG have been re-set since
Oct 2018, and we remain constructive on XYG, as the unfavorable factors that put
pressure on its operating performance and share price have been fading.

m Potential share price weakness due to post-results earnings-cut forecasts by the
market will provide a good re-entry opportunity.

2018 results highlights

XYG reported a net profit of HK$4,236.8m in 2018, up 5.6% YoY from HK$4,103.8m in
2017, and turnover was HK$16,014.5m in 2018, up 8.7% YoY from HK$14,727.5m in
2017. The headline results were in line with our expectations of HK$4,271m. But turnover
growth in 2018 was lower than our expectations, dragged down by the float glass
division, which reported turnover of HK$8,424.4m in 2018, lower than our expectation of
HK$9,262.7. XYG's float glass turnover dropped 3.6% YoY to HK$4,240.8m in 2H 2018,
automobile glass turnover rose 4.8% YoY to HK$2,135.7m, and architectural glass
turnover rose 17.1% YoY to HK$1,890.2m in 2H 2018. The Company’s blended gross
margin was 35.8% in 2H 2018, down from 37.7% in 1H 2018 and from 37.4% in 2H 2017.
Xinyi Glass declared a final dividend of HK$0.27 per share in 2018, down from HK$0.28
in 2H 2017. The higher-than-expected other gains and other income boosted the
Company’s 2018 results.

Float glass industry expected to remain stable in 2019

During the results presentation, XYG management released neutral guidance for the float
glass industry and expected the supply/demand dynamic in 2019 to be similar to that in
2018. Effective industry capacity is expected to increase YoY in 2019 (less than 4%),
after taking into account of impact of cold repairing. XYG will optimize its products
portfolio to enhance overall profitability. Higher-margin products are expected to
contribute 40% of the Company’'s turnover. In 2019, XYG will focus on capacity
expansion in Zhangjiagang and Beihai. Management mentioned that the Beihai
production facilities will benefit from potential industry relocation in Guangdong province.
XYG will also secure upstream resources to maintain its competitiveness. XYG bears the
part of the 10% import tariff imposed by US government on auto glass. XYG
management mentioned that the increase in costs will be totally passed on to its
customers if the US government raises the import tariff to 25%. However based on
current news flow, it is unlikely the US government will raise import tariffs to 25%. Xingyi
Solar(XYS) management released positive guidance on bifacial solar panels, mentioning
that the adoption of bifacial solar panels has created growth opportunities for the
Company. Bifacial products accounted for 20% of XYS's turnover in 2018. The ASP of
solar glass has been gradually picking up. We expect XYS’s spin-off of Xinyi Energy to
be completed in the coming months. XYG will benefit indirectly from improved sentiment
on XYS.

Shares of XYG may come under pressure given slower-than-expected top-line growth in
2018. We remain constructive on XYG, as the unfavorable factors that put pressure on its
operating performance and share price have been fading. Any potential share price
weakness will provide a good re-entry opportunity. We revised down our net profit
forecasts for 2019 by 3.7%.

Financial Summary Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (HK$m) 12,848 14,728 16,014 18,159 20,593
Operating EBITDA (HK$m) 3,659 4,373 4,382 5,029 5,736
Net Profit (HK$m) 3,213 4,014 4,237 4,720 5,441
Core EPS (HK$) 0.83 1.01 1.06 1.18 1.36
Core EPS Growth 54.3% 22.1% 5.1% 11.4% 15.2%
FD Core P/E (x) 11.79 9.48 9.10 8.20 7.11
DPS (HK$) 0.40 0.48 0.52 0.58 0.67
Dividend Yield 4.12% 4.95% 5.36% 5.97% 6.88%
EV/EBITDA (x) 10.60 8.77 8.64 7.51 6.50
P/FCFE (x) 12.93 37.80 9.90 14.28 16.18
Net Gearing 37.1% 29.6% 28.8% 28.6% 27.2%
P/BV (x) 2.86 2.11 2.09 1.90 1.73
ROE 24.8% 25.6% 23.1% 24.3% 25.5%
% Change In Core EPS Estimates

CIMB/consensus EPS (x) 0.97 0.97 0.95
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Figure 1: Key assumptions

2019F
Turnover (HKDm)
Automobile glass 3,077.8 3,287.2 3,593.2 3,786.6 3,748.4 3,910.0 4,251.9 4,748.9 5,304.2
Construction glass 1,574.6 2,1545 2,555.5 2,651.5 2,590.2 2,800.6 3,383.2 3,907.6 4,513.3
Float glass 3,780.6 4,494.3 4,712.4 5,022.2 6,509.8 8,016.9 8,379.4 9,502.2 10,775.5
Total 8,433.0 9,936.1 10,861.1 11,460.3 12,848.4 14,7275 16,014.5 18,158.8 20,593.0

YoY Change (%)

Automobile glass 6.8 9.3 5.4 (1.0) 4.3 8.7 11.7 11.7
Construction glass 36.8 18.6 3.8 (2.3) 8.1 20.8 15.5 15.5
Float glass 18.9 4.9 6.6 29.6 23.2 45 13.4 13.4
Total 17.8 9.3 55 12.1 14.6 8.7 13.4 13.4
Volume

Automobile (piece) 12,110.0 12,889.0 13,582.8 13,582.8 13,786.6 14,338.0 15,054.9 15,807.7
Construction(sgm) 16,363.0 19,380.0 20,107.5 21,716.1 20,630.3 22,693.3 24,962.7 27,458.9
Float glass (tonne) 2,927.0 3,510.0 3,856.8 4,435.3 4,790.1 4,908.5 5,301.2 5,725.3

YoY Change (%)

Automobile (piece) 6.4 5.4 0 15 4.0 5.0 5.0
Construction(sqm) 18.4 3.8 8.0 (5.0) 10.0 10.0 10.0
Float glass (tonne) 19.9 9.9 15.0 8.0 25 8.0 8.0
ASP

Automobile (HKD/piece) 271.4 278.8 278.8 276.0 278.8 296.5 315.4 335.5
Construction (HKD per sgm) 131.7 131.9 131.9 119.3 135.8 149.1 156.5 164.4
Float glass (HKD per tone) 1,535.5 1,342.6 1,302.2 1,467.7 1,673.6 1,707.1 1,792.5 1,882.1

YoY Change (%)

Automobile (HKD/piece) 2.7 0.0 (1.0) 1.0 6.4 6.4 6.4
Construction (HKD per sgm) 0.1 0 (9.5) 13.8 9.8 5.0 5.0
Float glass (HKD per tone) (12.6) (3.0) 12.7 14.0 2.0 5.0 5.0

Gross margin (%)

Automobile glass 42.8 43.3 41.8 44.3 49.0 46.9 43.9 44.9 45.9
Construction glass 37.2 39.9 35.3 33.9 39.9 38.0 37.8 37.8 37.8
Float glass 8.6 19.0 7.0 111 27.5 31.7 32.6 32.6 32.6
Blended 26.4 31.6 25.2 27.3 36.3 37.0 36.7 36.9 37.2
Net margin (%) 14.1 35.4 12.6 18.4 25.0 27.3 26.5 26.0 26.0
Cost (HKDm)

S,G&A (1,056.7) (1,250.9) (1,638.0) (1,614.5) (1,822.4) (2,045.1) (2,407.0) (2,674.9) (3,033.4)
Financial Expenses (57.3) (59.7) (38.1) (50.2) (76.8) (106.5) (142.5) (163.9) (155.8)

YoY Change (%)

S,G&A 18.4 30.9 (1.4) 12.9 12.2 17.7 11.1 134
Financial Expenses 4.2 (36.2) 32.0 53.0 38.6 33.8 15.0 4.9)
CAPEX (HKDm) 1,435.3 3,752.3 2,092.0 1,701.4 1,756.5 3,195.4 2,453.0 2,500.0 2,500.0

Net Gearing (%) 35.8 33.6 42.0 37.2 37.3 29.7 29.0 28.7 27.3
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
Growth
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Profit & Loss

(HK$m) Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 12,848 14,728 16,014 18,159 20,593
Gross Profit 5,481 6,418 6,789 7,704 8,770
Operating EBITDA 3,659 4,373 4,382 5,029 5,736
Depreciation And Amortisation (822) (974) (914) (999) (1,119)
Operating EBIT 2,837 3,399 3,468 4,030 4,618
Financial Income/(Expense) (77) (107) (142) (164) (156)
Pretax Income/(Loss) from Assoc. 563 700 566 810 942
Non-Operating Income/(Expense) 501 704 1,078 860 975
Profit Before Tax (pre-El) 3,823 4,696 4,970 5,536 6,379
Exceptional ltems

Pre-tax Profit 3,823 4,696 4,970 5,536 6,379
Taxation (607) (682) (723) (805) (927)
Exceptional Income - post-tax 3) (0) (11) (11) (11)
Profit After Tax 3,213 4,014 4,237 4,720 5,441

Minority Interests

Preferred Dividends

FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 3,213 4,014 4,237 4,720 5,441
Recurring Net Profit 3,216 4,014 4,248 4,731 5,452
Fully Diluted Recurring Net Profit 3,216 4,014 4,248 4,731 5,452
Cash Flow

(HK$m) Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 3,659 4,373 4,382 5,029 5,736
Cash Flow from Invt. & Assoc.

Change In Working Capital (218) (329) 682 (199) (225)

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow 800 198 572 353 469
Net Interest (Paid)/Received (128) (151) (214) (235) (235)
Tax Paid (549) (565) (640) (805) (927)
Cashflow From Operations 3,565 3,525 4,783 4,144 4,817
Capex (1,756) (3,195) (2,453) (2,500) (2,500)

Disposals Of FAs/subsidiaries
Acqg. Of Subsidiaries/investments

Other Investing Cashflow (523) (114) 71 71 79
Cash Flow From Investing (2,280) (3,310) (2,382) (2,429) (2,421)
Debt Raised/(repaid) 1,646 792 1,503 1,000 0

Proceeds From Issue Of Shares

Shares Repurchased

Dividends Paid (1,552) (1,905) (2,079) (2,316) (2,669)
Preferred Dividends

Other Financing Cashflow

Cash Flow From Financing 94 (1,113) (576) (1,316) (2,669)
Total Cash Generated 1,379 (898) 1,825 399 (273)
Free Cashflow To Equity 2,931 1,007 3,904 2,715 2,397
Free Cashflow To Firm 1,413 366 2,614 1,950 2,632

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS... cont'd

Balance Sheet

(HK$m) Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 2,763 3,049 4,599 5,121 4,848
Total Debtors 2,377 3,072 2,676 3,023 3,415
Inventories 1,321 1,698 1,755 1,982 2,240
Total Other Current Assets 76 107 94 94 94
Total Current Assets 6,537 7,926 9,123 10,220 10,597
Fixed Assets 11,831 12,929 13,080 14,584 15,968
Total Investments 4,975 9,074 10,100 10,710 11,454
Intangible Assets 0 0 0 0 0
Total Other Non-Current Assets 680 370 298 307 304
Total Non-current Assets 17,486 22,373 23,477 25,601 27,725
Short-term Debt 3,165 2,068 3,094 3,094 3,094
Current Portion of Long-Term Debt
Total Creditors 2,297 2,554 2,897 3,273 3,698
Other Current Liabilities 538 535 611 611 611
Total Current Liabilities 6,000 5,157 6,603 6,978 7,404
Total Long-term Debt 4,509 6,399 6,875 7,875 7,875
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 48 108 82 82 82
Total Non-current Liabilities 4,557 6,507 6,957 7,957 7,957
Total Provisions 218 335 418 418 418
Total Liabilities 10,775 11,999 13,977 15,353 15,778
Shareholders' Equity 13,181 18,231 18,545 20,380 22,446
Minority Interests 66 69 78 88 99
Total Equity 13,247 18,300 18,623 20,468 22,545
Key Ratios

Dec-16A Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 12.1% 14.6% 8.7% 13.4% 13.4%
Operating EBITDA Growth 61.2% 19.5% 0.2% 14.8% 14.1%
Operating EBITDA Margin 28.5% 29.7% 27.4% 27.7% 27.9%
Net Cash Per Share (HK$) 1.27) 1.37) (1.34) (1.46) (1.53)
BVPS (HK$) 3.40 4.59 4.64 5.10 5.62
Gross Interest Cover 22.22 22.49 16.23 17.14 19.64
Effective Tax Rate 15.9% 14.5% 14.5% 14.5% 14.5%
Net Dividend Payout Ratio 48.3% 47.5% 48.9% 49.0% 49.0%
Accounts Receivables Days 67.77 67.52 65.50 57.27 57.21
Inventory Days 63.17 66.28 68.29 65.22 65.34
Accounts Payables Days 109.5 106.5 107.8 107.7 107.9
ROIC (%) 21.1% 25.3% 23.0% 28.0% 28.7%
ROCE (%) 14.4% 14.3% 12.6% 13.5% 14.3%
Return On Average Assets 14.5% 15.2% 14.0% 14.3% 15.1%
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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 performance should
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding 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, its subsidiaries and
associate companies (“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 International 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 interest

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

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) mentioned 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 transactions 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.

Galaxy International Securities 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 investment services in relation
to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this report.

Furthermore, Galaxy International Securities 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).

China Galaxy International has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the
production of research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment banking
function of Galaxy International Securities and procedures are in place to ensure that confidential information held by either the research or investment banking
function is handled appropriately.

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 covered in this report.

Explanation on Equity Ratings

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
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