Company Flash Note

o [ SR o] B PR

CHINA GALAXY INTERNATIONAL

©

| Hong Kong | June 17, 2021

I Hong Kong
June 17,2021 - 7:17 AM

A D D (no change)

Consensus ratings*: Buy 19 Hold 0 Sell 0

Current price: HK$29.70
Target price: > HK$36.16
Previous target: HK$36.16
Up/downside: 21.8%
CGS-CIMB / Consensus: 14.3%
Reuters: 0868.HK
Bloomberg: 868 HK
Market cap: US$15,506m
HK$120,355m

Average daily turnover: US$27.10m
HK$210.4m

Current shares o/s 4,038m
Free float: 43.0%

*Source: Bloomberg

Key financial forecasts

Dec-21F Dec-22F Dec-23F
Net Profit (HK$m) 9,126 10,303 11,546
Core EPS (HK$) 2.26 2.55 2.86
Core EPS Growth 73.1% 12.9% 12.1%
FD Core P/E (x) 13.13 11.63 10.38
Recurring ROE 31.8% 32.5% 31.7%
P/BV (x) 4.06 3.53 3.08
DPS (HK$) 1.12 1.27 1.42
Dividend Yield 3.78% 4.27% 4.78%
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Price performance 1M 3M 12M
Absolute (%) 12.5 179 2113
Relative (%) 11 19.9 1945
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Xinyi Glass

Positive profit alert

Xinyi Glass issued a positive profit alert, saying that the Company’s net
profit is expected to increase by 260% to 290% in 1H21.

We raised our forecasts for Xinyi Glass and organized an investors call
earlier this month. The positive profit alert echoes our positive view.

Our forecasts already factored in a lower contribution from Xinyi Solar
[0968.HK].

We maintain our ADD rating, with a higher target price of HK$36.16, based
on 16x 2021 P/E (higher than the historical mean of 14x).

Strong 1H21 results

Xinyi Glass announced that its net profit is expected to increase by 260% to 290% yoy,
from HK$1,382.4m in 1H20 to HK$4976.6m—HK$5,391.4m in 1H21. According to the
announcement, the significant yoy increase in net profit in 1H21 is principally due to: a)
a significant increase in the average selling prices and the sales volume for the float
glass business during 1H21 as a result of strong float glass demand in China’s
construction sector compared to 1H20; and b) a significant increase in the contribution
from Xinyi Solar [0968.HK]. Based on the mid-point of the guidance of HK$5,184.2m,
Xinyi Glass’s 1H21 results accounted for 56.8% of our net profit forecasts for 2021F,
and the 1H21 results are stronger than we expected.

Remaining positive despite its outperformance

We raised our forecasts for Xinyi Glass (link) and organized an investors call earlier
this month. The positive profit alert echoes our positive view. We maintain the view
that the supply of float glass will be constrained in 2021 and 2022 because of stronger
environmental protection measures. Some production lines requiring cold repair are
unlikely to continue to operate despite the favourable market environment. Xinyi Glass
will continue to expand its capacity to deliver growth. Its float glass capacity is
expected to increase 26.0% yoy by the end of 2021, and will increase another 10% in
2022. Xinyi Glass will look for more acquisition targets in the China market, as well as
opportunities in overseas markets. Xinyi Glass is expected to outperform the industry
in terms of shipment growth, given its capacity expansion.

Xinyi Glass has been an outperformer since 2H20. But its valuation is still reasonable,
with a decent yield. We maintain our ADD rating, with a target price of HK$36.16,
based on 16x 2021 PER (higher than the historical mean of 14x). We maintain the
view that the float glass industry has entered a bull cycle, given the more favourable
supply/demand situation, and expect Xinyi Glass to outperform the industry because of
its capacity expansion.

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH CERTIFICATIONS, ARE PROVIDED AT THE END OF THIS REPORT. IF THIS REPORT IS DISTRIBUTED IN
THE UNITED STATES IT IS DISTRIBUTED BY CGS-CIMB SECURITIES (USA), INC. AND IS CONSIDERED THIRD-PARTY AFFILIATED RESEARCH.


http://download.chinastock.com.hk/cgiresearch/2021/Jun/Xinyi%20Glass%200868%2020210607%20CGIHK.pdf
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BY THE NUMBERS

Profit & Loss Balance Sheet
(HK$m) Dec-20A Dec-21F Dec-22F Dec-23F (HK$m) Dec-20A Dec-21F Dec-22F Dec-23F
Total Net Revenues 18,616 25,077 28,470 31,921 Total Cash And Equivalents 5,245 4,077 5,647 7,503
Gross Profit 8,892 12,669 14,343 15,819 Total Debtors 4,916 6,197 7,014 7,947
Operating EBITDA 6,129 9,197 10,430 11,463 Inventories 2,496 3,147 3,561 4,035
Depreciation And Amortisation (1,120) (1,261) (1,346) (1,428) Total Other Current Assets 284 284 284 284
Operating EBIT 5,008 7,936 9,085 10,035 Total Current Assets 12,941 13,704 16,506 19,769
Financial Income/(Expense) (155) (155) (163) (152) Fixed Assets 17,142 17,703 18,079 18,372
Pretax Income/(Loss) from Assoc. 1,124 1,783 1,869 2,208 Total Investments 13,779 15,571 17,449 19,665
Non-Operating Income/(Expense) 197 848 963 1,080 Intangible Assets 0 0 0 0
Profit Before Tax (pre-El) 6,175 10,412 11,753 13,171 Total Other Non-Current Assets 1,209 796 793 790
Exceptional ltems Total Non-current Assets 32,130 34,069 36,320 38,828
Pre-tax Profit 6,175 10,412 11,753 13,171 Short-term Debt 3,779 3,779 3,779 3,779
Taxation (899) 1,277) (1,442) (1,615) Current Portion of Long-Term Debt
Exceptional Income - post-tax ) ) ) ) Total Creditors 3,917 4,938 5,589 6,332
Profit After Tax 5,267 9,126 10,303 11,546 Other Current Liabilities 998 998 998 998
Minority Interests Total Current Liabilities 8,694 9,715 10,366 11,109
Preferred Dividends Total Long-term Debt 7,795 7,795 7,795 7,795
FX Gain/(Loss) - post tax Hybrid Debt - Debt Component
Other Adjustments - post-tax Total Other Non-Current Liabilities 199 199 199 199
Net Profit 5,267 9,126 10,303 11,546 Total Non-current Liabilities 7,993 7,993 7,993 7,993
Recurring Net Profit 5,276 9,135 10,312 11,555 Total Provisions 410 410 410 410
Fully Diluted Recurring Net Profit 5,276 9,135 10,312 11,555 Total Liabilities 17,098 18,118 18,769 19,513
Shareholders' Equity 27,884 29,556 33,949 38,967
Minority Interests 90 99 108 117
Total Equity 27,974 29,655 34,057 39,084
Cash Flow Key Ratios
(HK$m) Dec-20A Dec-21F Dec-22F Dec-23F Dec-20A Dec-21F Dec-22F Dec-23F
EBITDA 6,129 9,197 10,430 11,463 Revenue Growth 14.5% 34.7% 13.5% 12.1%
Cash Flow from Invt. & Assoc. Operating EBITDA Growth 41.4% 50.1% 13.4% 9.9%
Change In Working Capital (1,714) (911) (581) (663) Operating EBITDA Margin 32.9% 36.7% 36.6% 35.9%
(Incr)/Decr in Total Provsions Net Cash Per Share (HK$) (1.57) (1.86) (1.47) (1.01)
Other Non-Cash (Income)/Expense BVPS (HK$) 6.91 7.32 8.41 9.65
Other Operating Cashflow 1,332 827 942 1,059 Gross Interest Cover 25.98 41.17 47.13 52.06
Net Interest (Paid)/Received (193) (193) (193) (193) Effective Tax Rate 14.6% 12.3% 12.3% 12.3%
Tax Paid (911) (1,277) (1,442) (1,615) Net Dividend Payout Ratio 60.5% 49.6% 49.6% 49.6%
Cashflow From Operations 4,642 7,644 9,157 10,050 Accounts Receivables Days 78.66 80.88 84.69 85.54
Capex (3,773) (2,500) (2,500) (2,500) Inventory Days 85.46 82.99 86.66 86.10
Disposals Of FAs/subsidiaries Accounts Payables Days 136.7 130.2 136.0 135.1
Acg. Of Subsidiaries/investments ROIC (%) 30.6% 37.6% 40.9% 43.4%
Other Investing Cashflow 38 38 29 41 ROCE (%) 14.0% 19.5% 20.8% 20.8%
Cash Flow From Investing (3,735) (2,462) (2,471) (2,459) Return On Average Assets 13.4% 20.0% 20.8% 21.0%
Debt Raised/(repaid) 764 0 0 0
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid (3,190) (4,532) (5,117) (5,735)
Preferred Dividends
Other Financing Cashflow
Cash Flow From Financing (2,425) (4,532) (5,117) (5,735)
Total Cash Generated (1,518) 649 1,569 1,857
Free Cashflow To Equity 1,672 5,182 6,686 7,591
Free Cashflow To Firm 1,100 5,375 6,879 7,784
12-mth Fwd FD P/E (x) - Xinyi Glass Key Drivers
14 1 Dec20A  Dec2lF  Dec22F  Dec-23F
13 1 Automobile (piece) 14,967.5 15,715.9 16,501.7 17,326.7
12 4 Construction(sgm) 14,406.3 15,702.9 16,959.1 18,315.8
11 Float glass (tonne) 6,358.5 7,312.3 8,043.5 8,687.0
10 - Automobile (HKD/piece) 307.9 314.1 320.4 326.8
9 Construction (HKD per sqm) 153.6 159.7 166.1 172.7
g - Float glass (HKD per tone) 1,855.0 2,411.4 2,532.0 2,658.6
7 4
6 4
5 .
4 T T T T
Jan-17A Jan-18A Jan-19A Jan-20A Jan-21F
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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 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
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

ADD : The stock’s total return is expected to exceed 10% over the next 12 months.

REDUCE : The stock’s total return is expected to fall below 0% or more over the next 12 months.

HOLD :  The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.
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
20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.
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