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Xinyi Glass [0868.HK]
Another upgrade. Maintain BUY.

Xinyi Glass (XYG) management reiterated its positive guidance and said it expects the float glass mar-
ket to remain tight, as only limited capacity has resumed production recently. The float glass price has
continued to increase, given resilient downstream demand. The average float glass price in key cities in
China rose 20.5% from end-Jun to 14 Sep 2016. According to XYG management, the float glass price
in Guangdong rose 25% since end-Jun, and XYG is a major beneficiary, as about one-third of the
Company’s capacity is located in Guangdong. We raised our earnings forecasts for XYG for 2016 and
2017 by 6.8% and 6.0%, respectively, given the recent upsurge in the float glass price and improved
profitability. With resilient global aftermarket auto glass demand, the wide adoption of Low-E glass, and
capacity rationalization in the float glass industry in China, we expect XYG to post solid top- and bot-
tom-line growth in 2016-17E. XYG management mentioned that the Company is looking for M&A op-
portunities, as it is difficult to get quota for new production lines in China. XYG management is consid-
ering capacity expansion in Malaysia, which is a hub for covering ASEAN markets. Share price cata-
lysts include a further pick-up in construction glass prices, a further drop in energy costs, and a new
expansion plan by both XYG and Xinyi Solar (XYS). Shares of XYG have performed well YTD, and any
share price weakness due to profit-taking and weak market sentiment would offer a good buying oppor-
tunity for investors in our view. The market has been upgrading its earnings forecasts for XYG since
our previous upgrades. After the earnings revision, our earnings forecast for 2016 is the highest, and
we believe there is still upside for market consensus. XYG is now trading at 8.7x 2016 PER. With its
undemanding valuation, we maintain our BUY call with a higher target price of HK$8.69 (based on
10.5x 2016E PER, lower than its historical average and the average of its listed peers). The upward
revision of the target price is due to an increase in our earnings forecast.

Investment Highlights

(] Float glass price continued to perform strongly. Despite an increase in float glass capacity,
float glass prices continued to increase month to date (MTD) in Sept after a rally in Jul and Aug.
The average float glass price in key cities in China has risen 20.5% since end-Jun 2016 (14.8% in
Aug and 2.5% MTD in Sep). The YTD average float glass price in key cities in China has risen
10.2% YoY. XYG management highlighted that the float glass price in Guangdong has risen 25%
since end-Jun, outperforming the national average. XYG is a major beneficiary, as one-third of the
Company’s capacity is located in Guangdong. In some cases, XYG requires upfront payment
before product delivery. We maintain the view that downstream demand for float glass remains
healthy and that the recent upsurge in the float glass price is positive for leading players like XYG.

(] Overseas expansion to drive growth; other segments also performed well. Raw material
prices, especially for soda ash, are at a low level, and float glass capacity has remained stable
YTD. The strong float glass price has been translated into margin improvement for the most part.
XYG management also highlighted that it is difficult to get permission to install new float glass
capacity in China, so the Company is looking for M&A opportunities. We share the view that the
float glass industry in China will continue to consolidate and that the leading players such as XYG
will benefit. XYG is also considering capacity expansion in Malaysia, which is a hub for ASEAN
markets and offers medium-term growth potential. The Low-E glass price also rebounded in east-
ern and southwestern China, which is also in-line with our view that price competition in the con-
struction glass industry is coming to an end. Growth in demand for construction glass is expected
to pick up in 2H 2016, which might offer an upside surprise.

(] Upwards earnings adjustment and upside for market consensus. We lifted our net profit
forecasts for 2016 and 2017 by 6.8% and 6.0%, respectively. The upward earnings adjustment is
due to (a) an upward revision in the ASP of float glass products (5.7% and 2.6% for 2016 and
2017, respectively) and (b) a 1.5ppt upward revision in the gross margin of the float glass seg-
ment for 2016 and 2017. There was no major change in our forecasts for XYS, so the earnings
upgrade is related more to improvement in XYG's operating performance. The market has been
upgrading its earnings forecasts for XYG since our previous upgrades. After the earnings revision,
our earnings forecast for 2016 is at the high end of market consensus, and we believe there is still
upside for market consensus.

Key Financials (in HKDm) 2013 2014 2015 2016E 2017E

9,936.1 10.861.1 11,460.3 13,394.3 14,5715

EPS (Basic) o.89 o.35 o.54 o.a3 o.92
Change (YoY %) 189.9 ©1.3) sa.8 54.3 11.a
bPs $0.240 $0.150 $0.265 $0.409 $0.455

ROE (%) 31.8 111 16.9 23.5 23.1
Dividend Yield (%) 3.32 2.07 3.67 5.65 6.30
PER () 8.1 20.9 13.5 8.7 7.8
PBR () 2.3 2.3 2.2 1.9 1.7
FCF Yield (%) 1.16% -0.64% 3.69% 6.13% 7.67%

Capex (m) (3.752.3) (1.729.0) (1.967.0) (1.700.0) (1.500.0)
Free cash flow per share 0.1 0.0y o.3 0.4 o.e
Net Gearing (%) 33.6 a2.0 37.2 33.0 26.6

Source: Bloomberg, CGIS Research
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Figure 1: Results highlights

Results Highlights (HKD m) 1H 2015 2H 2015 1H 2016
Revenue 5,034 5,827 5,283 6,177 5,885 7,509
Cost of sales and services -3,697 -4,430 -3.873 -4,455 -3.844 -4,804
Gross profit 1,337 1,397 1,410 1,723 2,041 2,705
Other income and other gains and losses 247 152 287 307 147 245
Distribution and selling expenses -268 -340 -312 -367 -351 -403
Administrative expenses -472 -558 -441 -494 -533 -600
Finance costs -25 -14 -26 -24 -44 -17
JV & Associates 57 80 161 157 312 382
Profit before tax 876 716 1,079 1,301 1,572 2,313
Income tax expense -114 -114 -138 -128 -202 -269
Ml -0 -0 -2 -0 -0 -185
Profit for the period 762 602 939 1,173 1,369 1,860
Gross margin (%) 26.6 24.0 26.7 27.9 34.7 36.0
Operating margin (%) 17.9 12.5 20.9 21.4 27.5 31.0
Net Margin (%) 0.0 0.0 0.0 0.0 0.0 0.0
Turnover by products (HKDm)
Automobile glass 1,781 1,813 1,897 1,890 1,990 2,072
Construction glass 1,079 1,477 1,206 1,445 1,220 1,644
Float glass 2,175 2,538 2,180 2,843 2,675 3,794
Gross margin by products (%)
Automobile glass 42.1 41.5 44.1 44.6 48.7 47.4
Construction glass 37.0 34.1 31.7 35.6 39.0 38.7
Float glass 8.6 5.6 8.7 12.9 22.3 28.6
Source: Company, CGIS Research
Figure 2: Key assumptions for XYG

2012 2013 2014 2015 2016F 2017F
Turmnover (HKDmM)
Automobile glass 3,077.8 3,287.2 3,593.2 3,786.6 4,062.1 4,357.7
Construction glass 1,574.6 2,154.5 2,555.5 2,651.5 2,863.6 3,285.9
Float glass 3,780.6 4.,494.3 4.712.4 5,022.2 6,468.6 6,927.9
Total 8,433.0 9,936.1 10.,861.1 11,460.3 13,394.3 14,.571.5
YooY Change (26)
Automobile glass 6.8 9.3 5.4 7.3 7.3
Construction glass 36.8 18.6 3.8 8.0 14.7
Float glass 18.9 4.9 6.6 28.8 7.1
Total 17.8 9.3 5.5 16.9 8.8
Volume
Automobile (piece) 12,110.0 12,889.0 13.,582.8 14,.571.1 15,631.3
Construction(sgm) 16,363.0 19,380.0 20,107.5 22,620.9 25,448.4
Float glass (tonne) 2,927.0 3,510.0 3.856.8 4.,435.3 4.,657.0
YooY Change (2)
Automobile (piece) c.4 5.4 7.3 7.3
Construction(sgm) 18.4 3.8 12.5 12.5
Float glass (tonne) 19.9 9.9 15.0 5.0
ASP
Automobile (HKD/piece) 271.4 278.8 278.8 278.8 278.8
Construction (HKD per sgm) 131.7 131.9 131.9 126.6 129.1
Float glass (HKD per tone) 1,535.5 1,342.6 1,302.2 1,458.4 1,487.6
YooY Change (26)
Automobile (HKD/piece) 2.7 0.0 o o
Construction (HKD per sgm) o.1 o ““a.0) 2.0
Float glass (HKD per tone) (12.6) (3.0) 12.0 2.0
Gross margin (26)
Automobile glass 42.8 43.3 41.8 a44.3 48.0 48.0
Construction glass 37.2 39.9 35.3 33.9 38.9 38.9
Float glass 8.6 19.0 7.0 11.1 26.0 26.0
Blended 26.4 31.6 25.2 27.3 35.4 35.5
Net margin (26) 14.1 35.4 12.6 18.4 24.0 24.

Cost (HKDmMm)
S, G&A

(1,250.9)

(1,638.0)

(1,887.0)

Financial Expenses (57.3) (59.7) (38.1) “as.a) (60:7)
YooY Change (%)

S.G&A 18.4 30.9 (1.4) 16.9 8.8
Financial Expenses 4.2 (36.2) 32.0 (9.5) 33.7
CAPEX (HKDmM) 1,435.3 3,752.3 1,729.0 1,967.0 1,700.0 1,500.0
Net Gearing (26) 35.8 33.6 42.0 37.2 33.0 26.6

Source: Company, CGIS Research




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

Figure 3: Earnings projection

Income Statement (HKDm) FY2013 FY2014 FY2015 FY2016F FY2017F Cash Flow Statement (HKDm) FY2013 FY2014 FY2015 FY2016F FY2017F
Revenue 9,936 10,861 11,460 13,394 14,571 Net Income 3,282 1,227 1,796 2,703 2,920
Growth yoy% 17.8% 9.3% 5.5% 16.9% 8.8% Depreciation & Amort. 609 615 766 858 934
Gross Profit 3,137 2,733 3,133 4,746 5172 Change in Working Capital 190 (296) 456 (140) (202)
Growth yoy% 40.9%  (12.9%) 14.6% 51.5% 9.0% Cash from Ops. 4,082 1,546 3,018 3,420 3,652
Selling General & Admin Exp. (1,251)  (1,638)  (1,615)  (1,887)  (2,053) Capital Expenditure (3,752)  (1,729) (1,967)  (1,700)  (1,500)
Others Operating Expenses/Items 326 178 215 251 274 Sale of Property, Plant, and Equipment - - - - -
Operating Income 2,212 1,274 1,733 3,111 3,392 Change in Investing Acitivities 80 53 40 83 67
Growth yoy% na. (42.4%) 36.1% 79.5% 9.1% Cash from Investing (3,673) (1,676) (1,927) (1,617)  (1,433)
Interest Expense (59.7) (38.1) (50.2) (45.4) (60.7) Net increase in bank borrowings 874 873 16 333 0
Interest and Invest. Income
Income/(Loss) from Affiliates 297.6 137.6 317.3 694.8 899.4 Issuance of Common Stock 0 0 0 0 0
Other Non-Operating Inc. (Exp.) 0 0 0 0 0 Common Dividends Paid (945) (590)  (1,043)  (1,586)  (1,768)
Impairment of Goodwill 0 0 0 0 0 Special Dividend Paid - - - - -
Gain (Loss) On Sale Of Invest. 1,453 220 379 108 118 Other Financing Activities 0 0 0 (264) 0
Gain (Loss) On Sale Of Assets Cash from Financing (70) 282 (1,027) (1,518) (1,768)
Income Tax Expense (381) (228) (266) 471) (530)
Minority Int. in Earnings 0) (1) 2) (185) (240) Net Change in Cash 339 152 64 285 452
Net Income 3522 1364 2112 3212 3579
Growth yoy% 196.4%  (61.3%) 54.8% 52.1% 11.4%
Balance Sheet (HKDm) FY2013 FY2014 FY2015 FY2016F FY2017F Ratios FY2013 FY2014 FY2015 FY2016F FY2017F
ASSETS Profitability
Cash And Equivalents 1,042 831 1,298 1,543 1,995 Return on Assets % 19.7% 6.7% 9.9% 14.2% 14.3%
Receivables 2,255 2,487 2,381 2,473 2,688 Return on Capital % 11.6% 5.9% 7.9% 12.4% 12.0%
Inventory 1,232 1,478 1,223 1,270 1,380 Return on Equity % 31.8% 11.1% 16.9% 23.5% 23.1%
Other Current Assets 7 9 93 93 93
Total Current Assets 4,537 4,805 4,995 5,379 6,156 Margin Analysis
Net Property, Plant & Equipment 11,849 12,581 13,177 14,548 15,117 Gross Margin % 31.6% 25.2% 27.3% 35.4% 35.5%
Long-term Investments - - - - - SG&A Margin % 12.6% 15.1% 14.1% 14.1% 14.1%
Other Intangibles - - - - - EBIT Margin % 22.3% 11.7% 15.1% 23.2% 23.3%
Deferred Tax Assets, LT - - - - - EBITDA Margin % 28.4% 17.4% 21.8% 29.6% 29.7%
Other Long-Term Assets 3,265 3,649 3,249 3,954 4,851 Net Income Margin % 35.4% 12.6% 18.4% 24.0% 24.6%
Goodwill - - - - -
Accounts Receivable Long-Term - - - - - Asset Turnover
Total Long Term Assets 15,114 16,229 16,426 18,502 19,968 Total Asset Turnover 0.5x 0.5x 0.5x 0.6x 0.6x
Total Assets 19,651 21,034 21,422 23,882 26,124 Fixed Asset Turnover 0.7x 0.7x 0.7x 0.7x 0.7x
Accounts Receivable Turnover 4.5x 4.6x 4.7x 5.5x 5.6x
LIABILITIES & EQUITY Inventory Turnover 8.1x 7.3x 9.4x 10.5x 10.6x
Accounts Payable 1,744 1,978 2,112 2,194 2,384
Accrued Exp. - - - - - Liquidity
Short-term Borrowings 2,116 2,529 2,514 2,529 2,529 Current Ratio 1.1x 1.0x 1.0x 1.1x 1.2x
Curr. Port. of LT Debt - - - - - Quick Ratio 0.8x 0.7x 0.7x 0.8x 0.9x
Curr. Income Taxes Payable - - - - - Avg. Days Sales Out. 82.9 83.6 75.8 67.4 67.3
Unearned Revenue, Current - - - - - Avg. Days Inventory Out. 45.3 49.7 38.9 346 34.6
Other Current Liabilities 219 294 333 333 333 Avg. Days Payable Out. 85.9 83.6 89.6 90.9 88.9
Total Current Liabilities 4,079 4,801 4,959 5,056 5,246 Avg. Cash Conversion Cycle 84.9 83.5 62.2 61.2 61.2
Long-Term Debt 3,024 3,483 3,514 3,832 3,832 Net Debt to Equity 34% 42% 37% 33% 27%
Def. Tax Liability, Non-Curr. 160 159 159 159 159
Other Non-Current Liabilities 180 255 63 63 63 Growth Over Prior Year
Total Liabilities 7,442 8,699 8,696 9,110 9,301 Total Revenue 17.8% 9.3% 5.5% 16.9% 8.8%
Common Stock 7,100 5,940 4,277 5,898 7,710 Net Income 196.4%  (61.3%) 54.8% 52.1% 11.4%
Additional Paid In Capital - - - - - Payout Ratio % 26.8% 43.3% 49.4% 49.4% 49.4%
Retained Earnings 5,108 6,393 8,442 8,682 8,682
Treasury Stock
Comprehensive Inc. and Other - - - - -
Minority Interest 11 2.0 7.2 192.2 432.3
Total Equity 12,209 12,335 12,726 14,772 16,823

Total Liabilities And Equity 19,651 21,034 21,422 23,882 26,124
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Figure 4. XYG’s PER trend
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Figure 5: Average float glass price in Key Cities in China
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Figure 5: Peer comparison
Ticker Company EVIEBITDA PIB ROE Div yield Share Price Performance

Price  MarketCap  2016F 016F 2017 201F 2015 2016F 2015  2016F 2015 015 2016F M oM
US$m X X X X % % %

868HK  Xinyi Glass Holdings Ltd 3 %nT 81 18 na 83 76 na 23 19 169 BS99 142 LYY 55 B8 e 1090

98HK  Xinyi Slar Holdings Ltd 32 896 109 85 73 89 67 58 34 28 66 299 Wl 35 39038 00 09 200 A3
8328HK Xinyi Automobile Glass Hong Kong 1.5 1006 na  na o na naona ona 13 oma 75 na na. 00 na 202 na. na. na.
B00HK  China Glass Holdings Ltd 12 2006 na. naona ona ona ona L0 na 00 na b6 na. 00 na 00 19 35 14

f108HK  Luoyang Glass CompanyLitH 61 12602 na.  na  na na na na 60 na 290 na 189 na. 00 na 7 8538 392 25
BBHK  FueoGlassindstyGroopH 207 61579 49 130 U8 &7 76 68 27 15 W6 U4 1S 12 40 01 15 38

8865HK  Flat Glass Group Co Ltd 18 4176 53 50 40 na onma oma L1 08 205 191 99 112 47 na 11 192 U1 na.
Average 04 88 17 88 11 63 &2 W us ol u 123 uu 34 %1 09 39
600660CH  FuyaoGlassdustyGroupA 160 61579 137 119 109 89 77 70 25 22 W6 k7 1 125 na 48 U 176 138 314
000012 CH ~ Csg Holding CoLLtg-A g 2897 82 24 BL B2 WE 88 na 2T 77 W8 na 43 na. 26 83 45 93 32
601636 CH ~ Zhuzhou Kibing Group Co LA 37 W69 W4 B0 w7 %4 15 67 L7 16 33 Ul 18 na. na  na 22 U3 96 3.7
002163 CH  Avic Samin Co LigeA 82 9%8.7 na. 281 1066 na ona ona 91 95 U3 40 U na. na na 163 U0 92 16.1

600819 CH  Shanghai Yaohua Pikington-A 15 9755 na  naona o onaona ona 25 oma 0 na 33 na. na. na -2 JEN) 190 158
60087T6CH  Luoyang Glass CompanyLi-A 256 12601 3201 2328 251 na  na na 92 na N0 45 19 na. 00 na 15 44 10 50

Average 91 1020 %9 102 85 15 %0 40 36 72 52 84 00 31 28 n3y o oW 34
180277 Taiwan Glass Ind Corp 1520 BB6  na ona ona ona ona ona 09 na 02 na 39 na. na na 160 135 01 188
SISETI Turk Sise Ve Cam Fabrikalr 3 n®O 04 93 76 66 60 53 L0 09 M0 &1 A 48 a3 47 10 69 306
TRKCMTI Trakya Cam Sanayii As 4T3 63 91 75 75 64 52 08 07 61 54 W 87 o 3 46 ng 3 &4
APOGUS  Apogee Enterprises Inc Mg 1803 L7 BS 19 78 68 6l 30 27 BT ona UL na. I LY 19 94 200
50010 Asahi Glass CoLid 65200 7561 27 167 W8 53 50 48 08 07 39 33 18 2 28 50 122 6. 130
544 NpponElchicGlassCold 50500 2476 325 183 U5 42 41 39 05 05 19 16 W 19 na 3l 1 86 32 198
44 Cenbral Glass CoLtd 40000 8372 89 89 87 51 S0 48 05 05 72 58 M na. na 28 10 103 81 15

52020P Nippon Sheet Glass CoLid $00 793 M8 14 9% 6y 67 66 13 10 10 53 A3 06 o 00 50 11 12 -0
SGOFP Compagrie De Saint Gobein 9% wBene B BE w10 65 8y 12 11w 1129 EA na 33 39 33 03 6.1
PPGUS  Ppg Industies nc 016 26971 163 48 B 08 03 100 50 S0 w1 T 84 98 w2 55 34 14
GLWUS  Coming Inc n% o B L7 By ony 13 0 76 13 15 69 W3 7S b4 3 4 3 03 151 %8
Average 58 0y 1§ 69 64 60 15 15 69 88 37 41 % 4 06 6.7 51 5




€9 = B SR i [ [

CHINA GALAXY INTERNATIONAL

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 (6881.hk) 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

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 : noclear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
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