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China
Auto parts / Construction materials

- ) - HK$7.28*
Malaysia phase 2 and non-float glass upturn drive Target price: HK$7.75

2017 Prior TP: HK$7.55

Upside: 6%
» Auto and construction glass may rebound in 2017 — XYG’s management expects sales
volume for both automobile and construction glass to grow 5-10% YoY. We forecast ASP of auto
and construction glass to increase 4% and ~10% respectively. To recap, 2H16 auto glass sales
fell 7% YoY and 11.7% HoH due to anti-dumping issues in Brazil (comprises 3-4% of auto glass
sales) and restructuring of a US customer.

» Building 2 more lines in Malaysia — XYG announced the building of 2 float glass production
lines in its Malaysia plant, targeting to commence production in 2Q18. Our latest 2H18 revenue
and gross profit forecasts for Malaysia operations are HK$768m/HK$346m; and for full-year
2018 are HK$1.05b/ HK$473m respectively.

» Probable upside to CAPEX guidance — XYG provided 2017F CAPEX guidance of HK$2.5b,
which includes building the 2 Malaysian lines and PPE replacements in China. The guidance
does not include a new factory under consideration in a third country. If such a factory is to be
built, XYG’s CAPEX for 2017 may well go above HK$3b.

» New TP = HK$7.75, 6% upside — Our new revenue and NP forecasts for 2017/18/19 are
HK$14.8b/15.4b/15.8b and HK$4.06b/4.23b/4.41b respectively. Our TP is derived from 7x P/E
from XYG's float, architectural and automobile glass earnings and its holding value of 29.53% in
Xinyi Solar (XYS) (968 HK — HK$2.71 — LONG — TP=HK$3.49) with our target price. (Our target
price on XYS is 9.2x FY17 PE). On a blended P/E basis, XYG is trading at 7x 2017F P/E.

» Downside risks — 1) Sharp declines in float glass prices; 2) USD strengthening hurting auto
glass exports; 3) slowdown in property market.

Earnings Forecasts & Valuation Summary

Year ended 31 Dec 2015A 2016A 2017F 2018F 2019F
Revenue (HK$m) 11,460 12,848 14,808 15,358 15,808
EBITDA (HK$m) 2,908 4,165 4,987 5,295

Kingsway Financial Services Group Limited
Please see the important disclaimer and disclosures (if any) at the end of this report



Earnings revisions
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Financial forecasts

Years ended 31 Dec 2010A  2016A  2017F 2018F 2019F Years ended 31 Dec 2010A  2016A  2017F  2018F  2019F
Income statement (HK$'m) Ratios
Revenue 11,460 12,848 14,808 15358 15,808 Gross margin (%) 27.3 36.3 39.4 39.6 39.9
COGS (8,328) (8,189) (8,978)  (9,269)  (9,502) EBITDA margin (%) 25.4 324 33.7 345 35.0
Gross Profit 3,133 4,659 5,830 6,089 6,306 Net margin (%) 184 25.0 27.4 215 27.9
Other income 215 342 215 215 215 Selling & dist'n/Sales (%) 59 4.8 45 45 45
Other gains, net 379 159 0 0 0 Admin/Sales (%) 8.2 9.4 8.3 8.3 8.3
Selling & marketing costs (680) (620) (666) (691) (711) Payout ratio (%)
Admin expense (935) (1,202) (1,235) (1,281)  (1,319) Effective tax (%) 11.2 15.9 15.1 16.7 16.6
Gain on spin-off 0 0 0 0 0
Operating profit 2,113 3,338 4,143 4,331 4,491 Total debt/equity (%) 474 58.2 39.1 30.8 24.8
Add back: Depreciation 763 797 844 964 1,046 Net debt/equity (%) 37.2 37.2 34.9 26.7 19.6
Add back: Amortization 32 30 0 0 0 Current ratio (x) 1.0 11 1.0 1.0 11
EBITDA 2,908 4,165 4,987 5,295 5,537 Quick ratio (x) 0.7 0.9 0.7 0.7 0.7
Depreciation & Amortization (795) (827) (844) (964)  (1,046)
Finance income 40 51 18 8 10 Inventory T/O days 59 57 61 61 61
Finance costs (90) (128) (131) (114) (104) A/RT/O days 78 68 80 80 80
Share of PIL of assos 317 563 758 847 895 AIPT/O days 90 98 84 84 84
Profit before tax 2,380 3,823 4,788 5,072 5,292 Working capital days 47 26 57 57 57
Income tax expense (266) (607) (725) (845) (880)
Profit for the year 2,114 3,216 4,063 4,227 4,413 Asset turnover (x) 0.53 0.53 0.55 0.53 0.50
Less: Ml 0) 3) 0 0 0 Financial leverge (x) 1.68 1.82 1.61 1.52 1.46
Net profit 2,113 3,213 4,063 4,227 4,413 EBIT margin (%) 18.4 26.0 28.0 28.2 28.4
Interest burden (x) 11 11 12 1.2 1.2
Basic EPS (HK Cents) 53.88 82.78 10469  108.93  113.70 Tax burden (x) 0.89 0.84 0.85 0.83 0.83
Diluted EPS (HK Cents) 53.11 8119 10184 10596 110.60 Return on equity (%) 16.6 24.4 24.4 22.2 20.4
Years ended 31 Dec 2015A  2016E  2017F  2018F 2019F As at 31 Dec 2015A  2016A
Cash flow (HK$'m) Balance Sheet (HK$'m)
EBITDA 2,908 4,165 4,987 5,295 5,537 Leasehold land & land use rights 1,206 1,121
Non-cash adjustments 29 (25) 0 0 0 PPE 11971 11,831
Changes in w orking capital 375 281 (686) 2 22 Investment properties 437 547
Operating cash 3,311 4,420 4,301 5,298 5,559 Prepmt for PPE & land use rights 172 608
Taxes paid (223) (754) (989)  (1,050)  (1,085) Intangible assets 75 72
Interest paid (115) (128) (131) (114) (104) AFS financial assets 85 39
Net cash from operations 2,974 3,539 3,181 4,133 4,370 Investment in asso 2,535 3,258
Loans to an assp 29 49
Interest received 22 51 18 8 10 Other non-current assets 0 0
CAPEX (1,914) (1,853) (2,500) (1,700)  (1,700) Non-current assets 16,5610 17,524
Disposals of assets 18 0 0 0 0
Acquisition/disposal of subsidial 277 (295) 0 0 0 Inventories 1,223 1,321
Change in non-demand deposits 1) 4 4 0 0 Loans to assos +amt due fromasso 8 33
Advances to associates 2 0 0 0 0 Trade & other receivables 2,381 2,377
Dividends from associates 129 249 277 327 347 Non-demand deposits 1 5
Net change in investment prope! (53) 0 0 0 0 Cash & cash equiv. 1298 2,763
Others (1) 0 0 0 0 Current assets 4,911 6,499
Investing cash (1,520) (1,852) (2,202) (1,365) (1,343)
Total assets 21,422 24,022
FCF 1,454 1,687 980 2,768 3,027
At due to asso 0 0
Net issue/(repurchase) of share 1 (264) 0 0 0 Trade & other payables 2,112 2,297
Net issue/(redemption) of debt s 0 0 0 (620) 0 Current tax payable 333 538
Net changes in bank loans (18) 1,646  (1,181) 0 (500) Bank and other borrow ings 2514 3,165
Dividends (608) (1,320) (1,871) (2,057) (2,181) Current liabilities 4,959 6,000
Others 0 0 0 0 0
Financing cash (625) 62  (3,052) (2,677) (2,681) Bank borrow ings 2,894 3,889
Other borrowings - CBs 620 620
Net change in cash 829 1,749  (2,072) 91 346 Deferred tax liabilities 159 218
Cash and cash equiv b/f 831 1,298 2,763 691 782 Deferred government grants 0 0
X adjustments (25) 0 0 0 0 Other payables 63 48
Cash and cash equiv c/f 1,636 3,047 691 782 1,128 Ml 7 66
Non-current liabilities 3,744 4,841
Total net assets 12,718 13,181
Shareholders' equity 12,718 13,181
Issued capital 392 389
Reserves 3,886 1,330
Other retained earnings 8,440 11,462

Source: Company data, Sunwah Kingsway Research Estimates
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This document is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this document
may not be eligible for sale in certain jurisdiction. Neither this document nor any portion hereof may be taken distributed or transmitted directly or
indirectly into such jurisdiction nor to any residents thereof. Any failure to comply with this restriction may constitute a violation of the applicable laws
and regulations and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions. This
document has been produced for private circulation and may not be copied, photocopied, duplicated, or redistributed without the prior written
consent of Kingsway Financial Services Group Limited (“KFS”) and its affiliated companies (collectively, “Kingsway Group”).

This report is distributed in Hong Kong Special Administrative Region of the People’s Republic of China (“Hong Kong”) by KFS which is registered as
a licensed corporation under the Securities and Futures Ordinance (Cap.571 of The Laws of Hong Kong) with the Securities and Futures
Commission of Hong Kong (“SFC”) and its SFC CE number is ADF346.

The information contained in this report has been taken from sources believed to be reliable but no representation or warranty expressed or implied
is made as to their accuracy or correctness. This report is published for the assistance of recipients but is not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient. It is not to be construed as an offer, invitation or solicitation to buy or sell any
securities of the company or companies covered herein. Any recommendation contained in this report does not have regard to the specific
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