Xinyi Glass [0868.HK]
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Investment Highlights

o 2017 results highlights. XYG'’s net profit increased 24.9% YoY to HK$4,013.8m in 2017, which beat
market expectations. XYG's turnover was HK$14,727.5m in 2017, up 14.6% YoY from HK$12,848.4m in
2016. The top-line growth of Xinyi Glass was driven mainly by the float glass division, which reported
turnover of HK$8,016.9m in 2017, up 23.2% YoY from HK$6,509.8m in 2016. Architectural glass and
automobile glass reported respective YoY sales growth of 8.1% and 4.3% in 2017. XYG's automobile
glass segment successfully resumed growth in 2H 2017, as the Company’s automobile segment was
affected by unfavourable currency movements, a drop in sales in some emerging markets, and the spin-
off of Xinyi HK [8328.HK] in 1H 2017. The gross profit margins for float glass, architectural glass and
automobile glass were 31.7%, 38.0% and 46.9%, respectively, in 2017 vs. 27.5%, 39.9% and 49.0% in
2016. The drop in the gross margins of automobile glass and construction glass was due mainly to higher
input costs (higher float glass prices). The blended gross profit margin improved from 36.3% in 2016 to
37.0% in 2017, principally due to an increase in the average selling price of float glass, along with a wider
variety in the product mix. Xinyi Glass declared a final dividend of HK$0.28 per share for 2017

o All divisions expected to report better growth. XYG management remains positive on the outlook for
all three business divisions. It expects demand for float glass in China to be resilient in 2018 and 2019,
given strong property sales in 2017 and property under construction. Float glass capacity is expected to
drop 2-5% in 2018, given capacity shutdown in late 2017 and increasing environmental protection con-
trols. Float glass prices are expected to hold up well in 2018 and 2019, as there will be no major increase
in production capacity in 2017 and 2018. Management mentioned that cost of production is expected to
come down YoY in 2018, given a drop in soda ash prices, which dropped from RMB2,400/tonne in Nov/



Figure 1: Results highlights

Results Highlights (HKD m) 1H 2014 2014 1H 2015 2H 2015 1H 2016 2016 1H 2017 2H 2017
Revenue 5,034 5,827 5,283 6,177 5,885 6,963 6,677 8,051
Cost of sales and services -3,697 -4,430 -3,873 -4,455 -3,844 -4,346 -4,248 -5,036
Gross profit 1,337 1,397 1,410 1,723 2,041 2,618 2,429 3,015
Other income and other gains and losses 247 152 287 307 147 547 96 598
Distribution and selling expenses -268 -340 -312 -367 -351 -269 -334 -341
Administrative expenses -472 -558 -441 -494 -533 -669 -586 -784
Finance costs -25 -14 -26 -24 -44 -52 -50 -47
JV & Associates 57 80 161 157 312 250 368 332
Profit before tax 876 716 1,079 1,301 1,572 2,425 1,923 2,773
Income tax expense -114 -114 -138 -128 -202 -405 -285 -397
Mi -0 -0 -2 1 -0 -2 -2 2
Profit for the period 762 602 939 1,174 1,369 2,018 1,636 2,378
Gross margin (%) 26.6 24.0 26.7 27.9 34.7 37.6 36.4 37.4
Operating margin (%0) 17.9 12.5 20.9 21.4 27.5 35.6 29.6 35.0
Net Margin (%) 15.1 10.3 17.8 19.0 23.3 29.0 24.5 29.5
Turnover by products (HKDm)
Automobile glass 1,781 1,813 1,897 1,890 1,990 1,758 1,871 2,039
Construction glass 1,079 1,477 1,206 1,445 1,220 1,370 1,186 1,614
Float glass 2,175 2,538 2,180 2,843 2,675 3,835 3,619 4,398
Gross margin by products (%)
Automobile glass 42.1 41.5 44.1 44.6 48.7 49.3 47.8 46.2
Construction glass 37.0 34.1 31.7 35.6 39.0 40.6 37.5 38.4
Float glass 8.6 5.6 8.7 12.9 22.3 31.2 30.1 33.0
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Figure 2: Key assumptions for XYG

2012 2013 2014 2016 2017 2018F 2019F
Turnover (HKDmM)
Automobile glass 3,077.8 3,287.2 3,593.2 3,786.6 3,748.4 3,910.0 4,050.0 4,374.0
Construction glass 1,574.6 2,154.5 2,555.5 2,651.5 2,590.2 2,800.6 3,146.5 3,535.1
Float glass 3,780.6 4,494.3 4,712.4 5,022.2 6,509.8 8,016.9 9,347.7 11,310.7
Total 8,433.0 9,936.1 10,861.1 11,460.3 12,848.4 14,727.5 16,544.3 19,219.9
YoY Change (26)
Automobile glass 6.8 9.3 5.4 (1.0) 4.3 3.6 8.0
Construction glass 36.8 18.6 3.8 (2.3) 8.1 12.4 12.4
Float glass 18.9 4.9 6.6 29.6 23.2 16.6 21.0
Total 17.8 9.3 5.5 12.1 14.6 12.3 16.2
Volume
Automobile (piece) 12,110.0 12,889.0 13,582.8 13,582.8 13,786.6 14,475.9 15,634.0
Construction(sgm) 16,363.0 19,380.0 20,107.5 21,716.1 20,630.3 22,074.4 23,619.6
Float glass (tonne) 2,927.0 3,510.0 3,856.8 4,435.3 4,790.1 5,077.5 5,585.2
YoY Change (20)
Automobile (piece) 6.4 5.4 o 5.0 8.0
Construction(sgm) 18.4 3.8 8.0 (5.0) 7.0 7.0
Float glass (tonne) 19.9 9.9 15.0 6.0 10.0
ASP
Automobile (HKD/piece) 271.4 278.8 278.8 276.0 278.8 279.8 279.8
Construction (HKD per sgm) 131.7 131.9 131.9 119.3 135.8 142.5 149.7
Float glass (HKD per tone) 1,535.5 1,342.6 1,302.2 1,467.7 1,673.6 1,841.0 2,025.1
YoY Change (26)
Automobile (HKD/piece) 2.7 0.0 (1.0) 1.0 O. o
Construction (HKD per sgm) 0.1 o (9.5) 13.8 5. 5.0
Float glass (HKD per tone) (12.6) (3.0) 12.7 14.0 10.0 10.0
Gross margin (20)
Automobile glass 42.8 43.3 41.8 4.3 49.0 46.9 46.9 46.9
Construction glass 37.2 39.9 35.3 3.9 39.9 38.0 39.0 39.0
Float glass 8.6 19.0 7.0 1 2 31.7 33.2 33.2
Blended 26.4 31.6 25.2 2 3 37.0 37.7 37.4
Net margin (20) 14.1 35.4 12.6 2 27.3 27.2 26.8
Cost (HKDm)
S.G&A (1,056.7) (1,250.9) (1,638.0) (1,614.5) (1,822.4) (2,045.1) (2,297.4) (2,668.9)
Financial Expenses (57.3) (59.7) (38.1) (50.2) (76.8) (96.6) (96.6) (110.3)
YoY Change (20)
S.G&A 18.4 30.9 .4 12.9 12.2 12.3 16.2
Financial Expenses 4.2 (36.2) 32.0 53.0 25.7 o 14.2
CAPEX (HKDmM) 1,435.3 3,752.3 1,729.0 1,967.0 1,853.0 2,500.0 2,500.0 2,500.0
Net Gearing (20) 35.8 33.6 42.0 37.2 37.3 29.7 30.3 27.7
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Figure 4: XYG’s PER trend
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Figure 5: Peer comparison
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Disclaimer

This research report is not directed at, or intended for distributon to or used by, any person or entty who is a citzen or resident of or located in any
jurisdicton where such distributon, publicaton, availability or use would be contrary to applicable law or regulaton or which would subject China
Galaxy Internatonal Securites (Hong Kong) Co., Limited (“Galaxy Internatonal Securites”) and/or its group companies to any registraton or licensing
requirement within such jurisdicton.

This report (including any informaton atached) is issued by Galaxy Internatonal Securites, one of the subsidiaries of the China Galaxy Internatonal
Financial Holdings Limited, to the insttutonal clients from the informaton sources believed to be reliable, but no representaton or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an ofer, invitaton or solicitaton to buy or sell any securites of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indicaton or guarantee of future performance, and no representaton or warranty, express or implied, is made regard-




