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)

Change (YoY %6) 17.8 o3 5.5 1e.9 s.8
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Figure 1: Results highlights
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Figure 2: Key assumptions for XYG
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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

Sources: WIND, CGIS Research




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-
ing future performance. The recipient of this report should understand and comprehend the investment objectves and its related risks, and where
necessary consult their own independent fnancial advisers prior to any investment decision.

Where any part of the informaton, opinions or estmates contained herein refects 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 Internatonal Financial Holdings
Limited and any of its subsidiaries (“China Galaxy Internatonal”), directors, ofFcers, agents and employees (“the Relevant Partes”).

All opinions and estmates refect the judgment of the analyst on the date of this report and are subject to change without notce. China Galaxy Interna-
tonal and/or the Relevant Partes hereby disclaim any of their liabilites arising from the inaccuracy, incorrectness and incompleteness of this report
and its atachment/s and/or any acton or omission made in reliance thereof. Accordingly, this report must be read in conjuncton with this disclaimer.

Disclosure of Interests
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toned in this report.
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tons with the securites of the company(ies) mentoned in this report, perform services for or solicit business from such company(ies), and/or have a
positon or holding, or other material interest, or efect transactons, in such securites or optons thereon, or other investments related thereto.

China Galaxy Internatonal may have served as manager or co-manager of a public ofering of securites for, or currently may make a primary market in
issues of, any or all of the enttes mentoned in this report or may be providing, or have provided within the last 12 months, signifcant advice or invest-
ment services in relaton to the investment concerned or a related investment or investment banking services to the company(ies) mentoned in this
report.

Furthermore, China Galaxy Internatonal may have received compensaton for investment banking services from the company(ies) mentoned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).
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Explanaton on Equity Ratngs

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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