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NDR takeaway: bullish demand outlook

Target Price HK$4.08
(Previous TP HK$4.08)
Up/Downside -0.7%
SUMMARY. We had post-results NDR with XYS mgmt. Investors were interested Current Price HK$4.11
in XYS’ capacity expansion, margin improvement and PV glass pricing outlook in
4Q19. and 202.0. Mgmt. released bul_lish outlook for global PV demand, and Sl Saller S
explained details about XYS’ expansion strategy as well as means to further
solidify its costs leadership. Robin Xiao
(852) 3900 0849
B Aggressive capacity expansion reflects bullish demand outlook. XYS robinxiao@cmbi.com.hk
released 2020 effective PV glass output target to increase 42.1% YoY during
1H19 results briefing. Mgmt. expects solid PV demand growth in 4Q19 to be Stock Data
driven by China, and overseas installation will also expand rapidly to support X\g g?ﬁtgﬁ T£&$ mn) Siélelg
capacity release in 1H20. Moreover, XYS’ intention of expanding market 52w High/Low (HKS) 4.58/2.03
shares also explained why target capacity growth is substantially higher than Total Issued Shares (mn) 8,058

consensus market demand growth of 15-20% in 2020. We believe XYS’ plan
reflects a bullish demand outlook at the high end.

Satisfied with current PV glass pricing. Pricing at RMB26-27/sqm, XYS
makes ~30% GPM from PV glass sales. Mgmt. explained GPM led ahead
peers except Flat Glass (6865 HK) by 10ppt from 1) energy efficiency, 2)
economies of scale, and 3) all-round costs control. Mgmt. expected cost
advantages will be further solidified through in-house silica supply from
Guangxi. The industry has been facing costs pressures from silica sand, as
the material accounts for ~15% of production costs. Investing in in-house silica
supply will help XYS reduce silica costs by ~30%. As XYS is about to release
large scale capacity in 2020 with superior profitability, mgmt. is satisfied with
current PV glass product pricing, while peers may urge for a price hike.

Intending to add 1GW solar farm in 2019-20. XYS had obtained 470MW

Source: Bloomberg

Shareholding Structure

Xinyi Group Glass Co Ltd 26.5%
Yin Yee Lee 34.3%
Free float 39.2%

Source: HKEx

Share Performance

Absolute Relative
1-mth 9.0% 22.6%
3-mth -1.7% 9.3%
6-mth 23.4% 38.6%
12-mth 88.1% 106.3%

Source: Bloomberg

12-mth Price Performance

and 70MW grid-parity and tariff-bidding projects. Most of grid-parity projects G

are ground-mounted, and subsidy intensity for tariff bidding projects is only 50 T 96BHK  — HSl (rebased)
RMB2-3cent/KWh. At current RMB4/watt project development costs, mgmt. 4.0

saw no difference from returns level for those two project types with levered 3.0

equity IRR of ~10%. Mgmt. also expected another 10% solar farm 20

development costs cut in 2020/21, making grid-parity projects more profitable. 0@

B Maintain HOLD. We maintain forecasts and rating unchanged, and we see 0.0 A , , ,
8/2018 12/2018 4/2019 8/2019

improving market sentiment on 1) optimistic 4Q19 PV glass pricing, and 2)

2020 shipment growth and costs reduction. Source: Bloomberg
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Related Reports

1. “Xinyi Solar (968 HK) -1H results
slightly missed; heading to strong
2H” - 9 Aug 2019

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (HK$ mn) 9,527 7,672 8,952 11,791 14,960

Net income (HK$ mn) 2,332 1,863 2,216 2,533 3,558 2. “Xinyi Solar (968 HK) - Capacity
EPS (HK$) 0.33 0.25 0.28 0.31 0.44 expansion accelerating” — 27 May
YoY growth (%) 11 (24) 12 13 41 . 38;_9 . bles Sector. Chi

o Ina Renewables Sector- ina
o3 C AL CO A A ey eomaes o 16 o
Yield (%) 34 2.8 3.1 35 49
ROE (%) 23.9 18.3 17.2 17.6 21.6 Please cast your valuable vote

Net gearing (%) 64.7 76.5 41.3 47.8 331
Source: Company data, CMBIS estimates
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Figure 1: XYS will have significant growth in melting

capacity in the coming two years

Figure 2: We believe PV glass ASP is supported by
strong demand from China in 2H19E, but 2020/21E
ASP may face pressure as new capacity releases
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Figure 3: 12M forward P/E band

Source: Company data, CMBIS estimates

Figure 4. 12M forward P/B band
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Financial Summary

Income statement

Cash flow summary

YE Dec 31 (HK$ mn) FY17A FY18A FY19E FY20E FY21E YE Dec 31 (HK$ mn) FY17A FY18A FY19E FY20E FY21E
Revenue 9,627 7,672 8,952 11,791 14,960 EBIT 2,914 2,443 3,218 3,739 4,909
Solar glass sales 5,746 5,562 6,521 9,084 11,989 Depreciation and amortization 551 707 836 1,038 1,217
Solar power generation 1,474 1,920 2260 2,486 2,684 Change in working capital (1,765) (255) (877) (412) 1,177
EPC services 2,307 189 170 221 287 Taxation (242) (237) (295) (368) (488)
Cost of sales (6,122) (4,711) (5,128) (7,236) (9,497) Others (160) (246) (690) (838) (863)
Gross profit 3,405 2,960 3,824 4,555 5,463 Net cash from operating 1,298 2,412 2,191 3,159 5,952
Other Income 181 176 155 155 155 Capex (3,729) (2,248) (2,386) (3,528) (3,072)
Other gain/(losses),net 0 8) (5) (5) (5) Joint ventures investments (63) 17  (457) (603) (603)
Selling & marketing exps (239) (271)  (303) (418) (30) Others 1,302 - - - -
Admin and other exps (433) (413)  (453) (549) (674) Net cash from investment (2,490) (2,230) (2,843) (4,131) (3,675)
EBIT 2,914 2,443 3,218 3,739 4,909
Equity raised 2,572  (456) 1,200 - -
Financial income 14 10 23 39 48 Change of Debts 1,267 837 1,183 1,403 916
Financial cost (179) (256) (278) (317) (351) Dividend paid (999) (1,095) (854) (1,140) (1,462)
Exceptional - - - - - Others (1,137) (65) 2,924 603 603
Pre-tax profit 2,789 2,246 3,006 3,504 4,649 Net cash from financing 1,703  (778) 4,453 866 57
Income tax (265) (205) (316) (368)  (488) Netchangein cash 511 (597) 3,802 (105) 2,333
Minority interests (192)  (179) (474) (603) (603) Cash at the beginning 843 1,381 784 4,586 4,481
Net profit 2,332 1,863 2,216 2,533 3,558 Exchange difference 26 - - - -
Cash at the end of the year 1,381 784 4586 4,481 6,814
Balance sheet Key ratios
YE Dec 31 (HK$ mn) FY17A FY18A FY19E FY20E FY21E YE Dec 31 FY17A FY18A FY19E FY20E FY21E
Non-current assets 15,301 17,089 18,936 22,114 24,539 Sales mix (%)
Fixed assets 14,240 15,804 17,341 19,818 21,661  Solar glass sales 60.3 72.5 72.9 77.0 80.1
Land use rights 344 320 333 346 358 Solar power generation 15.5 25.0 25.2 211 17.9
Inv. in JV and Assos 453 433 894 1,497 2,100 EPC services 24.2 25 19 1.9 19
Others 264 532 368 453 419 Total 100.0 100.0 100.0 100.0 100.0
Current assets 7,467 6,803 11,388 12,654 15,033 Profit & loss ratios (%)
Cash 1,381 784 4586 4,481 6,814 Gross margin 35.7 38.6 42.7 38.6 36.5
Account receivable 4,167 4,154 4,555 5597 5,285 Pre-tax margin 29.3 29.3 33.6 29.7 311
Inventory 374 430 489 681 899 Net margin 24.5 24.3 24.8 21.5 23.8
Amount due from 4 Effective tax rate 9.5 9.1 10.5 105 10.5
Others 1545 1,432 1,758 1,895 2,035
Balance sheet ratios
Current liabilities 6,241 6,737 5,740 7,206 8,670 Current ratio (x) 1.2 1.0 2.0 1.8 1.7
Trade and other payable 2,941 2,780 2,677 3,722 4,911 Quick ratio (x) 11 0.9 19 1.7 1.6
Amount due 67 102 18 18 18 Cash ratio (x) 0.2 0.1 0.8 0.6 0.8
Current income tax liabilities 88 48 60 60 60 Debtors turnover days 1185 1979 1775 157.1 1328
Borrowings 3,145 3,773 2,986 3,407 3,681 Inventory turnover days 19.7 31.1 32.7 29.5 30.4
Others - 34 - - - Creditors turnover days 163.3 2216 1942 1614 165.9
Total debt / equity ratio (%) 67.9 72.7 56.7 58.1 55.2
Non-current liabilities 4,846 5096 7,038 8,020 8,661 Netdebt/ equity ratio (%) 64.7 76.5 41.3 47.8 33.1
Borrowings 4,787 4,997 6,967 7,949 8,590
Other payables 59 89 54 54 54 Returns (%)
Deferred tax liabilities - 11 17 17 17 ROE 23.0 17.9 17.1 17.6 21.6
ROA 10.2 7.8 7.3 7.3 9.0
Total net assets 11,680 12,059 17,546 19,542 22,241
Per share
Minority Interest 1559 1,625 4,549 5,152 5,755 EPS (HK$) 0.33 0.25 0.28 0.31 0.44
Shareholders' equity 10,121 10,434 12,997 14,390 16,486 DPS (HK$) 0.15 0.12 0.13 0.15 0.21
BVPS (HK$) 1.36 1.36 1.62 1.79 2.05

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst 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 that 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 stock(s) 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 stock(s) covered in this research report 3 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.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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