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Xinyi Solar (968 HK)

Solid fundamentals support rebound potential

We communicated with XYS on the impacts of coronavirus outbreak. XYS is
subject to limited impact from delay of work resumption to 10 Feb, and the
Company maintained solar glass production during CNY holidays. For
downstream demand, we see mild impacts at current stage as solar glass price
remains stable and XYS still has room to build up inventory to absorb potential
impacts. New capacity may be subject to slight delay, which would limit additional
supply in 1H20. Overall, we think XYS’ fundamentals remain largely intact, and
those solid fundamentals support share price rebound potential.

Maintaining production during CNY holidays. XYS delayed work
resumption to 10 Feb following Anhui government’s instruction for coronavirus
outbreak control. Based on continuous production and highly automated
production lines, however, XYS maintained production during CNY holidays.
According to mgmt., solar glass pricing in Feb will be decided after return to
work, but at current stage, mgmt. expected pricing to remain stable. According
to SCI99, one solar glass manufacturer in Jiangsu offered price quotation at
RMB29.5/28/sq m for 3.2/2.0-2.5mm products on 3 Feb respectively, also
implying stable pricing outlook despite the impact from coronavirus control.

Downstream demand impacts look mild. XYS is not explicitly concerned
about downstream demand, as 1) some downstream module manufacturers
maintain production during CNY holidays, and 2) most module manufacturers
will resume production from 3 Feb/10 Feb. According to mgmt., solar glass
producers on average had 1-2 weeks inventory before CNY holidays, implying
a tight supply situation. We believe XYS and peers have room to absorb 10-
15 days output through inventory building, and we think downstream demand
impact looks mild at current stage.

New capacity may be subject to slight delay. XYS will have 4x1,000 tonnes
new melting capacity commence operation in 2Q20 and 3Q20. We think those
new production line may have slight delay due to delay work resumption and
transportation control. We also observe some manufacturer delayed furnace
ignition from cold repair to Apr. We believe new supply will be very limited in
1H20, implying solar glass supply to remain tight during the period.

Fundamentals is largely intact, reiterate BUY. XYS’ share price declined
8.7% from historical high of HK$6.32 right before CNY holidays, due to the
panic sale led by coronavirus outbreak. We think solar glass sector and XYS’
fundamentals remained largely intact at current stage, share price decline
creates a good entry point. We reiterate BUY on XYS, TP maintains
unchanged at HK$6.62.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (HK$ mn) 9,527 7,672 9,492 12,054 16,024
YoY growth (%) 58.6 (19.5) 23.7 27.0 32.9
Net income (HK$ mn) 2,332 1,863 2,500 3,417 4,569
EPS (HK$) 0.33 0.25 0.31 0.42 0.57
YoY growth (%) 11 (24) 26 35 34
P/E (x) 16.9 221 17.5 13.0 9.7
P/B (x) 4.0 4.0 3.4 2.9 25
Yield (%) 2.7 2.2 2.7 3.7 4.9
ROE (%) 23.9 18.3 19.2 22.5 25.6
Net gearing (%) 64.7 76.5 35.1 48.9 33.2

Source: Company data, CMBIS estimates
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (HK$ mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (HK$ mn) FY17A FY18A FY19E FY20E FY21E
Revenue 9,627 7,672 9,492 12,054 16,024 EBIT 2,914 2,443 3,530 4,728 6,053
Solar glass sales 5,746 5,562 7,079 9,437 12,816 Depreciation and amortization 551 707 836 1,012 1,258
Solar power generation 1,474 1,920 2,243 2,396 2,920 Change in working capital (1,765) (255) (754) (744) 1,182
EPC services 2,307 189 170 221 287 Taxation (242) (237) (328) (472) (607)
Cost of sales (6,122) (4,711) (5,313) (6,509) (8,854) Others (160) (348) (584) (840) (878)
Gross profit 3,405 2,960 4,180 5,545 7,170 Net cash from operating 1,298 2,310 2,700 3,685 7,009
Other Income 181 176 155 155 155 Capex (3,729) (2,248) (1,997) (5,063) (3,589)
Other gain/(losses),net 0 (8) 5) 5) (5) Joint ventures investments (63) 17  (457) (603) (603)
Selling & marketing exps (239) (271) (326) (408) (553) Others 1,302 - - - -
Admin and other exps (433) (413) (474 (559) (714) Net cash from investment (2,490) (2,230) (2,454) (5,666) (4,192)
EBIT 2,914 2,443 3,530 4,728 6,053
Equity raised 2,572  (456) 1,200 - -
Financial income 14 10 25 40 48 Change of Debts 1,267 837 989 2,017 1,071
Financial cost (179) (256)  (276) (320) (366) Dividend paid (999) (1,095) (922) (1,420) (1,917)
Exceptional - - - - - Others (1,137) (65) 2,924 603 603
Pre-tax profit 2,789 2,246 3,323 4,492 5,778 Net cash from financing 1,703 (778) 4,191 1,200 (243)
Income tax (265) (205)  (349) (472) (607) Net change in cash 511  (698) 4,437 (781) 2,574
Minority interests (192) (179)  (474) (603) (603) cCash at the beginning 843 1,381 682 5,119 4,338
Net profit 2,332 1,863 2500 3,417 4,569 Exchange difference 26 - - - -
Cash at the end of the year 1,381 682 5,119 4,338 6,912
Balance sheet Key ratios
YE 31 Dec (HK$ mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 15,301 17,089 18,518 23,402 26,226 Sales mix (%)
Fixed assets 14,240 15,804 16,953 20,991 23,310 Solar glass sales 60.3 72.5 74.6 78.3 80.0
Land use rights 344 320 333 346 358  Solar power generation 15.5 25.0 23.6 19.9 18.2
Inv. in JV and Associate 453 433 894 1,497 2,100 EPC services 24.2 25 1.8 1.8 1.8
Others 264 532 339 568 458 Total 100.0 100.0 100.0 100.0 100.0
Current assets 7,467 6,803 12,049 12,746 15,626 Profit & loss ratios (%)
Cash 1,381 784 5119 4,338 6,912 Gross margin 35.7 38.6 44.0 46.0 44.7
Account receivable 4,167 4,154 4,685 5,632 5,459 Pre-tax margin 29.3 29.3 35.0 37.3 36.1
Inventory 374 430 531 708 961 Net margin 24.5 24.3 26.3 28.3 28.5
Amount due from - 4 - - - Effective tax rate 9.5 9.1 10.5 10.5 10.5
Others 1,545 1,432 1,715 2,068 2,294
Balance sheet ratios
Current liabilities 6,241 6,737 5,905 7,474 9,173 Current ratio (x) 1.2 1.0 2.0 1.7 1.7
Trade and other payable 2,941 2,780 2,900 3,863 5,241 Quick ratio (x) 1.1 0.9 2.0 1.6 1.6
Amount due 67 102 18 18 18 Cash ratio (x) 0.2 0.1 0.9 0.6 0.8
Current income tax liabilities 88 48 60 60 60 Debtors turnover days 1185 1979 169.9 156.2 126.3
Borrowings 3,145 3,773 2,927 3,533 3,854 Inventory turnover days 19.7 31.1 33.0 34.7 34.4
Others - 34 - - - Creditors turnover days 163.3 221.6 1951 189.6 187.7
Total debt / equity ratio (%) 67.9 72.7 54.9 57.8 54.4
Non-current liabilities 4,846 5,096 6,902 8,314 9,063 Netdebt/equity ratio (%) 64.7 76.5 35.1 48.9 33.2
Borrowings 4,787 4,997 6,831 8,243 8,992
Other payables 59 89 54 54 54 Returns (%)
Deferred tax liabilities - 11 17 17 17 ROE 23.0 17.9 18.9 22.5 25.6
ROA 10.2 7.8 8.2 9.5 10.9
Total net assets 11,680 12,059 17,761 20,361 23,616
Per share
Minority Interest 1559 1,625 4,549 5152 5,755 EPS (HK$) 0.33 0.25 0.31 0.42 0.57
Shareholders' equity 10,121 10,434 13,212 15,209 17,861 DPS (HK$) 0.15 0.12 0.15 0.20 0.27
BVPS (HK$) 1.36 1.36 1.63 1.88 2.21

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.

For recipients of this document in the United States

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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