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Asia Pacific Equity Research

Xinyi Glass (868 HK)
Key notes from management meeting

04 March 2015

Overweight
Price: HK$4.67
03 Mar 2015
Price Target: HK$6.10
PT End Date: 31 Dec 2015

Xinyi Glass (XYG) is one of the largest and most diversified glass producers in China. We hosted a FY14 post results
investor meeting for the company on March 04, 2015. Here are some key notes:

Positive
• Auto glass doing well. Over 70% of XYG’s auto glass sales is for export, with the majority in the North American
market. Sales to North America overall rose 47% Y/Y in 2014, which was driven by a renewal of a supply contract to
one of the largest auto glass brands in the US. The new supply contract stipulated a larger guaranteed volume from
that customer. Management continues to expect strong growth as lower oil prices is leading to more driving (which
correlates to broken windshields and replacement demand).
• Float glass recovery slowly underway. Since prices bottomed out in China in July 2014 (at about Rmb1,300 to
Rmb1,400 per ton including VAT), prices recovered to about Rmb1,700 per ton - including VAT in southern China
(perhaps a little lower in other parts of China) by Jan 2015. One piece of positive news is that deliveries for January
were better than management’s expectations and better than last year. We note that this is a good sign as January is
normally quite weak and strong deliveries show some improvement in the overall credit and construction
environment. We expect prices will probably drop during slack season in Jan and early March, before recovering in
April.

Concern
• Low - E glass. GPM was lower by 3% in 2014 (to a still respectable 35.3%) due to more customers demanding
discounts due to the poor construction environment. Sales growth of 18% was also lower than management’s
expectations at the beginning of 2014. XYG is adding capacity by 36% in 2015 which is a little aggressive in our
view, given the difficulties in 2015. However, management mentioned that all of the new capacity is located in new
areas that XYG currently does not serve and is intended to capture market share in those areas from less efficient /
lower quality peers. However, we note that this still adds significantly (maybe 7% or so) to overall supply of low - E
glass in China.
• New wind power business. XYG announced in late 2014 that it is planning a new EPC business for wind power
where the company builds wind farms for third parties. This would be a small business for XYG in the initial years but
XYG plans to leverage its experience in grid connection and negotiations (from its solar farm operations) in order to
succeed in developing wind farms.

Others
• Expanding in Malaysia for strategic reasons. The new construction of new lines (HK$500m for XYG and HK
$500m for XY Solar) in Malaysia will be underway in 2015, with production sometime in 2016. The new plants
should benefit from lower labour and gas costs, plus could have tax advantages exporting to Asean countries duty free
and also exporting solar glass to the US and EU without incurring anti-dumping duties.
Price, valuation and risks. Our PT (Dec-15, DCF-derived) of HK$6.10 implies a forward P/BV of 1.8x and fwd P/E of
10.9x (FY16E). The key downside risks to our PT are falling demand for construction glass that could result from a
cooling property market in China, and further weakness in PV glass demand from Europe.
Please refer to our latest note, "Xinyi Glass: Lowering PT to HK$6.1 - Demand bottoming out with some upside in lower
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fuel costs” dated Mar 02, 2015 for details.

Investment Thesis
We believe that Xinyi is China's most diversified glass conglomerate. The defensive auto glass aftermarket business and the advanced
low emission construction glass business continued to do well in 2013 with stable growth and steady margins. The key drivers for
growth in the rest of this year is the recovery in margins for the float glass business, which was 9% for 2012 and 17% for 2013. In the
past, we have seen peak margins for float glass hit 40% when the market is in short supply. We could see margins exceed our estimate
in the peak season in 2014 (Aug to Nov) as demand should be strong and new supply slows to a trickle in 2014.
Valuation
Our Dec-15 PT is based on a DCF valuation that assumes a market risk premium of 6.0% and a risk-free rate of 4.2% (yield on 10year government notes in China). We have assumed a beta of 1.3 (Bloomberg Beta is 1.3). Accordingly, WACC is assumed at 11.3%.
We have estimated free cash flow for XYG until 2020 and assume a terminal growth rate of 3.0%. The terminal growth is based on the
annual growth rate expected in 2020 (the final year of the estimate period) subject to a minimum of 3% and a maximum of 6%,
depending on the nature of the industry and the level of maturity in China.
Risks to Rating and Price Target
The key downside risks to our OW rating and PT are falling demand for construction glass that may result from a cooling property
market in China and further weakness in PV glass demand from Europe.
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are
primarily responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with respect
to each security or issuer that the research analyst covers in this research) that: (1) all of the views expressed in this report accurately reflect his or her
personal views about any and all of the subject securities or issuers; and (2) no part of any of the research analyst's compensation was, is, or will be
directly or indirectly related to the specific recommendations or views expressed by the research analyst(s) in this report. For all Korea-based research
analysts listed on the front cover, they also certify, as per KOFIA requirements, that their analysis was made in good faith and that the views reflect
their own opinion, without undue influence or intervention.
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their
investment decision.

Important Disclosures

• Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Xinyi Glass within the past
12 months.

• Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Xinyi Glass.
• Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment banking
clients: Xinyi Glass.

• Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking Xinyi Glass.
• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking services in the
next three months from Xinyi Glass.
Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports
and all J.P. Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.
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inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may screen companies not covered
by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.
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The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period.
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe:
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total
return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock
will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the
next six to twelve months, we expect this stock will underperform the average total return of the stocks in the analyst’s (or the analyst’s team’s)
coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if applicable, the price target, for this stock because of either a lack of a
sufficient fundamental basis or for legal, regulatory or policy reasons. The previous rating and, if applicable, the price target, no longer should be
relied upon. An NR designation is not a recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each
stock’s expected total return is compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe.
If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s
research website, www.jpmorganmarkets.com.
Coverage Universe: Chik, Leon: China Auto Rental Incorporated (0699.HK), China Lesso (2128.HK), China State Construction (3311.HK), China
Travel International Investments HK Ltd (0308.HK), Dah Chong Hong (1828.HK), Fufeng Group (0546.HK), Haitian International Holdings (1882.
HK), Johnson Electric Holdings (0179.HK), Kingboard Chemical (0148.HK), Kingboard Laminates (1888.HK), Lee & Man Paper Manufacturing
(2314.HK), New Oriental Education (EDU), Nine Dragons Paper Holdings Ltd (2689.HK), Nord Anglia Education (NORD), PAX Global
Technology Ltd (0327.HK), Shenzhou International (2313.HK), Skyworth Digital Holdings (0751.HK), TAL Education Group (XRS), TCL
Multimedia (1070.HK), Techtronic Industries (0669.HK), Texhong Textile (2678.HK), VTech Holdings (0303.HK), Wasion Group Holdings Ltd
(3393.HK), Xinyi Glass (0868.HK), Xinyi Solar (0968.HK), eHi Car Services Ltd (EHIC)
J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

J.P. Morgan Global Equity Research Coverage
IB clients*
JPMS Equity Research Coverage
IB clients*

Overweight
(buy)
45%
56%
45%
75%

Neutral
(hold)
43%
49%
48%
67%

Underweight
(sell)
12%
33%
7%
52%

*Percentage of investment banking clients in each rating category.
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating
category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies,
please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan
representative, or email research.disclosure.inquiries@jpmorgan.com.
Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates
of JPMS, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, and may not be subject
to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by
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a research analyst account.
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authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by the Prudential Regulation
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Morgan Securities (Far East) Ltd, Seoul Branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52
002 888 011/AFS Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066)
is regulated by ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant
of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited (Corporate
Identity Number - U67120MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, Santacruz - East, Mumbai – 400098, is a
member of the National Stock Exchange of India Limited (SEBI Registration Number - INB 230675231/INF 230675231/INE 230675231) and Bombay Stock Exchange
Limited (SEBI Registration Number - INB 010675237/INF 010675237) and is regulated by Securities and Exchange Board of India. Telephone: 91-22-6157 3000,
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and is regulated by the Ministry of Finance and the Securities and Exchange Commission and its registered address is 3rd Floor, 20 North Sathorn Road, Silom,
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expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this document are to contact JPMSS or
JPMCB Singapore in respect of any matters arising from, or in connection with, the document. Japan: JPMorgan Securities Japan Co., Ltd. is regulated by the Financial
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Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the
month, the disclosure may be based on the month end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider/market maker
for derivative warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx
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securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities
described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only
by a dealer properly registered under applicable securities laws or, alternatively, pursuant to an exemption from the dealer registration requirement in the relevant
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affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as of the close of market for the securities discussed, unless
otherwise stated. Opinions and estimates constitute our judgment as of the date of this material and are subject to change without notice. Past performance is not
indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The opinions and
recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities,
financial instruments or strategies to particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial
instruments mentioned herein. JPMS distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic updates may be
provided on companies/industries based on company specific developments or announcements, market conditions or any other publicly available information. Clients
should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise.
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