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Xinyi Automobile Glass Hong Kong Enterprises Limited [8328.HK; HK$2.24; Not Rated] - The motor is turning on.
Market Cap: US$185m; Free Float: 30.7%; 3-month Average Daily Turnover: US$0.2m

Analyst: Mark Po, CFA; Tel: (852) 3698 6318; markpo@chinastock.com.hk

The Company. Xinyi Automobile Glass Hong Kong Enterprises Limited (Xinyi
HK) is an investment holding company. The Company, through its subsidiaries,
is a service provider of vehicle glass repairs and replacement services in Hong
Kong. Xinyi HK provides its services for privately owned passenger vehicles,
taxis, trucks, buses and coaches in Hong Kong. Xinyi HK has transformed itself
into a new energy name with high exposure to the power storage segment since
its listing.

Xinyi HK currently has four service centres and a motorcade service team with
21 vehicles to provide on-the-road service. Driven by its strategy of enhancing
its business relationship with insurance companies, Xinyi HK entered into an
additional cooperation agreement with an insurance company in Hong Kong in
Q1 2018 to provide vehicle glass repair service for cars under their insurance
coverage. Xinyi HK management remains positive on the Hong Kong vehicle
glass repair and replacement market. Even though it is small, it is expected to
remain stable over the next few years. The automobile glass division reported
satisfactory growth in Q1 2018, and the growth momentum is expected to
continue for the rest of 2018. In Apr 2017, Xinyi HK subscribed for approximately
18% equity interest in Xinyi Wind Power (Jinzhai) Company Limited (Xinyi
Wind). Xinyi Wind has a wind farm in Anhui Province with the grid connection
completed in Q4 2017. Xinyi HK has formed a team of technicians for the
development, operation and maintenance of wind power farms.

Xinyi HK has been transforming itself into a new energy name with high
exposure to the power storage segment. The Group started setting up a
production plant for the production of lithium battery products in Q3 2016. Xinyi
HK’s production plant of li-lion battery products commenced production and
started shipping power batteries and energy storage applications in Q3 2017,
though the scale is small. Two of Xinyi's HK’s customers for power batteries are

engaged in the production of forklifts. In Mar 2017, Xinyi HK established {5 2 fi#

BB R (RE)EMRA T (Xinyi Power Storage) to engage in the

development and sale of energy storage facilities with lithium batteries, like large
-scale power banks for manufacturing facilities to facilitate load shifting and
power stabilisation, uninterruptible power supply, and power banks for
households. Xinyi HK’s products are delivered mainly as part of an integrated
system, comprising lithium batteries, a battery management system, and/or
other components like an energy management system and power conditioning
system. Xinyi Power Storage completed the R&D process, and its power banks
hit the market in 1H 2018. Xinyi HK’s current capacity is 300MW (50% LFP and
50% NCM), and the Company plans to the expand capacity to 1300MW in 12-18
months, based on its 1st phase expansion plan. We believe that the li-ion
business will make a positive contribution to gross profit in 2018 vs. negative
gross profit in 2017. According to management, the cost of materials for li-ion
battery products should decline YoY in 2018. Regarding non-industrial products,
Xinyi HK aims to promote its power bank products to households in overseas
markets. Xinyi HK is applying for certification and approval to sell its products in
Canada by partnering with a leading local player. After establishing the foothold
in Canada, Xinyi HK will penetrate the US and other Asian markets. Xinyi HK is
also conducting R&D on utility grade products which are suitable for remote
areas without well-established power networks. Xinyi HK is also developing
products for marine usage and targeting vessels for the interior river trade in
China. The adoption of electric-powered vessels will create much less pollution
than vessels with diesel engines.

On 11 Oct 2017, the Chinese government released a document regarding the
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(in HKD m) 2014 2015 2016 2017
Revenue 42.5 45.9 49.3 110.3
Gross Profit 16.8 17.5 14.1 24.0
Gross Margin % 39.5 38.2 28.6 21.7
Net Profit 9.9 (4.5) 0.1 9.4
Net Margin % 23.4 (9.9) 0.1 8.5
EPS (Basic) 0.02 (0.01) 0.00 0.02
ROE (%) n.a. (7.5) 0.1 8.3
Dividend Yield (%) - - - -
PER (x) 112.24 n.a. 23,010.14 132.24
PBR (x) 19.25 17.77 12.14 10.07
Capex (m) (1.8) (0.9) (40.0) (25.1)
Free cash flow (m) 9.7 7.3 (36.2) (57.3)
Net cash/(net debt) (m) 6.1 25.3 42.7 (15.5)

Source: Bloomberg, Company Data

energy storage industry, titled “Guidance on Promoting Energy Storage
Technology and Industry Development”. According to the document, the
development of the energy storage industry in China is divided into two
phases: the early stage of commercialization during the 13th FYP and
large-scale development in the 14th FYP. The development of the energy
storage industry in China is a critical part of energy industry development,
including power generation, power transmission & distribution, and
applications. The Chinese government aims to build the whole supply
chain for energy storage, from raw materials, battery technology and
super capacitors to micro-grid and smart-grid equipment in order to have
global influence. Xinyi HK raised HK$199.8m by way of a rights issue of
about 108m shares at subscription price of HK$1.85 per right share in
May 2018. The proceeds from the rights issue will be used for capacity
expansion.

Our view. We believe that Xinyi HK is a potential beneficiary of the
Chinese government’s policy of developing the energy storage industry.
We also believe that Xinyi HK will be the investment vehicle under the
Xinyi umbrella for the new energy sector (excluding solar power, which
falls under Xinyi Solar [0968.HK]). Shares of Xinyi HK have performed
well since our first discussion in Feb 2017. However, we believe that the
growth potential of the Company hasn’t been fully factored in. Given Xinyi
Glass [0868.HK] management’s track record, Xinyi HK may offer huge
upside on a long-term basis. Xinyi HK's 2018 results (both interim and
final), in our view, show the progress of its business transformation into a
new energy name with high exposure to the power storage segment.

Catalysts. (a) 1H 2018 results, (b) the formal release of its capacity
expansion plan, (c) government policy promoting the energy storage
industry, and (d) a breakthrough in overseas markets and an increase in
IR activity.
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects 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 International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy
International.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer 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 the 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 securities 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 securities covered in this research report three 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 cov-
ered in this report.

Explanation on Equity Ratings

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
Copyright Reserved
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.
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