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Profit Margin of Float Glass Hit Record Highs, "Accumulate”
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° After a sharper-than-expected surge, float glass price is to fluctuate at
high levels in 4Q20. As national operating capacity reached a record high Rating: Accumulate
and inventory level has started to rebound, we believe that float glass price
may face some pressure in the short term, but pressure is to be limited given
positive outlook on sustainability of robust demand in 4Q20.
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° Profit margin of float glass hit record highs in August and September
despite a sharp rise in soda ash price. Based on recovery in supply and 6-18m TP H#xff: HK$15.40
recent retracement of futures price of soda ash, we believe that cost
pressure from soda ash on float glass will gradually ease.

° We have revised up EPS forecasts for 2020/ 2021/ 2022 by 1.8%/ 1.9%/
2.9%, respectively. We have mainly 1) slightly revised up revenue and
gross margin assumptions for float glass on sharper-than-expected price Stock performance
hikes of float glass in 3Q20 and 2) slightly revised down revenue and gross JBeAf 4

margin assumptions for automobile glass on impacts of RMB appreciation.

Share price i HK$14.400

100%
Raise TP to HK$15.40 but downgrade to "Accumulate". With new

production lines gradually put into operation in 2020, we expect XYG to earn
more market share on the back of rapid capacity expansion in each segment. 60%
We downgrade our investment rating mainly based on less attractive
valuation and short-term pressure on float glass price resulting from a
bounce in inventory level. Our TP represents 12.9x/ 11.4x/ 11.3x 2020-2022 20%
PE ratio and 2.6x 2020 PB ratio.
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Source: Bloomberg, Guotai Junan International.
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Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE

b LLON J 234 ) 53eE il B RS m#EE BRI T3 5313195 AR R

@ 12/31 (HK$ m) (HK$ m) (HK$) (2 %) ) (HK$) ) (HK$) (%) (%)

£ 2018A 16,014 4,237 1.057 4.5 13.6 4.664 3.1 0.520 3.6 23.0

é g 2019A 16,258 4,478 1.118 5.8 12.9 5.187 2.8 0.550 3.8 22.7
)‘( 8 2020F 17,674 4,795 1.193 6.7 12.1 5.951 2.4 0.585 4.1 21.4
yi E 2021F 19,952 5,412 1.345 12.7 10.7 6.655 2.2 0.665 4.6 21.3
fﬁ g 2022F 21,197 5,502 1.366 1.6 10.5 7.413 1.9 0.670 4.7 19.4
'3, Shares in issue (m) £ % (m) 4,035.3 Major shareholder K% LEE Yin Yee 22.7%

->% Market cap. (HK$ m) iif8 (HK$ m) 58,108.3 Free float (%) HHIELE (%) 54.6

3 month average vol. 3 > ¥ A2 i 4L (‘000) 12,368.3 FY20 Net gearing (%) FY20 i (/I - % 4 (%) 23.2

52 Weeks high/low (HK$) 52 i B/ (HKS) 15.140 / 7.740 FY20 Est. NAV (HK$) FY20 # it (H570) 15.9

Source: the Company, Guotai Junan International.
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MARKET ENVIRONMENT

After a sharper-than-expected surge, float glass price is to fluctuate at high levels in 4Q20. Thanks to continuous strong
sales since April 2020, national sales volume of float glass in 1-8M20 bounced back to positive growth for the first time in 2020
with a YoY growth rate of 0.9%. Sales-to-production ratio in 1-8M20 reached 96.7%, plus production line inventory level dropped
close to the corresponding period in 2019, showing that pent-up demand for float glass due to the COVID-19 pandemic has
been largely redeemed. National float glass price surged to a 10-year high on robust demand and tight supply. However, as
national operating capacity reached a record high and inventory level started to rebound, we believe that float glass price may
face some pressure in the short term, which has been reflected in the recent drop in futures price of flat glass. However, we
expect pressure to be limited given the positive outlook on sustainability of robust demand in 4Q20.

Figure-1: National Production and Sales of Float Glass Figure-2: National YTD Float Glass Sales / Production
million tons
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Source: China Architectural and Industrial Glass Association, Guotai Junan Source: Glassinfo, Guotai Junan International.

International.

Figure-3: National Float Glass Production Line Inventory  Figure-4: National Average Float Glass Price
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Figure-5: National Operating Capacity of Float Glass Figure-6: Spot Premium of Flat Glass Futures
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Profit margin of float glass hit record high in August and September despite the sharp rise in soda ash price. National
average price of heavy soda ash surged by more than RMB600/t since late August after several industry conferences held by
China Soda Industry Association. The price surge was mainly on the back of drop in inventory level resulting from tight supply
partly due to impact of floods plus improvement in demand driven by the glass industry. However, as price hikes of float glass
overwhelmed the rise in soda ash cost and gas cost remained low, profitability of float glass has been maintained at record
highs in September. Based on recovery in supply and recent retracement of futures price of soda ash, we believe that cost
pressure from soda ash on float glass will gradually ease. Potential downward correction in soda ash price may partly offset the
pressure on float glass price, so we believe that profitability of float glass will remain relatively high in 4Q20.

Figure-7: Spot Premium of Soda Ash Futures Figure-8: Glass-Natural Gas & Soda Ash Spread Index
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Source: CCAON, Zhengzhou Commodity Exchange, Guotai Junan International. Source: Glassinfo, JLC, CCAON, Guotai Junan International.

EARNINGS FORECASTS

We have revised up our EPS forecasts for 2020/ 2021/ 2022 by 1.8%/ 1.9%/ 2.9%, respectively. Main revisions are as
follows:

o Based on sharper-than-expected price hikes of float glass in 3Q20, we have slightly revised up our revenue and gross
margin assumptions for float glass.
o Based on impacts of RMB appreciation on exports, we have slightly revised down our revenue and gross margin
assumptions for automobile glass.
Table-1: Changes in Key Assumptions for Financial Forecasts
New Old Change

2020F 2021F 2022F 2020F 2021F 2022F 2020F 2021F 2022F
Revenue by segment (HK$ mn)
Float glass 8,909 10,221 10,810 8,727 9,927 10,018 +2.1% +3.0% +7.9%
Automobile glass 4,635 4,872 4,905 4,659 4,940 5,063 -05% -14% -3.1%
Architectural glass 4,131 4,859 5,481 4,180 4,864 5,490 -1.2%  -0.1%  -0.2%
Gross margin by segment
Float glass 37.7% 358% 31.5% 36.3% 34.4% 31.0% +1.4 ppts +1.4 ppts +0.5 ppts
Automobile glass 44.7%  44.2%  43.0% 459% 455% 442% -1.2 ppts -1.3 ppts -1.2 ppts
Architectural glass 37.3% 37.3% 37.6% 36.7% 37.2% 37.5% +0.6 ppts +0.1 ppts +0.1 ppts
Key financials (HK$ mn)
Revenue 17,674 19,952 21,197 17,566 19,731 20,571 +0.6% +1.1% +3.0%
Gross profit 6,969 7,625 7,572 6,840 7,476 7,397 +1.9% +2.0% +2.4%
Shareholders' profit 4,795 5,412 5,502 4,706 5,312 5,345 +1.9% +1.9% +2.9%
Basic EPS (HK$) 1.193 1.345 1.366 1.171 1.320 1.327 +1.8% +1.9% +2.9%

Source: Guotai Junan International.
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Figure-9: XYG's Revenue by Segment Figure-10: XYG's Domestic Float Glass Daily Capacity
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Source: the Company, Guotai Junan International. Source: the Company, Guotai Junan International.

VALUATION AND RECOMMENDATION

Raise target price to HK$15.40 but downgrade to "Accumulate". We derived our target price of HK$15.40 from
sum-of-the-parts (SOTP) valuation. Our target price represents 12.9x/ 11.4x/ 11.3x 2020-2022 PE ratio and 2.6x 2020 PB ratio.
With new production lines gradually put into operation in 2020, we expect XYG to earn more market share on the back of rapid
capacity expansion in each segment. Continuous share purchases of the Company's major shareholders also demonstrated
their confidence in the Company's future development. However, based on less attractive valuation and short-term pressure on
float glass price resulting from a bounce in inventory level, we have downgraded our investment rating to "Accumulate”.

Table-2: SOTP Valuation for XYG

HK$ million, unless specified XYG (ex-XYS) HK$ million, unless specified XYS
Valuation method PE ratio Valuation method Mark to market
XYG's shareholders' profit (2020F) 4,795 .

(-) Share of profit from XYS (after tax) (2020F) 607 XYS's market cap 84,815
XYG's core net profit (ex-XYS) (2020F) 4,187 , . L 0
(x) XYG's target core 2020 PE ratio 1 5x (x) XYG's shareholding ratio in XYS 24.41%
XYG's target core market cap 48,155 XYS's market cap attributable to XYG 20,703
XYG's total target NAV 68,859

(x 1-) Conglomerate discount 10.0%

XYG's discounted target NAV 61,973

No. of shares outstanding (m) 4,035

Target NAV per share (HK$) 15.40

Source: the Company, Guotai Junan International.

Figure-11: XYG's 12-Month Forward PE Ratio Figure-12: XYG's 12-Month Forward PB Ratio
13 2.6
12 2.4

10 2.0

A OO N 0 ©
=

PR PR
oON DO

0.6
<TTITOWOLOLOOOONNNNOOODOOOOOOOOO OO
SeiddgagiddgiggdgdgdaQdgagddgaqqgq
$035338568608500353383858885¢
[N =R Na =R N Na NN Na RN, Na =R RO Na =R N 0]
Fwd P/E Mean +1SD ====- 1SD Fwd P/B Mean +1SD ====- 1SD
Source: Bloomberg, Guotai Junan International. Source: Bloomberg, Guotai Junan International.

23 September 2020

Xinyi Glass 15 X 355 (00868 HK)

- Company Report

See the last page for disclaimer Page 4 of 7



O ERERIES

GUOTAI JUNAN SECURITIES Xinyi Glass (00868 HK)

Figure-13: XYG's 12-Month Forward EV/EBITDA Ratio Figure-14: Glass Cost Spread Index vs. Stock Price
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Table-3: Peers Comparison
Market Cap PE (fiscal year) PB (fiscal year) ROE(%)  DIY(%) EVIEBITDA
Company Stock Code  Currency  Last Price
(HKDmn)  19A 20F 21F 22F 19A 20F 21F 22F 20F 20F 20F
Hong Kong Listed Peers
Xinyi Glass Holdings Ltd 868 HK HKD 14.400 58,108 129 139 114 106 28 26 23 21 18.7 35 12.8
Fuyao Glass Industry Group-H 3606 HK HKD 26.950 90,732 205 238 172 149 28 27 25 23 1.3 2.8 171
Luoyang Glass Company Ltd-H 1108 HK HKD 2.540 5,423 232 na. na na 10 na na na n.a. n.a. n.a.
China Glass Holdings Ltd 3300 HK HKD 0.360 652 65 na na na 03 na na na n.a. n.a. n.a.
Flat Glass Group Co Ltd-H 6865 HK HKD 15.480 48,939 369 247 163 119 60 43 35 28 203 0.6 239
Xinyi Solar Holdings Ltd 968 HK HKD 10.040 84,815 332 250 189 159 57 49 41 35 20.2 1.9 18.4
Simple Average 222 219 160 133 31 36 31 27 17.6 22 18.0
Weighted Average 255 223 164 138 42 36 31 27 17.0 23 17.8
Mainland China Listed Peers
Fuyao Glass Industry Group-A 600660 CH CNY 33.670 90,731 290 340 251 215 40 38 35 33 1.2 2.0 17.3
Zhuzhou Kibing Group Co Ltd-A 601636 CH CNY 7.770 23,865 149 130 111 98 25 23 21 19 18.0 47 na.
CSG Holding Co Ltd- A 000012 CH CNY 5.500 14,874 324 239 192 128 18 17 16 14 8.1 0.9 n.a.
Luoyang Glass Company Ltd-A 600876 CH CNY 13.850 5,423 1435* na. na. na 59 na. na na n.a. n.a. n.a.
Shandong Jinjing Science-A 600586 CH CNY 3.450 5,636 485 575 493 na 12 na  na na n.a. n.a. n.a.
Shanghai Yaohua Pilkington-A 600819 CH CNY 4.510 4,426 205 na. na na 13 na. na na n.a. n.a. n.a.
Jiangsu Xiugiang Glasswork-A 300160 CH CNY 8.080 5714 385 367 337 na 48 na. na na n.a. n.a. n.a.
Hubei Sanxia New Building-A 600293 CH CNY 2.560 3,396 275.3* na. na. na. 08 na na na n.a. n.a. n.a.
Flat Glass Group Co Ltd-A 601865 CH CNY 24.400 48,939 659 433 308 240 105 75 60 47 19.3 0.3 245
Simple Average 357 347 282 170 36 38 33 28 14.1 2.0 20.9
Weighted Average 359 337 253 199 51 44 38 33 14.1 1.8 19.8
Global Listed Peers
Taiwan Glass Industry Corp 1802 TT TWD 13.000 10,074 na. na na na 09 na na na n.a. n.a. n.a.
AGC Inc 5201 JP JPY 3,150.000 53,135 157 356 137 108 06 06 06 0.6 1.7 29 7.0
Central Glass Co Ltd 4044 JP JPY 2,286.000 7,286 122 144 616 231 06 06 06 06 39 4.0 6.0
Nippon Sheet Glass Co Ltd 5202 JP JPY 427.000 2,875 37 na na 1454 04 09 39 22 -32.3 0.0 14.2
Compagnie De Saint Gobain SGO FP EUR 34.900 175,480 135 181 115 102 1.0 1.0 09 09 5.7 3.1 6.6
Turk Sise Ve Cam Fabrikalari SISETI TRY 6.550 14,948 77 98 71 56 10 10 09 09 9.3 1.9 6.6
Trakya Cam Sanayii AS TRKCM TI TRY 4.330 5,503 72 70 39 na 08 08 07 na 178 3.7 7.8
Simple Average 100 170 196 390 08 08 13 1.0 1.0 26 8.0
Weighted Average 133 209 130 120 09 09 09 08 49 3.0 6.8

Source: Bloomberg, Guotai Junan International.
Note: * excluded as outliers from average calculation.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (HK$ m) 2018A 2019A 2020F 2021F 2022F Year end 31 Dec (HK$ m) 2018A 2019A 2020F 2021F 2022F §
Total revenue 16,014 16,258 17,674 19,952 21,197 Property, plant and equipment 13,079 14,203 15,127 16,021 16,748 ci
Cost of sales (10,139) (10,375) (10,705) (12,327) (13,625) Right-of-use assets 3,744 3,594 3,769 3,986 4,190 é
Gross profit 5875 5,883 6,969 7,625 7,572 Investment properties 1,674 1,672 1,781 1,950 2,147 g
Investments in associates 4,680 5,554 6,573 7,838 9,368 g
Other income & gains 1,078 1,307 598 59 647 Others non-current assets 299 926 929 1,020 1,082 2
Selling & marketing costs (772) (940) (951) (1,048) (1,102) Total non-current assets 23477 25,949 28,179 30,814 33,534
Administrative & other expenses (1,635) (1,692) (1,677) (1,778) (1,876)
Operating profit 4,547 4,558 4,940 5,395 5,241 Inventories 1,755 2,045 2,076 2,440 2,707
Trade & other receivables 2,676 3,086 4,102 4,352 4,632
Finance costs, net (142) (182) (150) (128) (118) Cash & cash equivalents 4599 5,098 6,005 6,812 7,898
Share of results of associates 566 640 694 942 1,184 Other current assets 174 7 73 68 59
Profit before tax 4,970 5,016 5484 6,210 6,307 Total current assets 9,203 10,305 12,257 13,671 15,295
Income tax (723) (533) (684) (792) (800)
Profit after tax 4,248 4,483 4,800 5418 5,508 Total assets 32,679 36,254 40,435 44,485 48,830
Non-controlling interest (11) (5) (5) (6) (8) Trade & other payables 2,897 3,349 3513 3,685 3,982
Shareholders' profit / loss 4,237 4,478 4,795 5412 5,502 ST borrowings 3,094 4,459 4692 4,965 5238
Other current liabilities 611 613 667 752 799
Basic EPS 1.057 1.118 1.193 1.345 1.366 Total current liabilities 6,603 8,422 8,872 9,402 10,018
LT borrowings 6,875 6,350 6,924 7,508 8,059
Cash Flow Statement Other non-current liabilities 499 555 624 696 774
Total non-current liabilities 7,374 6,905 7,549 8,204 8,833
Year end 31 Dec (HKS m) 2018A 2019A 2020F 2021F 2022F
Profit before tax 4970 5016 5484 6210 6307 Total liabilies 13,977 15,327 16,420 17,606 18,851
Depreciation & amortization 1,004 1,074 1,133 1,189 1,256
Share of results of associates (566) (640) (694) (942) (1,184) Share capital 399 402 402 403 403 %
Changes in working capital 259 (267) (792) (458) (221) Reserves 18,225 20,444 23,528 26,388 29,482 %
Interest and income tax paid 815) 910) (%09) (©75) (1,044) Total shareholders' equity 18,625 20,846 23,930 26,790 29885 | X
Other adjustments (209) (494) 68 39 2% Minority inferest & 81 8 89 94 TO:
Cash from operating activities 4,643 3,779 4,291 5,063 5,140 Total equity 18,702 20927 24015 26,880 29979 X
~
Capital expenditure (1,763) (2,875) (1,859) (1,716) (1,684) Total equity & liabilities 32,679 36,254 40,435 44,485 48,830 j
Other investing activities (178) 816 (333) (347) (390) E
Cash from investing activities (1,941) (2,058) (2,192) (2,063) (2,074) 2
Financial Ratios =
X
Net changes in borrowings 1,503 840 806 857 823
Dividends paid (2,124) (2,084) (1,892) (2,888) (2,676) 2018A 2019A 2020F 2021F 2022F
Other financing activities (306) 108 (36) (19) 8) Gross margin (%) 36.7 36.2 394 38.2 367
Cash from financing activities (927) (1,136) (1,121) (2,050) (1,861) Operating margin (%) 284 280 280 210 41
Net margin (%) 265 215 271 271 26.0
Cash at beg of year 3,049 4599 5,008 6,005 6,812 ROE (%) 20 27 214 03 194
Net changes in cash 1,775 585 978 950 1,205 ROA (%) 141 137 134 133 123
Effect of exchange rate changes (225) (85) (7) (143) (119) Net gearing ratio (%) 282 271 232 209 17.8
Cash atend of year 4,599 5,098 6,005 6,812 7,898 Interest coverage ratio (x) 243 19.3 218 241 236

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition

Buy BYN Relative Performance>15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate == Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.
Neutral e Relative Performance is -5% to 5%;

or the fundamental outlook of the company or sector is neutral.
Reduce VEER Relative Performance is -5% to -15%;

or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition

The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform AR T Relative Performance>5%;
or the fundamental outlook of the sector is favorable.

Neutral o Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform kN Relative Performance<-5%;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for GUOTAI JUNAN | (01788 HK), JINSHANG BANK (02558 HK), BINHAI INVESTMENT (02886 HK), HAITIAN ANTENNA
(08227 HK), Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer
mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use 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 Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.
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