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Xinyi Glass Holdings---------------------------------------------------------Maintain OUTPERFORM
EPS: ▲ TP: ▲

On an upswing
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● Xinyi Glass reported 114% YoY increase in its net profit to
HK$300 mn, on the back of 75% YoY growth in turnover to
HK$1.2 bn. Net margins improved from 20.0% in 1H06 to 24.5% in
1H07. Management attributed the strong earnings growth to
(1) successful vertical integration over the past year, (2) much
improved glass market/prices, (3) the company's timely capacity
expansion, and (4) effective costs controls.
● Going into 2H07, the company's earnings are expected to be further
boosted by (1) contribution from three new float glass lines coming on
stream in June, August, and October, (2) bus windshield line in 3Q07
and solar-X heat-reflecting auto laminated glass in 1H08, (3) two lowemission coated glass lines in 1H08, and (4) reduction in anti-dumping
duty on US exports to 0% starting April 2007.
● We upgraded our FY07 and FY08 net profit forecast by 25% and
28% on the back of the very strong set of 1H07 results. Our target
price has been revised up to HK$13.00 (previously HK$9.40),
based on 33.5x FY07E P/E, or 0.85 2007-2009E PEG. Maintain
our OUTPERFORM rating on Xinyi Glass.
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Exceptional growth in 1H07

Xinyi Glass reported 1H07 results, which were significantly ahead of
expectations. The company recorded 114% YoY increase in its net
profit to HK$300 mn, on the back of 75% YoY growth in turnover to
HK$1.2 bn. Gross margins improved from 36.3% in 1H06 to 40.2% in
1H07, while operating margins improved from 20.7% to 27.0%. As a
result of the significant operation improvements, net margins improved
from 20.0% in 1H06 to 24.5% in 1H07. In a meeting with top
management after the results announcement, the company attributed
the strong earnings growth to (1) successful vertical integration over
the past year, (2) much improved glass market/prices, (3) the firm’s
timely capacity expansion, and (4) effective costs controls.

Sales of auto glass increased by 52% YoY to HK$787 mn, accounting
for 64% of the company’s turnover. Gross margin for auto glass
increased from 38.7% in 1H06 to 43.8% in 1H07. Sales of construction
glass increased by 44% YoY to HK$257 mn, accounting for 21% of the
company’s turnover. Gross margin for construction glass increased
from 31.6% in 1H06 to 32.5% in 1H07. Finally, sales of float glass
accounted for 15% of the company’s turnover. With the two float glass
lines only commenced operation in 2H06, gross margin for float glass
already reached 35.9% in 1H07.
Figure 1: Xinyi Glass 1H07 results summary
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Source: Company data, Credit Suisse estimates.
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Outlook remains robust

Going into 2H07, the company's earnings are expected to be further
boosted by: (1) contribution from three new float glass lines coming on
stream in June, August, and October, (2) bus windshield line in 3Q07
and solar-X heat-reflecting auto laminated glass in 1H08, (3) two lowemission coated glass lines in 1H08, and (4) reduction in anti-dumping
duty on US exports from 3.71% to 0% starting April 2007. (Note that
US exports accounted for around 30% of the company’s 1H07 sales.)
Management expects the new float glass lines to make positive
earnings contribution immediately after they commence operation.
The cut in VAT rebate is expected to have limited impact on margins
as the company started to raise prices, in the range of 10-12%, in
June 2007. According to management, orders received from
customers since the price adjustment continue to be strong and have
not been negatively affected. In any case, the future impact of any
further cuts in VAT rebate and from the rising renminbi are expected
to be significantly reduced as the company increases its proportion of
domestic sales. Sales in Greater China are expected to increase from
39% in 1H07 to around 50% in 2H07, and 60% in FY08.
We upgraded our FY07 and FY08 net profit forecast by 25% and 28%,
on the back of the very strong set of 1H07 results. (FY07E EPS of
HK$0.39 and FY08E EPS of HK$0.58.) Our target price has been
revised up to HK$13.00 (previously HK$9.40), based on 33.5x FY07E
P/E, or 0.85 2007-2009E PEG. Maintain OUTPERFORM.
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