
EQUITY RESEARCH 

 

Page | 1 | PHILLIPCAPITAL HONGKONG RESEARCH 

FLAT GLASS (6865 HK) 

Demand is delayed in the short term, but the medium- and 
long-term industry boom is expected to continue 
Hong Kong | Industrial Goods | Update Report 

 

 
 

17 June 2020 

 
 

Investment Summary 
 
Results Maintained Rapid Growth 
Flat Glass recorded a revenue of RMB4,807 million in 2019, up by 56.9% yoy because of the 
rise of unit price resulting from commission of new production capacity and the recovery of 
demand. The Company reported net profit attributable to the parent company of RMB717 
million, up by 76% yoy; a net cash flow from operating activities of RMB510 million, up by 
18.4% yoy; a weighted return on equity of 17%, up by 5% yoy. 
 
Both the Quantity and the Price Increased, with Revenue from PV Glass Accounting for 
Nearly 80% 
In 2019, the sales volume of PV glass of the Company reached 160 million square meters, up 
by 67% yoy. The gross margin of the Company increased by 5.18 ppts to 32.87% because of 
the recovering price of PV glass, improvement of production efficiency of the newly-
commissioned production capacity and improvement of product mix (thin glass accounted 
for a higher proportion). 
On a closer look, the Company reported revenue of RMB3.75 billion, RMB171 million, 
RMB451 million and RMB336 million, respectively, from PV glass, float glass, engineering 
glass and home glass, up by +79%, +9%, +14% and +1% yoy, respectively. Segment gross 
profit margins was 32.9%, 12.4%, 22% and 28.1%, respectively, which changed by +3.04, -
2.83, -2.6 and +0.9 ppts yoy, respectively. The proportion of revenue from PV glass increased 
to 78%, approaching 80%. Total production capacity increased to 5400 tons/day. 
In Q1 2020, the Company recorded a revenue of RMB1,203 million, up by 29.10% yoy and 
down by 15.6% qoq; net profit of RMB215 million, up by 97.0% yoy and up by 2.6% qoq. 
Because of the continuance of effect of price yoy lift of PV glass, plus with the low material 
price, 2020Q1 gross margin continued to hike, reaching a historic height of 39.88%. 
In 2019 and Q1 2020, the Company recorded an administration and R&D expense ratio of 
6.8% and 5.8%, respectively, down by 0.8 ppts and1.4 ppts yoy, respectively. However, the 
sales expense ratios were 5.31% and 5.8%, up by 1.12 ppts and 1.25 ppts yoy, respectively, 
which is mainly because of the increase in transport unit price. 
 
The Pandemic Delay the Demand, but the Prospect of the Industry May Continue in H2 
In 2019, domestic PV market tightened, but great performance was reported in overseas 
market, with export increasing rapidly. Strong overseas momentum was continued in Q1 
2020, which compensated the shortage of domestic demand due to domestic suspense of 
work. In Q2, the delay of overseas demand caused by the pandemic put pressure on the 
price of PV glass, which may exert some negative impact on the results of the Company in 
2020 Q2. However, the revenue from European and American markets only accounted for 
10% of the total revenue of the Company. We expected that the demand side will improve 
steadily from H2 because of the reopen. Looking forward, the PV industry has entered the 
phase of scale competition. The concentration of the industry continuously roused, and the 
total market share of the Company and Xinyi Solar has exceeded 50%, which helped the 
double-oligarchy layout taking shape. 
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KEY FINANCIALS 

CNY mn FY18 FY19E FY20E FY21E 

Net Sales 3040  4807  5624  8098  

Net Profit 411  717  929  1460  

EPS, CNY 0.23 0.37 0.48 0.75 

P/E, x 23.5  14.9  11.7  7.5  

BVPS, CNY 2.02 2.31 2.78 3.52 

P/BV, x 2.7  2.4  2.0  1.6  
DPS  0.05 0.03 0.07 0.15 
Div. Yield (%) 0.8% 0.5% 1.3% 2.7% 

Source: Company reports, Phillip Securities Est. 
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CB and Private placement Will Release the Debt Pressure, and Promotion of Equity 
Incentives Will Improve Long Term Growth Vitality 
In recent years, the Company proactively increased production, which resulted in 
relatively high pressure on capital expenditure. In the recent three years, capital 
expenditure reached RMB550 million, RMB1.26 billion and RMB1.3 billion, 
respectively, and the debt-asset ratio reported 45%, 47%, and 52%, respectively. 
Recently, the Company announced that it would release convertible bonds of 
RMB1.45 billion and Private placement of RMB2 billion, which were mainly used in 
the production and construction of the two 1,200-ton-per-day production lines (Line 
4/Line 5), as well the preparation and construction of Line 6/ Line 7 (also 1,200 tons 
per day) in Fengyang, Anhui. Due to obvious advantages in technology and scale of 
newly increased capacity, increase in finished production rate and decrease in unit 
cost will further improve the profitability of the Company. 
The Company released an incentive plan on equities of A-share (draft) in April, which 
intended to grant 6 million restricted shares of the Company to 16 middle and senior 
level management personnel and key technical personnel if the yoy growth ratio of 
revenue is no lower than 0%, +20%, +25%, +13% and +17%, respectively from 2020 to 
2024. The plan aimed at binding benefits of employees with the Company to ensure 
the steady and healthy growth of future results. 
 

Investment Thesis 
Considering the epidemic, we decide to revise target price to HK$7 for the Company, 
equivalent to 2020/2021 E 13.4/8.6x P/E, Accumulate rating. (Closing price as at 15 
June 2020) 
 

Peer Forward Valuation Trend comparison （6865.HK Vs 968.HK） 
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Financials 
FYE DEC FY17 FY18 FY19 FY20F FY21F

Valuation Ratios

P/E (X), adj. 21.2 23.5 14.9 11.7 7.5

P/B (X) 2.8 2.7 2.4 2.0 1.6

Dividend Payout Ratio (%) 10.1% 19.7% 7.3% 15.1% 20.0%

Dividend Yield (%) 0.5% 0.8% 0.5% 1.3% 2.7%

Per share data (RMB)

EPS, (Basic) 0.24 0.23 0.37 0.48 0.75

EPS, (Diluted) 0.24 0.23 0.37 0.48 0.75

DPS 0.02 0.05 0.03 0.07 0.15

BVPS 1.81 2.02 2.31 2.78 3.52

Growth & Margins (%)

Growth

Revenue 0.8% 2.2% 58.1% 17.0% 44.0%

EBIT -33.2% -2.4% 84.7% 29.7% 55.0%

Net Income, adj. -29.0% -4.4% 74.5% 29.5% 57.2%

Margins

Gross margin 27.8% 26.0% 30.8% 30.7% 32.3%

EBIT margin 17.1% 16.3% 19.1% 21.1% 22.7%

Net Profit Margin 14.5% 13.5% 14.9% 16.5% 18.0%

Key Ratios

ROE 13.8% 11.9% 16.9% 18.7% 23.8%

Income Statement (RMB mn)

Revenue 2975 3040 4807 5624 8098

Gross profit 826 791 1482 1727 2613

EBIT 508 496 916 1187 1841

Profit before tax 499 470 863 1117 1755

Tax -69 -59 -145 -188 -295

Profit for the period 430 411 717 929 1460

Minority interests 0 0 0 0 0

Total capital share 1800 1800 1950 1950 1950

Net profit 430 411 717 929 1460

Source: PSR  
(Closing price as at 15 June 2020) 
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We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited 
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and 
speculative undertones surrounding the stock, before making our final recommendation 

 
GENERAL DISCLAIMER 

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the 

terms and limitations set out below.  

 

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct 

or consequential loss arising from any use of material contained in this publication.  

 

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any 

analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are 

expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such 

information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is 

subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any 

corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential 

damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.  

 

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at 

any time without prior notice.  

 

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs 

of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should 

seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or 

particular needs of that person, before making a commitment to invest in any of such products. 

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of 

judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a 

representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products 

which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions 

involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions 

would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a 

complete discussion of such risks.  

 

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in 

this research should take into account existing public information, including any registered prospectus in respect of such security. 
 

Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation 

covered in this report. 

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial 

interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed 

corporation. 

 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country 

where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any 

registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 

 

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear 

responsibility for any loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant 

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

©  2020 Phillip Securities (Hong Kong) Limited 

Total Return Recommendation Rating Remarks 

>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 

-5% to +5% Neutral 3 Trade within  ±  5% from the current price 

-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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