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Key data

Share price (HK$) 1.86
Upside potential (%) -19.4
52Wk H/L(HK$) 2.66/1.11
Issued shares (mn) 15,476
Market cap (HK$mn) 28,785
30-day avg vol (HK$mn) 490.1
Auditors Deloitte
Major shareholder (%):

Zhu Gong Shan* 324
China Investment Corp 20.1

Source: Company & Bloomberg

Share performance (%)
Absolute Relative*

1-mth 6.1) (3.6)
3-mth 25.7 25.6
6-mth 488 319

*Relative to Hang Seng Index
Source: Bloomberg
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Key takeaways from teleconference

Excluding impairment loss of HK$1.2bn, GCL FY12 annual results is
largely in line with consensus. Stock has risen by over 25% in the past 3
months due to positive policy news, but we believe current share price
not only has reflected the turnaround factor in 2014, but also has
over-reacted to the positive news. We set our TP at HK$1.5, based on
estimated FY13 NBV of HK$1.0 and PB of 1.5x. The PB level represents
a 20% discount to its 2-year historical PB average. We believe the
valuation is reasonable given that the group will not post a positive profit
until 2014.

Results in line with expectation: GCL recorded FY12 revenue of
HK$22,348mn, down 12.3%Y0oY. Loss for FY12 reached HK$3,515.4mn
(vs NP of HK$4,274.9mn in FY11/ loss of HK$330.3mn in 1HFY12) and
was 194% lower than consensus mainly due to the HK$1.2bn impairment
loss in fixed asset and goodwill. Results were largely in line with
consensus when excluding the non-cash item of impairment loss. Annual
wafers shipments was 5,594MW, up 25.7%YoY but 2HFY12 shipments
were down 24.4%HoH. We estimated utilization rate for polysilicon and
wafers production dropped to 26% and 44% respectively in 4Q2012 (vs
84.5% and 45% in 3Q2012).

Lower-than-expected profit contribution from solar farm: Solar farms,
which secure part of the group’s self-produced wafers, become a new
revenue stream to the group. The group booked a revenue of
HK$2,652mn in 2HFY12 for the 140MW solar farm sales in the US but
only HK$28mn was booked as segment profit, implicating a margin of
1.05%. We are disappointed with the low margin of the new revenue
stream, which was supposed to be one of the turnaround factors to the
group. By the end of 2012, the group had 327MW solar farm projects to
be constructed overseas, but based on the US sales in 2HFY12, we expect
the profit contribution from the new solar farms to the group will be
relatively small in FY13. Apart from overseas solar farms, the group plans
to accomplish 300-500MW solar farms projects in China in 2013 but we
expect revenue contribution will not start until 1QFY14. We estimate
revenue from the 300 MW domestic solar farms to be around HK$825mn
with 8% IRR.

Results and valuation

Analyst (FY ended Dec 31) FY10  FY1l  FY12 FY13F FY14F
Lisa Lee Revenue (HK$ mn) 18,471 25505 22,348 22,281 23,868
Tel: (852) 2147 8809 YoY Chg (%) 273.7 38.1 124 0.3 71
Email: lisalee@abci.com.hk Net Income (HK$ mn) 4023 4274 (3515  (666) 878
YoY Chg (%) - 62  -1822 -81.1 -231.8
FD EPS (HKS$) 02589 02731 (0.2249) (0.0426) 0.0562
YoY Chg (%) - 54  -1823 -81.0 -231.8
NBV (HK$/share) 10438 13204 10474  1.0043 1.0610
PE (x) - 6.81 - - 33.11
PB (x) - 1.40 1.78 1.85 175
ROAA (%) 12.10 7.93 -5.01 -0.90 2.34
ROAE (%) 2719 2164  -1637 -3.78 9.70
Net D/E(%) 419 1012 1577 1579 168.7

Source: Company, ABCI Securities estimates
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Sector outlook: Recent rebound of share price was policy-driven. National
Energy Administration (NEA) plans to raise cumulative solar PV installed
capacity target up by 67% to 35GW by 2015, implying that 8-10GW of new
capacity will be installed every year throughout 2013-2015. Meanwhile,
market is expecting China to impose anti-dumping duties on imported
polysilicon before 5 Apr, which may stop domestic polysilicon price from
falling further.

However, we are still cautious on the sector outlook in view of overcapacity
and trade disputes between China and its major trade partners. Total world’s
polysilicon production capacity reached 300,000MT in 2012 and demand was
estimated to be 220,000MT, implying an oversupply of 36%. World’s wafers
production capacity, on the other hand, which reached 46GW is estimated to
be in oversupply by 53%. We believe the oversupply situation is unlikely to
be alleviated in 2013 especially when the government continues to provide
financial support to the major players in the industry to prevent them from
bankruptcy. The government support is slowing down the elimination of
inefficient and non-competitive  capacities, thus leading to a
slower-than-expected industry consolidation.

While Chinese’s trade policy may help supporting domestic polysilicon price,
the EU policy may counter off the positive effect. The EU, which accounts
for 85% of the Chinese’s solar exports, is going to announce in June whether
to impose anti-dumping and anti-subsidy duties on the Chinese imports.
Therefore, we see limited room for ASP growth in 2013.

Valuation: Although GCL assured investors China Development Bank will
provide Rmb15bn credit limit to the group, we are still concern on the
group’s financial burden. Net D/E rose from 101% as at 30 Jun 2012 to
157.7% by the end of 2012. Assuming 6% of interest rate, we estimated
financial cost to be over HK$1,800mn in FY13.

Rather than ASP change, we believe the group will only be breakeven when
production cost of polysilicon reduces by 30% to US12/kg given that the new
FBR technology came into stream in 1Q2014. We estimate that the group will
continue to post a loss in 2013 and breakeven in 2014. The counter is trading
at 1.80x FY12 PB. Current share price, in our view, not only has reflected the
turnaround factor in 2014, but also has over-reacted to the positive news, but
also has over-reacted to the policy news. We set our TP at HK$1.5, based on
estimated FY13 NBV of HK$1.0 and PB of 1.5x. The PB level represents a
20% discount to its 2-year historical PB average. We believe the valuation is
reasonable given that the group will not post a positive profit until 2014.
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Exhibit 1: Group: Polysilicon and wafer production
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Source: Company, ABCI Securities
Exhibit 3: Consensus
New Forecast Consensus Difference
FY ended Dec 31 (Rmbmn) 2013F 2014F 2013F 2014F 2013F 2014F
Revenue 22,281 23,868 26,266 30,221 -15.17% -21.02%
Adjusted EBITDA 2,000 3,955 2,821 426,721 -29.11% -99.07%
Net profit (666) 878 77) 1,540 770.18% -42.98%
FD EPS (Rmb/share) (0.0426) 0.0562 (0.0030) 0.123 1320.66% -54.32%
Source: Bloomberg, ABCI Securities estimates
Exhibit 4: Major Assumptions
FY ended Dec 31 2011 2012 2013F 2014F
ASP
Polysilicon (US$/kg) 47.7 20.8 20.0 19.0
YoY Growth (%) -8.4% -56.4% -3.8% -5.0%
Wiafer (US$/W) 0.54 0.25 0.23 0.22
YoY Growth (%) -34.1% -53.7% -8.0% -5.0%
Production cost
Polysilicon (US$/kg) 20.8 19.7 17.0 12.0
Polysilicon (US$/W) 0.12 0.11 0.09 0.07
Non-silicon cost (US$/W) 0.18 0.12 0.10 0.10
Total wafer production cost (US$/W) 0.30 0.25 0.19 0.17
YoY Growth (%) -29.8% -16.8% -22.3% -14.3%

Source: Company, ABCI Securities estimates
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FY ended Dec 31  (Rmbmn) 2010 2011 2012 2013F 2014F
Solar sales 13,474.9 19,751.8 12,943.8 12,671.3 12,037.7
Power sales 4,428.6 5,028.1 5,878.7 7,334.3 9,554.3
Others 568.4 725.7 945.0 2,275.7 2,275.7
Total sales 18,471.9 25,505.6 22,348.0 22,281.2 23,867.7
Cost of Sales (11,661.2) (17,039.3) (20,598.9) (20,281.4) (19,912.4)
GP 6,810.7 8,466.3 1,749.1 1,999.8 3,955.2
Other income 575.2 613.2 783.8 668.4 716.0
Dist and selling expenses (46.3) (56.7) (95.6) (111.4) (119.3)
Admin expenses (996.3) (1,617.2) (1,857.5) (1,114.1) (1,193.4)
Other expenses (187.5) (321.0) (1,486.1) (334.2) (358.0)
Share of results of associates 10.7 15.2 34 - -
Share-based payment expenses (12.7) (82.3) (42.0) - -
Share of lossees of jointly controlled entities - (12.0) (7.2) - -
EBIT 6,153.8 7,005.5 (952.1) 1,108.6 3,000.5
Finance costs (606.4) (1,166.3) (2,309.3) (1,817.2) (1,787.4)
EBT 5,547.4 5,839.1 (3,261.4) (708.6) 1,213.1
Tax (1,159.3) (1,269.2) (123.8) 0.0 (279.0)
MI (364.5) (295.1) (130.2) 425 (56.0)
NP 4,023.6 4274.9 (3,515.4) (666.1) 878.0
D&A 1,247.9 2,044.0 4,013.1 2,660.2 2,860.2
EBITDA 7,401.7 9,049.5 3,061.0 3,768.8 5,860.7
No. of issued shares (mn) 15,474.0 15,470.7 15,476.1 15,477.5 15,477.5
Issuable shares (mn):

Pre-1PO Share Option 26.6 26.3 26.3 26.3 26.3

Share options 39.0 158.9 128.2 125.1 125.1
Total 15,539.5 15,655.9 15,630.7 15,629.0 15,629.0
Per share value (Rmb)
DPS (Rmb) - 0.051 0.000 0.000 0.011
Basic EPS (Rmb) 0.2600 0.2763 (0.2272) (0.0430) 0.0567
Fully-diluted EPS (Rmb) 0.2589 0.2731 (0.2249) (0.0426) 0.0562
NBV (Rmb/share) 1.0438 1.3294 1.0474 1.0043 1.0610

Financial Ratio Analysis

FY ended Dec 31 (Rmbmn) 2010 2011 2012 2013F 2014F
Profitability
GP Margin 36.9% 33.2% 7.8% 9.0% 16.6%
EBITDA Margin 40.1% 35.5% 13.7% 16.9% 24.6%
EBIT Margin 33.3% 27.5% -4.3% 5.0% 12.6%
NP Margin 30.0% 22.9% -14.6% -3.2% 5.1%
ROAA 7.9% -5.0% -0.8% -0.9% 2.3%
ROAE 21.6% -16.4% -2.9% -3.8% 9.7%
Working capital management
Avg. inventories/COGS (days) 37.2 441 41.8 60.0 90.0
Avg. trade & bill receivables/turnover (days) 38.9 67.5 128.6 180.0 220.0
Avg. trade & bill payables/COGS (days) 103.1 132.8 153.6 180.0 180.0
Leverage
Current ratio 1.02 1.03 0.73 0.80 0.88
Quick ratio 0.89 0.91 0.65 0.67 0.70
Net debt/total equity 41.9% 101.2% 157.7% 157.9% 168.7%

Source: The group (for historical figures only), ABCI Securities estimate
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Disclosures

I, Lee Oi-yee, Lisa , being the person primarily responsible for the content of this
research report, in whole or in part, hereby certify that all of the views expressed in
this report accurately reflect my personal view about the subject company or
companies and its or their securities. | also certify that no part of my compensation
was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report.

Definition of equity rating

Rating Definition

Buy Stock return > Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross dividend
yield over the next 12 months
Time horizon of share price target: 12-month

Definition of share price risk

Rating Definition

Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 < 180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 <180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark index.
Benchmark index: Hang Seng Index.

Volatility is calculated from the standard deviation of day to day logarithmic historic
price change. The 180-day price volatility equals the annualized standard deviation of
the relative price change for the 180 most recent trading days closing price.

ABCI Securities Company Limited and/or its member companies (“ABCI”) may
pursue financial interests to the companies mentioned in the report.

Disclaimers

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient.
It is published solely for informational purposes and is not to be construed as a
solicitation or an offer to buy or sell any securities or related financial instruments. No
representation or warranty, either expresses or implied, is provided in relation to the
accuracy, completeness or reliability of the information contained herein. This report
should not be regarded by recipients as a substitute for the exercise of their own
judgment. Any opinions expressed in this report are subject to change without notice
and may differ or be contrary to opinions expressed by other business areas as a result
of using different assumptions and criteria. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially different
results. The analyst(s) responsible for the preparation of this report may interact with
trading desk personnel, sales personnel and other constituencies for the purpose of
gathering, synthesizing and interpreting market information. ABCI Securities
Company Limited is under no obligation to update or keep current the information
contained herein. ABCI Securities Company Limited relies on information barriers to
control the flow of information contained in one or more areas within ABCI Securities
Company Limited, into other areas, units, Groups or affiliates of ABCI Securities
Company Limited. ABCI Securities Company Limited will not pay any research
analyst any bonus, salary or other form of compensation that is based upon a specific
investment banking transaction. The analysts’ compensation shall be based upon
several factors. Chiefly among such factors is the quality of the research and financial
advice provided to our customers and the impact that the analysts’ research has on the
success of the Company’s overall business. The final compensation of the analyst who
prepared this report is determined exclusively by research management and senior
management of ABCI Securities Company Limited. The securities described herein
may not be eligible for sale in all jurisdictions or to certain categories of investors.
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The price and value of the investments referred to in this research and the income
from them may fluctuate. Past performance is not necessarily indicative of future
results. Foreign currency rates of exchange may adversely affect the value, price or
income of any security or related instrument mentioned in this report. For investment
advice, trade execution or other enquiries, clients should contact their local sales
representative. Neither ABCI Securities Company Limited nor any of its affiliates,
directors, employees or agents accepts any liability for any loss or damage arising out
of the use of all or any part of this report. Additional information will be made
available upon request.

Copyright 2013 ABCI Securities Company Limited
No part of this material may be (i) copied, photocopied or duplicated in any form by
any means or (ii) redistributed without the prior written consent of ABCI Securities
Company Limited.
Office address : ABCI Securities Company Limited, 13/F Fairmont House,

8 Cotton Tree Drive, Central, Hong Kong.
Tel : (852) 2868 2183




