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GCL was mentioned in a Fitch Ratings report “China: China: 
Governance and Ratings" report published on July 18, 2011.  We believe 
that some of the points are valid based on the current cyclical downturn in 
solar industry fundamentals, though we think some of the points may be 
questionable once examined more closely.

Agreeable Points:

 Outsized EBITDA profit margin: This is consistent with other 
global polysilicon manufacturers, and we agree that there is risk to the 
downside if prices continue to decline.  Polysilicon makers still make 
40-50% gross margins, while many of their downstream customers are 
struggling to break even, and we believe that this gap will narrow. 

 Significant revenue/capex growth: Solar has been a high growth 
business in the last several years, but we are already getting warning 
signs of a slowdown in 2012 expansion from downstream cell/module 
solar equipment makers like Roth & Rau and Manz Automation.  This 
is a disconnect from the upstream polysilicon makers, where we have 
not seen reductions in expected capex, as polysilicon expansion has 
longer lead time of ~1 year.

 “Lumpy movement” in working capital: Solar is a volatile business, 
driven by uncertain government subsidies and widely fluctuating 
prices.

Questionable points:

 GCL Poly formed as a reverse merger: We don’t think this is a big 
issue since although technically this is true, it is more of an asset 
injection since both subsidiaries were from the same parent company.

 Long serving independents since 2007: One new independent 
director was appointed along with some new non-executive directors 
after CIC invested in late 2009.

 Low cash tax paid: We do not believe this to be a large risk factor, as 
solar is a strategic sector for the Chinese government, so they get 
preferential tax rates which we think will continue going forward.  
Besides, GCL’s effective tax rate in 2010 was 21%, not far below the 
standard corporate tax rate of 25%.

 Incorporation in Cayman Islands: A risk factor, but by no means 
uncommon.

 High management ownership: A risk factor, but by no means 
uncommon, and we think this actually aligns management interests with 
shareholders (GCL chairman/CEO owns 32%).
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GCL Poly Energy (3800.HK)  Price Chart

N HK$3.7

Source: Bloomberg and J.P. Morgan; price data adjusted for stock splits and dividends.

Initiated coverage Jun 08, 2011.
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