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COST LEADERSHIP 

In the domestic urea industry, urea is mainly produced from natural gas, anthracite 
lump coal and bituminous coal. In 2014, the capacity of urea based on natural gas, 
anthracite lump coal and bituminous coal in China reached 22m tpa, 38m tpa and 19m 
tpa, respectively. 

 

Figure 6. Urea Production Capacity by Raw Material (2014) 

 
Source: China Nitrogen Fertiliser Industry Assoiation, BOCI Research 

 

China XLX owns five urea plants in Henan Province a



 

27 November 2015 China XLX Fertiliser 6 

THIS DOCUMENT MAY NOT BE DISTRIBUTED IN OR INTO THE PRC. 

Figure 8. Key Unit Consumption under Traditional and Advanced 
Coal-chemical Technologies 

 Traditional technology Advanced technology 

Feedstock coal Anthracite lump coal Bituminous coal 

Feedstock price (RMB/tonne) 910 380 

Unit feedstock coal consumption (kg/tonne) 620 800 

Fuel coal Bituminous coal Bituminous coal 

Unit fuel coal consumption(kg/tonne) 140 250 

Electricity consumption (kWh/tonne) 740 350 

Total production cost in 1H15 (RMB/tonne) 1,230 1,087 

Source: Company data, BOCI Research 

 

Figure 9. Prices of Bituminous Coal and Anthracite in Henan Province 

 
Source: WIND Database 

 

Even for its three plants in Henan Province that apply traditional coal-chemical 
technology, the company also manages to control its unit cost at the low end of the 
industry. The company keeps upgrading its production facilities and simplifying its 
production process. Hence, its levels of unit coal and electricity consumption are 23% 
and 18% lower than the industry averages, respectively.  

 

Figure 10. Unit Coal and Power Consumption for China XLX vs. Industry 
Average  

 
Source: Company data 
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Therefore, the company can maintain its unit production cost at the low end of the 
industry. In the following graphs, we compare the unit urea production costs of 
several Hong Kong and China listed companies 
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Hubei Yihua (000422 CH) is the largest urea producer in China, with a total capacity 
of 3.2m tpa. The company mainly applies traditional coal chemical technology, 

 32% its capacity in Inner Mongolia uses natural gas. Its unit 
production cost lies in the middle of the range, which we believe is quite 
representative of the costs for large urea producers that apply traditional 
coal-chemical technology. 

Among the coal-based producers we selected, the production cost of Hechi Chemical 
(000953 CH) is the 
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China XLX less 
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Backwards vertical integration 
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PRODUCT DIFFERENTIATION  

Urea 

In the domestic market, the overcapacity in the urea industry is severe, with the 
average plant utilisation at only 70%. At the same time, the application of urea is not 
effective, leading to many issues, such as compaction or acidification of cultivated 
soils. Faced with these challenges, China XLX implemented product differentiation 
strategy by developing high-efficiency fertilisers, which face less competition and 
bring higher margins. China 
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Figure 17. Picture of Crops after Using High-efficiency Urea and 
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DISTRIBUTION NETWORK EXPANSION 

China XLX traditionally sells its products through local and national distributors. To 
serve its production differentiation strategy, it has expanded its network extensively 
by using more distribution centres, establishing self-owned shops and cooperating 
with Taobao.  

Traditional local distributors 

Local distributors are the major distribution channel of China XLX. In the last two 
years, the company increased its sales force from 200 to more than 1,000 staff and 
penetrated to more distribution centres nationally. Its products are currently available 
in over 30,000 distribution centres across 22 provinces.  

 

Figure 20. National Distribution Network 

 
Source: Company data, BOCI Research 

 

Henan Province is the company’s major market, where the company cooperates with 
more than 300 local tier-1 distributors. 

Henan is one of the most populous provinces, with urea consumption ranking number 
one. The company has operated in Henan for a long period and its brand is well 
recognised. According to the company, its market share in Henan Province is 30%.  
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Figure 21. Urea Consumption in 10 Major Urea Consumption Provinces in 2013 

 
Source: NBS 

 

Beyond distributors, the company hires many fertiliser experts to provide education to 
the farmers and provide tailor-made solutions to improve fertiliser efficiency. These 
experts also collect useful feedback regarding the effectiveness of the products. 

Cooperation with national distributors  

For the remote provinces, the company mainly cooperates with large national 
distributors, such as Sinofert Holdings and Sinoagri Holding. Currently, 5% of its urea 
sales volume is distributed through this channel. 

Self-owned shops in Xinjiang 

The company expanded into Xinjiang in 2012 with the construction of its compound 
fertiliser plant. Afterwards, it also established more than 30 shops located adjacent to 
the large planters to promote its products, as the average planting area per capita in 
Xinjiang is larger than the national average. Once the product and volume are 
confirmed by the customers, the distributors nearby will arrange the delivery of the 
products. 

 

Figure 22. Self-owned Shops Photo 

 
Source: Company data 
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E-commerce 

The company started to cooperate with Alibaba Group (BABA US) in July 2015 to 
sell its product through “countryside Taobao”. Currently, the e-commerce model 
mainly operates in Henan Province. The company distributes its products directly for 
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FINANCIAL HIGHLIGHTS   

High net debt/equity ratio 

China XLX mainly financed the capex of its urea plant in Xinjiang through borrowings. 
We forecast its net debt to equity ratio will reach 136% at end-2015. However, we 
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Figure 25. Key Assumptions 

Year ended 31 Dec  2013 2014 2015E 2016E 2017E 

Urea      

Capacity (‘000 tonnes) 1,250 2,100 2,230 2,620 2,620 

Production volume (‘000 tonnes) 1,347 2,165 2,250 2,672 2,672 

Utilisation rate (%) 108 106 101 102 102 

      

Sales volume (‘000 tonnes) 1,223 1,958 2,003 2,425 2,315 

Average selling price (RMB/tonne) 1,846 1,535 1,613 1,475 1,523 

      

Unit production cost (RMB/tonne) 1,438 1,281 1,112 965 964 

      

Compound fertiliser      

Capacity (‘000 tonnes) 750 950 1,100 1,100 1,700 

Production volume (‘000 tonnes) 525 649 825 825 1,190 

Utilisation rate (%) 70 68 75 75 70 

      

Sales volume (‘000 tonnes) 488 605 825 825 1,190 

Average selling price (RMB/tonne) 2,246 2,059 2,154 1,923 1,923 

      

Unit production cost (RMB/tonne) 2,001 1,734 1,734 1,535 1,535 

      

Methanol      

Capacity (‘000 tonnes) 200 300 300 
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APPENDIX I. UREA INDUSTRY ANALYSIS 

Demand in Domestic Market to Grow Moderately 

Fertilisers contain essential nutrients for plants’ growth and development. The three 
major elements with broad applications are nitrogen (N), phosphorus (P) and 
potassium (K). Nitrogen is the most widely-applied fertiliser in China, and urea is the 
major form of nitrogen used by farmers. 
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As a result, the export volume of urea increased sharply at a CAGR of 56% in 2011-14. 
This momentum has persisted in 2015, with the export volume of urea up 18% YoY to 
9.5m tonnes in 9M15, representing 17% of total output. 

 

Figure 28. Export Volume of Urea  

 
Source: General Administration of Customs 

 

In 9M15, the demand for urea exports from China mainly came from India and the US, 
with exports to these two countries reaching 39% and 10% of China’s total urea 
exports, respectively.  

 

Figure 29. Urea Exports by Country (9M15) 

 
Source: Baiinfo.com 

 

Supply to Rise on Cheap Natural Gas in Overseas Market 

Given the severe overcapacity in the domestic urea market, new capacity for urea is 
restricted unless it is used to replace obsolete capacity. In addition, new capacity with 
natural gas and anthracite as raw materials is not allowed. The government targets to 
control the total nitrogen fertiliser capacity at 60.6m tpa (100% of nitrogen) by 2020, 
a mere 1% increase from the 60m tpa in 2014.  
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Figure 30. Urea Capacity in China 

 
Source: China Nitrogen Fertilizer Association 

 

The situation is quite different in overseas markets. Given the cheap natural gas price 
in the Middle East and Africa and abundant shale gas resources in the US, some new 
natural gas-based urea plants are being constructed and will gradually come on 
stream.  

 

Figure 31. New Capacity in Global Urea Market (100% nitrogen content) 

 
Source: International Fertilizer Industry Association (IFA) 

 

According to the IFA, 20m tpa of new urea capacity (100% of nitrogen) will go into 
operation in 2015-19 (representing 21% of the 96m tpa capacity in 2014), while 
nitrogen demand is forecast to grow at a mere 1.3% in the same period, suggesting 
that the oversupply situation will become even worse. 

We are not very concerned that this new supply of urea will flood the China market. 
However, the new capacity will indirectly cause the oversupply situation in China to 
worsen. For example, the US is currently a net importer of urea, with total urea 
imports coming in at 8.3m tonnes in 2014. As the new capacity comes on line, its 
demand for imports will gradually shrink. In that case, more exporters will have to 
compete for a smaller market.  

However, the production cost of urea in China is not quite as competitive as that in 
regions with cheap natural gas, such as the Middle East. On top of this, a series of 
subsidies provided to urea producers are gradually being removed. 
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APPENDIX II. COMPANY BACKGROUND 

The history of China XLX can be traced back to 1969 when Xinxiang Fertiliser Factory, 
a state-owned company, was established. In 2003, XLX Chem was founded as a 
private enterprise to acquire the fertiliser business and relevant assets of Xinxiang 
Fertiliser Factory in a management buyout led by Liu Xingxu. In 2006, China XLX 
Fertiliser was established in Singapore, and the major assets and liabilities of XLX 
Chem were transferred to Henan XLX, the subsidiary of China XLX Fertiliser.  

China XLX Fertiliser was listed on the Singapore stock exchange in 2007, and then 
listed in Hong Kong in 2009 by way of introduction. Afterwards, the company 
gradually expanded its capacity and developed new products. In August 2014, it 
delisted from the Singapore exchange and kept its listing only in Hong Kong in order 
to enhance its liquidity.  

 

Figure 33. Organisational Chart 

 
Source: Company data, BOCI Research 

 

Key Products 

China XLX’s three major products are urea, methanol and compound fertilisers. 

Urea 

Urea is the company’s main product, and after the commencement of its plant V in 
Xinjiang, the total capacity of urea reached 2.6m tpa. 

Methanol 

Its methanol is co-produced with urea at its plants I, II and III in Henan. As under the 
traditional coal chemical technology, CO is produced as a byproduct. To remove it, a 
methanol synthesisation process is added. The total capacity of methanol is 0.2m tpa. 

Compound fertilisers 

To provide a full range of products to customers, China XLX also runs several 
compound fertiliser production plants with total capacity of 1.1m tpa, and another 
0.6m tpa is under construction. In the compound fertiliser production process, urea is 
processed internally, and potash and phosphate fertilisers are sourced externally.  

Other products 

In addition, the company also produces furfuryl alcohol and vehicular urea, with 
annual capacity of 50,000 tpa and 800,000 tpa, respectively. Furfuryl alcohol is mainly 
used in adhesives, preservatives, paint or in resin in the machinery casting industry.  

The company’s vehicular urea products passed the tests conducted by Pony (Beijing) 
Testing. Vehicular urea is mainly used in heavy diesel vehicles. It reacts with NOx to 
form H20 and N2, thus reducing the emission of nitrogen oxide and curbing air 
pollution. To produce vehicular urea, the company does not need to make any 
changes to its production process. In the company’s plant IV, vehicular urea can be 
produced by blending urea with pure water. 
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Figure 35. Urea Production Process under Advanced Technology 

 
Source: Company data, BOCI Research 
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Figure 37. Key Milestones 

Date Event 

2003 Xinxiang Fertiliser Factory restructured into private company, Henan XLX Chemical 
Company through management buyout by Liu Xingxu 

2006 China XLX was incorporated in Singapore 

2006 Plant II with capacity of 0.3m tpa of urea commenced operation 

Jun 2007 Listed on Singapore stock exchange 

2009 Plant III with capacity of 0.4m tpa of urea commenced operation 

Dec 2009 Listed on Hong Kong stock exchange 

Nov 2011 Acquired 100% equity interest in Manas Tianli Coal Co for RMB84.5m. Tianli is mainly 
engaged in coal mining in Xinjiang and the sales of coal. 

Nov 2011 Issued 176m convertible bonds at RMB1.84 per share to Nitro Capital Partners 

Apr 2012 Received New/High Tech Enterprise Award, and corporate income tax rate reduced to 
15% from 2011 to 2013. This award is subject to re-examination upon expiry 

Apr 2012 New compound fertiliser plant with capacity of 0.15m tpa commenced operation 

Jan 2013 Water soluble compound fertiliser production line commenced operation in Xinjiang 

Sep 2013 Plant IV with capacity of 0.8m tpa of urea commenced trail operation 

Jun 2014 Obtained approval to establish China Nitrogen Fertiliser Industry (Xinlianxin) 
Technology Research Center. The construction of phases I and II are expected to be 
completed in December 2015 and June 2017, respectively 

Jul 2014 Developed control release fertiliser with Hefei Institution of China Academy of Science. 
The product can enhance the absorption of nitrogen and increase yields  

Aug 2014 Delisted from the mainboard of the Singapore exchange on 12 August 2014 

Aug 2014 Developed humic acid large granule urea, which can improve the quality of soil 

Sep 2014 



 

27 November 2015 China XLX Fertiliser 28 

THIS DOCUMENT MAY NOT BE DISTRIBUTED IN OR INTO THE PRC. 

APPENDIX III. QUARTERLY FINANCIAL PERFORMANCE 

Figure 38. Quarterly Financial Data 

(RMB m) 1Q15 2Q15 3Q15 

Revenue 1,413 1,472 1,688 

YoY (%) 11.0 26.5 21.0 

    

Net profit 107 139 149 

YoY (%) 121.0 775.1 83.0 

Source: Company data 
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APPENDIX IV. RISKS FACTORS 

Rebound in Coal Prices 

China XLX primarily uses coal as its raw materials. A rise in coal prices would narrow 
its cost advantage over natural gas-based urea producers, and ultimately lead to a fall 
in its gross margin, as the increased costs are difficult to transfer to customers in an 
oversupplied market. 

 

Figure 39. Sensitivity of Earnings to Changes in Coal Prices 
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LISTED COMPANIES IN THIS REPORT 

Alibaba Group (BABA US/US$81.71, BUY) 

Cangzhou Dahua (600230 CH/RMB12.23, NR) 
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DISCLOSURE 
 

This research report is prepared by BOCI Research Limited, a company incorporated in Hong Kong and regulated by the Securities 
and Futures Commission in Hong Kong.  The views expressed in this report accurately reflect the personal views of the analysts 
concerned.  Save as disclosed herein, (i) each analyst declares that neither he/she nor his/her associate serves as an officer of the 
listed corporation reviewed by the analyst; (ii) each analyst declares that neither he/she nor his/her associate has any financial 
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connection with this report to any of the analysts, BOCI Research Limited and BOCI Group.  Analysts receive compensation based 
upon the overall revenue and profitability of BOCI Group, including revenues derived from its investment banking business. 

Member companies of BOCI Group confirm that they, whether individually or as a group: 
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of the listed corporation reviewed;  

(iv) do not expect to receive or intend to seek compensation for investment banking services from the corporations reviewed in the 
next 3 months. 

Certain member companies of BOCI Group has managed or co-managed a public offering for Alibaba Group and CNOOC Ltd within 
the preceding 12 months. Certain member companies of BOCI Group has/have investment banking relationship with and has/have 
received co
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