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Xinyi Glass [0868.HK]

Get Set, Go!

The average float glass price in key cities in China reached the highest level since the beginning of
2014, due to more favourable supply/demand dynamics, which is positive for Chinese glass manufac-
turers such as Xinyi Glass (XYG). The average float glass price in key cities has increased 2.5% this
quarter. We still don’t believe that XYG’s share price underperformance is justified, as concerns about
overseas expansion, demand for construction glass in China, Xinyi Solar’s (XYS) [0968.HK] perfor-
mance, and potential margins are expected to fade. We also maintain the view that the detailed expan-
sion plan, with the exact locations of the production facilities, etc., will be released going forward and
that the overseas expansion will have a positive impact on the XYG'’s profitability. Management reiterat-
ed the view that growth in sales of auto glass products is expected to pick up in 2H 2017 and said that
it is looking for high-end projects for its architectural glass products. We believe that the float glass
industry in China will see more favourable supply/demand dynamics, as the cold repairing cycle is likely
to start in 2018, which will reduce production capacity, as will potential industry consolidation triggered
by other glass manufacturers, which is positive for XYG. The improvement in sentiment on XYS is also
positive for XYG. XYG is now trading at a 8.9x 2017 PER and an estimated yield of 5.5%. With its
undemanding valuation, we maintain our BUY call, with a target price of HK$10.13 (based on a 11x
2017E PER, lower than its historical average and the average of its listed peers).

Investment Highlights

(] Float glass price has reached a 3.5-year high. In line with other local demand-driven commaodi-
ties, the float glass price reached a 3.5-year high this week. The average float glass price in key
cities in China reached RMB1,535.9/tonne on 11 Sep 2017, the highest level since the beginning of
2014, due to more favourable supply/demand dynamics, which is positive for Chinese glass manu-
facturers such as XYG. The average float glass price in key cities has increased 2.5% this quarter.
The float glass price rose to over RMB2,000/tonne in Dongguan, thanks to tight supply. We maintain
the view that the strong float glass price is a reflection of resilient downstream demand, which is
attributable partly to stable construction activity. The Glass Industry Confidence Index has held up
well since early Mar 2017 which in our view, indicates that the industry players are gaining confi-
dence in the near-term outlook for the industry. We don’t see a major reason for a sharp fall in the
float glass price. The float glass price movement also indicates that glass makers are able to pass
on cost increases to their customers. Based on our understanding, XYG also secured a supply of
soda ash at lower cost from overseas suppliers, which will help protect the Company’s profitability
in the face of an increase in the soda ash price in the China market.

(] Overseas expansion is positive. Regarding overseas expansion, XYG is likely to focus on
countries such as Malaysia and Canada, where we think the risks are more controllable, so inves-
tors should have less concern. XYG's float glass capacity will increase by 50% by 2020 from 5.3mt
in 2017. The overseas expansion will enable XYG to benefit from the huge demand for float glass in
ASEAN, Europe and the US, given its expertise and high product quality. We also maintain the view
that the Company will release the details of its expansion plan once it is ready. The overseas
expansion should have a positive effect on XYG’s overall probability. Concern about XYG’s over-
seas expansion is somewhat overdone, in our view.

(] Cold repairing cycle and industry consolidation might further support the float glass price.
We reiterate the view that float glass industry will enter a cold repairing cycle (about 13% of total
capacity) in 2017-2019, which is positive for the leading players, as the supply/demand dynamics
will become more favourable. We also believe that the float glass industry is likely to enter anoth-
er round of consolidation (recall that the industry entered an upcycle after the collapse of Farrun
Group in 2015), led by other float glass manufacturers (for details, please refer to our update on
China Glass Holdings [3300.HK]). As a leading player in the industry, XYG will be one of the
major beneficiaries of industry consolidation.

(] Non-float glass operations to pick up in 2H 2017. XYG’s automobile glass division is expected
to pick up in 2H 2017, as the impact of the spin-off of Xinyi HK [8328.HK] and the anti-dumping
case in Brazil has faded. A more favourable currency environment and improved project selection
will also help XYG”s architectural glass operation resume growth. Stabilization of the solar glass
price will boost market sentiment on XYS, which is also indirectly positive for XYG. XYG is a
laggard among the leading local demand-driven commodity names.
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igure 1: Peer comparison

icker Company PE EV/EBITDA PIB 3 ROA ield Share Price Performance
Price  MarketCap  2017F 201 2019F  2017F  2018F  2019F 2016 2017F 2016  2017F 2016 2017F 2016 2017F M am &M 12M Y10
Lcy Us$m X X X X X X X X % % % % % % % % % % %
868 HK Xinyi Glass Holdings Ltd 8.05 4125.4 89 8.0 na. 8.5 77 na. 24 22 24.8 257 13.8 143 5.0 55 9.4 10.3 215 19.4 34.5
968 HK Xinyi Solar Holdings Ltd 2.8 2613.0 8.5 7.8 7.1 7.6 6.5 5.8 23 23 332 29.2 11.1 11.9 51 53 5.8 19.6 11.9 -12.6 12.8
8328 HK Xinyi Automobile Glass Hong 15 105.8 na. n.a. na. na. n.a. na. 81 na. 01 n.a. 0.1 n.a. 0.0 na. 2.0 -25 -3.8 3.4 20
3300 HK China Glass Holdings Ltd 0.8 183.0 n.a. n.a. na. n.a. na. n.a. 0.6 na. 11 na. 24 n.a. 0.0 n.a. 16.2 6.8 -11.2 -30.1 -3.7
1108 HK Luoyang Glass Company Ltd-H 4.6 1242.7 n.a. n.a. n.a. n.a. n.a. n.a. 39 n.a. 29 n.a. 3.0 n.a. 0.0 n.a. 10.8 0.2 -26.7 -26.2 9.4
3606 HK Fuyao Glass Industry Group-H 26.7 8955.6 173 14.7 13.4 11.0 9.5 8.5 32 2.8 18.2 17.1 10.5 10.8 3.4 35 7.7 -12.6 10.1 343 10.8
6865 HK Flat Glass Group Co Ltd-H 13 301.8 3.9 31 24 2.1 17 na. 0.7 0.5 219 15.9 132 15.6 6.6 7.0 0.8 -12.7 -27.2 -28.4 -23.8
Average 9.9 8.5 7.6 6.9 5.9 7.2 31 1.9 129 20.7 6.7 12.7 25 53 7.2 -0.2 -7.8 -9.9 -1.9
600660 CH  Fuyao Glass Industry Group-A 236 8955.5 17.9 155 13.9 109 9.4 8.5 34 3.0 18.2 17.2 10.5 111 na. 33 5.8 -10.4 173 456 26.7
000012CH  Csg Holding Co Ltd- A 8.5 2514.1 21.0 18.1 213 na. na. na. 25 na. 103 9.5 na. 4.6 n.a. 12 12 8.6 -13.0 -13.3 -13.6
601636 CH  Zhuzhou Kibing Group Co Lt-A 5.2 2114.7 124 10.7 9.5 7.8 7.2 6.6 22 19 15.0 15.9 9.8 9.1 na. 37 6.7 0.7 -2.9 -1.8 3.4
002163 CH  Avic Sanxin Co Ltd-A 8.1 995.6 na. na. na. na. na. na. 9.2 na. 13 na. -0.4 na. na. na. 55 -1.6 =215 55 -16.0
600819 CH  Shanghai Yaohua Pilkington-A 6.8 914.9 na. na. na. na. na. na. 21 na. 7.7 na. 28 na. na. na. 0.7 4.7 -20.6 7.4 -15.5
600876 CH  Luoyang Glass Company Ltd-A 259 12426 424 319 231 na. na. na. 26.0 na. 29 na. 3.0 n.a. 0.0 na. 47.4 349 -8.2 1.0 1.0
Average 234 19.1 17.0 93 83 76 7.6 24 9.2 14.2 5.1 83 0.0 27 11.0 6.2 -8.2 4.9 -2.3
1802TT Taiwan Glass Ind Corp 16.20 1568.3 50.6 n.a. n.a. na. n.a. n.a. 11 1.0 -3.7 31 -03 11 n.a. n.a. 22 145 -4.4 8.7 21.8
SISETI Turk Sise Ve Cam Fabrikalari 4.23 2770.2 10.5 10.0 8.5 6.6 6.1 5.1 11 11 93 9.3 5.7 5.0 n.a. 2.8 -1.9 2.7 13.8 39.0 21.2
TRKCM TI Trakya Cam Sanayii As 359 1180.7 9.5 9.0 7.5 7.8 71 6.3 12 12 17.7 11.0 6.5 57 n.a. 4.0 2.2 12.4 412 80.2 53.6
APOG US Apogee Enterprises Inc 45.22 1304.5 13.1 113 10.2 6.7 5.8 5.2 2.7 2.4 16.6 n.a. 11.6 n.a. 12 12 -12.1 -20.9 -20.6 -15 -15.6
5201 JP Asahi Glass Co Ltd 4215.00 9026.4 14.7 13.5 129 5.8 5.6 5.4 0.9 0.9 43 59 3.0 4.1 n.a. 2.4 -5.1 -9.5 -10.3 29.5 59
5214 JP Nippon Electric Glass Co Ltd 4160.00 3770.0 18.4 17.2 16.1 6.1 5.8 5.5 0.8 0.8 1.0 4.5 2.6 35 n.a. 19 -0.8 8.6 183 625 316
4044 JP Central Glass Co Ltd 473.00 925.5 1.2 9.8 9.2 6.2 5.4 51 0.6 0.5 6.5 5.0 32 n.a. n.a. 21 42 54 0.1 241 113
5202 JP Nippon Sheet Glass Co Ltd 837.00 689.0 10.2 6.8 5.3 6.7 6.5 6.5 0.8 0.8 -35.7 8.3 0.6 n.a. na. 0.0 -29 -4.2 -5.6 -0.4 -1.6
SGOFP Compagnie De Saint Gobain 48.65 325337 16.4 14.2 12.6 8.0 7.3 6.8 15 14 7.0 83 3.4 3.6 na. 27 57 0.0 5.5 27.8 9.9
PPG US Ppg Industries Inc 105.90 271612 173 15.5 14.1 11.4 10.8 10.4 4.8 51 17.9 316 5.8 9.9 15 1.6 51 -3.8 37 31 11.8
GLW Us Corning Inc 28.92 26120.1 17.0 15.7 14.4 88 8.7 8.5 17 17 224 9.9 8.1 5.1 20 22 -0.2 -0.5 4.9 28.6 19.2
Average 17.2 123 11 7.4 6.9 6.5 15 15 57 9.7 4.6 4.8 1.6 21 -0.7 -0.1 4.2 274 15.4
914 HK Anhui Conch Cement Co Ltd-H 30.65 19794.4 10.7 10.6 10.2 5.8 5.8 5.8 17 16 11.7 15.7 11.0 na. 19 3.1 8.7 16.5 17.9 419 453
3323 HK China National Building Ma-H 5.03 3475.9 9.5 9.7 9.2 11.2 11.2 114 0.5 0.5 25 52 0.7 0.7 1.0 2.1 3.1 11.8 -33 437 33.4
1313 HK China Resources Cement 4.60 3846.3 9.2 89 8.7 6.7 6.5 6.5 11 11 5.0 117 5.0 6.0 4.1 45 0.0 16.8 17.9 503 52.8
2009 HK Bbmg Corp-H 4.01 9810.7 10.9 79 7.6 153 12.4 112 0.8 0.8 6.5 73 15 n.a. 14 1.6 0.0 15 16.2 35.0 49.6
743 HK Asia Cement China Holdings 2.61 5234 115 9.9 7.0 5.5 5.4 49 0.4 0.4 14 3.4 17 n.a. 14 4.0 0.4 15.0 14.0 36.6 45.8
Average 10.4 9.4 8.6 8.9 8.3 8.0 0.9 0.9 5.4 8.7 4.0 33 2.0 31 2.4 123 12.6 415 45.4
2128 HK China Lesso Group Holdings L 5.43 2156.2 6.4 58 5.2 4.7 4.2 37 12 11 183 183 9.0 na. 29 35 7.1 -8.6 -10.2 -3.7 8.0
358 HK. Jiangxi Copper Co Ltd-H 13.66 8574.8 19.0 16.5 12.8 12.7 11.0 9.1 0.8 0.8 18 4.7 13 n.a. 13 2.0 5.6 15.2 10.2 51.6 26.2
2600 HK Aluminum Corp Of China Ltd-H 6.53 16859.2 321 17.6 11.8 134 9.9 8.3 22 2.0 1.0 6.7 0.6 n.a. 0.0 03 258 79.4 65.3 1341 104.1
1088 HK China Shenhua Energy Co-H 19.40 62851.4 83 89 8.9 53 5.4 53 11 1.0 82 12.0 6.9 7.4 2.8 4.8 16 17.6 477 58.2 56.2
1898 HK China Coal Energy Co-H 3.98 11261.7 10.2 117 10.6 9.3 9.6 9.5 0.5 0.5 2.0 5.0 15 21 12 2.8 23 17.8 3.6 2.3 8.2
1171 HK ‘Yanzhou Coal Mining Co-H 8.25 8314.2 6.8 8.5 8.0 83 9.8 9.9 0.8 0.8 4.5 13.0 3.4 n.a. 17 45 13.0 377 405 73.7 56.0
347 HK Angang Steel Co Ltd-H 7.56 7945.3 129 117 10.4 85 83 7.8 1.0 0.9 3.7 7.8 3.6 n.a. na. 22 248 49.1 303 89.9 64.0
323 HK Maanshan lIron & Steel-H 4.25 5644.0 8.4 89 8.6 6.7 6.8 6.5 13 12 6.4 14.7 3.8 na. n.a. 13 11.8 529 46.6 1335 88.1
2689 HK Nine Dragons Paper Holdings 15.76 9428.6 143 12.3 11.4 9.4 8.3 7.9 22 21 4.4 15.5 42 n.a. 1.0 2.0 433 64.5 76.5 157.4 124.2
2314 HK Lee & Man Paper 10.20 5896.5 10.2 9.8 93 9.1 8.8 8.5 25 23 16.8 24.4 10.0 n.a. 2.7 33 321 518 64.0 60.6 69.4
1812 HK Shandong Chenming Paper-H 13.66 44522 7.0 6.4 46 123 11.6 10.5 14 13 112 17.0 32 33 52 5.0 211 410 410 927 71.0
Average 123 10.7 9.2 9.1 8.5 79 14 13 71 12.7 43 43 21 29 17.1 38.0 37.8 773 61.4
HSI Index Hang Seng Index 4.0 8.8 18.7 20.1 27.1
HSCEIl Index Hang Seng China Ent Indx 6.3 7.2 116 16.4 19.7
SHCOMP Inde Shanghai Se Composite 5.3 7.6 5.2 11.8 89
MXCN Index Msci China 6.7 14.2 28.4 324 416
6.3 7.2 11.6 16.4 19.7
56.4

Figure 2: Average float glass price in China
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




