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 commodi-
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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Figure 1: Peer comparison
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Figure 2: Average float glass price in China
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