6 Jul 2021

ME LR S

CMB INTERNATIONAL

CMB International Securities | Equity Research | Company Update

If W7 % i W WooB W

China Glass (3300 HK)

Takeaways from investor conference call

We invited the management of China Glass to share with investors the industry
outlook and business development last week. Investors’ questions were mainly
about the industry supply and the Company’s restructuring plan. Key takeaways:
(1) Effective capacity of float glass (for the industry) will likely drop over the
coming years due to the need of cold repair, which will support float glass price;
(2) In contrast to the potential reduction of effective capacity for the industry,
China Glass capacity growth has been on a good track; (3) Restructuring plan is
largely confirmed. CNBM Group’s float glass capacity will likely be injected into
China Glass.

B Float glass price to be supported by the potential decline in effective
supply. It is estimated that around 270-280 production lines are in operation
at present. Out of these capacities, around 100 lines started operation in 2011
following the launch of RMB 4 trillion stimulus package. Majority of these lines
will need to suspend production for cold repair in the foreseeable future. This,
together with the strict government control over the new capacity approval, will
likely result in a decline in the effective capacity over the coming three years.

B Capacity growth on good track. As at end-May, China Glass had a daily
float glass capacity of 5.1kt. After the commencement of two new lines (total
1kt) in Jun, the capacity reaches 6.1k tonnes. The capacity is expected to
further increase to 6.8kt after including Longtai project (700t) by end-Jul.

B Restructuring roadmap largely confirmed. CNBM Group has three listed
platforms, namely China Glass, Triumph Science & Technology (600552 CH,
NR), Luoyang Glass (1108 HK / 600876 CH, NR). Going forward, China Glass
will likely consolidate all the float glass business under CNBM Group. CNBM
Group has a total of 6kt of daily capacity of float glass, a similar scale to that
of China Glass.

B Our take. In 1Q21, revenue from glass products surged 73% YoY to
RMB793mn, driven by 40% YoY increase in sales volume. On the back of
strong float glass price (+51% YoY in 1H21), China Glass is set to benefit from
a strong operating leverage. We expect profit surprise, progress on M&A and
restructuring will serve as major share price catalysts this year. China Glass
is currently trading at 1.4x 2020 P/B, a significant discount to 4.5x of Xinyi
Glass (868 HK, NR).

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20A
Revenue (RMB mn) 2,618 2,369 3,159
YoY growth (%) 2.4 -9.5 33.3
Net income (RMB mn) 93 83 -85
EPS (RMB) 0.055 0.049 -0.051
YoY growth (%) 51.8 -10.6 N/A
Consensus EPS (RMB) N/A N/A N/A
EV/EBITDA (x) 10.1 11.1 10.3
P/E (x) 30.7 34.9 N/A
P/B (x) 15 15 14
Yield (%) 0.0 0.0 0.0
ROE (%) 4.7 4.0 -4.1
Net gearing (%) 101.3 117.4 121.5
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Mkt Cap (HK$ mn) 3,421
Avg 3 mths t/o (HK$ mn) 16
52w High/Low (HK$) 1.96/0.34
Total Issued Shares (mn) 1,810

Source: Bloomberg

Shareholding Structure

Triumph Science & 23.01%
Technology Group*

Legend Holdings 22.80%
Others 54.19%

*Note: Owned by CNBM Group
Source: HKEx

Share Performance
Absolute Relative

1-mth 46.8% 50.0%
3-mth 180.3% 186.5%
6-mth 62.3% 57.5%

Source: Company data, CMBIS
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Conference call takeaways:
Introduction

Float glass ASP

e The industry is robust at the moment. Future price is currently at RMB2,800/tonne

while spot price is even higher. This is equivalent to RMB150 / weight case.
Industry inventory level

e Several weeks ago, the inventory level for the industry as a whole was only 3-5
days. While over the past two to three weeks the inventory level slightly increased
to 7-10 days, it remained at the historical low level.

China Glass:

e Since Triumph Technology became the largest shareholder of China Glass five
years ago, a lot of works have been done by the management to improve the
business performance.

e This year, all operating production lines are likely running at decent profitability.

e Besides, the management has introduced a lot of initiatives on capacity and
efficiency management.

e M&A projects are also in good progress.

Q&A

Question: What'’s the cold repair cycle for the industry?
Answer:
Industry supply:

e For the industry as a whole, the number of production lines with quotas in China is
estimated at ~300.

e Going forward, the government is unlikely to ease the approval of new production
line due to need to achieve environmental and carbon emission targets. Float glass
supply will be even tighter going forward.

e The cold repair cycle is normally 6-8 years. Some new furnaces can operate 10
years before cold repair.

e Due to the robust industry demand at present, some old production lines in the
market has been running for 10 years without cold repair. However, such situation
is unsustainable and there is imminent need for these capacities to come offline.

e It is estimated that around 270-280 production lines are in operation at present.
Out of these capacities, around 100 lines started operation during the period after
the 4 trillion stimulus package in 2011. Majority of these lines will need to stop for
cold repair in the near term.

e As a result, the effective capacity of float glass will be reduced over the coming
three years.

Question: Any capacities with production quota but not in operation? Any
opportunities for China Glass to make acquisition?
Answer:
At present, new capacity addition is very difficult to get approval from the government.
There are two types of capacities that have quotas but not in operation:
e Type 1: At normal cold repair stage. Unlikely for these project owners to sell given
that the operation is not a problem.
e Type 2: Capacities running at operational or financial difficulties, which are forced
to sell. This is similar to China Glass’ newly acquired project in Fujian. However,
this type of projects is very limited in the market.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Question: Is there a policy that any capacity suspended for two-year is equivalent to
a loss of the production quota?

Answer:

Such situation existed, despite the lack of official documents available. By the end of 2021,
production lines not in operation for two years will mean a loss of the production quota.
Therefore, these capacities will likely be sold. However, such projects are not widely
available in the market. China Glass has been actively looking for such projects.

Question: What’s the restructuring target of China Glass?
Answer:
Current shareholding structure:
e Triumph Science & Technology Group (owned by CNBM Group): 23.01%
e Legend Holding: 22.8%
CNBM Group has already launched the 15th FYP. The “3+1 strategy” has been finalized.
e Display and new materials: Triumph Science & Technology
e New energy glass: Luoyang Glass (1108 HK / 600876 CH, NR)
e Float glass and special glass: China Glass
e Research institute
China Glass is expanding to solar glass business. For example, Sugian project is a solar
glass capacity project.
At present, there is no concrete timetable of restructuring. The overlapped business (such
as solar glass business) will be handled properly at the interest of shareholders of both
companies.

Question: What’s the float glass capacity owned by Triumph Science & Technology?
Answer:
Production capacity (daily) of Triumph:

e Heilongjiang: Two production lines (total: 600t x2)

e Henan: Two lines (total: 600t x2)

e Luoyang: 700t + 650t

e Dezhou: 600t

¢ Qinhuangdao: 500x 3 (acquired last year)

e Sichuan: One new line for glass supply to Wuliangye this year

e Total 10 production lines
China Glass currently has 12 production lines. Both companies have ~6,000 tonnes of daily
capacity.
China Glass restructuring plan will likely take reference to Luoyang Glass recent
restructuring model.

Question: What’s the cost structure? Which players would China Glass benchmark
to?

Answer:

For China Glass, certain production lines’ profitability has reached the tier-one level (though
not all lines). The overall gross margin improvement has been satisfactory so far.

e Soda Ash: Given the central procurement at group level, cost is the lowest across
the industry. Normally, China Glass can achieve cost of RMB100-200/tonne lower
than peers. Sometimes even RMB500 lower.

e Energy: Mainly natural gas. Cost is still higher than peers. Cost level will have room
to drop further.

e Silicon sand: China Glass owns sand mines but not enough to fully supply the
internal use. There is no major difference among players in terms of cost as the
absolute amount is not very high.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Going forward, China Glass will benchmark the cost efficiency to the tier-one industry
players.

Question: What are the key demand drivers?
Answer:
Apparent demand is on the rise due to the following factors:

e Property: While property is not a high growth sector due to government policy,
there has been structural change for the demand for glass products. For example,
the use of double insulation glass has been increasing. Besides, there is a rising
trend of using triple insulation glass (for voice and temperature reduction). This
structural trend has boosted the demand for each unit of property completion. On
the other hand, designs with more glass usage in both office and residential will
also boost the glass demand.

e New Energy (Solar glass). Double glass application: Ultra-clear glass is used in
backsheet.

e New Energy vehicles. New growth driver on top of traditional vehicles.

e Home appliance. For example, certain plastics components of air conditioners
and refrigerators have been replaced with glass.

Question: What’s the capacity expansion plan?
Answer:
e Fujian Longtai acquisition: SGM will be held on 16 Jul for approval.
e First production line: Started operation 1 May.
e Second production line (500t) will be ready soon.
e Third production line (600t) is in construction.
China Glass capacity (daily) target:
China:
e May 2021: 5100t
e Currently at 6,100t after adding two new lines (total 1000t)
e Will add 700t (Longtai project) by the end of Jul.
e Total: 6,800t
e 7,500t in total after the commencement of Longtai second line
Overseas: 1200t
¢ Nigeria: 600t (started operation in 2019)
e Kazakhstan: 600t to start operation by end 2021 (at construction stage but
progress affected by COVID-19)
China Glass total: 8,700t (China and overseas)

Question: How’s the cash flow? How to manage the debt level?
Answer:
e Cash flow is very good YTD.
e 2020 average finance cost down 1ppt from 2019. Expects further decline in finance
cost this year.
e That said, China Glass currently put the focus on growth and therefore the scale
of debt will likely increase.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Figure 1: Spot price of float glass in China +51% YoY

in 1H21 Figure 2: Glass production in China
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst 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 that 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 stock(s) 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 stock(s) covered in this research report 3 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
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of
Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.
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