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SECTOR UPDATE
Renewable Energy — China

Another Upbeat Year For Renewables

In line with the “Dual Carbon Goal”, the Chinese government continued to roll out
supportive policies for the renewables sector in 1H22 and we expect robust new
installations in 2022. Most of the listed renewables companies are still guiding robust
production lines and capacity expansion targets after the 1Q22 results, although we
saw some delays in solar projects as well as margin pressure on wind turbine
manufacturers. As such, we prefer operator names in wind and prefer names that have
higher exposure to polysilicon in solar. Maintain OVERWEIGHT.

WHAT’S NEW

o Sector still on uptrend with further supportive policies towards the “Dual Carbon
Goal”. To achieve the objectives of peak carbon emission by 2030 and carbon neutrality by
2060, the Chinese government continues to promote the development of renewable energy.
In Mar 22, National Energy Administration (NEA) released the Notice of 2022 Energy Work
Instruction, targeting to consume 17.3% of non-fossil fuel energy in 2022 (vs 16.3% in 2021).
Of this, 12.2% of the energy consumption will be generated from wind and solar.

In addition, National Development and Reform Commission (NDRC) also revealed “the 14th
Five-Year Plan for Modern Energy System” in Mar 22, proposing to accelerate the
development of large-scale wind and solar farms in the Gobi Desert, boost the development
of off-shore wind projects in southeast coastal areas and promote the usage of distributed
solar power in industrial parks and urban areas. Furthermore, the document emphasised
strengthening the inter-provincial energy transmission ability and increasing investment in
UHV construction, while prioritising the transmission of renewable energy with the target of
no less than 50% of inter-state energy transmission for the newly build power grids.

Solar: Polysilicon supply to remain tight until 2H22. The super cycle of polysilicon
(increased 3x from Rmb59/kg to Rmb247/kg since Jun 20) driven by supply shortage is
expected to last till at least 3Q22 due to delays in capacity expansion amid the on-going
lockdown measures, according to our channel checks. Despite the China Photovoltaic
Industry Association (CPIA) expecting the production volume of polysilicon to increase
38.6% from 505,000 tonnes in 2021 to over 700,000 tonnes in 2022, Longi (601020 CH/Not-
rated) expects the worldwide module demand in 2022 would stand at 260-270GW during its
quarterly briefings, implying a 53% yoy growth. Therefore, we believe the ASP of polysilicon
would remain above the Rmb240/kg level in 3Q22 due to the existing unsolved structural
shortage in the supply chain. As such, we prefer polysilicon > solar wafer/cell = solar module
= solar glass, as polysilicon makers are currently reaping most of the profits along the solar
supply chain due to supply shortages. Meanwhile, downstream manufactures will have more
difficulties in passing down costs given the relatively rigid power tariff prices. Nevertheless,
the expected tariff hikes in China, along with increased demand from overseas and
distribution projects will be able to lift some of the pricing pressure along the mid to
downstream solar value chain going forward.

Wind: Cost of electricity decreased, driven by lower WTG prices. From 2022, both
newly constructed onshore and offshore projects will receive no subsidies from the central
government, although several coastal provincial governments have announced local
subsidies for offshore projects, including Guangdong, Zhejiang and Shandong. On the
equipment side, we are seeing intensifying competition in the WTG market, and wind turbine
generator's (WTG) national average bidding prices plunged 35% yoy to Rmb1,876/kW in
1Q22. As such, we prefer wind operator > wind turbine manufacturer, due to: a) lower
equipment ASP which can boost profitability of wind projects, b) operating efficiency
improvement (eg higher utilisation hours) thanks to technology upgrades and digitalisation,
and c) margin squeeze for WTG makers due to ASP decline and raw material cost hike.
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PEER COMPARISON
Company Ticker Rec Price@  Target Upside/ (Downside) Market PE [ EV/EBITDA ----- Net
12 Apr22  Price to TP Cap 2022F 2023F 2022F 2023F 2022F 2023F ROE  Gearing

(HKS)  (HKS) (%) (HK$m)  (x) x) x) ®) () (S O W )

Longyuan Power 916 HK BUY 15.48 22.20 434 124,403 13.7 12.2 17 1.6 9.4 8.4 114 152.8

Goldwind 2208 HK  BUY 11.28 12.80 135 47,659 124 118 11 1.0 114 11.2 114 88.0

Xinyi Solar 968 HK BUY 11.88 1450 22.1 105,622 229 145 32 29 15.1 10.1 27.0 4.6

Singyes 750 HK BUY 1.07 1.80 70.1 2,698 8.6 6.1 0.6 05 8.3 8.2 128  108.0

Source: Bloomberg, UOB Kay Hian
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¢ Potential one-off payment of the delayed subsidy. According to the government’s 2022
central and local budget plans, the budget on renewable sector is no longer separately
disclosed, and at the same time “other government fund expenses” surged 4.87x yoy to
Rmb452.8b, which is largely in line with the shortfall of renewable subsidy payment of
~Rmb400b. Coupled with NDRC's request to all power generation companies to conduct
self-review on the tariff subsidy before 15 Apr 22, it is very likely that the central
government will seek to resolve the shortfall in subsidy funds. We believe that the potential
sizeable amount of subsidy payment can help with: a) paying down debts and hence
lowering interest expense, b) providing capex for new renewable projects, and c)
improving cash flow. For Longyuan and XYS, we estimate a full subsidy collection by end-
22 can boost its 2023 earnings by 4.0%/0.6% respectively if used on debt reduction.

ESSENTIALS

¢ Maintain OVERWEIGHT, as we believe the renewable sector is poised to benefit from the
robust demand for renewable energy globally. Currently we estimate 55/75GW in newly
installed capacity for wind/solar in China, representing 15.6/36.7% yoy growth respectively.
Our new installed capacity forecast of solar is close to the low-end of the industry target, as
we factored in the possibility of projects being delayed due to the elevated module price.

ACTION

¢ Longyuan Power (916 HK/BUY/Target: HK$22.20) remains our top pick in the renewable
sector, primarily thanks to its robust installations expansion plan and backed by parent SOE
(China Energy Investment). In addition, Longyuan would be the main beneficiary of the
potential subsidy released, given its substantial Rmb25.8b subsidy receivable (~6.3x that of
cash on hand). Our DCF-based target price implies 18.4x 2022F PE.

¢ Goldwind (2208 HK/BUY/Target: HK$12.80). We remain cautious regarding the sustained
ASP declines on WTG, but at the same time the product mix improvements along with strong
sales volume would support Goldwind’s earnings. Maintain BUY as current valuation of 10.4
forward PE is undemanding at 1SD below mean. Our target price implies 14.7x 2022F PE,
pegged to its three-year average mean valuation.

« Xinyi Solar (968 HK/BUY/Target: HK$14.50). According to our talks with management, the
inventory level for the solar industry is decreasing and at a healthy <1 month, supported by
robust demand from distributed solar projects and overseas. Although there is no production
impact caused by lockdown measures, the company did see impact on logistics and
deliveries. The recent natural gas price hikes will also pressure its profitability, as natural
gas/soda ash accounted for 25-30/15% in expenses for solar glass production. As such, we
lower our 2022F solar GPM forecast from 34.6% to 30.8% to reflect the recent price hike. We
cut the 2022-24 earnings by 10.7/1.1/0.9% and lower Xinyi Solar’s target price to HK$14.50,
based on SOTP valuation. Maintain BUY.

RISKS

o Upside: a) Accelerating subsidies payment, b) better-than-expected capacities installation,
and c) increasing exports exposure to fulfil the robust worldwide demand.

¢ Downside: a) virulent price competition as intensifying competition, b) a new market tariff
mechanism below the coal-fire benchmark, and c) worse-than-expected installation due to
raw material cost hike.
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SUBSIDIES RECEIVABLE
Subsidy receivable
(As of end of 21)

Company Ticker (Rmb m)
Longyuan 916 HK 25,800
Datong 1798 HK 15,374
Suntien 956 HK 6,676

CR Power 836 HK 14,300
China Power 2380 HK 1,224

XYE 3868 HK 4,522

Source: Respective companies, UOB Kay Hian
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1Q22 GUIDANCE UPDATES ON MAJOR RENEWABLE COMPANIES
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2022FPE  2022F NP
Companies  Ticker Main Business Nature (X) Growth (%) 2022 Guidance Update
Wind Power
Longyuan 916 HK Wind Farm Operator 13.7 315 3GW in new wind capacity in 2022 vs 1.45GW in 2021
Goldwind 2208 HK WTG Manufacturer 12.4 7.2 16GW WTG shipment vs 10.6GW in 2021
Solar Power
Singyes 750 HK Solar Farm Operator 8.6 4.1 1GW in new renewable capacity in 2022 vs 0.14GW in 2021
Xinyi solar 968 HK Solar Glass Manufacturer 22.9 1.1 5.65m tonnes total annual effective operating capacity vs 4.25m tonnes in 2021
Xinte Energy 1799 HK Polysilicon Manufacturer 24 49.6 110-120k tonnes annual polysilicon shipment vs 78k tonnes in 2021
GCL Tech 3800 HK Polysilicon Manufacturer 6.1 69.0 170k tonnes annual polysilicon shipment vs 40k tonnes in 2021
LONGi 601012 CH Wafer and Module Manufacturer 26.2 56.5 90-100GW/50-60GW wafer and module shipment in 2022 vs 70GW/39GW in 2021
Jinko JKS US Solar Module Manufacturer 18.7 117.2 35-40GW annual shipment in 2022 vs 25.2GW in 2021
Daqo DQUS Polysilicon Manufacturer 26 73.0 120-125k tonnes production volume vs 86.6k tonnes in 2021

Source: Bloomberg, UOB Kay Hian
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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