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Zhaojin Mining 

(1818 HK) Long-term value emerging 
 Zhaojin’s 2016 underlying net profit came in ahead our expectation 

with blended gross margins widening on higher gold prices.

 We revised down our FY17E net profit estimate by 8.3% on the back 
of management’s guidance on potential higher costs and tax rate. 
However, growth prospects are to remain positive, driven by: (1) 
Haiyu mine development progressing smoothly, (2) acceleration in 
overseas M&As, and (3) A-share listing plan.

 Still pegging to 2.0x FY17E PBR, our revised target price of HKD9.0 
(from HKD10.0) represents 19.8% upside potential. Maintain Buy 
rating. 

FY16 underlying earnings beat market expectations. Excluding 

exceptional items, Zhaojin’s underlying net profit was ahead of consensus. 

Thanks to the increase in gold unit selling prices and a higher recovery rate, 

gross profit margin widened by 3.05ppt to 40.95% in 2016. Mined gold 

production volume was flat for the full-year, which was expected. Based 

on the company’s data, Zhaojin was ranked in the first quartile of low-cost 

producers globally. We believe Zhaojin’s overall results demonstrate its 

leading position in the domestic gold industry. Meanwhile, although the 

copper business posted a loss last year, contribution from this segment 

was small, having accounted for merely 8% of total revenue in FY16. 

Gold remains a safe haven in 2017. We are optimistic on gold prices in 

2017, in view of: (1) the inflationary environment in the US economy is 

likely to persist going forward, (2) rising gold demand from the emerging 

economies, (3) political tensions linked to the Trump presidency, Brexit 

and a host of elections in Europe may spark renewed gold demand later 

this year, (4) reduction in mined production to offset increasing supply 

from recycling. Moreover, if the RMB comes under further depreciation 

pressure in the near-term, it would translate into higher RMB-

denominated selling prices for Chinese gold producers. 

Optimistic growth prospects for Zhaojin. Based on the latest guidance of 

stable costs and the effective tax rate to rise to 30% (from 25%), we revised 

down our FY17E net profit estimate by 8.3%. Meanwhile, management 

also claimed that development of the Haiyu mine, acquired in 2015 with a 

proven gold reserve of 188 tons and an average conversion rate of 

4.6g/ton, is progressing well. We expect this mining project to contribute 

to a significant portion of the total volume growth of the company in both 

2018 and 2019, on the target of adding 15tons output by 2019, which is 

nearly double the current production and provides potential for 

improvement in its long-term value driven by the strong growth prospects. 

Valuation is undemanding, maintain Buy with PT revised down to HKD9.0 

(from HKD10.0). Trading at 1.7x FY17E PBR, versus our estimated ROE of 

6.5%, we believe Zhaojin’s valuation is not expensive as compared to its 

corresponding five-year historical range during 2013 and 2017, as well as A-

share peers. Pegging to 2.0x PBR, our target price represents 19.8% upside 

potential. 
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Income statement (RMB mn) Cash flow statement (RMB mn)
Year end: D ec 2014 2015 2016 2017E 2018E Year end: D ec 2014 2015 2016E 2017E 2018E

Revenue 5,606        5,887        6,665        6,416         6,480        EB IT 1,197   1,081   1,265   1,418   1,442   

COGS (3,434)      (3,656)      (3,935)      (3,955)      (3,984)      Depreciation & amortisation 691           752          723          731           776          

Gross profit 2,172         2,231         2,729        2,461         2,496        Net interest 514           526          465          340          331           

Selling expenses (120)           (98)            (72)            (69)            (70)            Taxes paid (176)          (155)          (366)         (323)         (278)         

General and administrative (907)          (957)          (1,055)       (1,015)        (1,025)       Changes in working capital (588)         (217)          (263)         133           (10)            

Other opex 26              (98)            (344)          35              35              Others (570)         (469)         (2,658)     (680)         (662)         

EB IT D A 1,889   1,833   1,988   2 ,148   2 ,218   C ash f lo w fro m o perat io ns 1,068   1,519   (834)    1,618   1,600   

Depreciation & Amortization (691)           (752)          (723)          (731)           (776)          

EB IT 1,197    1,081    1,265   1,418    1,442   Capex (2,178)      (1,211)        (1,642)      (1,642)      (1,642)      

Interest income 463           41               160            169            194            Acquisitions (1,158)       (1,381)       -           -           -           

Interest expense (977)          (567)          (625)          (509)          (525)          Disposals 75             82             -           -           -           

JVs and associates 26              3                6                6                6                Others 996          (72)           -           -           -           

Others -            -            -            -            -            C ash f lo w fro m invest ing (2,264) (2 ,583) (1,642) (1,642) (1,642) 

P retax pro f it 683      555      799      1,078   1,111     

Taxation (176)           (155)           (366)          (323)          (278)          Dividends (420)         (210)          (119)           (184)          (204)         

M inority interests (51)             (91)             (80)            (140)           (154)           Issue of shares -           -           -           -           -           

N et pro f it 455      308      353      615      679      Change in debt 447          1,089        2,000       1,000        -           

Net profit (adjusted) 455           308           505           615            679           Others 1,388        963          -           -           -           

C ash f lo w fro m f inancing 1,415   1,842   1,881   816      (204)    

Basic EPS (RM B) 0.15           0.10           0.12           0.21           0.23          

Diluted EPS (RM B) 0.15           0.10           0.17           0.21           0.23          C hange in cash 219      778     (595)    791      (246)    

DPS (RM B) 0.05          0.04          0.04          0.06          0.07          Free cash flow (1,109)       308          (2,477)     (24)           (42)           

Balance sheet (RMB mn) Key ratios 
Year end: D ec 2014 2015 2016 2017E 2018E Year end: D ec 2014 2015 2016E 2017E 2018E

Cash 1,255         2,033        1,438         2,229        1,983         Operat ing rat io s

Short term investments -            -            -            -            -            Gross margin 38.8         37.9         41.0          38.4         38.5         

Accounts receivables 103            67              281            168            169            EBITDA margin (%) 33.7         31.1           29.8         33.5         34.2         

Inventory 3,172         3,439        3,631         3,552        3,578        Effective tax rate (%) 25.8         27.9         45.8         30.0         25.0         

Other current assets 1,314          993           2,261         2,261         2,261         Revenue growth (%) -           5.0            13.2          (3.7)          1.0             

T o tal current  assets 5,843   6 ,533   7 ,610   8 ,210   7 ,991   Net income growth (%) -           -           14.7          21.7          10.5          

PP&E 11,145        12,820      12,974      13,886      14,752      EPS growth adj (%) -           -           62.6         21.7          10.5          

Intangible Assets 5,301         9,645        10,297      10,297      10,297      DPS growth (%) -           -           (0.8)          55.5         10.5          

Total investments 450           423           436           436           436           

Other long term assets 3,661         1,635         1,646         1,646         1,646         Eff icency rat io s

T o tal lo ng term assets 20,557 24,521 25,353 26,265 27,131  ROE (%) 5.3            2.9            4.5            5.3            5.6            

T OT A L A SSET S 26,400 31,054 32,964 34,474 35,122 ROCE (%) 7.6            5.8            7.4            8.0            7.8            

Asset turnover (x) 0.2            0.2            0.2            0.2            0.2            

Short term debt 4,716         9,524        12,082      12,926      12,926      Op cash / EBIT (x) 0.9            1.4             (0.7)          1.1              1.1              

Accounts payables 479           583           390           489           493           Depreciation / CAPEX (x) 0.3            0.6            0.4            0.4            0.5            

Other current liabilities 5,540        2,364        3,404        3,246        3,260        Accounts receivable days 9.5            5.3            9.5            12.8          9.5            

T o tal current  liabilit ies 10,735 12,471  15,876 16,661  16,679 Accounts payable days 221.8        220.6       229.0       231.7        228.1        

Long term debt 2,174         1,733         1,088         1,244         1,244         

Deferred tax 1,051          1,069         920           920           920           Leverage rat io s

Bonds payable 2,690        2,141          945           945           945           Net gearing (%) 96.1          105.8        113.0         110.6         108.3        

Other long term liabilities -            -            -            -            -            Net debt / EBITDA (x) 4.4            6.2            6.4            6.0            5.9            

T o tal lo ng term liabilit ies 5,915   4 ,942   2 ,952   3 ,109   3 ,109   Interest cover (x) 2.3            2.1             2.7            4.2            4.4            

T OT A L LIA B ILIT IES 16,650 17,413  18,828 19,769 19,788 Current ratio  (x) 0.5            0.5            0.5            0.5            0.5            

Shareholders’  funds 8,667        10,741       11,222       11,652       12,128       Valuat io n

M inority Interests 1,083         2,900        2,913         3,053        3,207        PER (x) 43.5         64.3         56.5         32.5         29.4         

T OT A L LIA B  A N D  EQUIT Y 26,400 31,054 32,964 34,474 35,122 EV/EBITDA (x) 18.2          17.5          17.0          15.8          15.4          

PBR (x) 2.0            1.5             1.8             1.7             1.6             

Net cash / (debt) (8,325)      (11,364)      (12,677)     (12,886)     (13,132)      Dividend yield (%) 0.7            0.6            0.6            0.9            1.0             
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Company Rating Definition 
The Benchmark: Hong Kong Hang Seng Index; Time Horizon: 12 months  

Buy 12-month absolute total return: >=10% 

Hold 12-month absolute total return: >-10% but <10% 

Sell 12-month absolute total return: <=-10% 

 

Disclosure of Interests 
As of the date of this report, 
1. The research analysts primarily responsible for the preparation of all or part of this report hereby certify that: 

(i) the views expressed in this research report accurately reflect the personal views of each such analyst about the subject securities 
and issuers; and 

(ii) no part of the analyst’s compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed in this research report. 

2. The research analysts primarily responsible for the preparation of all or part of this report, or his/her associate(s), do not have any interest 
(including any direct or indirect ownership of securities, arrangement for financial accommodation or serving as an officer) in any company 
mentioned in this report, 

3. This report has been produced in its entirety by China Securities (International) Brokerage Company Limited (“China Securities (International)”) 
(CE Number: BAU373, regulated by the Securities and Futures Commission in Hong Kong) 

4. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary 
trading or agency broking in relation to securities have no financial interest, in aggregate, equal to or more than 1% of the market capitalization 
in the stocks reviewed in this report. 

5. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary 
trading or agency broking in relation to securities may receive compensation from or mandates for investment banking services in the past 12 
months from listed corporations whose stocks are being reviewed by China Securities (International) in this report. 

6. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary 
trading or agency broking in relation to securities do not have any individual employed by or associated with them serving as an officer of a 
listed corporation whose stocks are being reviewed by China Securities (International) in this report. 

7. China Securities (International) and each of its group companies that carry on a business in Hong Kong in investment banking, proprietary 
trading or agency broking in relation to securities may act as the market markers in the stocks reviewed by China Securities (International) in 
this report. 

 

Disclaimer 
This report is for information purposes only and should not be construed as an offer to sell or to solicitation of an offer to buy or sell any securities in 
any jurisdiction.  The securities referred to in this research report may not be eligible for sale in some jurisdictions.  This information contained in 
this report has been compiled by China Securities (International) from sources that it believes to be reliable and the opinions, analysis, forecasts, 
projections and expectations contained in this report are based on such information and are expressions of belief only and no representation, warranty 
or guarantee is made or given by China Securities (International) or any person for its accuracy or completeness.  All opinions and estimates expressed 
in this report are (unless otherwise indicated) entirely those of China Securities (International) as of the date of this report only and are subject to 
change without notice.  Such opinions and estimates may be different from or contrary to the opinions presented by the other business departments, 
units or affiliates of China Securities (International), as different assumptions and standards, different views and analytical methods may be adopted 
in the preparation of such other materials, and China Securities (International) is under no obligation to bring such other materials to the attention of 
any recipient of this report.  Neither China Securities (International) nor its holding companies and affiliates accept any liability whatsoever for any 
direct or consequential loss arising from any use of material contained in this report or otherwise arising in connection therewith. 
Any investment referred to herein may involve significant risk, may be illiquid and may not be suitable for all investors.  The value of or income from 
any investment referred to herein may fluctuate and be affected by changes in exchange rates.  Past performance is not indicative of future results.  
This report does not take into account the investment objectives, financial situation or particular needs of any particular person.  Investors are 
expected to make their own investment decision without relying on this publication.  Before entering into any transactions in any securities referred 
to in this research report investor should consider their own individual investment objectives and financial situation and seek professional financial, 
tax and legal advice, as necessary. 
This report is strictly confidential to the recipient.  It is being supplied to you solely for your information and may not be reproduced, redistributed 
or passed on, directly or indirectly, to any other person or published, in whole or in part, for any purpose.  The distribution of this report in other 
jurisdictions may be restricted by law, and persons into whose possession this report comes should inform themselves about, and observe, any such 
restrictions.  By accepting this report you agree to be bound by the foregoing instructions. 
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