
                                                     
 
 

 

 
 

April 17, 2013 

China Gold 
Waiting for Price to Stabilize 
 

We have cut our earnings estimates and price 
targets by ~30% based on our commodity team’s 
materially lower gold price forecast. We expect 
investors to refocus on valuations once metal 
prices stabilize. 

Main factors for gold price drop: Gold prices fell to 
their lowest level in more than two years on April 15, due 
to 1) ETF liquidation, 2) speculation over European 
Central Bank selling, and 3) apparent nervousness that 
the US Federal Reserve might end quantitative easing 
(QE).  

Earnings estimates reduced to reflect lower gold 
price forecast: Morgan Stanley’s commodity team has 
cut its gold price forecast by 16% to US$1,487/oz for 
2013 and by 15% to US$1,563/oz for 2014 to reflect the 
erosion of the long-running bull trend. We have lowered 
our earnings estimates and price targets by ~30% for 
2013-2015 to reflect the new gold price forecast.  

Company fundamentals remain sound: Zhaojin is 
targeting 14% YoY growth in its mined gold production 
to 21tpa in 2013 and aims to keep its cost increases 
within 10%. Zijin plans to produce 33t of gold this year 
and is seeking to slow its cost growth from the 26% YoY 
rate (excluding Norton mine) in 2012.  

Investors will likely need to see gold price stabilize 
before focusing on valuation: Stocks are trading near 
trough valuations, with Zhaojin at 1.8x our 2013e P/B, 
implying a gold price of US$1,271/oz, and Zijin at 1.1x 
our 2013e P/B, implying a gold price of US$1,355/oz. 

Equity support level from value of reserves: Using 
the midpoint between the current spot gold EV/oz 
valuation and the 2008 trough level, we estimate 
valuation support at HK$1.55 per share for Zijin, 
HK$4.99 for Zhaojin, and HK$0.30 for G-Resources.  

 

Price Target and EPS Estimate Revisions 

New Old New Old % Chg

Gold -30% 30%

Zijin OW OW 3.10 4.20 -26% 35%

Zhaojin OW OW 10.00 16.00 -38% 20%

G-Resources OW OW 0.45 0.50 -10% 32%

Price Target % Upside/ 
Downside to 

PT

Rating

 
Source: Thomson Reuters, Morgan Stanley Research 

Downward Revisions to Gold Price Forecast 

Period
New Old Chg

US$/oz US$/oz %
2012 1,669
2013e 1,487 1,773 -16%
2014e 1,563 1,845 -15%
2015e 1,450 1,750 -17%
2016e 1,400 1,550 -10%
2017e 1,375 1,400 -2%
2018e 1,375 1,375 0%
LT 1,348 1,348 0%

Gold

 
Source: Morgan Stanley Research   e = Morgan Stanley Research estimates 
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Exhibit 1 

Morgan Stanley Gold Price Bull/Base/Bear Forecast 

 
Source: Morgan Stanley Research   e = Morgan Stanley Research estimates 
 
Exhibit 2 

Earnings Estimate Changes 

New Old % Chg New Old % Chg New Old % Chg

Gold -30% -29% -29%

Zijin 0.25 0.32 -23% 0.24 0.35 -31% 0.25 0.37 -33%
Zhaojin 0.58 0.86 -32% 0.75 1.03 -27% 0.70 1.02 -32%
G-Resources (US$) 0.003 0.005 -34% 0.008 0.012 -29% 0.010 0.013 -24%

2013e 2014eChanges to EPS 
(Rmb)

2015e

 
Source: Morgan Stanley Research   e = Morgan Stanley Research estimates 
 
Exhibit 3 

Earnings Estimates: Morgan Stanley vs. Consensus 

MSe Cons % Diff MSe Cons % Diff MSe Cons % Diff

Gold -28% -6% 19%

Zijin 0.25 0.26 -7% 0.24 0.26 -8% 0.25 0.23 10%
Zhaojin 0.58 0.70 -17% 0.75 0.71 6% 0.70 0.56 25%
G-Resources (US$) 0.003 0.008 -58% 0.008 0.010 -16% 0.010 0.008 22%

2015e EPS2014e EPS
EPS (Rmb)

2013e EPS

 
Source: Thomson Reuters, Morgan Stanley Research e = Morgan Stanley Research estimates 
 
Exhibit 4 

Zijin EV/oz Resources near Long-term Average;  
Support Level Estimated at US$84/oz 

Zhaojin EV/oz Resources
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Source: Company Data, Thomson Reuters, Morgan Stanley Research 
 

Exhibit 5 

Zhaojin EV/oz Resources near Trough;  
Support Level Estimated at US$155/oz 

Zijin EV/oz Reources 
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Source: Company Data, Thomson Reuters, Morgan Stanley Research 
 
Exhibit 6 

G-Resources EV/oz Resources below LT Average; 
Support Level Estimated at US$82/oz 

G-Resources EV/oz Reources 
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Source: Company Data, Thomson Reuters, Morgan Stanley Research 
 
Exhibit 7 

Zijin P/B: Near Trough  

Zijin P/B (1-yr rolling forward)
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Source: Company Data, Thomson Reuters, Morgan Stanley Research 
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Exhibit 8 

Zhaojin P/B: Below LT Average Level 

Zhaojin P/B (1-yr rolling forward)
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Source: Company Data, Thomson Reuters, Morgan Stanley Research 
 

Exhibit 9 

G-Resources P/B: Near Trough 

G-Resources P/B (1-yr rolling forward)
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Source: Company Data, Thomson Reuters, Morgan Stanley Research 

 
Exhibit 10 

Morgan Stanley Chinese Materials Coverage – Ranked on Attractiveness Score 
Morgan Stanley Asia ex Japan Materials: Attractiveness Score Prices as at

Company name SCORE

MS vs 
Consensus 

'13e
Net Gearing 

2013e

Hist 
RNOA 

2006-11a

Forecast 
RNOA '12-

15e
CAGR EPS 
(2012-15e)

P/E 
13e

EV/ 
EBITDA 

'13e
PBV 
'13e Div Yld '13e Rating

Stock 
price 

(HKD)

Price 
target 
(HKD)

Return to 
PT

3-mo 
Perf.

Down 
from 52-
wk High

Up from 
52-wk 

low
Mkt cap 
US$mn

Avg daily 
trading 
US$mn

Cement 1 10% e 94% e 16% 14% e 21% e 9.5 e 6.8 e 1.6 e 1.7% In-Line 12% (10%) (20%) 37% 5,788 35

Anhui Conch 1 13.70% 23% e 18% 17% e 25% e 11.8 7.1 2.0 1.1% Equal-Weight 27.35 30.00 10% (3.0%) (14%) 43% 18,672 42

Shanshui 2 7.26% 112% e 14% 13% e 17% e 5.3 4.3 1.0 4.8% Equal-Weight 4.39 5.60 28% (24.3%) (33%) 13% 1,593 5

BBMG 2 7.48% 101% e 16% 10% e 2% e 6.1 6.2 0.8 1.6% Equal-Weight 6.19 7.00 13% (15.2%) (20%) 37% 3,416 7

CNBM 4 14.79% 289% e 16% 12% e 19% e 4.9 6.4 1.1 2.4% Equal-Weight 9.43 12.00 27% (20.2%) (26%) 33% 6,559 54

Sinoma 5 (0.68%) 140% e 12% 6% e 11% e 8.4 6.2 0.5 1.5% Underweight 1.92 1.90 (1%) (29.9%) (42%) 8% 883 3

CR Cement 6 (12.49%) 79% e 12% 9% e 20% e 11.7 7.9 1.2 1.6% Underweight 4.29 3.90 (9%) (15.7%) (33%) 28% 3,603 14

Steel: 2 (0%) e 20% e 9% 7% e (59%) e 23.4 e 4.7 e 0.7 e 3.5% In-Line 2% (13%) (15%) 23% 6,592 16

Maanshan 1 NM 85% e 5% 3% e (182%) e 15.9 5.7 0.5 0.0% Equal-Weight 1.88 2.50 33% (30.4%) (34%) 29% 1,865 5

Baosteel 2 2.45% (1%) e 9% 9% e (3%) e 11.7 2.8 0.8 5.1% Equal-Weight 4.81 5.00 4% (5.7%) (8%) 18% 13,615 21

Angang 3 (10%) e 60% e 13% 2% e (183%) e 63.5 10.6 0.6 0.0% Underweight 4.61 3.70 (20%) (28.0%) (32%) 34% 4,297 7

Gold: 3 (10%) e 34% e 32% 21% e 2% e 8.7 e 6.0 e 1.6 e 3.7% Attractive 30% (27%) (35%) 3% 3,480 14

Zhaojin 1 (17.45%) 49% e 24% e 27% e 2% e 11.4 7.0 2.4 3.2% Overweight 8.31 10.00 20% (28.9%) (43%) 4% 3,175 10

Zijin 2 (6.80%) 26% e 36% e 18% e 2% e 7.4 5.5 1.2 3.9% Overweight 2.29 3.10 35% (25.9%) (31%) 3% 6,435 16

G-Resources 3 (58.47%) 2% e (45%) e 21% e (349%) e 13.2 6.8 1.2 0.0% Overweight 0.34 0.45 32% (13.9%) (33%) 17% 829 2

Nonferrous: 4 (25%) e 113% e 13% 10% e (16%) e 193.4 e 5.2 e 1.1 e 1.8% e In-Line 33% (26%) (30%) 3% 4,629 16

Jiangxi Copper 1 19.96% 4% e 21% 17% e 11% e 6.6 4.2 0.9 3.6% Overweight 15.36 25.00 63% (27.5%) (30%) 0% 6,852 26

Chinalco Mining 2 18.38% 469% e NM 8% e 305% e NM NM 3.1 0.0% Overweight 1.29 1.90 47% (21.3%) (26%) 11% 1,964 4

Chalco 3 (101.85%) 123% e 9% 2% e (176%) e 520.8 8.7 0.7 0.0% Underweight 2.91 2.50 (14%) (27.1%) (31%) 5% 5,070 8

AP-Materials: (5%) e 64% 16% 12% (16%) 55.4 e 5.6 e 1.2 e 2.6% e 16% (18%) (23%) 19% 5,122 21

Absolute MultiplesEarnings Trends Rating & PTs Price performance & liquidity

April 16, 2013

 
For valuation methodology and risks associated with any other price targets above (other than Zijin, Zhaojin, and G-Resources, which are discussed in this report), please email 
morganstanley.research@morganstanley.com with a request for valuation methodology and risks on a particular stock. Past performance is no guarantee of future results. Results shown do not include 
transaction costs. Source: Thomson Reuters, Company Data, Morgan Stanley Research, e = Morgan Stanley Research estimates 
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Exhibit 11 

Precious Metals Comps 
Prices are as of close 15-Apr-13

Price Price MS
Company Name Local Target Rating

676100 Anglo American Platinum Ltd 33,349.00 44,500.00 Equal-Weight 87347 97666 (3%) (18%) (32%) (35%) (25%) (33%) 0% 7% (3%) 10%
617536 Aquarius Platinum Ltd 40.00 61.00 Equal-Weight 286 416 6% (15%) (36%) (70%) (22%) (44%) 6% 19% (18%) (6%)
ABX Barrick Gold Corp 19.78 NA Equal-Weight 19800 34313 (25%) (31%) (43%) (52%) (44%) (44%) 0% 25% 16% 19%
BVN Compania De Minas Buenaventur 21.40 31.00 Equal-Weight 5445 5645 (11%) (15%) (39%) (48%) (40%) (41%) 0% 33% 22% 18%
1051-HK G Resources Group Ltd 0.34 0.45 Overweight 829 700 (9%) (10%) (10%) (23%) (3%) (24%) 0% (3%) (2%) 8%
GG Goldcorp Inc 27.69 NA Equal-Weight 23037 22953 (12%) (15%) (26%) (33%) (25%) (28%) 0% 9% 8% 7%
KGC Kinross Gold Corp 5.44 NA Underweight 6232 5847 (23%) (32%) (44%) (43%) (44%) (45%) 0% 7% 7% 8%
663710 Newcrest Mining Ltd 17.00 31.00 Overweight 13004 15187 (7%) (19%) (20%) (39%) (19%) (27%) 0% 21% 8% 5%
NEM Newmont Mining Corp 33.92 NA Equal-Weight 16926 23315 (13%) (15%) (25%) (30%) (27%) (28%) 0% 16% 14% 16%
OZL-AU Oz Minerals Ltd 4.83 7.80 Overweight 1482 823 3% (11%) (28%) (48%) (25%) (35%) 8% 10% 5% 4%
1818-HK Zhaojin Mining Industry Co Ltd 8.31 10.00 Overweight 19643 21162 (11%) (15%) (26%) (30%) (29%) (33%) 0% 31% 28% 21%
2899-HK Zijin Mining Group Co Ltd 2.29 3.10 Overweight 39810 51680 (5%) (7%) (25%) (24%) (24%) (27%) 0% 26% 21% 18%

Average ($USD) $9,512 $11,695 (8%) (15%) (25%) (35%) (23%) (29%) 1% 14% 6% 9%
Median ($USD) $7,648 $8,323 (8%) (15%) (27%) (37%) (25%) (31%) 0% 15% 8% 8%

Company Name

676100 Anglo American Platinum Ltd 39.3 NM 18.4 13.0 NM 15.2 4% (3%) (14%) 2.5 2.3 1.9 1.3% 0.0% 1.4%
617536 Aquarius Platinum Ltd 14.9 NM NM 8.1 NM 23.1 (0%) (33%) (83%) 2.8 0.5 0.6 1.6% 0.0% 0.0%
ABX Barrick Gold Corp 9.7 9.2 4.7 6.8 9.0 4.4 1% (3%) (4%) 1.9 1.6 0.8 1.1% 2.1% 4.0%
BVN Compania De Minas Buenaventur 11.3 13.3 8.2 12.0 17.6 8.6 4% 2% 7% 3.1 2.5 1.3 1.5% 0.0% 2.8%
1051-HK G Resources Group Ltd NM NM 13.2 NM NM 6.8 (19%) (32%) (19%) 1.9 1.2 1.2 0.0% 0.0% 0.0%
GG Goldcorp Inc 20.2 18.6 15.4 11.6 10.3 7.9 1% (1%) (2%) 1.7 1.3 1.0 0.9% 1.5% 2.2%
KGC Kinross Gold Corp 14.9 12.6 7.6 5.8 NM 2.9 (3%) (6%) (0%) 1.1 1.1 0.6 1.0% 1.6% 2.9%
663710 Newcrest Mining Ltd 27.1 16.0 18.0 14.3 9.1 9.8 (1%) (5%) (7%) 2.1 1.2 0.8 1.3% 1.5% 2.1%
NEM Newmont Mining Corp 13.9 12.6 7.8 10.7 7.0 4.8 (13%) (5%) 6% 2.3 1.7 1.1 1.7% 3.2% 5.0%
639782 Oz Minerals Ltd 10.0 14.8 14.8 4.0 4.3 1.9 16% 3% 23% 1.1 0.7 0.5 6.0% 4.5% 3.4%
1818-HK Zhaojin Mining Industry Co Ltd 17.9 15.9 11.4 14.5 9.7 7.0 1% 2% (5%) 6.1 3.8 2.4 2.1% 1.7% 3.2%
2899-HK Zijin Mining Group Co Ltd 9.0 10.2 7.4 5.7 7.2 5.5 (4%) (7%) 3% 2.0 1.8 1.2 2.8% 2.7% 3.9%

Average ($USD) 17.8 14.6 13.2 9.6 9.5 8.4 -1% -8% -8% 2.1 1.4 1.0 2% 1% 2%
Median ($USD) 14.9 14.1 14.0 10.4 9.1 7.0 1% -3% -2% 2.1 1.3 1.0 1% 1% 2%

2011 P/E 2012 P/E
2011 FCF 

Yield
2012 FCF 

Yield

Global Precious Metals Market Cap 
(MM, local FX) EV (MM, local FX) Last 7 Days

% Off YTD 
Low

Global Precious Metals 2011 Div 
Yield

2013e Div 
Yield2011 P/BK

2011 ROE 2012 ROE

2012 P/BK
2013e 
P/BK

2013e 
ROEYTD

2012 Div 
Yield

% Off YTD 
Hi

2013e EV/  
EBITDA2013e P/E

2011 EV/  
EBITDA 2012 EV/  EBITDA

2013e FCF 
Yield

Last 
Month

Last 3 
Months

Last 12 
Months

 
For valuation methodology and risks associated with any other price targets above (other than Zijin, Zhaojin, and G-Resources, which are discussed in this report), please email 
morganstanley.research@morganstanley.com with a request for valuation methodology and risks on a particular stock.  
Source: Thomson Reuters, Company Data, Morgan Stanley Research, e = Morgan Stanley Research estimates 

 

Exhibit 12 

Morgan Stanley Gold Supply & Demand Model 

 
Source: WGC, GFMS, CRU, Morgan Stanley Research   e = Morgan Stanley Research estimates 
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Valuation Methodology and Risks 

Company Ticker Rating 
Price 
Target Valuation Methodology Risks to Our Price Target 

Zijin Mining 2899.HK OW HK$3.10 

Our base-case valuation is derived using 
Morgan Stanley’s residual income model. We 
use base-case commodity prices and a cost of 
equity of 9.9%, with a risk-free rate of 0%, a 
risk premium of 7.2% and a beta of 1.4. The 
zero risk-free rate reflects that gold equities 
typically trade at higher multiples in light of a 
lack of currency debasing risk. We assume a 
long-term ROE of 15% and a steady state 
revenue growth rate of 5% p.a.  

Downside risks include: 
Lower-than-expected gold 
prices, project delays, and 
lower-than-expected output 
growth for new mines. 

Zhaojin 1818.HK OW HK$10.00  

Our base-case valuation is derived using 
Morgan Stanley’s residual income model, 
which discounts our base-case earnings 
through 2019, and then normalizes them by 
our cost of equity of 8.6%. We calculate our 
cost of equity assumption on a risk-free rate of 
0%, a market risk premium of 7.2%, and a 
beta of 1.2. We assume a long-term ROE of 
16.5% and a steady state revenue growth rate 
of 5% p.a. 

Downside risks: Falling gold 
prices on stronger US dollar, 
execution risk in new projects.

G-Resources 1051.HK OW HK$0.45  

Our base-case valuation is derived using 
Morgan Stanley’s residual income model. 
Whilst our financial model uses the base-case 
commodity price, we use a cost of equity of 
10.8%, with a risk-free rate of 0%, a risk 
premium of 7.23% and a beta of 1.5. We 
assume a long-term ROE of 15% and 
steady-state revenue growth of 3% p.a.  

Downside risks: Delay in 
production ramp-up or capex 
overrun at Martabe; 
environmental operational risk; 
other unforeseen difficulties in 
mining or processing; lower- 
than-expected metal prices; 
Indonesia mining laws, like 
those of all sovereign nations, 
being subject to change. 
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Zijin: Financial Summary 
Key Drivers 2010 2011 2012 2013e 2014e Per Share Data (Rmb) 2010 2011 2012 2013e 2014e

Gold sales volume (mine-produced) - ton 70             86             91             80             85             ModelWare EPS 0.22 0.26 0.24 0.25 0.24
Copper concentrate vol (kt) 90             87             111           133           160           Consensus EPS 0.22 0.29 0.24 0.26 0.26
Gold Price (US$/oz) 1,226 1,546 1,669 1,487 1,563 Diff. to Consensus EPS (%) (0.0) (9.0) (1.9) (6.8) (8.0)
Copper price (US$/lb) 2.9            4.0            3.6            3.9            3.7            DPS 0.07 0.07 0.07 0.07 0.07

Gold total cost (US$/oz) 293 393 564 665 696 BVPS 1.00 1.16 1.34 1.52 1.69

Copper cash cost (US$/lb) 0.73 0.81 1.04 1.15 1.23 Valuation Multiples (x) 2010 2011 2012 2013e 2014e

Income Statement (Rmb mn) 2010 2011 2012 2013e 2014e P/E 18.5 9.0 10.3 7.4 7.5

Net Sales 27,769 39,382 47,874 54,267 57,492 P/BV 4.1 2.0 1.8 1.2 1.1

Gross Profit 9,529 11,845 11,499 12,255 13,385 EV/Sales 3.4 1.6 1.5 1.1 1.1

EBITDA 7,921 10,665 9,940 10,690 10,364 EV/EBITDA 11.3 5.7 7.2 5.5 6.0

Consensus EBITDA 8,702 11,190 12,836 13,507 15,574 FCF Yield 11.3 5.7 7.2 5.5 6.0

Diff. to Consensus EBITDA (%) (9.0) (4.7) (22.6) (20.8) (33.5) Dividend Yield 1.6% 2.8% 2.7% 3.9% 4.1%
EBIT 7,470 10,104 9,410 9,816 9,192 EV/EBITDA Analysis (Rmb mn) 2010 2011 2012 2013e 2014e

Pre-tax Profit 7,299 9,333 8,543 8,420 8,315 Average Stock price (HK$) 4.8 2.9 2.3 2.3 2.3

Net Profit (before EI) 4,797 5,757 5,201 5,346 5,279 Eq Shares outstanding 21,812 21,812 21,812 21,812 89,329

Cash Flow (Rmb mn) 2010 2011 2012 2013e 2014e Equity Value 88791 53940 42302 42302 27769

EBITDA 7,921 10,665 9,940 10,690 10,364 Net Debt 538 3500 9735 9262 7921

-Taxes Paid (1,412) (1,338) (2,420) (2,105) (2,079) Minority Interest 4,197 5,124 5,401 6,370 7,327

- Net Financial (158) (496) (804) (1,396) (877) Enterprise Value 93526 62564 57439 57935 43018

-Working Capital & Other (1,571) (3,683) (1,227) 2,103 (573) EBITDA 7,921 10,665 9,940 10,690 10,364

Operating Cash Flow 4,781 5,148 5,489 9,293 6,835 Associate Income (987) (182) (267) (303) (1,721)

Capex (3,373) (7,476) (9,088) (8,140) (8,624) EV/EBITDA incl. asocte inc 13.5 6.0 5.9 5.6 5.0

FCF 1,408 (2,328) (3,600) 1,153 (1,789) Sensitivity analysis 
Balance Sheet (Rmb mn) 2010 2011 2012 2013e 2014e 2012e in Rmb mn  Sales  EBITDA  NI  EPS (Rmb)  % impact 

Cash & Equivalents 4,383 6,180 7,473 7,946 5,680 on EPS

Receivables 669 489 841 674 714 Gold Price (US$10/oz chg) 64             64              48             0.00             0.9               

Inventory 3,483 7,160 11,602 7,889 8,234 Copper Price (US$0.1/lb chg) 118           118            89             0.00             1.7               

Total Assets 38,401 52,652 68,493 76,198 81,755 Gold Volumes (5%) 537           220            165           0.01             3.2               

Payables (ST and LT) 1,101 3,392 4,824 5,255 5,470 Copper Volumes (5%) 235           104            78             0.00             1.5               

Borrowings 7,583 10,669 17,834 17,834 17,834 Gold Production cost (10%) -              (604)           (453)          (0.02)            (8.7)              

Total Liabilities 12,373 22,188 33,771 36,733 37,669 Key Drivers 1Q13e 2Q13e 3Q13e 4Q13e 2013e

Shareholders Equity 21,832 25,340 29,320 33,095 36,759 Total Gold sales volume- ton 16             21              21             21                80                

Minority Interest 4,197 5,124 5,401 6,370 7,327 Copper concentrate vol (kt) 23             31              31             31                115              

Total Liabilities and Equity 38,401 52,652 68,493 76,198 81,755 Gold Price (US$/oz) 1,632 1,391 1,450 1,475 1,487

Profitability Ratios % 2010 2011 2012 2013e 2014e Copper price (Rmb/t) 50,386       50,386       50,386       50,386         50,386         

ROE (average) 6.0            6.1            4.8            4.3              3.8              Gold Unit cost (Rmb/g) 76             77              77             91                86                

EBITDA Margin 34.3          30.1          24.0          22.6            23.3            Copper Unit cost (Rmb/t) 13,156       13,156       13,156       13,156         13,156         

EBIT Margin 26.9          25.7          19.7          18.1            16.0            Quarterly Financials 1Q13e 2Q13e 3Q13e 4Q13e 2013e

Pre-tax Profit Margin 26.4          23.6          17.9          15.5            14.5            Revenue 5,058 5,769 6,021 6,127 22,975

Net Profit Margin 17.3          14.5          10.9          9.9              9.2              Gross Profit 1,681 2,284 2,769 3,286 10,020

Net Debt / Equity % 2 13.8          33.2          28.0            31 EBIT 1,643 2,225 2,702 3,217 9,786

Z score (<1.8, higher risk) 1.8 1.9 1.7 1.6 1.6 Net Income 821 1,191 1,494 1,821 5,328

Interest Cover (EBITDA) (x) 24 16.9          10.5          6.8              10 EPS (2013) 0.04 0.05 0.07 0.08 0.25

Working Capital % of Sales 8.5 4.6 5.0 4.2 3.9 EPS (2012) 0.05 0.06 0.06 0.07 0.24

Days Sales AR outstanding 18 22 21 22 22 YoY change (EPS) (23.2) (9.4) 21.1 15.0 2.8

Days in Inventory 72 74 71 70 70

Days Payable outstanding (48) (61) (66) (70) (74)

Cash Conversion 42 34 26 23 18

e= Morgan Stanley Research estimate

Annual Per Gram Analysis
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17, 2013 
China Gold 

Risk-Reward Snapshot: Zijin Mining (2899.HK, HK$2.33, OW, PT HK$3.10) 

 
Risk-Reward View: High Growth and Low Costs Are Key 

WARNINGDONOTEDIT_RRS4RL~2899.HK~ 
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Price target HK$3.10 Base case, residual income valuation  

Bull  
case  
HK$4.10 

~12x 2013e 
bull-case 
EPS 

Commodity prices surge; early start for new mines: Morgan 
Stanley bull case gold and copper prices; gold production 5% above 
base; new mines start a year early; other potential accretive 
acquisitions. 

Base  
case  
HK$3.10 

~10x 2013e 
base-case 
EPS 

Current gold prices persist; mine development and expansion 
on track: Morgan Stanley base case gold and copper prices; 
Zijinshan’s production costs increase 20% in 2013 from grade 
decline; new mines such as Gansu Yate, ZGC, Duobaoshan, and 
Tuwa Mine development and expansion on track. 

Bear  
case  
HK$1.65 

~6x 2013e 
bear-case 
EPS 

Commodity prices weaken; two-year closure of ZJS copper 
mine, higher costs, delayed start of new projects: Bear-case 
gold and copper prices, higher cost, and new mine start with 
one-year delay. 

 
Bear to Bull: Accretive M&A Helps Drive Bull Case 
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Source: Thomson Reuters, Morgan Stanley Research 

Investment Thesis 

• We forecast that Zijin’s largest- 
producing gold mine, Zijinshan, will 
see its gold output decline to 13-14tpa 
from previous 16tpa, while its cost will 
likely increase on grade decline. 

• We expect the output from other 
mines to make up for the loss from 
ZJS by 2014.  

• Zijin is converting its reserve/ 
resources from Chinese standard to 
international standard (Canadian 
NI43-101). Based on the currently 
completed mines, the reserve/ 
resource data turn out to be larger 
under the international standard than 
under the Chinese standard.  

Key Value Drivers 

• Gold and copper prices.  
• Cost growth rate.  

Potential Catalysts 

• Significant accretive acquisitions. 

Key Risks  

• Project delays and lower-than- 
expected output growth for new 
mines. 

• Lower-than-expected metal prices. 
• Higher than expected production cost.  
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17, 2013 
China Gold 

Exhibit 13 

Zijin Residual Income Model 

INTRINSIC VALUE
English

2899.HK

Decimals

TRUE

Intrinsic Value Model
Inputs: Outputs:
Cost of equity 9.9% Price 2.29           
Long-term ROE on new investments 15.0% IV Per Share (12 Month), Ex. Div Apr-14 3.10           
Years to reach steady-state growth 9 Expected share price return 35.37%
Steady-state revenue growth rate (%) 5% Expected dividend yield 0.07 2.91%
Shares Outstanding 21,812       Expected total return 38.28%
Steady-state borrowing cost (net of tax) 5%
Steady-state leverage (Net debt/Equity) 0% WACC 9.7%
Price target horizon (months) 12 Long-term RNOA on new investments 15.0%
Conv. factor - Model to traded Ccy 1.20 Explicit forecast period (years) 5
Decimals 2 Fiscal Year Ending 0

Value Breakdown
Residual Income (operating):
Beginning NOA 37,233       DCF (operating):
Sum of PVRI 37,357       Sum of PVFCFO 74,590       
Beginning NNOAL (11,893)      Beginning NNOAL (11,893)      
ROI equity value 62,697       DCF Equity Value 62,697       

Residual Income (equity): DDM (Equity): 
Beginning equity 25,340       Sum of div & net rep 62,697       
Sum of PVRI 37,357       DDM equity value 62,697       
RI equity value 62,697       

Source: Morgan Stanley Research, ModelWare
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Source: Company Data, Thomson Reuters, Morgan Stanley Research estimates  
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17, 2013 
China Gold 

Zhaojin: Financial Summary 

Assumptions YE Dec 2011 2012 2013e 2014e 2015e Valuation Multiples (x) 2011 2012 2013e 2014e 2015e

Mined Gold Volumes (t) 12.2           13.9           16.2           18.9           21.3           P/E 17.6 14.8 11.4 8.8 9.5

ASP (Rmb/gm) 321 344 301 312 289 P/BV 5.9 3.4 2.4 2.0 1.8

Cash cost (Rmb/gm) 74 76 83 92 101 EV/Sales 7.0 4.4 3.6 3.1 3.0

Volumes (k.oz) 530 601 687 774 851 EV/EBITDA 14.2 10.1 7.0 5.6 5.7

ASP (US$/oz) 1,546 1,669 1,487 1,563 1,450 FCF Yield 0.7% (3.8%) (4.6%) 2.7% 2.3%

Cash cost (US$/oz) 357 373 411 459 505 Dividend Yield 2.1% 2.5% 3.2% 4.1% 3.8%

Rmb/US$ 6.5 6.3 6.3 6.2 6.2 Profitability Ratios % 2011 2012 2013e 2014e 2015e

Per Share Data (Rmb) 2011 2012 2013e 2014e 2015e ROE (average) 27.8% 25.7% 20.6% 24.5% 19.6%

ModelWare EPS (Rmb) 0.57 0.66 0.58 0.75 0.70 EBITDA Margin 49.6          43.4          50.9          55.1          53.4          

ModelWare EPS (HK$) 0.64 0.74 0.66 0.85 0.79 EBIT Margin 41.2          37.6          39.5          42.2          38.4          

DPS 0.21 0.24 0.21 0.27 0.25 Pre-tax Profit Margin 39.8          35.0          34.3          38.0          34.3          

BVPS 2.26 2.83 2.81 3.35 3.77 Net Profit Margin 28.9          25.3          24.1          26.8          24.2          

Income Statement (Rmb mn) 2011 2012 2013e 2014e 2015e Balance Sheet Ratios 2011 2012 2013e 2014e 2015e

Net Sales 5,741 7,603 7,148 8,356 8,545 Net Debt (Cash) 1,889 4,544 6,042 6,003 6,242

EBITDA 2,845 3,296 3,635 4,604 4,561 Net Debt / Equity % 28.7          54.1          72.6          60.4          55.8          

EBIT 2,365 2,857 2,822 3,522 3,280 Interest Cover (EBITDA) (x) 29.0          15.1          8.9            12.9          12.8          

Pre-tax Profit 2,287 2,665 2,449 3,174 2,933 Sensitivity analysis of 5% change in:

Net Profit (before EI) 1,662 1,924 1,726 2,237 2,067 2013e in Rmb mn  Sales  EBITDA  NI EPS 
(Rmb) 

% impact 
on EPS 

Cash Flow (Rmb mn) 2011 2012 2013e 2014e 2015e Gold Pricing (+ US$10/oz)              54              54              40 0.01 2.3%

EBITDA 2,845 3,296 3,635 4,604 4,561 Gold volumes (+5%)            322            165            124 0.04 7.2%

-Taxes Paid (446) (634) (612) (794) (733) Gold production cost (+5%)               -               (87)             (65) -0.02 -3.8%

- Net Financial (86) (203) (384) (359) (358) 2012-14 earnings Growth

-Working Capital & Other (324) (976) 187 (251) (180)

Others 143 265 329 449 327

Operating Cash Flow 2,133 1,749 3,155 3,650 3,617

Capex (1,528) (2,387) (3,558) (2,623) (2,683)

FCF 605 (639) (402) 1,027 934

Disposals of PPE 1 18 0 0 0

Acquisition 0 0 0 0 0

Investing Cash Flow (2,308) (3,429) (3,530) (2,626) (2,685)

Equity raised 1,457 0 0 0 0

Debt raised (retired) 1,224 2,564 0 0 500

Dividends (458) (628) (712) (629) (815)

Other (1,584) (151) (411) (356) (356)

Financing Cash Flow 639 1,785 (1,122) (984) (670)

Net changes in cash 464 105 (1,498) 39 261 Half-yearly EPS trend

Balance Sheet (Rmb mn) 2011 2012 2013e 2014e 2015e EPS (Rmb) 1H 2H FY
Cash & Equivalents 1,246 1,351 (147) (108) 154 2010 0.39      0.44      0.82      
Receivables 46 141 133 155 158 2011 0.25      0.51      0.76      
Inventory 2,131 2,011 1,787 2,074 2,295 2012 0.17      0.49      0.66      
PPE 4,927 7,373 10,229 11,881 13,393 YoY change % -31% -4% -13%
Investment securities (LT) 786 1,166 1,166 1,166 1,166 Annual Per Gram Analysis

Other assets 4,155 5,925 4,752 4,702 4,584

Total Assets 13,291 17,968 17,920 19,870 21,751

Payables (ST and LT) 1,538 408 362 421 466

Borrowings 1,668 3,244 3,244 3,244 3,744

Other Liabilties 3,088 5,068 5,011 5,151 5,103

Total Liabilities 6,294 8,720 8,618 8,816 9,312

Net Assets 6,997 9,248 9,302 11,054 12,438

Shareholders Equity 6,584 8,404 8,328 9,937 11,189

Minority Interest 414 844 954 1,098 1,230

Total Liabilities and Equity 13,291 17,968 17,900 19,850 21,731

Source: Company data, FactSet, Morgan Stanley Research
e= Morgan Stanley Research estimate
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17, 2013 
China Gold 

Risk-Reward Snapshot: Zhaojin Mining (1818.HK, HK$8.31, OW, PT HK$10.00) 

 
Risk-Reward View: Maintaining Low Cost Advantage  

WARNINGDONOTEDIT_RRS4RL~1818.HK~ 
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Price Target HK$10.00 Base case, residual income valuations.   

Bull  
Case  
HK$12.50  

~12x 
Bull-case 
2013e EPS 

Gold prices rise: 1) Our commodity team’s bull-case gold price is 
US$1,444-1,797/oz for the next five years; 2) the company acquires 
1tpa of gold resources. Organic growth the same as in base case.

Base  
Case  
HK$10.00 

~14x 
Base-case 
2013e EPS 

Current gold prices persist; production expansion and 
modest resource acquisition: Gold price of US$1,375-1,563/oz  
over the next five years; 2) acquisition growth of 0.5tpa; 3) start of 
production at Zaozigou and Qinghe mines. 

Bear  
Case  
HK$5.00 

~8x 
Bear-case 
2013e EPS 

Gold prices fall and no resource acquisition: 1) Our 
commodity team’s bear-case gold price is US$1,260-1,406/oz for 
next five years, and 2) excludes acquisition growth of 0.5tpa. 

 
Bear to Bull: Higher Gold Price and Acquisition Drive Bull Case 
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Source: Thomson Reuters, Morgan Stanley Research estimates 

Investment Thesis 

• Zhaojin has high correlation with gold 
prices at near 90%. It is a pure gold 
player with 89% of GP contribution 
from gold.  

• With the ramp-up of two new mines, 
Zaozigou and Qinghe, Zhaojin should 
increase its production by ~14% in 
2013, we expect. Its consolidation 
agreement with the local governments 
of Gansu and Xinjiang could bring 
more M&A opportunities. 

• Compared with its peers, Zhaojin has 
managed to maintain its costs at 
stable level. Management has guided 
to keep cost increases in 2013 within 
10% YoY.  

Potential Catalysts 

• Gold prices. 
• Hold inventory on speculation of 

higher gold price later on. 
• Significant accretive acquisitions. 

Strengths 

• Key gold producer with low cash cost. 
• Priority in developing / acquiring gold 

resources in Zhaoyuan City, as its 
parent is 100%-owned by the local 
government. 

Weaknesses 

• Has previously missed earnings due 
to holding gold inventory on ASP 
speculation. 

• Production growth hinges on less- 
predictable resource acquisitions. 

• Zhaojin may have fewer advantages 
outside Zhaoyuan, Shandong. 

Downside Risks 

• Falling gold prices on stronger US 
dollar. 

• Execution risk in new projects.
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17, 2013 
China Gold 

Exhibit 14 

Zhaojin Residual Income Model 

INTRINSIC VALUE
English

1818.HK

Decimals

TRUE

Intrinsic Value Model
Inputs: Outputs:
Cost of Equity 8.6% Price 8.31           
Long-Term ROE on New Investments 16.5% IV Per Share (12 Month), Ex. Div Apr-14 10.00         
Years to Reach Steady-State Growth 8 Expected Share Price Return 20.34%
Steady-State Revenue Growth Rate (%) 5% Expected Dividend Yield 0.21 2.89%
Shares Outstanding 2,966         Expected Total Return 23.23%
Steady-state borrowing cost (net of tax) 5.0%
Steady-State Leverage (Net Debt/Equity) 0% WACC 8.7%
Price target horizon (months) 12 Long-Term RNOA on New Investments 16.5%
Conv. Factor - Model to Traded Ccy 1.20 Explicit Forecast Period (Years) 8
Decimals 2 Fiscal Year Ending 0

Value Breakdown
Residual Income (operating):
Beginning NOA 8,103         DCF (operating):
Sum of PVRI 21,629       Sum of PVFCFO 29,732       
Beginning NNOAL (1,519)        Beginning NNOAL (1,519)        
ROI Equity Value 28,213       DCF Equity Value 28,213       

Residual Income (equity): DDM (Equity): 
Beginning Equity 6,584         Sum of Div & Net Rep 28,213       
Sum of PVRI 21,629       DDM Equity Value 28,213       
RI Equity Value 28,213       

Source: Morgan Stanley Research, ModelWare
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Source: Company Data, Thomson Reuters, Morgan Stanley Research estimates 
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M O R G A N  S T A N L E Y  R E S E A R C H  

April 17, 2013 
China Gold 

G-Resources: Financial Summary 
ASSUMPTIONS 2011 2012 2013e 2014e 2015e LT CASHFLOW (US$m) 2011 2012 2013e 2014e 2015e

Gold US$/oz (CY Dec) 1,546 1,669 1,487 1,563 1,450 1,348 EBITDA -21 -11 157 285 307
Gold US$/oz (FY Jun) 1,373 1,648 1,599 1,500 1,519 1,348 - Interest (Paid)/Received 2 0 -7 -9 2
Silver US$/oz (CY Dec) 32.91 31.15 33.45 34.81 33.65 25.92 -Tax paid 0 0 -27 -53 -62
Silver US$/oz (FY Jun) 28.88 30.84 31.95 34.63 34.13 25.92 -Wkg cap increase, other 62 0 -48 -12 2
HK$/US$ 7.75 7.75 7.80 7.80 7.80 7.80 OPERATIONS CASH FLOW 42 -10 75 211 249

 - Capex -258 -330 -153 -60 -44
PRODUCTION   2011 2012 2013e 2014e 2015e FREE CASH FLOW -216 -340 -78 151 205
Gold Production (000 oz) 0 0 149 240 251  - Acquisitions 0 0 0 0 0
Silver Production (Moz) 0.0 0.0 1.2 2.4 2.4  + Disposals 0 0 0 0 0

 + Other 71 18 0 0 0
Earnings Ratios 2011 2012 2013e 2014e 2015e INVESTING CASHFLOW 71 18 0 0 0

Equity Raising / (Buy Back) 1 316 0 0 0
Net Profit (US$m) -21 -19 71 160 185 Debt Raised / (Retired) 0 100 0 0 -50
Issued Shares (M) 14,067 18,921 18,921 18,921 18,921 Dividend Paid 0 0 0 0 -51
Modelware EPS (US$) -0.002 -0.001 0.004 0.008 0.010 Other 0 0 0 0 0
EPS Growth (%) -53% -24% -424% 125% 16% FINANCING CASHFLOW 1 416 0 0 -101
CFPS (c) 0.3 -0.1 0.4 1.1 1.3 FX Adjustments 0 -163.79 0 0 0
P/E (x) -28.8 -37.9 11.7 5.2 4.5 Increase in cash deposits -144 -70 -78 151 104
P/CF (x) 14.6 -83.2 11.1 3.9 3.3
FCF Yield (%) -35% -41% -9% 18% 0%
Dividend (c) 0.0 0.0 0.0 0.0 0.5 BALANCE SHEET (US$m) 2011 2012 2013e 2014e 2015e
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 1.4% Cash & short term deposits 136 65 (13) 138 242

Receivables 3 11 50 62 60
Enterprise Value (US$m) 482 847 938 786 632 Inventories 0 0 18 21 21
EV/EBITDA (x) -22.5 -80.5 6.0 2.8 2.1 Property, Plant and equipment 468 825 930 907 885

Exploration, Evaluation & Developme 2 5 18 38 42
Income Statement (US$m) 2011 2012 2013e 2014e 2015e Intangible Assets 0 0 0 0 0
Total Revenue 1 0 267 436 458 Other assets 35 53 71 71 71
Cost of sales 22 11 110 151 151 Total assets 642 959 1,074 1,238 1,322
EBITDA -21 -11 157 285 307 Creditors 49 71 9 10 10
Depreciation 0 0 60 63 62 Borrowings 0 82 100 100 50
EBIT -22 -11 97 222 245 Other current liabilities 0 1 11 13 13
Net Interest benefit/(expense) 2 0 -7 -9 2 Other liabilities 3 12 13 13 13
Pre-tax profit -21 -19 98 213 247 Total liabilities 52 166 133 137 87
Tax 0 0 27 53 62 Net assets 590 793 941 1,101 1,235
Minorities 0 0 0 0 0 Minorities 0 0 230 230 230
Profit attributable -21 -19 71 160 185 Total Shareholder equity 590 793 941 1,101 1,235
Abnormal items net of tax 0 0 0 0 0 S/holder equity+Tot. liabilities 642 959 1,074 1,238 1,322
Profit after abnormals -21 -19 71 160 185

FINANCIAL RATIOS 2011 2012 2013e 2014e 2015e
Unit Cost Analysis US$oz 2011 2012 2013e 2014e 2015e Net debt/(net debt + equity) -30% 2% 11% -4% -18%
Revenue 1,599 1,500 1,519 Current ratio 2.9 0.7 0.5 1.8 4.4
Cash Costs 689 654 626 Debt cover - EBIT/interest 0 -2.6 11.9 22.2 49.0
Less By Prod. Credits -227 -344 -330 EBITDA/Sales NM 0 59% 65% 67%
Cash Cost After Credits 462 309 297 Book value per share (US$/share) 0.04 0.05 0.06 0.07 0.07
EBITDA 1,137 1,191 1,222 Price to book (X) 1.9 0.9 0.8 0.7 0.6
D&A 460 264 246 ROA (NPAT/Assets) % -3% -2% 7% 13% 14%
EBIT 677 927 976 ROE (NPAT/Equity) % -4% -2% 8% 15% 15%
Tax (MS Est.) 169 232 244 ROIC -4% -1% 7% 14% 14%
NPAT (MS Est.) 508 695 732
Cashflow
EBITDA 1,137 1,191 1,222
Less Tax -169 -232 -244
Less Capex -1,054 -167 -160
Net Cashflow -87 792 819

Profit Sensitivities (US$m) 2011 2012 2013e 2014e 2015e
Gold (US$/oz +10) 0.0 0.0 1.0 1.7 1.8
Silver (US$/oz +1) 0.0 0.0 0.8 1.7 1.7  

Source: Company Data, Morgan Stanley Research (e) estimates 
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Risk-Reward Snapshot: G-Resources (1051.HK, HK$0.35, OW, PT HK$0.45) 

 
Risk-Reward View: Distressed Stock with Good Asset in Development 

WARNINGDONOTEDIT_RRS4RL~1051.HK~ 
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Price Target HK$0.45 Base case using residual income model 

Bull  
Case  
HK$0.53 

~13x Bull 
Case 13e 
EPS 

Morgan Stanley’s bull-case gold and silver prices; exploration 
success; mine life extended by 10 years as inferred resources 
translate into minable production; six months early in ramping up to 
full production. 

Base  
Case  
HK$0.45 

~15x Base 
Case 13e 
EPS 

Morgan Stanley’s base-case commodity prices. Our volume 
forecast is for ~142k oz of gold and 1.3mn oz of silver in F13. 

Bear  
Case  
HK$0.23 

~9x Bear 
Case 13e 
EPS 

Morgan Stanley’s bear-case commodity prices; higher costs of 
~US$500/oz on execution issues; one-year delay in reaching full 
production. 

 
Bear to Bull: Ramp-Up and Exploration Drive Upside 

all values in HK$
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Source: Thomson Reuters, Morgan Stanley Research 

Investment Thesis:  

• Once it ramps up, G-Resources will 
have annual production of ~250k oz of 
gold and ~2-3mn oz of silver, we 
estimate. This is an open-pit mine with 
a low strip ratio, and average grading 
of 2.1g/t for gold and 23g/t for silver.  

• With by-product credit for silver, its 
cash cost is below US$400/oz at 
silver’s spot price of ~US$23/oz. This 
is ~30% below the global peer 
average, and 15% below Chinese 
peers’. 

• We believe the negative effect of 
previous delays is already reflected in 
the stock price. Now that the company 
has finally started production, it is on 
track to ramp up to full capacity.   

Key Value Drivers 

• Gold and silver prices. 
• Production and sales volumes. 
• Cash cost.  
• Exploration success. 

Potential Catalysts 

• On-time ramp-up of the Martabe 
project.  

• Further exploration success in Indonesia, 
boosting resources and reserves. 

• Growth through potential accretive 
acquisitions of defined but 
undeveloped resources in SE Asia. 

Key Risks 

• Delay in production ramp-up or capex 
overrun at Martabe. 

• Environmental operational risk. 
• Other unforeseen difficulties in mining 

or processing. 
• Lower-than-expected metal prices. 
• Indonesian mining laws change.
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Exhibit 15 

G-Resources Residual Income Model 

INTRINSIC VALUE
English

1051.HK

Decimals

TRUE

Intrinsic Value Model
Inputs: Outputs:
Cost of equity 10.8% Price 0.35            
Long-term ROE on new investments 15.0% IV Per Share (12 Month), Ex. Div Apr-14 0.45            
Years to reach steady-state growth 9 Expected share price return 26.76%
Steady-state revenue growth rate (%) 3% Expected dividend yield 0.00 0.00%
Shares Outstanding 16,627       14,067         Expected total return 26.76%
Steady-state borrowing cost (net of tax) 5.0%
Steady-state leverage (Net debt/Equity) 50% WACC 8.7%
Price target horizon (months) 12 Long-term RNOA on new investments 11.7%
Conv. factor - Model to traded Ccy 7.75 Explicit forecast period (years) 8
Decimals 2 Fiscal Year Ending 6

Value Breakdown
Residual Income (operating):
Beginning NOA 455           DCF (operating):
Sum of PVRI 573           Sum of PVFCFO 1,028          
Beginning NNOAL 136           Beginning NNOAL 136             
ROI equity value 1,163         DCF Equity Value 1,163          

Residual Income (equity): DDM (Equity): 
Beginning equity 590           Sum of div & net rep 1,163          
Sum of PVRI 573           DDM equity value 1,163          
RI equity value 1,163         

Source: Morgan Stanley Research, ModelWare
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Source: Company Data, Thomson Reuters, Morgan Stanley Research estimates 
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Rachel L Zhang 
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Stock Ratings are subject to change. Please see latest research for each company. 
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