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Zhaojin Mining | 1818 HK
A closer look back at 9M19

» Non-consolidated account, which recorded substantial
growth in operating profit, is a better proxy for
performance of the core business

» Our preferred sector pick in view of long-term organic
growth from commissioning of a new mine

Core business growth in line with gold prices. Zhaojin's 9M19 results for its
unconsolidated accounts appear to be much stronger than those of the
consolidated account. Revenue for the unconsolidated/parent account
for 9M19 grew 11% YoY, close to the 12% increase seen in gold prices in
renminbi terms during the same period. Gross profit and pre-tax profit
growth excluding investment income came to 32% and 63% YoY,
respectively, versus 2%/2%/-31% YoY growth for revenue/gross profit/pre-
tax profit excluding investment income in the consolidated account. In
our view, the parent account is a better gauge of the financial
performance of Zhaojin’s gold mining operations. Zhaojin remains our
preferred China gold pick in light of its stronger organic growth beyond
2021-2022F once its Haiyu project begins production.

Digging deeper into the quarterly results. Zhaojin's quarterly results were
prepared according to the China Accounting Standard whereas its
inferim and annual results followed the Hong Kong Accounting Standard.
As such, quarterly earnings comparisons of interim/annual data with the
quarterly data could be distorted by the different accounting methods
applied. This, combined with the seasonality of the unaudited
accounting reports of the subsidiaries, confributed to large disparities in
revenue growth recorded in the consolidated income report and gold
prices changes. As production at Zhaojin has been relafively stable,
revenue growth should follow the trend for domestic gold prices.

Pain before gains at the Haiyu project. The launch of Zhaojin's Haiyu
project is pending approval by the Ministry of Natural Resources, which
could be granted by the end of the year. We assume the project will be
approved and will begin production in 2H22F. Full commissioning of this
project would increase annualized gold output at Zhaojing by 40-
50% YoY. Before production begins, Zhaojin will have to finance the
necessary capex, which explains why gearing has been creeping up
since 2015.
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Trading data

52-week range
Market capitalization (m)(H shr)

HK$6.50-11.36
HK$ 28,407/US$3,621

Shares outstanding (m) 3,221
Free float (%) - H shares 35.2
3M average daily T/O (m share) 10.5
3M average daily T/O (US$ m) 13.1
Expected 12-month return (%) 71

Source: Bloomberg, CCBIS estimates
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Stock performance

Year to 31 Dec 2017 2018 2019F 2020F 2021F Performance (%) ™ 3M 12M
Revenue (RMB m) 6,674 7177 7,369 9,520 9,469 Absolute -4.6 43 27.1
YoY (%) 0.1 7.5 2.7 29.2 (0.5) Relative fo HSCEI 55 6.6 23.3
Net profit (RMB m) 644 474 815 1,907 1,940 Source: Bloomberg

YoY (%) 82.3 26.3 71.9 133.9 1.8

Fully diluted EPS (RMB) 0.20 0.15 0.25 0.59 0.60 Felix Lam
YoY (%) 71.3 -27.8 71.9 133.9 1.7 (352) 3911 8245
P/E () 37.5 54.5 31.7 13.6 13.3 felixlam@ccbintl.com
DPS (RMB) 0.06 0.04 0.06 0.15 0.15

Dividend yield (%) 0.7 0.5 0.8 1.8 1.9 Angel Yu
P/B (X) 20 1.9 1.8 1.6 1.5 (352) 3911 8263
ROAE (%) 5.3 3.6 6.0 12.9 1.8 angelyu@ccbintl.com
Net debt/equity (%) 70.8 86.6 82.5 69.0 59.3

Source: Company, CCBIS estimates
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Zhaojin Mining - summary for §M19 results
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RMB m 9IM18 IM19 YoY chg 3Q18* 2Q19* 3Q19* QoQchg YoYchg
(%/pp) (%/pp) (%/pp)
Consolidated account
Revenue 4,559 4,634 1.6 1,690.9 1,362.0 1,816.2 33.3 7.4
Gross profit 1,629 1,655 1.6 437.8 493.0 583.4 18.3 33.3
Operating profit 997 950 -4.8 272.4 259.9 354.7 36.5 30.2
Pre-tax profit excl. investment gains 606 418 -30.9 120.2 305.8 -66.9 -121.9 -155.7
Pre-tax profit 637 444 -30.2 151.3 291.9 -41.1 -114.1 -127.2
Net profit 356 317 -10.9 53.9 267.3 -82.4 -130.8 -252.8
Gross margin 357 357 -0.0 25.9 36.2 32.1 -4.1 6.2
Operating margin 21.9 20.5 -1.4 16.1 19.1 19.5 0.5 3.4
Pre-tax margin 14.0 9.6 -4.4 8.9 21.4 -2.3 -23.7 -11.2
Net margin 7.8 6.8 -1.0 3.2 19.6 -4.5 -24.2 -7.7
Unconsolidated/parent account
Revenue 2,096 2,325 10.9 - - - - -
Gross profit 789 1,042 32.1 - - - - -
Operating profit 544 789 45.0 - - - - -
Pre-tax profit excl. investment gains 111 182 63.2 - - - - -
Pre-tax profit 452 379 -16.3 - - - - -
Neft profit 414 350 -15.4 - - - - -
Gross margin (%) 37.6 44.8 7.2 - - - - -
Operating margin (%) 26.0 34.0 8.0 - - - - -
Pre-tax margin (%) 21.6 16.3 -5.3 - - - - -
Net margin (%) 19.7 15.1 -4.7 - - - - -

* Quarterly results derived by comparing interim results and results for the first nine months, which are based on the HK accounting standard and China

accounting standard, accordingly

Source: Company, CCBIS

Zhaojin’s gross margin not following the gold price trend

Zhaojin’s quarterly revenue change disconnected from
changes in gold price
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Company profile

Zhaojin Mining is a major integrated gold mining company based in Shandong province,
China. It was listed in Hong Kong in 2016. Shandong Zhaojin Group is the largest shareholder
with a 36.3% stake in the company followed by Fosun International with a 23.7% stake. The
company plans to expand overseas through acquisitions.

Valuation and risk assessment

Our HK$15.00 target price is based on a 2020F EV/EBITDA multiple of 14.2x, the mean for
2011-2018.

A decline in the price of gold is by far the biggest risk to Zhaojin. According to our analysis,
every 5% decline in the price of gold would cut earnings by 25% in 2019F and 19% in 2020F.
A more promising economic outlook and a stronger US dollar would drive risk appetite out
of gold and weigh on gold prices. Tightening mining regulations in China, delays in the
commissioning of the Haiyu mine and overpaying for acquisitions are the major risks to
investors.
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16.4m oz of gold
metal reserves as at
end-2018 to support
over 10-years of
operation
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Zhaojin Mining | 1818 HK - financial summary

Profit and loss

Balance sheet
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FYE 31 Dec (RMB m) 2017 2018 2019F  2020F  2021F FYE 31 Dec (RMB m) 2017 2018 2019F  2020F  2021F
Gold 6002 6423 6531 8675 8595 Cash and equivalents 1,847 1,143 4476 6,087 7,608
Copper 632 685 688 695 724 Pledge dep., restricted cash 278 353 350 350 350
Other 40.026 69.417 150 150 150 Receivables 236 145 160 162 162
Revenue 6,674 7177 7,369 9520 9,469 Assets held for sale 279 598 598 598 598
COGS (4,039) (4.695) (4.472) (5.087) (5134) Inventory 3,565 4,191 4,610 4,748 4,748
Gross profit 2,635 2482 2897 4434 4335 Other current assets 1,833 2,798 2,805 2,903 2,899
Operating expenses (939) (997) (1,012) (1,076) (1,084) Total current assets 8,038 9,228 12,998 14,848 16,365
Operating profit 1,696 1,485 1,884 3358 3,251 Property, plant & equipment 13,630 14,221 14,921 15573 16,178

Intangible assets 10,096 10,093 9,933 9,773 9,613
Net financial income (exp.) (373) (377) (418) (437) (442) JVs and associates 403 851 851 851 851
JVs and associates 14 24 35 50 45 Other non-current assets 1,646 1,494 1,600 1,600 1,600
Other (446) (432) (250) (250) (250) Total non-current assets 25,775 26,659 27,305 27,797 28,242
Forex (3) 57 - - - Total assets 33,813 35887 40,303 42,644 44,607
Profit before tax 888 757 1,252 2,721 2,605
Tax (134) (180) (31¢) (694) (665) Short-term borrowings 11,298 9,368 12,000 12,000 12,000
Total profit 754 576 935 2,027 1,940 Trade and bills payable 2,395 2,232 2,419 2,437 2,437
EBIT 1,373 1,276 1,669 3,158 3,046 Other current liabilities 85 204 220 220 220
EBITDA 2,301 2293 2,744 4,281 4216 Total current liabilities 13,778 11,804 14,639 14,657 14,657

Long-term borrowings 2,414 6,335 7,000 7,500 8,000
Minority interest (110) (102) (120) (120) - Other non-current liabilities 857 941 1,050 1,050 1,050
Net profit attributable to 644 474 815 1,907 1,940 Total non-current liabilities 3.271 7276 8,050 8550 9,050
shareholders Total liabilities 17,049 19,080 22,689 23,207 23,707
Core profit 644 474 815 1,907 1,939

Share capital 3,221 3,221 3,221 3,221 3,221
Reported EPS (RMB) 0.20 0.15 0.25 0.59 0.60 Reserves and retained profits 7315 7413 7960 9,523 10,845
Diluted EPS (RMB) 0.20 0.15 0.25 0.59 0.60 Shareholders' equity 13200 13298 13,985 15,688 17,150
Core EPS (RMB) 0.20 0.15 0.25 0.59 0.60 Minority interest 3,564 3509 3,629 3,749 3,749
Dividend (RMB m) 193 129 204 477 485 Total equity 16,764 16,808 17,614 19,437 20,899
Dividend per share (RMB) 0.06 0.04 0.06 0.15 0.15 Total equity and liabilities 33,813 35887 40,303 42,644 44,607
Cash flow Ratios
FYE 31 Dec (RMB m) 2017 2018 2019F 2020F 2021F FYE 31 Dec 2017 2018 2019F  2020F  2021F
Profit before tax 888 757 1,252 2,721 2,605 Growth (%)
Amortization & depreciation 928 1,017 1,075 1,123 1,170 Revenue 0.1 7.5 2.7 29.2 (0.5)
Net financial charge adjust. 421 481 418 437 442 EBITDA 17.2 (0.4) 19.7 56.0 (1.5)
Change in working capital (1.279) (791) (235) (220) 4 EBIT 58 (12.4) 26.9 78.2 (3.2)
Tax paid (234) (191) (316) (694) (665) Net profit 823  (26.3) 71.9 133.9 1.8
Other 343 434 (418) (437) (442) Core net profit 823  (26.3) 71.9 133.9 1.7
Operating cash flow 1,067 1,706 1,776 2,930 3,114

Profitability (%)
Disposal of fixed assets 35 34 - - - Gross margin 39.5 34.6 39.3 46.6 458
Capex (1,398) (1,652) (1,615) (1,615) (1,615) EBITDA margin 34.5 31.9 37.2 45.0 44.5
Investment 414 (767) - - - EBIT margin 25.4 20.7 25.6 35.3 34.3
Net interest received (paid) 2 2 - - - Net margin 9.6 6.6 11.1 20.0 20.5
Other (83) (647) (106) - - Core net margin 9.6 6.6 1.1 20.0 20.5
Investment cash flow (1,030) (3,030) (1,721) (1,615) (1.,615) Tax rate 15.1 23.8 253 25.5 25.5
Change in borrowings (923) 1,511 3,297 500 500 Efficiency (days)
Equity issues 1,563 - - - - Inventory furnover 325 301 359 336 338
Amount due - - - - 1 Trades receivable 14 10 8 6 6
Dividend paid (795) (948) (129) (204) (477) Trades payable 38 38 47 45 45
Other 567 32 109 - -
Financing cash flow 412 595 3,277 296 24 Returns & leverage (%)
Change in cash flow 449 (729) 3332 1,611 1,523 ROAA 1.9 1.4 2.1 4.6 4.4

ROAE 53 3.6 6.0 12.9 11.8
Cash & equivalents, begin 1,438 1,847 1,143 4,476 6,087 Net debt (cash)/equity 70.8 86.6 82.5 69.0 59.3
Forex (40) 25 - - - Payout ratio 29 27 25 25 25
Cash & equivalents, end 1,847 1,143 4476 6,087 7610 Interest coverage -4.5 -3.9 -4.5 -7.7 -7.4
Free cash flow (309) (295) 633 1,789 1,980 Liquidity (x)

Current ratio 0.6 0.8 0.9 1.0 1.1

Quick ratio 0.3 0.4 0.5 0.6 0.8

Source: Company data, CCBIS estimates
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Rating definitions:

Outperform (O) - expected return > 10% over the next twelve months
Neutral (N) - expected return between -10% and 10% over the next twelve months
Underperform (U) - expected return < -10% over the next twelve months

Analyst certification:

The author(s) of this document, hereby declare that: (i) all of the views expressed in this document accurately reflect his/her personal
views about any and all of the subject securities or issuers and were prepared in an independent manner; and (i) no part of any of
his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
document; and (iii) he/she receives no insider information/non-public price-sensitive information in relation to the subject securities or
issuers which may influence the recommendations made by him.

The author(s) of this document further confirm that (i) neither he/she nor his/her respective associate(s) (as defined in the Code of
Conduct for Persons Licensed by or Registered with the Securities and Futures Commission issued by the Hong Kong Securities and
Futures Commission) has dealt in/traded or will deal in /trade the securities covered in this document in a manner contrary to his/her
outstanding recommendation, or neither he/she nor his/her respective associate(s) has dealt in or fraded in the securities covered in
this document within 30 calendar days prior to the date of issue of this document or will so deal in or frade such securities within 3
business days after the date of issue of this document; (i) neither he/she nor his/her respective associate(s) serves as an officer of any
of the companies covered in this document; and (i) neither he/she nor his/her respective associate(s) has any financial interests in
the securities covered in this document.

Disclaimers:

This document is prepared by CCB International Securifies Limited. CCB International Securities Limited is a wholly-owned subsidiary of
CCB International (Holdings) Limited (*CCBIH") and China Consfruction Bank Corporation (“CCB”). Information herein has been
obtained from sources believed to be reliable but CCB International Securities Limited, its affiliates and/or subsidiaries (collectively
“"CCBIS") do not guarantee, represent and warrant (either express or implied) its completeness or accuracy or appropriateness for
any purpose or any person whatsoever. Opinions and estimates constifute our judgment as of the date of this document and are
subject to change without notice. CCBIS seeks to update ifs research as appropriate, but various regulations may prevent it from
doing so. Besides certain industry reports published on a periodic basis, the large majority of reports are published aft irregular intervals
as appropriate according to the analyst's judgment. Forecasts, projections and valuations are inherently speculative in nature and
may be based on a number of contingencies. Readers should not regard the inclusion of any forecasts, projections and valuations in
this document as a representation or warranty by or on behalf of CCBIS that these forecasts, projections or valuations or their
underlying assumptions will be achieved. Investment involves risk and past performance is not indicative of future results. Information
in this document is not infended to constfitute or be construed as legal, financial, accounting, business, investment, tax or any
professional advice for any prospective investors and should not be relied upon in that regard. This document is for informational
purposes only and should not be treated as an offer or solicitation for the purchase or sale of any products, investments, securities,
frading strategies or financial instruments of any kind in any jurisdiction. CCBIS makes no representations on the availability of the
securities covered in this document (or related investment) to the recipients. The securities described herein may not be eligible for
sale in all jurisdictions or to certain categories of investors. Neither CCBIS nor any other persons accept any liability whatsoever for any
loss or damages (whether direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential) arising from any
use of this document or its contents or otherwise arising in connection therewith. Securities, financial instruments or strategies
mentioned herein may not be suitable for all investors. The opinions and recommendations herein do not fake info account
prospective investors’ financial circumstances, investment objectives, or particular needs and are not intended as recommendations
of particular securifies, financial instruments or strategies to any prospective investors. The recipients of this document should consider
this document as only a single factor in marking their investment decision and shall be solely responsible for making their own
independent investigation of the business, financial condition and prospects of companies referred to in this document. Readers are
cautioned that (i) the price and value of securifies referred fo in this document and the income derived from them may fluctuate; (i)
past performance is not a guide to future performance; (i) any analysis, ratings and recommendations made in this document are
infended for long-term (at least for 12 months) and is not linked to a near-term assessment of the likely performance of the securities
or companies in question. In any event, future actual results may differ materially from those set forth in any forward-looking
statements herein; (iv) future returns are not guaranteed, and a loss of original capital may occur; and (v) fluctuations in exchange
rates may adversely affect the value, price or income of any security or related instrument referred to in this document. It should be
noted that this document covers only those securities or companies as specified herein and does not extend to any derivative
instruments thereof, the value of which may be affected by many factors and may not correspond with the value of the underlying
securities. Trading in these instruments is considered risky and are not suitable for all investors. While all reasonable care has been
tfaken to ensure that the facts stated herein are accurate and that the forward-looking statements, opinions and expectations
contained herein are based on fair and reasonable assumptions, CCBIS has not been able to verify independently such facts or
assumptions and CCBIS shall not be liable for the accuracy, completeness or correctness thereof and no representation or warranty
is made, express or implied, in this regard. All pricing referred to in this document is as of the close of local market for the securities
discussed, unless otherwise stated and for information purposes only. There is no representation that any transaction can or could
have been effected at those prices, and any prices do not necessarily reflect CCBIS’ internal books and records or theorefical
model-based valuations and may be based on certain assumptions. Different assumptions could result in substantially different results.
Any statements which may be contained herein atfributed to a third- party represent CCBIS’ interpretation of the data, information
and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation have
not been reviewed or endorsed by the third party. Reproduction and distribution of these third party contents in any form is
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prohibited except with the prior written consent of such third party. The recipients must make their own assessments of the relevance,
accuracy and adequacy of the information contained in this document and make such independent investigation as they may
consider necessary or appropriate for such purpose.

Recipients should seek independent legal, financial, accounting, business, investment and/or tax advice if they have any doubt
about the contents of this document and satisfy themselves prior to making any investment decision that such investment is in line
with their own investment objectives and horizons.

Use of hyperlinks to other internet sites or resources (if any) as referred to in this document is at users’ own risk. They are provided solely
for the purpose of convenience and information and the content of these internet sites or resources does not in any way form part of
this document. The contents, accuracy, opinion expressed, and other links provided at these sites are not investigated, verified,
monitored, or endorsed by CCBIS. CCBIS expressly disclaims any responsibility for and does not guarantee, represent and warrant
(either express or implied) the completeness, accuracy, appropriateness, availability or security of information found on these
websites. Users of these websites are solely responsible for making all enquiries, investigation and risk assessment before proceeding
with any online or offline access or fransaction with any of these third parties. All activities conducted by users via or at these
websites are at their own risk. CCBIS does not guarantee the security of any information users may forward or be requested to
provide to any third parties via these websites. Users are deemed to have irrevocably waived any claims against CCBIS for any loss or
damage suffered as a result of any access to or interaction with any of these websites.

Upon request CCBIS may provide specialized research products or services to certain customers focusing on the prospects for
specific securities as compared with other covered securities over varying time horizons or under differing market conditions. While
the views expressed in these situations may not always be directionally consistent with the long-term views expressed in the analyst's
published research, CCBIS has procedures in place to prevent selective disclosure and will update the relevant readers when our
views has changed. CCBIS also has procedures in place fo identify and manage potential conflicts of interest that may arise in
connection with its research business and services. Chinese Wall procedures are also in place to ensure that any confidential and/or
price sensitive information is properly handled. CCBIS will use its best endeavors to comply with the relevant laws and regulations in
this respect. Nevertheless, the recipients should be aware that CCB, CCBIS, their aoffiliates and/or their officers, directors and
employees may do business with the issuer(s) of the securities covered in this document, including investment banking business or
direct investment business or may hold interest in (and/or later add or dispose) such securities (or in any related investment) for
themselves and/or on behalf of their clients from time to time. As a result, investors should be aware that CCBIS may have a conflict
of interest that could affect the objectivity of this document and CCBIS will not assume any responsibility in respect thereof. Further,
the information contained herein may differ or be confrary to opinions expressed by other associates of CCBIS or other members of
the CCB or CCBIH group of companies.

This document is for the information of the institutional and professional customers of CCBIS only and should not be distributed to
retail customers. This document is not directed at you if CCBIS is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. You should satfisfy yourself before reading it that CCBIS is permitted to provide research
material concerning investments to you and that you are permitted and entitled fo receive and read the document under relevant
legislation and regulations. In particular, this document is only distributed to certain US Persons fo whom CCBIS is permifted to
distribute according to US securities laws, but cannot otherwise be distributed or fransmitted, whether directly or indirectly, info the US
or to any other US person. Any US person (as defined under the Exchange Act or the U.S. Internal Revenue Code of 1986, as
amended) who is a recipient of this material wishing to effect any fransaction to buy or sell securities or related financial instruments
based on the information provided herein should direct such fransaction exclusively to and such transaction shall be effected only
through CCB International Overseas (USA), Inc. This document also cannot be distributed or fransmitted, whether directly or indirectly,
info Japan and Canada and not fo the general public in the People's Republic of China (for the purpose of this document,
excluding Hong Kong, Macau and Taiwan) unless under applicable laws.

Any unauthorized reproduction or redistribution by any means to any persons, in whole or in part of this document is strictly prohibited
and CCBIS accepts no liability whatsoever for the actions of third parties in distributing this research report.

If this document has been distributed by electronic fransmission, such as e-mail, then such fransmission cannot be guaranteed to be
secure or error-free as information could be intercepted, corrupted, lost, destroyed, arrive late or incomplete, or contain viruses.
CCBIS therefore does not accept liability for any errors or omissions in the contents of this document, which may arise as a result of
electronic transmission.

The disclosures contained in this document prepared by CCBIS shall be governed by and construed in accordance with the laws of
Hong Kong.
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