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China Coal Energy - H (1898 HK)
First take 2014 results – Miss, unrealistic FY15 targets for revenues to be flat

Underweight
Price: HK$4.13
20 Mar 2015

Price Target: HK$4.00
PT End Date: 31 Dec 2015

China Coal Energy (CCE)’s 2014 results sharply missed Street expectations, with net income (IFRS) of RMB141m (-96% y/y) falling well short 
of market expectations (JPMe RMB804m, Street RMB906m). We view the company’s target for FY15 revenue, coal output and unit coal cost to 
stay at 2014 levels, as unrealistic. We see significant downside risk, given CCE’s poor guidance history. Near-term, we see headwinds from 
CCE’s heavy debt burden and coal chemical investment (given recent oil rout) and aging trade receivables. Stay UW.

• FY14 results – big miss. While CCE’s net income under Chinese Accounting standards (CAS) of RMB754m (-79% y/y) fell within its 
guidance (75-85% decline) made in late-January (see note), NP under IFRS of RMB141m (-96% y/y) was significantly below expectations 
(JPMe RMB804m, Street RMB906m). The discrepancy arrived from RMB629m of profits associated with “special reserves and related 
deferred tax adjustment”, which were not recognized in IFRS. The primary drivers of the weak results were lower coal sales (-3% y/y) and coal 
ASP (-12% y/y), FY14 revenue was lower at RMB70.7bn (-15% y/y).

• Weak on all fronts. Key highlights, in our view, included: 1) a sharp increase in finance costs (+210% y/y) and higher tax expenses (+89% y/
y), which wiped out savings from lower unit coal cost (-7% y/y) and SG&A (- 6% y/y), 2) FCF remained negative (-RMB14.6bn), pushing net 
gearing (ND/E) higher to 74% (versus end-2013 57%), 3) 4Q14 net loss (IFRS) of RMB639m (vs 3Q RMB93m loss) was wider than expected, 
despite higher coal prices (QHD +5% q/q) during the period and 4) bad debts in accounts receivables of RMB403m (vs 2013: RMB70m), 
highlight risks to its trade receivables of RMB8.2bn, of which Rmb1.8bn are over 12 months. Pleasingly, CCE increased its dividend payout 
ratio to 40% (vs 2013: 30%) of net income (CAS), leaving DPS of 25 cents RMB in line with consensus estimates. 

• 2015 targets of flat revenue, coal output and unit coal are too aggressive. CCE provided a downbeat assessment of coal markets, noting 
that a combination of slower coal demand, new production capacity, transportation debottlenecking and robust imports will keep coal prices 
struggling at low levels. CCE targets 2015 revenue (RMB70bn), coal output (c150Mt) and unit coal cost (below RMB195/t) to be broadly flat at 
2014 levels. In our view, this is unrealistic and we note CCE’s poor guidance history, with the company missing 2014 raw coal output growth 
of 5% and revenue growth of 5% set early last year. 

• Consensus downgrades ahead. The China coal market has started the year poorly with QHD coal prices falling further down by 11% ytd to 
RMB465/t of late, below 2014’s average RMB518/t. In such an environment, we believe CCE forecasts are at risk of further downgrades given: 
a) negative free cash generation from continued heavy capex, b) a rising debt burden and c) low coal chemical profits as a result of weaker oil 
prices. 

Stock Impact
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• Given the weaker-than-expected 2014 results, we see downside risk to consensus estimates. 

Investor Briefing
CCE will host an investor briefing in Hong Kong. Full details below:
Date: 23 March 2015 (Monday)
Time: 4:00pm – 5:30pm 
Venue: Atrium, 39/F, Island Shangri-la Hong Kong, Pacific Place, Supreme Court Road, Central, HK
Language: Putonghua, English

Table 1: CCE’s financial summary (IFRS)

HoH% YoY% YoY%
(Rmb Mils) 2H12 2012 1H13 2H13 2013 1H14 2H14 2014 2H14 2H14 2014
Revenue 41,572 87,292 40,398 41,918 82,316 35,435 35,229 70,664 -1% -16% -14%
Total cost of revenues -33,896 -69,989 -33,161 -37,760 -70,920 -31,106 -32,362 -63,468 -4% 14% 11%
Gross Profit 7,676 17,303 7,238 4,158 11,396 4,329 2,867 7,196 -34% -31% -37%
less SG & A -2,234 -4,586 -2,035 -2,585 -4,620 -2,102 -2,802 -4,904 -33% -8% -6%
add other income -36 -32 2 -12 -10 0 16 16 nm nm nm
add other gains, net 75 122 16 97 113 63 125 188 96% 29% 67%
Net operating profit 5,480 12,807 5,221 1,658 6,879 2,291 206 2,497 -91% -88% -64%
Net financing costs -81 -254 -156 -474 -630 -894 -1,057 -1,952 -18% -123% -210%
Share of profits/(losses) 
of associates

28 236 141 10 152 92 42 134 -54% 303% -11%

Profit before tax 5,427 12,789 5,206 1,195 6,401 1,488 -809 679 nm nm -89%
Tax -1,377 -3,214 -1,307 -474 -1,781 -431 239 -192 nm nm 89%
MI -390 -733 -677 -138 -815 -277 -70 -346 75% 49% 57%
Profit after tax 3,660 8,842 3,221 584 3,805 780 -639 141 nm nm -96%
EPS (Rmb) 0.28 0.67 0.24 0.04 0.29 0.06 (0.05) 0.01 nm nm -96%
Ratio
Gross profit 18.5% 19.8% 17.9% 9.9% 13.8% 12.2% 8.1% 10.2% -4.1pps -1.8pps -3.7pps
Net operating profit 13.2% 14.7% 12.9% 4.0% 8.4% 6.5% 0.6% 3.5% -5.9pps -3.4pps -4.8pps
Profit before tax 13.1% 14.7% 12.9% 2.9% 7.8% 4.2% -2.3% 1.0% -6.5pps -5.1pps -6.8pps
Profit after tax 8.8% 10.1% 8.0% 1.4% 4.6% 2.2% -1.8% 0.2% -4.0pps -3.2pps -4.4pps
Tax rate 25.4% 25.1% 25.1% 39.6% 27.8% 29.0% 29.6% 28.2% 0.6pps -10.0pps 0.4pps
Net Debt/Equity 19.1% 32.9% 32.9% 43.5% 57.0% 57.0% 66.7% 74.4% 7.7pps 17.4pps 17.4pps
Total debt / assets -20.3% -25.1% -25.1% -27.3% -32.3% -32.3% -36.3% -38.8% -2.5pps -6.5pps -6.5pps
ROA 4.2% 5.1% 3.6% 0.6% 1.9% 0.7% -0.6% 0.1% -1.3pps -1.2pps -1.8pps
ROE 8.6% 10.4% 7.5% 1.4% 4.4% 1.8% -1.5% 0.2% -3.3pps -2.8pps -4.2pps

Source: company data, J.P. Morgan

Investment Thesis
China Coal Energy (CCE) is the second-largest coal miner in China behind China Shenhua with an annual coal production capacity of c120Mt. It reported 
disappointing FY13 results, in line with an earlier profit warning. With coal markets still heavily oversupplied, CCE’s heavy capex plans and negative free cash 
generation remains a concern. Stay UW, with a PT of HK$4.00.

Valuation
Our Dec-15 price target for China Coal-H is HK$4.00/share. This equates to 0.5x P/B and 55.9x P/E based on our FY15 estimates. The P/B of 0.5x is based on 
our forecast of sustainable ROE of c5%, derived from our near-term forecast ROE (c3% in 2014-15) and what we believe is achievable in the longer term (7-
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8%).

Risks to Rating and Price Target
Upside risks

• Stronger-than-expected coal prices
• Lower-than-expected unit cost/capex
• Faster-than-expected additions in coal production

Downside risks
• Weaker-than-expected coal prices
• Higher-than-expected cost pressure/capex
• Slower-than-expected additions in coal production

Asia Metals and Mining
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily responsible for this 
report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with respect to each security or issuer that the research analyst covers 
in this research) that: (1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of 
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research analyst(s) in this 
report. For all Korea-based research analysts listed on the front cover, they also certify, as per KOFIA requirements, that their analysis was made in good faith and that the views 
reflect their own opinion, without undue influence or intervention.
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that 
could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
Important Disclosures 

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports and all J.P. Morgan–covered 
companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.inquiries@jpmorgan.com with your request. J.P. Morgan’s 
Strategy, Technical, and Quantitative Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-
0406 or e-mail research.disclosure.inquiries@jpmorgan.com.
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Date Rating Share Price 
(HK$)

Price 
Target (HK
$)

24-Jun-08 N 13.70 15.70
27-Oct-08 N 3.62 5.30
31-Oct-08 OW 4.20 11.25
25-Nov-10 UW 12.36 11.50
16-Dec-10 N 11.74 12.00
06-Jan-11 N 12.98 12.10
22-Mar-11 N 11.84 --
08-Oct-11 N 7.07 8.50
23-Oct-11 OW 8.75 9.50
20-Jan-12 OW 9.92 11.00
28-Mar-12 N 8.92 10.00
20-May-12 N 7.44 8.00
20-Aug-12 N 7.39 7.50
07-Feb-13 OW 8.39 9.50
17-Mar-13 OW 7.14 9.00
28-Apr-13 OW 5.91 8.00
26-Jun-13 OW 4.18 6.00
02-Aug-13 N 4.16 4.80
14-Oct-13 N 4.70 4.50
19-Mar-14 N 3.94 4.00
19-Aug-14 UW 4.78 4.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total return of the stocks in the 
analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock will perform in line with the average total return of the 
stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperform the average total 
return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if applicable, the price target, for this 
stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy reasons. The previous rating and, if applicable, the price target, no longer should 
be relied upon. An NR designation is not a recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return 
is compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. If it does not appear in the Important Disclosures section 
of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s research website, www.jpmorganmarkets.com. 
Coverage Universe: Kang, Daniel: Aluminum Corporation of China - A (601600.SS), Aluminum Corporation of China - H (2600.HK), Angang Steel - A (000898.SZ), Angang 
Steel - H (0347.HK), Anhui Conch - A (600585.SS), Anhui Conch - H (0914.HK), Baoshan Iron & Steel - A (600019.SS), China Coal Energy - A (601898.SS), China Coal 
Energy - H (1898.HK), China Hongqiao Group (1378.HK), China National Building Material (3323.HK), China Nonferrous Mining Corporation Ltd (1258.HK), China Shenhua 
Energy - A (601088.SS), China Shenhua Energy - H (1088.HK), China Steel Corp (2002.TW), Chinalco Mining Corporation (3668.HK), Hyundai Steel Company (004020.KS), 
Indika Energy (INDY.JK), Jiangxi Copper - A (600362.SS), Jiangxi Copper - H (0358.HK), Maanshan Iron & Steel - A (600808.SS), Maanshan Iron & Steel - H (0323.HK), 
Mongolian Mining Corporation (0975.HK), POSCO (005490.KS), Yanzhou Coal Mining - A (600188.SS), Yanzhou Coal Mining - H (1171.HK)
J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight 
(buy)

Neutral 
(hold)

Underweight 
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%
JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%
*Percentage of investment banking clients in each rating category. 
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating category; and our Underweight rating 
falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above. 
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company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan representative, or email research.disclosure.
inquiries@jpmorgan.com.
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communications with covered companies, public appearances, and trading securities held by a research analyst account.
Other Disclosures 
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All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is redistributed, e-mailed or made available to third-party 
aggregators. For all research reports available on a particular stock, please contact your sales representative.
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Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the 
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Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 2711006. Registered Office 25 Bank Street, 
London, E14 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities Exchange and is regulated by the Financial Services Board. Hong 
Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong and/or J.P. 
Morgan Broking (Hong Kong) Limited (CE number AAB027) is regulated by the Securities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, Seoul Branch, is 
regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52 002 888 011/AFS Licence No: 238188) is regulated by ASIC and J.P. Morgan 
Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) is regulated by ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. 
Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India 
Private Limited (Corporate Identity Number - U67120MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, Santacruz - East, Mumbai – 400098, is a 
member of the National Stock Exchange of India Limited (SEBI Registration Number - INB 230675231/INF 230675231/INE 230675231) and Bombay Stock Exchange Limited (SEBI Registration 
Number - INB 010675237/INF 010675237) and is regulated by Securities and Exchange Board of India. Telephone: 91-22-6157 3000, Facsimile: 91-22-6157 3990 and Website: www.jpmipl.com. For 
non local research reports, this material is not distributed in India by J.P. Morgan India Private Limited. Thailand: This material is issued and distributed in Thailand by JPMorgan Securities (Thailand) 
Ltd., which is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission and its registered address is 3rd Floor, 20 North 
Sathorn Road, Silom, Bangrak, Bangkok 10500. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the OJK a.k.a. BAPEPAM LK. 
Philippines: J.P. Morgan Securities Philippines Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation of the Philippines and the Securities 
Investor Protection Fund. It is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores Mobiliarios (CVM) and by the Central 
Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National 
Banking and Securities Exchange Commission. Singapore: This material is issued and distributed in Singapore by or through J.P. Morgan Securities Singapore Private Limited (JPMSS) [MCI (P) 
199/03/2014 and Co. Reg. No.: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is regulated by the Monetary Authority of Singapore (MAS) and/or 
JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. This material is provided in Singapore only to accredited investors, expert investors and 
institutional investors, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this document are to contact JPMSS or JPMCB Singapore in respect of any matters arising 
from, or in connection with, the document. Japan: JPMorgan Securities Japan Co., Ltd. is regulated by the Financial Services Agency in Japan. Malaysia: This material is issued and distributed in 
Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the 
Securities Commission in Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and Exchange Commission of 
Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and 
custody, with respect to securities business under licence number 35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom 
of Saudi Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial Services Authority (DFSA) and its registered address is Dubai International Financial Centre - 
Building 3, Level 7, PO Box 506551, Dubai, UAE. 
Country and Region Specific Disclosures 
U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS plc. Investment research issued by JPMS plc has 
been prepared in accordance with JPMS plc's policies for managing conflicts of interest arising as a result of publication and distribution of investment research. Many European regulators require a 
firm to establish, implement and maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets 
Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not relevant persons. Any 
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