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JPM-pp1
Asia Pacific Equity Research 23 March 2015
. .. Neutral
Zhaojin Mining Industry (1818 HK) Price. HIS20
20 Mar 2015
FY14 results first take - Miss; reduced 2015 output target likely to see Street Price Target: HK$4.00
downgrades PT End Date: 31 Dec 2015

Zhaojin's FY 14 net profit of RMB455m (-38% y/y) was 23% below Street forecasts, dragged down by higher-than-expected costs. The company
has revised down its production growth of self-produced gold to 5% (previous 10%) for 2015, which aong with the results miss and a stretched
bal ance sheet, should see earnings downgrades, in our view. Stay N rated.

Key Highlights

* FY 14 results miss. Zhaojin’s 2014 net profit of RMB455m (-38% y/y) was 15% and 23% below ours and consensus forecasts, respectively.
Key earnings drags were higher-than-expected SG& A (+12% yl/y) and other expenses (+42% y/y) which more than offset better-than-expected
gross profits (-3% yly). Revenue was lower at RMB5.6Bn (-12% y/y) in the context of lower gold ASP (-11% y/y) and gold sales volume (-1%
yly). Operating performance was better than guidance, with total gold output of 1.06moz (11% above target) and unit cost of USD669/0z (1% y/
y vstarget 5% rise). Total gold resources (JORC) at end-2014 increased 2% y/y to 26.1moz.

» Balance sheet still stretched. Net gearing (ND/E) edged alittle lower to 85% (2013: 87%), thanks to higher equity base, while its debt profile
also improved with exposure to short-term loans declining to 49% of total gross debts (2013: 75%). Disappointingly. DPS of RMB0.05/share
was declared with a reduced payout ratio of 33% (2013: 40%).

» Lowered 2015 production growth. For 2015, Zhaojin revised down FY 15 production target of 1.05moz (-1% y/y), of which self-produced
gold will be 569.5koz (+5% yly), along with reduced capex of RMB880m (2014: RMB1.3Bn.). Thisislower than its previous guidance of
“c10% output growth in coming years’, but in-line with our expectations given its stretched balance sheet.

Stock Impact
« Given significant earnings miss, we expect a negative market response to the results along with Consensus downgrades.

Table 1: Zhaojin Mining's 2014 results summary (IFRS)

Profit & loss QoQ YoY% YoY%
(Rmb Mn) 1Q13 2Q13 3Q13 4Q13 2013 1Q14 2Q14 3Q14 4Q14 2014 4Q14 4Q14 2014
Revenue 1,164 1,207 1,288 2,685 6,344 1,091 1,755 1,555 1,206 5,606 -22% -55% -12%
Cost of sales (485) (844) (487)  (2,288)  (4,104) (510)  (1,306) (895) (724)  (3,434) -19% -68% -16%
Gross profit 679 363 801 398 2,240 581 449 661 482 2,172 -27% 21% -3%
Other income - 82 (82) 157 157 - 110 (110) 260 260 nm 66% 66%
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SG&A (14) (28) (20) (36) (97) (18) (33) (32) (37) (120) 16% 3% 23%
Admin costs (230) (131) (363) 97) (821) (225) (142) (367) (173) (907) -53% 79% 11%
Other expenses (12) (149) 117 (121) (164) (33) (50) 12 (163) (234) nm 35% 42%
Finance costs (69) (93) (77) (103) (342) (102) (158) (62) (293) (514) 209% 87% 50%
Net operating profit 355 45 376 198 973 204 176 101 176 657 74% -11% -32%
Investment income 4 2 22 8) 21 4 20 3) 5 26 nm nm 26%
Non-OP income 1 ) 37 (37) 2 2) 21 (22) nm -44% nm
Non-OP expenses 2) 2 (13) 13 (8) 8 (34) 34 nm 167% nm
Impairment loss - 4 70 -100% nm nm
Others 0) 0 (5) 5 - (1) 1 38 (38) nm nm nm
PBT 357 49 417 171 994 202 207 194 155 683 -20% -9% -31%
Income tax (85) 1 (107) (35) (226) (61) 37) (39) (39) (176) 204 12% 2204
Net profit 271 50 310 136 767 140 170 155 116 507 -25% -15% -34%
MI 37 (15) 21 9) 33 2) (12) 70 (5) 51 nm -45% 54%
Net profit 234 66 289 145 734 143 182 84 121 455 43% -17% -38%
EPS 0.08 0.02 0.10 0.05 0.25 0.05 0.06 0.03 0.04 0.15 43% -17% -38%
Margin

Gross profit 58% 30% 62% 15% 35% 53% 26% 42% 40% 39% -3pps 25pps 3pps
Net operating profit 30% 4% 29% 7% 15% 19% 10% 7% 15% 12% 8pps 7pps -4pps
Profit before tax 31% 4% 32% 6% 16% 19% 12% 12% 13% 12% Opps 7pps -3pps
Net margin 20% 5% 22% 5% 12% 13% 10% 5% 10% 8% 5pps 5pps -3pps
Tax rate 24% -3% 26% 21% 23% 30% 18% 20% 25% 26% 5pps 5pps 3pps
Cash flow (Rmb M)

Operating cash flow (271) 308 261 577 875 100 485 (34) - - nm nm nm
Investment cash flow (1,011) (890) (1,534) (1,006) (4,442) (428) (695) (457) - - nm nm nm
Capex (414) (742) (337) (1,804) (3,297) (467) (538) (130) - - nm nm nm
Free cash flow (685) (434) (76) (1,227) (2,423) (367) (53) (164) - - nm nm nm
Ratio

Net Debt/Equity 56% 82% 72% 87% 87% 69% 83% 86% 85% 85% Opps -1pps -1pps
Current Ratio 11 0.6 0.9 0.5 0.5 0.7 0.5 0.8 0.5 0.5 -31% 18% 18%
Quick Ratio 79% 30% 57% 23% 23% 45% 24% 51% 250 250 51% 10% 10%
Inventory T/O Days 387.0 274.2 510.5 99.9 222.7 477.5 187.9 317.5 399.9 337.2 26% 300% 51%
AR T/O Days 257 100 323 39 67 274 57 260 69 59 -74% 75% -11%
AP T/O Days 204 228 369 86 191 331 146 231 255 215 10% 197% 12%
Cash Conversion Days 440 146 465 53 98 420 98 347 214 182 -38% 300% 85%
ROA 4.9% 1.3% 5.4% 2.5% 3.1% 2.5% 2.9% 1.4% 1.8% 1.7% Opps -1pps -1pps
ROE 10.9% 3.3% 14.2% 6.9% 8.7% 6.7% 8.6% 4.0% 5.6% 5.3% 2pps -1pps -3pps

Source: Company reports, J’Morgan

Investment Thesis

Zhaojin is China s fourth-largest gold miner, based primarily in Shandong. Its portfolio provides powerful leverage to gold prices and is less vulnerable (relative
to Zijin) to copper weakness. With gold sales generating c90% of its revenue (versus c60% for Zijin), we estimate a 1% rise in gold prices can lift earnings by
5% (versus 2% for Zijin) and vice versa. That said, thisis muted under our benign outlook for gold. We see downside risk to its commitment to c10% volume
growth in the coming years while its strong reliance on short-term borrowing may make fundraising necessary. Stay Neutral.

Valuation

Our Dec-15 price target of HK$4.00 equatesto 1.0x P/BV, 9.5 x EV/EBITDA, and 1.7% dividend yield for 4% ROE, based on our FY 15 estimates, which we
consider fair in comparison to global mid-tier gold miners average (1.8x P/BV, 7.9x EV/EBITDA, 1% div yield for 6% ROE).
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Risksto Rating and Price Tar get
» Upsiderisk: Stronger-than-expected gold prices, better-than-expected cost control, higher-than-expected production growth, less than expected financial
burden, M&As.

» Downside risk: Weaker-than-expected gold prices, higher-than-expected cost pressure, slower-than-expected production growth, worse-than-expected
working capital control, higher-than-expected capex requirement, fund raising.
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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 coversin
thisresearch) 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 aresult, 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 al J.P. Morgan—covered
companies by visiting https.//jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.inguiries@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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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 Resear ch Ratings, Designations and Analyst(s) Coverage Univer se:
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 stocksin 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 alack 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 arecommendation or arating. 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: Li, Waiyin Karen: Zhaojin Mining Industry (1818.HK), Zijin Mining Group - A (601899.SS), Zijin Mining Group - H (2899.HK)

J.P. Morgan Equity Resear ch Ratings Distribution, as of January 1, 2015

Overweight Neutral Underweight
(buy) (hold) (sdl)

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/NY SE ratings distribution rules, our Overweight rating fallsinto a buy rating category; our Neutral rating fallsinto a hold rating category; and our Underweight rating

fallsinto a sell rating category. Please note that stocks with an NR designation are not included in the table above.
Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please see the most recent
company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan representative, or email research.disclosure.

inQuiries@j pmorgan.com.
Equity Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, including the
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quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates of JPMS, are not registered/
qualified as research analysts under NASD/NY SE rules, may not be associated persons of JPM S, and may not be subject to FINRA Rule 2711 and NY SE Rule 472 restrictions on
communications with covered companies, public appearances, and trading securities held by aresearch analyst account.
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