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Maanshan Iron & Steel - H (323 HK) orice: Hgmz
. 25 Mar 2015
First take FY2014 results - Beat, slow start to 2015 Price Target: HK$2.00

PT End Date: 31 Dec 2015

Maanshan (Magang)’s FY 14 results beat expectations, revealing a solid 2H rebound. Guidance for volume to grow by 7% should help but the
recent sharp contraction in cash spreads (from 4Q levels), may see 1Q15 back to breakeven or even slipping into losses. The good news is that
cash spreads now appear to be bottoming as we walk into the 2Q construction season. We view Magang as a beneficiary of China's
infrastructure policies and are currently OW rated.

Key Highlights

* FY14 resultsbeat, boosted by government grants and lower depreciation. Magang posted FY 14 net profit (NP) of Rmb220m, beating
consensus estimates (JPM Rmb156m,.Street RMB77m). Following a 1H14 net loss of RMB 730m, this was a commendable effort . That said,
the result was heavily boosted by government subsidies and lower depreciation charges. Excluding these non-recurring items, we estimate the
company remained in losses of Rmb156m for FY 14. At the core level, we estimate Magang' s 4Q14 NP of RMB259m,

-31% g/g. On a positive note, FY 14 FCF improved to RMB313m, helping net gearing (ND/E) ease to 71% (end 2014 from 77% in 2013).

« Steel marketsto remain challenging, guidance for 7% volume growth. Maanshan expects the steel market to remain challenging in
2015 as China enters a"new norm" with the steel industry in oversupply and demand slowing. Capex is forecast to be marginally lower at
Rmb2.5B while product output is expected to be 19.6mt, +7% y/y. The company did not provide specific profit guidance but we note that
1Q15 HRC and rebar cash spreads have fallen by 15% and 17% g/q, suggesting aweak start to the year.

Impact
 Given its earnings beat, we expect the market to generally receive the result well.

Table 1: Maanshan FY14 quarterly results

QoQ% YoY%
(Rmb Mils) Q313 4Q13 2013 1Q14 2Q14 3Q14 4Q14 2014 4Q14 4Q14
Principal revenue 19,440 17,457 73,849 13,644 15,221 15,569 15,388 59,821 -1% -12%
Less principal operating cost -18,454 -16,696 -70,394 -13,157 -14,666 -14,156 -13,861 -55,840 2% -17%
Less sales tax -55 -36 -226 -45 -48 -73 -70 -235 4% 94%
Principal operating profit 930 725 3,228 442 507 1,340 1,457 3,745 9% 101%
add other operating profit 0 0 0 0 0 0 0 nm 0%
less selling expenses -105 -134 -423 -104 -128 -130 -152 -513 -17% 13%
less administrative expenses -345 -305 -1,334 -306 -293 -350 -363 -1,311 -4% 19%
less financial expenses -287 -241 -1,154 -365 -329 -310 -240 -1,244 22% 0%
asset impairment charges -187 -499 -1,164 -186 -159 -187 -240 -770 -28% -52%
Sub-total for SG & A -925 -1,180 -4,076 -960 -908 -976 -995 -3,837 -2% -16%
Investment income/(loss) 35 185 289 37 37 36 39 150 7% -79%
Net operating profit 40 -270 -558 -481 -363 401 501 58 25% nm
Non-operating income 28 776 888 59 42 36 404 541 1027% -48%
Less: non-operating expenses 1 -5 -8 -1 -1 -1 -83 -87 -5789% 1497%
Profit before tax 68 500 322 -422 -322 435 821 512 89% 64%
Tax -42 5 -114 -56 37 -29 -200 -248 -581% nm
MI -23 -19 -51 32 1 -2 -75 -43 -4343% 305%
Net profit 3 487 157 -446 -284 404 546 220 35% 12%
Non recurring gains or losses
Core NPAT (677) 625 (446) (480) (312) 378 259 (156) -31% -59%
EPS (Rmb) 0.00 0.06 0.02 -0.06 -0.04 0.05 0.07 0.03 35% 12%
Margin
Principal operating profit 4.8% 4.2% 4.4% 3.2% 3.3% 8.6% 9.5% 6.3% 1pps 5pps
Net operating profit 0.2% -1.5% -0.8% -3.5% -2.4% 2.6% 3.3% 0.1% 1pps 5pps
Profit before tax 0.4% 2.9% 0.4% -3.1% -2.1% 2.8% 5.3% 0.9% 3pps 2pps
Net profit margin 0.0% 2.8% 0.2% -3.3% -1.9% 2.6% 3.6% 0.4% 1pps 1pps
Tax rate 61.8% -1.0% 35.5% -13.3% 11.6% 6.8% 24.4% 48.5% 18pps 25pps
Cash flow analysis
Operating cash flow 326 1,006 5,091 -523 1,911 1,525 -1 2,913 nm nm
Investment cash flow -2,529 878 -4,543 1,728 80 -281 -2,853 -1,326 -915% nm
Capex -1,482 -720 -5,521 -923 54 -1,448 -283 -2,599 80% -61%
FCF -1,156 287 -429 -1,445 1,964 78 -283 313 nm nm
46
GP/t 198 154 179 111 108 277 301 203 9% 95%
NP/t 1 104 9 -112 -61 83 113 12 35% 9%

Source: Company data, J.P. Morgan
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Investment Thesis

Maanshan is one of China'sleading steel producers. Its product mix is broadly equally split between flats and long steels. This exposure to long steel (50% of
sales) provides Maanshan with substantial leverage to China’ s urbanization policy and affordable housing strategy. With valuations close to historical lows,
we see attractive risk-reward and remain OW rated.

Valuation
Our Dec-15 price target for Maanshan-H of HK$2.0 is based on a 2015E P/BV of 0.5x, in line with that of its peers.

Risksto Rating and Price Target
Upsiderisks
» Amendments to government policy relating to the domestic steel industry, especially on output capacity cuts
* Lower-than-expected cost pressure
* Higher-than-expected product prices
Downside risks
« Higher-than-expected cost pressure
« Lower-than-expected product prices
» Chinese Ministry of Rail fails to approve the company’s high-speed train wheels.
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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 asingle factor in making their investment decision.

Important Disclosures

® Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Maanshan Iron & Steel - H within the past 12 months.
® Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Maanshan Iron & Steel - H.

® Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment banking clients: Maanshan Iron & Steel
- H.

® Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking Maanshan Iron & Steel - H.

® |nvestment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking servicesin the next three months from
Maanshan Iron & Steel - H.

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 Price
(HK$) Target (HK
$)

07-Nov-06 ow 341 4.25
20-Dec-06 ow 4.36 4.80
16-Jan-07 ow 4.76 5.50
22-Feb-07 ow 5.33 7.00
23-Jul-07 ow 6.35 8.50
17-Aug-07  OW 550 8.20
29-0ct-07 N 753 7.30
20-Feb08 N 4,60 6.00
03-Jun-08 N 5.85 7.00
15-Aug08 N 351 6.00
15-Oct-08 N 172 550
. 11-Nov-08 N 2.26 373
http://gps-app.amer.jpmchase.net:6080/server/console/chart/? 05Ma-09 N 248 290
shareClassld=503617&shareClassServerld=4&chartDesignation=1&actionType=C| 2 oW 5 620
28-Oct-09 ow 5.09 5.60
22-Jan-10 uw 5.00 4.00
10-Aug-10 ow 4.24 5.35
12-Oct-10 N 4.99 5.35
06-Aug-11 N 3.24 3.00
21-Oct-11 N 1.92 2.10
20-Jan-12 N 2.96 3.40
19-Apr-12 N 242 2.90
30-Jul-12 ow 1.67 2.20
31-Jan-13 uw 261 2.20
27-Mar-13 uw 211 1.90
28-Apr-13 uw 1.92 170
07-Aug-13 N 197 2.20
28-Mar-14 ow 1.63 2.00

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) Cover age 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’ steam’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
stocksin 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 stocksin 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 a recommendation 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 thisreport, 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 (000898.52),
Angang Steel - H (0347.HK), Anhui Conch - A (600585.SS), Anhui Conch - H (0914.HK), Baoshan Iron & Steel - A (600019.SS), China Coa Energy - A (601898.SS), China
Coal Energy - H (1898.HK), China Honggiao 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), Y anzhou Coal Mining - A (600188.SS), Y anzhou Coal Mining - H (1171.HK)

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

Overweight Neutral Underweight
(buy) (hold) (sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%

IB clients* 56% 49% 33%

JPMSS 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 falls into 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
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 JPMS, 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 a research analyst account.

Other Disclosures

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing name for the U.K. investment banking

businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries.

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.

Legal Entities Disclosures

U.S.: JPMSisamember of NY SE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, N.A. isamember of FDIC. U.K.: JPMorgan Chase N.A., London Branch, is authorised by the Prudential
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 Prudential Regulation Authority are available from J.P. Morgan on request. J.P. Morgan Securities plc (JPMS plc) isamember of the London Stock Exchange and is authorised by the Prudential
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 AABO027) is regulated by the Securities and Futures Commission in Hong Kong. K orea: J.P. Morgan Securities (Far East) Ltd, Seoul
Branch, isregulated by the Korea Financia Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52 002 888 O11/AFS Licence No: 238188) is regulated by ASIC and J.P.
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