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 Fushan aims to increase clean coal sales to hedge the 
negative impact from lower coal selling prices 

 The company achieved production cost cut of 5% in 2014 
and management guides another 5% cut in 2015 

 We maintain our Hold rating, lift fair value TP to HKD1.71 
(from HKD1.62) based on a blend of PE and DCF 

    
Targeting higher clean coal proportion: Fushan sold 3.0m tonnes of clean coal in 2014 

despite total raw coal output drop of 7% y-o-y to 5.7m tonnes, the lowest since 2009. 

Management aims to increase clean coal sales further by 10%. We note that although 

clean coals can be sold at higher prices, they also bring higher selling costs as they require 

transportation, compared to raw coals being sold at mine mouth. 

Lower costs, and lower: Unit production costs declined by 5% y-o-y to RMB248/t in 

2014. Fushan targets to cut costs by another 5% in 2015. Such cost savings are expected 

to be achieved through technology upgrade, lower staff costs and self-maintenance. 

Strong balance sheet: Fushan virtually had no debt at the end of 2014. The company’s 

net cash per share is HKD1.02 now, representing 68% of the current share price. Despite 

the bottom-line loss, Fushan achieved RMB100/t net profit from its coal operations, the 

highest in Shanxi Liulin area. 2014 dividend payout represented c45% of recurring profits. 

Still seeking acquisition target: As its current three mines will be depleted by 2030, 

Fushan needs to grow through acquisitions, which is why it hasn’t distributed more 

dividends to its shareholders. With RMB5.5bn cash on hand, Fushan is well positioned for 

potential acquisitions. Management has currently located some targets in local Shanxi and 

other areas in China, as well as some in Australia. However, they believe they need to 

wait a few more years until those mines struggle and they obtain a good price. Ideally, 

they prefer mines in local Shanxi which are already in operation as more synergies can be 

achieved. Fushan is essentially a foreign enterprise and was not qualified to consolidate 

mines in China previously. Management sees higher likelihood of policy ease now. 

Well-positioned in the poor market: China National Coal Association estimated that 

70% of the coking coal mines are making losses at the current price. Management expects 

the percentage to rise to 90% this year. However, as coking coal supplies rely more on the 

domestic market (vs. iron ore on imports), management expects further mine closure to 

tighten supply support coking coal prices. Fushan possesses the best quality coal assets in 

China and enjoys the lowest production costs and thus shall benefit from the supply cuts. 
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Financials & valuation 
Financial statements 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

Profit & loss summary (HKDm) 

Revenue 4,268 3,255 3,164 3,369
EBITDA 2,011 973 1,122 1,226
Depreciation & amortisation -566 -529 -502 -487
Operating profit/EBIT 1,445 444 620 740
Net interest 105 165 147 156
PBT 1,830 -139 867 996
HSBC PBT 1,830 -139 867 996
Taxation -531 -222 -243 -249
Net profit 1,115 -425 531 635
HSBC net profit 1,115 -425 531 635

Cash flow summary (HKDm) 

Cash flow from operations 2,065 -131 1,148 1,091
Capex -283 -71 -350 -350
Cash flow from investment -260 1,671 -591 -332
Dividends -673 -196 -239 -286
Change in net debt -1,432 -207 -243 -453
FCF equity 1,814 880 776 722

Balance sheet summary (HKDm) 

Intangible fixed assets 12,729 11,421 11,188 10,954
Tangible fixed assets 3,610 3,412 3,495 3,592
Current assets 8,821 8,422 8,461 8,891
Cash & others 5,807 5,507 5,751 6,204
Total assets 26,871 24,000 23,922 24,215
Operating liabilities 2,480 2,301 2,197 2,112
Gross debt 580 74 75 75
Net debt -5,227 -5,433 -5,676 -6,129
Shareholders funds 19,927 17,927 18,214 18,575
Invested capital 16,873 15,447 15,195 15,120

 
Ratio, growth and per share analysis 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

Y-o-y % change    

Revenue -24.5 -23.7 -2.8 6.5
EBITDA -36.8 -51.6 15.3 9.3
Operating profit -45.5 -69.3 39.8 19.2
PBT -38.4 -107.6  14.9
HSBC EPS -37.8 -138.1  19.7

Ratios (%)    

Revenue/IC (x) 0.2 0.2 0.2 0.2
ROIC 6.0 7.1 2.9 3.7
ROE 5.7 -2.2 2.9 3.5
ROA 4.9 -1.3 2.6 3.1
EBITDA margin 47.1 29.9 35.5 36.4
Operating profit margin 33.9 13.6 19.6 22.0
EBITDA/net interest (x)    
Net debt/equity -24.1 -27.8 -28.9 -30.6
Net debt/EBITDA (x) -2.6 -5.6 -5.1 -5.0
CF from operations/net debt    

Per share data (HKD)    

EPS reported (fully diluted) 0.21 -0.08 0.10 0.12
HSBC EPS (fully diluted) 0.21 -0.08 0.10 0.12
DPS 0.11 0.04 0.05 0.05
Book value 3.76 3.38 3.44 3.50
 

 
 
Key forecast drivers 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

Raw coal sales volume (kt) 1,960 1,010 900 900
Clean coal sales volume (kt) 2,530 3,000 3,162 3,224
Raw coal ASP (RMB/t) 540 422 401 426
Clean coal ASP (RMB/t) 920 721 680 721
Raw coal unit cost (RMB/t) 260 248 237 242
Clean coal unit cost (RMB/t) 459 433 431 441

   
Valuation data 

Year to 12/2013a 12/2014e 12/2015e 12/2016e

EV/sales 0.6 0.8 0.7 0.5
EV/EBITDA 1.3 2.5 2.0 1.4
EV/IC 0.2 0.2 0.1 0.1
PE* 7.1  14.9 12.4
P/Book value 0.4 0.4 0.4 0.4
FCF yield (%) 23.0 11.1 9.8 9.1
Dividend yield (%) 7.0 2.5 3.0 3.6

Note: * = Based on HSBC EPS (fully diluted) 

 
 

Price relative   

Source: HSBC 
 
 
Note: price at close of 27 Mar 2015  
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Changing earnings estimates 

We raise our earnings estimates slightly by 7% and 1% respectively in 2015e and 2016e to mainly 

account for lower production costs and higher clean coal sales proportion, offset by lower coal selling 

prices and higher selling expenses. We expect lower raw coal output now, 6.0 and 6.1m tonnes in 2015 

and 2016 versus 6.2m tonnes each previously. Our current estimates are 5% and 10% above consensus 

estimates in 2015 and 2016. 

Revised earnings forecasts 

HKD m Old  New Change  

 2015E 2016E 2015E 2016E 2014E 2015E 2016E 
Revenue 3,192 3,384 3,164 3,369 -1% -1% 0% 
Net income 498 627 531 635 1199% 7% 1% 
EPS, HKD 0.09 0.12 0.10 0.12 1199% 7% 1% 

Source: HSBC estimates 

 
  
Revised assumptions 

 Old New Change  

 2015E 2016E 2015E 2016E 2015E 2016E 
Sales volume, tonnes k   
Raw coal 1,200 1,200 900 900 -25% -25% 
Clean coal 3,000 3,000 3,162 3,224 5% 7% 
   
ASP, RMB/t 603 648 618 657 2% 1% 
Raw coal 392 421 401 426 2% 1% 
Clean coal 688 738 680 721 -1% -2% 
   
Unit production costs, RMB/t 261 266 237 242 -9% -9% 

Source: HSBC estimates 

 

Valuation and risks 

We lift our TP to HKD1.71 from HKD1.62 based on a 50:50 blend between a PE-based value of 

HKD1.30 (from HKD1.22) based on 13.0x 2015e PE, and a life-of-mine DCF valuation of HKD2.12 

(from HKD2.02), as a result of slightly higher earnings estimates and a stronger than previously expected 

balance sheet. Our PE multiple is based on Fushan’s average PE over the past 2 years. Our DCF valuation 

is based on: (1) a cost of capital of 10.7%; (2) adjusted beta of 1.18 measured against the HSCEI index; 

and (3) the company remaining in a net cash position in the long run. We maintain our Hold rating. 

Upside risks: stronger-than-expected Chinese coking coal prices, lower-than-expected production costs 

and successful future acquisitions; Downside risks: weaker-than-expected coking coal prices and higher-

than- expected production costs. 
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Disclosure appendix 
Analyst Certification 
The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the 
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their 
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific 
recommendation(s) or views contained in this research report: Chris Chen 

Important disclosures 

Equities: Stock ratings and basis for financial analysis 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings, risk tolerance and other considerations and that investors utilise various disciplines and investment horizons 
when making investment decisions. Ratings should not be used or relied on in isolation as investment advice. Different 
securities firms use a variety of ratings terms as well as different rating systems to describe their recommendations and 
therefore investors should carefully read the definitions of the ratings used in each research report. Further, investors should 
carefully read the entire research report and not infer its contents from the rating because research reports contain more 
complete information concerning the analysts' views and the basis for the rating. 

From 23rd March 2015 HSBC has assigned ratings on the following basis: 

The target price is based on the analyst’s assessment of the stock’s actual current value, although we expect it to take six to 12 
months for the market price to reflect this.  When the target price is more than 20% above the current share price, the stock will 
be classified as a Buy; when it is between 5% and 20% above the current share price, the stock may be classified as a Buy or a 
Hold; when it is between 5% below and 5% above the current share price, the stock will be classified as a Hold; when it is 
between 5% and 20% below the current share price, the stock may be classified as a Hold or a Reduce; and when it is more 
than 20% below the current share price, the stock will be classified as a Reduce. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation or resumption of coverage, 
change in target price or estimates).  

Upside/Downside is the percentage difference between the target price and the share price. 

Prior to this date, HSBC’s rating structure was applied on the following basis: 

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate, 
regional market established by our strategy team. The target price for a stock represented the value the analyst expected the 
stock to reach over our performance horizon. The performance horizon was 12 months. For a stock to be classified as 
Overweight, the potential return, which equals the percentage difference between the current share price and the target price, 
including the forecast dividend yield when indicated, had to exceed the required return by at least 5 percentage points over the 
succeeding 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, 
the stock was expected to underperform its required return by at least 5 percentage points over the succeeding 12 months (or 10 
percentage points for a stock classified as Volatile*).  Stocks between these bands were classified as Neutral. 

*A stock was classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12 
months (unless it was in an industry or sector where volatility is low) or if the analyst expected significant volatility.  However, 
stocks which we did not consider volatile may in fact also have behaved in such a way.  Historical volatility was defined as the 
past month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in 
rating, however, volatility had to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to 
change. 
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Rating distribution for long-term investment opportunities 

As of 27 March 2015, the distribution of all ratings published is as follows: 
Buy 41% (29% of these provided with Investment Banking Services) 

Hold 39% (28% of these provided with Investment Banking Services) 

Sell 20% (20% of these provided with Investment Banking Services) 

   

For the purposes of the distribution above the following mapping structure is used during the transition from the previous to 
current rating models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our 
current model Buy = Buy, Hold = Hold and Reduce = Sell.  For rating definitions under both models, please see “Stock ratings 
and basis for financial analysis” above. 

Share price and rating changes for long-term investment opportunities 

Shougang Fushan (0639.HK) Share Price performance HKD Vs HSBC rating 

history 

 Recommendation & price target history 

From To Date 

Overweight (V) N/A 11 June 2012 
N/A Overweight (V) 31 July 2012 
Overweight (V) Underweight (V) 28 October 2012 
Underweight (V) Neutral (V) 11 February 2014 
Neutral (V) Overweight (V) 05 June 2014 
Overweight (V) Neutral 28 August 2014 
Neutral Hold 26 March 2015 
Target Price Value Date 

Price 1 N/A 11 June 2012 
Price 2 3.00 31 July 2012 
Price 3 2.40 28 October 2012 
Price 4 2.90 21 February 2013 
Price 5 2.30 06 August 2013 
Price 6 2.40 28 August 2013 
Price 7 2.25 11 February 2014 
Price 8 2.40 05 June 2014 
Price 9 2.27 28 August 2014 
Price 10 1.62 09 March 2015 

Source: HSBC 

 

Source: HSBC 
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HSBC & Analyst disclosures 
Disclosure checklist 

Company Ticker Recent price Price Date Disclosure

SHOUGANG FUSHAN 0639.HK 1.49 27-Mar-2015 6, 7
Source: HSBC 

1 HSBC has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 

3 months. 
3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this 

company. 
4 As of 28 February 2015 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-investment banking securities-related services. 
7 As of 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of 

and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
  
HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) 
of companies covered in HSBC Research on a principal or agency basis. 

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment 
banking revenues.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that 
company available at www.hsbcnet.com/research. 

Additional disclosures 
1 This report is dated as at 27 March 2015. 
2 All market data included in this report are dated as at close 27 March 2015, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 
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