Zhaojin Mining Industry
2017 results in line; gold output stable

. Results Review

2017 results in line with expectations

Zhaojin Mining Industry announced its 2017 results: revenue was
flat YoY at Rmb6.7bn and net profit attributable to shareholders was
up 82% YoY to Rmb644mn, or Rmb0.20/sh, in line with our
expectations. The company declared a dividend of Rmb0.06/sh. In
4Q17, its revenue was Rmb1,896mn (+7% YoY & +9% QoQ), while net
profit attributable to shareholders was Rmb218mn (+10.7x YoY &
+6.4x QoQ); the large QoQ improvements were mainly due to lower
income tax expenses and lower minority interests.

Comments: 1) 2017 mined gold output was 20.3t, flat YoY;
processing & smelting gold output was 13.4t (-15% YoY). 2) Gross
margin fell by -1.5ppt to 39.5% YoY due to the slight decrease in gold
sales volume along with the higher share of its copper operations
segment. 3) Administrative fees decreased by 15% YoY due to the
implementation of its employee share subscription plan and
recognition of share-based payment expenses last year. 4) It effective
tax rate fell to 15% vs. 46% in 2016. 5) Resources saw steady growth:
as of end-2017, its gold resources were 1,252t and reserves were
528t .And, 6) 2018 guidance: capex of Rmb630mn, total gold volume
of 32.1t.

Trends to watch

Weak US dollar provides support to gold prices. The weak dollar will
support the gold price as well as strengthen gold’s role as an
alternative investment asset.

Earnings forecast

Based on assumption changes in unit cost and other expenses, we
raise our earnings forecast by 17% from Rmb0.20 to Rmb0.23 per
share for 2018. We also introduce 2019e EPS at Rmb0.24.

Valuation and recommendation

The stock is trading at 19.5x 2018e P/E. We maintain our BUY rating
and HK$9.80 target price, implying 33x 2018e P/E and 69.84% upside
room from the current price.

Risks
Gold price declines by more than expected.
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Financial summary
Financial statement (Rmb mn) 2016A 2017A  2018E 2019E Financial ratios 2016A 2017A 2018E 2019E
Income statement Growth abilitv
Revenue 6,665 6,674 6,456 6,650 Revenue 13.2% 0.1% -3.3% 3.0%
COGS -3,935 -4,039 -3,658 -3,849 Operating profit 16.8% 3.9% 21.1% 1.2%
Selling expenses 72 45 39 40 EBITDA 6.4% 3.9% 19.9% 5.5%
Administrative expenses 1,055 894 872 865 Net profit 14.7% 82.3% 17.2% 1.3%
Other ops income (expense) -704 -643 -560 -550 Profitability
Operating profit 1,259 1,307 1,582 1,601 Gross margin 41.0% 39.5% 43.3% 42.1%
Finance costs -465 -433 -500 -505 Operating margin 18.9% 19.6% 24.5% 24.1%
Other income (expense) 6 14 4 4 EBITDA margin 29.6% 30.7% 38.1% 39.0%
Profit before income tax 799 888 1,086 1,101 Net margin 5.3% 9.6% 11.7% 11.5%
Income tax -366 -134 -166 -168 Liquidity
Minority interest 80 110 166 168 Current ratio 0.48 0.58 0.34 0.40
Net profit 353 644 755 765 Quick ratio 0.25 0.32 0.20 0.26
EBITDA 1,973 2,050 2,458 2,595 Cash ratio 0.09 0.13 0.05 0.13
Recurrent net income 353 644 755 765 Liabilities / assets 57.1% 50.4% 44.0% 43.7%
Balance sheet Net debt / equity 81.4% 67.8% 73.7% 65.2%
Cash and bank balances 1,438 1,847 693 1,707 Return
Trade and bill receivables 1,724 2,069 1,355 1,179 RoA 1.1% 1.9% 2.1% 2.0%
Inventories 3,631 3,565 1,829 1,925 RoE 3.2% 5.3% 5.6% 5.5%
Other current assets 818 557 557 557 Per-share data
Total current assets 7,610 8,038 4,433 5,367 EPS (Rmb) 0.11 0.20 0.23 0.24
Fixed assets and CIP 12,974 13,630 15208 14,929 BPS (Rmb) 3.48 4.10 4.24 438
Intangible assets and others 12,379 12,145 18,715 18,631 DPS (Rmb) 0.04 0.06 0.09 0.09
Total non-current assets 25,353 25,775 33,924 33,560 Cash flow per share (Rmb) 0.58 0.72 1.35 0.78
Total assets 32,964 33,813 38357 38,927 Valuation
Short-term borrowings 10,884 10,780 10,676 10,571 P/E 47.1 24.0 19.5 19.2
Trade and bill payables 390 446 366 665 P/B 15 1.2 11 1.0
Other current liabilities 4,602 2,552 2,181 2,074 EV/EBITDA 15.7 14.8 12.7 11.7
Total current liabilities 15,876 13,778 13,222 13,311 Dividend yield 0.7% 1.2% 2.1% 2.1%
Long-term borrowings 2,056 2,439 2,821 2,871
Total non-current liabilities 2,952 3,271 3,653 3,703
Total liabilities 18,828 17,049 16,875 17,013
Share capital 3,221 3,221 3,221 3,221
Retained profit 8,001 9,979 10,432 10,891
Equity 11,222 13,200 13,653 14,112
Total liabilities & equity 32,964 33,813 34,257 35,023
Cash flow statement
Pretax profit 799 888 1,086 1,101
Depreciation & amortization 714 743 876 994
Change in working capital -811 -340 1,999 78
Others 1,161 1,031 389 336
Cash flow from operations 1,863 2,323 4,351 2,509
Capital expenditure -1,731 -5,448 -4,980 -630
Others -723 0 0 0
Cash flow from investing -2,454 -5,448 -4,980 -630
Equity financing 13,408 277 277 -54
Bank borrowings -12,927 0 0 0
Others -502 -683 -802 -810
Cash flow from financing 221 -406 -525 -865
Foreign exchange gain (loss) 17 0 0 0
Net changes in cash -595 -3,531 -1,155 1,014

Source: Corporate filings, CICC Research

Company description

Zhaojin Mining Industry Co., Ltd. is engaged in the investment holding, exploration, mining, ore processing, smelting and sales of gold and
other metallic products. The company operates as an integrated mining enterprise that specializes in the production of gold. It principally
produces Au9999 and Au9995 gold bullions under the "Zhaojin" brand. The company is structured into three major segments: gold mining and
smelting operations; copper mining and smelting operations; and other investment activities.

Please read carefully the important disclosures at the end of this report
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Figure 1: 2017 results overview
2017A vs CICC 2018E

Rmb mn 2016A 2017E 2017A . 2018E

( ) YoY estimate YoY
Revenue 6,665 6,607 6,674 0.1% 1.0% 6,456 -3.3%
Gross profit 2,729 3,142 2,635 -3.5% -16.2% 2,798 6.2%
Operating profit 1,259 2,024 1,307 3.9% -35.4% 1,582 21.1%
Net profit attributable to equity shareholders 813 644 82.3% -20.8% 755 17.2%
Fully-diluted EPS (Rmb) 0.25 0.20 82.3% -20.8% 0.23 17.2%
Gross margin 41.0% 47.6% 39.5% -1.5ppt -8.1ppt 43.3% 3.9ppt
Operating margin 18.9% 30.6% 19.6% 0.7ppt -11.1ppt 24.5% 4.9ppt
Net margin 5.3% 12.3% 9.6% 4.3ppt -2.7ppt 11.7% 2ppt
Source: 2017 annual reports, CICC Research

Figure 2: Quarterly earnings

RMB Mn 4Q16 1Q17 2Q17 30Q17 4Q17 QoQ YoY 2016 2017 YoY
Sales revenue 1,772 1,521 1,517 1,740 1,896 9.0% 7.0% 6,665 6,674 0.1%
Sales cost 1,080 942 754 1,120 1,223 9.2% 13.2% 3,935 4,039 2.6%
Gross profit 692 578 763 620 673 8.6% -2.7% 2,729 2,635 -3.5%
Other revenue and gains 445 31 132 -301 393 n.a. -11.6% 360 255 -29.3%
Selling and distribution costs 14 10 10 15 10 -36.3%  -31.5% 72 45 -37.5%
General & administrative expenses 280 251 261 137 244 778% -12.7% 1,055 894 -15.2%
Other operating expenses 556 31 262 -317 667 n.a. 20.0% 704 643 -8.7%
EBIT 287 316 361 484 146 -69.9% -49.2% 1,259 1,307 3.9%
Finance costs 71 137 61 244 -9 -103.7% -112.9% 465 433 -6.9%
Share of profit of an associate -16 29 -22 15 -18  -221.3% n.a. 8 4 -43.9%
Profit before tax 199 208 278 256 146 -42.7% -26.6% 799 888 11.1%
Income taxexpense 184 55 22 102 -45  -144.1% -124.4% 417 134 -67.8%
Net profit for the period 0 153 256 154 191 24.5% n.a. 418 754 80.2%
Minority interests -3 33 -21 124 =27 -121.4% n.a. 80 110 37.3%
Net profit for equity holders 19 120 277 29 218 643.4% 1072.5% 353 644 82.3%
Diluted EPS(Rmb) 0.01 0.04 0.09 0.00 0.07 2897.4% 1072.5% 0.11 0.20 90.0%
Gross margin 39.0% 38.0% 50.3% 35.6% 35.5% -0.1% -3.5% 41.0% 39.5% -1.5%
EBIT margin 16.2% 20.8% 23.8% 27.8% 7.7% -20.1% -8.5% 18.9% 19.6% 0.7%
Net margin 1.0% 7.9% 18.2% 1.7% 11.5% 9.8% 10.4% 5.3% 9.6% 4.3%
Selling costs rate 0.8% 0.7% 0.7% 0.9% 0.5% -0.4% -0.3% 1.1% 0.7% -0.4%
G & Aexpense rate 15.8% 16.5% 17.2% 7.9% 12.9% 5.0% -2.9% 15.8% 13.4% -2.4%
Financial expense rate 4.0% 3.3% 4.0% -28.3% 54.5% 82.8% 50.5% 7.0% 6.5% -0.5%
Effective tax rate 92.4% 26.5% 8.0% 39.9% -30.7%  -70.5% -123.1% 52.1% 15.1% -37.0%
Source: 2017 annual reports, CICC Research

Please read carefully the important disclosures at the end of this report
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Figure 3: Key assumptions for earnings forecasts

Assumptions 2018-new 2018-old Dif 2019E
Gold Production (kg) 35,414 37,964 -7% 35,834

Self Production 21,005 21,282 -1% 21,425

Smelting and Processing Gold 14,113 15,713 -10% 14,113
Gold Price (Rmb/g) 262 280 -6% 268
Average Cost (Rmb/g) 93 96 -3% 93
Gross Margin (Rmb/g) 169 184 -8% 175

Fnancials 2018-new 2018-old Dif 2019E

Sale Revenue 6,456 6,988 -8% 6,650
COGSs 3,658 4,258 -14% 3,849
Gross profit 2,798 2,730 2% 2,801
Profit Before Tax 1,086 1,006 8% 1,101
Profit attributable to equity shareholders 755 644 17% 765

EPS (Rmb) 0.23 0.20 17% 0.24

Source: 2017 annual reports ,CICC Research
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Figure 5: Comparable valuations
Company Ticker Rating TP Upside(%) (R Currency YTD MarketiCap [ZELE3) PIEC) BPS EPS

2018/03/18 (Mn) 2016A 2017E 2018E 2019E 2016A 2017E 2018E 2019E 2016A 2017E 2018E 2019E 2016A 2017E 2018E 2019E

Gold
Zijin Mining H* 2899.HK BUY 45 16% 39 HKD 32% 127,081 29 23 19 17 38.8 131 134 115 12 13 15 16 0.08 0.15 0.23 0.27
Zijin Mining A* 601899 BUY 6.0 27% a7 RMB 6% 102,374 38 36 32 3.0 57.7 223 20.7 178 12 13 15 16 0.08 0.15 0.23 0.27
Zhaojin Mining* 1818.HK BUY 9.8 70% 5.8 HKD -2% 19,099 15 12 11 1.0 471 240 195 19.2 35 4.1 4.2 4.4 0.11 0.20 0.23 0.24
Zhongjin Gold* 600489 HOLD 13.0 49% 8.7 RMB -10% 30,612 23 22 21 21 87.3 67.2 485 40.7 38 39 41 4.2 0.10 0.13 0.18 0.21
Shandong Gold* 600547 HOLD 40.0 50% 26.8 RMB -13% 50,588 32 29 27 24 38.2 315 27.3 247 8.4 9.1 10.0 11.0 0.70 0.85 0.98 1.08
Base Metals
Chalco H* 2600.HK BUY 77 67% 46 HKD -17% 91,552 16 16 13 12 166.4 263 137 15.1 26 27 3.0 33 0.03 0.16 029 0.26
Chalco A* 601600 BUY 86 64% 52 RMB -33% 73,752 20 19 17 16 299.6 496 18.0 306 26 27 3.0 33 0.03 0.16 029 0.26
Zhongjin Lingnan* 000060 BUY 16.3 65% 9.9 RMB -10% 24,036 29 26 23 23 66.0 26.8 183 222 35 39 43 4.4 0.15 0.37 0.40 0.35
‘Yunnan Chihong Zn & Ge* 600497 BUY 9.0 34% 6.7 RMB -3% 35,130 33 29 28 27 na. 248 25.4 23.0 2.1 23 24 25 -0.38 0.27 0.28 0.30
Minor Metals
China Molybdenum H* 3993.HK BUY 6.5 2% 6.6 HKD 32% 226,293 57 34 36 43 1188 248 285 28.0 11 18 1.7 14 0.05 0.12 0.18 0.19
China Molybdenum A* 603993 BUY 9.0 2% 9.2 RMB 33% 182,297 86 52 55 6.7 184.6 403 49.9 49.2 11 18 17 14 0.05 012 0.18 0.19
Jinduicheng Molybdenum* 601958 HOLD 9.0 23% 73 RMB 4% 24,264 18 18 18 19 3665 3665 2443 1516 4.0 40 4.0 39 0.02 0.02 0.03 0.05
Zhangyuan Tungsten* 002378 HOLD 115 33% 8.7 RMB -13% 8,225 41 41 4.0 4.0 1732 2887 2165 3682 21 21 22 22 0.05 0.03 0.04 0.02
Chenzhou Mining* 002155 HOLD 15.0 75% 8.6 RMB -10% 10,482 24 22 21 20 715 358 343 339 36 38 4.0 43 0.12 0.24 025 0.25

Note: companies marked with * are CICC-covered.

Source: Bloomberg, CICC Research

Please read carefully the important disclosures at the end of this report
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Important legal disclosures

General Disclosures

This report has been produced by China International Capital Corporation Hong Kong Securities Limited (CICCHKS). This report is based on information available
to the public that we consider reliable, but CICCHKS and its associated company(ies)(collectively, hereinafter “CICC") do not represent that it is accurate or
complete. The information and opinions contained herein are for investors’ reference only and do not take into account the particular investment objectives,
financial situation, or needs of any client, and are not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. Under no
circumstances shall the information contained herein or the opinions expressed herein constitute a personal recommendation to anyone. Investors should make
their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and
particular needs. CICC does not provide tax, accounting, or legal advice to our clients, and all investors are advised to consult with their tax, accounting, or legal
advisers regarding any potential investment. Neither CICC nor its related persons shall be liable in any manner whatsoever for any consequences of any reliance
thereon or usage thereof.

The performance information (including any expression of opinion or forecast) herein reflect the most up-to-date opinions, speculations and forecasts at the time
of the report’s production and publication. Such opinions, speculations and forecasts are subject to change and may be amended without any notification. At
different periods, CICC may release reports which are inconsistent with the opinions, speculations and forecasts contained herein.

The analysts named in this report may have from time to time discussed with our clients, including CICC salespeople, traders, and other professionals, or may
discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed
in this report, which impact may be directionally counter to the analysts' published price target expectations for such stocks. Any such trading strategies are distinct
from and do not affect the analysts' fundamental equity rating for such stocks as described herein.

CICC's salespeople, traders, and other professionals may provide oral or written market commentary or trading ideas that may be inconsistent with, and reach
different conclusions from, the recommendations and opinions presented in this report. Such ideas or recommendations reflect the different assumptions, views
and analytical methods of the persons who prepared them, and CICC is under no obligation to ensure that such other trading ideas or recommendations are
brought to the attention of any recipient of this report. CICC's asset management area, proprietary trading desks and other investing businesses may make
investment decisions that are inconsistent with the recommendations or opinions expressed in this report.

Unless stated otherwise, any performance data quoted represents past performance. Past performance is not a indicator of future performance. No representation
or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in this analysis which have resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

To the extent this material is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate
investment risk and is exercising independent judgment in evaluating investment decisions in that its investment decisions will be based on its own independent
assessment of the opportunities and risks presented by a potential investment, market factors and other investment considerations.

This report is distributed in Hong Kong by CICCHKS, which is regulated by the Securities and Futures Commission. Queries concerning CICC Research from
readers in Hong Kong should be directed to our Hong Kong sales representatives. The CE numbers of SFC licensed authors of this report are disclosed by the
authors’ names on the cover page.

This report is distributed in Singapore only to accredited investors and/or institutional investors, as defined in the Securities and Futures Act, by China International
Capital Corporation (Singapore) Pte. Limited ("CICCSG”), which is regulated by the Monetary Authority of Singapore. By virtue of distribution by CICCSG to these
categories of investors in Singapore, disclosure under Section 36 of the Financial Adviser Act (which relates to disclosure of a financial adviser’s interest and/or its
representative’s interest in securities) is not required. Recipients of this report in Singapore should contact CICCSG in respect of any matter arising from or in
connection with this report. This report is not intended for and should not be distributed or passed on, directly or indirectly, to any other person in the jurisdiction
of Singapore.

This report is distributed in the United Kingdom by China International Capital Corporation (UK) Limited ("CICCUK"), which is authorised and regulated by the
Financial Conduct Authority. The investments and services to which this report relates are only available 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. This report is not intended for retail clients. In other EEA countries, the report
is issued to persons regarded as professional investors (or equivalent) in their home jurisdiction.

This report will be made available in other jurisdictions pursuant to the applicable laws and regulations in those particular jurisdictions.

Continued on next page
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Special Disclosures
CICC does and seeks to do business with companies covered in CICC Research. As a result, investors should be aware that CICC and/or its associated persons may
have a conflict of interest that could affect the objectivity of this report.

Disclosures in relation to the Companies contained this report could be found at http://research.cicc.com/disclosure_en, or in the published latest
company-specific research.

Distribution of ratings is available at http://research.cicc.com/en/disclosure/general.xhtml.

Explanation of stock ratings: “"BUY” indicates analyst perceives absolute return of 20% or more over the next 6~12 months; “"HOLD" between +20% and -10%;
“SELL" -10% and below. Asterisk denotes coverage initiation or resumption.

Explanation of sector ratings: Analyst expects a sector rated “OVERWEIGHT” to outperform the market by 10% or more over the next 6~12 months,
“EQUAL-WEIGHT"” to end up between 10% below and 10% above the market, and "UNDERWEIGHT" to fall behind the market by 10% or more, over the next
6~12 months.

Copyright of this report belongs to CICC. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited
without CICC's written permission.

V160908
Editing: Dom FITZSIMMONS, Se CHEN
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Century Avenue, China (Shanghai) Pilot Free Trade
Zone, Shanghai, 200120, P.R. China

Tel: (86-21) 5359-9800

Fax: (86-21) 2057-9488

Hangzhou Jiaogong Road Branch
1% Floor, Euro American Center

18 Jiaogong Road

Hangzhou 310012, P.R. China

Tel: (86-571) 8849-8000

Fax: (86-571) 8735-7743

Chengdu Binjiang Road (East) Branch
1% & 16" Floors, Shangri-La Center

Block 9B, Binjiang Road (East)

Chengdu 610021, P.R. China

Tel: (86-28) 8612-8188

Fax: (86-28) 8444-7010

Qingdao Middle Hongkong Road Branch
11" Floor, Shangri-La Center

Block 9, Hongkong Road (M), South District
Qingdao 266071, P.R. China

Tel: (86-532) 6670-6789

Fax: (86-532) 6887-7018

Dalian Gangxing Road Branch
16" Floor, Wanda Center

6 Gangxing Road, Zhongshan District
Dalian 116001, P.R. China

Tel: (86-411) 8237-2388

Fax: (86-411) 8814-2933

Changsha Chezhan Road (North) Branch
3 Floor, Annex Building, Securities Tower
459 Chezhan Road (North), Furong District
Changsha 410001, P.R. China

Tel: (86-731) 8878-7088

Fax: (86-731) 8446-2455

Xi'an Yanta Branch

21" Floor, Capitaland West Tower,

No.64 Second Ring South Road West Sectio
Yanta District, Xi'an 710065, P.R. China
Tel: (+86-29) 8648-6888

Fax: (+86-29) 8648-6868
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