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2018 Interim Results In Line, Maintain "Neutral"
2018 NV G & 7, 4ERr 1R

o The 2018 interim results of the Company were generally in line with Rating: Neutral

market expectations and our estimation. Total revenue of the Company
decreased 5.56% yoy to RMB 2,868.6 million, net profit attributable to PR ek
shareholders decreased 23.95% yoy to RMB 301.6 million.

° Maintain metal price assumptions unchanged. We expect gold price to
remain flat in 2018 and to fluctuate at around the level of US$ 1,250/0z. We
also expect the global copper market to be more stable and the average
copper price may be around US$ 6,000/t-US$ 6,500/t. We expect gold prices Share price f&f/: HK$6.020
to remain under pressure in 2018 as the monetary policy of the U.S. Federal
Reserve (the "Federal Reserve") remains tight.
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6-18m TP Hixi: HK$5.90

Stock performance
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Source: Bloomberg, Guotai Junan International.
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Precious Metals Sector

Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
G LON J 2R 35 15 F AR5 AR B WE%x R [iREES 53141351 i3S e 4 g G
12/31 (RMB m) (RMB m) (RMB) (& %) ) (RMB) ) (RMB) (%) (%)
Q 2016A 6.665 353 0.119 14.4 44.8 4.766 1.1 0.040 0.8 3.2
i 2017A 6,674 644 0.204 71.4 24.3 5.312 0.9 0.061 1.2 5.3
O‘_O| 2018F 6,273 657 0.208 2.0 24.6 5.348 1.0 0.021 0.4 5.0
*B \S/ 2019F 6,580 726 0.230 10.6 22.2 5.594 0.9 0.023 0.4 5.4
ﬁ g’ 2020F 6,775 796 0.252 9.6 20.3 5.864 0.9 0.025 0.5 5.7
U = Shares in issue (m) &M% (m) 3,155.7 Major shareholder K% Zhaojin Group 37.3%
¥ = Market cap. (HK$ m) TifE (HK$ m) 18,776.4 Free float (%) [ H7tiELE (%) 62.7%
:% 3 month average vol. 3 4™ HF 3 A8 i 5 (‘000) 3,453.8 FY18 Net gearing (%) FY18 i ffi/lk 4% 4 (%) 83.3
o 52 Weeks high/low (HK$) 52 Jil &/ (HKS) 7.330/5.510 FY18 Est. NAV (HK$) FY18 Sl il (#50) 7.2

N

Source: the Company, Guotai Junan International.
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The 2018 interim results of the Company were generally in line with market expectations and our estimations. Total
revenue of the Company decreased 5.56% yoy to RMB 2,868.6 million; net profit attributable to shareholders decreased 23.95%
yoy to RMB 301.6 million. The 2018 interim results of the Company were generally in line with our estimation, as the production
of the Company was stable and gold prices were in line with our estimations. The output of mined gold increased by 2.92% yoy
to 10.1 tons; total output of refined gold increased by 1.82% yoy to 16.6 tons. The output of copper increased by 8.30% yoy to
12,179 tons. The average gold price in the first half of 2018 decreased by 1.92% yoy to RMB 271.4/g. The average production
cost of mined gold increased by 8.98% yoy to RMB 146.38/g, mainly due to increased mining costs, safety expenditure and
depreciation costs. The average gross margin of the Company was down 2.62 ppts to 41.52%, mainly due to higher production
costs and lower gold price.

Maintain metal price assumptions unchanged. We expect gold price to remain flat in 2018 and to fluctuate at around the
level of US$ 1,250/0z. We also expect the global copper market to be more stable and average copper price may be around
US$ 6,000/t-US$ 6,500/t. We expect gold price to remain under pressure in the second half 2018 as the monetary policy of the
U.S. Federal Reserve (the "Federal Reserve") remains tight. The performance of the U.S. economy has been much better than
its western developed counterparts, and the improvement in the U.S. job market has also been sustained. The Federal Reserve
believes that inflation is expected to stabilize at around 2% in the medium term, and the economy is backing gradual hikes of
interest rates. The Federal Reserve raised interest rates 3 times in 2017 and is widely expected to keep the same pace in 2018.
Additionally, the Federal Reserve also started to cut its balance sheet in the 2™ half of the year in 2017 and will continue to do
so in 2018, which will further weigh on the price of gold. On the other hand, investor preference for gold assets will remain
stagnant as global financial markets are generally stable. Hence, we expect the price of gold to remain under pressure in 2018.
We expect gold price to fluctuate between US$ 1,100/0z-US$ 1,350/0z in the 2™ half of 2018, and the annual average gold
price to be around US$ 1,250/0z. We expect the global copper market to be more stable in 2018 and the average annual
copper price to trade between US$ 6,000/t-US$ 6,500/t. We expect the global copper market to remain at a normal level in 2018
after a significant surge in 2010-2013 and deep dive in 2014-2016. As China’s economy enters into the "new normal”, global
copper consumption demand is not expected to record such huge growth as seen during the last decade. On the supply side,

miners confront a more stable market and expect reasonable returns. As a result, we expect the global copper market to
become more stable under new supply-demand constraint conditions. We expect copper price to trade between
USS$ 5,400/t-US$ 7,200/t in 2018, and average copper price may be around US$ 6,000/t-US$ 6,500/t.
Figure-1: Gold price (US$/0z) Figure-2: Copper price (US$/ton)
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Source: the Company, Guotai Junan International. Source: Bloomberg, Guotai Junan International.

Maintain mining output assumptions unchanged. The Company plans to produce about 19.4 tons of mined gold. In the first
half of 2018, the Company produced 10.1 tons of mined gold, which accounted 52.1% of its annual plan. The Company plans
capital expenditure of about RMB 630 million to develop 18 new projects, which is lower than previous years. The drop in gold
price has seriously eroded the profitability of the mining business, hence the management of the Company has intentionally
slowed down expansion speed and is paying more attention to profitability of new mines and expansion projects. As a result,
only large mines with significant profit prospects will be developed, while many small projects have become idle. On the other
hand, the tightening of domestic environmental protection policies also significantly slowed existing project expansion. We
expect mined gold output in the Zhaoyuan District to remain at current levels and most of the growth to be contributed by mines
outside Zhaoyuan. In the mean time, the management of the Company is also looking for potential acquisition opportunities
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overseas and aims to acquire foreign gold projects with proper prices, which is expected to contribute most of the mining output
growth in the future. The production of the Company is stable and we are confident that the Company will fulfill its output plan.
Hence, we maintain mining output assumptions of the Company unchanged.

o0}
Maintain TP of the Company at HK$ 5.90 and maintain "Neutral". The fundamentals of the Company remain healthy as it §
holds abundant gold resources and continues expanding through acquisitions and exploration, which will strongly support the E
output growth of mined gold in the future. The production of the Company remains stable and we expect the output of mined é
gold to remain stable. The Company is focusing more on profitability, which is expected to lift profitability of its gold mining &
business through better management. As the management of the Company pays more attention to profitability, we expect .
production costs to be controlled in 2018. Profitability of the mining business of the Company is expected to remain stable in
2018, as gold price and production costs of the Company are all expected to remain flat. The Company has accumulated large
debt over the past 3 years to support expansion and the expansion speed is expected to slow down. The production of the
Company was stable, so we maintain mining output assumptions of the Company unchanged. We also maintain metal price
assumptions unchanged. Hence, we maintain net profit estimations of the Company unchanged. We believe that the
fundamentals for gold mining companies have not changed much. Hence, we maintain our TP of the Company at HK$ 5.90,
which is equivalent to 23.0x FY18 PE, and maintain "Neutral".
Table-1: Peers Comparison
PE PB ROE(%)
Company
Stock Code Currency Last price 17A 18F 19F 20F 17A 18F 19F 20F 18F
Barrick Gold Corp ABX CN CAD 1295 81 166 153 157 13 1.2 1.1 1.0 8.8
Goldcorp Inc GCN CAD 13.46 136 370 165 154 07 0.6 06 0.6 1.1
Newcrest Mining Ltd NCM AU AUD 19.35 33 285 170 149 15 14 13 1.2 55
Newmont Mining Corp NEM US usb 30.09 na. 230 195 190 15 15 14 13 67
Anglogold Ashanti Ltd ANG SJ ZAr 11,855.00 na. 133 9.8 9.3 15 0.7 07 0.6 8.0
Kinross Gold Corp KCN CAD 37 79 156 186 1641 08 0.8 07 0.7 53
Gold Fields Ltd GFISJ ZAr 3,548.00 na. 308 103 8.4 07 0.7 07 0.7 44 <o
Simple Average 16.5 235 15.3 141 1.1 1.0 0.9 0.9 57 i
Weighted Average 121 242 167 159 13 1.1 1.1 1.0 59 §
S
Zijin Mining Group Co Ltd-A 601899 CH CNY 3.40 213 154 129 1041 22 18 16 14 126 é
Shandong Gold Mining Co Lt-A 600547 CH CNY 22.35 %6 310 247 197 25 23 2.1 1.9 7.4 i‘
Zhongjin Gold Corp-A 600489 CH CNY 6.68 83.5 57.6 40.0 46.1 1.7 1.7 1.7 1.6 29 ;
Simple Average 471 347 258 253 22 1.9 18 1.7 76 E
Weighted Average 3%3 272 210 190 22 1.9 18 1.6 9.4 E
3
e
N
Zhaojin Mining Industry - H 1818 HK HKD 6.02 21 245 211 159 15 1.2 1.1 1.0 53
Zijin Mining Group Co Ltd-H 2899 HK HKD 2.87 155 119 105 100 16 15 13 13 132
China Gold International Res 2099 HK HKD 10.96 88 127 6.6 58 0.4 0.4 03 03 3.0
Lingbao Gold Co Ltd-H 3330 HK HKD 1.94 16.2 n.a. na. na. 1.0 na. n.a. na. n.a.
Simple Average 166 163 127 106 1.1 1.0 09 0.9 7.2
Weighted Average 171 13.9 121 10.7 15 14 1.2 12 11.2

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F
Total Revenue 6,665 6,674 6273 6,580 6,775 PPE 12,974 13,630 13,923 14,188 14,237 &
COGS (3,935) (4,039) (3,693) (3,844) (3,956) Other long-term assets 670 649 584 526 473 @
Gross profit 2,729 2,635 2,581 2,736 2,819 Intangible assets 10,297 10,096 10,158 10,221 10,284 8
Other revenues and gains 360 255 307 281 294 Prepaid land lease payments 709 706 635 572 515 g
SG&A (1.126) (939) (882) (925) (953) Others 702 694 675 696 716 (3%)'
Other operating expenses (704) (643) (663) (682) (703) Total Non-current Assets 25,353 25,775 25976 26,202 26,225 o
Operating Profit 1,259 1,307 1,343 1,409 1,458
Finance costs (465) (433) (457) (439) (407) Cash & Cash Equivalents 1,438 1,847 1317 1,382 1423
Profit of an associate 6 14 21 32 47 Trade receivables 795 945 871 909 936
Profit Before Tax 799 888 907 1,002 1,098 Inventories 3,631 3,565 2,823 2,961 3,049
Income Tax (366) (134) (137) (151) (166) Others 1,747 1,681 1,304 1,218 1,142
profit After Tax 434 754 770 851 932 Total Current Assets 7,610 8,038 6,315 6,470 6,550
Non-controlling Interest (80) (110) (112) (124) (136) Total Assets 32,964 33,813 32,292 32,672 32,775
Shareholders' Profit/ Loss 353 644 657 726 79
Basic EPS 0.119 0.204 0.208 0.230 0.252 Short-term borrowings 12,082 10,780 7,270 6,477 5427
Gold loans 53 0 0 0 0
Trade payables 2,540 2,395 2,251 2,361 2431
Other payables 179 68 72 75 79
Cash Flow Statement Others 1,022 534 17 18 19
Year end 31 Dec (RMB m) 2016A 2017A 2018F 2019F 2020F Total Current Liabilities 15,876 13,778 9,610 8,932 7,956
Profit after tax 434 754 770 851 932
Changes in WC (416) (226) 676 (62) (124) Long-term borrowings 1,088 619 3,137 3,290 3,388
Adjust for depre.&amort. 7 788 815 835 851 Corporate bond 945 1,795 1,885 1,979 2,078
Others 45 1,117 (2819) 352 428 Others 920 857 85 816 849
Cash from Operating Activities 834 2433 (558) 1,976 2,088 Total Non-current Liabilities 2,952 3271 5,806 6,086 6,315
Capex (1,050) (1,250) (1,150) (1,100) (900) Total Liabilities 18,828 17,049 15,417 15,018 14,271 %
Others 79 83 87 91 % Total Shareholders' Equity 11,222 13,200 13,133 13,725 14,378 ©
Cash from Investing Activities o71) (1,167) (1,063) (1,009) (804) Minority Interest 2913 3,564 3,742 3,929 4126 g
Total Equity 14,135 16,764 16,875 17,654 18,504 =
-
Share issue 0 1212 0 0 0 i
Net bank borrowings 126 (1442) 1,614 (391) (757)
Dividend paid (119) (193) (66) 73) (80) Financial Ratios -
Others (465) 433) @57) (439) (407) 2016A 2017A 2018F 2019F 2020F _g
Cash from Financing Activities (458) (856) 1,091 (903) (1,243) Gross Margin 41.0% 39.5% 411% 416% 416% =
Net Changes in Cash (595) 409 (530) 65 41 Net Margin 5.3% 9.6% 10.5% 11.0% 11.8% :%
Cash at Beg of Year 2,033 1438 1,847 1317 1,382 ROE 3.2% 5.3% 5.0% 54% 5.7% g
Foreign exchange rate changes 0 0 0 0 0 ROA 1.1% 1.9% 2.0% 22% 24%
Cash at End of Year 1,438 1847 1317 1,382 1,423 ROCE 74% 6.6% 6.0% 6.1% 6.1%
Free CF(mn Rmb) -216 1,183 -1,708 876 1,188
Net Gearing 115.9% 92.9% 83.3% 77.2% 67.4%
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral eE s Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform hitE N Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886 HK),GFI MSCI A | (03156
HK),CAM SCSMALLCAP (03157 HK),ZHENRO PPT (06158 HK),MR CSI300 ETF-R (CNY) (83127 HK),GFI MSCI A I-R (CNY) (83156
HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer mentioned in
this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research
Report within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan™). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2018 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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