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SPECIAL SITUATION – ZIJIN MINING [2899.HK]: DEEPLY UNDERVALUED VERSUS ITS PEERS
Analyst: Wong Chi Man, CFA (Tel: (852) 3698 6317); cmwong@chinastock.com.hk
(The original idea for this note is from Liu Wen Ping, metals sector analyst of China Galaxy Securities for the A-share market.)
Basic Information about Zijin’s reserves. On an attributable basis, Zijin’s retained resource reserves include 1,261 tonnes of gold,
23.46m tonnes of copper, 9.93m tonnes of zinc and lead, and 1,110 tones of silver. This implies that Zijin is equivalent to the aggregation of 1.62x the resources controlled by Shandong Gold (600547.CH), 2.26x the resources owned by Jiangxi Copper (600362.CH;
0358.HK) and 1.16x the resources owned by Zhongjin Lingnan (000060.CH).
In terms of production volume in 2015, Zijin produced 37.1 tonnes of mine-produced gold, 0.15m tonnes of mine-produced copper,
0.27m tonnes of mine-produced zinc/lead, and other metals equivalent to 30,000 tonnes of copper. This means Zijin is equivalent to
the aggregation of 1.36x the production of Shandong Gold, 0.71x the production of Jiangxi Copper and 0.83x the production of
Zhongjin Lingnan.
Profit breakdown in 1H16. Gold, copper and zinc/lead accounted for 45.1%, 23.7% and 13.7% of Zijin’s total gross profit, respectively.
Significantly underperforming compared with its peers. On a year-to-date basis, Shandong Gold has surged 105%. Also, Jiangxi
Copper-A has jumped 43%. Meanwhile, Zhongjin Lingnan was up 1.9%, and Zijin-A (601899.CH) recorded only a 9.4% gain in the
same period (Figure 1). We believe the underperformance is attributable to two main factors: (i) its net profit dropped 60% YoY in
1H16, partly because of hedging activities; and (2) it is not a pure play, as it includes gold, copper, zinc/lead and silver.

Figure 1: Zijin-A as a laggard
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Zijin is trading at the low end of the relative market cap ratio. If we divide the market cap of Zijin-A by the aggregate market cap
of Shandong Gold, Jiangxi Copper-A and Zhongjin Lingnan, the latest ratio is 0.44x, the lowest level in the past seven years (Figure
2). The average level is 0.6x, while the high end is 0.88x. Therefore, it is very likely that Zijin-A is undervalued on a relative basis.
Given the close correlation between Zijin-A and Zijin-H (2899.HK), we believe investors should also pay attention to Zijin-H (Figure 3).
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Figure 2: Market cap of Zijin-A/market cap of Shandong Gold + Jiangxi Copper-A + Zhongjin Lingnan

Source: CGS Research

Figure 3: Close correlation between the share prices of Zijin-A and Zijin-H

Source: Bloomberg

2

Disclaimer
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Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.
This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.
Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).
All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy International and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.
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One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) mentioned in this report.
China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.
China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or investment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.
Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).
Analyst Certification
The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.
Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies covered in this report.
Explanation on Equity Ratings

BUY

: share price will increase by >20% within 12 months in absolute terms

SELL

: share price will decrease by >20% within 12 months in absolute terms

HOLD

: no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
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