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CHINA SHENHUA ENERGY (� � � � � � ) 

 
Sector : Energy Chairman  : Chen Biting 
HKSE code : 1088    
Market price : HK$26.35 (01/09/2008)    
HSI : 20,906.31 (01/09/2008)    
H shares issued : 3,398.6 million    
H-share mkt. cap. : HK$89,552.6 million    
52 weeks Hi/ Lo : HK$57.95/ HK$22.95    

 
SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30TH JUNE 2008 

 

Interim Results Highlights 
 

 1H2008 1H2007 
(restated) 

 

 RMB million RMB million Change 
·          Turnover  49,282 38,857 +26.8% 
·          Total cost of revenue             (24,842)  (19,541) +27.1% 
·          Total operating expenses             (27,674)  (22,337) +23.9% 
·          Operating profit              21,608               16,520  +30.8% 
····          Profit attributable to shareholders    14,817 10,363 +43.0% 
    
 RMB RMB  

·          EPS – basic 0.745 0.573 +30.0% 
·          DPS – special interim* - 0.92863 -100.0% 
·          DPS – interim - - N/A 

 

 

Remark: (*) A special interim dividend of RMB0.92863 was declared in October 2007 to distribute the Company’s reserve to parent 
Shenhua Group and H-shareholders as part of the arrangement of the A-share issue in 2007. 

·  China Shenhua Energy reported net profit of RMB14.8 billion for the six months ended 30th June 
2008, up 43.0% y-o-y, largely in line with the earnings growth guidance (under PRC accounting 
standards) set out by the company in early August this year. 

·  The Group’s turnover surged 26.8% y-o-y to RMB49.3 billion, driven by a 29.6% y-o-y rise in coal 
sales revenue on strong coal prices and sales volume during the first half. Total operating expenses 
rose 23.9% to RMB27.7 billion due to a 45.8% y-o-y rise in cost of 3rd party coal purchase, rising 
material, fuel & power costs, personnel expenses as well as a 48.2% y-o-y jump in other operating 
expenses (mainly environment-related charges imposed by provincial governments). Overall, 
operating profit grew 30.8% to RMB21.6 billion, while the operating margin strengthened by 1.3 
percentage points to 43.85% in 1H08 from a year earlier. 

·  EPS for the first half was RMB0.745, compared with RMB0.573 a year earlier. No interim dividend 
was declared. 

·  As of 30 June 2008, the Group had total debts of RMB67.7 billion (31 Dec 2007: RMB59.9 billion). 
With cash on hand of RMB57.3 billion, the Group’s net debt-to-shareholders’ equity ratio rose to 7.7% 
at the end of the first half from 5.0% as at 31 Dec 2007.  
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Business Highlights  

·  Turnover breakdown by business segments (excluding inter-segment sales): 
 1H2008 1H2007  
 RMB million % RMB million % CHG 
Coal 34,112 69.2% 26,328 67.8% +29.6% 
Power 13,587 27.6% 11,468 29.5% +18.5% 
Other 1,583 3.2% 1,061 2.7% +49.2% 
Total 49,282 100.0% 38,857 100.0% +26.8% 

 

·  Operating profit analysis by segments: 
 Operating profit Operating margin 
 1H2008 1H2007     
 RMB million % RMB million % CHG 1H08 1H07 CHG 
Coal 14,347  66.4% 8,723  52.8% +64.5% 34.9% 28.1% +6.8 ppts 
Railway 4,868  22.5% 4,628  28.0% +5.2% 55.5% 58.4% -2.9 ppts 
Port 222  1.0% 187  1.1% +18.7% 22.4% 19.7% +2.7 ppts 
Power 2,496  11.6% 3,345  20.2% -25.4% 17.9% 28.7% -10.8 ppts 
Other  (325) -1.5%  (363) -2.2% -10.5%    

Total 21,608  100.0% 16,520  100.0% +30.8% 43.8% 42.5% +1.3 ppts 

 

·  External coal sales rose 29.6% y-o-y to RMB34.1 billion in 1H08 on a 14.1% y-o-y rise in external 
sales volume and a 13.6% rise in external coal sales price. In 1H08, domestic coal sales volume 
jumped 22.1% y-o-y to 104.5 million tonnes, accounting for 90.8% (1H07: 87.5%) of the Group’s total, 
while export sales fell 13.1% y-o-y to 10.6 million tonnes, comprising 9.2% (1H07: 12.5%) of the 
Group’s total, amid a reduced export quota set by the government. Of the domestic coal sales, 19.7 
million tonnes was sold to the Group’s owned power plant, up a sharp 38.7% y-o-y, due to increased 
installed power capacity and increased use of coal gangue units (a residual substance from thermal 
coal mining which could be used for power generation but with low efficiency due to lower energy 
content) during 1H08. For the first half, the average realised sales price was RMB353.5 per tonne, up 
12.0% y-o-y, with prices of domestic sales up 10.4% and that of exports up 31.5% from a year earlier. 
Overall, the coal segment generated an operating profit of RMB14.3 billion, up a sharp 64.5% y-o-y, 
thanks to strong revenue growth and a contained 9% rise in unit production cost of self-produced coal. 
As a result, the segment’s operating margin improved to 34.9% in 1H08 from 28.1% in 1H07. 

 
·  The power segment reported an 18.5% y-o-y rise in revenue to RMB13.6 billion in 1H08, accounting 

for 27.6% (1H07: 29.5%) of the Group’s total. As of the end of 1H08, Shenhua controlled and 
operated 14 coal-fired power plants with total installed capacity of 17,591 MW, up nearly 16.7% y-o-y, 
while the Group was entitled to an equity installed capacity of 10,569 MW, up 13.8% y-o-y. Total 
power output dispatch surged 24.3% y-o-y to 44.07 billion kWh. The average power tariff was 5.0% 
lower from a year earlier, as the newly added power units were close to mine mouth areas and rail 
lines, resulting a lower tariff. However, due to a sharp 40.1% y-o-y jump in the operating expenses on 
higher coal costs, the operating profit of the power segment fell 25.4% y-o-y, while its operating 
margin tumbled 10.8 percentage points y-o-y to 17.9% in 1H08. 

 
·  The railway segment reported a 10.6% y-o-y rise in total revenue to RMB8.8 billion in 1H08, of which 

RMB7.9 billion was generated from internal coal transportation, up 8.9% y-o-y. Operating profit from 
the Group’s railway operations amounted to RMB4.9 billion, up 5.2% from a year earlier. For the port 
segment, revenue grew 4.6% y-o-y to RMB993 million, thanks to a 6.7% rise in seaborne coal sales. 
Its operating profit totalled RMB222 million, up 18.7% y-o-y. 
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Outlook & Prospects 

·  Higher power tariff to boost profit margin in 2H08 China Shenhua is the top coal producer in China. 
Besides, it is also one of the largest power producers in the Mainland with a total installed capacity of 
17,591 MW at the end of 1H08. In order to comply with government’s call on ensuring stable power 
supply before the Beijing Olympic Games, Shenhua had allocated more coal to its owned power 
plants, limiting the additional amount sold to external clients for higher prices and so a higher profit 
margin. Nonetheless, following tariff hike in July (+4.6%) and August (+5.6%), profit margin of the 
power segment is expected to improve during the 2H08. 

·  Power segment to generate stable income and diversify risk of volatile coal prices China 
Shenhua has been building its power generation assets over the past year and targeted to grow its 
total installed capacity to 20,000 MW by 2010 to help strengthen the country’s overall power supply. 
Nonetheless, due to rising coal costs and sluggish rise in power tariff, the power segment saw 
depressed profit margin and underperformed the Group’s core coal segment. However, the power 
segment would see better earnings momentum after recent tariff hike and provide the Group with a 
cushion once growth in its coal business peaks out. 

·  Not a direct proxy for rising spot coal prices Due to its large operational scale, Shenhua has been 
focusing on contracts sales over the past years. During the first half, the proportion of contract sales in 
Shenhua’s coal sales even surged to 76.3% from 71.7% a year earlier, while that of spot-market sales 
fell to 14.5% from 15.8% in 1H07, as the Group echoed Beijing’s call to ensure stable coal supply for 
power generation. For 2H08 and FY09, we expect Shenhua would keep a high proportion of contract 
coal sales. In fact, as pointed out by China Coal Energy (the No. 2 coal producer in China)’s 
management, if big players like China Shenhua and China Coal Energy turned more sales in the spot 
market, the price gap between spot-market sales and contract sales would narrow sharply and shortly 
due to increased supply. 

·  Cost pressure seen rising In 1H08, the Group’s economies of scale helped contain unit cost despite 
rising raw material and labour costs in the Mainland. However, we note that cost pressure is mounting 
in the second half, as the government is expected to launch the long-expected resources tax in 2H08. 
Besides, environment-related costs are also on a rise, as some of those charges are levied in 
accordance to the strong coal prices and the expanding production scale. 

·  Acquisition seen in 2H08 Shenhua’s Management revealed that it plans to seal another asset 
injection deal with its parent during the second half this year, and the coking coal operation is a 
potential target.   

·  Solid fundamentals – Hold Thanks to the robust spot-market coal prices and upcoming contract 
renewal, the Group is expecting better contract prices in the second half, which should help contain 
rising cost pressure ahead. Trading at 16x FY08E P/E, valuation of Shenhua is fair, and we maintain a 
“Hold” recommendation on the counter accordingly. 

 

Recommendation: HOLD 
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This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of 
The Bank of East Asia, Limited (BEA).  
 
The research analyst primarily responsible for the content of this report, in part or in whole certifies 
that the views on the companies and their securities mentioned in this report accurately reflect 
his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will 
be, directly, or indirectly, related to specific recommendations or views expressed in this report.  
 
This report has been prepared solely for information purposes and has no intention whatsoever to 
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer, 
invitation, advertisement, inducement or representation of any kind or form whatsoever. The 
information is based upon information, which East Asia Securities Company Limited considers 
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed 
herein reflect a judgment as of the date of this document and are subject to change without notice. 
Any recommendation contained in this report does not have regard to the specific investment 
objectives, financial situation and the particular needs of any specific addressee. This report is not 
to be taken in substitution for the exercise of judgment by respective readers of this report, who 
should obtain separate legal or financial advice. East Asia Securities Company Limited and / or The 
BEA Group accepts no liability whatsoever for any direct or consequential loss arising from any use 
of this report or further communication given in relation to this report.  
 
At time of this report, East Asia Securities Company Limited has no position in securities of the 
company or companies mentioned herein the report, while BEA along with its affiliates and/or 
persons associated with any of them may from time to time have interests in the securities 
mentioned in this report. BEA and its associates, its directors, and/or employees may have positions 
in, and may effect transactions in securities mentioned herein and may also perform or seek to 
perform broking, investment banking and other banking services for these companies.  
 
BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common 
equity securities of the subject company or companies mentioned in this report and may, within the 
past 12 months, have received compensation and/or within the next 3 months seek to obtain 
compensation for investment banking services from the subject company or companies mentioned 
in the report. 
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is 
a citizen or resident of, or located in, any locality, state country or other jurisdiction, publication, 
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