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CHINA COAL ENERGY COMPANY LIMITED (� � � � ) 
 

Sector : Materials Chairman : JING Tianliang 
HKSE Code : 01898    
Market Price : HK$13.58 (29/07/2008)    
HSI : 22,258.00 (29/07/2008)    
H Shares Issued : 4,106.66 million    
H-share Mkt. Cap. : HK$55,768 million    
52 weeks Hi/ Lo : HK$29.50 / HK$10.18    

 

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

Interim Results Highlights 
 

 1H2008 1H2007  
 RMB million RMB million Change 
·  Turnover           26,408            16,716  +58.0% 
·  Gross profit             8,031              4,377  +83.5% 
·  Unrealized gain/(loss) from China COSCO A-share 

investment               (916)                391  -334.3% 
·  Operating profit             6,785              3,959  +71.4% 
·  Attributable profit to shareholders             4,219              2,649  +59.3% 
    

 RMB RMB  
·  EPS – basic 0.32 0.23 +39.1% 
·  DPS – interim  - - N/A 
 

 
·  China Coal Energy reported a robust 59.3% y-o-y jump in net profit to RMB4.23 billion for the first half 

of 2008, thanks to a surge in sales volume and better selling prices. In fact, the Group posted a 
RMB916 million revaluation loss from its investment in China COSCO A shares (SSE: 601919), 
compared with a gain of RMB391 million in 1H07. Excluding the revaluation gain/(loss), China Coal 
Energy’s underlying pre-tax profit would have grown by more than 120% y-o-y. 

·  Turnover surged 58.0% y-o-y to RMB26.4 billion in 1H08, driven by robust coal and coke sales. The 
rise in cost of sales was held contained at 48.9% y-o-y in the first half, as the transportation costs rose 
only 22.8% y-o-y amid a drop in coal imports & exports. As a result, the Group’s gross profit rose a 
sharp 83.5% to RMB8.0 billion, while gross margin widened to 30.4% in 1H08 from 26.2% in 1H07. 

·  The Group’s operating profit jumped a sharp 71.4% y-o-y to RMB6.8 billion in the first half, driven by 
the strong performance of the Group’s core business and interest income from the A-share listing in 
January but depressed by a revaluation loss from the China COSO A-share investment. Excluding the 
non-cash revaluation impact, China Coal’s operating profit would have jumped by 115.8% y-o-y. 

·  EPS for 1H08 was RMB0.32, compared with a pre-A-share listing EPS of RMB0.23 a year earlier. No 
interim dividend was declared (1H07: nil). 

·  As of 30/6/2008, the Group had total debts of RMB10.37 billion (31/12/2007: RMB9.95 billion). With 
cash on hand of RMB38.27 billion (31/12/2007: RMB10.4 billion) as at the end of 1H08 following its A-
share listing, the Group was in a strong net cash position of RMB27.9 billion by the end of 1H08, 
compared with a net cash of RMB428.7 million as at 31/12/2007.  
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Business highlights 

·  Breakdown of turnover (external revenue) by business segments: 
 1H2008 1H2007  
 RMB million % RMB million % Change 
Coal 18,473  70.0% 11,990  71.7% +54.1% 
Coke  4,478  17.0%            2,123  12.7% +110.9% 
Mining machinery 2,070  7.8% 1,434  8.6% +44.4% 
Other operations 1,388  5.3% 1,169  7.0% +18.7% 
Total 26,408  100.0% 16,716  100.0% +58.0% 

·  Breakdown of turnover in geographical terms: 
 1H2008 1H2007  
 RMB million % RMB million % Change 
Domestic markets 24,167 91.5% 14,172 84.8% +70.5% 
Asia Pacific Markets (exports) 1,976 7.5% 2,276 13.6% -13.2% 
Other markets (exports) 266 1.0% 268 1.6% -0.9% 
Total 26,408 100.0% 16,716 100.0% +58.0% 

·  Breakdown of operating profit by business segments: 
 1H2008 1H2007  
 RMB million % RMB million % Change 
Coal         6,316  93.1%         2,977  75.2% +112.1% 
Coke             625  9.2%              91  2.3% +586.5% 
Mining machinery            195  2.9%            135  3.4% +44.9% 
Other operations*           (334) -4.9%            783  19.8% -142.7% 
Inter-segment eliminations             (17) -0.2%             (26) -0.7% -35.4% 
Total         6,785  100.0%         3,959  100.0% +71.4% 

Remark: (*) The operating profit of other operations also included the unrealized gain/(loss) from the China COSCO A-
share equity holdings, interest income, investment income and government grants & subsidies. 

 

·  The Group produced 49.98 million tonnes of raw coal in 1H08, up 15.2% y-o-y, of which 46.34 million 
tonnes was self-produced coal, up 18.7% y-o-y. Commercial coal (thermal coal & coking/metallurgical 
coal) sales rose 10.4% y-o-y to 46.01 million tonnes in 1H08, amid strong demand for thermal coal in 
China. Sale of the self-produced commercial coal surged 12.8% y-o-y to 38.15 million tonnes, 
comprising 82.9% (1H07: 81.2%) of the Group’s total, while resale of 3rd party coal reaped a 0.1% y-o-
y gain to 7.86 million tonnes. Unit cost of self-produced commercial coal was RMB277.0 per tonne, up 
18.8% from RMB233.2 per tonne in 1H07 or 7.1% from RMB258.54 per tonne in FY07. In fact, 
excluding the sustainable development fund contribution (a special levy charged only in Shanxi 
province since March 2007, but not in other provinces), the unit cost of self-produced commercial coal 
would have been up by 17.8% y-o-y. Thanks to a 28.1% y-o-y rise in the average selling price of the 
Group’s coal products, the segment’s gross profit margin improved to 36.7% in 1H08 from 30.4% a 
year earlier. 

·  Sale of coke (bituminous coal) surged 7.9% y-o-y to 2.04 million tonnes in 1H08, of which 81.8% 
(1H07: 71.4%) was self-produced. Along with a 97.4% y-o-y jump in average selling prices, the 
segment‘s revenue (external sales) rose a robust 110.9% y-o-y to RMB4.5 billion, accounting for 
17.0% (1H07: 12.7%) of the Group’s total and surpassing the full-year amount of 2007. Gross profit 
margin for 1H08 was 16.2%, up 6.0 percentage points from 10.2% a year earlier.  

·  Revenue from mining equipment sales (external sales) grew 44.4% y-o-y to RMB2.1 billion, 
comprising 7.8% (1H07: 8.6%) of the Group’s total.  

·  In geographical terms, domestic sales accounted for 91.5% (1H07: 84.8%) of the total in 1H08, while 
exports accounted for 8.5% (1H07: 15.2%), as the Group kept reducing overseas sales on removal of 
export rebate and strong domestic demand. 
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Outlook & Prospects 
 

·  Capex behind schedule China Coal has set a capex budget of RMB16.16 billion for FY08. As of the 
end of 1H08, only RMB445.5 million, or about 28% of the full-year capex budget was invested, far 
behind its investment plan. For instance, the Group only invested RMB40.7 million in coal chemical 
projects, less than 7% of its full-year budget. Management explained that preliminary work among 
these project now have to take a longer time due to stricter standards, like environmental protection 
and land retention for agriculture, imposed by the government. A much better progress is expected in 
the second half this year. 

·  Acquiring mine assets from Parent Despite the sluggish progress of its capex during the first half, 
the Group said it would continue to implement its expansion plan via acquisition of assets from its 
parent company. China Coal is planning to acquire the Dongpo Coal Mine in Inner Mongolia and four 
other local coal mines from parent company in order to boost its coal reserve and production capacity. 
The acquisitions are expected to boost the Group’s coal mining reserve by about 10% from that as at 
the end of 2007. 

·  Product mix adjustment proceeds as planned Spot-market coal sales accounted for 24.4% of the 
Group’s total, up from 14.1% a year earlier, as the Group raised the portion of spot-market sales to 
take advantage of the stronger spot coal prices. Nonetheless, due to China Coal’s large production 
scale and the volatile nature of the spot market, management said the Group would cap the 
percentage of spot-market sales at 25%. Besides, management also pointed out that if the large coal 
producers like China Shenhua and China Coal take a bigger role in the spot market, the gap between 
spot and contract prices would narrow sharply due to increased supply in the spot market. We also 
note that China Coal, as one of the two largest coal producers in the Mainland, would not further 
allocate a higher sales share in the spot market, due to pressure from the government in securing 
stable coal supply for power producers. 

·  Cost pressure is mounting China Coal has done a good job in containing its unit production cost via 
strict cost control and production efficiency enhancement. However, management is seeing rising cost 
pressure in the second half amid higher fuel and labour costs. 

·  Resource tax to hurt profit margin There is market talk that Beijing may impose resources tax on 
coal sales during the second half this year, bringing additional cost pressure on China Coal. 
Nonetheless, management said they could pass part of the tax on to customers amid strong demand 
for coal in the Mainland to mitigate the impact. 

·  Healthy outlook remains intact – Buy The first half results showed China Coal’s business 
fundamentals stayed healthy, thanks to efforts in cost control and a better product/market mix. Trading 
at 15x FY08E P/E, China Coal’s valuation is lower than rival China Shenhua (HKEx: 01088) but 
offering a stronger growth potential. Accordingly, we give the counter a “BUY” recommendation. 

 

Recommendation: BUY 
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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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