EQUITY RESEARCH

Henan Shenhuo Coal&Power Co.,Ltd. (000933.52)

Q3 performance improved quarter-on-quarter, and the frequency of dividends
was actively increased
China|Coal|

Overview

Henan Shenhuo Coal&Power Co.,Ltd. (000933.5Z) is headquartered in Yongcheng, Henan
Province, and its subsidiaries are mainly located in Henan, Xinjiang, Yunnan, Shanghai and
other places. It is mainly engaged in coal mining and washing and processing, electric power
production and distribution, alumina production and electrolytic aluminum smelting,
aluminum sheets production, as well as the research and development and processing of
new alloy materials and high-end energy storage materials. The annual production capacity
of the main products is: 12 million tons of coal, 2000MW installed power generation
capacity, 1.7 million tons of electrolytic aluminum, 1.2 million tons of alumina, processing
for 420,000 tons of aluminum sheets and new material, with total annual output value of
around 50 billion yuan (RMB, the same as below).

Company performance review

The company's Q3 revenue in 2024 was 10.09 billion yuan, with a year-on-year increase of
6.02% and a month-on-month increase of 0.96%; the net profit attributable to shareholders
of listed companies was 1.25 billion yuan, with a year-on-year decrease of 8.00% and a
month-on-month increase of 5.09%, which mainly due to the decline in coal price and
increase in Alumina price; basic earnings per share was 0.56 yuan, with a year-on-year
decrease of 8.39%; owners' equity attributable to shareholders of listed companies was
21.64 billion yuan. The company's mid-term profit distribution plan for 2024 is to distribute
a cash dividend of 3.00 yuan (tax included) for every 10 shares, totaling 675 million yuan. No
bonus shares will be issued, and no reserve fund will be converted into share capital. The
plan aims to increase the frequency of dividends and investor returns.

Main business analysis

(1) Electrolytic aluminum industry:

As the name suggests, electrolytic aluminum is aluminum obtained through electrolysis.
Industrial production of electrolytic aluminum generally uses the cryolite-alumina molten
salt electrolysis method. Molten cryolite is used as the solvent, aluminum oxide is used as
the solute, the carbon body is used as the anode, and the aluminum liquid is used as the
cathode. Under the temperature of 950°C-970°C, powerful direct current is energized,
electrochemical reactions are carried out on the two poles in the electrolytic cell, that is,
electrolysis. The rise in alumina price in Q3 led to higher costs, thus compressing the profits
of the electrolytic aluminum business.

Since 2017, China continued to deepen the supply-side structural reform of the aluminum
industry, determined the "ceiling" of electrolytic aluminum production capacity, eliminated
backward production capacity, and optimized the layout of the electrolytic aluminum
industry. The rapid growth of electrolytic aluminum production had been fundamentally
controlled, effectively improving situation of supply and demand. The electrolytic aluminum
industry had achieved six years of profitability from 2017 to 2022, and the industry
concentration had been greatly improved. China's electrolytic aluminum production in 2023
was 41.59 million tons, with a year-on-year increase of 3.6%.

According to "2023 Aluminum Industry Research Report Analysis", China electrolytic
aluminum consumption terminals are mainly construction, electronics and electricity, and
transportation. The aluminum consumption in the above three industries accounts for about
65%-70% of the actual domestic electrolytic aluminum consumption. The aluminum
consumption in other fields such as durable consumer goods, machinery and equipment,
packaging and the export of downstream aluminum materials accounts for about 30%-35%
of the actual domestic electrolytic aluminum consumption.
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Figure 1: Changes in China’s electrolytic aluminum production from 2014 to 2023
PR R RS (REE)

= il

L3000
3,600 13,600
3,300

13,300

13,000

R - Wind + PSHK

Mentioning constructure, it must be closely related to the real estate industry. In the
second half of this year, estate control policies are intensively optimized and adjusted,
and the policies strength is relatively greater since 2019 and will benefit many
companies and people. Although real estate industry has not yet recovered, market
expectation is improved. It is believed that the government will continue to issue
more favorable policies for the real estate industry in the future. In addition, the
amount of aluminum used in emerging industries such as photovoltaics, new energy
vehicles, and ultra-high voltage had increased significantly. Overall, the demand for
aluminum is bound to boost. On the supply side, due to the "ceiling" of production
capacity, although production capacity will continue to increase, the growth space is
limited. Normally November is a dry season for Yunnan. The output of Yunnan
electrolytic aluminum may be affected. The overall electrolytic aluminum market in
2024 is expected to maintain a tight supply pattern. The price of electrolytic
aluminum will swing at relatively strong level.

Figure 2: Price of Shanghai Aluminum in the past three years
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The company's electrolytic aluminum business operating entities are distributed as
follows: Shenhuo Zhundong Power Plant and Yunnan Shenhuo Aluminum Industry
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Co., Ltd mainly produce electrolytic aluminum, while Xinjiang Shenhuo Carbon
Products Co., Ltd and Henan Shenhuo Carbon New Materials Co., Ltd mainly produce
anode carbon blocks. As of December 31, 2023, the company's electrolytic aluminum
production capacity is 1.7 million tons/year (Shenhuo Zhundong Power Plant:
800,000 tons/year, Yunnan Shenhuo Aluminum Industry Co., Ltd: 900,000 tons/year),
installed capacity is 2,000MW, and anode carbon block production capacity is
560,000 tons/year ( Yunnan Shenhuo has another 400,000 tons of production
capacity is under construction). In 2023, the company produced 1.52 million tons of
aluminum products and sold 1.53 million tons, completing 94.88% of the production
plan and 95.45% of salel plan respectively. The company's aluminum product output
in 2023 ranked among the top 10 in China, and its electrolytic aluminum production
capacity is distributed in Xinjiang which has the lowest cost in China, and Yunnan
which is dominated by green hydropower.

The company's electrolytic aluminum business has the advantages of low cost and
low carbon. The Xinjiang electrolytic aluminum project benefits from abundant coal
resources and low mining costs. Electricity costs is stable in Xinjiang. Xinjiang is the
region with the most advantageous electricity prices among the main producing
areas of electrolytic aluminum in China. It makes full use of the power generation
cost advantages brought by energy advantages to create a relatively complete
electrolytic aluminum industry chain of 800,000 tons per year, and the construction
of a coal conveyor belt corridor connecting coal raw material production areas and
power plants, not only significantly reduces logistics costs, but also eliminates the
influence of various factors such as season and environmental protection, ensuring
long-term, continuous and stable coal supply. The location of the Yunnan electrolytic
aluminum project is around 120 kilometers away from Baise, Guangxi, the main
producing area of alumina. It is also close to the South China market with the most
concentrated aluminum consumption in China, the western market with rapid growth
in aluminum consumption potential, and the major consuming countries of aluminum
products in Southeast Asia and South Asia. It has significant advantages of logistics
cost. Yunnan Shenhuo took the lead in passing the national green aluminum product
evaluation and became the first batch of enterprises in the country approved to
produce and sell green aluminum. It has obvious low-carbon advantages. Shenhuo
Zhundong Power Plant has cooperated with China Power International Development
Limited to jointly invest in the construction of an 800,000-kilowatt wind power
project to achieve green electricity substitution. After the project is put into
operation, it will significantly increase the "green content" and reduce the "carbon
content" of its aluminum products.

(2) Coal industry:

Coal is China’s most abundant fossil energy. In 2021, China’s coal consumption
account for about 56% of primary energy consumption. Coal will continue to be
China's main energy source in the long term. Figure 3 demonstrates that China's coal
production and consumption are in upward trend. On April 19, the National
Development and Reform Commission and the National Energy Administration issued
the "Implementation Opinions on Establishing a Coal Production Capacity Reserve
System" (hereinafter referred to as the "Implementation Opinions"), proposing to
initially establish a coal production capacity reserve system by 2027 and approve the
construction of a number of capacity and reserve coal mine projects orderly to form a
certain scale of schedulable reserves. The person in charge of the National Energy
Administration stated that the establishment of a certain scale of coal reserve can
enable 'upward flexible production' in extreme situations such as violent fluctuations
in the international energy market, frequent severe weather, and drastic changes in
supply and demand, quickly releasing the capacity, effectively improving the ability of
coal emergency response and guarantee the supply of coal. The "Implementation
Opinions" is conducive to ensuring the supply of coal. Since 2021, the government
has vigorously promoted the increase of coal production to ensure the supply.
Approving the increase of capacity is the most effective method of increasing
production which contributes more than 70% of the new production. Coal supply will
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continue to grow steadily in the future. From the demand side, the fourth quarter is
the traditional peak season for coal. As coal demand increases, coal price is expected
torise.

Figure 3: China’s coal production and consumption
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The company's coal output in 2023 ranked fourth in Henan Province, and it is one of
the major anthracite producers in China. The company is one of the main suppliers of
clean coal for blast furnace injection to domestic metallurgical enterprises. Its main
products are anthracite and lean coal, both of which are scarce coal types. Its clean
coal output rate is about 75%, which puts the company in a leading position in the
industry. The company's coal mines in production are mainly located in Yongcheng
City and Xuchang City, Henan Province, which are close to the energy demand
terminal market. The company has its own dedicated railway line. Convenient
transportation conditions can reduce the total cost of the company's coal products
and increase the company's economic benefits.

(3) Aluminum foil industry:

Aluminum foil is a kind of indispensable non-ferrous metal rolling material in modern
industry and daily life, and has a wide range of applications. According to the purpose,
aluminum foil is mainly divided into packaging aluminum foil, air conditioning
aluminum foil, electronic aluminum foil and battery aluminum foil. In the future, the
market concentration of the domestic aluminum foil industry will further increase,
and the market share will gradually be concentrated in large-scale aluminum foil
manufacturers with strong cost control capabilities, large production scale, leading
technology levels, and good market reputation. The expansion demand of the new
energy industry will bring broad market space for battery aluminum foil while driving
the rapid development of energy storage battery market, it. The company is one of
the few domestic enterprises with a full green industry chain for hydropower
aluminum materials, and is a leading enterprise in double-zero aluminum foil. The
company's aluminum foil products cover high-precision electronic electrode
aluminum foil, food aluminum foil and medical aluminum foil, focusing on double-
zero foil and taking a high-quality route. Competition in the aluminum foil industry is
fierce, but technical barriers are high. The company is expected to continue to
maintain its leading position in the aluminum foil industry with its advantages in the
entire industry chain. The Shenhuo New Materials battery foil project is progressing
smoothly. The core equipment of the Shenhuo New Materials Phase | project, such as
the aluminum foil rolling mill, coiling machine, and roll grinder, are all imported from
foreign countries and at the world's first-class level. The overall installed equipment
level has reached the international advanced level. Its leading products are high-
precision electronic electrode aluminum foil which are widely used in the field of
green batteries.

Valuation and recommendation
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In 2024, the company plans to produce 1.5 million tons of aluminum products, 6.9
million tons of raw coal, 535,000 tons of carbon products, 97,500 tons of aluminum
foil, 165,000 tons of cold-rolled products, 50,000 tons of molded coke, and supply
(sell) 11.97 billion kilowatt hours of electricity to achieve a balance between
production and sales.

In order to support the development of aluminum processing business, the company
promoted the spin-off and listing of Henan Shenhuo Carbon New Materials Co., Ltd.
We are optimistic about the growth of the company's aluminum and coal production,
with the second phase of Shenhuo New Material's 60,000 tons annual battery foil
project being put into production, the company’s profit is expected to increase. We
predict that the company's revenue will be 38.75 billion yuan and 40.692 billion yuan
respectively in 2024 and 2025, earnings per share (EPS) are projected to be 2.16/2.52
yuan; and BVPS are projected to be 10.5 and 12.6, corresponding to a price-to-book
ratio (P/B) of 1.8/1.5x. With a forecasted 2.0 times P/B in 2024 and a valuation of
RMB 21, we recommend a "accumulate" (Current price as of November 11th)

Risk factors
Decline of coal prices; Rise of aluminium oxide price; electrolytic aluminum
production limit risk; rise of production costs; safety accident risk.

Financial

Consolidated Statement of Profit or Loss

Dec Y/E, RMB mn FY21 FY22 FY23 FY24E FY25E
Total Revenue 344929 427039 376251 387538 408915
Total Cost 25813.0 320959 298917 317316 333182
Operating costs 221902 293383 277088 290654 305186
Tax and surcharges 691.5 7117 5297 542 6 569.7
Selling expenses 3871 3286 3312 341.0 3581
Administration expenses 1049.0 763.8 8299 8526 8852
Research and development expenses 1454 183.8 429.0 G976 7324
Financial expenses 13499 769.7 63.0 2325 2441
Otherincome 292 404 129.9 90.2 947
Metinvestmentincome 322 2283 3347 368.2 386.6
Assetimpairment loss (2845.0) (21.9) (6.7) (20.2) (20.2)
Creditloss (742.4) 308 74 19.0 132
Asset disposal income (79.1) 16.3 71.0 581 61.0
Operating profit 5354.9 109017 B269.7 75375 T908.6
Mon-operating revenue 194.0 1441 101.6 101.6 166.6
Mon-operating expenditure 463.7 386.0 2154 3551 388
Total profit before tax 5085.2 106597 81559 72840 77564
Income tax expense 2028.3 2076.6 1427.6 1821.0 1396.1
Profit for the year (Net income) 3056.9 85831 67282 5463.0 G360.2
Net income attributable to shareholders 3236.9 T7577.6 59054  4809.0 55938
Key Financial Data

Dec Y/E FY21 FY22 FY23 FY24E FY25E
Valutation Ratio

P/E ratio 13.2 56 7.2 8.8 7.6
Dividend Yield, % 2.36% 524%  419% 339% 3.94%
Per share data(RMB)

EPS 1.45 340 2,65 216 252
BWVES 42 7.2 8.9 105 126
DES 05 1.0 0.8 0.6 0.8
Growth & Margin

Growth

Revenue Growth 83.36%  23.80% -11.89% 3.00% 5.00%
Operating Profit Growth 958.03% 103.58% -2414% -8.85% 4.92%
Net Profit Growth 803.35% 134.10% -22.07% -18.57% 16.42%
Margin

Operating Profit Margin 16.62% 26563% 21.98% 19.45% 19.44%
Net Profit Margin 9.38% 17.74% 15.70% 12.41% 13.76%
Key Ratios

ROE 34.58%  4718% 29.78% 20.52% 19.94%
ROA 6.05% 1253% 10.21% 8.56%  9.63%
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Consolidated Statement of Financial Position

Dec ¥/E, RMBE mn FY21 FY22 FY23 FY24E FY25E
Current assets

Inventories 2776.9 30998 30528 34871 36614
Accounts receivable 7921 1368.2 11107 9024 947 .5
Cash and cash equivalents 2705.3 4913.9 5888.0 54516 57286
Others 9529.8 142628 94001 96550 12097.3
Total current assets 15804.2 236447 194516 19526.0 224353
Non-current assets

PPE 215737 217314 238366 226499 218388
Others 16158.8 151013 145694 140223 138152
Total non-current assets 377325 368327 38406.0 366722 357039
Total Assets 535366 604774 578576 561982 58139.3
Current liabilities

Accounts and bills payables 9413.6 arar.e 87926 G812.3 715249
Bank borrowings 183734 219182 14691.2 135140 102337
Others 5267.5 40391 35455 31722 29365
Total current liabilities 330545 346945 270293 234985 203232
Non-current liabilities

Bank borrowings 48912 32186 49445 33120 36450
Others 1206.8 13639 15520 14520 13677
Total non-current liabilities 6098.0 45825 G6496.5 47640 50127
Total liabilities 391525 392769 335258 282626 253359
Equity attributable to equity holders of the Company 9368.0 160620 19829.0 234329 280713
Mon-controlling interests 50161 51384 45028 45028 47321
Total equity 143841 212004 243318 279356 328034
Total liabilities and equity 535366 604774 578576 561982 581392

Consolidated Statement of Cash Flow

Dec Y/E, RMB mn FY21 FY22 FY23 FY24E FY25E

CFO 112963 140608 111802 58775 84223
Netincome 30482 B5764 G728.2 54630 62602
Change in working capital 2356 15134 21788 -2206.2 1211
Others 80125" 3971.0" 22832 26207 19409
CFI -23871 -4622 -19161 -847.4 -13008
Purchase of PPEE 1911.0 3041 9854 10474 10122
Others -476.1 -158.0 -930.8 199.9 -3786
CFF 107446 114031 -83035 -54367 -67845
Cash paid for distribution of dividends 12725 20857 27778 17808 14393
Cash received fram financing -94721 -9337.4 -55257 -36559 -53452
Effect of exchange rate changes on cash -35 133 33 0.0 0.0
Net Change in Cash -18354 21954 9706 4066 247.0
Cash, CE and Restricted cash at Beg 45445 27055 49143 58882 54816
Cash, CE and Restricted cash at YiE 27055 40142 58882 54816 57288

Current Price as of: 11 Nov
Source @ PSHK Est.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate serves as an officer of the listed corporation covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2024 Phillip Securities (Hong Kong) Limited
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