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CGN Mining

Upstream proxy for China’s nuclear power
development

m As the resource development platform for CGN Group, CGN Mining (CGNM) is one of
the beneficiaries of nuclear power development in China.

m CGNM completed the acquisition of CGN Global, a trading platform, in Jan 2019,
which will enlarge the scale of CGNM operations and extend its sales network.

m CGNM’s growth will be driven by a potential pick-up in the uranium price and a
volume increase through the development of new projects. CGNM management has
been looking for M&A targets to boost volume further.

m Even though CGNM is smaller than its peers (in terms of operations and market cap)
in the supply chain, CGNM is a unique upstream proxy in the region, given its
shareholder background. We share the view that some investors still have a cautious
view on nuclear power generation due to ESG issues. However, for investors who are
looking for beneficiaries of nuclear power development in China, we believe that
CGNM looks interesting regarding its position in the industry and the latest industry
development in China.

Resource development platform for CGN Group

CGNM, a sister company of CGNP [1816.HK], is the raw uranium sourcing arm of CGN
Group (parent of CGNM and CGNP). CGNM aims to become a resource development
and energy services company with high sustainability. As at 31 Dec 2018, CGNM held
49% equity interest and 49% off-take rights for products in Semizbay-U, as well as
19.90% equity interest, 20% off-take rights and an additional 15% optional off-take rights
of its future natural uranium products in Fission. Semizbay-U is 51% owned by National
Atomic Company Kazatomprom JSC (Kazatomprom), which is the world’s largest
uranium producer, commanding a 20% share of global supply. A major portion of
Kazatomprom’s output is supplied to Chinese companies, including CGN Group.
Semizbay-U contributed about 5% of Kazatomprom’s uranium production assets in 2017.
The natural uranium supplied by CGNM could not fully cater for the demand of CGN
Group. Before the acquisition of CGN Global, all of CGNM'’s natural uranium products
were sold to CGN Group, including CGNP. The natural uranium transactions between
CNGM and CGN Group were conducted under a pricing mechanism that included a floor
price and a ceiling price with reference to the long-term price index of natural uranium
published by a third-party index agency. CGNM completed the acquisition of CGN Global,
a leading uranium trading entity, in Jan 2019. This is expected to: a) broaden CGNM’s
international marketing network of natural uranium products, b) enlarge CGNM'’s
business scale, and c) lower the proportion of connected transactions between CGNM
and CGN Group. In 2018, CGN Global was also engaged in the sales and distribution of
natural uranium products produced by Swakop, and CGN Global entered into trading
contracts with its main customers, including European and American nuclear plants
owners, international nuclear fuel manufacturers and trading entities, with a total trading
volume of 5,385 tons of uranium, 2,298 tons of which were delivered in 2018.

Latest news flow in China boosts sentiment on the industry

China did not approve any new reactors in 2016-2018, as the Chinese government has
been taking measures to ensure the safety of the third-generation technology (China’s
Hualong One, America’s AP1000 and France’s ERP). In Nov 2018, the NDRC and NEA
published the “Action Plan on Clean Energy Consumption 2018-2020", which classified
nuclear power as clean energy, and started a pilot run for “full load power generation with
favourable tariffs”. According to a market rumour, China is likely to resume approval of
new reactors in mid-Mar 2019 and may approve as many as 10 new reactors based on
third-generation technology in the coming years (4 to be approved in 2019, including
Huizhou No.1 & No.2, Lufeng and Ningde, for total investment of about US$8.1bn).
Shares of HK and A-share-listed nuclear power-related names, especially equipment and
component suppliers, reacted positively to the rumour. If the approval is confirmed in
2019, it is expected to boost the price of spot uranium, which is positive for CGNM
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Demand/Supply dynamics

Demand for uranium and the uranium price is driven mainly by the needs of
nuclear power generating companies and the military (there is limited
information on military use). A nuclear power generating plant requires
uranium for initial fueling at the start and refueling during a 12—-24 month
cycle. There are about 449 nuclear reactors, most of them owned by
developed countries, including the US (98), France (58), Japan (39),
Canada (19) and the UK (15). China has 46 reactors and is ranked third in
the world. There are 55 reactors under construction around the world, of
which 11 are in China, 7 in India and 6 in Russia. Among the developed
countries, Germany announced that it would phase out nuclear power by
2022 and shut down its nuclear power plants. The global uranium market is
highly concentrated regarding both supply and demand. The top 5 global
uranium consumers, the US, France, Russia, China and South Korea,
accounted for 71% of total demand in 2017. China is the world’s fourth
largest consumer of uranium, with 11% of global demand. The top 5 global
suppliers of uranium accounted for 84% of total supply in 2017. Kazakhstan
was the largest supplier of uranium in the world in 2018, accounting for 41%
of global supply. China is the world’s eighth largest uranium supplier with
only a 4% global market share.

2018 financial performance

CGNM reported revenue of HK$362m in 2018, a YoY decrease of 3% from
HK$373m in 2017. This was mainly due to a slight YoY decrease in the
long-term price of international natural uranium. CGNM reported a YoY
contraction in gross margin in 2018 because of cost increases in the trading
business. CGNM reported a net profit of HK$101m in 2018, up 95% YoY
from HK$52m in 2018 due to a substantial increase in its share of the results
of JV (Semizbay-U) in 2018. CGNM declared a final dividend of HK$0.5
cents per share for 2018. CNGM had a very clean balance sheet with a net
cash position of over HK$1bn at the end of 2018. The Company had less
than HK$20m in accounts receivable at the end of 2018.

Uranium price movement

About 80% of global supply/demand of uranium is covered by long-term
contracts, and the rest is covered by the spot market, as nuclear power-
generating companies usually secure long-term supply. Nuclear power-
generating companies are relatively insensitive to the cost of fuel, especially
on the mining side, which accounts for only a small portion of OPEX.
Because of the Fukusuhima accident in 2011 and oversupply, the global
uranium spot price dropped from US$72/Ib in 2011 to an all-time low of about
US$17.75/Ib in late 2016. The uranium price rebounded to about US$25.6/Ib
in late Mar 2019, but it softened again to about US$22/Ib recently as a result
of inventory clearance by some traders. The global supply of uranium has
been rationalized since 2011, as some players implemented production cuts,
the most significant of which was Cameco’s McArthur River Mine, which has
maximum annual production capacity of 20.1m Ib. Kazatomprom also
announced a 20% output cut in 2018-2020 (but this doesn’t impact CGNM).

New project development

CGNM actively advanced the acquisition of no more than 49% equity interest
in Altarec, which has two in-situ leachable uranium mines with a high
competitive cost advantage: the Central Mynkuduk Mine and the Zhalpak
Mine. Both mines are located in Tutkestan state, in southern Kazakhstan and
adjoin the Irkol Mine of Semizbay-U. After a production reduction plan by
Kazatomprom, production volume of the Central Mynkuduk Mine was around
1,600 tons of uranium in 2018. The production cost of the Central Mynkuduk
Mine is US$17.33/Ib, which is one of the lowest costs for uranium mines. The
Central Mynkuduk Mine is expected to operate until 2032. The Zhalpak Mine,
which is still in the testing phase, has a designed production capacity of 500
tons of uranium per year. The production volume of the Zhalpak Mine was
about 110 tons of uranium in 2018. CGNM had over HK$1bn in net cash on
its balance sheet at the end of 2018, which is expected to fund new project
development.
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Figure 1: The nuclear fuel cycle
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Figure 2: CGNM Group structure
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Figure 3: Costs curve of global uranium mining
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Figure 4: Global spot and long-term contract uranium prices
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Figure 5: Global uranium supply
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Figure 6: CGNM’s new project is cost competitive
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