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Operations improving but expenses expected to remain high
Joel Ng / 62 6202 1192 / joel.ng@kgi.com
 2Q18 sales surged 145% YoY to US$11.5mn but net profits
declined 42% YoY to US$0.6mn.
 Excluding one-off items such as listing expenses and forex
losses, profits would have increased 140% YoY to
US$1.9mn.
 We had expected 2018 to be the turning point but given
the higher-than-expected expenses spilling over into 2019,
we estimate a meaningful earnings rebound only by 2020.
 We cease coverage due to reallocation of resources;
investors with a longer investment horizon may look
forward to its improving operational performance as it
continues to add new processing facilities.

3Q18 earnings overview. CNMC’s 3Q18 earnings of
US$0.6mn was impacted by US$0.4mn of forex losses,
US$0.8mn from HK listing expenses and US$0.08 for the
grant of performance shares. Excluding these costs, earnings
would have increased to US$1.9mn from US$0.8mn in the
prior year period.
Improving performance. The group sold 9,569 oz of gold in
3Q18, the highest since 2Q16, due mainly from increased
processing from the CIL plant which began contributing
meaningfully from 2Q18. All-in-costs continued to improve
to US$952/oz from US$1,038/oz in 2Q18 and US$1,546/oz in
3Q17.
Higher-than-expected expenses. In addition to the one-off
expenses mainly from its HK listing, CNMC is planning several
expansion to its current facilities which will lead to higher
costs in the next 3-4 quarters. Although we note that these
are long-term positive for the group, the variability and
impact on efficiency makes it difficult to estimate the
expenses and margins going forward.
Ambitious plans. CNMC is planning for:
1) Gold de-absorption and smelting facility next to its CIL
plant.
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4) Build a new floatation plant to process 500 tonnes of ore
per day to monetise silver, lead and zinc. This would cost
RM20mn and expected to start full commercial production in
2H19.
5) Laying a national grid power line to Sokor to reduce
dependence on third-party suppliers of diesel, one of its
main mining consumables that represent 19% of the group’s
overall purchases in 3Q18. Electricity at the mine site is
currently provided by diesel generators onsite, so a
connection to the national power grid would help reduce
costs. This is estimated to cost RM10mn.
HK listing. Plans to list in HK are proceeding but there is still
uncertainty on the timing. However, even if it does manage
to list in the next two quarters, we are unsure of the benefits
to shareholders in the short-term. Additional expenses are
still expected in 4Q18.
Valuation & Action: We had expected an earnings recovery
in 2018 but now estimate that the higher-than-expected
expenses would continue to weigh on margins going into
2019.

2) Replace the three existing heap leach pads with two new
ones in order to improve heap leaching capacity to an
estimated 6m tonnes of ore from 2.8mn tonnes currently.

Given the lack of near term catalysts and the reallocation of
internal resources, we cease coverage. The expansion plans
are positive for the long-term growth of the group and we
would have a relook at its progress at a later date.

3) Underground mining in 2019, which would increase
mining costs by 30% but should eventually be compensated
by an increase in revenue as underground mining is expected
to yield higher ore grades.

Risks: CNMC’s revenue is based on two key components:
production volumes and gold prices. Adverse weather
conditions or low ore grades could affect CNMC’s gold
production volume.
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