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We believe that China Metal Resources Utilization (“CMRU”) is nothing more than a
‘zombie company’; an entity technically alive, but under such severe �nancial distress
and laden with so many red �ags, that insolvency seems inevitable.
We believe CMRU’s Chairman/CEO may have reached the same conclusion: he has
disclosed agreements indicating his intention to o�oad his entire personal stake in the
company, which currently represents about 29.65% of the company’s outstanding
shares.
The company’s Chairman/CEO has a history of allegations of in�ating revenue and
margins at his previous company, Gushan Environmental (古杉环保
(http://www.wabei.cn/p/200712/38009.html)), which subsequently saw its valuation
implode before it was taken private at a price 96% below its IPO price. CMRU was
pieced together with the wreckage of Gushan. One media report called CMRU the
“rebirth” of Gushan.
CMRU’s �nancials paint a picture of a company in �nancial turmoil. Recent �lings show
the company has cash of RMB 64.7 million versus RMB 1,559 million in borrowings due
“within one year or repayable on demand”, at an average interest rate of 13.72%.
The company has not repaid loans that look to have matured in 2016 and appears to
have also missed a bond payment due in August 2019 on another loan, before being
granted a short-term extension late last month.
The operating business seems wholly incapable of supporting the company’s debt
load: the company has reported negative gross margins and has bolstered its reported
metrics through questionable accounting maneuvers.
The company says it “normally” settles payables on 30-day terms. As of now, 95% of
the company’s payables are past 30 days due and 64% are over 180 days old. We
question whether they will ever be paid.
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The company has engaged in an aggressive M&A spree, paying up to HK$1.56 billion
on deals replete with hallmarks of undisclosed related party dealings.
In one case, the company paid consideration of up to HK$741 million for a 4-month old
entity that had just leased an apparently abandoned factory (we visited the site, and
have pictures).
In several disclosed and undisclosed related party transactions, there are clear links to
CMRU’s Chairman/CEO’s family.
CMRU’s stock appears to have had a suspicious constant bid at $3 for almost 4 straight
years, despite numerous material news releases and high market volatility. During one
398 trading day period, the stock never once deviated by more than 5.75% from its
average price of $3.05.
All told, we think CMRU is an obvious near-term zero.

Initial Disclosure: After extensive research, we have taken a short position in shares of China
Metal Resources Utilization. This report represents our opinion, and we encourage every reader to
do their own due diligence. Please see our full disclaimer at the bottom of the report.

Introduction

We believe that China Metal Resources Utilization is nothing more than a “zombie
company”; an entity under such severe �nancial distress that insolvency appears to be an
inevitability, yet it nonetheless continues to lurch forward in the capital markets with a
HK$7.6 billion market value (US$1 billion).

We also believe that the company’s Chairman/CEO
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page
=36) may realize this, given that he has recently entered into agreements
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1129/2019112900870.pdf)
indicating his intention to sell his entire stake in the company, amounting to ~40% of
the business at the time of the announcement.

Given the Chairman’s checkered history in public markets, this does not surprise us. CMRU’s
Chairman/CEO has a history of fraud allegations and destroying shareholder value at his
previous company, the formerly NYSE-listed Gushan Environmental Energy, which ultimately
was “taken under (https://www.cnbc.com/id/100171229)” at a price ~96% lower than its
split-adjusted IPO price.

CMRU is weighed down by a crippling debt load. As of year-end 2019, the company has cash
on hand
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf) of
just RMB 64.7 million versus borrowings of RMB 1,559 million due “within one year or
repayable on demand”, at an average interest rate of 13.72%. [Pg. 25
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)] The

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page=36
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company also appears to have already missed a bond payment due in August 2019
that it has since received a brief extension on, and has not repaid a loan that looks to
have matured in 2016. [Pg. 26
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf), Pg. 1
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0427/2020042701321.pdf), Pg.
27 (https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

The operating business looks wholly incapable of supporting this debt; the company has
reported
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page
=3) negative gross margins and has bolstered its reported metrics through questionable
accounting maneuvers.

The company has raised over HK$2.5 billion in cash from IPO to present—so where did all the
cash go?

The company has engaged in an aggressive M&A spree that strikes us as replete with
hallmarks of undisclosed related party dealings. In particular, the company purchased
multiple newly-formed entities with minimal assets, collectively paying up to HK$1.56 billion.
In several undisclosed and disclosed related party transactions, there are clear links to
CMRU’s Chairman’s daughters.  

We believe these red �ags put CMRU on track to su�er a similar fate to its predecessor,
Gushan: a near-total annihilation of shareholder value.

Meanwhile, CMRU’s stock price has remained suspiciously stagnant, despite historic levels
of volatility in global capital markets and numerous material news announcements from the
company. The stock’s lack of price movement resembles a phenomenon we have witnessed
at other questionable China-based companies that have subsequently and suddenly
cratered.

We have a price target of $0 on shares of CMRU.

Back gr ound:  Basics on  the Business

China Metal Resources Utilization Limited was incorporated
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf) in the
Cayman Islands on February 22, 2013 and its shares have been listed on the Main Board of
The Stock Exchange of Hong Kong since February 21, 2014. The company is headquartered
in Mianyang, China and was founded by Yu Jianqiu, who serves as Chairman, CEO and is the
largest shareholder with ~29.65%

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0427/2020042701321.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page=3
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf
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(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf) of the
outstanding equity. [Pg. 36
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

The company’s main revenue drivers are trading of copper and sales of recycled copper
products, which, combined, accounted for 99.5% of reported 2019 revenue [Pg. 11
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)].

CMRU manufactures and sells copper and other metals-related products in the People’s
Republic of China, operating in three segments
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page
=12): (1) recycled copper products; (2) power transmission and distribution cables; and (3)
communication cables.

Back gr ound:  CM�U’s Ch air m an , Yu Jianq iu, Has A
Histor y of  Allegation s of  In � atin g Revenue and Mar gin s
at His P r ecedin g NYSE-Listed Disaster, Gush an
Envir on m en tal

The legacy of CMRU Chairman/CEO Yu Jianqiu has not been favorable to shareholders to
date.

CMRU was founded using assets of another Yu Jianqiu company, Gushan Environmental,
that was alleged by a major media outlet (http://dz.xdkb.net/old/html/2008-
09/25/content_64540626.htm) to have engaged in brazen fraud. Yu Jianqiu is now board
chairman and executive director of CMRU and currently controls
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf)
~29.65% of the company’s outstanding shares.

Before CMRU, Jianqiu was Founder, Chairman, and Principal Executive O�cer of Gushan
Environmental Energy Ltd. [Pg. 21
(https://www.sec.gov/Archives/edgar/data/1419723/000119312511168674/d20f.htm)],
which was formed in 2001 and listed on the NYSE in 2007. The company began as a
biodiesel �rm (https://www.bloomberg.com/pro�le/company/GU:US) and only later added
the copper/metals business that became CMRU today, as we will show.

In September 2008, tipped by an insider, National Business Daily journalists revealed in an
investigative report [1 (http://�nance.sina.com.cn/g/20080924/03002438809.shtml),2
(http://dz.xdkb.net/old/html/2008-09/25/content_64540626.htm)] that Gushan appeared to

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page=12
http://dz.xdkb.net/old/html/2008-09/25/content_64540626.htm
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf
https://www.sec.gov/Archives/edgar/data/1419723/000119312511168674/d20f.htm
https://www.bloomberg.com/profile/company/GU:US
http://finance.sina.com.cn/g/20080924/03002438809.shtml
http://dz.xdkb.net/old/html/2008-09/25/content_64540626.htm
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have rented oil container vehicles and hired drivers to go in and out of its factory repeatedly
in order to present the false impression of a booming business. The article went into vivid
detail on the key evidence and observations supporting the allegations. One excerpt stated:

“In the hour that the reporter observed Gushan, three tanker trucks in the group’s
factory entered and exited nearly ten times, a busy scene. However, these tanker
trucks did not load or unload any oil.” 

Moreover, Gushan was alleged to have falsi�ed the purchase price of raw materials and to
have in�ated its revenues, based on interviews with multiple employees and other sources,
according to the National Business Daily (http://dz.xdkb.net/old/html/2008-
09/25/content_64540626.htm) exposé. One source stated:

“The only explanation is that they are listed companies, and they are very
concerned. Even when the production is stopped, they must create the illusion
of prosperity in production and sales to avoid the stock price falling.”

The company failed to address any of the speci�c allegations and simply declared
(https://www.sec.gov/Archives/edgar/data/1419723/000119312508201710/d6k.htm) the
report to be “inaccurate”. The stock subsequently cratered, hastened by the �nancial crisis,
and never recovered:

(Source: FactSet, split-adjusted (http://boxoptions.com/assets/BOXOnnMemo202083.pdf)
prices)

http://dz.xdkb.net/old/html/2008-09/25/content_64540626.htm
https://www.sec.gov/Archives/edgar/data/1419723/000119312508201710/d6k.htm
http://boxoptions.com/assets/BOXOnnMemo202083.pdf
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In late-2010, with the biodiesel business faltering and with the stock battered, Gushan
began purchasing interests in copper recycling businesses [Pg. 37
(https://www.sec.gov/Archives/edgar/data/1419723/000119312512233060/d322256d20f.ht
m)]. These would later form the foundation for CMRU.

In late 2012, Jianqiu took Gushan private (https://www.prnewswire.com/news-
releases/gushan-environmental-energy-limited-announces-completion-of-going-private-
transaction-174643531.html) for $1.65 per ADS, representing a ~96% decline from its split-
adjusted (http://boxoptions.com/assets/BOXOnnMemo202083.pdf) IPO price
(https://blogs.wsj.com/moneybeat/2014/02/17/hk-ipo-provides-windfall-for-us-delisted-
china-metal-resources/). By 2013, local media
(http://�nance.sina.com.cn/roll/20130125/045914397467.shtml) reported that much of the
Gushan biodiesel business had been shut down.

Back gr ound:  CM�U Was For m ed Out of  the Wr eck age of
Gush an  and Tak en  P ub lic in  Hon g Kon g 2 Year s Later

In 2014, Jianqiu took the copper recycling segment of Gushan public on the Hong Kong
exchange, where it trades as CMRU today. The South China Morning Post said
(https://www.scmp.com/business/china-business/article/1425679/china-metal-targets-
hk680m-ipo-hong-kong):

“The bulk of China Metal’s operations were part of biodiesel maker Gushan
Environmental Energy”.

Mainstream media outlet Zhitong Finance asserted
(https://www.zhitongcaijing.com/content/detail/97495.html) at the time that CMRU was
simply the “rebirth” of Gushan.

Along with the copper wiring subsidiaries of Gushan, CMRU also retained much of Gushan’s
board and executive team. CMRU’s two executive directors, CFO, corporate Secretary and a
board member all came from Gushan. [Pg. 3
(https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf#page
=9)]

Jianqiu had privatized Gushan at a valuation of about US$31 million
(https://www.zhitongcaijing.com/content/detail/97495.html). Yet when it re-emerged as
CMRU, just 2-years later, the company sported a market value of ~US$320 million
(https://www.zhitongcaijing.com/content/detail/97495.html). The market value has nearly
tripled despite its worsened and distressed �nancial state.

https://www.sec.gov/Archives/edgar/data/1419723/000119312512233060/d322256d20f.htm
https://www.prnewswire.com/news-releases/gushan-environmental-energy-limited-announces-completion-of-going-private-transaction-174643531.html
http://boxoptions.com/assets/BOXOnnMemo202083.pdf
https://blogs.wsj.com/moneybeat/2014/02/17/hk-ipo-provides-windfall-for-us-delisted-china-metal-resources/
http://finance.sina.com.cn/roll/20130125/045914397467.shtml
https://www.scmp.com/business/china-business/article/1425679/china-metal-targets-hk680m-ipo-hong-kong
https://www.zhitongcaijing.com/content/detail/97495.html
https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf#page=9
https://www.zhitongcaijing.com/content/detail/97495.html
https://www.zhitongcaijing.com/content/detail/97495.html
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P ar t I:  CM�U’s Fin ancial State of  Disr ep air

100% Fundam en tal Down side—CM�U Has Been
Op er atin g at Negative Gross  Mar gin s, Look s to b e Un ab le
to Meet i ts Near -Ter m  Deb t Ob ligation s, Has a Sp ik in g
Deb t Load and Other  Sign s of  Sever e Fin ancial Str ess

According to CMRU’s IPO prospectus
(https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf),
business was booming its early years. Since �nancials were �rst reported in 2010, the
company increased its net income by a whopping 127% compound annual growth rate in
the years leading up to its 2014 IPO. But performance suddenly and curiously fell o� a cli�
as soon as the company became public.

(Sources: Prospectus
(https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf) and

annual reports [’12-’13
(https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0429/ltn20150429251.pdf),

’15-‘16
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0425/ltn20170425469.pdf), ‘17
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0426/ltn201804262026.pdf),

’18-‘19
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)])

Gross margin, which at one point resembled that of a viable business, quickly sunk below
zero, where it remains as of the company’s most recent
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)

https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0429/ltn20150429251.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0425/ltn20170425469.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0426/ltn201804262026.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
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annual �nancial reporting period. The reason for this collapse is largely why the metal
recycling business tends to be unattractive to begin with: it is a highly competitive
commodity business.

(Sources: Prospectus
(https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf) and

annual reports [’12-’13
(https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0429/ltn20150429251.pdf),

’15-‘16
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0425/ltn20170425469.pdf), ‘17
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0426/ltn201804262026.pdf),

’18-‘19
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)])

Despite the company’s negative gross margins, CMRU has managed in some years to eke
out a small pro�t, largely through accounting alchemy related to the reversal of doubtful
account allowances (which we detail further later) and government subsidies/VAT refunds.

Fin ancial Str ess:  Cash  of  RMB 64.7 Million  Ver sus
Bor r owin gs of  RMB 1,559 Million  Due “ With in  One Year
or  Rep ayab le on  Dem and”  At an  Aver age In ter est Rate Of
13.72%

The company’s poor operating performance seems to be exacting a serious toll on its
balance sheet.

As of 2019 year-end, the company had cash of RMB 64.7 million, down from RMB 112.9
million the year prior. [Pg. 26
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)] This
compares to borrowings of RMB 1,699 million as of the same period, which had spiked

https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0429/ltn20150429251.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0425/ltn20170425469.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0426/ltn201804262026.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
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almost 50% from the prior year. [Pg. 24
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)] Of
those borrowings, a crippling 92% were due within one year or repayable on demand
(RMB 1,559 million). [Pg. 25
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

The weighted average interest rate on the company’s borrowings is similarly crippling
at 13.72%. [Pg. 24
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]
Again, with the company operating at a negative gross margin, this situation strikes us as
obviously untenable.

Fin ancial Str ess:  T he Com p any App ear ed to Miss A Bond
P aym en t Due in  August 2019 And Has Not Rep aid Loan s
T h at Look  to Have Matur ed in  2016

Furthermore, the company appears to already have been late on multiple bond
payments.

In 2017, the company issued HK$600 million in bonds due August 2019. The company
apparently failed to pay back the bonds on time, stating in December 2019 that it was “still
in negotiation in connection with the proposed extension of the instruments.” [Pg. 26
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

Late last month, the company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0427/2020042701321.pdf) that it
was able to negotiate a brief extension on the bonds until August 2020. Meanwhile,
shareholders were left essentially guessing as to whether or not progress was being made
behind the scenes for nearly 4 months, between December 2019 and April 2020, on a
material amount of debt.

The company also appears to be nearly four years late on another set of loans, which have
been due since 2016. The senior (or “entrusted”) loans total RMB 300 million and were
issued by Mianyang Science Technology City Development Investment (Group) Co., Ltd, a
state-owned enterprise:

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0427/2020042701321.pdf
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“…the entrusted loans expired on 27 August 2016, 23 September 2016 and 18
November 2016 respectively. Mianyang Development Group, the entrusted bank
and (CMRU’s subsidiary) have agreed that, the entrusted loan would not be
repayable until further agreed otherwise. As at 31 December 2019 and up to the
date of this report, the negotiation was still on going.” [Pg. 27
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.p
df)]

In the interim, the company is attempting to issue 325 million shares
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0415/2020041501323.pdf) for
HK $871 million, which would plug up some of the hole. However, the critical share sale has
been delayed
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0506/2020050602286.pdf) by
the COVID-19 outbreak. Should this share sale fail to consummate, or in the absence of
further dilutive share sales, we expect CMRU will quickly become insolvent.

Fin ancial Str ess:  T he Com p any Says It “ Nor m ally Settles”
P ayab les On  30 Day Ter m s.

95% Of Its P ayab les Ar e P ast 30 Days Due And 64% Of the
Com p any’s P ayab les Ar e Now Over  180 Days Old,
Am oun tin g to RMB 357 Million .

In addition to the company showing obvious stress from its traditional debt, its growing
payables balances appear to be another looming threat.

Company �lings state that its payables are typically settled on 30-day terms. Yet we see that
in the past year, the vast majority of its trade and bills payable have shifted to being over 30
days due.

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0415/2020041501323.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0506/2020050602286.pdf
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(Source: 2019 Annual Report
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf), Pg.

19)

In particular, RMB 357 million of the company’s payables—64% of the total—are over 180
days old, and RMB 532 million – 95% of the company’s total payables – are past the
“normal” 30 day threshold.

Sign s of  Accoun tin g Alchem y: Rep or tin g Net Incom e
T h r ough  the Rever sal of  Doub tful Receivab les

We have also seen signs of clever accounting being used to bolster the company’s reported
performance.

For example, over the last 2 years, the company has added a total of RMB ~115 million to its
reported pro�t from “Reversal of provision for doubtful debts”. [Pg. 3
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)] Note
that the company has reported total net income of RMB 95 million for the same 2 year
period. [Pg. 3
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

We checked see if these major reversals were warranted, given the rather tight terms the
company has with customers:

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
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“The Group’s trading terms with its customers are mainly on credit, except for new
customers, where payment in advance is normally required. The credit period is
generally 3 months.” [Pg. 18
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.p
df)]

Despite those 0-3 month terms, there is a large, sudden spike in receivables that are now
past 180 days. [Pg. 19
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page
=19)]

To us, it looks as though the company should provision for even more doubtful accounts,
instead of reversing these provisions. However, the decision to impair is apparently, at least
in part, at the board’s discretion:

“The directors of the Company were of the opinion that no provision for
impairment under IAS 39 was necessary in respect of these balances” [Pg. 189
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0429/ltn20190429755.p
df#page=190)]

Mor e Sign s of  Accoun tin g Alchem y: Revenue ‘Gr owth’
Has Been  Fueled by Tr adin g of  Copp er  “ T h r ough  On line
Copp er  Tr adin g P latfor m s”

While reviewing CMRU’s �nancials, we saw one area of potential optimism: strong revenue
growth.

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf#page=19
https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0429/ltn20190429755.pdf#page=190
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But a basic review of the company’s revenue breakdown shows that essentially all of the
growth is derived from the online trading of copper, an inherently low margin, low value-
add business. As of year-end 2019, ~69.5% of 2019 revenue was from trading [pg. 11
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)],
allowing the company to report growing revenue. Here is a description of these activities
from the company’s annual report:

“As part of its trading businesses, the Group purchases electrolytic copper and
related products from suppliers through online copper trading platforms and the
underlying goods are kept in independent warehouses before delivery to the
customers.” [Pg. 77
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0425/ltn20170425469.p
df#page=78)]

(Source: Annual reports/Hindenburg analysis)

Aside from online copper trading, revenue has also been bolstered by a slew of by highly
questionable acquisitions, as we will detail shortly. Net of trading and acquisitions, the
company’s organic revenue has been �oundering.

P ush in g the Eject Button :  Ch air m an /CEO Yu Jianq iu
En ter ed In to an  Agr eem en t to Sell ALL Of  His Per son al
Holdin gs in  CM�U (A ~40% Stak e in  the Com p any)

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0425/ltn20170425469.pdf#page=78
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Meanwhile, with the company under signi�cant �nancial distress, Chairman/CEO Yu Jianqiu
entered into a framework agreement
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1129/2019112900870.pdf) in
November 2019 to sell ALL of his personal holdings in the company, which amounted to a
~40% stake at the time:

“Following the completion of the Disposals, Mr. Yu Jianqiu will cease to hold
any Shares and will no longer be a controlling shareholder of the Company.”

It appears the Chairman/CEO has been partially successful so far, having reduced his stake
to ~29.65% according to an announcement
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf) in
late April 2020.

P ar t II:  Wher e Did the Cash  Go? Hallm ar k s of
In sider  Self-Dealin g

CMRU has raised over HK$2.5 billion in cash from its IPO to present.[1] Virtually all of that
cash is now gone, with the company drowning in debt. So where did the money go?

An  Alar m in g M&A Histor y:  Num er ous Question ab le
Related P ar ty Tr an saction s With  T he Ch air m an’s
Daughter s

A review of the company’s deals shows that its M&A history is rife with red �ags. Several
transactions show hallmark signs of insider self-enrichment, such as undisclosed ties to
insiders of CMRU or the Chairman/CEO’s family. In other cases, the company acquired newly
formed BVI-based entities with minimal assets at massive price tags:

1. In December 2017, CMRU announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf)
an agreement to indirectly purchase a newly-formed entity that had leased a copper
factory and equipment less than 3 months earlier. CMRU paid maximum consideration
of HK$317.6 million for the entity, or 4,217x its net assets and net pro�t. We found
clear ties between the entity and the Chairman/CEO’s daughters and CMRU
employees, despite CMRU describing the deal as “arm’s length” and the sellers as
being “independent third parties”.

2. In February 2018, CMRU announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf
) an agreement to indirectly purchase a 4-month old entity that had just leased

https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1129/2019112900870.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0422/2020042201798.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf
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equipment and an apparently abandoned factory (we visited the site, and have
pictures). The company paid maximum consideration of HK$741 million for the entity,
or 138x its net assets and 438x its earnings.

3. In October 2018, CMRU announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf
) an agreement to indirectly purchase a year-old pro�tless copper manufacturer for
maximum consideration of HK$509 million, or 16x its net assets.

Beyond questionable M&A transactions that we believe could involve undisclosed related-
parties, the company has also disclosed multiple related party deals that have directed
resources to insiders.

1. On April 13  2015, the company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0413/ltn201504131106.pdf
) it had raised RMB 200 million in a convertible bond o�ering. A week later, the
company agreed
(https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0422/ltn20150422313.pdf)
to pay approximately RMB 135 million to buy a 30% interest in a recycling company
from the Chairman/CEO’s daughters and independent third parties. [ 43-44
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf)]

2. In August/December 2015, the company announced the multi-part purchase of an
aluminum trading business owned by JX-Ecommerce, a company controlled by the
CMRU Chairman/CEO’s daughters. [ 44-45
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf)]

3. On October 25  2017, CMRU invested RMB 125 million into JX E-commerce, a company
controlled by the Chairman/CEO’s daughters. [ 33
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf),
Pg. 45
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf)]
On March 27  2020, CMRU then received a short-term loan of RMB 125 million from
the same entity it had acquired the shares from earlier. [Pg. 33
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

4. CMRU also contracts with a subsidiary of JX E-commerce for delivery services. It has
paid the entity about RMB 30 million in the past 3 years. [ 3
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1230/2019123001257.pdf)]

When aggregating these deals together, we �nd that a signi�cant portion of the company’s
raised capital has gone toward highly suspicious M&A transactions or related party deals. In
the end we think shareholders will be left bearing the full cost of this rapid capital
dissipation.

Sign s of  Undisclosed Related-P ar ty Dealin gs:  CM�U P aid
HK�317.6 Million  to Acq uir e a Newly-For m ed En tity with
Clear  Lin k s to the Ch air m an’s Daughter s and Other

th

th

th

https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0413/ltn201504131106.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0422/ltn20150422313.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1230/2019123001257.pdf
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CM�U Em p loyees

Acquisition target: Mianyang Zhaofeng Copper Co., Ltd/ Silver Eminent Group (绵阳兆丰铜业有限
公司 (https://www.qcc.com/�rm_f0b7a8fe92f1b58509851d449d0f6b92.html))

On December 15  2017, CMRU entered into
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf) an
agreement to purchase 100% of Silver Eminent Group Limited, which owned a 100% equity
interest in Mianyang Zhaofeng Copper Co., Ltd (“Mianyang Copper”) through
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf) its
wholly owned subsidiaries. The maximum consideration was HK$317.6 million. [Pg. 13
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0827/ltn201808271140.pdf)] The
rationale for the acquisition was that Silver Eminent was in the copper production business,
with a factory and equipment.

We found glaring red �ags with the deal, namely that Mianyang Copper/Silver Eminent
appeared to have been shell companies formed just months before the acquisition. We also
found signs that the deal may have been a related-party transaction, contrary to company
disclosures.

Silver Eminent Group Limited was incorporated in the British Virgin Islands on August 28,
2017. [Pg. 6
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf)] Its
wholly owned China-based subsidiary, Mianyang Copper, was formed 2 weeks later on
September 5 , 2017, according to Chinese corporate records through QCC.com
(https://www.qcc.com/�rm_f0b7a8fe92f1b58509851d449d0f6b92.html).

About a month after the formation of the entities, on September 30, 2017 Mianyang Copper
signed a lease agreement to use a factory and equipment for the production of copper.
[Pg.6 (https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf)]

Two and a half months later, CMRU acquired the newly-formed entity for the startling sum
of HK $317.6 million. In describing (https://markets.businessinsider.com/news/stocks/china-
metal-resources-announces-the-acquisition-of-copper-products-manufacturer-silver-
eminent-group-limited-1011629335) the deal, CMRU Chairman/CEO Yu Jianqiu stated:

“…we expect the acquisition to have immediate synergy e�ect, enabling us to
diversify and strengthen our revenue sources and accelerate our growth”

th

th

https://www.qcc.com/firm_f0b7a8fe92f1b58509851d449d0f6b92.html
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0827/ltn201808271140.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
https://www.qcc.com/firm_f0b7a8fe92f1b58509851d449d0f6b92.html
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
https://markets.businessinsider.com/news/stocks/china-metal-resources-announces-the-acquisition-of-copper-products-manufacturer-silver-eminent-group-limited-1011629335
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According to the �nancials for Silver Eminent just prior to the acquisition, the entity had
total net assets of just RMB 69,000 and unaudited net pro�t of only RMB 69,000. [Pg. 6
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf)] In
other words, CMRU acquired the target at 4,217x its net assets and net pro�t.

We found it hard to imagine that acquiring a newly-formed entity with newly-signed factory
and equipment leases at a massive price tag made any sort of economic sense for
shareholders. When we examined further, we found signs of undisclosed ties between the
entity and CMRU’s Chairman/CEO.

Sign s of  Undisclosed Related-P ar ty Dealin gs:  Why Did 4
En tities Owned by or  Tied to the Ch air m an /CEO’s
Daughter s Sh ar e a P hone Num b er  with  an  ‘Ar m s-Len gth’
Acq uisition  Tar get?

The company’s disclosures of the Mianyang Copper acquisition
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf)
stressed that the deal was arms-length:

“The consideration was determined by the parties on an arm’s length basis…”

“To the best of the directors’ knowledge, information and belief having made all
reasonable enquiries, the Seller and its ultimate bene�cial owners are
Independent Third Parties.”

Upon further examination of Mianyang Copper, we found evidence to the contrary. The
entity shared a phone number with 11 di�erent enterprises, many of which are
clearly linked to CMRU’s Chairman’s daughters’ companies and to CMRU employees.
[2]

https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/1215/ltn20171215937.pdf
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(Source: QCC.com (https://www.qcc.com/�rm_f0b7a8fe92f1b58509851d449d0f6b92.html)
[full number behind paywall])

At least 4 of the entities that shared a phone number with Mianyang Copper have obvious
ties to CMRU employees or its Chairman/CEO Yu Jianqiu:

1. Sichuan West Kowloon Investment Co., Ltd. (四川省西九龙投资有限公司), a company
(https://www.qcc.com/�rm_1a8158c78701deab9fdc5366b6a22e2d.html) owned by Yu
Jianqiu’s daughters, shared a registration address, email and phone number with
Mianyang Copper.[3]

2. Jiangxi Rongtai Copper Co., Ltd. (江西荣泰铜业有限公司) is 10% owned
(https://www.qcc.com/�rm_8a77401f4a6750fa93913645589a4e58.html) by Alpha
Universe Group Limited (勝誠集团有限公司), indirectly 10% owned by CMRU, and 90%
by (https://www.qcc.com/company_kzr?
keyNo=8a77401f4a6750fa93913645589a4e58&name=%E6%B1%9F%E8%A5%BF%E8%
8D%A3%E6%B3%B0%E9%93%9C%E4%B8%9A%E6%9C%89%E9%99%90%E5%85%AC%
E5%8F%B8) a separate company
(https://www.qichacha.com/�rm_192b1fb4f0f44078a484ead3�0953a7.html).[4]

3. Sichuan Guozhao Investment Management Co., Ltd. (四川国曌投资管理有限公司) is
~16% owned (https://www.qcc.com/�rm_7434c58c5f70b3166af8e0d92113c804.html)
by Liu Qi (https://www.qcc.com/company_guquan?
keyNo=7434c58c5f70b3166af8e0d92113c804&name=%E5%9B%9B%E5%B7%9D%E5%
9B%BD%E6%9B%8C%E6%8A%95%E8%B5%84%E7%AE%A1%E7%90%86%E6%9C%89%
E9%99%90%E5%85%AC%E5%8F%B8), who we believe is CMRU “Planning Director”
Liu Qi, based on a LinkedIn (https://www.linkedin.com/in/%E5%A5%87-%E5%88%98-
009625115/?trk=org-employees_pro�le-result-card_result-card_full-click) pro�le with a
matching name and location.

https://www.qcc.com/firm_f0b7a8fe92f1b58509851d449d0f6b92.html
https://www.qcc.com/firm_1a8158c78701deab9fdc5366b6a22e2d.html
https://www.qcc.com/firm_8a77401f4a6750fa93913645589a4e58.html
https://www.qcc.com/company_kzr?keyNo=8a77401f4a6750fa93913645589a4e58&name=%E6%B1%9F%E8%A5%BF%E8%8D%A3%E6%B3%B0%E9%93%9C%E4%B8%9A%E6%9C%89%E9%99%90%E5%85%AC%E5%8F%B8
https://www.qichacha.com/firm_192b1fb4f0f44078a484ead3ff0953a7.html
https://www.qcc.com/firm_7434c58c5f70b3166af8e0d92113c804.html
https://www.qcc.com/company_guquan?keyNo=7434c58c5f70b3166af8e0d92113c804&name=%E5%9B%9B%E5%B7%9D%E5%9B%BD%E6%9B%8C%E6%8A%95%E8%B5%84%E7%AE%A1%E7%90%86%E6%9C%89%E9%99%90%E5%85%AC%E5%8F%B8
https://www.linkedin.com/in/%E5%A5%87-%E5%88%98-009625115/?trk=org-employees_profile-result-card_result-card_full-click
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Additionally, Sichuan Guozhao Investment Management Co., Ltd. previously used e-mail
addresses from a “@cmru.com.cn” domain name, further linking the phone number used
by Mianyang Copper to China Metal Resources Utilization.

(Source: Link (https://www.qcc.com/�rm_7434c58c5f70b3166af8e0d92113c804.html) & See
Appendix D)

4. Sichuan Baohe Supply Chain Management Co., Ltd. (四川保和供应链管理有限公司). This
entity is owned by an HK company called Hong Kong Baohe Resources Limited
(https://www.qcc.com/�rm_hb16f89baf9c4f6a86f3dc558e1e8bec.html). Yu Lili,
believed to be the Chairman’s daughter or close relative,[5] is a director at Hong Kong
Baohe. The entity’s secretary (https://www.slideshare.net/secret/DTrZKjj7SMeAGb),
Cheung Ying Kwan, is the same secretary for CMRU [77
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0429/ltn20190429756_c.pd
f)].

We do not think it is a coincidence that a multitude of entities associated with CMRU and its
Chairman were tied to Mianyang Copper.

In sum, we think insiders at CMRU were likely the ultimate bene�ciaries of the Mianyang
Copper acquisition, contrary to company disclosures.

https://www.qcc.com/firm_7434c58c5f70b3166af8e0d92113c804.html
https://www.qcc.com/firm_hb16f89baf9c4f6a86f3dc558e1e8bec.html
https://www.slideshare.net/secret/DTrZKjj7SMeAGb
https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0429/ltn20190429756_c.pdf
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Mor e Question ab le M&A: CM�U P aid HK�741 Million  to
Acq uir e a Newly For m ed En tity T h at Had Leased an
Ab andoned Factor y Mon th s Ear lier

Acquisition Target: Hubei Rongsheng Copper Co., Ltd. (湖北融晟金属 制品有限公司
(https://www.qcc.com/�rm_92d2bd2a98e6092034add68df50909e5.html))

Mianyang Copper is not the only newly-formed entity acquired by CMRU for astronomical
prices.

On February 7, 2018, CMRU entered into
(https://markets.businessinsider.com/news/stocks/china-metal-resources-announces-the-
acquisition-of-copper-products-manufacturer-value-link-1015161503) an agreement to
purchase 100% of the issued share capital of Value Link Developments Limited for an
aggregate maximum consideration of HK$741,175,000.

Value Link indirectly owned (https://markets.businessinsider.com/news/stocks/china-metal-
resources-announces-the-acquisition-of-copper-products-manufacturer-value-link-
1015161503) a 100% equity interest in Hubei Rongsheng Copper Co., Ltd. (“Rongsheng”).
Both were formed less than 4 months prior to the acquisition agreement. Value Link was
formed on October 27, 2017 [Pg. 6
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf)] and
Rongsheng was formed days earlier on October 17, 2017, according to Chinese Corporate
Filings.

(Source: Hubei Rongsheng Copper Co., Ltd. SAIC �ling)

Rongsheng seemed to have little in the way of assets at the time. The entity leased a factory
and equipment less than a month following its formation and leading up to the acquisition.
[Pg. 6-7
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf)]

https://www.qcc.com/firm_92d2bd2a98e6092034add68df50909e5.html
https://markets.businessinsider.com/news/stocks/china-metal-resources-announces-the-acquisition-of-copper-products-manufacturer-value-link-1015161503
https://markets.businessinsider.com/news/stocks/china-metal-resources-announces-the-acquisition-of-copper-products-manufacturer-value-link-1015161503
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf


5/18/2020 China Metal Resources Utilization: 100% Downside to This Zombie Company – Hindenburg Research

https://hindenburgresearch.com/cmru/ 21/34

According to the �nancials for Value Link at year-end 2017, just prior to the acquisition
announcement, the entity had total net assets of RMB 4.9 million and unaudited net pro�t
of RMB 1.55 million. [Pg. 7
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf)] In
other words, CMRU was acquiring a target at 138x net assets and 438x earnings.

Signs of undisclosed related party dealings

Rongsheng owns a 100% stake in an entity called Hubei Pangxin Nonferrous Metal Co., Ltd.
(湖北省庞鑫有色金属有限公司), according to Chinese corporate records from QCC.com
(https://www.qcc.com/�rm_6930a4fac85fd351ca2fadba95535b41.html). The same records
show that an individual named Yu Dongdong
(https://www.qcc.com/pl_pr613a834d127d8803ee34de2391512a.html) is listed as a
supervisor of that subsidiary. Given the matching surname and similar naming convention
to the CMRU Chairman/CEO’s other o�spring, we suspect Yu Dongdong is a family member.
The subsidiary was created after the acquisition, suggesting that the company may be
paying salary or other compensation to a family member without disclosure.

Our visit to the factory

Our investigators visited Hubei Rongsheng Copper Co’s address, which is on Buyun Road,
Economic Development Zone, Yunmeng County in Hubei province, per the company’s SAIC
�lings.

They visited during working hours within the past month. Here is a photo of the gate of the
factory:

https://www1.hkexnews.hk/listedco/listconews/sehk/2018/0207/ltn201802071147.pdf
https://www.qcc.com/firm_6930a4fac85fd351ca2fadba95535b41.html
https://www.qcc.com/pl_pr613a834d127d8803ee34de2391512a.html
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Local residents told our investigator that the factory used to belong to a company called
Yunmeng Xinshengyuan Copper. They were also told that the building was later abandoned,
but Rongsheng Copper inspected it and decided that it could be used, before signing a lease
in October 2017, right around the time of its formation.

Our investigators were told that production began in November 2017, but during the visit
they did not witness any freight trucks around the two entrances to the factory despite it
being working hours. (It is unclear whether the lack of activity was COVID-19 related or
otherwise).

Here is a side view of the same factory:

All told, we �nd it highly suspicious that the company paid HK$741 million to acquire a
newly-formed company with minimal assets that had just assumed a lease for an
abandoned factory.

Mor e Question ab le M&A: Acq uir in g a Newly-For m ed
P r o� tless Copp er  P r oducer  for  16x Net Assets

Acquisition Target: (Kaifeng) Chengxin Copper Co., Ltd. (开封市晟鑫铜业有限公司
(https://www.qcc.com/�rm_4c12185fa4212ce2a950fb30e8d614be.html))

On October 19, 2018, CMRU entered into
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf) an
agreement to purchase 100% of the issued share capital of Sky Harvest Global Limited for
aggregate maximum consideration of HK$509,164,969. The transaction closed in November

https://www.qcc.com/firm_4c12185fa4212ce2a950fb30e8d614be.html
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf
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2018. [Pg. 14
(http://www.cmru.com.cn/Upload/%E6%8A%95%E8%B5%84%E8%80%85%E5%85%B3%E7%
B3%BB/EW01636IR19-00263940171.pdf)]

Sky Harvest indirectly owned a 100% equity interest in Chengxin Copper Co., Ltd. [Pg.12
(http://www.cmru.com.cn/Upload/%E6%8A%95%E8%B5%84%E8%80%85%E5%85%B3%E7%
B3%BB/EW01636IR19-00263940171.pdf)]

The purchase price was determined after an “arms length” negotiation. [Pg. 6
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf)] The
owners were all described as being “independent third parties”.

Sky Harvest Global was another BVI-based entity formed one year prior to the acquisition,
on August 28  2017. [Pg. 7
(https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf)] It
had minimal assets, with net assets of only RMB 1.44 million at the time of announcement,
and had generated a loss of RMB 64,000 from the date of its incorporation prior to the
acquisition. The sellers agreed to assume some of the liabilities of the entity, resulting in
CMRU paying 16x net assets for the newly-formed loss generating enterprise.

P ar t III:  Other  Oddities Such  as A Stock  P r ice
T h at Seem s To Susp iciously Stick  To the �3
Level Even  Am idst Histor ic Volati lity

Question ab le Tr adin g:  CM�U’s Stock  App ear s To Have
Had A Bid At T he ~�3 Level for  Alm ost 4 Str aight Year s

Typically, stocks go up and down. That’s just what happens—stocks naturally have some
volatility.

But contrary to the normal machinations of the stock market, CMRU’s equity at times has
seemed about as smooth as a ball bearing.

th

http://www.cmru.com.cn/Upload/%E6%8A%95%E8%B5%84%E8%80%85%E5%85%B3%E7%B3%BB/EW01636IR19-00263940171.pdf
http://www.cmru.com.cn/Upload/%E6%8A%95%E8%B5%84%E8%80%85%E5%85%B3%E7%B3%BB/EW01636IR19-00263940171.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2018/1019/ltn201810191114.pdf
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(Source: Historical stock price data from FactSet)

For example, for the 398 trading day period between April 22  2016 to November 29
2017:

The stock averaged $3.05, and never went above $3.22 or below $2.94.
The stock never once deviated by more than 5.75% from its average price of $3.05 in
the period.
The stock never had a daily gain of more than 5%, or a daily loss of more than 2.92%.

We believe that such a lack of price discovery is beyond improbable – especially when we
consider that during that 398 trading day span, numerous material events occurred that
would normally have a meaningful impact on even the most illiquid company’s stock price:

1. 4/28/2016: The company released
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf)
its annual report, which detailed a 53% y/y decline in revenue, and an RMB 751
million swing from pro�tability of RMB 248 million to a loss of RMB 503 million.

2. 8/11/2016: The company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0811/ltn20160811715.pdf)
an o�ering of 135 million shares after hours, diluting
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0817/ltn20160817684.pdf)
existing shareholders by 6.41%. The closing price �nished up 1.97% the following day.

3. 8/31/2016: The company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0831/ltn201608311081.pdf

nd th

https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0428/ltn20160428387.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0811/ltn20160811715.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0817/ltn20160817684.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0831/ltn201608311081.pdf
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) interim results showing further losses after hours. The stock �nished the next day up
a penny, or 0.31%.

4. 11/24/2016: The company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/1124/ltn20161124589.pdf)
an intention to issue HK$200 million in convertible bonds after hours. The stock
�nished down just 0.66% the next day.

5. 03/30/2017: The company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0330/ltn201703301033.pdf
) its annual results after hours, showing a 175% revenue increase and a loss of RMB
310.8 million. The stock closed unchanged the following day.

6. 06/01/2017: The company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0601/ltn201706012302.pdf
) an equity o�ering of 74 million shares after hours, diluting existing shareholders by
3.1%. The stock �nished the following day down just 2 cents, or 0.66%.

7. 7/21/2017: The company issued a surprise announcement
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0721/ltn20170721714.pdf)
after hours that it expected it would report a pro�t, compared to the losses in the
previous period. The stock �nished the day up three cents, or 1.01%.

8. 8/31/2017: The company announced
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0831/ltn201708311211.pdf
) interim results after hours showing a 187% surge in revenue from the prior
comparable period, and a swing to pro�tability. The stock �nished the following day up
6 cents, or 2%.

The price movement (or lack thereof) reminds us of the trading in another company we
recently wrote about (https://hindenburgresearch.com/yangtze-river-port-logistics-total-
zero-on-the-ground-research-shows-assets-appear-to-be-largely-fabricated/) for its
questionable business practices, Yangtze River Port and Logistics.

In that instance, we had identi�ed a period of four months where the stock appeared to
have non-stop support, despite (i) the company delaying its earnings (ii) the release of a
critical Barron’s article (https://www.barrons.com/articles/a-troubled-chinese-company-is-
seeking-a-lifeline-from-u-s-investors-1535369739) (iii) the cancellation of a major deal and
(iv) an earnings announcement, among other developments.

https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0831/ltn201608311081.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2016/1124/ltn20161124589.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0330/ltn201703301033.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0601/ltn201706012302.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0721/ltn20170721714.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0831/ltn201708311211.pdf
https://hindenburgresearch.com/yangtze-river-port-logistics-total-zero-on-the-ground-research-shows-assets-appear-to-be-largely-fabricated/
https://www.barrons.com/articles/a-troubled-chinese-company-is-seeking-a-lifeline-from-u-s-investors-1535369739
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Yangtze River ultimately plummeted 99% and was de-listed
(https://www.sec.gov/Archives/edgar/data/1487843/000121390019010049/f8k052919_yangt
zeriver.htm) after FINRA alleged that the Company was involved in an e�ort to arti�cially
support its stock price with three brokerage accounts registered in the names of
individuals who appeared to be neighbors of the company’s CEO.

We have seen a parallel lack of price movement in other companies, primarily China-based,
that eventuate a complete collapse in the stock (e.g.: Deer Consumer Products, Tech Pro
Technologies, et al (https://ftalphaville.ft.com/2018/09/26/1537955977000/Hong-Kong-s-
sudden-equity-collapse-syndrome/).)

CMRU exhibits this same pattern, and we expect it will result in the same fate for
shareholders. Since early February, the stock has mysteriously found a �oor around the
same $3 price level.  

After all, what are the odds that a copper recycling business is somehow “immune” to the
global recession that has shocked markets and the global economy over the last 3 months
as a result of the coronavirus?

CM�U’s Fr iendly Relation sh ip  with  T he P r ovincial
Gover n m en t Has Kep t it (Bar ely) A� oat

Chairman/CEO Yu Jianqiu has been the recipient of a remarkable amount of government
support since launching CMRU, which has historically enabled this zombie company to
continue lurching along.

https://www.sec.gov/Archives/edgar/data/1487843/000121390019010049/f8k052919_yangtzeriver.htm
https://ftalphaville.ft.com/2018/09/26/1537955977000/Hong-Kong-s-sudden-equity-collapse-syndrome/
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Recently, Jianqiu agreed to sell his personal shares
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1129/2019112900870.pdf) of the
company to state-owned enterprise Sichuan Provincial Investment Group Co., Ltd. at a price
tag amounting to HK$2 billion. This is a remarkable sum of money for shares that in our
view seem quite obviously worthless.

Beyond the government directly enriching the company’s founder, CMRU has received RMB
1.1 billion in subsidies and grants since 2010, when it began reporting �nancials, according
to its annual �lings. In 2019 alone, the company received RMB 299.7 million of local
government subsidies and grants that were described as being “unconditional” or with “no
speci�c conditions”.[6] [Pg. 15
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)] This
essentially amounts to free money:

Beyond the local government’s annual free-money giveaway to CMRU, it also held a
signi�cant equity stake in the company. Per the 2019 interim report, state-owned enterprise
Mianyang Science Technology City Development Investment Group
(http://www.mysdic.com/index.html) (绵阳科技城发展投资（集团）有限公司
(https://www.qcc.com/�rm_ac3d3f3febdd511b41a39a08b7622b38.html)) held 11.87% of the
outstanding equity of CMRU. [Pg. 20
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0904/ltn20190904533.pdf)][7]

Lastly, as noted above, the same Mianyang state-owned investment group loaned the
company RMB 300 million that has apparently been due since 2016. [Pg. 27
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

Governments make lousy capital allocation decisions all the time, but this strikes us as next-
level. Why would the government pay HK $2 billion to buy the equity from a founder that is
already late on his government debt after burning through his annual free cash windfalls

https://www1.hkexnews.hk/listedco/listconews/sehk/2019/1129/2019112900870.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
http://www.mysdic.com/index.html
https://www.qcc.com/firm_ac3d3f3febdd511b41a39a08b7622b38.html
https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0904/ltn20190904533.pdf
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
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from the government?

Note that CMRU only employs 847 people, per its latest annual report, suggesting that the
issue is beyond just mere job protection. [Pg. 33
(https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf)]

We can only wonder.

Conclusion :  100% Down side

We believe that China Metal Resources Utilization will su�er a similar fate to its predecessor,
Gushan: a near-total annihilation of shareholder value. We have a price target of zero.

Disclosur e:  We ar e shor t sh ar es of  CM�U (1636.HK)

App endix A:  11 Com p an ies T h at Sh ar e P hone Num b er s
With  Mianyan g Zh aofen g Copp er

The eleven companies that share the same phone number (numbers are behind a paywall
at QCC.com (https://www.qcc.com/�rm_f0b7a8fe92f1b58509851d449d0f6b92.html)):

https://www1.hkexnews.hk/listedco/listconews/sehk/2020/0330/2020033002499.pdf
https://www.qcc.com/firm_f0b7a8fe92f1b58509851d449d0f6b92.html
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App endix B:  Sichuan  West Kowloon  Investm en t Co., Ltd

The Sichuan West Kowloon Investment Co. e-mail and addresses are shared with Mianyang
Zhaofeng:

Sichuan West Kowloon Investment Co., Ltd is owned by Yu Yanyan (95%) and Yu Jiajia (5%),
CMRU’s Chairman/CEO’s daughters:

(Source: QCC.com (https://www.qcc.com/�rm_1a8158c78701deab9fdc5366b6a22e2d.html))

App endix C:  Jian gxi  Ron gtai  Copp er  Co., Ltd.  (江西荣泰铜
业有限公司) Owner sh ip  Ch ar t

https://www.qcc.com/firm_1a8158c78701deab9fdc5366b6a22e2d.html
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(Source: QCC corporate records (https://www.qcc.com/company_guquan?
keyNo=8a77401f4a6750fa93913645589a4e58&name=%E6%B1%9F%E8%A5%BF%E8%8D%A
3%E6%B3%B0%E9%93%9C%E4%B8%9A%E6%9C%89%E9%99%90%E5%85%AC%E5%8F%B8))

App endix D:  CM�U E-m ail Addr esses Associated with
Sichuan  Guozh ao Investm en t Man agem en t Co., Ltd.

(Source: QCC corporate records
(https://www.qcc.com/�rm_7434c58c5f70b3166af8e0d92113c804.html))

App endix E:  Yu Lili  Sh ar ed a Residen tial Addr ess With
CM�U’s Ch air m an’s Daughter s, Yu Yanyan  and Yu Jiajia

https://www.qcc.com/company_guquan?keyNo=8a77401f4a6750fa93913645589a4e58&name=%E6%B1%9F%E8%A5%BF%E8%8D%A3%E6%B3%B0%E9%93%9C%E4%B8%9A%E6%9C%89%E9%99%90%E5%85%AC%E5%8F%B8
https://www.qcc.com/firm_7434c58c5f70b3166af8e0d92113c804.html
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(Source: 1 (https://www.slideshare.net/secret/6BbJoxiTR6UZei), 2
(https://www.slideshare.net/secret/uTSDYBYFeeJvpg), 3
(https://www.slideshare.net/secret/9epzAs7vGrSt3B))

Legal Disclaim er

https://www.slideshare.net/secret/6BbJoxiTR6UZei
https://www.slideshare.net/secret/uTSDYBYFeeJvpg
https://www.slideshare.net/secret/9epzAs7vGrSt3B
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Use of Hindenburg Research’s research is at your own risk. In no event should Hindenburg
Research or any a�liated party be liable for any direct or indirect trading losses caused by any
information in this report. You further agree to do your own research and due diligence, consult
your own �nancial, legal, and tax advisors before making any investment decision with respect to
transacting in any securities covered herein. You should assume that as of the publication date of
any short-biased report or letter, Hindenburg Research (possibly along with or through our
members, partners, a�liates, employees, and/or consultants) along with our clients and/or
investors has a short position in all stocks (and/or options of the stock) covered herein, and
therefore stands to realize signi�cant gains in the event that the price of any stock covered herein
declines. Following publication of any report or letter, we intend to continue transacting in the
securities covered herein, and we may be long, short, or neutral at any time hereafter regardless
of our initial recommendation, conclusions, or opinions. This is not an o�er to sell or a
solicitation of an o�er to buy any security, nor shall any security be o�ered or sold to any person,
in any jurisdiction in which such o�er would be unlawful under the securities laws of such
jurisdiction. Hindenburg Research is not registered as an investment advisor in the United States
or have similar registration in any other jurisdiction. To the best of our ability and belief, all
information contained herein is accurate and reliable, and has been obtained from public
sources we believe to be accurate and reliable, and who are not insiders or connected persons of
the stock covered herein or who may otherwise owe any �duciary duty or duty of con�dentiality
to the issuer. However, such information is presented “as is,” without warranty of any kind –
whether express or implied. Hindenburg Research makes no representation, express or implied,
as to the accuracy, timeliness, or completeness of any such information or with regard to the
results to be obtained from its use. All expressions of opinion are subject to change without
notice, and Hindenburg Research does not undertake to update or supplement this report or any
of the information contained herein.

[1] HK$539 million IPO
(https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0316/ltn20140316041.pdf) [Pg.
318 (https://www1.hkexnews.hk/listedco/listconews/sehk/2014/0211/ltn20140211009.pdf)]
+ HK$252.7 million convertible bond
(https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0413/ltn201504131106.pdf) +
HK$348 million secondary [1
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0811/ltn20160811715.pdf),2
(https://www1.hkexnews.hk/listedco/listconews/sehk/2016/0817/ltn20160817684.pdf)] +
HK$250 million convertible bond
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0412/ltn201704121256.pdf) +
HK$194 million secondary [1
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0612/ltn20170612484.pdf),2
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0601/ltn201706012302.pdf)] +
HK$600 million convertible bonds [1
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0731/ltn20170731992.pdf),2
(https://www1.hkexnews.hk/listedco/listconews/sehk/2017/0811/ltn20170811932.pdf)] +
HK$365 million secondary
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https://www1.hkexnews.hk/listedco/listconews/sehk/2015/0413/ltn201504131106.pdf
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(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0429/ltn20190429755.pdf) +
HK$19.5 million warrant exercise
(https://www1.hkexnews.hk/listedco/listconews/sehk/2019/0429/ltn20190429755.pdf).

[2] See Appendix A for a list of all 11 organizations

[3] See Appendix B for screenshots

[4] See Appendix C for organization chart

[5] Yu Lili shares the same surname as the Chairman and shares a residential address with
the chairman’s daughters, Yu Jiajia and Yu Yanyan. See Appendix E.

[6] The subsidies are provided annually by the Youxian District Finance Bureau in Mianyang
City, Sichuan Province and grants were described as “local government grants received by
operating subsidiaries” of the company.

[7] It is unclear whether the equity holding has changed given that the latest fully audited
annual report has yet to be released.
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