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Base case Bear case

In Rmb tn Balance Previous Bring back Adjusted RWA Adjusted RWA

RW to B/S RW adjustment RW adjustment
Off B/S WMP
NSCA 3.6 0% Yes 100% 3.6 100% 3.6
Private equity (implied buyback) 0.4 0% Yes 100% 0.4 100% 0.4
Public equity & others 7.8 0% No
Corporate bond 7.6 0% No
Govn't bond 1.8 0% No
MMF, cash and deposit 3.1 0% No
On B/S
On B/S WMP NSCA 1.2 50% Yes 50% 0.0 100% 0.6
Other on B/S NSCA 6.9 50% Yes 50% 0.0 100% 34
Other adjustment % of total WMP
Interbank WMP adjustment 3.3 25% 1% -0.1 -0.1
Total RWA adjustment 3.9 7.9
RWA impact (assume 3 years to materialize) -1.3 -2.6

In Rmb tn Balance

provision to B/S provision adjustment provision adjustment
ratio ratio

Off B/S WMP
NSCA 3.6 0% Yes 2.5% 0.1 2.5% 0.1
Private equity (implied buyback) 0.4 0% Yes 2.5% 0.0 2.5% 0.0
Public equity & others 7.8 0% No
Corporate bond 7.6 0% No
Govn't bond 1.8 0% No
MMF, cash and deposit 3.1 0% No
On B/S (Assumption: = industry NPL)
On B/S WMP NSCA 1.2 1.7% Yes 2.5% 0.0 2.5% 0.0
Other on B/S NSCA 6.9 1.7% Yes 2.5% 0.1 2.5% 0.1
Total provision adjustment 0.16 0.16
Annual provision impact (assume 3 years to materialize) 0.05 0.05
NPAT impact -0.04 -0.04
Capital impact -0.03 -0.03
RWA Impact -0.38 -0.38

Previous Bring back Adjusted

RWA Adjusted

RWA

BRIRERITH A = FaIEKIM PR
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ZTT B DA 7= ok o

B3k 6: MRIBITHR D FMABFZ L —RER, WEBTHES
MBS DA R = 48 2977 12 7T

FY17 Current Recognize >90D overdue as NPL RWA at YE17 (Rmb tn) 122.7
Rmb tn unless stated Base case Bear case Industry ROE in 2017 12.6%
(R 3.09 362 547 L , o
NPL 171 301 301 Dividend payout ratio 25%
>90D overdue 1.31 0.00 0.00 RWA growth in FY18 9.4%
LLRINPL (%) 181% 120% 181% RWA at YE18 (Rmb tn, GSe) 134.3
LLR shortfall 0.52 2.37
Additional provision (3 year to digest) 0.17 0.79 Case 1 Case 2
Impact on NPAT -0.13 -0.59 Average CT1 % 9.87% 10.75%
Impact on CT1 -0.09 -0.42 Excess CT1 % 1.87% 2.75%
RWA impact -0.93 421 Excess CT1 23 3.4
Able to boost RWA by 28.7 42.2
FNBIZETEE A= ErERBIATERI0A U LB, ErRELS T BR1 = EFRINARTENBIGE, B82=-EFRTEAGHELE
gg%%ﬁ%ﬁ%g%@wzm%, BEOORM L HBME N EE ” - ’
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4Q16 broad credit 4Q17 broad Eroad Minimum Macro prudential  4Q17 Reported CAR B Rating CAR MPA Macro CAR
CAR (A Rating CAR) 9 Test

credit CAR SIFls CAR Reserve CAR Countercycle CAR

bt EEBEIEY o e

f=beta*(a-CPI-

o
GDP) h=g+4%

ICBC 21,888 23,812 8 8.0% A
ccB 18,960 19,865 4.8% 8.0% 1.0% 2.5% 0.0% 15.5% 19.5% A
BOC 15,898 17,187 8.1% 8.0% 1.0% 2.5% 0.0% 14.2% 18.2% A
PSBC 7,475 8,109 8.5% 8.0% 1.0% 2.5% 0.0% 12.5% 16.5% A
BoCom 7,830 8,446 7.9% 8.0% 1.0% 25% 0.0% 14.0% 18.0% A
CcmB 7,230 7,343 1.6% 8.0% 1.0% 2.5% 0.0% 15.5% 19.5% A
Huaxia 2,713 2,840 47% 8.0% 1.0% 2.5% 0.0% 12.4% 16.4% A
PAB 3,108 3,148 1.3% 8.0% 1.0% 2.5% 0.0% 11.2% 15.2% B
Industrial 6,310 6,652 5.4% 8.0% 1.0% 2.5% 0.0% 12.2% 16.2% A
CQRCB 803 888 10.7% 8.0% 1.0% 25% 22% 13.0% 17.0% B
BONB 926 920 -0.7% 8.0% 1.0% 2.5% 0.0% 13.6% 17.6% A
BONJ 1,205 1,245 3.3% 8.0% 1.0% 2.5% 0.0% 12.9% 16.9% A
CEB 4,382 4,183 -4.5% 8.0% 1.0% 2.5% 0.0% 13.5% 17.5% A
BRPRIR: R17. RS, NRHE SRERREWR
2] . — LA AR 1S
B3k 8: 12 A BRI &R X B At 58
HZE7H9H
Ticker Bank PCY Close Price TP Rating Methodology  Risk
H-share banks
1398.HK ICBC (H) HK$ 5.61 8.5 Buy 19E P/PPOP  Failure of Fintech transformation and therefore surpassed by other banks or Fintech companies; worse-
than-expected NPLs; slower-than-expected NIM expansion resulting in a drag in bottom line
3988.HK BOC (H) HK$ 3.69 4.7 Neutral 19E P/PPOP  Upside: operation cost reduction and efficiency improvement.
Downside: worse-than-expected NPLs, significant downturn in the overseas market
0939.HK CCB (H) HK$ 6.94 10.8 Buy* 19E P/PPOP 1) Policy tightening and economic slowdown, 2) weaker-than-expected asset quality and thus higher-than-
expected credit costs.
3328.HK BoCom (H) HK$ 5.55 6.3 Sell 19E P/PPOP  Lower-than-expected funding cost; better-than-expected asset quality; higher operating efficiency with lower
CIR

3968.HK CMB (H) HK$ 28.00 42.2 Buy 19E P/PPOP 1) With one of the highest off-B/S WMP as a percentage of deposits in our China Banks coverage, CMB
could be susceptible to over tightening on any WMP issuance. 2) Weaker-than-expected asset quality and
thus higher-than-expected credit costs.

6818.HK CEB (H) HK$ 3.32 4.0 Neutral 19E P/PPOP  Upside: better-than expected net interest margin and faster deposit growth; stronger capital position.
Downside: worse-than-expected asset quality and slower fee income growth

1658.HK PSBC HK$ 4.94 6.4 Neutral 19E P/PPOP  Faster-/slower-than-expected A share listing; tighter-/looser-than-expected interbank liquidity; more/less
product-side innovation for revenue diversification.
3618.HK CQRCB HK$ 4.44 6.8 Neutral 19E P/PPOP  Upside: better-than expected net interest margin and asset quality. Downside: worse-than-expected NPLs;

surprise slowdown of Chongging economy
A-share banks

601398.8S  ICBC (A) Rmb 5.53 7.7 Buy 19E P/PPOP  Failure of Fintech transformation and therefore surpassed by other banks or Fintech companies; worse-
than-expected NPLs; slower-than-expected NIM expansion resulting in a drag in bottom line

601988.SS  BOC (A) Rmb 3.75 44 Neutral 19E P/PPOP  Upside: operation cost reduction and efficiency improvement.
Downside: worse-than-expected NPLs, significant downturn in the overseas market

601939.8S CCB (A) Rmb 6.81 9.9 Buy 19E P/PPOP 1) Policy tightening and economic slowdown, 2) weaker-than-expected asset quality and thus higher-than-
expected credit costs.

601328.SS BoCom (A) Rmb 5.95 6.0 Sell 19E P/PPOP  Lower-than-expected funding cost; better-than-expected asset quality; higher operating efficiency with lower
CIR

600036.SS CMB (A) Rmb 26.95 38.2 Buy 19E P/PPOP 1) With one of the highest off-B/S WMP as a percentage of deposits in our China Banks coverage, CMB
could be susceptible to over tightening on any WMP issuance. 2) Weaker-than-expected asset quality and
thus higher-than-expected credit costs.

601818.SS  CEB (A) Rmb 3.68 3.9 Sell 19E P/PPOP  Upside: better-than expected net interest margin and faster deposit growth; stronger capital position.

601166.SS  Industrial Rmb 14.46 20.5 Buy 19E P/PPOP  China macro hard landing; accelerated deposit rate deregulation; further tightening on interbank
business; higher than expected interbank rates; slower than expected asset growth; worse than expected

NPL.

000001.8Z PAB Rmb 9.03 17.5 Buy* 19E P/PPOP  Slower-than-expected loan growth, worth-than-expected asset quality, funding cost hike on higher deposit
rates

600015.8S  Hua Xia Rmb 7.39 9.4 Neutral 19E P/PPOP  Upside: Better-than-expected asset growth, asset quality and franchise improvement
Downside: Macro slowdown, further deterioration in asset quality.

002142.SZ BONB Rmb 16.96 223 Neutral 19E P/PPOP  Upside: Capital replenishment; Downside: macro slowdown in Ningbo area, worse-than-expected asset
quality.

601009.SS BONJ Rmb 7.71 9.3 Neutral 19E P/PPOP  Upside: Capital replenishment, faster-than-expected NIM expansion; Downside: macro slowdown in Nanjing

area, worse-than-expected asset quality.
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X RERFLE
%, Ph.D: FRESR. BEFH, CFA: ARSE. PEFE.

ARRZR: China Galaxy Securities Co. (A). China Merchants Securities Co. (A). CITIC Securities Co.(A). Everbright Securities Co. (A). GF
Securities Co. (A). Guotai Junan Securities Co. (A). Haitong Securities Co. (A). Huatai Securities Co. (A). Orient Securities Co. (A).

FE%E: China Galaxy Securities Co. (H). China International Capital Corp.. China Merchants Securities Co. (H). CITIC Securities Co. (H). CSC
Financial Co.. Everbright Securities Co. (H). GF Securities Co.(H). Guotai Junan Securities Co. (H). Haitong Securities Co. (H). Huatai Securities
Co. (H). Orient Securities Co. (H).

FE&RL: Agricultural Bank of China (A). Agricultural Bank of China (H). Bank of China (A). Bank of China (H). Bank of Communications (A).
Bank of Communications (H). Bank of Nanjing. Bank of Ningbo. China CITIC Bank (A). China CITIC Bank (H). China Construction Bank (A).
China Construction Bank (H). China Everbright Bank (A). China Everbright Bank (H). China Merchants Bank (A). China Merchants Bank (H).

Chonggqing Rural Commercial Bank, Hua Xia Bank. ICBC (A). ICBC (H). Industrial Bank. LexinFintech Holdings. Ping An Bank Co.. Postal

Savings Bank of China Co.. Shanghai Pudong Development Banko
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RENTRABMNEMKEEIE: China Construction Bank (A) (Rmb6.77). China Construction Bank (H) (HK$6.99). ICBC (A) (Rmb5.52). ICBC (H)
(HK$5.65)
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