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Bank of China (601988 CH) e

Outstanding margin and asset quality trend

Target Price RMB 4.70
Up/Downside +33.1%
Current Price RMB 3.53

On 30 Aug, BOC reported 1H19 net profit of RMB 114bn, up 4.5% YoY and
accounting for 60.4%/62.9% of CMBIS/consensus full-year estimates. 1H19
PPoP had a decent growth of 8.1% YoY, driven by strong trading/investment
gains and better cost efficiency, despite a softer net interest income growth. In
2Q19, the Bank set aside less provisions, offsetting a YoY surge in tax

China Banking Sector

Terry Sun, CFA

expenses. Therefore, bottom-line earnings growth accelerated to 5.0% YOoY in (852) 3900 0836
2Q19 (vs 4.0% YoY in 1Q19). We initiate coverage on BOC A-share with terrysun@cmbi.com.hk
BUY rating.
Karen Sui
B Results positive: 1) 2Q19 NIM edged up 2bp QoQ to 1.84%, vs a (852) 3761 8775
downward margin trend for other large banks. This was attributed to suixiaomeng@cmbi.com.hk

optimized asset mix and strict control in liability cost, according to
management’s explanation during results briefing; 2) Demand deposit rose

7.2% HoH, faster than total deposit growth of 5.5% HoH. In particular, retail Stock Data

demand deposits expanded 11.5% HoH. The proportion of total demand Mkt Cap (RMB mn) 971,961

deposit climbed 0.8ppt HoH to 49.5%; 3) Asset quality improved notably, Avg 3 mths t/o (RMB mn) 331.67
lid 2bp QoQ to 1.40%, lowest among the Big-5 banks. Both special 22w HighfLow (RMB) 4.06/3.46

as NPL st P ) ’ g, . 9 ’ p ™ Total Issued Shares (mn) 210,766 (A)

mention and overdue loans saw double-decline in 2Q19. NPL recognition 83,622 (H)

was more stringent, as NPLs covered 135.9% of >90-day overdue loans and Source: Bloomberg

98.5% of total overdue loans (vs 123.5% and 75.9% in 4Q18); 4) CAR was

supported by multi-channel capital replenishment. BOC issued RMB Shareholding Structure

- , Huijin 64.63%
40bn perpetual bonds and RMB 73b preference share in 1H19, boosting CSFC 2.92%
total CAR by 36bp HoH to 15.3%. SolicedCompanyjcata

Share Performance
Absolute Relative

B Results negative: 1) Provision coverage dropped 7.1lppt to 177.5%,

lower than Big-5 average of 208%, indicating less buffer to hold up earnings 1-mth 4.6% -3.0%
should topline growth weakens. 2) Net fee income growth slowed to 3.6% 3-mth -8.1% -11.1%
YoY in 2Q19, dragged by falling fees on credit commitment and foreign 6-mth -8.1% -11.0%
exchange businesses. 3) 1H19 annualized ROE declined 0.7ppt to 14.6%, Source: Bloomberg

as net profit growth remained subdued at 4.5% YoY. 12-mth Price Performance

(RMB)

B [nitiate BOC-A with BUY rating and RMB 4.7 TP. BOC-A currently trades 45 Teomesen T SHSE0 (ebesed
at 0.63x FY19E P/B, 11% below its past 5-year mean of 0.71x. Our TP of 20
RMB 4.7 is based on GGM-derived target P/B of 0.84x and FY19E BPS of a5
RMB 5.6.
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Earnings Summary

20 +

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E MEEE  CEE Bmd [ ED  ImD
Operating income (RMB mn) 461,154 486,798 536,026 572,547 615,568 Source: Bloomberg

Net profit (RMB mn) 172,407 180,086 189,224 200,490 214,094

EPS (RMB) 0.56 0.59 0.62 0.66 0.70 Auditor: PwC

EPS CHG (%) 4.9 4.6 5.3 6.2 7.0

P/E (x) 6.3 6.0 5.7 5.4 5.0

P/B (x) 0.74 0.69 0.63 0.58 0.53 Related Reports

Dividend yield (%) 5.0 5.2 5.5 58 6.2 Well positioned for USD rate hike cycle —
ROE (%) 12.2 11.9 11.5 11.3 11.1 29 Aug 2018

NPL ratio (%) 1.45 1.42 1.43 1.45 1.46

Provision coverage (%) 159 182 192 201 212

Source: Company data, CMBIS estimates
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Figure 1: 1H19 results summary

(RMB mn)

P&L 1H18 1H19 YoY 2Q18 2Q19 YoY
Net interest income 172,451 181,684 5.4% 88,577 92,303 4.2%
Net fee and commission income 48,188 50,564 4.9% 22,406 23,209 3.6%
Operating income 243,518 263,312 8.1% 117,432 122,306 4.2%
Operating expense (74,168) (77,754) 4.8% (30,771) (30,096) -2.2%
PPoP 169,350 185,558 9.6% 86,661 92,210 6.4%
Impairment losses (28,270) (33,670) 19.1% (12,775) (6,335) -50.4%
Pre-tax profit 141,080 151,888 7.7% 73,886 85,875 16.2%
Income tax (26,386) (31,116) 17.9% (10,886) (19,553) 79.6%
Net profit 109,088 114,048 4.5% 60,087 63,083 5.0%
B/S 4Q18 2Q19 HoH 1Q19 2Q19 QoQ
Gross loans 11,819,272 12,569,734 6.3% 12,260,376 12,569,734 2.5%
Customers' deposits 14,595,788 15,392,934 5.5% 15,207,131 15,392,934 1.2%
Total assets 21,267,275 22,266,024 4.7% 21,616,555 22,266,024 3.0%
NPLs 166,941 175,899 5.4% 173,083 175,899 1.6%
Key ratios 1H18 1H19 YoY 1Q19 2Q19 QoQ
NIM 1.88% 1.83% -5bp 1.82% 1.84% 2bp
ROE 15.5% 14.8% -0.7ppt 13.2% 16.1% 2.8ppt
NPL ratio 1.43% 1.40% -3bp 1.42% 1.40% -2bp
Provision coverage 163.9% 177.5% 13.6ppt 184.6% 177.5% -7.1ppt
LDR 81.3% 81.7% 0.3ppt 80.6% 81.7% 1.0ppt
CET-1 CAR 11.0% 11.2% 22bp 11.4% 11.2% -17bp

Source: Company data, CMBIS

Figure 2: Quarterly NIM of BOC Figure 3: NPL ratio and provision coverage of BOC
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Valuation

We use Gordon Growth Model to derive the TP for BOC-A. Our key assumptions include:
1) Cost of equity of 12.5%, 2) Sustainable ROE of 11.0%; 3) Long-term growth rate of
3.0%. Our TP of RMB 4.7 is based on a target P/B of 0.84x and FY19E BVPS of RMB 5.6.

Figure 4: Peers valuation for A-share China banks

Mkt. Cap  Avg 3M Price P/B (x) P/E (x) Dvd yield (%) ROE (%)

Company Ticker (US$mn) (US$mn) (RMB) FY19E FY20E FY19E FY20E FY19E FY20E FY19E FY20E
Nationwide SOE & joint-stock banks

ICBC 601398 CH 258.0 122.2 5.39 0.77 0.71 6.2 5.9 4.9 5.2 12.9 124
CcB 601939 CH 187.7 71.6 6.90 0.82 0.75 6.5 6.2 4.7 4.9 13.2 12.7
ABC 601288 CH 163.7 107.2 3.40 0.67 0.62 5.6 5.3 54 5.7 12.4 12.0
BoCom 601328 CH 52.6 55.2 5.41 0.57 0.53 5.3 5.1 5.7 6.0 11.0 10.6
CMB 600036 CH 119.8 216.5 34.28 1.49 1.32 9.6 8.6 3.1 35 16.3 16.3
CITIC 601998 CH 344 15.0 5.59 0.62 0.57 5.9 5.7 4.3 4.6 10.7 10.4
MSB 600016 CH 343 48.9 5.81 0.57 0.52 4.9 4.6 54 5.6 12.0 11.6
CEB 601818 CH 26.2 37.7 3.76 0.62 0.58 5.6 5.2 4.8 5.2 11.3 11.2
PAB 000001 CH 34.0 1721 14.16 0.98 0.88 8.9 7.8 11 1.3 11.6 11.8
SPDB 600000 CH 46.3 51.0 11.28 0.67 0.60 5.6 5.2 3.3 35 12.4 12.0
IND 601166 CH 49.9 178.6 17.17 0.72 0.65 5.5 51 4.3 4.8 13.6 13.3
HXB 600015 CH 15.6 13.6 7.24 0.51 0.45 5.2 4.9 31 34 10.0 9.3
Average 0.74 0.67 6.2 5.8 4.3 4.5 12.2 11.9

Regional city & rural commercial banks

Bank of Beijing 601169 CH 15.5 30.5 5.25 0.58 0.54 5.3 4.8 5.2 5.9 11.0 10.9
Bank of Shanghai 601229 CH 17.9 32.2 9.02 0.76 0.67 6.2 5.2 4.8 55 12.8 13.3
Bank of Nanjing 601009 CH 9.3 45.1 7.80 0.84 0.74 5.3 4.6 5.1 5.9 16.0 16.1
Bank of Ningbo 002142 CH 17.8 56.0 22.84 1.55 1.33 9.1 7.7 2.1 2.4 17.1 17.5
Bank of Jiangsu 600919 CH 10.8 19.5 6.68 0.65 0.59 5.4 4.8 5.1 4.9 15.0 15.1
Bank of Guiyang 601997 CH 3.7 13.9 8.20 0.75 0.64 3.9 35 3.7 4.2 16.3 15.6
Bank of Hangzhou 600926 CH 5.7 15.7 7.98 0.78 0.71 6.9 5.8 3.6 4.2 10.8 11.3
Bank of Chengdu 601838 CH 4.1 14.9 8.19 0.84 0.73 5.3 4.5 5.0 5.8 16.5 17.1
JYRCB 002807 CH 1.3 3.9 4.30 0.81 0.76 9.8 9.0 2.2 2.3 7.9 8.0
WXRCB 600908 CH 1.3 4.1 5.21 0.84 0.77 8.0 7.1 2.5 2.7 11.2 11.4
CSRCB 601128 CH 2.8 18.8 7.37 1.20 1.07 10.3 8.7 2.8 33 12.8 13.1
WJIRCB 603323 CH 1.3 8.8 5.10 0.82 0.77 9.4 8.3 2.9 3.3 8.9 8.9
ZJGRCB 002839 CH 1.3 8.4 5.32 0.94 0.87 10.4 9.2 - - 9.3 -

Average 0.87 0.78 7.3 6.4 3.8 4.2 12.7 13.2

Source: Bloomberg, CMBIS

Figure 5: BOC’s A/H valuation premium (discount) Figure 6: P/B vs ROE for A-share China banks
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Financial Summary

Income Statement Key Ratio
YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E

Interest income 622,616 687,900 771,650 825,658 886,572 Op.income mix

Interest expenses (284,227) (328,194) (361,907) (386,848) (412,703) Net interestincome 73% T74% T6% T1% T7%
Net interest income 338,389 359,706 409,743 438,810 473,870 Net fee income 19% 18% 17% 17% 16%
Net fee income 88,691 87,208 91,568 96,147 100,954 Others 7% 8% 6% 7% 7%
Others 34,074 39,884 34,715 37,590 40,744 Total 100% 100% 100% 100% 100%
Operating income 461,154 486,798 536,026 572,547 615,568
Operating expenses (151,252) (159,971) (175,802) (188,880) (203,671) Growth, YoY
PPoP 309,902 326,827 360,224 383,667 411,896 Net interest income 10.6% 6.3% 13.9% 7.1% 8.0%
Provision (88,161) (99,294) (120,312) (128,691) (138,901) Net fee income 0.0% -1.7% 5.0% 5.0% 5.0%
Operating profit 221,741 227,533 239,912 254,976 272,995 Operating income -1.6% 5.6% 10.1% 6.8% 7.5%
Non-operating income 1,162 2,110 2,110 2,110 2,110 PPoP -0.2% 5.5% 10.2% 6.5% 7.4%
Pre-tax profit 222,903 229,643 242,022 257,086 275,105 Net profit 48% 45% 51% 6.0% 6.8%
Income tax expenses (37,917) (37,208) (39,214) (41,655) (44,574) Gross loans 9.3% 85% 8.0% 8.0% 8.0%
Minority interests (12,579) (12,349) (13,584) (14,942) (16,437) Customer deposits 53% 9.9% 8.0% 8.0% 8.0%
Net profit 172,407 180,086 189,224 200,490 214,094

Efficiency

Cost-to-income ratio  31.8% 31.9% 31.6% 31.8% 31.9%
Balance Sheet

YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E Asset quality

Due from central banks 2,227,614 2,331,053 2,516,098 2,717,385 2,934,776 NPL ratio 1.45% 1.42% 1.43% 1.45% 1.46%

Interbank assets 1,060,456 1,405,534 1,291,040 1,342,562 1,396,661 Provision coverage 159% 182% 192% 201% 212%

Investments 4,554,722 5,054,551 5,545,985 5,886,894 6,248,911 Provision/ total loans 2.31% 2.58% 2.76% 2.92% 3.09%

Gross loans 10,896,558 11,819,272 12,764,814 13,785,999 14,888,879 Credit costs 0.81% 0.95% 0.94% 0.93% 0.93%

Less: provision 252,254 303,781 351,900 402,566 460,110

Other assets 980,328 960,646 1,136,614 1,244,413 1,323,034 Capital adequacy

Total assets 19,467,424 21,267,275 22,902,651 24,574,688 26,332,151 CET-1 CAR 11.2% 11.4% 12.4% 12.5% 12.6%
Tier-1 CAR 12.0% 12.3% 13.1% 13.2% 13.3%

Due to central banks 1,035,797 907,521 907,521 907,521 907,521 Total CAR 14.2% 15.0% 16.2% 16.2% 16.2%

Interbank liabilities 2,313,240 2,781,557 3,011,946 3,173,482 3,345,614

Customer deposits 13,280,464 14,595,788 15,763,451 17,024,527 18,386,489 Profitability

Debt securities issued 488,702 631,854 651,854 671,854 691,854 NIM 1.84% 1.90% 1.90% 1.90% 1.91%

Other liabilities 772,542 625,158 667,424 713,128 762,549 ROE 12.2% 11.9% 11.5% 11.3% 11.1%

Total liabilities 17,890,745 19,541,878 21,002,196 22,490,512 24,094,027 ROA 0.88% 0.85% 0.83% 0.82% 0.81%
RORWA 1.41% 1.39% 1.37% 1.35% 1.35%

Shareholders' equity 1,496,016 1,612,980 1,788,037 1,971,760 2,125,707

Incl. Perpetual bonds - - 40,000 80,000 80,000 Per share
Incl. Preferred stocks 99,714 99,714 99,714 99,714 99,714 EPS (RMB) 056 059 062 066 0.70
Minority interest 80,663 112,417 112,417 112,417 112,417 DPS (RMB) 0.18 0.18 0.19 0.20 0.22
Total equity 1,576,679 1,725,397 1,900,454 2,084,177 2,238,124 BVPS (RMB) 474 514 560 6.09 6.61

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4


http://www.hibor.com.cn

2 Sep 2019 *E‘@ﬁ@ ﬁ

CMB INTERNATIONAL

3 -~ LS ]
~‘|\||‘~u Merchants Bank

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the
securities or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the
subject securities or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views
expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong
Securities and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the
date of issue of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this
report; (3) serve as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong
Kong listed companies covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all
investors. CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual
investment objectives, financial position or special requirements. Past performance has no indication of future performance, and actual events
may differ materially from that which is contained in the report. The value of, and returns from, any investments are uncertain and are not
guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets or other variable market factors. CMBIS
recommends that investors should independently evaluate particular investments and strategies, and encourages investors to consult with a
professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any
security or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants,
directors, officers or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying
on the information contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or
correctness. CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change
without notice. CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect
different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions
that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for
itself and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other
business relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that
could affect the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended
recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without
prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a
copy of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other
person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial
Adviser as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may
distribute reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under
Regulation 32C of the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor,
Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal
responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65
6350 4400 for matters arising from, or in connection with the report.
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