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CSC Financials (6066 HK)

2019 investment banking a bright spot

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Target Price HK$ 8.0
(Previous TP HK$ 8.0)
Up/Downside +46.5%
CSC reported 1H19 net profit of RMB 2.3bn, up 38% YoY, in-line with prelim Current Price HK$ 5.46
announcement and accounting for 56%/51% of CMBIS/consensus FY19E
estimates. 2Q19 operating revenue declined 10% QoQ to RMB 2.8bn, where China Brokerage Sector
robust growth from investment banking was offset by lower net interest income
and investment gains. Bottom line was eroded by surged impairment losses, e Suf
reaching RMB 841mn, down 44% QoQ. CSC now ranks first place by number of (852) 3761 8775
STAR Market sponsored IPOs (both listed and in reviewing process). As the suixiaomeng@cmbi.com.hk
Company generated 27% of its operating revenue from investment banking fees
in 1H19, we believe investment banking will continue to support its 2H19E Terry Sun, CFA
earnings. Maintain BUY. (852) 3900 0836
B Results positives: 1) Investment banking fees recorded strong growth T @I Er GRS
(+47% QoQ in 2Q19 and +14% in 1H19). CSC maintained its leading position St B
in equity and debt underwriting, being the second in industry by underwriting MKE Cap (HKS mn) 138431
amount. 2) Brokerage commissions increased 7% QoQ (vs. A-share ADT Avg 3 mths t/o (HK$ mn) 41
+2% QoQ) as it maintained stable market share (2.81% in 1H19 vs. 2.83% in 52w High/Low (HK$) 8.50/3.98
FY18) amid recovering market. Estimated commission rate slid 6% to 3.6bps Total Issued Shares (mn) 1,261 (H)
in 1H19 but was still above industry average of 3.0bps. 3) Prop-trading gains 6,385 (A)
saw moderate QoQ decline than industry trend, as CSC increased its Source: Bloomberg
exposure on bonds in investment portfolio. 4) AM fees grew 4% YoY in 1H19 Shareholding Structure
(2Q19 strong growth likely due to seasonality) and AUM was back on BSCOMC 35.11%
expanding track for the second half year (+1% HoH). Huijin = 31.21%
CITIC Securities 5.58%
B Results negatives: 1) Net interest income plunged 47% YoY in 1H19, as SelicedCompanyicala
margin balance contracted 27% YoY and 8% QoQ in 2Q19. 2) CSC reported Share Performance
impairment losses of RMB 324mn in 2Q19, reversing a net write-back of Absolute  Relative
RMB 424mn in 1Q19, likely on deteriorating asset quality from SPLs and émm 222? g.ng
margin financing as A-share market weakened. . 26 10/‘; _18.70/‘;
B Valuation. CSC currently trades at 0.74 FY19E P/B, 8% below its historical Source: Bloomberg
average (0.80x) and close to sector's average (0.73x). The valuation is 12-mth Price Performance
attractive as CSC delivered a 1H19 annualized ROE of 9.7%, the highest +K9)
among brokers we cover. We made no changes to our earnings forecast, and . 6066 HK —— HSI (rebased)
maintain BUY rating on CSC with TP at HK$ 8.0. 3
6
Earnings Summary i
(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E z | ' '
Adj. op. revenue (RMB mn) 11,292 10,911 12,537 13,965 15,605 8/2018 12/2018 412019
Net profit (RMB mn) 4,015 3,087 4,179 4,909 5,690 s e
EPS (RMB) 0.55 0.41 0.55 0.64 0.74
EPS CHG (%) (35 (29) 32 17 16 Auditor: PWC
P/E (x) 8.7 11.7 8.8 75 6.5
P/B (x) 0.80 0.78 0.74 0.69 0.64
Yield (%) 3.9 3.7 34 4.0 46
ROAE (%) 9.5 6.8 8.6 9.5 10.3
Financial leverage (x) 3.8 3.4 3.5 3.5 3.6
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: CSC’s 2Q19 results summary

(RMB mn)
I/S 3Q18 4Q18 1Q19 2Q19 QoQ 2Q18 YoY 1H18 1H19 YoY
Net fee and commission income 1,367 1,842 1,587 1,974 24% 1,626 21% 3,220 3,561 11%
Brokerage 501 454 723 776 % 615 26% 1,336 1,499 12%
Investment banking 595 1,119 656 965 47% 771 25% 1,421 1,621 14%
Asset Management 182 349 158 291 84% 284 2% 430 449 4%
Net interest income* 229 36 381 (171) -145% 202 -185% 486 210 -57%
Prop trading gains* 940 1,177 1,122 982 -13% 643 53% 1,542 2,104 36%
Adj. op. revenue 2,549 3,094 3,116 2,794 -10% 2,513 11% 5,268 5911 12%
Adj. op. expenses (4,357) (1,576) (1,545) (1,400) -9%  (1,391) 1% (2,773)  (2,946) 6%
PPoP 1,192 1,518 1,571 1,394 -11% 1,122 24% 2,495 2,965 19%
Provision (503) (395) 424 (324) N/A (2192) 69% (256) 100 N/A
Pre-tax profit 688 1,124 1,995 1,070 -46% 930 15% 2,239 3,065 37%
Income tax expense (197) (219) (496) (227) -54% (219) 3% (533) (723) 36%
Net profit 493 902 1,489 841 -44% 703 20% 1,693 2,330 38%
B/S 3Q18 4Q18 1Q19 2Q19 QoQ 2Q18 YoY FY18 1H19 HoH
Margin accounts 30,755 25,148 29,168 26,910 -8% 37,078 -27% 25,148 26,910 %
Financial investment 87,073 88,482 102,574 107,190 5% 84,712 27% 88,482 107,190 21%
Reverse repos 19,770 23,797 19,009 28,779 51% 26,184 10% 23,797 28,779 21%
Customer brokerage deposits 37,364 35,039 54,067 52,877 -2% 43,308 22% 35,039 52,877 51%
Total shareholder's equity 48,481 47,577 49,280 48,763 -1% 47,685 2% 47,577 48,763 2%
Ratios 3Q18 4Q18 1Q19 2Q19 QoQ 2Q18 YoY 1H18 1H19 YoY
ROAE 4.1% 7.5% 12.3% 6.9%  -5.4ppt 6.1% 0.8ppt 7.4% 9.7% 2.3ppt
ROAA 0.9% 1.8% 2.8% 14%  -1.4ppt 1.3% 0.1ppt 1.6% 2.1% 0.5ppt
Leverage 3.5x 3.4x 3.5x 3.8x 0.3x 3.8x 0.0x 3.7x 3.8x 0.1x
Investment yield 4.4% 5.4% 4.7% 3.7% -1.0ppt 3.1% 0.6ppt 3.9% 4.3% 0.4ppt
Cost-to-income ratio 53% 50% 49% 49% 0.3ppt 54% -5.2ppt 52% 51% -0.8ppt

Source: Company data, CMBIS
*: Due to change in accounting policy, 2Q19 net interest income and prop-trading gains are not comparable with
that of 2Q18 and 1Q19.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Financial Summary

Income statement

Key Ratios

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Brokerage commission 3,046 2,291 3,065 3,433 3,993 Operating revenue mix
Investment banking fee 3,348 3,135 3,602 4,069 4,408 Brokerage commission 27% 21% 24% 25% 26%
Asset management fee 1,179 961 1,023 1,121 1,236 Investment banking fee 30% 29% 29% 29% 28%
Net interest income 1,325 751 903 1,058 1,286 Asset management fee 10% 9% 8% 8% 8%
Prop-trading gains 2,414 3,659 3,930 4,269 4,665 Net interest income 12% 7% 7% 8% 8%
Others (20) 114 14 16 17 Prop-trading gains 21%  34%  31%  31%  30%
Adj. op. revenue 11,292 10,911 12,537 13,965 15,605 Others 0% 1% 0% 0% 0%
Adj. op. expenses (5,860) (5,706) (6,481) (7,080) (7,832) Total 100% 100% 100% 100%  100%
PPoP 5432 5205 6,055 6,885 7,773
Provision (76) (1,154) (562) (432) (295) Growth, YoY
Pre-tax profit 5355 4,051 5493 6,453 7,478 Brokerage commission -22%  -25% 34% 12% 16%
Income tax expense (1,294) (948) (1,285) (1,510) (1,750) Investment banking fee -20% -6% 15% 13% 8%
Minority interests (46) (16) (28) (34) (39) Asset management fee 7%  -19% 6% 10% 10%
Net profit 4,015 3,087 4,179 4,909 5,690 Net interest income -17%  -43% 20% 17% 22%
Prop-trading gains 0% 52% % 9% 9%
Adj. op. revenue -15% -3% 15% 11% 12%
Balance sheet PPOP 23% 4% @ 16% @ 14%  13%
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E Net profit -24% -23% 35% 17% 16%
Deposit held on behalf of clients 33,746 29,288 35,019 39,303 45,213 Total assets 13% -5% 11% 9% 10%
Clearing reserves 9,247 7,628 9,900 11,174 12,208
Margin accounts 47,821 25,148 31,435 35,836 39,420 Efficiency
Reverse repos 26,065 23,797 26,653 28,785 31,088 Cost-to-income ratio 51% 52% 51% 50% 49%
Financial investments 72,809 88,482 98,215 105,090 111,396
Other assets 16,194 20,739 14,559 14,882 18,515 Leverage
Total assets 205,883 195,082 215,781 235,070 257,839 Adj. financial leverage (x) 3.8 3.4 35 35 3.6
Investment/ equity 166% 186% 196% 197% 194%
Customer brokerage deposits 41,417 35,039 42,023 47,163 55,612
Short-term debts 72,840 51,453 56,476 60,737 64,541 Profitability
Long-term debts 23,873 44,853 49,787 54,765 59,694 ROE 95% 6.8% 86% 9.5% 10.3%
Other liabilities 23,756 15,875 17,083 18,586 20,224 ROA 21% 15% 2.0% 22% 2.3%
Total liabilities 161,885 147,219 165,368 181,251 200,072
Per share
Total shareholders' equity 43,754 47,577 50,098 53,473 57,403 EPS (RMB) 0.55 0.41 0.55 0.64 0.74
Incl. Perpetual bonds 5,000 5,000 5,000 5,000 5,000 DPS (RMB) 0.19 0.18 0.16 0.19 0.22
Minority interest 245 286 315 346 364 BVPS (RMB) 6.04 6.22 6.55 6.99 7.51
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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 chang e 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 (ll) 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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