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PSBC (1658 HK)

1Q22 review:
expectation

strong growth beats our

PSBC’s 1Q22 results beats our expectation and market consensus. Revenue
increased 10.14% YoY to RMB 85.2 bn (NIl +4.09% YoY, Fee&commission
income +39.59% YoY). Net profit grew 17.34% YoY to RMB 25 bn. NPL ratio
stabilized at 0.82% and NIM compressed 4 bps to 2.32%. Maintain BUY on PSBC
(1658 HK) with unchanged target price of HK$8.40. PSBC is our top pick in
banking sector.

B Total asset grew 5.45% QoQ to RMB 13.27 tn, driven by 5.5% QoQ of loan
growth. Deposit grew 4.98% QoQ and total liability increased 5.41% QoQ to
RMB 12.43 tn. Strong growth on net profit lifts annualized ROA and ROE to
0.78% and 14.82%, up 4 bps YoY and 2 bps YoY respectively.

B SME loan and agricultural-related loan are still the drivers of loan growth in
2022. After pandemic, we expect the bank will also increase loan on
infrastructure and clean energy to support the real economy.

B Optimizing asset and liability structure to maintain a high profitability during
loan rate decline. 98.56% of new issued loan goes to real economy and LDR
and loan to asset increased 28 bps and 2 bps QoQ. Meanwhile, the bank
cut high cost deposit (3-yrs high yield deposit) and focused on acquiring
value deposit (short-term deposit with low yield). Improved balance sheet
structure reduced the pressure on NIM compression.

B Strong non-interest income is sustainable. Fee&commission income is
expected to grow 20% YoY in 2022 although peers’ guided a weak fee &
commission income this year. Distribution on insurance products and WMP,
IBD business income, custody income are the drivers on fee&commission
income growth.

B Stock catalyst: Targeted 20% growth on fee & commission income will
outperform peers and PSBC will lift LDR to offset part of negative impacts
on declining lending rate. Solid asset quality can be maintained in 2H22.

B Maintain OVERWEIGHT on banking sector and BUY on PSBC (1658 HK)
as our top pick. Our TP of HK$8.40 implies 0.91x 2022E and 0.85x 2023E
P/B. The stock is trading at 0.67x/0.62x FY22/23E P/B, equivalent to +1SD
of 3-yr historical mean.

Earnings Summary

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 286,202 318,762 346,050 381,008 425,213
Net profit (RMB mn) 64,199 76,170 86,537 94,256 102,466
EPS (RMB) 0.71 0.78 0.94 1.02 1.11
Consensus EPS (RMB) 0.71 0.78 0.89 1.01 1.15
P/B (x) 0.56 0.65 0.72 0.66 0.61
Dividend yield 6.0% 5.6% 5.2% 5.7% 6.2%
ROE 11.8% 11.9% 10.5% 10.7% 10.9%
NPL ratio 0.88% 0.82% 0.81% 0.80% 0.78%
Provision coverage 408% 419% 439% 446% 456%
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Stock Data

Mkt Cap (HK$ mn) 585,036
Avg 3 mths t/o (HK$ mn) 346.11
52w High/Low (HK$) 6.82/4.71
Total Issued Shares (mn) 19,856(H)

72,528(A)

Source: Bloomberg

Shareholding Structure
China Post 67.37%

Source: Company report

Share Performance

Absolute Relative
1-mth -3.5% 0.3%
3-mth -6.1% 4.9%
6-mth 6.0% 27.6%

Source: Company data, Bloomberg, CMBIGM estimates
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Recent Reports

1. China Banking — Looking for the safe
harbour (link)

2. China Banking — 4Q21 Quarterly Review
(link)

&L China Banking Sector — High provision
banks will outperform (link)


https://www.cmbi.com/article/6173.html?lang=cn
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Financial Summary

Income statement Key ratios

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Net interest income 253,378 269,383 295,461 327,447 367,181 Operating income mix
Net fee&commission income 16,495 22,007 22,661 25,130 27,971 Net interest income 89% 85% 85% 86% 86%
Others 16,329 27,372 27,927 28,431 30,061 Net fee income 6% 7% 7% 7% 7%
Operating income 286,202 318,762 346,050 381,008 425,213 Others 6% 9% 8% 7% 7%
Operating expense -218,445 -237,357 -253,616 -280,324 -315,751 Total 100%  100%  100%  100%  100%
PPOP 118,553 128,112 143,810 157,199 177,272
Provision taken -50,398 -46,638 -51,302 -56,432 -67,718 Growth YOY
Operating profit 67,757 81,405 92,433 100,684 109,462 Net interest income 4.41% 6.32% 9.68% 10.83% 12.13%
Non-operating income 379 49 51 54 57 Net fee&commission 12.80% 33.42% 2.97% 10.90% 11.30%
Pre-tax profit 68,136 81,454 92,485 100,738 109,519 Operating income 3.39% 11.38% 8.56% 10.10% 11.60%
Income tax expense -3,818 -4,922 -5549 -6,044 -6,571 PPOP -0.49% 8.06% 12.25% 9.31% 12.77%
Minority interests 119 362 398 438 482 Net profit 5.36% 18.65% 13.61% 8.92% 8.71%
Net profit 64,199 76,170 86,537 94,256 102,466 Gross loans 14.92% 12.91% 13.50% 13.00% 13.00%

Customer deposits 11.21% 9.62% 5.52% 10.20% 10.27%
Efficiency
CIR 57.88% 59.01% 57.64% 57.94% 57.50%

Balance Sheet

YE 31 Dec (RMB bn) FY20A FY21A FY22E FY23E FY24E Asset quality
Due from central banks 1,170 1,141 1,140 1,259 1,391 NPL ratio 0.88% 0.82% 0.81% 0.80% 0.78%
Interbank assets 292 371 408 449 494 Provision coverage 408% 419% 439% 446% 456%
Investments 4,186 4,620 5,262 5,971 6,722 Allowance to total loan 3.60% 3.42% 3.55% 3.57% 3.55%
Gross loan 5,716 6,454 7,325 8,278 9,354
Provision balance 206 221 260 296 332 Capital adequacy
Net loan 5,512 6,237 7,069 7,988 9,026 CET-1 CAR 9.60% 9.92% 9.24% 8.67% 8.18%
Other assets 193 219 246 278 314 Tier-1 CAR 11.86% 12.39% 11.52% 10.82% 10.20%
Total assets 11,353 12,588 14,126 15,944 17,947 Total CAR 13.88% 14.78% 13.85% 13.01% 12.27%
Due to central banks 25 17 21 25 30 Profitability
Interbank liabilities 117 197 215 234 256 NIM 242% 2.36% 2.28% 2.24% 2.23%
Customer deposits 10,358 11,354 11,981 13,203 14,559 ROE 11.84% 11.86% 10.54% 10.74% 10.90%
Debt securities issued 58 81 90 99 108 ROA 0.60% 0.64% 0.65% 0.63% 0.60%
Other liabilities 122 142 957 1,458 1,999 RORWA 1.21% 1.26% 1.26% 1.20% 1.15%
Total liabilities 10,680 11,792 13,276 15,035 16,972

Per share

Shareholders' equity 672 794 848 907 973 EPS (RMB) 0.71 0.78 0.94 1.02 1.11
Minority interest 1 1 2 2 2 DPS (RMB) 0.21 0.25 0.28 0.31 0.33
Total equity 673 796 850 909 974 BVPS (RMB) 6.25 6.89 7.47 8.11 8.82

Source: Company data, CMBIGM estimates
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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.

CMBIGM 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 CMBIGM

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

CMB International Global Markets Limited (“CMBIGM”) 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. CMBIGM 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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM 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 CMBIGM 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. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM 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 CMBIGM 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 CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM 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 CMBIGM.

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 (I)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 CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

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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