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Bank of Shanghai (601229 CH)

1Q22 review: results in line, sufficient
provision for headwind

Bank of Shanghai reported in-linelQ22 results. Revenue increased 2.95% YoY
to RMB 14.2bn (NIl +8.6% YoY, fee & commission income +3.5% YoY). PPOP
grew 2.0% YoY to RMB 11.5bn. Net profit grew 5.4% YoY to RMB 5.9bn. NPL
ratio stabilized at 1.25% and NIM compressed 2 bps YoY to 1.71%. Provision
indicators slightly improved. Maintain BUY on BoSH with unchanged target price
of RMB8.68.

B On asset quality perspective, NPL balance grew 2.6% QoQ to RMB 15.6bn,
similar with loan growth of 2.7% QoQ. NPL ratio stabilized at 1.25%, SML
ratio improved 5 bps QoQ to 1.60%, because of growing loan balance and
declining SML balance. Provision balance grew 3.4% QoQ to RMB 47.6bn,
the increasing provision balance lift 3 bps and 2.47 ppt on allowance to total
loan ratio and allowance to NPL ratio. Current 303.6% provision coverage
and 3.79% allowance to total loan ratio is sufficient for headwind.

B Due to slowing net profit growth, annualized ROE and ROA dropped 42 bps
YoY and 2 bps YoY to 12.44% and 0.87% respectively. Total asset grew
3.95% QoQ to RMB 2,757bn, driven by growing balance of loan and fixed
income investment.

B On loan perspective, SME loan, green loan and manufacture loan are the
key drivers. At the end of 1Q22, loan balance in manufacturing industry is
RMB 64.3bn, up 11.64% Qo0Q. SME balance is RMB 80bn, up 10.9% QoQ.
Green loan balance is RMB 47.6bn, up 57.79% QoQ. In terms of new issued
loan in 1Q22, new issued SME loan is RMB 21.2bn, +58.19% YoY. New
issued high technology loan is RMB 25.9bn, +20.85% YoY.

B About wealth management business, number of retail clients increased 1.26%

QoQ to 19.7mn, and retail AUM grew 2.15% QoQ to RMB 921bn.

B Stock catalyst: key catalyst is investors’ demand on safe havens. In
addition, declining deposit cost will lead to a more resilient NIM in FY22.
Lockdown in Shanghai may have negative impacts on banks’ fundamental,
but we think extremely low valuation has already reflected the risk.

B Maintain OVERWEIGHT on banking sector and BUY on BoSH (601229
CH) with unchanged target price of RMB8.68. Our TP implies 0.60x
2022E and 0.55x 2023E P/B. The stock is trading at 0.45x/0.41x FY22/23E
P/B, almost equivalent to -2SD of 3-yr historical mean (0.60x P/B).

Earnings Summar
(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (RMB mn) 50,746 56,229 60,481 67,278 77,844
Net profit (RMB mn) 20,885 22,042 24,708 27,854 31,330
EPS (RMB) 1.40 1.48 1.67 1.89 2.13
Consensus EPS (RMB) 1.40 1.48 1.70 1.90 2.10
P/B (x) 0.62 0.55 0.45 0.41 0.37
Dividend yield 5.38% 5.61% 7.22% 8.18% 9.24%
ROE 12.09% 11.82% 12.21% 12.60% 12.93%
NPL ratio 1.22% 1.25% 1.30% 1.25% 1.23%
Provision coverage 321% 301% 283% 286% 280%

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data

Mkt Cap (RMB mn) 92,201
Avg 3 mths t/o (RMB mn) 223.87
52w High/Low (RMB) 8.68/6.30
Total Issued Shares (mn) 14,207

Source: Bloomberg

Shareholding Structure

Shanghai lianhe Investment 14.68%
SIPG 8.3%
Banco Santander 6.54%

Source: Company report

Share Performance

Absolute Relative
1-mth 0.3% 3.3%
3-mth -7.7% 4.9%
6-mth -11.0% 8.8%

Source: Bloomberg

12-mth Price Performance
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Recent Reports

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

2. China Banking Sector - High
provision banks will outperform (link)

3. China Financials Weekly - Deposit
rate cuts to support NIM (link)
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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 36,393 40,437 43,902 49,189 58,090 Operating income mix
Net fee&commission income 5,608 9,044 9,217 9,982 10,818 Net interest income 72% 72% 73% 73% 75%
Others 8,745 6,748 7,361 8,107 8,936 Net fee income 11% 16% 15% 15% 14%
Operating income 50,746 56,229 60,481 67,278 77,844 Others 17% 12% 12% 12% 11%
Operating expense -28,425 -32,671 -34,125 -37,563 -44,416 Total 100% 100% 100% 100% 100%
PPOP 40,596 43,524 47,085 52,897 62,522
Provision taken -18,275 -19,966 -20,729 -23,182 -29,095 Growth YOY
Operating profit 22,321 23,558 26,355 29,715 33,428 Net interest income 146% 11.1% 8.6% 12.0% 18.1%
Non-operating income 89 -4 110 120 130 Net fee&commission 95% 61.3% 1.9% 83% 8.4%
Pre-tax profit 22,410 23,554 26,465 29,835 33,558 Operating income 1.9% 10.8% 7.6% 11.2% 15.7%
Income tax expense -1,495  -1,474 -1,720 -1,939 -2,181 PPOP 3.1% 7.2% 82% 12.3% 18.2%
Minority interests 30 38 37 42 47 Net profit 29% 550 12.1% 12.7% 12.5%
Net profit 20,885 22,042 24,708 27,854 31,330 Gross loans 12.8% 11.4% 13.0% 12.5% 13.0%
Customer deposits 9.3% 12.0% 12.1% 11.8% 12.3%
Efficiency
CIR 18.93% 21.51% 21.07% 20.30% 18.60%
Balance Sheet
YE 31 Dec (RMB bn) FY20A FY21A FY22E FY23E FY24E Asset quality
Due from central banks 144 144 159 176 195 NPL ratio 1.22% 1.25% 1.30% 1.25% 1.23%
Interbank assets 203 212 233 255 279 Provision coverage 321% 301% 283% 286% 280%
Investments 1003 1052 1163 1296 1447 Allowance to total loan 3.91% 3.75% 3.67% 3.58% 3.44%
Gross loan 1102 1227 1387 1560 1763
Provision balance 43 46 51 56 61 Capital adequacy
Net loan 1062 1184 1339 1507 1705 CET-1 CAR 9.34% 8.96% 8.88% 8.70% 8.51%
Other assets 50 61 67 69 72 Tier-1 CAR 11.59% 10.96% 10.66% 10.28% 9.91%
Total assets 2462 2653 2961 3303 3699 Total CAR 13.98% 13.18% 12.56% 11.97% 11.41%
0 0 0 0 0
Due to central banks 127 31 37 45 54 Profitability
Interbank liabilities 510 527 593 651 715 NIM 1.82% 1.74% 1.69% 1.70% 1.74%
Customer deposits 1316 1473 1651 1846 2074 ROE 12.09% 11.82% 12.21% 12.60% 12.93%
Debt securities issued 190 274 275 276 277 ROA 0.89% 0.86% 0.88% 0.89% 0.89%
Other liabilities 120 135 171 228 293 RORWA 1.24% 1.17% 1.16% 1.17% 1.17%
Total liabilities o971 2447 2737 3059 3432
0 0 0 0 0 Per share
Shareholders' equity 190 205 223 243 266 EPS (RMB) 140 148 167 189 213
Minority interest 1 1 1 1 1 DPS (RMB) 0.40 0.40 0.47 0.53 0.60
Total equity 191 206 224 244 266 BVPS (RMB) 12.00 13.01 14.28 15.69 17.28

Source: Company data, CMBIGM estimates
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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

CMB International Global Markets Limited

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
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