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CGS reported 1Q20 net profit of RMB 1.8bn, up 15% YoY, accounting for 31% of 

our FY20E estimates. Operating revenue increased 27% YoY to RMB 4.6bn, 

primarily boosted by brokerage commissions and prop-trading gains, though 

higher impairment losses partly eroded profitability. Given that A-share ADT was 

moderating (-26% in Apr from 1Q20 to ~RMB 600mn) and market uncertainty is 

likely to remain, growth momentum of CGS may weaken in coming quarters, and 

the thriving direct financing market could only marginally help with its top-line 

growth due to its weak franchise in investment banking. Maintain HOLD.  

 Results positives: 1) Brokerage commissions growth outpacing 

industry (+47% YoY vs. +33% YoY), contributing 55% of CGS’s 1Q20 op. 

revenue growth, showing the Company’s strong retail franchise in brokerage 

business. 2) Prop-trading gains +14% YoY (vs. industry -48% YoY), mainly 

attributable to its expanded investment balance (+36% YoY/+22% QoQ), 

while investment yield dropped 0.8ppt YoY/0.5 QoQ to 4.9% based on our 

estimates. 3) Investment banking fees +28% YoY, as debt financing 

underwriting amount increased 49% YoY along with the market (+43% YoY), 

but equity financing underwriting remained subdued (nil IPO in 1Q20). 4) Net 

interest income +30% YoY, on higher interest incomes from debt investment 

as well as robustly growing margin balance (+14% YoY).  

 Results negatives: 1) Impairment losses was recorded at RMB 145mn 

(vs. a reversal of RMB 54mn in 1Q19), most of which (~RMB 120mn) was 

caused by commodity business of its subsidiary. 2) Asset management fee 

-6% YoY, suggesting possible AUM contraction still in progress.  

 Maintain HOLD. CGS currently trades at 0.45x 1-year forward P/B, close to 

historical trough of 0.41x. Considering current softening market trading activity 

and its disadvantage in capital market reforms, we see limited upside potential 

ahead for both its earnings and valuation. Maintain HOLD. 
 

Earnings Summary 

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E 

Adj. op. revenue (RMB mn) 9,239  14,320  14,869  16,540  17,980  

Net profit (RMB mn) 2,887  5,228  5,563  6,198  6,780  

EPS (RMB) 0.28  0.52  0.55  0.61  0.67  

EPS CHG (%) (28) 81  6  11  9  

Consensus EPS (RMB) N/A N/A 0.51  0.54  0.55  

P/E (x) 11.8  6.5  6.1  5.5  5.0  

P/B (x) 0.52  0.48  0.45  0.43  0.40  

Yield (%) 2.7  4.8  4.9  5.5  6.0  

ROE (%) 4.4  7.6  7.6  8.0  8.3  

Adj. financial leverage (x) 3.0  3.3  3.6  3.6  3.8  

Source: Company data, Bloomberg, CMBIS estimates 
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Figure 1: CGS’s 1Q20 results summary 

(RMB mn)         
      

I/S 2Q19 3Q19 4Q19 1Q20 QoQ 1Q19 YoY 

Net fee and commissions 1,631  1,471  1,242  1,988  60% 1,429  39% 

Brokerage 1,296  1,150  960  1,682  75% 1,145  47% 

Investment banking 152  147  78  131  69% 103  28% 

Asset Management 163  163  145  154  6% 163  -6% 

Net interest income 888  912  950  963  1% 742  30% 

Prop trading gains 686  1,236  1,545  1,635  6% 1,430  14% 

Adj. op. revenue 3,247  3,649  3,823  4,582  20% 3,602  27% 

Adj. op. expenses (1,765) (1,904) (1,756) (2,153) 23% (1,654) 30% 

PPoP 1,482  1,744  2,067  2,428  18% 1,948  25% 

Provision (87) (21) (356) (145) -59% 54  -370% 

Pre-tax profit 1,395  1,723  1,711  2,284  33% 2,001  14% 

Income tax expense (332) (449) (340) (503) 48% (459) 10% 

Net profit 1,062  1,265  1,368  1,754  28% 1,533  14% 

                

B/S 2Q19 3Q19 4Q19 1Q20 QoQ 1Q19 YoY 

Margin accounts 53,148  53,806  58,721  58,260  -1% 51,060  14% 

Financial investment 104,005  108,061  121,437  147,640  22% 108,275  36% 

Reverse repos 33,140  34,816  30,438  28,650  -6% 38,982  -27% 

Customer deposits 82,959  79,496  80,509  90,489  12% 83,594  8% 

Total shareholder's equity 68,137  69,494  70,896  72,772  3% 67,966  7% 

                

Ratios 2Q19 3Q19 4Q19 1Q20 QoQ 1Q19 YoY 

ROE 6.2% 7.4% 7.8% 9.8% 2.0ppt 9.2% 0.6ppt 

ROA 1.4% 1.6% 1.8% 2.1% 0.3ppt 2.2% -0.2ppt 

Leverage 3.3x 3.2x 3.3x 3.8x 0.5x 3.3x 0.5x 

Investment yield 2.6% 4.7% 5.4% 4.9% -0.5ppt 5.7% -0.8ppt 

Cost-to-income ratio 53% 51% 45% 46% 1ppt 45% 1ppt 

Source: Company data, CMBIS 
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Financial Summary 

Income statement             Key Ratios           

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E   YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E 

Brokerage commission 3,464  4,551  6,342  7,090  7,712    Operating revenue mix           

Investment banking fee 531  480  519  546  568    Brokerage commission 37% 32% 43% 43% 43% 

Asset management fee 747  634  610  627  659    Investment banking fee 6% 3% 3% 3% 3% 

Net interest income 3,445  3,492  3,679  4,037  4,392    Asset management fee 8% 4% 4% 4% 4% 

Prop-trading gains 946  4,897  3,612  4,164  4,573    Net interest income 37% 24% 25% 24% 24% 

Others 107  266  107  77  77    Prop-trading gains 10% 34% 24% 25% 25% 

Adj. op. revenue 9,239  14,320  14,869  16,540  17,980    Others 1% 2% 1% 0% 0% 

Adj. op. expenses (5,149) (7,079) (7,644) (8,477) (9,170)   Total 100% 100% 100% 100% 100% 

PPoP 4,090  7,241  7,225  8,063  8,810                

Provision (408) (410) (58) (52) (47)   Growth, YoY           

Pre-tax profit 3,682  6,830  7,167  8,011  8,764    Brokerage commission -27% 31% 39% 12% 9% 

Income tax expense (750) (1,580) (1,570) (1,762) (1,928)   Investment banking fee -5% -10% 8% 5% 4% 

Minority interests (45) (22) (34) (50) (55)   Asset management fee 7% -15% -4% 3% 5% 

Net profit 2,887  5,228  5,563  6,198  6,780    Net interest income 15% 1% 5% 10% 9% 

       Prop-trading gains -58% 418% -26% 15% 10% 

Balance sheet 

      Adj. op. revenue -18% 55% 4% 11% 9% 

            PPoP -26% 77% 0% 12% 9% 

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E   Net profit -27% 81% 6% 11% 9% 

Deposit held on behalf of clients 42,529  60,282  82,728  91,692  100,929    Total assets -1% 26% 16% 8% 9% 

Clearing reserves 12,687  11,276  20,682  22,923  25,232                

Margin accounts 44,632  58,721  64,158  69,933  74,129    Efficiency           

Reverse repos 39,967  30,438  37,985  40,264  41,874    Cost-to-income ratio 55% 49% 50% 50% 50% 

Financial investments 92,477  121,437  129,190  139,525  146,501                

Other assets 19,072  33,511  31,196  29,586  42,112    Leverage           

Total assets 251,363  315,666  365,939  393,922  430,777    Adj. financial leverage (x) 3.0 3.5 3.6 3.6 3.8 

              Investment/ equity 140% 171% 172% 175% 173% 

Customer brokerage deposits 56,695  80,509  105,065  115,532  137,263                

Short-term debts 39,833  86,468  73,068  78,913  83,329    Profitability           

Long-term debts 79,501  64,023  90,155  96,465  101,289    ROE 4.4% 7.6% 7.6% 8.0% 8.3% 

Other liabilities 8,996  12,744  21,602  22,333  23,174    ROA 1.1% 1.8% 1.6% 1.6% 1.6% 

Total liabilities 185,025  243,744  289,889  313,244  345,054                

              Per share           

Total shareholders' equity 65,982  70,896  74,930  79,502  84,511    EPS (RMB) 0.28  0.52  0.55  0.61  0.67  

Incl. Perpetual bonds 0  0  0  0  0    DPS (RMB) 0.09  0.16  0.16  0.18  0.20  

Minority interest 356  1,026  1,121  1,177  1,212   BVPS (RMB) 6.51  6.99  7.39  7.84  8.34  

             
Source: Company data, CMBIS estimates   
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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 (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 (II) 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.  
 
For recipients of this document in the United States 
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. 


