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CICC (3908 HK)

Stellar investment banking and investment growth in 2Q19

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Target Price HK$ 18.6
(Previous TP HK$ 18.6)
Up/Downside +26.5%
CICC reported 1H19 net profit of RMB 1.9bn, up 15% YoY, accounting for 47%/41% Current Price HK$ 14.70
of CMBIS/consensus FY19E estimates. The results was in-line with our
expecta_tion but may _Iightly miss consensus. CiCcC was one of 'Fhe few brokers China Brokerage Sector
that delivered a positive sequential growth in 2Q19, with operating income/ net
prc_>fit up 16%/7% QOQ. The growth was ma_linly p_owered by §tellar performance e Suf
of investment banking income anq prop-f[radlng gains. We noticed the Qompany’s (852) 3761 8775
number o_f oversea qu_ty fl_nancmg projects decllned_ in 3Q19, but_thls cpuld be suixiaomeng@cmbi.com.hk
offset by its strong pipeline in STAR Market (ranked first by fund raising size and
second by nqmber Qf IPQs). In addi'tion, its relatively §table ir}ves.tment yield could Terry Sun, CFA
also protect its earnings in weakening market condition. Maintain BUY. (852) 3900 0836
B Results positives: 1) Investment banking net income jumped 2x QoQ in terrysun@cmbi.com.hk
2Q19, which we believe was primarily boosted by oversea equity financing
. . . Stock Data
underwntmg. According to quqm berg, the Company ranked first place among MKE Cap (HKS mn) 61,632
Chinese players by underwriting amount in Hong Kong IPO and follow-on Avg 3 mths t/o (HK$ mn) 102
offerings in 1H19 with significant share gains. 2) Prop-trading gains also 52w High/Low (HK$) 20.00/11.36
increased 27% QoQ, with good performance from both equity (likely from Total Issued Shares (mn) 1,728
OTC derivatives) and bond. CICC achieved an investment yield of 5.1% in ST (e S2)
1H19, up 0.3ppt YoY. 3) AM and fund management net income increased Shareholding Structure
8% YoY in 1H19, which was largely driven by its strong PE fund management Huijin 46.18%
business. Total AUM of AM and PE management recorded a 12% and 6% Haier Group Corporation 9-502&
HoH in 1H19 against a downward industry trend. Jonee L Hold s Linited 4.95%
B Results negatives: 1) Brokerage netincome was flat QoQ and up only 2% Share Perf
i - % d 32% YoY). This may be me e -
YoY in 1H19 (vs. A share ADT .+2'o QoQ an 0 - y Absolute  Relative
resulted from a lower income from institutional customers (gross income -19% 1-mth -3.7% 4.7%
YoY) in 1H19, but was partly offset by strong growth from retail brokerage 3-mth 3.4% 7.7%
) . 6-mth -21.5% -13.6%
(gross income +18% YoY). 2) Net interest loss rose 3.3x QoQ, as the o B
Company further leveraged up. Placements from banks increased another 45%
in 2Q19. Active leverage therefore rose from 5.9x in 1Q19 to 6.2x in 2Q19. 3) 12-mth Price Performance
Impairment losses was RMB 47mn in 2Q19, reversing from a RMB 58mn Y cebased)
write-back in 1Q19, likely on deteriorated asset quality amid weakening A- 20
share market. 18
16
B Valuation. CICC currently trades at 1.23 FY19E P/B, 3% above its historical 14
average (1.19x). We maintain our earnings forecast unchanged, and maintain 1(2)
BUY rating on CICC with TP at HK$ 18.6. s | : :
8/2018 12/2018 4/2019
Earnings Summary Source: Bloomberg
(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E Auditor: KPMG
Adj. op. revenue (RMB mn) 11,213 12,919 14,747 17,386 19,824
Net profit (RMB mn) 2,766 3,492 3,989 4,831 5,579
EPS (RMB) 0.76 0.83 0.94 1.14 1.32
EPS CHG (%) (1) 9 13 21 16
PIE (x) 17.1 15.7 13.9 11.4 9.9
PIB (x) 1.45 1.32 1.23 1.12 1.0
Yield (%) 1.3 1.2 15 1.8 2.0
ROAE (%) 10.0 8.9 9.1 10.2 10.8
Financial leverage (x) 5.3 5.6 5.7 5.7 5.6
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: CICC’s 2Q19 results summary

(RMB mn)
I/S 3Q18 4Q18 1Q19 2Q19 QoQ 2Q18 YoY 1H18 1H19 YoY
Net fee and commission income 2,326 2,125 1,588 2,166 36% 1,933 12% 3,500 3,754 7%
Brokerage 564 521 779 777 0% 713 9% 1,532 1,556 2%
Investment banking 1,210 999 291 884 203% 668 32% 963 1,175 22%
Asset Management 156 202 134 137 2% 162 -15% 520 541 4%
Fund management and others 397 404 384 369 -4% 390 -5% 744 753 1%
Net interest income* (288) (339) (182) (790) 334% (486) 62% (573) (972) 70%
Prop trading gains* 1,721 1,126 1,834 2,334 27% 1,609 45% 2,888 4,168 44%
Adj. op. revenue 3,880 3,074 3,236 3,748 16% 3,239 16% 5,922 6,984 18%
Adj. op. expenses (2,484) (2,101) (2,142) (2,432) 13%  (2,043) 19%  (3,830) (4,574) 19%
PPoP 1,397 973 1,094 1,316 20% 1,196 10% 2,092 2,410 15%
Provision (60) (49) 58 47) N/A (26) 80% 35 11 -70%
Pre-tax profit 1,336 924 1,152 1,269 10% 1,169 9% 2,127 2,421 14%
Income tax expense (238) (141) (233) (289) 24% (238) 21% (473) (521) 10%
Net profit 1,090 771 909 972 7% 919 6% 1,631 1,880 15%
B/S 3Q18 4Q18 1Q19 2Q19 QoQ 2Q18 YoY FY18 1H19 HoH
Margin accounts 18,781 17,716 21,394 21,228 -1% 20,669 3% 17,716 21,228 20%
Financial investment 132,784 150,485 172,986 176,004 2% 126,444 39% 150,485 176,004 17%
Reverse repos 16,815 19,553 12,236 15,362 26% 15,368 0% 19,553 15,362 -21%
Customer brokerage deposits 43,050 41,318 58,215 53,071 -9% 49,319 8% 41,318 53,071 28%
Total shareholder's equity 41,360 42,184 43,023 43,452 1% 39,962 9% 42,184 43,452 3%
Ratios 3Q18 4Q18 1Q19 2Q19 QoQ 2Q18 YoY 1H18 1H19 YoY
ROAE 10.7% 7.4% 8.5% 9.0% 0.5ppt 9.3%  -0.3ppt 8.5% 8.8% 0.3ppt
ROAA 1.7% 1.2% 1.2% 1.2% 0.0ppt 14%  -0.2ppt 1.3% 1.3% 0.0ppt
Leverage 5.4x 5.5x 5.9x 6.2x 0.3x 5.3x 0.9x 5.5x 6.2x 0.8x
Investment yield 5.3% 3.2% 4.5% 5.4% 0.8ppt 5.2% 0.1ppt 4.8% 5.1% 0.3ppt
Cost-to-income ratio 63% 68% 66% 64% -2ppt 63% 2ppt 64% 65% 1ppt

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.

Note: the financial data was adjusted according to China-GAAP.
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26 Aug 2019

DEsER

i WO AW
1 Subsidiary OF Ghina Merchants B

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 2,779 2,617 3,092 3,508 4,030 Operating revenue mix
Investment banking fee 2,791 3,171 3,513 4,028 4,494 Brokerage commission 25% 20% 21% 20% 20%
Asset management fee 609 639 678 727 789 Investment banking fee 25% 25% 24% 23% 23%
Net interest income (288) (1,199) (1,591) (1,531) (1,387) Asset management fee 5% 5% 5% 4% 4%
Prop-trading gains 4,008 5,786 6,745 8,106 9,063 Net interest income -3% 9%  -11% -9% -7%
Others 1,313 1,904 2,310 2,547 2,835 Prop-trading gains 36% 45% 46% 47% 46%
Adj. op. revenue 11,213 12,919 14,747 17,386 19,824 Others 12% 15% 16% 15% 14%
Adj. op. expenses (7,671) (8457) (9,563) (11,142) (12,604)  Total 100% 100% 100% 100%  100%
PPoP 3,542 4,462 5,184 6,244 7,221
Provision 59 (74) (55) 47) (42)  Growth, YoY
Pre-tax profit 3,601 4,387 5,130 6,196 7,179 Brokerage commission 83% -6% 18% 13% 15%
Income tax expense (790) (853) (1,090) (1,301) (1,525) Investment banking fee -14% 14% 11% 15% 12%
Minority interests (45) (42) (51) (64) (75) Asset management fee 40% 5% 6% 7% 9%
Net profit 2,766 3,492 3,989 4,831 5579 Net interest income -6% 317% 33% -4% -9%
Prop-trading gains 135% 44% 17% 20% 12%
Adj. op. revenue 52% 15% 14% 18% 14%
Balance sheet PPOP 49%  26%  16%  20%  16%
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E Net profit 52% 26% 14% 21% 15%
Deposit held on behalf of clients 34,096 30,322 40,022 46,748 54,175 Total assets 133% 16% 12% 10% 9%
Clearing reserves 12,139 9,885 13,341 15,583 18,058
Margin accounts 21,883 17,716 19,134 20,664 22,317 Efficiency
Reverse repos 14,438 19,553 21,117 22,807 25,087 Cost-to-income ratio 68% 65% 64% 63% 63%
Financial investments 115,909 150,485 167,038 185,412 200,245
Other assets 39,346 47,460 48,627 49,813 51,861 Leverage
Total assets 237,812 275,421 309,278 341,027 371,744 Adj. financial leverage (x) 5.3 5.6 5.7 5.7 5.6
Investment/ equity 316% 357% 367% 375% 370%
Customer brokerage deposits 47,347 41,318 52,028 60,772 70,428
Short-term debts 51,561 71,246 77,261 82,873 86,685 Profitability
Long-term debts 49,934 61,993 68,192 73,647 78,803 ROE 10.0% 89% 9.1% 10.2% 10.8%
Other liabilities 52,077 58,487 66,059 73,999 81,526 ROA 16% 14% 14% 15% 1.6%
Total liabilities 200,919 233,044 263,540 291,292 317,442
Per share
Total shareholders' equity 36,707 42,184 45,525 49,501 54,057 EPS (RMB) 0.76 0.83 0.94 1.14 1.32
Incl. Perpetual bonds 1,000 1,000 1,000 1,000 1,000 DPS (RMB) 0.17 0.16 0.19 0.23 0.27
Minority interest 186 193 213 234 245 BVPS (RMB) 8.96 9.82 10.62 11.57 12.65
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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