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CITIC Securities (6030 HK)

A Wholly Owned Subsidiary Of China Merchants Bank

- i - BUY (Maintai
IB and AM shone despite heavy impairment charges

CITICS reported FY20 net profit of RMB 14.9bn, up 22% YoY, in-line with prelim
results. Top-line (+28% YoY) was highlighted by stellar fee growth, while prop-
trading gains was weak, and heavy impairment charges (RMB 7.1bn) further
dragged down bottom-line growth. We think the results was quite impressive
regarding strength in WM, AM and 1B, which we believe are core competitiveness
of brokers in the longer run. Mgmt. mentioned the set-up of AM subsidiary could
help it apply for mutual fund license, and we think the Company could therefore
better capture the trend of retail investors’ increasing allocation to risk assets. We
fine-tune our FY21E-22E earnings estimates by -2% to +6% and lower TP to
HK$ 22.40 to reflect heightened market volatility. Maintain BUY.

B Results positives: 1) Brokerage income +52% YoY (vs. industry +54% YoY)
on domestic brokerage share gain (6.5% in FY20 vs. 5.8% in FY19) and
soared revenue from agency sales of products (+145% YoY), showing initial
success from WM business transformation. 2) IB income +54% YoY, where
domestic/oversea revenue was robustly up 52%/62% YoY. CITICS
maintained 1st place in domestic equity and debt underwriting, and achieved
high growth overseas. 3) AM income +40% YoY, of which asset mgmt.
fees/fund mgmt. fees grew 52%/36% YoY, as CITICS enhanced its active
management capability (75% actively managed AUM at YE FY20 vs. 52% at
YE FY19) and enjoyed the mutual fund boom through China AMC (AUM +42%
YoY to RMB 1.5tn). 4) Net interest income +27% YoY, thanks to 65% YoY
growth of margin account and lower funding costs amid easing monetary
policy, though this was partly offset by expanded debt balance (+19% YoY).

B Results negatives: 1) Prop-trading gains was up modestly 13% YoY,
including RMB 6.4bn FV losses. Calculated investment yield was 4.3% in
FY20 (5.4%/2.8% in 1H20/2H20), down 0.6ppt YoY, despite 23% YoY growth
in financial assets. 2) Impairment losses surged 173% YoY to RMB 7.1bn,
of which RMB 4.9bn/RMB 0.7bn was for SPL/margin financing, further lifting
CITICS’s provision coverage to 17%/1.3%, both at highest level among large
peers. 3) Payout ratio was 34% in FY20 (vs. 53% in FY20). We think the
Company needs to keep cash on hand before the completion of proposed
A+H rights issue to replenish capital and support its mid-term expansion.

B Fine-tune TP to HK$ 22.40, maintain BUY. We fine tune CITICS earnings in
FY21E-22E by 2% on average, and apply higher COE assumption (10.6% vs.
prev. 9.5%) to reflect heightened market volatility. The Company’s valuation
is undemanding at 0.9x 1l-year forward P/B (vs. historical avg. 1.1x). We
continue to like CITICS’s solid leadership amid market consolidation.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Adj. op. revenue (RMB mn) 37,440 48,089 50,913 58,112 64,741
Net profit (RMB mn) 12,229 14,902 17,304 21,347 24,838
EPS (RMB) 1.01 1.17 1.34 1.65 1.92
EPS CHG (%) 30 16 15 23 16
Consensus EPS (RMB) N/A N/A 1.49 1.71 N/A
P/E (x) 12.9 11.1 9.7 7.9 6.8
P/B (x) 0.97 0.92 0.87 0.81 0.75
Yield (%) 4.1 31 4.1 5.1 5.9
ROE (%) 7.8 8.7 9.2 10.6 11.5
Adj. financial leverage (x) 4.1 4.7 4.9 4.9 4.9

Target Price HK$ 22.40
(Previous TP HK$ 24.60)
Up/Downside +43.0%
Current Price HK$ 15.66
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Stock Data
Mkt Cap (HK$ mn) 335,870
Avg 3 mths t/o (HK$ mn) 300.04
52w High/Low (HK$) 20.75/12.55
Total Issued Shares (mn) 2,278 (H)
10,648 (A)

Source: Wind
Shareholding Structure
CITIC Corporation Limited 15.47%
Guangzhou Yue Xiu Holdings 6.27%
CSF 2.80%
Source: Company data
Share Performance

Absolute Relative
1-mth -12.4% -8.9%
3-mth -8.5% -17.6%
6-mth -9.5% -24.7%

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: CITICS’s quarterly results summary

(RMB mn)
I/S 4Q19 1Q20 2Q20 3Q20 4Q20 QoQ YoY FY19 FY20 YoY
Net fees and commissions 4,875 5,257 5,570 8,015 7,923 -1% 63% 18,022 26,764 49%
Brokerage 1,711 2,680 2,328 3,526 2,717 -23% 59% 7,414 11,252 52%
Investment banking 1,484 891 1,330 2,272 2,389 5% 61% 4,465 6,882 54%
Asset Management 1,606 1,617 1,673 2,104 2,612 24% 63% 5,707 8,006 40%
Net interest income 259 313 497 1,021 755 -26% 192% 2,045 2,587 27%
Prop trading gains 4,252 5,724 6,071 4,081 2,030 -50% -52% 15,891 17,907 13%
Adj. op. revenue 9,668 11,575 12,564 13,460 10,491 -22% 9% 37,440 48,089 28%
Adj. op. expenses (5,526) (4,444) (5,519) (5,268) (5,312) 1% -4% | (17,855) (20,543) 15%
PPoP 4,141 7,130 7,045 8,192 5,179 -37% 25% 19,585 27,546 41%
Provision (1,598)  (1,597) (704)  (3,085) (1,689) -45% 6% (2,590) (7,076) 173%
Pre-tax profit 2,544 5,533 6,341 5,107 3,490 -32% 37% 16,995 20,470 20%
Income tax expense (748) (1,310) (1,344) (1,215) (1,086) -11% 45% (4,346) (4,954) 14%
Net profit 1,706 4,076 4,850 3,735 2,242 -40% 31% 12,229 14,902 22%
B/S 4Q19 1Q20 2Q20 3Q20 40Q20 QoQ YoY FY19 FY20 YoY
Margin accounts 70,674 77,241 85,181 104,566 116,741 12% 65% 70,674 116,741 65%
Reverse repos 58,830 52,483 50,687 44,290 39,227 -11% -33% 58,830 39,227 -33%
Financial investment 395,312 424,495 498,469 516,113 486,017 -6% 23% | 395,312 486,017 23%
Borrowings and bonds 321,021 302,468 361,521 371,726 382,150 3% 19% | 321,021 382,150 19%
Total shareholders' equity 161,625 177,354 176,044 179,746 181,712 1% 12% | 161,625 181,712 12%
Ratios 4Q19 1Q20 2Q20 3Q20 40Q20 QoQ YoY FY19 FY20 YoY
ROE 4.2% 9.6% 11.0% 8.4% 50% -3.4ppt  0.8ppt 7.8% 8.7% 0.9ppt
ROA 0.9% 1.9% 2.0% 1.5% 0.9% -0.6ppt  0.0ppt 1.7% 1.6% -0.1ppt
Leverage 4.1x 4.2X 4.5x 4.8x 4.7X -0.1x 0.6x 4.1X 4.7% 0.6x
Investment yield 4.6% 5.6% 5.3% 3.2% 16% -1.6ppt -3.0ppt 4.9% 4.3% -0.6ppt
Cost-to-income ratio 56% 38% 43% 38% 50% 12ppt -6ppt A7% 42% -5ppt

Source: Company data, CMBIS

Figure 2: CITICS’s agency sales of financial products Figure 3: CITICS’s AM fee growth was greatly fueled by

soared 145% YoY to RMB 2.0bn in FY20 China AMC’s robust fund mgmt. business
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Figure 4: CITICS has been enhancing the active Figure 5: CITICS pared down SPL balances while kept
management capability of its AM business building industry-high provisions
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Figure 6: Earnings revision

New vs. Old

FY21E FY22E FY21E FY22E FY21E FY22E

Adj. operating income (mn) 50,913 58,112 47,424 52,261 % 11%
Net profit (mn) 17,304 21,347 17,587 20,178 -2% 6%
EPS 1.34 1.65 1.36 1.56 -2% 6%
BVPS 15.00 16.11 15.12 16.14 -1% 0%
ROE 9.2% 10.6% 9.3% 10.0% -0.1ppt 0.6ppt

Source: CMBIS estimates

Figure 7. CITICS-H now trades below historical
average -1SD
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Financial Summary

Income Statement Key Ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Brokerage commission 7,414 11,252 12,375 14,068 15,322 Operating revenue mix
Investment banking fee 4,465 6,882 6,548 7,213 7,992 Brokerage commission 20% 23% 24% 24% 24%
Asset management fee 5,707 8,006 8,817 9,658 10,678 Investment banking fee 12% 14% 13% 12% 12%
Net interest income 2,045 2,587 2,972 3,247 3,446 Asset management fee 15% 17% 17% 17% 16%
Prop-trading gains 15,891 17,907 18,311 21,927 25,186 Net interest income 5% 5% 6% 6% 5%
Others 1,918 1,456 1,890 1,999 2,119 Prop-trading gains 42% 37% 36% 38% 39%
Adj. op. revenue 37,440 48,089 50,913 58,112 64,741 Others 5% 3% 4% 3% 3%
Adj. op. expenses (17,855) (20,543) (22,344) (25,503) (28,413) Total 100% 100% 100% 100%  100%
PPoP 19,585 27,546 28,569 32,609 36,329
Provision (2,590) (7,076) (4,688) (3,265) (2,254) Growth, YoY
Pre-tax profit 16,995 20,470 23,881 29,344 34,075 Brokerage commission 0% 52% 10% 14% 9%
Income tax expense (4,346) (4,954) (5,888) (7,238) (8,400) Investment banking fee 23% 54% -5% 10% 11%
Minority interests (420) (614) (688) (759) (837) Asset management fee -2% 40% 10% 10% 11%
Attributable net profit 12,229 14,902 17,304 21,347 24,838 Net interest income -16% 27% 15% 9% 6%
Prop-trading gains 98% 13% 2% 20% 15%
Adj. op. revenue 24% 28% 6% 14% 11%
Balance Sheet PPOP 33%  41% 4%  14%  11%
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E Net profit 30% 22% 16% 23% 16%
Deposit held on behalf of clients 95,417 158,251 174,911 196,632 208,938 Total assets 21% 33% 11% 9% 7%
Clearing reserves 32,692 56,934 59,854 67,287 71,498
Margin accounts 70,674 116,741 134,253 144,993 152,243 Efficiency
Reverse repos 58,830 39,227 41,580 44,907 48,499 Cost-to-income ratio 47% 42% 43% 43% 43%
Financial investments 395,312 486,017 549,200 604,119 664,531
Other assets 138,798 195,792 206,817 209,403 215,535 Leverage
Total assets 791,722 1,052,962 116661 1,267,34 1,36124  Adj. financial leverage (x) 4.1 4.7 4.9 4.9 4.9
Investment/ equity 245% 267% 283% 290% 296%
Customer brokerage deposits 123,352 203,111 225,635 253,655 269,530
Short-term debts 235,126 225,756 248,331 273,164 300,481 Profitability
Long-term debts 126,394 172,881 202,119 216,205 231,277 ROE 78% 87% 9.2% 10.6% 11.5%
Other liabilities 141,400 265,332 292,387 311,620 330,828 ROA 17% 16% 16% 18% 1.9%
Total liabilities 626,273 867,080 968,473 1,054,64 1,132,11
Per share
Total shareholders' equity 161,625 181,712 193,845 208,271 224,571 EPS (RMB) 1.01 1.17 1.34 1.65 1.92
Incl. Perpetual bonds 0 0 0 0 0 DPS (RMB) 0.53 0.40 0.54 0.66 0.77
Minority interest 3,825 4,171 4,296 4,425 4,557 BVPS (RMB) 13.34 14.06 15.00 16.11 17.37

Source: Company data, CMBIS estimates
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