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Bank of Communications (601328 CH)

Stable earnings growth setting pace for large banks

On 27 Aug, BoCom reported 1H19 net profit of RMB 42.7bn, up 4.9% YoY and
accounting for 55.3%/57.3% of CMBIS/consensus full-year estimates. In 2Q19,
PPoP rose moderately by 4.3% YoY (vs 15.7% YoY in 1Q19), as growth in both
net interest income and net fee income softened. The high base effect also led
to a YoY decline in trading gains. However, bottom-line earnings growth was
largely stable at 4.8% YoY (vs 4.9% YoY in 1Q19), thanks to tax savings from
rising investment in tax-free government bond. 1H19 annualized ROE slid
0.2ppt YoY to 12.8%.

B Results positives: 1) Healthy loan growth of 5.7% HoH outpaced total
asset growth of 3.7% HoH. 1H19 new loans was mainly from corporate
segment (+8.0% HoH), as retail loans (+1.1% HoH) were held back by falling
credit card overdrafts (-10.0% HoH). Outstanding discounted bills surged
41.7% HoH, suggesting the Bank’s falling risk appetite. 2) Deposit growth
picked up to 5.9% in 1H19 (vs 4.7% in 1H18), sending LDR down slightly to
83.6%. That said, proportion of demand deposit declined 0.7ppt to 41.3%. 3)
Asset quality remained solid, as NPL ratio was stable at 1.47%, and
provision also held steady at 173.5%. NPL recognition was prudent,
with >90-day overdue loan/NPL at 116%.

B Results negatives: 1) 2Q19 NIM contracted 3bp QoQ to 1.56%, by our
estimate. Despite lower interbank funding cost (-15bps HoH), deposit cost
climbed 10bp HoH due to heightened deposit competition. With relatively
large proportion of interbank liability, BoCom would gain more from
monetary easing, but marginal benefit should diminish going forward; 2)
Retail loan exposure declined 1.5ppt to 32.2%. BoCom’s below-peers
retail loan proportion could make it more vulnerable to interest rate
liberalization, although the Bank said during results briefing that the pricing
of 70% new loans YTD was already based on LPR. 3) 1H19 CIR was 1.4ppt
higher at 36.2%, as opex rose 16.8% YoY. Management explained
investment in technology development accounted for over 5% of total opex,
and will increase to 10% in coming years.

B [nitiate BoCom-A with HOLD rating and RMB 6.2 TP. BoCom-A currently
trades at 0.59x FY19E P/B, 12% below its past 5-year mean of 0.67x. Our
TP of RMB 6.2 is based on GGM-derived target P/B of 0.67x and FY19E
BPS of RMB 9.3.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Operating income (RMB mn) 183,800 205,932 214,763 229,469 245,157
Net profit (RMB mn) 70,223 73,630 77,360 81,389 86,146
EPS (RMB) 0.91 0.96 1.01 1.06 1.13
EPS CHG (%) 1.8 5.2 5.4 5.4 6.0
P/E (x) 6.0 5.7 5.4 5.1 4.8
P/B (x) 0.66 0.64 0.59 0.54 0.50
Dividend yield (%) 5.2 5.4 5.7 6.0 6.4
ROE (%) 11.4 11.4 11.3 11.0 10.8
NPL ratio (%) 1.50 1.49 1.52 1.55 1.58
Provision coverage (%) 155 173 178 181 183

Source: Company data, CMBIS estimates
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Figure 1: 1H19 results summary

(RMB mn)

P&L 1H18 1H19 YoY 2Q18 2Q19 YoY
Net interest income 60,658 70,062 15.5% 31,446 35,205 12.0%
Net fee and commission income 21,182 23,122 9.2% 10,338 11,066 7.0%
Operating income 98,170 110,144 12.2% 51,802 54,651 5.5%
Operating expense (34,174) (39,927) 16.8% (18,199) (19,611) 7.8%
PPoP 63,996 70,217 9.7% 33,603 35,040 4.3%
Impairment losses (16,666) (21,550) 29.3% (9,593) (10,845) 13.1%
Pre-tax profit 47,330 48,667 2.8% 24,010 24,195 0.8%
Income tax (6,476) (5,811) -10.3% (3,323) (2,636) -20.7%
Net profit 40,771 42,749 4.9% 20,680 21,678 4.8%
B/S 4Q18 2Q19 HoH 1Q19 2Q19 QoQ
Gross loans 4,854,228 5,130,612 5.7% 5,068,189 5,130,612 1.2%
Customers' deposits 5,793,324 6,135,448 5.9% 6,106,174 6,135,448 0.5%
Total assets 9,631,171 9,886,608 3.7% 9,785,747 9,886,608 1.0%
NPLs 72,512 75,508 4.1% 74,662 75,508 1.1%
Key ratios 1H18 1H19 YoY 1Q19 2Q19 QoQ
NIM 1.41% 1.58% 17bp 1.59% 1.56% -3bp
ROE 13.4% 13.2% -0.2ppt 13.0% 13.2% 0.2ppt
NPL ratio 1.49% 1.47% -2bp 1.47% 1.47% Obp
Provision coverage 171.0% 173.5% 2.6ppt 173.5% 173.5% 0.1ppt
LDR 83.6% 83.6% 0.0ppt 83.0% 83.6% 0.6ppt
CET-1 CAR 10.6% 10.9% 23bp 11.2% 10.9% -34bp

Source: Company data, CMBIS

Figure 2: Quarterly NIM of BoCom Figure 3: NPL ratio and provision coverage of BoCom
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Valuation

We use Gordon Growth Model to derive the TP for BoCom-A. Our key assumptions
include: 1) Cost of equity of 13.8%, 2) Sustainable ROE of 10.2%; 3) Long-term growth
rate of 3.0%. Our TP of RMB 6.2 is based on a target P/B of 0.67x and FY19E BVPS of
RMB 9.3.

Figure 4: Peers valuation for A-share China banks

Mkt. Cap  Avg 3M Price P/B (x) P/E (x) Dvd yield (%) ROE (%)
Company Ticker (US$mn) (US$mn) (RMB) FY19E FY20E FY19E FY20E FY19E FY20E FY19E FY20E
Nationwide SOE & joint-stock banks
ICBC 601398 CH 257.8 123.3 5.42 0.78 0.71 6.2 5.9 4.9 5.1 12.9 12.4
cCB 601939 CH 186.4 71.8 6.95 0.83 0.75 6.5 6.2 4.6 4.8 13.2 12.7
ABC 601288 CH 163.5 109.2 3.41 0.68 0.62 5.6 5.3 5.4 5.7 12.4 12.0
BOC 601988 CH 136.4 43.5 3.57 0.64 0.59 5.8 55 5.3 5.5 11.4 11.0
CMB 600036 CH 120.9 213.7 34.75 1.52 1.34 9.8 8.7 3.1 3.5 16.3 16.3
CITIC 601998 CH 339 15.3 5.55 0.62 0.57 5.9 5.6 4.4 4.7 10.6 10.4
MSB 600016 CH 34.2 50.1 5.82 0.57 0.52 4.9 4.6 5.2 5.6 12.0 11.6
CEB 601818 CH 25.5 375 3.67 0.61 0.56 55 5.1 4.9 5.3 11.3 11.3
PAB 000001 CH 34.3 171.5 14.31 0.99 0.89 9.0 7.9 1.1 1.3 11.6 11.8
SPDB 600000 CH 46.3 51.5 11.30 0.67 0.60 5.7 5.3 3.3 3.5 12.4 12.0
IND 601166 CH 53.0 172.8 18.27 0.77 0.69 5.8 54 4.1 4.6 13.6 13.4
HXB 600015 CH 15.6 14.1 7.25 0.51 0.46 5.2 4.9 3.1 3.4 10.0 9.3
Average 0.75 0.68 6.3 5.8 4.2 4.5 12.2 11.9
Regional city & rural commercial banks
Bank of Beijing 601169 CH 15.4 30.6 5.22 0.58 0.53 5.3 4.8 5.2 5.9 11.2 11.2
Bank of Shanghai 601229 CH 17.7 32.6 8.95 0.80 0.72 6.4 5.2 4.6 5.3 12.4 12.8
Bank of Nanjing 601009 CH 9.2 46.9 7.77 0.85 0.74 5.3 4.6 5.1 5.9 16.3 16.4
Bank of Ningbo 002142 CH 18.0 56.3 23.11 1.57 1.34 9.2 7.8 2.0 2.4 17.1 17.6
Bank of Jiangsu 600919 CH 10.7 20.3 6.67 0.65 0.59 5.4 4.8 5.1 4.9 15.0 15.1
Bank of Guiyang 601997 CH 3.7 14.1 8.34 0.75 0.66 3.6 3.3 3.2 3.4 17.6 16.7
Bank of Hangzhou 600926 CH 5.8 16.0 8.05 0.79 0.71 7.0 5.9 3.6 4.2 10.9 11.4
Bank of Chengdu 601838 CH 4.1 15.1 8.18 0.83 0.73 5.3 4.5 5.0 5.8 16.5 17.1
JYRCB 002807 CH 1.3 3.9 4.42 0.83 0.78 10.0 9.2 2.1 2.3 7.9 8.0
WXRCB 600908 CH 1.4 4.2 5.28 0.85 0.78 8.1 7.2 25 2.7 11.2 11.4
CSRCB 601128 CH 3.0 184 7.88 1.29 1.14 10.7 9.1 29 3.5 13.2 13.6
WJRCB 603323 CH 1.3 9.0 5.15 0.77 0.72 9.0 8.2 2.9 3.3 8.9 8.9
ZJGRCB 002839 CH 1.4 8.6 5.46 0.96 0.89 10.7 9.4 - - 9.3 -
Average 0.89 0.80 7.4 6.5 3.7 4.1 12.9 13.4
Source: Bloomberg, CMBIS estimates
Figure 5: BoCom’s A/H valuation premium (discount) Figure 6: P/B vs ROE for A-share China banks
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Financial Summary

Income Statement

Key Ratio

YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E
Interest income 314,200 348,864 387,088 416,656 448,555
Interest expenses (189,327) (217,956) (237,790) (255,887) (275,494)

Net interest income 124,873 130,908 149,299 160,769 173,060

Net fee income 40,551 41,237 42,976 45,124 47,381

Others 18,376 33,787 22,489 23,576 24,716

Operating income 183,800 205,932 214,763 229,469 245,157

Operating expenses (69,258) (75,898) (83,366) (90,623) (98,523)

PPoP 114,542 130,034 131,397 138,846 146,635

Provision (31,469) (43,514) (40,549) (43,321) (45,590)

Operating profit 83,073 86,520 90,849 95,525 101,044

Non-operating income 192 (453) (453) (453) (453)

Pre-tax profit 83,265 86,067 90,396 95,072 100,591

Income tax expenses (12,574) (11,902) (12,501) (13,147) (13,911)

Minority interests (468) (535) (535) (535) (535)

Net profit 70,223 73,630 77,360 81,389 86,146

Balance Sheet

YE Dec 31 (RMB mn) FY17A FY18A FY19E FY20E FY21E

Due from central banks 921,948 825,506 872,487 933,561 998,910

Interbank assets 782,468 848,067 775,225 808,004 842,422

Investments 2,528,276 2,821,909 3,104,100 3,337,742 3,589,342

Gross loans 4,579,256 4,854,228 5,266,837 5,688,184 6,143,239

Less: provision 106,001 125,540 142,240 159,768 177,515

Other assets 332,307 307,001 394,003 408,179 428,193

Total assets 9,038,254 9,531,171 10,270,412 11,015,902 11,824,591

Due to central banks 532,867 520,138 572,152 629,367 692,304

Interbank liabilities 1,723,807 2,008,908 2,154,199 2,297,210 2,453,698

Customer deposits 5,545,366 5,793,324 6,198,857 6,632,777 7,097,071

Debt securities issued 287,662 317,688 354,625 403,258 461,618

Other liabilities 272,281 185,805 192,505 199,539 206,926

Total liabilities 8,361,983 8,825,863 9,472,338 10,162,152 10,911,616

Shareholders' equity 671,143 698,405 791,171 846,847 906,071
Incl. Perpetual bonds - - 40,000 40,000 40,000
Incl. Preferred stocks 59,876 59,876 59,876 59,876 59,876

Minority interest 5,128 6,903 6,903 6,903 6,903

Total equity 676,271 705,308 798,074 853,750 912,974

YE Dec 31 (RMB mn) FY17A

Op. income mix
Net interest income
Net fee income
Others

Total

Growth, YoY

Net interest income
Net fee income
Operating income
PPoP

Net profit

Gross loans
Customer deposits

Efficiency
Cost-to-income ratio

Asset quality

NPL ratio

Provision coverage
Provision/ total loans
Credit costs

Capital adequacy
CET-1 CAR
Tier-1 CAR

Total CAR

Profitability
NIM

ROE

ROA
RORWA

Per share
EPS (RMB)
DPS (RMB)
BVPS (RMB)

68%
22%
10%
100%

-71.4%
10.2%
-0.6%
-1.4%

4.5%
11.6%
17.3%

36.3%

1.50%

155%
2.31%
0.69%

10.8%
11.9%
14.0%

1.51%
11.4%
0.77%
1.25%

0.91
0.29
8.23

FY18A

64%
20%
16%
100%

4.8%
1.7%
12.0%
13.5%
4.9%
6.0%
4.5%

35.6%

1.49%

173%
2.59%
0.90%

11.2%
12.2%
14.4%

1.51%
11.4%
0.76%
0.00%

0.96
0.30
8.60

FY19E FY20E FY21E
70%
20%
10%

100%

70%
20%
10%
100%

71%
19%
10%
100%

14.0%
4.2%
4.3%
1.0%
5.1%
8.5%
7.0%

7.7%
5.0%
6.8%
5.7%
5.2%
8.0%
7.0%

7.6%
5.0%
6.8%
5.6%
5.8%
8.0%
7.0%

37.5% 38.1% 38.8%

1.52%

178%
2.70%
0.78%

1.55%

181%
2.81%
0.77%

1.58%

183%
2.89%
0.75%

11.3%
13.0%
15.0%

11.4%
12.9%
14.8%

11.5%
12.9%
14.7%

1.54%
11.3%
0.76%
0.00%

1.54%
11.0%
0.74%
0.00%

1.54%
10.8%
0.73%
0.00%

1.01
0.31
9.31

1.06
0.33
10.06

1.13
0.35
10.86

Source: Company data, CMBIS 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.

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 (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 (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 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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