31 Oct 2019

MEEi1=E S

CMB INTERNATIONAL

CMB International Securities | Equity Research | Company Update

CITIC Securities (6030 HK)

All-round excellent 3Q19

§ If W7 = @ W WooEL #
A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

Target Price HK$ 18.70
(Previous TP HK$ 18.70)
CITICS reported 9M19 net profit of RMB 10.5bn, up 44% YoY, accounting for Up/Downside +28.4%
Current Price HK$14.56

92%/82% of CMBIS/consensus FY19 estimates. The results was strong in almost
every business line. 3Q19 operating revenue grew 25% QoQ, with investment
banking fees and prop trading gains as the main drivers, though slightly dragged
by net interest income. Lower cost-to-income ratio (-8ppt QoQ) and decreased
impairment losses (-69% QoQ) sent net profit growth higher to 86% QoQ at RMB
4.1bn. The outstanding 3Q19 results was a proof of CITICS’s strength in
investment banking and institutionalization, which we believe will continue to
keep its competitive edge as a key beneficiary of China capital market reform.
CITICS’s current valuation is undemanding at 0.98x FY19E P/B. Reiterate BUY.

China Brokerage Sector

Karen Sui
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B Results positives: 1) Investment banking fees surged 44% QoQ with terrysun@cmbi.com.hk
market leading position maintained. IPO underwriting amount grew 20% QoQ,
with five STAR Market IPO listings as a major contributor (~82%). CITICS Stock Data$
; : : v i Mkt Cap (HK$ mn) 272,271
rgnkg_d 4th place by no. qf STAR Market active appllcatlons, (_anablmg hl%h Avg 3 mths Yo (HKS mn) 27055
visibility of IB fees in coming quarters. 2) Prop-trading gains jumped 98% 52w High/Low (HKS) 21.20/12.84
QoQ to RMB 4.5bn, half of which was gained by subsidiaries by our estimates, Total Issued Shares (mn) 2,278 (H)
including PE investment and the mandatory investment of STAR Market 9,839 (A)
sponsorship. The Company also maintained its leading position in OTC Source: Bloomberg
derivative market in 8M19 (ranked 1st by outstanding notional value). 3) AM Shareholding Structure
. 0 . o .
fees increased 5% QoQ (vs. industry trend of -10% Qo0Q), partly attrlb_uta_ble CITIC Corporation Limited S
to better fund management fee performance. 4) Brokerage commission CSF 2.99%
rebounded 3% QoQ, bucking peers’ trend (-15% - -11% QoQ for brokers we Sl 1.64%
cover), possibly from improved trading activity of institutional clients driven by Source: Company data
STAR Market launch and weighting increase of A-shares into global indices Share Performance
as well as sequential growth of oversea brokerage business. Absolute  Relative
) ) ) ) 1-mth 1.8% -1.4%
B Results negatives: Net interest income retreated 52% Qo0Q, as interest 3-mth -2.5% 2.3%
expense growth outpaced interest income, likely due to increased bond g_mth'Bl - -13.7% 3.7%
financing. Reverse repo balance slightly shrank 4% QoQ, while margin ouree: Bloomberg
accounts balance grew 4%, in-line with market trend. 12-mth Price Performance
L. . . . (HK$)
B Acquisition of GZS approved by regulator. Reiterate BUY and maintain ;K —_6030HK —— HSI (rebased)

as our sector top pick. CSRC M&A committee approved CITICS’s
acquisition of Guangzhou Securities yesterday. We think the deal will benefit
CITICS strategically though the new share issuance may dilute FY20E EPS
insignificantly by 6% and consolidation may take time. CITICS currently trades
at 0.98 FY19E P/B, still close to its historical average minus 1SD (0.96x).
Maintain BUY rating and as our sector top pick.
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(YE 31 Dec) FY17A  FY18A FY19E FY20E FY21E Auditor: PwC

Adj. op. revenue (RMB mn) 35,143 30,239 33,458 38,149 42,552 Rl B

Net profit (RMB mn) 11,433 9,390 11,465 13,663 15,639 1. “Higher eamings visibility given
EPS (RMB) 0.94 0.77 0.95 113 1.29 favorable policy environment” — 6
EPS CHG (%) 10 (18) 22 19 14 Sep 2019

P/E (x) 13.8 16.9 13.8 11.6 10.1 2. “Cooling-down 3Q19 results yet
P/B (x) 1.06 1.03 0.98 0.93 0.88 overall resilient” — 23 Aug 2019
Yield (%) 31 27 29 35 4.0 3. Zﬂggnmal tour takeaway” — 4 Jul
ROAE (%) 7.8 6.2 7.3 8.3 8.9

Financial leverage (x) 3.6 3.6 4.0 4.1 4.1

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 1: CITICS’s 3Q19 results summary

(RMB mn)
I/S 4Q18 1Q19 2Q19 3Q19 QoQ 3Q18 YoY IM18 9IM19 YoY
Net fee and commission income 4,521 4,343 4,211 4,593 9% 3,809 21% 12,905 13,147 2%
Brokerage 1,581 1,950 1,849 1,904 3% 1,735 10% 5,848 5,703 -2%
Investment banking 1,209 989 815 1,177 44% 680 73% 2,430 2,981 23%
Asset Management 1,692 1,297 1,370 1,434 5% 1,231 17% 4,142 4,101 -1%
Net interest income* 336 520 857 408 -52% 812 -50% 2,087 1,786 -14%
Prop trading gains* 2,086 4,923 2,252 4,465 98% 1,354 230% 5960 11,639 95%
Adj. op. revenue 7,879 9,966 7,925 9,882 25% 6,532 51% 22,360 27,773 24%
Adj. op. expenses (4,072) (4,241) (3,963) (4,124) 4%  (3,758) 10% (11,490) (12,329) 7%
PPoP 3,807 5,725 3,962 5,757 45% 2,773 108% 10,869 15,444 42%
Provision (978) 13 (767) (238) -69% (530) -55%  (1,232) (993) -19%
Pre-tax profit 2,828 5,737 3,195 5,519 73% 2,243 146% 9,637 14,451 50%
Income tax expense (635)  (1,380) (888) (1,330) 50% (383) 247%  (1,955)  (3,598) 84%
Net profit 2,075 4,258 2,188 4,077 86% 1,749 133% 7,315 10,522 44%
B/S 4Q18 1Q19 2Q19 3Q19 QoQ 3Q18 YoY FY18 3Q19 YTD
Margin accounts 57,198 64,031 64,488 67,341 4% 61,103 10% 57,198 67,341 18%
Financial investment 299,297 287,437 319,798 338,484 6% 256,978 32% 299,297 338,484 13%
Reverse repos 67,370 57,006 68,605 65,848 -4% 57,953 14% 67,370 65,848 -2%
Customer brokerage deposits 97,774 143,734 122,211 124,928 2% 107,313 16% 97,774 124,928 28%
Total shareholder's equity 153,141 157,918 156,001 160,082 3% 152,792 5% 153,141 160,082 5%
Ratios 4Q18 1Q19 2Q19 3Q19 QoQ 3Q18 YoY 9IM18 9IM19 YoY
ROAE 5.4% 10.9% 5.6% 10.3% 4.7ppt 4.6% 5.7ppt 6.4% 9.0% 2.5ppt
ROAA 1.3% 2.6% 1.3% 2.2% 1.0ppt 1.1% 1.1ppt 1.6% 2.1% 0.6ppt
Leverage 3.6x 3.5x 3.9x 3.8x -0.1x 3.4x 0.4x 3.4x 3.8x 0.4x
Investment yield 3.0% 6.7% 3.0% 5.4% 2.5ppt 2.1% 3.3ppt 3.2% 4.9% 1.7ppt
Cost-to-income ratio 51% 42% 49% 41% -8ppt 57% -16ppt 51% 44% -7ppt

Source: Company data, CMBIS

*: Adjusted for reclassification of interest income from other debt investments.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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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 8,045 7,429 6,720 7,527 8,524 Operating revenue mix
Investment banking fee 4,406 3,639 3,867 5,328 5,849 Brokerage commission 23% 25% 20% 20% 20%
Asset management fee 5715 5834 5370 5,830 6,508 Investment banking fee 13% 12% 12% 14% 14%
Net interest income 2,405 1,568 1,602 1,408 1,741 Asset management fee 16% 19% 16% 15% 15%
Prop-trading gains 12,713 8,901 13,819 15,949 17,765 Net interest income 7% 5% 5% 4% 4%
Others 1,860 2,869 2,080 2,107 2,165 Prop-trading gains 36% 29% 41% 42% 42%
Adj. op. revenue 35,143 30,239 33,458 38,149 42,552 Others 5% 9% 6% 6% 5%
Adj. op. expenses (17,249) (15,563) (15,885) (18,403) (20,319) Total 100% 100% 100% 100% 100%
PPoP 17,895 14,676 17,573 19,747 22,233
Provision (14,721) (2,211) (1,571) (1,311) (1,150) Growth, YoY
Pre-tax profit 16,174 12,466 16,003 18,436 21,083 Brokerage commission -15% -8% -10% 12% 13%
Income tax expense (4,196) (2,589) (4,079) (4,255) (4,874) Investment banking fee -18%  -17% 6% 38% 10%
Minority interests (544)  (487)  (459) (517) (570) Asset management fee -10% 2% -8% 9% 12%
Net profit 11,433 9,390 11,465 13,663 15,639 Net interest income 2%  -35% 2%  -12% 24%
Prop-trading gains 54% -30% 55% 15% 11%
Adj. op. revenue 3% -14% 11% 14% 12%
Balance sheet PPoP 10% -18%  20%  12%  13%
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E Net profit 10% -18% 22% 19% 14%
Deposit held on behalf of clients 69,478 74,291 89,533 91,659 99,821 Total assets 5% 4% 17% 6% 7%
Clearing reserves 27,873 24,922 28,882 32,735 37,668
Margin accounts 73,983 57,198 68,637 76,874 86,099 Efficiency
Reverse repos 114,592 67,370 70,739 74,276 78,732 Cost-to-income ratio 48% 51% 47% 47% 47%
Financial investments 237,380 299,297 365,143 394,354 421,959
Other assets 102,269 130,054 141,674 139,112 140,350 Leverage
Total assets 625,575 653,133 764,607 809,010 864,630 Adj. financial leverage (x) 3.6 3.6 4.0 4.1 4.1
Investment/ equity 158% 195% 227% 232% 234%
Customer brokerage deposits 99,855 97,774 118,183 120,990 132,762
Short-term debts 160,984 164,700 232,494 251,094 270,538 Profitability
Long-term debts 107,342 118,082 127,383 136,279 145,798 ROE 7.8% 62% 7.3% 83% 8.9%
Other liabilities 104,251 115,746 121,762 126,518 130,946 ROA 1.9% 15% 16% 1.7% 1.9%
Total liabilities 472,432 496,301 599,822 634,881 680,043
Per share
Total shareholders' equity 149,799 153,141 160,910 170,060 180,314 EPS (RMB) 0.94 0.77 0.95 1.13 1.29
Incl. Perpetual bonds 0 0 0 0 0 DPS (RMB) 0.40 0.35 0.38 0.45 0.52
Minority interest 3,344 3,691 3,875 4,069 4,272 BVPS (RMB) 12.36 12.64 13.28 14.03 14.88
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 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.

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.
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