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China International Capital Corp. (3908 HK)

BUY (Maintain)

Outstanding FY20 results across the board

Target Price HK$ 23.00
(Previous TP HK$ 23.60)
CICC reported FY20 net profit of RMB 7.2bn, up 70% YoY, arriving at the Up/Downside +22.5%
midpoint of profit alert range. Operating revenue increased 53% YoY, fueled by Current Price HK$ 18.78

stellar growth of both fee incomes and capital-based businesses, though
impairment losses surged. We think CICC’s outstanding franchise in IB and AM

. . " . . . . China Brokerage Sector
will enhance its competitiveness in the evolving capital market. We lift FY21E-

22E earnings by 6%-11% and fine-tune TP to HK$ 23.00. Reiterate BUY. Karen Sui

B Results positives: 1) Prop-trading gains surged 89% YoY in FY20, mainly (852) 3761 8775 .
on gains from mandatory investment into STAR Market sponsored IPOs, suixiaomeng@cmbi.com.hk
expanding OTC derivatives and FICC related business. Financial investment ik Bt
balance robustly grew 44% YoY, and calculated investment yield was up Mkt Cap (HKS mn) 212374
1.3ppt YoY to 5.9%. 2) Brokerage income +55% YoY, likely attributable to Avg 3 mths t/o (HK$ mn) 484.89
share gain in domestic brokerage and a 126% YoY growth of agency sales of 52w High/Low (HK$) 25.75/10.80
financial products. 3) Asset mgmt. & fund mgmt. income +51% YoY, of Total Issued Shares (mn) 4,369
which AM fees far outpaced industry growth (+51% vs. +9%), as CICC SclicedBicomberd
recorded a 61% YoY growth of AUM, and % of monthly avg. actively managed Shareholding Structure
AUM exceeded 91% in 4Q20, according to AMAC. Meanwhile, mutual Huijin 20.1%
fund/PE AUM expanded 98%/28% YoY, contributing to a 28% YoY growth of Haier Group Corporation 8.3%
fund mgmt. fees. In 4Q20, CICC Capital remained the largest PE sub of Lo He s L e SRt
brokers with a monthly avg. AUM of RMB 132bn, more than doubling that of
the runner-up. 4) Investment banking income +40% YoY despite high base, Share Performance
highlighted by 55%/15% domestic/oversea IPO underwriting. 5) Net interest — Absz';}; Re'?t;‘;j
loss -2% YoY, thanks to strong interest income from margin financing (+39% 3-mth 1:0(;; _5:30/;’
YoY and margin acct. balance +46% YoY) and lower funding cost (est. -0.4ppt 6-mth 7.2% -12.0%
YoY). The Company’s leverage went down from 7.4x ended 3Q20 to 6.3x Source: Bloomberg
ended FY20 after A-share IPO completed in Nov 2020. 12-mth Price Performance

B Results negatives: 1) Forex loss was recorded at RMB 2.2bn, reducing top- (HKS)  ——3908HK  —— HSI (rebased)
line by 8%, caused by derivative losses on volatility in forex market. 2) zj
Impairment losses was RMB 973mn, up 510% YoY, and mostly was booked 22
in 2H20 (RMB 806mn). The charge was mainly for receivables, SPLs and ig
margin financing. 1

B Fine-tune TP to HK$ 23.00. Reiterate BUY. We revised up FY21E-22E .
earnings forecast for CICC by 6%-11%, mainly to reflect higher investment 10 4 : : :
yield assumption and better growth in AM. CICC now trades at 1.04x 1-year Maren o mEn - seps Do
forward P/B (vs. historical avg. of 1.12x). We slightly lower our TP to Source: Bloomberg

HK$ 23.00 to reflect higher COE assumption (10.6% vs. prev. 9.5%). Maintain
BUY and as one of our sector top picks.

Earnings Summary

Auditor: Deloitte

Related Reports
1.  “3Q20 results boosted by strong

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E fee growth” — 30 Oct 2020
Adj. op. revenue (RMB mn) 15,484 23,624 26,455 28,313 31,052 2. "2Q20results strong on
Net profit (RMB mn) 4,239 7,207 7,681 8,596 9,524 investment gains” — 8 Aug 2020

3. “Raises A-share IPO size; mega

EPS (RMB) 0.99 1.62 1.58 1.77 1.96 deals to help with ROE recovery” —
EPS CHG (%) 19 64 3) 12 11 21 Jul 2020
Consensus EPS (RMB) N/A N/A 1.72 1.97 N/A 4.  “Optimism & reform suggest more
P/E (X) 15.7 9.6 9.9 8.8 7.9 earnings upsides” — 9 Jul 2020

5. “Reform acceleration could drive
P_/B x) 1.44 1.13 1.02 0.87 0.79 further divergence” — 12 May 2020
Yield (%) 0.0 1.6 15 1.7 1.9
ROE (%) 9.5 12.6 10.9 11.0 111
Financial leverage (x) 6.0 6.3 6.2 6.0 5.8

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1. CICC’s quarterly results summary

(RMB mn)
IS 4Q19 1Q20 2Q20 3020 4Q20 QoQ YoY FY19 FY20 YoY
Net fee and commission income 3,744 2,552 2,685 3,484 4,905 41% 31% 9,547 13,626 43%
Brokerage 720 1,087 914 1,455 1,154 -21% 60% 2,979 4,610 55%
Investment banking 2,240 874 1,126 1,369 2,586 89% 15% 4,248 5,956 40%
Asset management and others 784 591 645 659 1,165 77% 49% 2,321 3,059 32%
Net interest income/ (loss) (488) (225) (274) (295) (275) 7% -44% | (1,095)  (1,069) -2%
Prop trading gains 1,826 1,909 3,601 4,224 3,424 -19% 88% 6,959 13,159 89%
Adj. op. revenue 4,323 4,757 5,938 6,303 6,626 5% 53% 15,484 23,624 53%
Adj. op. expenses (2,876)  (2,919) (3,577)  (3,963)  (3,480) -12% 21% | (10,023) (13,939) 39%
PPoP 1,447 1,838 2,361 2,341 3,145 34% 117% 5,461 9,685 77%
Provision (127) (145) (22) ) (799) 12125% 531% (160) (973) 510%
Pre-tax profit 1,321 1,693 2,339 2,334 2,346 1% 78% 5,302 8,713 64%
Income tax expense (239) (404) (326) (487) (233) -52% 2% | (1,054)  (1,451) 38%
Net profit 1,099 1,277 1,998 1,839 2,093 14% 90% 4,182 7,150 71%
B/S 4Q19 1Q20 2Q20 3020 4Q20 QoQ YoY FY19 FY20 YoY
Margin accounts 23,190 23,617 25567 30,866 33,885 10% 46% | 23,190 33,885 46%
Reverse repo 14,299 14,190 16,270 20,020 18,431 -8% 29% 14,299 18,431 29%
Financial investments 197,178 203,718 254,030 257,259 284,818 11% 44% | 197,178 284,818 44%
Debt and borrowings 149,422 167,542 194,047 211,540 214,111 1% 43% | 149,422 214,111 43%
Total shareholder's equity 48,294 49,725 50,329 56,637 71,635 26% 48% | 48,294 71,635 48%
Ratios 4Q19 1Q20 2Q20 3020 4Q20 QoQ YoY FY19 FY20 YoY
ROE 9.4% 10.4% 16.0% 13.8% 13.1% -0.7ppt 3.7ppt 9.5% 12.6% 3.1ppt
ROA 1.3% 1.4% 1.9% 1.6% 1.7% 0.1ppt 0.4ppt 1.4% 1.7% 0.3ppt
Adj. leverage 6.0x 6.6x 7.4x 7.4x 6.3x -1.1x 0.3x 6.0x 6.3x 0.3x
Investment yield* 3.9% 3.4% 5.9% 6.3% 4.7%  -1.6ppt 0.8ppt 4.7% 5.9% 1.2ppt
Cost-to-income ratio 66% 61% 60% 62% 52% -10ppt -14ppt 64% 59% -5ppt

Source: Company data, CMBIS
*: including interest income from debt/other debt investments when calculating annual investment yield.

Figure 2: Earnings revision

New vs. Old
Adj. operating income (mn) 26,455 28,313 23,232 26,543 14% 7%
Net profit (mn) 7,681 8,596 6,931 8,074 11% 6%
EPS 1.58 1.77 1.42 1.66 11% %
BVPS 15.24 17.86 15.04 17.60 1% 1%
ROE 10.9% 11.0% 9.9% 10.5% 1.0ppt 0.5ppt

Source: CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2



31 Mar 2021

WEE R

CMB INTERNATIONAL

]

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 2,979 4,610 4,911 5,546 6,017 Operating revenue mix
Investment banking fee 4,248 5,956 6,625 7,378 7,811 Brokerage commission 19% 20% 19% 20% 19%
Asset management fee 754 1,136 1,437 1,689 2,002 Investment banking fee 27% 25% 25% 26% 25%
Net interest income (1,095) (1,069) (1,403) (1,749) (1,846) Asset management fee 5% 5% 5% 6% 6%
Prop-trading gains 6,959 13,159 14,023 14,857 16,476 Net interest income -7% -5% -5% -6% -6%
Others 1,641 (168) 862 592 592 Prop-trading gains 45% 56% 53% 52% 53%
Adj. op. revenue 15,484 23,624 26,455 28,313 31,052 Others 11% -1% 3% 2% 2%
Adj. op. expenses (10,023) (13,939) (16,268) (17,127) (18,784) Total 100% 100% 100% 100% 100%
PPoP 5461 9,685 10,187 11,186 12,268
Provision (160)  (973)  (745) (620) (562) Growth, YoY
Pre-tax profit 5,302 8,713 9,442 10,566 11,706 Brokerage commission 14% 55% 7% 13% 8%
Income tax expense (1,054) (1,451) (1,700) (1,902) (2,107) Investment banking fee 34% 40% 11% 11% 6%
Minority interests 9) (55) (62) (68) (75) Asset management fee 22% 51% 26% 18% 19%
Attributable net profit 4,239 7,207 7,681 8,596 9,524 Net interest income 286% -2% 31% 25% 6%
Prop-trading gains 43% 89% 7% 6% 11%
Adj. op. revenue 20% 53% 12% 7% 10%
Balance sheet PPoP 2% 7% 5%  10%  10%
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E Attributable net profit 21% 70% 7% 12% 11%
Deposit held on behalf of clients 40,960 51,666 57,720 65,718 71,542 Total assets 25% 51% 7% 8% 6%
Clearing reserves 10,964 12,295 14,737 16,779 18,266
Margin accounts 23,190 33,885 37,951 41,367 44,676 Efficiency
Reverse repos 14,299 18,431 19,721 20,707 21,742 Cost-to-income ratio 64% 59% 61% 60% 60%
Financial investments 197,178 284,818 316,148 344,601 368,723
Other assets 58,380 120,526 114,308 114,942 117,399 Leverage
Total assets 344,971 521,620 560,584 604,113 642,348 Adj. financial leverage (x) 6.0 6.3 6.2 6.0 5.8
Investment/ equity 408% 398% 402% 400% 389%
Customer brokerage deposits 48,338 70,655 75,035 85,433 93,004
Short-term debts 70,031 86,110 93,968 101,731 108,426 Profitability
Long-term debts 79,391 128,001 138,241 147,918 155,314 ROE 9.5% 12.6% 10.9% 11.0% 11.1%
Other liabilities 98,680 165,039 174,582 182,639 190,653 ROA 14% 1.7% 14% 15% 1.5%
Total liabilities 296,440 449,805 481,826 517,721 547,398
Per share
Total shareholders' equity 48,294 71,635 78,568 86,197 94,749 EPS (RMB) 0.99 1.62 1.58 1.77 1.96
Incl. Perpetual bonds 1,000 5,000 5,000 5,000 5,000 DPS (RMB) 0.00 0.24 0.24 0.27 0.29
Minority interest 238 180 189 195 201 BVPS (RMB) 10.83 13.80 1524 17.86 19.63
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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
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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
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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
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methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
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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.
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CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports
and the independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or
qualified as a research analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA
Rules intended to ensure that the analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report
is intended for distribution in the United States solely to "major US institutional investors”, as defined in Rule 15a-6 under the US, Securities Exchange Act of
1934, as amended, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy of this report
by its acceptance hereof represents and agrees that it shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing
to effect any transaction to buy or sell securities based on the information provided in this report should do so only through a U.S.-registered broker-dealer.

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.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4



