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CITIC Securities (6030 HK)

20Q20 results strong across the board

CITICS reported 1H20 net profit of RMB 8.9bn, up 38% YoY, in-line with
preliminary announcement. 2Q20 operating income was above our estimates, up
19% QoQ, with strength across business lines led by prop-trading, although
building provision again slowed bottom-line growth. We continue to like CITICS'’s
leadership amid industry consolidation, and expect favorable market and reform
environment to support its earnings growth in 2H20E. Maintain BUY.

B Results positives: 1) Prop-trading gains +6% QoQ in 2Q20 despite high
base, achieving 64% YoY growth in 1H20 to RMB 11.8bn. CITICS continued
to expand its financial investment balance (+17% QoQ in 2Q20/+26% HoH)
in 1H20 while maintaining decent yield at 5.4%. We believe this was
attributable to CITICS leading position in equity derivatives as well as better
performance of CITICS investment and Goldstone. 2) Investment banking
fees +49% QoQ, where strong domestic follow-on offering and oversea
underwriting offset slower domestic IPO underwriting (2 IPOs in 2Q20 vs. 5in
1Q20). Given the Company’s rich IPO pipeline (ranked 1st by no. of
sponsorship on STAR Market and ChiNext), we expect IB business will
continue to improve in 2H20E. 3) Brokerage commission performed better
than industry (-13% vs. -22% Qo0Q), where we estimated a YoY market
share gain (+0.7ppt) in 1H20, more than offsetting declining commission rate.
4) AM fees +3% QoQ in 2Q20/+23% YoY in 1H20 (vs. industry +9% YoY in
1H20), thanks to both enhanced actively managed AUM (+23% HoH,
accounting for 61% of total AUM) and stellar growth of China AMC (AUM +21%
HoH) amid robust mutual fund issuance. 5) Net interest income +59% QoQ,
as borrowings and bonds balance reduced 7% QoQ while margin balance
extended 10% QoQ. We saw financing cost experiencing sequential decline
due to easier monetary policy.

B Results negatives: Impairment losses of another RMB 704mn was
booked in 2Q20, totaling RMB 2.3bn in 1H20, up 205% YoY. The increase
was mostly for reverse repos (on-B/S SPLs) and margin financing, which
increased CITICS’s buffer to total balance to 9.1% and 1.5%, respectively,
among highest within major brokers.

B Maintain BUY. CITICS now trades at 1.14x 1-year forward P/B, slightly below
its historical average of 1.19x. Our unchanged TP of HK$ 24.60 implies 1.5x
FY20E P/B, to reflect its leading position in enjoying capital market reform and
expected ROE recovery. Maintain BUY and as one of our sector top picks.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Adj. op. revenue (RMB mn) 30,239 37,440 42,973 47,424 52,261
Net profit (RMB mn) 9,390 12,229 15,016 17,587 20,178
EPS (RMB) 0.77 1.01 1.18 1.36 1.56
EPS CHG (%) (18) 30 17 16 15
Consensus EPS (RMB) N/A N/A 1.26 1.43 1.60
P/E (x) 21.8 16.7 14.3 12.4 10.8
P/B (x) 1.34 1.27 1.19 1.12 1.05
Yield (%) 2.1 3.2 2.8 3.2 3.7
ROE (%) 6.2 7.8 8.7 9.3 10.0
Adj. financial leverage (x) 3.6 4.1 4.1 4.2 4.2

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: CITICS’s 2Q20 results summary

(RMB mn)
I/S 2Q19 3Q19 4019 1Q20 2Q20 QoQ YoY 1H19 1H20 YoY
Net fee and commission income 4,211 4,593 4,875 5,257 5,570 6% 32% 8,554 10,827 27%
Brokerage 1,849 1,904 1,711 2,680 2,328 -13% 26% 3,799 5,008 32%
Investment banking 815 1,177 1,484 891 1,330 49% 63% 1,804 2,221 23%
Asset Management 1,370 1,434 1,606 1,617 1,673 3% 22% 2,666 3,290 23%
Net interest income 857 408 259 313 497 59% -42% 1,378 810 -41%
Prop trading gains 2,252 4,465 4,252 5,724 6,071 6% 170% 7,174 11,795 64%
Adj. op. revenue 7,925 9,882 9,668 11,575 12,564 9% 59% 17,891 24,138 35%
Adj. op. expenses (3,963) (4,124) (5,526) (4,444) (5,519) 24% 39% (8,204) (9,963) 21%
PPoP 3,962 5,757 4,141 7,130 7,045 -1% 78% 9,687 14,175 46%
Provision (767) (238) (1,598) (1,597) (704) -56% -8% (754) (2,301) 205%
Pre-tax profit 3,195 5,519 2,544 5,533 6,341 15% 98% 8,932 11,874 33%
Income tax expense (888) (1,330) (748) (1,310) (1,344) 3% 51% (2,268) (2,653) 17%
Net profit 2,188 4,077 1,706 4,076 4,850 19% 122% 6,446 8,926 38%
B/S 2Q19 3Q19 4Q19 1Q20 2Q20 QoQ YoY FY19 1H20 HoH
Margin accounts 64,488 67,341 70,674 77,241 85,181 10% 32% 70,674 85,181 21%
Financial investment 319,798 338,484 395,312 424,495 498,469 17% 56% | 395,312 498,469 26%
Reverse repos 68,605 65,848 58,830 52,483 50,687 -3% -26% 58,830 50,687 -14%
Borrowings and bonds 184,060 177,976 187,073 195,050 181,875 -71% -1% | 187,073 181,875 -3%
Total shareholders’ equity 156,001 160,082 161,625 177,354 176,044 -1% 13% | 161,625 176,044 9%
Ratios 2019 3019 4019 1Q20 20Q20 QoQ YoY 1H19 1H20 YoY
ROE 5.6% 10.3% 4.2% 9.6% 11.0% 1.4ppt 5.4ppt 8.3% 10.6% 2.2ppt
ROA 1.3% 2.2% 0.9% 1.9% 2.0% 0.1ppt 0.8ppt 1.9% 2.0% 0.1ppt
Leverage 3.9x 3.8x 4.1x 4.2 4.5x 0.3x 0.6x 3.9x 4.5x 0.6x
Investment yield* 3.0% 5.4% 4.6% 5.6% 5.3% -0.3ppt 2.3ppt 5.0% 5.4% 0.4ppt
Cost-to-income ratio 49% 41% 56% 38% 43% 6ppt -6ppt 45% 41% -5ppt

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

Income statement Key Ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Brokerage commission 7,429 7,414 9,352 10,275 11,155 Operating revenue mix
Investment banking fee 3,639 4,465 5,202 6,285 7,423 Brokerage commission 25% 20% 22% 22% 21%
Asset management fee 5,834 5,707 6,348 6,886 7,504 Investment banking fee 12% 12% 12% 13% 14%
Net interest income 2,422 2,045 1,600 2,146 2,350 Asset management fee 19% 15% 15% 15% 14%
Prop-trading gains 8,046 15,891 18,953 20,216 22,096 Net interest income 8% 5% 4% 5% 4%
Others 2,869 1,918 1,519 1,615 1,732 Prop-trading gains 27% 42% 44% 43% 42%
Adj. op. revenue 30,239 37,440 42,973 47,424 52,261 Others 9% 5% 4% 3% 3%
Adj. op. expenses (15,563) (17,855) (20,525) (22,171) (23,909) Total 100% 100% 100% 100% 100%
PPoP 14,676 19,585 22,449 25,253 28,351
Provision (2,211) (2,590) (2,374) (1,787) (1,434) Growth, YoY
Pre-tax profit 12,466 16,995 20,075 23,467 26,917 Brokerage commission -8% 0% 26% 10% 9%
Income tax expense (2,589) (4,346) (4,626) (5,402) (6,212) Investment banking fee -17% 23% 16% 21% 18%
Minority interests (487) (420) (434) (478) (527) Asset management fee 2% -2% 11% 8% 9%
Attributable net profit 9,390 12,229 15,016 17,587 20,178 Net interest income 1% -16% -22% 34% 10%
Prop-trading gains -37% 98% 19% 7% 9%
Adj. op. revenue -14% 24% 15% 10% 10%
Balance sheet PPoP -18%  33% 3%  12%  12%
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E Net profit -18% 30% 23% 17% 15%
Deposit held on behalf of clients 74,291 95,417 132,168 148,159 162,389 Total assets 4% 21% 16% 9% 8%
Clearing reserves 24,922 32,692 45,575 51,089 55,996
Margin accounts 57,198 70,674 83,395 91,735 96,321 Efficiency
Reverse repos 67,370 58,830 62,360 66,101 71,390 Cost-to-income ratio 51% 47% 47% 46% 45%
Financial investments 299,297 395,312 454,608 500,069 550,076
Other assets 130,054 138,798 138,975 145,377 150,575 Leverage
Total assets 653,133 791,722 917,082 1,002,531 1,086,748 Adj. financial leverage (x) 3.6 4.1 4.1 4.2 4.2
Investment/ equity 195% 245% 247% 256% 264%
Customer brokerage deposits 97,774 123,352 171,818 191,125 209,482
Short-term debts 164,700 235,126 258,639 284,503 315,064 Profitability
Long-term debts 118,082 126,394 145,296 164,135 175,597 ROE 6.2% 7.8% 87% 9.3% 10.0%
Other liabilities 115,746 141,400 153,657 163,293 173,748 ROA 1.5% 1.7% 1.8% 1.8% 1.9%
Total liabilities 496,301 626,273 729,410 803,055 873,891
Per share
Total shareholders' equity 153,141 161,625 183,733 195,418 208,677 EPS (RMB) 0.77 1.01 1.18 1.36 1.56
Incl. Perpetual bonds 0 0 0 0 0 DPS (RMB) 0.35 0.53 0.46 0.54 0.62
Minority interest 3,691 3,825 3,939 4,058 4,179 BVPS (RMB) 12.64 13.34 1421 15.12 16.14

Source: Company data, CMBIS estimates
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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.

Disclaimer
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

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.
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