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China Minsheng Bank (1988.HK)

Growth rate of profit slowing down; quality of asset
worsening

.
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Summary

e As at the end of 2015Q1, the profit attributable to shareholders of China Minsheng
Bank (“Minsheng” or “the Group” in the following text) recorded RMB13.377 billion, up
5.53% yoy, which was slightly lower than our previous expectation, representing EPS
amounted to RMBO0.45. The main reason for keeping steady growth of profit in the
period under review was the robust surge of income from intermediate business, from
which the net commission fee indicated a significant yoy growth of 38%, to RMB12.026
billion. Net interest income in the same period merely recorded a yoy growth of
approximately 9.2%;

e Total asset of the Group slightly increased by 0.04% to RMB4.02 trillion as compared to
the year-end of 2014. All types of Minsheng's assets, particularly inter-bank lending
business, showed significant drop, leading to a shrink of asset scale. Net asset of the
Group amounted to RMB254.079 billion, representing net asset per share as RMB7.42,
up 5.55% as compared to the year-end of 2014;

e Due to the environment of real economy remains in the doldrums, the business
environment of domestic SMEs is getting worse than before, causing the deterioration
of the quality of bank loans. As at the end of 2015Q1, the Group's non-performing loan
(NPL) ratio recorded 1.22%, up 0.05ppts as compared to the year-end of 2014. Although
the detailed composition of NLP of Q1 was not released, based on the information
recorded in the year-end of 2014, both subprime loan and loss loan in the Group’s NPL
showed significant increase: from RMB9.221 billion and 1.081 billion recorded in the
year-end of 2013 increased to RMB16.591 billion and RMB1.276 billion respectively. The
weight of subprime loan and doubtful loan on the total NPL increased from 0.58% and
0.07%, to 0.92% and 0.07% respectively. Due to the consistent rise on the Group’s NPL
recorded in 2015Q1, we expect the amount of outstanding NLP and the NLP ratio would
keep an uptrend, causing higher risk on worsening asset quality;

Overall, Minsheng's profit growth is being slowed down, but the business of loans to small

and micro enterprises etc. enjoys stable development. While the standard of capital is

relatively good, quality of asset is facing the risk of deterioration. Having considered the
current market volatility, the bank’s valuation is low, and we maintain the rating of

Minsheng as “Accumulate”, granting a 12-month target price of HK$10.50, which is 19%

higher than the latest closing price, and equivalent to 5.8x of the EPS and 1.0x of the BVPS of

2016 respectively. (Closing price as at 29 July 2015)

Worsening of asset quality is the greatest challenge to Minsheng currently

As at the end of March 2015, the profit attributable to shareholders of Minsheng recorded
RMB13.377 billion, up 5.53% yoy, representing earning per share amounted to RMBO0.39.
Among this, the net income from handling fee and commission indicated a significant yoy
growth of 38%, to RMB12.026 billion. Net interest income in the same period merely
recorded a yoy growth of approximately 9.2%. We expect Minsheng's net profit growth in
2015H1 would consistently slow down, probably lower than 5%.

In terms of asset, the total asset of the Group slightly increased 0.04% to RMB4.02 trillion as
compared to the year-end of 2014. All types of Minsheng's assets, particularly inter-bank
lending business, showed significant drop, leading to a shrink of asset scale. Net asset of the
Group was RMB254.079 billion, representing net asset per share as RMB7.42, up 5.55% as
compared to the year-end of 2014.
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COMPANY DATA
O/S SHARES (MN) : 6,934
MARKET CAP (HK$ MN) : 61,085
52 - WK HI/LO (HK$) : 11.88/ 6.97
SHARE HOLDING PATTERN, %
Loncin Holdings 20.14
Loncin Group 6.92
Huitai 4.86
PRICE PERFORMANCE, %

1MTH 3MTH 1YR
Hanhua Financial -10.47 -23.92 10.26
HSI -5.19 -13.31 -0.09
KEY FINANCIALS
Key Financial Summary
FYE 1213 12114 1215F  12116F
Operating Income (RMBm) 116,102 135,007 153476 176389
Net Profit, adj. (RMB m) 40218 44546 47653 49865
EPS, adj. (RVB) 124 131 140 146
PE(X) 56 53 50 47
BVPS (RVB) 581 703 7183 8.7
PiB (X) 12 10 09 08
DPS (RVB) 0.26 018 021 023
Div. Yield 38%  26%  30%  33%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price

Source: Company reports, Phillip Securities Est.
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Loans to small and micro enterprises are a special-featured business of Minsheng. As
at the end of 2015Q1, the Group’s outstanding loans to small and micro enterprises
amounted to RMB407.828 billion, increased RMB5.092 billion as compared to the
year-end of 2014, with the number of small and micro clients reaching 3.0255 million
(increased 113,600). We expect the Group's business of loans to small and micro
enterprises would keep stable growth in the future, but the rate of growth would be
slowed down.

Nevertheless, due to the environment of real economy remains in the doldrums, the
business environment of domestic SMEs is getting worse than before, particularly
after the recent slump of the Chinese share markets, causing a big challenge to the
Group's quality of asset. Beside the government capital entering the stock markets
through bank credits, a large portion of capital from civic wealth-management
products, and enterprises and personal loans also entered the share markets. The
uncertainty of these capitals is high, which greatly raised banks’ business risk in the
future. As at the end of 2015Q1, the Group's NPL ratio recorded 1.22%, and the
coverage ratio decreased to 180.58%. We expect the NPL ratio would increase to
around 1.3% in 2015H1.

Overall, the business of Minsheng would be maintained at the comparatively stable
level. We will review the Group's asset quality after the announcement of interim
results.

CMBC's NPL ratio and coverage ratio
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Source: Company, Phillip Securities (HK) Research
Risk

Significant increase of the amount of NPL leading to worse-than-expected
deterioration of asset quality;

Consistent slowdown of income growth of interest and intermediate businesses;

Big drop of share price due to market volatility in the short term.
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pige
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock’s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report.

Firm's Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1%
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of
different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
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