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ICBC (1398.HK)

Operating performance maintained stable

CHINA | BANKING | COMPANY REPORT

Summary

According to 3Q results of ICBC (or the Group) this year, by the end of Sep, net profit
was RMB221.761 billion, up slightly 0.59% y-y, equivalent to the EPS of RMBO0.62. The
profit growth declined quarter by quarter, in line with our previous expectation;

The decreased profit growth was mainly because of the decrease of incomes, net
interest incomes and intermediate business incomes increased by 4.7% and 10.2% y-y
to RMB379.945 billion and 111.183 billion respectively. Meanwhile, the impairment loss
would continue to increase significantly, which is one of main reasons of the large
decrease of net profit;

Total assets increased by 7.25% to RMB22.10 trillion compared to the end of 2014,
remained the stable growth, and the BVPS achieved to RMB4.62, up 9.22%;

The asset quality of ICBC continued to go down. By the end of 3Q2015, the NPL ratio
increased largely by 0.31ppts to 1.44%, and we expect it would be around 1.50% in
2015, while the coverage ratio went down 49.27ppts to 157.63%;

In all, ICBC's performance met our expectation, and faces two main issues, one is the
decrease of the profit growth, and the other is the deterioration of the asset quality,
however, we expect the Group's profit would increase slightly in 2015, but it will go
down in the next two years. Considering the large decrease of the share price recently,
the valuation becomes attractive, and we give ICBC's 12-m target price at HKS6.00,
around 31% higher than the latest closing price, equivalent to 6.5xP/E and 0.9xP/B in
2016 respectively. Upgrade to Buy rating. (Closing price as at 16 Dec 2015)
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Buy (Upgrade)
CMP: HKS 4.58
(Closing price as at 16 Dec 2015)

TARGET HK$ 6.00 (+31%)
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The growth of ICBC's net interest incomes
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The growth of ICBC's profits

Growthrate

yoy
90. 00% r " Growth rate of OI ™Growth rate of NI
80.00% [
70.00% [
60. 00% [
50. 00% [
40. 00% |
30.00% [
20.00% [
10. 00% |
0. 00%
. S oo o oo oo oo o 9 @ @@
ja) [ee) (e} [ox] [op) o < — — [aN] [N} o o <t <+ Lo Lo
o fan) (e < () — — — — — — — — — — — —
() () () () () () () () () () () () () () () ()
(o] N (o] N N (o] [N} (o] (o] [N} (o] N [N} (o] [N} (o]
Source: Company, Phillip Securities (HK) Research
The NPL ratio of ICBC
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Risk

Lower-than-expected growth of main business incomes;
The deterioration of the asset quality due to the sharp growth of the NPLs;

Share price may decrease largely affected by the market environment in the short

term if the U.S. increased interest rates.
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FINANCIALS

Balance Sheet 2013A 2014A 2015E 2016E 2017E
Cash and balances with banks and other financial institutions 3,294,007 3,523,622 3,171,260 3,234,685 3,461,113

Loans and advances to customers 9,681,415 10,768,750 11,910,238 13,101,261 14,280,375

Financial investments 3,949,688 4,086,409 4,699,370  5263,295 5,789,624
Total Assets 18,917,752 20,609,953 22,409,852 24,746,872 27,311,256

Deposits and placements to other banks and financial institutions 1,269,255 1,539,239 2,001,011 2,541,284 3,176,604

Deposits from customers 14,620,825 15556,601 16,956,695 18,398,014 19,961,845

Other liabilities 436,736 464,600 418,221 501,865 577,145

Total Liabilities 17,639,289 19,072,649 20,639,726 22,810,920 25,203,412

Shareholders' equity 1,274,134 1,530,859 1,757,993 1,919,334 2,088,335

Minority interest 4,329 6,445 12,133 16,618 19,508

Total shareholders’ equity 1,278,463 1,537,304 1,770,126 1935952 2,107,843

Total shareholders’ equity and liabilities 18,917,752 20,609,953 22,409,852 24,746,872 27,311,256

Income Statement 2013A 2014A 2015E 2016E 2017E
Net interest income 443,335 493522 496,817 502,892 510,316

Net fee and commission income 122,326 132,497 149,154 170,200 201,314

Operating income 578,901 634,858 664,448 697,151 741,036

Operating expenses (204,140) (218,674)  (223,047) (231,969) (243,568)
Impairment losses (38,321) (56,729)  (80,430) (108,501) (143,145)
Operating profit 336,440 359,455 360,970 356,680 354,323

Profit before tax 338,537 361,612 363,191 359,013 356,866

Income tax (75,572) (85,326)  (86,179) (84,456) (83,611)
Effective income tax rate 22.32% 23.60% 23.73% 23.52% 23.43%
Net profit for the period 262,965 276,286 277,012 274,558 273,255

Minority interest 316 475 546 628 691

Net profit attributable to equity holders of the Ba  nk 262,649 275,811 276,466 273,929 272,564

Declared and paid Dividends 91,958 96,534 96,763 95,875 96,834

ltems per share 2013A 2014A 2015E 2016E 2017E
Basic EPS(RMB) 0.74 0.78 0.78 0.77 0.76

Book value per share(RMB) 3.63 433 4.93 5.39 5.86

Divedend per Share(RMB) 0.26 0.27 0.27 0.27 0.27

Financial ratio 2013A 2014A 2015E 2016E 2017E
PIE(X) 52 4.9 49 5.0 5.0

PIB (x) 11 0.9 0.8 0.7 0.7

Dividend payout ratio 35.01% 35.00% 35.00% 35.00% 35.53%
Dividend Yield 6.78% 7.12% 7.10% 7.03% 7.10%
Net interest margin 2.57% 2.66% 2.47% 2.40% 2.35%
Loan to deposit ratio 66.22% 69.22% 70.24% 71.21% 71.54%
Cost to income ratio 28.80% 27.93% 24.13% 24.50% 25.10%
Return on average assets 1.44% 1.40% 1.29% 1.16% 1.05%
Return on average equity 21.90% 19.67% 16.81% 14.90% 13.60%
Non-performing loan ratio 0.94% 1.13% 1.53% 1.75% 2.02%
Coverage rate 257.19% 206.90%  151.00% 133.00% 117.00%
Core capital adequacy ratio 10.57% 11.92% 12.64% 11.90% 11.40%
Capital adequacy ratio 13.12% 14.53% 14.50% 13.95% 13.56%

Source: Company, Phillip Securities (HK) Research Estimates

(Financial figures as at 16 December 2015)
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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.

© 2015 Phillip Securities (Hong Kong) Limited
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