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Key Data
52Wk H/L(HKS) 14.36/7.45
Issued shares (mn) 1,251.4
Market cap (HK$ mn) 17,794
3-mth avg daily turnover (HK$ mn) 28.39
Major shareholder(s) (%):

Dah Sing Financial Group 74.59

Source(s): Company, Bloomberg, ABCI Securities

1H13 PBT breakdown (%)

Corporate banking 44.07
Retail banking 24.58
Treasury operations 18.02
Others 13.33
Source(s): Company, ABCI Securities
Share performance (%)
Absolute Relative*
1-mth 24.4 22.9
3-mth 514 40.9
6-mth 33.1 27.3
*Relative to HSI
Source(s): Bloomberg, ABCI Securities
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DSB (2356 HK)

Key takeaways from Corporate Access meeting

= In our corporate access meeting with DSB on Oct 9, Deputy CEO, Mr.
Nicholas Mayhew, and Head of IR, Mr. Eric Ho, shared their views regarding
DSB’s latest development

= DSB’s shareholding in Bank of Chongging may dilute upon completion of its
IPO, yet DSB will keep this investment in the associate given its decent
return

=  Though DSB confirmed that no takeover talk had taken place, the Group will
continue to focus on improving its profitability, and we believe the door is still
open. DSB’s clean balance sheet and solid franchises will increase its M&A
value

= Implementation of Basel Il standard should not increase DSB’s capital
pressure. The counter is currently trading at 1x 14E P/B (consensus). or 0.5
s.d.below historical mean P/B.

Fundamental stays solid. Following the upsurge in DSB’s NIM, which rose from
1.47% in 1H12 to 1.6% in 2H12, and further to 1.77% in 1H13, overall NIM
improvement in 2H13 should slow. Management expects deposit cost in 2H12 to
remain stable given the sufficient short-term liquidity in the Hong Kong banking
system. Although certain banks have competed for deposits aggressively, the overall
situation is manageable. DSB has always been highly cautious about investment risk,
thus we believe a rising risk appetite may drive up ROE significantly for the Group.

Open attitude to potential M&A. Despite management confirmed that no concrete
M&A talks had taken place with potential buyers, they admitted that local mid-cap
banks have always been the M&A targets of both China and overseas buyers,
especially now that supply is running out. Final pricing of any M&A targets should
reflect their fundamental values, hence profitability enhancement has always a
primary concern of the Group. We believe DSB’s clean balance sheet and strong
business franchises in Hong Kong/Macau should provide additional value to potential
buyers.

Associate company is going public. IPO of DSB’s associate company, Bank of
Chongging (BoCQ) has been planned for years and concrete developments were
seen lately. Management expects the listing of BoCQ in the Hong Kong stock market
to complete in 2013, and reiterated that DSB has no intention to sell its stakes in
BoCQ as it is a decent investment with solid growth. Nevertheless, DSB expects a
potential dilution of its stakes post-IPO. However, considering the strategic
relationship between the two, DSB should continue to treat BoCQ as associate.

Well prepared for Basel Ill. Basel Ill standard should not cast additional capital
pressure on DSB with its Tier 1 CAR and Tier 2 CAR reported at 10.4% and 4.5%, vs.
the Basel Ill benchmark at 10% and 4.2% as stipulated in June 2013. DSB is currently
trading at 1x FY14E P/B (consensus) or 0.5 s.d. below historical mean P/B.

Risk factors: 1) Sharp deterioration in asset quality, especially regarding its exposure
in China; 2) Reverse in liquidity may result in higher funding cost.

Results and Valuation

FY ended Dec 31 2010A 2011A 2012A 1H13A
Revenue (RMB mn) 2,598 2,694 3,108 1,851
Chg (%,YoY) 6.5 3.7 15.4 12.2
Net profit (RMB mn) 1,074 1,092 1,410 813
Chg (%,YoY) 78.7 1.7 29.1 35.1
EPS (RMB) 0.92 0.89 1.14 0.65
Chg (%,YoY) 53.3 (3.3) 28.1 32.7
BVPS (RMB) 11.06 12.27 12.32 12.68
Chg (%,YoY) 14.1 10.9 16.5 (2.0)
P/E (x) 15.3 15.8 12.4 na
P/B (x) 1.27 1.15 1.14 1.11
ROE (%) 8.84 7.66 8.57 10.5
ROA (%) 0.88 0.78 0.92 1.06
DPS(RMB) 0.27 0.28 0.31 0.09
Yield (%) 1.9 2.0 2.6 na

Source(s): Bloomberg, ABCI Securities
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Disclosures

Analyst Certification

I, Johannes Au, being the person primarily responsible for the content of this
research report, in whole or in part, hereby certify that all of the views
expressed in this report accurately reflect my personal view about the subject
company or companies and its or their securities. | also certify that no part of
my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. | and/or my associates
have no financial interests in relation to the listed company (ies) covered in this
report, and | and/or my associates do not serve as officer(s) of the listed
company (ies) covered in this report.

Disclosures of Interests
ABCI Securities Company Limited and/or its affiliates may pursue financial
interests to the companies mentioned in the report.

Definition of equity rating

Rating Definition

Buy Stock return = Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross
dividend yield over the next 12 months

Market return: 5-year average market return rate from 2007-2011

Time horizon of share price target: 12-month

Definition of share price risk
Rating Definition
Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 <180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 <180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark
index. Benchmark index: Hang Seng Index.

Volatility is calculated from the standard deviation of day to day logarithmic
historic price change. The 180-day price volatility equals the annualized
standard deviation of the relative price change for the 180 most recent trading
days closing price.

Disclaimers

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the
specific investment objectives, financial situation or particular needs of any
specific recipient. It is published solely for informational purposes and is not to
be construed as a solicitation or an offer to buy or sell any securities or related
financial instruments. No representation or warranty, either expresses or
implied, is provided in relation to the accuracy, completeness or reliability of
the information contained herein. This report should not be regarded by
recipients as a substitute for the exercise of their own judgment. Any opinions
expressed in this report are subject to change without notice and may differ or
be contrary to opinions expressed by other business areas as a result of using
different assumptions and criteria. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially
different results. The analyst(s) responsible for the preparation of this report
may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting
market information. ABCI Securities Company Limited is under no obligation to
update or keep current the information contained herein. ABCI Securities
Company Limited relies on information barriers to control the flow of
information contained in one or more areas within ABCI Securities Company
Limited, into other areas, units, groups or affiliates of ABCI Securities
Company Limited. The compensation of the analyst who prepared this report is
determined exclusively by research management and senior management (not
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including investment banking). Analyst compensation is not based on
investment banking revenues, however, compensation may relate to the
revenues of ABCI Securities Company Limited as a whole, of which
investment banking, sales and trading are a part. The securities described
herein may not be eligible for sale in all jurisdictions or to certain categories of
investors. The price and value of the investments referred to in this research
and the income from them may fluctuate. Past performance is not necessarily
indicative of future results. Foreign currency rates of exchange may adversely
affect the value, price or income of any security or related instrument
mentioned in this report. For investment advice, trade execution or other
enquiries, clients should contact their local sales representative. Neither ABCI
Securities Company Limited nor any of its affiliates, directors, employees or
agents accepts any liability for any loss or damage arising out of the use of all
or any part of this report. Additional information will be made available upon
request.
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