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Stable fundamentals over economic cycles

= Expect fast balance sheet growth to counter pricing difficulties

= NIM continues to decline over the cycle of interest rate cut but we expect pace to
slow in coming quarters

= Risk buffers to lessen in compliance with policy to support real economy

= Reiterate BUY on stable fundamentals. Our GGM- based H/A shr TPs imply target
23E P/B of 0.58x/0.68x

Fast balance sheet growth to continue. In view of pricing difficulties during the interest
rate cut cycle and potential increase in asset quality risk under macro uncertainties, banks
will defend profitability through expanding business scale. Factoring in a faster balance
sheet growth in 1H22, we raise our total asset and total liabilities CAGRs for the bank to
16.5% and 17.4% over FY21A-24E, of which net loans, total investments, and total
deposits will grow at 14.4%, 18.0%, and 17.3% CAGRs.

NIM pressure to reduce. Rapid LPR cuts since Dec 2021 steepen decline in banks’ NIM
in 2Q22. Nevertheless, we believe robust balance sheet growth and component
management could help counter NIM pressure, as evidenced by ICBC’s NIl growth at
4.5% YoY despite a NIM contraction of 9bps YoY in 1H22 to 2.03%. We adjust our NIM
model accordingly, and expect the bank’s NIM to narrow by 11bps-13bps YoY each in
2022E-24E and reach 1.75% by FY24E. Meanwhile, a larger balance sheet would drive
NIl CAGR at 9.5% over FY21A-24E.

Gradual reduction of risk buffers. Following China’s policy direction, big banks have
started to lower risk buffers since 2Q22. In particular, ICBC'’s provision ratio and provision
coverage ratio were down by 5bps and 2.88ppt QoQ to 2.93% and 207.03% while NPL
ratio dropped 1lbps QoQ to 1.41%. Our base case expects NPL ratio to remain largely
stable. NPLs from real estate sector remain the core uncertainty, pushing up ICBC’s
FY22E-24E NPL ratio by 1bps-3bps each. Reduction in risk buffers would continue. Our
base case projects ICBC'’s provisioning ratio and provision coverage ratio to lessen to
2.78% and 187.84% by end-24E.

Results and Valuation

FY ended Dec 31 2020A 2021A 2022E 2023E 2024E
Revenue (RMB mn) 800,075 860,880 918,311 1,012,877 1,096,176
Chg (%,YoY) 31 7.6 6.7 10.3 8.2
Net profit* (RMB mn) 315,906 348,338 361,616 389,303 414,422
Chg (%,YoY) 12 10.3 3.8 7.7 6.5
EPS (RMB) 0.86 0.95 0.99 1.07 1.14
Chg (%,Yo0Y) (0.2) 10.3 3.9 7.9 6.6
BVPS (RMB) 7.48 8.15 8.82 9.54 10.30
Chg (%,YoY) 8.0 8.8 8.2 8.2 8.0
P/E (x) — H-shr 4.04 3.66 3.52 3.26 3.06
P/B (x) — H-shr 0.46 0.43 0.39 0.36 0.34
P/E (x) — A-shr 5.06 4.59 4.41 4.09 3.84
P/B (x) — A-shr 0.58 0.54 0.49 0.46 0.42
ROAA (%) 1.00 1.02 0.94 0.87 0.80
ROAE (%) 11.95 12.15 11.64 11.61 11.45
DPS(RMB) 0.266 0.293 0.315 0.339 0.360
Yield (%) H-shr 7.65 8.43 9.04 9.74 10.36

6.10 6.73 7.21 7.77 8.27

Yield (%) A-shr
Note: HKD/CNY=1.15
*Net profit =Net profit attributable to equity holders of the Company
Source(s): Company; Bloomberg, ABCI Securities estimates
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Maintain BUY on stable fundamentals. ICBC is one of our long-term pick in the sector

given its stable fundamentals over economic cycles and market leading position.

Nonetheless, in view of macro uncertainties, we lower its sustainable ROAE and raise our

risk assumptions in the GGM model and roll over our TP calculation to FY23E BVPS. We

adjust our H/A TPs by -15.1% and -15.5% to HK$ 6.32 and RMB 6.51.The TPs imply

0.58x/0.68x target FY23E P/B. Reiterate BUY.

Risk Factors: 1) Radical change in business environment induced by heavy-handed

supervision and policies; 2) Potential asset quality deterioration in specific sectors and

geographical areas; 3) Elevating NIM pressure amid interest rate cut cycle; 4) The need

of additional capital or funding sources to support balance sheet growth 5) Resurgence or

prolonged COVID-19 pandemic.
Exhibit 1: Major changes in 2022E and 2023E forecasts
(RMB mn) 2022E 2022E change (RMB mn) 2023E 2023E change

(old) (new) (%) (old) (new) (%)
Net interest income 722,891 742,659 2.73 Net interest income 758,951 832,037 9.63
Net fee and 137,015 135,019 (1.46) Net fee and 143,865 137,045 @74
commission commission
Operating income 908,093 918,311 1.13 Operating income 963,560 1,012,877 5.12
Operating (266,187) (259,542) (2.50) Operating expenses (295,051) (293,223) (0.62)
expenses
Impairment losses (196,181) (217,981) 11.11 Impairment losses (196,697) (241,758) 22.91
Profit before tax 448,451 443,514 (1.10) Profit before tax 474,401 480,485 1.28
Income tax (80,721) (79,833) (1.10) Income tax expenses (85,392) (88,890) 4.10
expenses
Net profit 365,702 361,616 (1.12) Net profit attributable 386,818 389,303 0.64
attributable to to equity holders
equity holders
Key indicators change Key indicators (%) change
(%) (ppt) (ppt)
Net interest margin 2.06 1.99 (0.07) Net interest margin 2.04 1.86 (0.18)
Net interest spread 1.86 1.78 (0.08) Net interest spread 1.81 1.64 (0.17)
CIR 27.21 26.14 (1.07) CIR 28.49 26.79 (1.70)
ROAA 1.01 0.94 (0.07) Return on average 1.01 0.87 (0.14)
assets
ROAE 11.72 11.64 (0.08) Return on average 11.56 11.61 0.05
equity

Dividend payout 31.00 31.00 - Dividend payout 31.00 31.00 -
CT1 CAR 14.04 13.26 (0.78) CT1 CAR 14.59 12.86 (1.73)
Total CAR 18.52 18.66 0.14 Total CAR 19.16 18.77 (0.39)
NPL ratio 1.45 1.45 - NPL ratio 1.47 1.47 -
Provision to total 2.88 2.88 - Provision to total 2.84 2.84 -
loans loans
Provision coverage 198.62 198.62 - Provision coverage 193.20 193.20 -
ratio

Source(s): Company, ABCI Securities estimates

Exhibit 2: Changes of GGM assumptions

H-shr A-shr
old new old \ new | Reason

TP (HKD/RMB) 7.45 6.32 7.70 6.51
Sustainable ROE (%) 10.87 10.25 10.87 10.25 Factor in increasing macro uncertainties
COE (%) 12.51 12.28 11.51 11.53 Reduced risk-free rate and higher risk premium
LT gr (%) 6.50 7.50 6.50 7.50 Faster-than-expected balance sheet growth
Target 22E P/B (X) 0.67 0.58 0.81 0.68

Source(s): Company, ABCI Securities estimates




I
=3 ICBC (1398 HK / 601398 CH, BUY)

ABC INTERNATIONAL Diversified Financials Sector
ABCI SECURITIES COMPANY LIMITED Aug 31, 2022

Financial statements

Consolidated income statement

FY Ended Dec 31 (RMB mn) 2020A 2021A 2022E 2023E 2024E
Net interest income 646,765 690,680 742,659 832,037 907,779
Non-interest income 153,310 170,200 175,653 180,840 188,396
Of which: Fees and commissions 131,215 133,024 135,019 137,045 141,156
Operating income 800,075 860,880 918,311 1,012,877 1,096,176
Operating expenses (206,585) (236,227) (259,542) (293,223) (331,858)
Pre-provision operating profit 593,490 624,653 658,769 719,654 764,318
Impairment loans losses (202,668) (202,623) (217,981) (241,758) (255,133)
Operating profit 390,822 422,030 440,788 477,896 509,185
Non-operating income 1,304 2,869 2,726 2,589 2,460
Profit before tax 392,126 424,899 443,514 480,485 511,645
Tax (74,441) (74,683) (79,833) (88,890) (94,654)
Minority interests (1,779) (1,878) (2,066) (2,293) (2,568)
Net profit attributable to equity holders 315,906 348,338 361,616 389,303 414,422
Dividend to other capital instrument holders (8,839) (9,607) (9,607) (9,607) (9,607)
Net profit attributable to ordinary 307,067 338,731 352,009 379,696 404,815

shareholders

Growth (%)

Net interest income 2.3 6.8 7.5 12.0 9.1
Non-interest income 6.6 11.0 3.2 3.0 4.2
Of which: Fees and commissions 0.5 1.4 15 1.5 3.0
Operating income 3.1 7.6 6.7 10.3 8.2
Operating expenses 7.5 14.3 9.9 13.0 13.2
Pre-provision operating profit 4.4 5.3 515 9.2 6.2
Impairment loans losses 13.2 (0.0) 7.6 10.9 5i5)
Operating profit 0.4 8.0 4.4 8.4 6.5
Non-operating income (48.3) 120.0 (5.0) (5.0) (5.0)
Profit before tax 0.1 8.4 4.4 8.3 6.5
Tax (5.1) 0.3 6.9 11.3 6.5
Minority interests 56.5 5.6 10.0 11.0 12.0
Net profit attributable to equity holders 1.2 10.3 3.8 7.7 6.5
Dividend to other capital instrument holders 95.3 8.7 0.0 0.0 0.0
Net profit attributable to ordinary (0.2) 10.3 3.9 7.9 6.6

shareholders

Per share (RMB)

EPS 0.86 0.95 0.99 1.07 1.14
BVPS 7.48 8.15 8.82 9.54 10.30
DPS 0.266 0.293 0.315 0.339 0.360

Key ratio (%)

Net interest margin 2.15 2.11 1.99 1.86 1.75
Net interest spread 1.97 1.92 1.78 1.64 1.54
Cost to income ratio 24.76 26.36 26.14 26.79 28.02
Return on average assets 1.00 1.02 0.94 0.87 0.80
Return on average equity 11.95 12.15 11.64 11.61 11.45
Effective tax rate 18.98 17.58 18.00 18.50 18.50
Dividend payout 30.87 30.86 31.80 31.80 31.70

Note: Individual items may not sum to total due to rounding difference

Key ratios and figures may not match with financial reports due to adjustment and reclassification for comparison consistency among individual
equities

Source(s): Company, ABCI Securities estimates
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Consolidated balance sheet

As of Dec 31 (RMB mn) 2020A 2021A 2022E
Cash & balance with central banks 3,537,795 3,098,438 3,470,251 3,886,681 4,353,082
Due from Fls and repo 1,821,185 1,490,646 2,410,470 3,327,683 4,484,559
Investment securities 8,591,139 9,257,760 11,016,734 12,999,747 15,209,704
Net loans and advances 18,136,328 20,109,200 23,327,180 26,633,571 30,132,462
Total interest earning assets 32,086,447 33,956,044 40,224,634 46,847,681 54,179,807
Property and equipment 286,279 290,296 293,199 296,131 299,092
Other non-int. earn assets 972,332 925,043 991,110 1,063,333 1,142,671
Total assets 33,345,058 35,171,383 41,508,943 48,207,146 55,621,571
Customer deposits 25,134,726 26,441,774 31,453,198 36,869,724 42,708,191
Due to Fls and repo 3,077,693 3,286,972 3,951,555 4,691,439 5,494,393
Subordinated debt 1,133,803 1,081,717 1,193,306 1,318,531 1,459,137
Total interest bearing liabilities 29,346,222 30,810,463 36,598,059 42,879,694 49,661,721
Current taxes 89,785 92,443 97,065 102,889 110,091
Deferred tax liabilities 2,881 5,624 8,155 11,009 14,312
Other liabilities 996,655 987,595 1,289,956 1,438,959 1,787,084
Total liabilities 30,435,543 31,896,125 37,993,235 44,432,551 51,573,209
Share capital 356,407 356,407 356,407 356,407 356,407
Other equity instruments 225,819 354,331 354,331 354,331 354,331
Reserves 2,311,276 2,547,017 2,786,067 3,043,441 3,315,575
Minorities 16,013 17,503 18,903 20,415 22,049
Shareholder's equity 2,909,515 3,275,258 3,515,708 3,774,595 4,048,362
Growth (%)

Cash & balance with central banks 6.6 (12.4) 12.0 12.0 12.0
Due from FlIs and repo (3.5) (18.1) 61.7 38.1 34.8
Investment securities 12.3 7.8 19.0 18.0 17.0
Net loans and advances 11.1 10.9 16.0 14.2 13.1
Total interest earning assets 10.0 5.8 18.5 16.5 15.7
Property and equipment (0.1) 14 1.0 1.0 1.0
Other non-int. earn assets 51.0 (4.9) 7.1 7.3 7.5
Total assets 10.7 b5 18.0 16.1 15.4
Customer deposits 9.4 5.2 19.0 17.2 15.8
Due to Fls and repo 21.6 6.8 20.2 18.7 17.1
Subordinated debt 3.2 (4.6) 10.3 10.5 10.7
Total interest bearing liabilities 10.3 5.0 18.8 17.2 15.8
Current taxes (6.7) 3.0 5.0 6.0 7.0
Deferred tax liabilities 53.8 95.2 45.0 35.0 30.0
Other liabilities 39.7 (0.9) 30.6 11.6 24.2
Total liabilities 11.0 4.8 19.1 16.9 16.1
Share capital 0.0 0.0 0.0 0.0 0.0
Other equity instruments 9.6 56.9 0.0 0.0 0.0
Reserves 9.4 10.2 9.4 9.2 8.9
Minorities 1.2 9.3 8.0 8.0 8.0
Shareholder's equity 8.1 12.6 7.3 7.4 7.3
Key ratio (%)

CT1 CAR 13.18 13.31 13.26 12.86 12.55
Total CAR 16.88 18.02 18.66 18.77 18.86
NPL ratio 1.58 1.42 1.45 1.47 1.48
Provision to total loans 2.85 2.92 2.88 2.84 2.78
Provision coverage ratio 180.68 205.84 198.62 193.20 187.84

Note: Individual items may not sum to total due to rounding difference

Aug 31, 2022

Key ratios and figures may not match with financial reports due to adjustment and reclassification for comparison consistency among individual

equities

Source(s): Company, ABCI Securities estimates
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