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China Merchants Bank Co., Ltd(CMB)

Waiting for cloudy sky to be cleared

CMB announced FY08 and 1Q09 results. Due to sharp drop in NIM, both 4Q08 and
1Q09 results came lower than our expectations. FY08 net income came to
RMB21.1bn, 38.3% yoy, mainly from soaring NIM and lower effective tax rate.
1Q09 net income came to RMB4.2 bn, decreased 33.4% yoy, We revised our
FY09-10 EPS estimates to RMB 1.22 and RMB 1.50, new add FY11 EPS estimate of

RMB 1.79. We maintain our TP of HKD19, downgrade CMB rating to outperform.

By the end of 1Q09, CMB holds total assets of RMB 1.72 trillion and total liabilities of
RMB 1.63 trillion, up 14.90% and 15.6% respectively compares with that of the end of
FY08. Total loan to customers increased by14.3% and total deposits increased by16.42%
to RMB952.7bn and RMB1.37 trillion respectively. 1QFY net interest income dropped
22.5% yoy to RMB9.2 bn and net fee and commission income dropped 13.5% yoy to
RMB 1.7 bn.. NPL ratio further came down 11 bps to 1.03% in 1Q09. NPL coverage
ratio slightly decreased 3.14 ppts to 222.59%.

Results read: 1) NIM dropped sharply 1Q09 NIM dropped to 2.4% mainly due to
PBOC asymmetric interest cut, different loan and deposit duration and fast growth of
discount bills in the first quarter. 2) NPL ratio father decreased, NPL amount
rebound 1Q09 NPL ratio further dropped to 1.03%, however NPL amount increased
RMB 0.35 bn to RMB 9.85 bn. Credit card NPL ratio grew fast due to different counting
method used by MOF, we see further rise in credit card NPL ratio in the near future. 3)
1Q09

capital adequacy ratio was 10.95% and core capital ratio was 6.54%. Further capital raise

CAR dropped to 6.54%, refinancing requires to support further growth

is required for future growth. The management team implied that CMB would consider
both debt and equity financing. 4) Goodwill of RMB 19 bn arising from the

acquisition of WLB, RMB 9.6 bn carried on after write-off.

Selected Financials

Rmb m 2007 2008 2009E 2010E 2011E
Net Interest Income 33,902 46,885 40,980 48,352 57,181
Net fee and commission income 6,439 7,744 10,473 13,017 15,844
pre-tax profit 21,043 26,759 23,339 28,632 34,112
Attributable net income 15,243 21,077 17,971 22,047 26,266
Growth 124.36%  38.27%  -14.74% 22.68% 19.14%
EPS 1.04 1.43 1.22 1.50 1.79
BVP 4.62 5.41 6.40 7.40 8.40
DPS 0.22 0.43 0.37 0.45 0.54
P/B 297 2.54 2.15 1.86 1.63
P/E 13.24 9.58 11.23 9.16 7.69

Source: company data, CMSHK estimates
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Assets and liability maintain decent growth

By the end of 1Q09, CMB holds total assets of RMB 1.72 trillion and total liabilities of
RMB 1.63 trillion, up 14.90% and 15.6% respectively compares with that of the end of
FYO08. Total loan to customers increased 14.3% and total deposits increased 16.42% to

RMB952.7bn and RMB1.37 trillion respectively.

Graphl: Assets and deposits keep high growth
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Deposit shifting increase funding cost

Among customer loans, corporate loans took up 56.85% of total loans, followed by retail
loans of 24.64% and discount bills of 18.51%. Among deposits corporate deposits took up
59.8% of total loans, and retail deposits accounted for 40.2%. The percentage of time
deposits further increased to 51.1% in 1Q09, deposits shift to time deposit increase funding

cost.

Graph2: Total deposits breakdown 1
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Graph3: Total deposits breakdown 2
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1Q09 net interest income dropped 22.5% yoy to RMB9.2 bn and net fee and commission
income dropped 13.5% yoy to RMB 1.7 bn. 1Q09 NIM dropped to 2.4% mainly due to
PBOC asymmetric interest cut, different loan and deposit duration and fast growth of

discount bills in the first quarter.

Graph4: Net interest income dragged down by decreasing NIM
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1Q09 NPL ratio further dropped to 1.03%, however NPL amount increased RMB 0.35 bn to
RMB 9.85 bn. Credit card NPL ratio grew fast due to different counting method used by
MOF, we see further rise in credit card NPL ratio in the near future. NPL coverage ratio

slightly decreased 3.14 ppts to 222.6%.

Waiting for cloudy sky to be cleared

China whole banking sector is facing the problem of worsening asset quality and NIM
contraction, CMB is no exception. We insist that CMB is one of the best Chinese bank
with solid asset quality and brandy services. CMB’s H-share is currently trading at
2.15x FY09 P/B and 1.86x FY10 P/B. We believe the current stimulus plan by Chinese
Govt. is effective to prevent China economy from a hard landing. We regard CMB
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stock as one of the most resilient among peers once the cloudy sky is clear. We

maintain our TP of HK$19, downgrade CMB rating to outperform.

Appendix1: Selected income statement

RMB mn 2007 2008 2009E 2010E 2011E
Net interest income 33,902 46,885 40,980 48,352 57,181
Non-interest income 7,146 8,759 11,329 13,958 16,879
net fee and commission income 6,439 7,744 10,473 13,017 15,844
Other operating income 707 1,015 855 941 1,035
Total operating revenues 41,048 55,644 52,309 62,311 74,060
Operating costs (16,738) (23,636) (24,590) (28,202) (33,377)
Operating profit 24,310 31,902 27,719 34,108 40,683
Loan Loss Provisions (3,305) (5,154) (4,381) (5,476) (6,571)
Pre-tax profit 21,043 26,759 23,339 28,632 34,112
Tax (5,800) (5,813) (5,368) (6,585) (7,846)
Attributable net income 15,243 21,077 17,971 22,047 26,266
Common dividends 3,193 6,323 5,391 6,614 7,880

Source: company data, CMS,CMSHK estimates

Appendix2: Per share data
RMB yuan 2007 2008 2009E 2010E 2011E
EPS 1.04 1.433 1.222 1.50 1.79
DPS 0.22 0.43 0.37 0.45 0.54
Payout (%) 30% 30% 30% 30% 30%
BVP 4.62 5.41 6.40 7.40 8.40
Avg. Shares Issued 14,704 14,704 14,704 14,704 14,705
P/B (x) 324 2.77 2.34 2.02 1.78
P/E (x) 14.45 10.45 12.25 9.99 8.39

Source: company data, CMS,CMSHK estimates

Appendix3: Growth
growth 2007 2008 2009E 2010E 2011E
Loans 19% 24% 21% 17% 16%
Deposits 22% 33% 18% 15% 16%
Assets 40% 20% 16% 14% 14%
Equity 23% 17% 20% 9% 22%
Net Interest Income 58% 38% -13% 18% 18%
Non-Interest Income 113% 23% 29% 23% 21%

of which Fee Grth 156% 20% 35% 24% 22%

Revenues 65% 36% -6% 19% 19%
Costs 51% 41% 4% 15% 18%
Pre-Provision Profits 76% 31% -13% 23% 19%
Pre-Tax 109% 27% -13% 23% 19%
Attributable Income 124% 38% -15% 23% 19%

Source: company data, CMS,CMSHK estimates
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Appendix2: Selected balance sheet
RMB mn 2007 2008 2009E 2010E 2011E
Net Customer Loans 654,417 855,080 984,796 1,155,947 1,340,903
Loans loss reserves -18,750 -19,282 -20,169 -21,545 -27,444
Gross Loans 673,167 833,548 1,004,964 1,177,492 1,368,348
Investments 243,634 310,446 369,431 406,374 451,075
Average Earning Assets 1,101,933 1,402,298 1,641,869 1,893,165 2,160,131
Total assets 1,310,964 1,571,797 1,825,369 2,077,472 2,358,130
Interbank funding 265,123 165,916 215,691 241,574 512,136
Customer deposits 943,534 1,250,648 1,479,397 1,708,109 1,973,137
Other Interest Bearing Liabilities 12,950 4,998 8,666 8,666 17,332
Avg. Int. Bearing Liabilities. 1,047,424 1,343,569 1,599,815 1,865,991 2,282,137
Shareholders' equity 67,984 79,515 95,192 103,582 126,704

Source: company data, CMS,CMSHK estimates
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RATING DEFINITION & DISCLAIMER

RATING DEFINITION

BUY Expected to outperform the market index by >20% over the next twelve months

OUTPERFORM Expected to outperform the market index by 10-20% over the next twelve months

NEUTRAL Expected to outperform or underperform the market index by <10% over the next twelve months

UNDERPERFORM Expected to underperform the market index by 10 - 20% over the next twelve months

SELL Expected to underperform the market index by >20% over the next twelve months
DISCLAIMER

This document is prepared by China Merchant Securities (HK) Co., Limited (“CMS”). CMS is a licensed corporation to carry on Type
1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9
(Asset Management) regulated activities under Securities and Futures Ordinance (Chapter 571). This document is for information
purpose only. Neither the information nor opinion expressed shall be construed, expressly or impliedly, as an advice, offer, invitation,
advertisement, inducement, recommendation or representation of any kind or form whatsoever or any financial instrument in any

jurisdiction where such advice, offer, invitation, advertisement or solicitation would be illegal.

The information and opinions, and associated estimates and forecasts, contained herein have been obtained from or are based on
sources believed to be reliable. CMS, its holding or affiliated companies, or any of its or their directors, officers or employees (“CMS
Group”) do not represent and warrant that it is accurate or correctness or complete and it should be relied upon. CMS Group will not
accept any responsibility or liability whatsoever for any use of or reliance upon this document or any of the content thereof. The
contents and information in this document will be subject to change without prior notice. Use of any information herein shall be at the

sole discretion and risk of the user. Investors are advised to make their own investment decisions without relying on this publication.

CMS Group may have a position, make markets or act as principal, or engage in transactions in securities of companies referred to in

this document and may also perform or seek to perform investment banking services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed or published in whole or
in part for any purpose without prior consent of CMS.

China Merchants Securities (HK) Co., Ltd
48/F, One Exchange Square, Central, Hong Kong

Website:http://www.newone.com.hk
Tel: (852) 3189-6888 Fax: (852) 3101-0828
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