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Stable performance growth with the
good asset quality
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Good operating performance with the better

asset quality among the peers
Rating: Neutral CP: HK$5.89 TP: HK$5.61

Company Introduction

The predecessor of Bank of Chongging (BOCQ), Chongging
Urban Cooperative Bank was established in Sep 1996, which
mainly focused the businesses on Chongging City and the
neighboring provinces and cities, and it was one of the main
commercial banks in Chongging. It changed the name to
Commercial Bank of Chongging in Mar 1998, and Dah Sing Bank
made a strategic investment in Apr 2004, and changed the bank’s
name to Bank of Chongging in Aug. As at the end of Jun 2013,
total assets of BOCQ reached to RMB188.428 bhillion, ranked No.5
in the commercial banks in Chongging. BOCQ was listed in H
Shares on 6th Nov 2013.

Summary

« BOCQ (or the Group) was listed in H Shares on 6" Nov
2013, which was the first domestic city commercial bank
listed in Hong Kong, and the second local listed bank
from Chongqging after CRCB. It provides the good
beginning for other city commercial banks in future.
BOCQ recorded 7.8 times oversubscription and the
share price closed below the offering price of HK$6
slightly on the first trading day, but overall, it owns the
good operating performance;

« Chongging is the largest in size and the most populous
among the four directly administered municipalities in
China. Meanwhile, it also designated as one of the five
national central cities (including Beijing, Shanghai,
Tianjin and Guangzhou). In 2011, the added value of
Chongging'’s financial industry accounted for over 7% of
Chonggqing’s GDP, only after Beijing and Shanghai, and
such portion increased to 8% in 2012. By the end of
2012, Chongging’'s banking penetration was 136%, the
lowest among the Big-4, representing a significant
growth potential in banking sector;

« Among all Chinese banking institutions, the scales in
both asset and profit of city commercial banks are
smaller than middle and large-sized commercial banks,
and according to total assets, their market shares only
were 9.2% of total assets of all banking institutions. As
at the end of 1H2013, the market share of total assets
of city commercial banks recorded 10.4% in Chonggqing.
Total assets of BOCQ achieved to RMB188.428 hillion,
increased by 20.7% compared with the end of 2012,
and ranked No.5 with the market share of 6.1%
approximately. Additionally, BOCQ’'s market shares of
total loans and deposits were 4.4% and 5.4%
respectively, both ranked No.6;
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Rating 3.00 Neutral
- Previous Rating 0.00 NotRated
Target Price (HKD) 5.61
- Previous Target Price (HKD) NA
Closing Price (HKD) 5.89
Expected Capital Gains (%) -4.8%
Expected Dividend Yield (%) 1.9%
Expected Total Return (%) -2.9%
Raw Beta (Past 2yrs weekly data) NA
Market Cap. (HKD bn) 15,848
Enterprise Value (HKD mn) NA
52 week range (HKD) 5.8-6.03
Closing Price in 52 w eek range
Key Financial Summary
FYE 12/12  12/13F  12/14F  12/15F
Operating Profit (RMB mn) 2,516 3,065 3631 4135
Net Profit, adj. (RMB mn) 1,925 2,354 2,793 3,187
EPS, adj. (RMB) 0.95 0.87 1.04 1.18
PIE (X) 49 5.3 45 39
BVPS (RVMB) 4.09 5.00 6.11 7.00
PB (X) 11 0.9 0.8 0.7
DPS (RMB) 0.05 0.09 0.10 0.12
Div. Yield 1.1% 1.9% 2.2% 2.6%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price
Valuation Method

PE,PB,DDM
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e From 2010 to 2012, BOCQ’s operating income
increased at a CAGR of 29.5% from RMB2.78 bhillion to
RMB4.66 billion, with a CAGR of 32.1% in net profit. As
at the end of Jun 2013, BOCQ's net commission fees
increased strongly by 263.37% y-y to RMB367 million,
compared with CRCB'’s growth rate of 69.18%;

e As at the end of 1H2013, total assets of BOCQ
increased by 20.66% to RMB188.428 billion compared
with the end of 2012, and net assets grew 15.39% to
RMB9.529 billion, with the BVPS of RMBA4.71, up
15.39%;

e The Group’s net loans increased by 10.9% to
RMB83.469 bhillion compared with the end of 2012 while
the deposits increased by 22.4%. The proportion of net
loans to total assets dropped from 48% in 2012 to 44%
in 1H2013. The loan-to-deposit ratio decreased from
65.99% to 59.79% during the same period. In recent
years, BOCQ put some parts of funds into off-balance-
sheet businesses to ensure the decrease of the loan-to-
deposit ratio and the fully use of capital to gain the
stable interest incomes, but the risks of such funds are
more difficult to evaluate;

« BOCQ owned quite good ability of risk control, and both
ratio and the amount of the NPLs are much lower than
the peers based on the small base. As at the end of
2010, 2011 and 2012 and 1H2013, the Group’s NPL
ratio was 0.36%, 0.35%, 0.33% and 0.38%, with the
ratio of allowance for impairment losses to NPLs of
534.0%, 526.7%, 537.7% and 458.3% respectively;

e The funds of IPO are mainly used for increasing the
bank’s capital, which will ease the capital pressure in the
next two years. By the end of 1H2013, BOCQ’s CAR
and Core CAR were 12.78% and 9.81%, up 0.42ppts
and 0.15ppts compared with the end of 2012
respectively;

« Inall, BOCQ’s performance maintains stable growth, but
the asset quality may trend to deteriorate in future.
Additionally, under the current lower valuation of
banking sector, according to 3-stage DDM and P/B
method, we estimate the 12-m target price of BOCQ
would be HK$5.61, around 4.8% lower than the latest
closing price, equivalent to 6.9xP/E and 1.2xP/B in 2014
respectively, initially recommend Neutral rating.

Figure 1. Banking penetration of 4 directly administered municipalities
in Chinain 2012

Figure 2. Structure of market share of Chinese banking institutions in
2012
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Figure 3. Structure of market share of banking institutions in
Chongging in 1H2013
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Figure 4. Market share of TOP 10in Chonggqing in 1H2013
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Figure 5. Profit growth of BOCQ and CRCB in 1H2013
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Table 1. Growth of BOCQ's fee and commission income in 1H2013 Figure
RMB Million 012HL  2013HL| Preportion Growthrate
(2013HL) ¥y
Financial consulting and advisory senices kil 142 3641%  373.33%
Wealth management agency senices 3 17 30.00%  225.00%
Bank cards 12 48 1231%  300.00%
Payment setflement and agency senices i 18 462%  5.88%
Trustsenices 6 46 1179%  666.67%
Gurantee and commitment services 13 19 487%  46.15%
Fee and commission income 114 300[  10000% - 24211%
Total expense 13 23 76.92%
Net fee and comission income 101 367 263375  Source
Source: PSR, Company report Figure
(includ

Figure 6. Loan-to-deposit ratios of BOCQ and CRCB

8. Structure of funds of BOCQ in trust beneficiary rights and

directional asset management plans in 1H2013
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9. NPL and coverage ratios of domestic listed banks in HK
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. . . - Figure 10. Change of BOCQ's NPL ratios
Figure 7. The process of the investments of BOCQ in trust beneficiary g g Q
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Table 2. 3-stage DDM of BOCQ

High growth period 2013-2017
Grow th rate 20%
Stable growth period 2018-2027
Grow th rate 10%
Perpetuity growth period 2027 thereafter
Grow th rate 5%
ROE 10.50%
Dividend payout ratio 10.00%
Cost of equity 10.00%
PV of the dividends for 2013 to 2027 (RMB) 1.10
PV of the terminal value of 2027 (RMB) 1.62
Total PV (RMB) 2.72
Estimated value after conversion (HK$) 3.46
Target Price (HK$) 3.46
2014 PIE (X) 42
2014 P/B (X) 0.7

Source: PSR, Company report
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Financial Status

FYE FY11 FY12 FY13F FY14F FY15F
Valuation Ratios
PIE (X) 6.3 4.9 5.3 4.5 3.9
P/B (X) 1.5 1.1 0.9 0.8 0.7
Dividend Payout ratio 6.79% 5.25% 10.00% 10.03% 10.02%
Dividend Yield 1.08% 1.08% 1.89% 2.25% 2.56%
Per share data (RMB)
EPS, reported 0.74 0.95 0.87 1.04 1.18
EPS, adj. 0.74 0.95 0.87 1.04 1.18
DPS 0.05 0.05 0.09 0.10 0.12
BVPS 3.19 4.09 5.00 6.11 7.00
Growth
Net interest income 30.5% 25.0% 17.5% 12.9% 7.8%
Net fee and commission income(exp.) 46.5% 26.9% 114.4% 61.3% 40.4%
Operating income 28.7% 30.4% 25.3% 19.9% 14.3%
Net Income, adj. 35.0% 29.4% 22.3% 18.6% 14.1%
Key Ratios
Net interest spread 2.77% 2.66% 2.59% 2.55% 2.50%
Net interest margin 2.92% 2.85% 2.72% 2.65% 2.58%
Loan to deposit 71.69% 67.20% 61.43% 55.58% 51.04%
Cost to income ratio 34.30% 34.10% 36.58% 37.33% 37.59%
ROAA 1.26% 1.36% 1.31% 1.22% 1.12%
ROAE 25.92% 26.17% 21.68% 18.69% 18.07%
NPL ratio 0.35% 0.33% 0.44% 0.58% 0.76%
Coverage ratio 527.31% 537.89% 391.66% 312.22% 261.81%
Core CAR 9.26% 9.39% 10.20% 10.70% 10.34%
CAR 11.96% 12.63% 13.10% 13.55% 13.20%
Total equity / total assets 5.07% 5.29% 6.62% 6.41% 6.05%
Income Statement (RMB mn) FY11 FY12 FY13F FY14F FY15F
Net interest income 3,321 4,150 4,875 5,505 5,934
Net fee and commission income 290 368 789 1,273 1,787
Operating income 3,571 4,657 5,836 6,997 7,999
Operating expenses (1,451) (2,901) (2,485) (3,032) (3,486)
Operating profit before impairment losses 2,120 2,756 3,351 3,965 4,512
Impairment losses (184) (240) (286) (334) (378)
Operating profit 1,936 2,516 3,065 3,631 4,135
Investments in associates 0 1 1 2 2
Profit before tax 1,936 2,517 3,066 3,633 4,137
Income tax (448) (592) (712) (840) (949)
Effective income tax rate 23.14% 23.52% 23.22% 23.13% 22.95%
Profit for the year 1,488 1,925 2,354 2,793 3,187
Minority interest 0 0 0 0 0
Net profit attributable to equity holders of the Ban 1,488 1,925 2,354 2,793 3,187
Declared and paid Dividends 101 101 235 280 319
Balance Sheet (RMB mn) FY11 FY12 FY13F FY14F FY15F
Cash and balances w irh central bank 19,340 25,243 33,110 43,043 53,804
Deposits with banks and other financial institutions 24,340 18,532 28,459 42,688 57,629
Financial assets designated at fair value through profit o 1,615 2,414 3,242 4,215 5,058
Loans to customers, net 62,825 75,257 87,642 99,036 108,940
Investment securities 17,091 32,132 47,454 63,259 80,677
Total assets 127,340 156,163 203,312 256,419 311,252
Deposits and loans from banks and other financial instit. 28,446 27,659 33,153 41,442 51,802
Deposits from customers 89,307 114,043 145,199 181,498 217,798
Total liabilities 120,887 147,905 189,852 239,988 292,410
Share capital 2,021 2,021 2,691 2,691 2,691
Reserves 1,310 1,683 4,784 6,697 8,706
Retained earnings(accumulated losses) 3,122 4,554 8,675 9,734 10,136
Equity attributable to equity holders 6,453 8,258 13,460 16,431 18,842
Minority interest 0 0 0 0 0
Total equity 6,453 8,258 13,460 16,431 18,842
Total equity and liabilities 127,340 156,163 203,312 256,419 311,252
Source: Company, PSR
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PSR Rating System

Total Returns Recommendation Rating
> +20% Buy 1

+5% to +20% Accumulate 2

-5% to +5% Neutral 3

-5% to -20% Reduce 4
<-20% Sell 5
Remarks

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 rew ard 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
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore 179101
(Registration Number: 198803136N), which is regulated by the Monetary Authority of Singapore (“Phillip Securities Research”). By receiving or
reading this publication, you agree to be bound by the terms and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, for
any purpose. If you have received this document by mistake, please delete or destroy it, and notify the sender immediately. Phillip Securities
Research 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 Research 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 of the individual author or the indicated source (as applicable) only. Phillip Securities Research
has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete, appropriate 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 Research shall not have any responsibility to maintain or update the information or Research made available or to
supply any corrections, updates or releases in connection therewith. In no event will Phillip Securities Research or persons associated with or
connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation or
issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to any special, direct, indirect,
incidental or consequential losses, loss of profits and damages) of any reliance or usage of this publication or (ii) accept any legal responsibility from
any person who receives this publication, even if it has been advised of the possibility of such damages. You must make the final investment
decision and accept all responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or other
materials presented in this publication.

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.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This publication should not be relied
upon exclusively or 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 salicitation for the purchase or sale of any product. Any decision to purchase any product
mentioned in this research should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the preparation or issuance of this report, may provide an array of financial services to a large number of
corporations in Singapore and worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial
advisory or underwriting activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this publication, and may have
performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this
report, may have provided advice or investment services to such companies and investments or related investments, as may be mentioned in this
publication.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the preparation or issuance of this report may, from time to time maintain a long or short position in securities
referred to herein, or in related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such securities,
and earn brokerage or other compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars
and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign currencies and the currency of your
own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not
limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may at any time engage in any of the
above activities as set out above or otherwise hold a interest, whether material or not, in respect of companies and investments or related
investments, which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the
preparation or issuance of this report, which is not reflected in this material, and Phillip Securities Research, or persons associated with or
connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or
issuance of this report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors,
employees or persons involved in the preparation or issuance of this report, may have issued other material that is inconsistent with, or reach
different conclusions from, the contents of this material.

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 Research to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.
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Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-NO1) do
not apply in respect of this publication.

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 professional and financial adviser regarding the legal, business, financial, tax and other aspects
including 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.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document.

This report is only for the purpose of distribution in Singapore.
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No 321, Lakshmans Building,
2nd floor, Galle Road,
Colombo 3, Sri Lanka
Tel: (94) 11 2429 100 Fax: (94) 11 2429 199
W ebsite: www.ashaphillip.net/home.htm

PhillipCapital

Your Partner In Finance


http://www.poems.com.sg/
http://www.poems.com.my/
http://www.phillip.com.hk/
http://www.phillip.co.id/
http://www.phillip.co.th/
http://www.kingandshaxson.com/
http://www.kingandshaxson.com/
http://www.phillipcapital.com.au/
http://www.ashaphillip.net/home.htm
http://www.phillipcapital.in/

	_Hlt359318825

