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Hong Kong Banks 
Challenges and opportunities  
We downgrade the Hong Kong Banking sector from OVERWEIGHT to 
NEUTRAL in view of the challenging operating environment in 2012E on the 
lower loan growth, continued margin pressure, rising credit cost and 
uncertain global macro outlook. However, the fast-growing offshore RMB 
lending demand will provide some earnings growth potential, in our view. 
Facing the headwinds ahead, we believe BOCHK is the best positioned 
among peers with its unique position in the offshore RMB market, solid 
deposit franchise, prudent risk management and strong capital level.  

Lower System Loan Growth 
 Benefiting from the credit tightening in China, Hong Kong system loans recorded 

tremendous growth in past two years (29% in FY10 and 20% in 10M11). With the 
muted ex-RMB deposit growth of 3%/3% in FY10/ 10M11, Ex-RMB loan-to-deposit 
ratio (LDR) reached 75% as of end-October from 51% as of end-2009. Given the 
tight ex-RMB liquidity, we believe banks will become more selective in new lending. 
We expect the system loan growth to slow down to 8% in FY12E. 

Margin Pressure to Remain 
 Although we have seen banks pricing up their lending rates since the beginning of 

this year (both on mortgages and corporate loans), it has failed to offset the rising 
funding cost, as the upward re-pricing on deposits is much faster than that on loans. 
We believe the funding cost will likely to stay at the relatively high level, buoyed by 
the keen deposit competition and further migration from CASA deposits to time 
deposits. We see continued margin pressure in FY12E. 

Asset Quality Concerns  
 Hong Kong banks’ asset quality remained solid in 1H11, with an average NPL ratio 

of 0.33% and credit cost of 45bps. However, we expect the credit cost to rise in 
2012 in the view that increasing risk on the uncertainties surrounding growth in the 
US, the EU sovereign debt and potential slowdown in China’s economy could 
exacerbate manufacturers’ operating environment and trade-related businesses.  

Growing Offshore RMB Lending Demand a Positive Catalyst  
 The offshore RMB lending business in Hong Kong has picked up this year, with the 

outstanding amount of RMB loans jumping more than 9x from less than RMB2bn at 
the year start to RMB19bn as of end-September. The announcement of FDI rules in 
mid-October 2011 will provide additional stimulus for RMB loan demand, in our 
view. We estimate a potential lift of 3-7% on bank’s profit before tax, if the offshore 
RMB LDR can reach 30% in FY12E. 

Recommendations   
 In the challenging operating environment, we prefer large banks with solid 

franchises and better cost control. BOCHK remains our Top Pick in the sector on 
its unique position in the offshore RMB market, largest local deposit franchise, 
strong capital position and attractive dividend yield. We also have a BUY rating on 
HSB, mainly on its sound fundamentals and appealing valuation. We downgrade 
DSF to HOLD mainly on asset quality deterioration concerns. We maintain HOLD 
ratings on BEA and WHB. 

Figure 1. HK Banks Valuation and Recommendation Summary  
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Share 
Price 

Target 
Price Upside

P/E 
(x) 
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(x) 
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(%) 

   (HK$) (HK$) (%) FY11E FY12E FY11E FY12E FY11E FY12E
BEA 23.HK HOLD 28.00 29.50 5.4 12.7 12.8 1.23 1.17 10.7 10.1

BOCHK 2388.HK BUY 18.00 22.60 25.6 9.7 10.8 1.50 1.43 16.2 13.5
DSF 440.HK HOLD 24.00 26.50 10.4 7.0 6.5 0.47 0.45 7.0 7.1
HSB 11.HK BUY 93.00 112.00 20.4 11.5 10.9 2.35 2.17 21.3 20.6
WHB 302.HK HOLD 63.30 68.00 7.4 9.7 10.6 1.20 1.11 13.0 10.9

Source: Bloomberg, BOCI Research 
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INVESTMENT SUMMARY 

Lower System Loan Growth 
Benefiting from the credit tightening in China, Hong Kong system loans posted 
robust growth of 28.6% YoY in 2010 and 19.6% YoY in 10M11, mainly driven by 
trade finance and mainland needs (Figure 4). Looking forward, with the 
uncertain global macro outlook and possible slowdown in China’s economy, we 
expect the strong credit demand from mainland corporates to ease and growth 
in trade finance loans to slow.  

Ex-RMB deposits growth has lagged the loan growth over the past two years at 
only 2.9% YoY in 2010 and 3.4% year-to-October 2011, Ex-RMB LDR was then 
pushed to a high level of 75.4% as of end-October from 65.1% as of end-2010 
and 51.5% as of end-2009 (Figure 3). Constrained by the tight ex-RMB liquidity, 
we believe banks will become more selective in new lending. We therefore 
expect the system loan growth to come down to 8% in FY12 and system deposits 
to post a more balanced growth. 

Figure 2. Total Loan Growth (YTD chg)  Figure 3. Loan to Deposit Ratios 
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Figure 4. System Loan Growth (YoY chg)  Figure 5. Mix of Total Loans 
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Figure 6. System Deposits Growth (YoY chg)  Figure 7. Mix of Total Deposits 
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Robust Trade Finance Loan Growth not Sustainable 
Since the announcement of the expanded RMB trade settlement pilot scheme in 
mid-2010, trade finance loans grew robustly by 57% HoH in 2H10 and another 
33% year-to-October 2011.  

On 8 November, the HKMA issued a circular for position squaring in respect of 
RMB trade settlement transactions with the RMB clearing bank (i.e. BOCHK), 
requiring such trade finance to be backed by cross-border merchandise trade 
transactions with one leg of the trade touching the mainland.  

The HKMA also emphases that participating banks should remain especially 
vigilant of cross-border merchandise trade transactions that are artificially 
structured to “round-trip” through Hong Kong (or other locations outside the 
mainland) into the mainland. CNH had been trading at a premium to CNY up to 
September 2011, and then the situation reversed. We believe the HKMA’s 
motivation is to restrict the arbitrage activities through trade finance channels.  

With the stricter control on cross-border trade finance as well as the potential 
shrinking demand resulting from the lower export volume in light of the 
uncertain macro outlook surrounding the US and Europe, we expect the growth 
in trade finance loans to further slow down in FY12.  

 

Figure 8. Trade Finance as a % of Total Loans 
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Figure 9. Trade Finance Loan Growth (YoY chg)  Figure 10. CNH and CNY Spot Rate 
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Margin Pressure to Remain 
 Tight liquidity driving up funding cost  

With the Fed’s decision to delay the interest rate hike until mid-2013, we believe 
HIBORs will likely stay at very low levels for at least another year. However the 
flat low HIBORs cannot truly reflect banks’ funding cost trend.  

HKMA statistics show that the composite interest rate (a weighted average 
interest rate of all Hong Kong dollar interest bearing liabilities) started to rise 
early this year and reached 0.43% in October, suggesting the rising funding cost, 
which is in line with the surge in HK$ LDR (Figure 11). The higher HK$ time 
deposit rates offered by local banks reflect keener competition for retail funding 
among banks. We believe a further tightening of local liquidity conditions could 
lead to apparent upward pressures on domestic interest rates. Therefore, even if 
US interest rates stay at ultra low levels for an extended period, the upward 
pressure on funding cost is likely to remain unless we see a major improvement 
in the liquidity condition. 

Figure 11. HK$ LDR and Composite Interest Rate vs. 1-mth HIBOR 
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Figure 12. A Glance at Local Banks’ Interest Rate Offers on New 
Capital 

Bank Min. amount Duration Interest rate 
Effective date/ 

Deadline 
   HK$ US$  

StanChart HK$5m 6 mths 2.00%  23 Sep - 30 Sep
 US$0.7m 6 mths  2.00% 23 Sep - 30 Sep

Citibank HK HK$0.1m 4 mths 1.40%  23 Sep - 30 Sep
HSB HK$0.5m 1 yr 2.10%  26 Sep - 30 Sep

 HK$0.2m 4 mths 1.8~2.2%  3 Oct 
DSB HK$0.5m 6 mths 1.80% 2.00% 26 Sep - 15 Oct 

 HK$0.5m 4 mths 1.68% 1.88% 26 Sep - 15 Oct 
BoCom HK HK$0.5m 3 mths 2.00%  End Sep 

  6 mths 2.20%   
BOCHK HK$100K 3 mths 1.45%  4 Oct 

  6 mths 1.65%   
HSBC HK$50K 3 mths 1.65%  31 Oct - 18 Nov 

CCB Asia HK$100K 1 yr 1.93%  25 Nov - 31 Dec
BOCHK HK$100K 1 mth 1.85%  1 Dec - 31 Dec 

CITIC Bank 
International HK$100K 15 mth 2.40%  12 Dec - 20 Dec

Source: Ming Po, HKEJ, ET Net, Sing Tao, Hexun, BOCI Research 
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 Large banks at better position to keep stable funding cost 

With the better time deposit rate offered by local banks, we have seen a gradual 
migration from cheap current account and saving account deposits (CASA 
deposits) to time deposits.  

We believe larger banks with sound retail franchises, like BOCHK and HSB, are 
better positioned to keep the funding cost stable, while more margin pressure 
should be seen among the small and medium-sized banks due to the higher 
share in time deposits, worse position in deposit competition and resulting loan 
growth constraints. 

Figure 13. Gradual Migration from CASA Deposits to Time Deposits 
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Figure 14. Major banks’ Number of Outlets in HK  Figure 15. Time Deposits as % of total deposits 
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 Limited positive impact from higher mortgage rate  

Since late-2010, local banks have lifted their HIBOR-based mortgage rates 
frequently, from HIBOR+70bps in mid-2010 to the current average of 
250-270bps over HIBOR. The gap between effective prime-based mortgage rate 
and HIBOR-based mortgage rate has closed. The proportion of new 
HIBOR-based mortgages slid to 28% as of end-October (Figure 16).  

However, a large proportion of the outstanding mortgage loans were priced at 
the low rate in 2010 (Figure 17), and since the higher rate can only be applied to 
new mortgage loans, the rising mortgage rate has a limited positive impact on 
banks’ overall interest spread, in our view.  

 

Figure 16. Mortgage Pricing Mix 
 Figure 17. New Mortgages Approved vs. Estimated 

Effective Mortgage Rate at Approval 
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Figure 18. Comparison of Mortgage Loans 
Mortgage (HK$ m) 1H07 2H07 1H08 2H08 1H09 2H09 1H10 2H10 1H11
BOCHK 114,232 120,552 130,277 129,780 130,955 139,145 143,063 159,715 179,727
HSB 102,109 104,360 112,726 106,408 107,396 111,298 116,745 127,228 120,312
BEA 39,100 37,286 35,799 25,615 26,971 26,731 29,173 31,741 29,981
WHB 18,248 19,013 19,829 19,554 19,902 20,494 21,545 20,502 19,797
DSF 13,396 13,107 12,813 12,341 12,119 11,861 12,323 16,637* 16,749
    
Mortgage (HoH chg) 1H07 2H07 1H08 2H08 1H09 2H09 1H10 2H10 1H11
BOCHK  6% 8% 0% 1% 6% 3% 12% 13%
HSB  2% 8% -6% 1% 4% 5% 9% -5%
BEA  -5% -4% -28% 5% -1% 9% 9% -6%
WHB  4% 4% -1% 2% 3% 5% -5% -3%
DSF  -2% -2% -4% -2% -2% 4% 35%* 1%
    
Mortgage as a % of total loans 1H07 2H07 1H08 2H08 1H09 2H09 1H10 2H10 1H11
BOCHK 29% 29% 27% 28% 28% 27% 25% 26% 27%
HSB 33% 34% 33% 32% 33% 32% 29% 27% 24%
BEA 19% 17% 15% 11% 12% 11% 10% 11% 10%
WHB 26% 25% 24% 24% 25% 25% 24% 21% 18%
DSF 24% 21% 20% 20% 21% 21% 19% 23% 21%
    
Market share 1H07 2H07 1H08 2H08 1H09 2H09 1H10 2H10 1H11
BOCHK 19% 19% 20% 20% 20% 20% 19% 20% 21%
HSB 17% 17% 17% 16% 16% 16% 16% 16% 14%
BEA 7% 6% 5% 4% 4% 4% 4% 4% 4%
WHB 3% 3% 3% 3% 3% 3% 3% 3% 2%
DSF 2% 2% 2% 2% 2% 2% 2% 2% 2%
* Due to disclosure changes on the reclassification of refinancing residential mortgage loans from “Other individual loans” to “Mortgage loans”, the comparable figure should be 
HK$12,055m, -2% HoH in 2H10 . 
Source: Company data, HKMA, BOCI Research estimates 
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Figure 19. Movements in Mortgage Rates on New Applications by Major Local Banks  

Bank 
Spread over HIBOR  

(bps) 
Change  

(bps) 
Capped at 

(bps) 
Cash rebates 

(bps) Effective date Prime-linked plan 
Change  

(bps) 
First round        
HSBC 90-130 10-30 P-265 50-80 12-Mar-11   
BOCHK 90-120 10-20 P-270 NA 14-Mar-11   
StanChart 90-120 10-20 P-290 50-70 28-Mar-11   
        
Second round        
HSBC 100-150 10-20 P-265 20-50 15-Apr-11   
BOCHK 100-150 10-30 P-270 NA 18-Apr-11   
StanChart 100-150 10-25 P-280 50 19-Apr-11   
        
Third round        
BOCHK 130-170 20-30 P-265 NA 13-May-11   
HSBC 150-200 50 P-265 20-50 16-May-11  P-100~115  
StanChart 150-200 50  20-50 31-May-11 P-275~310  
        
Forth round        
HSBC 180-230 30 P-255 20-50 7-Jul-11  P-270 (155~170) 
BOCHK 180-230 50 P-255 NA 9-Jul-11  P-270  
StanChart 170-220 20 P-260~265 20-50 15-Jul-11 P-250~280 25-30 
        
Fifth round        
HSBC 230-270 40-50 P-225 30 16-Sep-11 P-210~240 30-60 
BOCHK 200-250 20 P-200 55 16-Sep-11 P-270  
StanChart 200-250 30 P-200~235  26-Sep-11 P-235~265 15 
        
Sixth round        
StanChart 250-300 50 P-200~235 20-50 21-Nov-11 P-200~240 25-35 
BOCHK 240-290 40 P-200  1-Dec-11 P-200~250 20-70 
Note: Prime rate is 5% for HSBC and BOCHK, and 5.25% for StanChart. 
Source: Ming Po, Sing Tao, Hexun, HKEJ, HKCNA.HK, BOCI Research 
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 Look for flat or mild contraction in NIM 

Although we have seen banks pricing up their lending rates since the beginning 
of this year (both on mortgages and corporate loans), it has failed to offset the 
rising funding cost, as the upward re-pricing in deposits is much faster than that 
on loans. HKMA data shows that the sector NIM has continued its downward 
trend of recent years, falling by another 2bps QoQ to 1.21% in 2Q11 from 1.23% 
in 1Q11, and BOCHK’s 3Q11 financial review also hinted at the sequentially 
contracted ex-RMB business NIM.  

Looking forward, we believe the funding cost will likely to stay at a relatively high 
level, buoyed by the deposit competition and further migration from CASA 
deposits to time deposits.  

With the asset and liability re-pricing time-lag (Figures 21 and 22), we anticipate 
continued margin pressure in the foreseeable future, we expect banks under our 
coverage to post a mild NIM contraction in 2H11E and FY12E, except for BOCHK 
(benefiting from participating banks moving RMB funds to fiduciary accounts for 
clearing, and an improvement in RMB business margins) and BEA (driven by 
better NIM in China).  

 

Figure 20. Local Banks’ Quarterly NIM, Annualised 
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Figure 21. Loan Duration as of End-June 2011  Figure 22. Deposit Duration as of End-June 2011 
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Renminbi Business Development  
Since the launch of RMB banking in Hong Kong in 2004, the scope of business 
and the pool of RMB liquidity have expanded rapidly. In 2009, China launched a 
pilot scheme for RMB trade settlement. The scheme was further expanded in 
2010 and 2011. Enterprises in all provinces and cities in China can now settle 
their trade transactions in RMB with any part of the world. The percentage of 
China's total trade settled in RMB increased from 0.7% in 1H10 to 9% in the 
1H11.  

RMB trade settlement conducted through Hong Kong banks reached 
RMB1,490bn in 10M11, 4x the total of RMB369bn recorded for full-year 2010. In 
1H11, more than 80% of the mainland’s total RMB trade settlements were 
conducted through banks in Hong Kong, compared with 73% in 2010. 

The amount of offshore RMB deposits in the Hong Kong banking system nearly 
doubled from RMB315bn as of end-2010 to RMB619n as of end-October, now 
accounting for 10% of total system deposits. For the month of October, the RMB 
deposits contraction of 0.6% MoM for the first time since 2010 did not come as 
a surprise given the weakening of RMB appreciation expectation and decline in 
RMB trade settlement. We believe the offshore RMB deposits will continue to 
grow stably in the long term, despite some short-term fluctuations. 

 

Figure 23. RMB Trade Settlement  Figure 24. Onshore USD:CNY Spot Rate and NDF 
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Figure 25. Offshore RMB Deposits Growth (YoY)  

Figure 26. Offshore RMB Deposits and its Share in 
System Deposits 
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Figure 27. Milestones of Offshore RMB Business Development in Hong Kong 
Time Guidelines/Major Events Details 

Jan-2004 Personal RMB business commenced in Hong Kong.  
Jul-2007 The launch of the fist issue of RMB bonds in Hong Kong (by 

China Development Bank) 
 

Jan-2009 PBOC and HKMA signed currency swap agreement On 20 January 2009, PBOC and HKMA signed a currency swap agreement for 
a term of three years, with a size of RMB200bn/ HK$227bn 

Jul-2009 Pilot Program of RMB Settlement of Cross-border Trades  The pilot scheme for RMB trade settlement commenced operation - RMB can 
be used to settle imports and exports of goods between certain approved pilot 
enterprises in five cities in China as well as Hong Kong and Macau. 

Sep-2009 The first RMB sovereign bond by the Ministry of Finance  
Feb-2010 HKMA issued the elucidation of Supervisory Principles and 

Operational Arrangements Regarding RMB Business in Hong 
Kong 

(i) Cross-border flows of RMB funds into and out of the mainland should 
comply with the rules and requirements in the mainland 
(ii) With regard to the RMB funds that have flowed into Hong Kong, 
Participating authorised institutions (AIs) can develop RMB businesses based 
on the regulatory requirements and market conditions in Hong Kong, as long 
as these businesses do not entail the flow of RMB funds back to the mainland

Jun-2010 PBOC issued Circular on issues concerning the Expansion of 
the Scope of the Pilot Program of RMB Settlement of 
Cross-border Trades  

The mainland geographic coverage of the pilot scheme and the types of trade 
covered by such scheme are both expanded. The other leg of cross-border 
trades is no longer limited to Hong Kong and Macau 

Jul-2010 HKMA issued guidelines on the RMB Business in Hong Kong Offshore RMB can be transferred for other purposes, including the purchase of 
wealth management products. Participating AIs can square the resulting open 
position with the RMB Clearing Bank (BOCHK) only if the conversion is 
provided for the purpose of or arising from cross-border trade settlement 

Aug-2010 PBOC issued notice on Pilot Scheme for RMB Clearing Bank 
and Other Eligible Institutions outside the Mainland to invest in 
the Mainland's Interbank Bond Market  

Subject to the approval of the PBOC, all participating AIs engaging in 
cross-border RMB trade settlement can participate in the interbank bond 
market in mainland China through a settlement agent. Cash and repo 
transactions are allowed, subject to a quota to be assigned to individual 
institutions. 

Nov-2010 RMB sovereign bonds issued through the Central 
Moneymarkets Unit 

 

Dec-2010 The number of eligible enterprises in mainland China that can 
settle merchandise exports in RMB expanded from 365 to 
67,359. 

 

Dec-2010 RMB Cross-border Trade Settlement and Net Open Position Participating AIs should only provide trade-related RMB conversion service for 
their own customers in relation to transactions due for settlement not more 
than 3 months from the date of conversion, if the resulting position is to be 
squared with the RMB Clearing Bank. 

Jan-2011 Pilot Program of Offshore RMB Direct Investment Subject to the offshore authority's approval, a domestic corporate can make 
offshore investments in RMB by way of establishing a new company or merger 
and acquisition to obtain the ownership, controlling stake or management of an 
offshore entity 

Jul-2011 Informal notice to suspend the approval for inward repatriation Under current macro-economic control and currency policy, the PBOC will 
suspend the review of the applications to repatriate RMB obtained through 
purposes other than trade financing 

Aug-2011 China Extends Geographical Coverage of Cross-border Trade 
Settlement in RMB to Entire Nation 

The geographical coverage of cross-border trade settlement in RMB is 
extended to the entire nation 

Oct-2011 MOC and PBOC issued circular on issues concerning 
Cross-border RMB for Foreign Direct Investment (FDI) and 
relevant rules 

FDI can be made by using offshore RMB funds legitimately obtained 

Nov-2011 PBOC and HKMA doubled the currency swap quota to 
Rmb400bn 

On 22 Nov 2011, PBOC and HKMA signed a renewed currency swap 
agreement for a term of another three years, with its size expanded to 
RMB400bn/ HK$490bn. This new agreement superseded the RMB200bn/ 
HK$227bn currency swap agreement signed on 20 January 2009 

Source: HKMA, PBOC, MOC, HKEJ, BOCI Research 
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 Currently a margin-drag business due to the limited investment channels 

Hong Kong banks may be well positioned to benefit from the increasing use of 
the RMB in international trade, but the growth of RMB deposits has outpaced the 
growth in RMB investment vehicles over the past years (as show in Figure 28). 
Banks’ revenue from offshore RMB business is currently slim due to the limited 
investment channels. We estimate the proportion of the high-yield RMB assets 
for local banks to be a mid-single digit in 1H11E, with the majority of the excess 
RMB deposits placed back with PBOC Shenzhen Branch via clearing bank BOCHK.  

According to HKMA data, Hong Kong banks are offering an average of 52bps for 
3-month RMB time deposits in October (for amounts less than RMB0.1m) with a 
clearing interest rate of 62.9bps, which implies the very thin spread of 10.9bps 
for local banks. This has not taken into consideration the certificate of deposits 
and occasional deposit promotions offering a deposit rate of 1% or above.  

 

Figure 28. Offshore RMB Deposits vs. Offshore RMB Loans and Dim 
Sum Bond Issuances  
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Figure 29. Comparison of Onshore & Offshore RMB Deposit Rates 

 
Onshore RMB time deposit interest 

rate by PBOC 
Offshore RMB time deposit interest 

rate by BOCHK 
3 months 3.10% 0.55% 
6 months 3.30% 0.60% 
12 months 3.50% 0.60% 
Source: PBOC, BOCHK, BOCI Research 
 

 Better earnings outlook on offshore RMB business in 2012 through the fast 
development of deployment channels 

To improve the profitability of the offshore RMB business, the expansion of the 
offshore RMB assets deployment channels is the key, in our view.  

In August 2011, Li Keqiang, Vice Premier of the State Council, unveiled plans to 
further expand the development of Hong Kong's RMB market during his 
three-day official visit to Hong Kong. Major initiatives announced included:  

(i) Offshore RMB funds may be used in foreign direct investment (FDI) 
projects in the mainland;  

(ii) Allowing investments in the mainland equity market through RMB 
Qualified Foreign Institutional Investors (RQFII) scheme in Hong Kong, 
with an initial size of RMB20bn;  

(iii) To support for further development of the offshore RMB bond market in 
Hong Kong (also known as the ‘dim sum’ bond market);  
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(iv) To launch Exchange Traded Funds (ETFs) on the mainland that are 
designed to track the performance of Hong Kong-listed stocks.  

Data shows that FDI from HK to China reached US$60.6bn in 2010, accounting 
for 57% of the total FDI (Figure 30). In 10M11, total FDI grew by 16% YoY to 
US$95bn, and if 57% were sourced from HK (equivalent to US$54bn or around 
RMB350bn), it would account for 57% of the offshore RMB deposits of 
RMB618.5bn as of end-October. With the FDI rules announced in mid-October 
2011, we see considerable potential in the offshore RMB lending business and 
offshore RMB bond market in Hong Kong. The development of offshore RMB 
products will diversify the local banks’ revenue streams, and they might 
gradually become the future key revenue growth drivers, in our view. 

 

Figure 30. FDI Sourced from HK and % of Total FDI 
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1. Offshore RMB lending to pick-up 

According to a HKMA news update and local media reports, the offshore RMB 
lending business in HK picked up, with the outstanding amount of RMB loans 
jumping from less than RMB2bn at the beginning of this year to RMB11bn as of 
end-June, and further reached RMB19bn as of end-September (up 73% QoQ). 
Offshore RMB LDR also improved from 0.54% at the beginning of the year to 
3.05% as of end-September (Figure 31).  

 

Figure 31. Offshore RMB Loans and Offshore RMB LDR 
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Based on our channel check, there has been a massive increase in offshore RMB 
loan demand in the past two months. Meanwhile, in line with the increasing loan 
demand, local banks have started to put out promotions more aggressively on 
offshore RMB deposits1, with BEA offering yields as high as 2.25% for 1-year 
RMB time deposits in mid-November, and BoCom HK offering up to 2.1% for a 
3-mth RMB time deposit with a minimum amount of RMB0.2m. 

Looking forward, we expect to see a continued surge in offshore RMB loan 
growth in 2012, due to:  

(i) easing on the expectation of fast RMB appreciation; 

(ii) the comparatively low interest rate on offshore RMB loans (average of 3% 
yield vs. onshore benchmark rate of 6.56%); 

(iii) FDI scheme introduced by Ministry of Commerce (MoC) in October 2011; 

(iv) the tight system for HK$/US$ liquidity; 

(v) the rising interest rate on HK$/US$ loans,  

(vi) the sufficient system for offshore RMB liquidity. 

Sensitivity analysis 

We believe the quick pick-up in offshore RMB loans will significantly improve 
banks’ margins on offshore RMB business. Under our estimates, if the offshore 
RMB LDR reaches 30%, the potential impact on banks’ FY12E PBT would be 7% 
for BOCHK, 3% for HSB, 5% for BEA, 6% for WHB and 4% for DSF. 

Key assumptions: 

(i) Offshore RMB deposits in HK to reach RMB1trn by the end of FY12E. 

(ii) Market share of offshore RMB deposits remain at: 25% for BOCHK; 10% 
for HSB, 5% for BEA, 2% for WHB and 1% for DSF. 

(iii) Offshore RMB loan yield at an average of 3% and deposit rate at 1% 

(iv) Average HK$/CNY rate at 0.8 in FY12E 

 
Figure 32. Potential impact on PBT from the pick-up in offshore RMB 
LDR 
Offshore RMB LDR BOCHK HSB BEA WHB DSF

10% 2.4% 1.1% 1.6% 1.9% 1.3%
20% 4.8% 2.2% 3.3% 3.9% 2.6%
30% 7.2% 3.3% 4.9% 5.8% 3.9%
40% 9.6% 4.4% 6.6% 7.8% 5.2%
50% 12.0% 5.5% 8.2% 9.7% 6.5%

Source: BOCI estimates 
 

2. Dim sum bond market 

Before 2010, dim sum bonds were mainly issued by China banks. Over the years, 
the range of issuers in the offshore RMB bond market in Hong Kong has 
diversified from the predominantly sovereign MoF and mainland banks (eg. 
China Development Bank) to HK and multinational companies (eg. Hopewell, 
McDonald's, MTR Corporation and Morgan Stanley).  

In 2011, the offshore RMB bond market has recorded robust growth, with the 
issuance size totaling RMB102.8bn in 11M11, nearly triple the issuance size of 
RMB35.7bn in full-year 2010. As of end-October, total outstanding dim sum 
bonds amounted to RMB134.64bn, accounting for 21.8% of offshore RMB 
deposits in Hong Kong. With the FDI scheme announced in early October 2011, 
we believe more corporates will come to tap the dim sum bond market in year 
2012. Local banks’ return on offshore RMB asset can be improved through the 
fast-expanding dim sum bonds market, in our view. 

                                                      
 
1 http://www.wantchinatimes.com/news-subclass-cnt.aspx?id=20111124000062&cid=1203 
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Figure 33. A Glance at Recent Dim Sum Bond Issuances  

Issue date Issuer 
Coupon 

(%) Maturity date 
Amount issued 

(RMB m) 
13-Dec-2011 EXP-IMP Bk Korea 3.12  15-Dec-2014 80 
09-Dec-2011 Wharf Fin No 1 Ltd 3.60  09-Dec-2016 150 
07-Dec-2011 BMW Australia 2.00  07-Dec-2012 400 
05-Dec-2011 ICBC Asia 2.30  03-Dec-2012 100 
02-Dec-2011 Lloyds TSB Bank 3.60  02-Dec-2014 50 
02-Dec-2011 Shougang Hld Bon 4.875 02-Dec-2013 1,000 
01-Dec-2011 Baosteel Group 3.125 01-Dec-2013 1,000 
01-Dec-2011 Baosteel Group 3.50 01-Dec-2014 2,100 
01-Dec-2011 Baosteel Group 4.375 01-Dec-2016 500 
29-Nov-2011 Orix Corp 4.00 29-Nov-2014 500 
22-Nov-2011 EXP-IMP Bk Korea 2.25 23-Nov-2012 117 
18-Nov-2011 IDBI Bank Ltd 4.50 18-Nov-2014 650 
14-Nov-2011 Lafarge Shui On Cement 9.00 14-Nov-2014 1,500 
14-Nov-2011 EXP-IMP Bk Korea 2.00 14-Nov-2012 550 
14-Nov-2011 EXP-IMP Bk Korea 2.10 15-Nov-2012 200 
10-Nov-2011 Victor Soar Ltd (Tsinlien) 5.75 10-Nov-2014 1,300 
04-Nov-2011 ICBC Asia 6.00 04-Nov-2021 1,500 
04-Nov-2011 Hong Kong Mtg Co 1.10 04-Nov-2012 600 
03-Nov-2011 EXP-IMP Bk Korea 2.00 05-Nov-2012 135 
01-Nov-2011 EXP-IMP Bk Korea 2.20 02-Nov-2012 305 
28-Oct-2011 Asia Pacific Ports Devel (Dalian Port) 5.80 28-Oct-2014 400 
27-Oct-2011 EXP-IMP Bk Korea 2.00 27-Oct-2012 77 
26-Oct-2011 CNPC Golden Autumn Ltd 2.55 26-Oct-2013 2,500 
26-Oct-2011 CNPC Golden Autumn Ltd 2.95 26-Oct-2014 500 
20-Oct-2011 Danga Capital Bh (Khazanah Nasional Berhad) 2.90 20-Oct-2014 500 
19-Oct-2011 ICBC Sydney 0.80 19-Jan-2012 568 
18-Oct-2011 Lloyds TSB Bank Plc 2.29 18-Oct-2013 205 
11-Oct-2011 Sinotrans Shipping 3.30 11-Oct-2014 2,600 
30-Sep-2011 Asia Cement Corp 2.95 30-Sep-2014 586 
30-Sep-2011 ICBC Sydney 1.10 30-Mar-2012 100 
29-Sep-2011 Yum! Brands Inc 2.38 29-Sep-2014 350 
28-Sep-2011 L-Bank BW Foerderbank 2.75 28-Sep-2016 150 
28-Sep-2011 L-Bank BW Foerderbank 3.25 28-Sep-2018 120 
28-Sep-2011 BSH Bosch Und Siemans Ha 2.38 29-Sep-2014 750 
28-Sep-2011 BSH Bosch Und Siemans Ha 3.38 28-Sep-2016 750 
28-Sep-2011 BSH Bosch Und Siemans Ha 4.00 28-Sep-2018 400 
28-Sep-2011 ICBC Sydney 1.25 05-Apr-2012 400 
23-Sep-2011 ICBC Sydney 1.15 22-Mar-2012 176 
21-Sep-2011 ICBC Sydney 1.13 21-Mar-2012 104 
20-Sep-2011 Anstock Limited 3.125 22-Sep-2014 150 
20-Sep-2011 Anstock Limited 4.25 20-Sep-2016 500 
19-Sep-2011 Korea Dev Bank 1.35 18-Sep-2012 121 
19-Sep-2011 Air Liquide Finance 3.95 19-Sep-2018 850 
19-Sep-2011 Air Liquide Finance 3.00 19-Sep-2016 1,750 
16-Sep-2011 Hainan Airline Hk 6.00 16-Sep-2014 1,000 
14-Sep-2011 Bp Capital Markets Plc 1.00 15-Sep-2014 700 
12-Sep-2011 Sumitomo Mitsui Finance 2.50 12-Sep-2013 200 
12-Sep-2011 Sumitomo Mitsui Finance 3.00 12-Sep-2014 300 
06-Sep-2011 China Govt Bond 1.60 06-Sep-2013 5,000 
01-Sep-2011 Credit CH Holding 9.00 01-Sep-2013 100 
01-Sep-2011 Tesco Plc 1.75 01-Sep-2014 725 

Source: Bloomberg, BOCI Research 
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3. Onshore bond market 

A pilot scheme was announced in August 2010 allowing foreign banks to invest 
their RMB funds into China’s interbank market. We understand that including 
BOCHK, around 40 institutions outside the mainland have now been granted 
quotas (amounts undisclosed) to invest in China’s interbank market. Currently, 
China 1-year government bond offers a 264bp yield, much higher than the 
clearing rate of 62.9bps. The media has reported that some banks in Hong Kong 
have already used up their quotas for this year in early November, and extra 
quotas were granted for the rest of the year. Going forward, with the growing 
offshore RMB deposit pool in Hong Kong, we believe the bond investment quotas 
granted to Hong Kong banks will be enlarged accordingly, and this will help Hong 
Kong banks to improve the profitability of RMB assets over time. 

 

Figure 34. China Government Bond Yield  Figure 35. Central Bank Bill Yield 
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Figure 36. List of Offshore Banks Eligible to Access Mainland’s RMB Bond Market 
Announcement date List of banks approved Announcement date List of banks approved 

Late 2010 ICBC Asia 31-May-11 BOC HK Branch 
 BOCHK  BNP Paribas HK Branch 
 HSBC HK  Shanghai Commercial Bank 
 StanChart HK   
  22-Jul-11 Hong Leong Bank HK Branch 

28-Jan-11 BoCom HK Branch  UOB 
 Hang Seng Bank  ABC Singapore Branch  
 CITIC Bank International   
 CCB Asia 16-Aug-11 ICBC Macau 
 BEA  ICBC Malaysia 
 Deutsche Bank HK Branch   BoCom Macau Branch 
 DBS HK  OCBC Bank 
   Fubon HK 

16-Mar-11 ABC HK Branch   
 CCB HK Branch 8-Sep-11 BOC Macau Branch 
 Citibank HK Branch  ANZ Bank HK Branch 
 Mitsubishi HK Branch   
 Nanyang Commercial Bank 30-Sep-11 ICBC Europe 
 Wing Lung Bank  Barclays HK Branch 
 Wing Hang Bank  Banco Weng Hang 
 Chiyu Bank  Sumitomo Mitsui Bank HK Branch 
    

2-May-11 CMB HK Branch   
 Bank of America HK Branch   
 Chong Hing Bank   
 Dah Sing Bank   

 Mizuho Corporate Bank   
Source: China Money, 21 CBH, BOCI Research 
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4. Other potential developments  

Other than the offshore RMB lending and bond markets, a range of potential 
products could be launched, including equities, ETFs, derivatives and wealth 
management products, providing more channels to deploy offshore RMB funds. 
Newspapers 2  recently quoted HKEx Chief Charles Li as saying that RMB 
internationalisation is a long process, but he expects the mainland to relax 
capital account control within five years, thus allowing mainland retail investors 
to directly invest in Hong Kong shares within five years. The HKEx can expand 
RMB-related businesses in the three areas of equities, commodities and 
financial/FX derivatives. These will also be potentially positive for Hong Kong 
banks’ fee income growth, in our view. 

 

Figure 37. Offshore Renminbi Services/Products in Hong Kong 

Retail and corporate banking 

Deposits 
Currency exchange 
Cheques 
Bank cards 
Remittance 
Trade financing  
Wealth management products (e.g. renminbi bonds) 

Capital market 
Debt origination 
Investment funds 
Commodity-linked products 
Real estate investment trusts 

Money market 
Spot FX 
Forward FX 
Non-deliverable forward 
FX options 

Insurance  Insurance plans and products 

Potential products 
Exchange-traded funds (ETFs) 
Equity financing 
Derivatives 
Reinsurance 

Source: HKMA, BOCI Research 

                                                      
 
2 http://topics.scmp.com/news/china-business-watch/article/Beijing-gives-yuan-boost-to-HK 
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Cost Control Becoming Crucial to Earnings Stability  
As inflation in HK is likely to rise to a high level of around 5% in 2011 (vs. 2.4% 
in 2010), most local banks are experiencing a significant increase in operating 
expenses this year, driven by higher staff cost, rental expenses and marketing/ 
advertising fees.  

In a challenging operating environment, cost control becomes a crucial factor in 
stabilising profitability, in our view. Among our covered names, we believe 
BOCHK and HSB are more cost efficient, with their cost-to-income ratios 
remaining at the low level of approximately 35% in 1H11 (Figure 39). BEA has 
the highest cost-to-income ratio (57.3% in 1H11) among peers.  

 

Figure 38. HK CPI (MoM chg)  Figure 39. Comparison of Cost-to-income Ratio 
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Figure 40. Comparison of Staff Cost 
Staff cost  YoY chg %    
(HK$ m) FY07 FY08 FY09 FY10 1H11  FY08 FY09 FY10 1H11
BOCHK 4,656 4,554 5,091 5,357 2,740  (2) 12 5 8
HSB 3,585 3,452 3,378 3,717 1,901  (4) (2) 10 7
BEA 2,468 2,980 3,169 3,615 4,374  21 6 14 21
WHB 843 927 879 1,034 560  10 (5) 18 12
DSF 814 756 833 905 492  (7) 10 9 20
         
Total operating cost  YoY chg %    
(HK$ m) FY07 FY08 FY09 FY10 1H11  FY08 FY09 FY10 1H11
BOCHK 7,773 8,771 12,141 9,584 4,828  13 38 (21) 6
HSB 6,650 6,795 6,786 7,355 3,888  2 0 8 11
BEA 4,691 5,779 6,129 6,904 3,802  23 6 13 16
WHB 1,306 1,561 1,571 1,610 784  20 1 2 1
DSF 1,444 1,703 1,869 1,454 824  18 10 (22) 15
         
Staff cost as a % of total operating cost      
(%) FY07 FY08 FY09 FY10 1H11      
BOCHK 60 52 42 56 57      
HSB 54 51 50 51 49      
BEA 53 52 52 52 55      
WHB 65 59 56 64 71      
DSF 56 44 45 62 60      
Source: Company data, BOCI Research 
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Credit Cost to Rise 
Hong Kong banks have shown a very healthy asset quality trend, with NPL ratios 
falling over the past decade. Banks reported an average low credit cost of 6bps 
in 1H11. We view BOCHK as the most prudent bank in terms of risk management, 
with the lowest NPL ratio in the sector for the past several years. DSF was the 
riskiest one on the asset quality front, with the highest NPL ratio.  

Looking forward, we expect local banks’ NPL balance and credit cost to rise 
mildly given that the increasing risk on the uncertainties surrounding US growth, 
the EU sovereign debt and potential slowdown in China’s economy could 
exacerbate manufacturers’ operating environment and trade-related businesses. 

The recent concern over BOCHK and BEA’s non-bank mainland exposure was 
overdone, in our view. BOCHK’s clients in the mainland are mainly SOEs referred 
from the parent company BOC and its NPL ratio for its mainland operation was 
only 0.09% as of end-June 2011. BEA was not aggressive in mainland SMEs 
lending either (with loan customers being mainly large corporates), NPL ratio 
also at the low level of 0.06% as of end-June 2011. We are confident on the 
asset quality of BOCHK and BEA’s mainland operations.  

We believe SME loans will likely post higher risk in the near future, with tougher 
operating environment outlooks, rising operating cost and harder refinancing 
ability.  

Among our coverage, we believe DSF has a more risky profile, as it was the only 
bank to post a higher NPL ratio and credit cost in 1H11. DSF had the highest 
credit cost during the 2008-09 financial crisis, and its loans in the mainland were 
mainly extended to medium-sized corporates. 

 

Figure 41. Hong Kong Banks’ asset quality  Figure 42. Bankruptcy Petitions (Cases, %) 
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Figure 43. Comparison of NPL Ratios  Figure 44. Comparison of Credit Costs 
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Risk to EU Debt Exposure under Control  
There have been major concerns over Hong Kong banks’ exposures to Europe 
since August, especially their exposure to the five European countries of Prague, 
Italy, Ireland, Greece, and Spain (PIIGS), despite the declaration made by banks 
that their investments in European countries were insignificant.  

The media 3  quoted Fitch Ratings’ report saying that Hong Kong banks' 
exposures to PIIGS are modest, amounting to a gross consolidated equity of 
4.2% at end-June 2011.  

Within our covered universe, total exposure to PIIGS is <0.05% of total assets 
for BOCHK as of end-September, 0.05% for BEA as of end-June. DSF and WHB 
had no exposure to PIIGS (as shown in Figure 45). HSB did not disclose the exact 
figure, but it is expected to be minimal.  

 

Figure 45. Debt Exposure to PIIGS: 
 Exposure to Outstanding amount % of total asset % of shareholders’ equity As of 
BEA Italy, Ireland, and Spain HK$306m 0.05% 0.6% End-Jun 2011 
BOCHK* Italy ~HK$550m 0.03% 0.4% End-Sep 2011 
DSF N/A 0 0 0 End-Jun 2011 

HSB  
Said to be minimal 

(not separately disclosed)   End-Jun 2011 
WHB: N/A 0 0 0 End-Jun 2011 
Source: Company data, BOCI Research estimates 
* By assuming all BOC’s exposure to Italy was carried by BOCHK as of end-Sep 2011 

 

According to Fitch Ratings, Hong Kong banks’ total exposure to western 
European banks amounted to 9% of system-wide assets or 88% of system-wide 
equity. In our covered universe, the five local banks have reduced their total 
European exposure by 51% since end-2007. As of end-June, total exposure to 
Europe for HSB and BOCHK stood at 7.3% and 5.8% of their total assets, 
respectively. WHB had the lowest exposure to Europe at 3.6% of total assets.  

Looking forward, we believe Hong Kong banks will likely further reduce their 
investment book exposure to Europe. With the strong consolidated system CAR 
of 15.9% as of end-June, risk of exposure to European countries is under control, 
in our view.  

                                                      
 
3 http://online.wsj.com/article/BT-CO-20111122-717523.html 
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Figure 46. Hong Kong Banks’ Cross-border Claims - Europe 
Total EU exposure 2007 2008 2009 2010 1H11
BEA 72,270 72,431 52,114 34,422 25,688
BOCHK 211,948 181,835 154,118 109,490 103,502
DSF 17,222 16,389 16,780 7,942 8,812
HSB 169,171 95,240 109,819 84,589 70,748
WHB 31,044 16,701 15,225 8,729 6,373
      
% change  2008 2009 2010 1H11
BEA  0% -28% -34% -25%
BOCHK  -14% -15% -29% -5%
DSF  -5% 2% -53% 11%
HSB  -44% 15% -23% -16%
WHB  -46% -9% -43% -27%
      
% of total assets 2007 2008 2009 2010 1H11
BEA 18% 17.4% 12.0% 6.4% 4.3%
BOCHK 20% 16.3% 13.1% 6.8% 5.8%
DSF 14% 13.6% 13.7% 5.6% 5.8%
HSB 23% 12.5% 13.2% 9.2% 7.3%
WHB 22% 12.4% 10.3% 5.5% 3.6%
      
% of shareholder's equity 2007 2008 2009 2010 1H11
BEA 240% 225% 148% 78% 55%
BOCHK 228% 220% 148% 95% 82%
DSF 164% 166% 147% 56% 61%
HSB 300% 173% 177% 121% 96%
WHB 296% 158% 122% 61% 40%
Source: Company data, BOCI Research 
 

Figure 47. Hong Kong Banks’ cross-border Claim – Europe FIG 
(Financial Institutions Grp) 
EU FIG exposure 2007 2008 2009 2010 1H11
BEA 67,486 70,048 50,624 29,620 24,194
BOCHK 197,787 172,574 135,167 86,450 74,184
DSF 13,648 13,628 13,870 5,040 5,996
HSB 156,033 83,008 85,309 66,446 48,197
WHB 30,252 16,523 13,159 7,196 5,128
      
% change  2008 2009 2010 1H11
BEA  4% -28% -41% -18%
BOCHK  -13% -22% -36% -14%
DSF  0% 2% -64% 19%
HSB  -47% 3% -22% -27%
WHB  -45% -20% -45% -29%
    
% of total assets 2007 2008 2009 2010 1H11
BEA 17.1% 16.9% 11.7% 5.5% 4.0%
BOCHK 19.1% 15.5% 11.5% 5.4% 4.2%
DSF 11.0% 11.3% 11.3% 3.5% 3.9%
HSB 20.9% 10.9% 10.3% 7.2% 5.0%
WHB 21.7% 12.3% 8.9% 4.5% 2.9%
      
% of shareholder's equity 2007 2008 2009 2010 1H11
BEA 224% 218% 144% 67% 52%
BOCHK 213% 209% 130% 75% 59%
DSF 130% 138% 122% 36% 41%
HSB 276% 151% 137% 95% 65%
WHB 289% 156% 105% 50% 32%
Source: Company data, BOCI Research 
Note: Cross-border claims include receivables and loans and advances, balances due from banks and 
holdings of certificates of deposits, bills, promissory notes, commercial paper and other negotiable debt 
instruments, as well as accrued interest and overdue interest on these assets. 
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M&A Optionality? 
Consolidation has been a recurring theme in the Hong Kong banking sector over 
the past several years. While the overall market structure has not changed much, 
a number of banks with mainland backgrounds are growing fast (e.g. CCB Asia, 
BoCom HK, etc.). Implementation of Basel III at beginning-2013 could further 
marginalise the smaller local banks. In our view, this will be a push factor for 
further sector consolidation/M&A activities in HK. DSF and WHB are among the 
Hong Kong banks that fall into this investment theme. However, the higher price 
expectations and the diminishing number of potential take-over candidates pose 
challenges for future M&A deals.  

 

Figure 48. A History of Hong Kong Banking Sector Consolidation 

Acquirer Company acquired Date 
Take-out PB 

(x) 
Cost   

(HK$ bn) % stake acquired 
DBS Kwong On Bank Dec-98 0.8  3.6  100% 
ICBC Asia Union Bank of HK Apr-00 1.4  3.4  63% 
StanChart Chase HK Retail Assets Sep-00 4.5  10.3  100% 
Bank of East Asia First Pacific Bank Nov-00 1.5  4.4  100% 
DBS Dao Heng Bank Apr-01 3.2  41.9  71.3% 
ICBC (Asia) ICBC HK branch May-01 1.3  3.0  100% 
CITIC IFH Hongkong Chinese Bank Nov-01 1.3  4.2  100% 
Wing Hang Bank Chekiang First Bank Aug-03 1.2  4.8  100% 
ICBC (Asia) Fortis Bank Asia Hong Kong Aug-03 1.1  2.2  100% 
Fubon Financial International Bank of Asia Sep-03 1.2  4.3  75% 
Standard Chartered Advantage Limited (Prime Credit's parent) Jun-04 2.0  1.0  100% 
Dah Sing Financial Pacific Finance Jun-05 1.8  0.9  100% 
JCG Holdings Asia Commercial Bank Feb-06 2.5  4.5  100% 
CCB Bank of America Asia Sep-06 1.3  9.7  100% 
China Merchants Bank Wing Lung Bank Jun-08 3.1  19.3  53.1% 
China CITIC Bank CITIC IFH Aug-08 1.5  13.6  30.3% 
ICBC ICBC (Asia) Aug-10 2.1  10.8  27.2% 
Fubon Financial Fubon Bank (Hong Kong) Jan-11 1.4  1.5  25.0% 
Source: Company data, HKEx, Bloomberg, BOCI Research estimates 

 

Figure 49. Hong Kong Banks’ Key Shareholders and Valuations 
Bank Stock code Mkt cap P/B (x) Key shareholders 

  (US$ bn) Current T+1  
BEA 23 HK 7.5 1.2 1.1 Criteria CaixaCorp (16.0%), 

Guoco (14.0%), 
Li family (10%) 

BOCHK 2388 HK 24.5 1.4 1.4 BOC (66.1%) 
CHB 1111 HK 0.8 0.8 0.8 Liu Chong Hing Investment 

(49.7%),  
China Ocean Shipping Group 
(20%) 

DSBG 2356.HK 1.1 0.6 0.6 DSFH (74.1%) 
DSF 440 HK 0.9 0.4 0.4 Wong family (40.5%),  

Mitsubishi (15.1%) 
HSB 11 HK 22.9 2.2 2.0 HSBC (62.1%) 
Public Financial 626 HK 0.5 0.6 0.6 Public Bank (73.5%) 
WHB 302 HK 2.4 1.2 1.1 Fung family (23%), 

Bank of NY (20.3%) 
Source: HKEx, Bloomberg, BOCI Research estimates 
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EARNINGS REVISIONS 
On average, we have cut our FY11-13E earnings for HK banks by 4-18% to factor 
in the following assumptions: 

(1) Weaker NIM outlook, mainly driven by deposit competition, further 
migration to time deposits and delayed interest rate hike. 

(2) Lower loan growth, constrained by tight ex-RMB liquidity. We revise down 
our FY12 loan growth assumptions to 7-11% for banks under our coverage. 

(3) Rising credit cost, given a possible slowdown in economic activities. 

 

Figure 50. Earnings Estimate Changes – Net Profit Attributable to Shareholders 
(HK$ m) FY11E new FY11E old Chg (%) FY12E new FY12E old Chg (%) FY13E new FY13E old Chg (%)
BEA 4,859 4,872 (0.3) 4,849 5,174 (6.3) 5,300 6,065 (12.6)
BOCHK 19,593 20,242 (3.2) 17,599 19,149 (8.1) 19,563 22,375 (12.6)
DSF 1,009 1,117 (9.7) 1,088 1,263 (13.9) 1,110 1,489 (25.5)
HSB 15,510 16,081 (3.6) 16,246 18,551 (12.4) 17,546 22,110 (20.6)
WHB 1,953 2,011 (2.9) 1,785 1,992 (10.4) 1,837 2,211 (16.9)
Source: BOCI Research estimates 
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COMPARISON OF KEY FIGURES 
Figure 51. Loan Growth 
 HoH YoY 
(%) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 0.5 7.0 12.3 6.8 5.2 5.0 31.3 5.6 7.5 19.9 10.5 10.6 9.3 
BOCHK 3.3 8.3 11.0 7.3 9.7 5.4 19.0 11.5 11.8 19.1 15.6 9.5 8.2 
DSF (6.4) 0.1 14.1 11.6 11.7 4.8 22.8 (0.5) (6.3) 27.3 17.0 7.0 6.0 
HSB (1.0) 5.8 14.2 19.8 6.5 3.3 10.4 7.0 4.7 36.9 10.0 7.0 7.0 
WHB (1.9) 2.3 12.0 7.9 10.8 6.5 27.2 7.6 0.3 20.8 18.0 8.0 7.0 
Average (1.1) 4.7 12.7 10.7 8.8 5.0 22.1 6.2 3.6 24.8 14.2 8.4 7.5 
Source: Company data, BOCI Research estimate 

 

Figure 52. Deposit Growth 
 HoH YoY 
(%) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA (0.9) 6.8 5.4 16.3 9.4 6.9 35.6 13.9 5.8 22.6 17.0 15.0 12.0 
BOCHK 2.3 2.6 5.9 15.1 7.4 5.2 14.2 1.1 5.0 21.9 13.0 12.0 10.0 
DSF 5.4 4.8 0.3 8.4 10.2 4.4 17.5 1.5 10.5 8.8 15.0 7.0 8.0 
HSB 5.2 7.6 2.3 5.0 2.9 5.0 13.2 2.8 13.2 7.4 8.0 9.0 10.0 
WHB 5.7 3.6 (1.6) 9.2 9.5 5.0 11.7 1.1 9.6 7.5 15.0 8.0 9.0 
Average 3.5 5.1 2.5 10.8 7.9 5.3 18.5 4.1 8.8 13.6 13.6 10.2 9.8 
Source: Company data, BOCI Research estimate  

 

Figure 53. Loan to Deposit Ratio 
(%) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 72.1 72.3 77.1 70.8 68.0 66.8 76.8 71.1 72.3 70.8 66.8 64.2 62.7
BOCHK 57.9 61.1 64.1 59.7 61.0 61.1 52.0 57.4 61.1 59.7 61.1 59.7 58.7
DSF 67.7 64.7 73.6 75.7 76.7 77.0 77.9 76.3 64.7 75.7 77.0 77.0 75.6
HSB 55.4 54.5 60.8 69.4 71.9 70.7 56.6 58.9 54.5 69.4 70.7 69.4 67.5
WHB 64.7 63.8 72.6 71.7 72.6 73.6 65.4 69.7 63.8 71.7 73.6 73.6 72.2
Average 63.6 63.3 69.6 69.5 70.0 69.8 65.7 66.7 63.3 69.5 69.8 68.8 67.3
Source: Company data, BOCI Research estimate  

 

Figure 54. Net Interest Margin  
(%) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 1.77 1.83 1.84 1.73 1.73 1.73 1.91 1.85 1.80 1.78 1.73 1.73 1.78 
BOCHK 1.76 1.61 1.58 1.42 1.21 1.24 2.07 2.00 1.69 1.49 1.22 1.23 1.26 
DSF 1.98 1.92 1.87 1.53 1.52 1.50 2.16 2.11 1.95 1.68 1.51 1.48 1.48 
HSB 2.06 1.77 1.77 1.80 1.75 1.70 2.23 2.36 1.90 1.78 1.72 1.70 1.71 
WHB 1.79 1.85 1.91 1.77 1.71 1.67 1.90 1.84 1.82 1.84 1.69 1.67 1.67 
Average 1.87 1.80 1.79 1.65 1.58 1.57 2.05 2.03 1.83 1.71 1.57 1.56 1.58 
NIM chg (bps) HoH YoY 
BEA (2) 6 1 (11) 0 0 (12) (6) (5) (2) (5) 0 5 
BOCHK (22) (15) (3) (16) (21) 3 17 (7) (31) (20) (27) 1 3 
DSF (1) (6) (5) (34) (1) (2) (22) (5) (16) (27) (17) (3) 0 
HSB (24) (29) 0 3 (5) (5) 21 13 (46) (12) (6) (2) 1 
WHB 5 6 6 (14) (6) (4) (5) (6) (2) 2 (15) (2) 0 
Average (9) (8) 0 (14) (7) (2) 0 (2) (20) (12) (14) (1) 2 
Source: Company data, BOCI Research estimate 
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Figure 55. Net Interest Income Growth  
(%) HoH YoY 
  2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA (2.3) 8.6 4.4 5.6 13.6 (0.1) 19.6 13.6 (0.7) 11.8 16.6 10.9 13.1 
BOCHK (11.8) 0.8 (0.4) 9.0 4.5 5.3 22.5 3.9 (11.0) 4.5 11.8 9.5 10.1 
DSF 1.7 1.3 (6.5) (2.4) 2.2 6.4 5.9 7.0 (1.1) (7.0) 4.2 10.4 6.9 
HSB (8.8) (7.2) (0.5) 13.0 0.7 1.1 25.9 10.3 (13.6) 2.0 7.4 8.1 8.6 
WHB 2.4 11.7 1.7 0.3 5.7 4.5 13.7 1.1 0.6 7.5 8.2 10.4 6.8 
Average (3.8) 3.0 (0.3) 5.1 5.3 3.4 17.5 7.2 (5.2) 3.7 9.6 9.9 9.1 
Source: Company data, BOCI Research estimate 

 

Figure 56. Net Fee Income Growth  
(%) HoH YoY 
  2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 5.7 23.3 8.6 16.8 7.6 6.9 32.6 0.4 5.5 30.1 20.0 16.0 13.0 
BOCHK 29.3 20.8 (4.6) 7.4 9.3 3.2 68.8 (17.5) 25.7 8.2 15.0 11.0 9.0 
DSF (24.4) 15.6 (1.1) 8.5 (0.4) 3.5 21.0 (17.8) (35.0) 10.5 5.5 6.0 6.0 
HSB (0.8) 24.4 (1.1) 6.7 0.3 0.8 96.9 (27.8) (13.0) 13.3 4.0 5.0 6.0 
WHB (5.1) 23.9 (11.2) 9.2 (2.1) 1.6 44.5 (17.7) (6.3) 2.8 3.0 4.0 5.0 
Average 0.9 21.6 (1.9) 9.7 2.9 3.2 52.8 (16.1) (4.7) 13.0 9.5 8.4 7.8 
Source: Company data, BOCI Research estimate 

 

Figure 57. Operating Income Growth 
(%) HoH YoY 
  2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 78.6 5.8 3.3 5.6 16.2 (1.4) 16.5 (26.7) 57.8 9.2 18.5 11.7 12.5 
BOCHK 13.4 (0.0) (3.7) 19.3 1.1 (1.3) 27.9 (6.3) 2.1 5.6 9.2 10.3 9.4 
DSF (6.4) (6.1) 5.3 0.9 4.3 3.8 19.9 (14.3) (14.1) 2.5 6.8 12.0 7.0 
HSB (0.9) (3.2) 1.2 10.8 (1.9) 3.2 38.3 (6.9) (10.7) 4.9 4.7 6.8 7.7 
WHB (21.8) (9.0) 17.0 7.4 1.5 4.4 12.1 15.0 (24.6) 15.6 7.4 11.7 6.9 
Average 12.6 (2.5) 4.6 8.8 4.2 1.7 22.9 (7.9) 2.1 7.6 9.3 10.5 8.7 
Source: Company data, BOCI Research estimate 

 

Figure 58. Operating Expense Growth 
(%) HoH YoY 
  2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 0.9 1.5 6.1 10.8 4.8 10.3 35.4 23.2 6.1 12.6 15.8 12.0 10.0 
BOCHK (10.4) 89.5 (42.9) 11.4 (4.4) 16.4 18.5 12.8 38.4 (21.1) 9.0 7.0 5.0 
DSF 10.6 (20.9) (13.1) 2.7 11.8 7.4 10.5 18.0 9.7 (22.2) 17.5 9.0 8.0 
HSB (6.0) 7.6 (0.4) 9.9 1.0 10.0 26.9 2.2 (0.1) 8.4 11.0 9.0 8.0 
WHB (4.4) (2.9) 0.2 7.5 (6.0) 9.4 21.5 19.5 0.7 2.5 2.0 7.0 6.0 
Average (1.9) 15.0 (10.0) 8.5 1.4 10.7 22.6 15.1 11.0 (4.0) 11.1 8.8 7.4 
Source: Company data, BOCI Research estimate 

 

Figure 59. Cost-to-income Ratio 
(%)  2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 61.4 59.0 60.5 63.5 57.3 64.1 53.2 89.5 60.2 62.1 60.6 60.8 59.5 
BOCHK 32.2 61.0 36.2 33.7 31.9 37.7 28.5 34.4 46.6 34.8 34.8 33.7 32.4 
DSF 74.3 62.6 51.6 52.5 56.3 58.2 39.0 53.7 68.6 52.1 57.3 55.8 56.3 
HSB 30.9 34.4 33.8 33.6 34.6 36.8 26.6 29.2 32.6 33.7 35.7 36.4 36.5 
WHB 53.4 57.0 48.8 48.8 45.2 47.4 39.7 41.2 55.1 48.8 46.4 44.4 44.1 
Average 50.4 54.8 46.2 46.4 45.1 48.8 37.4 49.6 52.6 46.3 47.0 46.2 45.7 
Source: Company data, BOCI Research estimates 
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Figure 60. Pre-provision Profit Growth 
(%) HoH YoY 
(bps) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA NM 12.5 (0.6) (2.4) 36.0 (17.1) 0.6 (83.6) 498.7 4.0 22.9 11.3 16.3 
BOCHK 29.8 (42.5) 57.6 23.9 3.8 (9.7) 32.1 (14.0) (17.0) 28.8 9.4 12.0 11.7 
DSF (35.2) 36.8 36.1 (0.9) (4.0) (0.8) 26.7 (34.9) (41.7) 56.6 (4.9) 15.9 5.8 
HSB 1.5 (8.1) 2.0 11.3 (3.4) (0.4) 43.0 (10.1) (15.0) 3.2 1.5 5.6 7.5 
WHB (35.4) (16.0) 39.2 7.3 8.6 0.2 6.6 12.0 (42.4) 31.8 12.6 15.8 7.5 
Average NM (3.4) 26.9 7.8 8.2 (5.5) 21.8 (26.1) 76.5 24.9 8.3 12.1 9.8 
Source: Company data, BOCI Research estimates 

 

Figure 61. Credit Cost 
(bps) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 41.1 52.7 11.4 9.4 (2.6) 14.2 11.3 24.9 46.2 10.5 6.0 20.0 24.0 
BOCHK (2.6) 6.6 (3.5) 0.8 1.2 2.8 (18.0) 15.1 2.1 (1.2) 2.0 10.0 12.0 
DSF 92.3 48.0 11.4 (3.9) 22.2 32.6 32.5 107.7 69.3 3.3 28.0 40.0 46.0 
HSB 37.7 11.3 8.2 10.9 6.5 17.1 19.5 43.7 24.0 9.5 12.0 20.0 24.0 
WHB 21.1 (7.8) (11.8) (0.2) 0.7 5.1 0.2 57.4 6.6 (5.8) 3.0 15.0 20.0 
Average 37.9 22.2 3.2 3.4 5.6 14.4 9.1 49.8 29.6 3.2 10.2 21.0 25.2 
Source: Company data, BOCI Research estimates 

 

Figure 62. Pre-tax Profit Growth 
(%) HoH YoY 
(bps) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA NM 9.7 39.7 1.5 37.8 (23.8) 21.7 (99.8) 43,600.0 47.3 22.3 (0.1) 9.3 
BOCHK NM 2.9 3.4 25.2 32.9 (35.7) 11.6 (78.7) 310.1 18.0 21.4 (9.6) 10.8 
DSF NM 21.9 44.8 12.7 0.3 (11.8) (31.0) (86.5) 383.9 69.3 0.0 7.2 2.7 
HSB 42.1 2.7 3.9 14.1 0.8 (5.4) 49.2 (26.0) (3.0) 12.6 4.6 4.7 8.0 
WHB 124.0 39.4 11.1 10.0 34.2 (29.1) 18.3 (41.9) 5.3 35.8 20.1 (8.6) 2.9 
Average NM 15.3 20.6 12.7 21.2 (21.1) 14.0 (66.6) 8,859.3 36.6 13.7 (1.3) 6.7 
Source: Company data, BOCI Research estimates 

 

Figure 63. Attributable Profit Growth 
(%) HoH YoY 
(bps) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA NM 18.4 39.8 1.2 30.0 (22.1) 20.6 (99.1) 6,446.2 52.5 16.3 (0.2) 10.0 
BOCHK NM 8.2 (0.6) 25.2 33.2 (36.6) 10.3 (78.4) 316.7 16.3 21.0 (10.2) 11.2 
DSF NM 8.1 54.9 (0.2) 11.3 (19.6) (24.8) (89.9) 489.6 60.7 0.3 7.8 2.1 
HSB 27.6 4.5 3.8 14.2 1.3 (7.5) 51.5 (22.7) (6.8) 13.5 4.0 4.7 8.0 
WHB 129.1 35.0 10.0 13.6 35.9 (33.9) 22.3 (42.8) 3.7 35.0 20.1 (8.6) 2.9 
Average NM 14.8 21.6 10.8 22.3 (23.9) 16.0 (66.6) 1,449.9 35.6 12.3 (1.3) 6.8 
Source: Company data, BOCI Research estimate 

 

Figure 64. EPS  
(HK$) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 0.63 0.75 0.96 0.96 1.24 0.96 2.65 0.02 1.39 1.92 2.21 2.19 2.41 
BOCHK 0.63 0.68 0.68 0.85 1.13 0.72 1.46 0.32 1.32 1.53 1.85 1.66 1.85 
DSF 1.16 1.25 1.85 1.82 1.91 1.54 4.20 0.42 2.41 3.67 3.45 3.71 3.79 
HSB 3.36 4.75 3.64 4.16 4.21 3.90 9.54 7.37 6.87 7.80 8.11 8.50 9.18 
WHB 1.74 4.80 2.58 2.93 3.98 2.63 6.89 3.94 4.08 5.51 6.54 5.97 6.15 
Average 1.50 2.45 1.94 2.14 2.50 1.95 4.95 2.41 3.21 4.09 4.43 4.41 4.68 
Source: Company data, BOCI Research estimates 
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Figure 65. ROE 
(%) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 7.1 8.4 10.9 9.9 11.9 9.2 14.4 0.1 7.7 10.6 10.7 10.1 10.5 
BOCHK 15.1 14.6 13.6 16.2 19.9 12.0 17.4 3.8 14.9 14.8 16.2 13.5 14.3 
DSF 5.9 5.9 8.6 7.7 7.8 6.1 10.2 1.0 5.9 7.9 7.0 7.1 6.9 
HSB 23.0 22.6 22.0 23.7 22.4 20.0 35.3 25.3 22.4 22.6 21.3 20.6 20.7 
WHB 9.4 11.7 11.8 12.5 15.6 9.8 20.5 11.0 10.4 12.1 13.0 10.9 10.4 
Average 12.1 12.6 13.4 14.0 15.5 11.4 19.6 8.3 12.3 13.6 13.6 12.5 12.6 
Source: Company data, BOCI Research estimates 

 

Figure 66. Payout Ratio  
(%) 1H09 2H09 1H10 2H10 1H11 2H11E FY07 FY08 FY09 FY10 FY11E FY12E FY13E 
BEA 44 64 39 58 35 71 63 1,068 55 49 50 50 50 
BOCHK 45 83 59 67 56 75 63 139 65 63 63 63 63 
DSF - - 11 47 15 48 36 164 - 29 30 30 30 
HSB 65 63 60 72 52 77 66 85 76 67 64 62 61 
WHB 12 10 12 37 12 44 50 27 17 25 25 30 30 
Average 33 44 36 56 34 63 55 297 43 47 46 47 47 
Source: Company data, BOCI Research estimates 
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VALUATION TABLES AND CHARTS 
Figure 67. Valuation Comparison 

Company 
Stock 
code Rating 

Mkt. 
cap Price* 

Target 
price Upside 

EPS growth
 (%) 

P/E 
(x) 

P/B 
(x) 

ROE 
(%) 

Div. Yield 
(%) 

   (HK$ m) (HK$) (HK$) (%) 2011E 2012E 2011E 2012E 2011E 2012E 2011E 2012E 2011E 2012E
BEA 23HK HOLD 58,130 28.00 29.50 5.4 14.9 (0.7) 12.7 12.8 1.23 1.17 10.7 10.1 4.0 3.9
BOCHK 2388HK BUY 190,310 18.00 22.60 25.6 21.0 (10.2) 9.7 10.8 1.50 1.43 16.2 13.5 6.5 5.8
DSF 440HK HOLD 7,027 24.00 26.50 10.4 (6.1) 7.8 7.0 6.5 0.47 0.45 7.0 7.1 4.3 4.6
HSB 11HK BUY 177,801 93.00 112.00 20.4 4.0 4.7 11.5 10.9 2.35 2.17 21.3 20.6 5.6 5.7
WHB 302HK HOLD 18,960 63.30 68.00 7.4 18.6 (8.6) 9.7 10.6 1.20 1.11 13.0 10.9 2.6 2.8
* Prices as of closing on 12 December 2011 
Source: Company data, Bloomberg, BOCI Research estimates 

 
Figure 68. BEA – P/B Chart  Figure 69. BOCHK – P/B Chart 
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Figure 70. DSF – P/B Chart  Figure 71. HSB – P/B Chart 
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Figure 72. WHB – P/B Chart  Figure 73. YTD Share Price Performance vs. HSI 
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Investment Summary   
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
Net profit (HK$ m) 2,553 3,894 4,529 4,519 4,970
EPS (HK$) 1.39 1.92 2.21 2.19 2.41
   Change (%) 64.1 38.9 14.9 (0.7) 10.0
Previous EPS (HK$) - 2.22 2.35 2.79
   Change (%)  (0.3) (6.7) (13.3)
Consensus EPS (HK$) - 2.24 2.27 2.54
P/E (x) 20.2 14.6 12.7 12.8 11.6
BVPS (HK$) 19.0 21.7 22.8 23.9 25.3
P/BVPS (x) 1.5 1.3 1.2 1.2 1.1
ROE (%) 7.7 10.6 10.7 10.1 10.5
DPS (HK$) 0.76 0.94 1.11 1.10 1.21
Yield (%) 2.7 3.4 4.0 3.9 4.3
Source: Company data, Bloomberg, BOCI Research 

Earnings Change 12 December 2011 

 
 

5% side HOLD 
Target Price: HK$29.50

0023 HK 
Price: HK$28.00 
TP Basis: 1.23x FY12E P/B  
Sector Rating: NEUTRAL  
 
Trading Summary 
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Bank Of East Asia HSI

Turnover (HK$ m)HK$

 YTD 1M 3M 12M 
Absolute (%) (14.0) 2.4 (1.2) (14.5) 
Relative to HSI (%) 5.4 5.3 1.2 5.3 

Total issued shares (m) 2,059 
Free float  63.3% 
Free float mkt. cap. (HK$ m) 34,551 
3M avg. daily turnover (HK$ m) 101 
Major shareholders  
Caixa Bank 
Guoco Group 

16% 
14%  

 

Bank of East Asia 
Capital overhang remains 
As the largest family-owned listed Hong Kong bank with a significant 
presence in the mainland, we see long-term growth potential in BEA. 
However, BEA’s sector-lowest core Tier 1 ratio of 8.4% (as of end-June) 
looks worrying, and a further increase in regulatory reserve in 2H11 as well 
as potential implementation of Basel III at the beginning of 2013 could put 
further downward pressure on the bank’s capital level, in our view. Indeed, 
the presence of Guoco and Caixa Bank as major shareholders should be an 
additional consideration for other potential investors. With a forward ROE 
of 10% in FY12-13E, we retain our HOLD rating on a fundamental basis. 

Key Factors for Rating 
 Capital constraint: BEA’s Tier 1 ratio and total CAR stood at 9.4% and 12.6% as 

of end-June, respectively, the lowest among peers. Looking ahead, with the 
ongoing expansion of mainland operations, higher regulatory reserve requirement 
and potential implementation of Basel III by the HKMA, the bank’s light capital 
level will remain under pressure, in our view.  

 Risk of further stake build-up by Guoco: Guoco has progressively increased 
its stake in BEA from less than 10% in January 2011 to 14% as of 18 October 2011 
(last regulatory filing date), as shown in Figure 3. Although it’s hard to guess 
whether or when Guoco will accumulate the position again, BEA remains the only 
investment in their portfolio, and this would be the key risk to short this name, in 
our view.  

 Earnings revision: We revise down earnings forecasts for FY11-13E by 0-13%, 
mainly factoring in a slower NIM recovery assumption and higher credit cost 
expectation in light of the possible slow-down in China’s economy and uncertain 
global macro outlook.  

 

Key risks 
 Upside risk from further stake build-up by Guoco or Caixa Bank; Downside risk 

from their stake disposal, capital replenish plan, and weaker-than-expected asset 
quality in any sharp economic downturn in China/HK. 

 

Valuation 
 Given a forward ROE of 10% in FY12-13E and a low Tier 1 ratio, we retain our 

HOLD rating on a fundamental basis, our unchanged target price of HK$29.50 is 
based on 1.23x FY12E P/B.  

 

BOCI Research Limited 
HK Financials: Banking 

Mimi Kong 
(852) 3988 6416 
mimi.kong@bocigroup.com 
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Figure 1. Earnings Revisions 
 2011E 2012E 2013E 
Income statement (HK$ m) New Old Chg (%) New Old Chg (%) New Old Chg (%)
Net interest income 8,794  8,810 (0.2) 9,752 9,940 (1.9) 11,029  11,538 (4.4)
Non-interest income 4,389  4,389 - 4,976 4,976 -  5,535  5,535 - 
Operating income 13,183  13,199 (0.1) 14,728 14,916 (1.3) 16,563  17,073 (3.0)
Operating expenses (7,995) (7,995) - (8,954) (8,954) -  (9,850) (9,760) 0.9 
Pre-prov. profits 5,188  5,205 (0.3) 5,774 5,961 (3.1) 6,714  7,313 (8.2)
Total provisions (216) (216) (0.2) (711) (366) 94.3  (932) (513) 81.6 
Revaluation & disposals 951  951 - 800 700 14.3  600  600 - 
JV and Associate 375  375 - 431 413 4.5  496  454 9.3 
Pre-tax profits 6,299  6,315 (0.3) 6,294 6,708 (6.2) 6,878  7,853 (12.4)
Income tax (1,354) (1,358) (0.3) (1,353) (1,442) (6.2) (1,479) (1,688) (12.4)
Post-tax profit 4,944  4,957 (0.3) 4,941 5,266 (6.2) 5,399  6,165 (12.4)
Minority interests (85) (85) - (92) (92) -  (100) (100) - 
Earnings 4,859  4,872 (0.3) 4,849 5,174 (6.3) 5,300  6,065 (12.6)

330  330 - 330 330 -  330  330 - HT1 coupon 
Earnings after HT1 4,529  4,542 (0.3) 4,519 4,844 (6.7) 4,970  5,735 (13.3)

     
Key ratios (%) New Old Chg (ppts) New Old Chg (ppts) New Old Chg (ppts)
Loan growth 10.5 10.9 (0.4) 10.6 10.1 0.5 9.3 9.3 -
Deposit growth 17.0 17.0 - 15.0 15.0 - 12.0 12.0 -
Loans/ deposits 66.8 67.1 (0.2) 64.2 64.2 0.1 62.7 62.6 0.1
NIM 1.73 1.73 - 1.73 1.77 (0.04) 1.78 1.88 (0.10)
Net fee income growth 20.0 20.0 - 16.0 16.0 - 13.0 13.0 -
Cost/ income 60.6 60.6 0.1 60.8 60.0 0.8 59.5 57.2 2.3
Credit cost 0.06 0.06 - 0.20 0.10 0.10 0.24 0.13 0.11
NPL ratio 0.47 0.46 - 0.48 0.48 - 0.56 0.56 -
ROE 10.7 10.7 - 10.1 10.7 (0.6) 10.5 11.9 (1.4)
Source: BOCI Research estimates 

 

Figure 2. T1 Ratio and CAR as of End-June 2011  Figure 3. Guoco’s Quick Stake Build-up in BEA  
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Figure 4. Valuation Band – Forward P/B 
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Income Statement (HK$ m) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest income 6,747 7,543 8,794 9,752 11,029
Non-interest income 3,441 3,583 4,389 4,976 5,535
Operating income 10,188 11,126 13,183 14,728 16,563
Operating Expenses (6,129) (6,904) (7,995) (8,954) (9,850)
Pre-Prov. Profits 4,059 4,222 5,188 5,774 6,714
Total proivisons (1,141) (306) (216) (711) (932)
Revaluation & disposals 314 893 951 800 600
Associates 264 341 375 431 496
Pre-tax profits 3,496 5,150 6,299 6,294 6,878
Income tax (819) (847) (1,354) (1,353) (1,479)
Post-tax profit 2,677 4,303 4,944 4,941 5,399
Minority interest (73) (79) (85) (92) (100)
Earnings 2,604 4,224 4,859 4,849 5,300
HT1 51 330 330 330 330
Earnings after HT1 2,553 3,894 4,529 4,519 4,970
Source: Company data, BOCI Research 

 

Key Balance Sheet Items (HK$ m) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Gross loans 247,654 297,044 328,173 362,933 396,674
Investment securities 54,236 68,530 69,901 71,299 72,725
Intangibles 4,135 4,188 4,188 4,188 4,188
Total assets 434,082 534,193 607,728 665,932 721,225
Risk Weighted Assets 283,015 341,932 391,985 431,524 470,239
  
Deposits 342,528 419,833 491,205 564,885 632,672
Sub-debts 12,359 12,693 12,693 12,693 12,693
Minority interest 4,358 4,400 4,485 4,577 4,677
Shareholders’ funds 35,165 44,243 46,836 49,249 52,028
Source: Company data, BOCI Research  

 
Key Ratios (%) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest margin 1.80 1.78 1.73 1.73 1.78
Other op. income/ op. income 33.8 32.2 33.3 33.8 33.4
Cost/ income 60.2 62.1 60.6 60.8 59.5
Loan impairment cost/ PPP 27.2 6.8 3.6 12.0 13.6
Effective tax rate 23.4 16.4 21.5 21.5 21.5
Credit cost/ avg loans 0.46 0.10 0.06 0.20 0.24
Impairment loan ratio 0.99 0.54 0.47 0.48 0.56
LLR/ impaired loans 54.9 69.2 47.5 55.7 70.6
LLR/ loans 0.5 0.4 0.2 0.3 0.4
Loans/ deposits 72.3 70.8 66.8 64.2 62.7
Loans/ assets 57.1 55.6 54.0 54.5 55.0
Investment securities/ assets 12.5 12.8 - - -
Tangible equity/assets 7.2 7.6 7.1 6.8 6.7
Core T1 ratio 8.0 8.8 8.3 8.1 8.0
T1 ratios 9.4 9.8 9.2 8.9 8.8
CAR 13.3 13.2 12.2 11.7 11.3
RoE 7.7 10.6 10.7 10.1 10.5
RoA 0.6 0.9 0.9 0.8 0.8
RWA/ total assets 65.2 64.0 64.5 64.8 65.2
Source: Company data, BOCI Research  
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Growth Rates (YoY %) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest income (0.7) 11.8 16.6 10.9 13.1
Net fee income 5.5 30.1 20.0 16.0 13.0
Op. income 57.8 9.2 18.5 11.7 12.5
Op. expenses 6.1 12.6 15.8 12.0 10.0
Pre-provision profit 498.7 4.0 22.9 11.3 16.3
Impairment charge 98.0 (74.2) (34.2) 268.5 31.9
Pre-tax profit 436.0 47.3 22.3 (0.1) 9.3
Earnings 65.8 62.2 15.0 (0.2) 9.3
EPS 64.1 38.9 14.9 (0.7) 10.0
Loans 7.5 19.9 10.5 10.6 9.3
Deposits 5.8 22.6 17.0 15.0 12.0
Total assets 4.5 23.1 13.8 9.6 8.3
Shareholders' funds 9.4 25.8 5.9 5.2 5.6
Source: Company data, BOCI Research  

 

Per Share Data (HK$) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
EPS (adj.) 1.39 1.92 2.21 2.19 2.41
DPS (unadjusted) 0.76 0.94 1.11 1.10 1.21
Payout (%) 54.9 48.9 50.2 50.1 50.1
BVPS (adj.)  19.02 21.66 22.75 23.92 25.27
PPP per shr (adj.) 2.20 2.09 2.53 2.80 3.26
Source: Company data, BOCI Research  

 

Valuations (x) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
P/E 20.2 14.6 12.7 12.8 11.6
P/B 1.47 1.29 1.23 1.17 1.11
P/NTA 1.67 1.43 1.35 1.28 1.20
P/PPP 12.7 13.4 11.1 10.0 8.6
Div yield (%) 2.7 3.4 4.0 3.9 4.3
Source: Company data, Bloomberg, BOCI Research  
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Investment Summary   
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
Net profit (HK$ m) 13,930 16,196 19,593 17,599 19,563
EPS (HK$) 1.32 1.53 1.85 1.66 1.85
   Change (%) 316.7 16.3 21.0 (10.2) 11.2
Previous EPS (HK$)  1.91 1.81 2.12
   Change (%)  (3.2) (8.1) (12.6)
Consensus EPS (HK$)  1.82 1.76 1.98
P/E (x) 13.7 11.8 9.7 10.8 9.7
BVPS (HK$) 9.9 10.9 12.0 12.6 13.3
P/BVPS (x) 1.8 1.7 1.5 1.4 1.4
ROE (%) 14.9 14.8 16.2 13.5 14.3
DPS (HK$) 0.86 0.97 1.17 1.05 1.17
Yield (%) 4.8 5.4 6.5 5.8 6.5
Source: Company data, Bloomberg, BOCI Research 
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BOC Hong Kong Holdings Ltd HSI

Turnover (HK$ m)HK$

 YTD 1M 3M 12M 
Absolute (%) (31.9) 1.6 (8.6) (30.0) 
Relative to HSI (%) (12.6) 4.5 (6.2) (10.2) 

Total issued shares (m) 10,573 
Free float  34% 
Free float mkt. cap. (HK$ m) 64,591 
3M avg. daily turnover (HK$ m) 333 
Major shareholder  
 ank of China B 66%  
 

BOC Hong Kong 
Best positioned 
While the whole Hong Kong banking industry is expected to face a 
challenging operating environment in 2012, we believe BOCHK is best 
positioned among peers to face the headwinds ahead. With the bank’s 
leading position in offshore RMB business, sound deposit franchise, 
solid asset quality, strong capital level, and the attractive dividend yield 
of 5.8% in FY12E, BOCHK remains our top pick in the sector. Our target 
price of HK$22.60 is based on 1.8x FY12E P/B.  

Key Factors for Rating 
 Better offshore RMB asset yield: We are seeing pick-up in offshore renminbi 

(RMB) lending growth in Hong Kong this year, with the outstanding RMB loans 
jumping from less than RMB2bn at the year start to RMB19bn as of end-September. 
The announcement of FDI rules in mid-October will provide additional stimulus for 
RMB loan demand and dim sum bond issuances in Hong Kong. These will improve 
the RMB asset yield of Hong Kong banks, in our view. We believe BOCHK will be a 
key beneficiary given its leading position in the offshore RMB deposits market 
(~26% in 1H11E), strong relationship with BOC, and status of sole RMB clearing 
bank in Hong Kong. 

 Solid franchise: In Hong Kong, BOCHK has the largest retail franchise of 266 
outlets (vs. HSB’s 220 outlets), and we believe this gives BOCHK the edge to keep 
a more stable CASA deposits base, hence less pressure from rising funding cost. 

 Strong capital position: BOCHK’s Tier 1 ratio and total CAR stood at 12.9% and 
17.6% as of end-June 2011, respectively, the highest among peers. We believe the 
strong capital base will give BOCHK the flexibility to grow future business, and to 
support the dividend payout policy at above 60% level.  

 Earnings revision: We have revised down our earnings estimate by 3%-13% in 
FY11-13E to mainly reflect the slower loan growth, continued margin pressure and 
higher credit cost assumption. 

Key Risks to Rating 
 Downside risk from a sharp slowdown in HK/China economies and a setback in RMB 

liberalisation. 

Valuation 
 BOCHK is currently trading at the undemanding level of 1.4x 2012E P/B, on 13.5% 

FY12E ROE. With the bank’s unique position in the offshore RMB market, solid 
capital position, and attractive dividend yield of 5.8% in 2012E, we reiterate our 
BUY rating.  

 Following the earnings cut, we revise down our target price to HK$22.60, which is 
based on 1.8x P/B and FY12E BVPS of HK$12.56. We lower the sustainable ROE to 
14% (previously 16.5%) in our Gordon Growth Model (GGM) and lift COE to 9.6% 
(previously 9.2%), while our long-term growth rate estimate of 4% remains 
unchanged. 

BOCI Research Limited 
Financials: HK Banking 

Mimi Kong 
(852) 3988 6416 
mimi.kong@bocigroup.com 
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Figure 1. Earnings Revisions 
 2011E 2012E 2013E 
Income statement (HK$ m) New Old Chg (%) New Old Chg (%) New Old Chg (%)
Net interest income 20,948  21,410 (2.2) 22,943 24,461 (6.2) 25,259  29,020 (13.0)
Non-interest income 9,101  9,351 (2.7) 10,192 10,654 (4.3) 11,001  12,069 (8.9)
Operating income 30,048  30,760 (2.3) 33,135 35,115 (5.6) 36,260  41,089 (11.8)
Operating expenses (10,447) (10,351) 0.9 (11,178) (11,489) (2.7) (11,737) (12,868) (8.8)
Pre-prov. profits 19,602  20,410 (4.0) 21,957 23,625 (7.1) 24,523  28,221 (13.1)
Total provisions (182) (217) (15.9) (792) (615) 28.8  (1,019) (1,293) (21.1)
Revaluation & disposals 4,550  4,550 - 500 500 -  500  500 - 
JV and associate 2  2 - 4 4 -  4  6 (33.3)
Pre-tax profits 23,972  24,745 (3.1) 21,669 23,514 (7.8) 24,008  27,434 (12.5)
Income tax (3,835) (3,959) (3.1) (3,467) (3,762) (7.8) (3,841) (4,389) (12.5)
Post-tax profit 20,136  20,786 (3.1) 18,202 19,752 (7.8) 20,166  23,045 (12.5)
Minority interests (543) (543) - (603) (603) 0.0  (603) (670) (9.9)
Earnings 19,593  20,242 (3.2) 17,599 19,149 (8.1) 19,563  22,375 (12.6)
     
Key ratios (%) New Old Chg (ppts) New Old Chg (ppts) New Old Chg (ppts)
Loan growth 15.6 17.5 (1.9) 9.5 13.5 (4.0) 8.2 10.8 (2.6)
Deposit growth 13.0 14.0 (1.0) 12.0 12.0 - 10.0 10.0 -
Loans/ deposits 61.1 61.5 (0.5) 59.7 62.3 (2.7) 58.7 62.8 (4.1)
NIM 1.22 1.22 - 1.23 1.25 (0.02) 1.26 1.33 (0.07)
Net fee income growth 15.0 15.0 - 11.0 13.0 (2.0) 9.0 10.0 (1.0)
Cost/ income 34.8 33.6 1.1 33.7 32.7 1.0 32.4 31.3 1.1
Credit cost 0.02 0.04 (0.02) 0.10 0.08 0.02  0.12  0.15 (0.03)
NPL ratio 0.08 0.09 (0.02) 0.11 0.10 0.01  0.15  0.18 (0.03)
ROE 16.2 17.0 (0.8) 13.5 15.2 (1.7) 14.3 16.7 (2.4)
Source: BOCI Research estimates 

 

Figure 2. Valuation Band – Forward P/B 
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Income Statement (HK$ m) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest income 17,932 18,734 20,948 22,943 25,259
Non-interest income 8,123 8,774 9,101 10,192 11,001
Operating income 26,055 27,508 30,048 33,135 36,260
Operating expenses (12,141) (9,584) (10,447) (11,178) (11,737)
Pre-prov. profits 13,914 17,924 19,602 21,957 24,523
Total provisions 1,190 315 (182) (792) (1,019)
Other gains/(losses) 1,613 1,505 4,550 500 500
Associates 7 (2) 2 4 4
Pre-tax profits 16,724 19,742 23,972 21,669 24,008
Income tax (2,473) (3,052) (3,835) (3,467) (3,841)
Post-tax profit 14,251 16,690 20,136 18,202 20,166
Minority interests (321) (494) (543) (603) (603)
Earnings 13,930 16,196 19,593 17,599 19,563
Source: Company data, BOCI Research 

 

Key Balance Sheet Items (HK$ m) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Gross loans 514,972 613,219 708,893 775,896 839,875
Investment securities 358,349 430,060 464,072 491,916 521,431
Intangibles - - - - -
Total assets 1,174,484 1,614,050 1,865,509 2,015,314 2,153,527
Risk weighted assets 619,795 690,597 686,507 745,666 803,266
  
Deposits 842,321 1,027,033 1,160,547 1,299,813 1,429,794
Sub-debts 26,776 26,877 26,877 26,877 26,877
Minority interests 2,736 3,108 3,651 4,255 4,858
Shareholders’ funds 104,179 115,181 127,102 132,838 140,792
Source: Company data, BOCI Research  

 
Key Ratios (%) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest margin 1.69 1.49 1.22 1.23 1.26
Other op. income/ op. income 31.2 31.9 30.3 30.8 30.3
Cost/ income 46.6 34.8 34.8 33.7 32.4
Loan impairment cost/ PPP 0.7 (0.4) 0.7 3.4 4.0
Effective tax rate 14.8 15.5 16.0 16.0 16.0
Credit cost/ avg loans 0.02 (0.01) 0.02 0.10 0.12
Impairment loan ratio 0.34 0.14 0.08 0.11 0.15
LLR/ impaired loans 128.3 266.6 443.1 338.7 273.8
LLR/ loans 0.4 0.4 0.3 0.4 0.4
Loans/ deposits 61.1 59.7 61.1 59.7 58.7
Loans/ assets 43.8 38.0 38.0 38.5 39.0
Investment securities/ assets 30.5 - - - -
Tangible equity/assets 8.9 7.1 6.8 6.6 6.5
Core T1 ratio 11.6 11.3 13.1 12.8 12.9
T1 ratios 11.6 11.3 13.1 12.8 12.9
CAR 16.9 16.1 18.0 17.4 17.2
ROE 14.9 14.8 16.2 13.5 14.3
ROA 1.2 1.2 1.2 0.9 1.0
RWA/ total assets 52.8 42.8 36.8 37.0 37.3
Source: Company data, BOCI Research  
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Growth Rates (YoY %) 
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
Net interest income (11.0) 4.5 11.8 9.5 10.1
Net fee income 25.7 8.2 15.0 11.0 9.0
Op. income 2.1 5.6 9.2 10.3 9.4
Op. expenses 38.4 (21.1) 9.0 7.0 5.0
Pre-provision profit (17.0) 28.8 9.4 12.0 11.7
Impairment charge NM (73.5) NM 334.9 28.7
Pre-tax profit 310.1 18.0 21.4 (9.6) 10.8
Earnings 316.7 16.3 21.0 (10.2) 11.2
EPS 316.7 16.3 21.0 (10.2) 11.2
Loans 11.8 19.1 15.6 9.5 8.2
Deposits 5.0 21.9 13.0 12.0 10.0
Total assets 5.5 37.4 15.6 8.0 6.9
Shareholders' funds 25.9 10.6 10.3 4.5 6.0
Source: Company data, BOCI Research  

 

Per Share Data (HK$) 
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
EPS (adj.) 1.32 1.53 1.85 1.66 1.85
DPS (unadjusted) 0.86 0.97 1.17 1.05 1.17
Payout (%) 64.9 63.5 63.1 63.1 63.2
BVPS (adj.)  9.85 10.89 12.02 12.56 13.32
PPP per shr (adj.) 1.32 1.70 1.85 2.08 2.32
Source: Company data, BOCI Research  

 

Valuations (x) 
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
P/E 13.7 11.8 9.7 10.8 9.7
P/B 1.83 1.65 1.50 1.43 1.35
P/NTA 1.83 1.65 1.50 1.43 1.35
P/PPP 13.7 10.6 9.7 8.7 7.8
Div yield (%) 4.8 5.4 6.5 5.8 6.5
Source: Company data, Bloomberg, BOCI Research  
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Investment Summary   
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
Net profit (HK$ m) 626 1,006 1,009 1,088 1,110
EPS (HK$) 2.30 3.67 3.45 3.71 3.79
   Change (%) 479.6 52.5 (6.1) 7.8 2.1
Previous EPS (HK$)  3.82 4.31 5.09
   Change (%)  (9.7) (13.9) (25.5)
Consensus EPS (HK$)  3.59 3.75 4.16
P/E (x) 10.0 6.5 7.0 6.5 6.3
BVPS (HK$) 41.9 51.6 50.7 53.3 56.0
P/BVPS (x) 0.6 0.5 0.5 0.4 0.4
ROE (%) 5.9 7.9 7.0 7.1 6.9
DPS (HK$) - 1.06 1.03 1.11 1.14
Yield (%) - 4.4 4.3 4.6 4.8
Source: Company data, Bloomberg, BOCI Research 
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Dah Sing Financial HSI

Turnover (HKHK$ $ m)

 YTD 1M 3M 12M 
Absolute (%) (52.8) (1.8) (12.1) (54.0) 
Relative to HSI (%) (33.4) 1.1 (9.7) (34.2) 

Total issued shares (m) 293 
Free float  45% 
Free float mkt. cap. (HK$ m) 3,124 
3M avg. daily turnover (HK$ m) 12 
Major shareholders  
 Wong Family 
 MUFG 

40.3% 
15.1%  

 

Dah Sing Financial 
Asset quality the weakest link 
We downgrade Dah Sing Financial (DSF) to HOLD on the concerns of the 
bank’s weaker asset quality outlook. With its mainland operation strategy 
more focused on medium-sized corporates, we believe DSF has a higher risk 
of asset quality deterioration. The unfavorable operating environment will 
further marginalise DSF’s market position, in our view. We cut our earnings 
estimates by 10-26% for FY11-13E, primarily on the back of a continued 
margin pressure over the next few years and rising credit cost expectation.  

Key Factors for Rating 
 Asset quality concerns over China-related loans: DSF’s NPL ratio doubled in 

1H11 to 0.5% as of end-June, making it the only bank to post an increased NPL 
ratio in 1H11. Looking back, we note that DSF had the fastest NPL ratio increase in 
2H08. With DSB China’s strategy more focused on medium-sized corporate loans, 
we believe DSF has a higher risk of asset quality deterioration in light of the 
possible slowing of China economy and the uncertain global macro outlook.  

 Bumpy road ahead for NIM recovery: DSF’s NIM narrowed to the historical 
low level of 1.52% in 1H11, owing to the rising funding cost. CASA deposits 
accounted for 23.5% in the bank’s total deposits, the lowest among peers. With the 
gradual further migration to time deposits and asset/liability re-pricing time lag, we 
believe the funding cost pressure will remain for DSF. 

 Loan growth to fall: DSF recorded the second highest loan growth of 27% YoY 
in 2010 (37% for HSB), and another 11.7% in 1H11, LDR reached 76.7% as of 
end-June. We believe DSF’s loan growth will likely drop along with that of peers in 
the tight liquidity environment. 

 Earnings revisions: We cut our earnings estimates by 10-26% for FY11-13 to 
mainly reflect the continued NIM compression assumption, lower loan growth and 
higher credit cost assumption.  

Key risks 
 Downside risk from a sharp economic slowdown in HK/China and 

worse-than-expected asset quality.  
 Upside risk from local small and medium-sized family banks M&A activities as well 

as potential listing of Bank of Chongqing (20% owned by DSF). 

Valuation 
 DSF is currently trading at only 0.45x FY12E P/B, 4.8x FY12E P/PPP. However, 

fundamental growth appears to be relatively weak in the unfavourable operating 
environment, with rising concerns over asset quality deterioration. We downgrade 
DSF to HOLD, and revise down target price to HK$26.50, following our earnings cut. 
In our GGM, we now assume sustainable ROE of 7%, long term growth rate of 
3.5%, and COE of 10.5%, which derives a target P/B of 0.50x. 

BOCI Research Limited 
HK Financials: Banking 

Mimi Kong 
(852) 3988 6416 
mimi.kong@bocigroup.com 
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Figure 1. Earnings Revision 
 2011E 2012E 2013E 
Income statement (HK$ m) New Old Chg (%) New Old Chg (%) New Old Chg (%)
Net interest income 2,270 2,275 (0.2) 2,507 2,602 (3.7) 2,680 3,024 (11.4)
Non-interest income 712 727 (2.1) 831 822 1.1 893 894 (0.2)
Operating income 2,982 3,002 (0.7) 3,338 3,424 (2.5) 3,573 3,918 (8.8)
Operating expenses (1,708) (1,621) 5.4 (1,862) (1,783) 4.4 (2,011) (1,944) 3.5
Pre-prov. profits 1,273 1,381 (7.8) 1,476 1,641 (10.0) 1,562 1,974 (20.9)
Total provisions (221) (157) 40.6 (352) (249) 41.4 (432) (343) 26.0
Revaluation & disposals 100 82 22.3 50 30 66.7 0 0 NM
JV and Associate 347 360 (3.6) 434 468 (7.3) 520 585 (11.0)
Pre-tax profits 1,499 1,665 (9.9) 1,608 1,890 (14.9) 1,651 2,216 (25.5)
Income tax (217) (241) (9.9) (233) (274) (14.9) (239) (321) (25.5)
Post-tax profit 1,282 1,424 (9.9) 1,374 1,616 (14.9) 1,411 1,895 (25.5)
Minority interests (273) (307) (10.9) (287) (353) (18.7) (301) (405) (25.7)
Earnings 1,009 1,117 (9.7) 1,088 1,263 (13.9) 1,110 1,489 (25.5)
     
Key ratios (%) New Old Chg (ppts) New Old Chg (ppts) New Old Chg (ppts)
Loan growth 17.0 16.0 1.0 7.0 11.0 (4.0) 6.0 9.0 (3.0)
Deposit growth 15.0 13.0 2.0 7.0 12.0 (5.0) 8.0 10.0 (2.0)
Loans/ deposits 77.0 77.7 (0.7) 77.0 77.0 0.0 75.6 76.3 (0.7)
NIM 1.51 1.52 (0.01) 1.48 1.52 (0.04) 1.48 1.60 (0.12)
Net fee income growth 5.5 7.0 (1.5) 6.0 9.0 (3.0) 6.0 10.0 (4.0)
Cost/ income 57.3 54.0 3.3 55.8 52.1 3.7 56.3 49.6 6.7
Credit cost 0.28 0.20 0.08 0.40 0.28 0.12 0.46 0.35 0.11
NPL ratio 0.43 0.43 - 0.69 0.67 0.02 1.04 1.00 0.04
ROE 7.0 7.7 (0.7) 7.1 8.2 (1.1) 6.9 9.1 (2.1)
Source: BOCI Research estimates 

 

Figure 2. Valuation Band – Forward P/B 
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Income Statement (HK$ m) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net interest income 2,344 2,179 2,270 2,507 2,680
Non-interest income 380 613 712 831 893
Operating income 2,724 2,793 2,982 3,338 3,573
Operating Expenses (1,869) (1,454) (1,708) (1,862) (2,011)
Pre-Prov. Profits 855 1,339 1,273 1,476 1,562
Total proivisons (433) (98) (221) (352) (432)
Revaluation & disposals 263 1 100 50 0
Associates 201 257 347 434 520
Pre-tax profits 886 1,499 1,499 1,608 1,651
Income tax (96) (214) (217) (233) (239)
Post-tax profit 789 1,285 1,282 1,374 1,411
Minority interest (163) (279) (273) (287) (301)
Earnings 626 1,006 1,009 1,088 1,110
Source: Company data, BOCI Research 

 

Key Balance Sheet Items (HK$ m) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Gross loans 57,165 72,749 85,116 91,074 96,539
Investment securities 32,097 38,326 42,314 46,890 51,225
Intangibles 1,090 1,066 1,058 1,058 1,058
Total assets 122,576 142,742 162,746 180,345 197,018
Risk Weighted Assets 75,423 83,550 99,275 109,109 120,181
  
Deposits 88,370 96,127 110,546 118,284 127,747
Sub-debts 4,602 4,644 4,644 4,644 4,644
Minority interest 2,783 3,497 3,770 4,057 4,358
Shareholders’ funds 11,396 14,156 14,839 15,618 16,400
Source: Company data, BOCI Research  

 
Key Ratios (%) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net interest margin 1.95 1.68 1.51 1.48 1.48
Other op. income/ op. income 13.9 22.0 23.9 24.9 25.0
Cost/ income 68.6 52.1 57.3 55.8 56.3
Loan impairment cost/ PPP 47.9 1.6 17.4 23.9 27.6
Effective tax rate 10.9 14.3 14.5 14.5 14.5
Credit cost/ avg loans 0.69 0.03 0.28 0.40 0.46
Impairment loan ratio 0.96 0.25 0.43 0.69 1.04
LLR/ impaired loans 123.4 216.9 147.0 124.0 106.3
LLR/ loans 1.2 0.5 0.6 0.9 1.1
Loans/ deposits 64.7 75.7 77.0 77.0 75.6
Loans/ assets 46.6 51.0 52.3 50.5 49.0
Investment securities/ assets 26.2 26.8 - - -
Tangible equity/assets 8.5 9.2 8.5 8.1 7.8
Core T1 ratio 10.2 10.2 11.0 10.6 10.2
T1 ratios 10.2 10.2 10.7 10.5 10.2
CAR 16.8 16.3 15.4 15.0 14.5
RoE 5.9 7.9 7.0 7.1 6.9
RoA 0.7 1.0 0.8 0.8 0.7
RWA/ total assets 61.5 58.5 61.0 60.5 61.0
Source: Company data, BOCI Research  
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Growth Rates (YoY %) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net interest income (1.1) (7.0) 4.2 10.4 6.9
Net fee income (35.0) 10.5 5.5 6.0 6.0
Op. income (14.1) 2.5 6.8 12.0 7.0
Op. expenses 9.7 (22.2) 17.5 9.0 8.0
Pre-provision profit (41.7) 56.6 (4.9) 15.9 5.8
Impairment charge (67.9) (77.4) 126.0 59.4 22.5
Pre-tax profit 383.9 69.3 0.0 7.2 2.7
Earnings 489.6 60.7 0.3 7.8 2.1
EPS 479.6 52.5 (6.1) 7.8 2.1
Loans (6.3) 27.3 17.0 7.0 6.0
Deposits 10.5 8.8 15.0 7.0 8.0
Total assets 2.0 16.5 14.0 10.8 9.2
Shareholders' funds 15.2 24.2 4.8 5.2 5.0
Source: Company data, BOCI Research  

 

Per Share Data (HK$) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
EPS (adj.) 2.30 3.67 3.45 3.71 3.79
DPS (unadjusted) - 1.06 1.03 1.11 1.14
Payout (%) - 28.9 29.9 29.9 30.1
BVPS (adj.)  41.91 51.60 50.68 53.34 56.01
PPP per shr (adj.) 3.14 4.88 4.35 5.04 5.33
Source: Company data, BOCI Research  

 

Valuations (x) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
P/E 10.0 6.5 7.0 6.5 6.3
P/B 0.57 0.47 0.47 0.45 0.43
P/NTA 0.63 0.50 0.51 0.48 0.46
P/PPP 7.3 4.9 5.5 4.8 4.5
Div yield (%) - 4.4 4.3 4.6 4.8
Source: Company data, Bloomberg, BOCI Research  
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Investment Summary   
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net profit (HK$ m) 13,138 14,917 15,510 16,246 17,546
EPS (HK$) 6.87 7.80 8.11 8.50 9.18
   Change (%) (6.8) 13.5 4.0 4.7 8.0
Previous EPS (HK$)  8.41 9.70 11.57
   Change (%)  (3.6) (12.4) (20.6)
Consensus EPS (HK$)  8.44 9.15 10.22
P/E (x) 13.5 11.9 11.5 10.9 10.1
BVPS (HK$) 32.5 36.6 39.5 42.8 45.8
P/BVPS (x) 2.9 2.5 2.4 2.2 2.0
ROE (%) 22.4 22.6 21.3 20.6 20.7
DPS (HK$) 5.20 5.20 5.20 5.30 5.60
Yield (%) 5.6 5.6 5.6 5.7 6.0
Source: Company data, Bloomberg, BOCI Research
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20% side BUY Target Price: HK$112.00 
Prior TP: HK$152.00 

0011 HK 
Price: HK$93.00 
TP Basis: 2.6x FY12E P/B  
Sector Rating: NEUTRAL   
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Turnover (HK$ m)HK$

I
 

 YTD 1M 3M 12M 
Absolute (%) (27.2) (3.6) (12.4) (27.7) 
Relative to HSI (%) (7.9) (0.6) (10.0) (7.9) 

Total issued shares (m) 1,912 
Free float  38% 
Free float mkt. cap. (HK$ m) 67,314 
3M avg. daily turnover (HK$ m) 226 
Major shareholder  
 SBC H 62%  
 

Hang Seng Bank 
Defensive play 
Similar with peers, Hang Seng Bank’s (HSB) earnings progression is likely to 
be challenging in 2012 on the compressing margin, slower loan growth and 
rising credit cost. However, HSB’s efficient cost control and larger share in 
CASA deposits will offer support on the profit stability, in our view. HSB’s 
valuation looks appealing as it trades at the low end of the historical trading 
range. We reaffirm our BUY rating on HSB. Our revised target price of 
HK$112.00 is based on 2.62x FY12E P/B. 

 

Key Factors for Rating 
 Near-term pressures: Given that HIBORs are expected to remain at low levels 

until mid-2013, margin pressure is unlikely to be eased in the near term as HSB has 
a liquid balance sheet. Similar to peers, HSB’s loan growth is expected to drop in 
light of the tight ex-RMB liquidity and shrinking demand on trade finance loans. 

 Efficient cost control a help: In the challenging operating environment, we 
believe banks with better cost control will provide more earnings stability. HSB has 
a long history in cost efficiency and its cost to income ratio was well maintained at 
the low level of ~35%, even during the FY08-09 period. 

 Earnings revision: We trim our FY11-13E earnings estimates by 4-21%, 
factoring in the more conservative NIM assumption, slower loan growth, and 
higher credit cost. 

 

Key risks 
 Weaker HK macro outlook; further cut on dividend payout ratio; potential 

participation in Industrial Bank’s further capital raising plan;  
 

Valuation 
 Currently, the stock is trading at 2.2x FY12E P/B, two standard deviations below 

the historical mean, reaching the trough valuation in 2008. With the solid 
fundamental, high forward ROE of 20-21% in FY12-13E, and attractive dividend 
yield of 5.7% in FY12E, We reiterate our BUY rating on HSB.  

 Following the earnings cut, we revise down our target price to HK$112.00, which is 
based on a 2.62x P/B and FYE BVPS of HK$42.83. In our GGM, we now assume 
sustainable ROE of 20.5%, long-term growth rate of 3.5%, and COE of 10%. 

BOCI Research Limited 
HK Financials: Banking 

Mimi Kong 
(852) 3988 6416 
mimi.kong@bocigroup.com 
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Figure 1. Earnings Revisions 
 2011E 2012E 2013E 
Income statement (HK$ m) New Old Chg (%) New Old Chg (%) New Old Chg (%)
Net interest income 15,357 15,755 (2.5) 16,606 17,847 (7.0) 18,036 20,407 (11.6)
Non-interest income 7,506 7,702 (2.5) 7,818 8,341 (6.3) 8,263 9,170 (9.9)
Operating income 22,863 23,458 (2.5) 24,425 26,188 (6.7) 26,299 29,577 (11.1)
Operating expenses (8,164) (8,238) (0.9) (8,899) (8,979) (0.9) (9,611) (9,608) -
Pre-prov. profits 14,699 15,220 (3.4) 15,526 17,209 (9.8) 16,688 19,969 (16.4)
Total provisions (598) (451) 32.7 (1,080) (660) 63.6 (1,387) (955) 45.2
Revaluation & disposals 633 633 - 400 550 (27.3) 400 500 (20.0)
JV and Associate 3,406 3,406 - 4,155 4,598 (9.6) 4,820 6,346 (24.0)
Pre-tax profits 18,140 18,808 (3.6) 19,001 21,697 (12.4) 20,521 25,860 (20.6)
Income tax (2,630) (2,727) (3.6) (2,755) (3,146) (12.4) (2,976) (3,750) (20.6)
Post-tax profit 15,510 16,081 (3.6) 16,246 18,551 (12.4) 17,546 22,110 (20.6)
Minority interests 0 0 - 0 0 - 0 0 -
Earnings 15,510 16,081 (3.6) 16,246 18,551 (12.4) 17,546 22,110 (20.6)

     
Key ratios (%) New Old Chg (ppts) New Old Chg (ppts) New Old Chg (ppts)
Loan growth 10.0 11.0 (1.0) 7.0 9.0 (2.0) 7.0 8.0 (1.0)
Deposit growth 8.0 8.0 - 9.0 9.0 - 10.0 10.0 -
Loans/ deposits 70.7 71.3 (0.6) 69.4 71.3 (1.9) 67.5 70.0 (2.5)
NIM 1.72 1.75 (0.03) 1.70 1.79 (0.09) 1.71 1.88 (0.17)
Net fee income growth 4.0 8.0 (4.0) 5.0 11.0 (6.0) 6.0 12.0 (6.0)
Cost/ income 35.7 35.1 0.6 36.4 34.3 2.1 36.5 32.5 4.1
Credit cost 0.12 0.09 0.03 0.20 0.12 0.08 0.24 0.16 0.08
NPL ratio 0.32 0.42 (0.10) 0.43 0.44 (0.01) 0.48 0.45 0.03
ROE 21.3 22.0 (0.7) 20.6 23.1 (2.4) 20.7 24.6 (3.9)
Source: BOCI Research estimates 

 

Figure 2. Valuation Band – Forward P/B 

1.8
2.3
2.8
3.3
3.8
4.3
4.8
5.3
5.8
6.3

12/02 12/03 12/04 12/05 12/06 12/07 12/08 12/09 12/10

P/B +1 SD Avg -1 SD

P/B (x)

Source: Bloomberg,  BOCI Research 
 



Hang Seng Bank Price: HK$93.00 
BUY Target Price: HK$112.00 
Mimi Kong 12 December 2011 

 

This document may not be distributed in or into the PRC. 44 

Income Statement (HK$ m) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net interest income 14,023 14,300 15,357 16,606 18,036
Non-interest income 6,789 7,530 7,506 7,818 8,263
Operating income 20,812 21,830 22,863 24,425 26,299
Operating Expenses (6,786) (7,355) (8,164) (8,899) (9,611)
Pre-prov. profits 14,026 14,475 14,699 15,526 16,688
Total provisions (812) (390) (598) (1,080) (1,387)
Revaluation & disposals 438 599 633 400 400
Associates 1,748 2,661 3,406 4,155 4,820
Pre-tax profits 15,400 17,345 18,140 19,001 20,521
Income tax (2,262) (2,428) (2,630) (2,755) (2,976)
Post-tax profit 13,138 14,917 15,510 16,246 17,546
Minority interests - - - - -
Earnings 13,138 14,917 15,510 16,246 17,546
Source: Company data, BOCI Research 

 

Key Balance Sheet Items (HK$ m) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Gross loans 346,586 474,473 521,920 558,455 597,547
Investment securities 313,549 232,528 - - -
Intangibles 4,214 5,394 5,394 5,394 5,394
Total assets 830,668 916,911 984,755 1,043,841 1,106,568
Risk weighted assets 252,729 313,437 349,588 417,536 486,890
  
Deposits 636,369 683,628 738,318 804,767 885,244
Sub-debts 9,320 11,848 11,848 11,848 11,848
Minority interests - - - - -
Shareholders’ funds 62,148 70,012 75,580 81,885 87,577
Source: Company data, BOCI Research  

 
Key Ratios (%) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net interest margin 1.90 1.78 1.72 1.70 1.71
Other op. income/ op. income 32.6 34.5 32.8 32.0 31.4
Cost/ income 32.6 33.7 35.7 36.4 36.5
Loan impairment cost/ PPP 5.8 2.7 4.1 7.0 8.3
Effective tax rate 14.7 14.0 14.5 14.5 14.5
Credit cost/ avg loans 0.24 0.09 0.12 0.20 0.24
Impairment loan ratio 0.72 0.42 0.32 0.43 0.48
LLR/ impaired loans 78.3 92.3 126.7 114.1 125.8
LLR/ loans 0.6 0.4 0.4 0.5 0.6
Loans/ deposits 54.5 69.4 70.7 69.4 67.5
Loans/ assets 41.7 51.7 53.0 53.5 54.0
Investment securities/ assets 37.7 25.4 - - -
Tangible equity/assets 7.0 7.1 7.2 7.4 7.5
Core T1 ratio 12.8 10.8 11.3 11.0 10.7
T1 ratios 12.8 10.8 11.3 11.0 10.7
CAR 15.8 13.6 13.8 13.1 12.5
ROE 22.4 22.6 21.3 20.6 20.7
ROA 1.6 1.7 1.6 1.6 1.6
RWA/ total assets 30.4 34.2 35.5 40.0 44.0
Source: Company data, BOCI Research  
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Growth Rates (YoY %) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
Net interest income (13.6) 2.0 7.4 8.1 8.6
Net fee income (13.0) 13.3 4.0 5.0 6.0
Op. income (10.7) 4.9 4.7 6.8 7.7
Op. expenses (0.1) 8.4 11.0 9.0 8.0
Pre-provision profit (15.0) 3.2 1.5 5.6 7.5
Impairment charge (70.7) (52.0) 53.3 80.7 28.4
Pre-tax profit (3.0) 12.6 4.6 4.7 8.0
Earnings (6.8) 13.5 4.0 4.7 8.0
EPS (6.8) 13.5 4.0 4.7 8.0
Loans 4.7 36.9 10.0 7.0 7.0
Deposits 13.2 7.4 8.0 9.0 10.0
Total assets 9.0 10.4 7.4 6.0 6.0
Shareholders' funds 13.1 12.7 8.0 8.3 7.0
Source: Company data, BOCI Research  

 

Per Share Data (HK$) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
EPS (adj.) 6.87 7.80 8.11 8.50 9.18
DPS (unadjusted) 5.20 5.20 5.20 5.30 5.60
Payout (%) 75.7 66.6 64.1 62.4 61.0
BVPS (adj.)  32.51 36.62 39.53 42.83 45.81
PPP per shr (adj.) 7.34 7.57 7.69 8.12 8.73
Source: Company data, BOCI Research  

 

Valuations (x) 
Year ended 31 Dec 2009 2010 2011E 2012E 2013E
P/E 13.5 11.9 11.5 10.9 10.1
P/B 2.86 2.54 2.35 2.17 2.03
P/NTA 3.07 2.75 2.53 2.32 2.16
P/PPP 12.7 12.3 12.1 11.5 10.7
Div yield (%) 5.6 5.6 5.6 5.7 6.0
Source: Company data, Bloomberg, BOCI Research  
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Investment Summary   
Year ended 31 Dec FY2009 FY2010 FY2011E FY2012E FY2013E
Net profit (HK$ m) 1,205 1,626 1,953 1,785 1,837
EPS (HK$) 4.08 5.51 6.54 5.97 6.15
   Change (%) 3.7 35.0 18.6 (8.6) 2.9
Previous EPS (HKD)  6.81 6.75 7.49
   Change (%)  (4.0) (11.4) (17.9)
Consensus EPS (HK$) - 6.38 6.15 6.72
P/E (x) 15.5 11.5 9.7 10.6 10.3
BVPS (HK$) 42.4 48.4 52.9 57.1 61.5
P/BVPS (x) 1.5 1.3 1.2 1.1 1.0
ROE (%) 10.4 12.1 13.0 10.9 10.4
DPS (HK$) 0.70 1.38 1.63 1.79 1.84
Yield (%) 1.1 2.2 2.6 2.8 2.9
Source: Company data, Bloomberg, BOCI Research 

Target Price Change 12 December 2011 
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Turnover ( K$HK$

I

H  m)

 YTD 1M 3M 12M 
Absolute (%) (41.1) (7.6) (14.1) (40.8) 
Relative to HSI (%) (21.8) (4.7) (11.7) (21.0) 

Total issued shares (m) 295 
Free float  49% 
Free float mkt. cap. (HK$ m) 9,237 
3M avg. daily turnover (HK$ m) 18 
Major shareholders  
 Bank of New York 
 ung family F

20.3% 
22.8%  

 

Wing Hang Bank 
Unfavourable environment 
We view Wing Hang Bank (WHB) as a solid medium-sized Hong Kong bank 
with a quality franchise in HK/China/Macau. However, we expect weak 
2012 earnings due to falling loan growth, continued margin pressure and 
higher credit charge. With a forward ROE of 10-11% in FY12-13E, we retain 
our HOLD rating on a fundamental basis. Our revised target price of 
HK$68.00 is based on 1.2x FY12E P/B. 

Key Factors for Rating 
 Trade finance loans to drop: WHB has been one of the aggressive lenders in 

trade finance loans, with the outstanding amount in trade finance up 102% HoH 
in 2H10 and an additional 120% HoH in 1H11. Given the expectation of lower 
export volume in China and in light of the uncertain macro outlook surrounding 
the US and Europe, we believe the demand for cross-border trade finance will 
drop. We expect the bank’s loan growth to slow in next year. 

 More headwinds in NIM: We believe small to medium-sized local banks will see 
more pressure on rising funding cost due to the smaller size of their retail 
franchises, weaker share in cheap CASA deposits and continued migration to time 
deposits.  

 Earnings revision: We cut our FY11-13E earnings estimates by 3-17%, mainly 
factoring in a more conservative NIM assumption, slower loan growth, weaker fee 
income, and higher credit cost expectation.  

 

Key risks 
 Downside risk from a sharp slowdown in the HK/China economies and 

worse-than-expected asset quality. 
 Upside risk from sector consolidation theme. 

 

Valuation 
 Following the earnings cut, we revise down our target price to HK$68.00, which is 

based on 1.2x P/B and FY12E BVPS. We now assume sustainable ROE of 10.7% 
(previously 12.2%), long-term growth rate of 3.5% and COE of 9.5% in our 
Gordon Growth Model. 

 

BOCI Research Limited 
HK Financials: Banking 

Mimi Kong 
(852) 3988 6416 
mimi.kong@bocigroup.com 
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Figure 1. Earnings Revisions 
 2011E 2012E 2013E 
Income statement (HK$ m) New Old Chg (%) New Old Chg (%) New Old Chg (%)
Net interest income 2,862 2,839 0.8 3,159 3,169 (0.3) 3,374 3,595 (6.2)
Non-interest income 680 788 (13.7) 798 924 (13.6) 855 1,011 (15.4)
Operating income 3,542 3,628 (2.4) 3,957 4,093 (3.3) 4,229 4,605 (8.2)
Operating expenses (1,642) (1,658) (1.0) (1,757) (1,741) 0.9 (1,863) (1,881) (1.0)
Pre-prov. profits 1,900 1,969 (3.5) 2,200 2,352 (6.4) 2,366 2,725 (13.2)
Total provisions (44) (43) 1.0 (179) (82) 117.8 (257) (166) 54.2
Revaluation & disposals 450 450 - 80 80 - 50 50 -
JV and Associate 34 34 - 38 38 - 41 41 -
Pre-tax profits 2,340 2,410 (2.9) 2,139 2,387 (10.4) 2,201 2,650 (16.9)
Income tax (387) (398) (2.9) (354) (395) (10.4) (364) (438) (16.9)
Post-tax profit 1,953 2,011 (2.9) 1,785 1,992 (10.4) 1,837 2,212 (16.9)
Minority interests (0) (0) 0.0 (0) (0) 0.0 (0) (0) 0.0
Earnings 1,953 2,011 (2.9) 1,785 1,992 (10.4) 1,837 2,211 (16.9)

     
Key ratios (%) New Old Chg (ppts) New Old Chg (ppts) New Old Chg (ppts)
Loan growth 18.0 15.0 3.0 8.0 10.0 (2.0) 7.0 8.0 (1.0)
Deposit growth 15.0 12.0 3.0 8.0 11.0 (3.0) 9.0 10.0 (1.0)
Loans/ deposits 73.6 73.6 (0.1) 73.6 73.0 0.6 72.2 71.6 0.6
NIM 1.69 1.70 (0.01) 1.67 1.70 (0.03) 1.67 1.77 (0.10)
Net fee income growth 3.0 2.0 1.0 4.0 5.0 (1.0) 5.0 9.0 (4.0)
Cost/ income 46.4 45.7 0.6 44.4 42.5 1.9 44.1 40.8 3.2
Credit cost 0.03 0.03 - 0.15 0.07 0.08 0.20 0.13 0.07
NPL ratio 0.29 0.30 (0.01) 0.35 0.35 - 0.40 0.40 -
ROE 13.0 13.3 (0.4) 10.9 12.0 (1.2) 10.4 12.2 (1.9)
Source: BOCI Research estimates 

 

Figure 2. Valuation Band – Forward P/B 
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Income Statement (HK$ m) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest income 2,460 2,644 2,862 3,159 3,374
Non-interest income 393 654 680 798 855
Operating income 2,853 3,298 3,542 3,957 4,229
Operating expenses (1,571) (1,610) (1,642) (1,757) (1,863)
Pre-prov. profits 1,281 1,688 1,900 2,200 2,366
Total proivisons 22 65 (44) (179) (257)
Revaluation & disposals 92 167 450 80 50
Associates 38 28 34 38 41
Pre-tax profits 1,434 1,948 2,340 2,139 2,201
Income tax (227) (322) (387) (354) (364)
Post-tax profit 1,207 1,626 1,953 1,785 1,837
Minority interests (2) 1 (0) (0) (0)
Earnings 1,205 1,626 1,953 1,785 1,837
Source: Company data, BOCI Research 

 

Key Balance Sheet Items (HK$ m) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Gross loans 80,497 97,254 114,760 123,941 132,617
Investment securities 48,315 38,514 30,101 41,314 44,955
Intangibles 1,306 1,306 1,306 1,306 1,306
Total assets 147,124 159,297 188,131 206,568 224,774
Risk weighted assets 80,407 94,018 112,879 122,288 132,617
  
Deposits 126,183 135,607 155,948 168,424 183,582
Sub-debts 4,537 4,859 4,859 4,859 4,859
Minority interests 20 19 20 20 20
Shareholders’ funds 12,521 14,298 15,790 17,065 18,363
Source: Company data, BOCI Research  

 
Key Ratios (%) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest margin 1.82 1.84 1.69 1.67 1.67
Other op. income/ op. income 13.8 19.8 19.2 20.2 20.2
Cost/ income 55.1 48.8 46.4 44.4 44.1
Loan impairment cost/ PPP 4.1 (3.0) 1.7 8.1 10.8
Effective tax rate 15.8 16.5 16.5 16.5 16.5
Credit cost/ avg loans 0.07 (0.06) 0.03 0.15 0.20
Impairment loan ratio 0.51 0.31 0.29 0.35 0.40
LLR/ impaired loans 60.4 67.9 60.6 52.0 58.3
LLR/ loans 0.3 0.2 0.2 0.2 0.2
Loans/ deposits 63.8 71.7 73.6 73.6 72.2
Loans/ assets 54.7 61.1 61.0 60.0 59.0
Investment securities/ assets 32.8 24.2 16.0 20.0 20.0
Tangible equity/assets 7.7 8.2 7.8 7.7 7.6
Core T1 ratio 10.6 10.3 9.9 10.2 10.4
T1 ratios 10.7 10.3 9.9 10.2 10.4
CAR 17.8 16.6 15.6 15.4 15.1
ROE 10.4 12.1 13.0 10.9 10.4
ROA 0.9 1.1 1.1 0.9 0.9
RWA/ total assets 54.7 59.0 60.0 59.2 59.0
Source: Company data, BOCI Research  
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Growth Rates (YoY %) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
Net interest income 0.6 7.5 8.2 10.4 6.8
Net fee income (6.3) 2.8 3.0 4.0 5.0
Op. income (24.6) 15.6 7.4 11.7 6.9
Op. expenses 0.7 2.5 2.0 7.0 6.0
Pre-provision profit (42.4) 31.8 12.6 15.8 7.5
Impairment charge NM 193.3 NM 308.7 43.3
Pre-tax profit 5.3 35.8 20.1 (8.6) 2.9
Earnings 3.7 35.0 20.1 (8.6) 2.9
EPS 3.7 35.0 18.6 (8.6) 2.9
Loans 0.3 20.8 18.0 8.0 7.0
Deposits 9.6 7.5 15.0 8.0 9.0
Total assets 9.5 8.3 18.1 9.8 8.8
Shareholders' funds 18.3 14.2 10.4 8.1 7.6
Source: Company data, BOCI Research  

 

Per Share Data (HK$) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
EPS (adj.) 4.08 5.51 6.54 5.97 6.15
DPS (unadjusted) 0.70 1.38 1.63 1.79 1.84
Payout (%) 17.1 25.0 24.9 30.0 29.9
BVPS (adj.)  42.44 48.42 52.86 57.13 61.47
PPP per shr (adj.) 4.34 5.72 6.36 7.36 7.92
Source: Company data, BOCI Research  

 

Valuations (x) 
Year ended 31 Dec FY09 FY10 FY11E FY12E FY13E
P/E 15.5 11.5 9.7 10.6 10.3
P/B 1.49 1.31 1.20 1.11 1.03
P/NTA 1.67 1.44 1.31 1.20 1.11
P/PPP 14.6 11.1 10.0 8.6 8.0
Div yield (%) 1.1 2.2 2.6 2.8 2.9
Source: Company data, Bloomberg, BOCI Research  
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SUPPLEMENTARY TABLES 
Figure 74. Selected Asian Financial Valuations 
  Mkt cap Price P/E (x) P/EV (P/B) Div. Yield (%) % EPS growth ROE (%) 
Other Asian 
markets* 

Stock 
code (US$ bn) LC Current T+1 Current T+1 Current T+1 Current T+1 Current T+1 

Australia              
ANZ ANZ AU 56.1 20.85 9.4 9.0 1.40 1.32 7.0 7.4 6.5 4.4 15.2 15.0 
CBA CBA AU 78.7 48.84 11.0 10.4 2.02 1.90 6.8 7.2 8.1 5.2 19.0 18.7 
NAB NAB AU 54.1 24.02 9.0 8.5 1.29 1.23 7.7 8.2 13.8 5.9 14.6 14.9 
Westpac WBC AU 65.3 21.07 9.9 9.5 1.47 1.41 7.7 8.1 (8.9) 4.5 15.2 15.1 
              
India (Mar yr-end)              
Axis Bk AXSB IN 7.9 992 10.3 8.5 1.85 1.55 1.6 1.9 18.2 20.9 19.4 20.4 
HDFC HDFC IN 18.6 655 23.6 20.1 3.92 3.38 1.6 1.8 (10.7) 17.7 12.0 11.8 
HDFC Bk HDFCB IN 20.0 444 20.5 16.3 1.51 1.29 0.9 1.1 24.9 26.3 18.4 19.8 
ICICI Bk ICICIBC IN 16.2 731 13.5 11.3 1.44 1.33 2.2 2.5 1.0 19.5 11.9 13.5 
Punjab National Bk PNB IN 5.7 927 5.9 4.9 NM NM 2.8 3.2 9.1 19.5 NM NM 
State Bk of India SBIN IN 22.8 1866 11.0 8.3 1.24 1.08 1.9 2.3 0.3 33.1 16.4 16.5 
              
Indonesia              
Bk Central Asia BBCA IJ 21.5 7900 19.4 16.9 4.79 4.04 1.7 1.9 17.3 14.5 26.2 25.6 
Bk Danamon BDMN IJ 4.6 4350 11.6 10.3 1.65 1.48 2.9 3.3 12.6 12.6 15.3 15.5 
Bk Mandiri BMRI IJ 17.0 6600 12.4 11.1 2.49 2.16 2.5 2.9 23.2 11.3 23.3 21.3 
Bk Negara Indonesia BBNI IJ 8.1 3925 13.5 11.2 1.99 1.75 2.1 2.8 15.2 20.9 15.6 16.5 
Bk Rakyat Indonesia BBRI IJ 18.2 6700 12.3 10.7 3.48 2.76 1.7 2.1 13.8 15.3 31.8 29.7 
              
Japan              
MUFG 8306 JP 62.4 342 5.3 7.6 0.52 0.49 3.5 3.6 61.6 (30.8) 9.5 6.1 
Mizuho 8411 JP 32.2 104 5.7 6.5 0.57 0.53 5.8 5.8 (10.5) (12.2) 9.2 7.6 
SMFG 8316 JP 40.7 2236 6.3 7.3 0.60 0.57 4.5 4.5 6.1 (13.9) 8.8 7.6 
              
Malaysia              
AMMB AMM MK 5.5 5.74 10.8 9.9 1.52 1.39 3.8 4.2 19.2 8.6 14.1 14.1 
CIMB CIMB MK 16.3 6.89 13.0 12.4 2.02 1.87 3.8 4.3 8.6 4.7 16.2 15.8 
MayBank MAY MK 19.4 8.15 10.7 12.4 1.84 1.73 7.5 6.4 24.3 (13.6) 16.1 14.6 
Public Bk PBK MK 14.2 12.62 12.9 12.0 3.00 2.65 4.4 4.9 12.4 6.9 24.4 23.4 
              
Singapore              
DBS DBS SP 21.9 12.08 9.6 9.7 1.01 0.96 4.9 5.1 78.9 (0.2) 10.6 10.0 
OCBC OCBC SP 21.1 7.96 12.0 11.6 1.29 1.22 3.9 4.1 0.8 2.7 11.0 10.5 
UOB UOB SP 18.7 15.36 10.3 10.0 1.14 1.07 4.5 4.8 (12.1) 3.1 11.2 10.9 
              
Taiwan              
Cathay FHC 2882 TT 10.7 31.25 22.5 20.1 1.52 1.44 1.5 2.3 30.3 11.8 6.3 7.0 
Chinatrust FHC 2891 TT 6.4 18.20 11.0 11.0 1.33 1.25 4.2 4.3 NM (0.4) 12.3 11.5 
First FHC 2892 TT 4.5 17.75 14.1 13.6 1.05 1.00 2.3 2.6 NM 3.3 7.7 7.9 
Fubon FHC 2881 TT 9.2 30.95 8.0 10.2 1.17 1.11 4.7 4.7 203.2 (21.4) 14.8 11.3 
Mega FHC 2886 TT 7.6 20.35 12.6 12.4 1.10 1.07 4.9 5.1 28.3 2.0 8.7 8.6 
Yuanta FHC 2885 TT 5.0 15.05 8.8 15.3 1.01 0.99 4.9 4.1 789.0 (42.4) 12.2 6.3 
              
Thailand              
Bangkok Bk BBL TB 9.5 153.50 10.3 9.1 1.19 1.10 3.7 4.2 16.0 12.4 11.9 12.6 
Bk of Ayudhya BAY TB 4.3 21.80 11.5 9.8 1.26 1.17 3.3 4.0 30.2 17.5 11.3 12.6 
Kasikornbank KBANK TB 9.3 120.00 10.9 9.2 1.85 1.62 2.7 3.2 31.7 18.0 18.2 18.8 
Krung Thai Bk KTB TB 5.6 15.40 8.3 7.6 1.28 1.15 4.5 4.9 39.4 8.6 15.4 15.6 
Siam Comm. Bk SCB TB 12.4 112.50 10.8 10.2 2.10 1.85 3.3 3.8 46.2 5.8 21.0 19.4 
*Based on Bloomberg consensus 
Source: Bloomberg, BOCI Research (prices as of 9 December 2011) 

 



Hong Kong Banks – 2012 Outlook 
Financials – HK Banking NEUTRAL  
Mimi Kong 12 December 2011 

 

This document may not be distributed in or into the PRC. 51 

Figure 75. Price Performance of Asian Financials and Market Indices 
Company Stock code 1 Wk 1Mth 3Mth YTD
CNCB - H 998 HK 0.7 (0.2) 12.2  (9.4)
CEL 165 HK (3.5) 3.3 9.5  (31.9)
China Life - H 2628 HK (3.6) (4.9) 5.8  (36.2)
SMFG 8316 JP 3.3 10.6 4.9  (22.7)
Westpac WBC AU (2.3) 0.1 4.7  (5.1)
ANZ ANZ AU (0.1) 0.7 4.6  (10.7)
CBA CBA AU (1.4) (1.5) 3.0  (3.8)
MUFG 8306 JP 1.2 4.3 3.0  (22.1)
NAB NAB AU (2.2) (2.3) 3.0  1.4 
StanChart 2888 HK (0.5) (0.1) 1.6  (18.7)
HS H-Financials H-FIN (2.5) (2.3) 1.1  (25.5)
CMBC - H 1988 HK 0.9 (0.6) 1.1  (0.8)
HSCEI HSCEI (2.7) (3.5) 1.0  (20.7)
HDFC HDFC IN (0.1) (1.7) (0.9) (10.0)
CMB - H 3968 HK (3.3) 1.4 (1.1) (20.4)
Bangkok Bank BBL TB 1.7 10.0 (1.6) 4.4 
HS Finance HSF (2.3) (1.8) (1.7) (25.3)
ABC - H 1288 HK (2.6) (4.5) (1.7) (13.3)
Bank Rakyat Indonesia BBRI IJ 0.0 (2.2) (2.2) 27.6 
HSI HSI (2.4) (2.9) (2.3) (19.3)
BOCOM - H 3328 HK (1.1) (6.2) (2.6) (25.5)
BEA 23 HK 0.2 2.7 (2.6) (13.7)
Public Bk PBK MK (0.5) 0.3 (2.9) (3.1)
MSCI Asia ex-JP MXAPJ (3.2) (3.4) (3.2) (16.8)
Kasikornbank KBANK TB 0.4 2.6 (3.2) (4.4)
CCB - H 939 HK (1.9) 1.3 (3.5) (20.5)
CIMB CIMB MK (4.3) (4.6) (3.8) (18.9)
Punjab National Bank PNB IN 2.9 (2.8) (4.1) (24.1)
State Bank of India SBIN IN 2.3 3.7 (4.5) (33.7)
MSCI EM Financials MXEF0FN (2.7) (2.7) (4.7) (23.8)
Bank Negara Indonesia BBNI IJ (0.6) (0.6) (4.8) 1.3 
ICBC - H 1398 HK (2.3) (2.9) (5.1) (18.8)
Bank Central Asia BBCA IJ (1.3) (3.1) (5.4) 23.4 
Siam Comm. Bank SCB TB (0.4) 2.7 (5.5) 8.7 
DBS DBS SP (5.6) (4.4) (5.5) (15.6)
MSCI China MSEUSCF (3.0) (6.8) (6.0) (19.4)
OCBC OCBC SP (2.9) (3.7) (6.0) (19.4)
MayBank MAY MK (1.8) (1.1) (6.2) (4.1)
HDFC Bank HDFCB IN (2.1) (4.4) (6.2) (5.4)
MSCI BRIC MSEUBRIC (3.3) (5.6) (6.5) (22.4)
BOC - H 3988 HK 0.7 3.7 (7.0) (31.7)
SHCOMP SHCOMP (1.9) (6.7) (7.3) (17.5)
HSBC 5 HK (2.5) (2.9) (7.5) (24.7)
Yuanta FHC 2885 TT (5.9) (4.4) (7.7) (24.6)
CTIH 966 HK 0.0 (4.5) (7.9) (33.9)
Mizuho 8411 JP 2.0 3.0 (8.0) (32.0)
Bank Mandiri BMRI IJ (1.5) (7.7) (8.3) 3.3 
CHB 1111 HK (2.6) (6.6) (9.2) (36.1)
AMMB AMM MK (3.2) 0.0 (9.5) (18.3)
Ping An - H 2318 HK (7.4) (6.6) (9.7) (35.7)
HKEx 388 HK (4.0) (0.5) (9.7) (27.8)
MSCI HK MSDUHK (2.2) (6.9) (9.8) (18.8)
AIA 1299 HK (1.5) (1.9) (9.8) 7.6 
Axis Bank AXSB IN 2.0 (6.2) (10.1) (26.5)
PICC 2328 HK 0.2 0.6 (11.9) 0.4 
Chinatrust FHC 2891 TT 0.6 2.0 (12.5) (8.8)
BOCHK 2388 HK (0.7) 0.9 (12.8) (32.4)
Bank of Ayudhya BAY TB 6.9 19.8 (12.8) (15.3)
UOB UOB SP (3.2) (3.3) (13.3) (15.2)
First FHC 2892 TT (2.7) (3.0) (14.7) (28.7)
Mega FHC 2886 TT (1.9) (1.5) (14.9) (7.5)
HSB 11 HK (1.9) (3.8) (15.3) (27.4)
Cathay FHC 2882 TT (2.6) (4.7) (15.5) (38.3)
Wing Hang 302 HK (5.1) (9.6) (17.5) (42.4)
ICICI Bank ICICIBC IN (4.1) (10.9) (18.5) (36.1)
Krung Thai Bank KTB TB 2.0 8.5 (18.5) (11.0)
Bank Danamon BDMN IJ (0.6) (9.4) (18.7) (21.4)
DSF 440 HK 0.2 (4.9) (20.4) (54.3)
Fubon FHC 2881 TT (4.8) (4.2) (21.0) (18.8)
China Pacific - H 2601 HK (8.2) (14.8) (25.3) (32.4)
Ranked by 3-month share price performance. HK/China financials are highlighted. Market indices are bolded. 
Source: Bloomberg, BOCI Research (prices as of 9 December 2011) 
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LISTED COMPANIES IN THIS REPORT 
Agricultural Bank of China (1288 HK/HK$3.40, HOLD; 601288 CH/RMB2.57, 
BUY) 

AIA Group (1299 HK/HK$23.75, NR) 

Bank of China (3988 HK/HK$2.83, 601988 CH/RMB2.90, BUY) 

Bank of China (Hong Kong) (2388 HK/HK$18.00, BUY) 

Bank of Communications (3328 HK/HK$5.30; 601328 CH/RMB4.63, HOLD) 

Bank of East Asia (23 HK/HK$28.00, HOLD) 

China Construction Bank (939 HK/HK$5.53; 601939 CH/RMB4.73, HOLD) 

China Everbright Ltd (165 HK/HK$11.70, NR) 

China Life (2628 HK/HK$19.90, HOLD; 601628 CH/RMB18.02, BUY) 
China Merchants Bank (3968 HK/HK$15.52; HOLD; 600036 CH/RMB11.98, BUY) 

China Minsheng Bank (1988 HK/HK$6.62; 600016 CH/RMB6.03, BUY) 

China Pacific Insurance (2601 HK/HK$21.80, HOLD; 601601 CH/RMB19.11, 
BUY) 

China Taiping Insurance (966 HK/HK$15.80, NR) 
Chong Hing Bank (1111 HK/HK$14.30, NR) 

Chongqing Rural Commercial Bank (3618 HK/HK$3.87, NR) 

CITIC Bank (998 HK/HK$4.41, BUY; 601998 CH/RMB4.09, HOLD) 

Dah Sing Bank (2356 HK/HK$6.86, NR) 

Dah Sing Financial (440 HK/HK$24.00, HOLD) 

Hang Seng Bank (11 HK/HK$93.00, BUY) 

HKEx (388 HK/HK$127.00, NR) 
HSBC (5 HK/HK$60.10, NR) 

ICBC (1398 HK/HK$4.71; 601398 CH/RMB4.12, HOLD) 

PICC (2328 HK/HK$10.72, HOLD) 

Ping An Insurance (2318 HK/HK$55.55, HOLD; 601318 CH/RMB37.51, BUY) 

Public Financial Holdings (626 HK/HK$3.49, NR) 
Standard Chartered Bank (2888 HK/HK$174.80, NR) 

Wing Hang Bank (302 HK/HK$63.30, HOLD) 

 

 

 

 

Prices as of 12 Dec 2011 
All figures subject to rounding 
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DISCLOSURE 
The views expressed in this report accurately reflect the personal views of the analysts. Each analyst declares that 
neither he/she nor his/her associate serves as an officer of nor has any financial interests in relation to the listed 
corporation reviewed by the analyst. None of the listed corporations reviewed or any third party has provided or 
agreed to provide any compensation or other benefits in connection with this report to any of the analysts, BOCI 
Research Ltd or BOCI Group. Member companies of BOCI Group confirm that they, whether individually or as a group 
(i) do not own 1% or more financial interests in any of the listed corporations reviewed. Certain member companies 
of BOCI Group i) are involved in market-making activities for Agricultural Bank of China, AIA Group, Bank of China, 
BOC Hong Kong, Bank of Communications, China Construction Bank, China Life, China Merchants Bank, HSBC, Hang 
Seng Bank, HKEx and Industrial & Commercial Bank of China (ii) have/had investment banking relationships with 
Bank of China, BOC Hong Kong, China Construction Bank and Industrial & Commercial Bank of China within the 
preceding 12 months, and; (iii) have an individual employed by or associated with BOCI Group serving as an officer 
of Bank of China. Notwithstanding that BOCI Research Ltd and BOC International Holdings Ltd is a subsidiary of Bank 
of China Ltd and affiliate of BOC HK Ltd, BOCI Research Ltd and BOC International Holdings Ltd have no authority 
whatsoever to give any information or make any representation or warranty on behalf of Bank of China Ltd and BOC 
Hong Kong Ltd.  

This disclosure statement is made pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed by or 
Registered with the Securities and Futures Commission” and is updated as of 8 December 2011. Waiver has been 
obtained by BOC International Holdings Limited from the Securities and Futures Commission of Hong Kong to 
disclose any interest the Bank of China Group may have in this research report. 
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