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Asia Pacific Equity Research 24 March 2015

Agricultural Bank of China - H (1288 
HK)
FY14 results first read – miss on asset quality

Neutral
Price: HK$3.80
24 Mar 2015

Price Target: HK$4.10
PT End Date: 31 Dec 2015

ABC (1288.HK) reported FY14 results today after market. FY14 net profits were RMB179bn, up 8% YoY, but missed JPM and 
consensus estimates by 3% and 2%, respectively. We consider this set of results a miss, mainly due to the increase in NPL ratio in 4Q by 
25bps qoq. In addition, the dividend payout ratio was cut by 2ppt YoY to 33%, slightly lower than the consensus estimate of 35%. 
ABC’s core capital ratio was 9.09% at end 2014, only 59bps above the minimum requirement of 8.5%. We believe ABC will continue to 
be under capital pressure, particularly amid asset quality deterioration. Key upside is on NIM, which expanded 8bps qoq in 4Q14.

What we don’t like about the results:

• Asset quality deterioration is key downside surprise: The NPL ratio went up by 25bps qoq in 4Q14, faster than the industry level 
of 9bps qoq. The NPL amount went up by 21% QoQ. On a semi-annual basis, wholesales & retail, manufacturing, real estate and 
mining contributed 50%, 22%, 12% and 6% of the increase in NPL, respectively, HoH. The NPL coverage ratio went down by 49ppt 
qoq to 287% at end 4Q14 from 335% at end 3Q14. Special-mention loan amount went up by 9%, and overdue loans amount went up 
by 35% HoH. 

• Pressure on capital persists: Core capital ratio was 9.09%, only 59bps above the minimum requirement of 8.5%. Tier 1 ratio was 
improved by 56bps to 9.46% at end 4Q14, mainly due to preference shares of RMB40bn. Preference shares are only qualified to be 
tier-1 ratio, not core ratio. We believe that with sharp NPL deterioration and declining of NPL coverage ratio, there is less room for 
ABC to cut its provision (i.e. loan-loss provision) in order to strengthen its capital level. 

• Dividend payout ratio declined: Cash dividend per share was RMB0.182, implying a cash dividend payout ratio of 33% in FY14, 
down from 35% of FY13. We believe this ratio could further trend down for FY15 as ABC is under capital pressure. 

• Fee income contracted by 4% YoY: FY14 fee income was RMB80bn, contracting 4% YoY; this missed JPM estimates by 10%. 
On a quarterly basis, fee income contracted by 21% qoq. 

 
What we like about the results:

• NIM went up by 8bps qoq: On a semi-annual basis, loan-deposits spread only improved by 1bp to 4.22% in 2H14. And deposits 
costs in 2H14 went up by 8bps HoH. Thus, we believe the improvement in NIM could be due mainly to contraction in interbank 
funding costs by 27bps HoH; interbank liabilities accounted for 10% of total interest-bearing liabilities in 2H14. In addition, 
investment yield went up by 20bps HoH in 2H14, and investment assets accounted for 21% of total interest earning assets in 2H14. 

 
The analyst briefing is at 6pm today in ABC Tower, Central, HK. We will follow up with details, with a focus on asset quality and 
capital management plan. 

 
Table 1: Summary of 2014 results 

RMB mn FY13 FY14 YoY FY14
Actual vs JPM 

est 1H14 2H14 HoH
Actual Actual JPM Est.

NII 376,202 429,891 14% 428,860 0% 209,438 220,453 5%

Non-Interest Income 89,569 94,235 5% 102,702 -8% 58,471 35,764 -39%

Fees 83,171 80,123 -4% 88,579 -10% 47,848 32,275 -33%

Non-fee 6,398 14,112 121% 14,123 0% 10,623 3,489 -67%

Total Income 465,771 524,126 13% 531,562 -1% 267,909 256,217 -4%
Operating expenses (198,607) (223,898) 13% (219,630) 2% (103,386) (120,512) 17%
Staff costs (104,729) (111,469) 6% (110,565) 1% (52,650) (58,819) 12%
Other operating expenses (93,878) (112,429) 20% (109,065) 3% (50,736) (61,693) 22%

PPOP 267,164 300,228 12% 311,932 -4% 164,523 135,705 -18%
LLP (52,126) (65,063) 25% (67,660) -4% (27,085) (37,978) 40%
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Other Provisions (864) (2,908) 237% (2,354) 24% (1,854) (1,054) -43%

Pre-Tax 214,174 232,257 8% 241,918 -4% 135,584 96,673 -29%
Income Tax (47,963) (52,747) 10% (56,235) -6% (31,517) (21,230) -33%

Attributable Income 166,315 179,461 8% 185,348 -3% 104,032 75,429 -27%

Gross Loans 7,224,713 8,098,067 12% 8,232,952 -2% 7,840,907 8,098,067 3%

Deposits 11,811,411 12,533,397 6% 12,937,599 -3% 12,809,504 12,533,397 -2%

Equity 843,108 1,031,066 22% 987,532 4% 906,216 1,031,066 14%

Total Assets 14,562,102 15,974,152 10% 16,488,081 -3% 16,006,612 15,974,152 0%
Key Ratios
NIM 2.79% 2.92% 13 bps 2.91% 1 bps 2.93% 2.91% -2 bps
Cost income ratio 42.6% 42.7% 8 bps 41.3% 140 bps 38.6% 47.0% 845 bps
ROE 20.9% 19.2% -173 bps 20.2% -110 bps 23.8% 15.6% -821 bps
ROA 1.20% 1.18% -2 bps 1.19% -2 bps 1.36% 0.94% -42 bps
NPL Ratio 1.22% 1.54% 33 bps 1.34% 20 bps 1.24% 1.54% 30 bps
NPL Coverage ratio 367% 287% -81 pt 329% -43 pt 346% 286.53% -60 pt
Loan loss reserve 4.46% 4.42% -4 bps 4.43% -1 bps 4.31% 4.42% 12 bps
LDR 61.2% 64.6% 344 bps 63.6% 98 bps 61.2% 64.6% 340 bps
Credit costs 0.76% 0.85% 9 bps 0.88% -3 bps 0.72% 0.95% 23 bps
Dividend payout ratio 35% 33% -148 bps 35% -191 bps NA NA NA
Core capital ratio 9.25% 9.09% -16 bps 8.76% 33 bps 8.65% 9.09% 44 bps
Tier 1 Ratio 9.25% 9.46% 21 bps 9.09% 37 bps 8.65% 9.46% 81 bps

Total CAR 11.86% 12.82% 96 bps 12.39% 43 bps 8.65% 12.82% 417 bps

Source: Company reports, JP Morgan estimates. 

 
Table 2: Summary of 4Q14 financials

In Rmb mm unless otherwise 
stated 4Q13 1Q14 2Q14 3Q14 4Q14 QoQ YoY
Key P&L Items

s 100,578 103,142 106,296 108,355 112,098 3% 11%

Non-Interest Income 12,301 33,532 24,939 19,486 16,278 -16% 32%

Fees 15,901 26,887 20,961 18,072 14,203 -21% -11%

Non-fee (3,600) 6,645 3,978 1,414 2,075 47% -158%

Total Income 112,879 136,674 131,235 127,841 128,376 0% 14%
Operating expenses (55,691) (53,023) (50,363) (50,072) (70,440) 41% 26%

PPOP 57,188 83,651 80,872 77,769 57,936 -26% 1%
LLP (20,903) (13,340) (13,745) (16,082) (21,896) 36% 5%

Pre-Tax 35,681 70,311 65,273 61,687 34,986 -43% -2%
Income Tax (7,507) (16,789) (14,728) (13,249) (7,981) -40% 6%

Attributable Income 28,327 53,430 50,602 48,407 27,022 -44% -5%
Key Balance Sheet Items

Gross Loans 7,224,713 7,552,857 7,840,907 7,997,605 8,098,067 1% 12%

Including NPL amount 87,781 91,991 97,473 103,466 124,970 21% 42%

Total deposits 11,811,411 12,535,428 12,809,504 12,638,575 12,533,397 -1% 6%

Total assets 14,562,102 15,322,116 16,006,612 15,959,249 15,974,152 0% 10%

Equity 843,108 903,632 906,216 957,124 1,031,066 8% 22%
Key Ratios
NIM 2.92% 2.96% 2.90% 2.87% 2.95% 8bp 3bp
Cost income ratio 49.3% 38.8% 38.4% 39.2% 54.9% 1570bp 553bp
ROE 13.6% 24.5% 22.4% 20.8% 10.9% -991bp -269bp
ROA 0.78% 1.43% 1.29% 1.21% 0.68% -53bp -10bp
NPL Ratio 1.22% 1.22% 1.24% 1.29% 1.54% 25bp 33bp
NPL Coverage ratio 367.0% 362.3% 346.4% 335.1% 286.5% -4854bp -8051bp
Loan loss reserve 4.46% 4.41% 4.31% 4.33% 4.42% 9bp -4bp
Credit cost 1.17% 0.72% 0.71% 0.81% 1.09% 28bp -8bp
LDR 61.2% 60.3% 61.2% 63.3% 64.6% 133bp 344bp
Core capital ratio 9.25% 9.48% 8.65% 8.90% 9.09% 19bp -16bp
Tier 1 Ratio 9.25% 9.48% 8.65% 8.90% 9.46% 56bp 21bp

Total CAR 11.86% 11.87% 11.89% 12.38% 12.82% 44bp 96bp

Source: Company reports. 

 
Investment Thesis

• Competitive advantage in terms of deposit-taking and higher growth potential due to its county exposure. 
• ABC to have lower deposits costs and more liquid balance sheet than peers. 
• ABC has the highest loan-loss reserve ratio among China banks under our coverage, so it has a higher buffer to earnings should NPL rise. 
• Interbank business: We believe ABC has higher exposure to the interbank business with rural credit unions due to its county exposure. Such 
exposure may be subject to higher risks vs the exposure of other commercial banks. 
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• The market has high expectations that the issuance of preference shares will be able to lift concerns about capital (ABC has the lowest tier-1 ratio 
among the Big 4 SOE banks). However, we believe the issuance of preference stocks could be expensive and the process may take longer than 
expected. 

Valuation
• We have a Dec-15 PT of HK$4.1, based on our DDM using a cost of equity of 14.5%, normalized ROE of 12.5%, and terminal date of 31 
December 16. 

Risks to Rating and Price Target
• Downside risk: If ABC announces an equity-raising, this would dilute ROE and pose a downside risk to our price target.
• Upside risk: Better-than-expected macro growth, particularly in county areas, would enable ABC to leverage up its balance sheet faster than 
expected, which might lead to higher ROE than our estimates. 

Banks & Financial Services

Katherine Lei 
AC
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Lu Lu
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Analyst Certification: The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily responsible 
for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with respect to each security or issuer that the 
research analyst covers in this research) that: (1) all of the views expressed in this report accurately reflect his or her personal views about any and all of the subject 
securities or issuers; and (2) no part of any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or 
views expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per KOFIA requirements, 
that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or intervention.
J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of 
interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
Important Disclosures 

• Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Agricultural Bank of China - H within the 
past 12 months.
• Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Agricultural Bank of China - H.

• Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as investment banking clients: Agricultural 
Bank of China - H.
• Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients, and the 
services provided were non-investment-banking, securities-related: Agricultural Bank of China - H.
• Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-securities-related: Agricultural Bank of China - H.
• Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation from investment banking Agricultural Bank of China - H.

• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking services in the next three months 
from Agricultural Bank of China - H.
• Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services other than investment banking 
from Agricultural Bank of China - H.
Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports and all J.P. 
Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.inquiries@jpmorgan.com 
with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may screen companies not covered by J.P. Morgan. For important disclosures 
for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.
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http://gps-app.emea.jpmchase.net:6080/server/console/chart/?
shareClassId=1003537&shareClassServerId=4&chartDesignation=1&actionType=CHART&isAdr=false&isUSDTranslation=false&cos=false&imageTypeId=4&chartHeight=288&chartWidth=456&svrTs=1427190864548

Date Rating Share Price 
(HK$)

Price 
Target (HK
$)

26-Aug-10 OW 3.42 4.60
29-Aug-10 OW 3.54 4.50
27-Nov-10 N 4.09 5.10
30-Mar-11 N 4.13 5.30
26-Aug-11 N 3.83 5.40
12-Jan-12 OW 3.53 5.90
23-Mar-12 OW 3.56 5.60
31-Jul-12 N 3.16 3.75
19-Feb-13 N 4.11 4.70
28-Apr-13 N 3.69 4.10
10-Sep-13 N 3.65 4.20
31-Oct-13 N 3.69 4.30
09-Feb-14 N 3.29 3.90
17-Oct-14 N 3.44 4.00
03-Mar-15 N 3.79 4.10

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total return of the 
stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock will perform in line with the 
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the next six to twelve months, we expect this stock 
will underperform the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Not Rated (NR): J.P. Morgan has removed the 
rating and, if applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy reasons. The previous 
rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a recommendation or a rating. In our Asia (ex-Australia) and U.K. 
small- and mid-cap equity research, each stock’s expected total return is compared to the expected total return of a benchmark country market index, not to those 
analysts’ coverage universe. If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. 
Morgan’s research website, www.jpmorganmarkets.com. 
Coverage Universe: Lei, Katherine: Agricultural Bank of China - A (601288.SS), Agricultural Bank of China - H (1288.HK), Bank of China - A (601988.SS), Bank 
of China - H (3988.HK), Bank of Communications - A (601328.SS), Bank of Communications - H (3328.HK), CITIC Securities - A (600030.SS), CITIC Securities - 
H (6030.HK), China Cinda Asset Management Co Ltd (1359.HK), China Citic Bank - A (601998.SS), China Citic Bank - H (0998.HK), China Construction Bank - A 
(601939.SS), China Construction Bank - H (0939.HK), China Galaxy Securities Co - H (6881.HK), China Merchants Bank - A (600036.SS), China Merchants Bank - 
H (3968.HK), China Minsheng Banking - A (600016.SS), China Minsheng Banking - H (1988.HK), Chongqing Rural Commercial Bank (3618.HK), Far East Horizon 
(3360.HK), Haitong Securities - A (600837.SS), Haitong Securities - H (6837.HK), Huishang Bank (3698.HK), Industrial and Commercial Bank of China - A (601398.
SS), Industrial and Commercial Bank of China - H (1398.HK)

J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight 
(buy)

Neutral 
(hold)

Underweight 
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%
IB clients* 56% 49% 33%
JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category. 
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating category; and our 
Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above. 
 

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please see the most 
recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan representative, or email research.
disclosure.inquiries@jpmorgan.com.
Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors, 
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates of JPMS, are not 
registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, and may not be subject to FINRA Rule 2711 and NYSE 
Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by a research analyst account.
Other Disclosures 

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing name for the U.K. investment 
banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries. 
All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is redistributed, e-mailed or made available 
to third-party aggregators. For all research reports available on a particular stock, please contact your sales representative.
Legal Entities Disclosures 
U.S.: JPMS is a member of NYSE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, N.A. is a member of FDIC. U.K.: JPMorgan Chase N.A., London Branch, is authorised by the 
Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by the Prudential Regulation Authority. Details about the extent of 
our regulation by the Prudential Regulation Authority are available from J.P. Morgan on request. J.P. Morgan Securities plc (JPMS plc) is a member of the London Stock Exchange and is 
authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 2711006. 
Registered Office 25 Bank Street, London, E14 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities Exchange and is 
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regulated by the Financial Services Board. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ321) is regulated by the Hong Kong Monetary Authority and the 
Securities and Futures Commission in Hong Kong and/or J.P. Morgan Broking (Hong Kong) Limited (CE number AAB027) is regulated by the Securities and Futures Commission in 
Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, Seoul Branch, is regulated by the Korea Financial Supervisory Service. Australia: J.P. Morgan Australia Limited (JPMAL) 
(ABN 52 002 888 011/AFS Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) is 
regulated by ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a participant of the Taiwan Stock 
Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private Limited (Corporate Identity Number - 
U67120MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, Santacruz - East, Mumbai – 400098, is a member of the National Stock 
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010675237/INF 010675237) and is regulated by Securities and Exchange Board of India. Telephone: 91-22-6157 3000, Facsimile: 91-22-6157 3990 and Website: www.jpmipl.com. For 
non local research reports, this material is not distributed in India by J.P. Morgan India Private Limited. Thailand: This material is issued and distributed in Thailand by JPMorgan 
Securities (Thailand) Ltd., which is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission and its 
registered address is 3rd Floor, 20 North Sathorn Road, Silom, Bangrak, Bangkok 10500. Indonesia: PT J.P. Morgan Securities Indonesia is a member of the Indonesia Stock Exchange 
and is regulated by the OJK a.k.a. BAPEPAM LK. Philippines: J.P. Morgan Securities Philippines Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the 
Securities Clearing Corporation of the Philippines and the Securities Investor Protection Fund. It is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. 
is regulated by the Comissao de Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is a 
member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange Commission. Singapore: This material is issued and 
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Singapore Exchange Securities Trading Limited and is regulated by the Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB 
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Securities and Futures Act, Cap. 289. Recipients of this document are to contact JPMSS or JPMCB Singapore in respect of any matters arising from, or in connection with, the document. 
Japan: JPMorgan Securities Japan Co., Ltd. is regulated by the Financial Services Agency in Japan. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities 
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