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FY14: Stable results with a more
challenging profit growth outlook

Largely In line results with a fairly cautious outlook guidance

ICBC reported FY14 NPAT of Rmb275.8bn, up 5% yoy, which was 1% below
consensus estimates. The result was driven by PPOP growth of 11.1% and
credit costs of b4bps (2013: 41bps). ICBC declared DPS of Rmb0.2554 (down
2.4% yoy) to reflect a small cut in payout ratio to 33% (2013: 35%) and the
1.4% increase in outstanding number of shares induced by the conversion of
the A-share CB into common equities up to Feb 2015. With dividend yields of
5.7%, we maintain a Buy rating on both ICBC’'s H and A-share. At the results
briefing, ICBC’s management guided that the last two rate cuts might narrow
NIM by 12bps and hinted the possibility of a small negative to a single-digit
positive NPAT growth in 2015, given the challenging operating environment.

4Q14 - running the numbers

For 4Q14, ICBC reported NPAT of Rmb55.3bn, down 3.1% yoy, as strong PPOP
growth of 16.9% yoy was offset by the higher credit costs of 88bps. Net
interest income rose by 4.2% qoq and 12.9% yoy, driven by NIM expansion of
4bps qoq to 2.72% and AIEA growth of 1.4% qoq (5.3% yoy). Net fee income
growth rebounded to 17.9% yoy from -1.7% yoy in 3Q14. As revenue growth
of 12.9% yoy outpaced operating expense growth of 7.7% yoy, CIR had
improved by 2% yoy to 41.3% in 4Q14. Loan growth was stable at 1.6% qoq
(11.1% yoy), compared with deposit growth of 1.4% qoq (6.4% yoy), leading to
flat LDR of 70.9%.

Stronger than peers asset quality

ICBC’s NPL balance grew by 7.8% qoq to 1.13% of total loans (3Q14: 1.06%).
We estimate the NPL formation rate had accelerated to 82bps in 2H14 (1H14:
48bps), after incorporating the write-off of Rmb25.7bn (1H14: Rmb12.7bn).
Personal business loans and corporate loans to the wholesale and retail sector
and manufacturing sector had faced the greatest asset quality risks, with NPL
ratio reported at 5.33%, 4.61% and 2.33% respectively. ICBC had resolved
NPLs worth of Rmb106bn in 2014 of which 60% was cash recovery, with the
remainder being write-off and repayments in kinds. ICBC’s provision to NPL
and loan ratio was reported at 206.9% (3Q14: 216.6%) and 2.34% (3Q14:
2.30%), respectively.

Well buffered by the strong capital position

The bank reported core tier-1 ratio, tier-1 ratio and total CAR of 11.92%,
12.19% and 14.53%, up by 12bps, 40bps and 33bps qoqg, respectively, as a
result of CB conversion and sale of Rmb34.55bn overseas preferred share.
With another Rmb45bn worth of domestic preferred shares approved by CBRC
and to be issued in 2015, we believe ICBC is well capitalized to seize new
business opportunities and to buffer against operating risks.
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Price at 26 Mar 2015 (HKD) 5.57
Price target - 12mth (HKD) 7.03
52-week range (HKD) 5.84 - 4.60
HANG SENG INDEX 24,528
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