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Chongqging Rural CB (3618 HK)

Buy: Solid top-line growth and asset quality

» Strong top-line growth from net interest margin
improvement (+8bp g-0-q in 4Q) and fee income (+57% y-o0-y
in FY14) drove pre-provision profit up by 25% y-o-y

» Asset quality trend is solid. Dual decline in NPL ratio and NPL
balance with healthy early-warning indicators. The 31bp rise
in credit costs was due to conservative provisioning

» We establish a Buy rating on CQRCB with a fair value TP of
HKD5.80

FY14 profit was RMB6.8bn, up 14% y-o-y. This is 1% ahead of our estimates and 2%
ahead of consensus estimates. 4Q14 profit rose by 17% y-o-y.

What we liked: (i) Margin improved by 8bp g-o0-q to 3.40% in 4Q14. In 2H14, loan and
investment yield improved by 8bp and 16bp h-o-h, respectively, partly offset by a 10bp
rise in deposit funding cost. (ii) Strong fee growth momentum at 116% y-o-y in 4Q14.
FY14 fee income grew by 57% y-o-y, led by consultancy fees (+115% y-o-y), bank card
fees (+64%) and settlement clearing fees (+24%). Non-interest income contribution to
revenue rose to 7.3% in 2014 from 3.7% in 2013. (iii) NPL balance and ratio both fell by
1% and 2bp g-0-q in 4Q14. Full-year NPL ratio was down 2bp, outperforming other listed
peers. Early indicators show moderate asset quality pressure ahead: loans that are overdue
less than 90 days fell 37% h-o-h in 2H14 or +9% y-o-y; special mention loans up-3% h-o-
h in 2H14 or +9% y-o-y. (iv) Cost to-income ratio fell 2ppt y-o-y to 42%.

What we disliked: (i) Capital consumption was 173bp of Tier-1 capital in FY 14, with the
Tier 1 ratio at end-FY 14 of 10.12%. Risk-weighted asset growth was 35%, with the fast
growth partly a result of a more stringent classification in non-standard credit investments.
(i1) Credit cost rose by 31bp y-0-y to 82bp for FY 14, the highest level since the listing of
the bank in 2010. Note however the loan loss reserve ratio rose 12bp y-o-y to 3.58%, and
the provisioning coverage ratio also rose 29ppt y-o-y to 460%, suggesting a more

conservative provisioning approach.

Other points of interest: (i) Non-standard credit investments exposure fell to 13% of
assets in 2H14 from 17% in 1H14 (and 20% in 2013). (ii) Loan to deposit ratio was flat y-
0-y at 59% in 2014. (iii) Dividend payout ratio was lowered by 2.3ppt to 27.2%.

We establish a Buy rating on CQRCB (vs OW(V) under our previous rating system).
See pg. 2 for valuation and risks. We like CQRCB on its better asset quality and growth

momentum than peers.
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Exhibit 1. Yearly and quarterly financial comparisons

P&L summary (RMBm) 2013 2014 2014 y-o- 2014avs 1Q14 2Q14 3Q14 4Q14 4Q14 g-0-q 4Q14 y-0-y
y% HSBC est. % %
Net interest income 15,703 18,349 17 1 4,258 4,593 4,688 4,810 3 17
Net fees & commissions 680 1,070 57 15 156 242 288 384 33 116
Other non-interest income -7 384 -598 54 69 164 33 118 254 -397
Operating income 16,306 19,802 21 2 4,482 4,998 5,009 5,312 6 25
Operating expense -7,208 -8,401 17 0 -1,790 -1,998 -2,137 -2,475 16 15
PPOP 9,098 11,402 25 4 2,692 3,000 2,872 2,837 -1 35
Impairment on loans -973 -1,841 89 -6 -265 -655 -509 -412 -19 46
Impairment on other assets -208 -451 117 209 0 1 0 -452 4,515,200 17
Profit before tax 7,917 9,110 15 2 2,427 2,346 2,363 1,974 -16 23
Taxation -1,902 -2,297 21 7 -583 -588 -600 -526 -12 48
Attributable profit 5,991 6,828 14 1 1,834 1,757 1,783 1,454 -18 17
Balance sheet items (RMBbn)
Total assets 502 619 23 550 594 609 619 2 23
Customer loans 205 242 18 215 227 233 242 4 18
Customer deposits 348 410 18 384 395 406 410 1 18
Total equity 36 41 14 38 38 40 41 4 14
Ratios (%)
Net interest margin 3.41 3.37 -0.04 3.39 3.37 3.32 340 0.08 -0.04
Loans / Deposits ratio 59 59 0 56 57 58 59 2 0
Cost / income ratio 44 42 -2 40 40 43 47 4 -4
NPL ratio 0.80 0.78 -0.02 0.69 0.85 0.81 0.78 -0.04 -0.02
Coverage ratio 431 460 29 500 419 442 460 17 29
Credit costs 0.51 0.82 0.31 0.50 1.19 0.89 0.69 -0.19 0.13
Loan loss reserve 3.46 3.58 0.12 3.45 3.56 3.60 3.58 -0.02 0.12
Core Tier-1 ratio 11.85 10.12 -1.73 10.96 9.80 9.87 10.12 0.25 -1.73
Tier-1 ratio 11.85 10.12 -1.73 10.96 9.80 9.87 10.12 0.25 -1.73
CAR 13.64 1245 -1.19 12.60 12.68 12.69 12.45 -0.24 -1.19
ROAE 17.6 17.6 0.0 19.7 18.4 18.3 14.3 4.0 0.4
ROAA 1.28 1.22 -0.06 1.39 1.23 1.19 0.95 -0.24 -0.05
Effective Tax 24.02 25.21 1.19 24.03 25.07 25.38 26.64 1.26 4.47
EPS (Rmb) 0.64 0.73 0.09 0.20 0.19 0.19 0.15 -0.04 0.02

Source: Company data, HSBC

Valuation and risks: We use a discounted Gordon Growth model to value CQRCB. We first derive a
target PB multiple of 1.34x, assuming COE = 13.0%, g = 5%, and a sustainable ROE proxied by the
average of FY15-17e ROE of 15.7%. We apply this target PB multiple to FY15e book value per share of
RMBS5.00 and then also apply a combined valuation discount of 30% to reflect CQRCB’s positioning
with respect to the upcoming challenges facing the sector. We thus arrive at our target price of HKDS5.80.

Under our new ratings system, we establish a Buy rating on CQRCB (vs OW(V) before).
There are no changes to our FY 15-17 earnings estimates or our target price.

Key downside risks: worse-than-expected asset quality due to a slowdown in growth in Chongqing's

economy.
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Financials & valuation: Chongqing Rural Commercial Bank Buy
H-share: 3618 HK Buy HKD5.80 A-share: n.a. n.a. RMB n.a.
Year to 12/2014a 12/2015¢ 12/2016e 12/2017e Year to 12/2014a  12/2015e  12/2016e  12/2017e
P&L summary Growth (y-0-y %)

Net Interest Income 18,349 19,336 20,678 23,606 Net interest income 16.8 54 6.9 14.2
Non-interest Income 1,454 1,380 1,617 1,899 Non-interest income 137.3 (5.1) 171 17.4
Net fees/commission 1,070 1,117 1,341 1,609 Operating expense 16.6 6.5 76 144
Trading profits 384 263 276 289 PPOP 25.2 32 76 14.4
Other 0 0 0 0 Provisions 94.5 1.2 19.4 20.0
Total Operating income 19,802 20,716 22,294 25,505 PBT 15.1 3.7 47 12.8
Operating expense -8,401 -8,944 -9,626 -11,012 PAT 14.3 47 47 12.9
Staff costs -4,918 -5,428 -5,841 -6,682

Other oper expenses -3,483 -3,517 -3,785 -4,330 Net Loans 17.8 16.2 16.3 16.1
PPOP 11,402 1,771 12,668 14,493 Total Assets 23.2 14.2 17.1 174
Provisions 2,297 2,325 2,776 -3,333 RWA 35.0 21.3 18.7 19.1
Bad debt -1,841 -2,166 -2,605 -3,160 Customer deposits 17.8 13.8 15.0 15.0
Other -456 -158 -172 -173 Ratios (%)

Other non-op profit(loss) 5 0 0 0 NIM 3.37 3.03 2.78 2.73
HSBC PBT 9,110 9,447 9,892 11,160 Gross yield 6.00 5.71 5.61 5.53
Exceptionals 0 0 0 0 Cost of funds 2.86 2.95 3.15 3.15
Profit-before tax 9,110 9,447 9,892 11,160 Spread 3.14 2.77 247 2.39
Taxation -2,297 -2,269 -2,376 -2,681 NPL/gross loans 0.78 1.07 1.22 1.37
PAT 6,813 7,178 7,516 8,479 Credit cost 0.82 0.83 0.86 0.89
Minorities+pref dividend 15 -24 -24 -24 LLR 3.58 3.67 3.72 3.77
Attributable profit 6,828 7,154 7,492 8,455 Coverage 459.8 343.0 304.9 275.2
HSBC attributable profit 6,828 7,154 7,492 8,455 NPL/RWA 05 0.6 0.7 0.7
B/S summary Provision/RWA 51 4.7 48 4.8
Total assets 618,889 706,813 827,387 971,668 Net write-of RWA -141 -15 -16 -1.8
Customer loans (net) 233,520 271,279 315,409 366,219 NPL/NTA 46 6.5 7.7 9.0
Debt assets 134,726 144,299 158,659 237,256 Net loans/assets 37.7 384 38.1 37.7
Other assets 250,643 291,236 353,319 368,193 RWA/assets 66.8 70.9 71.9 72.9
Total Liabilities 576,041 659,783 774,974 913,010 Loans/deposits 59.1 60.4 61.1 61.7
Customer deposits 409,720 466,094 536,008 616,410 Avg IEA/avg assets 97.2 96.1 96.9 96.0
Debt securities issued 5,000 7,300 7,300 7,300 Avg IBL/avg liab 96.2 93.8 93.1 91.0
Other liabilities 161,321 186,388 231,666 289,300

Total capital 42,848 47,123 52,505 58,751 Costlincome 424 432 43.2 43.2
Ordinary equity 41,426 46,486 51,867 58,113 Non-int inc/total inc 7.3 6.7 7.3 74
Minorities+other capital 1,422 638 638 638 ROAA (incl goodwill) 1.22 1.10 0.98 0.94
IEA (avg) 545,020 637,297 742,939 863,613 ROAE (incl goodwill) 17.6 16.3 15.3 15.4
IBL (avg) 501,040 579,759 668,068 768,279 Return on avg tier 1 18.8 17.2 16.0 16.2
Capital adequacy (%) Leverage (x) 14.1 14.7 15.4 16.2
RWA (RMBm) 413,387 501,368 595,170 708,673 Valuation data

Core tier 1 10.1 9.3 8.7 8.2 PE (diluted EPS) 52 49 47 42
Total tier 1 10.1 9.3 8.7 8.2 P/PPOP 3.1 3.0 28 24
Total Capital 12.3 11.6 10.9 10.1 P/BVPS 0.8 0.8 0.7 0.6
Per share data (RMBm) PINTA 0.8 0.8 0.7 0.6
EPS 0.73 0.77 0.81 0.91 Dividend yield (%) 5.3 6.0 6.3 71
HSBC EPS (fully diluted) 0.73 0.77 0.81 0.91 P/Deposit 0.1 0.1 0.1 0.1
DPS 0.20 0.23 0.24 0.27 P/Asset 0.1 0.0 0.0 0.0
NAV (incl intangibles) 4.45 5.00 5.58 6.25

NAV (tangible) 4.45 5.00 5.58 6.25 Price Relative Chart

ROA analysis (%) 7

Net interest income 33 3.0 2.7 26 |

Total interest income 5.8 5.6 54 5.3 6 1

Total interest expense 2.6 -2.6 -2.7 2.7 35 1

Net fees & commission 0.2 0.2 0.2 0.2 4 1

Other income 0.1 0.0 0.0 0.0 3 4

Operating income 35 3.2 29 2.8 2

Operating expenses -1.5 -14 -1.3 -1.2 14

Staff costs -0.9 -0.8 -0.8 0.7 0

Other oper exp 0.6 -0.5 0.5 -0.5 B o ot e 0 B N e S e

PPOP 2.0 1.8 1.7 1.6 d O Wy b R d A L & oA ok da &
Provisions 04 04 04 04 8238238278234

Non-op items 0.0 0.0 0.0 0.0 :

PBT 16 14 13 12 ——CQRCB ——Relalive to HSCEI

Taxation -0.4 -0.3 -0.3 -0.3 Source: Bloomberg, HSBC estimates

PAT 1.2 1.1 1.0 0.9 Note: Price as at close of 27-Mar-15
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Analyst Certification

The following analyst(s), economist(s), and/or strategist(s) who is(are) primarily responsible for this report, certifies(y) that the
opinion(s) on the subject security(ies) or issuer(s) and/or any other views or forecasts expressed herein accurately reflect their
personal view(s) and that no part of their compensation was, is or will be directly or indirectly related to the specific
recommendation(s) or views contained in this research report: Michael Chu and Michael Chang

Important disclosures

Equities: Stock ratings and basis for financial analysis

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's
existing holdings, risk tolerance and other considerations and that investors utilise various disciplines and investment horizons
when making investment decisions. Ratings should not be used or relied on in isolation as investment advice. Different
securities firms use a variety of ratings terms as well as different rating systems to describe their recommendations and
therefore investors should carefully read the definitions of the ratings used in each research report. Further, investors should
carefully read the entire research report and not infer its contents from the rating because research reports contain more
complete information concerning the analysts' views and the basis for the rating.

From 23rd March 2015 HSBC has assigned ratings on the following basis:

The target price is based on the analyst’s assessment of the stock’s actual current value, although we expect it to take six to 12
months for the market price to reflect this. When the target price is more than 20% above the current share price, the stock will
be classified as a Buy; when it is between 5% and 20% above the current share price, the stock may be classified as a Buy or a
Hold; when it is between 5% below and 5% above the current share price, the stock will be classified as a Hold; when it is
between 5% and 20% below the current share price, the stock may be classified as a Hold or a Reduce; and when it is more
than 20% below the current share price, the stock will be classified as a Reduce.

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation or resumption of coverage,
change in target price or estimates).

Upside/Downside is the percentage difference between the target price and the share price.

Prior to this date, HSBC’s rating structure was applied on the following basis:

For each stock we set a required rate of return calculated from the cost of equity for that stock’s domestic or, as appropriate,
regional market established by our strategy team. The target price for a stock represented the value the analyst expected the
stock to reach over our performance horizon. The performance horizon was 12 months. For a stock to be classified as
Overweight, the potential return, which equals the percentage difference between the current share price and the target price,
including the forecast dividend yield when indicated, had to exceed the required return by at least 5 percentage points over the
succeeding 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight,
the stock was expected to underperform its required return by at least 5 percentage points over the succeeding 12 months (or 10
percentage points for a stock classified as Volatile*). Stocks between these bands were classified as Neutral.

*A stock was classified as volatile if its historical volatility had exceeded 40%, if the stock had been listed for less than 12
months (unless it was in an industry or sector where volatility is low) or if the analyst expected significant volatility. However,
stocks which we did not consider volatile may in fact also have behaved in such a way. Historical volatility was defined as the
past month's average of the daily 365-day moving average volatilities. In order to avoid misleadingly frequent changes in
rating, however, volatility had to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to
change.
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Rating distribution for long-term investment opportunities
As of 29 March 2015, the distribution of all ratings published is as follows:

HSBC <»

Buy 41% (30% of these provided with Investment Banking Services)
Hold 39% (28% of these provided with Investment Banking Services)
Sell 20% (21% of these provided with Investment Banking Services)

For the purposes of the distribution above the following mapping structure is used during the transition from the previous to
current rating models: under our previous model, Overweight = Buy, Neutral = Hold and Underweight = Sell; under our
current model Buy = Buy, Hold = Hold and Reduce = Sell. For rating definitions under both models, please see “Stock ratings
and basis for financial analysis™ above.

Share price and rating changes for long-term investment opportunities

Chonggqing Rural Co (3618.HK) Share Price performance HKD Vs HSBC rating Recommendation & price target history
history From To Date
Overweight (V) Neutral (V) 24 March 2013
Neutral (V) Overweight (V) 07 April 2013
7 Overweight (V) Overweight 13 November 2013
6.5 Overweight Overweight (V) 19 March 2014
6 * o Target Price Value Date
55 . 'S Price 1 510 20 August 2012
5 » Price 2 4.30 16 September 2012
4.5 ¢ Price 3 4.90 07 April 2013
4 Price 4 4.90 22 July 2013
35 Price 5 4.90 08 August 2013
3 Price 6 4.90 27 August 2013
25 Price 7 5.30 03 September 2013
9 Price 8 5.50 19 March 2014
o - ~ s <« o Price 9 5.90 29 July 2014
ha = o ho o = Price 10 5.80 10 February 2015
© © © © © ©
= = = = = = Source: HSBC
Source: HSBC

HSBC & Analyst disclosures

None of the below disclosures applies to any of the stocks featured in this report.

1 HSBC has managed or co-managed a public offering of securities for this company within the past 12 months.
HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next
3 months.

3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this
company.

4 Asof 28 February 2015 HSBC beneficially owned 1% or more of a class of common equity securities of this company.

5 Asof 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of investment banking services.

6  Asof 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-investment banking securities-related services.

7  Asof 31 January 2015, this company was a client of HSBC or had during the preceding 12 month period been a client of
and/or paid compensation to HSBC in respect of non-securities services.

8 A covering analyst/s has received compensation from this company in the past 12 months.

9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as
detailed below.

10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this
company, as detailed below.

11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in

securities in respect of this company
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HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives)
of companies covered in HSBC Research on a principal or agency basis.

Analysts, economists, and strategists are paid in part by reference to the profitability of HSBC which includes investment
banking revenues.

Whether, or in what time frame, an update of this analysis will be published is not determined in advance.

For disclosures in respect of any company mentioned in this report, please see the most recently published report on that
company available at www.hsbcnet.com/research.

Additional disclosures

1 This report is dated as at 29 March 2015.

2 All market data included in this report are dated as at close 27 March 2015, unless otherwise indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research
operate and have a management reporting line independent of HSBC's Investment Banking business. Information Barrier
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or
price sensitive information is handled in an appropriate manner.
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should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any investment. HSBC has based this document on
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document (or in any related investment) and may from time to time add to or dispose of any such securities (or investment). HSBC and its affiliates may act as
market maker or have assumed an underwriting commitment in the securities of companies discussed in this document (or in related investments), may sell
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HSBC Securities (USA) Inc. accepts responsibility for the content of this research report prepared by its non-US foreign affiliate. All U.S. persons receiving
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