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ACTION 

Sell 
Bank of East Asia (0023.HK) 

Return Potential:  (6%)  Equity Research

Reinstate at Sell post share issuance; see NIM/asset quality pressure  

Source of opportunity 

We remove the Not Rated designation from BEA and reinstate at Sell with a 

12m TP of K$29.1. BEA has issued 222.6mn shares to Sumitomo Mitsui Banking 

Corporation (SMBC) pursuant to the MoU entered between the two banks on 

Sep 5, 2014, increasing SMBC’s stake to 17.4%. We believe BEA continues to 

face NIM and asset quality pressures given its relatively outsized China 

exposure (43%/49% of loans/deposits) and a relatively weaker deposit 

franchise (~70% time deposits) vs. peers. We expect BEA to deliver the 

slowest top- and bottom-line growth within our coverage this year and 

forecast 15% EPS decline (2015E EPS is 10% below Bloomberg consensus). 

Catalyst 

(1) Estimates: We reduce 2015E/16E/17E EPS estimates by 6%/7%/7% as we 

factor in the 9.3% share count dilution slightly offset by the use of proceeds 

(which we estimate to earn 2% rate of return). (2) Balance Sheet: CT1 CAR 

strengthens by 150bp 13.3% (from 11.8%) at YE14 on a pro forma basis. The 

proceeds should fund BEA’s organic balance sheet growth for the next 3-4 

years as we estimate an average c.40bp annual capital consumption from 

growing the balance sheet at a high single digit percent pace despite low 

returns (~8% ROE) on top of around 40% dividend payout. (3) Shareholder 
interests: Various media sources, including WSJ (Feb 19, 2014), have 

discussed in the past that Guoco Group may be interested in acquiring BEA. We 

note that, post SMBC’s increased stake, control consolidates with the Li family 

and associates, which together with CaixaBank, SMBC and other directors, hold 

44% of shares vs. 13% held by Guoco, and that CaixaBank and SMBC have 

historically supported management’s strategy. 

Valuation 

BEA trades at 13X 2015E P/E, 1.0X 2015E P/B vs. 7.9% ROE. Our 12m TP is 

based on RIM methodology (9.6% COE, 9.6% LT ROE); implies 0.95X 2015E P/B.

Key risks 

Better China credit quality or cost control; potential takeover of BEA  
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Bank of East Asia (0023.HK)

Asia Pacific Banks Peer Group Average

Key data Current

Price (HK$) 30.80

12 month price target (HK$) 29.10

Market cap (HK$ mn / US$ mn) 80,486.6 / 10,380.1

Foreign ownership (%) --

12/14 12/15E 12/16E 12/17E

EPS (HK$) New 2.72 2.32 2.29 2.92

EPS revision (%) 0.0 (5.7) (7.0) (7.1)

P/B (X) 1.1 1.0 1.0 0.9

P/E (X) 11.7 13.3 13.4 10.5

Dividend yield (%) 3.5 3.0 3.0 3.9

P/PPOP (X) 9.6 9.4 9.1 7.1

PPOP growth (%) 9.3 2.2 3.4 27.4

Preprovision ROA (%) 1.1 1.0 1.0 1.1

Credit cost (%) 0.2 0.3 0.3 0.3

ROA (%) 0.82 0.71 0.67 0.78

ROE (%) 9.6 7.9 7.3 8.9
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Share price performance (%) 3 month 6 month 12 month
Absolute (0.3) (2.1) 1.0

Rel. to MSCI Hong Kong (5.1) (5.5) (10.0)

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 3/30/2015 close.
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Profit model (HK$ mn) 12/14 12/15E 12/16E 12/17E Balance sheet (HK$ mn) 12/14 12/15E 12/16E 12/17E

Net interest income 12,653.0 12,987.6 13,248.2 16,114.1 Gross loans 443,287.0 473,758.2 515,644.1 571,501.3

Non-interest income 5,579.0 5,664.4 6,058.9 6,488.5 NPLs 2,736.0 3,185.7 3,763.6 4,513.9

Operating revenue 18,232.0 18,652.1 19,307.1 22,602.6 Loan loss reserves 1,354.0 2,230.0 2,634.5 3,159.7

Non-interest expense (9,849.0) (10,082.3) (10,449.6) (11,315.1) Total interest earning assets 646,940.0 686,458.8 739,457.7 808,034.0

Preprovision operating profit 8,383.0 8,569.7 8,857.5 11,287.5 Other non-interest earning assets 148,951.0 184,823.7 223,303.0 267,871.6

Total provision charge (1,001.0) (1,421.2) (1,530.8) (1,679.0) Total assets 795,891.0 871,282.5 962,760.7 1,075,905.6

Associates 645.0 723.2 797.4 879.1 Customer deposits 548,184.0 584,070.3 637,286.5 703,862.6

Pretax profit 8,424.0 8,071.7 8,324.0 10,687.9 Total interest-bearing liabilities 648,084.0 695,819.8 763,017.9 846,132.2

Tax (1,650.0) (1,705.0) (1,759.6) (2,271.5) Total equity 73,444.0 85,483.5 90,868.0 98,034.8

Minorities (443.0) (452.0) (452.0) (452.0)

Net profit 6,331.0 5,914.8 6,112.4 7,964.4 CAMEL ratios (%) 12/14 12/15E 12/16E 12/17E

C: Tier 1 capital ratio 12.5 13.6 13.1 12.6

Dividends 2,597.0 2,397.4 2,478.0 3,296.7 C: Equity/loans 15.6 17.2 16.8 16.4

Dividends payout (%) 40.6 39.3 40.2 41.0 C: Equity/assets 8.7 9.3 9.0 8.7

A: NPL ratio 0.6 0.7 0.7 0.8

Earnings growth drivers (%) 12/14 12/15E 12/16E 12/17E A: Loan loss reserves/NPLs 49.5 70.0 70.0 70.0

Net interest margin 1.77 1.70 1.57 1.72 E: Net interest margin 1.77 1.70 1.57 1.72

Provision charge/total loans 0.23 0.30 0.30 0.30 E: Non int inc/oper revenues 30.60 30.37 31.38 28.71

YoY Growth (%) E: Cost-income ratio 53.8 53.9 54.0 49.9

  Customer deposits 2.5 6.5 9.1 10.4 E: ROAA 0.82 0.71 0.67 0.78

  Loans 9.3 6.7 8.8 10.8 L: Loan/deposit ratio 80.6 80.7 80.5 80.7

  Net interest income 4.0 2.6 2.0 21.6

  Fee income 3.9 2.0 6.2 6.5 Loan portfolio (%) 12/14 12/15E 12/16E 12/17E

  Non-interest income 9.7 1.5 7.0 7.1 Commercial & corporate 86.8 87.0 87.4 88.0

  Operating revenue 5.7 2.3 3.5 17.1 Mortgages/home loans 7.7 7.5 7.1 6.7

  Operating expenses (2.8) (2.4) (3.6) (8.3) Consumer 13.2 13.0 12.6 12.0

  Preprovision operating profit 9.3 2.2 3.4 27.4

  Provision charges 116.2 40.7 7.9 9.9 Valuation (current price) 12/14 12/15E 12/16E 12/17E

  Pretax profit (0.7) (4.2) 3.1 28.4 P/E basic (X) 11.7 13.3 13.4 10.5

  Net profit 0.8 (6.6) 3.3 30.3 P/B (X) 1.08 1.00 0.96 0.91

  EPS (2.0) (14.9) (1.1) 27.5 P/PPOP (X) 9.6 9.4 9.1 7.1

  DPS 0.1 (17.7) 1.2 30.0 Dividend yield (%) 3.5 3.0 3.0 3.9

Market dimensions 12/14 12/15E 12/16E 12/17E EPS, basic (HK$) 2.72 2.32 2.29 2.92

No of branches -- -- -- -- EPS, fully-diluted (HK$) 2.72 2.32 2.29 2.92

No of staff (000) -- -- -- --

Revenues/staff (US$) NM NM NM NM EPS, basic growth (%) (2.0) (14.9) (1.1) 27.5

Net profit/staff (US$) NM NM NM NM EPS, fully diluted growth (%) (2.0) (14.9) (1.1) 27.5

BVPS (HK$) 29.35 30.72 32.08 33.96

DuPont analysis (%) 12/14 12/15E 12/16E 12/17E DPS (HK$) 1.11 0.91 0.92 1.20

ROE 9.6 7.9 7.3 8.9

x leverage 8.6 9.0 9.1 8.8

=ROA 0.82 0.71 0.67 0.78

% of assets 12/14 12/15E 12/16E 12/17E

Net interest income 1.63 1.56 1.44 1.58

Fee income 0.54 0.51 0.49 0.47

Non-interest income 0.72 0.68 0.66 0.64

Operating revenue 2.35 2.24 2.11 2.22

Operating expenses 1.27 1.21 1.14 1.11

Preprovision operating profit 1.08 1.03 0.97 1.11

Loan loss provisions 0.13 0.17 0.16 0.16

Pretax profits 1.09 0.97 0.91 1.05

Taxes 0.21 0.20 0.19 0.22

Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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BEA has issued 222.6mn (8.5%/9.3% of enlarged/before event share count) shares to 

Sumitomo Mitsui Banking Corporation (SMBC) pursuant to the MoU entered between the 

two banks on Sep 5, 2014, increasing SMBC’s stake to 17.4%. The shares were issued at 

HK$29.5576/share, a slight premium to the close on the announcement date (Mar 18, 2015, 

HK$29.4) but c.11% discount to the close on Sep 5, 2014. We reduce 2015E/16E/17E EPS 

estimates by 6%/7%/7% as we factor in the 9.3% share count dilution slightly offset by the use 

of proceeds (which we estimate to earn 2% rate of return).  

Exhibit 1: Estimate changes for BEA 

 

 

Source: Company data, Goldman Sachs Global Investment Research. 

 

Old New Old New Old New 2015E 2016E 2017E

Key items (HK$mn)

Net interest income 12,899 12,988 13,096 13,248 15,924 16,114 1 1 1
Non-interest income 5,664 5,664 6,059 6,059 6,488 6,488 0 0 0
Operating revenues 18,563 18,652 19,155 19,307 22,412 22,603 0 1 1
Operating expenses 10,082 10,082 10,450 10,450 11,315 11,315 0 0 0
PPOP 8,481 8,570 8,705 8,857 11,097 11,288 1 2 2
Provisions & other impairment charges 1,421 1,421 1,531 1,531 1,679 1,679 0 0 0
Operating profits 7,060 7,149 7,175 7,327 9,418 9,609 1 2 2
Pretax profits 7,983 8,072 8,172 8,324 10,497 10,688 1 2 2
Taxes 1,686 1,705 1,727 1,760 2,230 2,272 1 2 2
Net profits 5,845 5,915 5,993 6,112 7,815 7,964 1 2 2
EPS (HK$) 2.46 2.32 2.47 2.29 3.15 2.92 (6) (7) (7)
DPS (HK$) 0.99 0.91 0.99 0.92 1.29 1.20 (8) (7) (7)
BVPS (HK$) 30.81 30.72 32.31 32.08 34.38 33.96 (0) (1) (1)

Key assumptions (%)

Net interest margins 1.70 1.70 1.57 1.57 1.71 1.72 
Loan growth 6.9 6.9 8.8 8.8 10.8 10.8 
Non int inc gwth 1.5 1.5 7.0 7.0 7.1 7.1 
Op exp gwth 2.4 2.4 3.6 3.6 8.3 8.3 
Cost-to-income ratio 54.3 54.1 54.6 54.1 50.5 50.1 
ROA 0.70 0.71 0.66 0.67 0.77 0.78 
ROE 8.2 7.9 7.8 7.3 9.4 8.9 

2015E 2016E 2017E  % change
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Financial advisory disclosure 

Goldman Sachs and/or one of its affiliates is acting as a financial advisor in connection with 

an announced strategic matter involving the following company or one of its affiliates: The 

Bank Of East Asia, Limited. 
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Disclosure Appendix 

Reg AC 

I, Gurpreet Singh Sahi, CFA, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject 

company or companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the 

specific recommendations or views expressed in this report. 

 

Unless otherwise stated, the individuals listed on the cover page of this report are analysts in Goldman Sachs' Global Investment Research division. 

Investment Profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe.  

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:  

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue.  Return is a year one prospective aggregate 

of various return on capital measures, e.g. CROCI, ROACE, and ROE.  Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book.  Volatility is measured as trailing twelve-month volatility adjusted for dividends.   

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.  

GS SUSTAIN 

GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list 

includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and 

superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate 

performance: cash return on cash invested, industry positioning and management quality (the effectiveness of companies' management of the 

environmental, social and governance issues facing their industry).  
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Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 33% 54% 13% 44% 38% 32% 

 As of January 1, 2015, Goldman Sachs Global Investment Research had investment ratings on 3,483 equity securities. Goldman Sachs assigns stocks 

as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell 

for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.      

Price target and rating history chart(s) 
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European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available 
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Securities Finance Company.   
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Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 
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with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each 

report adding or reiterating an Investment List membership.   

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation.  Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation.  Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation.  Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.   

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an 

advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances.  Rating Suspended (RS). Goldman 

Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for 

determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and 

price target, if any, are no longer in effect for this stock and should not be relied upon.  Coverage Suspended (CS). Goldman Sachs has suspended 

coverage of this company.  Not Covered (NC). Goldman Sachs does not cover this company.  Not Available or Not Applicable (NA). The 

information is not available for display or is not applicable.  Not Meaningful (NM). The information is not meaningful and is therefore excluded.   

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global 

basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on 

macroeconomics, currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd 

(ABN 21 006 797 897); in Brazil by Goldman Sachs do Brasil Corretora de Títulos e Valores Mobiliários S.A.; in Canada by either Goldman Sachs 

Canada Inc. or Goldman, Sachs & Co.; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in 

Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs 

New Zealand Limited; in Russia by OOO Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in 

the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in 

the United Kingdom and European Union.  

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority 

and the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom; 

Goldman Sachs AG and Goldman Sachs International Zweigniederlassung Frankfurt, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also distribute research in Germany.  

General disclosures 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).  

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may 

discuss in this report, trading strategies that reference catalysts or events that may have a near-term impact on the market price of the equity 

securities discussed in this report, which impact may be directionally counter to the analyst's published price target expectations for such stocks. Any 

such trading strategies are distinct from and do not affect the analyst's fundamental equity rating for such stocks, which rating reflects a stock's 

return potential relative to its coverage group as described herein. 

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, 

act as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.  

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do 

not necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs. 

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in 

the products mentioned that are inconsistent with the views expressed by analysts named in this report. 
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if 

appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them 

may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. 

Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.  

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. 

Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/about/publications/character-risks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase 

and sales of options such as spreads. Supporting documentation will be supplied upon request.  

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all 

research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our 

research by third party aggregators. For research, models or other data available on a particular security, please contact your sales representative or 

go to http://360.gs.com. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY 

10282. 
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