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The company does not hold any equities or
derivatives of the listed company
mentioned in this report (“target”), but then
we shall provide financial advisory services
subject to the relevant laws and
regulations. Any affiliates of the company
may hold equities of the target, which may
exceed 1 percent of issued shares subject
to the relevant laws and regulations. The
company may also provide investment
banking services to the target. The
Company fulfills its duty of disclosure within
its sphere of knowledge. The clients may
contact compliance@swsresearch.com for
relevant disclosure materials or log into
www.swsresearch.com under disclosure
column for further information. The clients
shall have a comprehensive understanding
of the disclosure and disclaimer upon the
last page.

Financial summary and valuation

2015 2016 2017 2018E 2019E
Net interest income (USD M) 32,531 29,813 28,167 30,228 32,563
YOY (%) (6.26) (8.36) (5.52) 7.32 7.72
Net income (USD M) 12,572 1,299 9,683 11,010 12,299
YOY (%) (4.14) (89.67) 645.42 13.70 11.71
EPS (USD) 0.65 0.07 0.48 0.54 0.61
BVPS (RMB) 8.73 7.91 7.92 8.01 8.14
ROAE (%) 6.64 0.71 5.52 6.23 6.87
NPL ratio (%) 2.32 1.90 1.53 1.41 1.27
Core tier 1 CAR (%) 11.86 13.60 14.70 15.00 15.30
P/E (x) 16.06 149.09 21.90 19.26 17.24
P/B (x) 1.20 1.32 1.32 1.30 1.28
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HSBC reported growth in total loans for full-year 2017 of 11.8% YoY, and growth in total deposits of 7.2%
YoY, with net interest margin for the year of 1.6% (-10bps YoY due to the sale of the firm's Brazilian
operations). Net profit adjusted for one-time items reached US$9.7bn (+645% YoY), while basic EPS
reached USS$0.48 vs our forecast of Rmb0.60, which assumed an improvement in NIM on strengthening
global economic conditions, and did not take into account provision charges. We revise down our EPS
forecasts from USS0.65 to USS$0.54 in 18E (+14% YoY) and from USS0.70 to USS0.61 in 19E (+12% YoY).
However, we continue to expect an improving global economy to boost company fundamentals and we
lift our target price from HK$88.22 to HK$90.86. Maintain Outperform rating.

Fundamental improvements. We note a 46bps YoY decline in non-performing loan ratio (NPL) to 1.4%,
and a 6.1ppt YoY improvement in coverage ratio to 50.0%. The bank’s core tier-one capital adequacy ratio
(CAR) in 17A reached 14.5% by end-2017 (+0.9ppts YoY), and overall CAR hit 20.9% (+0.8% YoY). As
compared to its global peers, HSBC has the highest capital position and dividend yield, and its loan-to-
deposit ratio and NPL ratio are relatively low. However, its asset growth and NIM are relatively low due to
its conservative asset portfolio during the previous economic downturn. Looking forward, with the global
economy stabilising and interest rate curve rising, we expect HSBC to report improving fundamentals,
including growing loan book, widening margins, better asset quality, leading to better earnings growth,
ROE and capital position, with a sustained high dividend payout.

Outlook uptick. We expect HSBC to be one of the largest beneficiaries of the rising interest rate curve and
stabilising global economy, due to its asset growth potential backed by its Asian focus and strong funding
capability, as well as its low loan-to-deposit ratio. Asia contributed 89% of the firm’s pre-tax profits in 17A.
The company’s Asia regional operations NIM remained the third-highest among its five operating regions
and its NPL ratio in Asia remained the lowest among the five regions. HSBC’s CAR as of end-2017 remains
the highest among global peers, mainly due to its capital-light retail business, which is the core of its
funding capability.

Valuation premium. We expect HSBC's strong capital position and prudent track record to support a larger
valuation premium. Backed by strong surplus capital, HSBC has always been generous in dividend
distribution and aims to maintain a stable dividend at US$0.51 annually for the foreseeable future.

Maintain Outperform. We revise down our EPS forecasts from USS0.65 to US$0.54 in 18E (+14% YoY) and
from USS$0.70 to USS$0.61 in 19E (+12% YoY). Currently HSBC is trading at 1.3x 18E PB, as compared to a
peer average of 1.1x 18F PB. In light of its improving fundamentals and enlarging valuation premium, we
raise our target valuation from 1.40x to 1.45x 18E PB and revise up our target price from HK$88.22 to
HK$90.86. With 11.4% upside, we maintain Outperform rating.



E?—) é:‘.ﬁ(s February 22, 2018 Financials | Company Research

Appendix

Figure 1: Income Statement Forecast

USDm 2007 2008 2009 2011 2012 2013 2014(E)  2015(E)  2016(E) 2017 2018(E)  2019(E)
Interest Income 92,359 91,301 62,096 58,345 63,005 56,702 51,192 50,955 47,189 42,414 41,530 44,449 47,786
Interest expense (54,564)  (48,738)  (21,366)  (18,904)  (22,343)  (19,030)  (15,653)  (16,250)  (14,658) (12,601)  (13,363) (14,221)  (15,224)
Net interest income 37,795 42,563 40,730 39,441 40,662 37,672 35,539 34,705 32,531 29,813 28,167 30,228 32,563
Fee and commission

income 26,337 24,764 21,403 21,117 21,497 20,149 19,973 19,545 18,016 15,669 14,886 15,630 16,411
Fee and commission

expense (4,335) (4,740) (3,739) (3,762) (4,337) (3,719) (3,539) (3,588) (3,311) (2,892) (2,747) (2,885) (3,029)

Net fee and commission income 22,002 20,024 17,664 17,355 17,160 16,430 16,434 15,957 14,705 12,777 12,138 12,745 13,382

Other operating income 27,804 25,984 20,237 23,218 25,639 28,443 26,364 23,931 23,856 17,246 5,002 5,003 5,004
Operating income 87,601 88,571 78,631 80,014 83,461 82,545 78,337 74,593 71,092 59,836 45,307 47,976 50,949
Operating expense (47,650)  (55,988)  (46,845)  (49,455)  (52,726)  (57,142) (52,248)  (54,594)  (51,060) (51,678)  (31,715)  (33,104)  (34,645)
Business tax

and surcharges 0 0 0
Operating profit

before provisions 39,951 32,583 31,786 30,559 30,735 25,403 26,089 19,999 20,032 8,158 13,592 14,873 16,304
Provision for

impairment losses (17,242)  (24,937) (26,488)  (14,039) (12,127 (8,311) (5,849) (3,851) (3,721) (3,400) (2,611) (2,215) (2,034)
Share of profits of an associate 1,503 1,661 1,781 2,517 3,264 3,557 2,325 2,532 2,556 2,354 2,354 2,354 2,354
Profit before tax 24,212 9,307 7,079 19,037 21,872 20,649 22,565 18,680 18,867 7,112 13,335 15,012 16,624
Income tax (3,757) (2,809) (385) (4,846) (3,928) (5,315) (4,765) (3,975) (3,771) (3,666) (2,667) (3,002) (3,325)
Minority interest 1,322 770 860 1,032 1,147 1,307 1,596 1,590 2,524 2,147 985 1,000 1,000
Net profit attributable

to equity holders of the bank 19,133 5,728 5,834 13,159 16,797 14,027 16,204 13,115 12,572 1,299 9,683 11,010 12,299

Source: Company, SWS Research

Figure 2: Balance sheet forecast

USDm 2007 2008 2009 2017 2018(E)

Assets

Cash and Balance

with central bank 21,765 52,396 60,655 57,383 129,902 141,532 166,599 129,957 98,934 128,009 131,849 137,123 143,979

Cash/balances/Placements
with banks and other

financial institutions 261,036 175,127 203,639 233,400 210,117 182,592 330,977 306,463 270,834 285,331 296,671 263,292 240,428
Loans and advances

to customers 981,548 932,868 896,231 958,366 940,429 997,623 992,089 974,660 924,454 861,504 895,964 940,762 987,800
Investments 770,532 756,097 827,720 822,818 800,909 882,763 767,547 748,697 721,544 701,067 715,088 750,843 788,385
Non-interest-bearing assets 319,385 610,977 376,207 382,722 474,222 488,028 414,106 474,362 393,890 399,075 411,933 422,526 436,375
Total 2,354,266 2,527,465 2,364,452 2,454,689 2,555,579 2,692,538 2,671,318 2,634,139 2,409,656 2,374,986 2,451,506 2,514,546 2,596,968
Liabilities

Deposits/Placements
from banks and other

financial institutions 154,746 152,674 148,069 136,304 142,489 137,309 282,857 218,522 168,819 186,102 208,095 213,447 220,443
Deposits from customers 1,096,140 1,115,327 1,159,034 1,227,725 1,253,925 1,340,014 1,361,297 1,350,642 1,289,586 1,272,386 1,310,558 1,362,980 1,431,129
Debts issued 246,579 179,693 146,896 145,401 131,013 119,461 104,080 95,947 88,949 65,915 65,915 65,915 65,915
Trading and Derivative

liabilities 587,912 809,299 595,868 647,501 718,496 756,187 570,393 607,394 525,933 523,132 523,132 523,132 523,132
Non interest-bearing

liabilities 133,473 170,243 178,924 142,843 143,563 156,438 162,232 161,656 138,851 144,873 161,994 166,160 171,606
Total 2,218,850 2,427,236 2,228,791 2,299,774 2,389,486 2,509,409 2,480,859 2,434,161 2,212,138 2,192,408 2,269,694 2,331,633 2,412,225

Shareholders' equity

Share capital 5,915 6,053 8,705 8,843 8,934 9,238 9,415 9,609 9,842 10,096 10,096 10,096 10,096
Reserves 41,148 6,849 32,782 41,474 37,923 45,657 43,728 43,694 34,642 28,495 31,790 37,997 44,990
Retained Earnings 81,097 80,689 86,812 97,350 111,868 120,347 128,728 137,144 143,976 136,795 133,719 129,612 125,450
Total shareholders'

equity 128,160 93,591 128,299 147,667 158,725 175,242 181,871 190,447 188,460 175,386 175,605 177,706 180,536
Minority Interests 7,256 6,638 7,362 7,248 7,368 7,887 8,588 9,531 9,058 7,192 6,207 5,207 4,207

Total shareholders’
equity and liabilities 2,354,266 2,527,465 2,364,452 2,454,689 2,555,579 2,692,538 2,671,318 2,634,139 2,409,656 2,374,986 2,451,506 2,514,546 2,596,968

Source: Company, SWS Research

Please refer to the last page for important disclosures
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The 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 analyst, the Company or the group
company(ies). A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making activities for
any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company serving as an
officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv) do not, presently or
within the last 12 months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered as the
Securities Analyst. | hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate
information is used in this report. | am also responsible for the content and opinions of this report. | have never been, am not, and will not be compensated directly
or indirectly in any form for the specific recommendations or opinions herein.

Disclosure with respect to the Company

The company is a subsidiary of ShenwanHongyuan Securities. The company is a qualified securities investment consulting institute approved by China Securities
Regulatory Commission with the code number ZX0065.

Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market trends of
securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, etc. by issuing
securities research reports solely to its clients.

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials or log into www.swsresearch.com for the analysts' qualifications, the arrangement of the quiet period and the affiliates’ shareholdings.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report, we
define the terms as follows:

Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period.

BUY: Share price performance is expected to generate more than 20% upside over a 12-month period.

Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period.

Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period.

Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period.

SELL: Share price performance is expected to generate more than 20% downside over a 12-month period.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the report,
we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Equal weight: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative rating
method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, such as their
portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and information and shall
not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The industry classification is available
at our sales personnel if you are interested.

HSCEI is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of ShenwanHongyuan Securities, hereinafter referred to as the “Company”). The
Company will not deem any other person as its client notwithstanding his receipt of this report.

This report is based on publicinformation, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The materials,
tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale or purchase
of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions, which
are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations if they so
wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports which are
inconsistent with the materials, opinions and estimates contained herein.

Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any consulting
services.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any event, the company
will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or losses of securities investment
is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute personal advice for individual clients. The
Company does not ensure that this report fully takes into consideration of the particular investment objectives, financial situations or needs of individual clients.
The Company strongly suggests the clients to consider themselves whether the opinions or suggestions herein are suitable for the clients’ particular situations; and
to consult an independent investment consultant if necessary.

Please refer to the last page for important disclosures Page 2
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Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under no
circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to the risks
and exposures of the market via investment.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this
report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report. Unless
otherwise indicated in writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the Company in
writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means, or be used in any other ways
which will infringe upon the copyrights of the Company. All the trademarks, service marks and marks used herein are trademarks, service marks or marks of the
Company, and no one shall have the right to use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the Hong
Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within Article 49(2)(a)
to (d) (“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant Persons”). This
document is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any of its contents.

Distribution in Singapore

If distributed in Singapore, this report is meant only for Accredited Investors and Institutional Investors as defined under Section 4A of the Securities and Futures
Act of Singapore. If you are not an Accredited Investor or an Institutional Investor, you shall ignore the report and its contents. The Singapore recipients of the
report are to contact the Singapore office of ShenwanHongyuan Singapore Private Limited. at 65-6323-5208, or 65-6323-5209 in respect of any matters arising from,
or in connection with, the report.
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