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Hua Xia Bank (600015 cH)

Initiating coverage: 1H21 incremental profit grew faster and
asset quality continued to improve

Hua Xia Bank is restructuring its retail finance model under a three-step
strategy as it moves toward becoming a wealth management bank. 1H net
profit lifted 17.6% yoy, 6.96ppt above 1Q21 growth. Asset quality continued
to improve while asset expansion slowed. We initiate coverage with an
ACCUMULATE call on this stock and a target price of RMB6.86.

Credit impairment accrual declined yoy and profitability accelerated

1H21 revenue increased 1.12% yoy, up 1.05ppt from 1Q21, and net profit increased 17.6% yoy,
6.96ppt more than in 1Q21. Net profit grew faster than revenue, mainly due to a decrease of 14.17%
yoy in the provision of credit impairment losses.

1H21 NIM decline narrowed; higher proportion of medium and long-term loans

Net interest margin (NIM) was 2.41% in 1H21, down 18bp yoy from full-year 2020 and down 4bp
from 1Q21. 1H yield on interest-bearing assets fell 10bp from full-year 2020, with yields on major
loans down 16bp.

The average balance of loans with relatively high 1H returns as a percentage of interest-bearing
assets increased 0.54ppt to 62.93% vs the whole of last year. The bank focused on its commercial
and investment banking model. It launched an annual review loan product designed to provide
medium and long-term financing for manufacturing customers, and accelerated the provision of
medium and long-term loans. In terms of average loan balance in 1H, the proportion of medium and
long-term loans increased 4.35ppt to 65.56% from the whole of 2020. Of the average loan balance,
retail sales rose 1.77ppt to 29.02% from 2020, with more retail investment in housing-related loans.

The bank strengthened asset and liability management, focused on expanding low-cost debt
sources and reducing deposit costs. Deposit cost ratio was 1.86% in 1H, down 0.05ppt yoy and
down 0.02ppt from 2020.

Asset quality continued to improve and asset expansion slowed

At the end of 2Q21, the non-performing loan (NPL) ratio decreased 1bp qoq to 1.78% and the focus
rate decreased 10bp to 3.27%, reducing the pressure on hidden NPL generation. The overdue rate
at the end of 2Q increased 8bp to 2.04% from the end of 2020. Provision coverage decreased
4.21ppt qoq to 157.4%.

The bank stepped up efforts in risk resolution. In retail loans, NPL ratio at the end of 2Q fell 10bp
from the end of 2020. In corporate loans, NPLs were mainly concentrated in the manufacturing,
wholesale and retail industries. At the end of 2Q, total NPL balance in the two segments accounted
for 43.55% of total NPLs, a decrease of 4.90ppt from the end of 2020, and NPL ratio decreased 5bp
and 82bp respectively from 2020. In terms of regional distribution, the Beijing-Tianjin-Hebei, central-
eastern and northeastern regions had more risk exposures. NPL ratio in Beijing-Tianjin-Hebei
dropped 5bp to 2.78% from the end of 2020. Affected by the consumer vs public sector NPL
generation differential, NPL ratio in northeast China increased 45bp from the end of 2020.

The expansion of the bank's assets slowed down and credit lending slowed down. At the end of 2Q,
total assets increased 7.72% yoy, 3.91ppt lower than 1Q21, with loans and advances shrinking
4.40ppt to 6.16%. At the end of 2Q, core Tier 1 capital adequacy ratio fell 4bp qoq to 8.62%, with
asset expansion under some pressure.

Valuation and risks

Under the bank's new five-year development plan, the retail business would serve as a stabilizer for
its business development and provide a new growth engine. In 1H21, retail AUM increased 8.02%
from the end of 2020. The bank comprehensively promoted the restructure of retail finance based
on its three-step strategy toward becoming a wealth management bank. We forecast profit growth
of 8.38%/9.21%/9.37% in 2021/22/23E, given our 0.45x PB target valuation in 2021E, with our
corresponding target price at RMB6.86. We initiate coverage with an ACCUMULATE rating. Risks
include: pandemic resurgence; economic downturn exceeding expectations; policy regulation
releases exceeding expectations; and fluctuations in asset quality.

TFI Asset Management Limited is a division of TF Group, which does and seeks to do business with companies covered in its research reports. As a result,
investors should be aware that the TF| Asset Management Limited 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. Please read the disclosures and disclaimer at the end of report.

10 September 2021

Initiation of coverage

ACCUMULATE

Target price: RMB6.86
Share price (9 Sep): RMBS5.77
Up/downside 18.9%

Company information

52wk High (11/30/2020) 6.75
52wk Low (07/30/2021) 5.42
P/E (Trailing 12m) 3.87
Dividend Yield 522
Price to Book Ratio 0.39
Price to Sales Ratio 0.93
EV / Trail 12M EBITDA -
Shares Outstanding (m) 15,387.2
Market Cap (RMBm) 88,784.3
Source: Wind

Financial summary
21E  22E  23E
Revenue (RMB100m) 1,007 1,074 1,154

Growth rate (%) 570 658 745
Earnings (RMB100m) 231 252 275
Growth rate (%) 838 921 937
EPS (RMB) 150 164 179
PIE 386 353 323
P/B 0.38 036 035

Source: Tianfeng Securities estimate
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TFI Asset Management Limited would like to
acknowledge the contribution and support
provided by Guo Qi Wei (ZF-E7%) and Fan
Qing Lin (7Z7&#£), employees of Tianfeng
Securities Co., Ltd.

The target price of Hua Xia Bank (600015 CH) is
forecasted by TFI Asset Management Limited based
on current information. The target price may fluctuate
with reference to market fluctuations or other relevant
factors. TFI Asset Management Limited may release
publications which are inconsistent with the opinions,
speculations, and predictions contained herein.

TFI Asset Management Limited
(CE No.: ASF056)



Hua Xia Bank (600015 CH)

10 September 2021

B 1. EEBTEW. PPOP KILERIF LLH5H

- =11 9N IREEIRGE —o— 3REAE
45%
35% A
25% -
.
55, | /‘.’.\"

=)

5% T~

5% A \/./’

-15% -

18-12 19-06 19-12 20-06 20-12 21-06

VORIRIE: WIND, % MUIE S5 5 B

B 3: EEETRIFELIIML ROE Al ROA

—— RITHFIIMROE
13% BEiHEYROA (A) - 0. 9%
12% R
L 0. 8%

11% -

10% - L 0. 7%
9% - L 0. 6%
8% -

0. 5%
7% -
6% T T T T O. 4%
18-12  19-06  19-12  20-06  20-12  21-06

BORIRIE: WIND, R RUIEZ:HE 7C
B 5. REBRTRINEEE (BBEE) VS 77y

- EART e HElRT ——%ERT

2.6%
2.4% A
2.2%
2.0% A

1.8% -
1.6% -

1.4%

1812 1906 19412 2006 2012  21-06

BUREARE: WIND, R XUEZRBIT T

B 2. HERTISR T FLE VS, 178 4K

—— AR T BhHEIRGT —e—EERT
20% 1

15% -
10% - ~
5% /—H_\/—o—oﬁ
0%

-5%
-10% -
-15%

18-12 19-06 19-12
ZORIRIE: WIND, K RGIEFHT 7T A

20-086 20-12  21-06

K 4: LERITHEHEA&IE BB Rt F Lt

et 1SV PN a5
80% - e BT NG
—0—FEERNAS SN\ BELIEE
60% -
40% A
20% -
0% -t
-20% -
-40% -
1812 1906  19-12  20-06  20-12  21-06
BRIV : WIND, R JXGIEZ:HT 5t i
B 6: EEHUTRIHEERIRIR T BARRAR
—a—- 4 EATESE HERERAER

6% - ——ZihEEE

5% 1

» u-__.___-—l—n————""—'

3% 1

2% J.__.__._,._..,_o—o—of’k'.—o

1%

0% : : : : :
18-12 18-06 19-12 20-06 20-12 21-06

BORERIR: WIND, R RUIEZBFFE P




Hua Xia Bank (600015 CH)

10 September 2021

B 7: EHTARGKE VS, 7k

2.2% A
2.0% A
1.8% -
1.6% A
1.4% A
1.2% A

e, N — —

ART Relnfs —o—HERGT

1.0%

18-12

19-06 19-12 20-06 20-12 21-06

FRRIE: WIND, R KGEFF 7T HT

B 9. HERITARF+REE VS, Tk

7.00%
6.50%
6.00%
5.50%
5.00%
4.50%
4.00%

ARFLER ——HIRTART+ TR

18-12

19-06 1912 20-06 2012  21-06

ZORLRIE: WIND, RKGESHECHT

B 11: HERF. FREERLSE

30% 1

25%

20% A

15%

10%

5% 4

—a— SR FRSERE

—-— fREEEK

- - - AR

0%

18-12

19-06 18-12 20-086 2012 21-06

BUREARUE: WIND, R RGEZRBTFE

B 8: EMTIER, @H 90 REL_EHF/A R
AT A0 RERR
TR ()

—o— SR ETEERA (B) - 5%

170% - -4y

3y

120% - - 2%

1%

70% . . - . ]
1812 19-06 1912 2006  20-12 2106

ZORIRIE: WIND, K RGIEFHT 7T B

K 10: LRBTREEDE VS. Tk

- BRGT —-ROHBLRG —e—ERG
350% -
300% -
250% -
2A00% —u s g ++"
150% W
.100% T 1 T T T
1812 19-06  19-12  20-08  20-12  21-08

ZORIKIE: WIND, R XIEZ=HIFFE BT

B 12: SEETERTATLE
— 80— BU—REATEE

—RAAFEER
18% - —o—BJATEER
BlsRTE O —REATRER
14% - M
12% A
o WH
8%

18-12 19-08 19-12 20-06 20-12 21-06

BORERIR: WIND, R RUIEZRBF 7L




Hua Xia Bank (600015 CH)

10 September 2021

RMB (100m) 2019 2020 2021E 2022E 2023E 2019 2020 2021E 2022E 2023E
Income statement Growth related to earnings
Net interest income 646 820 861 912 976  Net profit 5.0% -2.9% 8.4% 9.2% 9.4%
Fee and commission income 180 106 116 128 141 PPOP 21.1% 16.7% 1.6% 2.7% 3.1%
Other income 22 28 31 34 37 Profit before tax 2.9% -1.5% 6.9% 9.2% 9.4%
Revenue 847 953 1007 1074 1154 Revenue 17.3% 12.5% 5.7% 6.6% 7.5%
Business Taxes and Surcharges 8.90 10.76 11.37 1212 13.03  Interestincome 25.3% 27.0% 5.0% 6.0% 7.0%
Administration expenses 259 266 310 356 413 Fee and commission income 1.5% -41.4% 10.0% 10.0% 10.0%
Net operating income before impairment 579 676 687 705 727  Operating fee 10.1% 2.7% 16.3% 15.1% 16.0%
allowances
Impairment allowances 304 404 396 388 381
Profit before taxation 276 272 290 317 347  Growth related to net assets
Income Taxes 54 56 60 65 71 Interest-bearing assets 27.3% 12.2% 11.5% 10.8% 11.1%
Net Profit 219 213 231 252 275 Advances 16.8% 12.6% 8.0% 8.0% 8.0%
Interbank assets -1.3% 25.7% 15.0% 15.0% 15.0%
Balance Sheet Investment in securities 62.6% 11.8% 12.0% 11.0% 10.0%
Advances 18726 21090 22777 24599 26567  Other assets -21.1% 36.9% 11.5% 10.8% 5.3%
Interbank assets 634 798 917 1055 1213 interest-bearing liabilities 15.1% 13.0% 7.4% 7.4% 7.5%
Investment in securities 8994 10052 11258 12496 13746  Deposits from customers 12.0% 9.9% 9.0% 9.0% 9.0%
Interest-bearing assets 29780 33413 37255 41279 45861 Interbank liabilities 8.8% -54.4% 15.0% 15.0% 15.0%
Non interest-bearing assets 428 585 653 723 761  Equity 23.1% 4.9% 17.0% 11.8% 10.0%
Total assets 30208 33998 37908 42002 46622
Deposits from customers 16713 18370 20024 21826 23790 Deposit structure
Other interest-bearing liabilities 10474 12360 12978 13627 14308 Current deposit 45.2% 45.4% 45.3% 45.2% 45.0%
Non interest-bearing liabilities 328 441 1599 2850 4456  Fixed deposit 36.6% 44.4% 44.6% 44.7% 44.8%
Total liabilities 27515 31172 34600 38303 42554 Other Current assets 10.5% 9.9% 10.1% 10.1% 10.2%
Equity 2693 2827 3307 3699 4068
Loan structure
Indicator per share 17.50 18.37 19.35 24.04 26.44  Corporate loans 65.8% 66.0% 66.0% 66.0% 66.0%
EPS 1.42 1.38 1.50 1.64 1.79  Individual loans 26.9% 28.2% 34.0% 34.0% 34.0%
Pre-Provision Operating Profit / share 3.76 4.39 4.46 4.58 473
Net asset / share 13.49 14.34 15.24 15.88 16.38 Assets quality
Assets / share 196.32 220.95 246.36 272,97 302.99 NPL 1.83% 1.80% 1.78% 1.77% 1.76%
PIE 4.1 42 3.9 35 32 Pass, 9461%  94.77%  9480%  94.82%  94.84%
P/PPOP 1.5 1.3 1.3 1.3 1.2 Special Mention 3.56% 3.43% 3.42% 3.41% 3.40%
P/B 0.4 0.4 0.4 0.4 0.4  Substandard 0.73% 0.77% 0.77% 0.76% 0.75%
PIA 0.0 0.0 0.0 0.0 0.0 Doubtful 0.61% 0.66% 0.65% 0.65% 0.65%
Loss 0.49% 0.37% 0.36% 0.36% 0.36%
Interest indicators Provision coverage 141.92% 147.22%  160.00% 170.00%  185.00%
NIM 2.24% 2.59% 2.15% 2.14% 2.13%
Spread 2.10% 2.48% 2.12% 2.11% 2.10% Capital
Loan interest 4.96% 5.34% 4.25% 4.25% 4.25%  Capital adequacy ratio 13.89%  13.08%  12.89%  1254%  12.01%
Deposit rate 1.85% 1.88% 1.50% 1.50% 1.50%  Core capital adequacy ratio 9.25% 8.79% 8.60% 8.38% 8.25%
Yield on Interest-bearing assets 4.46% 4.66% 3.70% 3.70% 3.70% Debt to Asset Ratio 91.08% 91.69%  91.28%  91.19%  91.27%
Capital cost of interest-bearing liabilities 2.36% 2.18% 1.58% 1.59% 1.60%
Others
Profitability Share capital (100m) 153.87 153.87 153.87 153.87 153.87
ROAA 0.78% 0.67% 0.62% 0.64% 0.67%
ROAE 10.61% 8.64% 8.13% 8.52% 9.10%
PPOP 1.92% 1.99% 1.81% 1.68% 1.56%

Source: Company data, Tianfeng Securities estimate
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Disclaimer

Analyst Statement

Each research analyst identified in this publication certifies that all of the views expressed in this publication by such analyst accurately reflect the personal views of each such analyst about the
subject securities and issuers. In addition, each research analyst identified in this publication certifies that no part of the analyst’s compensation was, is or will be, directly or indirectly related to
the specific investment recommendations or views expressed in this publication, nor is it tied to any specific investment banking transactions performed by Tianfeng Securities Co., Ltd or any
other affiliates and subsidiaries globally.

General Disclosures

The term "TF Group" used in this publication refers to Tianfeng Securities Co., Ltd. and its affiliates and subsidiaries globally, including TFI Asset Management Limited (CE No.: ASF056). This
publication and all materials contained in it has been prepared by the TF Group and, if applicable, with the contributions of one or more TF Group entities whose employees are specified on
page 1 or identified elsewhere in the publication.

The contents contained in this publication is confidential and only for the use of clients of TF Group. TF Group will not deem a recipient as its client by reason only of their receiving this publication.
Information herein has been obtained from sources believed to be reliable, but TF Group does not warrant its accuracy or completeness. The information and opinions contained herein are
provided for TF Group clients’ reference only and should not be construed as an offer to buy or sell or the solicitation of an offer to buy or sell the securities mentioned. The information and
opinions contained herein do not take into account the particular investment objectives, financial situation, or needs of any recipient. Under no circumstances shall the information contained
herein or the opinions expressed herein constitute a personal recommendation to anyone. TF Group clients are advised to make their own independent evaluation of the information contained
in this publication, consider their own individual investment objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business,
financial, tax and other aspects if necessary. TF Group shall not be liable in any manner whatsoever for any consequences of any reliance thereon or usage thereof. To the extent this material
is provided to any recipient, this material is provided solely on the basis that the recipient has the capability to independently evaluate investment risk and is exercising independent judgment in
evaluating investment decisions in that its investment decisions will be based on its own independent assessment of the opportunities and risks presented by a potential investment, market
factors and other investment considerations.

Opinions, speculations and predictions contained in this publication reflect opinions held, and speculations and predictions made, at the time of publication. Such opinions, speculations and
predictions are subject to change and may be amended without any notification. Unless stated otherwise, any performance data quoted represents past performance. Past performance shall
not be considered as a reliable indication of future performance. At different periods, TF Group may release publications which are inconsistent with the opinions, speculations and predictions
contained herein. No representation or warranty is made that any returns indicated will be achieved. Certain assumptions may have been made in the analysis which has resulted in any returns
detailed herein. Changes to the assumptions may have a material impact on any returns detailed.

TF Group’s salespeople, traders, and other professionals may provide oral or written market commentary and/or trading ideas that may be inconsistent with, and reach different conclusions
from, the recommendations and opinions presented in this publication. Such ideas or recommendations reflect the different assumptions, views and analytical methods of the persons who
prepared them, and TF Group is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this publication. TF Group’s asset
management area, proprietary trading desks and other investing businesses may make investment decisions that are inconsistent with the recommendations or opinions expressed in this
publication.

Special Disclosures

TF Group has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its research business. TF Group’s analysts and other employees who
are involved in the preparation and dissemination of research publications operate and have a management reporting line independent of TF Group’s Investment Banking business. Information
barrier procedures are in place between the Investment Banking, proprietary trading, and research businesses to ensure that any confidential and/or price sensitive information is handled in an
appropriate manner.

The analysts and/or Research Support named in the publications, as well as TF Group’s salespeople, traders, and other professionals, may have, from time to time, discussed with our clients,
including TF Group’s salespeople, traders, and other professionals, or may discuss in the publications, trading strategies that reference catalysts or events that may have a near-term impact on
the market price of the equity securities discussed in the publications, which impact may be directionally counter to the analysts’ published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analysts’ fundamental equity rating for such stocks as described herein.

To the extent permitted by applicable laws, TF Group may have positions in, and may effect transactions in securities of companies mentioned herein and may also perform or seek to perform
investment banking, financial consulting, financial products and various financial services for those companies. Therefore, TF Group’s clients should be aware that TF Group and/or its associated
person(s) may have a conflict of interest that could affect the objectivity of this publication and the opinions expressed herein. TF Group’s clients are advised not to rely on the opinions contained
in this publication when making any decision, including without limitation any investment decision.

Hong Kong: This publication is distributed in Hong Kong by TFI Asset Management Limited, which is regulated by the Securities and Futures Commission of Hong Kong (“SFC”) and is licensed
for the conduct of Regulated Activity Type 4 (Advising on Securities), Type 5 (Advising on Futures Contracts), and Type 9 (Asset Management) of Part V of the Securities and Futures Ordinance
(Cap. 571) (“SFO”). Queries concerning this publication from readers in Hong Kong should be directed to our Hong Kong sales representatives.

Singapore: This publication is distributed in Singapore by TFI Asset Management Limited. It is only intended for, and may be distributed only to, institutional investors in Singapore (as defined
in the Securities and Futures Act, Chapter 289 of Singapore). Recipients of this publication should not further distribute this publication to any person that is not an institutional investor.

United States of America: This publication is distributed in the United States by TFI Asset Management Limited pursuant to Rule 15a-6 under the United States Securities Exchange Act of
1934. Distribution is restricted to "Major U.S. Institutional Investors" only (as defined in Rule 15a-6. TFI Asset Management Limited is not a U.S. registered broker-dealer.

The analyst(s) listed on the first page of this publication is (are) not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (FINRA) and are not subject to
U.S. FINRA Rule 2711 restrictions on communications with companies that are the subject of this research report; public appearances; and trading securities by a research analyst.

Other Jurisdictions: The distribution of research publications in other jurisdictions may be restricted by law and such reports will be made available in other jurisdictions pursuant to the
applicable laws and regulations in those particular jurisdictions. The research publications are not directed to, or intended for distribution to or use by, any person or entity that is a citizen or
resident of or located in any locality, state, country or other jurisdictions where such distribution, publication, availability or use would be contrary to law or regulation.

Ratings Definitions

| tment Ratings

Category Description Ratings System

Stock investment ratings within 6 months from the report issuance date, Buy Expected relative return over stock price above 20%
increase or decrease relative to the Index of the  Accumulate Expected relative return over stock price between 10% and 20%
jurisdiction of the Stock in the same period Neutral Expected relative return over stock price between -10% and 10%

Sell Expected relative return over stock price below -10%

Industry investment ratings within 6 months from the report issuance date, Outperform Expected increase of industry index over 5%
increase or decrease relative to the Index of the ~ Neutral Expected increase of industry index between -5% and 5%
jurisdiction of the Industry in the same period Underperform Expected increase of industry index below -5%

Jurisdicti Index Used for Ratings Definitions

China Mainland CSI1300 Index

China-Hong Kong Hang Seng Index

China-Marco Hang Seng Index

USA Standard & Poor’s 500 Index

If not specifically stated otherwise the “yuan” mentioned in our report refers to RMB.

Copyright of the publications belong to TF Group. Any form of unauthorized distribution, reproduction, publication, release or quotation is prohibited without TF Group’s written permission.

Contact

TFI Asset Management Limited

11F, Nexxus Building, 41 Connaught Road Central, Hong Kong
Email: research_tfi@tfisec.com

Tel: 852 3899 7399
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