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. Banking and related financial services

SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30™ JUNE 2008

Interim Results Highlights

RMB million Vs 1H2007 (%) Vs 31/12/2007 (%)
e Net interest income 24,125.0 +64.2%
e Non-interest income 4,662.0 +63.1%
e Total operating income 28,787.0 +64.0%
e Operating expenses (10,306.0) +47.9%
e Operating profit before impairment losses 18,481.0 +74.6%
¢ Impairment losses on loans and advances (1,392.0) -8.5%
o Profit before taxation 17,122.0 +90.1%
e Taxation (3,877.0) +34.3%
e Attributable profit to equity holders 13,245.0 +116.4%
e Total loans 742,660.0 +18.0% +10.3%
e Total deposits 1,046,626.0 +23.9% +10.8%
e Total assets 1,395,791.0 +25.9% +6.5%
e Basic EPS (RMB) 0.90 +114.3%
e Interim DPS (RMB) 0.00 Unchanged
Selected Ratios 1H2008 1H2007 FY2007
e Net interest margin 3.66% 2.96% 3.11%
e Cost-income ratio 35.8% 39.70% 40.8%
e Return on average assets 1.96% 1.20% 1.36%
e Return on average equity 36.4% 21.40% 24.8%
e NPL ratio 1.25% 1.66% 1.54%
e NPL COverage ratio 216.1% 170.00% 180.4%
e Loan-deposit ratio 71.0% 74.50% 71.3%
e Capital adequacy ratio 10.4% 10.62% 10.3%

1HO08 results exceeded market expectations China Merchants Bank (CMB)’'s 1HO8 earnings came
in at RMB13,245m (EPS: RMBO0.90), representing 116% y-o-y growth, higher than the consensus
forecasts of RMB12,538m. Key highlights were the strong NIM expansion to 3.66% in 1HO8, continued
asset quality improvement and positive y-o-y growth in fee income despite the drop in stock market
related fees.

Widened NIM The bank recorded a 55bp expansion in NIM from 2007 levels. The widened NIM was
primarily due to four factors: 1) the central bank raised the prime rate a number of times; 2) the interest
rate of demand deposits remaining more or less the same; 3) the higher proportion of demand deposits
relative to total deposits, and 4) wider net interest spread between deposit and loan.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein.
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Healthy loan growth CMB’s loan book grew by 10.3% h-o-h during 1H08. Corporate loans totalled
RMB497,614m , 11.61% more than at the end of 2007, and accounted for 67.0% of total loans. On the
other hand, affected by the state’s macroeconomic control measures and tight monetary policy, retail
loan business slowed down. As of 30 June 2008, retail loans amounted to RMB190,034m, a 8.57%
increase compared to the end of 2007. Residential mortgage loans grew only 5.4% h-o-h while
accounts receivable at the credit card business increased 17.7% h-o-h. Retail loans accounted for
25.6% of total loans as of 30 June 2008, down 0.41% from the end of last year because of a credit
crunch in the country’s residential mortgage loan market.

Growth momentum in non-interest income maintained Non-interest income posted a strong growth
of 63.1% y-0-y. Such an increase was primarily attributable to increases in bank cards fees and trust
services fees, up 64.6% and 1,069% (or 10.7x), respectively. However, wealth management agency
fees were weak, down 32.9% y-0-y, due to the unfavourable A-share equity markets.

Enhanced cost efficiency Operating expenses increased by 47.9% y-o-y in 1H08, due to a 58.7%
jump in staff costs (53.9% of total operating costs) on increased headcounts (an addition of 1,782
employees, mainly for retail banking, including credit card business) and performance-based bonus.
Business tax and surcharges increased by 53.9%, in line with the overall growth of business
development. Deprecation and rental expenses increased 27.1% while G&A expenses increased by
31.5% amid rapid business expansion. Despite the surge in operating expenses, the stronger
operating income growth (+64.0% y-0-y) led to an improvement in the bank’s cost-to-income ratio to
35.8% in 1HO8, compared with 39.7% in 1HO7.

Continued loan quality improvement CMB’s asset quality remains benign. Both NPLs and overdue
loans recorded ‘double-decline’. NPL amount fell by 11% h-o-h and NPL ratio declined 0.29% to
1.25%; while overdue loans also dropped 5.8% h-o0-h and overdue ratio fell 0.20% to 1.2%. Provision
coverage ratio continued to rise further to a highly conservative 216%.

Profitability improved but inadequate CAR after WLB deal CMB’s saw its ROA and ROE jump to
1.96% and 36.4% respectively for 1H08. Meanwhile, the bank’s CAR stood at 10.4% and core CAR
was 8.83% as of 30 June 2008. CMB revealed that it planned to raise around RMB30bn of debts for
the acquisition of Wing Lung Bank (WLB) in order to maintain the CAR.

Investments in debts issued by Fannie Mae and Freddie Mac CMB disclosed that it had US$255m
Fannie and Freddie debt securities exposure, representing 0.1% of total assets. It consists of
US$110m Fannie senior debt, US$70m Freddie senior debt and US$75m MBS guaranteed by the two
companies. Contrary to the market's loss estimation on the aforesaid debts, CMB even recorded a
US$0.83m MTM gain in 1HO8.
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Outlook & Prospects

Slowdown in retail business CMB has the leading retail banking franchise in China. However, the
profit contribution from CMB'’s retail banking business only grew 7.5% y-o-y, while that from corporate
banking jumped 58.5% y-0-y. We believe CMB’s retail banking development strategy will face a
challenge amid weak demand for mortgage loans.

Debt financing proposed CMB said on 12" June that it planned to raise as much as RMB30bn to
bolster capital after the acquisition of WLB. The management said the fund-raising plan would enable
the bank to maintain a capital adequacy ratio of about 10%. Since a higher interest rate is required on
CMB'’s low credit rating, NIM will come under pressure accordingly.

Contraction of NIM in 2HO08 and FY09 Even though the NIM rose from 2.96% in 1HO7 to 3.66% in
1HO08, CMB expressed its concern on its NIM decline in 2H08 amid a shift of capital from the stock
market to fixed deposits and uncertain rate policies. Therefore, it is expected that the 2H08 margin will
fall modestly, narrowing the full-year NIM in FY08. Moreover, fully-integrated WLB with a lower NIM
(1.81% in FY07) and the fund-raising plan of RMB30bn subordinate debt, are likely to drive down the
NIM further in FY09.

Wing Lung Bank deal CMB is acquiring WLB at an expensive price of 3.1x WLB’s 1Q08 Price-to-
book. Management expected WLB to provide revenue synergies but we believe such benefits would
not be material in short-term. Given WLB'’s sizeable scale and it is the first overseas bank that CMB
has ever acquired, CMB would face a huge challenge in managing the merger over the long term. In
addition, CMB's agreement of not cutting staff within the first 18 months after the merger would hinder
the integration process. Therefore, potential revenue / cost synergies are not likely to happen in the
near-term.

Reiterate Hold on rich valuations A strong retail-banking franchise, good earnings momentum and
high ROE have been the major appeals for CMB. Despite these positives, valuations of 3.6x FYO8E
PB and 13.3x FYO8E PE look rich, particularly when compared with its closest rival China CITIC bank
(1.6x FYO8E PB, 11.7x FYO8PE). The slowing growth of the retail banking business will also weaken
CMB's high valuation base. We therefore maintain our “Hold" rating for the counter.

Recommendation: Hold
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Appendix |
I. Comparison of China Merchants Bank’s loan book: 30/06/2008 vs 31/12/2007
Loans-by industry 30™ Jun, 2008 Up/(down) 31° Dec, 2007
RMB million RMB million

Fixed asset loans 95,231 +28.6% 74,045
Other corporate loans 402,383 +8.2% 371,820
Residential mortgage loans 138,214 +5.4% 131,138
Automobile loans 2,352 +21.2% 1,940
Credit card 25,087 +17.6% 21,324
Other retail loans 24,381 +18.2% 20,624
Discounted bills 55,012 +5.2% 52,276

742,660 +10.3% 673,167
Il. China Merchants Bank’s pre-tax profit breakdown by businesses
Pre-tax profit by businesses Breakdown
(RMB million) 1H2008 1H2007 y-0-y (%) 1H2008 1H2007
Corporate banking 7,970 5,028 +58.5% 46.5% 55.8%
Retail banking 2,870 2,669 +7.5% 16.8% 29.6%
Treasury operations 6,096 1,218 +400.5% 35.6% 13.5%
Others 186 92 +102.2% 1.1% 1.0%
Total pre-tax profit 17,122 9,007 +90.1% 100.00% 100.00%
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Breakdown of loan book of China Merchants Bank

Appendix Il

Breakdown of Loan Book as of 30/6/2008
Total customer advances: RMB742,660 million

Other retail loans Fixed ]l
Credit card 33% Discounted bills Ixed assetioans

12.8%
3.4% 7.4%

Automobile loans
0.3%

Residential
mortgage loans
18.6%

loans
54.2%

Other corporate

Breakdown of Loan Book as of 31/12/2007
Total customer advances: RMB673,167 million

) Other retail loans
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect his/her
personal views. The analyst also certifies that no part of his/lher compensation was, is, or will be,
directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or persons
associated with any of them may from time to time have interests in the securities mentioned in this
report. BEA and its associates, its directors, and/or employees may have positions in, and may effect
transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.




