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SUMMARY OF THE FINAL RESULTS FOR THE YEAR ENDED 31°" DECEMBER 2010 |

Final Results Highlights

RMB million Vs FY2009 (%) Vs 30/06/2010 (%)
e Netinterest income 57,076 +41.4%
e Non-interest income 14,616 +31.3%
e Total operating income 71,692 +39.2%
e Operating expenses (32,634) +24.5%
e Operating profit before impairment losses 39,058 +54.5%
e Impairment losses on loans and advances (5,570) +81.3%
e Profit before taxation 33,343 +49.0%
e Taxation (7,574) +82.6%
e Attributable profit to equity holders 25,769 +41.3%
e Total loans 1,431,451 +20.7% +7.6%
e Total deposits 1,902,231 +18.0% +8.3%
e Total assets 2,402,507 +16.2% +5.3%
e Basic EPS (RMB) 1.23 +29.5%
e Final DPS (RMB) 0.29 +38.1%
e Total DPS (RMB) 0.29 +38.1%

Selected Ratios FY2010 FY2009 1H2010
e Net interest margin 2.65% 2.23% 2.56%
e Cost-income ratio 45.5% 50.9% 41.0%
e Return on average assets 1.15% 1.00% 1.21%
e Return on average equity 22.7% 21.2% 24.3%
e NPL ratio 0.68% 0.82% 0.67%
e NPL coverage ratio 302.4% 246.7% 297.6%
e Loan-deposit ratio 75.3% 73.5% 75.8%
e Capital adequacy ratio 11.5% 10.5% 11.6%

e FY10 results slightly missed market expectations China Merchants Bank (“CMB”) reported net
profit of RMB25,769m, up 41.3% y-o-y, slightly below market expectations of RMB25,887m. The lower
than expected earnings growth was mainly due to an 81.3% y-o0-y hike in provision charge, while
operating income actually grew by 39.2% y-0-y, representing strong core earnings growth. CMB
declared a FY10 cash dividend of RMBO0.29 per share, representing a payout ratio of 24%, versus 22%
in FY09 as to preserve the capital for meeting the CAR requirement.

This report has been prepared solely for information purposes and we, East Asia Securities Company Limited 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. This document is based upon information,
which we consider reliable, but accuracy and completeness are not guaranteed. Opinions expressed herein are subject to
change without notice. At the time of preparing this report, we have no position in securities of the company or companies
mentioned herein, while other Bank of East Asia Group companies may from time to time have interests in securities of the
company or companies mentioned herein.
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Interest income boosted by widened NIM Net interest income grew strongly by 41.4% y-o-y, the
biggest jump among HK-listed PRC banks. The increase was led by 20.7% y-0-y increase in loans and
42bps y-0-y widening in net interest margin (NIM). The fast NIM expansion was attributable to 45bps
increase in asset yield and 15bps decrease in liability yield.

Loan portfolio expanded 20.7% y-0-y Following strong growth of 64.2% in FYQ9, retail loans slowed
to 31.2% in FY10 and represented 33.8% of CMB's total loans and advances (FY09: 32.2%).
Corporate loans grew at even slower pace of 24.1% y-o-y to RMB870,515m, which accounted for
60.8% of total loan portfolio during 2010. As its loans and advances still outpaced the growth of
deposit, CMB'’s loan-to-deposit ratio was lifted to 75.3% as of 31/12/2010 from 73.5% a year earlier.

Fee income growth regained momentum Non-interest income was up 31.3% to RMB14,616m due
to broad-based growth in fee income, which regained its momentum in FY10 after the disappointing
performance in FY09. CMB’s main fee income contributors, namely bank card fees, settlement &
clearing fees and agency service fees, grew strongly by 42.7%, 28.6% and 23.6% y-0-y respectively.
“Other fee income” also surged by 82.61% y-0-y, which was mainly due to the rapid growth of financial
consultancy fee.

Improved cost efficiency The 24.5% increase in expenses were attributable to the increases in staff
cost (+26.1% y-0-y) as the bank recruited additional headcounts along with business expansion. Due
to a significant increase in net operating income against a steady rise in expenses, Cost-to-income
ratio accordingly fell to 45.5% from 50.9% a year earlier.

4.3% contribution from WLB Wing Lung Bank (WLB) continues to integrate well with CMB to record
52.5% y-0-y increase in consolidated after-tax profit which amounted to HK$1,349m, driven by 14.8%
y-0-y increase in net interest income and 11.6% increase in net fee income. Operating expenses of
WLB recorded a decrease of 10.70% y-0-y, primarily due to the additional provision made for the
Lehman Brothers Minibond incident in 2009. As at 31%' December 2010, the capital adequacy ratio and
core capital adequacy ratio of WLB stood at 14.87% and 9.65% respectively.

Unexpected jump in impairment losses Impairment losses on loans was RMB5,570m, representing
an increase of 81.3% y-o-y. While other peers mostly recorded lower provisions for 2010, the
surprising jump in CMB'’s loan provisions was attributable to higher provision rates for loans to local
government financing vehicle (LGFV) in 2010. CMB’s NPL balance was almost flat y-o-y at
RMB9,686m (but up 9.4% h-o-h) and the NPL ratio declined further to 0.68% at end-2010, thanks to
the enlarged loan portfolio. Coverage ratio remained the highest in the sector at 302.4%.

Capital position — the weakest link After the completion of RMB21.5bn rights Issue in April 2010,
CMB'’s core CAR improved to 8.04% at end-2010 (end-2009: 6.63%), but is still far below the industry
average of 10.1%. In terms of CAR, CMB’s 11.5% level is approaching the industry average of 12.2%.
With a lower capital level among peers, market is expecting the bank to further raise capital within this
year.

Qutlook & Prospects

Fee income business back on fast track After a disappointing 3.2% y-o-y growth in net fee income
during FY09, CMB's fee income regained momentum in FY10, driven by a rebound in agency fees and
bank card fees. This set of results should ease market worries that CMB was losing market share in
the bank card market and other fee income.

Management guidance for 2011 Management revealed that CMB’s NPL balance rose by RMB862m
(or 9.8% g-0-q) in 4Q10. The sudden jump in NPL was attributable to tighter classification standards
for LGFV (RMB240m), other corporate loans (RMB526m), mortgage loans (RMB86m) and credit cards
(RMB70m). Regarding the outlook in 2011, the tone was mostly positive, expecting higher NIM,
sustainable fee income growth, falling cost-to-income ratio and stable credit costs. In addition, CMB
reported a falling NPL balance in Jan and Feb 2011, after CMB adopted tighter classification standards
for the above-mentioned LGFV and retail loans as of end 2010.
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e Possible further fund raising Management used to suggest that CMB would not need to raise capital
for three years after the rights issue in April 2010. Nevertheless, CMB reported tier 1 of 8.04% at end-
2010 and its tier 1 is likely to fall below 8% once the dividend is paid. With a low capital level among
peers, the bank is likely to break its promise and request for capital raise again in the near future.

e Rich valuations CMB’s FY10 results showed all-rounded recovery in fundamentals and the earnings
momentum is likely to continue in FY11. Nevertheless, trading at 2.35x FY11E P/B and 11.3x FY11E
P/E, valuations of CMB are the highest among the H-share banks. In addition, CMB is believed to tap
the market again to bolster its capital position, which could be a near-term overhang on its share prices.
As such, we prefer CNCB (which has lower valuations) to CMB in the China banking sector.

Recommendation: Prefer China CITIC Bank (00998.HK)
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Appendix |
I. Comparison of China Merchants Bank’s loan book: 31/12/2010 vs 31/12/2009
Loans-by industry 31°" Dec, 2010 Up/(down) 31° Dec, 2009
RMB million RMB million

Corporate loans

Manufacturing 248,069 +29.3% 191,890

Transportation and logistics 128,401 +20.6% 106,456

Wholesale and retalil 106,654 +41.6% 75,310

Real estate 80,856 +27.1% 63,611

Power generation & supplies 61,466 -6.6% 65,797

Leasing and commercial services 49,899 +8.5% 45,978

Construction 33,348 +28.1% 26,027

Other corporate loans 97,519 +18.5% 82,293
Personal loans 484,032 +31.2% 369,015
Discounted bills 64,948 -36.7% 102,549
Loans outside China 76,259 +34.0% 56,896

1,431,451 +20.7% 1,185,822

Il. China Merchants Bank’s pre-tax profit breakdown by businesses
Pre-tax profit by businesses Breakdown
(RMB million) FY2010 FY2009 y-0-y (%) FY2010 FY2009
Corporate banking 25,391 12,708 +99.8% 76.2% 57.5%
Retail banking 6,400 2,196 +191.4% 19.2% 9.9%
Treasury operations 2,350 7,007 -66.5% 7.0% 31.7%
Others (798) 201 -497.0% (2.4%) 0.9%
Total pre-tax profit 33,343 22,112 +50.8% 100.00% 100.00%




: : BE A securities

EAST ASIA SECURITIES COMPANY LIMITED

I1l. Breakdown of loan book of China Merchants Bank

Breakdown of Loan Book as of 31/12/2010
Total customer advances: RMB1,431,451 million
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Breakdown of Loan Book as of 31/12/2009
Total customer advances: RMB1,185,822 million
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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.




