
 

Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with companies covered in its 
research reports. As a result, investors should be aware that the Firm 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. 
 

Citigroup Global Markets 

Asia Pacific │ Hong Kong 
Diversified Banks (GICS) │ Banks (Citi) 

Equities 

31 May 2012 │ 7 pages 

Bank of East Asia (0023.HK) 
Alert:  1H12 Pre-Blackout Management Meeting Takeaways  
 

 We met BEA management to discuss key trends YTD 2012; our sense is that loan 
growth and investment income can be affected by recent macro deterioration; but 
BEA achieved stronger-than-sector deposit growth in China. Management was also 
“confident” on CaixaBank’s relationship. Overall, we see improved clarity in 1H12 
results, operating profit can be in line or slightly below our 2012E run rate (affected 
by market valuation of investment security book), but exceptional gains via property 
disposal could buffer 2012E net profit.  

Key items 

 Net interest income – in line or slightly lower vs Citi estimates: Average interest 
earnings assets recorded single-digit growth ytd; we expect HK NIM up hoh but 
China NIM down hoh in 1H12; group NIM can be flat/moderate down hoh. Net 
interest income likely reach single digit (Citi pre-meeting base case 8% 2012E). 
China NIM was dragged by lower interbank rates and discounted bill rates, but loan 
yields largely maintained from late 2011 levels. Group loan growth could be in line 
with Citi estimates (7.9% 2012E), but we see our estimate below Street consensus. 

 China deposit growth – stronger than expected: We expect BEA China achieved 
solid single-digit growth YTD, which is faster than China sector growth. 
Management attributed drivers for deposit growth to increased cross-border 
facilities, domestic trades and cash management services; and BEA China likely 
maintained a comfort range within 68-72% loan-to-deposit ratio. We expect this may 
allow the group B/S to grow faster than expected, and increase the China mix, but 
lead to a higher effective tax rate. 

 CaixaBank relationship – confidence reiterated: Management reiterated 
confidence on CaixaBank’s relationship with BEA. CaixaBank is the single largest 
shareholder of BEA with 17% stake and refers Asian business to BEA. BEA CEO 
David Li maintains a board seat in CaixaBank; and on fundamentals saw 
CaixaBank maintained better than their peers liquidity and coverage.  

 Impaired loans ratio bottom out – in line: Citi expected the impaired loans ratio to 
increase from 0.46% in 2011 to 0.55% in 2012E, and credit costs to increase from -
3bp to 26bp yoy. Takeaway from the meeting is in line with our base case; that 
management continue to see solid asset quality but saw individual customers faced 
difficulties. We expect the impaired loans ratio may bottom out from historical lows. 
BEA’s 1H12 trend is in line with our est but could be worse than peer HK banks 
(peer big banks showed better-than-expected early 2012 asset quality trends). 

 Costs control – in line: Despite the likely reduced investment portfolio gains in 
May/June, and expected weakness in wealth management income across the 
sector, the cost-to-income ratio might maintain at <60% (Citi 2012E 58.2%).  
  

 Company Update 
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 RMB asset deployment – progressed but now less lucrative: BEA has 

increased offering of RMB loans with a customer demand increase in November-
2011; both HK and China regulators are supportive in related initiatives. However, 
recent competition for RMB deposits, with competitors offering aggressive pricing 
on small-size new time deposits at over 2.8%, points to a narrowed asset-liability 
spread. 

 Capital and Basel 3 – short-term clear, long-term market concern remains: 
management reiterated that the current capital level is “comfortable” and this 
remains unclear on the ultimate HKMA minimum CET1 requirement under Basel 3. 
Our interpretation is that BEA will not raise capital within 2012, but ongoing raising 
is possible, especially if market recovers. 

 Disposal of assets continued – possibly offering one-off gains: BEA continued 
to dispose non-core assets like properties; year-to-date disposed floors in Habour 
View Center and an area of a former branch. These may contribute one-off disposal 
gains to and support 2012E bottom line profit. Further, we expect sale of the 80% 
stake in BEA US retail branch to ICBC may complete in August-2012, and such 
completion may introduce an impairment allowance write-back. 

 

Bank of East Asia 
 
Valuation 

We use GGM to determine our target price of HK$30, assuming a normalized ROE 
for BEA. We assume a sustainable ROE of 10.5% for BEA, which we think is 
achievable in the long run once its cost/income ratio improves through cost 
efficiency in its China branch network. Other assumptions include a long-term 
growth rate of 5.3%, cost of equity of 9.5%. These assumptions yield a fair 
price/book multiple of 1.2, which we apply to our average 2012E book value. 
 
Risks 

The key upside risks to our investment thesis on BEA include: 1) Better-than-
expected China growth which results in higher ROE; 2) Capability to expand fee 
income which offers opportunity to expand without consuming capital; 3) Additional 
clarity on the bank's capital management plan. Downside risks include: 1) HK/China 
macro slowdown leads to sharp deterioration in credit quality; 2) Doubt on the 
continuation of Guoco group or CaixaBank's intention to raise stakes in BEA; 3) 
Adoption of tighter capital sufficiency requirement by China regulators. If any of 
these risk factors has a greater downside impact than we anticipate, the share price 
will likely have difficulty attaining our target price. Conversely, if the impact of any of 
these upside risks is greater than we anticipate, the stock could exceed our target 
price. 
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The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., 
which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made 
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the 
general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal 
Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned 
in this report within the territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the 
meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 
Gasheka Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital 
markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square 
Tower 1, Singapore 018960, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients 
who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The 
Citigroup Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of 
Singapore. Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection 
with this document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures 
Act (Cap. 289).  This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no 
independent research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager 
in CSL if you have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited 
investors as defined under the Securities and Futures Act (Cap. 289).   Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa 
(company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) 
Ltd. is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services 
contained herein are not available to private customers in South Africa.  The Product is made available in Spain by Citigroup Global Markets Limited, which 
is authorised and regulated by Financial Services Authority.  29 Jose Ortega Y Gasset, 4th Floor, Madrid, 28006, Spain.  The Product is made available in 
the Republic of China through Citigroup Global Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan 
and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective 
license scope of each entity and the applicable laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and 
Futures Bureau of the Financial Supervisory Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the 
Republic of China by the press or any third parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not 
allowed to be offered or traded in the Republic of China, neither the Product nor any information contained in the Product shall be considered as advertising 
the securities or making recommendation of the securities in the Republic of China. The Product is for informational purposes only and is not intended as an 
offer or solicitation for the purchase or sale of a security or financial products. Any decision to purchase securities or financial products mentioned in the 
Product must take into account existing public information on such security or the financial products or any registered prospectus.  The Product is made 
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available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 
29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand.  The Product is made available in Turkey through Citibank AS which is regulated 
by Capital Markets Board.  Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the 
"Materials") are communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center 
("DIFC") and licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should 
not be relied upon or distributed to Retail Clients. A distribution of the different CIRA ratings distribution, in percentage terms for Investments in each sector 
covered is made available on request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients 
and Market Counterparties.  The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by 
Financial Services Authority.  This material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by 
the FSA and further details as to where this may be the case are available upon request in respect of this material.  Citigroup Centre, Canada Square, 
Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and 
registered with the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU 
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship 
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a 
commercial relationship with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to CIRA's Products can be found at 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific 
transactions or recommendations.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to 
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs), CIRA concurrently disseminates its research via 
proprietary and non-proprietary electronic distribution platforms. Periodically, individual CIRA analysts may also opt to circulate research posted on such 
platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the 
aforementioned distribution channels. CIRA simultaneously distributes product that is limited to QIBs only through email distribution. 
The level and types of services provided by CIRA analysts to clients may vary depending on various factors such as the client’s individual preferences as to 
the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g. market-wide, sector 
specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints. 
CIRA product may source data from dataCentral. dataCentral is a CIRA proprietary database, which includes Citi estimates, data from company reports and 
feeds from Reuters and Datastream. 
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