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Hong Kong Exchanges & Clearing (388 Price: HK$177.30
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Price Target: HK$185.00
PT End Date: 31 Dec 2015

4Q in-line with the Street

HKEXx (388 HK) announced 4Q net profit of HK$1,511mn, up 17% q/q, 48% y/y and in-line with the Street. This brought full year net
profit to HK$5,165mn, up 13% y/y and in-line with the Street. Trading related revenue was up 9% g/q, driven by higher SDAV of HK
$80.7bn (+14% g/q) and DDAV of 696,281 contracts (+25% g/q). Securities ADT for FY 14 came in at HK$69.5bn, up 11% yly.
However, ADT hasincreased to HK$84.3bn in first two months of this year (up 26% y/y), indicating steady pick-up in the Connect
volumes. The exchange proposed afinal dividend of HK$2.15/share, bringing full year dividend to HK$3.98/share and implying a payout
ratio of 90%. We do not expect any meaningful share price reaction on the back of these results.

Table 1: HKEX: 4Q earnings snapshot

HK$in 'mn 4013 1Q14 2Q14 3Q14 4Q14E 4Q14A % QIQ % YIY % JPMe
Trading fees and trading tariff 860 938 827 956 1,150 1,039 9% 21% -10%
Clearing and settlement fees 406 453 390 476 476 679 43% 67% 43%
Depository and custody fees 106 92 287 218 119 128 -41% 21% 7%
Stock Exchange listing fees 279 209 242 279 270 282 1% 1% 5%
Market Data fees 186 201 181 194 205 193 -1% 4% -6%
Other Revenues 167 189 173 172 185 254 48% 52% 37%
Net investment income 145 163 186 176 173 182 3% 26% 5%
Operating revenues 2,149 2,335 2,286 2,471 2,578 2,757 12% 28% %
Staff costs 376 411 411 444 437 450 1% 20% 3%
IT and computer maintenance 163 136 125 114 136 135 18% -17% 0%
Premises expenses 78 72 73 75 79 74 -1% -5% -6%
Product marketing & promotion 10 6 12 5 13 30 500% 200% 126%
Legal and professional fees 50 47 56 43 51 29 -33% -42% -43%
Depreciation 155 164 160 157 178 166 6% 7% 1%
Other operating expenses 82 62 66 72 94 87 21% 6% -8%
Interest costs 46 51 47 55 47 43 -22% 1% -9%
Operating expenses 960 949 950 965 1,035 1,014 5% 6% 2%
Operating profits 1,189 1,386 1,336 1,506 1,542 1,743 16% 47% 13%
Associates / JV 3 3 2 2 3 3 50% 0% 0%
Tax 168 212 205 223 247 260 17% 55% 5%
Core profits Before Ml 1,018 1,171 1,129 1,281 1,292 1,480 16% 45% 15%
Minority Interest 6 7 6 6 7 8 33% 33% 9%
One time revenues - - 54 - - 23 NM NM NM
Reported Net Profit After Tax 1,024 1,178 1,189 1,287 1,299 1,511 17% 48% 16%
Operating Margin 55% 59% 58% 61% 60% 63% 2% 8% 3%
Basic EPS (HK$) 0.89 1.02 1.02 1.10 1.12 1.30 18% 46% 16%

Kez Parameters
ADT - Securities (HK$ mn) 59,049 68,318 57,457 70,871 73,163 80,728 14% 37% 10%
ADT - Derivatives 514,398 554,700 496,449 556,968 600,139 696,281 25% 35% 16%

Source: J.P. Morgan estimates, Company data.

Investment Thesis

The Connect is off the ground, with limited execution issues. Thisis more important for the expansion of the plan than initial low volumes. The current
situation contrasts with the rush of southbound flows in the 2007 “through-train” that eventually led to are-think. Hence, we see low initial volumes as a
rather good outcome. From here, we expect a steady move up in volumes over the next few quarters, with southbound having higher potential as
institutional money starts participating.
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Valuation
Our Dec-15 PT of HK$185 is based on a 34.5x mean dynamic P/E. At our PT, the stock would pricein 12M fwd ADT of HK$80.2bn, up 19% from HK
$67.6bnin FY 14E.

Risksto Rating and Price Tar get

Higher-than-expected southbound flows during the course of next year and subsequent upward revision of the quota may pose upside risks to our
estimates and vice versa.
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Date Rating Share Price Price
(HK$) Target (HK
$)

13-Oct-06 ow 57.50 70.00

14-Nov-06 ow 65.75 75.50

08-Mar-07 ow 76.80 91.00
05-Jul-07 ow 127.60 145.00
14-Nov-07 ow 226.60 258.00
01-Mar-08 ow 145.70 200.00
13-Aug-08 N 103.50 120.00

09-Dec-08 N 70.50 55.00

. 13-May- N 109. 101.
http://gfd-app.emea.jpmchase.net:6080/server/console/chart/? og_Juiy_(?gg ow 1(1’328 128,38
shareClassld=502062&shareClassServerld=4&chartDesignation=1&actionType=C| 040ct10 - ow- 15280 168.00
29-Feb-12 ow 144.70 166.00
18-Apr-12 N 129.60 140.00
23-Aug-12 N 106.40 125.00
16-Sep-12 ow 120.90 125.00
05-Nov-12 ow 131.50 140.00
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27-Feb-13 N 137.80 155.00
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11-Apr-14 ow 132.30 160.00
31-Jul-14 N 174.90 185.00
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The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period.

J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
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inquiries@j pmorgan.com.
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U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS plc. Investment research issued by

JPMS plc has been prepared in accordance with JPM S plc's policies for managing conflicts of interest arising as aresult of publication and distribution of investment research. Many European
regulators require afirm to establish, implement and maintain such a policy. Thisreport has been issued in the U.K. only to persons of akind described in Article 19 (5), 38, 47 and 49 of the
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persons who are not relevant persons. Any investment or investment activity to which this document relatesis only available to relevant persons and will be engaged in only with relevant
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research published within the first ten days of the month, the disclosure may be based on the month end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited isthe
liquidity provider/market maker for derivative warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on
HKEx website: http://www.hkex.com.hk. Japan: Thereisarisk that aloss may occur due to a change in the price of the shares in the case of share trading, and that aloss may occur due to
the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei)
calculated by multiplying the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial
Instruments Firms; JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures
Association of Japan, Type Il Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or contributed to from time to
time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul Branch. Singapore: JIPMSS and/or its affiliates may have a holding in any of the securities discussed in this report; for
securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures section above. Taiwan: This material isissued and distributed in Taiwan by J.P.
Morgan Securities (Taiwan Limited). India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This materia isissued and
distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the course of and for the purposes of their business, habitually invest
money. JPMSAL does not issue or distribute this material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must
not distribute it to any third party or outside New Zealand without the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no circumstancesisto be
construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy securities described herein, in Canada or any
province or territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements to file a prospectus with the relevant
Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, aternatively, pursuant to an exemption from the dealer registration requirement in
the relevant province or territory of Canadain which such offer or saleis made. The information contained herein is under no circumstances to be construed as investment advice in any
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created under the laws of Canada or a province or territory of Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or
similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and
any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded as professional clients as defined under the DFSA rules. Brazil: Ombudsman J.P.

Morgan: 0800-7700847 / ouvidoria.jp.morgan@jpmorgan.com.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. or its affiliates and/or subsidiaries
(collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to JPM S and/or its affiliates and the analyst's involvement with the issuer
that is the subject of the research. All pricing is as of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of
this material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any
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