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Tide Players of MMA in 2015, Reiterate ‘Accumulate’

20154 T I OB IR TR L, BLF “URER”

(] FY14 net profit was up 13.5% yoy, in-line with expectation. Total
revenue was up 12.9% yoy. Operating profit rose by 14.8% yoy. EPS
increased by 12.3% yoy to HKD4.438 per share.

[ CSRC approved to let mutual funds buy Hong Kong stocks via SH-HK
Stock Connect. In 2015, market focuses on two key factors, mutual
market access (MMA) and higher profit from LME. The LME story has
been widely expected and the market may have fully taken into account the
increasing contribution from LME. Stock connect with Shenzhen Stock
Exchange is likely to be launched in 2H15. The 2.0 version of SH-HK Stock
Connect may be launched with new products like equity derivatives,
commodities, fixed income, currencies and international equities, etc.

o Key assumptions and earnings adjustment: Revise up ADT in 2015 by
0.9%. Raise 2015-2016 EPS by 4.7% and 3.8% to HKD6.013 and
HKD?7.085, respectively. Introduce 2017 EPS of HKD8.749.

[ Maintain ‘Accumulate’ and revise up TP to HKD200.00. Our TP
represents 33.3x, 28.2x and 22.9x 2015-2017 PE. Potential share catalysts
include: 1) further news flow on MMA; 2) monetary easing measures in the
Mainland, leading to a likely rise in stock turnover; 3) stronger than
expected LME contributions. Risks include slowdown of China’s economy
and more regulatory action or lawsuits on LME.
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Year End Turnover Net Profit EES) EPS PER BPS PBR DPS Yield ROE
L [LON J 7R 1R BRI AR E) W% R LRGeS 53,9195 R R
12/31 (HKD m) (HKD m) (HKD) (A%) ) (HKD) (x) (HKD) (%) (%)
2013A 8,723 4,552 3.951 53 453 17.712 10.1 3.552 2.0 23.8
2014A 9,849 5,165 4.438 12.3 40.3 18.280 9.8 3.990 22 24.7
2015F 12,890 7,011 6.013 355 29.7 20.274 8.8 5.405 3.0 31.1
2016F 14,655 8,278 7.085 17.8 25.2 21.925 8.2 6.369 3.6 33.5
2017F 17,261 10,242 8.749 23.5 20.4 24.273 7.4 7.864 4.4 37.9
Shares in issue (m) &% (m) 1,168.3 Major shareholder K/ 4 HONG KONG SAR 5.9%
Market cap. (HK$ m) iifE (HK$ m) 206,230.1 Free float (%) H @l (%) 94.1
3 month average vol. 3 > H P 2S5 (‘000) 3,870.5 FY15 Net gearing (%) FY15 i G/l % & (%) Net cash
52 Weeks highflow (HK$) 52 & /1€ 189.000 / 115.400 FY15 Est. NAV (HK$) FY15 & {8 (HE0) 205.2
Source: the Company, Guotai Junan International.
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FY14 results were in line with expectation. Trading fees and trading tariff was up 7% yoy to HKD3,760 million due to the
increase of ADT and ADV of commodities and stock options contracts, partially offset by the decrease of average daily number
of derivatives contracted traded on HKFE. 2014 cash market ADT was up 11% yoy to HKD69.5 billion, derivatives market ADV
was up 8% yoy to 577,000 contracts, and commodities ADV rose by 4% yoy to 700,000 lots. Stock exchange listing fees rose
by 8% yoy to HKD1,102 million, supported by the increase of newly listed DWs, CBBCs and IPOs. Annual listing fees
increased due to more listed companies. Clearing and settlement fees surged to HKD1,998 million (2013: HKD1,631 million),
mainly due to increase of ADT and contribution from LME Clear since September 2014.

Business prospects in 2015. Cash market: we think with the rally of market turnover in A-share market, turnover in HK
market may catch up. We estimate turnover velocity to increase to 79.5% in 2017 from 68.4% in 2014. Derivatives:
management expects to add equity derivatives and commodities to a trading scheme linking the two markets in Shanghai and
Hong Kong within the year. Also, we think derivatives link-up with overseas markets (for example NASDAQ) might be the next.
LME: continue to be an important profit growth contributor in 2015 on the ground of the trading fee hike and full year
contribution of LME Clear. MMA: the successful launch of SH-HK Stock Connect and the introduction of covered short selling
of SSE securities will continue to help drive ADT. Also, recent policy initiatives like “One Belt One Road” and the establishment
of Asian Infrastructure Investment Bank (AlIB) will likely provide more Renminbi offshore liquidity. If Hong Kong is able to take
part in the development, market liquidity and channel usage may continue to increase. We think market will likely focus on two
key factors in 2015, mutual market access (MMA) and higher profit from LME. We think the LME story has been widely
expected and the market may have fully taken into account the forecasted increasing contribution from LME. On the other
hand, we expect a stock connect with Shenzhen Stock Exchange (SZSE) is likely to be launched in 2H15. Meanwhile, the 2.0
version of SH-HK Stock Connect may also be launched with new products like equity derivatives, commodities, fixed income,
currencies and international equities, etc.

Addressing the needs in the Mainland markets. With the SH-HK Stock Connect already established, incremental
improvements to the mechanisms in other cash market connect should be expected. We think cash market is far away from
satisfying the capital flow needs in and out of the Mainland (or between the markets). Derivatives, like equity index futures, are
vital for investors to hedge their risks. Difficulties that the commodities encounter are bigger, as the reality is that Renminbi
capital account is still closed. However, China is trying to add Renminbi to SDR in IMF this year, which will accelerate the
internationalization of Renminbi and opening up of capital account in the Mainland. The market connect with the Mainland
commaodities exchanges will then be easier. Moreover, China is accelerating the reform on interest rate and foreign exchange
markets. We think the offshore Renminbi market, especially Hong Kong, is quite important for China to test the Renminbi
related interest rate and currency derivatives. HKEx (00388 HK) is able to capture these opportunities to further raise the fees
and tariff income, clearing and settlement revenue.

Key assumptions and earnings estimation revision. Revise up 2015 ADT estimate by 0.9% due to the likely increase in
market turnover from MMA. Trim down 2015 derivative market ADV by 0.6%. Turnover velocity estimate in 2015 is revised up
by 2.0 ppts to 77.0%. LME trading volumes are expected to be 187.8 million lots in 2015. Revise up 2015-2016 total revenue
by 4.2% and 4.1% to HKD12,890 million and HKD 14,655 million. Introduce 2017 total revenue of HKD17,261 million. Revise
up 2015-2016 EPS by 4.7% and 3.8% to HKD6.013 and HKD7.085, respectively. 2017 EPS is expected to be HKD8.749.
ROE is expected to rise over 30% in 2015. 2015-2017 ROE are expected to be 31.1%, 33.5% and 37.9%, respectively.

Maintain ‘Accumulate’ and revise up TP to HKD200.00. Currently HKEx (00388 HK) is trading at 40.7x 2014 PE and 30.0x
2015 forward PE. Comparing with ten-year historical PE of 31.0x and six-year historical PE of 32.2x (after the financial crisis),
current valuation is above the average. Current price implying 3.0% yield is fair but a dividend hike is likely if earnings beat.
Expected ROE is higher than those of peer companies, thus justifying its higher valuation. Our TP represents 33.3x, 28.2x and
22.9x 2015-2017 PE. Potential share catalysts include: 1) further news flow on MMA; 2) monetary easing measures in the
Mainland, leading to a likely rise in stock turnover; 3) stronger than expected LME contributions. Risks include slowdown of
China’s economy and more regulatory action or lawsuits on LME.
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Table-1: Key operating assumptions revision

New estimates Old estimates Change

2015F 2016F 2017F 2015F 2016F 2017F 2015F 2016F 2017F
ADT, cash market (bn HKD) 83.0 87.3 96.6 82.2 88.7 n.a. 0.9%  -1.6% n.a.
ADV, derivative market (‘000) 687.1 819.1 1,001.4 691.5 792.8 na. -06%  3.3% na.
market cap of HK stock market (bon HKD) 264006 27,0606  29,766.7  26,836.1  27,507.0 n.a. 1.6%  -1.6% n.a.
Turnover velocity 77.0% 79.0% 79.5% 75.0% 79.0% na. 20ppt 0.0 ppt n.a.
IPO fund raising (bn HKD) 297.4 371.6 464.4 280.5 350.4 n.a. 6.0% 6.1% n.a.
Number of newly listed securities 20,378 23,286 30,181 23,468 26,911 na.  -132% -13.5% na.
LME trading volumes (million lots) 187.8 200.9 213.0 208.9 231.9 na.  -101%  -13.4% n.a.
Source: Guotai Junan International.
Table-2: Financial Highlights

2014 2013 YoY  Note

Earnings summary
Trading Fees and Trading Tariff 3,760 3,509 7.2% increase of ADT and ADV of commaodities and stock options contracts
Clearing and Settlement Fees 1,998 1,631 22.5%  contribution from LME Clear since September 2014
Depository, Custody and Nominee 725 629 15.3%
Stock Exchange Listing Fee 1,102 1,016 8.5%  newly listed DWs, CBBCs and IPOs
Market Data Fees 769 737 4.3% greater demand for non-display data services
Other Revenue 788 620 27.1%  throttle sales due to Stock Connect
Net Investment Income 707 581 21.7% fair value gains partially offset by reduced gains on LCH
Total Revenue 9,849 8,723 12.9% increase of trading volumes & related revenue and contribution from LME
Operating profit 6,244 5,439 14.8%
Profit after tax 5,138 4,546 13.0%
Non-controlling interests (27) (6) 350.0%
Profit attributable to shareholders 5,165 4,552 13.5%
Basic EPS 4.438 3.951 12.3%
DPS 3.990 3.552 12.3%
Financial ratios
Operating margin (%) 63.3 62.2 1.1
EBITDA margin (%) 70.0 68.2 1.8
Net profit margin (%) 52.4 52.2 0.3
Debt / Equity 329 337 (0.8)
Payout ratio 89.9 89.9 0.0
Cost to income ratio 36.6 37.6 (1.0)

Source: the Company, Guotai Junan International.

Figure-1: Velocity in HK and shanghai stock market

Figure-2: Daily velocity in HK market
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Source: the Company, SSE, Guotai Junan International. Source: the Company, Guotai Junan International.
Note: velocity = turnover / free-floating market cap.
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Figure-3: ADT in HK cash market, monthly

Figure-4: ADV in HK derivative market, quarterly
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Source: the Company, Guotai Junan International.

Figure-5: 2015F-2017F clearing and settlement fees

Source: the Company, Guotai Junan International.

Figure-6: 2015F-2017F LME trading volumes
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Figure-7: 2015F-2017F revenue affected by turnover Figure-8: 2015F-2017F total revenue estimates
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Source: the Company, Guotai Junan International.

Figure-9: 2015F-2017F investment yield

Source: the Company, Guotai Junan International.

Figure-10: 2015F-2017F operating expenses
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Figure-11: 2015F-2017F EPS

Figure-12: 2015F-2017F ROA and ROE
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Figure-13: 10-year historical PE Figure-14: 6-year historical PE
e P/E (00388 HK) === Average s =) St e P /E (00388 HK) === Average s - 5t
e -] st +1std +2 std -1 std +1std +2std
70 70
60 | 60 |
50 L 50 | _
40 40 P; Ion_
V\
30 30 A" &
20 " T 20
A
10 10
o . . . . . . . . . . 0 . . . . . .
wn o ~ =) a o - o~ o < wn D o - o~ m < wn
N N < < . o - < T 7 5 < < - < - - 5
5 5 T ] ] ] ] ] ] ] & ] & ] 5 T ] ]
> = = = = = = = = = > = > = = = = =
Source: Bloomberg, Guotai Junan International. Source: Bloomberg, Guotai Junan International.
Table-3: Peers comparison
Market Cap PE PB R$E IZ:/IY Operaurg/g Margin Net I;ﬁargln
Company Stock Code Currency  Last price (%) (%) (%) (%)
HKD mn 14A  15F 16F  17F__ 14A  15F  16F  17F _ 15F  15F 15F 15F
Hong Kong Exchanges & Clear 388 HK HKD 180.80 2112304 407 310 272 244 99 95 90 84 315 29 68.8 56.6
Cme Group Inc CME US usD 97.34 2546414 289 248 224 205 16 15 15 15 6.1 39 614 39.0
Deutsche Boerse Ag DB1GR EUR 75.88 1241555 183 188 172 157 41 38 34 30 205 29 486 34.1
Intercontinental Exchange In ICE US usD 234.31 2029798 272 194 165 145 21 20 18 16 98 11 58.6 401
Bm&Fbovespa Sa BVMF3 BZ BRL 10.94 49,0407 206 140 125 102 10 10 10 10 71 46 602 719
London Stock Exchange Group ~ LSE LN GBp 2,575.00 103,0285 456 211 184 159 35 36 32 28 181 12 339 215
Asx Ltd ASX AU AUD 42.81 506577 216 208 199 188 23 22 22 21 10.8 43 719 575
Singapore Exchange Ltd SGX SP SGD 8.07 49,0583 269 254 225 197 94 90 85 82 361 36 528 451
Japan Exchange Group Inc 8697 JP JPY 3,580.00 637043 329 302 265 246 50 44 41 38 154 15 478 312
Nasdaq Omx Group/The NDAQ US usD 50.17 656831 205 149 135 126 15 14 13 13 9.1 12 44.8 267
Dubai Financial Market DFM UH AED 1.61 27,193.2 169 237 17.9 138 15 15 15 15 57 44 754 82.7
Moscow Exchange Micex-Rts MOEX RM RUB 69.00 21,129.8 96 82 88 84 1.7 16 15 14 18.9 6.7 71.6 56.1
Tmx Group Ltd XCN CAD 54.34 18,262.1 294 138 123 na. 1.0 1.0 0.9 na. 6.9 29 39.1 279
Bolsa Mexicana De Valores Sa BOLSAA MM MXN 26.45 8,141.3 314 196 175 158 29 28 27 29 14.0 44 43.7 31.0
Bursa Malaysia Bhd BURSA MK MYR 8.59 9715 231 225 210 192 61 59 59 60 264 45 539 401
Simple Average 262 206 183 167 36 34 32 33 158 33 555 44.1
Weighted Average 292 28 202 179 39 38 36 33 158 28 571 425
Source: Bloomberg, Guotai Junan International.
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Financial statements and ratios

Income statement Balance sheet
year-end Dec, HKD mn 2013A  2014A  2015F 2016F 2017F year-end Dec, HKD mn 2013A  2014A  2015F  2016F  2017F
Revenue by segment
Trading 3509 3,760 4977 5416 6,258 Cash and equivalents 41452 136,778 132,619 145512 151,602
Clearing and Settlement 1631 1,998 3,036 3971 5303 financial assets at fair value 3,902 62686 17,396 18,135 18,961
Depository, Custody and Nominee 629 725 795 871 975 financial assets at amortized cost 9,046 10,256 68,027 63,665 67,068
Listing 1,016 1,102 1,388 1,534 1,694 AR, prepayments and deposits 10,946 22,523 21,902 24,901 29,328
Market Data 737 769 910 960 1,076 Intangibles 18,680 17,901 17,390 16,683 15,892
Others 620 788 868 892 921 Fixed assets 1,753 1,603 1,763 1,764 1,744
lease premium for land 23 23 23 23 23
Revenue 8,142 9142 11,973 13,644 16,228 interestin a JV 87 7 62 49 36
Net Investment Income 581 707 918 1,012 1,033 Others 54 13 5 5 5
Total Revenue 8723 9849 12,890 14,655 17,261 Total assets 85,943 251,860 259,188 270,738 284,658
Staff Costs (1,495) (1,716) (2,052) (2,233) (2/427) Margin deposits and cash collateral 39,793 129,484 135,832 142,808 150,563
IT Maintenance Expenses (549)  (510)  (545)  (565)  (588) AJP, accruals and other liabilities 12,834 22,849 25270 26,777 28,916
Premises Expenses (302)  (294) (323)  (341)  (360) Deferred revenue 593 646 590 610 615
D&A (507)  (647) (1,022) (1,057) (1,112) Taxation payable 379 348 595 679 808
Other Operating Expenses (431)  (438)  (548)  (602)  (660) Clearing House Funds 3884 9426 10647 12,027 13,493
Borrowings 6,921 7,026 7,108 7,190 7,273
Operating profit 5439 6,244 8400 9,856 12,114 Other liabilities 6 59,680 55178 54,693 54,214
1,015 1,042 263 291 325
Finance costs (183)  (196)  (201)  (203)  (204) Total liabilities 65425 230,501 235483 245074 256,206
JV profit/ (loss) (10) (10) (15) (13) (13)
Non-recurring expenses 0 0 0 0 0 Shareholders’ equity 20518 21,359 23,705 25664 28,452
Non-controlling interests 13 86 64 47 35
Profit before tax 5246 6,038 8,184 9,641 11,896
Taxation (700)  (900) (1,195) (1,379) (1,666) Total liabilities and shareholder equity 85,943 251,860 259,188 270,738 284,658
Profit after tax 4546 5138 6,989 8261 10,230
Non-controlling interests (6) (27) (22) (17) (12) Key assumptions
Profit attributable to shareholders 4552 5165 7,011 8278 10,242 2013A  2014A  2015F  2016F  2017F
Basic EPS (HKD) 3951 4438 6.013 7.085 8.749 ADT on the cash market (bn HKD) 6256  69.50 82.97 87.26 96.59
DPS (HKD) 3552 3.990 5405 6.369 7.864 ADV on the derivative market ('000) 53291 57668  687.05 819.07 1,001.38
HK stock market cap (bn HKD) 24,043 25072 26,401 27,061 29,767
Cash flow statement Turnover velocity 635%  68.4% 77.0% 79.0% 79.5%
year-end Dec, HKD mn 2013A  2014A  2015F 2016F 2017F total equity funds raised (bn HKD) 378.90 94270 1,044.25 1,142.43 1,260.08
through IPO raising (bn HKD) 169.00 23250 29742 37165  464.40
Profit before tax 5246 6,038 8,184 9,641 11,896 Number of newly listed securities 16,492 17,845 20,378 23286 30,181
adjustments
Interest expenses/(income),net (399)  (588) (1,548) (1,911) (2,043) LME trading volumes (million lots) 17110 17715  187.78  200.93  212.98
Net fair value (gains) loss (185)  (109)  (852)  (437)  (456)
D&A 507 647 1,022 1,057 1,112 HKEXx's annualized investment yield 1.04%  112%  1.15% 1.31%  1.32%
financing cost 183 196 200 202 203
Others 12 48 (25) (57) (73)
Key financial ratios
change in WC (244) (1,310) (3,586) (1,749) (2,552) 2013A  2014A  2015F  2016F  2017F
HK profit tax paid (701)  (903) (1,195) (1,379) (1,666) Operating margin (%) 62.2 63.3 65.1 67.2 70.1
Others 469 654 2,158 2,097 2,245 EBITDA margin (%) 68.2 70.0 73.1 745 76.6
Operating cash flow 4988 4673 4,359 7464 8,665 Net profit margin (%) 52.2 524 54.4 56.5 59.3
Capital investment (797)  (665)  (351)  (300)  (300) Cost to income ratio (%) 376 36.6 34.8 32.7 29.8
Acquisitions 0 0 0 0 0
Other investing activities 274 1,447 5 (95) (293) Debt/ Equity (%) 87 329 30.0 280 256
Investing cash flow (523) 782 (346) (395  (593) Net gearing (%) 20 (50 (18) 338 (52)
Issuance of shares 1 12 2 2 2 Payout ratio (%) 89.9 89.9 89.9 89.9 89.9
Issuance of bonds and notes 769 737 0 0 0 Dividend yield (%) 2.0 22 3.0 3.6 44
Change of bank borrowings (775)  (737) 0 0 0
Dividends Paid (2,320) (3,234) (4,643) (6,302) (7,442) Total revenue growth (%) 21.0 12.9 309 13.7 17.8
Others 161 (496) 9 (140 (22) Operating profit growth (%) 6.7 14.8 345 17.3 229
Financing cash flow (2164) (3718) (4,545) (6441) (7,462) Net profit growth (%) 1.5 135 357 18.1 237
EPS growth (%) 53 12.3 355 17.8 235
Net Change in Cash 2,301 1,737 (533) 628 610
ROAA (%) 55 34 27 3.1 37
Cash balance--house, beginning 4035 6,375 8067 7,531 8,135 ROAE (%) 23.8 24.7 31.1 335 379
FX adjustments 39 (45) B (4 (19 PIE (x) 453 403 29.7 25.2 204
Cash balance--house, ending 6,375 8067 7531 8135 8731 P/B (x) 10.1 9.8 8.8 8.2 74
Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform Relative Performance >5%;

or the fundamental outlook of the sector is favorable.
Neutral Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.

Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for Shandong Chenming Paper Holdings Limited-H shares (01812), China All Access (Holdings) Limited (00633), Guangshen
Railway Company Limited-H shares (00525), Guotai Junan International Holdings Limited (01788) and Binhai Investment Company
Limited (02886), Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the issuer
mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2015 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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