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CITIC Securities [6030.HK]

Solid 5M2018 Performance; Upgrade to BUY

We upgrade CITIC Securities-H (CITICS-H) from HOLD to BUY after raising our target price from
HK$20.60 to HK$22 (1.4x 2018E PBR (previous: 1.32x 2018E PBR), based on the Gordon Growth
Model; beta at 1.3, cost of equity at 9.4%, medium-term ROE at 10.4% (previous: 10.2%)). At the
holding company level, CITICS reported net profit growth of 30% YoY in 5M2018, thanks to a recov-
ery in net investment income and the increasing market share of its brokerage business. Meanwhile,
being one of the sponsors of the Xiaomi IPO in Hong Kong and mainland China will help the Com-
pany build a solid track record and benefit its investment banking business for “unicorn” listings
going forward. Overall, we raise our FY18E/FY19E EPS by 6.2%/6.9% and lift our target price ac-
cordingly. We also raise our target price for CITICS-A (600030.CH) from RMB19.95 to RMB21.30,
based on a 20% premium for CITICS-H (3-year average).

Investment Highlights

®  5M2018 net profit grew 30% YoY at the holding company level, outperforming the indus-
try average. CITICS reported a net profit of RMB3.36bn at the holding company level in
5M2018. The 30% YoY growth is much better than the average of its listed peers (including A-
and H-share companies), which reported a moderate decline YoY in 5M2018. We believe the
earnings growth was driven by a gradual recovery in net investment income from a low base,
an increase in market share in its brokerage business, and stable growth in its asset manage-
ment business.

® Market share gain in its brokerage business. CITICS’ brokerage business market share
(stock and fund trading) fell from 5.8% in 2016 to 5.6% 2017, according to data from WIND. It
is encouraging to see that its market share rebounded to about 5.9% in 5M2018. Although
there is no breakdown available, we believe a higher portion of trading from institutional inves-
tors helped CITICS gain market share in the brokerage business. Therefore, we revised up our
2018E market share assumption from 5.6% to 5.9%.

®  Major beneficiary of more “unicorn” IPOs. Although CITICS’ investment banking revenue
dropped 19% YoY in Q1 2018, we believe this is only a temporary issue. CLSA is one of the
joint sponsors of Xiaomi’s Hong Kong IPO, while CITICS is the sponsor of Xiaomi’'s CDR listing
in mainland China. If the Xiaomi listing goes smoothly, it will build a solid track record for CIT-
ICS’ investment banking business in “unicorn” listings and help the Company secure more
deals in this area in the future.

® Likely to maintain better-than-peers share price performance. The share price of CITICS-
H has risen by 14.6% YTD, much better than most of the peers’. We expect this impressive
performance to continue in the near term, given its solid 5M2018 results, increasing market
share in the brokerage business, and more investment banking deals, thanks to an increasing
number of “unicorn” listings.

Y/E Dec 31 2015 2016 2017 2018E 2019E

Turnover (RMB m) 69,384 45,273 48,185 52,969 59,428
Recurring net profit (RMB m) 19,798 10,363 11,433 13,728 15,425
Adjusted Net margin (%) 39 33 35 38 39
Recurring EPS (RMB) 1.63 0.86 0.94 1.13 1.27
% Change 86 (48) 10 20 12
PER (x) 9.7 19.6 17.3 14.2 12.6
PBR (x) 1.39 1.42 1.32 1.23 1.15
ROAA (%) 3.7 1.8 2.0 2.2 21
ROAE (%) 16.6 7.4 7.8 8.9 9.4

Sources: Company, CGIS Research
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Relative share price performance

35.00%

25.00%

15.00%

5.00%

-5.00%

-15.00%

-25.00%

WS - N b
o o o

T W W W W T

Q
%
77,
6
7

n

N

N i
NN RN
——— CITIC Securities Company Limited (SEHK:6030) - Share Pricing
—— Huatai Securities Co., Ltd. (SEHK:6886) - Share Pricing
— Guotai Junan Securities Co., Ltd. (SEHK:2611) - Share Pricing

— GF Securities Co., Ltd. (SEHK:1776) - Share Pricing
—— Haitong Securities Co., Ltd. (SEHK:6837) - Share Pricing

Sources: Capital IQ, CGIS Research
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Key financials

CITIC Securities (6030.HK; 600030.CH)
Income Statement
(RMB'000, except for per share amount)

Year ended 31 Dec 2014 2015 2016 2017 2018E 2019E
Investment banking 3,516,440 4,563,090 5,470,917 4,320,427 4,799,030 5,672,222
Brokerage 10,365,206 22,713,891 12,574,497 11,523,441 12,279,853 13,159,196
Trading 230,864 287,057 407,164 150,314 165,345 181,880
Asset management 4,503,850 6,449,325 6,860,180 6,327,008 6,561,376 6,609,066
Others 298,998 239,160 462,014 343,460 400,000 450,000

Commission and fee income 18,915,358 34,252,523 25,774,772 22,664,650 24,205,605 26,072,363

Interest income 7,850,808 15,621,547 11,232,779 12,806,665 15,809,686 19,019,799

Net investment gains 10,204,336 19,510,014 8,265,068 12,713,196 12,954,146 14,336,291

Total revenue 36,970,502 69,384,084 45,272,619 48,184,511 52,969,437 59,428,453

Other income and gains 375,356 3,537,585 4,792,153 8,774,471 9,000,000 9,000,000

Total revenue and other income 37,345,858 72,921,669 50,064,772 56,958,982 61,969,437 68,428,453
Staff cost (9,463,242) (14,797,624) (11,507,497) (12,141,247) (12,611,745)  (13,508,060)
Commission and fee expenses (1,798,997) (4,621,076) (3,331,110) (3,707,615) (3,883,659) (4,173,854)
Interest expenses (6,900,792) (12,830,544) (8,884,626) (10,402,063) (11,218,933)  (13,648,248)
Others (6,569,743) (14,033,038) (12,430,139) (15,139,062) (15,888,085)  (16,462,260)

Operating expenses (24,732,774) (46,282,282) (36,153,372) (41,389,987) (43,602,421)  (47,792,422)

Operating profit 12,613,084 26,639,387 13,911,400 15,568,995 18,367,016 20,636,031

Share of profits of associates 638,022 664,352 349,849 602,957 800,000 900,000

Share of profits of JCEs (8,616) (18,821) (438) 1,092 - -

Exceptional items 2,179,457 2,226 1,748 737 - -

Income before tax 15,421,947 27,287,144 14,262,559 16,173,781 19,167,016 21,536,031

Income tax expense (3,560,448) (6,926,800) (3,281,419) (4,196,311) (4,791,754) (5,384,008)

Minority interests (524,305) (560,551) (615,971) (544,205) (646,887) (726,841)

Net income 11,337,194 19,799,793 10,365,169 11,433,265 13,728,375 15,425,182

Recurring net income 9,702,601 19,797,567 10,363,421 11,432,528 13,728,375 15,425,182

EPS (RMB) 1.029 1.634 0.855 0.944 1.133 1.273

Recurring EPS (RVB) 0.881 1.634 0.855 0.944 1.133 1.273

DPS (RMB) 0.310 0.500 0.350 0.400 0.453 0.509

A-share average daily turnover 303,014,286  1,045,302,582 519,090,730 460,911,721 500,000,000 530,000,000

Brokerage market share CITICS 6.5% 6.3% 5.8% 5.6% 5.9% 6.0%

Margin financing balance 72,101,290 74,010,000 62,639,640 70,935,900 80,137,384 88,151,122

Staff cost-to-income 33.0% 26.7% 30.4% 28.3% 26.9% 26.7%

Cost-to-income 56.0% 52.0% 63.2% 63.7% 60.8% 59.2%

Cost-to-income (ex-impairment) 53.9% 47.5% 58.1% 59.6% 57.2% 55.9%

Growth Rates:

Commission and fee income 76.8% 81.1% -24.8% -12.1% 6.8% 7.7%
Interest income 92.0% 99.0% -28.1% 14.0% 23.4% 20.3%
Net investment gains 94.0% 91.2% -57.6% 53.8% 1.9% 10.7%
Total revenue and other income 84.2% 95.3% -31.3% 13.8% 8.8% 10.4%
Recurring EPS 85.0% 85.5% -47.7% 10.3% 20.1% 12.4%

Margins and Ratios:

Adjusted operating margin 43.3% 44.5% 27.6% 19.9% 24.7% 28.0%
Adjusted net margin 36.2% 39.2% 33.2% 35.1% 38.0% 38.8%
Effective tax rate 23% 25% 23% 26% 25% 25%

Sources: Company data, CGIS Research estimates
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CITIC Securities (6030.HK; 600030.CH)
Balance Sheet Finance Ratios
(RMB'000 , except for per share amount)

As at 31 Dec 2014 2015 2016 2017 2018E 2019E 2014 2016 2017 2018E 2019E
Financial assets 214,302,052 264,784,357 268,476,963 321,175,151 376,624,272 431,151,456 PER(x) 17.2 97 196 17.3 14.2 12.6
Advances to customers 74,135,256 75,523,403 65,021,193 73,982,611 83,137,384 91,151,122 EPS growth (%) 85 86 - 48 10 20 12
Others 22,007,589 17,930,312 28,051,520 27,651,731 28,550,000 29,650,000 Yield (%) 20 3.1 21 25 28 32
Cash held on behalf of customers 96,840,688 143,553,897 129,876,778 92,386,338 108,510,948 116,987,786 Payout ratio (%) 30.1 306 40.9 42.4 40.0 40.0
Bank balances and cash 37,967,189 68,906,892 36,713,034 34,303,141 33,843,553 46,603,836 PBR(x) 1.69 1.39 1.42 1.32 1.23 1.15
Total current assets 445,252,774 570,698,861 528,139,488 549,498,972 630,666,156 715,544,201 Total asset/equity (x) 4.84 4.43 4.19 4.18 4.47 4.73
Non-client asset/net asset (x) 3.74 3.29 3.18 3.43 3.66 3.90
PPE, net 1,222,324 3,856,121 3,923,261 8,264,559 7,759,368 7,254,178 ROAA (%) 272 3.72 181 1.96 215 214
Financial assets 10,863,766 12,508,463 38,975,935 36,698,109 39,211,765 42,172,549 ROAE (%) 104 16.6 74 78 8.9 9.4
Others 22,287,586 29,044,797 26,400,155 31,113,004 31,940,594 32,940,594
Total non-current assets 34,373,676 45,409,381 69,299,351 76,075,672 78,911,726 82,367,321 Revenue breakdown (%)
Investment banking 95 6.6 121 9.0 9.1 95
Total assets 479,626,450 616,108,242 597,438,839 625,574,644 709,577,883 797,911,522 Brokerage 28.0 327 278 239 232 221
Trading 0.6 0.4 0.9 03 03 0.3
Accounts payable 101,845,838 150,456,676 134,397,672 99,854,891 113,510,948 121,987,786 Asset management 122 9.3 15.2 13.1 124 1.1
Financial assets sold under repo 124,914,446 127,788,537 121,414,243 111,619,927 150,000,000 180,000,000 Others 08 03 1.0 0.7 0.8 0.8
Due to banks and other financial institutions 11,751,000 18,033,000 19,550,000 9,835,000 10,000,000 10,500,000 Commission and fee income 51.2 494 56.9 47.0 457 439
Others 89,053,707 103,934,854 96,581,535 168,384,614 183,395,877 211,692,004 Interest income 21.2 225 24.8 26.6 29.8 32.0
Total current liabilities 327,564,991 400,213,067 371,943,450 389,694,432 456,906,825 524,179,790 Net investment gains 276 281 183 264 245 241
Bonds payable 43,167,363 67,835,803 69,752,175 77,641,633 85,000,000 95,000,000
Others 7,762,611 6,322,274 9,954,544 5,096,020 5,000,000 5,400,000
Total non-current liabilities 50,929,974 74,158,077 79,706,719 82,737,653 90,000,000 100,400,000
Total liabilities 378,494,965 474,371,144 451,650,169 472,432,085 546,906,825 624,579,790
Shareholders' equity 99,098,670 139,137,787 142,695,946 149,799,046 158,680,658 168,614,491
Minority interests 2,032,815 2,599,311 3,002,724 3,343,513 3,990,400 4,717,241
Book value per share (HKS$) 11.42 13.89 13.54 14.59 15.71 16.70

Dupont analysis (as % of average total assets)

Investment banking 0.9% 0.8% 0.9% 0.7% 0.7% 0.8%

Brokerage 2.8% 41% 21% 1.9% 1.8% 1.7%

Trading 0.1% 0.1% 0.1% 0.0% 0.0% 0.0%

Asset management 1.2% 1.2% 1.1% 1.0% 1.0% 0.9%

Others 0.1% 0.0% 0.1% 0.1% 0.1% 0.1%
Commission and fee income 5.0% 6.3% 4.2% 3.7% 3.6% 3.5%
Interest income 21% 2.9% 1.9% 21% 2.4% 2.5%
Net investment gains 27% 3.6% 1.4% 21% 1.9% 1.9%
Other income and gains 0.1% 0.6% 0.8% 1.4% 1.3% 1.2%
Total revenue and other income 9.9% 13.3% 8.3% 9.3% 9.3% 9.1%
Operating expenses -6.6% -8.4% -6.0% -6.8% -6.5% -6.3%
Operating profit 3.4% 4.9% 23% 2.5% 23% 24%
Income tax expense -0.9% -1.3% -0.5% -0.7% -0.6% -0.6%
Recurring net profit (ROAA) 27% 3.7% 1.8% 2.0% 22% 21%
Leverage (x) 4.0 46 43 42 43 46
Non-client asset/net asset (x) 37 33 32 34 37 39
ROAE 10.4% 16.6% 7.4% 7.8% 8.9% 9.4%

Sources: Company data, CGIS Research estimates
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any juris-
diction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China Galaxy Inter-
national Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing requirement
within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International Finan-
cial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly or im-
plied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance
should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where necessary consult
their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this re-
port, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings Limited
and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report and its
attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy Inter-
national.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions
with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a position or
holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this re-
port.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this report
within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered in
this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or her
compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of this
report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as an
officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies covered in
this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.
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