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NOTE

Security & Commodity Exchanges = Hong Kong

Hong Kong Exchanges & Clearing Ltd
(388 HK/0388.HK)

Exciting times ahead with gradual liberalisation of the
Chinese markets

Event

388.HK’s stellar performance in 2017 was underpinned by the MSCI A-share
inclusion and the launch of Bond Connect. The liberalisation of China’s capital
account would be a game changer for 388.HK as it is the conduit between
foreign investors and the Chinese economy. As China advances its efforts to
liberalise its capital account, the prospects for growth look promising.

Impact

Making headway with liberalisation efforts with Stock Connect, Qianhai
Mercantile Exchange (QME), Bond Connect and next, ETF Connect. In FY17,
trading volumes in Stock Connect rose significantly with Northbound turnover
increasing 193.9% YoY to reach RMB2,266b and Southbound turnover increasing
170.2% YoY to reach RMB2,259b. With ETF Connect and Shanghai—London Stock
Connect to be launched later this year, the increase in trading volumes are likely
to spur growth going forward as institutional funds flow into the Chinese stock
and bond market. Now that China has been included in the MSCI equity indices,
ETFs that track the various MSCI indices, with weightings to China A-shares, are
likely to drive trading volumes on 388.HK.

New trading rules aimed at spurring trading volumes. The key changes include
the potential reduction/removal of a 10 basis point stamp duty, simplified rules
for using collateral across multiple positions and rebates to market makers. The
effect of these changes, which are subject to the approval from the securities
regulator or government, should give revenue growth and additional boost.

Listing of Alibaba and Saudi Aramco will be a major upside catalyst. Saudi
Aramco is expected to raise US$100b (largest in history) for 5% of its equity. It is
currently still in negotiations with various stock exchanges, including 388.HK. On
a separate note, Alibaba also expressed that it would consider listing in Hong
Kong in light of 388.HK’s preparation to allow dual-class share listings. These two
massive IPOs would provide the companies access to investors closer to China
and would boost 388.HK’s revenues through (1) listing fees and (2) trading
commissions, post IPO.

Risks
Mainly regulatory risks in China.

Financials & Key Operating Statistics
YE Dec (HKD m) 2015A 2016A 2017A 2018F 2019F

Revenue 12,233.0 10,398.0 12,893.0 14,492.8 15,946.5
OperatingIncome 9,364.0 6,897.0 8,617.0 9,771.0 11,034.0
Net Income 7,956.0 5,769.0 7,263.9 8,448.0 9,565.1
EPS (Cents) 6.7 5.0 5.9 6.9 7.7
EPS growth (%) 51.3 (25.3) 24.7 15.4 12.9
P/E(x) 29.8 38.8 45.8 39.7 35.1
DPS (Cents) 6.0 4.5 5.4 6.2 7.0
Div Yield (%) 2.6 2.8 2.0 2.3 2.6
Gross Margin (%) 91.3 99.5 85.9 86.6 90.5
Net Margin (%) 65.0 55.5 56.3 58.3 60.0
ROE (%) 34.0 20.2 21.8 23.9 25.9

Source: Company Data, Bloomberg Estimates
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Rating Definition

KGI Securities Research’s recommendations are based on an Absolute Return rating system.
BUY >10% total return over the next 12 months
HOLD -10% to +10% total return over the next 12 months
SELL <-10% total return over the next 12 months

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into
any legal relations, nor an advice or a recommendation with respect to such securities. This report is prepared for
general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. You should independently evaluate particular investments and consult
an independent financial adviser before dealing in any securities mentioned in this report.

This report is confidential. This report may not be published, circulated, reproduced or distributed and/or
redistributed in whole or in part by any recipient of this report to any other person without the prior written
consent of KGI Securities. This report is not intended for distribution and/or redistribution, publication to or use
by any person in any jurisdiction outside Singapore or any other jurisdiction as KGI Securities may determine in its
absolute discretion, where the distribution, publication or use of this report would be contrary to applicable law
or would subject KGI Securities and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of
Singapore) to any registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by KGI
Securities to be reliable. However, KGI Securities makes no representation as to the accuracy or completeness of
such sources or the Information and KGI Securities accepts no liability whatsoever for any loss or damage arising
from the use of or reliance on the Information. KGI Securities and its connected persons may have issued other
reports expressing views different from the Information and all views expressed in all reports of KGI Securities and
its connected persons are subject to change without notice. KGI Securities reserves the right to act upon or use
the Information at any time, including before its publication herein.

Except as otherwise indicated below, (1) KGI Securities, its connected persons and its officers, employees and
representatives may, to the extent permitted by law, transact with, perform or provide broking, underwriting,
corporate finance-related or other services for or solicit business from, the subject corporation(s) referred to in
this report; (2) KGI Securities, its connected persons and its officers, employees and representatives may also, to
the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related
thereto; and (3) the officers, employees and representatives of KGI Securities may also serve on the board of
directors or in trustee positions with the subject corporation(s) referred to in this report. (All of the foregoing is
hereafter referred to as the “Subject Business”.)

However, as of the date of this report, neither KGI Securities nor its representative(s) who produced this report
(each a “research analyst”), has any proprietary position or material interest in, and KGI Securities does not make
any market in, the securities which are recommended in this report.

Each research analyst of KGI Securities who produced this report hereby certifies that (1) the views expressed in
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities in this
report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for
himself/herself or on behalf of KGI Securities or any other person, any of the Subject Business involving any of the
subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive
any compensation that is directly or indirectly related or linked to the recommendations or views expressed in
this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the
securities in this report. However, the compensation received by each such research analyst is based upon various
factors, including KGI Securities’ total revenues, a portion of which are generated from KGI Securities’ business of
dealing in securities.
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