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COMPANY UPDATE

Hong Kong Exchanges and Clearing (388 HK)
A Head Of Steam Or A Flash In The Pan?

June headline ADT declined 12% mom as the market turned cautious ahead of the third
plenum meeting. Hence, we revised down our 2Q24 net profit growth forecast to 11%
yoy. While the upcoming minimum spread review is expected to boost the headline ADT
in the long term, the outcome of the third plenum meeting and the upcoming Fed rate
cut cycle are likely to be the key near-term drivers of market sentiment and trading
turnover. Maintain BUY. Target price: HK$310.00.

WHAT’S NEW
2Q24 & 1H24 ESTIMATES
Year to 31 Dec (HK$m) 2Q24F goq % yoy % 1H24F yoy %
Total Revenue 5,487 55 94 10,688 11
Core Revenue 4,280 11.3 11.4 8,127 34
NIl and other income 1,207 (10.9) 2.8 2,561 (5.7
EBITDA 4,003 8.1 9.7 7,708 (1.9)
Net Profit 3,210 8.1 10.5 6,180 (2.1)
Trading Turnover Metrics 2Q24F goq % yoy % 1H24F yoy %
Cash ADT (HK$b) 1216 224 182 110.4 (4.5)
Derivative ADV (‘000 contracts) 1,565 4.3 18.9 1,533 12.0
LME Total ADV (‘000 lots) 746 111 29.8 708 315

Source: HKEX, UOB Kay Hian

o We revised down our 2Q24 net profit growth forecast to 11% yoy (previously: 16%) due
to lower-than-expectated turnover in June. Hong Kong Exchanges and Clearing’s (HKEX)
cash market average daily turnover (ADT) reduced by 12% mom to HK$111.2b in June due
to disappointing China macro data and market sentiment turned cautious ahead of a third
plenum meeting. Additionally, the average daily volume (ADV) of both the derivative and
commaodities markets fell 21%/13% mom to 1.347m contracts and 639,000 lots respectively
in June, the lowest level in 2024. Nonetheless, the cash, derivative and commodities market
trading volume still surged 18%/19%/30% yoy respectively in 2Q24, leading to a recovery in
core revenue growth to 11% yoy (vs 1Q24: -4%).

NIl to drop 11% qoq to HK$1.2b. The overnight/one-month/six-month HIBOR declined by
24/25/28bp qoq respectively in 2Q24 due to the Fed signalling a more dovish stance as US
inflation is broadly cooling. Hence, we estimate the rate-driven net investment income (NII) to
drop about 10% qoq to HK$1.05b. However, fair value gains from the external portfolio are
expected to remain relatively flat qoq, supported by the strong performance of Asia ex-Japan
equities and bond markets, despite a larger decline in the MSCI World Index return.

KEY FINANCIALS

Year to 31 Dec (HK$m) 2022 2023 2024F 2025F 2026F
Net turnover 18,280 20,269 21,868 22,886 23,759
EBITDA 13,185 14,828 15,985 16,531 16,896
Operating profit 11,726 13,385 14,605 15,109 15,432
Net profit (rep./act.) 10,078 11,862 12,780 13,124 13,432
Net profit (adj.) 10,078 11,862 12,780 13,124 13,432
EPS (HK$ cent) 799.1 935.6 1,008.1 1,035.2 1,059.6
PE (x) 30.3 25.8 24.0 234 22.8
P/B (x) 6.1 6.0 5.8 5.7 5.6
EV/EBITDA (x) 22.6 20.1 18.6 18.0 17.6
Dividend yield (%) 3.0 3.5 3.8 3.9 3.9
Net margin (%) 55.1 58.5 58.4 57.3 56.5
Net debt/(cash) to equity (%) (21.5) (15.9) (17.5) (19.2) (21.0)
ROE (%) 20.3 23.5 246 247 24.6
Consensus net profit - - 12,276 12,833 13,692
UOBKH/Consensus (x) - - 1.04 1.02 0.98

Source: Hong Kong Exchanges and Clearing Ltd., Bloomberg, UOB Kay Hian

BUY

(Maintained)

Share Price HK$241.40
Target Price HK$310.00
Upside +28.4%
(Previous TP HK$317.00)

COMPANY DESCRIPTION

Hong Kong Exchanges and Clearing Limited
(HKEx) owns and operates the stock
exchange, futures exchange and their related
clearing houses in Hong Kong.

STOCK DATA

GICS sector Financials
Bloomberg ticker: 388 HK
Shares issued (m): 1,267.8
Market cap (HK$m): 306,055.8
Market cap (US$m): 39,195.7
3-mth avg daily t'over (US$m): 211.5

Price Performance (%)

52-week high/low HK$325.80/HK$214.60

1mth 3mth  6mth 1yr YTD
(6.5) 10.4 4.1 (18.2) (8.0)
Major Shareholders %
The Government of Hong Kong SAR 5.8
FY24 NAV/Share (HK$) 41.48
FY24 Net Cash/Share (HK$) 7.26
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¢ Proposed to cut minimum spread by at least 50% for selected price bands. In late-Jun
24, HKEX published a consultation paper on the reduction of minimum spread in the Hong
Kong securities market to improve market liquidity. HKEX will adopt a two-phase approach
for the implementation. More than 50% of the market in terms of ADT will be involved in the
minimum spread adjustments.

a) Phase 1 - The proposal recommends to reduce the minimum spreads of price bands
between HK$10 and HK$20, and between HK$20 and HK$50 by 50% (from HK$0.02 to
HK$0.01) and 60% (from HK$0.05 to HK$0.02) respectively. 283 securities with 29% of
ADT will be affected in Phase 1.

b) Phase 2 — The minimum spread of price bands between HK$0.50 and HK$10.00 will be
reduced by 50% (from HK$0.01 to HK$0.005). The implementation of Phase 2 is subject
to six months of observation on Phase 1’s result. Some 1,345 securities with 24% of ADT
will be affected in Phase 2.

SUMMARY OF PROPOSED CHANGES TO MINIMUM SPREAD

Original Proposed Original tick- Proposed
Price Band minimum minimum Reduction  to-price ratio  tick-to-price
(HK$) spread (HK$) spread (HK$) (%) (bp) ratio (bp)
Phase 1 10.00-20.00 0.02 0.01 -60 10-20 5-10
20.00-50.00 0.05 0.02 -60 10-25 4-10
Phase 2 0.50-10.00 0.01 0.005 -50 10-200 5-100

Source: HKEX, UOB Kay Hian
STOCK IMPACT

» Transaction cost of around 85% of securities will reach optimal range. As per HKEX
disclosure, the spread cost in Hong Kong market is around 16.4bp, higher than its
international peers, such as Mainland China (7.5bp), Japan (4.5bp), the UK (5.8bp) and the
US (3.4bp). Upon the implementation, the tick-to-price ratios for the stocks above HK$5.00
(contributing 85% of ADT) will now achieve the optimal range of 4-10bp, which will then
effectively reduce the transaction cost and enhance cash market turnover.

What can we learn from past minimum spread review in ETPs? In Jun 20, HKEX cut the
minimum spreads of Exchanged Traded Products (ETP) by 50% to 90%. Following this
change, the bid-ask spreads of ETPs narrowed by at least 10%, with a more significant
reduction up to 54% observed among actively traded products. Therefore, we believe
actively traded stocks with higher tick-to-price ratios, such as China banking stocks priced
between HK$0.5 and HK$10, are likely to be the key beneficiaries of this reform.
Additionally, ETP’s ADT has also improved substantially from HK$7b in 2020 to HK$14b in
2023. As such, we believe this review could help to boost the headline ADT in 2025, which is
the main driver of HKEX's revenue growth, as Phase 1 is expected to kick off in 2025.

EARNINGS REVISION/RISK

o We cut our 2024-26 earnings by 1.7%/2.3%/2.5% respectively to reflect Jun 24 and mtd
Jul 24 turnover data and NIl performance.

VALUATION/RECOMMENDATION

¢ Maintain BUY and trim our target price to HK$310.00. Our target price implies 30.7x
2024F PE, 0.3SD below its historical mean. The share price experienced 20% correction
from its highest level in May 24 as the 20-day moving-average of headline ADT has dropped
to HK$101b due to weakening market sentiment. The outcome of the third plenum meeting
and the upcoming Fed rate cut cycle could be the key catalysts for a sequential market
valuation re-rating and improvement in trading volume. We see further upside in HKEX due
to its attractive risk-reward ratio as HKEX is trading at undemanding valuation (-0.9SD) while
its EPS appears to be bottoming out following increased market activity.
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Source: HKEX, UOB Kay Hian

2021-23 HONG KONG EQUITY MARKET LIQUIDITY
PROFILE

PBrice Banil Number of Contribution to
stocks equity ADT (%)
From 001 to 025 544 1 20.77% 0.20%
| Over 025 to 050 364 (13 90% 0.26%
Over 050 to 10.00 | 1,345/51.36% 23.5%
050 to 1.00 385/ 14.70% 1.18%
1.00 to  2.00 332/ 12.68% 1.69%
2.00 to 500 398/ 15.20% 10.67%
500 to 10.00 230/8.78% 9.96%
Over 10.00 to 20.00 148/ 5.65% 13.98%
Over 20.00 to 100.00 181/6.91% 30.06%
20.00 to 50.00 135/5.15% 15.10%
50.00 to 100.00 46/ 1.76% 14.96%
Over 100.00 to 200.00 26/ 0.99% 16.42%
Over 200.00 to 500.00 11/0.42% 15.58%
Over 500.00 to 1,000.00 ! /
Over 1,000.00 to 2,000.00 / /
Over 2,000.00 to 5,000.00 / {
Over 5,000.00 to 9,995.00 / /
Total 2,619 100%
Source: HKEX
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HKEX TRADING REVENUE KEY ASSUMPTIONS

(%) 2024F 2025F 2026F
Cash ADT (HK$b) 119 132 136
Futures ADV (‘000) 790 751 780
Stock Option ADV (1000) 658 677 710
LME ADV (000) 693 709 743

Source: UOB Kay Hian
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PROFIT & LOSS
Year to 31 Dec (HK$m)

Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW
Year to 31 Dec (HK$m)

Operating
Pre-tax profit
Other operating cashflows

Investing

Proceeds from sale of assets

Others

Financing

Dividend payments
Proceeds from borrowings
Others/interest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent
Changes due to forex impact

Ending cash & cash equivalent

2023
20,269
14,828
1,443
13,385
(53)
13332
(1,351)
(119)
11,862
11,862

2023
11,500
11,294

206
(6,290)
(1,460)
(4,830)

(11,250)
(10,316)

0
(934)
(6,040)
15,258
(6)
10,286

2024F
21,868
15,985
1,380
14,605
(44)
14,561
(1,696)
(85)
12,780
12,780

2024F
12,311
12,085
227
(8,124)
0
(8,124)
(11,089)
(10,662)
0

(427)
(6,901)
9,212

0
11,315

2025F
22,886
16,531
1421
15,109
(47)
15,062
(1,841)
97
13,124
13,124

2025F
13,180
12,931
249
(7,190)
0
(7,190)
(12,896)
(11,502)
(934)
(459)
(6,906)
2,311
0
12,446

2026F
23759
16,896
1,464
15,432
(48)
15,385
(1,859)
(94)
13432
13,432

2026F
14,110
13,836
274
1,963

0

1,963
(12,306)
(11,812)
0

(495)
3,767
(4,595)
0
13,691

BALANCE SHEET
Year to 31 Dec (HK$m)

Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)

Profitability
EBITDA margin
Pre-tax margin
Net margin
ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (ad].)
EPS

Leverage

Debt to total capital
Debt to equity

Net debt/(cash) to equity

2023
1,553
23,424
10,286
305,916
341,179
719
285,792
1,399
1,473
51,344
452
341,179

2023

73.2
65.8
58.5

32
235

10.9
12.5
14.3
17.7
17.7
17.1

3.9
41
(15.9)

2024F
1,708
22,226
11,315
365,024
400,273
714
343,589
1,399
1,484
52,590
497
400,273

2024F

73.1
66.6
58.4

34
246

7.9
7.8
9.2
7.7
7.7
7.7

38
40
(17.5)

2025F
1,879
23,402
12,446
378,287
416,014
720
357,985
1,399
1,497
53,866
547
416,014

2025F

72.2
65.8
57.3

3.2
24.7

4.7
34
34
2.7
2.7
2.7

37
39
(19.2)

2026F
2,067
24,645
13,691
364,416
404,819
727
345411
1,399
1,510
55,170
602
404,819

2026F

711
64.8
56.5

33
24.6

3.8
2.2
2.1
2.3
2.3
24

37
39
(21.0)
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

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. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH 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 UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, 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) UOBKH, 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; (3) the officers,
employees and representatives of UOBKH 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”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.



UOBKayHian

Analyst Certification/Regulation AC

Each research analyst of UOBKH 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 UOBKH 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 UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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