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COMPANY UPDATE BUY

Hong Kong Exchanges and Clearing (388 HK) (Maintained)

More Patience Needed For Recovery Share Price HK$272.60
HKEX’s sentiment appears weak, but we anticipate multiple positive signs in the near Target Price HK$405.30
future, including: a) the potential expansion of Stock Connect, b) the launch of renminbi Upside +48.7%
counters, c) the potential trading of treasury bond futures, and d) listing reform for hard  (Previous TP HK$435.43)

tech companies. Maintain BUY with a reduced target price of HK$405.30 as we made

slight tweaks to EPS to incorporate full-year ADT adjustment. COMPANY DESCRIPTION

Hong Kong Exchanges and Clearing Limited
WHAT’S NEW (HKEx) owns and operates the stock
exchange, futures exchange and their related

* Recent market activities. Hong Kong Exchanges and Clearing’s (HKEX) share price has clearing houses in Hong Kong.

corrected by nearly 50% since 1Q21’s peak mainly due to the Hong Kong stock market
correction, which has reduced market capitalisation and consequently turnover volumes. sTOCK DATA
Jan-Sep 22 ADT was HK$124b (vs HK$180b in Jan-Sep 21), representing a decrease of

31.3% yoy primarily due to: a) slowdown in monthly turnover (+1% mom), and b) a decline in GICS sector' . Financials
average market capitalisation (-13.5% mom). Bloomberg ticker: 388 HK
Multipl ides ahead... We anticipate multiple positive trends for HKEX lici shares fssued (m). 1,267

¢ Multiple upsides ahead... We anticipate multiple positive trends for as policies are .
being discussed to bolster HKEX's unique position in China, including: Market cap (HKSm): 3456123
Market cap (US$m): 44,028.2
a) Potential expansion of Stock Connect. The China Securities Regulatory Commission 3 .+, avg daily tover (US$m): 135.5

(CSRC) plans to expand the Stock Connect programme to include more Hong Kong
primary-listed foreign companies and listed companies on the Shanghai and Shenzhen Price Performance (%)

exchanges. 52-week high/low HK$490.80/HK$266.60

b) Introduction of renminbi counters in Hong Kong in 1H23. The authorities have been  1mth 3mth  6mth 1yr YTD

cooperating to achieve this target. To support this effort, the Hong Kong government has  (12.3) (27.5) (12.3) (27.5) (12.3)

proposed waiving stamp duty on certain stock transactions for dual counter trading. Major Shareholders %

c) Possibility of Treasury bond futures trading in Hong Kong. The CSRC will support = The Government of Hong Kong SAR 5.8
Hong Kong's introduction of China Treasury bond futures, thereby accelerating China's

Treasury bond futures market's opening to foreign investors. FY22 NAV/Share (HK$) 37.85

FY22 Net Cash/Share (HK$) 6.91

d) Listing reform for hard-tech corporations. HKEX is contemplating a rule change that
would reduce the revenue requirement for hard tech companies seeking an IPO. pRicE CHART
According to reports, HKEX could begin public consultations as early as this month and

finalise the rule change by the end of the year. () T %)
550 120

¢ ...but more time needed for recovery. We view the aforementioned policies as catalysts 500 10
for the medium-to-long term, as the timeline for implementing most of these policies has not 50 100
been outlined. Hence, we believe more time is required for HKEX's share price to recover. 00 %
However, we maintain our view on HKEX’'s near-term catalysts including the potential w50 &
upticks in trading activities or IPOs which are contingent on the improvements in market 0 0
conditions. In 3Q22, there were 27 IPOs that raised a total of US$6.6b, more than twice the %
proceeds raised in 2Q22 including Tiangi Lithium and China Tourism Group Duty Free which = *
had raised HK$13.5b and HK$16.2b respectively, in Jul 22 and Aug 22. o °

2 Volume (m)
10

KEY FINANCIALS 0

Year to 31 Dec (HK$m) 2020 2021  2022F 2023F  2024F Ot Deo2t FebZ2 Apr22 Jn22 Aw22 Oc22

Net turnover 19,190 20,950 19,082 22,589 25,614

EBITDA 14,641 16,269 14,499 17,826 20,624 Source: Bloomberg

Operating profit 14,641 16,269 14,499 17,826 20,624

Not profitg (fep./act.) 11505 12,535 10513 13.416 15767 ~NALYST(S)

Net profit (adj.) 11,505 12,535 10,513 13,416 15,767 Sabrina Soh

EPS (HK$ cent) 915.3 989.0 829.4 1,0585 1,2440  +603 2147 1913

EFB(E% 223’ 2;8 3;2 2?? 2;2 sabrinasoh@uobkayhian.com

EV/EBITDA (x) 23.0 20.7 23.2 18.9 16.3

Dividend yield (%) 3.0 3.3 2.7 34 4.0

Net margin (%) 60.0 59.8 55.1 59.4 61.6

Net debt/(cash) to equity (%) (24.8) (17.5) (18.3) (21.0) (16.1)

ROE (%) 29.5 29.5 22.6 27.2 27.2

Consensus net profit - - 10,401 12,849 14,733

UOBKH/Consensus (x) - - 1.01 1.04 1.07

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

Refer to last page for important disclosures.
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ESSENTIALS

Expansion of Stock Connect with dual-counter trading and the exemption of stamp
duty. Currently, HKEX has some international listings, but Mainland Chinese investors
cannot trade or invest in such foreign firms listed in Hong Kong. Once Mainland Chinese
investors are permitted to trade these stocks, we believe Hong Kong-listed foreign firms
could see an increase in trading volume and would attract more foreign firms to list in Hong
Kong. Note that southbound (SB) trade accounted for 12% of Hong Kong's total revenue but
the six international listings only account for about HK$240b market cap (around 0.78% of
Sep 22's market cap). Thus, we see this as a long-term catalyst which will only be significant
if more foreign companies choose to list in Hong Kong.

Under the dual counter-trading plan, Mainland Chinese can trade HK-listed/SB-eligible
shares in HK dollar or renminbi. This increases the flexibility of trading currencies, giving
Mainland investors more options and reducing forex risk. To facilitate this, the Hong Kong
government has proposed waiving stamp duty for brokers who act as market makers to
facilitate the trading of renminbi-denominated shares by the end of this year. 14 Hong Kong-
listed companies have indicated they will consider issuing renminbi-denominated shares in
support of a government plan to allow trading in such shares via the Stock Connect scheme
beginning in 1H23. Note that the Hong Kong government raised the stamp duty on all share
transactions by 30% to 0.13% of the trading value for both buyers and sellers in Aug 21.

Near-term catalysts remain unchanged, weak macro environment remains the key
headwind. We remain our view on the following catalysts which should take place in near
term: a) expansion of Southbound Stock Connect by increasing the number of dual primary
listings and/or the inclusion of secondary-listed names; b) China ADRs' accelerating pace of
listing in Hong Kong and conversion of ADRs into H-shares (for those already listed in Hong
Kong) — regardless of the outcome of negotiations between China and US authorities,
accelerating the pace of listing and conversion should be a safe play for China ADRs; and c)
IPO listings will increase in 2H22 following the conclusion of regulations and/or the relaxation
of listing requirements. While multiple catalysts bode well for HKEX, we expect trading
volume to still take some time to fully recover due to the weak macro environment. We view
the 20th National Congress of the Chinese Communist Party to be key catalyst as policies
should be finalised after the congress.

EARNINGS REVISION/RISK

Modest revision to EPS as we incorporate full-year ADT adjustment. We revise our
2022 and 2023 EPS to incorporate our full-year ADT adjustment due to slowdown in Jan-
Sep 22 ADT.

VALUATION/RECOMMENDATION

Maintain BUY with a lower target price of HK$405.30 (previous: HK$435.43), as we trim
our 2022 and 2023 EPS and ADT by 2% and 3% respectively because the lower trading
volume is expected to persist, given the weak macro environment. Despite the temporary
setback in sentiment, we believe that the market will look ahead towards steep earnings
recovery in 2023 and partially price in the potential ADT uplift due to Chinese ADRs delisting.

Our target price is derived based on the three-stage DDM, assuming payout ratio: 85%;
growth rate: Y1: -17.47%, Y2: 27.61%, Y3: 17.52%; and terminal: 4%; EPS: Y1: HK$8.29,
Y2: HK$10.58, Y3: HK$12.44, Y4: HK$12.69. Our target price also implies 33x 2023F PE
(+0.5SD below five-year mean) and trades at about 30x PE premium compared with Hang
Seng Index (HIS). We deem that such valuation is reasonable as historically HKEX trades at
a 22-37x PE premium to HSI (2018-21).

Refer to last page for important disclosures.
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SIX FOREIGN LISTINGS IN HONG KONG
Daily
Market  Average
Stock Cap  Turnover

Name Code  (HK$B) (HK$M)
Prada SpA 1913 HK 102.61 35.46
United Co Rusal International PJSC 0486 HK  50.90 28.71
L'Occitane International SA 0973 HK  34.93 12.21
Samsonite International SA 1910 HK  28.62 95.07
NagaCorp Ltd 3918 HK  23.84 8.80
Vesync Cp. Ltd 2148HK  3.70 4.38

Source: Bloomberg, UOB Kay Hian

14 COMPANIES CONSIDERING ISSUING RENMINBI -
DENOMINATED SHARES
Daily Average

Stock Turnover
Name Code (HK$M)
Tencent 0700 HK 8,791.52
New World Development 0017 HK 104.97
Ping An Insurance 2318 HK 1,475.54

Hong Kong Exchanges and Clearing 0388 HK 1,687.51
(HKEX)

AIA 1299 HK 1,914.73
Bank of China (HK) 3988 HK 741.04
JD.com 9618 HK 2,524.87
Lenovo 0992 HK 33031
CNOOC 0883 HK 1,300.03
Sun Hung Kai Properties 0016 HK 367.40
China Resources Beer 0291 HK 509.26
Xiaomi 1810 HK 1,215.54
NetEase 9999 HK 986.53
Meituan 3690 HK 5,319.43

Source: Bloomberg, UOB Kay Hian
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Year to 31 Dec (HK$m) 2021 2022F 2023F 2024F Year to 31 Dec (HK$m) 2021 2022F 2023F 2024F
Net turnover 20,950.0 19,0824 22,588.7 25,6145 Fixed assets 3,955.0 3,850.0 3,501.0 47778.3
EBITDA 16,269.0 14,499.3 17,8255 20,623.5 Other LT assets 19,901.0 19563.0 20,7340 27,1457
Deprec. & amort. 0.0 0.0 0.0 0.0 Cash/ST investment 10,753.0 11,8283  13,011.1 14,3122
EBIT 16,269.0 14,499.3 17,8255 20,623.5 Other current assets 2444420 363,864.7 362,057.9 497,107.2
Total other non-operating income (1,354.0) (1,489.4) (1,683.0) (1,901.8) Total assets 279,051.0 399,106.0 399,304.0 543,343.5
Associate contributions (74.0) (100.0) (112.0) (112.0) ST debt 700.0 758.0 721.0 1,018.2
Pre-tax profit 14,8410 12,9099 16,030.5 18,609.7 Other current liabilities 230,237.0 345,576.0 345,243.0 471,046.2
Tax (2,343.0) (24529) (2,698.2) (2,968.0)  LTdebt 23140 21370 18460  2,644.7
Minorities 370 55.5 83.3 124.9 Other LT liabilities 1,299.0 1,399.0 15840  2,0324
Net profit 12,535.0 10,5126 13,4156 15,766.6 Shareholders' equity 44,1730  48918.0 49,626.0  66,205.3
Net profit (adj.) 12,5350 10,512.6 13,4156 15,766.6 Minority interest 328.0 318.0 284.0 396.6
Total liabilities & equity 279,051.0 399,106.0 399,304.0 543,343.5
CASH FLOW KEY METRICS
Year to 31 Dec (HK$m) 2021 2022F 2023F 2024F Year to 31 Dec (%) 2021 2022F 2023F 2024F
Operating 14,769.0 15,887.2 17,0922  18,390.7 Profitability
Pre-tax profit 11,956.0 12,7929 13,6884  14,646.6 EBITDA margin 77 76.0 78.9 80.5
Other operating cashflows 2,813.0 3,094.3 34037 37441 Pre-tax margin 70.8 67.7 71.0 72.7
Investing (7.4820) (6542.1) (5950.1) (5,611.8)  Netmargin 59.8 55.1 59.4 61.6
Proceeds from sale of assets 56.0 61.6 67.8 74.5 ROA 4.7 31 34 33
Others (7,538.0) (6,603.7) (6,017.9) (5,686.3) ROE 295 22.6 272 272
Financing (7,474.0)  (9,004.0) (9,022.6) (10,748.0)
Dividend payments (6,983.0) (7,681.3) (8,449.4) (9,294.4) Growth
Proceeds from borrowings (31.0) (37.2) (44.6) (53.6) Turnover 9.2 8.9 18.4 134
Others/interest paid (460.0)  (1,285.5) (528.6)  (1,400.1) EBITDA 111 (10.9) 22.9 15.7
Net cash inflow (outflow) (187.0) 341.1 2,119.4 2,030.9 Pre-tax profit 11.3 (13.0) 242 16.1
Beginning cash & cash equivalent  10,603.0 11,1332 11,689.8 12,274.3 Net profit 9.0 (16.1) 27.6 175
Changes due to forex impact 26.0 26.0 26.0 26.0 Net profit (adj.) 9.0 (16.1) 27.6 175
Ending cash & cash equivalent 10,753.0 11,8283 13,011.1 14,312.2 EPS 8.1 (16.1) 276 17.5
Leverage
Debt to total capital 6.3 5.6 49 5.2
Debt to equity 6.8 5.9 5.2 55
Net debt/(cash) to equity (17.5) (18.3) (21.0) (16.1)
EBITDA margin 7.7 76.0 78.9 80.5

Refer to last page for important disclosures.
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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.

Refer to last page for important disclosures. 4
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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

(i) 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.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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