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Haitong Securities (6837 HK)

4Q19 strong invt. gains partly eroded by impairment

HTS reported FY19 net profit of RMB 9.5bn, up 83% YoY, arriving at the middle
of its profit alert range. FY19 operating revenue increased 49% YoY to RMB
28.0bn, attributable to growth in almost every business line except NIl with prop-
trading gains and AM fees as the key highlights. 4Q19 net profit was up 15% QoQ
on sequentially strong AM fees and invt. gains, though partly offset by surged
impairment losses. HTS defers dividend distribution as it is proceeding with the
A-share private placement. Maintain BUY.

B Results positives: 1) Prop-trading gains +39% QoQ in 4Q19, which we
think was largely contributed by oversea and investment subsidiaries. FY19
invt. yield rebounded 3.1ppt to YoY 5.3%. 2) Asset mgmt. fee +63% Qo0Q
partly due to seasonality though, the full-year growth was impressive at 24%
YoY, vs. a flat industry trend. We believe the enhanced profitability was due
to contraction in “channel business”, evidenced by a 31% YoY decline in TAM
AUM at YE FY19, and 29% increase in actively managed AUM (accounting
for 54% of total AUM at YE FY19, up 17ppt YoY). 3) Brokerage commission
+12% QoQ, where domestic commission trend was slightly better than market
turnover trend (-5% vs. -8%) and oversea commission held up the growth. 4)
Investment banking fees -3% Qo0Q, also mixed with weaker domestic (-24%
QoQ) and stronger oversea, most likely from Haitong Int'l (665 HK, NR)'s bond
underwriting. Domestically, HTS is catching up in STAR Market sponsorship,
with seven IPOs in progress, which could help support its equity financing
underwriting performance in FY20E.

B Results negatives: 1) Impairment losses surged 55% QoQ, which possibly
came from its leasing subsidiary (impairment losses +25% HoH in 2H19 to
RMB 717mn) and other debt investments. The coronavirus outbreak and
slowing macro growth may continue to put pressure on leasing segment’s
asset quality in FY20E. 2) Net interest income -29% QoQ, likely due to lower
interest income from SPL business as reverse repo balance contracted
another 3% (on B/S SPL balance -24% YoY at YE FY19) and debt balance
slightly went up.

B Maintain BUY. HTS currently trades at 0.55x 1-year forward P/B, 25% below
its historical average minus 1SD (0.73x). The low valuation offers limited
downside potential. We remain our earnings forecast unchanged, and
maintain BUY rating with TP at HK$ 9.40.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Adj. op. revenue (RMB mn) 18,772 27,968 27,886 30,459 32,837
Net profit (RMB mn) 5,211 9,523 10,041 11,198 12,286
EPS (RMB) 0.45 0.83 0.87 0.97 1.07
EPS CHG (%) (40) 83 5 12 10
Consensus EPS (RMB) N/A N/A 0.89 0.99 N/A
P/E (x) 14.2 7.8 7.4 6.6 6.0
P/B (x) 0.63 0.59 0.55 0.52 0.49
Yield (%) 2.3 0.0 4.1 4.5 5.0
ROAE (%) 4.4 7.8 7.7 8.1 8.4
Adj. financial leverage (x) 4.3 4.4 4.6 4.6 4.5

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 138,175

Avg 3 mths t/o (HK$ mn) 178.05

52w High/Low (HK$) 11.30/6.50

Total Issued Shares (mn) 3,410 (H)
8,092 (A)

Source: Bloomberg

Shareholding Structure

Bright Food 3.05%

Shanghai Haiyan 3.48%

CSF 2.99%

Source: Company data
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Figure 1. HTS’s 4Q19 results summary

(RMB mn) VS.
CMBIS
I/S 1019 2Q19 3Q19 4Q19 QoQ 40Q18 YoY FY18 FY19 YoY est.
Net fees and commissions 2,032 2,830 2,241 2,826 26% 2,657 6% 8,514 9,929 17% 6%
Brokerage 960 936 791 885 12% 616 44% 3,006 3,571 19% 3%
Investment banking 585 1,062 920 890 -3% 1,319 -33% 3,217 3,457 7% 0%
Asset Management 406 738 476 775 63% 521 49% 1,925 2,395 24% 5%
Net interest income 915 1,338 1,111 784 -29% 1,119 -30% 4,820 4,148 -14% -6%
Prop trading gains 4,835 1,011 2,342 3,261 39% 1,337 144% 3,484 11,450 229% 9%
Adj. op. revenue 8,298 5,932 6,038 7,699 28% 5,378 43% 18,772 27,968 49% 6%
Adj. op. expenses (2,715)  (2,462) (2,686)  (3,394) 26%  (3,104) 9% (9,555) (11,257) 18% 6%
PPoP 5,584 3,470 3,352 4,305 28% 2,274 89% 9,218 16,711 81% 7%
Provision (265) (785) (701)  (1,089) 55% 8 N/A (1,647) (2,839) 72% 36%
Pre-tax profit 5,318 2,685 2,652 3,216 21% 1,886 71% 7,570 13,872 83% 2%
Income tax expense (1,219) (716) (645) (751) 16% 887 -185% (1,800) (3,331) 85% 1%
Net profit 3,770 1,756 1,859 2,138 15% 1,391 54% 5,211 9,523 83% -1%
B/S 1019 2Q19 3Q19 4Q19 QoQ 4Q18 YoY FY18 FY19 YoY
Margin accounts 54,870 52,096 51,622 52,798 2% 48,861 8% 48,861 52,798 8%
Financial investment 227,011 228,963 255,513 249,155 -2% 208,248 20% 208,248 249,155 20%
Reverse repos 71,274 65,831 59,485 57,485 -3% 82,679 -30% 82,679 57,485 -30%
Customer deposits 96,780 90,371 84,829 87,464 3% 71,894 22% 71,894 87,464 22%
Total shareholder's equity 122,649 122,395 124,039 126,091 2% 117,859 7% 117,859 126,091 7%
Ratios 1Q19 2019 3019 4019 QoQ 4018 YoY FY18 FY19 YoY
ROE 12.5% 5.7% 6.0% 6.8%  0.8ppt 4.7% 2.1ppt 4.4% 7.8% 3.4ppt
ROA 2.5% 1.1% 1.2% 1.3%  0.2ppt 1.0% 0.4ppt 0.9% 1.6% 0.6ppt
Leverage 4.2x 4.4x 4.5x 4.4x -0.1x 4.3x 0.1x 4.3x 4.4x 0.1x
Investment yield 8.9% 1.8% 3.9% 5.2% 1.3ppt 2.7% 2.4ppt 2.2% 5.3% 3.1ppt
Cost-to-income ratio 32% 41% 44% 44% Oppt 57% -13ppt 50% 40% -10ppt

Source: Company data, CMBIS estimates
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Financial Summary

Income statement Key Ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Brokerage commission 3,006 3,571 4,133 4,474 4,773 Operating revenue mix
Investment banking fee 3,217 3,457 3,699 3,902 4,150 Brokerage commission 16% 13% 15% 15% 15%
Asset management fee 1,925 2,395 2,205 2,355 2,501 Investment banking fee 17% 12% 13% 13% 13%
Net interest income 4,820 4,148 4,707 5,108 5,614 Asset management fee 10% 9% 8% 8% 8%
Prop-trading gains 3,484 11,450 10,780 12,178 13,356 Net interest income 26% 15% 17% 17% 17%
Others 2,321 2,947 2,362 2,443 2,443 Prop-trading gains 19% 41% 39% 40% 41%
Adj. op. revenue 18,772 27,968 27,886 30,459 32,837 Others 12% 11% 8% 8% 7%
Adj. op. expenses (9,555) (11,257) (11,795) (12,914) (13,759) Total 100% 100% 100% 100% 100%
PPoP 9,218 16,711 16,091 17,545 19,078
Provision (1,647) (2,839) (1,886) (1,719) (1,652) Growth, YoY
Pre-tax profit 7,570 13,872 14,205 15,826 17,427 Brokerage commission -24% 19% 16% 8% 7%
Income tax expense (1,800) (3,331) (3,409) (3,798) (4,227) Investment banking fee -3% 7% 7% 5% 6%
Minority interests (560) (1,017)  (755) (830) (913) Asset management fee -8% 24% -8% 7% 6%
Net profit 5,211 9,523 10,041 11,198 12,286 Net interest income 31% -14% 13% 9% 10%
Prop-trading gains -63% 229% -6% 13% 10%
Adj. op. revenue -23% 49% 0% 9% 8%
Balance sheet PPoP 37%  81% 4% 9% 9%
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E Net profit -40% 83% 5% 12% 10%
Deposit held on behalf of clients 62,319 76,179 87,542 96,561 107,607 Total assets 7% 11% 11% 7% 6%
Clearing reserves 7,647 8,611 9,948 11,142 12,416
Margin accounts 48,861 52,798 64,619 69,788 73,975 Efficiency
Reverse repos 82,679 57,485 62,505 65,630 68,912 Cost-to-income ratio 50% 40% 41% 41% 41%
Financial investments 208,248 249,155 296,212 325,834 345,384
Other assets 164,870 192,566 189,101 189,427 194,345 Leverage
Total assets 574,624 636,794 709,927 758,382 802,639 Adj. financial leverage (x) 4.3 4.4 4.6 4.6 4.5
Investment/ equity 177% 198% 221% 229% 228%
Customer brokerage deposits 71,894 87,464 100,990 111,045 123,748
Short-term debts 134,552 163,499 195,222 212,217 225,013 Profitability
Long-term debts 183,434 179,075 191,945 200,151 206,266 ROE 44% 7.8% T7.7% 81% 8.4%
Other liabilities 54,559 65,636 69,769 72,982 76,091 ROA 09% 1.6% 15% 15% 1.6%
Total liabilities 444,438 495,675 557,926 596,395 631,117
Per share
Total shareholders' equity 117,859 126,091 134,175 142,378 151,325 EPS (RMB) 0.45 0.83 0.87 0.97 1.07
Incl. Perpetual bonds 0 0 0 0 0 DPS (RMB) 0.15 0.00 0.26 0.29 0.32
Minority interest 12,327 15,028 17,826 19,609 20,197 BVPS (RMB) 10.25 10.96 11.67 12.38 13.16

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst 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 that 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 stock(s) 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 stock(s) covered in this research report 3 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.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.
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