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Stock Data 

Mkt Cap (HK$ mn) 309,495 

Avg 3 mths t/o (HK$ mn) 1,225.5  

52w High/Low (HK$)   286.2/195.6 

Total Issued Shares (mn) 1,258 

Source: Bloomberg 

 

Shareholding Structure 

The Government of the Hong 
Kong Special Administrative 
Region 5.38% 
Source: HKEx 

 

Share Performance 

 Absolute Relative 

1-mth 1.2% -1.6% 

3-mth -5.0% -1.8% 

6-mth -8.0% -2.7% 

Source: Bloomberg 

 

12-mth Price Performance 

 
Source: Bloomberg 
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On 11 Sep, HKEx announced a surprising potential acquisition of LSEG (LSE LN, 

NR) with a consideration of GBP 29.7bn (or HK$ 287.8bn), but the deal will move 

forward only if LSEG’s takeover of Refinitiv does not happen. We see the 

potential deal to extensively expand HKEx’s global presence, diversify its 

revenue streams, and connect China with the rest of the world on a broader scope, 

while uncertainties remain high and deal valuation seems not attractive. 

 Deal valuation and structure: The consideration implies 42.5x FY19E P/E 

of LSEG, much higher than its current 36.5x and HKEx’s current 29.7x. 

HKEx will fund the deal by cash (both its own funds and new debt) and new 

share issuance to current LSEG shareholders (Figure 1), who will hold ~41% 

in HKEx’s enlarged share capital. The newly issued shares of HKEx will seek 

to float on LSE for secondary listing. 

 Strategic synergies>financial benefits in short-run. If succeeded, the 

deal aims to form a world leading market infrastructure operator connecting 

the East (esp. China) and the West with diversified asset classes. HKEx’s 

revenue structure will be enhanced by LSEG’s information services (esp. 

FTSE Russell Indices) and FICC business, where HKEx currently lacks 

competitiveness (Figure 2). In addition, the Connect Scheme may further 

penetrate into the European market. Though the strategic prospects are 

promising, short-term financial synergies may be limited as 1) earnings will 

be diluted due to new share issuance, 2) LSEG has relatively lower operating 

efficiency than HKEx (Figure 4), and 3) HKEx will bear heavier debt burden 

whilst targeting to maintain a ~90% payout ratio after combination.  

 Challenges ahead. 1) Uncertainties regarding the Refinitiv deal. It would 

not be easy to get LSEG to back down this transaction. LSEG stated it would 

remain “committed to and continue to make good progress” on takeover of 

Refinitiv. Its stock has also surged 27% since the Refinitiv deal was 

announced, showing investor’s welcome to the transaction. 2) Geopolitical 

and regulatory uncertainties. Whether the UK regulators will allow HKEx 

to acquire its key capital market operator considering national interest would 

be a big concern, especially amid rising geopolitical upheavals.  

 Valuation. HKEx currently trades at 29.7x FY19E P/E, equivalent to its 5-yr 

avg. The market may not react so excitedly as long-term positives may be 

overshadowed by uncertainty regarding the completion of the transaction.  

Earnings Summary 

(YE 31 Dec) FY16A FY17A FY18A 

Revenue (HK$ mn) 11,116  13,180  15,867  

Net income (HK$ mn) 5,769  7,404  9,312  

EPS (HK$) 4.76  6.03  7.50  

YoY growth (%) (29) 27  24  

P/E (x) 51.7  40.8  32.8  

P/B (x) 9.3  8.2  7.5  

Yield (%) 1.7  2.2  2.7  

ROE (%) 18.6  21.3  23.9  

EBITDA margin (%) 68.9  72.9  74.1  

Source: Company data, Bloomberg, CMBIS

Hong Kong Exchange & Clearing (388 HK) 
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Figure 1: Deal structure and valuation 

 

Source: Company data, Bloomberg, CMBIS 
* Using HKEx’s close price of HK$ 246.0 on 11 Sep. 

Figure 2: FY18 Revenue mix of HKEx and LSEG 

 

Source: Company data, CMBIS 
Note: including reclassification by CMBIS 

 
Figure 3: Comparison of certain FY18 financial data of 

HKEx and LSEG 

 

Source: Company data, CMBIS 
Note: Assuming a GBPHKD exchange rate of 9.695. 

Figure 4: Comparison of certain FY18 operating 

indicators of HKEx and LSEG  

 

Source: Company data, CMBIS 

 
Figure 5: 5-yr forward rolling P/E of LSEG 

 

Source: Bloomberg, CMBIS 
 

Figure 6: 5-yr forward rolling P/E of HKEx 

 

Source: Bloomberg, CMBIS 

 

 

Deal structure

Each LSEG share to receive: Cash GBp 2,045

+

 2.495 HKEx new shares

Implied price per share (GBp)* 8,376

No. of LSEG shares issued (mn) 354.5

Total consideration (GBP bn) 29.7

EV 31.7

Valuation

Implied FY18 P/E 49.0x

Implied FY19E P/E 42.5x

Implied FY18 EV/EBITDA 30.1x

Implied FY19E EV/EBITDA 26.0x
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About LSEG 

Headquartered in London, LSEG is a leading financial market operator and has a long 

history that could be traced back to 1698. The Group operates several equities, fixed 

income and derivatives markets, including LSE, Borsa Italiana, MTS and Truquoise. LSEG 

ranked seventh place in the world in terms of market cap by the end of 2018. Through 

FTSE Russell, the Group provides financial indexing, benchmarking and analytic services 

to and has ~US$ 15tn AUM benchmarked to its indices. The Group also provides post trade 

services via LCH, CC&G and Monte Titoli, with over 90% market share globally in interest 

rate swap clearing. The Group has expanded its global footprint throughout North America, 

Italy, France and Sri Lanka except for its headquarter, with a total of ~4,500 employees. 

Figure 7: Business lines of LSEG 

  
Source: Company data, CMBIS 
 

Figure 8: Geographical revenue breakdown of LSEG 

 

Source: Company data, CMBIS 
Note: Data as of FY2018. 
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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. 
  
For recipients of this document in the United Kingdom 
This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) 
Order 2005 (as amended from time to time)(“The Order”) or (II) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, 
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.  
 
This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities 
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy 
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.  
 
For recipients of this document in Singapore 
This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser 
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute 
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of 
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or 
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents 
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising 
from, or in connection with the report. 


