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GF Securities (1776 HK)

4Q19 slight beat on stronger investment banking

GFS reported FY19 net profit of RMB 7.5bn, up 75% YoY, 4%/5% above CMBIS/
consensus estimates. FY19 operating revenue grew 46% YoY to RMB 20.5bn,
mainly fueled by a 10.7x rebound of prop-trading gains from low base in FY18,
while impairment losses surged 125% YoY largely from debt investments. 4Q19
results surprised us on higher investment banking fees. We maintain HOLD on
GFS as it is not a principal beneficiary of policy tailwinds, in our view.

B Results positives: 1) Investment banking fees +49% QoQ in 4Q19,
primarily on 153% QoQ increase in equity financing underwriting amount, with
four STAR Market IPOs listed in 4Q19. GFS has completed another two
sponsored IPOs on the new board in 1Q20E, and now has no active
sponsorship in its STAR Market pipeline. The Company may need to catch up
as we still see STAR Market as major IPO supply in FY20E. 2) Prop-trading
gains +23% QoQ on better A-share stock market performance towards year-
end. 3) Asset mgmt. fees +25% QoQ, likely partly due to higher performance
fees. AM business’s total AUM was still contracting under tighter regulations
(-22% YoY/-15% HoH at YE FY19), while higher proportion of actively
managed AUM improved fee rates. GFS obtained approvals for two CAM
products to transform into mutual funds in Nov 2019, which may help stabilize
its AUM trend. 4) Net interest income +14% Qo0Q, vs. most peers seeing a
sequential decline. We believe this was resulted from higher interest income
as margin financing balance expanded 8% QoQ, and lower interest expenses
as total debts decreased 6% Qo0Q. GFS was one of few brokers under our
coverage lowering its leverage, of which the YE adj. financial leverage
decreased 0.4x from 3.9x in FY18 to 3.5x in FY19.

B Results negatives: 1) Brokerage commission -9% QoQ, vs. -8% domestic
stock market turnover trend. We estimated both market share loss (-0.3ppt)
and slightly lower commission rate in 2H19. 2) Impairment losses surged
18x QoQ in 4Q19 and 125% YoY in FY19. 2H19 impairment losses halved
HoH though, those from GFS’s leasing subsidiary were likely the main
components.

B Maintain HOLD. GFS currently trades at 0.58x 1-year forward P/B, close to
its historical trough (0.52x). Though the valuation is very low, we see limited
catalysts ahead for an upward re-rating. We made no changes to our earnings
forecast, and maintain HOLD rating on GFS with TP at HK$ 8.90.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Adj. op. revenue (RMB mn) 14,035 20,486 20,457 22,379 24,398
Net profit (RMB mn) 4,300 7,539 7,431 8,238 9,148
EPS (RMB) 0.56 0.99 0.98 1.08 1.20
EPS CHG (%) (50) 75 1) 11 11
Consensus EPS (RMB) N/A N/A 1.02 1.14 N/A
P/E (x) 13.2 7.5 7.6 6.9 6.2
P/B (x) 0.67 0.62 0.58 0.55 0.51
Yield (%) 0.0 6.9 3.9 4.4 4.8
ROE (%) 51 8.6 7.9 8.2 8.6
Financial leverage (x) 3.9 3.5 3.4 3.4 3.5

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1. GFS’s 4Q19 results summary

(RMB mn) vS.
CMBIS
IS 1Q19 2Q19 3Q19 4Q19 QoQ 4Q18 YoY FY18 FY19 YoY est.
Net fee and commissions 2,420 2,524 2,251 2,566 14% 2,186 17% 8,619 9,761 13% 4%
Brokerage 1,163 1,152 984 900 -9% 922 -2% 3,453 4,198 22% 0%
Investment banking 307 214 369 548 49% 211 159% 1,216 1,438 18% 26%
Asset Management 880 1,113 854 1,063 25% 1,025 4% 3,743 3,911 4% 0%
Net interest income 683 855 761 869 14% 988 -12% 3,689 3,168 -14% 1%
Prop trading gains 3,495 537 1,190 1,465 23% (15) N/A 571 6,687 1071% 2%
Adj. op. revenue 6,704 4,099 4,390 5,294 21% 3,745 41% 14,035 20,486 46% 4%
Adj. op. expenses (2,554) (2,136) (2,270)  (2,568) 13%  (1,885) 36%  (7,727)  (9,528) 23% 7%
PPoP 4,150 1,963 2,119 2,725 29% 1,860 47% 6,308 10,957 74% 2%
Provision (130) (334) (11) (206)  1821% (69) 196% (303) (681) 125% 12%
Pre-tax profit 4,019 1,629 2,109 2,520 19% 1,790 41% 6,004 10,276 71% 2%
Income tax expense (845) (363) (485) (473) -2% (329) 44%  (1,372)  (2,166) 58% -3%
Net profit 2,919 1,221 1,476 1,923 30% 1,332 44% 4,300 7,539 75% 4%
B/S 1Q19 2Q19 3Q19 4Q19 QoQ 4Q18 YoY FY18 FY19 YoY
Margin accounts 50,959 48,757 50,767 54,787 8% 45,355 21% 45,355 54,787 21%
Financial investment 189,400 191,517 190,893 193,368 1% 185,492 4% 185,492 193,368 4%
Reverse repos 27,043 28,859 18,585 20,689 11% 36,813 -44% 36,813 20,689 -44%
Customer deposits 88,770 82,062 77,744 79,681 2% 58,445 36% 58,445 79,681 36%
Total shareholder's equity 88,784 89,912 91,422 91,234 0% 85,018 7% 85,018 91,234 7%
Ratios 1Q19 2019 3Q19 40Q19 QoQ 4Q18 YoY FY18 FY19 YoY
ROE 13.4% 5.5% 6.5% 8.4%  1.9ppt 6.3% 2.2ppt 5.1% 8.6%  3.5ppt
ROA 2.9% 1.2% 1.5% 2.0% 0.5ppt 1.4% 0.6ppt 1.2% 1.9% 0.8ppt
Leverage 3.7x 3.6x 3.4x 3.5x 0.1x 3.9x -0.4x 3.9x 3.5x -0.4x
Investment yield* 7.5% 1.1% 2.5% 3.0%  0.6ppt 0.7% 2.4ppt 2.4% 5.4% 3.0ppt
Cost-to-income ratio 38% 51% 51% 48% -3ppt 50% -2ppt 54% 46% -8ppt

Source: Company data, CMBIS

*: include interest income from debt/other debt investments when calculating full-year yield.
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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 3,453 4,198 5,208 5,704 6,237 Operating revenue mix
Investment banking fee 1,216 1,438 1,201 1,280 1,339 Brokerage commission 25% 20% 25% 25% 26%
Asset management fee 3,743 3,911 4,059 4,363 4,821 Investment banking fee 9% 7% 6% 6% 5%
Net interest income 3,680 3,168 3,498 3,745 4,126 Asset management fee 27% 19% 20% 19% 20%
Prop-trading gains 571 6,687 5,693 6,413 7,001 Net interest income 26% 15% 17% 17% 17%
Others 1,363 1,084 799 874 874 Prop-trading gains 4% 33% 28% 29% 29%
Adj. op. revenue 14,035 20,486 20,457 22,379 24,398 Others 10% 5% 4% 4% 4%
Adj. op. expenses (7,727) (9,528) (9,465) (10,246) (11,108) Total 100% 100% 100% 100% 100%
PPoP 6,308 10,957 10,992 12,133 13,290
Provision (303) (681) (427) (342) (205) Growth, YoY
Pre-tax profit 6,004 10,276 10,565 11,791 13,085 Brokerage commission -20% 22% 24% 10% 9%
Income tax expense (1,372) (2,166) (2,372) (2,695) (2,991) Investment banking fee -56% 18%  -16% 7% 5%
Minority interests (332) (571) (762) (859) (947) Asset management fee -6% 4% 4% 7% 11%
Net profit 4,300 7,539 7,431 8,238 9,148 Net interest income 685%  -14% 10% 7% 10%
Prop-trading gains -94% 1071% -15% 13% 9%
Adj. op. revenue -35% 46% 0% 9% 9%
Balance sheet PPoP -48%  74% 0% 10%  10%
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E Net profit -50% 75% -1% 11% 11%
Deposit held on behalf of clients 39,515 58,366 66,646 73,021 80,323 Total assets 9% 1% 7% 7% 7%
Clearing reserves 17,900 19,548 24,630 27,586 30,344
Margin accounts 45,355 54,787 57,896 61,949 65,666 Efficiency
Reverse repos 36,813 20,689 18,377 19,296 20,261 Cost-to-income ratio 54% 46% 45% 45% 45%
Financial investments 185,492 193,368 216,358 229,340 238,513
Other assets 64,030 47,632 37,764 40,881 46,429 Leverage
Total assets 389,106 394,391 421,671 452,072 481,536 Adj. financial leverage (x) 3.7 3.5 3.4 3.4 3.5
Investment/ equity 218% 212% 223% 222% 216%
Customer brokerage deposits 58,445 79,681 87,306 95,657 105,223
Short-term debts 127,216 114,299 103,859 109,949 115,298 Profitability
Long-term debts 74,170 86,213 105,631 113,998 120,569 ROE 51% 86% 7.9% 82% 8.6%
Other liabilities 40,646 20,062 23,701 24,923 25,833 ROA 12% 19% 1.8% 1.9% 2.0%
Total liabilities 300,477 300,254 320,498 344,527 366,924
Per share
Shareholders' fund 85,018 91,234 97,191 103,365 110,223 EPS (RMB) 0.56 0.99 0.98 1.08 1.20
Incl. Perpetual bonds 0 0 0 0 0 DPS (RMB) 0.00 0.30 0.29 0.32 0.36
Minority interest 3,611 2,903 3,981 4,180 4,389 BVPS (RMB) 11.16 11.97 12.75 1356 14.46
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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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

HOLD : 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 HOLD 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 (l)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 (Il) 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.

For recipients of this document in the United States

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.
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