
 

    

Company Note Stockbroking & Exchanges│Hong Kong│March 20, 2019  
 

 

 

 Powered by the 
EFA Platform 

 

 

Insert   Insert     

GTJA International 
2018 results hit by MTM losses; expect to see a 
strong recovery in 2019  
■ Excluding the revenue contribution from the parent’s IPO in 2017, the Company’s net 

profit dropped ~20% YoY in 2018.  
■ The bottom line was hit by mark-to-market (MTM) losses of about HK$570m.  
■ Impairment for the margin financing balance was much smaller in 2H18, which 

suggests that the quality of the margin financing balance has stabilized.  
■ We expect 2019E EPS to rebound by 52% YoY thanks to recovery in its major 

business segments and much better investment gains. Reiterate BUY with a new 
target price of HK$2.20 (1.48x 2019E PBR), implying 33% upside.  

 

Weaker 2018 results should not be too surprising   
GTJA International (GTJAI) reported net profit of HK$797m, down 35% YoY. The decline 
was smaller (~20%) if the revenue contribution from the parent’s IPO in 2017 is excluded. 
The weak results were hit by two major items: (i) an MTM loss of about HK$420m, mainly 
related to its HK$8bn bond portfolio for market making; and (ii) an MTM loss of about 
HK$150m, mainly related to its seed money investment. Given the volatile market 
conditions in 2H2018, the MTM losses should not be too surprising, in our view. 
 

Some positives in the 2018 results  
(i) Impairment for the margin financing balance was about HK$250m for the full year, but 
mostly in 1H18 (HK$190m), which suggests that the quality of the margin financing 
balance has stabilized. (ii) Revenue from selling financial products jumped 111% to 
HK$641m. With its investment grade credit rating (BBB+), GTJAI’s financing cost was 
lowered, which enabled the Company to expand its business quickly. (iii) ECM revenue 
dropped 68% YoY to HK$78m, as a large amount of revenue was booked in 2017 due to 
its parent’s IPO. However, DCM revenue still grew 38% YoY to HK$483m. 
 

Some MTM losses recouped in 2M2019  
According to management, thanks to much better market conditions, about half of the 
HK$420m MTM loss for its bond portfolio was recouped in 2M2019. As for the MTM loss 
of HK$150m related to its seed money investment, about one-third was recouped in the 
corresponding period. 
 

Major business segments expected to recover this year   
Its ECM business completed only three projects in 2018, as the Company switched to 
IPOs of larger scale. Management believes the transformation has been largely 
completed, and the target is to complete about 12 projects this year. Regarding the DCM 
business, momentum is expected to remain strong, and the target is to complete 180–
200 underwritings this year, up from 148 in 2018. The margin financing balance dropped 
from HK$12.9bn at end-2017 to HK$9.4bn at end-2018, largely due to strengthened risk 
control. We expect the balance to rebound to HK$11.5bn at end-2019 on the back of  
improving market sentiment. 
 

Reiterate BUY with a target price of HK$2.20  
We lower our 2019E EPS by 23.7% after using more conservative assumptions for its 
investments and market making business. Our Gordon Growth Model-based target price 
is lowered from HK$2.65 to HK$2.20 (cost of equity 9.4%; mid-term ROE 11.5% 
(previous: 13%)) accordingly. Trading at 1.1x 2019E PBR, it is well below the three-year 
average of 1.77x, which largely reflects the weak 2018 results but not the ROE recovery 
in 2019E.  

 

             
                
 

            

 
SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG 

 

   Hong Kong 

BUY 
Consensus ratings*: Buy 7 Hold 0 Sell 0 
  

Current price: HK$1.65 
Target price:   HK$2.20 
Previous target: HK$2.65 
Up/downside: 33.3% 
CGS-CIMB / Consensus: na 
  

Reuters:  
Bloomberg: 1788 HK 
Market cap: US$1,622m 
 HK$12,731m 
Average daily turnover: US$4.34m 
 HK$34.1m 
Current shares o/s: 7,716m 
Free float: 40.0% 
*Source: Bloomberg 
 Key changes in this note 

 FY19F Revenue increased by 15%. 
 FY19F EPS increased by 23.7%. 
 FY19F ROE lowered by 2.7ppt. 

  
 

 
Source: Bloomberg 

 

Price performance 1M 3M 12M 
Absolute (%) 3.1 34.1 -31.8 
Relative (%) -1.3 20.2 -25.3 
 

Major shareholders % held 
Guotai Junan Holdings  58.7 
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Financial Summary
 Dec-16A  Dec-17A  Dec-18A  Dec-19F  Dec-20F

 Year ended 31 December

Revenue (HK$m) 25,192         31,324         30,122          36,083         41,698           

Net income (HK$m) 969             1,228          797               1,223          1,448            

Adjusted Net Margin 47% 48% 37% 46% 47%

Adjusted EPS (HK cents per share): 14.1            17.7            10.3              15.7            18.6              

YoY Change -5% 26% -42% 52% 18%

PER(x) 11.7            9.3              16.0              10.5            8.9                

PBR(x) 1.4              1.3              1.2               1.1              1.0                

ROAE 12.3% 14.6% 8.2% 10.9% 12.1%

ROAA 2.4% 2.1% 1.0% 1.3% 1.4%
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Figure 1: 2018 results highlights   

 

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG   
 
 
 
 

 

(HKD'000)  Dec-17A  Dec-18A YoY Change
 Year ended 31 December

 Brokerage        517,118        454,962 -12.0%

Loans and Financing 1,288,777    1,307,294    1.4%

Corporate Finance 683,526       594,970       -13.0%

Asset Management 29,792         16,716         -43.9%

Investment Holding & Market Making 613,180       638,266       4.1%

Revenue 3,132,393    3,012,208    -3.8%
Other income 2,399          3,932          63.9%

Operating Expenses
      Staff costs 676,031       642,853       -4.9%

      Commission to accounts executives 61,947         68,894         11.2%

      Depreciation 38,736         36,541         -5.7%

      Other operating expenses 405,196       584,508       44.3%

      Finance costs 498,932       765,570       53.4%

Operating Profit 1,453,950    917,774       -36.9%
Income tax expense (223,073)      (134,098)      -39.9%

Non-controlling interests (2,703)         13,159         n.a.

Net income 1,228,174    796,835       -35.1%

Revenue Breakdown(%)
Brokerage 17% 15%

Loans and Financing 41% 43%

Corporate Finance 22% 20%

Asset Management 1% 1%

Investment Holding & Market Making 20% 21%
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Profit & Loss 
(HKD'000)  Dec-16A  Dec-17A  Dec-18A  Dec-19F  Dec-20F
 Year ended 31 December

Brokerage 393,000       517,118       454,962        494,340       545,284         

Loans and Financing 1,297,278    1,288,777    1,307,294      1,308,825    1,481,088      

Corporate Finance 456,649       683,526       594,970        715,943       833,588         

Asset Management 28,487         29,792         16,716          21,976         24,173           

Investment Holding & Market Making 343,773       613,180       638,266        1,067,169    1,285,706      

Revenue 2,519,187    3,132,393    3,012,208      3,608,252    4,169,839      
Other income 2,608          2,399          3,932            5,000          6,000            

Operating Expenses
      Staff costs 526,657       676,031       642,853        729,600       821,100         

      Commission to accounts executives 55,117         61,947         68,894          69,208         76,340           

      Depreciation 34,695         38,736         36,541          37,000         38,000           

      Other operating expenses 379,923       405,196       584,508        460,780       528,762         

      Finance costs 393,536       498,932       765,570        892,213       1,024,816      

Operating Profit 1,131,867    1,453,950    917,774        1,424,452    1,686,822      
Income tax expense (162,520)      (223,073)      (134,098)       (213,668)      (253,023)        

Non-controlling interests (208)            (2,703)         13,159          12,108         14,338           

Net income 969,139       1,228,174    796,835        1,222,892    1,448,137      

EPS (HK cents):
    Basic 14.1 17.7 10.3 15.7 18.6

    Diluted 13.9 17.6 10.3 15.7 18.6

DPS (HK cents): 7.50            9.00            5.30              7.84            9.28              

Dividend payout ratio 53.3% 50.7% 51.3% 50.0% 50.0%

Dividend Yield 4.5% 5.5% 3.2% 4.8% 5.6%

Key Drivers  Dec-16A  Dec-17A  Dec-18A  Dec-19F  Dec-20F
Growth Ratio YOY:
Total Revenue 11% 24% -4% 20% 16%

  Brokerage -45% 32% -12% 9% 10%

   Loans and Financing 21% -1% 1% 0% 13%

  Corporate Finance 62% 50% -13% 20% 16%

  Asset Management -46% 5% -44% 31% 10%

  Investment Holding & Market Making 135% 78% 4% 67% 20%

Operating profit 8% 28% -14% 38% 17%

Net profit -4% 26% -35% 53% 18%

EPS growth -5% 26% -42% 52% 18%

Margins and Ratios:
Adjusted Operating Margin* 55% 57% 42% 54% 55%

Adjusted Net Margin** 47% 48% 37% 46% 47%

Effective tax rate 14% 15% 15% 15% 15%

Cost-to-income ratio 50% 49% 60% 57% 56%

Staff cost-to-income ratio 21% 22% 21% 20% 20%

Average daily turnover of HKEx (HK$ m) 66,280         88,200         107,400        115,000       125,000         
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Balance Sheet 
(HKD'000)  Dec-16A  Dec-17A  Dec-18A  Dec-19F  Dec-20F
Year ended 31 December
    Non-current assets 812,891       576,666       2,949,007      2,982,025    3,005,025      
Property, plant and equipment 493,559       480,006       471,644        480,000       480,000         

Others 319,332       96,660         2,477,363      2,502,025    2,525,025      

    Current assets 44,187,854  73,383,718  85,085,284    96,928,889  108,524,300   
Loans and advances to customers 14,286,666  15,553,655  9,936,545      12,048,849  13,775,510    

Accounts receivable 1,495,924    4,347,402    5,347,223      5,412,378    6,254,759      

Financial assets at fair value through profit or 13,261,624  37,170,762  47,861,469    54,455,428  61,520,249    

Cash held on behalf of customers 12,400,917  12,348,012  14,319,985    15,324,538  16,903,808    

Cash and cash equivalents 1,964,398    2,212,502    4,105,672      5,179,696    4,441,974      

Others 778,325       1,751,385    3,514,390      4,508,000    5,628,000      

Total assets 45,000,745  73,960,384  88,034,291    99,910,914  111,529,325   

    Non-current liabilities 2,133,262    21,648         -               -              -                
Bank borrowings 2,100,000    -              -               -              -                

Others 33,262         21,648         -               -              -                

    Current liabilities 32,333,649  62,947,310  76,522,272    87,661,798  98,435,492    
Accounts payable 14,871,038  16,952,250  18,883,841    21,117,213  23,293,448    

Bank borrowings 6,811,433    13,781,721  9,441,083      8,000,000    7,000,000      

Debt securities in issue 3,485,520    9,008,776    8,413,380      11,500,000  13,000,000    

Others 7,165,658    23,204,563  39,783,968    47,044,586  55,142,044    

Total liabilities 34,466,911  62,968,958  76,522,272    87,661,798  98,435,492    

    Capital and reserves
Share capital and share premium 6,054,025    6,118,060    8,125,856      8,175,856    8,225,856      

Retained profits 3,171,842    3,531,268    3,866,010      4,477,456    5,201,524      

Proposed final dividend 310,613       312,475       153,045        305,723       362,034         

Other reserves (1,361,282)   (1,353,717)   (1,312,980)     (1,402,115)   (1,402,115)     

Total equity 8,175,198    8,608,086    10,831,931    11,556,920  12,387,299    
Perperutal debt 2,346,685    2,346,794    350,784        350,784       350,784         

Minority 11,951         36,546         329,304        341,412       355,750         

Key Ratios  Dec-16A  Dec-17A  Dec-18A  Dec-19F  Dec-20F
Finance Ratios:
PER(x) 11.72 9.30 15.98 10.52 8.89

PBR(x) 1.40 1.34 1.18 1.11 1.04

Book value per share(HKD) 1.2 1.2 1.4 1.5 1.6

ROAE 12.3% 14.6% 8.2% 10.9% 12.1%

ROAA 2.4% 2.1% 1.0% 1.3% 1.4%

Dupont Analysis:
Brokerage 1.0% 0.9% 0.6% 0.5% 0.5%

 Loans and Financing 3.2% 2.2% 1.6% 1.4% 1.4%

Corporate Finance 1.1% 1.1% 0.7% 0.8% 0.8%

Asset Management 0.1% 0.1% 0.0% 0.0% 0.0%

Investment Holding & Market Making 0.8% 1.0% 0.8% 1.1% 1.2%

Revenue 6.1% 5.3% 3.7% 3.8% 3.9%

Operating Expenses 3.4% 2.8% 2.6% 2.3% 2.4%

Operating Profit 2.7% 2.4% 1.1% 1.5% 1.6%

Income tax expense 0.4% 0.4% 0.2% 0.2% 0.2%

Net income 2.4% 2.1% 1.0% 1.3% 1.4%

Leverage [Total assets/equity] 5.50 8.59 8.13 8.65 9.00
Net leverage [(Total assets-Accounts
payable to clients)/Total equity]

3.08 5.55 6.55 7.03 7.35

ROAE 12.3% 14.6% 8.2% 10.9% 12.1%
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Disclaimer 
This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any jurisdiction 
where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China Galaxy International Securities 
(Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing requirement within such jurisdiction. 

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International Financial 
Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly or implied) is made as 
to their accuracy, correctness and/or completeness.  

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance should 
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. The 
recipient of this report should understand and comprehend the investment objectives and its related risks, and where necessary consult their own independent 
financial advisers prior to any investment decision. 

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this report, such 
views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings Limited, its subsidiaries and 
associate companies (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).  

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy International and/or 
the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report and its attachment/s and/or 
any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.  

Disclosure of interest 
China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy International 
Financial Holdings Limited. China Galaxy International may have financial interests in relation to the subjected company(ies)’ securities in respect of which are 
reviewed in this report, and such interests aggregate to an amount may equal to or less than 1% of the subjected company(ies)’ market capitalization unless specified 
otherwise. 

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) mentioned in this 
report. 

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions with the 
securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a position or holding, or other 
material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. 

Galaxy International Securities may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, 
any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or investment services in relation 
to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this report. 

Furthermore, Galaxy International Securities may have received compensation for investment banking services from the company(ies) mentioned in this report within 
the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies). 

China Galaxy International has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the 
production of research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment banking 
function of Galaxy International Securities and procedures are in place to ensure that confidential information held by either the research or investment banking 
function is handled appropriately. 

Analyst Certification 
The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer 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 the 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 securities 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 securities covered in this research report three 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. 

Explanation on Equity Ratings 
BUY : share price will increase by >20% within 12 months in absolute terms 

SELL : share price will decrease by >20% within 12 months in absolute terms 

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL 

Copyright Reserved 
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co., Limited.  

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459  

20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888. 
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