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Prop Trading Dragged Down Performance; Investment
Banking Growth Accelerated; "Buy"
HE S Rk S AT R LA
L] "Buy" with TP of HK$11.00, corresponding to 0.6x 2022 P/B. Revenue Rating: Buy
dropped 12.2% yoy in 2022Q1-Q3 and 14.1% in 2022Q3, mainly dragged by
prop trading. Shareholders’ net profit decreased 29.2% yoy in 2022Q1-Q3 and
25.4% yoy in 2022Q3, in line with our expectation. Given the Company’s T SEN
top-ranking investment banking capacity, we expect it to benefit from industrial
opportunifies against the backdrop of “financial markets supporting the real 6-18m TP HEifh: HK$11.00
economy".
o Prop trading dragged down the Company’s performance in 2022Q3, . e
while investment banking business was strong. 1) Due to volatile capital Share price /i HK$8.290
markets, prop trading income plunged 59.0% yoy in 2022Q1-Q3 and 81.7%
yoy in 2022Q3, dragging down the Company’s performance. 2) Growth in Stock performance
asset management revenue slowed down to 11.2% yoy in 2022Q1-Q3. 3) e F2 0
Investment banking business growth accelerated, with revenue up 9.4% yoy in 00 < shof rern
2022Q1-Q3 and 45.0% yoy in 2022Q3, partly offsetting decline in total 00 |
revenue.
10.0 4
®  Solid investment banking business and OTC derivatives business are 0.0 Ny Y NEAN
likely to drive future growth. 1) The Company continued to build its 100 | \AVJJ
customer-oriented OTC derivatives business system and strengthened its 200) -
OTC derivatives capacity to better meet institutional client demand. 2) In the 0.0 ]
context of financial markets supporting the real economy, we expect that
registration-based reform may accelerate, which will boost investment “00 7
banking business and benefit the Company. (50‘?\),0:,_21 Feb-22 May-22 Aug22 Nov-22
° “EN”, HFMY 11.00 #58, ML 0.6 fF 2022 FEHHE. 2022 i ZFLIWAFLLT HSl irdex HUATAI SECURIT-H
Ff 12.2%, 2022 SESE=FFFET I 14.1%, FEZAERL SR RAFFIELE 2022 4£1T
ZFEFLTRE 29.2%, fF 2022 SF55 = F LA LU T IR 25.4%, KaAIM B, £T4
AR ATRE IR RO, FRAIBU e « ST 5 SR SEARER R 1T 5 F 228 TAT Ik Change in Share Price M 3M 1Y
Bl JE AN AL Z) 141 31 H 14
_ ~ L Abs. % (5.1) (20.0) (26.8)
° BEVEERAT 2022 £E=FFWE, MBATVLERART. 1)ZRATHEG LW, HRAEE) %
2022 4T =2 [ B S IR LR 2k 59.0%, 2022 45 =7/ [ L2k 81.7%, 1 2 ?U%‘;/mf ﬁgi"lgex ©0.2) (3.4) 7.8
ARG, 2)2022 AR =22 P BN R FL G U £ 11.2%. ) FARAT IS K Avg. share price (HK$) os os 108
JntR, 2022 ERT=F IR LK 9.4%, 2022 455 = F [F Huil K 45.0%, #H4-1%7H T GBI i i i
TE‘W)\EI‘J hls%o Source: Bloomberg, Guotai Junan International.
° BB R SUTAZIT AL S5H BRI RREK . 1) AR R EUE S AT
SMITAE SR R, SEBRIAMITAE ARE ST, SELFIE RN K. 2) BRSO
SRR T, AT SCE TR 2 I PRHEll, R (Rt B BARAT LSS, FIAT
A
Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
CRT [ION i AR 15 LR B RS mEE R R 5313195 AR R
12/31 (RMB m) (RMB m) (RMB) (A %) ) (RMB) ) (RMB) (%) (%)
2020A 31.445 10.822 1.192 20.2 6.3 14.2 0.5 0.3 4.0 8.6
2021A 37,905 13,346 1.470 23.3 5.1 16.4 0.5 0.5 6.0 9.6
2022F 33,545 10,571 1.165 -20.8 6.5 16.1 0.5 0.4 4.7 7.2
2023F 41,727 13,144 1.448 24.3 5.2 17.2 0.4 0.4 5.9 8.7
2024F 46,736 14,937 1.646 13.6 4.6 18.4 0.4 0.5 6.7 9.3
Shares in issue (m) &% (m) 9,075.6 Major shareholder KJi %< Jiangsu Guoxin 15.1%
Market cap. (HK$ m) iliff (HK$ m) 112,578.2 Free float (%) H i LLE (%) 74.1
3 month average vol. 3 4~ HF#)A  # (‘000) 2,529.7 FY22 Net Profit Margin (%) FY22 {§FjiE 2 (%) 31.5
52 Weeks high/low (HK$) 52 i @/ 14.300/7.650 FY22 Leverage (x) FY22 ALFFA5 %0 (x) 6.2
Source: the Company, Guotai Junan International.
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"Buy" with TP of HK$11.00, corresponding to 0.6x 2022 P/B. Revenue dropped 12.2% yoy in 2022Q1-Q3 and 14.1% in
2022Q3, mainly dragged by prop trading. Shareholders’ net profit decreased 29.2% yoy in 2022Q1-Q3 and 25.4% yoy in 2022Q3,
in line with our expectation. Given HTSC's (the "Company") top-ranking investment banking capacity, we expect it to benefit from
industrial opportunities against the backdrop of "financial markets supporting the real economy".

Prop trading dragged down the Company’s performance in 2022Q3, while investment banking business was strong. 1)
Due to volatile capital markets, prop trading income plunged 59.0% yoy in 2022Q1-Q3 and 81.7% yoy in 2022Q3, dragging down
the Company’s performance. 2) Growth in asset management revenue slowed down to 11.2% yoy in 2022Q1-Q3. 3) Investment
banking business growth accelerated, with revenue up 9.4% yoy in 2022Q1-Q3 and 45.0% yoy in 2022Q3, partly offsetting
decline in total revenue.

Solid investment banking business and OTC derivatives business are likely to drive future growth. 1) The Company
continued to build its customer-oriented OTC derivatives business system. By leveraging its fintech advantages, the Company is
likely to strengthen its OTC derivatives capacity and better meet institutional client demand. 2) In the context of financial markets
supporting the real economy, we expect that registration-based reform may accelerate, which will boost investment banking
business. Thus, with solid IPO pipeline and top-ranking investment banking capacity, the Company is likely to benefit from the
potential acceleration of registration-based reform and beat market expectations.

Catalyst: Potential acceleration of registration-based reform; Growing demand for derivatives.
Risks: Policy support may be worse than expected; volatile equity market.
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Financial Statements and Ratios

Year end 31 Dec (RMB m) 2020A 2021A 2022F 2023F 2024F

Income statement

Revenue 31,445 37,905 33,545 41,727 46,736 N

Brokerage income 6,460 7,879 7,051 7,467 7477 CT)

Investment banking income 3,644 4,344 4,856 5,710 6,696 8

Asset management income 2,980 3,772 4,180 4,664 5,071 qE)

Investment income 14,363 13,901 7,790 13,619 15,633 é

Net interest income 2,605 3,799 2,835 3,056 3,288 3

Operating expense 17,944 21,567 20,579 25,618 28,433

Tax and surcharges 209 240 212 264 296

SG&A 15,166 17,274 16,101 20,864 22,901

Operating profit 13,501 16,339 12,966 16,109 18,303

Income tax 2,634 2,672 2,116 2,631 2,990

Minority interests 48 255 202 251 285

Shareholders' net profit 10,822 13,346 10,571 13,144 14,937

Balance Sheet

Cash and cash equivalents 153,162 147,868 214,310 278,909 370,551

Held for trading financial assets 292,695 356,082 392,373 442,473 505,417

Long term equity investments 18,445 19,195 21,152 23,852 27,245

Total assets 716,751 806,651 909,595 1,085,715 1,313,952

Customer brokerage deposits 136,388 147,502 206,503 289,104 404,745

Total liabilities 584,439 654,615 759,915 925,909 1,142,993

Equity attributable to owners of the parent 129,071 148,423 146,123 156,008 166,896

BPS 14.22 16.35 16.10 17.19 18.39

Revenue Structure

Brokerage income 21% 21% 21% 18% 16%

Investment banking income 12% 1% 14% 14% 14%

Asset management income 9% 10% 12% 1% 1%

Investment income 46% 37% 23% 33% 33%

Net interest income 8% 10% 8% % %

Other income 4% 1% 20% 17% 18%

Financial Ratio

Revenue yoy 26.5% 20.5% -11.5% 24.4% 12.0% <

Operating profit yoy 16.3% 21.0% -20.6% 24.2% 13.6% I

Shareholders' net profit yoy 20.2% 23.3% -20.8% 24.3% 13.6% %

ROE 8.6% 9.6% 7.2% 8.7% 9.3% g

ROA 1.7% 1.8% 1.2% 1.3% 1.2% sk

SG&A/Revenue 57.1% 56.9% 61.3% 61.4% 60.8% =

Effective tax rate 19.5% 16.4% 16.4% 16.4% 16.4% ;:

Financial Assets/Equity 246% 360% 396% 421% 452% ;

Stock investment/Equity 90% 83% 81% 87% 92% E

Source: the Company, Guotai Junan International. T

Note: the financial statements and estimations are based on the Company’s A-share Reports.
)
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for LUZHOU BANK (01983 HK),SF REIT (02191 HK)JINSHANG BANK (02558 HK),BANKOFZHENGZHOU (06196
HK),XPENG (09868 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the
issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities (Hong
Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research reports,
including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does not
guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and mutable
situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use 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
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2022 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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