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Key Data
52Wk H/L(HK$) 8.00/3.65
Outstanding shares (mn) 1,902.40
H-shares (mn) 442.64
Un-listed shares (mn) 1459.76
H-share market cap (HK$ mn) 1,709
3-mth avg daily turnover (HK$ mn) 7.07
Major shareholder (%):
Wuxi Guolian Development (Group) 68.484
Co Ltd
Source(s): Bloomberg, Company
Revenue breakdown (%)
2014 1H15
Securities Brokerage 40.2 54.1
Credit transaction 9.6 13.3
Investment Banking 17.1 8.3
Proprietary trading 21.7 20.1
Asset mgt and investment 10.4 3.6
Others 1.0 0.6
Source(s): Company, ABCI Securities
Share price performance (%)
Absolute  Relative*
1-mth (19.25) (11.08)
3-mth (15.90) (2.87)
6-mth (27.72) (7.86)
*Relative to HSI
Source(s): Bloomberg, ABCI Securities
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Guolian Securities (1456 HK)

FY15 earnings preview

= The Group expect FY15E net profit to grow by ~100%YoY

= ROAE in FY15 to surge to 23.9% from 19.6% in FY14

= Obtained shareholders' approval to enlarge scale of proprietary trading

= Seek shareholders' consent to start business in Hong Kong and increase financial
leverage

= Insiders bought shares at HK$ 4.83/share in Dec 2015

Guolian Securities expect net profit to increase by ~100% YoY in FY15.
This implied the net profit for FY15 would be ~RMB 1,430 mn (or RMB
0.752/share on a fully-diluted basis), or 18% higher than the market consensus
of RMB 1,211mn. We estimate the annualized ROAE would surge to 23.9%.
The increased profit would be mainly driven by commission income in
brokerage business, interest income on credit business, investment gain from
proprietary business, and shared income from Hua Ying Securities.

Business performance in 2H15 turned sour. Guolian registered a net profit
of RMB 956.7 mn for 1H15. Hence, the implied net profit for 2H15 would be
RMB 473.3 mn, down 50.5% HoH. Half-year ROAE would decline to 7.4% in
2H15 from 21.3% in 1H15. Average daily outstanding margin loan balance in
the system fell by 25.0% HoH in 2H15. Total turnover of A-share stock markets
was down 17% HoH in 2H15 while the benchmark CSI300 Index was down
16.6% HoH by end-2015. Hence, the Group’s brokerage commission, interest
income and investment income should show declines in 2H15.

Guolian plans to invest HK$ 300 mn to set up securities, futures, asset
management and investment banking operations in Hong Kong. This
strategic move will allow to the company to diversify its business coverage and
introduce international financial products to its customers in the mainland. So
far, SFC in Hong Kong has not yet granted the relevant licenses to Guolian. As
the initial investment amount is less than 1% of Guolian’s total assets or 6% of
its total equity, we believe the new business risk in Hong Kong is limited.

Investment risk and return will increase in 2016. In Oct 2015, Guolian
obtained shareholders’ approval to increase the scale of its proprietary trading
operation to no more than 80% of net capital in equity securities & derivatives
investment and to no more than 300% of net capital in fixed income
investment. We believe the investment scale of its proprietary trading business
will increase in 2016. After Guolian had raised RMB 2.5bn from HK IPO in July,
we estimate its net capital have increased to ~RMB 7.4bn. Guolian plans to
raise a total of RMB14bn in debts over the next two years to finance its
operation. Plans to raise debts and commencing its Hong Kong operation will
be subject to shareholders’ approval in the meeting on Jan 26, 2016.

Financial Summary

Source(s): Bloomberg, ABCI Securities

FY ended Dec 31 2012A 2013A 2014A 1H15 2015E
Revenue (RMB mn) 772 1,079 2,132 2,193

Growth (%YoY) 39.7 97.5 200.7 -
Profits attributable to shareholders (RMB mn) 94 270 715 957 1,430
Growth (%YoY) 187.2 165.0 398.7 100.0
FD EPS (RMB) 0.063 0.180 0.477 0.638 0.752
FD PER (x) - - - - 4.35
NBV (RMB) 1.972 2.140 2721 3.281 4.149
P/B (x) - - 0.79
ROAE (%) 8.8 19.6 21.3 23.9

Forex: RMB0.8497/HK$1.0
Source(s): Company, ABCI Securities estimates
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Business synergy with controlling shareholder. Hua Ying
Securities (an investment banking firm that is 66.7%-owned by Guolian
Securities) generated a commission income of Rmb 16mn by
underwriting RMB 2bn of bonds for its controlling shareholder, Guolian
Group. We believe such connected transactions will continue to bring
synergies to Guolian Sec.

Ten investment banking deals in the pipeline. According to the
CSRC, Hua Ying Securities has submitted two IPO listing applications
and eight equity/bond fundraising applications in Jan 2016. Approval of
these deals by CSRC will deliver a significant boost to Guolian’s
investment banking business in 2016.

Employees purchased 7.7mn of H shares at an average price of
HK$ 4.83/share in Dec 2015. We estimate NBV at end-2015 to be
RMB 4.14/share. Based on its H-share listing in July at an IPO price
of HK$ 8.0, the Group’s share price was down 40% by end-2015,
closing the year at HK$ 4.82. As its current H-share price of HK$ 3.86
(representing 0.79x FY15E P/B) is 20% below the average purchase
price in Dec, employee morale could be adversely affected.

Guolian has the lowest P/E of 4.35x and P/B of 0.79x among its
H-share peers. The average FY15E P/E and P/B of China’s securities
sector (comprises nine H-share stocks) are 7.0x and 1.10x,
respectively. Average FY15E P/Es and P/Bs of the three regional
brokers (Guolian Sec, Central China Sec and Hengtou Sec) are 5.0x
and 1.04x, respectively. We believe the Group’s cheaper valuation is
partly caused by the declined profitability expected for 2H15 as well as
the low daily turnover of its H shares.

Risk factors: 1) Poor financial results in 2H15; 2) Credit risk in lending
business; 3) Volatile brokerage income, 4) Investment risk in
proprietary trading; 5) Underwriting risk in investment banking
business; 6) Higher financial leverage; 7) New business risk in HK; 8)
Low share turnover; 9) A high beta of ~ 1.79 (vs. HSI ).

China securities sector

H-share Share 1-mth 30 days FY2015e FY2015e FY2015e
Securities Price Price Price PER P/B ROAE
Ticker Companies (HK$) Chg (%) Volatility (x) (x) (%)

Large-sized firms:
6837 HAITONG SEC 10.98 (12.58) 42.48 7.10 1.01 14.45
6030 CITIC SEC 15.14 (10.84) 41.25 8.06 1.12 14.16
6886 HUATAI SEC 14.40 (17.24) 47.45 8.04 1.08 13.73
1776 GF SEC 16.98 (10.82) 40.82 8.33 1.39 17.41
6881 GALAXY SEC 6.02 (11.08) 35.53 5.55 0.87 16.16
3908 CicC 10.66 (3.27) 36.38 8.38 1.15 16.32
Average 7.58 1.10 15.37

Regional firms:

1375 CC SEC 3.27 (18.66) 49.28 5.39 1.12 21.97
1456 GUOLIAN SEC 3.86 (19.25) 50.54 4.35 0.79 23.88
1476 HENGTOU SEC 4.06 9.73 133.23 5.30 121 24.71
Average 5.02 1.04 23.52
Overall average 6.72 1.08 18.09

Source(s): Bloomberg
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Disclosures

Analyst Certification

I, Chan Sung-yan, Philip, being the person primarily responsible for the content
of this research report, in whole or in part, hereby certify that all of the views
expressed in this report accurately reflect my personal view about the subject
company or companies and its or their securities. | also certify that no part of
my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. | and/or my associates
have no financial interests in relation to the listed company (ies) covered in this
report, and | and/or my associates do not serve as officer(s) of the listed
company (ies) covered in this report.

Disclosures of Interests

ABCI Securities Company Limited and/or its affiliates, within the past 12
months, have investment banking relationship with one or more of the
companies mentioned in the report.

Definition of equity rating

Rating Definition

Buy Stock return = Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross
dividend yield over the next 12 months

Market return: 5-year average market return rate from 2010-2014

Time horizon of share price target: 12-month

Definition of share price risk
Rating Definition
Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 <180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 =180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark
index. Benchmark index: Hang Seng Index.

Volatility is calculated from the standard deviation of day to day logarithmic
historic price change. The 180-day price volatility equals the annualized
standard deviation of the relative price change for the 180 most recent trading
days closing price.

Disclaimers

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the
specific investment objectives, financial situation or particular needs of any
specific recipient. It is published solely for informational purposes and is not to
be construed as a solicitation or an offer to buy or sell any securities or related
financial instruments. No representation or warranty, either expresses or
implied, is provided in relation to the accuracy, completeness or reliability of
the information contained herein. This report should not be regarded by
recipients as a substitute for the exercise of their own judgment. Any opinions
expressed in this report are subject to change without notice and may differ or
be contrary to opinions expressed by other business areas as a result of using
different assumptions and criteria. The analysis contained herein is based on
numerous assumptions. Different assumptions could result in materially
different results. The analyst(s) responsible for the preparation of this report
may interact with trading desk personnel, sales personnel and other
constituencies for the purpose of gathering, synthesizing and interpreting
market information. ABCI Securities Company Limited is under no obligation to
update or keep current the information contained herein. ABCI Securities
Company Limited relies on information barriers to control the flow of
information contained in one or more areas within ABCI Securities Company
Limited, into other areas, units, groups or affiliates of ABCI Securities
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Company Limited. The compensation of the analyst who prepared this report is
determined exclusively by research management and senior management (not
including investment banking). Analyst compensation is not based on
investment banking revenues, however, compensation may relate to the
revenues of ABCI Securities Company Limited as a whole, of which investment
banking, sales and trading are a part. The securities described herein may
not be eligible for sale in all jurisdictions or to certain categories of investors.
The price and value of the investments referred to in this research and the
income from them may fluctuate. Past performance is not necessarily
indicative of future results. Foreign currency rates of exchange may adversely
affect the value, price or income of any security or related instrument
mentioned in this report. For investment advice, trade execution or other
enquiries, clients should contact their local sales representative. Neither ABCI
Securities Company Limited nor any of its affiliates, directors, employees or
agents accepts any liability for any loss or damage arising out of the use of all
or any part of this report. Additional information will be made available upon
request.

Copyright 2016 ABCI Securities Company Limited

No part of this material may be (i) copied, photocopied or duplicated in any
form by any means or (i) redistributed without the prior written consent of ABCI
Securities Company Limited.

Office address: ABCI Securities Company Limited, 13/F Fairmont House,
8 Cotton Tree Drive, Central, Hong Kong.
Tel: (852) 2868 2183




