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Above expectations on better yield; maintain Neutral What surprised us



Investment Profile



SGX 2QFY14 NPAT of S$75mn was 7% above GSe, but down 19% qoq and down 2% yoy. Securities revenue led this decline, partly offset by growth in the derivatives business. The beat was driven by better-than-expected topline performance, which in turn was explained by higher securities and derivatives yield (revenue/volume). Costs were well managed – down 1% qoq but up 6% yoy.
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SGX 2QFY14 results review summary In S$mn Total operating revenue Total operating expenses Net profit EPS (S$)
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For a complete description of the investment profile measures please refer to the disclosure section of this document.



Key data



We revise FY14E/FY15E/FY16E EPS by -1%/+12%/+4% as we incorporate the higher yields and higher derivatives volume forecasts. On a calendar year basis we are now looking for S$1.4bn cash equity ADT during CY14, largely unchanged from CY13 (which was +10% yoy), but higher than the current run-rate of around S$1.0bn. ADT and turnover velocity have been hit post the well-known three penny stocks plunge that occurred during October, with turnover velocity now hovering around all-time low levels. We think derivatives could fare better (we expect DDAV to grow 7%/16% yoy for CY14E/CY15E) but would still be slower than the stellar CY13 growth (+39% yoy), with Nikkei derivatives explaining most of the slowdown. As such, we expect EPS growth to slow from +15% yoy to nil for the fiscal year (i.e., from FY13 to FY14E) and from +22% yoy to +7% for the calendar year. We maintain our Neutral rating on SGX, but raise our 3stage CAMELOT DDM derived 12-m TP to S$7.7 (22X CY14E P/E, unchanged) from S$7.3, on the back of our higher earnings forecasts. Key risks: Downside: lower velocity, more competition/market share loss in equity or commodity derivative products. Upside: higher DDAV/velocity, better trading traction on new products.



Actual 2QFY14 164.6 76.3 75.0 0.070
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Asia Pacific Exchanges Peer Group Average * Returns = Return on Capital



What to do with the stock
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Ests. 2QFY14 159.5 77.0 70.1 0.065



Actual vs. GS (%) 3.2 (0.9) 6.9 7.1



Growth (%) Qoq Yoy (10.6) 1.7 (1.3) 6.5 (18.8) (1.8) (18.8) (1.9)



Current



Price (S$) 12 month price target (S$) Market cap (S$ mn / US$ mn) Foreign ownership (%)



EPS (S$) New EPS revision (%) EPS growth (%) EPS (dil) (S$) New P/E (X) P/B (X) EV/EBITDA (X) Dividend yield (%) ROE (%) CROCI (%)



7.00 7.70 7,501.5 / 5,867.4 --



6/13 0.31 0.0 14.9 0.31 22.9 8.7 15.2 3.9 39.0 NM



6/14E 0.31 (0.8) (0.4) 0.31 22.4 8.1 15.5 4.0 36.8 NM



6/15E 0.38 11.6 21.4 0.38 18.5 7.3 12.7 4.9 41.6 NM



6/16E 0.41 3.6 7.1 0.40 17.3 7.0 11.7 5.2 41.5 NM
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Share price performance (%) Absolute Rel. to MSCI Singapore Free



Nov-13 MSCI Singapore Free (R)



3 month (6.3) (0.3)



6 month (6.5) (3.2)



12 month (7.2) (1.2)



Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 1/22/2014 close.



Source: Company data, Goldman Sachs Global Investment Research
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Singapore Exchange: Summary financials Profit model (S$ mn) Transaction fees Market data Listing fees Other revenue Total revenue Cost of revenue Net revenue Compensation & benefits Technology & communications Business development General & administrative Professional fees Occupancy Depreciation Amortization Other Total operating expenses Investment income and other, net Pretax profit Provision for income taxes Minority interest Net income pre-pref dividends Dividends on preferred stock Net income (pre-exceptionals) Post tax exceptionals Net income (post-exceptionals)



EPS (basic, pre-except) (S$) EPS (diluted, pre-except) (S$) EPS (diluted, post-except) (S$) DPS (S$) Period end shares (mn) Basic weighted average shares (mn) Diluted average shares (mn)



Growth & margins (%) Total revenue growth Net revenue growth Pretax margin Net margin Tax rate



6/13



6/14E



6/15E



6/16E



470.5 33.9 65.3 145.5 715.1 0.0 715.1 (122.5) (101.5) -0.0 -(17.8) 0.0 0.0 0.0 (300.9) 5.2 408.0 (72.1) 0.0 335.9 0.0 335.9 0.0 335.9



465.2 35.6 71.5 142.3 714.7 0.0 714.7 (127.9) (105.7) -0.0 -(18.7) 0.0 0.0 0.0 (322.7) 4.7 398.4 (63.7) 0.0 334.7 0.0 334.7 0.0 334.7



562.0 38.6 73.8 167.8 842.2 0.0 842.2 (145.2) (116.1) -0.0 -(19.3) 0.0 0.0 0.0 (362.1) 5.5 487.3 (81.1) 0.0 406.2 0.0 406.2 0.0 406.2



610.3 41.8 77.6 179.1 908.8 0.0 908.8 (159.5) (125.0) -0.0 -(20.1) 0.0 0.0 0.0 (395.1) 8.2 523.8 (88.9) 0.0 434.8 0.0 434.8 0.0 434.8



0.31 0.31 0.31 0.28



0.31 0.31 0.31 0.28



0.38 0.38 0.38 0.34



0.41 0.40 0.41 0.37



1,071.6 1,071.6 1,072.6



1,071.6 1,071.6 1,073.9



1,071.6 1,071.6 1,074.2



1,071.6 1,071.6 1,074.2



6/13 -10.4 57.1 47.0 17.7



6/14E (0.1) (0.1) 55.7 46.8 16.0



6/15E 17.8 17.8 57.9 48.2 16.6



6/16E 7.9 7.9 57.6 47.8 17.0



Balance sheet (S$ mn) Cash & equivalents Restricted cash Investments Receivables Other current assets Total current assets PPE, net Intangible assets Goodwill Other assets Total assets Accounts payable & accrued exp Income tax payable Short-term debt Other current liabilities Total current liabilities Deferred revenue Long-term debt Other noncurrent liabilities Total liabilities Preferred shares Total common equity Minority interest Total shareholders' equity Total liabilities & equity



Ratios (%) ROE



6/13



6/14E



6/15E



6/16E



763.0 60.0 0.0 756.7 0.0 1,579.7 24.1 112.2 -78.4 1,794.4



730.8 60.0 0.0 984.7 0.0 1,775.4 29.8 110.1 -76.9 1,992.2



791.0 60.0 0.0 1,099.7 0.0 1,950.7 29.8 110.1 -76.9 2,167.4



856.2 60.0 0.0 1,180.0 0.0 2,096.2 29.8 110.1 -76.9 2,312.9



783.3 92.0 0.0 8.2 883.5 -0.0 22.2 905.8



944.0 89.4 0.0 7.8 1,041.2 -0.0 20.4 1,061.6



1,021.8 96.8 0.0 7.8 1,126.4 -0.0 20.4 1,146.8



1,106.0 104.8 0.0 7.8 1,218.6 -0.0 20.4 1,239.0



0.0 888.6 0.0 888.6 1,794.4



0.0 930.6 0.0 930.6 1,992.2



0.0 1,020.6 0.0 1,020.6 2,167.4



0.0 1,074.0 0.0 1,074.0 2,312.9



6/13 39.0



6/14E 36.8



6/15E 41.6



6/16E 41.5



Note: Last actual year may include reported and estimated data. Source: Company data, Goldman Sachs Research estimates.
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Exhibit 1: SGX 2QFY14 results review: ahead of expectation on higher securities and derivatives yield Actual Ests. Actual 2QFY13 3QFY13 4QFY13 1QFY14 2QFY14 2QFY14 vs. GS (%)



(S$ mn) Securities Securities clearing fees Access fees Derivatives Market Data Member services and connectivity Depository services Issuer services Other revenue Total operating revenue Total operating expenses Net profit EPS (S$) DPS (S$)



57.8 46.3 10.8 45.7 8.9 12.0 21.6 15.2 0.5 161.8 71.7 76.3 0.071 0.040



Average daily stock turnover (S$ bn, FY) Average daily derivatives volume ('000 contracts, FY)



1.21 352



74.9 60.3 13.7 53.6 8.2 12.0 24.7 15.8 1.4 190.6 75.3 97.7 0.091 0.040



76.6 60.4 15.3 58.7 8.5 12.1 27.1 18.5 0.9 202.3 81.4 87.6 0.082 0.159



1.71 460



69.0 54.4 12.3 51.7 8.6 10.3 25.2 18.9 0.3 184.1 77.4 92.3 0.086 0.040



1.59 500



52.2 41.1 9.0 52.5 8.8 10.5 23.3 16.9 0.4 164.6 76.3 75.0 0.070 0.040



1.33 410



1.00 409



51.1 40.0 9.4 49.7 8.7 10.4 21.1 18.2 0.3 159.5 77.0 70.1 0.065 0.040



Growth (%) Qoq Yoy



2.2 2.7 (3.5) 5.7 1.3 0.7 10.2 (7.2) 26.3 3.2 (0.9) 6.9 7.1 0.0



(24.3) (24.5) (26.8) 1.5 2.3 1.7 (7.9) (10.3) 27.5 (10.6) (1.3) (18.8) (18.8) 0.0



(9.6) (11.2) (16.2) 14.9 (1.1) (12.2) 7.4 11.1 (33.5) 1.7 6.5 (1.8) (1.9) 0.0



(0.7) 2.4



(24.6) (0.4)



(17.5) 16.0



1.01 399



Source: Company data, Goldman Sachs Global Investment Research



Exhibit 2: We revise FY14E/15E/16E EPS by -1%/+12%/+4% on the back of our new market activity, yield forecasts New vs. old estimates on SGX (S$ mn) (All in fiscal year with June year-ends) Securities Securities clearing fees Access fees Derivatives Market data Member services and connectivity Depository services Issuer services Total operating revenue Total operating expenses Operating profit Pretax profit Net profit EPS (S$), fiscal year DPS (S$), fiscal year BVPS (S$), fiscal year



FY2014E Prior Revised 260.5 247.0 204.2 194.4 47.4 43.1 205.9 218.2 35.0 35.6 41.9 42.4 99.4 98.5 75.1 71.5 718.9 714.7 323.1 322.7 395.8 392.0 404.2 398.4 337.2 334.7 0.31 0.31 0.28 0.28 0.87 0.87



FY2015E Prior Revised 286.4 301.5 224.1 237.1 52.4 52.1 229.5 260.5 36.5 38.6 43.6 45.9 110.2 120.4 78.6 73.8 785.8 842.2 355.8 362.1 430.1 480.0 439.2 487.3 364.1 406.2 0.34 0.38 0.30 0.34 0.91 0.95



Net profit, calendar year EPS (S$), calendar year DPS (S$), calendar year BVPS (S$), calendar year



359.5 0.34 0.29 0.84



377.2 0.35 0.29 0.86



393.2 0.37 0.31 0.89



414.1 0.39 0.35 0.90



Average daily stock turnover (S$ bn, FY) Average daily derivatives volume ('000 contracts, FY) Average daily stock turnover (S$ bn, CY) Average daily derivatives volume ('000 contracts, CY)



1.30 421 1.43 443



1.21 434 1.37 476



1.44 474 1.56 507



1.47 520 1.49 549



FY2016E Prior Revised 333.1 320.4 260.7 252.0 61.0 55.3 260.2 290.0 37.9 41.8 45.4 49.7 128.2 127.9 82.5 77.6 888.4 908.8 392.0 395.1 496.4 513.7 506.3 523.8 419.8 434.8 0.39 0.41 0.35 0.37 0.99 1.00



1.68 542



% change FY2014E FY2015E FY2016E (5.2) 5.3 (3.8) (4.8) 5.8 (3.3) (9.0) (0.6) (9.2) 6.0 13.5 11.4 1.7 5.9 10.2 1.3 5.3 9.5 (0.9) 9.3 (0.2) (4.7) (6.1) (5.9) (0.6) 7.2 2.3 (0.1) 1.8 0.8 (1.0) 11.6 3.5 (1.4) 10.9 3.4 (0.8) 11.6 3.6 (0.8) 11.6 3.6 0.0 12.5 4.3 0.0 4.3 1.6



461.5 0.43 0.37 0.97



4.9 4.9 0.0 2.8



5.3 5.3 12.1 0.6



1.57 580 1.62 616



(7.1) 3.2 (4.0) 7.3



2.3 9.7 (4.4) 8.4



(6.5) 6.9



Source: Company data, Goldman Sachs Global Investment Research



Exhibit 3: SGX trades at a below mid-cycle P/E multiple of 20X (mid-cycle since 2006: 24X) SGX earnings sensitivity to ADT and scenario values at various ADT, P/E assumptions ADT (S$bn) 1.04 1.09 1.14 1.19 1.24 1.29 1.34 1.37=Base 1.44 1.49 1.54 1.59 1.64 1.69



CY14E CY2014E P/E (X) at EPS (S$) current price 0.29 24.1 0.30 23.3 0.31 22.6 0.32 22.0 0.33 21.3 0.34 20.7 0.35 20.2 0.35 19.9 0.37 19.1 0.38 18.7 0.38 18.2 0.39 17.8 0.40 17.4 0.41 17.0



17X 4.9 5.1 5.3 5.4 5.6 5.7 5.9 6.0 6.2 6.4 6.5 6.7 6.9 7.0



18X 5.2 5.4 5.6 5.7 5.9 6.1 6.2 6.3 6.6 6.8 6.9 7.1 7.3 7.4



SGX scenario value (S$) under various P/E (X) 19X 20X 21X 22X 23X 24X 25X 5.5 5.8 6.1 6.3 6.7 7.0 7.3 5.7 6.0 6.3 6.6 6.9 7.2 7.5 5.9 6.2 6.5 6.8 7.1 7.4 7.7 6.1 6.4 6.7 7.0 7.3 7.7 8.0 6.2 6.6 6.9 7.2 7.5 7.9 8.2 6.4 6.8 7.1 7.4 7.8 8.1 8.4 6.6 6.9 7.3 7.6 8.0 8.3 8.7 6.7 7.1 7.4 7.7 8.1 8.5 8.8 6.9 7.3 7.7 8.0 8.4 8.8 9.1 7.1 7.5 7.9 8.2 8.6 9.0 9.4 7.3 7.7 8.1 8.4 8.8 9.2 9.6 7.5 7.9 8.3 8.6 9.1 9.5 9.8 7.7 8.1 8.5 8.8 9.3 9.7 10.1 7.8 8.3 8.7 9.0 9.5 9.9 10.3



26X 7.6 7.8 8.0 8.3 8.5 8.8 9.0 9.2 9.5 9.8 10.0 10.2 10.5 10.7



27X 7.9 8.1 8.4 8.6 8.9 9.1 9.4 9.5 9.9 10.1 10.4 10.6 10.9 11.1



Source: Datastream, company data, Goldman Sachs Global Investment Research
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Disclosure Appendix Reg AC I, Gurpreet Singh Sahi, CFA, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or companies and its or their securities. I 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.



Investment Profile The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites of several methodologies to determine the stocks percentile ranking within the region's coverage universe. The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective aggregate of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g. P/E, dividend yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.



Quantum Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.



GS SUSTAIN GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate performance: cash return on cash invested, industry positioning and management quality (the effectiveness of companies' management of the environmental, social and governance issues facing their industry).
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Buy



Hold
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Sell



Buy



Hold



Sell



Global 32% 54% 14% 53% 45% 36% As of January 1, 2014, Goldman Sachs Global Investment Research had investment ratings on 3,637 equity securities. Goldman Sachs assigns stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.
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