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Securities Daily Average Value (SDAV) saw a slight recovery of 3.5% q-q to S1.125 but trade volumes remain suppressed with SDAV down 30.1% y-y based on SGX figures. Securities activity levels are persistently lower than expected and we see limited drivers in the near-term, leading us to revise our FY15 forecasted SDAV downwards. The “SGX Market Maker and Liquidity Provider Programme” has been available since 1 Jun 14. Market makers and liquidity providers are incentivized through clearing fee rebates and depending on if they are price-taking/making in nature. Rebates can potentially reduce clearing fees to zero for market makers (more stringent criterions and commitment) and up to 75% for liquidity providers. In our view, this would likely boost liquidity and encourage trade volumes but success hinges on the number and quality of market participants. Other micro-structural changes like board lot size reduction would also compliment this programme in our opinion. Derivatives Daily Average Volume (DDAV) has shrunk by 8.9% q-q to 0.412 million contracts and 20.2% y-y from an exceptionally strong 4Q13. Maintain at “Neutral”, with a revised Target price of S$7.45 based on revised EPS and PE multiple of 23X FY14 earnings as we roll over our valuations to FY15.



Target Price (SGD) Forecast Dividend (SGD) Closing Price (SGD) Potential Upside



7.45 0.30 6.94 11.7%



Company Description SGX Ltd opera tes a s a n i ntegra ted s ecuri ti es a nd deri va ti ves excha nge i n Si nga pore. Securi ty products i ncl ude equi ti es , bonds , excha nge tra ded funds , wa rra nts , a nd ADRs . Deri va ti ves products i ncl ude futures a nd opti ons , s tructured wa rra nts , a nd extended s ettl ements .



Company Data Raw Beta (Past 2yrs weekly data)



0.85



Market Cap. (USD mn / SGD mn)



What is the news? SGX Ltd will be announcing its FY14 results on 30 Jul 2014. Based on monthly statistics recently released by SGX, 4Q14’s SDAV recovered 3.5% q-q to S$1.125 billion. DDAV shrunk in 4Q14, decreasing 8.9% q-q to 0.412 million contracts.
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Major Shareholders 1. SEL Hol di ngs Pte Ltd 2. Ja pa n Excha nge Group Inc 3. Va ngua rd Group Inc
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While we expect SDAV and DDAV to pick up in FY15 and FY16 with recoveries in some major markets especially so for US and China, securities activity levels are persistently subdued which pose as a near-term headwind for SGX. Potentially, the introduction of market makers and liquidity providers could serve to increase market volumes but gestation length is unclear at such an early stage. The lack of near-term catalysts to alleviate the low SDAV levels has led us to trim our EPS forecast. We continue to expect the Derivatives business to be a key growth driver in the medium to long term until micro-structural changes in the securities business succeed in lifting volumes. Key re-rating catalyst will be a sustained pick-up in market volumes from external macro drivers and the success of the SGX introduced measures for boosting liquidity, IPOs and take-off of new derivatives products launched.



3M Average Daily T/O (mn)



Jul-13



How do we view this? We expect Securities Revenue to pick up as SDAV has recovered marginally and retail versus institutional mix has been more weighted on retail (67%) implying that clearing fees could be higher q-q. Derivatives Revenue could be slightly lacklustre with the dip in DDAV. The q-q softening in DDAV was largely due to the FTSE China A50 Index Futures (-6.0%) and Nikkei 225 Futures (-26.5%) but mitigated by an increase in the Nifty Index Futures (+16.6%) possibly due to the India elections. For FY14, the key drivers continue to be heavily centred on the Nikkei 225, FTSE China A50, MSCI Taiwan Index and Nifty index contracts.



5955 / 7425



STI rebased



(%) 23.4 4.96 1.69



Valuation Method P/E Mul ti pl e Analyst Benjamin Ong benja mi nongcw@phi l l i p.com.s g +65 65311535



Investment Actions? We revise our FY14 EPS estimates downwards by 3% to S$0.30 and FY15 and FY16 EPS by 6% and 5% respectively. As we rollover our valuations to FY15, we derive a revised TP of S$7.45 and maintain our rating at “Neutral”.
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Singapore Exchange Limited 7 July 2014 Key Financial Summary FYE FY12 FY13 FY14F FY15F FY16F Revenue (SGD mn) 648 715 688 749 818 NPAT, a dj. (SGD mn) 304 351 320 354 406 EPS, a dj. (SGD) 0.28 0.33 0.30 0.33 0.38 P/E (X),a dj. 24.9 24.1 23.2 20.9 18.3 BVPS (SGD) 0.78 0.83 0.85 0.90 0.96 P/B (X) 8.7 9.1 8.1 7.7 7.2 DPS (SGD) 0.27 0.28 0.27 0.30 0.35 Di v. Yi el d (%) 4.0% 3.7% 3.9% 4.3% 5.0% Source: Bl oomberg, PSR es t. *Forwa rd mul ti pl es a nd yi el ds a re ba s ed on current pri ce a nd hi s tori ca l mul ti pl es a nd yi el ds a re ba s ed on hi s tori ca l pri ce



Focus points Weak securities market activities continue to pose a near-term headwind to SGX Fig: Quarterly SDA Value ($Bil) vs Volume (Bil) 2.00
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Source: Company, PSR Fig. YTD Price (LHS) vs SDAV MA ($M) (RHS) 7.90
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Singapore Exchange Limited 7 July 2014



Expect Derivatives business to be key growth driver in the medium to long-term Fig: Equity Index Futures Contracts volume ('000 contracts)
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Singapore Exchange Limited 7 July 2014 Fig 1. Securities Revenue
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Fig 3. Market Data Revenue
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Fig 2. Derivatives Revenue



Fig 4. Member services and connectivity
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Fig 5. Depository services
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Fig 6. Issuer services
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Fig 8. Total revenue Securities
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Fig 10. Total revenue - Less Securities and Derivatives Depository svc
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Fig 7. Other revenue
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Singapore Exchange Limited 7 July 2014 Fig 11. Operating Revenue and NPAT 250



Fig 12. SDAV ($ M ) vs Price
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Fig 13. 1/2 Yr Price Earnings Ratio (TTM)
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Fig 14. 5 yr Price Earnings Ratio (TTM)
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Singapore Exchange Limited 7 July 2014 For Financial Summary at the end of report FYE Income Statement (SGD mn) Securi ti es Deri va ti ves Others Operating revenue Opera ti ng expens es Operating profit Other ga i ns /(l os s es ) As s oci a tes & JVs Profit Before Tax Ta xa ti on Net Income, reported Net Income, adj.



FYE Per share data (SGD) EPS, reported EPS, a dj. DPS BVPS



FY12



FY13 FY14F FY15F FY16F



248 163 236 648 284 364 (6) (3) 355 (64) 292 304



270 201 245 715 301 414 (10) 4 408 (72) 336 351



FY12 0.27 0.28 0.27 0.78



FY13 0.31 0.33 0.28 0.83



228 208 252 688 314 373 5 3 381 (61) 320 320



244 246 260 749 329 420 5 4 429 (74) 354 354



277 273 267 818 336 482 5 4 491 (85) 406 406



FY14F FY15F FY16F 0.30 0.30 0.27 0.85



0.33 0.33 0.30 0.90



FYE Balance Sheet (SGD mn) PPE Softwa re AFS i nves tments Others Total non-current assets Recei va bl es Ca s h Others Total current assets Total Assets Pa ya bl es Others Total current liabilities Total non-current liabilities Total Liabilities Shareholder Equity



FY12



FYE Valuation Ratios P/E (X), a dj. P/B (X) Di vi dend Yi el d (%) Growth & Margins (%) Growth Securi ti es Revenue Deri va ti ves Revenue Revenue Net Income, a dj. Margins Net profi t ma rgi n Core profi t ma gi n Key Ratios ROE (%) ROA (%) Di vi dend Pa yout ra ti o Cos t to Income



FY12



26 119 66 6 217 779 698 35 1,512 1,729 796 78 874 22 896 833



FY13 24 112 51 28 215 757 763 60 1,580 1,794 783 100 884 22 906 889



FY14F FY15F FY16F 17 113 51 29 210 825 738 60 1,623 1,833 784 115 899 21 921 913



12 116 52 33 214 899 788 60 1,747 1,960 854 115 969 21 991 970



10 110 54 37 212 981 846 60 1,888 2,099 932 115 1,048 21 1,069 1,030



0.38 0.38 0.35 0.96



FYE FY12 FY13 FY14F FY15F FY16F Cashflow Statements (SGD mn) CFO PBT 355 408 381 429 491 Adjus tments 53 56 72 46 65 WC cha nges (9) 6 (68) (4) (4) Ca s h genera ted from ops 399 470 386 471 553 Ta xes pa i d, net (57) (52) (61) (74) (85) Cashflow from ops 342 419 324 397 467 CFI CAPEX, net (51) (28) (50) (50) (64) Others 6 (12) 0 0 0 Cashflow from investments (45) (40) (50) (50) (64) CFF Di vi dends (288) (289) (300) (297) (346) Others (5) (25) 0 0 0 Cashflow from financing (293) (314) (300) (297) (346) Net change in cash 5 65 (25) 50 58 CCE, end 548 613 588 638 696 Source: Compa ny Da ta , PSR es t



24.9 8.7 4.0%



FY13 24.1 9.1 3.7%



FY14F FY15F FY16F 23.2 8.1 3.9%
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18.3 7.2 5.0%



-14.0% 8.5% -15.4% 6.8% 13.8% 15.0% 23.1% 3.4% 18.5% 11.2% -1.9% 10.4% -3.8% 8.9% 9.2% -2.5% 15.5% -8.8% 10.8% 14.6% 44.6% 46.6% 46.2% 47.0% 49.4% 46.5% 48.7% 46.2% 47.0% 49.4% 36.7% 40.8% 35.5% 37.7% 40.6% 16.7% 19.9% 17.6% 18.7% 20.0% 95% 85% 90% 91% 92% 43.8% 42.1% 45.7% 43.9% 41.0%
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Singapore Exchange Limited 7 July 2014 Ratings History 9.00
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Singapore Exchange Limited 7 July 2014 Important Information This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms and limitations set out below. This publication has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it, and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss arising from any use of material contained in this publication. The information contained in this publication has been obtained from public sources, which Phillip Securities Research has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this publication are based on such information and are expressions of belief of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has been advised of the possibility of such damages. You must make the final investment decision and accept all responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or other materials presented in this publication. Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time without prior notice. Past performance of any product referred to in this publication is not indicative of future results. This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This publication should not be relied upon exclusively or as authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks. Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this research should take into account existing public information, including any registered prospectus in respect of such product. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this publication, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may have provided advice or investment services to such companies and investments or related investments, as may be mentioned in this publication. Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment. To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold a interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this publication. Accordingly, information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, which is not reflected in this material, and Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the preparation or issuance of this report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the preparation or issuance of this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this material. The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.
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Singapore Exchange Limited 7 July 2014 Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-N01) do not apply in respect of this publication. This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products. Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document. This report is only for the purpose of distribution in Singapore. Contact Information (Singapore Research Team) Management Chan Wai Chee (CEO, Research - Special Opportunities) Joshua Tan (Head, Research - Equities & Macro) Equities | Macro Joshua Tan Soh Lin Sin



+65 6531 1249 +65 6531 1516



Finance Benjamin Ong



+65 6531 1535
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