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SUMMARY OF THE INTERIM RESULTS FOR THE SIX MONTHS ENDED 30" JUNE 2008

Interim Results Highlights

1H2008 1H2007 y-0-y
HK$ million HK$ million Change
e Turnover 4,211.3 3,156.9 +33.4%
« Operating expenses (768.9) (665.6) +15.5%
o Operating profit 3,442.4 2,491.3 +38.2%
» Gain on disposal of an associate 0.0 206.3 -100.0%
o Profit attributable to shareholders 2,974.4 2,330.3 +27.6%
HK$ HK$

« Basic EPS 2.78 2.19 +26.9%
e Interim DPS 2.49 1.79 +39.1%
Key Market Statistics
o Average daily turnover value on the Stock Exchange (HK$ billion) 87.3 59.2 +47.5%
e Average daily number of derivatives contracts traded on the

Futures Exchange 191,179 145,852 +31.1%
e Average daily number of stock options contracts traded on the

Stock Exchange 238,970 131,040 +82.4%

e Hong Kong Exchanges and Clearing (“HKEX”) reported a 27.6% y-0-y increase in net profit to
HK$2,974.4m in 1HO08. If compared g-o-q figures, HKEx's net earnings for 2Q08 dropped 20% to
HK$1.32bn, from HK$1.65bn in 1Q08, showing the earning momentum of HKEx was decelerating.

e Contrasting the 33.4% y-0-y top-line growth, the relatively slower bottom-line increase was due to the
absence of a one-off gain of HK$206m in 1HO7 from the disposal of a 30% interest in share
registration company - Computershare Hong Kong.

e Turnover jumped by 33.4% y-0-y to HK$4,211.3m in 1H08. The main drivers were a 47.5% y-0-y
increase in average daily turnover (from HK$59.2bn in 1H07 to HK$87.3bn in 1H08) and a 55.3%
increase in the number of derivative and option contracts traded.

e Basic EPS was HK$2.78. A dividend of HK$2.49 was declared, representing a payout ratio of 89.6%,
compared to 81.7% in 1HO7.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein, while
its group companies may from time to time have interests in securities of the company or companies mentioned herein.
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Business Review

Turnover breakdown:

1H2008 1H2007 Change
HK$ million HK$ million

Trading fees/trading tariff 1,553 36.9% 1,075 34.0% +44.5%
Clearing/settlement fees 775 18.4% 571 18.1% +35.6%
Depository/custody/nominee services fees 296 7.0% 308 9.8% -4.0%
Stock Exchange listing fees 356 8.5% 294 9.3% +21.1%
Income from sale of information 354 8.4% 276 8.7% +28.6%
Net investment income 590 14.0% 453 14.3% +30.3%
Gain on disposal of properties 69 1.6% 0 0.0% NA
Other income 218 5.2% 180 57% +21.1%

Total turnover 4,211 100.0% 3,157 100.0%  +33.4%

Trading fees and trading tariff jumped 44.5% in 1HO8 on higher market turnover of both the Cash
and Derivatives Markets. The average daily turnover on the Exchange shot up by 47.5% y-0-y to
HK$87.3bn in 1HO8, while the average daily number of derivatives and options contracts traded in
1HO08 also increased 55.3% y-0-y. However, considering g-o-g comparison, average daily securities
turnover dropped from HK$98.7bn from 1Q08 to only HK$76.1bn for 2Q08, representing a 23% g-0-q
decline. Trading activities in the Derivatives Market were also cooled down, with average daily number
of derivatives contracts traded dropped 14% g-o-q and average daily number of stock-option contracts
traded also decreased 20% g-0-g. On the other hand, clearing and settlement fees grew 35.6% y-o-
y, mainly attributable to the strong Cash Market transactions. Depository, custody and nominee fees
decreased slightly by 4.0% y-o-y in 1H08, mainly due to a decrease in electronic-IPO handling fees as
the number of newly listed companies fell.

HKEX's income from Stock Exchange listing fees rose 21.1% y-0-y in 1H08, with both annual listing
fees and initial & subsequent issue listing fees recording healthy y-o-y growth of 15% and 27%,
respectively. The increase in annual listing fees was attributable to the higher number of listed
securities, increasing to 1,254 as at 30/6/2008, from 1,196 a year earlier. Regarding the initial and
subsequent issue listing fees, the bright spot was on the number of newly listed Callable Bull/Bear
Contracts (CBBCs), which increased from 74 in 1H07, to 953 in 1HO08, representing a 1,188% y-0-y
growth. The number of newly listed companies on Main Board dropped from 32 in 1HO7 to only 21 in
1HO08, raising an aggregate HK$117bn during 1H08 (1HO7: HK$187.6bn). On the other hand, fund
raised via GEM amounted to HK$5.2bn (1HO7: HK$7.9bn), with 2 new listings during 1H08 (1HO7: 0).
Meanwhile, the number of newly-listed derivative warrants totalled 2,777 in 1H08, up more than 20%
from 2,305 a year earlier.

Net investment income grew 30.3% y-0-y in 1HO8, primarily due to the significant increase in net
interest income as a result of the larger average investment fund size (HK$69.9bn, +97% y-0-y) but
partly offset by the drop in interest rates and significant decrease in fair value gains of Corporate Fund
investments, reflecting market movements. For 1H08, the annualised net return on HKEX’s investment
funds was 1.69%, down from 2.55% a year earlier.

HKEX's operating expenses rose by 15.5% y-o-y in 1H08. Staff costs, comprising 58.8% of total
operating expenses, increased by 17% y-o0-y, primarily due to increase in headcount and salary
adjustment in 2008 as well as an increase in performance bonus accruals. With a 33.4% y-0-y
increase in total income, HKEX's cost-to-income ratio lowered to 18.3% for 1HO8 from 21.1% a year
earlier.
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Outlook & Prospect

Market activities as the ultimate earning driver Trading fees and settlement fees are the two main
income sources for HKEX, representing 36.9% and 18.4% of total turnover in 1H08. Although other
stable revenue (e.g. listing fees, information revenue, depository/corporate action fees) is more
resilient than transaction-based revenue, we believe it is ultimately still a function of market activities. If
there were a prolonged slump in stock market and turnover, it would inevitably exert pressure on stable
revenue. With the PRC A-share market still uncertain now, the launch of the “HK Stock Direct Train”
program and further QDII quota approvals might not be able to boost the Hong Kong market turnover
like before. However, we believe that current market velocity of HK$60bn to HK$70bn Average Daily
Turnover is quite sustainable, as Hong Kong market is still the only real “point of entry” for overseas
investors to participate in China’s economic growth.

The rise of Callable Bull/Bear Contracts (CBBCs) compensated the decline of warrants HKEx
has achieved great success in listed structured products, being the largest exchange in the world in
term of derivative warrants turnover. The daily turnover of Hong Kong’'s warrant market reached
HK$21.2bn in 1HO8 but is expected to drop in the next 6 months due to continued market corrections.
Despite this, CBBCs, first launched in mid-2006, accounted for 0.4% and 2.5% of total stock market
turnover in 2HO7 and 1HO08, respectively. We think CBBCs could be another popular product after
warrants, which will receive growing demand from investors. The strong growth of CBBC turnover
should be able to offset the decline in warrants trading.

Innovative approach on the way HKEX's improving innovation remains the key to sustain its growth
amid the recent turbulent market. During the result presentation, management reported that they are
planning to launch a carbon emission futures contract by the middle of 2009. Together with the
previous development of CBBCs, HK Depository Receipts and gold futures, HKEx is pursuing active
approach on adding new products to the Hong Kong market. Although the overall trading of these
products is not expected to have a significant impact on HKEx’'s immediate earnings, we believe it is
the right direction to transform HKEX into one of the world’'s major exchanges, along the lines of Tokyo,
London and New York.

Buying opportunity begins to arise The stock is currently trading at 18.4x FYO08 earnings, with a
dividend vyield of 5%. The weakened Average Daily Turnover in 2008 is likely to weigh down on
sentiment over the share price in the near term. However, in terms of the ‘market share’ of stock
turnover in global stock exchanges, we think HKEX’s current level, which is around 2% in 1HO08, is still
moderate if the Hong Kong market can be transformed into the leading regional financial centre,
surpassing Tokyo. We think that the current negative sentiment creates an opportunity for long-term
investors. We accordingly recommend a “Buy on weakness” rating for the counter.

Recommendation:  Buy on weakness
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect his/her
personal views. The analyst also certifies that no part of his/lher compensation was, is, or will be,
directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or persons
associated with any of them may from time to time have interests in the securities mentioned in this
report. BEA and its associates, its directors, and/or employees may have positions in, and may effect
transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.




