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Summary 
 
• Last week Industrial Securities (IS or the Group) had the investor presentation, and 

according to annual results, IS`s profit increased sharply benefited from the rapid 
development of the market environment, better than our previous expectation. By the 
end of 2014, IS`s net profit grew 166% approximately y-y to RMB1.78 billion, equivalent 
to the EPS of RMB0.34, and especially, incomes of proprietary trading and brokerage 
increased significantly; 

• In addition, the management stated that IS`s main advantages relied on investment and 
research. By the end of 2014, the Group`s investment gains increased by 81% y-y to 
RMB1.628 billion. As one of major three key strategies, IS`s research ended up at the 
sixth best domestic research team in 2014 from the seventh in 2013;  

• Meanwhile, IS`s asset also increased sharply, total assets grew around 102% y-y to 
RMB73.488 billion, and net assets increased by 13% to RMB14.683 billion, with the 
parent company`s net capital of RMB13.571 billion. Due to the rapid growth of 
businesses currently, IS faces the large demand of the capital, and therefore the Group 
announced the rights issue of RMB10-15 billion in A Shares, and the capital pressure 
would go down obviously after the rights issue; 

• Recently, CSRC stated domestic banks would have the license of brokerage in future, 
and the market believe it would increase the competitive pressure to brokerage firms, 
bur the management said the network advantage of banks would be diminished under 
the current development trend of internet finance, the key is the professionalization of 
the service and quality;    

• In our view, even the banks get the brokerage license in the short term, the impact 
would be small on the brokerage firms, meanwhile, considering the same major 
shareholder of both IB and IS, Financial Bureau of Fujian Province, it would be very 
helpful for the business development due to the possibility of the business integration. 
Moreover, considering the positive development of the market in 2015, we have the 
confidence in IS`s performance in future, and estimate its 12-m target price to HK$25.00, 
around 66% higher than the current price, equivalent to 26.0xP/E and 4.0xP/B in 2016 
respectively, recommend Buy rating. (Closing price as at 27 March 2015) 
 

Strong profit growth in 2014 with the core competitiveness of investment and research 
 

IS`s profit increased sharply benefited from the rapid development of the market 
environment, better than our previous expectation. By the end of 2014, IS`s net profit grew 
166% approximately y-y to RMB1.78 billion, equivalent to the EPS of RMB0.34, and 
especially, incomes of proprietary trading and brokerage increased significantly. 
The incomes of proprietary trading increased sharply by 222% approximately y-y to 
RMB1.34 billion. Operating incomes of securities and future businesses grew 52.66% y-y to 
RMB2.4 billion. In addition, the margin trading increased rapidly, amounted to RMB13.81 
billion in 2014, up 228% significantly, with the market share of 1.35% from 1.22% in 2013, 
and interest incomes increased by 179% to RMB570 million. The management estimated IS`s 
margin trading would continue to increase sharply in 2015, currently, the amount is larger 
than that of the whole year of 2013, with the amount of RMB19 billion. Therefore, we 
believe IS`s margin trading is going to increase significantly this year. 
Investment banking business increased rapidly, especially for the underwriting of equity and 
bond, the incomes increased by 51% y-y to RMB550 million. Meanwhile, gains of equity 
investment and changes at fair value amounted to RMB1.882 billion, up 201% y-y 
approximately.  

Buy  
CMP RMB15.03 
(Closing price as at 27 March 2015) 
TARGET RMB25.00 (+66%) 
 
COMPANY DATA 
O/S SHARES (MN) : 5,200 
MARKET CAP (RMB MN) : 78,156 
52 - WK HI/LO (RMB) : 17.78/ 5.81 
  
  
  
 
SHARE HOLDING PATTERN, % 
Finance Bureau of Fujian Province : 20.08 
Fujian Investment & Development Group 7.98 
Shen Xin Group 3.15 
 
PRICE PERFORMANCE, % 

1MTH  3MTH 1YR 
IS 3.30 0.54 246.31 
SSCI 10.63 16.59 81.53 
 
KEY FINANCIALS 
Key Financial Summary

FYE 12/13 12/14 12/15F 12/16F

Operating Profit (RMB mn) 980 2,514 5,205 8,915

Net Profit, adj. (RMB mn) 670 1,782 3,758 6,502

EPS, adj. (RMB) 0.14 0.34 0.56 0.96

P/E (X) 107.4 43.9 27.0 15.6

BVPS (RMB) 5.00 2.82 4.80 6.30

P/B (X) 3.0 5.3 3.1 2.4

DPS (RMB) 0.08 0.05 0.12 0.22

Div. Yield 0.5% 0.3% 0.8% 1.5%

Source: Bloomberg, PSR est.

*All multiples & yields based on current market price  
Source: Company reports, Phillip Securities Est. 
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As one of major three key strategies, IS`s research ended up at the sixth best 
domestic research team in 2014 from the seventh in 2013, the management stated IS 
would continue to focus on investment and research, not only for the public funds, 
but also for the private funds and overseas clients. 
IS`s asset also increased largely, total assets grew around 102% y-y to RMB73.488 
billion, and net assets increased by 13% to RMB14.683 billion, with the parent 
company`s net capital of RMB13.571 billion. Due to the rapid growth of businesses 
currently, IS faces the large demand of the capital, and therefore the Group 
announced the rights issue of RMB10-15 billion in A Shares, and the capital pressure 
would go down obviously after the rights issue. However, the profits should be 
diluted in the next two years due to the increase of the capital, and we estimate IS`s 
net profit would maintain the rapid growth as over 100% in 2015. 
Recently, CSRC stated domestic banks would have the license of brokerage in future, 
and the market believe it would increase the competitive pressure to brokerage firms, 
bur the management said the network advantage of banks would be diminished 
under the current development trend of internet finance, the key is the 
professionalization of the service and quality. 
IS is one of domestic brokerage firms who gains the qualification of internet business. 
The management stated that the Group was studying the realistic strategy, and the 
key was the changes of the business culture and concepts of the management, and 
the construction of the service platform. Internet finance will mainly rely on the 
customer experience, and the competitive advantage is the differentiation strategy, 
and IS will focus on the private wealth management and institutional investors. Due 
to the high base of the clients in the private wealth management, IS made great 
efforts to develop the products, including the construction of the product platform, IT, 
R&D of mobile terminal, and the construction of the industry platform and so on.     
 
Risk 
 
The large volatility of profits of stock brokerage business and investment banking 
business; 
Capital pressure increases due to the growth of the financing demand, which affects 
the business development in future;  
The increase of the competition in the industry, with the lack of the talent reserve, 
and the experience of internationalization; 
Share price decreases sharply due to the deterioration of markets in the short run.  
 
Distribution of IS`s main business operating incomes in 2014   

 
Source: Company, Phillip Securities (HK) Research 
 
 
 
 
 

Distribution of main business operating incomes RMB Million
Sector Operating income Growth rate (y-y) Gross margin Growth of gross margin
Securities and future brokerage 2,402 52.66% 47.32% 12.13
Proprietary trading 1,343 221.50% 59.19% 31.88
Investment banking 500 46.38% 34.23% 3.55
Asset management 1,118 77.29% 58.92% 9.16
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FINANCIALS 
 
FYE FY12 FY13 FY14 FY15F FY16F
Valuation Ratios
P/E (X) 69.5 107.4 43.9 27.0 15.6
P/B (X) 3.8 3.0 5.3 3.1 2.4
Dividend Payout ratio 55.46% 57.14% 14.59% 21.29% 23.07%
Dividend Yield 0.80% 0.53% 0.33% 0.79% 1.48%
Per share data (RMB)
EPS, reported 0.22 0.14 0.34 0.56 0.96
EPS, adj. 0.22 0.14 0.34 0.56 0.96
DPS 0.12 0.08 0.05 0.12 0.22
BVPS 3.96 5.00 2.82 4.80 6.30
Growth
Net fee and commission income 35.9% 42.7% 58.0% 45.0%
Operating income  22.0% 81.0% 72.8% 57.7%
Operating prof it 40.2% 156.5% 107.0% 71.3%
Net Income, adj. 40.8% 166.0% 110.9% 73.0%
Key Ratios
Net margin 18.74% 21.61% 31.76% 38.76% 42.52%
ROE 5.56% 3.12% 8.76% 14.58% 17.33%
Income Statement (RMB mn) FY12 FY13 FY14 FY15F FY16F
Net commission fee 1,559 2,119 3,024 4,778 6,928
Net Interest income 238 346 689 1,447 2,460
Investment income 536 901 1,628 3,093 5,413
Net loss on financial assets and financial liabilities designated at fair value through prof it or loss199 (275) 257 360 468
Operating income 2,540 3,100 5,610 9,694 15,290
Operating expense (1,709) (1,913) (2,721) (3,945) (5,524)
Impairment losses 3 (3) (29) (46) (70)
Total expense (1,841) (2,120) (3,096) (4,489) (6,375)
Operating profit 699 980 2,514 5,205 8,915
Share of prof its of associates 49 52 52 55 60
Prof it before tax 748 1,032 2,566 5,260 8,975
Income tax expense (174) (251) (620) (1,302) (2,213)
Tax rate 23.26% 24.32% 24.16% 24.75% 24.66%
Prof it for the period 574 781 1,946 3,958 6,762
Equity holders of the parent company 476 670 1,782 3,758 6,502
Minority interests 98 111 164 200 260
Declared and paid Dividends 264 208 260 800 1,500
Source: PSR 

Source: Company, Phillip Securities (HK) Research Estimates 
(Closing price as at 27 March 2015) 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a 
stock`s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative 
undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities 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 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 
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, 
complete 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 shall not 
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will 
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made 
available, even if it has been advised of the possibility of such damages. 
 
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. 
 
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 
financial adviser regarding 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. 
This publication should not be relied upon 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 a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in 
this report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% 
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
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 to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2015 Phillip Securities (Hong Kong) Limited 
 

Contact Information (Regional Member Companies) 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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SINGAPORE 
Phillip Securities Pte Ltd 
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Singapore 179101 
Tel : (65) 6533 6001 
Fax : (65) 6535 6631 

Website: www.poems.com.sg 
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Phillip Capital Management Sdn Bhd 
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Kuala Lumpur 

Tel (603) 21628841 
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Phillip Securities (HK) Ltd 
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