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Transition into vertical B2B, a new growth driver

Investment Summary Buy (Initially)

o . _ o . CMPHkD 4.88
HC Group is an information and B2B e-commerce sercompany in China. Its main Closing price at 9 Nov 2018)
businesses include: transaction, data and infoomagervices. Assuming 2018E P/E( EP
; : : ; ; e TARGET HKD 6.58 (+34.8%)
ratio to be 22x (the average of the past five yéard4x, we think 22x is within the
reasonable range), we derive the target price tdkK®6.58, and initiate a “Buy” rating

. 0 g . . . COMPANY DATA
with 34.8% potential upside. (Closing price at 6vV\2@18) O/S SHARES (MN) 1.120
_ . _ _ _ _ MARKET CAP (HKDMN) : 5,466
Catering to the B2B platform revolution with a variety of ancillary services 52 - WK HI/LO (HKD): 6.60 / 4.22

As it was proved in the past that the platform Igotelying on information services to

match up buyers and sellers has not been so sfidcasss necessary to inject the SHAREHOLDING PATTERN » %

logistics and capital flows in order to further peate business transactions, leading tﬁf ngggi . 3(1)5436
greater customer stickiness. The Group caterbedrend and focuses on three majoy, Liu Jun 6.91
vertical B2B platforms, including: Ibuychem, Uni@otton and China Formwork. These
platforms provide Logistics, Payment, Warehouskigance and Data services to deeply§RICE PERFORMANCE » %

penetrate the entire business transaction proaedggesolve the current difficulties in the M 3M 1Y

B2B field, enhancing the platform value. HC Group 875 295 -2434
HS 218 -1051  -1213

The ascendancy in transaction segment will spread information and data segment geturn vs. Hsi

------ x

he Group's current profit mainly comes from infotima services, but it will focus on ‘,-/m'tlr-\,r«n A
. . . . 'M\\f’ 7 I v \\M’\ PAN
transaction services segment in the future, in rotdespread the ascendancy to the'i A
information and data services segment by bringiafii¢ and data through transactions. ! \ﬁ']‘ r‘ft]mm _k_ﬂ},,,:d‘w’_h
As the transaction volume gradually hiked, the B#&form of the Group can capture ' “vx-,i i ‘|M _
enormous user and market data to develop adverisid data analysis services on thi My [
platform. Source: Aastocks, Phillip Securities (HK) Research

Interim revenue and profit increased significantly, while gross profit margin fell ey rnanciaLs

sharply RMB mn FY16 FY17 FY18E FY19E

Revenue 1,958 3,702 10,948 20,336
The interim revenue reached RMB 3.79 billion, ug.B8 YoY; the profit attributable to Net profit 301 317 350 338
equity holders of the company was RMB 190 milliap,77.6% YoY. However, due to EPS, RMB 0.181 0.247 0.266 0.256
the low gross profit margin of the transaction segitnthe GPM of the Group droppedPER. x 23.97 17.58 16.33 16.94
significantly from 49.2% to 17.7%. On this May,etlgroup announced to hold an8VPS, RMB 298 337 361 3.9
aggregate of 51% of equity interests and will délly be consolidated. In the second’8V"* 146 129 120 109
half of the year, China Formwork will also be cdigated in the consolidated financial ROE, % 67 &1 72 60

Source: Company reports, Phillip Securities Est.

statements.
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Business Overview

Founded in 1992, HC Group is an information and B2Bommerce service
company in China. In 1994, the Group signed arnuske agreement with
Fuguo Company to represent the "Personal Computed' "Electronics and
Computers" advertising, entering the trade catasgnd yellow page directories
business. In December 2013, the group was listedhe Growth Enterprise
Market of the Hong Kong Stock Exchange. With tiee rof the Internet, the
Group officially renamed to “HC360” in March 200édaopened more than 40
industry channels and 76 industry search enginksSeptember of the same year,
HC360 cooperated with Tencent Technology to lautieh instant messaging
software “Mai Mai Tong TM”, preparing for the tratisn to an online
information platform for the Group. In 2014, theoBp successfully listed in the
Main Board of the Hong Kong Stock Exchange. In ¢ltaf015, the Group
acquired ZOL Online for RMB 1.5 billion, becominket Group's second major
online information platform. However, in 2015, th&ernet business started
reaching the top and both revenue and profits mled@li In 2017, Liu Jun became
the CEO of the Group and proposed two principles¥f1:” and Sg£”
focusing on three business segments of informat@mwices, transaction services
and data services, and positioning the companlgeaketider in industry Internet in
China which empowers traditional industries by ititernet and data. In August
2018, the group also appointed Zhang Yonghong, doewecutive vice president
of the Tsinghua Unigroup, as co-president.

Industry Analysis
Why is the B2B platform not as successful as B2C ihe past?

There are two leading players, Tmall and JD.conthnB2C industry in China,
while there are also leaders such as Alibaba 16&8B8d B2B industry. But why
are the leaders in this industry not as successfuh B2C? Take Alibaba as an
example. In 2017, the revenue of B2C platform “Timahs estimated to be about
RMB 40 billion (because Alibaba announced the reeeof Taobao and Tmall
was combined, we assume that the revenue of Troedlumts for about 35% of
the total revenue based on the proportion of i @V); whereas the revenue
of B2B platform “1688” only recorded about RMB Shéllion. The revenue of
the B2C platform was almost seven times higher thahof B2B. However, in
2017, the market size of the B2B in China was finees greater than that of B2C.
What factors cause the absence of B2B platform witlimilar size of Tmall and
JD.com, when B2B market size is much greater?

We believe that it is caused by the difference betwB2B and B2C in terms of
business model. For the profit model of E-commémndfe past, these two kinds
of platforms generally bridge the gap between bangrd sellers via an online
platform, where the platforms receive membershipdwertisement fees. But, as
for the business model itself, it is much moreahlé to B2C than B2B industry.
The characteristic of a B2B platform is first thaybrs are more rational and
concern about the quality of products and theiegrity because the delay in
product delivery could affect adversely their opiera which makes the online
advertisement and sales promotion ineffective tilifate transactions. Second,
the relationship between businesses is more steblence the businesses reached
its customers in the B2B platform, the transactionald be done without the
platform next time, implying that they do not nebé platform anymore. Third,
the number of customers in B2B is less, but withrenepetitive purchase. As a
result, once the businesses have accumulated ermmugibmers for repetitive
purchase, the demand of the platform to the busé#se®r matching up function
reduces. However, the buyers in B2C are more emaiti and their purchasing
behaviors are mainly driven by desire and preferemchich makes the online
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advertisement and sales promotion more effectiiesides, the relationship
between business and the individual customer ssdible and with less repetitive
purchase, so the businesses have to stay in thepB#fOorm in order to attract

new customers.

In other words, B2C platforms tsk@nger customer stickiness

than B2B under the information era (simply matchium buyers and sellers by
advertisement), explaining the fact that why B2@etformed B2B in the past.

Figure: The revenue of retail and wholesale fobalia (RMB mn)
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Figure: The market size of B2B and B2C (RMB tn)
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B2B 1.0to B2B 2.0

It has shown in past that B2B platform was notwstcessful by simply providing
information services to matching buyers and selles what kinds of B2B
platform could be successful?

We believe 1) a variety of ancillary services afgigking a suitable industry and
product are essential for a B2B platform to succeed
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1. Avariety of ancillary services

In order to enhance the customer stickiness oplagorm, the platforms have to
penetrate the logistics and capital flows of adeation, upgrading from B2B 1.0
(Information) to 2.0 (Information + Logistic + Data Because of the
characteristic of B2B customers, the informatiorviees are not enough, and it
creates values only when it resolves the diffiegltiaced by businesses. As for
Finance, SMEs have less collateral and fixed firrassets and lack of qualified
financial statement, leading to refusal of bankafioing. Therefore, if the
platform is able to help the business finance,dtld enhance the customer
stickiness. As for Data, the upstream enterpiasesisually not accessible to the
date of downstream, making them difficult for esttimg production volume.
Meanwhile, the price data are also valuable torpriges in the commodity sector.
So, if the platform is able to provide those détapuld enhance the value of the
platftorm. Only by penetrating the transactionddrms of Logistics, Payment,
Warehousing, Finance, Data and so on as well atvieg the difficulties faced in
the B2B industry, the B2B platform can succeed.

2. Picking a suitable industry and product

Based on the characteristic of B2B buyers we hagetioned, it is quite difficult
for the current B2B platform to satisfy the largeesl enterprises. Generally,
before entering into a procurement agreement, s enterprises require
testing on the products, then a small batch off with countless communications
and adjustments. Due to the complexity of the prement process, large-sized
enterprises seldom procure via the online B2B platf As a result, we think it
will be more likely for a B2B platform to be suceéd if they are facing the
industry where major buyers are SMEs, because uhghasing process of SMEs
is closer to that of an individual, where their greement process is relatively
simple, compared to large-sized enterprises, iaguih a higher willingness to
purchase via online B2B platform. For example, plhecurement decisions are
made by several departments in a large-sized eigerpvhile that may be made
by the boss solely in SMEs.

In addition, it will be more likely to be succedsffithe product traded in the
platform is a standardized commodity, which medres Upstream suppliers will
not have a strong bargaining power, so the companidownstream could lower
their cost by consortium purchasing through théenenB2B platform. Asides the
type of products, chances are the online B2B pletfwill succeed if there is a
lengthy supply chain.

Business analysis

The group focuses on three segments, includingacion services, data services
and information services and creates industrigrivdt by empowering traditional
industries with “Internet” and “Data”.

Transaction Services
Ibuychem

Ibuychem was launched in March 2015, and targedsnatals and plastics, sub-
commodities and fine chemicals. The platform mascthhe buyers and suppliers
for spot transactions and provides the financing lagistics services to resolve
after-sales issues. Since it is large-sized semphlersus small-sized buyers in
the chemical industry, the platform adopts consortiprocurement as their
operation model, where the platform first gathdre tliscrete orders from the
downstream and consolidates them, then purchasestfre upstream to lower the
procurement cost. The take rate is about 0.5%-1.9%uychem was built by
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the Group itself, and the founder, Guo Xihong, haeen working in the B2B
chemical industry for many years. Now, it servearty 1 million enterprises, 8
million members, and 80,000 suppliers, with morantiL million SKUs. In
addition, Ibuychem has established branches inhS@itina, East China and
North China to provide matching services in locat fGuangzhou, Shunde,
Dongguan, Shenzhen, Shanghai, Ningbo, Hangzhou,,VBaXing and Tianjin.
The similar platforms areft,¥E” |, “EH¥WHE" , and etc.

1 ==

Figure: The business model of Ibuychem
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Source: Company report, Phillip Securities (HK) &esh

Union Cotton

Union Cotton was established in August 2015 anchdhad in April 2016,
positioning itself as the platform for cotton sgmiding. It provides services
such as online transactions, payment settlemagistics, warehousing and online
finance. As cotton is generally produced in thethwest, while most of the
textile companies are located in the south. Fosehsmall textile companies
with no purchasing team, they have to buy raw magefrom merchandisers
which that have been marked up and resold. Itiesghat the supply chain is
lengthy and costly to the buyers. Besides, theldeape of cotton industry is
small-sized suppliers versus small-sized buyerstheoplatform adopts agency
procurement as their operation model. Union Coltelps the buyers match with
suppliers directly, avoiding the multiple mark-uporh merchandisers and
lowering the purchasing cost. The buyers can labveir transportation cost by
gathering deliveries from other companies. Theugroncreased its equity
interests to 51% in this April for a total consigéon of RMB 50 million. In the
full year of 2016, the transaction volume of Uni@atton has reached 25,800 tons,
with a total GMV of RMB 378 million, and the growtrate of the average
monthly transaction volume was as high as 34%.20h7, the GMV of Union
Cotton has exceeded RMB 1 billion and the numbeaative members in the
upstream and downstream has reached 1,000, wakyaaderage of 100,000 tons.
Besides, the founder and CEO of Cotton Union, GaNgnlong, is very
experienced in the cotton industry and is the fewrad China Cotton Network and
the National Cotton Monitoring System.
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Figure: The business model of Ibuychem
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Source: Company report, Phillip Securities (HK) &esh
China Formwork

China Formwork is positioned to as a materials hartke construction formwork
industry, covering smart attached lifting scaffalgli aluminum alloy formwork
system, glass fiber formwork system, building snaatice, etc. Through the
SaaS platform ZfH#", the users can rent or lease out materials, dikeninum
formwork and elevator frame. Due to the expensig@sportation cost of the
construction formwork materials, if the locationtween the previous and next
construction projects is too far away, the buildéudpcontractors will tend to lease
out the materials at the current project locatang then rent it at the next project
site to reduce transportation costs. In additi®hina Formwork also provides
services such as design, installation, repair a&fidrlsishment and supply chain
finance. As the requirement on the safety of cootbn sites became strict,
subcontractors need a high-quality proposal offthmwork and elevator frame
design in order to compete projects from generatragtor. As a result, China
Formwork provides solutions, such as the productbrbuilding information
models, to help subcontractors to fight for thejgmts. Apart from it, the
equipment needs to be refurbished frequently. Khémthe economies of scales,
China Formwork can be repaired and refurbished vlitaper expenses. Part of
its business is self-operated leases, that is, plneghase materials and then rent
out for profits, but it only accounts for a smalbportion. At present, the group
holds 57% of the equity interests and will be cdidsted in the second half of
2018. Moreover, there are no competitors in theketaso the profit is higher
than other platforms of the group.

Figure: The business model of China Formwork
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We believe that the B2B platforms of the groupnféll with the elements we have
mentioned in order to become a successful B2B gulatf For Ibuychem, the
chemical products are highly standardized. Thekatarconsists of large
suppliers and small buyers, which facilitates cotigm procurement. And, the
platform provides ancillary services such as laggstfinance and data, which is in
line with the trend of B2B 2.0. For Union Cottamgtton products are relatively
standardized, and buyers and sellers in the magket to be small. Due to a
lengthy supply chain, the effectiveness of therenB2B platform will be more
obvious. Meanwhile, it also provides additionatveees such as payment and
settlement, logistics, warehousing and online fogan For China Formwork,
although the platform is mainly for sub-leasing, @ddition to information
matching services, it also provides a variety olusadded services, such as
design, installation, maintenance refurbishment suqgply chain finance, in line
with the B2B 2.0 trend.

Data services
PanPass

Listed on National Equities Exchange and QuotatiorShina (430073), PanPass
provides customers with anti-counterfeiting, trdwks, supply chain
management and data marketing services througlldlel platform, and using
big data, Internet of Things, blockchain and otfeehnologies, supplemented by
digital code, QR code, RFID and other labels. RasFhas been working in the
anti-counterfeiting industry for more than 20 yeara/ns 30 anti-counterfeiting
know-hows and serves more than 40,000 customeiduding: Samsung
Electronics, Sony, LG Electronics and Xiaomi. Armgothem, PanPass has
successfully applied blockchain technology into pieject of Tong Ren Tang,
Hong Ji Tang, Dezhou Chicken and Lulu Group. PasReas certified by the
General Administration of Quality Supervision anmtbpection of the People’'s
Republic of China. In the upgrade project of Ch&éherbal medicines in
Shandong Province, the traceability upgrade syst#hesistomers Dongya Ejiao,
Fupai Ejiao and Hongjitang Ejiao were rated as #swke The financial
performance of PanPass in 2018 was satisfactotly, revenue reaching RMB 79
million, a YoY increase of 63%; net profit attrilabie to the owner was RMB 8.7
million, up 54% YoY. The Group is positive to tdevelopment of PanPass and
has increased its holdings to 79.51% this year.

Figure: The products and services of PanPass
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Trading Wisdom

Trading Wisdom is a domestic cross-border integrat®rketing platform that
provides customized and accurate integrated marketervices through online
advertising and market data analysis. It providdeChat marketing
management, e-commerce management, activity marmegeand distributor
management. In the third quarter of 2017, it disiadd a tripartite data research
institute with China Unicom Big Data Center andnf$iua University to develop
data marketing.

Figure: The products of Trading Wisdom

Products Details
WeChat marketing Bind its own WeChat public account and WeChat tesigo
management obtain WeChat management, Wwizhan construction Vee@hat
application services provided by WeChat marketimgnagement
platform.
E-commerce Standardized e-commerce management solution witke gfol
management commodity and order management functions, support f

intelligent splitting and third-level rebate pronaot. Through the
management platform, it can quickly build an e-carte system
suitable for itself.

Activity Easily manage all the meeting activities procassh &s links,

Management interactions, data, notifications, services, e&sdal on WeChat
enterprise account

Distributor Offer customer, system, WeChat platform, operatiomders and

Management financial management towards the distributors

Source: Company website, Phillip Securities (HKy&ach
Information services
ZOL.COM

ZOL.COM is the leading 2C technology portal in Ghicovering more than ten
types of products, including: mobile phones, laptagigital products and home
appliances. The portal not only provides visitargh product specifications,

product evaluations, product comparisons and ptodpdates, but also offers
price quotes of the electronic products for moentdO cities nationwide. The
portal has its own editing team for each productreate content for attracting
online traffic. At present, the daily traffic frolRC and mobile is about 150
million, with more than 40 million registered userdMoreover, the number of
articles read is more than 1 million per day anel tfdeo views exceed 20,000.
The portal currently has a market share of apprateig 62% and is the leader of
technology portal in China. The revenue of ZOL.COMinly comes from
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advertising revenue. It diverts visitors to Tmalid JD.com or serves as an
online portal for third- and fourth-tier city digiutors, where products will be
delivered by local distributors, in return for adig@ng revenue.

Figure: ZOL.COM
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Source: Company website, Phillip Securities (HKy&ach
HC360

HC360 is the core online 2B information servicetfplan of the Group, focusing
on industrial products, similar to the business ehoof Alibaba 1688. The
platform provides products and services includingi Mai Tong, Hu Tong Bao,
Brand Advertising, Shang Ying Tong and Biao Wan@he main source of
revenue comes from membership fees and advertitleg. HC360 will

strengthen the product content on website in theréyu which will be similar to

the business model of ZOL.COM in order to increaser stickiness. In view of
this, the Group moved the staff of HC360 and ZOLMC@gether, in hope of
hoping to create synergies.

Figure: The product of HC360

Products Type Details \
Mai Mai Membership  Online stores can be set up on HC360 to proyide
Tong fees comprehensive e-commerce services such as propdayl

and search, demand match, industry news and opline
industry events; divided into free members and mayi
members, paying members can enjoy more functiare s
as: third parties authoritative organization cexdfion,
priority display and more product release, etc.

Hu Tong Free for display, Help customers locate keywords, understand customer
Bao charge by click sources and inquiry information, help to accuratadijust
delivery strategies; monitor exposures and conversates
in real time
Brand Advertisement Online advertising service is provided on the maébsite;
Advertising fee sub-sites and various industry websites and wedlakn

enterprises in various industries establish stiateg
cooperation to help enterprises promote brand andust
services in an all-round way.

Biao Wang  One-off charges Merchant products will appear in the search engine
(including Baidu, 360 search and Toutiao) and tle-¢
catching position in the HC360 to increase exposure

Shang Ying Membership  Helping SMEs transform from information-advertising

Tong fees marketing model to transaction-centric service nhode
providing online store and content design, matching
transaction, online certification, online exhibiticcorporate
electronic app and business training, etc.

Source: Company website, Phillip Securities (HKy&ech

ZOL.COM + Rongshang + JDHui.com
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In view of the fact that the operation griocery stores in rural China is still poor,
the Group hopes to combine ZOL.COM, JDHui.com (€lectrical e-commerce

platform of the Group) and Rongshang (a SaaS develnt company) to form a

business that can enhance the operational effigciefiche traditional grocery

stores. The group will install the SaaS systemtfw stores for free. The
system will provide services such as procuremepgrations, logistics and

finance to improve operational efficiency. For mde, the group can reduce the
cost of the stores by collecting the purchase sydathancing the profitability of

the stores. Currently, the Group has installedSSsgstems for 1,000 stores.
We believe that this business will take a few yearsre before becoming

significant to the Group, but we are excited withpgotential.

To conclude, the Group's current profit mainly carfimm information services,
but it will focus on transaction services segmenthie future, in order to spread
the ascendancy to the information and data sengegment by bringing traffic
and data through transactions. Taking lbuychemansexample, as the
transaction volume gradually hiked, the B2B platfoof the Group can capture
enormous user and market data to develop advertaiad data analysis services
on the platform. We believe that the rest of tBBlatforms of the Group will
develop with similar logic and spread the ascengldncinformation and data
segments.

Earnings forecast
Revenue

We predict that the revenue of transaction seniiceZ)18/19F will reach RMB
9.27 billion/185.3 billion. Compared with the fykar of 2017 and the first half
of 2018, the reason for the significant increaseevenue is because we believe
that those three major B2B platforms will maintgirowth, and that the Union
Cotton and China Formwork will be consolidated imyMand the second half of
this year. Thus, the growth in the second hal@f8 and the full year of 2019
will be very strong.

For data services, we expect revenues to reach BMBmillion/660 million in
2018/19F. As PanPass is expected to further applykchain technology into
anti-counterfeiting, and with the increase in iaffolume, more data services will
be launched by the Group on the B2B platform.

For information services, we estimate revenue f0t8219F to be RMB 1.04
billion/1.13 billion. We expect HC360 and ZOL.COk maintain a slow
growth, but as the transaction volume of the trefsa services segments rises,
the Group will launch more advertising servicesttoe B2B platform, which will
boost the growth rate of the segment.

For the O20 business, the management stated tea@aodbe restriction on sales of
properties in 2019/20 stated in the contract, @sgmated that the revenue will be
hugely reduced. We assume the revenue for 201848 RMB 140 million/7
million.

Figure: Estimated revenue

Page | 10 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

25,000,000 250%

196% 20,335,674
200%

20,000,000
. 150%
15,000,000 114%

10,947,734 100%

10,000,000 53% 89%

50%
15%
5,000,000 -5% 3,702,466 o
1,958,283 6
837,721 966,637 916,138 I

: - ] - 50%

2013 2014 2015 2016 2017 2018F  2019F
I Revenue  =@=Growth (%)

Source: Company report, Phillip Securities (HK) &esh
Gross profit margin

Due to the low GPM in transaction services, we ekplee GPM to drop as the
transaction volume increases, with 12.9%/8.0% h82DOF respectively.

Figure: Estimated gross profit margin
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Source: Company report, Phillip Securities (HK) &esh

Selling & Administrative expenses

We predict that the selling & administrative expesnas % of revenue will remain
stable in 2018/19F respectively. As the revengaificantly rises, we estimate

the selling expenses as % of revenue to 6.7%/3a8¥jnistrative expenses as %
of revenue to 3.0%/1.9% in 2018/19F.

Figure: Estimated SG&A expenses

Page | 11 | PHILLISECURITIES (HK) RESEARCH



P PhillipCapital

70.0%

60.0%

50.0%

40.0%

30.0%

20.0%

10.0% 3.8%

1.9%
2013 2014 2015 2016 2017 2018F 2019F

0.0%

== Selling and distribution expenses (%) ==@==Administrative expenses (%)
Source: Company report, Phillip Securities (HK) &esh
Net profit
Based on the above assumptions, we expect theroiit growth to be 10.4%/-
3.6% in 2018/19, reaching RMB 350/340 million. Timegative growth in 2019
is because we expect the other income will redgredtly in 2019 compared to
2018.

Figure: Estimated net profit
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350,000 ;317,310 1200.0%
300,000 1000.0%
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Source: Company report, Phillip Securities (HK) &esh
Valuation

We believe the transition into vertical B2B platfowill create a new growth
driver for the Group, where the transaction sessiaee just the beginning. The
data that are created by the transaction are ofittmest importance. Although
the business model of the Group has changed, Ivbedieve the historical data is
still worth to look into. Assuming 2018E P/E ratmbe 22x (the average of the
past five years is 24x, we think 22x is within tieasonable range), we derive the
target price to be HK$6.58, and initiate a “Buyting with 34.8% potential
upside. (HKD/CNY=0.889)

Risk

Page | 12 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

1. The presence of B2B platforms with similar fuocs
2. Demand for the commodity reduces due to the@oandownturn
3. Suppliers refuse to cooperate with the Group
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Financials

FYE DEC FY14 FY15 FY15 FY17 FY1EF FY1)F
Valuation Ratios

P/E (X), adj 15.43 74.2! 23.97 17.58 1€.33 16.94
P/B (X) 2.4¢ 1.58 1.45 1.29 1.20 109
Dividend Yield (%) N/A N/A 1.0% 0.4% 0.3% 0.3po
Per share data (RMB)

EPS, (Basic) 0.281 0.058 0.181 0.247 0.266 d.256
EPS, (Diluted) 0.271 0.057 0.178 0.239 0.258 0249
DPS (HKD) N/A N/A 0.05 0.020 0.015 0.0[.4
BVPS 1.74 2.74 2.98 3.37 3.61 399
Growth & Margins (%)

Grwoth

Revenue 15.4% -5.2% 113.8% 89.1% 195.7% 8%.8%
EBIT 14.1% -85.6%  1439.0% 17.5% 6.6% -0.p%
Net Profit 20.9% -87.4%  1204.0% 5.5% 10.4% -316%
Margins

Gross margin 92.5% 89.6% 63.9% 35.2% 12.9% 8.0%
EBIT margin 20.1% 3.0% 21.9% 13.6% 4.9% 2.6%
Net Profit Margin 19.0% 2.5% 15.4% 8.6% 3.2% 1]7%
Key Ratios

ROA 7.0% 0.5% 5.0% 4.7% 4.2% 3.9%
ROE 18.2% 2.9% 6.7% 8.1% 7.2% 6.0%
Income statement (RMB mn)

Revenue 967 916 1,958 3,702 10,948 20,334
Gross Profit 894 821 1,252 1,305 1,408 1,636
EBIT 194 28 429 505 538 535
EBT 221 33 394 416 438 422
Net Profit 183 23 301 317 350 338
Minority Interest 4) (29) 119 50 53 51
Net profit for owners 188 53 182 268 298 287

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.8890) is HKDCNY1Y forward contragte on November 9 from Wind.
(Financial figures as at 9 November 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioee quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final recwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable amndanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atest neither a recommendation to enter into #iquéar transaction nor a representation that aoglyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efpttoducts which may be described in this publiceinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be appropdate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informaticluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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