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Sales revenue exceeding 10 billion, performing well in
transition
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Investment Summary Buy

o . : o CMP HKD 4.64
HC Group is an information and B2B e-commerce sergompany in China. Its main Closing price at 11 Feb 2019)
businesses include: transaction, data and infoomagervices. Assuming 2018E P/E( §P )
ratio to be 22x (the average of the past five yéargddx, we think 22x is within the TARGET HKD 6.70 (+44.4%)
reasonable range), we derive the target price tdK#$6.70, and maintain a “Buy” rating

with 44.4% potential upside. (Closing price at EbR019) COMPANY DATA

OIS SHARES (MN) : 1,120
MARKET CAP (HKDMN) : 5,199
Performance review 52 - WK HI/LO (HKD): 6.38 / 3.38

The Group announced that its sales revenue exceribl 10 billion, a substantial
. SHARE HOLDING PATTERN » %
increase of more than 170%. The Group said thetirtbrease in sales revenue wagz Holdings

mainly due to the initial achievements in the irtdakInternet, which led to a significant y. guo Jiang 32;;16
increase in transaction service revenue, while dataices are also rapidly developingmr. Liu Jun 7.01
This figure is close to our earlier forecast (20%8Fes revenue: 10.9 billion), and believe
that the group’s income will eventually reach axpeztations. PRICE PERFORMANCE > %
IM__ 3M 1Y
However, this significant increase in sales revemss mainly attributable to the Eg Group g:;i 'g% :431:431,?
transaction service segment with lower gross proéitgins, so we believe that net profit
growth will not be as high as sales revenue gro¥ih. expect net profit in 2018 to beRETURN VS. Hsl
RMB 349 million, up about 10% YoY. However, we iegk that the Group is in the === AL
stage of development. The primary goal is to iaseethe number of users and usage «
the platform. Therefore, we believe that evenhié et profit does not increase ’“k“a v'rf}m%
significantly, the significant increase in salesarue has proved that the developmerw“*"‘ M \'“ A \n J
strategy of the Group goes well. *m’h“‘ IVANA WWM
Business update Source: Aastocks, Phillip Securities (HK) Research
New business segments KEV FINANCIALS
RMB mn FY16 FY17 FY18E FY19E
The Group has reclassified the business segmemiglpaNew Technology Retail , the :::‘:,':Z:t 122? 3;2§ 10’223 20’;32
Smart Industry and Platform and Enterprise Service. EPS, RMB 0181 0247 0.264 0.245
PER, x 22.31 16.37 15.28 16.47
Figure: Business segments BVPS, RMB 298 3.37 361 3.97
BIRED P/BV, x 136 120 112 1.02
el ROE, % 67 81 77 65

Source: Company reports, Phillip Securities Est.
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1. New Technology Retalil

Relying on ZOL.com and JDHui.com, the Group tak€s@oducts and home

appliances as an entry point. Through the Saa8ti@ol of Rongshang, it

penetrates into the operation of small and medizedsretailers, helping retailers
solve difficulties in customer acquisition, low tusier repurchase rate, supply
chain optimization and lack of interaction with tarmers and so on.

2. Smart Industry

The Group has vertical platforms in various indestr such as Union Cotton,
China Formwork and Ibuychem. The platform will pgate the industry to
address difficulties and meet demand, and will icept this model to other
industries in the future.

3. Platform and Enterprise Service

The Group relies on HC360, Trading Wisdom and s dinancial services to
establish industrial data links and business st@hao provide value-added
services to SMEs and transform them.

Strategic cooperation with Qidian, the subsidiary 6 Tencent

The Group announced that it has reached a strategeration with Qidian, the

subsidiary of Tencent to build an industrial Inerecosystem. The reason for
this cooperation is that Tencent and HC both agreethe industrial Internet is

the next stage in the internet industry, so thegehto complement each other
through cooperation. They will cooperate in prddoeooperation and joint

marketing in Al, machine learning, Internet of Tdpin SaasS, IM, etc., and jointly
develop adaptation industry scenarios in varioetddi such as manufacturing,
trade wholesale, and new retail.

Combing the advantages of both sides, the B2B mpdusiry version of the
product jointly developed by HC and Qidian will laeinched this year, in order to
solve the pain of information asymmetry betweenebsyand sellers. The new
product is developed based o& 4 k%", a product of the Group. With the
most advanced information technology, it can lodatsiness opportunities more
quickly, provide the seller with a visual commurtice opportunity, accurately
and quickly match the needs of buyers and selleadize real-time monitoring of
the network in the background. The status of tisitov actively initiates a
session invitation to the high-intention visitormplements mobile visitor
monitoring, actively invites the visitor to negddathe APP message promptly
reminds, and communicates with the visitor and rofbections at any time and
any place. In addition, Qidian provides a solution regulating the official
image of the company’s external communication amdngunication management
of business personnel for the B2B pan-industry petsl It solves the real-name
certification and authenticity of upstream and dsiseam business personnel and
provides powerful. The communication and connectiapabilities, customer
data comprehensive protection against loss, helppeaies to improve the
efficiency of inquiry quotation from release, digeoy to analysis and processing.

Financing 450 million RMB from Construction Bank

The Group announced the issuance of RMB 350 miljoaranteed and secured
notes and RMB 100 million guaranteed and securewertible bonds. The
interest rate is 2.85% plus HIBOR. And, the cosiumar price of the convertible
bonds is HK$6, and the convertible bonds will benastible into 16,666,667
conversion shares. 50%-55% of the funds are usedtrdnsaction service
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support and supply chain financing; 20% for infotim service related
technology development, including user-generatederts and applications; 20%
for data service related software as a servicerret of Things and Blockchain
applications; and 5%-10% for general use.

We expect that the impact of this financing on res¢ cost for 2018 will not be

too obvious, as the notes and convertible bondsraseissued to investors on the
beginning December in 2018, so it will only be agued for one month of

interest cost in 2018.

Valuation

The sales revenue of the Group was in line witheogoectations, and we lift our
forecast on interest cost. Assuming 2018E P/B tatbe 22x (the average of the
past five years is 24x, we think 22x is within teasonable range), we derive the
target price to be HK$6.70, and maintain a “Buytimg, 2% higher than our
previous target price, due mainly to the appremmtin RMB, with 44.4%
potential upside. (HKD/CNY=0.869)

Risk
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 FY18F FY19F
Valuation Ratios

P/E (X), adj 14.35 69.16 22.31 16.37 15.28 16.47
P/B (X) 2.32 1.47 1.35 1.20 1.12 102
Dividend Yield (%) N/A N/A 1.1% 0.4% 0.3% 0.3%
Per share data (RMB)

EPS, (Basic) 0.281 0.058 0.181 0.247 0.264 g.245
EPS, (Diluted) 0.271 0.057 0.178 0.239 0.257 0,238
DPS (HKD) N/A N/A 0.05 0.020 0.015 0.014
BVPS 1.74 2.74 2.98 3.3 3.61 3.07
Growth & Margins (%)

Growth

Revenue 15.4% -5.2% 113.8% 89.1% 195.7% 85.8%
EBIT 14.1% -85.6%  1439.0% 17.5% 6.6% -0.6%
Net Profit 20.9% -87.4%  1204.0% 5.5% 9.9% -712%
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% 1.6%
Key Ratios

ROA 7.0% 0.5% 5.0% 4.7% 4.5% 3.4%
ROE 18.2% 2.9% 6.7% 8.1% 7.7% 6.5%
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 28 429 505 538 355
EBT 221 33 394 416 436 440
Net Profit 183 23 301 317 349 323
Minority Interest (€)) qr 119 50 52 49
Net profit for owners 188 53 182 268 962 27%

Source: Company, Phillip Securities (HK) Research

Exchange rate (0.8690) is HKDCNY1Y forward contrate on February 11 from Wind.

(Financial figures as at 11 February 2019)
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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 omltioe 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 reowendation

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 aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes 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 Researchevedilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzer®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 @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve 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 informatiscluding 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 listepp@ation.

Availability

The information, tools and material presented neaeé 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 (“PSHKbBelieved to be accurate. PSHK does not bear resplitgsor 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.
© 2019 Phillip Securities (Hong Kong) Limited
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