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Investment Summary 
 
HC Group is an information and B2B e-commerce service company in China.  Its main 
businesses include: transaction, data and information services.  Assuming 2018E P/E 
ratio to be 22x (the average of the past five years is 24x, we think 22x is within the 
reasonable range), we derive the target price to be HK$6.70, and maintain a “Buy” rating 
with 44.4% potential upside. (Closing price at 11 Feb 2019) 
 
Performance review 
 
The Group announced that its sales revenue exceeded RMB 10 billion, a substantial 
increase of more than 170%.  The Group said that the increase in sales revenue was 
mainly due to the initial achievements in the industrial Internet, which led to a significant 
increase in transaction service revenue, while data services are also rapidly developing. 
This figure is close to our earlier forecast (2018F sales revenue: 10.9 billion), and believe 
that the group`s income will eventually reach our expectations. 
 
However, this significant increase in sales revenue was mainly attributable to the 
transaction service segment with lower gross profit margins, so we believe that net profit 
growth will not be as high as sales revenue growth. We expect net profit in 2018 to be 
RMB 349 million, up about 10% YoY.  However, we believe that the Group is in the 
stage of development.  The primary goal is to increase the number of users and usage of 
the platform.  Therefore, we believe that even if the net profit does not increase 
significantly, the significant increase in sales revenue has proved that the development 
strategy of the Group goes well. 
 
Business update 
 
New business segments   
 
The Group has reclassified the business segment, namely New Technology Retail , the 
Smart Industry and Platform and Enterprise Service. 
 
Figure: Business segments 

 
Source: Company report, Phillip Securities (HK) Research 
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KEY FINANCIALS 
RMB mn FY16 FY17 FY18E FY19E 
Revenue 1,958 3,702 10,948 20,336 
Net Profit 301 317 349 323 
EPS, RMB 0.181 0.247 0.264 0.245 
PER, x 22.31 16.37 15.28 16.47 
BVPS, RMB 2.98 3.37 3.61 3.97 
P/BV, x 1.36 1.20 1.12 1.02 
ROE, %  6.7 8.1 7.7 6.5 
Source: Company reports, Phillip Securities Est. 
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1. New Technology Retail 
 
Relying on ZOL.com and JDHui.com, the Group takes 3C products and home 
appliances as an entry point.  Through the SaaS solution of Rongshang, it 
penetrates into the operation of small and medium-sized retailers, helping retailers 
solve difficulties in customer acquisition, low customer repurchase rate, supply 
chain optimization and lack of interaction with customers and so on. 
 
2. Smart Industry 
 
The Group has vertical platforms in various industries, such as Union Cotton, 
China Formwork and Ibuychem.  The platform will penetrate the industry to 
address difficulties and meet demand, and will replicate this model to other 
industries in the future. 
 
3. Platform and Enterprise Service 
 
The Group relies on HC360, Trading Wisdom and its own financial services to 
establish industrial data links and business scenarios to provide value-added 
services to SMEs and transform them. 
 
Strategic cooperation with Qidian, the subsidiary of Tencent 
 
The Group announced that it has reached a strategic cooperation with Qidian, the 
subsidiary of Tencent to build an industrial Internet ecosystem.  The reason for 
this cooperation is that Tencent and HC both agree that the industrial Internet is 
the next stage in the internet industry, so they hope to complement each other 
through cooperation.  They will cooperate in product cooperation and joint 
marketing in AI, machine learning, Internet of Things, SaaS, IM, etc., and jointly 
develop adaptation industry scenarios in various fields such as manufacturing, 
trade wholesale, and new retail. 
 
Combing the advantages of both sides, the B2B pan-industry version of the 
product jointly developed by HC and Qidian will be launched this year, in order to 
solve the pain of information asymmetry between buyers and sellers.  The new 
product is developed based on “慧聰友客”, a product of the Group.  With the 
most advanced information technology, it can locate business opportunities more 
quickly, provide the seller with a visual communication opportunity, accurately 
and quickly match the needs of buyers and sellers; realize real-time monitoring of 
the network in the background.  The status of the visitor actively initiates a 
session invitation to the high-intention visitor; implements mobile visitor 
monitoring, actively invites the visitor to negotiate; the APP message promptly 
reminds, and communicates with the visitor and other functions at any time and 
any place.  In addition, Qidian provides a solution for regulating the official 
image of the company`s external communication and communication management 
of business personnel for the B2B pan-industry products.  It solves the real-name 
certification and authenticity of upstream and downstream business personnel and 
provides powerful.  The communication and connection capabilities, customer 
data comprehensive protection against loss, help companies to improve the 
efficiency of inquiry quotation from release, discovery to analysis and processing. 
 
Financing 450 million RMB from Construction Bank 
 
The Group announced the issuance of RMB 350 million guaranteed and secured 
notes and RMB 100 million guaranteed and secured convertible bonds.  The 
interest rate is 2.85% plus HIBOR.  And, the conversion price of the convertible 
bonds is HK$6, and the convertible bonds will be convertible into 16,666,667 
conversion shares.  50%-55% of the funds are used for transaction service 
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support and supply chain financing; 20% for information service related 
technology development, including user-generated content and applications; 20% 
for data service related software as a service, Internet of Things and Blockchain 
applications; and 5%-10% for general use. 
 
We expect that the impact of this financing on interest cost for 2018 will not be 
too obvious, as the notes and convertible bonds are only issued to investors on the 
beginning December in 2018, so it will only be accounted for one month of 
interest cost in 2018. 
 
Valuation 
 
The sales revenue of the Group was in line with our expectations, and we lift our 
forecast on interest cost.  Assuming 2018E P/E ratio to be 22x (the average of the 
past five years is 24x, we think 22x is within the reasonable range), we derive the 
target price to be HK$6.70, and maintain a “Buy” rating, 2% higher than our 
previous target price, due mainly to the appreciation in RMB, with 44.4% 
potential upside. (HKD/CNY=0.869) 
 
Risk 
 
1. The presence of B2B platforms with similar functions 
2. Demand for the commodity reduces due to the economic downturn 
3. Suppliers refuse to cooperate with the Group 
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Financials 
FYE DEC FY14 FY15 FY16 FY17 FY18F FY19F

P/E (X), adj 14.36 69.16 22.31 16.37 15.28 16.47
P/B (X) 2.32 1.47 1.36 1.20 1.12 1.02
Dividend Yield (%) N/A N/A 1.1% 0.4% 0.3% 0.3%

EPS, (Basic) 0.281 0.058 0.181 0.247 0.264 0.245
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 3.37 3.61 3.97

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% -7.2%

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%

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%

Revenue               967              916           1,958           3,702         10,948          20,336 
Gross Profit               894              821           1,252           1,305           1,408           1,636 
EBIT               194                28             429             505             538              535 
EBT               221                33             394             416             436              404 
Net Profit               183                23             301             317             349              323 
Minority Interest                 (4)              (29)             119               50               52                49 
Net profit for owners               188                53             182             268             296              275 

Valuation Ratios

Per share data (RMB)

Growth & Margins (%)
Growth

Margins

Key Ratios

Income statement (RMB mn)

 
Source: Company, Phillip Securities (HK) Research 

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

(Financial figures as at 11 February 2019) 
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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.   

© 2019 Phillip Securities (Hong Kong) Limited 
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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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