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Result lower than expected, still in the transition

Investment Summary Buy

o . _ o CMPHkD 4.33
HC Group is an information and B2B e-commerce sercompany in China. Its main Closing price at 11 Apr 2019)
businesses include: transaction, data and infoomatervices. Assuming 2019F P/E( EP P
; : : ; ; e TARGET HKD 5.79 (+33.7%)
ratio to be 22x (the average of the past five yéard4x, we think 22x is within the
reasonable range), we derive the TP to be HK$3.38% lower than our previous TP to

reflect the slower progress of transition, and na@éma “Buy” rating, with 33.7% gc/)g' ;:':LE‘;T?MN) : 1120
potential upside.. (Closing price at 11 Apr 2019) MARKET CAP (HKDMN) - 4853
52 - WK HI/LO (HKD): 5.83 / 3.86

Performance review

SHARE HOLDING PATTERN > %

The Group announced its annual results for 2018urind the period, its revenue

DC Holdi 30.44
increased by 1.85 times to RMB 10.58 billion, whigas mainly from the B2B trading y,. Gﬁo'ﬂ,if;g 15.36
platform, but it was still slightly lower than ofwrecast, about 3.3%. In addition, thewr. Liu Jun 7.01

deterioration in gross profit margin was also fasten our forecast, which fell from

35.2% to 12%, 0.9% lower than our expectation. ®perating profit (gross profit PRICE PERFORMANCE > %

minus operating-related costs) was RMB 130 milligapresenting a decrease o Sl e 1y
. : . : . C Group 566 -226  -2099

approximately 55% YoY, mainly due to the decreasgross profit and the increase in,g, 358 1347 392

administrative expenses, partly attributable to ith@ease in share award and share

option granted. The profit attributable to shatdas was RMB 276 million, which RETURN VS. Hsl

was 6.3% lower than our forecast.
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In 2018, the Group reclassified its business irtghhology-driven new retail segment, \M N f & Jﬁ

Smart industries segment and Platform and corpmateices segment. During the M “m L \‘ lt o
-

period, the revenue of the Technology-driven neailrsegment increased by 35.4%, bu

the profit of the segment decreased by 42%; th#tefSmart industries segment jumpec _ ] _
significantly by 327.5%, and the profit of the semhbecame profitable and recorde@ oy ce: aastocks, Philip Securities (HK) Research
RMB 3.4 million; that of Platform and corporate \Wees segment increased slightly by

3.5%, but the segment profit fell by about 50%. KEY FINANCIALS
RMB mn FY17 FY18 FY19E FY20E
Business update Revenue 3,702 10,583 16,561 23,498
Net Profit 317 277 258 502
Through the combination of “Supply Chain + SaaSt8wys+ Service”, Technology- EPS, RMB 0.247 0.246 0.228 0.443
. . . . . PER, x 15.17 15.20 16.45 8.45
driven new retail segment can empower 3C and hoppliaace stores in third- and BVPS, RMB 337 387 423 480
fourth-tier cities. The Group makes use of “zaioen” to direct online users to thep g 111 097 0.89 078

offline, and relies on its own Saa$S system to glewupply chain services to offline. ROE, % 31 69 56 9.8
. . . o Source: Company reports, Phillip Securities Est.

We believe that this strategy is reasonable andGitmeip has sufficient advantages to

conduct this business. Research Analyst

Terry Li (2277 6527)
terryli@phillip.com.hk
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First, by choosing 3C and home appliances as ag paoint, the Group not only
can take advantage of its “zol.com.cn”, but alsoid\wdirect competition with
Alibaba’s LST which that chose fast moving consugmsds as the entry point.
Besides, most of the sales of 3C and home apphkaimcéirst- and second-tier
cities are monopolized by large chain stores, tmxdbeir brands can bring a
greater confidence to consumers, so local smalest@njoy no advantages.
However, the Group is focusing on third- and fodiéh cities, such as such as
Henan, Hunan, Hubei, Jiangxi, Guangxi and so orgravttocal small shops still
managed to survive. As long as there are modermagsnent and big data, the
operational efficiency of small stores is expedtetie improved. At present, the
profit of this segment mainly comes from the me@ial.com.cn), and the SaaS
system also generated a little bit revenue, buhassMV goes up, the source of
profit in future is believed to be the supply chawolution. Currently, there are
about 7,000 users in the SaaS system, of whict04a6€paid, and the group aims
to reach more than 10,000 paying users in 2019.

We expect the growth of Smart industries segmergidev down, but the gross
profit margin will gradually improve. Among therthe group stated that the
business strategy of Ibuychem will focus on progueith higher profit margin

this year, so GMV growth will slow down. Apart frolbuychem, Union Cotton

is expected to see a significant increase, maiebabse the platform will focus on
upstream in an attempt to resolve the issue offiognt sources of cotton in the
past. In addition, as China's Formwork and scdiffigi market continues to
reform, China Formwork is also expected to enjgyeater growth.

In relation to Platform and corporate services sagimthe product of the Group
and Qidian, the subsidiary of Tencent Cloud is etgukto be announced at the
end of April. It is expected this cooperation a@bubring complementary

advantages. However, the cooperation betweenwbeparties remains on the
project level now. We believe that the resultghi$ product will be one of the

considerations for further cooperation betweenteparties in future.

Valuation

We expect the GPM will remain its downtrend in 2B18ut with a decreasing
rate, about 8.5%, and 7.6% in 2020F, due to thee@sing proportion of China
Formwork and Panpass, which have higher GPM, aadirttproving GPM of
Ibuychem. Assuming 2019F P/E ratio to be 22x @herage of the past five
years is 24x, we think 22x is within the reasonahlege), we derive the TP to be
HK$5.79, 13.6% lower than our previous TP to reflge slower progress of
transition, and maintain a “Buy” rating, with 33.7%otential upside.
(HKD/CNY=0.8645)

Risk
1. The presence of B2B platforms with similar fuoes

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 FY15 FY16 FY17 FY18 FY19F FY20HR
VValuation Ratios

P/E (X), adj 64.10 20.68 15.17 15.20 16.45 8.45
P/B (X) 1.37 1.26 1.11 0.97 0.89 0.78
Dividend Yield (%) N/A 1.2% 0.5% N/A 0.3% 0.6%
Per share data (RMB)

EPS, (Basic) 0.058 0.181 0.247 0.246 0.228 0.443
EPS, (Diluted) 0.057 0.178 0.239 0.246 0.228 0.443
DPS (HKD) N/A 0.05 0.020 N/A 0.013 0.026
BVPS 2.74 2.98 3.37 3.87 4.23 4.8(
Growth & Margins (%)

Growth

Revenue -5.2% 113.8% 89.1% 185.8% 56.5% 41.99
EBIT -85.6% 1439.0% 17.5% -23.4% 21.1% 62.09
Net Profit -87.4% 1204.0% 5.5% -12.7% -6.9% 94.79
Margins

Gross margin 89.6%  63.9% 35.2% 12.0% 8.5% 7.6%
EBIT margin 3.0% 21.9% 13.6% 3.7% 2.8% 3.2%
Net Profit Margin 2.5% 15.4% 8.6% 2.6% 1.6% 2.1%
Key Ratios

ROA 0.5% 5.0% 4.7% 3.4% 2.8% 4.9%
ROE 2.9% 6.7% 8.1% 6.9% 5.6% 9.8%
Income statement (RMB mn)

Revenue 91€ 1,95¢ 3,70z 10,58t 16,56: 23,49¢
Gross Profit 821 1,252 1,30t 1,267 1,40¢€ 1,793
EBIT 28 42¢ 50t 387 46€ 759
EBT 33 394 41€ 33z 314 612
Net Profit 23 301 317 277 25¢ 502
Minority Interest (29) 11¢ 50 1 3 5
Net profit for owners 53 182 26¢ 27¢€ 25k 497

Source: Company, Phillip Securities (HK) Research

Exchange rate (0.8645) is HKDCNY1Y forward contradte on April 11 from Wind.

(Financial figures as at 11 April 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 omltioee quantitative return bands. We consider izde 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 aamndanalysis,
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 paréicuheeds 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 aoglyct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efpttoducts 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 approp#ate 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 listegp@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 regulatiomvbich 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 (“PSHKbBlieved 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.
© 2019 Phillip Securities (Hong Kong) Limited
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