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KEY DATA   

Sector Business information 

Share price HK$1.65 

Stock code 8292 

Shares O/S 465.93mn 

Mkt. Cap  HK$768.79mn 
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A year of adjustment 
¾ Strong growth in search engine and website 

construction business: Thanks to HC’s continuous effort 
in developing its search engine and website construction 
business, revenue from the segment jumped by 176% 
helping HC to achieve a 21% yoy gain in turnover during 
1H05.  However, losses incurred by TV and search engine 
operations extended into Q2 resulting in an attributable 
loss of RMB5mn for 1H05.  Stripping out the losses of 
about RMB8.9mn from TV business, HC recorded a slight 
loss of RMB1mn in which search engine attributed for a 
loss of about RMB5.3mn. 

¾ GP margin slightly squeezed: Keen competition and 
increase in costs in the TV advertising business resulted in 
a –4.4% GP margin during the period.  As such, HC’s 
overall GP margin dropped by 0.6 percentage points to 
47.1% in 1H05.  Nevertheless, it rebounded from 36.2% in 
1Q05 to 37.8% in 2Q05. 

¾ “Mai-Mai-Tong” ( 買 賣 通 ) continues to see strong 
contribution:  During the period, membership fee from 
MMT amounted to about RMB37mn.  As at the end of 
June, MMT had about 2mn registered members and an 
estimated total of about 20k paid subscribers  

¾ Changes in accounting standards:  The amortization of 
deferred compensation expenses (share option) will lower 
the profit in FY04 and FY05 by an estimated RMB12.6mn 
and RMB5.2mn, respectively.  

¾ Target price revised to HK$2.30: We have lowered our
FY05 estimate to reflect the new accounting standards and
the slight delay in the sale of TV business.  In addition, we
have trimmed the forecast for FY06 and FY07 by 17% and
23%, respectively as we anticipate a smaller top-line
growth for both years.  We believe FY05 is a year of
adjustment for HC and hence we should focus on FY06
where the real value of B2B business information model is
clearly represented.  Our target price presents 39% upside
potential. BUY 

HK$=RMB1.04 
Earnings Summary 

FY03A FY04A FY05F FY06F FY07F
Turnover (RMB'mn) 322.5 462.6 496.4 525.5 627.5
   Growth (%) 43 7 6 19
Earnings (RMB'mn) 33.1 47.8 49.9 74.4 109.9
   Growth (%) 118 44 5 49 48
EPS (RMB fen) 10.9 11.3 10.7 16.0 23.6
  PER (x) 15.7 15.1 16.0 10.7 7.3
DPS (RMB fen) 0.0 0.0 0.0 0.0 0.0
  Yield (%) 0.0 0.0 0.0 0.0 0.0

Source: company information, FSSL 
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Results comments 
RMB'000 1H04 vs. 1H05 Comments

Turnover 200,067    241,349    Turnover up by 21% largely due to 176% increase
in search engine and website construction

Cost of sales (124,651)  (151,891)  

Gross profit 75,416      89,458      GP margin dropped by 0.6 percentage points due
to increased in cost of its TV business

Other revenue 357           316           
Selling & distribution costs (27,242)    (48,684)    
Administrative expenses (29,837)    (47,953)    
Amortization of deferred
compenzation expenses (6,302)      (2,599)      Share option related

Other operating expenses 1,605        (189)         

Operating profit 13,997      (9,651)    
Finance costs (627)         (732)         
Profit before tax 13,370      (10,383)    
Taxation (965)         418           
Profit/(loss) - continuing opts 9,797        (1,043)      
Profit/(loss) - discont'd opts 2,608        (8,922)      TV business pending for sale

Profit/(loss) for the period 12,405      (9,965)      
Minority interest (1,258)      4,969        

Attributable profit 11,147      (4,996)      

EPS (fen) 2.7            (1.1)          

Gross margin 37.7% 37.1%
Operating margin 7.0% -4.0%
Net margin 5.6% -2.1%

Total expenses up 69% yoy due larger editorial
and IT team

 

Source: company information, FSSL 
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Quarterly GP margin trend  
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Earnings summary 
FY03A FY04A FY05F FY06F FY07F

Turnover 322,511   462,563   496,387   525,513   627,541   
Cost of sales (204,915)  (276,823)  (291,895)  (235,249)  (275,421)  

Gross profit 117,596   185,740   204,492   290,264   352,120   
Other revenue 2,095       739          1,321       2,198       3,065       
Selling & distribution costs (29,623)    (64,471)    (99,277)    (94,592)    (100,407)  
Administrative expenses (44,110)    (68,958)    (93,093)    (111,712)  (128,469)  
Deferred compensation exp -               (12,604)    (5,198)      -               -               
Other opt inc/(exp) 595          5,514       37,887     3,789       4,168       

Operating profit 46,553     45,960     46,132     89,946     130,477   
Finance costs (2,400)      (1,371)      (1,320)      (1,470)      (1,470)      
Associate -               -               149          -               -               
Jointly controlled entity 447          (265)         -               -               -               
Profit before tax 44,600     44,324     44,960     88,476     129,007   
Taxation (3,159)      (2,095)      919          (5,809)      (6,950)      
Profit after tax 41,441     42,230     45,879     82,668     122,056   
Minority interest (8,363)      (7,067)      (1,135)      (8,267)      (12,206)    

Net profit 33,078     35,163   44,744   74,401     109,851 

Gross margin 36.5% 40.2% 41.2% 55.2% 56.1%
Opt margin 14.4% 9.9% 9.3% 17.1% 20.8%
Net margin 10.3% 7.6% 9.0% 14.2% 17.5%

RMB'000

 

Source: company information, FSSL 
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Disclosure: Within the past 12 months, FSSL has received compensation for investment banking
services from the Company.  

First Shanghai Capital Limited, an associate of FSSL is currently acting as the continuing sponsor of the
Company for the purpose of Chapter 6 of the GEM Listing Rules. 

As of 31 Jun 2005, First Shanghai Investments Limited, China Alpha Fund (a mutual fund managed by an
associate of FSSL) and China Assets (Holdings) Limited, all associates of FSSL, held position in the
Company. 
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71 Des Voeux Road Central  
Hong Kong  
Tel: (852) 2522-2101  
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This publication is prepared by First Shanghai Securities Limited (“FSSL”) and is intended for private circulation only.  Any unauthorized use or
disclosure is prohibited.  This report is solely for information purposes only and does not constitute an offer, solicitation, representation or
warranty with respect to the purchase or sale of any security.  It has no regard to the specific investment objectives, financial situation or
particular needs of any specific recipient.  Neither this report nor anything contained in it shall form the basis of or relied upon in connection with 
any contract or commitment whatsoever.  While reasonable care has been taken to ensure that the information contained herein is not untrue or 
misleading at the time of publication, FSSL makes no representation as to its accuracy or completeness.  Opinions expressed herein are subject 
to change without notice and may differ or be contrary to opinions expressed by other subsidiaries or affiliates of FSSL as a result of using 
different assumptions and criteria.  Neither FSSL nor any officer or employee of FSSL accepts any liability whatsoever for any direct or
consequential loss arising from any use of this publication or its contents.  FSSL and/or its affiliates may from time to time, perform investment, 
advisory or other services for companies mentioned herein. 
 
 © Copyright 2005 First Shanghai Securities Limited.  All rights reserved.
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