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Excellence Commercial Property (6989 HK)

A Wholly Owned Subsidiary Of China Merchants Bank

N . . BUY (Maintain)
Finding success in serving large corporate customers

Excellence announced solid 2020 results with net profit up 82%, beating
consensus and in line with our estimates, thanks to strong third-party gains
(+44% GFA, +38% revenue) and growing VAS through customized services and
AM. We are convinced that Excellence’s business model, which focuses on contracts
with large corporate customers (Internet giants, TMT up-and-comers, etc.) can enable
outperformance in a field (office buildings) that in general has been somewhat slowing
down. We raise earnings forecast in 2021E/22E by 8.2%/1.6% and reiterate BUY.

B 2020 earnings a solid beat. Managed GFA grew 36% YoY to 32mn sq m, in
which commercial GFA grew 35% to 16mn sq m (third-party: +44%, parentco:
+4%). Revenue was up 38% YoY to RMB253mn, driven by VAS (+76%) which

contributed to 14% of revenue (2019: 11%). Basic PM revenue grew 34% YoY,

driven by third-party commercial projects (+38%) and public projects (+60%).
Gross margin grew 2.7ppt to 26.3%, thanks to better profitability on
commercial PM (2020 GPM: parentco +2.4ppt, third-party +4.4ppt) and VAS
(2020 GPM: +9.4ppt to 34.6%). The Company announced dividend of
HK$0.095/share, representing 30% payout ratio.

B Maintains guidance of 45% NP CAGR in two years. Company reaffirmed
previous guidance of RMB500mn/700mn net profit in 2021E/22E, or 45%
CAGR in two years. It expects third-party expansion to be the future driver,
with basic PM/VAS making up 80%/20% of revenue.

B Serving large corporate customers key to navigating the office building
market. 80% of Excellence’s third-party contracts are for managing regional
branches/HQs for large corporate customers, and in 2020 the Company has
gained new customers such as JD, DJI and Kuaishou, in addition to existing
cooperation with Tencent, Baidu, etc. We think such a business model offers
several advantages: 1) secures tenants & price hikes against general
slowdown of office building market which suffers from oversupply, declining
occupancy and potential loss of pricing power; 2) avoids direct competition
with pipeline-heavy competitors such as CR Mixc; 3) taps into GBA’s growing
TMT scene which will offer ample opportunities for expansion; 4) enables
customized VAS for individual customers.

B Raise earnings forecast by 8.2%/1.6% in 2021E/22E. We raise earnings
forecastin 2021E/22E by 8.2%/1.6% on results and confidence in Excellence’s
business model. Maintain TP of HK$ 14.9 on 20x 2022E P/E. Reiterate BUY.

Earnings Summary
(YE 31 Dec)

FY18A FY19A FY20A FY21E FY22E

Revenue (RMB mn) 1,223 1,836 2,517 4,034 4,980
YoY growth (%) 29 50 37 60 23
Net income (RMB mn) 126 179 325 553 733
EPS (RMB) N/A N/A 0.337 0.452 0.599
YoY growth (%) N/A N/A N/A 34.4 325
Consensus EPS (RMB) N/A N/A N/A N/A N/A
P/E (x) N/A N/A 25.3 18.8 14.2
P/B (x) N/A N/A 3.3 3.3 3.3
Yield (%) N/A N/A 1.1 1.6 2.1
ROE (%) 55.4 59.8 11.2 18.9 245
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Stock Data

Mkt Cap (HK$ mn) 11,247
Avg 3 mths t/o (HK$ mn) 16.07.
52w High/Low (HK$) 12.04/8.21
Total Issued Shares (mn) 1,222
Source: Bloomberg

Shareholding Structure

Li Wa 58.8%
Xiao Xingping 9.6%
Li Yuan 5.2%
Free float 26.4%

Source: HKEXx

Share Performance
Absolute Relative

1-mth -10.0% -8.0%
3-mth -2.8% -9.7%
6-mth N.A. N.A.
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Figure 1: Earnings revision

New Old Diff (%)
RMB mn FY21E FY22E | FY21E FY22E | FY21E FY22E

Revenue 4,034 4,980 3,837 4,867 51% 2.3%
Gross Profit 1,058 1,337 920 1,200 14.9% 11.4%
Operating profit 805 1,028 744 1005 81% 2.3%
Net profit 553 733 511 721 82% 1.6%
EPS (RMB) 0.45 0.60 042 0.59 77% 1.6%
Gross Margin 26.2% 26.8% 24.0% 24.7% @ 2.2ppts 2.2ppts
Operating Margin 19.9% 206% 19.4% 20.6% 0.6ppts Oppts
Net Margin 13.7% 14.7% 13.3% 14.8% 0.4ppts -0.1ppts

Source: Company data, CMBIS estimates
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Financial Summary

Income statement

Cash flow summary

YE Dec 31 (RMB mn) FY18A FY19A FY20A FY21E FY22E YE Dec 31 (RMB mn) FY18A FY19A FY20A FY21E FY22E
Revenue 1,223 1,836 2,525 4,034 4,980 EBIT 205 331 498 804 1,028
Basic property mgnt 1,067 1,576 2,111 3,211 3,736 Depreciation and amortization 15 28 28 28 31
VAS 133 204 359 798 1,239 Change in working capital (332) (103) a7) 385 315
Other 24 56 55 25 6 Income tax paid (60) (74) (131) (211) (248)
Cost of sales (929) (1,403) (1,861) (2,977) (3,643) Others 7 3 199 140 1)
Gross profit 294 433 664 1,058 1,337 Net cash from operating (164) 185 578 1,148 1,125
Other income 3 17 23 31 39 Capex (16) (306) (24) 89 (@172
Other net losses (@) (16) 21 (20) (9) Associates/JV (21) 1 (11) 1) )
Distribution expenses (8) () (15) (20) (25) Other (54) (460) 0 0) -
Administrative expenses 77) 97)  (195) (254) (314) Net cash from investing (92) (765) (26) (90) (174)
Operating profit 205 331 498 804 1,028
Equity raised - - 2,894 - -
Finance expenses 1) (20) (30) @) (2) Change of Debts 150 315 (91) (254) (110)
Associates/JV 7 6 9 7 10 Dividend paid - - (458) (575) (166)
Exceptional - - - - - Other 37 227 (30) (6) 1)
Pre-tax profit 211 317 477 804 1,036 Net cash from financing 187 542 2,315 (835) (277)
Profits tax (55) (83) (121) (203) (257) Netchange in cash (69) (38) 2,867 223 674
After-tax profit 157 234 356 601 779 Cash at the beginning 554 485 447 3,314 3,537
Minority interest (31) (55) (31) (48) (46) Exchange difference - - - - -
Net profit 126 179 325 553 733 Cash at the end 485 447 3,314 3,537 4,210
Pledged deposit 75 69 39 69 69
Cash at BS 560 516 3.353 3.606 4.280
Key ratios
YE Dec 31 FY18A FY19A FY20A FY21E FY22E
Sales mix (%)
Balance sheet Basic property mgnt services 87.2 85.9 83.6 79.6 75.0
YE Dec 31 (RMB mn) FY18A FY19A FY20A FY21E FY22E VAS 10.9 111 14.2 19.8 24.9
Non-current assets 115 589 596 652 799 Other 2.0 3.0 2.2 0.6 0.1
Fixed asset 49 55 64 75 83 Total 100.0 100.0 100.0 100.0 100.0
Investment properties 11 134 123 130 137
Associates/JV 40 40 51 52 54 Profit & loss ratios (%)
Intangible assets/Goodwill 3 338 326 370 496 Gross margin 24.1 23.6 26.3 26.2 26.8
Other non-current assets 11 22 31 25 28 EBIT margin 16.8 18.0 19.7 19.9 20.6
Net margin 10.3 9.7 12.9 13.7 14.7
Current assets 1,265 1,963 4,334 4,549 5,338 Effective tax rate 25.9 26.3 25.3 25.3 24.8
Cash 560 516 3,353 3,606 4,280
Account receivable 295 929 561 735 850 Growth rate (%)
Inventories 0 0 2 0 0 Revenue 201 50.1 375 59.8 23.5
Other current assets 411 517 418 209 209 Gross profit 26.0 47.3 53.1 59.3 26.4
EBIT 12.0 61.3 50.2 61.6 27.8
Current liabilities 1,002 1,874 1,243 1,611 2,053 Net profit attributable 15.3 41.9 82.1 70.2 32.5
Borrowings 150 465 194 20 10
Trade and other payables 766 1,276 893 1,450 1,880 Balance sheet ratios
Contract liabilities 45 63 82 84 96 Current ratio (x) 1.3 1.0 35 2.8 2.6
Deferred taxation 34 59 57 43 52 Net gearing ratio (%) -1.1 -0.1 -0.9 -1.1 -1.1
Lease liabilities 7 11 18 14 15
Returns (%)
Non-current liabilities 16 222 431 331 239 ROE 55.4 59.8 11.2 18.9 20.7
Borrowings 0 0 180 100 0 ROA 11.3 9.2 7.2 115 12.7
Other non-current liabilities 16 222 251 231 239
Per share data
Shareholders' equity 283 391 3,184 3,182 3,763 EPS (RMB) N.A. N.A. 0.34 0.45 0.60
Minority interest 80 65 72 78 83 DPS (RMB) N.A. N.A. 0.10 0.14 0.18
Total equity 363 456 3,256 3,260 3,846 BVPS (RMB) N.A. N.A. 2.60 2.60 3.08
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

Disclaimer
CMBIS or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (‘FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
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