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CG Services (6098 HK)

Potential acquisition of Languang Juston:
Positive

We think the potential acquisition of Languang Juston (2606 HK) would be
positive for CGS as 1) strategically, Languang’s strong presence in Southwest
(60% of managed GFA) would fill the gap for CGS (only 3% in the region). 2)
Financially, the acquisition would boost CGS 2021/22E earnings by 20% if
assuming 100% stake acquisition. Also, the two companies share similar
profitability and thus there is less likely margin dilution. 3) Valuation wise, CGS is
trading at 28x 2022E PE vs. Languang’s 5.4x. This would be value accretive even
if we assume acquisition price has 30% premium to the last trading price. 4)
Balance sheet wise, there’s enough cash to support up to 100% stake acquisition.

B What's new: CGS and Languang halted trading on 23 Feb before market
open. According to the Economic Observer, CGS would propose to acquire
Languang listco but the news did not disclose the total consideration nor
stakes to be acquired.

W Strategically 1+1>2: As of 1H20, Languang had a total managed/contracted
GFA of 89.9mn/140.7mn sq m. The acquisition may further cement CGS’s
No.1l position to reach contracted GFA of 1.3bn sq m in 2021E. More
importantly, CGS has less penetration in Southwest region (only 3% of total
managed GFA) and thus the acquisition of Languang (60% of managed GFA
in Southwest region) would help expand this coverage. We believe CGS could
also bring efficiency improvement when it comes to consolidation as
Languang previously expanded heavily via M&A (44% of total managed GFA).

B We think it could be value-accretive for CGS: From the valuation
perspective, currently CGS is trading at 28x 2022E PE vs. Languang’s 5.4x.
Even if we assume the proposed acquisition price has 30% premium to the
last trading price, the valuation is still below CGS and thus it would be value

accretive. Also, the acquisition would boost its 2021/22E earnings by 20%/20%

with little margin dilution given that two companies share similar profitability.
B Balance sheet can support up to 100% acquisition. As of 1H20, CGS had

a cash of RMB9.9bn and we expect to increase to >RMB10bn by end of 2020E.

This is enough to pay for up to 100% stakes acquisition of Languang with price
premium of 30% to last price, which equals to RMB7.3bn. As pending for the
official announcement, we do not exclude the possibility of partial stake
acquisition, which may free more cash for VAS-related acquisition.

B Implication for the industry: there could be more of similar M&As in the
future as 1) small players are losing market shares (even for those Top 30-
50). 2) Competition gets more intensive together with parentco sales
slowdown. 3) Huge valuation divergence between small and large players
(difference as wide as 10-20x). We may see more small players with less
parentco support to be acquired in the future.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 3,377 5,127 16,680 22,361 29,790
YoY growth (%) 91.8 51.8 72.9 34.1 33.2
Net income (RMB mn) 801 1,231 2,417 4,143 5,440
EPS (RMB) 0.37 0.63 0.89 1.53 2.01
YoY growth (%) 77.1 48.9 42.2 714 31.3
Consensus EPS (RMB) N.A. N.A. 0.91 1.28 1.75
P/E (x) 61.3 41.2 62.4 36.4 27.7
P/B (x) 12.0 114 26.0 16.8 114
Yield (%) 0.8 1.2 0.4 0.7 0.9
ROE (%) 14.8 19.9 33.6 40.2 37.8
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) 197.153
Avg 3 mths t/o (HK$ mn) 606.50
52w High/Low (HK$) 71.45/23.95
Total Issued Shares (mn) 2,932
Source: Bloomberg
Shareholding Structure
Yang Huiyan 49.5%
Ping An Insurance 8.3%
Free float 42.2%
Source: HKEx
Share Performance

Absolute Relative
1-mth -1.9% -4.7%
3-mth 44.2% 25.8%
6-mth 31.5% 8.9%
12-mth 109.4% 88.6%

Source: Bloomberg
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Key Charts
Figure 1: Pro-forma analysis on Figure 2: Pro-forma analysis on revenue/GP in
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Figure 3: Pro-forma analysis on net profits in
2021/22E

(mn RMB)
7,000 - 6,536

6,000 5,440
4952
5,000 A

4,143

4,000
3,000

2,000 1 1,096
1,000 - 809

CGSs ' Languang j Combined

0 4

m2021E NP 2022E NP
Source: Company data, CMBIS estimates

Figure 4: Net gearing ratio

Ticker CMBI rating TP Last price Mkt Cap P/E Net profit growth (%)
(HK$) (HK$)  (HK$mn) 20E 21IE  22E 20E  21E
CR MixC Lifestyle 1209 HK BUY 52.2 48.05 109,674 102.2 60.7 46.1 144.2 68.2 31.8
Ever Sunshine 1995 HK BUY 28.8 21.85 36,498 68.2 40.9 26.6 91.3 72.8 54.2
Country Garden Senices 6098 HK BUY 84.6 67.00 197,153 62.4 36.4 27.7 44.7 714 313
Poly Senices 6049 HK SELL 53.4 53.30 29,493 372 316 249 34.2 178 265
Powerlong Commercial 9909 HK BUY 30.9 24.90 16,036 402 310 242 793 297 281
Greentown Senices 2869 HK HOLD 9.5 8.28 26,685 343 266 219 194 322 215
S-Enjoy 1755 HK BUY 29.6 19.28 15,828 293 207 16.3 588 413 272
Excellence CM 6989 HK BUY 14.9 9.85 12,042 23.8 18.5 13.2 86.0 629  39.7
A-Living 3319 HK SELL 317 34.00 45,333 21.3 185 16.1 435 14.9 15.1
Central China New Life 9983 HK BUY 113 7.16 9,002 20.3 13.3 9.5 55.4 53.1 39.3
Redsun Senices 1971 HK BUY 9.4 4.54 1,884 18.6 10.3 7.3 49.7 717 41.8
Languang Justbon 2606 HK BUY 69.7 38.95 6,937 10.1 7.5 5.6 33.3 34.2 34.1
Average 39.0 263 19.9 522 469 300

Source: Company data
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 4,675 9,645 16,680 22,361 29,790 Profit before tax 1,069 2,076 3,411 4,845 7,032
Basic PM 3,445 5817 8,455 11,424 14,789 D&A 26 - 60 60 60
Non-owner VAS 791 1,422 2,010 2,517 3,179 Change in working capital 617 2,027 1,725 1,873 2,102
Community VAS 417 865 1,775 3,099 5,297 Others (163) (845) (959) (597) (1,456)
City services - - 2,712 3,452 4,538 Net cash from operating 1,549 3,257 4,237 6,181 7,738
Others 21 1541 1,728 1,870 1,987
Cost of sales (2,914) (1,192) (1,536) (1,943) (2,425) Capex (62) - (280) (280) (280)
Gross Profit 1,762 428 621 807 1,037 JV/Associates (6) - - - -
Others (46) (1,608) 96 101 106
Other income 22 51 36 44 40 Net cash from investing (114) (1,608) (184) (179) (174)
Selling expenses (27) (67) (115) (155) (206)
Administrative expenses (760) (1,208) (2,088) (2,800) (3,730) Equity raised 10 1,700 - - -
Impairment (13) (31) - - - Change of debts - - - - -
Operating profit 984 1,798 3,305 4,732 6,912 Others (211) (304) (604) (1,036) (1,360)
Net cash from financing (200) 1,396 (604) (1,036) (1,360)
JV/Associates 3 8 9 11 14
Finance cost 54 92 96 101 106 Net change in cash 1,235 3,045 3,449 4,966 6,205
Exceptional 29 178 - - - Cash at the beginning 2,634 3,869 6,914 10,363 15,330
Exchange difference - - - - -
Pre-tax Profit 1,069 2,076 3,411 4,845 7,032 Cash atthe end 3,869 6,914 10,363 15,330 21,534
Income tax (135) (358)  (853) (485) (1,336) Key ratios
PROFIT FOR THE YEAR 934 1,718 2,558 4,361 5,696 YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-controlling interest (11) (48)  (141) (218) (256) Sales mix (%)
Net Profit attribute to 923 1,671 2,417 4,143 5,440 Basic PM 73.7 60.3 50.7 51.1 49.6
Non-owner VAS 16.9 14.7 12.1 11.3 10.7
Community VAS 8.9 9.0 10.6 13.9 17.8
Balance sheet City services 0.0 0.0 16.3 154 15.2
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E Others 0.5 16.0 104 8.4 6.7
Non-current assets 851 2,045 2,274 2,506 2,739 Total 100.0 100.0 100.0 100.0 100.0
Property, plant and 113 312 482 652 822
Intangible assets 686 1,604 1,654 1,704 1,754 Profit & loss ratios (%)
Others 52 129 139 150 163 Gross margin 37.7 4.4 3.7 3.6 35
Net margin 19.7 17.3 145 18.5 18.3
Current assets 4,671 10,224 15,145 21,299 29,056 Effective tax rate 12.6 17.2 25.0 10.0 19.0
Trade and other receivables 788 2,004 3,465 4,646 6,189
Cash and cash equivalents 3,869 6,914 10,363 15,330 21,534 Growth (%)
Others 489 3 3 3 3 Revenue 49.8 106.3 72.9 34.1 33.2
Gross profit 70.1 73.3 79.3 39.7 41.4
Total assets 5522 12,269 17,419 23,804 31,795 Operating profit 69.6 82.8 83.8 43.2 46.1
Net profit 129.8 81.0 44.7 71.4 31.3
Current liabilities 3,127 6,427 9,623 12,684 16,339
Trade and other payables 2,060 4,690 7,285 9,567 12,338 Balance sheet ratios
Others 1,067 1,737 2,338 3,117 4,000 Current ratio (x) 1.5 1.6 1.6 1.7 1.8
Receivable turnover days 62 76 76 76 76
Non-current liabilities 65 162 162 162 162
Deferred income tax 65 143 143 143 143 Returns (%)
Others - 19 19 19 19 ROE 40.8 31.1 33.6 40.2 37.8
ROA 16.7 13.6 13.9 17.4 17.1
Total liabilities 3,192 6,590 9,786 12,846 16,501
Per share
Equity to shareholders 2,261 5373 7,186 10,293 14,373 EPS (RMB) 0.37 0.63 0.89 1.53 2.01
Non-controlling interests 69 306 447 665 921 DPS (RMB) 0.09 0.16 0.22 0.38 0.50
Total Equity 2,330 5,680 7,633 10,958 15,294 BVPS (RMB) 0.63 1.39 2.04 3.17 4.65

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



WEE R

“MB INTERNATIONAL

24 Feb 2021

L

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.

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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Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact
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