20 Mar 2020

CMB International Securities | Equity Research | Company Update

CG Service (6098 HK)

The stronger gets stronger
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BUY (Maintain)

81% earnings growth in FY19. In FY19, CG Service recorded a revenue of
RMB9,645mn, up 106% YoY. Gross margin declined from 37.7% in FY18 to
31.6%. This was mainly due to the new business segment “Three Supplies
and PM” starting to generate revenue in FY19, and its margin was low at the
beginning of the development. Excluding the new business effect, gross
margin was 35.9%. Net profit to shareholders grew 81% to RMB1,671mn,
representing net margin of 18.6%.

Bigger and bigger. By end-FY19, contracted GFA and managed GFA of the
Company was 685mn sg m and 276mn sq m, representing Reserve/Managed
GFA is 1.5, showing a strong growth visibility in the near term. The Company
now covers more than 350 cities and manages a total of 2,405 properties and
provides property management services to 3.46mn property owners and
tenants. 25% of PM business revenue was generated from third parties in
FY19, compared to 11% in FY18. Other than the project delivery from Country
Garden (2007 HK, BUY), third parties expansion is becoming the Company’s
another growth driver.

Growing of new PM business. The Company established a JV in 2018 to
operate “Three Supplies and Property Management” business. Such business
has both managed and contracted GFA of 84.9mn sq m by end-FY19. As the
business is at its initial stage of development, gross margin is only 8.6% in
FY19. However, as the business model becomes stable, the Company plans
to steadily increase the margin and profit. The Company is also ambitious
about the urban service to help local governments in their daily maintain of the
public facilities. CG Service has put a lot of effort in non-residential PM. With
its leading position in the industry, we believe the Company has clear
advantage over mid-to-small PM companies, as locals are more willing to work
with a big player.

Long term winner, maintain BUY. We believe the current trend in the PM
industry is the stronger gets stronger. CG Services, holding a vast project
coverage and backed by the Country Garden, has a broad prospect and better
growth visibility. We revise up our FY20/21E EPS forecast by 9.1/23.8% to
RMBO0.78/1.11. However, due the recent market sentiment, we trim our FY21
target P/E multiples from 38x to 30x. Thus our TP was HK$37.06. Maintain
BUY.

Target Price HK$37.06
(Previous TP HK$37.37)
Up/Downside +27.4%
Current Price HK$29.10
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Stock Data

Mkt Cap (HK$ mn) 79,003
Avg 3 mths t/o (HK$ mn) 225.00
52w High/Low (HK$) 32.50/ 12.58
Total Issued Shares (mn) 2,715
Source: Bloomberg

Shareholding Structure

Yang Huiyan 53.5%
Free float 46.5%

Source: HKEXx

Share Performance
Absolute Relative

1-mth -18.3% 4.0%
3-mth 1.2% 29.6%
6-mth 12.0% 36.6%
12-mth 109.1% 183.8%

Source: Bloomberg
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Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 4,675 9,645 14,144 19,400 24,867
YoY growth (%) 49.8 106.3 46.6 37.2 28.2
Net income (RMB mn) 923 1,671 2,120 3,004 3,935
EPS (RMB) 0.37 0.62 0.78 111 1.45
YoY growth (%) n.a. 66.9 26.9 41.7 31.0
Consensus EPS (RMB) n.a. n.a. 0.79 1.07 1.45
P/E (x) 70.7 42.4 334 23.6 18.0
P/B (x) n.a. 18.8 13.3 9.4 6.8
Yield (%) n.a. 0.6 0.7 11 1.4
ROE (%) 40.8 311 30.4 32.6 32.3
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 1: Revenue

Figure 2: Revenue growth
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Figure 3: Gross profit Figure 4. Gross margin
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Figure 5: Net profit Figure 6: GFA
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Figure 7: Earnings revision

New old Diff (%)
RMB mn FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 14,144 19,400 10,438 13,545 35.5% 43.2%
Gross Profit 4,451 6,285 3,840 4,894 15.9% 28.4%
EBIT 2,573 3,704 2,322 2,914 10.8% 27.1%
Net profit 2,120 3,004 1,943 2,426 9.1% 23.8%
EPS (RMB) 0.78 1.11 0.72 0.89 9.1% 23.8%
Gross Margin 31.5% 32.4% 36.8% 36.1% | -5.3ppts -3.7ppts
EBIT Margin 18.2% 19.1% 22.2% 21.5% | -4.1ppts -2.4ppts
Net Margin 15.0% 15.5% 18.6% 17.9% | -3.6ppts -2.4ppts

Source: CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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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 FY19E FY20E FY21E FY22E
Turnover 4,675 9,645 14,144 19,400 24,867 Profit before tax 1069 2076 2679 3816 5052
Property mgmt services 3,445 5,817 8,660 11,875 15320 D&A, impairment 33 (388) 60 60 60
Community VAS 417 865 1,696 2,831 3,871 Change in working capital 617 2,027 1,324 1,969 2,033
Non-property owners VAS 791 1,422 2,060 2,824 3,688 Others (171) (457) (588) (799)  (1,029)
Other services 21 25 30 37 44 Net cash from operating 1,549 3,257 3,475 5,045 6,115
Three Supplies and PM 1,515 1,697 1,833 1,943
Cost of sales (2,914) (6,593) (9,693) (13,115) (16,610) Capex 49  (1,608) (184) (280) (280)
Gross Profit 1,762 3,052 4451 6,285 8,256 Associated companies (396) - - - -
Others 233 - - 101 106
Other income, net 22 51 36 44 40 Net cash from investing (114) (1,608) (184) (179) (174)
Selling & marketing expenses (27) (67) (98) (134) 172)
Administrative Expenses (773)  (1,238) (1,816) (2,491) (3,193) Equity raised 10 1,700 - - -
EBIT 984 1,798 2,573 3,704 4,932 Change of debts - - - -
Others (211) (304) (530) (751) (984)
Share from JCE 3 8 9 11 14 Net cash from financing (200) 1,396 (530) (751) (984)
Finance cost, net 54 92 96 101 106
Exceptional 29 178 - - - Net change in cash 1,235 3,045 2,761 4,116 4,958
Cash at the beginning 2,634 3869 6914 9,675 13791
Pre-tax Profit 1,069 2,076 2,679 3,816 5,052 Exchange difference - - - -
Cash at the end 3869 6914 9,675 13,791 18,749
Income tax (135) (358) (482) (687) (909)
PROFIT FOR THE YEAR 934 1,718 2,197 3,129 4,142 Key ratios
Non-controlling interest (11) (48) (77) (125) (207) YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Net Profit 923 1,671 2,120 3,004 3935 gales mix (%)
Property mgmt services 73.7 60.3 61.2 61.2 61.6
Extended VAS 8.9 9.0 12.0 14.6 15.6
Community VAS 16.9 14.7 14.6 14.6 14.8
Other services 0.5 0.3 0.2 0.2 0.2
Three Supplies and PM 0.0 15.7 12.0 9.4 7.8
Balance sheet Total 100 100 100 100 100
YE 31 Dec (RMB mn) FY18A  FY19E FY20E FY21E FY22E
Non-current assets 851 2,045 2,274 2,506 2,739 Profit & loss ratios (%)
PP&E 113 312 482 652 822 Gross margin 37.7 31.6 315 324 33.2
Intangible assets 686 1,604 1,654 1,704 1,754 EBIT margin 21.0 18.6 18.2 19.1 19.8
Others 52 129 139 150 163 Net margin 19.7 17.3 15.0 155 15.8
Effective tax rate 12.6 17.2 18.0 18.0 18.0
Current assets 4,671 10,224 13,927 19,142 25,243
Inventories 8 14 21 28 35 Growth (%)
Trade and other receivables 788 2,004 2,938 4,030 5,166 Revenue 49.8 106.3 46.6 37.2 28.2
Cash and cash equivalents 3,869 6,914 9,675 13,791 18,749 Gross profit 70.1 73.3 45.8 41.2 31.4
Others 5 1,293 1,293 1,293 1,293 EBIT 69.6 82.8 43.1 43.9 33.2
Net profit 129.8 81.0 26.9 41.7 31.0
Total assets 5522 12,269 16,201 21,647 27,982
Balance sheet ratios
Current liabilities 3,127 6,427 8,692 11,760 14,936 Current ratio (x) 2.1 2.0 2.0 2.0 3.0
Trade and other payables 2,060 4,690 6,301 8,525 10,797 Receivable turnover days 62 76 76 76 76
Others 1,067 1,737 2,392 3,236 4,140 Payables turnover days 258 260 237 237 237
Inventory turnover days 1 1 1 1 1
Non-current liabilities 65 162 162 162 162 Net debt / total equity ratio (%) Netcash Netcash Netcash Netcash Netcash
Deferred income tax liabilities 65 143 143 143 143
Others 19 19 19 19 Returns (%)
ROE 40.8 31.1 30.4 326 32.3
Total liabilities 3,192 6,590 8,855 11,923 15099 ROA 16.9 14.0 13.6 14.5 14.8
Equity to shareholders 2,261 5,373 6,963 9,216 12167 pgr share
Non-controlling interests 69 306 383 508 716 EPS (RMB) 0.37 0.62 0.78 1.11 1.45
Total Equity 2,330 5,680 7,346 9,725 12,883 DPS (RMB) n.a. 0.16 0.20 0.28 0.36
BVPS (RMB) n.a. 1.39 1.96 2.77 3.84
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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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.

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 (l)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

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

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 in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of 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 CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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