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CG Services (6098 HK)

Acquisition of Color life’s assets: execution
complexity with Wanda

In general the transaction is relatively small and would boost CGS’s managed
GFA and NP by 9% and 7% in 2021E on a pro-forma basis. However we are
slightly concerned that 1) it brings execution complexity. 23mn sq m of Wanda
commercial area would indeed enhance CGS’s portfolio in office/shopping mall.
However, as the commercial operation is still controlled by Wanda Commercial
and CGS would only do the PM, this would increase the execution complexity
and also limit the upside. 2) Net margin difference (Link Joy’s 10% vs. CGS’s
17%) requires CGS to bridge the gap. 3) The valuation does not look very cheap
as it implies up to 40% premium compared to color life’s last trading price.

B What’s new: On 28 Sep night, CGS announced its acquisition of core asset
of Colour Life Services for RMB3.3bn. The core assets mainly include
Wanxiangmei Property (former Wanda PM) and Kaiyuan International. The
core asset pack includes 65.22mn sq m in managed GFA (41lmn sq m
residential and 23mn sq m commercial) with 300+ projects and 2mn sg m
contracted un-delivered GFA.

B Pro-forma analysis: Based on the announcement and the conference call
held today, the assets include 65mn/67mn sq m GFA under management and
contracts in 2021E. This would boost CGS’s managed/contracted GFA by
9%/5% to 768/1,429mn sgq m (excl. Three supplies). From earnings
perspective, the boost would be 20% and 11% for 2020 revenue and net profit.
However given the limited growth (+3% YoY in color life’s 1H21 NP), we think
2021E earnings boost would be much smaller to 7% only.

B Key challenge/opportunity is the Wanda asset. In general we think the
commercial GFA of 23mn sq m from Wanda plaza and office (acquired by
color life back in 2016) would further enhance CGS’s determination into this
area. However, the commercial operation is still controlled by Wanda so CGS
would only do the PM part which may face execution complexity and limit the
upside. Also, Link Joy’'s net margin was only 9.7% in 2020 (similar to
previously acquired R&F) vs. CGS’s 17% and this means CGS needs time to
step in and improve its profitability.

B Valuation does not look cheap: Based on Link Joy’s RMB309mn net profits
recorded in 2020 (+1.2% YoY), the RMB3.3bn consideration is implying 11x
2020 PE vs. color life’s 6x 2020 PE. If we assign 5x 2020 PE to the remaining
assets of color life (excl. Link Joy) which recorded RMB200mn net profits in
2020, it implies 40% premium to last trading price of color life.

Earnings Summar
(YE 31 Dec) FY18A ST FY20A FY21E FY22E

Revenue (RMB mn) 4,675 9,645 15,600 27,265 39,683
YoY growth (%) 49.8 106.3 61.7 74.8 45.5
Net income (RMB mn) 923 1,671 2,686 4,537 6,382
EPS (RMB) 0.37 0.63 0.98 1.54 2.16
YoY growth (%) N.A. 69.8 55.7 57.5 40.7
Consensus EPS (RMB) N.A. N.A. N.A. 1.36 2.00
P/E (x) N.A. N.A. N.A. 31.3 22.3
P/B (x) N.A. N.A. N.A. 28.1 17.8
Yield (%) N.A. N.A. N.A. 0.8 11
ROE (%) 40.8 31.1 18.4 25.3 28.0
Net gearing (%) Net cash Net cash Net cash Net cash Net cash

Source: Company data, Bloomberg, CMBIS estimates
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Chen Chong 45.1%
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Key Charts

Figure 1: Pro-forma analysis on Contracted/Managed Figure 2: Pro-forma analysis on revenue in FY2020
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Figure 3: Pro-forma analysis on net profits/margin in 2020
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Figure 4. Comps table

Company Ticker CMBI rating TP Last price Mkt Cap PIE Net profit growth (%)
(HKS) (HK$)  (HK$ mn) 20A 21E 22E

Country Garden Services 6098 HK BUY 91.2 58.1 186,756 57.5 354 242 62.4 46.4
CR. MixC Lifestyle 1209 HK BUY 56.0 421 96,093 794 535 38.5 48.5 39.0
A-Living 339 HK HOLD 342 217 39.334 17.6 12.9 9.8 36.6 30.9
Greentown Semvices 2869 HK HOLD 9.5 8.3 26,962 364 232 17.8 56.7 304
Ever Sunshine 1995 HK BUY 222 15.2 25,357 59.9 331 221 80.8 50.2
Paly Senices 6049 HK HOLD 534 459 25,370 334 238 18.3 40.5 29.9
S-Enjoy 1755 HK BUY 346 16.5 14,377 26.6 17.2 12.0 55.0 43.8
Powerlong Commercial 9909 HK BUY 332 18.7 12,000 339 2158 15.6 577 KT
Excellence CM 6989 HK BUY 14.9 52 6,332 14.9 10.3 7.3 456 404
Central China New Life 9983 HK BUY 12.9 54 6,858 12.6 91 6.7 38.1 36.0
Sino-Ocean Senices BBTT HK BUY 71 46 541 12.0 10.6 74 137 428
MNew Hope Senices 3658 HK BUY 44 21 1,734 12.6 74 438 70.7 53.8
Redsun Semices 1971 HK BUY 9.4 44 1,805 19.3 94 6.3 105.2 454
Evergrande Senices 6666 HK BUY 10.4 5.0 54,054 15.8 1.0 7.2 54.0 52.5
Sunac Senices 1516 HK BUY 29.8 15.2 47,254 504 246 15.3 105.3 60.6
COPH 2669 HK NR NA 6.4 20,937 293 227 17.5 29.3 29.2
Times Neighborhood 9928 HK NR NA 4.0 3.943 14.7 8.0 44 84.5 81.3
Aoyuan Healthy Life 3662 HK NR NA 41 3.007 10.8 7.0 49 ER.2 42.0
Shimao Senices 873 HK NR NA 16.0 37.624 386 245 14.9 574 64.3
KWG Living 3913 HK NR MNA 57 11,562 26.8 131 8.4 103.9 85.7
Jinke Smart Senices 9666 HK NR NA 422 27 550 29.8 20.5 13.6 458 49.9

Average 45.9 29.0 20.1 58.7 44.2

Source: CMBIS, Bloomberg
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20A FY21E FY22E
Revenue 4,675 9,645 15600 27,265 39,683
Basic PM 3,445 5,817 8,607 12,767 16,396
Non-owner VAS 791 1,422 1,370 2,112 3,049
Community VAS 417 865 1,731 4,077 8,003
City services - - 884 3,452 4,538
Others 21 1,541 3,009 4,858 7,697
Cost of sales (2,914) (6,593) (10,301) (18,614) (26,596
Gross Profit 1,762 3,052 5,300 8,651 13,088
Other income 22 51 121 86 104
Selling expenses (27) (67) (136) (237)  (345)
Administrative expenses (760) (1,208) (1,950) (3,217) (4,564)
Other gains/(losses) (13) (31) (98) (102) (131)
Impairment 984 1,798 3,236 5,181 8,151
Operating profit 22 51 121 86 104
JV/Associates 3 8 41 53 69
Finance cost 54 92 44 46 48
Exceptional 29 178 394 - -
Pre-tax Profit 1,069 2,076 3,715 5,279 8,268
Income tax (135) (358) (933) (528) (1,571)
PROFIT FOR THE YEAR 934 1,718 2,782 4,751 6,697
Non-controlling interest (11) (48) (96) (214) (315)
Net Profit attribute to 923 1,671 2,686 4,537 6,382
Balance sheet
YE 31 Dec (RMB mn) FY18A FY19A FY20A FY21E FY22E
Non-current assets 851 2,045 7,916 15,375 18,003
Property, plant and 113 312 1,249 1,929 2,609
Intangible assets 686 1,604 6,176 12,902 14,782
Others 52 129 490 543 612
Current assets 4,671 10,224 23,288 26,807 36,195
Trade and other receivables 788 2,004 5,244 9,164 13,338
Cash and cash equivalents 3,869 6,914 15,215 14,703 19,811
Others 14 1,306 2,829 2,940 3,046
Total assets 5,522 12,269 31,204 42,182 54,198
Current liabilities 3,127 6,427 14,233 21,594 28,509
Trade and other payables 2,060 4,690 7,476 13,588 19,415
Others 1,067 1,737 6,757 8,005 9,094
Non-current liabilities 65 162 812 812 812
Deferred income tax 65 143 510 510 510
Others - 19 302 302 302
Total liabilities 3,192 6,590 15,045 22,406 29,321
Equity to shareholders 2,261 5,373 14,566 17,969 22,755
Non-controlling interests 69 306 1,593 1,807 2,122
Total Equity 2,330 5,680 16,159 19,776 24,877

YE 31 Dec (RMB mn) FY18A FY19A FY20A FY21E FY22E
Profit before tax 1,069 2,076 3,715 5,279 8,268
D&A 26 149 60 240 240
Change in working capital 617 1,528 3,951 3,330 2,635
Others (163)  (496) (1,017) (627) (1,688)
Net cash from operating 1,549 3,257 6,709 8,222 9,455
Capex (62) (81) (5,570) (2,800) (2,800)
JV/Associates (6) (40) - - -
Others (46) (1,507) 44 (4,800) 48
Net cash from investing (114) (1,628) (5,526) (7,600) (2,752)
Equity raised 10 1,738 - - -
Change of debts - 9) 3,812 - -
Others (211) (331) 3,307 (1,134) (1,596)
Net cash from financing (200) 1,399 7,118 (1,134) (1,596)
Net change in cash 1,235 3,028 8,301 (512) 5,108
Cash at the beginning of the year 2,634 3,869 6,914 15,215 14,703
Exchange difference - 17 - - -
Cash at the end of the year 3,869 6,914 15,215 14,703 19,811
Key ratios

YE 31 Dec FY18A FY19A FY20A FY21E FY22E
Sales mix (%)

Basic PM 73.7 60.3 55.2 46.8 41.3
Non-owner VAS 16.9 14.7 8.8 7.7 7.7
Community VAS 8.9 9.0 11.1 15.0 20.2
City services 0.0 0.0 5.7 12.7 114
Others 0.5 16.0 19.3 17.8 194
Total 100.0 100.0 100.0 100.0 100.0
Profit & loss ratios (%)

Gross margin 37.7 31.6 34.0 31.7 33.0
Net margin 19.7 17.3 17.2 16.6 16.1
Effective tax rate 12.6 17.2 25.1 10.0 19.0
Growth (%)

Revenue 49.8 106.3 61.7 74.8 45.5
Gross profit 70.1 73.3 73.6 63.2 51.3
Operating profit 69.6 82.8 80.0 60.1 57.3
Net profit 129.8 81.0 60.8 68.9 40.7
Balance sheet ratios

Current ratio (x) 15 1.6 1.6 1.2 1.3
Receivable turnover days 62 76 123 123 123
Returns (%)

ROE 40.8 31.1 18.4 25.3 28.0
ROA 16.7 13.6 8.6 10.8 11.8
Per share

EPS (RMB) 0.37 0.63 0.98 1.54 2.16
DPS (RMB) 0.09 0.15 0.23 0.38 0.54
BVPS (RMB) 0.63 1.39 2.84 1.72 2.70

Source: Company data, CMBIS estimates
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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.
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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
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