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Placement for strategic deployment

B CG Services issued 173 mn new shares (6.27% of issued shares) for ~1
bn USD at HK$45.00, at 9.46% discount to last trading day stock price.
The proceeds are for strategic deployment in co-investment in
community group buying, city services IT infrastructure and
acquisition for commercial/office property management companies.

Reiterate BUY with TP lifted to HK$67.40 on 43x FY21E PE (17.3%
higher adj. eps), as we like the leader’s full deployment in burgeoning

Megan Jin
+852 2135 0209
dallas.cai@oriental-patron.com.hk

Company Update
BUY “

UNCHANGED new industry opportunities with vast TAM.
Close price: HK$47.20
Target Price: HK$67.40 (+43%) Placement of ~1 bn USD for strategic deployment. CG Services issued 173 mn new
Prior TP: HK$60.00 shares at HK$45.00 (9.46% discount to last trading day price), that will enlarge share
capital by 6.27%. Following are con-call highlights: 1) upsized from original plan due to
Key Data strong demand: strategic investors (incl. a leading internet company), long term investors,
HKEx code 5098 and hedge funds take up ~28%/46%/26% respectively; 2) the USD1 bn proceeds will be
12 Months High  (HK$) 56.50 for: A) community group buying co-investment with strategic partners (CG Services
12 Month Low  (HK$) 23.05 responsible for offline logistics e.g. store-front warehouse, group buying leaders; strategic
3M Avg Dail Vol.  (mn) 2.05 partners responsible for forming user behavior online and supply chains); B) city services
IT infrastructure for higher bargain power and more orders with the governments, and C)
Issue Share (mn) 2,759.37 A . : .
acquisition of commercial/office property management companies next year; 3) no
Market Cap (HKSmn) 130,242.43  eed for further financing for at least a year if CB conversion (exercise price HK$39.68)
Fiscal Year 1212019 takes place next year (exclude repaying pressure), totaling about HK$11 bn that include
Major shareholder (s) Chairlady

Yang Huiyan (49.49%) est. HK$4 bn from incentive shares. The share placement aimed at coping with rising

Source: Company data, Bloomberg, OP Research
Closing price are as of 11/12/2020

competition esp. after the recent wave of peer IPOs that strengthened their financial
strength for expansion. In long run the share placement may raise pay-out ratio.

Price Chart Bullish 3-year outlook for new businesses. For community group buying, the Company
estimates TAM of RMB 200 bn GMV from property owners, and is confident to achieve a
——6098 HK ——MSCICHINA  HK$ quarter of it in 3 years, that will translate into at least RMB 5 bn commissioned income. For
60.0 city services, it estimates revenue of RMB 4 bn/RMB 10 bn+ for FY21E/FY22E from
200 ~RMB300 mn by 1H20. For commercial and office property management, it targets RMB
‘o 4-5 bn revenue contribution by FY23E. While expectations for city services remained

20'0 unchanged since 1H20, we spotted more affirmed commitment to community commerce.
12:8 Reiterate BUY as we see the leader is now fully deployed for burgeoning new
‘ ‘ ‘ ‘ 00 industry opportunities with vast TAM. We are more positive than the market for
Dec/19 Mar/20  Jun/20  Sep/20 participation in community group buying: 1) high likelihood to succeed given large
portion of low tier property-owners who are more likely the price sensitive targeted
il Sy Ewii customers, 2) synergies to its own community commerce such as higher traffic, stickier
Absolute % 2.7 84 328 consumer habits, deeper bindings with property-owners, and trained e-commerce talents,
Rel. MSCI CHINA % 16 -175 8.4 which will strengthen its own ecosystem for self-run retail business in future. We lift TP to

HK$67.40 from HK$60.00 based 43x FY21E (17.3% higher adj. eps) PE.

Risks: (1) China real estate slow down; (2) faster than expected increase in labor costs, (3)
worse than expected margin in city services (4) slow down community group buying

""""""""""" > “,«/\W
v__ WY _ Exhibit 1: Forecast and Valuation
Year to Dec (RMB mn) FY18 FY19 FY20E FY21E FY22E
* Revenue 4,675.3 9,644.9 14,457.5 23,610.3 30,407.1
Swis s oeins wams s s Dowis wamo s sepm0 Growth (%) 49.8 106.3 49.9 63.3 28.8
Net Profit 877.7 1,622.0 2,526.7 4,080.6 5,572.9
. Growth (%) 119.2 84.8 55.8 61.5 36.6
Company Profile -

S Garden  Services  Holdings Diluted EPS (HK$) 0.397 0.674 1.026 1.568 2.142
Com ;yn Limited provides real esteﬁe EPS growth (%) 106.4 699 523 528 366
devero rzent servicpes The Compan Change to previous EPS (%) 5.0 17.3 24.9
P vices. pany Consensus EPS (HK$) 1.031 1.463 2.029

develops residential apartments,
. . . ROE (%) 50.1 43.8 24.5 24.1 26.6

multi-functional complex buildings,
. S 8 P/E (x) 119.0 70.0 46.0 30.1 22.0

government and public facilities, industrial
. ) . P/B (x) 46.2 21.1 7.6 6.6 5.3

parks, highway service stations, and .

. . Yield (%) 0.3 0.4 0.5 0.8 11

schools. Country Garden Services Holdings
DPS (HK$) 0.138 0.171 0.257 0.392 0.535

serves clients in China.

Source: Bloomberg, OP Research

*store-front warehouse: a retail store that is at the same time also a warehouse for merchants
(normally big e-commerce players) and responsible for last-mile delivery/pick-up.
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Exhibit 2: Earnings Revision

FY20E FY21E OP Comments

(RMB mn) New Old % Chg New Old % Chg

Revenue 14,458 14,431 0.2 23,610 20,394 15.8 We factored in acquisition of Manguo Kangjie and Fujian
Dongfei, and we lifted expectations for community VAS

Gross profit 4,875 4,747 2.7 7,554 6,333 188

Gross margin 33.7% 32.9% 0.8 32.0% 31.1% 0.9 Due to change in revenue mix forecasts: we lowered our
previous forecast in “three supplies and property
management” with low margins and lifted community VAS

Opex (1,678) (1,678) 0.1 (2,201) (2,105) 4.6

EBIT 3,214 3,086 4.1 5,369 4,245 26.5

Adj. Net Profit 2,527 2,351 7.5 4,081 3,218 26.8

Diluted EPS (HK$) 1.026 0.977 5.0 1.568 1.337 17.3 We factored in the dilution effect from placement

Source: OP Research

Exhibit 3: Property management companies mainly take “group buying leader” role in community group buying

S1 - suppliers

»” Supply chain optimization

Community group
buying platforms
(internet giants)

o N N

S2 — center warehouse =2  S3 — district warehouse

\ Larger and consumer confirmed orders save warehouse
~ gosts and bargain for lower prices.
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Source: OP Research
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Year to Dec FY18 FY19 FY20E FY21E FY22E Year to Dec FY18 FY19 FY20E FY21E FY22E
Income Stat. (RMB mn) Ratios
Property mgmt services 3,445 5,817 8,983 12,057 15,502 Gross margin (%) 37.7 31.6 33.7 32.0 32.8
VAS to community 417 865 1,437 2,173 3,430 Operating margin (%) 21.9 20.8 22.2 22.7 24.2
VAS to non-property owners 791 1,422 1,770 2,237 2,684 Net margin (%) 19.7 17.3 17.5 17.3 18.3
Other services 21 25 152 244 317 Selling & dist'n exp/Sales (%) 0.6 0.7 0.7 0.7 0.7
City Services 0 0 0 4,213 5,056 Admin exp/Sales (%) 16.3 12.5 10.9 8.6 8.0
Three supplies and prop. mgmt 0 1,515 2,116 2,687 3,418 Payout ratio (%) 34.9 25.4 25.0 25.0 25.0
Turnover 4,675 9,645 14,458 23,610 30,407 Effective tax (%) 12.7 17.3 25.0 25.0 25.0
YoY% 50 106 50 63 29 Total debt/equity (%) 0.0 0.2 22.3 18.2 14.6
COGS (2,914) (6,593) (9,582) (16,056) (20,434) Net debt/equity (%) Net cash Net cash Net cash Net cash Net cash
Gross profit 1,762 3,052 4,875 7,554 9,973 Current ratio (x) 15 1.6 1.7 17 1.7
Gross margin 37.7% 31.6% 33.7% 32.0% 32.8% Quick ratio (x) 15 1.6 1.7 1.6 1.7
Other income 50 229 17 17 17 Inventory T/O (days) 1 1 1 1 1
Selling & distribution (27) (67) (100) (163) (211) AR T/O (days) 62 76 76 76 76
Admin (760) (1,208) (1,578) (2,038) (2,426) AP T/O (days) 258 260 260 260 260
R&D 0 0 0 0 0 Cash conversion cycle (days) (195) (183) (183) (183) (183)
Other opex 0 0 0 0 0 Asset turnover (x) 1.0 1.1 0.7 0.7 0.7
Total opex (786) (1,274) (1,678) (2,201) (2,637) Financial leverage (x) 2.4 2.3 2.0 2.0 2.1
Operating profit (EBIT) 1,026 2,007 3,214 5,369 7,353 EBIT margin (%) 21.9 20.8 22.2 22.7 24.2
Operating margin 21.9% 20.8% 22.2% 22.7% 24.2% Interest burden (x) 1.0 1.0 1.1 11 1.1
Provisions (13) (31 0 0 0 Tax burden (x) 0.9 0.8 0.7 0.7 0.7
Interest Income 54 94 193 345 469 Return on equity (%) 50.1 43.8 24.5 24.1 26.6
Finance costs 0 (2) 60 119 119
Profit after financing costs 1,066 2,068 3,466 5,833 7,940
Associated companies & JVs 3 8 5 5 5 Year to Dec FY18 FY19 FY20E FY21E FY22E
Pre-tax profit 1,069 2,076 3,471 5,838 7,945 Balance Sheet (RMB mn)
Tax (135) (358) (867) (1,458) (1,985) Fixed assets 119 341 428 576 760
Minority interests (11) (48) (78) (299) (387) Intangible assets & goodwill 686 1,604 1,614 1,623 1,632
Net profit 923 1,671 2,527 4,081 5,573 Associated companies & JVs 27 80 84 89 94
Adj. Net Profit 878 1,622 2,527 4,081 5,573 Long-term investments 19 21 4,064 4,064 4,064
YoY% 119 85 56 62 37 Other non-current assets 0 0 0 0 0
Net margin 18.8% 16.8% 17.5% 17.3% 18.3% Non-current assets 851 2,045 6,189 6,352 6,549
EBITDA 1,051 2,115 3,238 5,409 7,415
EBITDA margin 22.5% 21.9% 22.4% 22.9% 24.4% Inventories 8 14 20 34 43
EPS (RMB) 0.351 0.597 0.908 1.388 1.895 AR 788 2,004 3,004 4,905 6,317
YoY% 106 70 52 53 37 Prepayments & deposits 0 0 0 0 0
DPS (HK$) 0.138 0.171 0.257 0.392 0.535 Other current assets 5 1,293 1,293 1,293 1,293
Year to Dec FY18 FY19 FY20E FY21E FY22E Cash 3,869 6,914 18,779 27,184 35,290
Cash Flow (RMB mn) Current assets 4,671 10,224 23,095 33,415 42,943
EBITDA 1,051 2,115 3,238 5,409 7,415
Chg in working cap 617 1,528 1,928 4,226 2,833 AP 2,060 4,690 6,817 11,422 14,537
Others 6) (91 0 0 0 Tax 67 108 867 1,458 1,985
Operating cash 1,662 3,553 5,166 9,635 10,248 Accruals & other payables 1,000 1,618 2425 3,961 5,101
Interest received 0 0 60 119 119 Bank loans & leases 0 11 11 11 11
Tax (113) (295) (108) (867) (1,458) CB & othe debts 0 0 3391 3391 3,391
Net cash from operations 1,549 3,257 5,117 8,887 8,909 Other current liabilities 0 0 0 0 0
Current liabilities 3,127 6,427 13,511 20,243 25,025
Capex (62) (81) (121) (198) (254)
Investments (426) (494) (4,043) 0 0 Bankloans & leases 0 0 0 0 0
Dividends received 0 3 0 0 0 CB & othe debts 0 0 0 0 0
Sales of assets 338 3 0 0 0 Deferred tax & others 65 162 162 162 162
Interests paid 54 94 193 345 469 MI 69 306 384 684 1,071
Others (18) (1,154) 0 0 0 Non-current liabilities 134 469 547 846 1,234
Investing cash (114) (1,628) (3,971) 148 215
FCF 1,435 1,630 1,146 9,035 9,123 Total net assets 2,261 5,373 15,227 18,678 23,233
Issue of shares 2 1,715 7,745 0 0
Buy-back 0 0 0 0 0 Shareholder's equity 2,261 5,373 15,227 18,678 23,233
Minority interests (106) (68) 0 0 0 Share capital 2 1,757 9,502 9,502 9,502
Dividends paid (96) (237) (418) (630) (1,017) Reserves 2,259 3,616 5725 9,176 13,731
Net change in bank loans 0 0 3,391 0 0
Others 0 1) 0 0 0 BVPS (HK$) 1.02 2.24 6.20 7.20 8.95
Financing cash (200) 1,399 10,718 (630) (1,017)
Total debts 0 11 3,402 3,402 3,402
Net change in cash 1,235 3,028 11,865 8,405 8,106 Net cash/(debts) 3,874 6,915 15,389 23,794 31,900
Exchange rate or other Adj 0 17 0 0 0
Opening cash 2,634 3,869 6,914 18,779 27,184
Closing cash 3,869 6,914 18,779 27,184 35,290
CFPS (HK$) 0.700 1.354 2.079 3.416 3.424

Source: Company, OP Research
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Exhibit 7: Peer Group Comparison

PER EPS P/B P/B EV/ EV/ Net  Gross Net ROE Sh px Sh px
Mkt cap  3-mth avg Hist PER PER EPSFY1 FY2 3-Yr EPS Divyld Divyld Hist FY1 Ebitda Ebitda gearing margin  margin ROE FY1 1-mth 3-mth
Company Ticker Price  (US$m) t/o (US$m) (x) FY1(x) FY2 (x) YoY% YoY% Cagr (%) PEG (x) Hist (%) FY1 (%) (x) (x) Hist Cur Yr  Hist (%) Hist (%) Hist (%) Hist (%) (%) % %
Country Garden S 6098 HK 47.20 16,802 43.1 70.0 48.3 35.3 45.0 36.9 36.5 1.32 0.4 0.5 21.07 15.50 57.2 37.4 Netcash 31.6 17.3 43.8 37.1 27 (84)
HSI 26,505.87 15.1 14.3 12.0 54 189 12.8 1.12 2.5 26 115 1.20 7.6 8.4 11 8.2
HSCEI 10,452.50 10.4 10.5 9.3 (0.8) 133 8.3 1.27 3.0 31 115 1.16 11.1 11.1  (0.8) 7.2
CSI300 4,889.63 18.6 16.7 14.2 114 176 14.3 1.2 1.8 1.9 21 2.0 11.5 122 (0.3) 5.7
China Property Mgmt Peers
Adjusted sector avg* 34.7 21.8 17.8 347 331 289 0.84 1.3 18 429 4.66 16.9 147 0.0 26.0 9.7 22.4 241 (9.6) (14.5)
Greentown Servic 2869 HK 9.12 3,786 9.5 45.3 35.0 27.0 294 295 28.7 12 0.8 11 3.7 4.2 239 214 0.0 18.0 5.6 13.7 15.7 8.8 0.3
China Overseas P 2669 HK 4.38 1,857 8.0 26.8 21.6 16.6 241  30.0 275 0.8 11 14 8.6 7.2 157 131 0.0 20.0 9.8 38.3 36.9 (16.1) (34.2)
Colour Life Serv 1778 HK 3.50 657 0.4 8.1 7.7 7.1 55 8.3 8.0 1.0 2.8 35 11 1.0 5.0 5.0 15.8 35.3 13.0 14.5 134 (9.6) (6.4)
A-Living Smart C 3319 HK 30.85 5,307 19.3 28.3 20.0 15.2 414 320 33.0 0.6 1.6 2.0 55 4.6 191 123 0.0 36.7 24.0 24.4 251 (8.0) (14.2)
S-Enjoy Service 1755 HK 16.84 1,782 3.2 41.8 26.6 17.7 57.1 50.6 51.0 0.5 1.2 19 126 9.1 26.7 176 0.0 29.6 13.9 317 375 (12.3) (24.3)
Kaisa Prosperity 2168 HK 18.48 367 13 13.3 10.3 7.4 299 378 35.3 0.3 2.8 3.7 1.9 2.0 5.7 3.8 0.0 30.0 13.0 22.5 26.5 (12.4) (28.9)
Ever Sunshine Li 1995 HK 15.44 3,327 14.2 89.4 54.5 35.3 63.9 544 56.2 1.0 0.3 0.7 8.1 9.0 53.3 331 0.0 29.6 11.9 16.5 206 216 (1.7)
Shenzhen World-A 002285 CH 4.83 1,501 441 120.8 33.5 89.4 260.0 (62.5) 249 1.3 0.1 0.1 1.9 1.8 25.0 39.6 0.0 12.7 1.2 (1.0) 14 (19.2) (8.2)
Nacity Propert-A 603506 CH 20.65 423 4.0 24.3 19.3 15.8 259 220 23.0 0.8 12 N/A 35 2.9 145 11.0 0.0 22.4 9.2 17.8 171 (8.0) (13.0)
Commercial Property Mgmt Peers
Adjusted sector avg* 22.1 26.7 225 (25) 210 (38.4) 15.62 0.3 53 517 494 (174) 171 78.6 29.9 0.3 13.9 18.2 9.2 313
Jones Lang Lasal JLLUS 152.67 7,832 67.6 13.9 18.8 14.8 (26.2) 275 4.4 4.3 0.3 0.2 15 1.4 8.8 126 44.8 N/A 3.0 8.5 75 180 515
Cbre Group Inc-A CBRE US 66.33 22,251 90.4 17.4 235 20.2 (26.0) 16.2 0.6 41.6 N/A 0.0 3.4 3.2 13.4 152 47.8 21.8 5.4 17.8 144 178 414
Firstservice-Wi FSV CN 166.20 5,845 29.6 N/A 404 36.5 N/A 10.8 (184.1) N/A 0.5 211 8.9 8.5 (105.6) 24.0 1311 321 (10.5) 16.2 N/A  (8.7) (2.1)
Colliers Interna CIGICN 116.01 3,639 9.5 35.0 24.1 18.6 448 29.6 25.6 0.9 0.1 0.1 6.9 6.6 13.7 165 90.8 35.7 3.4 12.9 329 9.6 344

* Qutliners and "N/A" entries are in red and excl. from the calculation of averages
Source: Bloomberg, OP Research
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Date Company / Sector Stock Code Title Rating Analyst
09/12/2020 Edvantage Group 382 Expansion begins BUY Megan Jin
08/12/2020 HKTV 1137 Satisfactory November GMV BUY Kevin Tam/Megan Jin
26/11/2020 China Edu Group 839 Robust growth outlook on surging new students BUY John Siah
20/11/2020 China Edu Group 839 A fast rising education giant grabbing ample opportunities in BUY John Siah
China education market
19/11/2020  Ausnutria Dairy 1717 More to expect from FY21E BUY Megan Jin
11/11/2020 Edvantage Group 382 Robust organic growth with more boosters ahead BUY Megan Jin
10/11/2020 HKTV 1137 All fronts speeding up BUY Kevin Tam/Megan Jin
05/11/2020 TCL Electronics 1070 Falcom Network as a cream on top BUY Kevin Tam
02/11/2020 Razer 1337 Winner from*“stay-at-home” life NR John Siah
27/10/2020 Greentown Mgmt 9979 New treasures in the property market BUY John Siah
21/10/2020 Li-Ning 2331 Resumed store openings bodes full recovery BUY Megan Jin
19/10/2020 Xtep Intl 1368 Recovery speeded up BUY Megan Jin
16/10/2020 Anta Sports 2020 More visible outlook of full revival HOLD Megan Jin
16/10/2020 Kerry Logistics 636 Grabbing opportunities in spite of COVID headwind NR Kevin Tam
15/10/2020 Edvantage Group 382 Room of more earnings surprise BUY Megan Jin
08/10/2020 Innovent 1801 PD-1 front runner setting off BUY Kevin Tam
01/09/2020 Yeahka 9923 1H20 soft patch, but still encouraging growth in technology HOLD Kevin Tam
services
31/08/2020 Xtep Intl 1368 More confident on new brands and 2H20E recovery BUY Megan Jin
28/08/2020 HKTV 1137 Management vision beyond domestic e commerce BUY Kevin Tam/Megan Jin
27/08/2020 CG Services 6098 Leader aims higher BUY Megan Jin
26/08/2020 Anta Sports 2020 Less foreseeable catalysts HOLD Megan Jin
24/08/2020 GT Services 2869 1H20 steady on track HOLD Megan Jin
21/08/2020 A-Living 3319 Undervalued acquisition synergies BUY Megan Jin
20/08/2020 Sunny Optical 2382 Less convincing earnings outlook HOLD Kevin Tam
17/08/2020 Ausnutria Dairy 1717 2Q20 fluctuations to be under control by 4Q20 BUY Megan Jin
17/08/2020 Li-Ning 2331 Well positioned to capture consumption recovery BUY Megan Jin
12/08/2020 China Youzan 8083 Robust momentum kept up BUY Megan Jin

Historical recommendations and target price: CG Services (6098 HK)
(as of 11/12/2020)
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