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Sunac Services (1516 HK)

Our read on its termination of first service
acquisition and latest operation update

We are positive on the termination of First Service acquisition, as the deal looks
too expensive and too risky after Modern Land’s default. Together with very
attractive valuation of 11x 2021E, it may provide some short-term upward support on
the share price. In the mid-term, the re-rating largely depends on the outlook of its
parentco as 62% of the revenue is related to Sunac property based on our estimates.
Management recognized and tried to diversify from parentco risk via more third-party
expansion (2021E up 200% YoY in contracted GFA) and non-residential GFA.

B What’s new: At 9:30am of 4 Jan, management hosted a conference call to
update investors on the First Service (2107 HK, NR) deal termination and
latest operation trend.

- What management thinks of the First Service deal: According to the
announcement and management, Modern Land (major shareholder of
First Service) suddenly disagreed on the newly proposed consideration,
which was lower than the previous one after putting its latest bond default
into consideration.

- What we think of the cancellation of First Service Deal: We think it is
positive mainly because 1) the deal seemed too expensive (at 14x
2021E PE) after small players have been de-rated to <8x 2021E in the
recent months. 2) The asset quality looks less promising with its parentco
default as the GFA deliveries could be largely impacted. 3) Save
RMB2.2bn cash in the balance sheet for better stability.

- What management says on the latest operation update: 1) There are
some negative impacts on GFA delivery from parentco due to weak
property sentiment. 2) However, third-party expansion (excl. M&A) has
increased 200% YoY in 2021 which can help offset the parentco impact.
In particular, 40% of GFA from third party has been non-residential to
diversify the portfolio. 3) Therefore, together with continuous efforts into
VAS (low base in 2020), management is confident to achieve 2021E
earnings guidance. 4) No further connected transaction with parentco.

- What is our view on the latest operation update: We think its re-rating
will still largely depend on the parentco’s outlook in the near term as 62%
of the revenue is highly related to Sunac property. Although the valuation
currently looks extremely attractive at 11x 2021E PE vs. CGS at 27x, we
may still see volatility going forward.

Earnings Summary

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E
Revenue (RMB mn) 2,827 4,623 8,873 14,188 21,021
YoY growth (%) 85.5 155.1 74.6 48.6 36.5
Net income (RMB mn) 270 601 1,233 1,981 3,072
EPS (RMB) 0.12 0.25 0.51 0.83 1.28
YoY growth (%) N.A. N.A. 114.7 105.3 60.6
Consensus EPS (RMB) N.A. N.A. 0.42 0.66 0.94
P/E (x) N.A. 52.3 23.0 11.2 7.0
P/B (x) N.A. N.A. 3.1 2.8 2.3
ROE (%) 735 6.2 12.4 17.4 22.5

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) 21,470
Avg 3 mths t/o (HK$ mn) 241.32
52w High/Low (HK$) 29.40/6.85
Total Issued Shares (mn) 3,101
Source: Bloomberg

Shareholding Structure

Sunac Holdings 66.36%
Free float 33.64%

Source: HKEXx

Share Performance
Absolute Relative

1-mth -39.5% -38.2%
3-mth -56.8% -54.4%
6-mth -75.1% -69.7%
12-mth -59.4% -52.5%

Source: Bloomberg
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Figure 1. Comps

Ticker CMBI rating TP Last price Mkt Cap P/E Net profit growth (%)
(GLE) (HK$) (HK$ mn) 20A 21E 22E

Country Garden Senices 6098 HK BUY 91.2 44.6 150,127 44.2 26.6 18.2 65.8 45.9
CR MixC Lifestyle 1209 HK BUY 56.0 35.5 80,915 66.9 43.6 31.7 53.6 37.3
A-Living 3319 HK HOLD 34.2 12.5 17,778 7.9 5.7 4.4 38.9 29.4
Greentown Senices 2869 HK HOLD 9.5 7.1 23,169 31.3 19.8 15.2 57.6 30.8
Ever Sunshine 1995 HK BUY 222 11.3 19,749 44.4 24.1 16.3 84.7 47.2
Poly Senices 6049 HK HOLD 53.4 56.7 31,374 41.3 29.3 22.8 41.0 28.5
S-Enjoy 1755 HK BUY 34.6 9.9 8,629 16.0 10.1 7.1 58.2 42.7
Powerlong Commercial 9909 HK BUY 33.2 14.1 9,052 25.6 15.9 11.5 61.5 37.7
Excellence CM 6989 HK BUY 14.9 4.5 5,440 12.8 8.4 6.2 51.9 36.4
Central China New Life 9983 HK BUY 12.9 4.8 6,142 11.3 8.1 5.9 40.2 36.1
Sino-Ocean Senices 6677 HK BUY 7.1 4.6 5,482 12.2 10.7 7.7 13.4 39.4
New Hope Senices 3658 HK BUY 4.4 2.6 2,109 15.4 9.0 5.8 70.7 53.8
Redsun Senices 1971 HK BUY 9.4 4.2 1,747 18.7 9.1 6.1 105.2 48.4
Evergrande Senices 6666 HK BUY 10.4 2.6 28,324 8.3 5.8 3.8 54.0 52.5
Sunac Senices 1516 HK BUY 29.8 7.0 21,470 23.0 11.2 7.0 105.3 60.6
COPH 2669 HK NR NA 7.9 25,999 36.4 27.9 21.4 30.6 30.3
Times Neighborhood 9928 HK NR NA 2.6 2,533 9.4 5.1 2.8 85.6 78.5
Aoyuan Healthy Life 3662 HK NR NA 2.4 1,736 6.2 4.0 2.8 55.2 42.0
Shimao Senvices 873 HK NR NA 5.1 12,742 12.4 8.0 5.4 55.0 47.6
KWG Living 3913 HK NR NA 2.9 5,829 13.5 6.5 4.2 108.2 53.5
Jinke Smart Senices 9666 HK NR NA 31.8 20,728 22.4 15.1 10.1 48.1 49.4
Average 37.7 23.9 17.1 59.1 42.6

Source: Company data, CMBIS estimates
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 2,827 4,623 8,873 14,188 21,021 Profit before tax 346 822 1,618 2,599 4,030
Property management 1,148 2,774 5,904 9,536 13,778 D&A 35 82 65 72 79
VAS to non-property 1,572 1,673 2,569 3,797 5,419 Change in working capital 353 270 1,588 2,057 2,689
Community VAS 107 176 399 855 1,824 Others (27) (151) (390) (606) (924)
Net cash from operating 707 1,024 2,881 4,122 5,873
Gross Profit 720 1,275 2,445 3,940 6,032 Capex (8) (13) (16) (40) (40)
Capital Injection - - (1) - -
Other income 37 57 26 26 26 Others 611 (1,358) (999) (1,476) (1,976)
Selling expenses (29) (29) (44) (71) (105) Net cash from investing 603 (1,371) (1,016) (1,516) (2,016)
Administrative expenses (383) (496) (799) (1,277) (1,892)
Other gains/(losses) - - - Equity raised - 7,592 - - -
Impairment 3) (15) (18) (28) (42) Change of debts 304 (713) (615) - -
Operating profit 357 803 1,611 2,590 4,019 Others (896) 1,750 225 (614) (942)
Net cash from financing (592) 8,629 (390) (614) (942)
Pre-tax Profit 346 822 ) ) )
Net change in cash 718 8,282 1,475 1,991 2,915
1,618 2,599 4,030 Cash atthe beginning of the year 372 1,090 9,368 10,843 12,834
Exchange difference 0) 4) - - -
Income tax (76) (197) (372) (598) (927) Cash at the end of the year 1,000 09,368 10,843 12,834 15,750
PROFIT FOR THE YEAR 270 601 1,246 2,001 3,103
Key ratios
YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Balance sheet Sales mix (%)
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E Property management 40.6 60.0 66.5 67.2 65.5
Non-current assets 153 1,949 2,497 3,964 5,926 VAS to non-property owners 55.6 36.2 29.0 26.8 25.8
Property, plant and equipment 29 59 69 79 89 Community VAS 3.8 3.8 4.5 6.0 8.7
Others 124 1,890 2,428 3,885 5,837
Total 100.0 100.0 100.0 100.0 100.0
Current assets 2,118 11,008 13,250 16,646 21,365
Inventories 82 41 129 205 300 Profit & loss ratios (%)
Trade and other receivables 946 1,388 2,268 3,597 5,305 Gross margin 25.5 27.6 27.6 27.8 28.7
Cash and cash equivalents 1,090 9,368 10,843 12,834 15,750 Net margin 9.5 13.0 13.9 14.0 14.6
Others - 211 10 10 10 Effective tax rate 22.0 23.9 23.0 23.0 23.0
Total assets 2,271 12,957 15,747 20,611 27,291 Growth (%)
Revenue 53.5 63.5 91.9 59.9 48.2
Current liabilities 1,751 2,950 5,506 8,968 13,460 Gross profit 69.9 77.0 91.8 61.1 53.1
Trade and other payables 1,087 1,773 3,405 5,534 8,244 Operating profit 106.4 125.3 1005 60.8 55.2
Others 664 1,177 2,101 3,434 5,216 Net profit 1745 122.6 105.3 60.6 55.1
Non-current liabilities 22 272 217 218 219 Balance sheet ratios
Deferred income tax 7 81 30 30 30 Current ratio (x) 1.2 3.7 2.4 1.9 1.6
Others 16 191 188 189 190 Receivable turnover days 76 107 91 91 91
Total liabilities 1,773 3,222 5723 9,187 13,679 Returns (%)
ROE 73.5 6.2 12.4 17.4 22.5
Equity to shareholders 367 9,684 9,985 11,405 13,624 ROA 11.9 4.6 7.8 9.6 11.3
Non-controlling interests 131 51 39 19 (12)
Total Equity 498 9,735 10,024 11,424 13,612 Per share
EPS (RMB) 0.12 0.25 0.51 0.83 1.28
DPS (RMB) 0.00 0.00 0.15 0.25 0.38

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



WEE R

“MB INTERNATIONAL

4 Jan 2022

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.

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 (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

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
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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