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Yuexiu Services (YXS) (6626 HK)
Attractively valued with strong cash balance

= 1H22 net profit increased 19% YoY to RMB 211mn; slowing profit growth is
mainly due to weaker gross margin and declining revenue in VAS to Non-property
owners and Commercial operation & mgt services

= CVAS revenue growth remains resilient at 32%YoY, driven by new retailing

= Secure TOD projects in Fuzhou, Changsha, and Qingdao

= Maintain BUY with revised DCF-based TP of HK$ 5.05

VAS to Non-property owners (VASNPO) is a major drag for 2022. YXS’s 1H22 revenue
increased 14% YoY to RMB 1,090mn; revenue from non-commercial property mgt rose
20% YoY, but growth in commercial projects stayed flat. GFA under mgt increased
24%YoY/12%HoH to 43.5mn sgm and contracted GFA rose 19%YoY/7%HoH to 62.6mn
sgm in 1H22. 1H22 net profit increased 19% YoY to RMB 211mn in 1H22, a substantial
slowdown from the 98% YoY growth in 2021 because of: 1) Lower gross margin that
dropped 4.1ppt YoY to 31.7%, as GFA from third-party tendering, which entails lower
margins, increased 151%YoY to 3.87mn sqgm; 2) Declining revenue from VASNPO (-
13%YoY) and Commercial operation & mgt services (-5%YoY) resulted from slowing
contracted sales of parent developer and declining office mgt fee rate (1H22: RMB21.9/sgqm
vs FY21: RMB22.3/sqm) due to COVID resurgence. On a positive note, revenue from
CVAS remained resilient and grew 32%YoY to RMB 244mn. In particular, revenue from
new retailing jumped 140%YoY to RMB 60mn.

TOD projects expanding to cities outside Guangzhou. In 1H22, YXS expanded its TOD
PMS projects outside Guangzhou and won the PMS contract bids for Line 2 of Fuzhou
Metro, Line 3 of Changsha Metro, and Line 4 of Qingdao Metro. As of June 2022,
contracted GFA under TOD business was 6.58mn sqm, or 10.5% of total contracted GFA.
Revenue from TOD business was RMB 139mn in 1H22, accounting for 12.7% of total
revenue. Gross margin of TOD business was 25.3% in 1H22.

Cash-to-market cap ratio high at 89%; maintain BUY with revised TP at HK$5.05.
Weaker-than-expected margin and declining revenue from VASNPO prompt us to revise
down 2022E/23E core profit forecasts by 14.5%/20.0%. With slower growth in revenue and
profit estimates, our DCF-based TP tipped down to HK$ 5.05 (from HK$ 5.45), which
translates into 12.1x P/E and 2.0x P/B for 2022E. In 1H22, operating cash flow was RMB
382mn (representing 1.81x of core net profit); net cash balance increased 9% HoH to
RMB4.2bn. Its cash-to-market cap (HK$ 5.5bn as of Aug 11) ratio was high at ~89%. We
believe YXS is attractively valued given its enormous cash balance and SOE status.
Maintain BUY.

Results and Valuations

FY ended Dec 31 2020A 2021A 2022E 2023E 2024E

Revenue (RMB mn) 1,168 1,918 2,588 3,712 5,124
Chg (%,YoY) 30.3 64.2 34.9 43.5 38.0
Core profit (RMB mn)’ 199 395 546 769 1,069
Chg (%,YoY) 118.0 98.4 38.1 41.0 38.9
Core EPS (RMB) 0.20 0.30 0.36 0.51 0.70
Chg (%,YoY) 118.0 54.5 18.7 41.0 38.9
BVPS (RMB) 0.60 1.93 2.18 2.53 3.02
Chg (%,YoY) 137.4 219.2 13.0 16.3 19.4
P/E (x) 16.1 10.4 8.8 6.2 4.5
P/B (x) 5.21 1.63 1.45 1.24 1.04
Core ROE (%) 39.6 19.2 16.9 20.8 24.6
Core ROA (%) 7.6 9.8 10.2 12.6 15.0
DPS (RMB) - 0.08 0.11 0.15 0.21
Yield (%) 2.6 34 4.8 6.7
Net cash (RMBmn) 1,008 3,822 4,079 4,414 4,772

Note: RMB to HK$=1.16
Core profit= Net profit + listing expense and FX losses
Source(s): The Company, ABCI Securities estimates
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Risk factors: 1) Unsuccessful contract renewal; 2) Rising labor costs; 3) Substantial related-
party transactions; 4) Conservative M&A approach. 5) Slowing revenue growth in VASNPO
in 2022-23; 6) Contracting profit margins.

Exhibit 1: YXS’s 1H22 results

China Property Management Sector
Aug 12, 2022

P&L 1H22 1H21 YoY Chg Balance sheet Jun-22 Dec-21 YoY Chg
RMBmn RMBmn (%) RMBmn RMBmn
Revenue 1,090 958 14% Gross debt - - na
Cost of Sales (745) (616) 21% Cash & restricted cash 4,176 3,822 9%
Gross Profit 345 343 1% Net debt/ (cash) (4,176) (3,822) 9%
Gross Margin (%) 31.7% 35.8% (4.1ppt)
Selling and distribution costs - - 1H22 1H21 YoY Chg
Administrative expense (101) (88) 14% RMBmn RMBmn
EBIT 244 254 (4%) Total revenue 1,090 958 14%
EBIT Margin (%) 22.4 26.5 (4.1ppt) Non-commercial property mgt 811 678 20%
- PMS 395 297 33%
Other income 10 7 57% - VAS to NPO 172 197 (13%)
Net impairment losses on financial assets (2) (0) 255% - CVAS 244 184 32%
Other gains — net 1 0 3812% Commercial property mgt 279 280 0%
Share of profit of a joint venture 0 0 na - COMS 205 216 (5%)
Finance income 31 7 361% - MPCTSS 74 64 16%
Finance cost 2) 2) (29%)
Profit before tax 294 265 11% Gross margin 31.7% 35.8% (4.1%)
Tax (78) (81) (3%) Non-commercial property mgt 31.0% 36.2% (5.2%)
Profit after tax 216 185 17% - PMS 20.0% 24.5% (4.5%)
Minority Interest (5) (7) (31%) - VAS to NPO 46.7% 50.2% (3.5%)
Net profit 211 178 19% -CVAS 37.8% 40.2% (2.4%)
Net margin 19.4% 18.5% 0.8ppt Commercial property mgt 33.8% 34.8% (1.0%)
- COMS 29.5% 31.3% (1.8%)
- MPCTSS 45.3% 45.9% (0.6%)
Operating statistics 1H22 1H21  YoY Chg
GFA under mgt 435 35.0 24.2%
Contracted GFA 62.6 52.7 18.7%

* COMS= Commercial operation and mgt services; MPCTSS= Market positioning, consultancy and tenant sourcing services

Source(s): The Company, ABCI Securities

Exhibit 2: YXS’s Contracted GFA (by business type)
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Source(s): The Company, ABCI Securities
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Exhibit 3: Changes in TP and profit forecasts

New Old
TP (HK$) 5.05 5.45
Core profit (RMBmn)
-2022E 546 638
-2023E 769 962

Source(s): The Company, ABCI Securities estimates

Chg
(7.5%)

(14.5%)
(20.0%)
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Reasons

Lower-than-expected gross margin and revenue from VASNPO in 1H22

Lower-than-expected gross margin and revenue from VASNPO in 1H22
Lower-than-expected gross margin and revenue from VASNPO in 1H22
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Financial statements

Consolidated income statement (2020A-2024E)
FY Ended Dec 31 (RMB mn) 2020A  2021A 2022E 2023E 2024E
Revenue 1,168 1,918 2,588 3,712 5,124
Cost of sales (765) (1,248) (1,744) (2,539) (3,521)
Gross Profit 403 671 844 1,173 1,603
Selling and marketing expenses - - - - -
Administrative expenses (144) (142) (156) (180) (200)
EBIT 259 529 688 993 1,403
Other income 45 14 23 27 33
Share of results of associates = 0 = = =
Finance income 7 24 71 76 83
Finance expenses (29) (3) (7) (7) (7)
Net impairment losses on financial assets 3) (4) (5) (8) (11)
Listing expenses - (20) - - -
Other (losses)/gains-net 0 (16) - - -
Profit before tax 280 524 769 1,083 1,501
Tax (77) (155) (212) (299) (414)
Profit after tax 204 370 557 784 1,087
Minority interest (5) (10) (12) (15) (18)
Net profit 199 360 546 769 1,069
Core profit* 199 395 546 769 1,069
Per share
Reported EPS (RMB) 0.20 0.27 0.36 0.51 0.70
Core EPS (RMB) 0.20 0.30 0.36 0.51 0.70
DPS (RMB) - 0.08 0.11 0.15 0.21
Payout ratio (%) 0% 27% 30% 30% 30%
BVPS (RMB) 0.60 1.93 2.18 2.53 3.02
Growth %
Revenue 30.3% 64.2% 34.9% 43.5% 38.0%
Gross Profit 65.7% 66.3% 25.8% 39.1% 36.6%
EBIT 104.9%  104.0% 30.0% 44.4% 41.3%
Core profit 118.0% 98.4% 38.1% 41.0% 38.9%
Margin %
Gross margin 34.5% 35.0% 32.6% 31.6% 31.3%
EBIT margin 22.2% 27.6% 26.6% 26.8% 27.4%
Core net margin 17.0% 20.6% 21.1% 20.7% 20.9%
Revenue breakdown
Commercial property management and operational services 357 493 690 860 1,043
Non-commercial property mgt and value-added services 811 1,425 1,898 2,852 4,081
Total 1,168 1,918 2,588 3,712 5,124
Key assumptions
Contracted GFA(mn sqm) 49.9 58.4 84.7 107.1 134.5

- Commercial property management 3.8 5.3 5.7 6.6 7.6

- Non-commercial property management 46.1 53.1 79.0 100.4 126.9
GFA under mgt (mn sgm) 32.6 38.9 58.4 77.9 102.4
- Commercial property management 2.8 3.3 4.5 5.4 6.2
- Non-commercial property management 29.9 35.6 53.9 725 96.2

Source(s): The Company, ABCI Securities estimates
* Core net profit= Net profit + Listing expenses and FX losses
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Consolidated balance sheet (2020A-2024E)

As of Dec 31 (RMB mn)

Current assets

Bank balances and cash

Restricted cash

Trade and other receivables and prepayments
Inventories

Income tax recoverable

Other current assets

Non-current assets

Property, plant and equipment

Financial assets at fair value through other comprehensive income
Restricted cash

Other non-current assets

Total Assets

Current Liabilities

Other payables and accruals
Contracted liabilities

Trade payables

Borrowings

Other current liabilities

Non-current liabilities
Bank and other borrowings
Lease liabilities

Other non-current liabilities

Total Liabilities
Net Assets
Shareholders’ Equity

Minority Interest
Total Equity

Key ratio
Gross debt (RMB mn)
Net debt/ (cash) (RMB mn)

Source(s): The Company, ABCI Securities estimates
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2020A 2021A 2022E 2023E 2024E
1,876 4,641 5,11 5,826 6,661
995 3,803 4,060 4,395 4,753
7 1 1 1 1
862 795 1,009 1,389 1,865
1 1 1 1 1
1 31 31 31 31
0 0 0 0 0
535 490 673 866 1,169
41 39 49 59 69
35 32 32 32 32
7 8 8 8 8
453 411 583 767 1,059

2,411 5,131 5,784 6,693 7,830

1,556 1,543 1,802 2,158 2,529

0 0 0 0 0

163 159 159 159 159
1,272 1,302 1,561 1,917 2,288
0 0 0 0 0

120 82 82 82 82
94 498 498 498 498

0 0 0 0 0

52 53 53 53 53
42 445 445 445 445

1,650 2,041 2,300 2,656 3,027
761 3,090 3,484 4,037 4,803

615 2,932 3,314 3,852 4,600
146 159 170 185 203
761 3,090 3,484 4,037 4,803

(1,008; (3,822; 4,079)  (4,414) (4,772;
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Consolidated cash flow statement (2020A-2024E)

As of Dec 31 (RMB mn)
Net cash generated from operating activities

Purchase of PP&E

Purchase of intangible assets

Increase in amounts due from related parties
Decrease in amounts due from related parties 164,907
Others

Investing Cash Flow

Debt raised

Repayments of borrowings
Interest expenses

Equity raised

Dividends paid to shareholders
Others

Financing Cash Flow

Net cash inflow/ (outflow)

Cash- beginning
Cash- year-end

Source(s): The Company, ABCI Securities estimates

Yuexiu Services Group Limited (6626 HK, BUY)
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2020A  2021A 2022E  2023E 2024E
450 998 526 677 892

(14) (14) (10) (10) (10)
- - (177) (190) (301)
(26) - - - -

1,316 165 - - -
(250) (13) 71 76 83
1,026 138 (116) (124) (228)
(981) ) ] ] )

(28) (0) (7) (7) (7)

- 2,007 - - -

@) (90) (164) (231) (321)
(243) (243) 17 20 22
(1,256) 1,673 (153) (218) (305)
221 2,809 256 336 358
774 995 3,803 4,060 4,395

995 3,803 4,060 4,395 4,753
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Rating Definition

Buy Stock return rate= Market return rate (~10%)
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Sell Stock return < - Market return (~-10%)

Notes: Stock return rate: expected percentage change of share price plus gross dividend yield over the next 12 months
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