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Colour Life Services Group [1778.HK]

The Best is Yet to Come. Reiterate BUY on Strong Earnings Growth.

Driven by solid performance of value-added services, Colour Life (CL) reported strong 2017
results, as EPS grew 71.6% YoY to RMB0.322. This is still better than our expectation if one-
off items are excluded (recurring operating profit grew 40% YoY). The internet-oriented busi-
ness model of CL is starting to reap fruitful rewards, as evidenced by the explosive growth in
the number of active users and GMV. We believe the Company can maintain robust >60%
YoY growth in value-added services in 2018E, as monetization can be strengthened by its
various innovative online businesses. More importantly, CL successfully acquired Wanda
Property Management (WPM), which will start to make a contribution in early 2018E. As a high
-end property management company with annual revenue of >RMB1.5 billion, WPM will boost
the profit of CL significantly starting in 2018E. In a nutshell, we believe the Company has final-
ly found the right path to meet investor expectations, and we expect the re-rating to continue.
Even after considering the impact of two recent share placements, we forecast that 2018E
EPS will still grow 29% YoY to RMBO0.415. Reiterate BUY on an undemanding valuation and
strong earnings growth. We raise our TP to HK$9.00 based on a 17.5x 2018E target PER
multiple (3-year forward PER average).

Investment Highlights

e 2017 Operating Profit Growth On Track. While overall revenue and gross profit grew
just over 20%, net profit in 2017 grew 70.8% YoY to RMB320.7m, exceeding market ex-
pectations. Some items should be noted, such as: (1) a one-off gain of RMB48.3m from
the disposal of subsidiaries; (2) interest income of RMB28.7m on loan receivables
(included in other income), which is likely to be non-recurring; and (3) a lower effective tax
rate of 23.2% (2016: 27.5%). Still, the recurring operating profit is growing (+40% YoY),
as we expected, and we see good progress in the Company’s core business, especially
in value-added services.

Internet-Driven Services Welcomed by Users. Value-added services saw strong 76.5%
YoY revenue growth to RMB277m and now account for close to 1/3 of CL’s gross profit.
Both registered users and the GMV of the Caizhiyun online platform more than doubled in
2017. This was driven by the successful execution of the co-operation model, in which
small property management companies use the Caizhiyun platform to offer services. In
view of the growing user stickiness and innovative services (such as e-Repair and e-
Energy) gaining traction, we expect the segment to maintain solid growth of >60% in
2018E.

Wanda Property Management—Earnings Booster in 2018E. CL completed the acqui-
sition of WPM on 28 Feb 2018, and we expect WPM to make a significant contribution to
earnings. We estimate the full-year 2017 revenue of WPM to be close to RMB1.5b and
for NPAT to be close to RMB300m. We expect WPM to maintain profitability in 2017, as it
has successfully adopted the efficient cost saving initiatives of CL. We therefore expect
overall net profit growth of 62.8% YoY to RMB522m. 2018E EPS will grow 29.0% YoY to
RMBO0.415 as the no. of shares will reach >1.3b after two share placements in early 2018.

TP Raised to HK$9.00 Based on 17.5x 2018E PER. We raise our TP to HK$9.00, based
on 17.5x 2018E PER, which is the 3-year average of market consensus forward PER.
With solid earnings growth, as well as increased coverage and more sizable peer listing
in Hong Kong, we expect the re-rating to continue for some time .

Key financials
Key Financials (RMB m) FY2016 FY2017 FY2018E FY2019E FY2020E

Revenue 1,342 1,629 3,255 4,242 5,061
YoY Change 62.2% 21.4% 99.9% 30.3% 19.3%
Net Profit After Tax 188 321 522 714 875
YoY Change 11.5% 70.8% 62.8% 36.8% 22.6%
EPS (RMB) 0.19 0.32 0.42 0.54 0.66
YoY Change 11.4% 71.6% 29.0% 30.7% 22.6%
ROE 14.9% 22.0% 30.3% 28.0% 28.2%
P/E 29.8x 17.4x 13.5x 10.3x 8.4x
Dividend Yield 1.6% 2.7% 3.7% 4.9% 5.9%

Sources: Company, CGIS Research

March 21, 2018

China Property Sector
Property Management

BUY

Close: HK$6.90 (March 20, 2018)
Target Price: HK$9.00 (+30.0%)

Price Performance

(HKS million)
8 80
70
60
6 50
40
© 30
20
10

Q&

7>

@9? vgé& &;&\ 9&6\ » \v"&& ffﬁ\ o&é\ & >\<>°"$§\ xftﬁiﬂ" (9\1&&
W Turnover (RHS) Price (LHS)

Source: Bloomberg
Market Cap US$1,156m
Shares Outstanding 1,314m
Auditor Deloitte
Free Float 27.7%
52W range HK$4.35-6.96
3M average daily T/O US$1.67m

Major Shareholding Fantasia (72.09%)

Sources: Company, Bloomberg

Tony Li, CFA—Analyst
(852) 3698 6392

tonyli@chinastock.com.hk

Wong Chi Man, CFA—Head of Research
(852) 3698 6317

cmwong@chinastock.com.hk



http://www.hibor.com.cn/

O +E R AEE

CHINA GALAXY INTERNATIONAL

Figure 1: 2017 Full Year Results Review

FY2016 FY2017 Change Our Note
Income Statement RMB'000 RMB'000 YoY
Revenues 1,342,069 1,628,698 21.36%
Cost of sales and service (756,280) (898,020) 18.74%
Gross Profit 585,789 730,678 24.73%
Selling & Distribution Expenses (13,477) (26,167) 94.16%
Administrative Expenses (297,505) (277,215) -6.82% Driven by low er share-based staff cost
Other Gain/loss (30,868) (5,108) -83.47% Included RMB48.3m gain on disposal
Expenses Recharged to Residential Communities Under Commission Basis 66,255 67,409 1.74%
Change in Fair Value of Investment Properties 5,503 2,840 -48.39%
Share of Results of Associates 796 (279) NA
Share of Results of a Joint Venture (258) 1,988 NA
Other Incorme 19,562 52715 169.48% Included RM28.7m |nt.erest income fromloan
receivables
Finance Costs (38,004) (90,236) 137.44% Due to issuance of ABS
Earnings before Taxes 297,793 456,630 53.34%
Provision for Income Tax (81,782) (105,981) 29.59%
Net Profit 216,011 350,649 62.33%
Minority Interest 28,226 29,992 6.26%
Profit/Loss Attributable to Shareholders 187,785 320,657 70.76%
EPS (RMB) 0.1878 0.3219 71.41%
Source: Company, CGIS Research
Figure 2: Revenue Breakdown by Segment (Unit: RMB million) Figure 3: GFA Under Management by Year (excluding those co-
operating model; unit: ’000sqm)
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Figure 4: Breakdown of GFA Under Management (as at 31 December 2017)

Managed by the Company Under the Company's consultancy Cooperated
Total Contracted Number Total Contracted Number Total Contracted Number
GFA ('000 sq.m) GFA ('000 sq.m) GFA ('000 sq.m)

Shenzhen 9,644 130 754 18 - -
Southern China (excluding 75153 508 7.621 23 44.403 264
Shenzhen)

Eastern China 115,318 744 11,357 31 27,534 244
Southwestern China 83,778 352 2,163 6 82,609 334
Northeastern China 11,358 59 3,758 17 881 330
Northwestern China 14,594 68 275 2 35,313 18
Northern China 17,853 79 2,585 7 1,942 173
Central China 75,544 277 3,202 9 21,548 111
Non-mainland China 40 16 — - - -
Singapore 987 38 — — — —
Total 404,269 2,271 31,715 113 214,230 1,474
Source: Company, CGIS Research

Figure 5: Accumulated GMV on Caizhiyun APP Figure 6: Number of Users of Caizhiyun APP— Strong Growth under

Co-operation Model
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Figure 7: Gross Profit Margin by Segment
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Key Points to Watch

1. Revenue Boosted by Wanda PM

Acquisition of WPM is earnings The key catalyst for Colour Life (CL) in 2018 is the acquisition of Wanda Property Man-
agement (WPM). CL acquired WPM for a consideration of RMB2,013m. We estimate

accretive this is equivalent to 7.14x 2017 PER and is earnings accretive.

Based on the official announcement, 10-month revenue for WPM was RMB1,236m,
while NPAT was RMB235m. The improvement in NPAT was mainly due to cost control
initiatives introduced by CL; the cost savings were more visible after close to a one-
year adaptation by WPM. On a pro-forma basis, we estimate the full year 2017 reve-
nue of WPM is close to RMB1.5bn, and NPAT close to RMB300m.

As the acquisition was completed on 28 Feb 2018, we expect WPM to start to contrib-
ute to CL from March 2018. Currently, we estimate WPM will continue to record double
-digit growth in overall revenue, so the pro-forma revenue contribution should be
around RMB1.4bn.

Revenue growth boosted by WPM Note: Since the accounting treatment for WPM (most revenue booked on a lump-sum

will be higher for accounting rea- basis) is different from CL's (~13% of revenue booked on a commission basis, which

has ~100% GPM but lower absolute revenue), the overall revenue boost in 2018E (our

sons estimate: 100% YoY) will be much higher than NPAT growth (63% YoY) and EPS
growth (30% YoY due to share placement).

Figure 8: Past Financials of Wangxiangmei (Wanda Property Management) -
Solid Earnings Improvement in 10M2017 Thanks to Cost Savings

RMB'000 FY2014 FY2015 FY2016 10M 2017
Revenue Breakdown:
Property management fees

. 857,927 989,667 1,139,253 1,029,081
charged on a lump sum basis

Parking management service fees 37,047 58,708 39,741 62,661
Others 79,943 149,768 145,719 144,244
Total Revenue 974,917 1,198,143 1,324,713 1,235,986
Cost of services (764,927)  (944,289) (1,040,742)  (823,762)
Gross profit 209,990 253,854 283,971 412,224
Other income 5,534 11,345 10,074 1,812
Other gains and losses (2,858) (5,782) 855 (8,592)
Administrative expenses (123,385)  (184,571)  (243,044) (92,836)
Finance costs - - - (1,829)
Profit before taxation 89,281 74,846 51,856 310,779
Income tax expense (23,200) (28,615) (30,125) (75,750)
Net profit after tax 66,081 46,231 21,731 235,029

Source: Company, CGIS Research
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Key Points to Watch (continued)

2. Further M&A Still Possible

While WPM has been the largest acquisition by CL so far, we believe there is still the
room for further M&A. As the online platform of CL has become more mature, we be-
lieve its parent, Fantasia [1777.HK], may consider options to inject further assets into
CL. Fantasia has explored other asset-light businesses in the past, and these busi-
nesses may create synergy with CL.

Notably, Fantasia previously spun off a property management business on the NEEQ
in 2015. The spin-off, named Home E&E (VI IE 5 5K v 15 M 105 4 18 I A A5 BR A 7)),
specializes in non-residential properties, such as office buildings. However, as the li-
quidity of the NEEQ is less favourable than expected, Home E&E was delisted in 2017.
Currently, CL holds a 4.2% stake in Home E&E. In the analysts’ meeting, management

While large scale M&A is possible, hinted that the M&A with Home E&E could not be ruled out. The rationale is that as the

we believe the timing is more likely scale of CL continues to grow, and Wanda Property Management continues to provide

to be 2020E a greater contribution from non-residential properties to the Company, CL may become
mature enough to merge with Home E&E at some point.

However, we expect this may be more possible in 2020E for several reasons: (1) it will
take time for WPM to integrate with CL and be appreciated by the market; (2) cash flow
will be more favourable in 2020E, according to our projections; and (3) the valuation of
CL may be more favourable in the future.
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Valuation

With solid earnings growth, as well as increased coverage and a more sizable peer
listing in Hong Kong, we expect the re-rating of CL to continue for some time. Current-
ly, the Company is trading at 13.5x 2018E PER, which is still below its historical range
and that of its peers. Our latest TP of HK$9.00 is based on 17.5x 2018E PER, which is
the 3-year average of market consensus forward PER.

Figure 9: PER Band of Colour Life
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Key financials

Income Statement (RMB m) FY2016 FY2017 FY2018E FY2019E FY2020E jl Balance Sheet (RMB m) FY2016 FY2017 FY2018E FY2019E FY2020E
Revenue 1,342 1,629 3,255 4,242 5,061  Bank Balances and Cash 755 857 659 744 1,389
COGS (756) (898)  (2,044) (2,700)  (3,184) Restricted Bank Deposits 493 377 377 377 377
Gross Profit 586 731 1,211 1,541 1,876  Trade Receivables 271 382 674 878 1,048
SG&A (311) (303) (372) (472) (603)  Inventories 2 7 3 4 4
Other Operating ltems 41 67 12 (1) (5)  Other Current Assets 932 1,269 1,802 2,084 2,328
Operating Profit 316 494 850 1,068 1,268 Total Current Assets 2,453 2,892 3,515 4,087 5,147
Finance Costs (38) (90) (140) (92) (72) PP&E 181 169 208 226 245
Other Income 20 53 40 51 63  Investment Properties 93 71 71 71 7
Net Profit Before Tax 298 457 751 1,027 1,259 Goodwill & Intangible Assets 960 1,158 2,243 2,314 2,376
Income Tax (82) (106) (180) (246) (302)  Other Non Current Assets 337 371 397 421 440
Net Profit After Tax 188 321 522 714 875  Total Non Current Assets 1,570 1,769 2,919 3,031 3,132
Minority Interest (After Tax) 28 30 49 67 82  Total Assets 4,023 4,661 6,434 7,118 8,278
EPS (RMB) 0.19 0.32 0.42 0.54 0.66
DPS (RMB) 0.09 0.15 0.21 0.27 0.33 Trade Payables 114 221 322 425 502
Short-term Borrowings 214 513 849 497 371
EBITDA 313 468 885 1122 1335 Other Current Liabilities 954 1,025 1,722 2,219 2,597
EBIT 275 427 839 1069 1273 Total Current Liabilities 1,282 1,760 2,893 3,141 3,469
Long-term Borrowings 1,124 992 697 471 554
Revenue Growth 62.2% 21.4% 99.9% 30.3% 19.3%  Other Non-current Liabilities 84 82 138 188 230
Operating Profit Growth 26.8% 56.3% 721% 25.5% 18.8%  Total Non-current Liabilities 1,208 1,074 835 659 784
Net Profit Growth 11.5% 70.8% 62.8% 36.8% 22.6% Total Liabilities 2,490 2,834 3,728 3,799 4,253
EPS Growth 11.4% 71.6% 29.0% 30.7% 22.6%
Gross Margin 43.6% 44.9% 37.2% 36.3% 37.1%  Total Common Equity 1,459 1,721 2,551 3,097 3,721
Operating Margin 23.6% 30.3% 26.1% 25.2% 25.1%  Minority Interest 74 106 155 222 304
Net Profit Margin 14.0% 19.7% 16.0% 16.8% 17.3%  Total Equity 1,532 1,827 2,706 3,319 4,025
Total Equity & Liabilities 4,023 4,661 6,434 7,118 8,278
Cash Flow Statement (RMB m) FY2016 FY2017 FY2018E FY2019E FY2020E
Net Profit After Tax 188 321 522 714 875 ROE 14.9% 22.0% 30.3% 28.0% 28.2%
D&A Add-back 51 40 47 53 62 ROA 6.9% 8.0% 11.2% 11.1% 12.3%
Share-based Payment Expense 79 43 43 4 4
Net Change in Working Capital (93) (111) 6 140 62  Net Debt/ Equity 34.3% 26.5% 27.3% 1.0% Net Cash
Other Operating ltems 97 117 226 202 194  EBITDA Interest Coverage 8x 5x 6x 12x 18x
CFO 322 410 844 1,113 1,197
Rec. Turnover Days 61 73 76 76 76
Purchase of PP&E (65) (28) (86) (71) (81)  Other Rec. Turnover Days 71 86 90 90 90
Acquisitions of Subsidiaries, net (221) (59)  (1,085) (71) (62) Payables Turnover Days 47 68 57 57 57
Other Investing ltems (329) 53 40 51 63  Other Payables Turnover Days 246 248 230 230 230
CFI (615) (35) (1,130) (90) (80)
Current Ratio 1.91x 1.64x 1.21x 1.30x 1.48x
Dividends Paid (85) (89) (169) (267) (357)  Quick Ratio 1.91x 1.64x 1.21x 1.30x 1.48x
Net Change in Debt 728 12 4“0 (579 (43)
Other Financing ftems (15) (90) 216 (92) (72) PIE 29.8x 17.4x 13.5x 10.3x 8.4x
CFF 628 (167) 88 (938) (472) PB 3.8x 3.2x 2.8x 2.4x 2.0x
Total Cash Flow 335 208 (198) 85 645 EV/EBITDA 19.7x 16.3x 11.0x 8.5x .0x
Free Cash Flow (121) 162 (489) 853 936  Dividend Yield 1.6% 2.7% 3.7% 4.9% 5.9%
Revenue (RMB m) FY2016 FY2017 FY2018E FY2019E FY2020E
Property management services 1,059 1,231 2,624 3,726 4,722
Engineering services 126 121 142 145 148
Community leasing, sales and other service 157 277 489 683 957
Total 1,342 1,629 3,255 4,553 5,827
GP (RMB m) FY2016 FY2017 FY2018E FY2019E FY2020E
Property management services 377 433 737 1,007 1,264
Engineering services 64 62 72 74 75
Community leasing, sales and other service 144 227 401 546 747
Total 586 722 1,211 1,627 2,086
Property management services 239 510 724 918
Engineering services 47 51 60 61 63
Community leasing, sales and other service 122 218 385 537 753
Total 403 508 955 1,323 1,734

Sources: Company, Capital IQ, CGIS Research estimates
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy
International.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer 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 the 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 securities 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 securities covered in this research report three 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 cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.
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