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Date of the Analysis and market data considered: January 6, 2022   

First Service Holding Limited  
 

The failed takeover gives a great 
opportunity in the sector at current prices 
 

Summary: 
  
The Introduction to the Opportunity. The failed takeover by Sunac Services and 
a possible selloff by traders that were trading the gap between the offer price by 
Sunac and the market share price is pushing First Service price down and may 
rebound when the market absorbs lately amount of volume. 
 
The Investment Thesis: First Service Holding. First Service operates high quality 
assets (non-residential) but in tier 2 and tier 3 cities. Thus, the Revenue per sqm 
Contracted is lower than peers. On the other hand, the company is not very 
dependent on the parent company, Modern Land China, which is not a direct 
shareholder of the company. 
 
The M&A Covenants. First Service acquired 2 companies during the first half of 
2021. Some of the acquisition price is tied to the performance of the acquisition 
for the next 3 years. The vendors will not receive the entire amount if the target 
performance is not met and, worst case, they will have to give back the amount 
received from First Service. There is a hidden value in the balance sheet if the 
acquisitions do not perform as in 2020. 
 
The Parent: Modern Land China. Modern Land China, the parent company, is 
under a restructuring process after failing to repay their bond in October 2021. 
Only 24% of the properties managed by First Service come from Modern Land. 
The parent is slowly selling assets and the management is willing to help with 
personal financial support. Modern Land management was willing to sell their 
stake in First Service, most probably to help Modern Land. 
 
The Failed Takeover: Sunac Services Holdings. Sunac Services Holdings offered 
2.62 HKD for the entire Equity Interest in First Service Holdings, 191% from the 
trading price 90 days before the offer. After their due diligence, Sunac asked for 
an adjustment in the offer price and First Service agreed on the adjustment. But 
on the 31st of December 2021, First Service canceled the agreement, and the 
takeover fails. 
 
The Hidden Player: USB Group Prior and during the Due Diligence period 
(November 2021 to January 2022), UBS Group made an important position in the 
company. Currently, UBS owns 8% of First Service. Some of their position was 
acquired at 1.70HKD and 2.1HKD. We believe UBS was trading the gap between 
the offer price and the market price. 
 
The Peers & Sector. From a fundamental analysis approach, the past events have 
dropped the share price at a level that is trading at a relevant discount over 
comparable peers. The company is trading at 1.01 times Enterprise Value to 
Earnings and 1.33 times Price to Book Value excluding Goodwill. 
 
The Opportunity. Due to the events presented above, First Services Holding at 
current prices gives a good long-term opportunity with short term market 
catalysts 
 
The Valuation. At current prices, we believe the company should trade at 
1.89HKD (177% upside) assuming the lowest valuation ratio seen lately in other 
M&A transactions. In the short term, we believe the share price could rebound to 
0.92HKD (35% upside) based on comparable peers when the market absorbs the 
volume from the selloff by traders. 
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Price target. We believe First Service current 
price is very far away from its intrinsic value. We 
have no doubt that if the company continues 
achieving their business plan, the gap between 
their current price and intrinsic value will narrow. 
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The Introduction to the Opportunity 
 

 
Figure 1. First Service Holding IPO 

 
In this report, you will find a research report about First Service Holding (HKEX: 2107), Chinese property services company. We 
believe it is a special situation due to the events we are about to present in the following report. The company operates in the 
same business as Kaisa Prosperity (HKEX: 2168), a company that we already published a report and a thesis update. You can read 
our analysis of the business at https://www.newvilaresearch.com/research. 
 
To find opportunities and be on track with the sector, I tried to follow most of the companies in the Chinese Property Services 
business, there are more than 50. 
 
There are so many peers, but the time spent is worthy. Thanks to this, we have found a very interesting opportunity with a short-
term catalyst. 
 
In our previous update, I wrote about the market inefficiency and short-term trade opportunity in Sundy Service (HKEX: 9608), 
more info on Page 12 of the Kaisa H1 2021 Update Thesis. The company was trading way lower than peers, 15-20% discount to 
its net cash position. We thought that the market was not considering the raise of capital from the IPO. We were right. We sold 
too early based on the performance, but we were happy with the trade. 
 
Now the opportunity in this business pops up, again. In this case, the inefficiency comes from a different reason, a failed takeover 
from Sunac Services Holdings (HKEX: 1516) to acquire First Service Holding. 
 
[ŜǘΩǎ start going back to 2021. First Service, like most of the microcaps in the property management business, was very 
undervalued compared to small, mid, and large caps. The company traded almost at net cash in some periods. During the first 
half of 2021 acquired 2 companies. 
 
In July, the Evergrande crisis exploded and spread the fear to other property developers. Then, many developers wanted to sell 
their property services subsidiary, like Evergrande Group or Fantasia Holdings, to provide the parent company with liquidity. 
 
In August, First Service announced that they were willing to start repurchasing shares, but they never did it. By the end of 
September, the Chinese news started to rumor about a possible sale of First Service by the management to help the parent 
company Modern Land China. 
 

https://www.newvilaresearch.com/research
https://af3be052-bcb9-44db-b801-f59119040610.filesusr.com/ugd/7c10de_72c047686d694330811ec38ea3d5fe1d.pdf
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Figure 2. First Service stock price during 2021-2022 
 
On the 8th of October, the company announced a trading halt due to ƛƴǎƛŘŜǊǎΩ information and just a month later they announced 
the offer from Sunac Services to acquire 32% of the company and the rest of the shares for 2.62 HKD. A very high price for a 
company that was trading at 0.80 HKD before the rumors of takeover started. This gives some hints about how undervalued were 
and currently are some micro caps and small caps in this business. Sunac offer price valued the share at 11.85 times Price-To-
Earnings of the last twelve months (LTM). 
 

Table 1. Sequential Events of First Service during 2021-2022 

Date Event 

March 2021 Acquisition of Dalian Yahang (80% Equity Interest), for 93MRMB 

End of March 2021 Acquisition of Qingdao Louhang (100% Equity Interest), for 136 MRMB 

August 2021 Interim results first semester 2021 and intention to repurchase shares at the 
market (did not repurchase any) 

8th of October 2021 Trading Halt. First Service negotiating a possible takeover by Sunac Services 

November 2021 Announcement of acquisition of 32.22% First Service shares by Sunac Services 
1516 and mandatory offer for the rest of shares at 2.62 HKD per share and 
resumption of trading 

January 2022 Breach of takeover 

 
During the Due Diligence by Sunac Services, the shares of First Services started trading again. As you may see in Figure 2 the stock 
price never reached the offer agreement and there was much higher volume than in previous months. Many traders and investors 
were willing to trade the possible takeover arbitrage. 
 
Unfortunately for them, the takeover failed and many people that bought with the possible takeover rumors are, most probably, 
now selling (See volume of the graph above). We believe there is a lot of volume that currently want to exit and very few that 
wants to buy, dropping the price more than comparable peers and based on the fundamental value of the company. Opportunity. 
 
In the following chapters, we will go through each player and bring some light to the current situation of the company and 
why we think there is a long-term opportunity with some catalysts in the short term. 

https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F07247ded-bd47-4a9a-a2df-ad7ddd529625_1216x778.png
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The Investment Thesis: First Service Holding (HKEX: 2107) 
 
In this thesis, we are not going to explain its business model which is very similar to Kaisa Prosperity Holdings. If you want to read 
about the business please go to our research report about Kaisa Prosperity. 
 
Although we have exposed the investment thesis with a short-term catalyst, we must analyze the company as a long-term 
investment. 
 
First Service Holding is, in our opinion, one of the most undervalued companies in the property services business with interesting 
asset quality. 50% of its GFA comes from non-residential assets, which is slightly higher than its peers. Very few companies like 
Kaisa and A-Living have higher exposure to non-residential assets. 
 

 
Figure 3. GFA share of Residential and Non-Residential Properties 

 
Another important aspect, 76% of its GFA comes from Third Parties and only 24% from the parent company, Modern Land China 
(HKEX: 1107), which is way higher than other peers. Most of the third party contracted comes from the 2 acquisitions made 
during the first half of 2021. 
 

 
Figure 4. Total GFA distribution by source in First Service Holding 

 
The company is specialized in Green Living Solutions and provides energy services and installs energy stations (central heating) 
for properties. 

https://af3be052-bcb9-44db-b801-f59119040610.filesusr.com/ugd/7c10de_5d286245eebb4475ab04dcb0eb10d1b7.pdf
https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F6a0d7ee9-793a-43cd-ab21-c52ccbe65557_482x289.png
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Figure 5. Revenue distribution, First Service 

 
Compared to peers, we can say it has less exposure to the Property Management Services (48% of the Revenue). The company 
does not have a Smart Solutions segment yet. We think it will be the next expect to bring organic growth. 

 

 
Figure 6. Revenue distribution peers 

 
Although the company has higher exposure to non-residential properties (with higher fees than residential), the company collects 
less revenue per square meter contracted than other peers. This is because the company is focused on non-residential assets 
(schools, offices, etc.) in tier 2 and tier 3 cities. 
 

https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F699b6b2a-611d-4423-954a-ef2d4e519f03_722x521.png


 
First Service Holding, HKEX: 2107 

 
 

7 
 

 
Figure 7. Total Revenue per sqm of GFA contracted 

 
First Service is operating in 104 cities more diversified than other peers with similar management revenue like Kaisa or Central 
China. The company operates in a variety of tier 1 to tier 3 cities. In our opinion, we prefer companies concentrated in a few cities 
than a diversified portfolio. 
 

 
Figure 8. Number of cities & Property Management Revenue per peer 

 
And ƭŀǎǘƭȅΣ ǘƘŜ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅ aƻŘŜǊƴ [ŀƴŘ /Ƙƛƴŀ ŘƻŜǎƴΩǘ ƻǿƴ ǎƘŀǊŜǎ ƛƴ CƛǊǎǘ {ŜǊǾƛŎŜΦ .ƻǘƘ ŎƻƳǇŀƴƛŜǎ ƘŀǾŜ ǘƘŜ ƳŀƧƻǊ 
shareholders in common, Zhang Lei, which has a 66% equity interest in Modern Land and 33.5% in First Service. Another 
important shareholder is Zhan Peng, the Chairman of First Service, and CDH, a Chinese investment firm. This independence from 
the parent company in the shareholder structure is very positive for the minority shareholders, so First Service is not tied to the 
parent company business. 
 

https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2Fbd06d42d-4c23-4d60-9b9f-596c474499fb_676x411.png
https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F74081a89-01d5-4702-a49c-232324e90e2b_655x354.png
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Figure 9. First Service Shareholder structure 

Summary 
¶ The company operates high quality assets but in non-premium neighborhoods. It is very exposed to non-residential 

assets like schools. 

¶ The property management services segment is smaller than in other peers (48% of the revenues) 

¶ First Service is less dependent on the parent company, not only from the shareholder structure but also from the 
properties that they operate (24% of the GFA comes from the parent company). 

¶ The revenue per sqm contracted is lower than other peers. The company operates in lower tier neighborhoods and 
assets. 

¶ The company operates in more than 100 cities, but its size is smaller compared to its peers. ¢ƘŜȅ ŘƻƴΩǘ ŎƻƴŎŜƴǘǊŀǘŜ ǘƘŜƛǊ 
business in a few cities, and it is more diversified in tier 2 and tier 3 cities. 
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The M&A Covenants 
 
As previously stated, First Service made 2 important acquisitions during 2021: 
 

Table 2. Acquisition events in First Service 

Date Event Vendors 

March 2021 Acquisition of Dalian Yahang (80% Equity Interest),  
for 93MRMB 

¶ Beijing Tonghe Property Management Ltd. 

End of March 
2021 

Acquisition of Qingdao Louhang (100% Equity Interest), 
for 136 MRMB 

¶ Shanghai Lijin Architect Design Firm 

¶ Shanghai Luomiao Architectural Engineering 
Design Center 

 
Both companies were already consolidated in the results of the first semester of 2021. First Service is currently trading at a 
market cap of around 700MHKD, and the sum of the acquisitions was нттaIY5Φ Lǘ ƛǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ŀƳƻǳƴǘ ŦƻǊ ǘƘŜ ŎƻƳǇŀƴȅΩǎ 
current value. 
 
But there is an important point in both transactions, the covenants. ¦ƴŘŜǊ ǘƘŜ άtŜǊŦƻǊƳŀƴŎŜ ¦ƴŘŜǊǘŀƪƛƴƎέ ŎƘŀǇǘŜǊΣ ǘƘŜ ǎŜƭƭŜǊǎ 
are committed, from 2021 to 2023, to: 
 

¶ A Net Profit of the Acquired Company not less than 10RMB for Jiuhuashan and 15MRMB for Shangcheng Property. 

¶ A Guaranteed Revenue, that is shown in the table below for each acquisition 
 

Table 3. Guaranteed Revenues by the acquisitions 

Guaranteed Revenues (MRMB) 2021 2022 20223 

Dalian Yahang 94.5 99.22 104.18 

Qingdao Louhang 132 145 159.5 

Total 226.5 244.22 263.68 

 
In the case the vendors fail to meet the Guaranteed Revenue and/or Guaranteed Profit there would be an adjustment in the 
acquisition price. In the ǇŀȅƳŜƴǘΣ ǘƘŜǊŜ ƛǎ ŀƴ ŀƳƻǳƴǘ ǘƘŀǘ ƛǎ ǘƛŜŘ ǘƻ ǘƘŜ ŎƻǾŜƴŀƴǘǎΣ оуΦпawa. ƛƴ ǘƻǘŀƭΣ ŎŀƭƭŜŘ ά.ŀƭŀƴŎŜ ƻŦ 
/ƻƴǎƛŘŜǊŀǘƛƻƴέΦ 
 
The company has declared a contingent consideration as liabilities in the balance sheet. The total amount is 38.4MRMB and in 
the case the acquisitions do not perform as expected, the company will not have to pay. 
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Table 4. Note 15B from First Service Interim Report 2020 

 
 

The covenants go even further. If the adjustment made based on the performance exceeds the contingent consideration, then 
the vendors should pay the difference to First Service. 

In the event that the Adjustment Sum exceeds the sum of the Balance of Consideration and the profit 
distributable to Weihai Shangcheng, the Existing Shareholders shall pay to the Purchaser the difference 

between the Adjustment Sum and the Balance of Consideration. [1] 

Therefore, in the worst-case scenario we can see some of the cash used for the transaction back to First Service balance sheet. 
 

Summary 
 

¶ Hidden value in the balance sheet of First Service Holding due to covenants tied to the performance of the acquisitions 
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The Parent: Modern Land China (HKEX: 1107) 
 
Modern Land China is considered the parent company of First Service Holding. As stated previously, the situation is a little bit 
special: 

¶ Modern Land does not directly own any shares of First Service 

¶ Only 24% of the properties of First Service has been developed by Modern Land 

¶ Zhang Lei, major shareholder, owns 33% of First Service and is also the major shareholders of Modern Land (66% equity 
interest). 

 
Modern Land China is mainly operating in the North of China (66% of Revenues) and the shares of Modern Land are in a trading 
halt since the 20th of October 2021 because they failed to repay its 2021 bonds.  
 
The most important events to understand from 2021 are the following: 
 

Table 5. Modern Land China sequential events 2021 

Date Event 

6th of January 2021 Issuance of 250M$ in senior notes, 9.8% interest, due to 2023 

25th of January 2021 Issuance of 150M$ in senior notes, 11.95%, due to 2024 

1st of February 2021 Issuance of 71M$ in senior notes, 9.8% interest, due to 2023 

2nd of February 2021 Issuance of 77M$ in senior notes, 11.95% interest, due to 2024 

23rd of February 2021 Offer to purchase senior notes, 12.85%, due to 2021. 

24th of March 2021 120MHKD Loan Facility issued. 

5th of July 2021 100MHKD additional Loan Facility issued. 

13th of July 2021 Modern Land subsidiary acquires Land Parcel in Huizhou City for 380MRMB. 

11th of October 2021 Zhang Lei and Zhang Peng communicate loan support to Modern Land by 
800MRMB 

21st of October 2021 Trading Halt 

26th of October 2021 Modern Land fails to repay 250M$ in Senior Notes due to 25th of October 
2021, interest 12.85%. 

2nd of November 2021 Cancelation of the dividend proposed. 

 
The company is in restructuring process and has an important bond repayment (200M$) on the 26th of February 2022 that will, 
most probably, be rescheduled or waived. 
 
The company meets 2 out of the 3 lines imposed by the government:  
 

¶ 93% Net Gearing (<100% red line) 

¶ 1.9 Cash to short term ratio (>1x red line) 

¶ 83.15% Liabilities to Asset ratio excluding receipts in advance (<70% red line) 
 
On the 11th of October Zhang Lei and Zhang Peng declared their intention to give loan support to Modern Land with an 800MRMB 
[ƻŀƴΦ ²Ŝ ŘƻƴΩt know if this has finally occurred. 
 
¢ƘŜ Ƴŀƛƴ ǇǊƻōƭŜƳ ƻŦ ǘƘŜ ǊŜŀƭ ŜǎǘŀǘŜ ŘŜǾŜƭƻǇŜǊǎ ŘƻŜǎƴΩǘ ŎƻƳŜ ŦǊƻƳ ǘƘŜ ƭƻƴƎ-term debt, it mostly comes from the working capital, 
as shown in the following pie. 
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Figure 10. Modern Land Liability distribution 

 
The problem arises when a real estate developer experiences a decline in its revenues. They use their WC to finance future 
projects and they repay the WC with the sale of finished assets. In this case, due to the failure of Evergrande, the Chinese families 
are afraid of buying a property and, among other reasons, lose the deposit. Therefore, we have seen Chinese developers 
struggling with the sale of properties since September 2021, Modern Land included. 
 

 
Figure 11. Modern Land Notes 

 
If we go through Modern Land balance sheet, the company had 13,623MRMB (2,136M$) in Cash and Equivalents, enough to 
repay the 250M$ Bonds expiring in October 2021. But instead of burning cash, the company preferred to declare the bond in 
default and start the capital restructuring. 
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Figure 12.  Monthly contracted Sales and Price per sqm, Modern Land 

 
Modern Land has been very affected by this fear to buy properties, especially since monthly sales from September 2021, we can 
see that: 
 

¶ tǊƛŎŜ ǇŜǊ ǎǉƳ ƘŀǎƴΩǘ ŘŜŎǊŜŀǎŜŘ ƳǳŎƘ ŎƻƳǇŀǊŜŘ ǘƻ ǇǊŜǾƛƻǳǎ ƳƻƴǘƘǎ 

¶ But contracted Sales have decreased a 90% compared to the previous year 

Summary 
¶ Modern Land China is in restructuring process with an important amount of Cash (13,632MRMB) 

¶ The company is slowly selling their assets  

¶ There is no capital structure connection between First Service and Modern Land 

¶ Zhang Lei and Zhang Peng offered 800MRMB loan to Modern Land and try to help its liquidity issues 
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The Failed Takeover: Sunac Services (HKEX: 1615) 
 
The transaction is a little bit complex to understand. Sunac Services agreed to buy 32.21% of the total shares. The Vendors, among 
others, were: 
 

¶ Zhang Peng (17.1% of the total shares), Chairman of the company. 

¶ CDH (8.64%), a Chinese investment firm. 

¶ Zhang Lei (4.31%), major shareholder of First Service (29.2% remaining) and of its parent company, Modern Land (66.11% 
stake). 

Table 6. Shareholder structure after completion of the offer [1] 

 
 

Most of the stake was being sold by Zhang Peng, First Service Chairman, which joined the Group in 2007. Previously, COO and 
tǊŜǎƛŘŜƴǘ ƻŦ ǘƘŜ ǇŀǊŜƴǘ ŎƻƳǇŀƴȅΣ aƻŘŜǊƴ [ŀƴŘΦ ²Ŝ ƘŀǾŜƴΩǘ ŦƻǳƴŘ ǘƘŜ ǊŜŀǎƻƴ ǿƘȅ ǘƘŜ ǘŀƪŜƻǾŜǊ ǿŀǎ ƳŀŘŜ ƛƴ ǘƘƛǎ way: Sunac 
bought only 32% instead of directly offering the purchase of the entire stake in the company.  
 
We think the final intention of the major shareholders was to sell the entire company and use the cash to personally give liquidity 
to Modern Land, by a loan from Zhang Peng and Zhang Lei to the company. First Service Chairman was selling the stake, meaning 
that there would be a change in the management (Sunac Services). 
 
The offer price (2.62 HKD) was a 170.7% premium over the average closing price over the last 90 days up to the offer (0.97 HKD). 
Sunac offered to acquire First Service at x11.85 times earnings (LTM) excluding Cash&Equivalents. The share was trading at 1.53 
HKD before the trading halt due to the takeover rumors leaked to the Chinese press. 
 

https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F0b503a8f-4cab-4de5-83b1-f75a03658eef_776x686.png
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Figure 13. HKEX code on mandatory takeovers [2] 

 
In HKEX, when any entity acquires 30% or more of the total shares, the entity must offer a mandatory offer to the rest of the 
shareholders for non-less than the offer price. Therefore, Sunac Services was required to offer the purchase of the rest of the 
shares at least at 2.62 HKD if the initial offer for the 32.21% of the company succeed. 
 
Additionally, the offer was slightly higher than 30%. Looks like it was intentionally made so they should offer a mandatory 
takeover to the rest of the shareholders. 
 
Sunac sent the deposit to the seller and in exchange, the seller pledged 20% of the share to the buyer. More information is below. 

 
On October 7, 2021, Sunac Service Investment (3) Co., Ltd. (as the buyer) and the seller signed a share 
transfer framework agreement. According to this, Sunac Service Investment (3) Co., Ltd. conditionally agreed 
to provide RMB 2.15 per share Acquired 322,163,000 shares of First Service Holdings Co., Ltd. (the buyer can 
adjust the price based on the result of the due diligence). Pursuant to the share transfer framework 
agreement, the seller pledged to the buyer 200,000,000 First Service Holdings Co., Ltd. shares in the shares 
sold to the buyer as a safeguard measure for the seller to return the first deposit. [3] 

The initial agreement was conditioned to the required Due Diligence by Sunac Services. Finally, after a time extension Sunac 
Services terminated the acquisition without an agreement. Sunac stated in their release the following: 
 

The liquidity problems with Modern Land directly result in material uncertainty regarding the 
ǊŜŀƭƛȊŀōƛƭƛǘȅ ŀƴŘ ǎǳǎǘŀƛƴŀōƛƭƛǘȅ ƻŦ CƛǊǎǘ {ŜǊǾƛŎŜ IƻƭŘƛƴƎΩǎ ōǳǎƛƴŜǎǎ ƻōǘŀƛƴŜŘ ŦǊƻƳ aƻŘŜǊƴ [ŀƴŘ ŀǎ ǿŜƭƭ ŀǎ 
ǘƘŜ ŎƻƭƭŜŎǘŀōƛƭƛǘȅ ƻŦ ƛǘǎ ǊŜŎŜƛǾŀōƭŜǎ ŦǊƻƳ aƻŘŜǊƴ [ŀƴŘΦ ώΧϐ 

Based on the aforesaid circumstances, the Company had negotiated with the CS Vendors in respect of 
the reduction in the consideration based on changes in the actual situation, adjustments made 
accordingly to the transaction arrangements and other matters, and the CS Vendors had indicated in 
writing that it had no objection to the Formal Agreement after negotiation and adjustment. However, 
the CS Vendors suddenly reversed on 31 December 2021 the consensus between the parties in respect 
of the consideration and the relevant transaction arrangements, which in turn resulted in the Formal 
Agreement not being signed on the Long Stop Date. [4] 

From the quoted text, we conclude that Sunac Services asked for a lower offering price per share due to the default of Modern 
Land. The vendors accepted the adjustment of the terms but suddenly on the 31st of December 2021, they changed their mind 
and break the new agreement. 
 
In our opinion, the adjustment was made due to the lower valuation ratios paid in other M&A transactions rather than being the 
Modern Land restructuring a problem for the takeover. 
 
For now, the sellers still have 20% of their stake pledged to Sunac Services until they give back the deposit paid by the offeror. 

Summary 
¶ Sunac tried to acquire First Holding at 11.85 times Price-To-Earnings excluding cash. 

¶ After the Due Diligence, the M&A in the sector was lowering the valuation ratios and asked for an adjustment in the 
price. 

¶ First Service shareholders understood and accepted the adjustment but suddenly they rejected the adjustment. 

https://cdn.substack.com/image/fetch/f_auto,q_auto:good,fl_progressive:steep/https%3A%2F%2Fbucketeer-e05bbc84-baa3-437e-9518-adb32be77984.s3.amazonaws.com%2Fpublic%2Fimages%2F70d21e5d-6206-4ba0-b7cf-2deb84d8b4a3_861x246.png
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The Hidden Player: UBS Group 
 
.ǳǘ ǘƘŜ ǎǘƻǊȅ ŘƻŜǎƴΩǘ ŦƛƴƛǎƘ ƘŜǊŜΦ  
 
During the due diligence period by Sunac Services, a new player jumped on the scene, UBS Group, which started buying shares 
from First Service. In HKEX, when you exceed the 5% stake in a company, you should inform HKEX of your stake and future 
transactions.  
 
The stake of UBS Group belongs to UBS AG, investment bank, and UBS O'Connor LLC, which is an American hedge fund. UBS 
Group currently owns 8.01% of First Service. 
 
The story is the following: 
 

Table 7. Sequential events of UBS Group in First Service 

Date Event Acquisition price 
(HKD per Share) 

1st of November 2021 First Service Holdings shares resumed trading.  

1st of November 2021 UBS Group Holdings declares it has surpassed the 5% limit on the 1st of 
November, from 4.85% stake to 6.46% 2.12 

3rd of November 2021 UBS Group announced an increase of stake from 6.97% to 7.1% using 
Unlisted derivatives ς Cash settled  

8th of November 2021 9ȄŎƘŀƴƎŜ ƻŦ ǎǘŀƪŜǎ ōŜǘǿŜŜƴ ¦.{ !D ŀƴŘ ¦.{ hΩ/ƻƴƴƻǊΦ 
UBS made a short position of 1.35% in First Service (And 7.25% long).  

10th of November 2021 UBS close the short position and continues long (7.26%)  

24th of November 2021 UBS Group increases the long position from 7.82% to 8.01%. 1.70 

 
You can see that there are jumps in the stake without announcing the purchase of shares. We also have found that UBS Group 
ŀƴŘ ¦.{ hΩ/ƻƴƴƻǊ ƘŀǾŜ ŀ relevant position in Jinke Smart Services (15.61%), peer of First Services since IPO (Subscribers). 
 
With this information, we believe UBS was trying to arbitrage the offer price (2.62HKD) with the market stock price (1.7HKD to 
2.12HKD) during due diligence, thinking that the takeover was going to succeed. 
 
Another interesting point, UBS already owned 4.85% before the announcement of the takeover and the resumption of trading. 
Which most probably indicates that UBS was buying with the rumors. They could have made the position months before, but it 
would have been strange due to its low trading volume before the takeover rumors. 
 
Like UBS, there could be more hedge funds and traders playing the arbitrage. And many of them, after the failed takeover wants 
to exit. The trading/arbitrage opportunity has gone. But we find it as an opportunity as pure fundamental investors. 

Summary 
¶ The rumors and gap between the offer price and market price brought hedge funds, traders, and other investors. Now 

that most of the traders want to exit, the share price has reached all-time low levels. Opportunity. 
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The Peers & Sector 
 
Our main approach of the thesis comes from the valuation gap between First Service and the rest of the peers in the sector. You 
can see the difference between them in the following table. 
 

Table 8. EV/Earnings and P/B by market cap 

Category by Market Cap EV/Earnings P/B excluding 
Goodwill 

Small Cap (<1300MHKD) 5.07 3.13 

Mid Caps (Between 1300MHKD & 3200MHKD) 9.33 7.88 

Large Caps (>3200MHKD) 13.90 5.26 

Average 9.56 5.11 

First Service Holdings 1.01 1.33 

 
The following graph shows all the peers and their EV/Earnings current multiple depending on their last semester revenue. Few 
companies are trading at a lower EV/Earnings than First Service: 
 

¶ Roiserv is much more exposed to the parent company, and we believe has higher risk. Although, it is a good 
opportunity too but with a higher risk. 

¶ Colour Life is the subsidiary of Fantasia Holdings and has sold its best subsidiary to Country Garden. We believe it is in 
a tough position, has the lowest quality in the sector and, thus, it is investible. 

¶ Clifford is a very interesting opportunity too, but it is smaller and has more exposure to the real estate business. 

¶ Kaisa Prosperity is very undervalued. It is one of the most interesting opportunities in the current market too. It 
collects more Revenues per sqm contracted than any other peer we followed due to the high quality of the assets and 
the smart services. 

 

 
Figure 14. Enterprise Value to Earnings & Annualized Revenue, per peer 

 
 
Alternatively, it is also valuable the Price-To-Book ratio (excluding Goodwill) to see the tangible value of the company.  
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Figure 15. Price to Book ratio & Annualized Revenue, per peer 

 
With this in mind, we think the market is overreacting after the resumption of the trading halt. 
 

Summary 
 

¶ From the fundamental side, the past events have dropped First Service share price so low that is trading at a relevant 
discount over comparable peers. 
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The Opportunity 
 
The investment thesis has 2 different approaches:  
 

¶ The long-term perspective, where you are sure that you are buying a company at a lower price than its intrinsic value 
¶ The short-term perspective, where you have found different catalysts that may move the share price in one direction 

 
In the first approach, we are not going to spend much time on it, we would like to keep the report as short as possible. Indeed, 
we think almost 50% of the property management companies are trading under their intrinsic value. We are very bullish on the 
sector, and we think that after the capital restructuring of the parent companies, we will have important revaluations in the 
sector. 
 
With a long-term approach, we believe that First Service is a good investment due to the following reasons: 
 

¶ The company is trading very cheap, almost at tangible value (residual value). 

¶ The management was willing to sell, and this may occur in the coming future. 

¶ The initial offer by Sunac Services was almost 3 times higher than todayΩs trading price, proving that there is a lot of 
value in the company. The ǘǊŀƴǎŀŎǘƛƻƴ ŘƛŘƴΩǘ ƻŎŎǳǊ ōŜŎŀǳǎŜ CƛǊǎǘ {ŜǊǾƛŎŜ ŘƛŘƴΩǘ ǿŀƴǘ ǘƻ. 

¶ The company is very little exposed to residential properties and properties coming from Modern Land China 

¶ We have recently seen transactions at EV/Earnings from 8 times to 16 times. Applying the lowest multiple, the potential 
will be huge. 

 
Our short-term approach is the following: 
 

¶ Many sellers that trade the pricing arbitrage and bought with the rumor are now willing to exit, but there are not many 
buyers willing to absorb the volume in the short term, thus dropping the share price in the short term. 

¶ After the selloff, the share price will be normalized, and the share could rise 20% to 30% and reduce the gap with 
comparable peers. 

¶ The company could start repurchasing shares after the resumption. 
 
We also believe that we will experience 2022 of many M&As in the sector. The sum of the Cash & Equivalents of the 47 peers we 
follow in the sector is more than 151.98BHKD whereas the sum of the 47 market caps is 506.42BHKD. This means that 30% of the 
total market cap is Cash & Equivalents and could be used for M&A transactions. There is a lot of liquidity in the business to allocate 
and valuation ratios are at a minimum and we believe there are many not public peers based on the top 100 rankings. 
 

Table 9. Property Management Balance Sheet data 

Property Management Sector Amount (MHKD) 

Cash and Equivalents 151,990 

Receivables 58,275 

Payables 114,800 

Net Income 31,735 

Market Cap 528,645 

 
The small companies like First Service are the perfect target for bigger companies looking for M&A., easier to consolidate and 
cheaper to acquire. 
 

  

http://www.ttpaihang.com/news/daynews/2021/21042307143.htm
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The Valuation 
 
From the long-term approach, we think it is a very asymmetrical trade, on one hand, the company is trading at almost tangible 
book value, but the company is doing business as usual. We may see some short-term turbulences: weaker margins in the coming 
results and a decrease in revenues, but at the current price is worth investing in. 
 
Based on the latest M&A in the sector, we can value First Service at 8 times Enterprise Value to Earnings, which is the lowest 
valuation offered. This gives a target price of 1.89 HKD, 170% higher than the current price. Indeed, most of the peers with the 
same size as First Service are trading between 6 to 20 times EV/Earnings. 
 

Table 10. Valuation matrix, Potential Return based on EV/Earnings & First Service Share Price 

 
 
From the short-term approach, we have almost made a valuation matrix depending on the market price of First Service Holding 
and the Enterprise Value to Earnings ratio.  
 

Table 11. Valuation matrix, Potential Return based on EV/Earnings & First Service Share Price 

 

0 1 2 3 4 5 6 7 8 9 10 11 12

0.6 -10% 11% 32% 54% 75% 96% 117% 139% 160% 181% 202% 224% 245%

0.61 -12% 9% 30% 51% 72% 93% 114% 135% 156% 177% 198% 218% 239%

0.62 -13% 8% 28% 49% 69% 90% 110% 131% 152% 172% 193% 213% 234%

0.63 -14% 6% 26% 46% 67% 87% 107% 127% 148% 168% 188% 208% 229%

0.64 -16% 4% 24% 44% 64% 84% 104% 124% 144% 164% 184% 203% 223%

0.65 -17% 3% 22% 42% 61% 81% 101% 120% 140% 160% 179% 199% 218%

0.66 -18% 1% 20% 40% 59% 78% 98% 117% 136% 156% 175% 194% 214%

0.67 -20% -1% 19% 38% 57% 76% 95% 114% 133% 152% 171% 190% 209%

0.68 -21% -2% 17% 36% 54% 73% 92% 111% 129% 148% 167% 186% 204%

0.69 -22% -3% 15% 34% 52% 71% 89% 108% 126% 145% 163% 182% 200%

0.7 -23% -5% 13% 32% 50% 68% 86% 105% 123% 141% 159% 177% 196%

0.71 -24% -6% 12% 30% 48% 66% 84% 102% 120% 138% 156% 174% 192%

0.72 -25% -7% 10% 28% 46% 63% 81% 99% 117% 134% 152% 170% 187%

0.73 -26% -9% 9% 26% 44% 61% 79% 96% 114% 131% 149% 166% 184%

0.74 -27% -10% 7% 25% 42% 59% 76% 94% 111% 128% 145% 162% 180%

0.75 -28% -11% 6% 23% 40% 57% 74% 91% 108% 125% 142% 159% 176%

0.76 -29% -12% 4% 21% 38% 55% 72% 88% 105% 122% 139% 156% 172%

0.77 -30% -13% 3% 20% 36% 53% 69% 86% 103% 119% 136% 152% 169%

0.78 -31% -15% 2% 18% 35% 51% 67% 84% 100% 116% 133% 149% 165%

0.79 -32% -16% 1% 17% 33% 49% 65% 81% 97% 114% 130% 146% 162%

0.8 -33% -17% -1% 15% 31% 47% 63% 79% 95% 111% 127% 143% 159%

0.81 -33% -18% -2% 14% 30% 45% 61% 77% 93% 108% 124% 140% 156%

0.82 -34% -19% -3% 12% 28% 44% 59% 75% 90% 106% 121% 137% 152%

0.83 -35% -20% -4% 11% 26% 42% 57% 73% 88% 103% 119% 134% 149%

0.84 -36% -21% -5% 10% 25% 40% 55% 70% 86% 101% 116% 131% 146%

0.85 -37% -22% -7% 8% 23% 38% 53% 68% 83% 98% 114% 129% 144%

0.86 -37% -22% -8% 7% 22% 37% 52% 67% 81% 96% 111% 126% 141%

0.87 -38% -23% -9% 6% 21% 35% 50% 65% 79% 94% 109% 123% 138%

0.88 -39% -24% -10% 5% 19% 34% 48% 63% 77% 92% 106% 121% 135%

0.89 -39% -25% -11% 4% 18% 32% 47% 61% 75% 90% 104% 118% 133%

0.9 -40% -26% -12% 2% 17% 31% 45% 59% 73% 87% 102% 116% 130%
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0 0.25 0.5 0.75 1 1.25 1.5 1.75 2 2.25 2.5 2.75 3

0.6 -10% -5% 0% 6% 11% 16% 22% 27% 32% 38% 43% 48% 54%

0.61 -12% -6% -1% 4% 9% 15% 20% 25% 30% 35% 41% 46% 51%

0.62 -13% -8% -3% 2% 8% 13% 18% 23% 28% 33% 38% 44% 49%

0.63 -14% -9% -4% 1% 6% 11% 16% 21% 26% 31% 36% 41% 46%

0.64 -16% -11% -6% -1% 4% 9% 14% 19% 24% 29% 34% 39% 44%

0.65 -17% -12% -7% -2% 3% 7% 12% 17% 22% 27% 32% 37% 42%

0.66 -18% -14% -9% -4% 1% 6% 11% 15% 20% 25% 30% 35% 40%

0.67 -20% -15% -10% -5% -1% 4% 9% 14% 19% 23% 28% 33% 38%

0.68 -21% -16% -11% -7% -2% 3% 7% 12% 17% 21% 26% 31% 36%

0.69 -22% -17% -13% -8% -3% 1% 6% 10% 15% 20% 24% 29% 34%

0.7 -23% -18% -14% -9% -5% 0% 4% 9% 13% 18% 23% 27% 32%

0.71 -24% -20% -15% -11% -6% -2% 3% 7% 12% 16% 21% 25% 30%

0.72 -25% -21% -16% -12% -7% -3% 1% 6% 10% 15% 19% 24% 28%

0.73 -26% -22% -17% -13% -9% -4% 0% 4% 9% 13% 18% 22% 26%

0.74 -27% -23% -19% -14% -10% -6% -1% 3% 7% 12% 16% 20% 25%

0.75 -28% -24% -20% -15% -11% -7% -3% 2% 6% 10% 14% 19% 23%

0.76 -29% -25% -21% -16% -12% -8% -4% 0% 4% 9% 13% 17% 21%

0.77 -30% -26% -22% -18% -13% -9% -5% -1% 3% 7% 11% 16% 20%

0.78 -31% -27% -23% -19% -15% -10% -6% -2% 2% 6% 10% 14% 18%

0.79 -32% -28% -24% -20% -16% -12% -8% -4% 1% 5% 9% 13% 17%

0.8 -33% -29% -25% -21% -17% -13% -9% -5% -1% 3% 7% 11% 15%

0.81 -33% -30% -26% -22% -18% -14% -10% -6% -2% 2% 6% 10% 14%

0.82 -34% -30% -26% -23% -19% -15% -11% -7% -3% 1% 5% 9% 12%

0.83 -35% -31% -27% -24% -20% -16% -12% -8% -4% 0% 3% 7% 11%

0.84 -36% -32% -28% -24% -21% -17% -13% -9% -5% -2% 2% 6% 10%

0.85 -37% -33% -29% -25% -22% -18% -14% -10% -7% -3% 1% 5% 8%

0.86 -37% -34% -30% -26% -22% -19% -15% -11% -8% -4% 0% 3% 7%

0.87 -38% -34% -31% -27% -23% -20% -16% -12% -9% -5% -1% 2% 6%

0.88 -39% -35% -32% -28% -24% -21% -17% -13% -10% -6% -3% 1% 5%

0.89 -39% -36% -32% -29% -25% -22% -18% -14% -11% -7% -4% 0% 4%

0.9 -40% -37% -33% -29% -26% -22% -19% -15% -12% -8% -5% -1% 2%
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After the selloff and with a normalized price, we think the company should, at least, be trading at 3 times Enterprise Value to 
Earnings ratio (+0.92HKD). With the current price, the trade will return more than a 30% yield. Bear in mind, Sunac was willing to 
pay more than 11 times Enterprise Value to Earnings. 
 
We like the company at these prices for the long run. We think there is a sell-off that is pressuring the share price down and that 
will end in the following weeks. If we are right, we made a good short-term trade, if we are wrong, we are buying a company a 
good company at a very undervalued price. 
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The Conclusion 
 
We believe First Service is an interesting opportunity in the Property Management sector. As we have shown, the company is 
very undervalued versus other peers, and it is less exposed to the real estate business than themΦ ¢ƘŜ ŎƻƳǇŀƴȅΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ƛǎ 
not dependent on Modern Land ChinaΩǎ performance and has the perfect size and price to be acquired. As well, there is also a 
hidden value in the balance sheet due to the covenants of their previous acquisitions. The management canceled the takeover 
by Sunac Services, but negotiations can continue in the following year. 
 
We made a small position in First Service, buying shares at 0.66HKD and 0.68HKD between the 6th and 7th of January 2021. We 
think the market is too pessimistic with the company. Most probably due to the restructuring of Modern Land and the failed 
takeover by Sunac Services. We have also found the possibility that the share will rise after assimilating the selloff volume. 
 
We like the possible catalysts of the company. In the long run, we prefer Kaisa Prosperity (HKEX:2168). Their assets are ones with 
the highest quality in the sector and the company has developed a very important segment in Smart Solution Services, although 
the risks coming from the parent company are higher than in First Service. Investing in First Service also gives some diversification 
between peers, and you are less dependent on the performance of a single stock. 
 
Rodrigo Villanueva 
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