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First Service Holding Limited TickerHKEX: 2107

The filed takeovergivesa great Current Price: G8HKD
Target Price: 1.89HKD

opportunity in the sectorat current prices Rebound Price: 0.92HKD

Summary Key Statistics
Dil. Shares O/S (MM): 154 Market Cap BHHK): 3.842
Thelntroduction to the Opportunity. The failed takeover by Sunac Sersiaad Enterprise Valud(HK): 180 Insiders Ownership S
. . . Dividend: 0.04 Yield: 5.5%
a possible selloff by traders that were trading the gap between the offer price byyayps: 8.33 PINAVPS: 0.7%
Sunac and the market share price is pushing First Service price atmvmay Float 04): 36% Avg. Daily VolumeM): 5.5

rebound when the markieabsorbs lately amount of volume.

Thelnvestment ThesisFirst Service Holdingrirst Service operates high quality
assets (nosresidential) but in tier 2 and tier 3 cities. Thus, the Revenue per sqgm

I
Contracted is lower than peers. On the otheaind, the company is not very " b lk
depencent on the parent company, Modern Land China, which is not a direct " t |\ \
shareholder of the company. o Y, A
The M&A Covenants First Service acquired 2 companies during the first half of -
2021. Some of the acquisition price is tiedthe performance of the acquisition e L

for the next 3 years. The vendors will not receive the entire amount if the target
performanceis not met and, worst case, they will have to give back the amoun
received from First Service. There is a hidden valubédrbalance sheet if the
acquisitions do not perform as in 2020.

This research has been written without an
incentive and freely releasdo the financial

The Parent: Modern Land ChinaModern Land Chinahe parent company, is communltyto show my_anfil){t|cal S_k'”S and figd
under a restructuring process after failing to repay their bond in October 2021 a job opportunity in investing.

Only 24% of the properties manageg Birst Service come from Modern Land.
The parent is slowly selling assets and the management is willing to help with Do not use this report asnainvestment
personal financial support. Modern Land management was willing to sell thelr recommendationDo your own dudliligence.
stake in First Service, most probably to help Modern Land.

The Failed Takeover: Sunac Serviddaldings Sunac Services Holdings offered
2.62 HKD for the entire Equity Interest in First Service Holdit¢fE% from the
trading price 90 days before the offeifter their due diligace, Sunac asked for
an adjustmentn the offer price and First Service agreed on the adjustment. But
on the 31st of December 2021, First Service canceled dgeeement,and the
takeover fails.

The Hidden Player: USB Grougrior and during the Due Diligence period
(November 2021 to Janua®p22), UBS Group made an important position in the
company. Currently, UBS owns 8% of First Ser@oee of the positionwas
acquired at 1.70HKD and 2.1HKD. We believe UBS was trading the gap between
the offer price and the market price.

ThePeers & Setor. From a fundamental analysis approach, the past events have—
dropped the share price at a level that is trading at a relevant discount ovelPrice target.We believeFirst Servicecurrent
comparable peersThe company is trading at 1.01 times Enterprise Value tp price is very far away from its intrinsic value. We
Earnings and 1.33 times Price to Book Value excluding Goodwiill. have no doubt that if the company continues
achieving their business plan, the gap between
The Opportunity. Due to the events presented above, First Services Holding akneir current price and intrinsic value willrrow.
current prices gives a good lotgrm opportunity with short term market
catalysts

The Valuation At current prices we believe the company should trade at

1.89HKDO177% upsideassuminghe lowest valuation ratio seen lately imther

M&A transactions. In the short term, we believe the share price cabldund to

0.92HKD(35% upsidebased on comparable peevehen the market absorbs the ~ Follow us on our Social Networks. o] v
volume from the selloff by traders.
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Thelntroduction to the Opportunity
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Figurel. First Service Holding IPO

In this report,you will find a research report abotirst Service HoldingHKEX: 2107Xhinese property services company. We
believe it is a special situation due to the events wealveutto present in the following report. The company operates in the
same business as Kaisa ProspdHti{EX: 21683 company that we already published a report and a thesis updéoe can read
our analysis of the business attps://www.newvilaresearch.com/reseahc

To find opportunities and be on trackith the sector, | 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 foundimteeesting opportunity with a short
term catalyst.

In our previous update, | wrote about the market inefficiency and stemrh trade opportunity in Sundy Servi¢dKEX: 9608)
more info onPage 12 of the Kaisa H1 2021 Update Th&siscompany was trading way lower than peers;2®% discounto
its net cash position. We thought that the market was not considering the raise agécfipm 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 akéailed t
from SunacServices Holding$lKEX1516) to acquire First Service Holding.

[ S (st@rfigoing back to2021. First Service, like most of the microcaps in the property management business, was very
undervalued compared to small, mid, and large caps. The compadgd almost at net cash in some periodduring the first
half of 2021 acquired 2 companies.

In July, the Evergrande crisis exploded spreadthe fear to other property developers. Then, many developers wanted to sell
their property services subsidiary, like Evergrande Group or Fantasia Holdipgsyidethe parent companyvith liquidity.

In August, First Service announced that they werdingilto start repurchasing shares, but they never did it. By the end of
Septemberthe 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

NEW VILA

EQUITY RESEARGH First Service HoldingdKEX: 217

N-A

l 2107 First Service Holding Limited 0.68ux0 -0.03 -4.41 |

ﬂ" 4™ { ' '
| | L PN
Acquisition of Weihai I ' H I
J I
Shangcheng I I‘
(135MRMBE) 13| Announcement
Takeover Sunac
ISer\.rlces l
%

h |' [II l '
|| h ' ]|I I'l Interim Results l
e l|| H1 2021
IH '|:'-‘ N | I

= ity UG
PERTRY (R L Y l,
f l| I:l"||-||r ] 1+' K ‘II| .I a1

Acquisition of Jiuhuashan 4 ”31Il ha g i lay
(93MRMB) | ' "} o d ™

Trading Halt

Breach of the takeover. I
Sell-off by investors/traders ‘ 088

We enter, opportunity

Higher volume than
previous months
Trading8:Asbitrage
opportunity (7)

..... l-..l-ll.ll_--,l_-.._- [ Y ——

Figure2. First Service stock price during 202022

On te 8" of October, the company announced a trading halt dua tg & AiloBniBioand just a month later they announced

the offer from Sunac Services to acquire 32% of the caom@and the rest of the sharder 2.62 HKDA very high price for a
companythat wastrading at 0.80 HKD before the rumors of takeover started. This gives some hints about how undervalued were
and currently are somemicro caps and small caps in this busm&unacoffer price valued the share dt1.85 times Pricdo-
Earnings of the last twelve months (LTM).

Tablel. Sequential Events of First Service during 2&0R2
Date Event

March 2021
End of March 2021
August 2021

8th of October 2021

Acquisition ofDalian Yahan{0% Equity Interest), for 93MRMB

Acquisition ofQingdao Louhan@L00% Equity Interest), for 136 MRMB
Interim results first semester 2021 and intention to repurchase shares ¢
market (did not repurchase any)

Trading Halt. First Service negotiating a possible takeover by Sunac Servic

November 2021 Announcement of acquisition of 32.22% First Service shares by Sunac ¢
1516 and mandatory offer for the rest of shares at 2.62 Hi€D shareanc
resumption of trading

January 2022 Breach of takeover

Duringthe Due Diligence by Sunac Servjdbe shares of First Services started trading agssnyou mageein Figure2 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.

Unfortunatelyfor them, the takeover failed and many people that bought with the possible takeover ruarersnost probably,
now selling (See volume of the graph abowe believe there is a lot of volume thatirrently want to exit and very few that
wants to buy, dropping the priceaore than comparableeersand based on the fundamental value of the compa@pportunity.

In the following chapterswe will go through each player and bring some light to the current situation of the compang
why we think there is dong-term opportunity with some catalysts in the short term.
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Thelnvestment ThesisFirst Service Holdin(HKEX2107)

In this thesisyve 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 godar research report about Kaisa Prosperity

Although we have exposed the investment thesish a shortterm catalyst we must analyze theompanyas a longerm
investment.

First Service Holding is, in our opinion, one of the most walaed companies in the property services businels interesting
asset quality 50% of its GFA comes from nasidential assets, which is slightly higher than its peers. Very few companies like
Kaisa and Aiving have higher exposure to nossidentid assets.

Residential and Non-Residential Properties

A-LIVING SMART CITY SERVICES CO, LTD...
Kaisa Progperity Holdings Limited...

FIRST SERVICE HOLDING LIMITED...
ZHEMNRO SERVICES GROUP LIMITED...

CIFI EVER SUNSHINE SERVICES GROUP...

CENTRAL CHINA MEW LIFE LIMITED...

Evergrande Property Services Group Ltd...
0.0% 200% 400% 600% B0.O0% 100.0%

m Residental  m Non-Residential

Figure3. GFA share of Residential and N&esidential Properties

Another important aspect, 76% of its GFA comes from Third Parties and only 24% from the parent company, Modehmiand
(HKEX1107) which is way Igher than other peersMost of the third party contracted comes from the 2 acquisitions made
during the first half of 2021.

ey

0% 20% 40% 60% 80% 100%

ETHIRD PARTY (SQM)  ®mMODERN LAND (SQM)

Figure4. Total GFA distribution by source in First Service Holding

The company ispecialized in Green Living Solutions and provides energy services and émgglly stations (central heating)
for properties.
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Revenue Distribution

1 _
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® Property Management Services m Green Living Solutions

¥ Value-Added Services B Community Services

Figureb. Revenue distribution, First Service

Compared to peers, we can say it has less exposutieet Property Management Services (48#the Revenug The company
does not have a Smart Solutions segment yet. We think it will be the next expect to bring organic growth.
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ZHENRO SERVICES GROUP LIMITED (XHKG:£958)

Kaisa Prosperity Holdings Limited (XHKG:2168)

FIRST SERVICE HOLDING LIMITED (XHKG:2107)

COUNTRY GARDEN SERVICES HOLDINGS COM PANY LIMITED
(¥HK G:6098)

CIFI EVER SUNSHINE SERVICES GROUP LIMITED (¥ HKG:1555)

Evergrande Property Services Group Ltd (XHKG:6666)

A-LIVING SMART CITY SERVICES CO., LTD. (XHKG:3313)

Colour Life Services Group Co., Limited (XHKG:1778)
0.0% 10.0% 20.0% 30.0% 40.0% 50.0% 60.0% 70.0% B0.0% 90.0% 100.0%
m PM Services m Com AddValue m Non-Com AddValue mEngineering m 3-SUPPLIES m City Services g Smart Solutions mOther
Figure6. Revenue distbution peers
Although the canpany has higher exposure to noesidential propertiegwith higher fees than residentiathe company collects

less revenue per square meter contracted than other peélss is because the company is focused on-residential assets
(schools, officestc)) 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

NEW VILA

EQUITY RESEARGH First Service HoldingdKEX: 217

N-A

RMB/sgm contracted
14.00
12.00
10.00
B.00
£.00
400
2.00
0.00
S S o A S .
o & 3 & o &
q‘ﬁ\ \3‘3\ Q-\ \*" QS q& ,5&;3 tq' ‘g}\
é@ w O@“—’ o ‘é@ Q_D"-.v B\ ,333' &H <5
¢ = & \gg?q é& (qfé\‘ L’S‘\ &
& iy @&

Figure7. Total Revenue per sqm of GFA contracted
FirstServiceis operating in 104 cities more diversified than other peers with simi@anagementevenue like Kaisa or Central
China. The company operates in a variety of tier 1 to tier 3 cities. In our opinion, we prefer companies concensrétertities
than a diversifiedportfolio.

400

COUNTRY
350 .
EVERGRANDE

300 COLOUR LIEE =
2 250
=
=
=z
- A-LIVING
w
E .
El
= 150 FIRSTSERVICE .

CENTRALCHINA et

100 - e

E\-‘ERSUNSHINE
ZHENRO
o ®KAISA
0
0.00 1.00 2.00 3.00 4.00 5.00 6.00 7.00 B.00 9.00 10.00

PM Services Revenues (Billion RMB)

Figure8. Number of cities & Property Management Revenue per peer

Andf I aGf ez GKS LI NByd O2YLIlyeée az2RSNYy [FYyR /KAYlF R2SayQi
shareholders in commagnZhang Lei, whithas a 66% equity interest in Modern Land and 33.5% in First Sefriother
important shareholder is Zhan Peng, the Chairman of First Service, and CDH, a Chinese investment firm. This independence frol
the parent company in the sharelu#r structure is very positive for the minority shareholders, so First Service ieddd the

parent company business.
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SHAREHOLDER SHARE

Zhang Lei;

Free Float;
33.50%

36.28%

Zhang Peng;

CDH; 8.64%
17.92%

Figure9. First Service Shareholder structure

Summary

1 The company operates high quality assets touhon-premium neighborhoods. lis very exposed to neresidential
assets like schools.

1 The property management services segmergnsller than in other peers (48% of the revenues)

1 First Service is lesfependent on the parent company, not only from the shareholder structure but also from the
properties that they operate @4 of the GFA comes frotine parent company).

1 The revenue per sgm contracted is lower than other peers. The company operates intieneeighborhoods and
assets.

f  The company operates in more than 100 cities, but its size is smaller comparedaers.t KS& R2y Qi 02y 0S)

business irafew cities,and it is more diversified in tier 2 and tier 3 cities.
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TheM&A Covenants

As previously stated, First Service madefortant acquisitions during 2021

Table2. Acquisition events in First Service

Date Event Vendors

March 2021  |Acquisition ofDalian Yahand80% Equity Interes| { Beijing Tonghe Property Management Ltc
for 93MRMB

End of MarclAcquisition oQingdao Louhan(l00% Equity Interes 1 Shanghai Lijin Architect Design Firm

2021 for 136 MRMB 1 Shanghai Luomiao Architectural Enginee

Design Center

Both companies were already corisiated in the results of the first semestef 2021.First Service is currently trading at a
market cap of around 700MHKD, and the sum of the acquisiti@sww T al Y5® LG Aa +Fy AYLRNLFyG |
current value.

But there is an important@int in both transactions, the covenants.y RS NJ 4 KS at SNF2NXI yOS ! y RSNI
are committed from 2021 to 2023to:

1 ANet Profit of theAcquiredCompany not less than 10RMB for Jiuhuashan and 15MRMB for Shangcheng Property
1 A Guaranteed Revenuthat isshown in the table below for each acquisition

Table3. Guaranteed Revenues by the acquisitions
Guaranteed Revenug(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 vendoffsil to meet the Guaranteed Revenue and/or Guaranteed Profit there would be an adjustment in the
acquisition pricelntheLJr @ YSy 1z GKSNB Aa +y FY2dzyd GKFd A& GASR G2 GKS
/| 2y&aARSNY A2y ¢ D

The company has declate contingent consideration as liabilities in the balance sheet. The total amount is 38.4 RRMB
the case the acquisitionsadnot perform as expected, the company will not have to pay.
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Table4. Note 15B from First Service Inien Report 2020

Qingdao

Dalian Yahang Luchang Total

Note RMB 000 RMB'000 AME'000

Property, plant and equipment 59 1,659 1,718
Intangible assets 19,500 16,900 36,400

Deferred tax assets 132 199 33
Trade and other receivables i) 12,197 48,017 60,214
Cash and cash equivalents 3,018 1,389 4,407
Trade and other payables (8,062) (17,191} (25,253)
Contract liabilities (6,882) (841) (7,723)
Current taxation - (5,158) {5,158)
Deferred tax liabilities (4,875) (4,225) (9,100)
Total net identifiable assets acquired 15,087 40,749 55,836
Non-controlling interest (111} (3.017) (12,225) (15,242)

Fair value of net identified assets acquired,

net of non-controlling interests 12,070 28,524 40,504
Goodwill (i) 80,068 106,446 186,514
Total consideration 92,138 134,970 227,108
Cash consideration 75,600 113,120 188,720
Contingent consideration {iv) 16,538 21,850 38,388
Total consideration 92,138 134,970 227,108

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

In the event that the Adjustment Sum exceeds the sutineoBalance 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 Considergtipn.

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

Summary

I Hidden value in the balance sheet of First Service Holding due to covenants tied to the performance of the acquisitions

10
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TheParent. Modern Land Chin@HKEX: 1107)

Modern Land China is considered the parent company of First Service Héldistated previouslythe situation is a little bit
special:
1 Modern Land does not directly own any shares of First Service
1 Only 24% of the qpperties of First Service bheen developed by Modern Land
1 Zhang Lei, major shareholder, owns 33% of First Service and is also the major shareholders of Modern Land (66% equit
interest).

Modern Land China is mainly operating in the North of China (@@Revenuesand theshares of Modern Land are @trading
halt since the 20th of October 202kcause theyailed to repay it2021bonds.

The most important events to understand from 2021 are the following:

Table5. 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 201 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 380V

11th of October 2021 Zhang Lei and Zhang Peng communicate loan suppaxddern Land b
800MRMB

21st of October 2021 Trading Halt

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

2nd of November 2021 Cancelation of the dividend proposed.

The company is irestructuring process and has an important bond repayment (200M$) on the 26th of February 2022 that will,
most probably, be reschedulest waived

The company meets 2 out of the 3 lines imposed by the government:
1 93% Net Gearing (<100% red line)
I 1.9 Cak to short term ratio (>1x red line)

1 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
[ 21 y @ ekSow RthigHas finally occurred.

CKS YFAY LINBOESY 2F GKS NBIf S a-etmiét ko doasiBontine wozkiBgicspial, O 2
as shown in the following pie.

11
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LIABILITIES STRUCTURE

Corporate
Bonds; ¥938

Senior Notes;
¥8,533 Payables;

¥52,391

Figurel0. Modern LandLiability distribution

The problem arises nen a real estate developexxperiencesa declinein its revenues. They use their WC to finance future
projects and they repathe WCwith the sale of finished assets. In this case, due to the failure of Evelgdue Chinese families

are afraidof 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.

350 14.00%

300 12.00%

250 10.00%
200 8.00%
150 6.00%
100 4.00%
50 2.00%
0 0.00%

26-February-2022  13-November-2022 11-April-2023 4-March-2024

I [ssuance amount e nterest

Figurell. Modern Land Notes
If we go through Modern Land balance sheet, the company had 13,623MRMB (2,136M$) in Cash and Equivalents, enough ftc

repay the 250M$ Bonds expiring in October 2021. But instead of burning cash, the coprpéeryedto declare he bond in
default and starthe capitalrestructuring.

12
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Figurel2. Monthly contracted Sales and Price per sqm, Modern Land

Modern Land has been very affected by this fear to properties, especially since monthly sales fr6eptember 2021, we can
see that:
T t NAROS LISNJ aljy KFrayQid RSONBIFI&aSR YdzOK O2YLI NBR (2 LINBGA:
1 But ontracted Sales have decreased a 90% comparéidetprevious year

Summary
1 Modern Land China is in restructuring procesth an important amount of Casfi3,632MRMB)
1 The company is slowly selling their assets
1 There is no capital structure connection between First Service and Modern Land
1 Zhang Lei and Zhang Peng offered 800MRMB loan to Modern Land and try to help its liquidity issues
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TheFailedTakeover Sunac Servicg$|iKEX: 1615)

The transaction is a little bit complex to understand. Sunac Services agreed to buy 32.21% of the total shares. Thavendors,
others, were:

1 Zhang Peng (17.1% of the total shares), Chairman of the company.
1 CDH (84%), a&hineseinvestment firm.
1 Zhang Lei (4.31%), major shareholder of First Service (29.2% remainingitapadrent companyModern Land (66.11%

stake).
Table6. Shareholder structure after completion of the offdi]
Immediately after
As at the date of this Completion but before
joint announcement the Offer is made

Approximate Approximate
Number of % of Shares Number of % of Shares
Name of First Service Shareholders Shares held in issue Shares held in issue
The Offeror - - 322,163,000 32.2163%

Mr. Zhang Lei, Mr. Zhang

Peng and the CS Vendors

Glorious 334,926,750 33.4927% 291,775,000 29.1775%
Mr. Zhang Peng 8,225,000 0.8225% 8,225,000 0.8225%
Hao Fung 170,777,250 17.0777% - -
Mr. Zhang Lei - - - -
Sub-total 513,929,000 51.3929% 300,000,000 30.0000%
The Offeror and its concert parties 513,929,000 51.3929% 622,163,000 62.2163%
Mr. Liu Peiging 310,000 0.0310% - -
Liu Pei Qing Management 10,988,750 1.0989% - -
Long Han Management 10,511,250 1.0511% - -
CDH 86,424,000 8.6424% - -
Mr. Jia Yan (Note 1) 4,499,977 0.4500% 4,499.977 0.4500%
Ms. Zhu Li (Note 1) 676,155 0.0676% 676,155 0.0676%
Mr. Jin Chungang (Note 1) 1,007,282 0.1007% 1,007,282 0.10079%
Scheme Trustee (Note 2) £.900,000 0.8900% 8,900,000 0.8900%
Other public First Service Shareholders 362,753,586 36.2754% 362,753,586 36.2754%
Total Shares in issue 1,000,000,000 100%  1,000,000,000 100%

Most of the stake was being sold by Zhang Peng, First Service Chairman, which joined the Group in 2007. Previously, COO at
t NBaARSYy(l 2F (GKS LI NByid O2YLIyes az2RSNY [FYRd 2 SaykungSy Qi
boughtonly 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 gashdoally givdiquidity
to Modern Landby a loan from Zhang Peng and Zhang Lei to the compésy Service Chairman was selling the stake, meaning
that there would be a changea the management (Sunac Services).

The offer price (2.62 HKD) wa&70.7% premium over the average closprige over the last 90 days up to the offer (0.97 HKD).

Sunac offered to acquire First Service at.8btimes earnings (LTM) excluding Cash&Equivalents. The share was trading at 1.53
HKD before the trading halt due to thakeoverrumorsleaked to the Clmiese press.
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Mandatory Offer

Under Rule 26 of the Code, the SFC requires a mandatory offer to be made to all the
shareholders of the Offeree by the Offeror in the following circumstances, unless a waiver
is granted by the Executive:

i. when any person (or two or more persons acting in concert) acquires, whether by a
series of transactions over a period of time or not, 30% or more of the voting rights of a
company; and

Figurel3. HKEXcode onmandatory takeoverdq2]

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
shareholdersdr nonless than the offer price. Therefore, Sunac Services was required to offer the purchase of thethest of
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 30R&oks 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 exchattgeseller pledged 20% of the share to the buyer. More informaitidnelow.

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 InveqiB)€d., 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 diligerRa)suant to the share transfer framework
agreementthe 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 dgBpsit.

The initial agreement wasonditioned 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 refeagalowing

The liquidity problems with Modern Land directly tesa material uncertainty regarding the
NEFtATFOoAtfAGE YR adzadlIAylroAfAdGe 2F CANRBRG { SNBAOS |
GKS O2ttSOllIoAtAGeE 2F Ada NBOSAGIoftSa FNRY az2RSNYy |

Based on the aforesaid circumstances, the Compaynegotiated 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, whidhrn resulted in the Formal
Agreement not being signed on the Long Stop Oéle.

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 vendorscaepted the adjustment of the terms but suddenly on the 31st of December,206@¢ changed their mind
and break the new agreement.

In our opinion, the adjustment was made due to the lower valuation ratios paid in Mg transactions rather than beinihe
Modern Land restructuring a problem ftre takeover.

For now, the sellers stilave20% of their stake pledged to Sunac Services untjl ¢inee back the deposit paid by the offeror.

Summary

1 Sunac tried to acquire First Holding at 11.85 times Priz&arnings excluding cash.

1 After the Due Diligence, the M&A in the sector was lowetimgyvaluaton ratios and asked for an adjustment in the
price.

9 First Service shareholders understood and accepted the adjustment but suddenly they rejected the agfjustme
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TheHidden PlayerUBS Group
.dzii GKS aid2NR R2SayQi FTAYA4AK KSNBo

During the due diligence periday Sunac Servicea new player jumped on the scene, UBS Graupch started buying shares
from First Service. In HKEX, when you exceed the 5% stakeampany, you should inform HKEX of your stake and future
transactions.

The stake of UBS Group betpnto UBS AG, investment bank, and W@BSonnor LLGvhich is an American hedge fundBS
Group currently owns 8.01% of First Service.

The story is the following
Table7. Sequential events of UBS Group in First Service

Date Event Acquisition  price
(HKD per Share)

15t of November 2021 First Servicéloldings shares resumed trading.
15t of November 2021 UBS Group Holdings declares it has surpassed the 5% limit off df
November, from 4.85% stake to 6.46% 2.12
3" of November 2021 UBS Group announced an increase of stake from 6.97% to u&it®
Unlisted derivativeg Cash settled
8" of November 2021 9 EOKI y3S 2F aidl1Sa 06Sis6SSy |
UBS made a short position of 1.35% in First Service (And 7.25% |
10" of November 2021UBS close the short position and continuasgd7.26%)
24" of November 2021UBS 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 Grouy
FyYR | . { hQ/releughephsitiénlin@iBke Bmart Services (15.61%), peer of First Seimm@$PO (Subscribers).

With this information, we believe UBS was trying to arbitrage the offer flc@HKDith the market stock price(1.7HKD to
2.12HKDYuring due diligene, 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 coddrteale 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 takesver want
to exit. The trading/arbitrage opportunity has gonBut we find it as an opportunity as pure fundamental investors.

Summary

1 The rumors and gap betweehe offer price and market price brought hedge funds, traders, and other investors. Now
that most of the tralers want to exit, the share price has reacheediale low levels. Opportunity.
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ThePeers& Sctor

Our main approach of the thesis comes from the valuation gap between First Service and the rest of the peers in théosector.
can see the difference betweghem in the following table.

Table8. 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 (Betweeh300MHKD & 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 Fevenue.
companiesaretrading at a lower EV/Earnings than First Service:

1

= =

EV/NI

20.00

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 Fantadi@dings 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 expostine teal 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 sgm contracted than any other peer we followed due to the high quality of the a$sets an
the smart services.

EV/NI (x2 Half1 2021)- Revenue
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Figurel4. Enterprise Value to Earnings & Annualized Revenue, per peer

Alternatively, it is also valuable the Prite-Book ratio (excluding Goodwill) to see the tangible value of the company.
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P/(BookValue - Goodwill) & Revenue
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Figurel5. Price to Book ratig& Annualized Revenue, per peer

With this in mindwe think the market is werreacting after the resumption ofe trading halt.
Summary

I From the fundamental sidehe past events hae dropped First Service share price so low that is trading at a relevant
discount over comparable peers.
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TheOpportunity
The investment thesis has 2 different approaches:

1 The longterm perspective, where you are sure that you are buying a company at a lower price than its intrinsic value
9 The shoriterm perspective, where you have found different catalysts that may movestltaee pricen one direction

In the first approachwe are not going to spend much time onte would like to keep the report as short as possibideed,

we think almost 50% of the property management companies are trading uhderintrinsic value. We are very bullisim the

sector, and we think that after the capital restructuring of the parent companies, wehaiimportant revaluations in the
sector.

With a longterm approach, we believe that First Service is a gooestment due to the following reasons:

I The company is trading very cheap, almost at tangible @&sedual value).
1 The management was willing to sell, and this may occur ircémeingfuture.
1 The initial offer by Sunac Services vedmost 3 times highethan todayQ trading price, proving that there is a lot of
value in the company. Bii NI yal OtiA2y RARY QO 200dzNJ.6SOFdzaS CANERG { SNJ
1 The company is very little exposed to residential properties and properties coming from Modern Land China
1 Wehave recently seen transactions at EV/Earnings from 8 times to 16 times. Applying the lowest multiple, the potential
will be huge

Our shortterm approach is the following:

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

1 After the selloff, the share price will be normalized, and the share could rise 20% to 30% and reduce théhgap wi
comparable peers

1 The company could start repurchasing shares after the resumption

We also believe that we will experience 2022wafnyM&As in the sector. The sum of the Cash & Equivalents of the 47 peers we
follow in the sector is more thah51.98BHKD whereas the sum of the 47 market caps is 506.42BHKD. This means that 30% of the
total market cap is CashEquivalents and could be used for M&A transactions. There is a lot of liquidity in the business to allocate
and valuation ratios are aminimumand we believe there armanynot publicpeersbased on theop 100 rankings

Table9. Property Management Balance Sheet data
Property Management Sgtor 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 commankiesy for M&A, easier toconsolidate and
cheaper to acquire.
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The Valuation

From the longterm approach, & think it is a very asymmetrical trade, on one hatie company is trading at almost tangible
book value, but the company d®ingbusiness as usual. We may see saimat-term turbulencesweaker margins in the coming
results and a decrease revenues, but at the current price is worth inviesf in

Based on the latest M&A in the sector, we can value First Service at 8 times Enterprise Value to Earnings, whickeist the lo
valuation offered. This gives a target priceld89 HKD, 170% higher th#re current price. Indeed, most of the peers with the
same size as First Service are trading between 6 to 20 times EV/Earnings.

Tablel0. Valuation matrix, Potential Return based on EV/Earnings & First Service Share Price
Potential Return Enterprise Value to Earnings Ratio
(%) 1 2 3 4 5 6 7 8 9 10 11 12
0.6 11% 32% 54% 75% 96% 117% 139% 160% 181% 202% 224% 245%
0.61 9% 30% 51% 72% 93% 114% 135% 156% 177% 198% 218% 239%
0.62 8% 28% 49% 69% 90% 110% 131% 152% 172% 193% 213% 234%
0.63 6% 26% 46% 67% 87% 107% 127% 148% 168% 188% 208% 229%
0.64 4% 24%  44% 64% 84% 104% 124% 144% 164% 184% 203% 223%
0.65 22% 42% 61% 81% 101% 120% 140% 160% 179% 199% 218%
0.66 20% 40% 59% 78% 98% 117% 136% 156% 175% 194% 214%
0.67 19% 38% 57% 76% 95%  114% 133% 152% 171% 190% 209%
0.68 17% 36% 54% 73% 92% 111% 129% 148% 167% 186% 204%
0.69 34% 52% 71% 89%  108% 126% 145% 163% 182% 200%
0.7 32% 50% 68% 86%  105% 123% 141% 159% 177% 196%
0.71 30% 48% 66% 84%  102% 120% 138% 156% 174% 192%
0.72 28% 46% 63% 81% 99% 117% 134% 152% 170% 187%
0.73 26% 44% 61% 79% 96% 114% 131% 149% 166% 184%
0.74 25% 42% 59% 76% 94% 111% 128% 145% 162% 180%
0.75 23% 40% 57% 74% 91% 108% 125% 142% 159% 176%
0.76 21% 38% 55% 72% 88% 105% 122% 139% 156% 172%
0.77 20% 36% 53% 69% 86% 103% 119% 136% 152% 169%
0.78 18% 35% 51% 67% 84% 100% 116% 133% 149% 165%
17% 33% 49% 65% 81% 97% 114% 130% 146% 162%
15% 31% 47% 63% 79% 95% 111% 127% 143% 159%
14% 30% 45%  61% 7%  93% 108% 124% 140% 156%
12% 28% 44% 59% 75% 90% 106% 121% 137% 152%
11% 26% 42% 57% 73% 88% 103% 119% 134% 149%
10% 25% 40% 55% 70% 86% 101% 116% 131% 146%
8% 23% 38% 53% 68% 83% 98% 114% 129% 144%
% 22%  37% 52% 67% 81% 96% 111% 126% 141%
6% 21% 35% 50% 65% 79%  94% 109% 123% 138%
5% 19% 34% 48% 63% 7%  92% 106% 121% 135%
4% 18% 32% 47% 61% 75% 90% 104% 118% 133%
2% 17%  31% 45% 59% 73%  87% 102% 116% 130%

First Service Market Price (HKD)

From the shorterm approach, we havalmostmade a valuation matrix depending on the market price of First Service Holding
and the Enterpris&alue to Earnings ratio.

Tablel1l. Valuation matrix, Potential Return based on EV/Earnings & First Service Share Price
Potential Return Enterprise Value to Earnings Ratio
0.5 0.75 1 1.25 15 1.75 2 2.25 2.5 2.75 3
0% 6% 11% 16% 22% 27% 32% 38% 43%  48% 54%
4% 9%  15% 20% 25% 30% 35% 41%  46% 51%
2% 8% 13% 18% 23% 28% 33% 38%  44% 49%
0.63 1% 6% 11% 16% 21% 26% 31% 36% 41% 46%
4% 9% 14% 19% 24% 29%  34% 39% 44%
3% % 12% 17% 22% 27% 32% 37% 42%
0.66 1% 6% 11% 15% 20% 25% 30% 35% 40%

0.67 4% 9%  14% 19% 23% 28% 33% 38%
0.68 %  12% 17% 21% 26% 31% 36%
0.69 20% 24% 29% 34%
g 0.7 18% 23% 2% 32%
T 0.71 16% 21% 25% 30%
K] 0.72 15% 19%  24% 28%
& 0.73 13%  18%  22% 26%
T 0.74 12% 16% 20% 25%
g 0.75 10% 14% 19% 23%
> 0.76 9% 13% 17% 21%
2 0.77 7% 11%  16% 20%
3 0.78 6% 10% 14% 18%
5 0.79 5% 9% 13% 17%
I 0.8 3% 7% 11% 15%
0.81 6% 10% 14%
0.82 5% 9% 12%
0.83 % 7% 11%
0.84 6% 10%
0.85 5% 8%
0.86 3% 7%

2%
1%
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After the selloff and with a normalized price, we think the company should, at least, be traddinats Enterprise Value to
Earnings ratig¢+0.2HKD) With the current price, the trade will return more tharBa% yieldBear in mind, Sunac was willitay
pay more than 11 times Enterprise Value to Earnings.

Welike the company at these prices for the long rUve think there is a sebff that is pressuring the share price down and that

will end in the following weeks. If we aright, we made a goodhort-term trade, if we arewrong,we are buying a compargy
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 undervaled versus other peers, and it is less exposed to the real estate busineshigimah ¢ KS O2 YLI y & Qa LIS
not dependenton Modern Land Chifagerformance and has the perfect size and price to be acquiksdwvell, here is also a

hidden value intie balance sheet due to the covenants of thaieviousacquisitionsThe management canceled the takeover

by Sunac Services, but negotiations cantinuein the following year.

We made a small position in First Service, buying shares at 0.66HKD aH&D#8ween the &' and 7" of January 2021We
think the market is too pessimistic with the company. Most probably due to the restructuring of Modern Land and the failed
takeover by Sunac Servic&¥e have also found the possibility that the share walérafter assimilating the selloff volume.

We like the possible catalysts of the company. In the long run, we prefer Kaisa Prosperity (HKEX:2168). Their@ssetsitre

the highest qualityn the sectorandthe companyhas developed a very important segment in Smart Solution Services, although
the risks coming from the parent company are higher than in First Semriassting in First Service also gives some diversification
betweenpeers,and you are less depeedt on the performance of a single stock.

Rodrigo Villanueva
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