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COMPANY NEWS

FSE Services Group Limited [0331.HK; HK$2.98; NOT RATED]
Stable growth name with a decent dividend yield and low valuation.
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Market Cap: US$172m; Free Float: 25.0%; 3-month Average Daily Turnover: US$0.1m

Analyst: Mark Po, CFA; Tel: (852) 3698 6318; markpo@chinastock.com.hk;

The Company. FSE Services (FSE) is engaged principally in electrical and
mechanical (E&M) engineering services and environmental management
services (EMS), with the majority of its operations focusing on the Hong
Kong market. The Company is the second largest E&M engineering
services provider in Hong Kong, with a market share of 5.3% in 2017. It has
been in business for 40 years. Regarding the E&M engineering services
business, FSE is engaged in the design, contracting, installation, testing
and maintenance of air conditioning and mechanical ventilation systems,
fire service systems, plumbing and drainage systems, and electronic low
voltage (ELV) systems.

After completing an acquisition in Apr 2018, FSE extended its business to
cleaning services and laundry services (under the Facility Services
division). FSE offers a wide range of office support, residential and public
sector associated services, and related services in Hong Kong and the
Mainland, such as general cleaning, waste management and disposal,
external wall and window cleaning, pest control and clinical waste
management. These services are provided in office buildings, shopping
arcades, hotels, serviced apartments, residential complexes, public
transportation, governmental institutions, theme parks, airport facilities,
academic institutions, financial institutions and medical institutions. FSE
also offers laundry, dry cleaning and linen management services to
corporate customers, including major high-end hotels, restaurant chains,
theme parks, airlines and clubs; and also operates three dry cleaning and
laundry retail valet outlets under its “Kleaners” brand in Hong Kong.

Recap of FY18 results. In FY18, FSE recorded revenue of HK$4,926.5m,
up 2.0% YoY from HK$4,829.6m (restated) in FY17. FSE reported a net
profit of HK$236.8m in FY18, up 5.1% YoY from HK$225.4m (restated) in
FY17. The E&M engineering services segment remained the key turnover
driver, contributing 75% of FSE’s total turnover in FY18 vs. 75.5% in FY17
(restated). Sales in the E&M engineering services segment rose 1.3% YoY
to HK$3,694.2m in FY18. The E&M engineering services segment
contributed HK$173.3m in net profit in FY18, up 2.5% YoY from
HK$169.1m in FY17. In _FY18, FSE’s environmental management services
(EMS) business recorded revenue amounting to HK$61.8m, up 14.4% YoY
from HK$54.0m (restated) in FY17. The EMS profit contribution was
HK$6.3m in FY18, up 34.0% YoY from HK$4.7m in FY17. In FY18, FSE’s
facility services business recorded revenue amounting to HK$1,170.5m, up
3.6% YoY from HK$1,130.2m in FY17. The facility services business’s
profit contribution was HK$57.2m, up 10.9% YoY from HK$51.6m in FY17.
FSE declared a final dividend of HK$0.133 per share, including an interim
dividend of HK$0.074. The total dividend payout for FY18 is HK$0.211 per
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Key Financials
(in HK$ m) FY15 FY16 FY17 FY18
YE-Jun
Revenue 2,825.1 3,471.9 3,700.1 4,926.5
Gross Profit 333.1 371.9 n.a. n.a.
Gross Margin % 11.8 10.7 11.0 12.0
Net Profit 149.2 163.2 173.8 236.8
Net Margin % 5.3 4.7 4.7 4.8
EPS (Basic) 0.50 0.43 0.39 0.53
ROE (%) 28.8 24.7 20.0 37.2
Dividend Yield (%) 22.37 4.83 5.20 7.08
PER (x) 5.96 6.93 7.64 5.62
PBR (x) 1.80 1.63 1.47 1.40
Capex (m) ©6.1) (25.3) (33.4) n.a.
Free cash flow (m) 50.3 494 .4 111.0 n.a.
Net cash/(net debt) 607.8 1,325.9 1,030.1 408.0

Source: Bloomberg, Company Data.

Strong pipeline of projects (both public and private). The
outlook for the E&M engineering services industry in Hong Kong is
positive, given (a) the huge pool of public infrastructure projects to
be built by the Hong Kong Government, amounting to HK$60bn per
year; (b) the Hong Kong Government's expected spending of over
HK$200b on hospital development over 10 years; (c) 18,000 private
and 28,000 public housing units to be built each year; and (d)
increasing demand for building automation, ELV works and building
maintenance for existing buildings.

Strong financial position expected to maintain a high dividend
payout. After the acquisition, as at the end of FY18, the Company
had HK$408m in cash on hand and no bank loans. This strong cash

share, for a payout ratio of 50.2%.

Steady business with good growth prospects. During FY18, FSE was
awarded new contracts worth HK$3,546m. FSE currently has HK$12bn in
contracts on hand, equivalent to about 2.4x FY18 turnover, which provides
growth visibility in FY19 and FY20. In FY18, FSE submitted tenders for 597
E&M engineering and environmental services projects, for a total tender
sum of HK$22,985m. Based on its historical success rate of 15-20%, the
new contracts awarded in FY19, in our view, will be worth over HK$3bn,
which should ensure the Company’s growth in FY19 and FY20. During
FY18, FSE’'s EMS segment was awarded new contracts worth HK$63m.
FSE submitted tenders for 38 EMS contracts worth HK$150m in total.
FSE’s EMS segment is small at this stage, but we believe this segment has
good growth potential going forward. This segment generates a gross
margin that is much higher than that of the E&M engineering services

segment. In FY18, FSE’s facility services segment was awarded new
contracts worth HK$635m.

position should enable the Company to maintain a high dividend
payout ratio going forward. We believe that the dividend yield of
7.1% is sustainable over the next several years.

Our view. FSE is a HK-listed services provider without a direct
comparable in the HK market. Despite its relatively small market
cap, FSE's HK-based operations, reasonable valuation, strong
financial position and decent yield may attract investors’ attention,
especially in the current market environment. FSE doesn’t have a
high currency risk, and its services oriented business model faces
limited risk from the trade dispute between China and the US. FSE’s
order book will support its growth in the near term. We suggest that
investors with less concern about trading liquidity put FSE on their
radar screen.

Catalysts. (1) News flow on new contracts, (2) M&A activity, and (3)
more awareness from investors and analysts.
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Figure 1: Peer comparison

Ticker Company PE EV/EBITDA PIB ROE ROA Div yield Share Price Performance

Price  MarketCap 2018F  2019F  2020F  2018F  2019F  2020F 2017  2018F 2017  2018F 2017 2018F 2017 2018F M M 6M 1M Y1D

Ly US$m X X X X X X X X % % % % % % % % % % %
33HK Fse Services Group Ltd 298 m na. na. na. na. na. na. 14 na. 312 na. 11 na. 11 na. 8.0 10.8 n1 192 19.2
25HK Chevalier International Hold 1128 436 na. na. na. na. na. na. 04 na. 69 na. 58 na. 31 na. 46 -15 98 -14.0 -13.2
659 HK Nus Holdings Ltd 15.16 7558 108 96 83 145 113 9.6 12 10 119 99 19 6.6 51 47 94 105 53 46 15
1486HK  C Cheng Holdings Ltd 295 109 105 43 na. na. na. na. 21 na. 112 190 94 124 20 na. 92 -19.6 -253 180 117
1568HK  Sundart Holdings 470 1298 24 181 162 na na. na. 46 46 90 177 122 9.1 09 21 49 22 93 04 6.0
687 HK Hong Kong International Cons 182 790 na. na. na. na. na. na. 05 na. 0.1 na. 54 na. 55 na. 138 4.7 -142 453 125
T1HK Asia Alied Infrastructure H 073 175 na. na. na. na. na. na. 05 na. 100 na. 18 na. 118 na. 88 -120 232 -141 -189
1315HK  Vision Fame Intemational Ho 018 140 na. na. na. na. na. na. 35 na. 00 na. na. na. 00 na. 05 U7 413 -59.6 403
3311HK  China State Construction Int 8.1 5304 66 56 48 19 6.7 58 11 10 173 161 48 51 43 46 01 22 -15.7 213 -250
830 HK Far East Global Group Ltd 0.64 177 na. na. na. na. na. na. 13 na. 104 na. 42 na. 31 na. 12 -135 -25.6 -36.0 238
983 HK Socam Development Ltd 2.06 101 na. na. na. na. na. na. 03 na. -166 na -4.6 na. 0.0 na. 134 42 15.7 56 96
2789HK  Yuanda China Holdings Ltd 0.08 67 na. na. na. na. na. na. 02 na. 19 na. 07 na. 00 na. 6.7 87 -36.8 -40.4 -39.1
3311HK  China State Construction Int 821 5304 66 56 48 19 6.7 58 11 10 173 161 48 51 43 46 01 22 157 213 -25.0
390 HK China Raitway Group Lid-H 769 250529 84 14 65 13 6.6 58 10 09 118 114 22 21 17 19 172 319 Q07 194 30
1186HK  China Railway Construction-H 1048 2129 68 6.1 54 11 64 5.7 08 08 13 11 21 22 39 23 155 344 317 6.1 157
1800HK  China Communications Const-H 195 257% 55 48 43 85 17 11 06 06 123 13 24 24 35 36 14 17 23 -185 -105
1829HK  China Machinery Engineerin-H 381 2011 60 57 54 na. na. na. 09 08 109 133 37 41 49 64 -16 41 123 -179 241
1618HK  Metallurgical Corp Of Chin-H 13 10057 58 50 34 117 108 81 06 05 84 93 15 18 35 42 18 09 04 -136 30
6168HK  China U-Ton Holdings Ltd 118 315 na. na. na. na. na. na. 6.0 na. 465 na 135 na. 0.0 na. 09 17 204 242 103
552 HK China Communications Servi-H 6.78 6008 137 120 102 6.6 58 55 13 14 99 102 39 43 20 26 159 396 531 41 300
1206HK  Technovator International Lt 145 145 na. na. na. na. na. na. 04 na. 114 na. 6.7 na. 00 na. -181 211 306 -39.8 40.1
154 HK Befing Enterprises Environm 0.75 144 na. na. na. na. na. na. 04 na. 8.1 na. 25 na. 00 na. 56 -14 242 385 312
Average 93 11 69 89 18 6.7 14 13 6.0 133 32 50 28 37 08 22 47 -114 93
HS! Index 20 23 -100 03 14
HSCEI Index -10 05 111 0.9 -6.6
SHCOMP Index 04 08 118 -16.5 -156

Sources: Bloomberg , CGIS Research
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