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China Maple Leaf Education Systems Limited is aliieg international school operator, . .

from preschool to grade 12 education (K-12) in @hifihanks to the rise of middle clasd €0sing price at 3 July 2018)
in China, its light asset development model ancjumidual-diploma curriculum, we TARGET HKD 15.68 (+9.7%)
believe Maple Leaf will be one of the most promisiplayers in the China education

sector. We initiate an “accumulate” rating on Malpéaf, and a target price of HK$15.480MPANY DATA

based on earnings in 19F assuming 1x PEG (30% Cé&Rarnings for FY18E-20E), 3/ASR?<:¢RCE§P('(\£"\£DMN)_ 2113"530
with 12.2% potential upside. (Closing price at 8/ 2018) 52 - WK HILO (HKD): 1526 | 6.04

Corporate Background

efSHARE HOLDING PATTERN > %

Founded in 1995, it is operating 82 schools (wHete are new acquisitions, and y :
Shu Liang Sherman Jen 49.99

consolidated) in Dalian, Wuhan, Tianjin, Chonggqienjiang, Luoyang, Shanghai,
Shenzhen, etc. The group has accelerated its Isekpansion in recent years, with 17
net increases in March of 2018, excluding five remguisitions. Currently, the group
comprised of 13 high schools (for students in grh@eo 12), 21 middle schools (for PRICE PERFORMANCE > %

students in grade 7 to 9), 21 elementary schoals gfudents in grade 1 to 6), 19 M 3M 1Y

i i CNHEG -2.46 3593  119.33
preschools and 3 foreign national schools. Hsi Sol ras 1001

Figure: Schools location (End of 2017) RETURN VS. HSI
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Source: Aastocks, Phillip Securities (HK) Research

KEY FINANCIALS

RMB mn FY16 FY17 FY18E FY19E
Revenue 830 1083 1454 1868
Net Profit 308 414 513 674
EPS, RMB 0.226 0.298 0.341 0.448
PER, x 54.11 41.10 35.85 27.32
BVPS, RMB 149 176 236 261
P/BV, x 8.23 6.95 517 4.68
ROE, % 16.0 184 17.1 18.0

Source: Company reports, Phillip Securities Est.

Research Analyst
Terry Li (2277 6527)
terryli@phillip.com.hk

(Haikou = 2017

Source: Company report, Phillip Securities (HK).Ltd
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Figure: The number of schools as of March 2018 [(Eixe new acquisitions)
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With a total of 29,991 as of March 2018, the nundfeznrolled students grew at a
CAGR of 26% in the past three and half years. hesgroup aims to establish a
pyramid structure of student enrolment from elemgntto high schools, the

proportion of elementary student students rose 6@ in 2015 to 34% in 2017,

whereas that of high school students dropped fré% $ 2015 to 34% in 2017,

indicating it is determined to expand its businessompulsory education.

Figure: Number of enrolled students
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Figure: Number of student breakdown
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The average tuition and boarding fees for presafeleimentary schools/middle
schools/high schools were RMB 29,000/44,850/47 88883 respectively. The
average tuition fee per student in 2017 was RMB4&Bwith 2% drop YoY, due
mainly to the increase in proportion of elementachool students that charges
lower tuition fees than high schools.

Figure: Tuition and boarding fee (RMB) for Chinetedents

City
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Elementary schools
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Middle schools
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High schools
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Domestic curriculum: 21,000
BC curriculum: 60,000
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Shenzhen 137,000 177,000 207,000

Source: Company website, Phillip Securities (HKy&ach

Figure: Average tuition fee per student (RMB)
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Industry overview
The proliferation of middle class in China

After Chinese economic reform, China has becomewbsdd’'s second largest
economy, just behind US. The number of middlescless soared along with the
economic development. According to The Boston Gling Group, the number
of households in China with investable assets rti@e 1 million USD will reach

4 million in 2021, growing in a CAGR of 13.6%. Thpeoportion of households
that own more than 5 million USD investable ass#t® expected to rise from
14% in 2015 to 16% in 2021. The rise in middlesslavill create a significant
demand for international school, as parents are mffordable to the tuition fees.

Figure: Number of households in China with inveltassets more than 1 million
USD (ten thousand)
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Source: BCG, Phillip Securities (HK) Research
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Figure: Breakdown of households in China with inabke assets more than 1
million USD
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Steady rise in students studying abroad

As parents strived to provide better educatiorh#&rtchildren, studying abroad is
gaining popularity in China. According to the Mitry of Education of PRC, the
number of students studying abroad increased fre®800 in 2008 to 608,400 in
2017, growing in a CAGR of 14.5%. Frost & Sulliv@redicted the number
could reach 830,500 in 2022, with a CAGR of 7.1%rdu2018 — 2022. Most of
the applications for studying abroad are for undeitgate and postgraduate,
which both accounted for 36%. It indicates pardatxled to let their children
finish K-12 education in China before studying autowhich will benefit the K-
12 international schools that aims to help studgnépare for studying abroad,
such as Maple Leaf Education.

Figure: Number of students in China studying abr@ad8-2022F)
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Source: Ministry of Education of the People’'s Rdjaubf China, Frost & Sullivan,
Phillip Securities (HK) Research
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Figure: Study abroad application breakdown
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Source: JJL Oversea Education, Phillip Securititi§) (Research

Limitation on international classes in public schoffers opportunities for private
international schools

In 2013, Chinese government implementegs; H [ EL B s T8 H 97 1754 B 1t
%) , in order to limit the supply of international st®s in public schools.
Municipal government stopped verifying new inteioaal classes. The number
of international classes dropped by 1 to 224 in620&hereas that of private
international schools increased by 136 to 392 ih620As international classes
used to be a substitution for private internatiosetools, the limited supply in
international classes will abate intensity of cotitjps in the sector.

Figure: Number of Foreign national schools/Inteoral classes in public
schools/Private international schools
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Source: FERZE 4%, Phillip Securities (HK) Research

Long-term drivers in the future

Light asset development model
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Since 2012, the group started its light asset dgveént model. A light asset
development model means the group cooperates hiiith parties, mainly local
government [if the third party is government, themefers to a Public-private
partnership (PPP)], where third parties providesl lar school facilities, while the
group is responsible for operation, i.e. teachegacliing material, or facility
renovation. The cooperation could be either reataprofit sharing. In rental
model, fees are usually determined by number afestts or trigger of a certain
event. In profit sharing model, the profit is ubpghared by half with the third
parties.

The advantages of light asset development model ashorter payback period
and 2) accelerating the expansion.

First, cooperating with third parties, the groupldosave substantial initial capital
expenditure on land and school facilities, whicll wsiorten the payback period
from more than two years (self-owned school) touatba year. This model
could leverage the group’s enriched experienceerations.

Second, with less initial capital expenditure ane help from local government,

the group could accelerate its expansion and emiggdusiness scale. The larger
businesses scale could improve the operating effdgi by sharing the resource
across their schools and enhance its reputatioighwih turn lead to more PPP

projects from local governments.

As of Sep 2017, 54% of its schools are either Baseprofit shared. We expect
this strategy will continue and the proportion ehtal and profit sharing school
will be driven up in next few years.

Figure: Schools operation model breakdown as of284[7

CHINA SCHOOLS Leased  Profit Shared Owned
China Pre-Schools 14

Chongqing 3 3
Dalian 2 4
Haikou 4
Huai'an, Jiangsu 2

Huzhou 3

Jingzhou, Hubei 2
Luoyang, Henan 3

Ordos, Inner Mongolia 2

Pingdingshan, Henan 3
Pinghu, Zhejiang 2
Shanghai 2
Tianjin 2 3
Weifang, Shandong 3

Wuhan, Hubei 4
Xi'an, Shannxi 3

Yancheng, Jiangsu 2

Yiwu, Zhejiang 4
Zhenjiang, Jiangsu 3
INTERNATIONAL SCHOOLS

Kamloops (B.C. Canada) 1
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Richmond (B.C. Canada) 1

Singapore 1
Total 27 14 35
Percentage (%) 36% 18% 46%

Source: Company website, Phillip Securities (HKy&ch
Expansion to top first tier cities

The group first focused on first, second, third dodrth tier cities before
expanding to top first tier cities. In the begmmi the group was not as
competitive as those renowned schools locatedgrfitst cities such as YK Pao
School, International school of Beijing, Dulwich &ge Beijing, etc. However,
with more operation experience and reputation actated in mid-tier cities, it
paves the way for the group to top first tier atieln 2013, the group set up its
first international schools in the top first tidtyc— Shanghai, and later acquired
55% equity interest in Shenzhen Yisidun Longganigo8tin 2017, becoming the
second schools in the top first city for the groujVe expect the group will
gradually expand its network in those top firstiesitby either M&A or self-
establishment.

Figure: Cities of schools

City Year of entry Tier
Shanghai 2013 Top first
Shenzhen 2017 Top first

Wuhan 2007 First
Tianjin Teda 2008 First
Chongqing 2009 First

Tianjin Huayuan 2014 First
Xi‘an 2016 First
Dalian 1995 Second
Weifang 2017 Second
Zhenjiang 2011 Third
Luoyang 2012 Third
Yiwu 2015 Third
Jingzhou 2015 Third
Huai'‘an 2016 Third
Yancheng 2017 Third
Huzhou 2017 Third
Haikou 2017 Third
Ordos 2012 Fourth
Pingdingshan 2014 Fourth
Pinghu 2016 Fourth
Liangping 2017 Fourth

Source:Fr—#E HIHZE, Company website, Phillip Securities (HK) Research
Tuition fee hikes plus increasing source of reveinoie additional services

The group confirmed to raise the tuition fees b2l Sep 2018 in Dalian,
Chongging, Wuhan, Zhenjiang, Tianjin, and Luoyandylgt claimed it is also
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possible for other schools to raise its tuitionsfée Sep, but it is due to confirm.
Since the new tuition fees are only subject to savdents, we believe the effect
in revenue and GPM will take a few years to beedfid. Despite the 25% hike
in tuition fees, we believe the group’s tuition degre still competitive compared
to other international schools, as the group’danifees are much lower than its
competitors in the past.

Figure: Comparison of selected high school anruitibh fees in Shanghai
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Source: Company website, Phillip Securities (HKy&ach

Besides, the group is eager to exploit more souote®venue by providing
additional services, such as overseas studies ltimgsiservices, study tour,
educational vacation activities, and educationaklsorental. The revenue from
additional services to total revenue ratio incrdasem 14% in 2013 to 19% in
2017. With more valued-added services providedttolents, not only do the
students enjoy, the group can also benefit froraxdra source of revenue.

Figure: Revenue from additional services to tataknue ratio
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Source: Company report, Phillip Securities (HK) &esh
Dual-diploma curriculum — PRC and BC high schogplatina

The group’s high schools are certified by the Miyi®f Education of BC, Canada
and the Chinese government, where the graduatésevintitied to both a PRC
and a BC high school diploma, offering greater ifigity for graduates in the
choices.

It takes six steps to be a B.C. certified offshegkool, 1) Expression of Interest, 2)
Interview, 3) Application, 4) Application Inspectip5) Pre-Certification, and 6)
Certification. First, the applicant contacts minjsstaff to request its interest,
then the Ministry of Education will review the suission. Second, Ministry of
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Education representatives will conduct an in-pergaerview to assess their
motivation, capacity to operate an offshore schaaol] goals and plans for the
school. Third, the applicant needs to submit demis) including: Business plan
for the offshore school, Audited financial statetsefudget forecasts and Local
government approvals. Fourth, A Ministry of Edumatwill appoint inspection

team performs an on-site inspection of their schoéifth, if the applicant passes
the inspection, they will sign one-year Pre-Cadifion Agreement with the
Ministry of Education. The ministry will decide wther to certify the school
based on the recommendations of the inspection tainwhether the school
meets the requirements set out in the Pre-CettifitaAgreement. Finally,

passing the pre-certification, the applicants thegn one-year Certification

Agreement with the Ministry of Education. And, tenew certification, the

applicant needs to pass an annual on-site inspectio

We believe the stringent process in B.C. certiioratwill create a barrier to the
potential applicants, protecting the advantageshef existing offshore school
operators — Maple Leaf Education.

According to BCMOE, 13 out of 38 offshore schoaisGhina are under Maple
Leaf Education, accounted for one-third of theltsthools.

Figure: Number of B.C. certified offshore schooi<dhina

China Maple Leaf Educational Systems Ltd. 13
Beijing Kezhi Times International Consulting CodLt
Canadian-Sino Education Exchange Centre
CINEC Education Group Ltd.

Beijing Sino Bright Education Co. Ltd.

Nanning Gaojie Education Consultant Co. Ltd.
Grand Canadian Academy (Asia) Ltd.

Heilongjiang Zhongshi Group Ltd.

Canada Horizon International Education Inc.
MeiLun International Centre

Nanjing Foreign Language School

Xiehe Education Group

Feng Hua Investment Group Inc.

Ge Cui Bing Suzhou Industrial Park Oriental Edumatnvestment Co. Ltd 1
Total

Source: BCMOEPhillip Securities (HK) Research
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With BC high school diploma, the graduates coulgeptheir way to top-tier

universities, particularly universities in Canada&s BC high school diploma is a
diploma certified by Canada, the graduates areee&siadmit to universities in

Canada than other certifications, such as 1B, APA-tevel. According to the

research from JJL Oversea Education, Canada rafikéd the most favorite

country for Chinese students studying abroad, adedufor 9.51%, just behind
United States, United Kingdom, and Australia. Waidve the B.C. certified

offshore schools of the group will be attractiveickes for students targeting to
study abroad in Canada.
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Figure: The most favorite country for Chinese stiglestudying abroad
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Source: JJL Oversea Education, Phillip Securitii§) (Research
Excellent record in graduates

Based on Maple Leaf Global Top 100 University Guadenpiled by the group
(comprises of Top 30 National Universities by USwse Top 10 Liberal Arts
Colleges by US News, Top 20 UK Universities by Téntéigher Education, Top
10 Medical/Doctoral Universities by Maclean’s, Top0 Comprehensive
Universities by Maclean’s, Top 10 Australian Unsiges by QS, and Top 10
SHIN Universities by QS), 56% out of 1,807 gradaateceived offers from one
of the Maple Leaf Global Top 100 universities, at&l of whom even received
offers from top 10 universities in the world, inding Imperial College of London
and University College of London for the year endd August 2017. The
excellent record in graduates reflected the edmcajuality of the group, which
will serve as a strong competitive advantage.

Earnings forecast

We expect the growth in capacity will remain stropet decline in the next three
years, with 28.9%/24%/20% for FY18-20E by PPP, M&A Self-establishment.
Meanwhile, the utilization rate is expected to difrom 58.7 in 2017 to 60.8% in
2020E. We do not have an aggressive estimatioit because of the robust
growth in capacity. The average number of studeiitsclimb from 22,711 in
2017 to 45,077 in 2020F. Besides, as the group eahtinues exploring
additional services to student, we expect the ptaporevenue from additional
services will rise from 19% in 2017 to 22% in 2020Fhe average tuition fee per
students is also expected to hike by 1%/1.5%/2.6%92018F-20F in order to
reflect the increase in tuition fee starting in 2€18. Therefore, we project the
growth in revenue will be 34.2%/28.5%/25.6% in 2BI®F respectively.
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Figure: Forecast on Capacity, Utilization rate, average student enroliment
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Source: Phillip Securities (HK) Research
Figure: Revenue breakdown
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Source: Phillip Securities (HK) Research
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Figure: Forecast on average tuition fee per student
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Figure: Revenue forecast

2,500,000 - 2,346,552 40.0%
34.2%
- 35.0%
2,000,000 - ,868,127
0.5% 6% 30.0%
7.1%
1,453,582 i
1,500,000 - - 25.0%
209% 1,083,182 - 20.0%
1,000,000 829,770 L 15.0%
652,984
540,269  10.0%
500,000 -
J _ 5-0%
- T T T T T T - 0.0%
2014 2015 2016 2017 2018F 2019F 2020F
I Total revenue ('000) YoY (%)

Source: Phillip Securities (HK) Research

As the tuition fee hikes, we expect the GPM wiltrimase from 49.8% in 2017 to
52% in 2020F.
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Figure: GPM forecast
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Source: Phillip Securities (HK) Research

We predict the growth to be 24%/31.1%/28.7% in ZB28F, thanks to the
increasing GPM, and student enrollments.

Figure: Net profit forecast
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Source: Phillip Securities (HK) Research
Valuation

Thanks to the rise of middle class in China, ightiasset development model and
unique dual-diploma curriculum, we believe Mapleat&ill be one of the most
promising players in the China education sector.husl we initiate an
“accumulate” rating on Maple Leaf, and a targecerof HK$15.68 based on
earnings in 19F assuming 1x PEG (30% CAGR on egsrfior FY18E-20E), with
9.7% potential upside. (CNY/HKD = 1.17)

Risk

1. VIE structure prohibited in China
2. New acquired schools were not able to add value
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Financials
FYE AUG FY14 FY15 FY16 FY17 FY18~ FY19F
Valuation Ratios
P/E (X), adj 240.07 80.91 5411 41.10 3585 21.32
P/B (X) 20.57 9.18 8.23 6.95 5.17 4168
Dividend Yield (%) N/A 0.7% 0.7% 1.0% 1.3% 1.6%%
Per share data (RMB)
EPS, (Basic) 0.051 0.151 0.226 0.298 0.241 0.448
EPS, (Diluted) 0.051 0.151 0.226 0.298 0.241 0.448
DPS (HKD) 0 0.09% 0.1 0.146 0.180 0.236
BVPS 0.59 1.33 1.4 1.76 2.36 261
Growth & Margins (%)
Grwoth
Revenue 14.7% 20.9% 27.1% 30.5% 34.2% 28.6%
EBIT 12.6% 245.7% 47.5% 37.7% 24.0% 30.6%
Net Income 20.7% 413.4% 49.6% 34.5% 24..% 31p%
Margins
Gross margin 43.5% 45.7% 48.4% 49.8% 50.0% 51.0%
EBIT margin 11.8% 33.8% 39.3% 41.4% 38.3% 38.p%
Net Profit Margin 7.4% 31.5% 37.1% 38.2% 35.5% 36.11%
Key Ratios
ROE 9.0% 18.0% 16.0% 18.4% 17.1% 18.0%
ROA 2.1% 8.5% 10.2% 10.8% 9.9% 10.6%
Income statement (RMB mn)
Revenue 540 653 830 1083 1454 1868
Gross Profit 235 299 402 540 727 953
EBIT 64 221 326 449 556 726
EBT 48 217 326 441 546 717
Net profit 40 206 308 414 513 674
Minority Interest 0 0 0 3 £ 1
Net profit for owners 40 206 308 410 508 667

Source: Company, Wind, Phillip Securities (HK) Resé
Exchange rate (0.8553) is HKDCNY1Y forward contradte on July 3 from Wind.
(Financial figures as at 3 July 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within + 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely ormltloge quantitative return bands. We consider iz factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reocwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aamndanalysis,
forecasts, projections, expectations and opiniookieCtively the “Research”) contained in this goation are based on such information and are sgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paréicuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’'s own independent verification and exercisgudfgjment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aoglyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be appropdate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm’s Disclosure: Phillip Securities does not hawy investment banking relationship with the tisterporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBelieved to be accurate. PSHK does not bear resplitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product's risks, please visit the Riskdsures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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