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Investment Summary 
 
China Maple Leaf Education Systems Limited is a leading international school operator, 
from preschool to grade 12 education (K-12) in China.  In view of the recent policies, 
we believe the business risks in compulsory education and kindergarten will be very 
large.  As a result, we downgrade Maple Leaf from “Accumulate” to “Neutral”, with a 
target price of HK$ 3.38, 0.8% potential upside. (Closing price at 7 December 2018) 
 

Annual Results Update 
 
The revenue of Maple Leaf was RMB 1.34 billion, up 23.8% YoY, but 7.7% lower than 
our estimate, where it is because the average tuition fee per student and the additional 
service revenue were lower-than-expected.  In the period, the proportion to tuition fees 
revenue of high schools, middle schools, elementary schools, preschool and foreign 
national schools were 48%, 17%, 28%, 5% and 2% respectively.  The average school 
enrollments in 2018 was 29,783, rose by 31.1% YoY, in line with our estimate.  By the 
end of September, the Group was operating 92 schools, which are 14 high schools, 23 
middle schools, 24 elementary schools, 28 preschools, and 3 foregin national schools.  
In addtion, the gross profit margin dropped from 49.8% to 46.5%, due mainly to the 
surge in the cost of teaching staff, and it is also 3.5% lower than our estimate.  However,  
Maple Leaf has done well in administrative cost control.  The administrative expense as 
of revenue decreased from 14.3% to 11.6%, 2.4% lower than our estimate.  Thus, the 
profit before tax was in line with our expectation, about RMB 548 million, while the net 
profit was RMB 538 million, 4.9% higher than our estimate. 
 
Policy risks 
 
On 10 Aug, Ministry of Justice of the PRC announced "中華人民共和國民辦教育促進
法實施條例（修訂草案）（送審稿）", where the article 12 and 45 have the largest 
influence on the conpulsory education. 
 
Article 12: The enterprise of education institute may not control non-profit private 
schools through mergers and acquisitions, franchise chain, agreement control, etc. 
 
There are two key points in this article.  First, it limits the business development in 
compulsory education.  As the compulsory euducation must be non-profitable, it means 
compulsory education operators are not allowed to perform any mergers, acquisitions and  
Franchise.  Second, as to the word “agreement control”, although it was not well-defined 
in this draft, it literally related to the VIE structure of the listed education companies.  If 
the VIE structure is prohibited, the education institutes will not be able to distribute 
profits through related party transactions, where listed companies like Maple Leaf will be 
adversely affected. 
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However, there are some other interpretations in market, where they believe this 
article does not aim to ban the M&A, instead it prohibits a sponsor managing 
several schools.  It hopes to reduce the risk in education operation by the practice 
of one sponsor one school.  Besides, based on the article in "學前教育改革發展
意見" promulgated on Nov 15 by State Council (Social capital shall not control 
kindergartens held by state-owned assets or collective assets or non-profit 
kindergartens through mergers and acquisitions, entrusted operations, franchise 
chains, use of variable interest entities, and agreement control), the word “variable 
interest entities” and “agreement control” are mentioned separately, implying that 
agreement control does not mean VIE structure. 
 
But, we think those interpretations are too word-splitting.  In fact, the keys of a 
policy are the stand and intention of the government.  As early as 2016, when 
submitting the third trial of “民辦教育促進法修正案（草案）”, Zhu Zhiwen, 
deputy minister of education, has said: “Compulsory education reflects the will of 
the state, the basic public service that the government must provide, and the 
obligation that the state must enforce.  Compulsory education determines its 
unsuitable for-profit private schools.  Otherwise it may affect the implementation 
of compulsory education government responsibility, affect the balanced 
development of compulsory education, and even increase the burden on the 
people.”  It clearly states the stand of government that compulsory education 
must be non-profitable.  Asides that, on June 25, the Ministry of Education and 
other 13 departments announced the "民辦教育工作部際聯席會議2018年工作要
點", which stated that it is necessary to monitor the behavior of private schools to 
prevent private schools from making profits in the name of non-profit.  Therefore, 
we are more inclined to believe that the government is hoping to further regulate 
non-profit schools, thereby preventing private schools from making profits in the 
name of non-profit. 
 
Article 45: Private schools shall disclose related party transactions. The Ministry 
of Education and Human resources and Social security shall strengthen the 
supervision of the signing of agreements between non-profit private schools and 
stakeholders, and the necessity, legitimacy and compliance of agreements 
involving major interests or long-term and repeated execution shall be conduct an 
audit review. 
 
Although there has been regulation of related party transactions in the previous 
draft, there are further explanations for regulation in this edition.  First, the 
information disclosure system for related party transactions has been extended 
from only non-profit private schools to all private schools.  In addition, this 
article clearly states which government departments need to supervise related 
party transactions and conduct audits for their necessity, legitimacy and 
compliance.  Among them, we think that the word “necessity” is relatively 
important because listed companies now transfer profits from schools in the name 
of various service companies, and the necessity of their transactions is doubtful.  
If the related party transactions are strictly regulated, the compulsory education 
business cannot distribute dividends to shareholders.  As mentioned above, the 
government intends to prevent schools that are profit-making in the name of non-
profits.  We think this article in line with the government`s position. 
 
In addition, the State Council promulgated the "學前教育改革發展意見" on 
November 15 this year, in which Article 24 indicates that "the private 
kindergartens are not allowed to be listed by either alone or as part of assets. 
Listed companies may not invest in for-profit kindergartens through financing in 
stock market and is not allowed to purchase for-profit kindergarten assets by 
issuing shares or paying cash.”  This will undoubtedly have a great impact on the 
listed companies that operate kindergartens.  In the future, there is an opportunity 
to delist or spin off to the listed companies. 
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In view of this, we believe that Maple Leaf`s compulsory education and 
kindergarten risks are very large, and then it may need to spin off to the corporate 
structure. 
 
Valuation 
 
As mentioned above, we believe that Maple Leaf`s compulsory education and 
kindergarten risks are very high.  It is very likely that the business will not be 
able to pay dividends to shareholders in the future.  However, since it is generally 
believed that there will be five-year grace period, we assume that compulsory 
education and kindergarten business spin off five year later.  We give 4x P/E 
ratio for the business to reflect its value before divestiture. 
 
High school and additional service revenue will become the main source of 
revenue for Maple Leaf in the future.  Although the management expressed their 
target to build a pyramid-like student structure in the annual result meeting, it will 
increase investment in kindergartens, elementary schools and middle schools, but 
we believe that if the policies of that kindergarten cannot be the asset of a listed 
company and elementary and middle schools must be non-profitable have been 
taken into effect, we expect the Group`s high school and other additional service 
to remain strong, as the group can only develop its high school business.  We 
only give 0.9x PEG (a 18% of CAGR on adjusted net profit in 2019-21F) to 
reflect the increase in the effective tax rate and the payment of land transfer fees 
after the high school segment turning into for-profit. 
 
We derive a target price of HK$3.38, significantly 55.4% lower than the previous 
target price to reflect future policy risks; the rating has been downgraded from 
“accumulate” to “neutral” with a potential upside of 0.8%. (CNY/HKD = 0.882) 
 
Figure: SOTP valuation 
 高中及其他服務 

2019年預測收入年預測收入年預測收入年預測收入 (,000) 874,348 

2019-21年的盈利複合增長率年的盈利複合增長率年的盈利複合增長率年的盈利複合增長率 18% 

調整後純利率調整後純利率調整後純利率調整後純利率 40% 

2019年預測調整後純利年預測調整後純利年預測調整後純利年預測調整後純利 (,000) 349,739 

流通在外股份流通在外股份流通在外股份流通在外股份 (,000) 2,979,185 

PEG 0.9 
滙率滙率滙率滙率(CNY/HKD) 0.882 

目標價目標價目標價目標價 2.16 

  

 義務教育及幼兒園 

2019預測收入預測收入預測收入預測收入 (,000) 663,914 

調整後純利率調整後純利率調整後純利率調整後純利率 40% 

2019年預測調整後純利年預測調整後純利年預測調整後純利年預測調整後純利 (,000) 265,566 

流通在外股份流通在外股份流通在外股份流通在外股份 (,000) 2,979,185 

PE 4 
滙率滙率滙率滙率(CNY/HKD) 0.882 

目標價目標價目標價目標價 0.40 

  
+ 淨現金淨現金淨現金淨現金 0.82 
加總目標價加總目標價加總目標價加總目標價 3.38 

Source: Phillip Securities (HK) Ltd. 
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Figure: The number of schools and its locations (By the end of November) 
城市城市城市城市    開學時間開學時間開學時間開學時間    模式模式模式模式    預計容量預計容量預計容量預計容量    高中高中高中高中    初中初中初中初中    小學小學小學小學    學前學前學前學前    外籍外籍外籍外籍    總計總計總計總計    

大連大連大連大連    1995/96 自有 8,680 1 2 2 9 1 15 
湖北武漢湖北武漢湖北武漢湖北武漢    2007/08 自有 4,400 1 1 1 1 1 5 

天津天津天津天津((((泰達泰達泰達泰達))))    2008/09 自有 4,500 1 1 1 1  4 
重慶重慶重慶重慶    2009/10 自有 3,300 1 1 1 1  4 

江蘇鎮江江蘇鎮江江蘇鎮江江蘇鎮江    2011/12 自有 1,600 1 1 1   3 
河南洛陽河南洛陽河南洛陽河南洛陽    2012/13 分成 2,700 1 1 1   3 

內蒙古鄂爾多斯內蒙古鄂爾多斯內蒙古鄂爾多斯內蒙古鄂爾多斯    2012/13 無償 1,100  1 1 1  3 
上海上海上海上海    2013/14 自有 2,000 1 1    2 

河南平頂山河南平頂山河南平頂山河南平頂山    2014/15 自有 1,200  1 1 1  3 
天津天津天津天津((((華苑華苑華苑華苑))))    2014/15 租賃 1,600  1 1   2 
湖北荊州湖北荊州湖北荊州湖北荊州    2015/16 自有 1,500  1 1   2 
浙江義烏浙江義烏浙江義烏浙江義烏    2015/16 自有 1,600 1 1 1  1 4 
浙江平湖浙江平湖浙江平湖浙江平湖    2016/17 自有 2,000  1 1 1  3 
陝西西安陝西西安陝西西安陝西西安    2016/17 分成 1,275 1 1 1 1  4 
江蘇淮安江蘇淮安江蘇淮安江蘇淮安    2016/17 租賃 700  1 1   2 

甘露甘露甘露甘露((((加拿大加拿大加拿大加拿大 BCBCBCBC 省省省省))))    2016/17 租賃 80 1     1 
海口海口海口海口    2016/17 自有 3,300 1 1 1 1  4 

浙江湖州浙江湖州浙江湖州浙江湖州    2017/18 租賃 2,150  1 1 1  3 
山東濰坊山東濰坊山東濰坊山東濰坊    2017/18 分成 2,100  1 1 1  3 
重慶梁平重慶梁平重慶梁平重慶梁平    2017/18 租賃 1,500  1 1 1  3 
江蘇鹽城江蘇鹽城江蘇鹽城江蘇鹽城    2017/18 分成 2,400 1 1 1   3 

列治文列治文列治文列治文((((加拿大加拿大加拿大加拿大 BCBCBCBC 省省省省))))    2017/18 租賃 80 1     1 
深圳深圳深圳深圳    2017/18 租賃 1,500 1 1 1   3 

海口併購項目海口併購項目海口併購項目海口併購項目    2018/19 自有 約 3,000  1 3 1  5 
襄陽併購項目襄陽併購項目襄陽併購項目襄陽併購項目    2018/19 自有+租賃 2,000     7 7 

總計總計總計總計          14 23 24 21 10 92 
Source: Company report, Phillip Securities (HK) Ltd. 
 
Risk 
 
1. VIE structure prohibited in China 
2. The grace period of policies is shorter than expected 
3. New acquired schools were not able to add value 
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Financials 
FYE AUG FY15 FY16 FY17 FY18 FY19F FY20F

Valuation Ratios

P/E (X), adj 34.57 25.54 19.29 15.53 15.71 13.40

P/B (X) 3.92 3.89 3.17 2.28 2.11 1.94

Dividend Yield (%) 1.5% 1.5% 2.2% 2.7% 2.9% 3.4%

Per share data (RMB)

EPS, (Basic) 0.085 0.116 0.153 0.190 0.188 0.221

EPS, (Diluted) 0.081 0.115 0.153 0.190 0.188 0.221

DPS (HKD) 0.049 0.05 0.073 0.091 0.096 0.113

BVPS 0.75 0.76 0.93 1.29 1.40 1.52

Growth & Margins (%)

Grwoth 

Revenue 20.9% 27.1% 30.5% 23.8% 14.7% 15.2%

EBIT 245.7% 47.5% 37.7% 24.5% 5.2% 16.8%

Net Income 413.4% 49.6% 34.5% 30.1% 0.7% 17.2%

Margins

Gross margin 45.7% 48.4% 49.8% 46.5% 46.8% 47.3%

EBIT margin 33.8% 39.3% 41.4% 41.6% 38.2% 38.7%

Net Profit Margin 31.5% 37.1% 37.9% 40.5% 34.9% 35.5%

Key Ratios

ROE 18.0% 16.0% 18.4% 17.9% 14.1% 15.3%

ROA 8.5% 10.2% 10.8% 10.5% 9.0% 9.7%

Income statement (RMB mn)

Revenue 653 830 1083 1341 1538 1772

Gross Profit 299 402 540 624 720 838

EBIT 221 326 449 558 587 686

EBT 217 326 441 548 577 676

Net profit 206 308 414 538 542 636

Minority Interest 0 0 3 -4 5 6

Net profit for owners 206 308 410 543 537 629 
Source: Company, Wind, Phillip Securities (HK) Research 

Exchange rate (0.8820) is HKDCNY1Y forward contract price on December 7 from Wind.  

(Financial figures as at 7 December 2018) 
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We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a stock`s 
risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones 
surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER  
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief only. 
Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, complete or 
verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not have any 
responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will Phillip 
Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made available, even 
if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time without 
prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The fact 
that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product described in 
this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication involve significant 
risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all such risks are 
understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any 
product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in this 
report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or 
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such 
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or licensing or 
other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2018 Phillip Securities (Hong Kong) Limited 
 

Contact Information (Regional Member Companies) 

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

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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