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The higher education industry has entered a stagefolow growth, but the 52-wk HILO (HKD): 16.60 / 7.11
importance of private colleges has increased
Since 2000, the number of students in school hakegk and in 2007 it has dropped to é':A(':E:OLD'NG PATTERN > % —
single-digit growth rate. The growth rate of thenew en_rollmen_t for the regular . o0 37 62
undergraduates and college students éispped, from the highest in 1999 to 47.4%, to
1.7% in 2017. We predict that the proportion of the populatioged 18-22 will
continue to decline, but the rate of decline wibvs down and is expected to reach 5.298RICE PERFORMANCE » %
in 2022. In the 13th Five-Year Plan for the Depatent of National Education, the G 1&_}"30 73"1:"7 1018\;
government aims to reach 50% in the gross enrotimaa of higher education in 2020.;- 2" " co a6 1603

Thus, we estimate that the number of students ledralill remain a low single digit
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Despite the slowdown in the overall demand for bighducation, the importance of

private colleges in the higher education industag lncreased. The number of nev J
enrollment and students in the school in privateeges has been higher than the overall i el
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increased from 20.8% in 2009 to 23.6% in 2017. weleer, the proportion of private source: Aastocks, Phillip Securities (HK) Research

colleges to the overall has remained at around%2&®tween 2009 and 2017. We

believe that the data shows the attractivenesgigditp institutions is gradually rising, KEY FINANCIALS
and the public is increasing their acceptanceamth ULl L

FY17 FY18(8m) FY19F FY20F

Revenue 949 940 1,941 2,278

. " . . . Net Profit 429 408 874 1037

Excellent education qualities in schools can be aiffer to the decline in the number EPS, RMB 0282  0.177 0.389 0.462
of students PER, X 3292 52.35 23.80 20.07
BVPS, RMB 3.70 3.04 3.31 3.64

The schools of the Group are highly recognized bBpyrinstitutes, e.g. nseac.com and Pp/sv, x 2.50 3.05 2.80 255
iResearch China Alumni Association Network. In tldinese University Evaluation  ROE, % 105 61 123 133

Research Report in 2019", Jiangxi University of Areogy was rated as 6 stars and
China’s top private universities; Guangdong Baijmiversity was also rated as a 3-star

and regional first-class private university. Research Analyst
Terry Li (2277 6527)

terryli@phillip.com.hk
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Good cost control

The cost control of the Group also performed welicomparison to the peers.
From 2015 to the first half of 2018, the Group &m@ing profit margin increased
steadily, at an average of 40.7%, ranking third]y olower than China
Chunlai(1969.HK) and China Xinhua Education (27 #)H

Abundant cash on hand with a clear plan on short, mdium and long-term
development

In the short term, the Group held cash of RMB 1.8flfion. In the medium
term, the Group can raise RMB 2.6-3.2 billion thgbhwebt financing in the future.
In the long run, the Group will make use of Chindu&ation Fund jointly with
Value Partners for acquisitions.

Experienced management team

The co-chairs of the Group, Mr. Yu Guo and Mr. Kietao, have been working in
the education industry for 24 and 28 years respayti  Jiangxi School and two
Guangdong schools have become well-known schoothdrregion under their
leadership.

Business Overview

The Group are operating seven schools in JiangkianGdong, Henan and
Shaanxi Provinces, and it just acquired a indepsnciglege in Shandong on 14
Jan this year.

Jiangxi University of Technology:

Established in 1994 by the co-chairman Yu Guo, $lebool is located in
Nanchang, Jiangxi Province, formerly known as “gianBluesky Academy”.
The school is a private undergraduate college &iedsod4 general undergraduate
courses and 35 general specialist courses, ingudintomotive service
engineering, international economics and trade,pctien science and technology,
and has 12 colleges and 15 research institutiohs. dampus has an area of
approximately 1.3 million square meters. As of #848/19 academic year, the
number of students enrolled in schools was appratdiy 37,000. According to
the Frost & Sullivan Report, the school is the ¢mtgprivate undergraduate college
in China according to the student enroliment. Tindon fees for the general
undergraduate, general and continuing educatiorsesdor the 2017/18 academic
year are 15,000-20,000, 12,500-14,000 and 5,080¢ecdively.

Guangdong Baiyun University:

Founded in 1989 by co-chairman Xie Ketao, the skholmcated in Guangzhou,
Guangdong Province. It is a private undergradoatiege offering 52 general
undergraduate courses and one general specialisse;oincluding mechanical
design and manufacturing and automation, businesgmgement, fashion design
and engineering, and 16 colleges and 6 researttuias. The current campus
area is approximately 351,100 square meters. Thepgis also building a new
campus for the school. Once completed, the ardlarise to 498,000 square
meters. In the 2018/2019 academic year, the numbstudents enrolled was
approximately 27,000. The tuition fees for the eyah undergraduate, general
and continuing education courses for the 2017/1&demic year are 19,000-
28,000, 30,000 and 3,000-6,000, respectively.
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Baiyun Technician College:

Also founded by co-chairman Xie Ketao in 1989, thehool is located in
Guangzhou, Guangdong Province. The school isvateriechnical school with
eight colleges, including: Mechanical and Electri€ngineering, Information
Engineering, Economic Management, Tourism and Halgyi Management, etc.,
and provides 123 vocational education courses,dimady interior design and civil
engineering, accounting, e-commerce and cookindie dampus covers an area
of 61,800 square meters. In the 2018/2019 acadewdc, the number of
students in school was about 13,000. The tuitems ffor the Higher Vocational
Education Diploma, Secondary Vocational Educatidpldna and Technician
Diploma in the 2017/18 academic year are 11,500a04, 11,000-13,500 and
12,500 RMB respectively.

Zhengzhou City Rail Transit School:

Established in 2010 as a secondary specializedktrourban rail transit talents,

the school is located in Zhengzhou City, Henan Pae&x The group acquired
80% of the equity in March 2018 for RMB 850 millionlt now has 10 secondary
vocational education diploma courses, includingoanr rail transit operation

management, urban rail transit vehicle use and texamce, urban rail transit
power supply, urban rail transit signals, four mgjas the core specialty. The
campus area is about 300,000 square meters. Tinbenuof students in the
academic year 2018/2019 is about 27,000. Theotufiee for the Diploma in

Secondary Vocational Education for the 2017/18 ewad year is RMB 7,300.

Xian Railway College:

The school is located in Xi‘an, Shaanxi Provincéhe group acquired 62% of
the equity in March 2018 for RMB 580 million. Faled in 1997, the school is a
full-time orbital comprehensive vocational collegéiich aims to train high-speed
rail application talents. The school consistshoéé parts, including: high-speed
rail passengers, railway technology, and intelligepplications, and nine
vocational education courses, including railway seager transport services,
urban rail transit operations and management, rifledt rail power supply,
railway engineering technology, and cruise crewises. . In addition, the
campus's total area is more than 300,000 squarersnetIn the 2018/19
academic year, the number of colleges was aboQ0@8, The tuition fee for the
Diploma in Technology for the 2017/18 academic ye&MB 9,800-16,000.

Songtian University:

The school is located in Guangzhou, Guangdong Reevi It was established in
2000 and is an undergraduate independent collepdrad by the group in June
2018. It offers 30 general undergraduate coursksthe 2018/2019 academic
year, there were more than 9,000 students.

Songtian College:

The school is located in Guangzhou, Guangdong Regevi It was also
established in 2000. It was acquired by the groupune 2018 with RMB 540
million together with Songtian University. The sch is a private higher
vocational college with 7 teaching departments 22djeneral specialist courses.
In the 2018/2019 academic year, Songtian Colledgallgime students were
approximately 4,000 students.
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Figure: The student enrollment (Thousand)
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Figure: Tuition fee

13/14 14/15 15/16 16/17 17/18
Jiangxi University of Technology
Bachelor's degree 8,000-14,000 11,000-15,000 11,000-16,000 14,000-18,000 15,000-20,000
Junior college 7,000-7,800 7,300-7,800 7,300-8,500 11,300-12,500 12,500-14,000
Continuing education 6,000-7,800 7,300-7,800 7,300-7,800 7,300-7,800 5,000

Guangdong Baiyun University

Bachelor's degree

18,000-25,000

18,000-25,000

18,000-25,000

19,000-26,000

19,000-28,000

Junior college 30,000 30,000 30,000 30,000 30,000
Continuing education 3,000-4,000 3,000-4,000 3,000-6,000 3,000-6,000 3,000-6,000
Baiyun Technician College

Post-secondary vocational diploma 9,800-10,500 11,500-12,000 11,500-12,000 11,500-12,000 11,500-14,000
Secondary vocational diploma 9,800-10,400 11,000-11,500 11,000-11,500 11,000-11,500 11,000-13,500
Technician diploma 11,000 12,500 12,500 12,500 12,500
Short-term training - 200-15,960 200-16,240 200-18,000 -
Zhengzhou Transit School

Secondary vocational diploma - - - - 7,300
Xi“an Railway College

Technician diploma - - - - 9,800-16,000|

Songtian University

17,500-19,500

17,500-19,500

17,500-19,500

19,500-21,500,

Songtian College

13,500-16,500

13,500-16,500

13,500-16,500

13,500-16,500,

Source: Company report, Phillip Securities (HK) &esh

On January 14 2019, the Group announced the atiguigif an independent
college in Shandong Province, University of Jinama@cheng College, with a
total consideration of RMB 252 million for 50.91%qwty. It has 38
undergraduate majors and 9 specialties, coveringligiplines including
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economics, management, literature, science, engigeend art. There are
currently 8,529 students. As of December 31, 288 school’s net profit after
tax was RMB 404,000. The Group’s current aim isa¢quire the remaining
49.09% equity through the tendering process bySthandong Cultural Property
Exchange. Upon completion of the acquisition, dheup will own 100% of the
equity. We have not included this acquisition ioto earnings forecast yet.

Industry Overview
History of development

Under the rapid growth of the higher education siguin the past two decades,
the number of students enrolled in undergraduatecallege has increased from
4.13 million in 1999 to 27.536 million, with a CAG#& 11.1%. However, since
2000, the number of students in school has peaketiin 2007 it has dropped to a
single-digit growth rate. After 2010, it enteredtage of low single digit growth
rate (as low as 5%), where it grew by only 2.192047.

Figure: Number of student in undergraduate ana:gell
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Source: National Bureau of Statistics of Chinajlphbecurities (HK) Research

The increase in the number of students enrollaghihergraduate and college can
be interpreted as the difference of the numberegé anroliment and the number
of graduates. Since the number of graduates castieated from the number

of new enrollment in the previous three to five ngeaso the increase in new
enrollment has a significant impact on the growthttee number of students

enrolled.

In the major enroliment channel - National HigheduEation Entrance
Examination (Gaokao), the number of candidatesGaokao reached its peak in
2008, about 10.5 million. It then fell back to tlesel of 9 million, where the
recent number of candidates in 2017 was 9.4 millioAlthough the number of
candidates has decreased, the number of student§eztihas remained stable at
about 7 million because of the increase in admissabes. Due to the decline in
the number of new enrollments in Gaokao, the graath of the new enroliment
for the regular undergraduates and college stugdstsdropped, from the highest
in 1999 to 47.4%, to 1.7% in 2017.

Figure: Statistic for Gaokao (2000-2017)
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Figure: Number of new enrollment in undergraduaie eollege
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Future development

The number of students in undergraduate and cotlagebe decomposed into the
population aged 18-22 multiplied by the gross dnrent rate of higher education,
so we can estimate the number of students enrill¢ioe future from these two

factors.

1) The population aged 18-22

Based on the population data of the National Bund&btatistics, we estimate that
the proportion of population aged 18-22 to theltptgulation from 2004 to 2017.

From 2004 to 2010, the proportion has remained177.4%.

However, since

the sharp rise to 8.5% in 2011, the proportion basn going down, mainly

Page | 6 | PHILLISECURITIES (HK) RESEARCH

50.0%
45.0%
40.0%
35.0%
30.0%
25.0%
20.0%
15.0%
10.0%
5.0%

0.0%




p PhillipCapital

China Education Group (839.HK) [eleJul Ll A= :Te]s:

because the birth rate has been falling since 198v2017, this percentage has
fallen to 5.9%, the lowest since 2004.

According to the results of the National BureaiStdtistics™ population sampling
survey, we predict that the proportion of the pagioh aged 18-22 will continue
to decline, but the rate of decline will slow doamd is expected to reach 5.2% in
2022.
Figure: The proportion of the population aged 1888 forecast***
9.0%
8.5%
8.0%
7.4%
7.5%  7.3% 7.4% 7.3% 7.3%
7.0%
6.5%
6.0%
5.5%
5.0%

4.5%

=—®—The proportion of the population aged 18-22

Source: National Bureau of Statistics of Chinajlphsecurities (HK) Research
***The forecast have not taken death rate, immigratand emigration into
account

2) The gross enrollment rate of higher education

The gross enrollment rate of higher education img&lnas been uptrend, rising
from 23.3% in 2008 to 45.70% in 2017. In the hagfeuniversal higher
education, the government has been working hamctease the gross enroliment
rate of higher education in the country. In thahl8ive-Year Plan for the
Development of National Education, the governmentsato reach 50% in the
gross enrollment rate of higher education in 2020. the past gross enrollment
target, the government’s goals can usually be ezhabr even exceeded, so we
believe that the gross enrollment rate can reaéh 59 2020, and help to increase
the number of students in undergraduate and college

Figure: The gross enrollment rate of higher edoacati
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Source: Ministry of Education of the People’s Réjoutf China, Phillip
Securities (HK) Research

Although the gross enroliment rate of higher edoocahas increased significantly,
the number of people aged 18-22 has decreasedptheffsetting the increase in
the gross enrollment rate. In view of this, weireate that the number of
students enrolled will remain a low single digibgth in the future.

A more prominent role of private college

Despite the slowdown in the overall demand for bigbducation, the importance
of private colleges in the higher education indubktis increased. The number of
new enrollment and students in the school in peicatleges has been higher than
the overall. In terms of the number of new enreiy the growth in private
colleges was higher, reaching 8% in 2014, but tiosvth rate was more volatile
than the overall. In 2017, the number of new démmht in private colleges
increased by 6.6%, 4.9% higher than the overalvgro In terms of the number
of students in the school, the growth of privatdege is also higher, except for
2016. In 2017, the number of students in the dchogrivate colleges has
increased by 5.7%, which was 3.6% higher than teeadl growth.

Figure: Growth in the number of new enrollment yBt& vs Overall)
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Source: National Bureau of Statistics of Chinajlphbecurities (HK) Research

Figure: Growth in the number of students (Privat®werall)
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Source: National Bureau of Statistics of Chinajlphbecurities (HK) Research

In addition, the proportion of new enrollment artddents in private colleges to
the overall has shown the importance and attrawotis® of private colleges are
gradually increasing. The proportion of privatdlege enrollment to the overall

has increased from 21.9% in 2009 to 24.3% in 2@1& proportion of students in

private colleges to the overall also increased f&h8% in 2009 to 23.6% in 2017.
However, the proportion of private colleges to dwverall has remained at around
28.5% between 2009 and 2017. In other words, ribeease in the number of
new enroliment and the number of students in peivathools is not due to the
increase in the number of schools. We believe thet data shows the

attractiveness of private institutions is graduakyng, and the public is increasing
their acceptance to them.

Figure: Proportion of new enrollment/students iivge colleges/private colleges
to the overall
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Source: National Bureau of Statistics of Chinajlphbecurities (HK) Research

Policies in the industry

28.4%
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Compared to the compulsory education industry, aleebe that the policy risk of
the higher education industry is lower becausegtheernment indicates that the
higher education business allows for profitabilityn November 2016, the 12th
National People’'s Congress voted to amend the T®soRepublic of China
Private Education Promotion Law" and proposed thglementation of classified
management - for-profit and non-profit, where d@asly indicates that compulsory
education can only choose non-profit. In other dgorthe profits made by
compulsory education listed companies will not Hdeato be distributed.
Although compulsory education listed companies @rgently making use of
related party transactions for profit transfer &y glividends, we believe that such
practices are likely to be regulated in the futbeeause non-profit schools do not
pay taxes on tuition fees, which means it is dedrtal to the fairness the
taxpayers of the country, so we believe that théefice may be rectified.

In contrast, higher education can choose for-profilthough the company needs
to pay taxes and pay land transfer fees after chgdsr-profit, it is believed that
there will not be such a big impact as compulsodycation. Besides, as
education is one of the major industries that af@itdevelopment, the market
generally believes that profits tax is likely todmly 15%. The land transfer fees
can be amortized into 50 years, so the impact enirthome statement is not
significant. This shows that the impact of higleeucation on policy is not as
large as the market thinks.

Although it is possible to choose for-profit, sorstdl think that the education
industry is risky. On November 7, 2018, the St&@wuncil promulgated the
"Opinions of the Central Committee of the Commurisirty of China on the
Deepening Reform and Standardization of Pre-scholication”. What cause
the largest impact on the capital market is Art4e where it states "The private
kindergarten are not allowed to be listed by eitlene or as a part of the assets
packaged. Listed companies shall not invest irpfofit kindergartens through
the secondary market financing, and shall not @sehfor-profit kindergarten
assets by issuing shares or paying cash." Markrt€&ns that even though the
government allows kindergartens to choose for-prdfistill introduces policies
prohibiting the business is listed and financethim secondary market, and these
policies may be also implemented in the higher atioc industry in the future.
However, we believe that it is not possible toddtrce such policies in the higher
education sector because higher education is yagmireasing the gross
enrollment rate, and the funding from the secondasarket is important for
expanding the size of the industry. On the copfrdnre gross enrollment rate of
pre-school education is already at a high level #re capital demand from
government for the secondary market is not as hglhat of higher education.
That is why it tried to prohibit the for-profit kilergarten listed in the secondary
market in attempt to resolve the problem of highdn fees in kindergartens.

Figure: Gross enrollment rate of higher educatiwh pre-school
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Securities (HK) Research

In fact, there are also some policies that benbkfgber education in the People's
Promotion Law. Article 7 of the "Regulations oretimplementation of the
Private Education Promotion Law of the People’s ukép of China (Revised
Draft) (Draft for Review)" promulgated in August Z®states that "public schools
may not hold or participate in the establishmentoofprofit private schools. If
public schools hold or participate in a non-prgdiivate school, it shall be
approved by the competent department, and shalisethe state's fiscal funds,
and shall not affect the teaching activities of lmubchools, and may not obtain
income through brand output.” This means that scoemestic independent
colleges that set up by relying on the brand oflipubniversity need to be
separated. There are currently about 260 indep¢rddleges, which has led to
a surge in potential acquisition targets for higbéucation groups. In addition,
Article 53 (Private schools enjoy the preferentat policies stipulated by the
State. Non-profit private schools apply to theatén policies issued by the
financial department and taxation department of $tate Council on public
schools, and the corresponding tax burdens areeedur exempted; The relevant
industrial policies encouraged by the state to yenjoe corresponding tax
incentives shall be formulated by the financial alément and the taxation
department of the State Council in conjunction vilie relevant administrative
departments of the State Council. The price pdaicglectricity, water, gas, and
heat are the same for both public and private dshoalso shows that the
government provide subsidies to for-profit schools.

To sum up, higher education industry in China hdsred a period of low growth,
and it is common to see company to grow throughuiaitgpn. However, as the
role of private higher education institutions hasdme more prominent, it has
gives momentum to this sector, making the growtld generally higher than the
overall. At the same time, we believe that thegyotisk of higher education is
the smallest among all kinds of education and thezeis worthwhile for long-
term investment.

Competitive advantages
Excellent education qualities in schools
The quality of education in schools determinesdb@petitiveness of schools for

enrollment. This ability is especially importanirothg a decline in the number of
student. In theory, when the number of studenttirdes, the first to be affected
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is the schools that are in poor quality of educatioStudents prefer to choose
schools with better quality. This makes the schowith poor quality of
education are inferior in student enrollment. Ef@re, we consider the quality
of good education helps schools to face the degjinumber of students.

Based on nseac.com, Jiangxi University of Technolas ranked first in terms of
overall competitive strengths in the Private Unsitsr and College Ranking of
China for nine consecutive years since 2009, rankiird in the latest rankings.
According to the "Chinese University Evaluation Bagh Report in 2019" by
iResearch China Alumni Association Network, Jiangxiversity of Technology
is ranked 21st, and rated as 6 stars and Ching prieate universities. At the
same time, the school was one of the first batgbriohte undergraduate colleges
approved by the Ministry of Education in Jiangxo¥nce.

Guangdong Baiyun College was ranked first in temhsoverall competitive

strengths among top 10 private universities anééges in Guangdong province
by Guangdong Provincial Academy of Social Scienaes Guangdong and
General Survey and Research Centre from 2005 tot Z@is award has

terminated after 2014). Based on the ranking efaV competitive strengths in
the Private University and College Ranking of Chinam 2018 to 2019, the
school ranked 33rd and rated 3 stars. In the '&ginUniversity Evaluation
Research Report in 2019" of the iResearch ChinanmAluAssociation Network,

Baiyun College ranked 72, and was rated as a &athregional first-class private
university. The school is also one of the firstchaof private undergraduate
colleges established in Guangdong Province.

From 2008 to 2014, Baiyun Technician College wasked first in terms of
educational competitive strengths among techniagioals in Guangdong
province by Guangdong Provincial Academy of So@&aiences, Guangdong
General Survey and Research Centre (this awarttiramated after 2014).

The newly acquired Zhengzhou City Rail Transit Sithwas recognized as an
outstanding private school by Henan Provincial Etioa Department in 2016;
Xi'an Railway College was awarded Outstanding Splieeid Private University
and College in China by China Private Educationo&ggion Higher Education
Specialized Committee in 2012; Songtian Universitgs awarded Top Ten
famous Chinese Private College Brands by China &du Association, China
Private Educators Association.

From the awards of the schools, we believe thattadity of the education of the
Group is relatively good compared to other privatdhools, which will help
enhance the competitiveness of the Group.

Good cost control

Apart from the excellent quality of education, ttwst control of the Group also
performed well in comparison to the peers. In pitdeaccurately measure the
profit margin of the operating business, we subtitae gross profit by the general
sales and administrative costs, and divide by tloerne to measure the profit
margin of each company's operating business. R20#&b to the first half of

2018, the Group’'s operating profit margin increasthdily, at an average of
40.7%, ranking third, only lower than China Chufil869.HK) and China Xinhua
Education (2779.HK).

Figure: Operating profit margin (2015-20181H)
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Source: Company report, Phillip Securities (HK) &esh

Abundant cash on hand with a clear plan on short, mdium and long-term
development

For education companies, acquisitions are a comwmawy of growth. It is
especially important for higher education. It takaany years to establish a
bachelor’s degree programme, because all new schagdt start with a junior
college programme and it require to have at ldasetyears of graduates to apply
for a bachelor degree, which takes 12-13 year dtting) up a bachelor's degree
programme. In view of this, higher education conigstend to acquire existing
higher education institutions with bachelor’'s degpgogrammes. However, it
means that the group needs sufficient funds to nadauisitions. Thus, we
believe that the cash on hand and future fundingcgoare one of the crucial
considerations.

In the short term, as of August 31, 2018, the Grbafd cash of RMB 1.907
billion, assuming that the acquisition of each neshool would require
approximately RMB 600-700 million, representingltas hand to the acquisition
of approximately three new schools.

In the medium term, the Group can raise funds gimdaorrowing. As of August
31, 2018, the Group's debt to equity ratio was @k, The Group expect that
the future target of the ratio will reach 40-50%Vith net assets of RMB 6.4
billion currently, the group can raise about RMB-3.2 billion, assuming that
each new school costs about RMB 600-700 millionti.is €nough for the group to
acquire 4-5 schools. Thanks to the stable cashifidhe education business, we
believe that even if the debt to equity ratio af tBroup rises sharply in the short
term, it will not bring serious liquidity problents the Group.

In the long run, the Group will take advantagelsf China Education Fund with
Value Partners for acquisitions, where the AUM loé fund is RMB 5 billion.
The Group provides management services to the &chowler the fund and
receives management fees from them. The Group/ahet Partners both share
a shareholding in the fund, so the group needhaoesthe 2% management fee
(1% per person)with them. The fund is still in #tage of fund raising, with the
first phase contributing about 1.5 billion and extpikat the whole amount will be
collected around April and May of next year.
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The Group has a clear plan on funding sourceshortsmedium and long-term.
Especially long-term plan, only Minsheng Educat{@f69.HK) currently has the
similar plan. A clear financing plan undoubtedlyseres the Group's future
growth momentum.

Experienced management who is capable to improve e¢hoperation of the
acquired schools

The Group’s growth is mainly due to the acquisitannew schools, and the
targets are mostly schools with poor managemenpabigntial for improvement.
Therefore, whether the management of the Group sudificient capacity to

improve the target operation is the key to the sss©f the acquisition.

Mr. Yu Guo, the co-chairman of the group, has beerking in the education
industry for 24 years. In 1994, he founded Jiagkvanced Vocational School
(predecessor of Jiangxi University of TechnologyJhe school was promoted
from a vocational school to one of the largest atgvuniversities in the country,
showing the remarkable ability and experience hostoperations from him. In
addition, Mr. Yu has also held various public posis, such as: representatives of
the Ninth to Eleventh National People's Congregs e¢hairman of the Jiangxi
Provincial Federation of Industry and Commercegevmesident of the China
Civilian Education Association, member of the StagdCommittee of the 12th
Jiangxi Provincial People's Congress and JiangwiRce Honorary President of
the Youth Federation. The contribution and achiesets in private education
from Mr.Yu are reflected by the number of publispions.

Mr. Xie Ketao, co-chairman of the group, has bergaging in the education
industry for 28 years and founded Guangdong Bai@lollege and Baiyun
Technician College in 1989. The total number aidstts in these schools is
about 40,000, and according to the "Chinese UniyeiBSvaluation Research
Report in 2019", Guangdong Baiyun University rankedond among the private
university in Guangdong, only behind Guangzhou Bess School, showing the
28-year achievements of running a school from Me. X In addition, Mr. Xie
has served in various public positions, such agnibegs of the 9th and 10th
Guangdong Provincial People’s Political Consul&ati®onference Committee,
vice president of the Guangzhou Vocational Skikadhing Research Association,
honorary chairman of the Guangzhou Young EntrepnsnAssociation, and vice
chairman of the China Civilian Education AssociatioPresident and
representatives of the 12th People’s Congress ah@long Province.

Judging from the experience of the two co-chairmamsbelieve that they will be

able to improve the operation of the acquisitiorgéé and inculcate the existing
successful operation model to enhance the valugnefschool, thanks to their

expertise in education. For example, since Xi ailvwy College is a boarding

school, there is no student-teacher ratio limitefdBe the acquisition, it was 1:60,
but unlike the liberal arts, the requirements ochigque subjects for student-
teacher ratio were stricter, so that the qualitytezfching could be guaranteed.
Therefore, the group reduces it to 1:30 (the curlevel of Baiyun technicians

college).

Earnings forecast
Revenue

We expect revenue to increase by 106.5/17.4% iBRRDF. The strong growth
in 2019 was mainly due to the fact that the grobanged its reporting period in
2018, so only 8 months of operating data was retbid 2018. Besides, we
expect Songtian University and Songtian Collegbdaconsolidated in 2019, so
revenues in 2019 recorded a significant increase.
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Figure: Revenue (2015-2020F)
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Source: Company report, Phillip Securities (HK) &esh
Student enrollment

We expect the number of students to rise by 21.6%3n the 18/19 and 19/20
academic years. The growth in 18/19 was partlynftiee acquisition of Songtian
University and Songtian College. However, we bali¢hat their growth rate
should take a few year to see a significant inadscause the number of their
new enrollment was relatively higher, making thenber of graduates in these
years more. Furthermore, their enrollment qudiage been reduced due to a
heavy debts, leading to fewer enrollments in thgsars. But the number of
enrollment quotas has rebounded since the grolgpaeer the school. Therefore,
they need time to absorb the number of graduatéseirearly years and increase
the number of enrollment students before a sigaifiancrease in the number of
students. And we expect Jiangxi University of Tealbgy to be saturated,
remaining its number of students. In GuangdongBaiUniversity and Baiyun
Technician College, Baiyun University is expandingiere the first phase of the
new campus will be completed in March 2019, andl nedruit in 2019 with about
8,000 capacity; the second phase will be 2019 @020 Construction began in
2021, with an additional capacity of approximatdl§,000, adding a total of
26,000 new capacity, and the old campus will bastier to Baiyun Technician
College.
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Figure: Student enroliment (2014/15-2019/20)
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Tuition fee growth
We expect tuition fees for schools in Jiangxi anch@dong school to increase by
6% in 2019F/20F. Since Jiangxi and Guangdong doreguire government
approval for tuition fees, but Zhengzhou and Xidn Zhengzhou and Xi'an will
not increase tuition fees every year, but every twvthree years. Therefore, we
estimate that Zhengzhou and Xi'an schools will omgrease tuition fees in
2020F.
Figure: Tuition fee growth (2015-2020F)
2015 2016 2017 2018 2019F 2020F
Jiangxi University of Technology 0.9% 1.6% 4.7% 6.0% 6.0% 6.0%
Guangdong Baiyun University 1.5% 4.3% 1.9% 6.0% 6.0% 6.0%
Baiyun Technician College 5.3% 4.6% 2.8% 6.0% 6.0% 6.0%
Zhengzhou Transit School - - - 8,273 0.0% 6.0%
Xi*an Railway College - - - 8,425 0.0% 6.0%
Songtian University - - - 0.0% 19,500 6.0%
Songtian College - - - 0.0% 13,500 6.0%

Source: Company report, Phillip Securities (HK) &esh
Gross profit margin and SG&A expenses
We expect gross profit margin and SG&A expensestlier 2019/20F to be

62.3%/62.7% and 18.4%/17.3%, respectively, mainlg tb the larger operation
scale, leading to economies of scales.
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Figure: Gross profit margin (2015-2020F)
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Source: Company report, Phillip Securities (HK) &esh

Figure: SG&A expenses (2015-2020F)
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Source: Company report, Phillip Securities (HK) &esh
Net profit

We expect net profit growth in 2019/20F to be 1%/18.6%. The sharp
increase in 2019F was mainly due to the fact thatgroup changed its reporting
period in 2018, so only 8 months of operating dets been recorded in 2018 and
Songtian University and Songtian College will besalidated in 2019.
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Figure: Estimated net profit
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Valuation
The Group are good in the quality of education emst control, with a clear plan
on short, medium and long-term development and réigpein school operation.
We believe that the Group will be one of the leaderhigher education. Based
on the net profit attributable to owners in 201%, assume a P/E ratio of 30 (the
average of the past), deriving a target price ofsiK41. We initiate a “Buy”
rating with a potential upside of 26.0%. (HKD/CNY.8@11)
Figure: Forward P/E
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Source: Bloomberg, Phillip Securities (HK) Research
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Risk

1. A plunge in birth rate in China
2. A sharp change in policies to education sector
3. The Group fails to improve the operation of élcquired schools
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Financials

FYE AUG FY15 FY16 FY17 FY18(8m) FY1SF FY20F
Valuation Ratios

P/E (X), adj 40.00 33.80 32.92 52.35 23.80 20.07
P/B (X) 6.56 5.51 2.50 3.05 2.30 255
Dividend Yield (%) N/A N/A N/A 0.7% 1.3% 1.5%
Per share data (RMB)

EPS, (Basic) 0.232 0.274 0.282 0.177 0.389 g.462
EPS, (Diluted) 0.232 0.274 0.282 0.176 0.388 01460
DPS (HKD) N/A N/A N/A 0.074 0.134 0.159
BVPS 1.41 1.68 3.70 3.04 3.31 3(64
Growth & Margins (%)

Grwoth

Revenue 2.9% 1.8% 10.2% -1.0% 106.5% 17.4%
EBIT 13.8% 15.1% 1.1% -5.3% 124.7% 20.1%
Net Profit 12.4% 18.5% 4.0% -4.8% 114.1% 18(6%
Margins

Gross margin 50.8% 53.0% 59.0% 61.7% 62.3% 62.7%
EBIT margin 43.4% 49.0% 45.0% 43.0% 46.8% 48(0%
Net Profit Margin 41.2% 47.9% 45.2% 43.4% 45.0% 45 5%
Key Ratios

ROA 11.0% 11.3% 8.1% 5.3% 9.C% 9.1%
ROE 17.8% 17.7% 10.5% 6.1% 12.3% 13[3%
Income statement (RMB mn)

Revenue 846 861 949 940 1,941 2,278
Gross Profit 430 457 560 580 ,20D 1,428
EBIT 367 422 427 405 S09 1,094
EBT 364 425 423 395 901 1,080
Net Profit 343 413 42¢ 408 748 1,03y
Minority Interest 1 1 (0) 43 87 104
Net profit for owners 348 411 429 358 787 933

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.8711) is HKDCNY1Y forward contragte on January 22 from Wind.
(Financial figures as at 22 January 2019)
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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 omltioee quantitative return bands. We consider tizde 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 recwendation
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