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Investment Summary Buy (Initially)

Hope education is one of the largest private higlokication group in China, engaging inCM_PHKI? 1.18

the bachelor program, junior college program andational education. They currently (Cl0sing price at 6 Aug 2019)
operate four independent colleges, five junior expls and one technical college iWARGET HKD 1.47 (+24.6%)
Sichuan, Guizhou and Shanxi. As of the 2018/19 alchear, the number of student

enrollment was around 95,000. Based on DCF valoatie derived a target price of COMPANY DATA

HK$1.47, implied a P/E of 21.5x and 17.6x in 20D82We initiate a “Buy” rating aASR?(HEATRCEASP('(\f_:\QDMN): 7652(757
with a 24.6% potential upside. (Closing price &u& 2019) 52 - WK HI/LO (HKD): 222 1075

The private higher education market will be under gessure in short term, but will

soar in IOng term SHARE HOLDING PATTERN > %

Hope Education Investment Limited  37.62
China Everbright Group 37.62

The population of the relevant age group in higkducation will drop since 2020, and
stabilize in 2025. As the GDP per capita in Chinaréases, we should see gross
enrollment rate in China catches up with the deyediocountries in the future. ThePRICE PERFORMANCE » %

penetration rate of private education will incredlsanks to the rising acceptance ir M 3M 1y
private universities and the dependence on priedigcation form local governments,Hope Education 536 172 -3656
The tuition fee should grow with the CPI in Chifegarding those four factors where™>! 9.73 -1365 6.14
three are rising, whereas one is dropping in thetsrm and will rebound in long term, pcrur
we expect the growth rate of private higher edoocawill decrease from 2018 to 2020E ===
and will reach a mid to high single-digit growth.
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As of 2018/19 school year, the capacity of the etheeached 125,096, implying a i

utilization rate of 76%. Even if there is no incsean capacity, the schools could still
accommodate 30,000 more students. As the junidegmishould be the beneficiary in

this expansion, having a closer look at the utilcrarate, the utilization rate of Jiaotonggey rinanciaLs
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Source: Aastocks, Phillip Securities (HK) Research

College, Tianyi College, Automotive Vocational Ggk, Vocational Institute of rmBmn FY17 FY18 FY19F FY20F
Technology and Automotive Technical College whidfers junior college educations Rrevenue 752 1,030 1,297 1,541
(the beneficiary in this expansion) were all beld®% in the 2018/19 school year. As avet Profit 210 167 415 509
result, the Group should be able to enjoy suchliemeat expansion. EPS, RMB 0.032 0.025 0.062 0.076

PER, x 33.44 42.16 17.24 14.05
Decent quality of teaching protects from the drop n population of relevant age BYPS RMB 0.10 062 067 0.72
group P/BV, x 10.90 1.70 1.59 1.48

ROE, % 38.1 7.0 9.5 10.9

Source: Company reports, Phillip Securities Est.

According to Chinese independent college and privetiversity ranking (Wu Shulian)
in 2018, Guizhou College and College of Technolagyranked the first and the secontlj_aesearch Analvst
in Guizhou. the department of administration managy@ of Jiaotong College rankedre. /i (2277 635’)27)
10% - 20% out of 256 schools who offering admimistn management. The medicakerryli@phillip.com.hk
department of Shanxi College ranked 20% - 30% d&u2oschools providing medical

study.
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The department of administration management andagoizs of Guizhou College
both ranked 10% - 20% out of 256 and 215 schodis.department of economics
of College of Technology ranked 20% - 30% out dd 8thools. We believe those
schools are with a decent quality of teaching, mgjvtheir protection once the
student enroliment decreases.

Excellence in school integration

Shanxi College, Tianyi College and College of C@t& Communication have

shown how good the Group was in school integrat&anxi College grew at a 5-
year CAGR of 25.1%; Tianyi College grew at an 8ry€AGR of 5.7%; College

of Culture & Communication grew at a 5-year CAGR30{6%.

Company analysis
Company profile

Hope education is one of the largest private higidwcation group in China,
engaging in the bachelor program, junior collegeogprm and vocational
education. They currently operate four independetieges, five junior colleges
and one technical college in Sichuan, Guizhou andns. As of the 2018/19
school year, the number of student enroliment wasral 95,000.

Schools
1. Southwest Jiaotong University Hope College (diag College)

Cooperating with Southwest Jiaotong University, othag College is an
independent college located in Sichuan providirrgied undergraduate and junior
college educations. It offered 44 majors primarilycluding urban rail
transportation operation management, civil engingerbusiness and foreign
languages, engineering management, electronic eagng and automation and e-
commerce. Among the 44 majors, 25 are majors grauritachelor’'s degrees and
19 are majors granting junior college diplomas. iHgu¥wo campuses in Chengdu
and Nanchong, the school had 17,273 students edrill the 2018/2019 school
year.

Jiaotong College pays an annual fee amounting % @bits tuition income and
5% of its scientific research income to Southwesttdng University. The term of
the cooperation agreement is 30 years, ended i®.203

2. Business College of Guizhou University of Firarand Economics (Guizhou
College)

Cooperating with Guizhou University of Finance aBgonomics, Guizhou
College is an independent college located in Guizhwoviding formal

undergraduate education. It offered 13 majors grgnbachelor's degrees
including economics, accounting, management, seieeagineering, literature
and legal studies. Having a campus in Huishui,stieool had 15,549 students
enrolled in the 2018/2019 school year.

Guizhou College pays an annual fee amounting to 8084itions. The term of the
cooperation agreement is 30 years to 2044.

3. College of Science and Technology of Guizhou vty (College of
Technology)

Cooperating with Guizhou University, College of firology is an independent
college located in Guizhou providing formal undedyrate education. It offered
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25 majors granting Bachelor's degrees includingrdity, law and public
management, engineering, business, and art. Haviogmpus in Huishui, the
school had 9,053 students enrolled in the 2018/28h80l year.

College of Technology pays an annual fee amourtting5% of the tuition. The
term of the cooperation agreement is ended in 2034.

4. Jinci College of Shanxi Medical University (Ska€ollege)

Cooperating with Shanxi Medical University, Shai®adllege is an independent
college located in Shanxi providing formal undedyrate education. It provided
10 majors granting Bachelor's degrees includingiadl medicine, preventive
medicine, dentistry, pharmaceutics, forensic maeedicinursing, public affairs
management, information management and informatystem. It had one campus
in Qixian and leased one campus in Taiyuan. FoR0183/2019 school year, the
school had 5,962 students enrolled.

Shanxi College pays an annual fee amounting to 80D%e tuition. The term of
the cooperation agreement is 30 years to 2044.

5. Sichuan Tianyi College (Tianyi College)

Tianyi College is a higher education institutiorcdted in Sichuan providing a
junior college education. It had one campus in Mian It offered 21 majors
granting junior college diplomas including tourismmnagement, language and
literature, art and design, civil engineering, caoiep science and technology,
businesses, accounting, aviation and nursing. ®2018/2019 school year, the
school had 10,984 students enrolled. It also opsraa “junior college-
undergraduate” program.

6. Sichuan Hope Automotive Vocational College (Antdive Vocational College)

Automotive Vocational College is a higher educatiomstitution located in
Sichuan providing a junior college education. fecfd 19 majors granting junior
college diplomas including automobile engineeringtomobile advanced
technology, mechanical and electrical engineerim@nagement engineering,
automobile marketing and service and e-commerce amodunting. It had one
campus in Ziyang. For the 2018/2019 school year,sithool had 4,373 students
enrolled. It also operates a “junior college-undadgate” program.

7. Sichuan Vocational College of Culture & Commaanticn (Vocational College
of Culture & Communication)

Vocational College of Culture & Communication isigher education institution

located in Sichuan providing junior college edumatand serving as a leading
cultivation base of talents in television and dgimtcommunication. It provided

offered 27 majors granting junior college diplonmasluding an art performance,
film and television, art and design, culture mamaget, electronic information

and aviation services. It had one campus in Chamgaimd leased part of Sichuan
Tianyi College's campus in Mianzhu to accommodase increasing student
enrollment. For the 2018/2019 school year, the aichad 8,912 students enrolled.
It operates a “junior college-undergradudte program.

8. Guizhou Vocational Institute of Technology (Vtoaal Institute of
Technology)

Vocational Institute of Technology is a higher eatiem institution located in
Guizhou providing a junior college education. loyded 18 majors granting
junior college diplomas including accounting, autdmfe testing, e-commerce,
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automobile marketing and applied chemistry engingert had one campus in
Fuquan. For the 2018/2019 school year, the schabbtB08 students enrolled.

9. Sichuan TOP IT Vocational Institute (TOP IT Vtioaal Institute)

TOP IT Vocational Institute is a formal higher edtion institution located in

Sichuan providing junior college education and sgnas a leading cultivation
base of talents in information technology. It offér35 majors granting junior
college diplomas including software technology, higta technology and
application, mobile application development, conmgpuhetwork technology,

accounting, automotive testing and maintenancentdogy and e-commerce. The
school had a campus in Chengdu. For the 2018/2fH@&bk year, the school had
12,876 students enrolled.

10. Sichuan Hope Automotive Technical College (Audtive Technical College)

Sharing the same campus with Automotive VocatioBallege, Automotive
Technical College offered 18 majors, including &pltechnology of numerical
control, automobile maintenance, accounting, agplieomputer science,
comprehensive management of the rural economyenssce and automobile
marketing of vehicles and accessories. For the /2018 school year, the school
had 4,196 students enrolled.

Student enrolled

The student enrollment increased from 33,654 il34fhool year to 95,086 in
18/19 year. The growth rate in 15/16-18/19 schasdhrywere 19.0%, 29.0%,
46.5% and 25.6%, with a CAGR of 29.6%. As of 18¢t8ool year, the student
from independent college accounted for 50.3%, wihié¢ from junior college and
technical college were 45.3% and 4.4%.

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

Independent college: Jiaotong College is a matcined with a 5-year CAGR of
7.4%. Guizhou College and Shanxi College are btdkirgy in a fast-growing
stage, with a 5-year CAGR of 45.4% and 31.0% rdspdy. Besides, College of
Technology was also in an expanding period, wheeeviebsite of College of
Technology stated that the student enrollment ib7218 school year was around
7,500, implying a YoY increase of 20.7%.
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Junior college: Automotive Vocational College, @gk of Culture &

Communication and Vocational Institute of Technglagere all enjoying robust
growth, with a CAGR of 21.0%, 31.1% and 124.0% eesipely. To the update to
a bachelor degree program, Tianyi College stoppted growth in student
enrollment, only recorded a 5-year CAGR of 2% tffilfthe requirement from

government. TOP IT Vocational Institute also reeardslow growth in student
enrollment, up by 3% in 2018/19 school year.

Technical College: Automotive Technical College walso enjoying robust
growth, with a 3-year CAGR of 75.3%.

Figure: The number and growth rate of student émewit in Colleges

School year 2014/15 2015/16 2016/17 2017/18 2018/19
Independent college
Southwest Jiaotong University Hope College 12,961 13,820 14,550 15,129 17,273
YoY (%) 7% 5% 4% 14%
EC%II;IE)I;?CSSS College of Guizhou University of Finance and 3.478 6817 10,642 14,356 15,549
YoY (%) 96% 56% 35% 8%
Jinci College of Shanxi Medical University 2,027 2,635 3,621 4,801 5,962
YoY (%) 30% 37% 33% 24%
College of Science and Technology of Guizhou University - - - ~7,500 9,053
YoY (%) ~21%
Junior college
Sichuan Tianyi College 10,136 9,563 10,716 11,785 10,984
YoY (%) -6% 12% 10% -7%
Sichuan Hope Automotive Vocational College 2,037 3,303 3,642 4571 4,373
YoY (%) 62% 10% 26% -4%
Sichuan Vocational College of Culture & Communication 3,015 3,909 5,959 7,379 8,912
YoY (%) 30% 52% 24% 21%
Guizhou Vocational Institute of Technology - - 1,177 2,996 5,908
YoY (%) 155% 97%
Sichuan TOP IT Vocational Institute - - - 12,556 12,876
YoY (%) 3%
Technical college
Sichuan Hope Automotive Technical College - - 1,365 2,121 4,196
YoY (%) 55% 98%

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

The capacity has been growing from 48,976 in 2(.4thool year to 125,096 in
2018/19 school year with a 5-year CAGR of 26.4%.

Figure: Total capacity
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Hope Education (1765.HK) FeeJyl LT AL oJe]q3
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Source: Company report, Phillip Securities (HK) &esh

Tuition fee

In 2018/19 school year, the tuition fees of indej®t colleges are ranging from
RMB 12,000 to 15,000, while that of tuition feeg fanior colleges are from
RMB 7,000 to 12,300 without considering Vocatiotadtitute of Technology.
The tuition fees of technical college are the lawesnging from RMB 3,000 to

3,400 in 2017/18 school year.

Figure: Tuition fees (RMB)

Independent College

Southwest Jiaotong University Hope
College

Bachelor's degree program

Junior college diploma program

Business College of Guizhou University of
Finance and Economics

Jinci College of Shanxi Medical University

College of Science and Technology of
Guizhou University

Junior College

Sichuan Tianyi College

Sichuan Hope Automotive Vocational
College

Sichuan Vocational College of Culture &
Communication

Guizhou Vocational Institute of Technology

Sichuan TOP IT Vocational Institute

Technical College

Sichuan Hope Automotive Technical
College

2014/2015

13,000-15,000
11,000-12,000

12,000
13,200

5,800-11,000

5,900-7,900

7,000-12,000

2015/2016

15,000
12,000

12,000
13,200

5,800-12,000
5,900-7,900

7,000-12,000

2016/2017 2017/2018 2018/2019
13,000-15,000 13,000-15,000 15,000
11,000-15,000 12,000-15,000 12,000

12,000 12,000 12,000

15,120-16,080

8,000-12,000

8,500

7,000-12,000
6,800

2,775-4,750

Source: Company report, School websites Phillipu8tes (HK) Research
*** The tuition fee for 2018/19 school year of Ghau Vocational Institute of
Technology and Sichuan Hope Automotive TechnicdleQe was missing

Financial performance
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The revenue and core net profit (excluding listexgpenses, equity-settled share
option expenses and gain on exchange differendgsameains a strong growth in
the last three years and reached RMB 1,029.5 milind RMB 314.8 million in
2018 respectively.

Figure: Revenue (2015-2018)
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Source: Company report, Phillip Securities (HK) &esh

Figure: Core net profit(2015-2018)
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Source: Company report, Phillip Securities (HK) &esh
Industry overview

The market size of private higher education cossi§tfour factors: 1) Population
of the relevant age group in higher education, 8s& enrollment rate in higher
education, 3) Penetration rate of private educadioth 4) Average tuition fees in
private education.

Figure: The determinants of private higher educatio
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Population of relevant age Gross enrollment in Penetration rate of private Average tuition fees
group in higher education higher education rate education in private education

L]
Market size of private higher education
L]

Source: Phillip Securities (HK) Research
Population of relevant age group in higher educatio

We estimate the future population of the relevayeg group by two methods: 1)
the age group in 2020E estimated by the UnitedoNatas well as 2) the birth rate
across the years in China.

1) The age group in 2020E estimated by United Matio

We first estimated the age group of 15-19 and 2M@4calculating how the
younger age group will be promoted to those two qugeip after adjusting the
mortality rate. Then, since the population of tleéevant age group in higher
education is ranging in age from 18 to 22 years tolgimplify the estimate, we
weighted 40% for the age group of 15-19 (age 1®%dhd 60% for that of 20-24
(age 20, 21 &22).

Based on the population estimate in 2020E from ddhiNations, we see the
relevant age group in 2020E/2025E will drop by 93%%%, but then rise by
2.1%/0.2% in 2030E/2035E. The population of thevaht age group should be
stabilized in 2025E.

Figure: Estimated population of relevant age grioupigher education by method

1 (000)
140,000
120,000
100,000
80,000
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Source: United Nations, Phillip Securities (HK) Basch

1) The birth rate across the years in China

Page | 8 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

The birth rate is calculated by the number of newbalivided by the average
population in the corresponding year. With the lt@apulation in China, we

estimated the number of newborns. Based on theatitpmtate of WHO from ages
0 to 24 in 2016 (~1.4%), we forecast the numbgrapfulation aged from 18 to 22
by our estimated number of newborns.

We see the population of relevant age group wiliticwe to drop at a decreasing
rate since 2020, then will stabilize in 2025, fipahlly in 2030.

Figure: Estimated population of relevant age grioulpigher education by method

2 (000)
140,000 3%
120,000 2%
100,000 1
0%
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40,000
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20,000 4%

2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034
B Relevant age group == YoY (%)

Source: National Bureau of Statistics, WHO, PhiBigcurities (HK) Research

Those two methods produced similar results thaptimilation of the relevant age
group in higher education will drop from 2020E t028E. While the method 1

suggested the population of relevant age groupraliibund from 2025E to 2030E
and stabilize from 2030E to 2035E, the method 2g@n opposite view that the
population of relevant age group will stabilizerfr@025E to 2030E and rebound
from 2030E to 2035E.

Gross enrollment rate in higher education

The gross enrollment rate in higher education ke bising from 23.3% in 2008
to 48.1% in 2018. In the 13th Five-Year Plan fog thevelopment of National
Education, the government aims to reach 50% ingttoss enrollment rate of
higher education in 2020. And, on 30th April, th&at€ Council of the PRC
announced an enrollment expansion in higher vogakieducation by 1 million.
The Ministry of Education claimed the gross enrelhihrate could reach 50% in
2019, one year earlier than the target. To makbehnigducation more accessible,
we believe the gross enrollment rate should keegirsgiin the future.

Figure: Gross enrollment rate in higher education

Page | 9 | PHILLISECURITIES (HK) RESEARCH



' PhillipCapital
Hope Education (1765.HK) FeeJyl LT AL oJe]q3

60.0%

50.0%

8.1%

40.0%

30.0%

20.0%
10.0%

0.0%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Ministry of Education of the PRC , PhilBpcurities (HK) Research

The gross enroliment rate in tertiary educatiorChina was still lower than the
most of the developed countries, such as SpaintetUnState, Netherlands,
Germany, Canada and the United Kingdom, showingetie still room for the

growth of gross enrollment rate in tertiary edumatin China. As the GDP per
capita in China increases, we should see Chindhesitap with the developed
countries in the future.

Figure: Gross enrollment rate in tertiary educatioross the world (2016)
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Source: UNESCO , Phillip Securities (HK) Research
Penetration rate of private education

The popularity of private higher education in Chires been rising, measured by
both the percentage of private education to totedlBnents & new enroliments in
higher education. The % to total enrolliments insegfrom 19.9% in 2008 to
23.7% in 2017 and that to new enrollments also fimsa 22.2% in 2008 to 24.3%
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in 2017. We believe the surging penetration rauis to the rising attractiveness
of private education institutions.

Figure: % of private education to total enrollme&t®iew enrollments in higher
education (2008-2017)

25.0%
24.0%
23.0%
22.0%
21.0%
20.0%
19.0%

18.0%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

% of private education to total enrollments in higher education

% of private education to new enrollments in higher education

Source: Ministry of Education of the PRC , PhilBpcurities (HK) Research

In addition to the rising attractiveness, the delegice of the local government on
private higher education was also a reason forridieg penetration rate. The
central government aims to make higher educatiorenagcessible, handing a
target on gross enrollment rate to local governmdotvever, the growth of local
government’s expenditure on higher education wasergdly lower than the
aggregate expenditure, except in 2014; the prapodf the expenditure in higher
education to the aggregate was dropping since ZDd.3ulfil the target from the
central government but with less expenditure, theall government can only
depend on the private education institutions, dguhe penetrating rate up.

Therefore, we expect the penetrating rate should rising if the local
government's expenditure on higher education isleind.

Figure: Growth of local government’s expenditureducation
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H Total

Source: Ministry of Finance of the PRC, Phillip 8ettes (HK) Research
Figure: Proportion of local government’s expenditinreducation
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Source: Ministry of Finance of the PRC, Phillip 8eties (HK) Research

Average tuition fees in private education

According to Frost & Sullivan, the average tuitiees in private higher education
in 2017 was RMB 11,533. The tuition fees are gdheradjusted with the
Inflation rate. We expect the tuition fees will irase at 2.5% annually (the
average of CPIl in China in the last ten yearsjatt, the data shows the growth in
tuition fee is stronger than that in inflation inetUS. As a result, we believe
growth at an inflation rate is a relatively consdive assumption.

Figure: College tuition and fees vs US CPI
= U.S. consumer price index College tuition and fees

500%

400

300
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100

B

| 1990 | 1995 2000 ‘ 2005 - 2010 ‘ 2015

Source: US Bureau of Labor Statistics, Vice moneljllip Securities (HK)
Research

Figure: Growth rate forecast of private higher edion
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Supply of private higher education

The number of private education institute has iased slowly, around 10 new
institutions founded annually in the last decadee Blow growth in private
education institutions could be attributed to smby asset business model, where
schools offering bachelor program need at least MQ00(equivalent to 333,333
sg.m.) land use rights to construct teaching arwllary buildings and facilities.
Besides, the government urged the independentgeslldo separate from its
original public universities. The private educatgrhools may decide to acquire
those independent colleges rather than buildirfgpinh scratch, can change it to
private universities. Therefore, the number of selools has decreased recently.
As of 2018, since there are still 265 independaieges for acquisition, we
expect the number of new schools will remain avalevel.

Figure: Number of private education institutions
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Source: Wind, Phillip Securities (HK) Research

Figure: Number of independent colleges
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Policy risk in the industry

Although the Amendment of Law for Promoting Priv&@ucation of the PRC has
not been revealed, we believe the policy risk ighkr education is lower,
compared to compulsory education. On November 2Qhé, 12th National
People’s Congress proposed the Regulations forsifitasion Registration
of Private School - for-profit and non-profit, wieit indicates that compulsory
education can only be non-profit. For those norfipsghools, the profit can only
leave in schools for further development and do allwtw to distribute to the
owners. Although listed companies offering compryseducation currently could
distribute dividends by making use of related pargnsactions to transfer its
profit, we believe that such practices are likelyoe rectified in the future because
non-profit schools do not pay taxes on tuition feesich lead to the unfairness. In
contrast, higher education can choose for-profiganing the company could
distribute dividends after paying taxes and laadgfer fees. Besides, as education
is one of the industries that the state encourdgeslevelopment, the market
generally believes that profits tax is likely to twely 15%. The land transfer fees
can be amortized into 50 years, so the impact erirttome statement should be
not significant.

Enroliment expansion in higher vocational education

In the Report on the Work of the Government in 2068uggests an enrollment
expansion in higher vocational education by 1 onllito resolve the lack of
technical manpower and structural unemploymenthim& The expansion mainly
faces to graduates from senior high school andrskey technical vocational
school, veterans, migrant workers, laid-off workefge believe the enrollment
expansion will significantly the gross enrollmemate in higher education. The
denominator of gross enrollment rate is the pomnatged from 18 to 22;
whereas the numerator is the number of studentlyisty in higher education
whom age could be over 22. Therefore, since thigaesion is facing those
veterans, migrant workers, laid-off workers, whoge anay have already been
over 22, the gross enroliment rate could enjoyaificant boost.

Company highlights
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Abundant capacity for enrollment expansion in highe vocational education

For new student enrollment, the Ministry of Edugatin province assign a student
quota to every school, where the quota is usualkng consideration of the
capacity and the education quality of the schoayhEr vocational education will
expand its enrollment by 1 million this year, ae Ministry of Education in the
province should assign more student quota to sshadpecially those with
abundant capacity.

As of 2018/19 school year, the capacity of the stheeached 125,096, implying
a utilization rate of 76%. Even if there is no &se in capacity, the schools could
still accommodate 30,000 more students. As theojunollege should be the
beneficiary in this expansion, having a closer laikthe utilization rate, the
utilization rate of Jiaotong College, Tianyi CokegAutomotive Vocational
College, Vocational Institute of Technology and @mbtive Technical College
which offers junior college educations (the beraficin this expansion) were all
below 70% in the 2018/19 school year. As a resiét, Group should be able to
enjoy such enrollment expansion.

The student quota in 2019 has increased hugel\yy sscSouthwest Jiaotong
University Hope College, Sichuan Tianyi Collegecisian Hope Automotive
Vocational College, and Sichuan Vocational Collegd Culture &
Communication, reflecting those schools should bpyng from enrollment
expansion in higher vocational education this year.

Figure: Utilization rate

School year 2014/15 2015/16 2016/17 2017/18 2018/19

Southwest Jiaotong University Hope College 81% 71% 88% 92% 68%

Eusines§ College of Guizhou University of Finance and 84% 80% 90% 85% 91%
conomics

Jinci College of Shanxi Medical University 54% 70% 96% 53% 68%

College of Science and Technology of Guizhou University 80%

Sichuan Tianyi College 80% 84% 99% 99% 64%

Sichuan Hope Automotive Vocational College & Sichuan

0, 0, 0, 0, 0,
Hope Automotive Technical College 63% 96% 40% 60% ok

Sichuan Vocational College of Culture & Communication 49% 58% 100% 87% 95%
Guizhou Vocational Institute of Technology 25% 41% 61%
Sichuan TOP IT Vocational Institute 97%

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

Figure: Student quota

Independent college 2018 2019 Diff
. ) ) Bachelor 3,485 3,804 319
Southwest Jiaotong University Hope College ]
Junior 2,286 3,394 1,108
Busmc_ess College of Guizhou University of Finance and Bachelor 4945 6000 1,055
Economics
Jinci College of Shanxi Medical University Bachelor 1,872 2,248 376
College of Science and Technology of Guizhou University Bachelor 2,700 2,550 (150)
Junior college
. o Universal enrollment 4500 4,752 252
Sichuan Tianyi College
Independent enroliment 2,744 4,250 1,506
Universal enrollment 3,719 N/A*

Sichuan Hope Automotive Vocational College
Independent enroliment 1,281 3,000 1,719

Page | 15 | PHILLISECURITIES (HK) RESEARCH



p PhillipCapital

Hope Education (1765.HK) FeeJyl LT AL oJe]q3

. ) o Universal enrollment 1,680 2,915 1,235
Sichuan Vocational College of Culture & Communication

Independent enroliment 1,960 3,078 1,118

Guizhou Vocational Institute of Technology Junior 2,965 2,952 (13)

Universal enrollment 5,200 6,000 800

Sichuan TOP IT Vocational Institute
Independent enroliment 2,940 3,120 180

Source: School website, Phillip Securities (HK) &ash
*** The student quota for 2018/19 school year otHiian Hope Automotive
Vocational College has not yet disclosed

Decent quality of teaching

Good quality of teaching is one of the most cruc@ainpetitive advantages for a
school. Once the population of the relevant ageigrohe schools with a poor
quality of teaching will suffer the first. Therefgrit is important to investigate the
quality of teaching when analyzing an education gamy. As the schools of the
Group were all located in those less developedipces, its quality of teaching is
generally poor than those schools in developedipceg, making the ranking in
China of the schools of the Group less impresdivdeed, we believe it is more
appropriate to compare the schools within the proevisince most of the student
enrolled are from the local province.

According to Chinese independent college and mivaiiversity ranking (Wu
Shulian) in 2018, Guizhou College and College athfelogy are ranked the first
and the second in Guizhou. Jiaotong College ramkecdleventh out of fourteen
in Sichuan and Shanxi College ranked the last an%in

Although Jiaotong College and Shanxi College mayimpressive in terms of the
overall ranking in the province they are locateds ialso important to investigate
the majors they are providing individually, becasshools maybe only provide a
good quality of teaching in some of their majors.&vresult, the overall ranking of
those schools may look bad.

According to Chinese independent college and mivaiiversity ranking (Wu

Shulian) in 2018, the department of administratisanagement of Jiaotong
College ranked 10% - 20% out of 256 schools wheerof§ administration

management. The medical department of Shanxi Golagked 20% - 30% out of
62 schools providing medical study. The departmerit administration

management and economics of Guizhou College batketh10% - 20% out of
256 and 215 schools. The department of economics College of

Technology ranked 20% - 30% out of 215 schools.

We believe Guizhou College and College of Technplrg regarded with good
quality of teaching in Guizhou due to their leadipgsition in the ranking in
Guizhou. Although Jiaotong College and Shanxi @gleid not rank as high as
the schools in Guizhou, they have their strengtsame of the majors, such as
administration management and economics. Therefaeebelieve those schools
are with a decent quality of teaching, giving thpiotection once the student
enrollment decreases.

Excellence in school integration

The Group developed depending on acquisitionseriakt few years, where 7 out
of 10 of schools are from acquisitions. As a reghk capacity to integrate the
acquired schools is of utmost importance. Shanxlle§e, Tianyi College
and College of Culture & Communication have showw lgood the Group was in
school integration.
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Shanxi College: Founded in 2002, the school wasiised) in 2014. The Group
received 2,438 students then enrolled at. In 2®@L.&dhool year, the student
enrolled has increased to 5,962, meaning a 5-ya&RCof 25.1%.

Tianyi College: Founded in 1991, the school wasused in 2011. The Group

received all 7,450 students then enrolled at. 1b8219 school year, the student
enrolled has increased to 10,984, reflecting ar@-AGR of 5.7%. The student
enrollment stabilized in recent year, to updatenfroinior college education to

undergraduate education. Otherwise, the growthstu@ent could be stronger.

College of Culture & Communication: Founded in 208 school was acquired
in 2014. The Group received all 3,060 students #reolled at. In 2018/19 school
year, the student enrolled has increased to 8,&fgcting a 5-year CAGR of
30.6%.

With enriched resource, the Group can increasec#ipacity of those acquired
schools by building a new dormitory and school dinij. Besides, the synergy
can be created after being acquired by the GroigmyT College and College of
Culture & Communication both operated a “ junior college-
undergraduaté program with Jiaotong College, which could enharbe

attractiveness and the acceptance of their courses.

Figure: Number of student (Before acquisition v&198chool year)

12,000 10,984
10,000 8912
5,962
6,000
4,000 3,060
2,438
Jinci College Tianyi College College of Cult & Com
W Before acquisition 18/19 school year

Source: Company report, Phillip Securities (HK) &esh
Low gross enroliment rate in higher education in povinces located

The schools of the Group are all located in Sichu@nizhou and Shanxi.

Moreover, most of their new student enrolled aoenfithe local province, so it is

helpful to look into the gross enroliment rate acle province. In 2017, the gross
enrollment rate in higher education in Sichuan,zZBou and Shanxi were 34%,
31% and 43%, versus 45.7% (the overall in China)shiows that the gross
enrollment rate in Sichuan and Guizhou were stilldfehind the overall.

Figure: Gross enrollment rate in higher educatRo1{)
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As those less developed provinces become richer,sheuld see the gross
enrollment rate improves, because the residentafamelable for higher education.
The disposable income of Guizhou, Sichuan and SHzawe risen in a 4-year
CAGR of 8.9%, 9.3% and 6.6%. In the 13th Five-YR&m for the Development
of Education in Sichuan Province, it targets thesgrenrollment rate in higher
education to reach 50% in 2020, reflecting how eage those less-developed
provinces to improve their education level.

Figure: Disposable income (2014-2017)
35,000

29,080
30,000 26,743

24,58
25,000 22,54

20,000
15,000
10,000

5,000

Guizhou Sichuan Shanxi
W2014 m2015 m2016 2017

Source: Bureau of Statistics of Provinces, Phi#flgeurities (HK) Research

Earnings forecast
Student enrollment

We expect there will be a significant surge in sehool year 2019/20 thanks to
the enrollment expansion in higher vocational etlanaand the growth in the
school year 2020/21 should resume normal. We expectee the student
enrollment to reach 110,948 and 122,064 in theaojear 2019/20 and 2020/21,
implying a 7-year CAGR of 24%.
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Figure: Estimated student enrollment (2019/20 -022P)

2019/20 2020/21
Jiaotong University 18,655 19,774
Guizhou University 16,793 17,800
Shanxi University 7,154 8,406
Guizhou Institute of Technology 9,868 10,559
Tianyi College 13,730 15,103
Automotive Vocational College 5,685 6,822
College of Culture & Communication 10,694 12,299
\Vocational Institute of Technology 8,862 9,970
TOP IT Vocational Institute 13,842 14,534
Automotive Technical College 5,665 6,798
Total 110,948 122,064

Source: Phillip Securities (HK) Research

Figure: Estimated growth rate in student enrolln{@61.9/20 - 2020/21)

2019/20 2020/21
Jiaotong University 8.0% 6.0%
Guizhou University 8.0% 6.0%
Shanxi University 20.0% 17.5%
Guizhou Institute of Technology 9.0% 7.0%
Tianyi College 25.0% 10.0%
Automotive Vocational College 30.0% 20.0%
College of Culture & Communication 20.0% 15.0%
\Vocational Institute of Technology 50.0% 12.5%
TOP IT Vocational Institute 7.5% 5.0%
Automotive Technical College 35.0% 20.0%

Source: Phillip Securities (HK) Research

Figure: Estimated student enrollment (2014/15 -022D)

140,000 16% 50%
122,064 5%

120,000 110,948
40%
100,000 35%
80,000 75,694 30%

25%
20%

60,000 51,672
15%
10%

40,047
40,000 33,654 ’
20,000 I I ;
- 0%

5%
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

19%

I Studentenrollment == Yo' (%)

Source: Phillip Securities (HK) Research

Tuition fee
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We assume the average tuition fee per student gatvizs5%, in line with the
average of CPI in China in the last ten years amwkt than the guidance from
management (3%-5%) for the sake of being consee:ati

Figure: Estimated growth rate in average tuitica ger student

Average tuition fee per student YoY (%) 2019F 2020F
Jiaotong University 2.5% 2.5%
Guizhou University 2.5% 2.5%
Shanxi University 2.5% 2.5%
Guizhou Technology College 2.5% 2.5%
Tianyi College 2.5% 2.5%
Automotive Vocational College 2.5% 2.5%
College of Culture & Communication 2.5% 2.5%
\Vocational Institute of Technology 2.5% 2.5%
TOP IT Vocational Institute 2.5% 2.5%
Automotive Technical College 2.5% 2.5%

Source: Phillip Securities (HK) Research

Revenue
We expect the revenue in 2019F/20F will grow by026/18.8%. The significant

increase in 2019F was partly attributed to the cbaation of the College of
Science and Technology of Guizhou University.

Figure: Estimated revenue

1,800,000 36.8% 40%
1,600,000 Loaldes o
1,400,000 26 2% 30%
db AT 1,029,523 259%
1,000,000 i ) g
P/ c 20%
SO | 752,434
614,399 155
600,000 486,714
400,000 ot
200,000 5%
- 0%

2015 2016 2017 2018 2019F 2020F
I Revenue =YooV (%)
Source: Company report, Phillip Securities (HK) &esh
GPM

We expect the GPM in 2019F will drop to 45% dudhe consolidation of the
College of Science and Technology of Guizhou Ursigr Then, it will rise to
45.3% in 2020F as the operating performance imgove

Figure: Estimated gross profit margin
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SG&A costs

The SG&A costs as % of revenue in 2018 rose duketdisting expenses and the
equity-settled share option expenses. We expectStB&A will resume to a
normal level. Moreover, as the operation perforneasdmproving, the proportion
should slightly decrease. We forecast the SG&A et % of revenue in
2019/20F will be 16%/15.6%.

Figure: Estimated SG&A costs as % of revenue
35%

30%
25%

20%

15% 15.6%

10%

2015 2016 2017 2018 2019 2020

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

Based on the assumptions above, we expect thenebrprofit will reach RMB
420/518 mn, with a growth of 33.3%/23.6% in 20192

Figure: Estimated core net profit
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Valuation

We adopted the DCF model for valuation, where waime the discount rate to
be 11.74%, and terminal growth to be 2.5%, with FGérecast to 2028F. We
derived a target price of HK$1.47, implied a P/R2bf5x and 17.6x in 2019F/20F.
We initiate a “Buy” rating with a potential upsidé€24.6%. (HKD/CNY=0.90)

Figure: DCF model

(RMB mn) 2019F  2020F 2021F  2022F 2023F 2024F  2025F 2026F  2027F 2028F
CFO 1,001 939 1,006 1,047 1,089 1,156 1,224 1,300 1,376 1,466
Adjust for

CAPEX, net (893) (840)  (883) (384)  (378) (382) (392) (425) (473)  (473)
Free Cash Flow 117 109 134 674 722 783 842 885 914 1,002

Assumptions

Terminal growth 2.5%
Risk-free rate 3.06%
Equity Risk Premium 6.94%
Beta 1.45
Cost of equity 13.12%
Cost of debt after-tax) 5.75%
WACC 11.77%
Enterprise Value 8,326
+ Net cash (debt) 527
- Minority (Market value) (6)
Equity value 8,847
Number of shares (mn) 6,667
HKD/CNY 0.90
Equity value per share (HK$) 1.47
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Source: Company report, Phillip Securities (HK) &esh

Risk

1. A plunge in birth rate in China

2. The enroliment expansion cannot bring growtthexnumber of students
3. A sharp change in policies to education sector

4. The Group fails to improve the operation of éleguired schools

Financials
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FYE DEC FY15 FY16 FY17 FY18 FY19F FY20R
Valuation Ratios

P/E (X), adj 108.60 45.68 33.44 42.16 17.24 14.05
P/B (X) 28.58 15.29 10.90 1.70 1.59 1.48
Dividend Yield (%) N/A N/A N/A 1.5% 1.8% 2.2%
Per share data (RMB)

EPS, (Basic) 0.010 0.023 0.032 0.025 0.062 0.076
EPS, (Diluted) 0.010 0.023 0.032 0.025 0.062 0.076
DPS (HKD) N/A N/A N/A 0.0176 0.021 0.021
BVPS 0.04 0.07 0.10 0.62 0.67 0.72
Growth & Margins (%)

Growth

Revenue N/A 26.2% 22.5% 36.8% 26.0% 18.89
EBIT N/A 42.6% 32.4% -36.9% 149.1% 21.79
Net Profit N/A 136.6% 35.5% -20.2% 147.9% 22.79
Margins

Gross margin 50.7% 50.4% 47.8% 45.4% 45.0% 45.39
EBIT margin 26.0% 29.4% 31.8% 14.7% 29.0% 29.79
Net Profit Margin 13.4% 25.2% 27.9% 16.3% 32.0% 33.09
Key Ratios

ROA N/A 3.7% 4.1% 2.4% 5.0% 6.1%
ROE N/A 43.6% 38.1% 7.0% 9.5% 10.99
Income statement (RMB mn)

Revenue 487 614 752 1,03( 1,297 1,541
Gross Profit 247 31C 36C 467 584 69§
EBIT 127 181 23¢ 151 37€ 45§
EBT 69 15¢ 22¢ 15¢ 437 536
Net Profit 65 15k 21C 167 41F 509
Minority Interest 0 (0) (2) D 4 5
Net profit for owners 65 15¢ 21z 16€ 411 504

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.90) is HKDCNY1Y forward contradte on Aug 6 from Wind.
(Financial figures as at 6 Aug 2019)
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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 omltioe 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 reowendation
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Hope Education (1765.HK) PhiIIipCapitaI

Acquisition leader in higher education, enrollment
expansion fuels the growth

8 August 2019

Hong Kong | Education| Company Report

Investment Summary Buy (Initially)

Hope education is one of the largest private higlokication group in China, engaging inCM_PHKI? 1.18

the bachelor program, junior college program andational education. They currently (Cl0sing price at 6 Aug 2019)
operate four independent colleges, five junior expls and one technical college iWARGET HKD 1.47 (+24.6%)
Sichuan, Guizhou and Shanxi. As of the 2018/19 alchear, the number of student

enrollment was around 95,000. Based on DCF valoatie derived a target price of COMPANY DATA

HK$1.47, implied a P/E of 21.5x and 17.6x in 20D82We initiate a “Buy” rating aASR?(HEATRCEASP('(\f_:\QDMN): 7652(757
with a 24.6% potential upside. (Closing price &u& 2019) 52 - WK HI/LO (HKD): 222 1075

The private higher education market will be under gessure in short term, but will

soar in IOng term SHARE HOLDING PATTERN > %

Hope Education Investment Limited  37.62
China Everbright Group 37.62

The population of the relevant age group in higkducation will drop since 2020, and
stabilize in 2025. As the GDP per capita in Chinaréases, we should see gross
enrollment rate in China catches up with the deyediocountries in the future. ThePRICE PERFORMANCE » %

penetration rate of private education will incredlsanks to the rising acceptance ir M 3M 1y
private universities and the dependence on priedigcation form local governments,Hope Education 536 172 -3656
The tuition fee should grow with the CPI in Chifegarding those four factors where™>! 9.73 -1365 6.14
three are rising, whereas one is dropping in thetsrm and will rebound in long term, pcrur
we expect the growth rate of private higher edoocawill decrease from 2018 to 2020E ===
and will reach a mid to high single-digit growth.

N VS. HSI
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Abundant capacity for enrollment expansion in highe vocational education Mo L -
"h‘l_. Wy e} bV "_P'k M

TN Y pr

As of 2018/19 school year, the capacity of the etheeached 125,096, implying a i

utilization rate of 76%. Even if there is no incsean capacity, the schools could still
accommodate 30,000 more students. As the junidegmishould be the beneficiary in

this expansion, having a closer look at the utilcrarate, the utilization rate of Jiaotonggey rinanciaLs

i AL

Source: Aastocks, Phillip Securities (HK) Research

College, Tianyi College, Automotive Vocational Ggk, Vocational Institute of rmBmn FY17 FY18 FY19F FY20F
Technology and Automotive Technical College whidfers junior college educations Rrevenue 752 1,030 1,297 1,541
(the beneficiary in this expansion) were all beld®% in the 2018/19 school year. As avet Profit 210 167 415 509
result, the Group should be able to enjoy suchliemeat expansion. EPS, RMB 0.032 0.025 0.062 0.076

PER, x 33.44 42.16 17.24 14.05
Decent quality of teaching protects from the drop n population of relevant age BYPS RMB 0.10 062 067 0.72
group P/BV, x 10.90 1.70 1.59 1.48

ROE, % 38.1 7.0 9.5 10.9

Source: Company reports, Phillip Securities Est.

According to Chinese independent college and privetiversity ranking (Wu Shulian)
in 2018, Guizhou College and College of Technolagyranked the first and the secontlj_aesearch Analvst
in Guizhou. the department of administration managy@ of Jiaotong College rankedre. /i (2277 635’)27)
10% - 20% out of 256 schools who offering admimistn management. The medicakerryli@phillip.com.hk
department of Shanxi College ranked 20% - 30% d&u2oschools providing medical

study.
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The department of administration management andagoizs of Guizhou College
both ranked 10% - 20% out of 256 and 215 schodis.department of economics
of College of Technology ranked 20% - 30% out dd 8thools. We believe those
schools are with a decent quality of teaching, mgjvtheir protection once the
student enroliment decreases.

Excellence in school integration

Shanxi College, Tianyi College and College of C@t& Communication have

shown how good the Group was in school integrat&anxi College grew at a 5-
year CAGR of 25.1%; Tianyi College grew at an 8ry€AGR of 5.7%; College

of Culture & Communication grew at a 5-year CAGR30{6%.

Company analysis
Company profile

Hope education is one of the largest private higidwcation group in China,
engaging in the bachelor program, junior collegeogprm and vocational
education. They currently operate four independetieges, five junior colleges
and one technical college in Sichuan, Guizhou andns. As of the 2018/19
school year, the number of student enroliment wasral 95,000.

Schools
1. Southwest Jiaotong University Hope College (diag College)

Cooperating with Southwest Jiaotong University, othag College is an
independent college located in Sichuan providirrgied undergraduate and junior
college educations. It offered 44 majors primarilycluding urban rail
transportation operation management, civil engingerbusiness and foreign
languages, engineering management, electronic eagng and automation and e-
commerce. Among the 44 majors, 25 are majors grauritachelor’'s degrees and
19 are majors granting junior college diplomas. iHgu¥wo campuses in Chengdu
and Nanchong, the school had 17,273 students edrill the 2018/2019 school
year.

Jiaotong College pays an annual fee amounting % @bits tuition income and
5% of its scientific research income to Southwesttdng University. The term of
the cooperation agreement is 30 years, ended i®.203

2. Business College of Guizhou University of Firarand Economics (Guizhou
College)

Cooperating with Guizhou University of Finance aBgonomics, Guizhou
College is an independent college located in Guizhwoviding formal

undergraduate education. It offered 13 majors grgnbachelor's degrees
including economics, accounting, management, seieeagineering, literature
and legal studies. Having a campus in Huishui,stieool had 15,549 students
enrolled in the 2018/2019 school year.

Guizhou College pays an annual fee amounting to 8084itions. The term of the
cooperation agreement is 30 years to 2044.

3. College of Science and Technology of Guizhou vty (College of
Technology)

Cooperating with Guizhou University, College of firology is an independent
college located in Guizhou providing formal undedyrate education. It offered
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25 majors granting Bachelor's degrees includingrdity, law and public
management, engineering, business, and art. Haviogmpus in Huishui, the
school had 9,053 students enrolled in the 2018/28h80l year.

College of Technology pays an annual fee amourtting5% of the tuition. The
term of the cooperation agreement is ended in 2034.

4. Jinci College of Shanxi Medical University (Ska€ollege)

Cooperating with Shanxi Medical University, Shai®adllege is an independent
college located in Shanxi providing formal undedyrate education. It provided
10 majors granting Bachelor's degrees includingiadl medicine, preventive
medicine, dentistry, pharmaceutics, forensic maeedicinursing, public affairs
management, information management and informatystem. It had one campus
in Qixian and leased one campus in Taiyuan. FoR0183/2019 school year, the
school had 5,962 students enrolled.

Shanxi College pays an annual fee amounting to 80D%e tuition. The term of
the cooperation agreement is 30 years to 2044.

5. Sichuan Tianyi College (Tianyi College)

Tianyi College is a higher education institutiorcdted in Sichuan providing a
junior college education. It had one campus in Mian It offered 21 majors
granting junior college diplomas including tourismmnagement, language and
literature, art and design, civil engineering, caoiep science and technology,
businesses, accounting, aviation and nursing. ®2018/2019 school year, the
school had 10,984 students enrolled. It also opsraa “junior college-
undergraduate” program.

6. Sichuan Hope Automotive Vocational College (Antdive Vocational College)

Automotive Vocational College is a higher educatiomstitution located in
Sichuan providing a junior college education. fecfd 19 majors granting junior
college diplomas including automobile engineeringtomobile advanced
technology, mechanical and electrical engineerim@nagement engineering,
automobile marketing and service and e-commerce amodunting. It had one
campus in Ziyang. For the 2018/2019 school year,sithool had 4,373 students
enrolled. It also operates a “junior college-undadgate” program.

7. Sichuan Vocational College of Culture & Commaanticn (Vocational College
of Culture & Communication)

Vocational College of Culture & Communication isigher education institution

located in Sichuan providing junior college edumatand serving as a leading
cultivation base of talents in television and dgimtcommunication. It provided

offered 27 majors granting junior college diplonmasluding an art performance,
film and television, art and design, culture mamaget, electronic information

and aviation services. It had one campus in Chamgaimd leased part of Sichuan
Tianyi College's campus in Mianzhu to accommodase increasing student
enrollment. For the 2018/2019 school year, the aichad 8,912 students enrolled.
It operates a “junior college-undergradudte program.

8. Guizhou Vocational Institute of Technology (Vtoaal Institute of
Technology)

Vocational Institute of Technology is a higher eatiem institution located in
Guizhou providing a junior college education. loyded 18 majors granting
junior college diplomas including accounting, autdmfe testing, e-commerce,
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automobile marketing and applied chemistry engingert had one campus in
Fuquan. For the 2018/2019 school year, the schabbtB08 students enrolled.

9. Sichuan TOP IT Vocational Institute (TOP IT Vtioaal Institute)

TOP IT Vocational Institute is a formal higher edtion institution located in

Sichuan providing junior college education and sgnas a leading cultivation
base of talents in information technology. It offér35 majors granting junior
college diplomas including software technology, higta technology and
application, mobile application development, conmgpuhetwork technology,

accounting, automotive testing and maintenancentdogy and e-commerce. The
school had a campus in Chengdu. For the 2018/2fH@&bk year, the school had
12,876 students enrolled.

10. Sichuan Hope Automotive Technical College (Audtive Technical College)

Sharing the same campus with Automotive VocatioBallege, Automotive
Technical College offered 18 majors, including &pltechnology of numerical
control, automobile maintenance, accounting, agplieomputer science,
comprehensive management of the rural economyenssce and automobile
marketing of vehicles and accessories. For the /2018 school year, the school
had 4,196 students enrolled.

Student enrolled

The student enrollment increased from 33,654 il34fhool year to 95,086 in
18/19 year. The growth rate in 15/16-18/19 schasdhrywere 19.0%, 29.0%,
46.5% and 25.6%, with a CAGR of 29.6%. As of 18¢t8ool year, the student
from independent college accounted for 50.3%, wihié¢ from junior college and
technical college were 45.3% and 4.4%.

Figure: Student enrolled

100,000 16.5% 50%
90,000 4,196 45%
80,000 40%

2,121
70,000 43,053 35%
29.0% -
60,000 30%
. 39,287 .
50,000 19.0% 1,365 | 25%
40,000 21,494 20%
30,000 16,775 15%
15,188
20,000 I 10%
10,000 . 5oy
- 0%
14/15 15/16 16/17 17/18 18/19
mm Independent college Junior college Technical college YoY (%)

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

Independent college: Jiaotong College is a matcined with a 5-year CAGR of
7.4%. Guizhou College and Shanxi College are btdkirgy in a fast-growing
stage, with a 5-year CAGR of 45.4% and 31.0% rdspdy. Besides, College of
Technology was also in an expanding period, wheeeviebsite of College of
Technology stated that the student enrollment ib7218 school year was around
7,500, implying a YoY increase of 20.7%.
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Junior college: Automotive Vocational College, @gk of Culture &

Communication and Vocational Institute of Technglagere all enjoying robust
growth, with a CAGR of 21.0%, 31.1% and 124.0% eesipely. To the update to
a bachelor degree program, Tianyi College stoppted growth in student
enrollment, only recorded a 5-year CAGR of 2% tffilfthe requirement from

government. TOP IT Vocational Institute also reeardslow growth in student
enrollment, up by 3% in 2018/19 school year.

Technical College: Automotive Technical College walso enjoying robust
growth, with a 3-year CAGR of 75.3%.

Figure: The number and growth rate of student émewit in Colleges

School year 2014/15 2015/16 2016/17 2017/18 2018/19
Independent college
Southwest Jiaotong University Hope College 12,961 13,820 14,550 15,129 17,273
YoY (%) 7% 5% 4% 14%
EC%II;IE)I;?CSSS College of Guizhou University of Finance and 3.478 6817 10,642 14,356 15,549
YoY (%) 96% 56% 35% 8%
Jinci College of Shanxi Medical University 2,027 2,635 3,621 4,801 5,962
YoY (%) 30% 37% 33% 24%
College of Science and Technology of Guizhou University - - - ~7,500 9,053
YoY (%) ~21%
Junior college
Sichuan Tianyi College 10,136 9,563 10,716 11,785 10,984
YoY (%) -6% 12% 10% -7%
Sichuan Hope Automotive Vocational College 2,037 3,303 3,642 4571 4,373
YoY (%) 62% 10% 26% -4%
Sichuan Vocational College of Culture & Communication 3,015 3,909 5,959 7,379 8,912
YoY (%) 30% 52% 24% 21%
Guizhou Vocational Institute of Technology - - 1,177 2,996 5,908
YoY (%) 155% 97%
Sichuan TOP IT Vocational Institute - - - 12,556 12,876
YoY (%) 3%
Technical college
Sichuan Hope Automotive Technical College - - 1,365 2,121 4,196
YoY (%) 55% 98%

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

The capacity has been growing from 48,976 in 2(.4thool year to 125,096 in
2018/19 school year with a 5-year CAGR of 26.4%.

Figure: Total capacity
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140,000 = 40%
2l 125,096
120,000 35%
100,000 0%
25%
80,000
60,000 >7.L o
) 48,976 Lo
40,000
10%
20,000 5%
- 0%
14/15 15/16 16/17 17/18 18/19

m Total capacity

—YOY (%)

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

Tuition fee

In 2018/19 school year, the tuition fees of indej®t colleges are ranging from
RMB 12,000 to 15,000, while that of tuition feeg fanior colleges are from
RMB 7,000 to 12,300 without considering Vocatiotadtitute of Technology.
The tuition fees of technical college are the lawesnging from RMB 3,000 to

3,400 in 2017/18 school year.

Figure: Tuition fees (RMB)

Independent College

Southwest Jiaotong University Hope
College

Bachelor's degree program

Junior college diploma program

Business College of Guizhou University of
Finance and Economics

Jinci College of Shanxi Medical University

College of Science and Technology of
Guizhou University

Junior College

Sichuan Tianyi College

Sichuan Hope Automotive Vocational
College

Sichuan Vocational College of Culture &
Communication

Guizhou Vocational Institute of Technology

Sichuan TOP IT Vocational Institute

Technical College

Sichuan Hope Automotive Technical
College

2014/2015

13,000-15,000
11,000-12,000

12,000
13,200

5,800-11,000

5,900-7,900

7,000-12,000

2015/2016

15,000
12,000

12,000
13,200

5,800-12,000
5,900-7,900

7,000-12,000

2016/2017 2017/2018 2018/2019
13,000-15,000 13,000-15,000 15,000
11,000-15,000 12,000-15,000 12,000

12,000 12,000 12,000

15,120-16,080

8,000-12,000

8,500

7,000-12,000
6,800

2,775-4,750

Source: Company report, School websites Phillipu8tes (HK) Research
*** The tuition fee for 2018/19 school year of Ghau Vocational Institute of
Technology and Sichuan Hope Automotive TechnicdleQe was missing

Financial performance
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The revenue and core net profit (excluding listexgpenses, equity-settled share
option expenses and gain on exchange differendgsameains a strong growth in
the last three years and reached RMB 1,029.5 milind RMB 314.8 million in
2018 respectively.

Figure: Revenue (2015-2018)

1,200,000 20%
35%
1,000,000
30%
800,000 26.2% 752,434
' 25%
614,399
600,000 P 20%
15%
400,000
10%
200,000
5%
- 0%
2015 2016 2017 2018

B Revenue == YoY (%)

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

Figure: Core net profit(2015-2018)

350,000 160%
314,800

300,000 140%

120%

250,000 219,500
100%
200,000
155,684 80%
150,000
60%
100,000
’ 65,398 3.4%  40%
50,000 . o
- 0%
2015 2016 2017 2018

I Core net profit s "YoY (%)

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

The market size of private higher education cossi§tfour factors: 1) Population
of the relevant age group in higher education, 8s& enrollment rate in higher
education, 3) Penetration rate of private educadioth 4) Average tuition fees in
private education.

Figure: The determinants of private higher educatio
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Population of relevant age Gross enrollment in Penetration rate of private Average tuition fees
group in higher education higher education rate education in private education

L]
Market size of private higher education
L]

Source: Phillip Securities (HK) Research
Population of relevant age group in higher educatio

We estimate the future population of the relevayeg group by two methods: 1)
the age group in 2020E estimated by the UnitedoNatas well as 2) the birth rate
across the years in China.

1) The age group in 2020E estimated by United Matio

We first estimated the age group of 15-19 and 2M@4calculating how the
younger age group will be promoted to those two qugeip after adjusting the
mortality rate. Then, since the population of tleéevant age group in higher
education is ranging in age from 18 to 22 years tolgimplify the estimate, we
weighted 40% for the age group of 15-19 (age 1®%dhd 60% for that of 20-24
(age 20, 21 &22).

Based on the population estimate in 2020E from ddhiNations, we see the
relevant age group in 2020E/2025E will drop by 93%%%, but then rise by
2.1%/0.2% in 2030E/2035E. The population of thevaht age group should be
stabilized in 2025E.

Figure: Estimated population of relevant age grioupigher education by method

1 (000)
140,000
120,000
100,000
80,000
60,000
40,000
20,000
0§o° \’oﬁ’ \9@ \963 '\9’@ *\,"’/\% & '\,ogb \(/,}050 *»Dj? %000 WQ)()(" "9\9 '&@'\9 é"réf) mQO’Q%mQ

Source: United Nations, Phillip Securities (HK) Basch

1) The birth rate across the years in China
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The birth rate is calculated by the number of newbalivided by the average
population in the corresponding year. With the lt@apulation in China, we

estimated the number of newborns. Based on theatitpmtate of WHO from ages
0 to 24 in 2016 (~1.4%), we forecast the numbgrapfulation aged from 18 to 22
by our estimated number of newborns.

We see the population of relevant age group wiliticwe to drop at a decreasing
rate since 2020, then will stabilize in 2025, fipahlly in 2030.

Figure: Estimated population of relevant age grioulpigher education by method

2 (000)
140,000 3%
120,000 2%
100,000 1
0%

80,000
1%

60,000
2%

40,000
A 3%
20,000 4%

2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034
B Relevant age group == YoY (%)

Source: National Bureau of Statistics, WHO, PhiBigcurities (HK) Research

Those two methods produced similar results thaptimilation of the relevant age
group in higher education will drop from 2020E t028E. While the method 1

suggested the population of relevant age groupraliibund from 2025E to 2030E
and stabilize from 2030E to 2035E, the method 2g@n opposite view that the
population of relevant age group will stabilizerfr@025E to 2030E and rebound
from 2030E to 2035E.

Gross enrollment rate in higher education

The gross enrollment rate in higher education ke bising from 23.3% in 2008
to 48.1% in 2018. In the 13th Five-Year Plan fog thevelopment of National
Education, the government aims to reach 50% ingttoss enrollment rate of
higher education in 2020. And, on 30th April, th&at€ Council of the PRC
announced an enrollment expansion in higher vogakieducation by 1 million.
The Ministry of Education claimed the gross enrelhihrate could reach 50% in
2019, one year earlier than the target. To makbehnigducation more accessible,
we believe the gross enrollment rate should keegirsgiin the future.

Figure: Gross enrollment rate in higher education
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Source: Ministry of Education of the PRC , PhilBpcurities (HK) Research

The gross enroliment rate in tertiary educatiorChina was still lower than the
most of the developed countries, such as SpaintetUnState, Netherlands,
Germany, Canada and the United Kingdom, showingetie still room for the

growth of gross enrollment rate in tertiary edumatin China. As the GDP per
capita in China increases, we should see Chindhesitap with the developed
countries in the future.

Figure: Gross enrollment rate in tertiary educatioross the world (2016)
100%

90%
80%
70%
60%

50%

40%
30%
20%
10%
0% =
S Y X A QX A N DR L 6 X @ PO a®
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‘2‘\) §“LQ’ \)\ Q C %?4 “S\é Qe’(‘ K~ %b(‘)
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L) \S(\

Source: UNESCO , Phillip Securities (HK) Research
Penetration rate of private education

The popularity of private higher education in Chires been rising, measured by
both the percentage of private education to totedlBnents & new enroliments in
higher education. The % to total enrolliments insegfrom 19.9% in 2008 to
23.7% in 2017 and that to new enrollments also fimsa 22.2% in 2008 to 24.3%
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in 2017. We believe the surging penetration rauis to the rising attractiveness
of private education institutions.

Figure: % of private education to total enrollme&t®iew enrollments in higher
education (2008-2017)

25.0%
24.0%
23.0%
22.0%
21.0%
20.0%
19.0%

18.0%
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

% of private education to total enrollments in higher education

% of private education to new enrollments in higher education

Source: Ministry of Education of the PRC , PhilBpcurities (HK) Research

In addition to the rising attractiveness, the delegice of the local government on
private higher education was also a reason forridieg penetration rate. The
central government aims to make higher educatiorenagcessible, handing a
target on gross enrollment rate to local governmdotvever, the growth of local
government’s expenditure on higher education wasergdly lower than the
aggregate expenditure, except in 2014; the prapodf the expenditure in higher
education to the aggregate was dropping since ZDd.3ulfil the target from the
central government but with less expenditure, theall government can only
depend on the private education institutions, dguhe penetrating rate up.

Therefore, we expect the penetrating rate should rising if the local
government's expenditure on higher education isleind.

Figure: Growth of local government’s expenditureducation

40.0%
35.0%
30.0%
25.0%
20.0%
15.0%
10.0%

i | II 1 i

0.0% I _n I _ I I

-5.0% I 2013 2014 2015 2016 2017

-10.0%

-15.0%

m Higher education Senior high education m Junior high education
Elementary education m Pre-school m Others

H Total

Source: Ministry of Finance of the PRC, Phillip 8ettes (HK) Research
Figure: Proportion of local government’s expenditinreducation
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Source: Ministry of Finance of the PRC, Phillip 8eties (HK) Research

Average tuition fees in private education

According to Frost & Sullivan, the average tuitiees in private higher education
in 2017 was RMB 11,533. The tuition fees are gdheradjusted with the
Inflation rate. We expect the tuition fees will irase at 2.5% annually (the
average of CPIl in China in the last ten yearsjatt, the data shows the growth in
tuition fee is stronger than that in inflation inetUS. As a result, we believe
growth at an inflation rate is a relatively consdive assumption.

Figure: College tuition and fees vs US CPI
= U.S. consumer price index College tuition and fees

500%

400

300

200

100

B

| 1990 | 1995 2000 ‘ 2005 - 2010 ‘ 2015

Source: US Bureau of Labor Statistics, Vice moneljllip Securities (HK)
Research

Figure: Growth rate forecast of private higher edion
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Supply of private higher education

The number of private education institute has iased slowly, around 10 new
institutions founded annually in the last decadee Blow growth in private
education institutions could be attributed to smby asset business model, where
schools offering bachelor program need at least MQ00(equivalent to 333,333
sg.m.) land use rights to construct teaching arwllary buildings and facilities.
Besides, the government urged the independentgeslldo separate from its
original public universities. The private educatgrhools may decide to acquire
those independent colleges rather than buildirfgpinh scratch, can change it to
private universities. Therefore, the number of selools has decreased recently.
As of 2018, since there are still 265 independaieges for acquisition, we
expect the number of new schools will remain avalevel.

Figure: Number of private education institutions

760 749 25
711

746
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20
720
698
700 1e
e 676
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660 10
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5
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600 -

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

mm Number of private education institutions === Number of new institutions

Source: Wind, Phillip Securities (HK) Research

Figure: Number of independent colleges
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Policy risk in the industry

Although the Amendment of Law for Promoting Priv&@ucation of the PRC has
not been revealed, we believe the policy risk ighkr education is lower,
compared to compulsory education. On November 2Qhé, 12th National
People’s Congress proposed the Regulations forsifitasion Registration
of Private School - for-profit and non-profit, wieit indicates that compulsory
education can only be non-profit. For those norfipsghools, the profit can only
leave in schools for further development and do allwtw to distribute to the
owners. Although listed companies offering compryseducation currently could
distribute dividends by making use of related pargnsactions to transfer its
profit, we believe that such practices are likelyoe rectified in the future because
non-profit schools do not pay taxes on tuition feesich lead to the unfairness. In
contrast, higher education can choose for-profiganing the company could
distribute dividends after paying taxes and laadgfer fees. Besides, as education
is one of the industries that the state encourdgeslevelopment, the market
generally believes that profits tax is likely to twely 15%. The land transfer fees
can be amortized into 50 years, so the impact erirttome statement should be
not significant.

Enroliment expansion in higher vocational education

In the Report on the Work of the Government in 2068uggests an enrollment
expansion in higher vocational education by 1 onllito resolve the lack of
technical manpower and structural unemploymenthim& The expansion mainly
faces to graduates from senior high school andrskey technical vocational
school, veterans, migrant workers, laid-off workefge believe the enrollment
expansion will significantly the gross enrollmemate in higher education. The
denominator of gross enrollment rate is the pomnatged from 18 to 22;
whereas the numerator is the number of studentlyisty in higher education
whom age could be over 22. Therefore, since thigaesion is facing those
veterans, migrant workers, laid-off workers, whoge anay have already been
over 22, the gross enroliment rate could enjoyaificant boost.

Company highlights
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Abundant capacity for enrollment expansion in highe vocational education

For new student enrollment, the Ministry of Edugatin province assign a student
quota to every school, where the quota is usualkng consideration of the
capacity and the education quality of the schoayhEr vocational education will
expand its enrollment by 1 million this year, ae Ministry of Education in the
province should assign more student quota to sshadpecially those with
abundant capacity.

As of 2018/19 school year, the capacity of the stheeached 125,096, implying
a utilization rate of 76%. Even if there is no &se in capacity, the schools could
still accommodate 30,000 more students. As theojunollege should be the
beneficiary in this expansion, having a closer laikthe utilization rate, the
utilization rate of Jiaotong College, Tianyi CokegAutomotive Vocational
College, Vocational Institute of Technology and @mbtive Technical College
which offers junior college educations (the beraficin this expansion) were all
below 70% in the 2018/19 school year. As a resiét, Group should be able to
enjoy such enrollment expansion.

The student quota in 2019 has increased hugel\yy sscSouthwest Jiaotong
University Hope College, Sichuan Tianyi Collegecisian Hope Automotive
Vocational College, and Sichuan Vocational Collegd Culture &
Communication, reflecting those schools should bpyng from enrollment
expansion in higher vocational education this year.

Figure: Utilization rate

School year 2014/15 2015/16 2016/17 2017/18 2018/19

Southwest Jiaotong University Hope College 81% 71% 88% 92% 68%

Eusines§ College of Guizhou University of Finance and 84% 80% 90% 85% 91%
conomics

Jinci College of Shanxi Medical University 54% 70% 96% 53% 68%

College of Science and Technology of Guizhou University 80%

Sichuan Tianyi College 80% 84% 99% 99% 64%

Sichuan Hope Automotive Vocational College & Sichuan

0, 0, 0, 0, 0,
Hope Automotive Technical College 63% 96% 40% 60% ok

Sichuan Vocational College of Culture & Communication 49% 58% 100% 87% 95%
Guizhou Vocational Institute of Technology 25% 41% 61%
Sichuan TOP IT Vocational Institute 97%

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

Figure: Student quota

Independent college 2018 2019 Diff
. ) ) Bachelor 3,485 3,804 319
Southwest Jiaotong University Hope College ]
Junior 2,286 3,394 1,108
Busmc_ess College of Guizhou University of Finance and Bachelor 4945 6000 1,055
Economics
Jinci College of Shanxi Medical University Bachelor 1,872 2,248 376
College of Science and Technology of Guizhou University Bachelor 2,700 2,550 (150)
Junior college
. o Universal enrollment 4500 4,752 252
Sichuan Tianyi College
Independent enroliment 2,744 4,250 1,506
Universal enrollment 3,719 N/A*

Sichuan Hope Automotive Vocational College
Independent enroliment 1,281 3,000 1,719
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. ) o Universal enrollment 1,680 2,915 1,235
Sichuan Vocational College of Culture & Communication

Independent enroliment 1,960 3,078 1,118

Guizhou Vocational Institute of Technology Junior 2,965 2,952 (13)

Universal enrollment 5,200 6,000 800

Sichuan TOP IT Vocational Institute
Independent enroliment 2,940 3,120 180

Source: School website, Phillip Securities (HK) &ash
*** The student quota for 2018/19 school year otHiian Hope Automotive
Vocational College has not yet disclosed

Decent quality of teaching

Good quality of teaching is one of the most cruc@ainpetitive advantages for a
school. Once the population of the relevant ageigrohe schools with a poor
quality of teaching will suffer the first. Therefgrit is important to investigate the
quality of teaching when analyzing an education gamy. As the schools of the
Group were all located in those less developedipces, its quality of teaching is
generally poor than those schools in developedipceg, making the ranking in
China of the schools of the Group less impresdivdeed, we believe it is more
appropriate to compare the schools within the proevisince most of the student
enrolled are from the local province.

According to Chinese independent college and mivaiiversity ranking (Wu
Shulian) in 2018, Guizhou College and College athfelogy are ranked the first
and the second in Guizhou. Jiaotong College ramkecdleventh out of fourteen
in Sichuan and Shanxi College ranked the last an%in

Although Jiaotong College and Shanxi College mayimpressive in terms of the
overall ranking in the province they are locateds ialso important to investigate
the majors they are providing individually, becasshools maybe only provide a
good quality of teaching in some of their majors.&vresult, the overall ranking of
those schools may look bad.

According to Chinese independent college and mivaiiversity ranking (Wu

Shulian) in 2018, the department of administratisanagement of Jiaotong
College ranked 10% - 20% out of 256 schools wheerof§ administration

management. The medical department of Shanxi Golagked 20% - 30% out of
62 schools providing medical study. The departmerit administration

management and economics of Guizhou College batketh10% - 20% out of
256 and 215 schools. The department of economics College of

Technology ranked 20% - 30% out of 215 schools.

We believe Guizhou College and College of Technplrg regarded with good
quality of teaching in Guizhou due to their leadipgsition in the ranking in
Guizhou. Although Jiaotong College and Shanxi @gleid not rank as high as
the schools in Guizhou, they have their strengtsame of the majors, such as
administration management and economics. Therefaeebelieve those schools
are with a decent quality of teaching, giving thpiotection once the student
enrollment decreases.

Excellence in school integration

The Group developed depending on acquisitionseriakt few years, where 7 out
of 10 of schools are from acquisitions. As a reghk capacity to integrate the
acquired schools is of utmost importance. Shanxlle§e, Tianyi College
and College of Culture & Communication have showw lgood the Group was in
school integration.
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Shanxi College: Founded in 2002, the school wasiised) in 2014. The Group
received 2,438 students then enrolled at. In 2®@L.&dhool year, the student
enrolled has increased to 5,962, meaning a 5-ya&RCof 25.1%.

Tianyi College: Founded in 1991, the school wasused in 2011. The Group

received all 7,450 students then enrolled at. 1b8219 school year, the student
enrolled has increased to 10,984, reflecting ar@-AGR of 5.7%. The student
enrollment stabilized in recent year, to updatenfroinior college education to

undergraduate education. Otherwise, the growthstu@ent could be stronger.

College of Culture & Communication: Founded in 208 school was acquired
in 2014. The Group received all 3,060 students #reolled at. In 2018/19 school
year, the student enrolled has increased to 8,&fgcting a 5-year CAGR of
30.6%.

With enriched resource, the Group can increasec#ipacity of those acquired
schools by building a new dormitory and school dinij. Besides, the synergy
can be created after being acquired by the GroigmyT College and College of
Culture & Communication both operated a “ junior college-
undergraduaté program with Jiaotong College, which could enharbe

attractiveness and the acceptance of their courses.

Figure: Number of student (Before acquisition v&198chool year)

12,000 10,984
10,000 8912
5,962
6,000
4,000 3,060
2,438
Jinci College Tianyi College College of Cult & Com
W Before acquisition 18/19 school year

Source: Company report, Phillip Securities (HK) &esh
Low gross enroliment rate in higher education in povinces located

The schools of the Group are all located in Sichu@nizhou and Shanxi.

Moreover, most of their new student enrolled aoenfithe local province, so it is

helpful to look into the gross enroliment rate acle province. In 2017, the gross
enrollment rate in higher education in Sichuan,zZBou and Shanxi were 34%,
31% and 43%, versus 45.7% (the overall in China)shiows that the gross
enrollment rate in Sichuan and Guizhou were stilldfehind the overall.

Figure: Gross enrollment rate in higher educatRo1{)
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As those less developed provinces become richer,sheuld see the gross
enrollment rate improves, because the residentafamelable for higher education.
The disposable income of Guizhou, Sichuan and SHzawe risen in a 4-year
CAGR of 8.9%, 9.3% and 6.6%. In the 13th Five-YR&m for the Development
of Education in Sichuan Province, it targets thesgrenrollment rate in higher
education to reach 50% in 2020, reflecting how eage those less-developed
provinces to improve their education level.

Figure: Disposable income (2014-2017)
35,000

29,080
30,000 26,743

24,58
25,000 22,54

20,000
15,000
10,000

5,000

Guizhou Sichuan Shanxi
W2014 m2015 m2016 2017

Source: Bureau of Statistics of Provinces, Phi#flgeurities (HK) Research

Earnings forecast
Student enrollment

We expect there will be a significant surge in sehool year 2019/20 thanks to
the enrollment expansion in higher vocational etlanaand the growth in the
school year 2020/21 should resume normal. We expectee the student
enrollment to reach 110,948 and 122,064 in theaojear 2019/20 and 2020/21,
implying a 7-year CAGR of 24%.
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Figure: Estimated student enrollment (2019/20 -022P)

2019/20 2020/21
Jiaotong University 18,655 19,774
Guizhou University 16,793 17,800
Shanxi University 7,154 8,406
Guizhou Institute of Technology 9,868 10,559
Tianyi College 13,730 15,103
Automotive Vocational College 5,685 6,822
College of Culture & Communication 10,694 12,299
\Vocational Institute of Technology 8,862 9,970
TOP IT Vocational Institute 13,842 14,534
Automotive Technical College 5,665 6,798
Total 110,948 122,064

Source: Phillip Securities (HK) Research

Figure: Estimated growth rate in student enrolln{@61.9/20 - 2020/21)

2019/20 2020/21
Jiaotong University 8.0% 6.0%
Guizhou University 8.0% 6.0%
Shanxi University 20.0% 17.5%
Guizhou Institute of Technology 9.0% 7.0%
Tianyi College 25.0% 10.0%
Automotive Vocational College 30.0% 20.0%
College of Culture & Communication 20.0% 15.0%
\Vocational Institute of Technology 50.0% 12.5%
TOP IT Vocational Institute 7.5% 5.0%
Automotive Technical College 35.0% 20.0%

Source: Phillip Securities (HK) Research

Figure: Estimated student enrollment (2014/15 -022D)

140,000 16% 50%
122,064 5%

120,000 110,948
40%
100,000 35%
80,000 75,694 30%

25%
20%

60,000 51,672
15%
10%

40,047
40,000 33,654 ’
20,000 I I ;
- 0%

5%
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

19%

I Studentenrollment == Yo' (%)

Source: Phillip Securities (HK) Research

Tuition fee
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We assume the average tuition fee per student gatvizs5%, in line with the
average of CPI in China in the last ten years amwkt than the guidance from
management (3%-5%) for the sake of being consee:ati

Figure: Estimated growth rate in average tuitica ger student

Average tuition fee per student YoY (%) 2019F 2020F
Jiaotong University 2.5% 2.5%
Guizhou University 2.5% 2.5%
Shanxi University 2.5% 2.5%
Guizhou Technology College 2.5% 2.5%
Tianyi College 2.5% 2.5%
Automotive Vocational College 2.5% 2.5%
College of Culture & Communication 2.5% 2.5%
\Vocational Institute of Technology 2.5% 2.5%
TOP IT Vocational Institute 2.5% 2.5%
Automotive Technical College 2.5% 2.5%

Source: Phillip Securities (HK) Research

Revenue
We expect the revenue in 2019F/20F will grow by026/18.8%. The significant

increase in 2019F was partly attributed to the cbaation of the College of
Science and Technology of Guizhou University.

Figure: Estimated revenue

1,800,000 36.8% 40%
1,600,000 Loaldes o
1,400,000 26 2% 30%
db AT 1,029,523 259%
1,000,000 i ) g
P/ c 20%
SO | 752,434
614,399 155
600,000 486,714
400,000 ot
200,000 5%
- 0%

2015 2016 2017 2018 2019F 2020F
I Revenue =YooV (%)
Source: Company report, Phillip Securities (HK) &esh
GPM

We expect the GPM in 2019F will drop to 45% dudhe consolidation of the
College of Science and Technology of Guizhou Ursigr Then, it will rise to
45.3% in 2020F as the operating performance imgove

Figure: Estimated gross profit margin
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SG&A costs

The SG&A costs as % of revenue in 2018 rose duketdisting expenses and the
equity-settled share option expenses. We expectStB&A will resume to a
normal level. Moreover, as the operation perforneasdmproving, the proportion
should slightly decrease. We forecast the SG&A et % of revenue in
2019/20F will be 16%/15.6%.

Figure: Estimated SG&A costs as % of revenue
35%

30%
25%

20%

15% 15.6%

10%

2015 2016 2017 2018 2019 2020

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

Based on the assumptions above, we expect thenebrprofit will reach RMB
420/518 mn, with a growth of 33.3%/23.6% in 20192

Figure: Estimated core net profit
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Valuation

We adopted the DCF model for valuation, where waime the discount rate to
be 11.74%, and terminal growth to be 2.5%, with FGérecast to 2028F. We
derived a target price of HK$1.47, implied a P/R2bf5x and 17.6x in 2019F/20F.
We initiate a “Buy” rating with a potential upsidé€24.6%. (HKD/CNY=0.90)

Figure: DCF model

(RMB mn) 2019F  2020F 2021F  2022F 2023F 2024F  2025F 2026F  2027F 2028F
CFO 1,001 939 1,006 1,047 1,089 1,156 1,224 1,300 1,376 1,466
Adjust for

CAPEX, net (893) (840)  (883) (384)  (378) (382) (392) (425) (473)  (473)
Free Cash Flow 117 109 134 674 722 783 842 885 914 1,002

Assumptions

Terminal growth 2.5%
Risk-free rate 3.06%
Equity Risk Premium 6.94%
Beta 1.45
Cost of equity 13.12%
Cost of debt after-tax) 5.75%
WACC 11.77%
Enterprise Value 8,326
+ Net cash (debt) 527
- Minority (Market value) (6)
Equity value 8,847
Number of shares (mn) 6,667
HKD/CNY 0.90
Equity value per share (HK$) 1.47
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Source: Company report, Phillip Securities (HK) &esh

Risk

1. A plunge in birth rate in China

2. The enroliment expansion cannot bring growtthexnumber of students
3. A sharp change in policies to education sector

4. The Group fails to improve the operation of éleguired schools

Financials
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FYE DEC FY15 FY16 FY17 FY18 FY19F FY20R
Valuation Ratios

P/E (X), adj 108.60 45.68 33.44 42.16 17.24 14.05
P/B (X) 28.58 15.29 10.90 1.70 1.59 1.48
Dividend Yield (%) N/A N/A N/A 1.5% 1.8% 2.2%
Per share data (RMB)

EPS, (Basic) 0.010 0.023 0.032 0.025 0.062 0.076
EPS, (Diluted) 0.010 0.023 0.032 0.025 0.062 0.076
DPS (HKD) N/A N/A N/A 0.0176 0.021 0.021
BVPS 0.04 0.07 0.10 0.62 0.67 0.72
Growth & Margins (%)

Growth

Revenue N/A 26.2% 22.5% 36.8% 26.0% 18.89
EBIT N/A 42.6% 32.4% -36.9% 149.1% 21.79
Net Profit N/A 136.6% 35.5% -20.2% 147.9% 22.79
Margins

Gross margin 50.7% 50.4% 47.8% 45.4% 45.0% 45.39
EBIT margin 26.0% 29.4% 31.8% 14.7% 29.0% 29.79
Net Profit Margin 13.4% 25.2% 27.9% 16.3% 32.0% 33.09
Key Ratios

ROA N/A 3.7% 4.1% 2.4% 5.0% 6.1%
ROE N/A 43.6% 38.1% 7.0% 9.5% 10.99
Income statement (RMB mn)

Revenue 487 614 752 1,03( 1,297 1,541
Gross Profit 247 31C 36C 467 584 69§
EBIT 127 181 23¢ 151 37€ 45§
EBT 69 15¢ 22¢ 15¢ 437 536
Net Profit 65 15k 21C 167 41F 509
Minority Interest 0 (0) (2) D 4 5
Net profit for owners 65 15¢ 21z 16€ 411 504

Source: Company, Phillip Securities (HK) Research
Exchange rate (0.90) is HKDCNY1Y forward contradte on Aug 6 from Wind.
(Financial figures as at 6 Aug 2019)
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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 omltioe 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 reowendation
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