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20/21 number of students enrolled up by 58% yoy, Harbin College
expected to be fully consolidated in early 2021

Hong Kong | Education Sector | Company Update

Investment Summary

20/21 new student enrollment up by 73% yoy, number of students enrolled up by 58% yoy
The new student enrollment of the company’s school in 20/21 academic year was up by 73%,
and reached 39 thousand. Within it, the new student enroliment of Guangdong Polytechnic
College was 33 thousand (+72.8% yoy), the new student enroliment of Zhaoging School was
4 thousand (+5.3% yoy). The new student enrollment of Harbin College (Non-consolidated
school operated under the Entrustment Agreement), which the company acquired in early
2020, was 2.5 thousand. The students enrolled of Harbin College will be consolidated into the
company’s overall students enrolled from 2020 onward.

The company has a total of 92 thousand students enrolled in 20/21 academic year, compared
with the 50 thousand in 19/20, it was up by 46% yoy. Within it, Guangdong Polytechnic College
Undergraduate program has a total of 29.3 thousand students enrolled (+22.8% yoy), Junior
college program has a total of 6.3 thousand students enrolled (-7.4% yoy), On-campus adult
college program has a total of 7.3 thousand students enrolled, (+52.8% yoy), Off-campus adult
college program has a total of 30.6 thousand students enrolled (+105.6% yoy). On the other
hand, Zhaoging School Secondary vocational program has a total of 8.5 thousand of students
enrolled (+11.3% yoy). In terms of Harbin College undergraduate program, it has roughly 10
thousand students enrolled. We believe the growth in number of student enrolled was mainly
attributed by 1) the increase in enrollment quota of the schools of the Group for the
2020/2021 school year (including the expansion policy in “junior college graduate into
undergraduate program”) 2) the increase in student registration rate of Guangdong
Polytechnic College and Harbin College and 3) the expansion of the number of student
enrollment contributed by Harbin College. Overall, the number of number of student
enrollment in 20/21 is in line with our expectation, with just the number of students enrolled
for Junior college program slightly below of what we previous expected.

The Harbin College is expected to be fully consolidated onto the company’s financial
statement in early 2021

The “change in organizer” was approved by the Ministry of Education recently and it is
expected that the company will begin to process the “change in organizer” before the year
end. According to the management, the Harbin College is expected to be fully consolidated
onto the company’s financial statement in early 2021. Nonetheless, it is slower than our
previous expectation, we expected that the full consolidation will take place before the year
end. We have adjusted our models according to this. We have taken out the 2020E revenue
of the Harbin College from the company’s total revenue, and added the 2020E net profit of
the Harbin College into other income of the company.

Valuation

We have made adjustments to the above mentioned (lower the junior college program
revenue and taken out the 2020E revenue of the Harbin College from the company’s total
revenue). The 2020/2021/2022 revenue of the company was adjusted to RMB 0.88/1.27/1.46
billion, NP of the company was adjusted to RMB 0.63/0.77/0.87 billion, EPS of the company
was adjusted to RMB 0.31/0.38/0.43. We maintain our previous target 2021 PE of 17.7x,
slightly adjust our 12-months TP downward to HKD 7.50, which implies 2020/2021/2022 P/E
ratio of 21.7x/17.7x/15.7x. We maintain Buy rating. (Market closing price as of 7th Dec)
(exchange rate: RMB 0.9/HKD)

Risk: acquisition not as effective as expected, teaching quality diminished, change of related
policies, the number of students increased less than expected
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Buy (Maintain)
CMP HKD 5.84

(Closing price as at 7 Dec)
TARGET HKD 7.50 (+28%)

COMPANY DATA

0/S SHARES (MN) : 2,015
MARKET CAP (HKD MN) : 11,769
52 - WK HI/LO (HKD): 7.32/3.21
SHARE HOLDING PATTERN, %

Qiaoge Company Limited 33.74
Chenye Company Limited 14.99
Shuye Company Limited 18.74
SKYLINE MIRACLE LIMITED 7.33
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KEY FINANCIALS

CNY mn FY19 FY20E FY21E FY22E
Net Sales 714 880 1267 1459
Profit 456 626 768 869
EPS, CNY 0.23 031 038 043
P/E, x 227 169 13.8 122
BVPS, CNY 142 156 1.77 2.01
P/BV, x 4.1 3.8 33 2.9
DPS (HKD) 0.10 0.14 0.17 0.19
Div. Yield (%) 1.7 2.4 2.9 3.3

Source: Company reports, Phillip Securities Est.
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Consolidated Statement of Profit or Loss

Consolidated Statement of Financial Position

Dec Y/E, RMB mn FY18 FY19 FY20E FY21E FY22E Dec Y/E, RMB mn FY18 FY19 FY20E FY21E FY22E
Revenue 575 714 880 1267 1459 Non Current Asset
Gross Profit 390 482 603 862 978 PPE 1,274 1,423 1,672 1,965 2,309
S&M expense -15 -24 -28 -38 -44 ROU assets 0 208 208 208 208
Admin expense -77 -77 -85 -114 -131 Intangible assets 0 0 0 0 0
R&D expense 0 0 0 0 0 others 329 350 1,753 1,730 1,730
Other operating gain/(loss) 49 58 125 59 59 Total Non Current Assets 1,603 1,980 3,633 3,903 4,247
Operating Profit 346 438 615 769 862 Current Asset
Net finance income -4 20 14 3 11 T/R 23 30 34 58 48
Profit before tax 342 458 629 772 873 Inventories 0 0 0 0 0
Tax 0 -2 -3 -4 -4 Prepayments 25 29 32 36 39
NCI 0 0 0 0 0 Cash and cash equivalents 433 1,112 199 551 773
Profit for the year 342 456 626 768 869 Others 246 272 272 272 272
Total Current Assets 727 1,443 538 917 1,132
EPS (RMB) 0.23 0.23 0.31 0.38 0.43 Total Assets 2,330 3,423 4,171 4,819 5,379
DPS (HKD) 0.10 0.10 0.14 0.17 0.19
Non Current Liabilities
Long term loan 100 100 235 235 235
Deferred income 4 3 3 3 3
Others 0 9 9 9 9
Total Non Current Liabilities 104 112 247 247 247
Current Liabilities
Short term loan 10 0 151 151 151
T/P 0 0 0 0 0
Contract Liabilities 335 412 516 726 790
Others 449 109 119 131 143
Total Current Liabilities 794 521 786 1,008 1,085
Key Financial Data Equity
Dec Y/E FY18 FY19 FY20E FY21E FY22E Share capital 0 0 0 0 0
Valuation Ratio Reserve 1,433 2,790 3,138 3,564 4,047
P/E ratio, x 23.1 22.7 16.9 13.8 12.2 Non controlling interest 0 0 0 0 0
P/B ratio, x 6.1 41 3.8 33 2.9 Total Equity 1,433 2,790 3,138 3,564 4,047
Dividend yield 1.71% 1.71% 2.36% 2.90% 3.28% Total Liabilities and Equity 2,330 3,423 4,171 4,819 5,379
Per share data (RMB) Consolidated Statement of Financial Position
EPS 0.23 0.23 0.31 0.38 0.43 Dec Y/E, RMB mn FY18 FY19 FY20E FY21E FY22E
Book value per share 0.96 1.42 1.56 1.77 2.01 Profit (loss) before tax 342 458 629 772 873
Dividend per share (HKD) 0.10 0.10 0.14 0.17 0.19 Depreciation and amortization 57 73 70 82 96
change in working capital 96 42 108 195 84
Growth & Margin Others -11 -34 47 26 3
Revenue Growth 26.4% 24.1% 23.3% 43.9% 15.2% CFO 484 539 853 1075 1056
Operating income growth 44.6% 26.6% 40.4% 25.0% 12.1% Capex -420 -210 -320 -376 -442
net income growth 48.1% 33.4% 37.2% 22.7% 13.1% Others -94 -203 -1,449 1 1
Gross Profit Margin 67.7% 67.5% 68.5% 68.0% 67.0% CFl -514 -414 -1,769 -375 -440
Operating profit Margin 60.2% 61.4% 69.9% 60.7% 59.1% Proceeds from share issurance 0 760 0 0 0
Net Profit Margin 59.4% 63.9% 71.1% 60.6% 59.5% Others 68 -217 3 -348 -393
CFF 68 543 3 -348 -393
Key Ratios Net Change in Cash 37 668 -912 352 222
ROE 24% 16% 20% 22% 21% Foreign exchange 26 11 0 0 0
ROA 15% 13% 15% 16% 16% Cash and CE at Y/E 433 1112 199 551 773

Source: Company, PSHK Est.
Market closing price as of 7th Dec
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Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and
speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any
time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment.
The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any
product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in
this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should
not be made unless all such risks are understood and an independent determination has been made that such transactions would be appropriate. Any
discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such
risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2020 Phillip Securities (Hong Kong) Limited
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