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Acquire Two Schools in Guangdong,

Unrated Expansion in Process

June 19" 2018

Event:

Markst Data ® The company acquired target company Guangzhou Bangrui education 100% equity and 100%

Date 2018.6.15 liability. Total cash payment is 1.28 billion RMB, 11.8x 2017 unaudited EV/EBITDA. Target

— company has two schools and the equity of two schools was owned by Songtian company.
Closing Price (HKD) 14.82 Songtian Company owns 100% Co-sponsorship of Guangzhou university Songtian College and
Total shares 20 100% sponsorship Songtian Polytechnic college. The total student enrollment for two schools is
(in billion shares) ' 12,050 people. After the acquisition completed, the company will own 7 schools in 4 provinces
Market Cap 317 with 133,000 students.
(in billion HKD) L

Opinion:
L\ilr?tt;ﬁ\l?zer:RMB) 56 @ Our_op!nio_n: China Edu_catio_n isa Ieaqling higher edl_Jcation group by studer_lt enrollment._ This
acquisition involves a university and a junior college in Guangzhou, located in the same city as

Total Asset 6.7 the company’s Baiyun University and Baiyun technician school. We expect the company can
(in billion RMB) effectively integrate in 1) management 2) school-enterprise resource 3) faculty team
Net asset per share 238 development. The company is expected to improve the two schools’ management and operation
(RMB) ' efficiency by its “100-day improvement plan” and 8 specific improvement plans. The company
Source: Wind
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takes the following action: 1) increasing enrollment plan, expect to increase 500 university
student count in September 2018. 2) increasing tuition, according to 18/19 admission plan, both
school has increased their tuition 3) improve registration rate to improve the company’s
financial. In fiscal year 2017, the unaudited net income for the two schools counts for 17.6% of
company net income. We expect that after the deal is completed, two schools will improve
company’s net income after their financials are consolidated, we recommend investors to follow
the development of the deal.

Guangzhou University Songtian College: Guangzhou University Songtian College was built
in September 2000 in Guangzhou Zengcheng. In 2004, it was upgraded to independent college
from junior college with Ministry of Education’s approval. In January 2005, Songtian
University passed Ministry of Education’s special inspection. In 2011, Songtian University
passed Guangdong Degree Committee’s assessment for its declared 15 majors and Songtian
University was granted the right to give bachelor’s degree. Now Songtian University is a
full-time university and it can enroll students nation-wide for four-year university program. In
2017, the school has more than 8,700 students and 400 faculty.

Guangzhou Songtian Polytechnic College: Opened in 2007, located in Guangzhou
Zengcheng, It is a government approved full-time higher professional education institution. In
2018, there are 3,330 students and 200+ faculty.

11.8x EV/EBITDA Valuation: The company expected to pay 1.28 billion RMB cash for 100%
equity and 100% liability of target company, calculated by Songtian company’s unaudited 2017
EBITDA, the valuation is 11.8x EV/EBITDA.

Co-Sponsorship dispute: Sontan Company is Sontan college’s co-sponsor now. During
2015-2016, Sontan Company signed multiple contracts with another party to change Sontan
College’s Co-sponsor’s name to the other party. The deal is off due to the equity dispute. Now
the party applies for arbitration in 2017-2018. The target company. selling party. selling party’s
controlling interest. Sontan Company and the school promise to investor that Sontan Company
is the legal co-sponsor of Sontan College and Sontan company shall not lose its co-sponsor
status and school equity due to the dispute. The selling party signed an agreement with investor
that if the school lose the sponsorship dispute, the selling party will compensate China
Education Group twice the acquisition deposit and compensate according to the agreement.

Risk: 1) Target School’s Co-sponsor equity dispute; 2) Integration doesn’t meet
expectation; 3) China’s education policy change; 4) Student enrollment doesn’t meet
expectation; 5) Revenue comes from limited cities in China; 6) VIE Structure policy risk.
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Context

® Acquire a university and a junior college with 1.28 billion RMB  :

China Education Group’s consolidated affiliated entity Youxin education
consulting (Guangzhou) limited company acquired target company Guangzhou
Bangrui education 100% equity and 100% liability. Total cash payment 1.28
billion RMB, 11.8x 2017 EV/EBITDA. Target company has two schools and the
equity of two schools was owned by Songtian company. Songtian Company owns
100% Co-sponsorship of Guangzhou university Songtian College and 100%
sponsorship Songtian Polytechnic college. The total student enrollment for two
schools is 12,050 people. After the acquisition completed, the company will own 7
schools in 4 provinces and 133,000 students.

G1. Acquisition Structure

China Education Group ‘ Msz. Huang | ‘ Mr. Cao
839 HK
[ 51% 40% |
1 100%
Huajiao Education Technology(Jiangxi) 4004
(WFOE Company) v
51%
Contract 538 Miltion ¥
-— Guangzhou Xinbanghui Asset
Youxin Education <= 17 million Management
Consulting(Guangdong) compensation (Seller)
(Investor)
== 8381 million tp pay off debt
I 100% . . 100%
Guangzhon Bangrui Education Investment
- (Taregt Company)
Mr. M Ms. Qi
: Qi 100% Investment
83% 13% - and Control 100%
(Note 1)
‘ Songtian Company ‘ ‘ Songtian Investment ‘
100% Sponsmship‘ ‘100% Co-sponsorship
a watting spin-off company ‘
| Songtian University | I Songtian College
(Note 2) —_— New structure
after acquisition
N . . ] —_— No change
a waiting spin-off company a waiting spin-off company

Cancelled

after acquisition

Source: Company announcement. school website. Industrial Securities
Notel: Songtian Company’s equity is frozen by court as its debt is not settled. Songtian Company’s equity is 100% frozen as collateral.
China Education Group is expected to provide funding for debt payment.
Note2: Songtian University has sponsorship dispute, now Songtian company has sponsorship. Investor and Seller signed agreement that
if the dispute arbitrament failed. Seller will compensate 2 times security deposit and other compensation according to agreement.
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C1. Acquisition Payment amount and condition

Item Amount(RMB) Time Condition
Deposit 169 million Paid
First - 10 business days after Entering employment contracts
. 50 million (cash) L - -
instalment condition accomplished  with target company
1. Investor become the sole
shareholder of target
company
2. Target company become the
sole shareholder of Songtian
Second 50 million (cash) 10 business days after company
instalment condition accomplished 3. Board composition and legal
representative change
4.  Settlement of outside
liabilities
5. transfer liability and equity
to investor
. - Discharge of encumbrances over
ins:tr:IIr;dent 50 million (cash) ign%ﬁtsilgr?‘c:cggﬁ &;gi; d land and other properties used by
P the Schools
settlement of liabilities of the
Target and the Registered
Fourth 50 million (cash) 10 business days after Shareholders with their creditors
instalment condition accomplished  such that the relevant outstanding
amount shall not exceed RMB125
million
1. Completion of the disposal
of the Disposal Companies
it 2o stor sy 2. settle off all liabilities of
. 169 million (cash) 1655 day: - target company and
instalment condition accomplished .
shareholder and investor
(the later one) .
register as sole shareholder
before 2019.12.31
Total 538 million
_ Cost less than 17 million Paid with first round
reimbursement  (cash)
. Less_than 881 million After becoming the sole
Capital (capital
U L shareholder of target
injection injection/shareholder
| company
oan)
Total L_es_s than 1.44
billion
include:
China
Education 1.28 billion(cash)
Group

Sontan School

158million(cash)

Source: Company announcement. school website. Industrial Securities

® Guangzhou University Songtian College (“Songtian University”)

History: Guangzhou University Songtian College was built in September 2000 in
Guangzhou Zengcheng. In 2004, it was upgraded to independent college from
junior college with Ministry of Education’s approval. In January 2005, Songtian
University passed Ministry of Education’s special inspection. In 2011, Songtian
University passed Guangdong Degree Committee’s assessment for its declared 15
majors and Songtian University was granted the right to give university degree.
Now Songtian University is a full-time university and it can enroll students
nation-wide for four-year university program.
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Major: Songtian University has 8 sub-colleges and 3 departments, they are
electronic and car engineering, computer science and technology, management,
economics, law, foreign language, art and media, sports, general knowledge,
social science and English. Songtian University has 28 undergraduate majors,
covering literature. law. economics. management. education. engineering.

art. The University has total 8,718 students, full-time faculty more than 400
people, of which more than 100 people are professor and associate professor.

Co-Sponsorship dispute: Songtian Company is Songtian university’s co-sponsor
now. During 2015-2016, Songtian Company signed multiple contracts with
another party to change Songtian College’s Co-sponsor’s name to the other party.
Due to disputes, Songtian Company has terminated the said transaction. Between
2017 and 2018 the other party applied for arbitration in which it seeks, among
others, to change the co-sponsor of Songtian University from Songtian Company
to itself. The target company. selling party. selling party’s ultimate owner.

Songtian Company and the schools have warranted and represented to the Investor
that Songtian Company is the lawful cosponsor or sponsor of the Schools and that
Songtian Company will not lose its sponsor status or interest in the Schools as a
result of the Co-Sponsorship Dispute and that there are no matters which will or
could result in Songtian Company losing its sponsor status or interest in the

Schools.

C2. Songtian University’s Operation and Financial

Item

Student 8,718 people
Faculty More than 400 people
Land area 540Mu
Building area 217,000m?

Founding year September 2000

Second batch of bachelor, admission point are 20-40 points higher than the
second batch line in past three years

registration rate 92%

Employment rate 95.6% (national average 77%)
Admission 2000 people (2017), 2500 people (2018E)

headcount

Advantage Major Car engineering, electronic (Matches Guangdong Baiyun College)
2017/18 school year: 2018/19 school year:

Liberal arts/science 19,500/year Liberal arts/science 23,000/year

Tuition Sports Major 19,500/year Sports Major 23,000/year
Art Major 21,500/year Art Major 25,000/year
Boarding fee 1,500/year Boarding fee 1,500/year

Revenue 180 million RMB

Gross profit o
(Gross Erofit margin) 83 million RMB (46%)

School level

Net profit -

(Net profit margin) 59 million RMB (33%)
Guangzhou

University Service 18%

fee

Source: Company announcement. school website. Industrial Securities
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G2. Songtian University student enrollment and G3. Songtian University View
registration rate
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Source: Company announcement. Industrial Securities Source: School website. Industrial Securities

® Guangzhou Songtian Polytechnic College (“Songtian College™)

History: Songtian college is a Guangdong Government approved. Ministry of
Education registered full-time higher professional education institution. It has
190Mu land and building area 110 thousand square meter. The new campus in
process occupies 367Mu land. The new campus project is approved by
Guangdong Development and Reform Commission. The school started admission
in 2007 and enrollment number keeps growing. In 2018, the school has 3,330
full-time students.

Full-time junior college major: Songtian College has 7 departments with more
than 17 majors, including accounting. online business. economics. business.
marketing. finance. foreign language. art design. law. transportation. The faculty
team focus on both industry experience and academic experience. Now the school
has 224 faculty and 182 of them are full-time teacher.

Continuing Education

Partnership: Sun Yat-Sen University-School of Government. South China
Agricultural University-College of Agriculture. Guangdong University of Foreign
Studies-College of Continuing Education. South China Normal University.
Guangdong University of Foreign Studies. Guangdong University of Finance&
Economics

Major: Songtian College has self-study test program for upgrading associate
degree to bachelor’s degree. The school provides more than 10 majors, including
administrative management. rural area development. business management.

human resource management. art design. law. finance. marketing. accounting.
business English. Japanese. mobile business technology. Embedded technology.
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C3. Songtian College’s operation and financial

Items

Student 3,332 people

Faculty More than 220 people

Land area 190Mu, Expected 367Mu expansion, Total 557 Mu
Building area 110,000 m?

Founding year Junior college. continuing education
School level 2007

registration rate 80%

Employment rate
Admission
headcount
Advantage Major

Tuition

Revenue

Gross profit

(Gross profit margin)
Net profit

(Net profit margin)

98.44% (national average 77%)
1300 people (2017), 1300 people (2018E)

Car engineering, electronic (Matches Guangdong Baiyun College)
2017/18 school year: 2018/19 school year:
Four majors 16,500/year Five majors 16,500/year
Other 13,500/year Other 13,500/year
Boarding fee 1,500/year Boarding fee 1,500/year
52 million RMB

19.7 million RMB (38%)

15 million RMB (29%)

Source: Company announcement.
G4. Songtian College’s student enrollment and

registration rate

school website. Industrial Securities
G5, Songtian College’s view
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Source: Company announcement. Industrial Securities

Source: School website. Industrial Securities

Our opinion: China Education is a leading higher education group by student
enrollment. This acquisition involves a university and a junior college in
Guangzhou, located in the same city as the company’s Baiyun University and
Baiyun technician school. We expect the company can effectively integrate in 1)
management 2) school-enterprise resource 3) faculty team development. The
company is expected to improve the two schools’ management and operation
efficiency by its “100-day improvement plan” and 8 specific improvement plans.
The company takes the following action: 1) increasing enrollment plan, expect to
increase 500 university student count in September 2018. 2) increasing tuition,
according to 18/19 admission plan, both school has increased their tuitions 3)
improve registration rate to improve the company’s financial. In fiscal year 2017,
the unaudited net income for the two schools counts for 17.6% of company net
income. We expect that after the deal is completed, two schools will improve
company’s net income after their financials are consolidated, we recommend
investors to follow the development of the deal.

Risk: 1) Target School’s Co-sponsor equity dispute; 2) Integration doesn’t meet
expectation; 3) China’s education policy change; 4) Student enrollment doesn’t
meet expectation; 5) Revenue comes from limited cities in China; 6)VIE Structure
policy risko
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Introduction of Share Investment Rating

Industry Investment Rating: When measuring the difference between the markup of the industry index and that of the market’s
benchmarks (HSI, Hang Seng Index) within twelve months after the release of the report, we define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Neutral: Industry performs about the same as that of the whole market ;

Underweight: Industry performs worse than that of the whole market

Company Investment Rating: When measuring the difference between the markup of the company stock price and that of the market’s
benchmarks (HSI, Hang Seng Index) within twelve months after the release of this report, we define the terms as follows:

Buy: With a markup more than 15% better than that of the market;

Outperform: With a markup 5% to 15% better than that of the market;

Neutral: With a markup less than 5% better or worse than that of the market;

Underperform: With a markup more than 5% worse than that of the market

[ Information Disclosure]
The Industrial Securities Co., Ltd. (hereinafter referred to as the ‘Company’) fulfills its duty of disclosure within its sphere of
knowledge. The clients may visit the column of Insider Trading Prevention and Control at www.xyzg.com.cn for the arrangement of the
quiet period and the affiliates’ shareholdings.

[ Analyst Certification]

We are conferred the license registered with relevant regulatory. We hereby confirm that we are in compliance with relevant
compliance requirements. We hereby issue this report independently and objectively with due diligence, professional and prudent
research methods and only legitimate information is used in this report. We hereby certify that the views expressed in this report
accurately reflect our personal views about any or all of the subject securities or issuers referred to herein. We have never been, are not,
and will not be compensated directly or indirectly in any form for the specific recommendations or opinions herein.

[ Disclaimer]

The report is prepared by the Company, a qualified securities investment consulting business approved by the China Securities
Regulatory Commission.

The report is distributed in Hong Kong by China Industrial Securities International Brokerage Ltd., which is regulated by the Hong
Kong Securities and Futures Commission (HKSFC CE No. AYE823). Queries concerning the report from readers in Hong Kong should
be directed to our Hong Kong sales managers.

The report will be provided in other countries and regions according to local rules and regulations.

The Company will not treat unauthorized receivers of this report as its clients. The clients understand that the text message reminder
and telephone recommendation are no more than a brief communication of research opinions, which are subject to the complete report
released on the Company’s website (http://www.xyzq.com.cn). The clients may ask for follow-up explanations if they so wish.

Based on different assumptions or standards and with different analytical approaches, the Company’s salespersons, traders and
other professionals may express views, written or oral, towards market trend and securities trading which are inconsistent with opinions
and recommendations contained herein. The views in this report are subject to change, and the Company has no obligation to update its
information with all receivers of the report.

The Company’s asset management department, proprietary business department and other investment-related departments may
make independent investment decisions based on investment that are inconsistent with opinions and recommendations contained herein.

The report is not delivered to investors, including but not limited to US residents, who may mislead the Company to violate local
laws and regulations of any counties, regions or jurisdictional areas (except for the “major U.S. institutional investors” specified in Rule
15a-6 under the Securities Exchange Act of 1934).

The report may contain hyperlinks to external websites. The Company has not referred to and will not be responsible for the
contents on the external websites. The hyperlinks are only provided for the convenience and reference for the receivers. The contents on
the external websites do not constitute a component of the report or implying any recommendation of securities. The receivers should
treat them cautiously and solely at their own risk.

The report is based on public information; however, the authenticity, accuracy or completeness of such information is not warranted
by the Company. The materials and opinions contained herein are for the clients’ reference only, and are not to be regarded or deemed as
an invitation for the sale or purchase of any securities. The clients should make investment decisions independently and solely at their
own risks.

Under the legal framework, the Company may take positions in and trade stocks of the companies referred to herein, which may
also receive investment banking services from the Company. The clients shall consider the Company’s possible conflict of interests
which may affect the objectivity of this report, and shall not base their investment decisions solely on the report.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any
request of explanation for this report where the receiver of this report is not a client of the Company.
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The Company possesses all copyrights of this report and reserves all rights related to this report. Unless otherwise indicated in
writing, all the copyrights of all the materials herein belong to the Company. In the absence of any prior authorization by the Company
in writing, no part of this report shall be copied, photocopied, replicated or redistributed to any other person in any form by any means,
or be used in any other ways which will infringe upon the copyrights of the Company. No one shall have the right to redistribute and use

the report at any circumstances without the prior consent of the Company.
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