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Edvantage Group

NDR takeaway

Edvantage held a post-results NDR recently. Key takeaway is the
contribution of two new campuses. The one in Zhaoqing would
contribute 3,000 new students annually in the four years starting from
September 2020 while the other potential new campus will likely
commence operation in September 2021. 67% of the planned new
enrolments in Zhaoqing would be from vocational-to-bachelor track
while only one third needs the approval of the admission quota. In
addition, Edvantage targets to acquire one university every year.
Similar to Yuhua, Edvantage shows strong financing expertise and
deserves higher target multiple. We apply the same target multiple as
Yuhua to derive the new TP for Edvantage. The new target multiple of
21.6x FY20E P/E represents 20% discount to that of China Education
Group (CEG, 839 HK/BUY) while the previous target multiple is 16.3x
FY20E P/E, representing 40% discount to CEG . New TP implies 65%
upside, retain BUY.

Key Factors for Rating

B Edvantage held its first post-IPO results NDR, delivering a guidance of
sustainable organic growth and potential acquisition growth. Edvantage clearly
offers guidance of the top-line in FY20 and margin outlook. Excluding the
contribution of any new campus, sales are guided at RMB826m in FY20,
representing 17.3% YoY growth. Gross margin will further expand to 49-50%
and adjusted net margin would be ¢.37%. Edvantage aims to complete one
acquisition every year in fiscal year term. It has an experienced team in
financing and acquisition to help get such plan off the drawing board.

B The new campus in Zhaogqing is confirmed to have the first batch of 3,000 new
students from September 2020, which is in our enrolment estimate for FY21.
Investors are worried whether the approval of the quota is confirmed.
“Vocational-to-bachelor” track has been excluded from the quota of bachelor
programme since 2019 in Guangdong province. 67% of the 3,000 new
students enrolled annually would be contributed by the “vocation-to-bachelor”
track while only one third needs the quota approval. Average tuition is
RMB30,000, and the total 16,000 capacity in new campus will contribute
RMB480m annual sales by September 2024. Edvantage is also proposing
another new campus besides Zhaoging.

B In the medium term, to transform from an independent college under a public
university to a separate private university is something that will happen in two
or three years. The transformation would help save around 20% management
fee which is paid to public universities for using their logo.

Key Risks to Rating
B Regulation risk is the major risk for the whole education sector.
Valuation

B We keep our earnings estimate unchanged, but apply a higher target multiple
same as Yuhua Education (Yuhua, 6169 HK/BUY) as Edvantage has a
proven record in execution and financing. 21.6x FY20E P/E target multiple is
the same as Yuhua, and 20% discount to CEG which is the market leader with
flagship valuation. New TP of HK$7.24 implies 65% upside, retain BUY rating.

Investment Summary

Year ended 31 Aug 2018 2019 2020E 2021E 2022E
Revenue (RMB m) 636 704 837 1,003 1,196
Reported net profit (RMB m) 162 217 307 373 438
Core EPS (RMB) 0.216 0.277 0.301 0.366 0.430
Fully diluted EPS (RMB) 0.216 0.277 0.301 0.366 0.430
Consensus EPS (RMB) - - 0.290 0.357 0.430
Core P/E (x) 18.4 14.3 13.1 10.8 9.2
Fully diluted P/E (x) 18.4 14.3 13.1 10.8 9.2
EV/EBITDA (x) NM 45 6.9 5.5 45
P/B (x) 4.7 25 22 1.9 1.7
DPS (RMB) 0 0.010 0.090 0.110 0.129
Yield (%) 0 0.3 23 28 33
ROE (%) 304 21.2 17.9 19.1 19.6

Source: Company data, BOCI Research estimates

Important disclosures and certifications are located at the back of this research report.
BOCI research is available electronically on www.bociresearch.com.
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Edvantage held a post-results NDR, following strong results in FY19. Key takeaway
is the contribution of the two new campuses and the good execution of financing
team. New campus in Zhaoging would contribute 3,000 new students annually in
the four years starting from September 2020 while another potential new campus
will likely commence operation in September 2021. 67% of the planned new
student for the new campus in Zhaoging would be from the “vocational-to-
bachelor” track while only one third needs the approval of the admission quota. In
addition Edvantage targets to acquire one university every year. Similar to Yuhua,
Edvantage shows strong financing expertise and deserves higher target multiple.
We apply the same target multiple as Yuhua to derive the new TP for Edvantage.
The new target multiple of 21.6x FY20E P/E represents 20% discount to that of CEG
while the previous target multiple is 16.3x FY20E P/E. New TP implies 65% upside,
retain BUY.

Key Takeaways

Edvantage held its first results NDR post IPO listing, delivering guidance of a
sustainable organic growth and potential acquisition growth. Edvantage clearly
offers guidance of the top-line in FY20 and margin outlook. Excluding the
contribution of any new campus, sales are guided at RMB826m in FY20,
representing 17.3% YoY growth. Gross margin will further expand to 49-50% and
adjusted net margin would be ¢.37% in FY20. In two years’ time, Edvantage would
be able to expand margins further. Tuition increase would be one of the major
drivers for margin expansion. Average tuition would likely be RMB24,000 in FY20,
representing 9.9% YoY increase. To increase tuition does not need the approval
from regulator in Guangdong. Edvantage aims to reach 40% net profit margin
three years from now.

New campus would be the major growth driver starting from FY21. The new
campus of Huashang College in Zhaoging is confirmed to have the first batch of
3,000 new students from September 2020, which is in the estimate of FY21.
Investors are worried whether the approval of the quota is confirmed. “Vocational-
to-bachelor” track has been excluded from the quota of bachelor programme since
2019 in Guangdong province. 67% of the 3,000 new students enrolled annually
would be contributed by the “vocation-to-bachelor” track while only one third needs
the quota approval.

Having both vocational and bachelor programmes is the key competitive advantage
of Edvantage. Removing the quota requirement of “Vocational-to-bachelor” track
would allow Edvantage to admit more vocational students and more “Vocational-to-
bachelor” students. Vocational programme usually takes three years while bachelor
takes four. “Vocational-to-bachelor” programme allows qualified students to get
enrolled in year three of the bachelor programme after completing all the
vocational programmes. “3+2” mode is typical for “Vocational-to-bachelor”
programme. In the past, such programme occupied the quota of bachelor
admission, but it is no longer the case in Guangdong since 2019. Thus Edvantage
benefits from the expansion of “Vocational-to-bachelor” programme in three
aspects: more bachelor students coming from vocational programme, more
admission of vocational students, and the five-year tuition collection period is
longer than the three and four years respectively of vocational and bachelor
programmes. Average tuition is RMB30,000, which means the total 16,000 capacity
in new campus will contribute RMB480m annual sales by September 2024.
Edvantage is also proposing another new campus besides Zhaoqing.

Edvantage aims to complete one acquisition every year, in fiscal year term.
Edvantage has an experienced team in financing and acquisition to help materialise
such plan. Edvantage’s financing team has an extensive experience in investment
banking. Financing, investor expectation management, information disclosure, and
acquisition execution would be well run by Edvantage.

For overseas expansion, Edvantage is expanding its diploma programmes in
Australia, Singapore and London. Students in Huashang College and Vocational
College would have the chance to study short-term diploma programme. Tuition
will be increased to include the overseas programmes, which would boost both
margin and admission. Students can study abroad in the above three cities every
year, three times before graduation. Expansion in overseas is a light-asset model as
leasing needs little CAPEX.
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In medium term, to transform from an independent college under a public
university to a separate private university is something that will happen in two or
three years. The transformation would help save around 20% management fee
which is paid to public universities for using their logo. To save the management
fee would help increase the margins in the long term.

Figure 1. Student Enrolment
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Figure 2. Average Tuition
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Figure 3. Margins
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Valuation

We keep our earnings estimate unchanged, but apply a higher target multiple same
as Yuhua as Edvantage has a proven record in execution and an experienced
financing team. 21.6x FY20E P/E target P/E multiple is the same as Yuhua, and
20% discount to CEG which is the market leader with flagship valuation. Previously
we applied 16.3x FY20E P/E to evaluate Edvantage, 40% discount to CEG’s target
valuation multiple. CEG is the market leader and leading benchmark in the
education sector, especially in the private university segment. In the past, other
peers traded at deep discount to CEG due to the gap in operation, execution in
acquisition. With more proven record of good execution in acquisition, financing, or
investor relations, other peers can narrow the valuation discount to CEG. Similar to
Yuhua, Edvantage can also narrow the valuation discount to CEG to 20%. New TP
of HK$7.24 implies 65% upside, retain BUY rating.

6 December 2019
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Figure 4. Valuation Comparison

Financial Closing Market! PIE i P/B i ROE ' EVIEBITDA
yearend  price  cap: (x) : (x) : (%) : (x)

Code Company (local ccy) (US$m)! FY18 FY19EFY20EFY21E: FY18 FY19EFY20E: FY18 FY19EFY20E: FY18 FY19EFY20E
382HK  Edvantage Group Aug 440 5721184 144 132 109: 48 25 22 1271 194 179: NA 45 69
TALUS  TAL Education Group Feb 4424 2617811065 59.9 526 37.8:16.1 107 9.0 1175 179 95 1687 403 412
EDUUS  New Oriental Education May  119.85 18988536 46.0 351 28.1:95 83 68 161 106 145:37.0 274 277
1317HK  China Maple Leaf Educational ~ Aug 266 10181116 103 90 77:20 17 15179 168 174:191 75 638
6068 HK  Wisdom Education Int! Aug 337 881200 177 117 99 ! 32 29 26 170 17.7 19.7:194 150 109
839HK  China Education Group Aug 1046 2,699! 343 322 195 16131 29 2687 93 111:216 213 130
2779 HK  China Xinhua Education Grp ~ Dec 250  514:133 127 115 103: 14 14 13 :107 110 113! 24 49 38
6169 HK  China Yuhua Education Corp  Aug 538 22601293 324 153 135: 45 43 38 1178 136 245:154 130 113

Average 1359 282 21.0 168: 56 43 37 :166 145 157:262 167 152

H-share education (consensus) :
382HK  Edvantage Group Aug 440 572148 175 136 111! 48 27 21 :271 166 171 NA 86 7.0
1317HK  China Maple Leaf Educational ~ Aug 266 10181116 112 94 80120 17 15 :17.9 160 169:191 75 62
6068 HK  Wisdom Education Int! Aug 337 8811200 149 127 107:32 28 25 :17.0 200 20.1:194 132 110
839HK  China Education Group Aug 1046 2699} 343 256 21.0 176! 31 28 25187 1.1 1271216 184 148
2779HK  China Xinhua Education Grp  Dec 250 514:133 116 90 7.8 ! 14 14 13 :107 120 14124 64 51
6169 HK  China Yuhua Education Aug 538 2,260!29.3 225 168 147145 39 36 1178 185 2331154 167 122
2001 HK  China New Higher Education ~ Dec 265 5221116 95 73 6316 16 13 :152 168 188:127 86 7.1
1565 HK  Virscend Education Dec 154  608:109 89 66 49 :16 14 12 147 147 195: 96 93 7.1
1773HK  Tianli Education Int! Dec 314 8321 69 217 160 120: 25 24 21 124 106 1361210 168 120
1765 HK  Hope Education Group Dec 137 11671298 181 134 106: 19 18 16117 100 127:135 109 84
1569 HK  Minsheng Education Dec 133 683:149 115 96 81 :13 13 11 :103 110 119:131 86 72
1890 HK  Kepei Education Dec 381 9741149 149 134 115! NA 26 23 1227 201 19.1:150 116 99

Average '17.7 157 124 103: 25 22 19 :155 148 16.7:148 114 9.0

A-share education (consensus)
600661 CH Shanghai Xin Nanyang CoLtd  Dec 1755 7140 NA 274 219 189:47 35 31168 113 127: NA NA NA
603377 CH Eastern Pioneer Driving School ~ Dec 1762 1,472,459 437 405 37.7:61 53 47 130 119 119;225 358 30.2
300359 CH Qtone Education Group Dec 563 507' NA NA NA NA:27 NA NA:NA NA NA:NA NA NA

Average 459 356 312 283:45 44 39 :99 116 123:225 358 30.2

US education (consensus) *

Tutoring : :
TALUS  TAL Education Group Feb 4424 2617811065 67.9 751 401161 126 95 ! 175 204 114687 628 51.3
EDUUS  New Oriental Education May  119.85 18,988: 536 457 346 262:95 84 67 :161 125 189:37.0 39.0 26.9
CHGG US Chegg Inc Dec 3828 4631: NA 451 393 294: 99 95 88 166 257 268:57.8 387 289
ONEUS  OneSmart International Aug 747 11520 NA 211 206 16212970 6.6 58 11438 346 3461111 140 104
REDU US RISE Education Dec 699 398:441 166 151 125! 51 45 351401 264 232:115 104 89
FEDU US Four Seasons Education Feb 1.89 94,672 94 NA NA:08 09 NA:189 114 NA:44 49 NA

Private schools
LOPE US  Grand Canyon Education Dec 87.63 42261159 160 150 139' 31 NA NA 1203 192 174:140 143 129
LAURUS Laureate Education Dec 1657 3623: NA 64 131 109! 13 14 121134 430 121! 88 86 76
ATGE US  Adtalem Global Education Jun 3316 1,790 122 117 134 112114 NA NA ;43 100 100: 83 84 94
BEDU US  Bright Scholar Education Aug 940 11701339 227 207 173! 30 NA NA 1129 123 137'193 138 84
RYBUS RYB Education Dec 555 159: NA 555 185 137: 17 14 13 :40 49 80 :317 185 103

Professional education ! : .
APEIUS  American Public Education Dec 25.09 386:19.7 23.0 222 176: 13 NA NA .83 31 55:37 52 55

TEDU US Tarena International Inc Dec 0.77 41 NA NA NA NA 103 NA NA 5(36.0) (46.0)0 NA 1 NA NA NA
Average 1441 284 261 19.0:270 57 52 ;215 13.7 165230 199 164

Source: Data of various companies, Bloomberg, BOCI Research estimates

Note: Closing prices are as of 5 December 2019

* Closing prices are as of 4 December 2019 for US peers
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Figure 5. Edvantage’s P/E Range Figure 6. Edvantage’s P/B Range
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Income Statement (RMB m)

Cash-flow Statement (RMB m)

Year ended 31 Aug 2018 2019 2020E 2021E 2022E Year ended 31 Aug 2018 2019 2020E 2021E 2022E
Revenue 636 704 837 1,003 1,196 Pre-tax profit 225 243 339 412 483
Cost of sales (346) (362) (425) (510) (608)  Depr. & amortisation 64 74 69 73 77
Operating exp. (49) (76) (54) (66) (100)  Net interest expenses 18 28 23 23 22
EBITDA 306 340 427 501 566 Chg. in working capital 62 231 4) 5) 5)
Depr & amortisation 64 74 69 73 77 Tax paid (13) (28) (32) (39) (45)
Operating profit (EBIT) 241 266 357 427 489 Other operating activ's (17) 36 32 39 45
Net interest inc./(exp.) (18) (28) (23) (23) (22) CF from operations 338 583 428 504 577
Other gains/(losses) 1 5 5 8 17 CAPEX (132) (250) (150) (150) (150)
Pre-tax profit 225 243 339 412 483 Decr./(incr.) in invest. 1 0 0 0 0
Tax on profit (48) (28) (32) (39) (45)  Other investing activ's (707) 200 20 20 20
Min. int./others (16) 2 0 0 0 CF from investing (839) (50) (130) (130) (130)
Net profit 162 217 307 373 438 Netincr. in equity 0 688 - - -
Core net profit 181 237 307 373 438 Netincr. in debt 488 (150) 50 0 0
EPS (RMB) 0.216 0.277 0.301 0.366 0.430 Dividends paid 0 (10) (92) (112) (131)
Core EPS (RMB) 0.216 0.277 0.301 0.366 0.430 Other financing activ's (56) (56) 15 (62) (68)
DPS (RMB) 0 0.010 0.090 0.110 0.129 CF from financing 432 472 (28) (174) (199)
Revenue YoY % 53 10.7 18.8 19.9 19.2 Change in cash (69) 1,006 270 200 248
EBIT YoY % 13.8 10.3 34.2 19.5 14.4 Cash at start of year 216 149 1,154 1,424 1,624
EBITDA YoY % 9.9 11.3 25.3 17.3 13.0 Free cash flow to firm (500) 533 298 374 447
Core net profit YoY% 13.5 30.6 29.6 215 174 Free cash flow to equity (40) 356 325 351 425
Fully diluted EPS YoY% 23.2 284 8.9 215 174 “Source: Company data, BOCI Research estimates
Source: Company data, BOCI Research estimates

Key Ratios
Balance Sheet (RMB m) Year ended 31 Aug 2018 2019 2020E  2021E  2022E
As at 31 Aug 2018 2019 2020E 2021E 2022E  Profitability (%)
Cash & cash equiv. 1,018 1,655 1,707 1,887 2,115 EBITDA margin 481 48.3 51.0 49.9 47.3
Receivables 23 32 38 45 54 EBIT margin 37.9 37.8 427 42.6 40.8
Inventories 0 0 1 1 1 Pre-tax margin 35.3 34.5 40.5 411 40.4
Total current assets 1,158 1,695 1,753 1,940 2,178 Net profit margin 254 30.8 36.7 37.2 36.6
Fixed assets 1,176 1,353 1,436 1,514 1,588 Liquidity (x)
Intangible assets 0 0 0 0 0 Current ratio 1.1 17 17 1.9 21
Other long term assets 63 79 205 204 202 Interest coverage 13.7 9.6 15.7 18.4 22.0
Total long-term assets 1,238 1,432 1,641 1,718 1,790 Net debt to equity (%) Netcash  Netcash Netcash Netcash Netcash
Total assets 2,396 3,127 3,394 3,658 3,968 Quick ratio 1.1 1.7 1.7 19 21
Creditors 8 7 8 9 11 Valuation (x)
Short-term debt 214 166 166 166 166 PIE 18.4 14.3 13.1 10.8 9.2
Other current liabs. 802 846 847 849 850 Core PIE 18.4 14.3 13.1 10.8 9.2
Total current liabs. 1,024 1,019 1,021 1,024 1,028 Core P/E @ target price 30.2 235 21.6 17.8 15.2
Long-term borrowings 568 390 440 440 440 P/B 4.7 25 2.2 1.9 1.7
Other long-term liabs. 106 113 113 113 113 PIFCF 14.4 12.1 14.5 114 9.4
Share capital 0 70 70 70 70 EVI/EBITDA NM 45 6.9 5.5 45
Reserves/others 626 1,536 1,751 2,012 2,318 Activity ratios
Shareholders’ equity 626 1,606 1,821 2,082 2,388 Inventory days 1.0 0.5 0.4 0.4 0.4
M.1./Pref. shr/Oth 73 0 0 0 0 Accounts 8.7 14.1 15.2 15.1 15.2
Total liabs. & equity 2306 3127 3394 3658 3,068 Ireceivablesdays
Per share (RVB) Accounts payables days 7.6 3.8 3.2 31 31
Book value 08 16 18 20 g Retums(h)

) Dividend payout ratios 0 4.7 30.0 30.0 30.0

Tangible assets 0.8 1.6 1.8 2.0 2.3 )

Return on equity 30.4 212 17.9 19.1 19.6
Net debt/(cash) Netcash  Netcash Netcash Netcash Netcash

Return on assets 94 8.5 9.9 11.0 11.6
Source: Company data, BOCI Research estimates Return on capital 201 146 156 16.7 172

employed

Source: Company data, BOCI Research estimates
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Certifications and Important Disclosure

All views expressed in this material reflect the personal views of each analyst about any and all of the subject securities or
issuer(s). In addition, no part of the analyst's compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed in this material.

Except as disclosed herein, each analyst declares that (i) neither he/she nor his/her associate has any financial interests in relation
to the issuer(s) reviewed by the analyst, and (ii) neither he/she nor his/her associate serves as an officer of the issuer(s) reviewed
by the analyst.For the purposes of these certifications, the term “associate” includes members of the analyst’s household as
defined by FINRA.

Accordingly, none of the issuer(s) reviewed or any third party has provided or agreed to provide any compensation or other
benefits in connection with this material to any of the analysts, BOCI Research Limited and BOC International Holdings Limited and
any of their respective subsidiaries and affiliates (collectively, the “BOCI Group”). Analysts receive compensation based upon the
overall revenue and profitability of the BOCI Group, including revenues derived from its investment banking business.

Member companies of the BOCI Group confirm that they, whether individually or as a group:

(i) do not own financial interests in an aggregate amount equal to or more than 1% of the market capitalization in any of the
issuer(s) reviewed;

(i)  are not involved in any market making activities for any of the issuer(s) reviewed;

(iii)  do not have any individual employed by or associated with any member companies of BOCI Group serving as an officer of
any of the issuer(s) reviewed;

(iv)  Within the preceding 12 months, certain member companies of BOCI Group has managed or co-managed a public offering
for Edvantage Group Holdings Ltd

(v)  Within the preceding 12 months, certain member companies of BOCI Group has/have an investment banking relationship
with and has/have received compensation or mandate for investment banking services from Edvantage Group Holdings Ltd

(vi)  do not expect to receive nor intend to seek compensation for investment banking services from the issuer(s) reviewed in the
next three months.

This disclosure statement is made pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed by or Registered with
the Securities and Futures Commission” and is updated as of 5 December 2019. Waiver has been obtained by BOC International
Holdings Limited from the Securities and Futures Commission of Hong Kong to disclose any interests the Bank of China Limited and
its subsidiaries and affiliates may have in this material.

6 December 2019 Edvantage Group 8
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This material has been prepared and issued by BOCI Research Limited (“BOCI Research”), a company incorporated in
Hong Kong and regulated by the Securities and Futures Commission in Hong Kong. The material is intended for general
distribution to professional, accredited and institutional investors only and is being furnished on a confidential basis and
solely for informational purposes. This material, its contents or any copy thereof may not be published, in whole or in part,
for any purpose or altered, reproduced, redistributed or disseminated, directly or indirectly, to any other person, including
the press or the media, without the prior written consent of BOC International Holdings Limited and any of their respective
subsidiaries and affiliates (collectively, the “BOCI Group”). All trademarks, service marks and logos used or referenced
herein are beneficially owned by one or more members of the BOCI Group.

The distribution of this material in some jurisdictions may be restricted by law or regulation. This material is not directed to,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use, would be contrary to law or subject
BOCI Research and the BOCI Group to any registration or licensing requirement within such jurisdiction. Persons with
possession of this material should inform themselves about and observe any such restrictions.

The information presented herein does not take into account the specific investment objectives, financial situation or
particular needs of any particular investor and shall not be construed as investment, legal, accounting or tax advice, nor be
deemed a representation that any investment or strategy is suitable or appropriate. The information contained herein does
not constitute or form part of any offer for sale or invitation, or a solicitation or an offer to subscribe or purchase an
securities or other financial instruments, and should not be used to form the basis of or be relied upon in connection witl
any contract or commitment whatsoever. The BOCI Group has not taken any steps to ensure that the securities referred to
in this material are suitable for any particular investor, and the BOCI Group will not treat recipients as its customers by
virtue of their having received this material. Investors should make their own independentjudﬂment or consult independent
financial or investment advisers before making any investment decision, and in determining the suitability or assessing the
investment risks of any securities or other financial instruments.

Although information, opinions and estimates presented herein have been obtained or derived from sources believed by
BOCI Research to be reliable, the BOCI Group nor its respective directors, officers, employees or agents have not
independently verified the information contained herein, except to the extent required by apglicab e law and regulation. The
accuracy and completeness of any information, opinions and estimates expressed cannot be guaranteed, and may reflect
a judgement as at the date of publication by BOCI Research and may be based on a number of assumptions, which may
not prove valid and are subject to change at any time. Accordingly, the BOCI Group shall not have any liability whatsoever
(in negligence or otherwise) for any loss arising from any use of this material or its contents or otherwise except to the
extent required by applicable law or regulation. As such, the information, opinions and estimates expressed herein are
provided on an “as is” basis, and no representation or warranty, expressed or implied, is made as to the fairness, accuracy
or comFIeteness of such information, opinions and estimates. In addition, the BOCI Group may have issued other
materials that are inconsistent with, or reached different conclusions or opinions from, those presented in this material. For
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