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CHINA EDU GROUP Stock Connect (SH/SZ)

(839.HK)

A Strong Consolidator In Private Higher Education and
Vocational Education

18/07/2019

Key Financial Indicators

FY FY2018E FY2019E FY2020E FY2021E
Revenue (Mn/HKD) 1,226 2,026 2,338 2,558
YoY (%) 29.2 65.2 15.4 9.4
Adj-Net Profit (Mn/HKD) 570 841 928 1,025
YoY (%) 353 47.5 10.4 104
Gross Margin (%) 61.9 52.7 52.2 52.5
Adj-Net Profit Margin (%) 46.5 41.5 39.7 40.1
ROE (%) 8.4 11.2 11.5 11.9
Adj-EPS (HKD) 0.28 0.42 0.46 0.51
Payout ratio(%) 25.9 30.0 30.0 30.0

Highlights

We initiate coverage with “Outperform” and TP HK$14.5: China Education Group focuses on the
business chain of higher education and vocational education, and holds 147 thousand students and
8 schools. The company relies on more than 30 years of rich experience in running schools to ensure
the quality of teaching and student employment, as well as the brand promotion and financial
strength brought by listed companies. Longterm, China Education Group will rely on the
development model of “organic + M&A” to become a strong integrator private higher education and
vocational education field. We expect the company's net revenue in FY2019-2021 to reach 2.0
billion RMB (the same below), 2.3 billion RMB and 2.6 billion RMB respectively, up 65.2%+15.4% and
9.4% respectively, and the adjusted net profit will reach 841 million RMB 928 million RMB and 1.03
billion RMB, up 47.5%+ 10.4% and 10.4% respectively. The first rating coverage is given a
“Outperform” rating with a target price of HK$14.5, which corresponds to a dynamic PE of 31x, 27x
and 25x for the 2019-2021 fiscal year, which is 17% higher than the closing price on July 17th, 2019.
Strong policy support for private higher education and vocational education: At present, the gross
enrollment rate of higher education in China is only 45.7%, which has not yet reached the 50%
requirement in the 13th Five-Year Plan, and there is a big gap between the 60% to 98% average
enrollment rate in developed countries. The private higher education and vocational education
industry are faced in development opportunities with the support of national policies, and the
existing school leaders will accelerate the integration of the industry.

Fruitful school-operation experience and high-quality school achievements: The company has more
than 30 years of experience in running schools. Jiangxi University of Technology and Guangdong
Baiyun University are located in the leading positions of private universities in Jiangxi and
Guangdong provinces respectively, with employment rates reaching 96% and 88%, respectively,
exceeding the national average of 78%. The rich experience in running schools and the quality of
school-running results are all powerful guarantees for the company's organic growth.

Efficient management execution and resource integration capabilities: The company has completed
several industry mergers and acquisitions since its listing, showing efficient management execution.
After the company's listing, the brand and financial strength have been strengthened, and the
various tools of the capital market (establishment of M&A funds, issuance of CB, etc.) have been
fully utilized, which has taken the lead in the subsequent industry consolidation and expanded into
the company's second largest growth momentum.

Potential risks: 1) The acquisition process is not up to expectations; 2) The number of qualified
teachers hired and retained is less than expected; 3) The number of entrants is less than expected;
4) The operating income comes from a few cities in China; 5) China Education Policy Change; 6), VIE
structure policy risk; 7), goodwill impairment risk.
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INDUSTRIAL SECURITIES

23, RIREF}, BFRARKREBRIEX
0 TAZFETLREK, SFHFTIATFLAENK

KESFREGHRSATY, | AAEAGTAAT XY, M TALZFAAR
AL, REGREAEINFETORTSY, SFHEFSLMBEFL. JThRA
GDP K4 F A HAEAZE, FAHADT K H: 2017 %/ R4 GDP 4 9 H1LA,
LB F—, WAAT LI21CA, HLLBE—. NENE] FE. LAY,
A TEA . R R B R

B 28. 2017 FAEEHAU A AR LI K

14.000 2.0
12.000 15
10.000 Lo
$.000
0.5

6,000
4.000 0.0
2,000 -0.5

0 1.0

0175 AT 20174 ] T35 AT LB (A5 )

TA B BRGEE, tViE AR F SRR Rk

RT Ry MBOCB#E UG 58T 7R FmAREN, AL LG3mg ¢
B F A G AT VAR — /B0 & F 3 AR, AR (G A
HR, RBEEHR “TZ27 HFAXNF ORI, SRTBREHGENSG0IR
RAWN. TR, T WART B, SREFEIRKA 75.26 7T AIFT. 7T1.84 T A
[P, 70.16 7 AIFT. 66.06 7 AIFT R 64.81 TAIFT. IR AT BT EH5#E LN
FREIKG LN, RFELZIWR “+ =27 KFAXNGIEE, 9FHFTEAFER
REGEIRA A Zd. T B T A AR ZF®FTd, LEANFE5 54 30.2%,
20.8%, 33%, 33.7%. 36.5%7% 36.5%.

B 29, 2017 4 B&E SFHF FREFRENTE

100 100
7 ALY %
80 5 m o 70 80
66 65 ¢ 61 60 60
60 60
40 3 3 b 40
27 54
20 Ilzo
0 0
T HE T E RN EE L EE R R R KT T % T e A
FLEILKNEF R ¥RKFRE LR g I 0 FEED YL R
B
ES

_— 5 HF ERTAE ——— S EHFIANTE (L)
KA RE: BRGIE, LI AL 5 ARAR &R

57 M, 5EATHABR G FIALANLG) T 58 AT 0 SR B E R S
HEENFEHAL T ABEWNG]: BRIFE “T =27 HFARGEIE, THRAFH0T
B SAR B E R 4T.76 T AIFT. 5176 FAIFT: LB Fediin b6y 554 F
ENFF R A 52.3%A7 56%, ZABILS R LRI ENFE,
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o JKR.IH. ThH. RAWARSSFHE LERE, AP

2016 4T 0 4 EARASA 302.1 A, ABL 2012 5 EF+ T 41.6%; 2016 5 &4
K. S B AEARAFH 6585 A, [tk 2012 5F38Hm 27.7%. % F K 6K E 4%
AR SEHF T RFLEE, IR AN SEFHF TS K A&
3B M R AR, TR 2021 4L 5 R S BRAEBASCE A B 406.9 A,
FitF bk 2016 4738 4m 34.7%; 2021 TRt ) &4 R A AR EARASLIE A 5) 842.6
A, FiTE b 2016 4£38 Aa 28%.

A 30. IHERAZBREBRAK A 31, J RA RS BBRAERAK
450
842.6
w0 A /ffﬁ/*4”9 Y w0y
350 11.6% 3021 700 ﬂv 638.5
300 600
250 213.4 500 515.5
200 400
150 300
100 200
50 100
0 0
2012A 2016A 2021E 2012A 2016A 2021E
mbA mARARRE nEA mAHARE
TR 2E Fob, LIRS LR S SRR B TR A5 FAr, LR LR B A A A R

JERLEH, T, REWEAE “tZ5” HFFHFTAR, EAFERAZN
JoH: whst A Z A7 N SAEFASAARHCGE T ALK, it E 2020 4, S
AOERFTEFASIMAITA 2621 TA, LEESEHKFT EFAKIALD 4
A 165 TA, ThBEFHAE32 FA, BEEEFIFE 1468 FTA.

RO JHRAE LHYE. Al REY “tZ8” SFHFTANEE

&R P PR 3] J R P T 3]

A7 2018 4= 20154 2017 % 20154 2020 % 2020 % 2020 % 2020 %
E E EI L) B A% B A% B A% B A%
EFIE (FA) 264.38 126 255 15257  262.08 165 312 145.75
LBR. FTHAERHMELE (FA) 198 103.9 216 136.96 200.7 132.2 269 133.47
£EF: HFRLEFARE 78 478 - - 73 57.8
BAK. F57 (FA) 63 - - - 61
EANFE (%) 40 36.5 365 47.15 50 50 50 60.82

TR SRE. IEE. TRE . REERFT, K LIERZTE AT R
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3. RABHEFRENE ) EEA

RAVIKA 3] W H B RA BRI B IREANBII A o H. 1) FENIFERE
FR TR FRE: AAARIT T ENEZT A2, THAKERR R
ZFREEEANN AL T AEHF ) KA AR HRAASALE, sl F 55455
96%% 88%, A2 A [E 78%9-F K, XA FR AN LENEL. FEH
I G I F R IR 6G AFRR AN E) AR OH DR, FAFLET —FEm#H
G AR BHFRE BFEX, AFIRERAMS, RESEAIE, LA
Ay, AF AR A EMFIEAY ., 2) HRNTEPIIT AT RESERS:
NE AEFTECETRERATLHM, BFT SN TEIITH. NEELTE,
Sl FA K AAMTE A0SR, FASARNFAT He & T L (RZIF WAL,
KATCB %), L efT b LIRAM, IMIEY KRR A NG 695 =K K3
7.

31. AFZBRFE, REZEMREK

FHRIZRNE) B THELSBREB TR, FI “MAXFF, LTHE HETR
v, EAT, A& LEIA “4 FTAFH2 FTRE+L BRI+ PTR” ¢ L@ T
KPR HF Fbst, B3 TR AH, FRIMBKR “1+152”7 hH#. R, £
A7 FRAZAE, #IPEINFH5 @ ERNT LE5FEAMGEX, #—FRA L4
.

o “BXAE": NIKXENEE

JEAZFRA] FAGTREDPAARR, Ao mBAERE KF, 1BI-EE KA
LR EA, BEHRFTIFAE. FRITLL 1989 E\heS M E =5 ARRFR,
2005 ¥ fRiBiL K F ks, A AT EARAR.

S ABAEEIK: B E 2017 F 12 A 31 B, FARIA FA 25741 4. L AH
4 16963 %, Lk 65.9%, L@ EAAE 226 4, Lk 0.9%, 44 FH ¥ A 8552
%, B 33.2%., dE=ZF, FARKERFEMEER, S46FRIAT 1.4%.

B 32, TRAOEFREFEFSFEAK B 33. S RAEFREFEASLY)
35000 100%
A0, e » o
0000 7 CAGR=4.5% ____.----- 220//“
e 26416 3
25000 --m5iEet 25.665 25741 o
22159 2
| . | | | | 50%
15000 : 10%
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5000 10%
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2013/14 2014115 2015/16 2016117  2017/18 201314 2014715 2015016 2016117 2017118
m-EiE KA A w8 A ASL m RS HH A BB AFAS wEREAAS WHBBEHTAK
Ttk iR 8 T, % LIERZ LSRRI H 32 TR IR A8 FAh, RIERZIF L L RAT IR K

FRBPNBFIRF: BE 2017 MER, =HFRAXF LS 13 FA/E, T35
F A ASFAEIE KB F R8T IH, 2017 M= dFARF RN 25
1070, FIHIEK 24%, 3424 120bps.
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B34 JFRAZFRFFEARF LR B 35. JFARAOEFREYERAR LK
500 o 20 20.000 o 20
HFHARD % %
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FY2014A FY2015A FY2016A FY2017A FY2014A FY2015A FY2016A FY2017A
— —a=YOY (& 4h) ) E —==YOY (£ 4h)
FA R N8 TH, LLIEAZF L&A R KR TR B FAE, LAEAZTE 2 RAT R IR R

BERARSFHETNARAHA: | REHE T LkE. AMHTT 2016 FIRAFP A
T AR T3] F20Ld AASRG L ARE T EREIL), RH R4 KT8
BB AA SRR i — B A ﬂ &, rﬁfx, KEIRA 45, H—EA 14 K
BRANL, PO Aa5%F

B 36. J" A 4E =% 2017-2018 B4 it %)
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600 550380 535599
433440
400 335 368
o II II II II 130
0
G & & %
% A B % A Al 5
o W% C? o ;ﬁ P & %4 ;) ﬁy
X A SO . I .
B2 R 4 W Xe v
o 2 R
' =2017 m2018 % o

TAR R ) Fok, SEIEAZIFE A RATR IR R

BREA AR T, FEERIRK: RE 2017 WF, ROz FRRERZEA
3] 18115 A, LFFI 3.3%F gk, REFHFXD 949%, AL TFrafk
<

o
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B 37. FEAAZFRREAZELAR KK B/ 38. FThAEFREEAAE
120
20,000 17.308 17,534 18115 % 20 s 99.6 076
15,725 100 : 249
15.000 15 e
30
10,000 10 60
40
5.000 5
20
0 0
FY2014 FY2015 FY2016 FY2017 0
FY2014 FY2015 FY2016 FY2017
—-— —a—YOY (£ #h)
FAPRIR: A FAt, HLEAZFHEERMARIRER TR ) b, AR 2R BT R
o FEEABRHFHRRE, HWRKERS
NEETFRAZFREBREARZRFHRR, BiRKAERSH: 2017 F, 235 T/
RO=FRATEN NazRFHEL RO cFRAAERERR, HIRE L
BAHLE 748 5, BABARALE ZFK, ¥ T 2021 FR L, FitEM 18T F A,
HREIES ) ROEFR204AANLE, REFAEMR BEF), A FRETE, 2
FE BB A B EAARL T RMAZNFTARR .
B 39. #EFREALE A 40, 4B RMEFA
: TR TERA ¥ - ”k\‘% BE 9 LERIIR
R }3_ f\ é] 1.:5?_,& NEREESH wEE < ;’l"sﬁﬁr’t J e
+[".DA i‘i’z,ﬁfi[{ @ HRRRICAR £ N
o / i) = : 8 7 @ FPERLET Jemag
e [5770] '. AT ngf m::»:mx
i ATgn wEEENIEE ©MHAELTS
\ s 2 — @izERaE
( o 373 i
\ Ve izHozss ) (
| \ \ s P = a1 - ogEEE e or TN
i‘"& L% émg:% i " > xixxs{a:iu-:ﬁk . S
% A ah — - S I MREE T e
= / <] AL ey 9 BEARMILE
FAAIR: B AE, S UiEA %D AR TR B RIE, LA eI R

2019 9 A, O=HREAZBRREE G R ERFA: IR LML 18T
Pk, TERMFAE L FA, 2017 FF46E%, T 2018 % TH 4484,
2018/19 F#Fit484 1,000 A, RO EFRMEARE E 4 i, FHEBAESHK
HELEZ L, 24 FTLARRNGEE, REE—FTRIAERAL, FHREE
XA F R A RARS AR, FI BN,

o IHMHBFR

ABHFEFRLITEHE GIEIAFRE, FEATHERATAE, 25 G+
He” hF2o, FRRELT 1994 5, WHATHERFR, BRAF. E4.
YEHEHFE,

FAEABBRERALZ: BE 2017412 A 31 8, FAIAAF4 35082 4., L+
AAHAE 20288 4, b 56.4%, EiEFAA 14397 &, Lk 40.0%, 44 HF F
& 1297 4%, Lk 3.6%, iTiE = F, FA K ETRFRA T, Lo6FERiA3| 2.5%.
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B 41, AEARFREFEFRIFEAK B 42, T HAEFREFEAS Y]
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w Bl A FAS w B E A AR WO ALK A AAS W B EAAL wEESHT AM
TR ATt X2 R R FRIIR: 8] FAt, LI R o AR
FRBNEREEAER: 2017 W, THARFRFIEFZREML61T, R
T 5%, Hiksk = FEINEMTE, £HEIEAT) 1.3104, R TR 1%.
B 43, THARFRFFTEARF YK B 44, THEARFRAENEKRAR LK
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TR AT, X LIE SRS SRR TR 3 FRE, % LAE L2 B B R A L BT
BRBEEZESRA R, ARARARNEKRTNE: 2017 M FIHHEFRRE R ZE
|39 7 A, RIRIEK 1.9%, & EA K FiLF| 90%, F kI 8.5pps FiE, & E
FUR FABA BRI,
B 45, THMARFRFREEAF LE K B 46. THRMARFRRBA A E
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TR NG T, LIRS LR G Rk AL TR 8 At % UAE A t2 i 5 & AL B B 2R

o HERITFR

B =R FRARZT 1996 5F, /2T M, bR RO =FR, AT RANAER
KENFELFE, FEIFEHHE, 2008 F-2014 FiE 4 L5 R H
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F. TARAEHRAERRT SIRA T RERIEFTEF N 20BFE 47,

FRIBEFEVGIREET: OO T H=F. ZFRIHE, AAEOHFHF
AW ZFRIKE ., FRET “FHARLGER” MEEX, FA—RERFH L
H A IE BB RIEB R R, IR R RUGER, AR ELA
FHILTHYEEH. RN, FRAST A =F R0, TRESHE,
W T F IR LA BIFEZF HOG G FEm B AR,

A ASMEH A BRE2017F12 A 318, FRMAFA 13532 4. £ HR
4 2857 4, G 21.1%, FIRA 10241 %, &b 75.7%, HIRIEFA 434 4,
B 3.2%, iHE=ZF, FAKSHERPAHA, LE6FHE%RAZT] 1.1%.

B 47. Q=R FFREBEFEFRLSFEAK B 48. & =HIFFREFEAKY]
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B E AL w b A 3R AL B HIAL mE AL wHUG AN
TR B: AE) B, SiEAZFE AR REE TR RR: A8 FE, SEALIERZI G AR IRk
FERPNMTHEE: 2017 M5, 9=HIFFRFFFREANLITICA, BILLTHE
1%, Z &P AR E 2015-2016 W e445F 30 K 