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Education INDUSTRIAL SECGURITIES

. . China Yuhua Education SZ-HK Stock C t
Buy (Maintain) 06169.HK  “hina vuha Educat ock ~-onnee
Enrollment beyond expectation on new academic year,

Target: 6.6 HKD Outstanding teaching quality secures performance
Price: 3.7 HKD
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'8 % Revenue(millions) 846 1,239 1,644 1,865
milf-l Market Data YOQOY (%) 8.3 46.4 327 135
O e 2018.10.5 Adj-Net income(millions) 429.9 582.3 807.4 983.8
ClasingPrice (HKD) 3.70 YOY (%) 335 355 38.7 21.9
Total shares (billions ) 32.65 Gross profit margin (%) 515 63.7 63.8 63.3
MarketCap (billions HKC 121 Net profit margin (%6) 37.1 43.7 50.4 55.0
Netasset (hillirsRMB ) 345 ROE (%) 12.7 22.0 28.5 29.7
. Adj-EPS(Yuan) 0.17 0.18 0.25 0.30
Totalasset (billions RMB ) 52.6 o
Dividend Per share (HKD) 0.08 0.09 0.13 0.17
Netassetishare (RMVIB) 1.06 - - —
Source: Company materials, Industrial Securities
Source: Wind
Investment highlights
Maintain “BUY”, TP 6.6HKD: the company’s overall enrollment exceed our expectation during
Related report 2018/19 academic year, and the universities’ performance is even more prominent. Both
<Hunan University merged over universities’ tuition fee has been increased on a range of 10%-30%, and the new high rate of
expectation>20180504 enrollment has not been affected by the increase in fees. K-12 tuition fees and the freshmen
<Acquired Hunan University, started enrollment has been increased steadily, at the same time, the “985211” rate has reached new high
an off-site expansion>20180105 again. Based on the number of students enrolled and the adjustment of tuition fees exceeding
<Students  enrollment  increased expectations, we upgraded the company's profit forecast by 67 million RMB and 110 million
steadily, tuition fee rose RMB respectively, resulting in net profit of 580 million RMB, 811 million RMB and 980 million
smoothly>20170918 RMB in fiscal year 2018-2020, an increase of 35.5%, 38.7% and 21.9% respectively. Maintain

the "buy" rating and maintain the target price of HK $6.6. There is 79% room for improvement
over the closing price of October 5, 2018, corresponding to 32x, 23x and 19x PE for fiscal year
2018-2020, and 1x the three-year compound growth rate of PEG for fiscal year 2018-2020.
Zhengzhou university enrollment exceeded expectation: enrollment of Zhengzhou university
reached 96% in the 2018/19 academic year, exceeding the previous 92%-94% average. Freshmen
enrollment exceeded 10,000 and the total number of school students exceeded 30,000, the
songjian@xyzg.com.cn employment rate of 2018 graduates reached above 95% and the graduate entrance examination
) rate reached 14.7%. Zhengzhou university ranked first in China's Alumni Association's private
SAC: 50190518010002 university list in Henan Province, and the seventh place in the country.
SFC: BMV912 Hunan university tuition rose significantly: the tuition fees for freshmen of Hunan university
rose by 5,000 yuan to 20,000-22,700 yuan per year, and the tuition fees for junior college students
rose by 2,000 yuan to 11,200-13,400 yuan per year in 2018/19 academic year. At the same time,

Overseas Education Sector

Jian Song

Joan Song Hunan university’s enrollment rate reached 96%, a record high, and the total number of students
Songjingru@xyqucomlcn in schools was over 30,000.

K-12 awards higher Gaokao achievements: In 2018, eight students from Yuhua schools were
SAC: S0190118010135 admitted to Tsinghua University and Peking University. Among them, there are seven students

from Zhengzhou Yuhua School were admitted to Tsinghua University and Peking University, and
one student from Jiaozuo Yuhua School was admitted to Peking University. The company's
“985211” key university rate reached 26.4%, compared with the average “985211” rate in Henan
Province is less than 4%; the company's first-batch-university rate reached more than 40%,
whereas Henan Province's average rate is 10.7%.

K-12 enrollment went steadily and tuition fees increased smoothly: the enrollment of
freshmen students in K-12 school increased more than the same period last year, and tuition fees
kept a steady 5% annual average growth rate.

Risk tips: 1) changes in the national education policy; 2) company acquisition,
self-construction and other expansion process under expectation; 3) students, parents
unsatisfied in teaching quality; 4) VIE structure policy risk.
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Context

® Zhengzhou university enrollment exceeded expectation: enrollment of
Zhengzhou university reached 96% in the 2018/19 academic year, exceeding the
previous 92%-94% average. Freshmen enrollment exceeded 10,000 and the total
number of school students exceeded 30,000, the employment rate of 2018
graduates reached above 95% and the graduate entrance examination rate reached
14.7%. Zhengzhou university ranked first in China's Alumni Association's private
university list in Henan Province, and the seventh place in the country.

® Hunan university tuition rose significantly: the tuition fees for freshmen of
Hunan university rose by 5,000 yuan to 20,000-22,700 yuan per year, and the
tuition fees for junior college students rose by 2,000 yuan to 11,200-13,400 yuan
per year in 2018/19 academic year. At the same time, Hunan university’s
enrollment rate reached 96%, a record high, and the total number of students in
schools was over 30,000.

® K-12 awards higher Gaokao achievements: In 2018, eight students from Yuhua
schools were admitted to Tsinghua University and Peking University. Among
them, there are seven students from Zhengzhou Yuhua School were admitted to
Tsinghua University and Peking University, and one student from Jiaozuo Yuhua
School was admitted to Peking University. The company's “985211” key
university rate reached 26.4%, compared with the average “985211” rate in Henan
Province is less than 4%; the company's first-batch-university rate reached more
than 40%, whereas Henan Province's average rate is 10.7%.
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C1. Admission list of Zhengzhou Yuhua experimental scho

Resource: company materials, Industrial Securities

® K-12 enrollment went steadily and tuition fees increased smoothly: the
enrollment of freshmen students in K-12 school increased more than the same
period last year, and tuition fees kept a steady 5% annual average growth rate.

® Maintain “BUY”, TP 6.6HKD: the company’s overall enrollment exceed our
expectation during 2018/19 academic year, and the universities’ performance is
even more prominent. Both universities’ tuition fee has been increased on a range
of 10%-30%, and the new high rate of enrollment has not been affected by the
increase in fees. K-12 tuition fees and the freshmen enrollment has been increased
steadily, at the same time, the “985211” rate has reached new high again. Based
on the number of students enrolled and the adjustment of tuition fees exceeding

TH 6 R IE X2 J5 K15 B R B B
-2 -



HEIRIZRE GFAR)

expectations, we upgraded the company's profit forecast by 67 million RMB and
110 million RMB respectively, resulting in net profit of 580 million RMB, 811
million RMB and 980 million RMB in fiscal year 2018-2020, an increase of
35.5%, 38.7% and 21.9% respectively. Maintain the "buy" rating and maintain the
target price of HK $6.6. There is 79% room for improvement over the closing
price of October 5, 2018, corresponding to 32x, 23x and 19x PE for fiscal year
2018-2020, and 1x the three-year compound growth rate of PEG for fiscal year
2018-2020.

® Risk tips: 1) changes in the national education policy; 2) company acquisition,
self-construction and other expansion process under expectation; 3) students,
parents unsatisfied in teaching quality; 4) VIE structure policy risk.
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Attachment
Balance Sheet In millions RMB Income Statement In millions RMB
FY 2017E 2018E 2019E 2020E FY 2017E 2018E 2019E 2020E
Current Asset 1,641 1,975 2,671 3,365 Revenue 846 1,239 1,644 1,865
Cash and equivalents 643 969 1,658 2,348 Cost 410 450 594 684
Receivables 13 20 27 31 Gross Margin 436 789 1,049 1,181
Non-current Asset 1,733 1,809 1,882 1,950 Selling expense 4 49 43 29
Prepaid land lease payments 236 236 236 236 Management expense 147 201 245 221
Property, plant and equipment 1,477 1,554 1,626 1,695 Other income 24 25 31 35
Intangible assets 2 2 2 2 Operating profit 309 564 793 966
Other non-curret asset 18 18 18 18 Finance cost (5) 9 (35) (60)
Total asset 3,375 3,785 4,552 5,315 Income before tax 314 555 828 1,026
Current liability 897 1,236 1559 1,773 Tax 0 14 0 0
Account payable and other 266 185 244 281 Net income 314 541 828 1,026
Deferred revenue 632 991 1,315 1,492 Minority interest 0 35 61 72
. Net income attribute
Borrowing 0 60 0 0 to shareholder 314 506 767 955
Non-current liability Adjusted EPS (Yuan)  0.17 0.18 0.25 0.30
Borrowing 0 80 80 80
Other non-current liability 0 0 0 0 Key financial ratio
Deferred revenue 0 0 0 FY 2017E 2018E 2019E 2020E
Total liability 897 1,316 1,639 1,853 Growth (%)
Share premium 1,318 1,029 1,029 1,029 Revenue 8.3 46.4 32.7 135
capital reserve 517 517 517 517 jet Income atribute 335 355 387 219
retained earnings 642 895 1,279 1,756
Total shareholder equity 2,477 2,464 2,908 3,457 Profit Margin (%)
Total liability and shareholder equity 3,375 3,780 4547 5,310 Gross Margin 515 63.7 63.8 63.3
Net Margin 37.1 43.7 50.4 55.0

Cash flow statement In millions RMB
FY 2017E 2018E 2019E 2020E Solvency test (%)
Net income 314 555 828 1,026 Current ratio 182.9 1598 1713 1898
Depreciation& Amortization 70 74 78 81 Quick ratio 71.6 78.4 106.3 1324
Prepaid expense and account

receivable 526 895 1,247 1,258
Net finance charge (5) 9 (35) (60) Operation(times)
Deferred Revenue 23 359 324 177 pooounts  payable g5 24 24 24
Net operating cash flow 516 860 1230 1252  pooounts recelveble g5, gog 608 608
Interest income 1 26 43 66
CapEx (88) (150) (150)  (150) Per share (RMB)
Net investing cash flow (1,076) (1,339) (107)  (84) netoperaing cashper 919 026 038  0.38
Dividend 97) (253) (384)  (477) Net asset per share 0.94 0.76 0.89 1.06
Net financing cash flow 913 806 (444)  (477)
Net change in Cash 353 327 689 690 Multiple(x)
Cash-beginning 305 643 969 1,658 PE 23 21 15 12
Cash-end 643 969 1,658 2,348 PB 2.9 3.6 3.0 2.6
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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 Disclosurel
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.xyzg.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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