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o FY FY2018A FY2019E FY2020E FY2021E
%- Revenue (Mn/CNY) 1,247 1,630 2,027 2,571
< Market Data YoY (%) 273 30.7 243 26.9
C;E Date 2018.115 Core Net Profit (Mn/CNY) 322.0 4193 523.3 665.9
§ Closing Price(HKD) 3.28 YoY (%) 29.6 30.2 24.8 27.2
o Total Shares (Mn) 2,043 Gross Margin (%) 43.7 43.8 44.0 44.2
= Market Cap (HKDMn) 6,701 Net Profit Margin (%) 24.9 24.8 25.1 25.3
Nt Asses (CNY/M) 1977 ROE (%) 11.5 15.7 18.2 20.1
Toel A3 YY) 5.472 EPS (CNY) 0.15 0.20 0.25 0.31
BVPSIONY) 0.97 Dividend Per Share (CNY) 0.07 0.08 0.10 0.13
i i Source: Company Materials, Industrial Securities
Source:Wind

Investment Highlight

® Our Comments: Wisdom EDU has reached outstanding performance in FY 2018 by
improving the utilization rate of Weifang Guangzheng Preparatory School and purchasing
Jieyang and Weifang Weizhou Schools. Based on the consolidation of Zhangzhou Schools
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and the opening of 5 new self-built schools in FY2019E/FY2020E, we expect company’s
high growth rate to maintain. We expect the revenues in FY2019E/FY2020E/FY2021E to
be CNY 1630M, 2027M and 2571M, up by 30.7%, 24.3% and 26.9% y-o0-y. The core net
profits are estimated to be CNY 419M, 523M, and 666M, up by 30.2%, 24.8%, and 27.2%
y-0-y. We maintain rating with “Ourperform”, adjusting TP to 6 HKD, representing 25X,
20X, and 16X PE in FY2019E/FY2020E/FY2021E.

FY2018 performance beyond expectation: Company has achieved revenue of CNY
1247M in FY2018, up by 27.3% y-0-y, 2.5% high above our expectation. Tuition and
boarding fees income and ancillary services income respectively consist 67.5% and 32.5%
of the revenue. The net profit in FY2018 is CNY 307M, up by 55% y-0-y, 13.1% high
above our expectation. Core net profit amounts to CNY 322M, up by 29.6% y-o0-y, 18.4%
high above our expectation.

GPM decreases slightly due to school expansion; effective tax rate decreases
significantly: Company built new Guangan Guangzheng School by itself, purchased a
school for the representative Dongguang Guangming School, and expanded Dongguan
Guangzheng, Huizhou Guangzheng, Panjin Guangzheng and Weifang Guangzheng
Preparatory Schools in FY2018. Expansion and purchase brought depreciation and led
GPM to decrease. However, company still maintains a higher GPM comparing to peers.
Company has completed the change of nature to be “Non-profit school”. Effective tax rate
decreases significantly to 11.1%, and the low tax rate will be maintained.

The number of students steadily grows: Company focuses on Greater Bay Area. Among
the 11 schools operated, 6 were located in Guangdong province, and the new schools
opening in the future also mainly locates in Guangdong. The purchase of Jieyang and
Weifang Weizhou Schools increased total student numbers to 43230 by the end of Aug, up
by 36% y-0-y. With elimination of the effect of purchase, the number of total students
amounted to 36679, up by 15.4% y-o-y. Student capacity rose to 92000 by Sep 1st, up by
85.5% y-0-y. Company reversed sufficient new school sources that can lead student number
to grow steadily. We expect CAGR of student number to be 20.4% from FY2019E to
FY2021E.

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 CNY Income statement In millions CNY
FY FY2018A FY2019E FY2020E FY2021E FY FY2018A FY2019E FY2020E FY2021E
Current Asset 1468.3 1326.1 1225.6 1265.1 Revenue 1246.9 1629.8 2026.6 2571.0
Cash and cash equivalents 911.4 836.0 603.0 681.7 Operating cost 702.1 915.9 11349 1434.6
Inventory 55 12.4 6.5 14.6 Selling expense 195 244 30.4 334
s{ﬁgffcec’éﬂi’;i‘ce?\fgﬁse" and 162.2 87.9 2231 1714 Management expense 2209 2200 2736 334.2
Prepaid Lease Payments 12.4 13.0 16.2 20.6 Finance cost 57.5 79.1 777 113.6
Non-current Asset 4003.3 4504.7 5149.8 5813.9 Income before tax 345.6 449.5 565.0 707.7
Property and equipment, net 2492.4 3007.1 3533.1 4033.8 Tax 38.4 45.0 56.5 56.6
Prepaid Lease Payments 502.1 488.9 608.0 771.3 Net income 307.2 404.6 508.5 651.1
Total asset 5471.7 5830.9 6375.5 7078.9 Minority interest 0.0 0.0 0.0 0.0
Current liability 1643.3 1750.7 1999.1 23118 {\(')e:hglgf]g]z;mib“te 3104 404.4 508.3 650.7
Deferred revenue 617.0 7334 972.8 12855 Core net profit 322.0 419.3 523.3 665.9
Accounts payable 616.2 616.2 616.2 616.2 EPS (Cent) 15.0 19.5 24.6 314
Income Tax Payable 128.1 128.1 128.1 128.1
Borrowing 282.0 282.0 282.0 2820 Key financial ratio
Non-current liability 1851.0 1851.0 1851.0 1851.0 FY FY2018A FY2019E FY2020E FY2021E
Borrowing 1425.3 1425.3 1425.3 14253 Growth (%)
Total liability 3494.3 3610.7 3850.1 4162.8 Revenue 27.3 30.7 243 26.9
Reserves 1893.0 21356 2440.6 2831.0 Operating profit 26.7 46.1 22.0 284
Total shareholder equity 1977.3 2220.2 2525.4 2916.1 Net income 29.6 30.2 24.8 27.2
;Oeﬂhol de:'igﬂ:g and 54717 5830.9 63755 7078.9 Profit Margin (%)
Gross Profit Margin 437 438 440 442
Net Profit Margin 249 24.8 25.1 25.3
Cash flow statement In millions CNY ROE 15.7 18.2 20.1 22.3
FY FY2018A FY2019E FY2020E FY2021E Solvency test (%)
Net income 345.6 449.5 565.0 707.7 Debt ratio 63.9 61.9 60.4 58.8
Depreciation& Amortization 60.0 97.4 118.8 141.3 Current ratio 0.9 0.8 0.6 0.5
Inventory 33 -6.9 5.9 -8.1 Quick ratio 0.8 0.7 0.5 0.5
Account payable 2229 0.0 0.0 0.0 Operation(times)
Deferred Revenue 180.2 116.4 239.4 312.7 Total assets turnover 0.2 0.3 0.3 0.4
Paid Income Tax -32.7 -45.0 -56.5 -56.6 ﬁ?ﬁgcgﬁs receivable 2.1 20 17 15
Net operating cash flow 652.0 757.6 808.3 1257.5 Per share (CNY)
Net investing cash flow -871.3 -592.1 -760.3 -804.9 EPS 0.2 0.2 0.2 0.3
Net financing cash flow 886.4 -240.8 -281.0 -373.9 Net assets per share 0.9 1.0 12 1.4
Net change in Cash 637.4 -75.4 -233.0 78.7 Multiple(x)
Cash-beginning 555.6 1193.0 1117.6 884.6 PE 18.1 13.9 111 8.7
Cash-End 1193.0 1117.6 884.6 963.3 PB 29 2.6 23 2.0
Please Refer to the Last Page for Important Disclosure -2-



O ik %

Overseas Equity Research Report INDUSTRIAL SECURITIES

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.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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