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Hope Education (1765 HK)

More optimistic on FY21E student enrollment

We raised FY21/22E adj. NP by 3%/6% as we lifted student enroliment estimates
by 3%/4%. Our TP is lifted to HK$3.17 from HK$2.80, based on 32.4x FY20E P/E,
still at 1x PEG. We forecast Hope Education to deliver 32.4% adj. EPS CAGR from
FY20-22E, stronger than sector’s average of 19%. Current 0.8x PEG valuation is
undemanding compared to China Education (839 HK, NR) (1.4x PEG) and Yuhua
(6169 HK, NR) (1.0x PEG). Hope Education remains our sector top pick. Maintain
Buy.

B More optimistic on FY21E student enrollment. It is because of the
following: (1) The two universities in Guizhou saw degree quota (incl. diploma-
to-degree) growth rates at 30-35%. (2) Sichuan increased its diploma-to-
degree quota from 12,000 to 32,000 (+167% YoY). We think Hope College
could benefit. (3) News reported Sichuan’s number of students applied for
independent recruitment exams (& j* 3= # ¥ &) increased by more than
30,000 to >200,000. The Company could benefit because it had 30% of total
students coming from vocational colleges in the province in FY19.

B Tianye College’s quota surged in 2020-21 school year. Its quota for
independent recruitment exams surged 69% to 7,200. If its quota for Gaokao
unified recruitment remains the same as last year (4,752), its total quota in
2020-21 school year (11,952) would exceed its total students in 2019-20
school year (11,521). The college launches an innovative school-enterprise
cooperation program (1 ¥ * & #1) this year. Students can have at least three
months of work practice and earn income of ~RMB12,000 per school year.
Part of the tuition fees is born by enterprises. Such job income is greater than
students’ tuition fees payable. Students also could enjoy employment priority
after graduation. We think such program is attractive to students.

B Two independent colleges could be converted in FY22E at earliest.
MOE released a notice to accelerate the conversion of independent colleges
into universities on 18 May. In principle, independent colleges sponsored by
public universities jointly founded by provincial governments and ministries
(¥4 &= 3 &) should complete conversion in priority. Given that Guizhou
University belonged to this kind of public university, College of Science and
Technology of Guizhou University may become one of the Company’s four
independent colleges to finish conversion. Also, Jinci College already
submitted its conversion plan. We estimate the mgmt. fees of these two
universities represents 6% of FY22E adj. NP.

B Catalysts. (1) 2020-21 student enrollment beat; (2) M&A; (3) unpeg of
independent colleges; and (4) removal of policy overhang.

Earnings Summary
(YE 31 Dec/Aug)

FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 1,030 1,331 1,607 2,235 2,847
YoY growth (%) 37 29 na 39 27
Net profit (RMB mn) 168 490 528 731 950
Adj. net profit (RMB mn) 320 474 585 807 1,027
Adj. EPS (RMB) 0.056 0.071 0.088 0.121 0.154
YoY growth (%) na 26 na 38 27
Consensus EPS (RMB) na na 0.093 0.121 0.136
Adj. P/E (x) 37.0 30.6 25.3 18.3 14.4
Yield (%) 0.7 1.0 11 1.6 2.1
Adj. ROAE (%) 13.3 10.9 13.1 16.5 185
Net cash (RMB mn) 907 255 1,192 935 1,317
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Stock Data

Mkt Cap (HK$ mn) 16,494
Avg 3 mths t/o (HK$ mn) 53.27
52w High/Low (HK$) 2.73/ 1.00
Total Issued Shares (mn) 6,666.7

Source: Bloomberg

Shareholding Structure
Hope Education Investment 62.75%

Source: HKEx

Share Performance
Absolute Relative

1-mth 20.2% 16.5%
3-mth 37.4% 47.8%
6-mth 85.2% 98.1%

Source: Bloomberg, Company data, CMBIS estimates, *FY18/19A with YE 31 Dec

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: CMBR AND http://www.cmbi.com.hk
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1. “Strong 1HFY20, multiple growth
drivers” — 4 May 2020

2. “Strong FY19 results” — 31 Mar
2020

3. “Acquisition of Malaysia’s Inti
Education” — 3 Mar 2020

4.  “ Reverse roadshow takeaways ” —
21 Oct 2019
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Figure 1. Quota of Tianye College and two universities in Guizhou
Quota (school year)

2019/20

Growth Students (school year) Growth

2019/20

Sichuan Tianyi College (through independent recruitment exam)

Sichuan Tianyi College (through Gaokao)
Business College of Guizhou University of Finance and

Economics

College of Science and Technology of Guizhou University

4,250
4,752

6,000
2,500

2020/21E (%)

7,200
na

8,000
3,250

69%
na
33%
30%

2020/21E (%)

11,521 14,401 25%
18,128 20,847 15%
9,959 10,606 6%

Source: Company data, CMBIS estimates

Figure 2: Quota of Tianye College and two universities in Guizhou

Student enrolment (school year)
Universities

2017/2018 2018/2019 2019/2020E 2020/2021E 2021/2022E 3-yr CAGR

Southwest Jiaotong University Hope College 15,123 17,268 20,454 23,481 25,344 14%
Bachelor's degree program 10,855 12,049 13,391 14,864 15,607 9%
Junior college diploma program 4,268 5,219 7,063 8,617 9,737 23%

Business College of Guizhou University of Finance and Econon 14,356 15,548 18,128 20,847 22,202 13%

Jinci College of Shanxi Medical University 4,801 5,953 7,149 8,221 8,715 14%

College of Science and Technology of Guizhou University * 9,959 10,606 11,031 na

Yinchuan schools 15,569 17,969 20,369 na

Inti Education 16,557 17,716 na

Junior colleges

Sichuan Tianyi University 11,765 10,971 11,521 14,401 16,561 15%

Sichuan Hope Automotive Vocational College 4,559 4,373 6,563 8,860 10,455 34%

Sichuan Vocational College of Culture&Cummunication 7,371 8,920 10,349 11,384 12,295 11%

Guizhou Vocational Institute of Technology 2,989 5,903 8,021 9,465 10,222 20%

Sichuan TOP IT Vocational Institute 12,548 12,869 13,731 14,418 15,138 6%

Hebi Automotive College 5,434 6,200 7,000 na

Suzhou Top Institute 5,012 6,012 7,012 na

Jiangxi Zhangshu 1,500 na

Chongging Zhongxian 1,500 na

Gansu Baiyin 1,500 na

Technician education services

Sichuan Hope Automotive Technician College 2,127 4,193 8,235 10,706 12,311 43%

Total students 75,639 86,033 140,125 179,127 200,871 33%

Total students - degree 30,012 33,550 64,196 89,065 95,640 42%

Total students - others 45,627 52,448 75,929 90,062 105,231 26%

Source: Company data, CMBIS estimates

*College of Science and Technology of Guizhou University is a JV

Figure 3: Changes of our estimates

CMBIS Consensus Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 1,607 2,235 2,847 1,607 2,190 2,735 0% 2% 4%
Gross Profit 808 1,176 1,527 808 1,148 1,461 0% 2% 5%
Operating Profit 675 905 1,148 675 880 1,087 0% 3% 6%
Net profit 585 807 1,027 585 783 969 0% 3% 6%
Gross Margin 50.3% 52.6% 53.7% 50.3% 52.4% 53.4% flat +0.2ppt +0.3ppt
Operating Margin 42.0% 40.5% 40.3% 42.0% 40.2% 39.8% flat +0.3ppt +0.5ppt
Net Margin 36.4% 36.1% 36.1% 36.4% 35.8% 35.4% flat +0.3ppt +0.7ppt

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



8 Jun 2020 @%ﬂ@ﬁ@ﬁ

WO AW
Ghina Merchants Ban

oW AT i
A Wholly Owned Subsidiary Of

Figure 4. CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
RMB mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 1,607 2,235 2,847 1,717 2,299 2,787 -6% -3% 2%
Gross Profit 808 1,176 1,527 881 1,175 1,453 -8% 0% 5%
Operating Profit 675 905 1,148 760 974 1,233 -11% -71% -7%
Net profit 585 807 1,027 609 823 994 -4% -2% 3%
Gross Margin 50.3% 52.6% 53.7% 51.3% 51.1% 52.1% -1.0ppt +1.5ppt +1.6ppt
Operating Margin 42.0% 40.5% 40.3% 44.3% 42.4% 44.2% -2.3ppt -1.9ppt -3.9ppt
Net Margin 36.4% 36.1% 36.1% 35.4% 35.8% 35.7% +1.0ppt +0.3ppt +0.4ppt

Source: Company data, CMBIS estimates, Bloomberg

Figure 5: Peers valuation table
Mkt Cap Price  Year PIE (x) Adj. net profit growth (%) Adj. EPS growth (%) PEG (x)

Ticker Rating (US$m) Price TP YTD end FYL FY2 FY3 FY1 FY2 FY3 FY1 FY2 FY3 FY1
Higher Education services providers

China Education 839HK NR 3493 1340 na 31 Aug19 266 225 189 28 21 18 25 18 19 143
Yuhua Education 6169HK NR 3038 705 na 34 Augl9 245 176 158 28 22 12 7 39 12 0.99
Hope Education 1765HK Buy 2,128 247 317 83 Aug-19 253 183 144 na 38 27 na 38 27 0.77
Kepei Education 1890HK NR 1683 652 na 73 Dec19 197 162 143 33 20 16 33 21 14 113
New Higher Education 2001HK NR 907 456 na 50 Dec-19 126 107 9.2 35 20 16 30 18 16 075
Edvantage 382HK NR 825 628 na 48 Aug-19 189 152 124 28 23 22 0 25 22 0.81
Minsheng Education 1569 HK NR 638 123 na (11) Dec-19 103 9.0 8.0 11 14 11 11 15 12 0.77
Xinhua Education 2779 HK  Buy 540 260 285 (11) Dec-19 117 105 97 8 11 9 8 11 9 117
Huali University 1756 HK  NR 511 330 na 73 Aug-19 119 92 74 20 30 25 20 29 25 0.44
Average 41 179 144 122 24 22 18 17 24 17 092

Source: Bloomberg estimates, CMBIS estimates

Figure 6: P/E band chart
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Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3



CMB INTERNATIONAL

8 Jun 2020 @%ﬂ@ﬁ@ﬁ

Figure 7: Tianyi College quota for independent recruitment exams jumped to 7,200. Part of
tuition fee of school-enterprise cooperation program is born by the enterprise.
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Source: The college’s website http://www.tianyi.edu.cn/p/html/zsw/list.htmI?HType=2&Cld=1146&NId=18920
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Figure 8: Tianyi College launches school-enterprise cooperation program
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Source: The college’s website

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 9: Student can earn around RMB12,000 per school year in school-enterprise
cooperation program
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Source: The college’s website
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Figure 10: Number of independent colleges approved to convert into universities
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Financial Summary

Income statement Cash flow summary
YE 31 Dec/Aug (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec/Aug (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 1,030 1,331 1,607 2,235 2,847 Profit before tax 159 556 528 731 950
Tuition fees 854 1,093 1,358 1,852 2,411 Depreciation and amortization 161 218 294 357 413
Boarding fees 85 103 97 153 178 Change in working capital 249 (47) 87 385 319
Others 90 136 151 231 257 Others 233 (29) 12 103 71
Cost of sales (562) (657) (798) (1,059) (1,319) Net cash from operating 802 697 921 1,576 1,753
Gross profit 467 675 808 1,176 1,527
Capex & investments (624) (279) (500) (500) (500)
Other income 101 130 156 170 208 Acquisitions (15) (447) (56) (936) (401)
Selling expenses (21) (45) (59) (103) (142) oOthers (130) (1,139) 1,055 (19) (28)
Administrative expenses (111) (152) (220) (329) (433) Net cash from investing (769) (1,865) 499 (1,455) (929)
Other expenses 5) (16) (20) (10) 12)
EBIT 431 501 675 905 1,148 Equity raised 2,705 - 5 - -
Change of borrowings 259 313 299 - -
Finance income 79 94 98 90 91 Dividend paid - (105) (150) (169) (234)
Finance costs (201) (171) (200) (193) (193) Others (595) (272) 124 (208) (208)
Share of JV (2) 5 13 17 21 Net cash from financing 2,369 (65) 278 (377) (442)
Non-operating items (148) 36 13 10 10
Pre-tax profit 159 556 599 829 1,078 Net changein cash 2,402 (1,232) 1,697 (257) 382
Income tax 8 (66) (71) (98)  (127) cash at the beginning of the year 181 3,039 829 2,526 2,270
Less: Minority interests 1) 0 0 0 0 Exchange difference 2,584 1,806 2,526 2,270 2,651
Net profit 168 490 528 731 950 Cash at the end of theyear 3,039 1,690 2,526 2,270 2,651
Adjusted net profit 320 474 585 807 1,027
Balance sheet Key ratios
YE 31 Dec/Aug (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 5119 7,348 7,775 8815 8,923 Sales mix (%)
PPE 3,448 4,564 4,903 5,664 5,838 Tuition & boarding fees 83.0 82.1 84.5 82.8 84.7
Prepaid lease payments 590 1,163 1,122 1,055 984  Ancillary services 8.3 7.7 6.1 6.8 6.3
Jv - 196 210 227 248 Others 8.7 10.2 9.4 10.3 9.0
Others 1,081 1425 1540 1,869 1,853 Total 100.0 100.0 100.0 100.0 100.0
Current assets 3,172 3,508 3,934 3,708 4,124 P&L ratios (%)
Cash 3,039 1,690 2,526 2,270 2,651 Gross profit margin 45.4  50.7 50.3 526 537
Prepayments 129 252 310 341 376 EBIT margin 41.9 444 420 405 403
Others 4 1565 1,097 1,097 1,097  Effective tax rate 3.1 356 118 11.8 118
Adj. net profit margin (49 118 364 36.1 361
Current liabilities 1,851 3,143 4,057 4,385 4,275 Payout ratio 31.3 317 320 320 320
Contract liabilities 591 806 1,803 2,157 2,418
Other payables 637 1,176 1,148 1,121 751 Balance sheet ratios
Borrowings 527 1,003 981 981 981  Current ratio (x) 17 11 1.0 0.8 1.0
Current income tax 34 65 65 65 65  Asset turnover (x) 0.1 0.1 0.1 0.2 0.2
Others 62 91 60 60 60 Net cash (RMB mn) 907 255 1,192 935 1,317
Non-current liabilities 2,280 3,149 3,031 2,956 2,873 Returns (%)
Deferred income 658 1,073 1,051 1,004 948 Adj. ROAE 13.3 10.9 131 16.5 18.5
Borrowings 1,605 1594 1515 1,515 1,515 Adj. ROAA 4.6 4.9 5.3 6.7 8.0
Others 17 482 466 438 410
Per share data
Total net assets 4,160 4,565 4,620 5,182 5,899 Adj. EPS (RMB) 0.056 0.071 0.088 0.121 0.154
Shareholders' equity 4,157 4,562 4,616 5,178 5,895 DPS (RMB) 0.015 0.023 0.025 0.035 0.046
Minority Interest 3 3 4 4 4 BVPS (RMB) 0.624 0.684 0.692 0.776 0.884

Source: Company data, CMBIS estimates
Year-end is changed to Aug from FY20E onwards

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.

CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.

CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.
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