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Beststudy Education (3978 HK) e

Takeaways from Investor Day

Target Price HK$5.16

(Previous TP HK$3.41

- , -, Up/Downside +22%
We joined the Company’s Investor Day on 6 Jan. We are positive on outlook as Current Price HK$4.23

personnel training programs, IT systems and incentives scheme are in place to
support further expansion (organic and M&A). Exam reform could also increase
demand for Chinese tutorials. We lifted TP to HK$5.16 as we raised FY19-21E

adj. net profit estimates by 5-16% and target P/E to 18.7x. Sl BN S

B Business strategies. Beststudy outlined three key strategies: (1) Further Albert Yip, CFA
penetrate the Greater Bay Area and expand regional network coverage. (2 (852) 3900 0838
Optimize product portfolio to maintain its niche in Chinese tutorials. (3 albertyip@cmbi.com.hk
Establish ecosystem to provide one-stop services for kid’s development and
develop quality education business (self-operating and investment).
Beststudy has established solid teachers and management personnel
training programs and IT systems ;% %. = KX-F&: sales & operation

system, E-education system, back office systems) to expand its businesses. Stock Data
i _ i Mkt Cap (HK$ mn) 3,594
B Improving performance in Shenzhen. Student enrollment has gcked up Avg 3 mths t/o (HK$ mn) 5.06
since Beststudy appointed its Marketing Director as the Head of Shenzhen 52w High/Low (HKS) 4.33/1.70
branch and the %rant of restricted shares in 2H19. Besides Guangzhou Total Issued Shares (mn) 8480
accounts for ~80% of revenue), management sees Shenzhen (accounts for :

-5% of revenue) as another key market in the Greater Bay Area (both cities Source: Bloomberg

had 2mn K12 students in 2018). The Company plans to add 6-10 new

learning centers in Shenzhen each year in coming 2-3 years. We think e el ] STENTE

Shenzhen could become a key growth driver. Junjing Tang 20.1%
Junying Tang 16.9%

B Accelerate M&A. The Company is looking for targets that have good Gui Zhou 16.7%

synergies and are located in southern, eastern and southwestern region to Source: HKEx

accelerate its expansion. In the past, the Company had successfull

established its presences in Shanghai, Jiangsu and Zhuhai throug Share Performance

acquisitions and more than doubled its revenue in these cities since then. Absolute  Relative
B Exam reform is Eositive. MOE stated it will cancel the exam outlines (# X, %m ég'gz" 8?'32?

X #R) of Zhongkao (beginning 2021) and Gaokao (by 2022). This will i o peot

6-mth 72.8% 75.6%

increase the difficulty of the exams because students should study the whole Source:
ource: Bloomberg

syllabus instead of the outlines. We expect Beststudy should benefit from
the increase of demand for Chinese tutorials (contributes around 30% of

total revenue) given its strong brand name in Chinese tutorials. 12(;::“ Price Performance
B Lower tax rate. A subsidiary has been ap/proved as a high-tech enterprise s T TERIC TSt (ehased)
S0 its tax rate could lower from 25% to 15%. We lower our effective tax rate 4

estimates from 17% to 15% in FY19-21E.

3
3
B Maintain Buy. We lifted FY19/20/21E adj]. net profit estimates by 16%/5%/6% 2
to reflect better student enrollment and lower effective tax rate. Our TP is 2
raised from HK$3.41 to HK$5.16, representing 18.7x FY20E P/E (vs 13x :
previously) as we changed our valuation benchmark to K12 after school 0
tutoring peers (40% discount to peers’ average 31.2x FY20E P/Eg from !
education sector. Current valuation is undemanding compared to 32% ad;. Source: Bloomberg
EPS CAGR from FY19E to FY21E. Catalysts: (1) better-than-expected
student enrollment; (2) M&A. Risks: (1) fierce competition; (2) teacher cost
pressure; (3) government policies.

/2019 4/2019 7/2019

Auditor: EY

. Related Report
Earnings Summary elated Reports

1. “Beststudy Education — Worst
(YE 31 DEC) FY17A FY18A FY19E FY20E FY21E behind; expect strong recovery in
Revenue (RMB mn) 1,142 1,474 1,820 2,264 2,762 2H19E” — 30 Sep 2019
YoY growth (%) 22 37 23 24 22 ) )
Adj. net profit (RMB mn) ) 102 151 210 263 2. Vﬁ;““““ﬂ'é?\/;’ﬁ"’“ - Fezggngie;‘;
Adj. EPS (RMB) N/A 0.15 0.18 0.25 0.31 accelerated” — 15 Mar 2019
YoY growth (%) N/A N/A 17 39 25
Adj. P/E (x) N/A 234 21.3 15.3 12.3 3. “Beststudy Education — Regional
Yield (%) N/A 0.0 1.4 1.8 2.4 K12 tutoring leader surfing on
P/B (x) N/A 4.9 3.9 3.3 27 booming demand” — 19 Feb 2019
Net cash (RMB mn) 162 470 725 1,060 1,449

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
ACCESS KEY TO OUR REPORTS ON BLOOMBERG: CMBR
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Figure 1: Earnings revision

Revenue 1,820
Gross Profit 748
Operating Profit 191
Adj. net profit 151
Gross Margin 41.1%
Operating Margin 10.5%
Adj. Net Margin 8.3%
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12.2%
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341
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+0.3ppt
+0.3ppt
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Source: Company data, CMBIS estimates

Figure 2: CMBI estimates vs consensus

Consensus Diff (%)
FY19E FY19E FY20E FY19E FY20E
Revenue 1,820 2,264 2,762 1,798 2,194 2,651 1% 3% 4%
Gross Profit 748 924 1,124 725 878 1,055 3% 5% 7%
Operating Profit 191 275 341 178 246 309 7% 12% 10%
Adj. Net profit 151 210 263 138 183 230 10% 15% 15%
Gross Margin 41.1% 40.8% 40.7% 40.3% 40.0% 39.8% +0.8ppt +0.8ppt +1.9ppt
Operating Margin 10.5% 12.2% 12.3% 9.9% 11.2% 11.7% +0.6ppt +1.0ppt +0.6ppt
Adj. Net Margin 8.3% 9.3% 9.5% 7.7% 8.3% 8.7% +0.6ppt +1.0ppt +0.8ppt
Source: Company data, CMBIS estimates
Figure 3: Key assumptions

Total tutoring hours (‘000) FY17 FY18 FY19E FY20E FY21E FY19-21E CAGR
Premium learning program 10,753 13,013 15,275 18,439 21,816 19%

Small group tutoring 8,725 10,728 12,638 15,389 18,313 20%

Individualized tutoring 2,028 2,285 2,638 3,050 3,503 15%
Elite talent program 426 550 700 813 903 18%
Total 11,180 13,563 15,975 19,253 22,719 19%
Revenue (RMB mn) FY17 FY18 FY19E FY20E FY21E FY19-21E CAGR
Premium Learning Program 1,013 1,302 1,623 2,044 2,518 25%

Small group tutoring 555 750 954 1,232 1,539 27%

Individualized tutoring 459 552 669 812 979 21%
Elite Talent Program 27 40 54 66 7 25%
Full-time Test Preparation Program 100 130 139 151 163 8%
Others 2 3 3 3 3 6%
Total 1,142 1,474 1,820 2,264 2,762 23%
YoY growth
Premium Learning Program 29% 28% 25% 26% 23%

Small group tutoring 33% 35% 27% 29% 25%

Individualized tutoring 25% 20% 21% 21% 21%
Elite Talent Program 95% 48% 36% 23% 17%
Full-time Test Preparation Program 3% 30% 8% 8% 8%
Others 7% 20% 0% 0%
Total 27% 29% 23% 24% 22%
Share
Premium Learning Program 89% 88% 89% 90% 91%

Small group tutoring 49% 51% 52% 54% 56%

Individualized tutoring 40% 37% 37% 36% 35%
Elite Talent Program 2% 3% 3% 3% 3%
Full-time Test Preparation Program 9% 9% 8% 7% 6%
Others 0% 0% 0% 0% 0%
Total 100% 100% 100% 100% 100%
Average tuition fee per hour (RMB) FY17 FY18 FY19E FY20E FY21E FY19-21E CAGR
Premium Learning Program

Small group tutoring 64 70 76 80 84 6%

YoY Growth (%) 5% 9% 8% 6% 5%

Individualized tutoring 226 241 253 266 279 5%

YoY Growth (%) 7% 7% 5% 5% 5%
Elite Talent Program 63 72 77 82 86 6%

YoY Growth (%)

11%

14%

7%

6%

5%

Average tuition fee per student (RMB)

Full-time Test Preparation Program
YoY Growth (%)

20,632
1%

23,892

16%

24,490

2%

25,224

3%

25,981
3%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 4: Peers valuation
Mkt Cap Year PIE (x) Adj. net profit growth (%) Adj. EPS growth (%) PEG (x) Revenue growth (%)

Ticker Rating (US$m) Crncy Price end FY1 FY2 FY3 FY1 FY2 FY3 FYlL FY2 FY3 FY1 FYlL FY2 FY3
K12 tutoring services providers

New Oriental Education EDUUS NR 20453 USD 129.10 May-19 376 285 220 35 33 27 33 32 30 122 27 27 24
TAL Education TALUS NR 30,362 USD 5131 Feb-19 828 462 318 (28) 112 43 (16) 79 46 135 36 35 33
Onesmart Education ONEUS NR 1121 USD 6.93 Aug-18 533.1 20.6 153 (0) 52 36 na 2462 35 109 40 25 20
Scholar Education 1769 HK  NR 759 HKD 10.62 Dec-18 47.4 296 237 85 32 27 na 60 25 114 43 55 29
Beststudy Education 3978 HK  Buy 462 HKD 4.23 Dec-18 21.3 153 120 48 39 25 na 39 25 0.67 23 24 22
Average 1444 281 209 28 54 32 8 534 32 109 34 33 26
Average - excl Beststudy 1752 312 232 23 57 33 8 658 34 120 36 35 26
Non-formal vocational education services provider

China East Education 667HK Buy 4490 HKD 1594 Dec-18 341 268 219 67 27 20 na 27 20 145 25 20 18
K12 education services providers

Wisdom Education 6068 HK  Buy 897 HKD 341 Aug-18 17.8 138 106 16 28 30 13 29 28 063 35 19 23
Tianli Education 1773HK  NR 899 HKD 337 Dec-18 21.8 160 128 28 42 37 na 36 25 071 38 35 34
Maple Leaf 1317HK NR 1,182 HKD 3.07 Aug-18 124 107 9.2 21 15 16 16 15 16 078 17 20 16
Bright Scholar BEDUUS NR 1,049 USD 870 Aug-18 236 189 158 2 55 26 28 24 19 109 49 58 13
Virscend Education 1565 HK _ NR 790 HKD 1.99 Dec-18 115 85 6.3 20 52 32 29 35 33 033 28 27 25
Average 174 136 109 16 38 28 21 28 24 071 33 32 22
Higher Education services providers

China Education 839HK NR 2800 HKD 10.78 Aug-18 262 21.0 180 17 55 19 9 24 17 130 na 34 13
Yuhua Education 6169 HK NR 2,427 HKD 574 Aug-18 238 172 153 18 40 15 13 38 13 0.96 40 41 8
Hope Education 1765HK Buy 1,354 HKD 158 Dec-18 199 145 113 50 38 25 28 38 25 0.63 29 34 15
Minsheng Education 1569 HK  NR 708 HKD  1.37 Dec-18 119 99 84 21 20 21 22 19 19 062 59 23 18
Kepei Education 1890HK NR 1,003 HKD 390 Dec-18 152 135 116 23 19 16 1) 12 17 105 22 19 15
Xinhua Education 2779 HK  Buy 525 HKD 254 Dec-18 131 9.0 75 12 17 16 1 45 18 043 18 18 15
New Higher Education 2001 HK NR 581 HKD 293 Dec-18 104 80 6.9 30 30 16 26 29 17 046 91 26 15
Edvantage 382HK NR 596 HKD 455 Aug-18 135 140 113 34 37 22 na 4) 23 151 11 17 18
Chunlai Education 1969 HK _ NR 238 HKD 154 Aug-18 115 7.6 6.2 (4) 54 24 (14) 50 22 032 15 33 13
Average 162 128 107 22 35 19 11 28 19 0.81 36 27 15
Education sector average 494 175 139 25 40 25 13 155 24 089 34 29 19
Education sector average - Excl Beststudy 509 176 140 23 40 25 13 161 24 090 35 30 19

Source: Bloomberg, CMBIS estimates

Figure 5: 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
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E
Revenue 1,142 1,474 1,820 2,264 2,762 Profit before tax 103 109 171 226 299
Premium Learning 1,013 1,302 1,623 2,044 2,518 Depreciation and amortization 26 44 69 78 82
Elite Talent 27 40 54 66 77 Change in working capital 138 119 122 129 139
Full-time Test Preparation 100 130 139 151 163 Others (29) (70) 195 202 175
Others 2 3 3 3 3 Net cash from operating 238 202 557 636 695
Cost of sales (659) (876) (1,072) (1,340) (1,638)
Gross profit 483 598 748 924 1,124 Capex (74) (152) (100) (100) (100)
Change of investments (377) 52 12) 29 29
Other income 20 7 16 14 18 Others 51 39 (34 (0 (0
Selling expenses (95) (130) (144) (199) (260) Net cash from investing (401) (61) (146) (71) (71)
Administrative expenses (178) (186) (207) (254) (301)
R&D expenses (140) (171) (178) (204) (235) Equity raised - 258 44 - R
Other expenses (6) (44) (44) (6) (6) Dividend paid (220) (100) - (44) (58)
Operating profit 83 74 191 275 341 Others 28 (1) (200) (186) (178)
Net cash from financing (192) 158 (157) (230) (235)
Fair value gains 33 35 39 34 34
Finance costs - - (48) (50) (51) Net changein cash (354) 298 255 335 389
Share of asso and JVs (4) «h) (6) (16)  (16) cCash at the beginning 526 170 468 723 1,058
Pre-tax profit 113 108 176 244 309 Exchange difference 3 0 0 0 0
Income tax (37) (35) (26) (34) (45) cash at the end 170 468 723 1,058 1,447
Less: Minority interests 17 19 (1) 1) 1 Cash at balance sheet 162 468 723 1,058 1,447
Net profit 49 55 146 192 253  Cash at discontinued op. 8 N/A 171 226 299
Adjusted net profit 90 102 151 210 263
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 171 302 1,272 1,237 1,206 Sales mix (%)
PPE 56 161 194 218 238 Premium Learning 88.8 88.3 89.2 90.3 91.2
Right-of-use assets - - 910 869 836  Elite Talent 2.3 2.7 3.0 2.9 2.8
Asso & JV 22 21 49 34 18  Full-time Test Preparatory 8.8 8.8 7.7 6.7 5.9
Others 94 121 119 116 114 Others 0.1 0.2 0.2 0.1 0.1
Current assets 868 1,137 1,413 1,765 2,172 P&L ratios (%)
Cash 162 468 723 1,058 1,447  Gross profit margin 423 406 411 408 407
Short-term investments 572 518 569 574 579  OP margin 7.3 50 105 122 123
Prepayments 7 148 118 130 143 Effective tax rate 33.1 322 15.0 15.0 15.0
Others 57 4 4 4 4 Adj. net profit margin 7.9 6.9 8.3 9.3 9.5
Payout ratio N/A N/A 30.0 30.0 300
Current liabilities 686 776 1,092 1,235 1,391
Contract liabilities 517 563 673 791 918 Balance sheet ratios
Other payables 128 192 191 214 240 Current ratio (x) 13 15 1.3 1.4 1.6
Tax payables 15 21 21 21 21 Asset turnover (X) 1.1 1.0 0.7 0.8 0.8
Others 26 - 207 209 212 Net cash (RMB mn) 162 470 725 1,060 1,449
Non-current liabilities 15 41 7 785 799 Returns (%)
Lease liabilities - - 7 785 799 Adj. ROAE 27.9 23.3 21.0 23.3 24.2
Rental payables 15 41 - - - Adj. ROAA 8.9 8.2 7.3 7.4 8.3
Total net assets 338 622 816 982 1,188 Per share data
Shareholders' equity 255 623 818 984 1,190  Adj. EPS (RMB) N/A 015 018 025 031
Minority Interest 83 ) &) @ (2)  DPS (RMB) N/A N/A 005 0.07 0.09
BVPS (RMB) N/A 073 096 1.16 1.40

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or iﬁ_suer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

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.

Notes:
CMB International Securities Limited and/or more of its affiliates performed investment banking services to Beststudy Education (3978
HK) over the past 12 months.
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