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Xinhua Education (2779 HK)

Waiting for next acquisition

FY19 adjusted net profit rose 14% YoY to RMB296mn, 6% above our estimates
(mainly due to higher other income) and in line with consensus. We cut our
FY20/21E adjusted net profit by 25%/29% as we took Kunming schools away
from our forecast. Valuation is attractive given that the stock trades at 9.6x FY20E
P/E, at the low-end of its P/E band (9x). Maintain Buy and lowered TP from
HK$4.50 to HK$2.85, based on 12.8x FY20E P/E. Next catalyst is M&A.

B FY19 results in line with consensus. Revenue climbed 13% led by 12%
ASP growth. Revenue of Xinhua University rose 11% YoY to RMB348mn
(representing 90% of total revenue), driven by 13% ASP growth. In 2019/20
school year, new student enroliment rose 10% to 6,790 and average tuition
fee of new student jumped 15.5%. GPM was flat at 59.7% with 2H19 GPM
+1.0ppt to 54.7%. Operational income of Hongshan College was around
RMB19mn, while operation loss of School of Clinical Medicine was around
RMBI9mMn. SG&A expenses ratio gained 6.7ppt to 23.3%, arising from
increase of equity-settled payment, recruitment of talents and expenses for
M&A activities. Adjusted NPM widened 0.6ppt to 67.6%.

B TimeLine of independent colleges unpegging. Construction of the new
campus of School of Clinical Medicine began and phase | is expected to
operate before 1 Sep 2021. Unpegging timetable is 2021 at earliest. On the
other hand, construction work of new campus of Hongshan College work
would start before 30 Jun 2020.

® Kunming schools acquisition stalled. Because of uncertainties in the
timing of transformation of Haiyuan College to a wholly privately-owned
college, we take Kunming schools away from our forecast.

B Abundant resources for M&A. As at 31 Dec 2019, the Company had
RMB1.4bn cash balance or RMB1.1bn net cash. The Company signed
strategic operation agreement with ICBC Heifei Branch which intentionally
to provide RMB5bn credit line for the Company next five years. Management
plans to have 1-2 acquisitions per year which focus on universities with
medical or finance majors in Yangtze River Delta.

B Valuation. We cut our adjusted net profit in FY20/21E by 25%/ 29% to take
Kunming schools away from our forecast. Our TP is cut from HK$4.50 to
HK$2.85, based on 12.8x FY20E P/E which is at historical average (vs.
17.9x P/E previously). Catalysts: (1) M&A; (2) policy overhang removes.
Risk: surge of teachers’ costs.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMB mn) 386 438 500 557 606
YoY growth (%) 14.3 13.4 14.3 11.3 8.8
Net profit (RMB mn) 256 271 321 356 388
Adj. net profit (RMB mn) 259 296 321 356 388
Adj. EPS (RMB) 0.171 0.184 0.200 0.222 0.241
YoY growth (%) na 7.6 8.4 11.0 9.0
Consensus EPS (RMB) na na 0.223 0.252 0.252
Adj. P/E (x) 105 10.2 9.6 8.6 7.9
Yield (%) 2.7 2.6 31 35 3.8
P/B (x) 1.2 1.2 11 1.0 0.9
Net cash (RMB mn) 1,862 1,053 1,029 991 1,072
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Figure 1: 1H19 results review

Y/E Dec (RMB mn) FY19 FY18 change (%) Remarks

Revenue 438 386 13% Student enrollment +1% to 34,439
tuition fees 392 342 15%
boarding fees 46 45 3%

Cost of sales a77)  (156) 13%

Gross profit 261 230 13%

Operational income/loss of Hongshan College/School of

Other income 85 4 14% Clinical Medicine was RMB19mn/RMB9mn, respectively

Selling expenses 8) (6) 27%

Administrative expense:  (94) (58) 63% Equity-settled exp RMB17mn; employme_nt‘ (?f talents;
increased expenses related to acquisitions

Operating profit 244 241 1%

Finance income 30 17 75%

Finance costs (1) 0) na

Profit before tax 274 258 6%

Tax expense 3) 2) 56%

Net profit 271 256 6%

Adj. net profit 296 259 14%

EPS (RMB) 0.18 0.17 8%

DPS (RMB) 0.05 0.05 na

Margin & Ratio (%)

Gross margin 59.7 59.7 0.0

Operating margin 55.8 62.4 (6.6)

SG&A expenselrevenue 23.3 16.6 6.7

Net margin 61.8 66.3 (4.5)

Adj. net margin 67.6 67.0 0.6

Effective tax rate 11 0.8 0.3

Payout ratio (%) 30.0 30.0 0.0

Net cash (RMB mn) 1,063 1,862 -43%

Source: Company data

Figure 2: Tuition and boarding fees increased in 2019/20 school year

(RMB) 2016/17 2017/18 2018/19 2019/20
Tuition Fees
Xinhua University
Four-year undergraduate program £12,100-20,000 115,100-25,000{ #16,500-25,000 %19,800-23,800
Three-year junior college program 1 7,700-18,000 110,700-21,000{ 10,700-21,000 10,700-12,000
Continuing education program 1,200-8,900 1,200-8,900} * 2,400-9,900 T 2,400-11,900
Xinhua School
General secondary vocational program 1 5,200-7,600 5,200-7,600} ¥ 5,200-10,400 % 9,000-11,400
Undergraduate oriented secondary vocational program 1 8,000 8,000} T 10,400 1 11,400
Five-year junior college oriented secondary vocational program % 8,000 8,000 | 10,400 1T 11,400
School of Clinical Medicine
Four-year undergraduate program 13,200-15,900 13,200-15,900
Five-year undergraduate program 15,900 15,900
Hongshan College
Four-year undergraduate program 14,000 14,000
Boarding fees
Xinhua University 1,000-1,500 1 1,300-1.500} ¥ 1,500-2,000 1,500-2,000
Xinhua School 600 1T 1,200 L] 1,500 1,500
School of Clinical Medicine 1,000 1,000
Hongshan College 800-1,500

Source: Company data
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Figure 3: 11% CAGR of revenue in FY19-22E

Revenue (RMB mn) FY18 FY19 FY20E FY21E FY22E 3-yr CAGR
Revenue 386 438 500 557 606 11%
Tuition fees 342 392 449 501 549 12%
Xinhua University 308 348 397 441 483 12%
Xinhua School 33 44 52 60 65 14%
Boarding fees 45 46 51 56 58 8%

Source: Company data, CMBIS estimates
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Figure 5: Earnings revision

New old Diff (%)
US$ mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E

Revenue 500 557 606 862 973 na -42% -43% na
Gross Profit 300 334 364 503 567 na -40% -41% na
Operating Profit 320 356 388 501 591 na -36% -40% na
Net profit 321 356 388 427 504 na -25% -29% na
Gross Margin 60.0% 60.0% 60.0% 58.3% 58.3% na +1.7ppt +1.7ppt na
Operating Margin 63.9% 63.9% 64.1% 58.2% 60.7% na +5.7ppt +3.2ppt na
Net Margin 64.1% 64.0% 64.1% 49.6% 51.8% na +14.5ppt +12.2ppt na

Source: Company data, CMBIS estimates

Figure 6: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
US$ mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 500 557 606 645 726 663 -22% -23% -9%
Gross Profit 300 334 364 380 416 369 -21% -20% -1%
Operating Profit 320 356 388 322 375 360 -1% -5% 8%
Net profit 321 356 388 358 406 406 -10% -12% -4%
Gross Margin 60.0% 60.0% 60.0% 58.9% 57.4% 55.6% +1.1ppt +2.6ppt +4.4ppt
Operating Margin 63.9% 63.9% 64.1% 50.0% 51.7% 54.2% +13.9ppt +12.2ppt +9.9ppt
Net Margin 64.1% 64.0% 64.1% 55.6% 56.0% 61.2% +8.5ppts +8.0ppt +2.9ppt

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19E FY20E FY21E FY22E
Revenue 386 438 500 557 606 Profit before tax 258 274 325 360 393
Tuition fees 342 392 449 501 549 Depreciation and amortization 56 60 63 66 69
Boarding fees 45 46 51 56 58 Change in working capital (5) (611) 43 36 30
Cost of sales (156) (177) (200) (223) (242) Others (15) (28) 16 16 15
Gross profit 230 261 300 334 364 Net cash from operating 294  (305) 447 478 507
Other income 74 85 118 129 141 cCapex & investments (40) (500) (400) (400) (300)
Selling expenses (6) (8) 9) 9) (11) Acquisitions 0 (1,222) 0 0 0
Administrative expenses (58) (94) (90) (98) (105) Others 187 55 30 0 0
EBIT 241 244 320 356 388 Net cash from investing 147 (1,667) (370) (400) (300)
Finance income 17 30 25 24 25 Equity raised 1,038 0 0 0 0
Finance costs ©) 1) (20) (20) (20) cChange of borrowings 0 330 0 0 0
Pre-tax profit 258 274 325 360 393 Dividend paid 0 (77) (81) (96) (107)
Income tax 2) 3 (4) 4 (4) Others 0) Q) (20) (20) (20)
Less: Minority interests 0 0 0 0 0 Net cash from financing 1,038 252  (101) (116) (127)
Net profit 256 271 321 356 388
Adjusted net profit 259 296 321 356 388 Net change in cash 1,478 (1,720) (24) (38) 80
Cash at the beginning of the year 293 1,862 1,383 1,359 1,321
Exchange difference 90 0 0 0 0
Cash at the end of the year 1,862 142 1,359 1,321 1,402
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec FY18A FY19A FY20E FY21E FY22E
Non-current assets 768 1,420 1,727 2,061 2,292 Sales mix (%)
PPE 476 468 810 1,150 1,386  Tuition & boarding fees 885 895 897 899 905
Prepaid lease payments 88 0 0 0 0  Ancillary services 115 105 103 10.1 9.5
Right-of-use assets 0 85 83 80 78 Total 100.0 100.0 100.0 100.0 100.0
Deposits 204 207 204 201 198
Others 0 660 630 630 630 P&L ratios (%)
Gross profit margin 59.7 59.7 60.0 60.0 60.0
Current assets 1,93 1874 1860 1,831 1,919 EBIT margin 624 558 639 639 64.1
Cash 1,862 1,383 1,359 1,321 1,402 Effective tax rate 0.8 1.1 1.1 1.1 1.1
Account receivables 0 3 3 4 4 Net profit margin 663 618 641 640 64.1
Prepayments 13 488 498 506 514  Adj. net profit margin 670 676 641 640 641
Others 60 0 0 0 0 Payout ratio 300 300 300 300 300
Current liabilities 319 675 728 773 811 Balance sheet ratios
Contract liabilities 213 239 278 310 336  Current ratio (x) 6.1 2.8 2.6 2.4 2.4
Other payables 101 102 117 130 141 Asset turnover (x) 0.1 0.1 0.1 0.1 0.1
Others 2 0 0 0 0  Total asset/total equity (X) 11 13 13 12 12
Current income tax 3 4 4 4 4
Borrowing 0 330 330 330 330 Returns (%)
Adj. ROAE 15.3 11.8 11.7 11.9 11.9
Non-current liabilities 0 0 0 0 0  Adj. ROAA 12.8 9.9 9.3 9.5 9.6
Deferred income 0 0 0 0 0
Per share data
Total net assets 2,385 2618 2858 3,118 3,400 Adj. EPS (RMB) 0.171 0.184 0.200 0.222 0.241
Shareholders' equity 2,385 2618 2858 3,118 3,400 DPS (RMB) 0.048 0.049 0.060 0.066 0.072
BVPS (RMB) 1.482 1.628 1.777 1938 2114

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 issuer; 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.
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