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Stock Data 

Mkt Cap (HK$ mn)  26,035  

Avg 3 mths t/o (HK$ mn)  49.92  

52w High/Low (HK$)    17.80/ 9.60  

Total Issued Shares (mn) 2,191 

Source: Bloomberg 

 

Shareholding Structure 

Wu Junbao 34.13% 

Source: HKEx 

 

Share Performance 

 Absolute Relative 

1-mth -20.8% -12.3% 

3-mth -23.0% -8.1% 

6-mth -12.2% -2.9% 
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FY19 adj. NP (+64%) in line but revenue was 4%/9% below our estimate/consensus. 

We cut FY20/21E adj. NP by 10%/4% to factor in lower-than-expected revenue and 

COVID-19 impact. That said, earnings cut could be priced in as the stock fell 11% 

over past two days. Our TP is adjusted from HK$16.30 to HK$15.80. Trading at 20.8x 

1-yr forward P/E and near its low-end P/E range of 20x, we think valuation is attractive. 

Maintain Buy.  

 Revenue below expectation. Adj. NP +64% to RMB900mn, in line with our 

estimate and consensus. Revenue rose 20% (vs 27% in 1H19), led by 10% 

ASP growth and 9% growth of average students enrolled. GPM widened 6.2ppt 

to 58.4%, 3.8/1.9ppt above our estimate/consensus, because of ramp-up of 

newly established schools in FY17-18 and costs control. SG&A expenses ratio 

(excluding RMB116mn share-based expenses) fell 3.3ppt thanks to moderated 

school expansion and operating leverage. In 2H19, revenue climbed 14% YoY, 

GPM +4.6ppt to 56.3% (+2.3ppt if excl. HKFRS 16 impact by our est.), adj. NP 

+49% with adj. NPM +5.5ppt to 23.6%.  

 COVID-19 impact. The Company has arranged online tuitions to students given 

that physical classes have been suspended temporarily since 20 Feb. No refund 

or withdrawal from students were received so far. Admission for new students 

has been suspended but online consultation continues. Management expects 

physical classes would gradually resume in Apr. Given the softening economic 

growth, we think this could increase demand of vocational training.  

 FY20E outlook. The Company plans to add 24 net openings in FY20E (vs 14 

in FY19). Also, it will explore opportunities in other industry sectors such as 

beauty, healthcare and AI. Its first beauty school was opened in Chengdu this 

year to test market response. Sitting on RMB6.2bn net cash and financial assets, 

we think the Company would monitor M&A opportunities to accelerate new 

industry sector development.    

 Maintain Buy but lower TP to HK$15.80. We cut FY20/21E adj. NP by 10%/4% 

to factor in lower-than-expected revenue and disrupted admission for new 

students admission. Our TP is revised from HK$16.30 to HK$15.80 based on 

26.0x average FY20E and FY21E EPS (vs 27.4x FY20E P/E previously). We 

forecast the Company to post 20% adj. EPS CAGR in FY19-22E. Catalyst: 

M&A. Risk: lower-than-expected student enrollment. 

 
Earnings Summary 

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E 

Revenues (RMB mn) 3,265  3,905  4,372  5,183  5,882  
Net profit (RMB mn) 515  848  972  1,283  1,563  

Adj. net profit (RMB mn) 547  900  1,052  1,343  1,563  
Adj. EPS (RMB) 0.314  0.411  0.480  0.613  0.713  
YoY change (%) na 30.9  16.9  27.6  16.4  

Consensus EPS (RMB) na  na  0.504  0.632  0.763  
Adj. P/E (x) na 25.5  22.2  17.4  14.9  
Ex-net cash adj. P/E (x) na 18.6  15.9  11.9  9.6  

P/B (x) na 3.7  3.5  3.0  2.6  
Yield (%) na 1.8  1.2  1.6  2.0  
Adj. ROAE (%) 44.1  25.7  16.3  18.4  18.6  

Net cash (RMB mn) 6242  5794  6611  7413  8379  

Source: Company data, Bloomberg, CMBIS estimates 

China East Education (667 HK)  

Earnings cut could be priced in 
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Figure 1: 1H19 results review 

 

  

Source: Company data 

 

Figure 2: Changes of our estimates  

  CMBIS  Consensus  Diff (%)  

US$ mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E 

Revenue  4,372   5,183   5,882   4,906   5,770   na  -10.9% -10.2% na 

Gross Profit  2,603   3,166   3,635   2,724   3,255   na  -4.5% -2.8% na 

EBIT Profit  1,223   1,601   1,932   1,267   1,575   na  -3.4% 1.7% na 

Net profit  1,052   1,343   1,563   1,165   1,399   na  -9.6% -4.0% na 

Gross Margin 59.5% 61.1% 61.8% 55.5% 56.4%  na  +4.0ppt +4.7ppts na 

EBIT Margin 28.0% 30.9% 32.9% 25.8% 27.3%  na  +3.2ppts +3.6ppts na 

Net Margin 24.1% 25.9% 26.6% 23.7% 24.2%  na  +0.4ppts +1.7ppts na 

Source: Company data, CMBIS estimates 

 

 
 
 
 

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

Revenue 3,905 3,265 20%
Average students enrolled +9%; ASP +10% (like-for-like

growth and 1ppt increase of short-term student mix)

  New East 2,138 1,900 13% Average students enrolled -1%; ASP +14%

  Omick 338 213 59% Average students enrolled +43%; ASP +11%

  Xinhua Internet 774 604 28% Average students enrolled +29%; ASP -1%

  Wisezone 59 70 -16% Average students enrolled -25%; ASP +13%

  Wontoine 531 444 20% Average students enrolled +9%; ASP +10%

  Cuisine Academy 48 21 132% Average customers registered +76%; ASP +101%

  Others 16 12 36%

Cost of sales (1,625) (1,560) 4%
Teachers cost +8%; rental expenses -8% due to HKFRS 16;

maintenance fees -8%

Gross profit 2,280 1,705 34%
Ramp uo of newly established schools and centers opened in

FY17 and FY18

Other income 45 38 19%

Other gains and losses 131 58 125%

Selling expenses (698) (648) 8%

Administrative expenses (576) (438) 32% share-based expenses increased by RMB108mn

R&D expenses (31) (28) 8%

Operating profit 1,151 687 68%

Finance income 72 24 199%

Finance costs (132) 0 na Due to HKFRS 16

Listing expenses (22) (24) na

Profit before tax 1,070 687 56%

Tax expense (222) (172) 29%

Net profit 848 515 65%

Adj. net profit 900 547 64%
excl. share-based exp, listing fees and net foreign exchange

gains

Adj. EPS (RMB) 0.41 0.31 31%

DPS (RMB) na na na

Margin & Ratio (%)

Gross margin 58.4 52.2 6.2
Ramp up of loss-making new brands (Omick and Cuisine

Academy), ASP growth

Operating margin 29.5 21.0 8.5

SG&A expenses ratio 32.6 33.3 (0.7)

Net margin 21.7 15.8 5.9

Adj. net margin 23.0 16.8 6.3

Effective tax rate 20.7 25.0 (4.3)

Payout ratio (%) na na na

FY19 FY18 change (%)

Net cash (RMB mn) 6,242 986 533%
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Figure 3: CMBIS estimates vs consensus 

  CMBIS  Consensus  Diff (%)  

US$ mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E 

Revenue  4,372   5,183   5,882   4,900   5,958   6,618  -11% -13% -11% 

Gross Profit  2,603   3,166   3,635   2,827   3,524   4,110  -8% -10% -12% 

EBIT Profit  1,223   1,601   1,932   1,405   1,722   2,149  -13% -7% -10% 

Net profit  1,052   1,343   1,563   1,105   1,381   1,671  -5% -3% -6% 

Gross Margin 59.5% 61.1% 61.8% 57.7% 59.1% 62.1% +1.8ppt +2.0ppts -0.3ppts 

EBIT Margin 28.0% 30.9% 32.9% 28.7% 28.9% 32.5% -0.7ppts +2.0ppts +0.4ppts 

Net Margin 24.1% 25.9% 26.6% 22.6% 23.2% 25.2% +1.5ppts +2.7ppts +1.4ppts 

Source: Company data, CMBIS estimates 

 

Figure 4: P/E band chart 

   

Source: Company data, Bloomberg, CMBIS estimates 

 
 

Figure 5: Revenue breakdown by brand in FY19 

 
Source: Company data 

Figure 6: Adj. NP to grow at 20% CAGR in FY19-22E 

 
Source: Company data, CMBIS estimates  
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Figure 7: Peers valuation table  

 

  
Source: Bloomberg estimates, CMBIS estimates 

Price is closing price as of 29 Aug 2019. 

  

Mkt Cap Year PEG (x)

Ticker Rating (US$ m) Price end FY1 FY2 FY3 FY1 FY2 FY3 FY1 FY2 FY3 FY1 FY1 FY2 FY3

K12 tutoring services providers

New Oriental Education EDU US NR 17,148 108.24 May-19 31.1 22.5 17.2 34 40 30 35 38 31 0.91 23 32 25

TAL Education TAL US NR 31,516 53.26 Feb-19 131.8 51.3 34.1 (59) 256 47 (45) 157 51 1.36 35 40 35

Onesmart Education ONE US NR 825 5.10 Aug-18 392.3 18.9 13.2 (0) 26 45 na 1,977 43 0.88 40 18 24

Scholar Education 1769 HK NR 725 10.12 Dec-18 41.6 1.4 1.4 83 22 36 na 2,798 1 0.09 43 28 38

Beststudy Education 3978 HK Buy 390 3.56 Dec-18 17.9 12.9 10.1 48 39 25 na 39 25 0.56 23 24 22

Average 122.9 21.4 15.2 21 77 37 -5 1,002 30 0.76 33 28 29

Non-formal vocational education services provider

China East Education 667 HK Buy 3,359 11.88 Dec-18 26.0 22.2 17.1 64 17 28 na 17 28 1.17 20 12 19

K12 education services providers

Wisdom Education 6068 HK Buy 658 2.49 Aug-18 13.0 10.1 7.7 16 28 30 13 29 28 0.46 35 19 23

Tianli Education 1773 HK NR 924 3.45 Dec-18 22.6 16.8 13.6 28 47 31 na 34 24 0.78 38 39 30

Maple Leaf 1317 HK NR 912 2.36 Aug-18 9.5 8.4 7.3 21 15 16 16 16 16 0.60 17 19 16

Bright Scholar BEDU US NR 811 6.73 Aug-18 18.3 14.4 12.4 (2) 55 16 28 28 16 0.82 49 57 11

Virscend Education 1565 HK NR 614 1.54 Dec-18 10.1 6.7 5.0 20 52 32 17 50 33 0.24 28 27 25

Average 14.7 11.3 9.2 16 39 25 18 31 23 0.58 33 32 21

Higher Education services providers

China Education 839 HK NR 2,716 10.42 Aug-18 25.3 20.8 18.1 17 25 17 9 24 15 1.30 na 35 13

Yuhua Education 6169 HK NR 2,447 5.68 Aug-18 23.7 17.3 14.9 18 43 16 13 40 16 0.87 40 43 8

Hope Education 1765 HK Buy 1,532 1.78 Dec-18 22.5 16.4 12.2 50 37 32 28 37 32 0.65 29 31 42

Minsheng Education 1569 HK NR 555 1.07 Dec-18 9.3 8.4 7.4 21 16 16 25 10 15 0.74 58 23 15

Kepei Education 1890 HK NR 1,058 4.10 Dec-18 17.2 12.8 10.8 25 35 19 (5) 35 19 0.65 24 29 21

Xinhua Education 2779 HK Buy 415 2.00 Dec-18 9.8 9.0 7.9 14 8 11 7 8 11 1.00 13 14 11

New Higher Education 2001 HK NR 585 2.94 Dec-18 10.6 8.0 6.9 31 36 19 27 33 15 0.44 88 30 15

Edvantage 382 HK NR 543 4.13 Aug-18 12.3 12.1 9.9 34 42 22 na 3 22 0.99 11 18 19

Chunlai Education 1969 HK NR 238 1.54 Aug-18 11.8 7.8 6.4 (4) 54 24 (14) 50 22 0.33 15 33 13

Average 15.8 12.5 10.5 23 33 20 11 27 19 0.78 35 29 18

Education sector average 42.8 14.9 11.7 23 45 26 11 271 23 0.74 33 29 21

Revenue growth (%)P/E (x) Adj. net profit growth (%) Adj. EPS growth (%)
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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 3,265  3,905  4,372  5,183  5,882    Profit before tax 682  1,005  1,226  1,618  1,970  

Cost of sales (1,560) (1,625) (1,769) (2,017) (2,247)   D&A 360  449  525  543  565  

Gross profit 1,705  2,280  2,603  3,166  3,635    Change in working capital 182  147  194  195  209  

  
     

  Others (245) (243) (388) (499) (653) 

Other income 38  45  47  51  54    Net cash from operating 
activities 

980  1,357  1,558  1,856  2,092  

Other gains and losses 58  131  45  45  45      
     

Selling expenses (648) (698) (857) (1,005) (1,147)   Capex  (666) (892) (750) (750) (750) 

Administrative expenses (438) (576) (579) (614) (608)   Others 93  124  190  204  225  

R&D expenses (28) (31) (35) (41) (47)   Net cash from investing (573) (768) (560) (546) (525) 

EBIT 687  1,151  1,223  1,601  1,932          

        Equity raised 1  4,252  0  0  0  

Net finance income 24  (60) 3  17  38    Dividend paid (874) (34) (413) (292) (385) 

Listing expenses (24) (22) 0  0  0    Change of borrowings 0  0  0  0  0  

Profit before tax 687  1,070  1,226  1,618  1,970    Others (582) 0  (216) (216) (216) 

Income tax expenses (172) (222) (254) (335) (408)   Net cash from financing 
activities 

(1,456) 4,218  (629) (508) (601) 

Net profit  515  848  972  1,283  1,563          

        Net change in cash 296  4,807  369  802  966  

Net profit  515  848  972  1,283  1,563    Cash at the beginning of the year 1,739  986  3,883  4,252  5,054  

Net forex loss 0  (85) 0  0  0    Exchange difference 0  0  0  0  0  

Listing expenses 24  22  0  0  0    Cash at the end of the year 2,035  5,794  4,252  5,054  6,020  

Share-based expenses 8  116  80  60  0          

Adjusted net profit 547  900  1,052  1,343  1,563          

             
                          

                          

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 3,066  3,180  3,899  4,518  5,115    Sales mix (%)           

PPE 1,361  1,406  1,896  2,399  2,897    New East 58.2  54.7  52.7  50.4  48.9  

Right-of-use assets 1,675  1,712  1,936  2,048  2,143    Omick 6.5  8.7  9.7  11.2  12.5  

Prepayments for rental 0  24  27  30  33    Xinhua Internet 18.5  19.8  20.5  20.8  21.0  

Others 30  38  39  41  42    Wisezone 2.2  3.2  1.4  1.3  1.2  

  
     

  Wontone 13.6  13.6  13.8  14.2  14.2  

Current assets 1,165  6,498  6,887  7,738  8,747    Cuisine Academy 0.6  1.2  1.4  1.5  1.6  

Cash 986  3,883  4,252  5,054  6,020    Others 0.4  0.4  0.5  0.5  0.6  

Time deposits 0  1,892  1,892  1,892  1,892          

Receivables 140  203  228  270  306    P&L ratios (%)      

Others 39  520  516  523  529    Gross profit margin 52.2  58.4  59.5  61.1  61.8  

 
     

  EBIT margin 21.0  29.5  28.0  30.9  32.9  

Current liabilities
 27,086
 29,031
 33,389
 35,722
 38,705 

2,031  2,272  2,518  2,820  3,121    Effective tax rate 25.0  20.7  20.7  20.7  20.7  

Contract liabilities 1,233  1,383  1,549  1,766  1,978    Net profit margin 15.8  21.7  22.2  24.8  26.6  

Payables 478  443  473  523  577    Adj. net profit margin 16.8  23.0  24.1  25.9  26.6  

Tax payables 108  138  138  138  138    Payout ratio na 48.7  30.0  30.0  30.0  

Lease liabilities 178  307  358  393  428          

Others 34  0  0  0  0    Balance sheet ratios           

         Current ratio (x) 0.7  0.5  2.7  2.7  2.8  

Non-current liabilities 1,327  1,285  1,507  1,624  1,752    Average inv. turnover days 7.8  10.0  10.2  9.2  9.3  

Lease liabilities  1,267  1,207  1,405  1,542  1,679    Asset turnover (x) 1.2  0.9  0.4  0.4  0.4  

Others 60  79  102  82  73    Total asset/total equity (x) 3.2  0.7  1.6  1.6  1.5  

        Net cash (RMB mn) 986  6,242  6,611  7,413  8,379  

Total net assets 873  6,120  6,760  7,811  8,989               

Shareholders' equity 873  6,120  6,760  7,811  8,989    Returns (%)      

        Adjusted ROAE 44.1  25.7  16.3  18.4  18.6  

        Adjusted ROAA 17.3  25.5  14.0  11.7  12.0  

             
Source: Company data, CMBIS estimates  



2 Apr 2020  
 

 

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 

 

6 

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.  

 

Disclosure  
CMB International Securities Limited and/or more of its affiliates performed investment banking services to China East Education (667 HK) over the 
past 12 months. 

 

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 (I)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 (II) 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 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. 
 

 


