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BUY (Maintain)

Wisdom Education (6068 HK)

Maintain Buy at attractive valuation

Target Price HK$5.61
(Previous TP HK$6.38)
Up/Downside +79%
2020/21 school year total student enroliment for self-operated schools +12% to Current Price HK$3.14

around 67,162. The figure was in line but the student mix was less favorable than
expected. Dongguan Guangzheng student number just mildly increased due to
capacity constraint. Its tuition fee is the second highest among all the schools of
the Company. Trading at 9.7x FY21E P/E, the Company’s valuation is lower than
K12 peers’ average of 15.6x. Its 0.4x PEG is far below peers’ average of 0.7x.
We think the Company’s low valuation is attractive and unjustified. The recent
share price volatility was due to policy concerns about VIE structure and not-for-
profit nature of compulsory education. We believe such concerns have been
factored in because they were addressed in the draft for comments version of the

China Education Sector

Albert Yip, CFA
(852) 3900 0838
albertyip@cmbi.com.hk

; : ; Stock Data
Law in Nov 2018. Maintain Buy. MKt Caip (HIS i) 6536
B Total student enrollment in line. The Company reported total student ’QZ%[QE'?EJ’V‘J((E'E;W’ 4_80/32:(1)3
enrollment of 71,362 at the commencement of 2020/21 school year. Excluding Total Issued Shares (mn) 2,047.2
around 4,200 students from newly managed third-party schools, total student Source: Bloomberg
enrollment from self-operated schools rose 12% or increased by 7,046 N ———
students to around 67,162, in line with our estimates. T Xuebing T
B But student mix less favorable than expected. Total student enrollment Ms. Li Suwen 26.29%
growth was led by strong growth in Huizhou school. Number of students at Source: HKEx
Huizhou school almost reached its maximum capacity of 14,000. That said, S REEmiEnee
Dongguan Guangzheng student number only mildly increased due to capacity Absolute Relative
constraint. The Company has not received fire-fighting check approval from 1-mth -27.0% -25.6%
the authority for its newly-built campus buildings, which limits the dormitory 3-mth -14.2% -15.5%
capacity. Because tuition fee level of DGGZ is the second highest within the gor::?e o et Lt
Company, the less favorable student mix slightly lowers ASP by 2%. We also ' 9
trim FY22E total student enroliment by 2%. 12-mth Price Performance
® School management services. The Company (through WOFE) entered into R —
management services agreement with around 10 kindergartens and primary °
schools in Dongguan. It will receive annual fixed fee from each managed 4 W’b&
school at around RMB1,000 per student for provision of teachers training, ;
student admission training, school decoration advice. The Company targets :
30% student growth in FY22E. :
0 +
B Maintain Buy. We lower FY21/22E NP by 3%/7% as we trim revenue by 92019 1212019 32020 62020 0/2020

1%/3%. Our estimate for FY19-22E EPS CAGR is changed from 28% to 25%
following earnings revision and dilution from share placement. Our TP is revised
down from HK$6.38 to HK$5.61, representing on 17.4x FY21E P/E and still at
0.7x PEG. Catalysts: (1) gov't approval of vocational college project; (2)
removal of policy overhang. Risks: (1) policy risks; (2) surge of teachers’ costs.

Earnings Summary

Source: Bloomberg
Auditor: Deloitte

Related Reports

1. “Wisdom Education — Tuition fees
increase beat; lift TP to HK$6.38”
— 23 Jul 2020

(YE 31 Aug) FY18A FY19A FY20E FY21E FY22E 2. “Wisdom Education — Explore new
Revenue (RMB mn) 1,247 1,682 1,799 2,358 2,749 business opportunities” — 29 Apr
YoY growth (%) 27 35 7 31 17 2020 _

Net profit (RMB mn) 310 359 465 616 728 8. a"s\’s'Zf‘l’lg“htEﬂfda;:‘ig i
EPS (RMB) 0.152 0.172 0.227 0.283 0.334 return” — 27 Nov 2019

YoY growth (%) 38 13 32 25 18 4. “Wisdom Education — Student
Consensus EPS (RMB) N/A N/A 0.237 0.289 0.341 enrollment missed but organic
P/E (x) 17.2 16.4 12.4 9.7 8.2 growth still strong” — 9 Sep 2019
Yield (%) 25 3.1 3.0 41 49

P/B (X) 2.8 2.7 21 1.8 1.6

Net gearing (%) 47 66 34 29 26

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: Earnings revision

Diff (%)
FY20E
Revenue 1,799 2,358 2,749 1,799 2,381 2,846 0% -1% -3%
Gross Profit 807 1,109 1,298 807 1,136 1,364 0% -2% -5%
Operating Profit 631 792 924 631 818 989 0% -3% -7%
Net profit 466 616 728 465 637 782 0% -3% -71%
Gross Margin 44.8% 47.0% 47.2% 44.8% 47.7% 47.9% flat -0.7ppt -0.7ppt
Operating Margin 35.1% 33.6% 33.6% 35.1% 34.3% 34.8% flat -0.7ppt -1.2ppt
Net Margin 25.9% 26.1% 26.5% 25.8% 26.8% 27.5% +0.1ppt -0.7ppt -1.0ppt

Source: CMBIS estimates

Figure 2: CMBIS estimates vs consensus

Consensus Diff (%)
FY19E FY20E FY20E
Revenue 1,799 2,358 2,749 1,889 2,340 2,711 -5% 1% 1%
Gross Profit 807 1,109 1,298 858 1,100 1,280 -6% 1% 1%
Operating Profit 631 792 924 619 757 891 2% 5% 4%
Net profit 466 616 728 491 606 715 -5% 2% 2%
Gross Margin 44.8% 47.0% 47.2% 45.4% 47.0% 47.2% -0.6ppt flat flat
Operating Margin 35.1% 33.6% 33.6% 32.8% 32.4% 32.9% +2.3ppt +1.2ppt +0.7ppt
Net Margin 25.9% 26.1% 26.5% 26.0% 25.9% 26.4% -0.1ppt +0.2ppt +0.1ppt

Source: Bloomberg estimates, CMBIS estimates

Figure 3. Peers valuation table

Mkt Cap Year P/E (x) Adj. EPS growth (%) 2-yr PEG (x) 3-yr PEG (x) Revenue growth (%)
Ticker Rating (US$m) Price end FY2 FY3 FY1 FY1 FY1

K12 tutoring services providers

New Oriental Education EDUUS NR 24,567 15440 May-20 41.8 29.8 228 21 41 30 1.18 0.98 17 32 29
TAL Education TALUS NR 45175 75.25 Feb-20 915 523 359 8120 75 46 1.53 0.11 33 44 37
Onesmart Education ONEUS NR 703 437 Aug-19 na 136 93 (238) na 46 na 0.06 (15) 47 20
Scholar Education 1769 HK NR 1,699 23.70 Dec-19 70.2 487 36.5 8 44 33 1.82 1.77 27 43 39
Beststudy Education 3978 HK _ Buy 368 3.36 Dec-19 18.1 116 93 (14) 55 25 0.46 0.63 (2) 30 20
Average 554 312 228 1579 54 36 1.25 0.71 12 39 29

Non-formal vocational education services provider

China East Education 667 HK Buy 4,919 17.38 Dec-19 35.6 26.1 22.7 7 36 15 1.41 1.40 4 25 14
K12 education services providers

Tianli Education 1773 HK  NR 2,161 8.07 Dec-19 385 29.7 222 46 30 34 1.22 0.82 32 33 28
Maple Leaf 1317HK NR 935 242 Aug-19 101 82 7.3 (5) 22 12 0.58 0.89 6 30 12
Bright Scholar BEDUUS NR 832 6.92 Aug-19 17.2 120 104 5 44 15 0.60 0.59 33 23 11
Virscend Education 1565 HK NR 957 240 Dec-19 182 123 98 (12) 48 26 1.27 0.68 20 25 19
Wisdom Education 6068 HK  Buy 882 3.14 Aug-19 124 9.7 8.2 32 25 18 0.58 0.39 7 31 17
Average 193 144 116 13 34 21 0.85 0.67 20 28 17
Sector average excluing Wisdom 21.0 156 124 9 36 22 0.92 0.74 23 28 18
Higher Education services providers

China Education 839 HK NR 3,951 14.24 Aug-19 279 212 173 21 32 23 1.03 0.78 36 33 17
Yuhua Education 6169 HK NR 2,887 6.70 Aug-19 225 159 139 6 42 14 0.83 0.58 44 13 8
Hope Education 1765HK Buy 2,239 240 Aug-19 246 178 14.0 na 38 28 0.75 0.55 na 39 27
Kepei Education 1890 HK NR 1,638 6.30 Dec-19 180 146 125 34 23 17 0.89 0.72 29 29 14
New Higher Education 2001 HK NR 1,068 537 Dec-19 135 110 9.2 36 22 19 0.64 0.53 28 18 15
Cahtay Media 1981 HK NR 1,043 487 Dec-19 247 166 129 (13) 49 29 0.64 0.43 9 34 21
Edvantage 382HK NR 791 6.02 Aug-19 17.8 139 113 ) 28 23 0.70 0.55 16 17 20
Minsheng Education 1569 HK NR 626 115 Dec-19 93 7.9 7.0 10 18 13 0.62 0.52 17 14 11
Xinhua Education 2779 HK  Buy 517 249 Dec-19 11.2 101 93 8 11 9 1.12 1.01 14 11 9
Huali University 1756 HK _ NR 463 2.99 Aug-19 102 82 6.5 21 25 25 0.41 0.32 18 18 18
Average 18.0 137 114 13 29 20 0.76 0.60 24 23 16

Source: Bloomberg estimates, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 4: 2019/20 school year tuition and boarding fees changes

Annual tuition and boarding fee

2018/19 school 2019/20 school Change

year year (%)
Dongguan Guangming High School 36,800 43,800 19%
Dongguan Guangzheng High School 30,800 43,800 42%
Jieyang Jiedong Guangzheng High School 15,000 19,600 31%
Jieyang Jiedong Guangzheng Middle School 13,600 18,000 32%
Jieyang Jiedong Guangzheng Primary School 12,400 16,000 29%
Weifang Guangzheng High School 18,600 23,000 24%
Weifang Guangzheng Middle School 16,600 20,200 22%
Weifang Weizhou Foreign Language School 12,800 13,200 3%
Yunfu Guangming High School na 26,000 na
Yunfu Guangming Middle School na 31,200 na
Yunfu Guangming Primary School na 33,200 na
Foshan Guangzheng High School na 51,400 na
Foshan Guangzheng Middle School na 43,800 na
Foshan Guangzheng Middle School na 42,000 na

Source: Company data, CMBIS estimates

Figure 5: Current student number and expected maximum capacity of existing schools

Student  Student Estimated Expected
Year of number in number in Growth  capacity max.
School/location opening  2018/19  2019/20 (%) in 2018/19 capacity

Dongguan Guangming Secondary and Primary Schools 2003 17,358 17,623 2% 18,300 18,300 Y
Dongguan Guangzheng Preparatory School 2013 12,645 14,773 17% 17,000 20,000 Y
Huizhou Guangzheng Preparatory School 2014 8,413 9,694 15% 10,500 12,000 Y
Panjin Guangzheng Preparatory School 2014 3,119 4,070 30% 4,000 6,200 Y
Weifang Guangzheng Preparatory School 2016 2,133 2,522 18% 4,000 8,000 Y
Jieyang, Guangdong 2017 5,375 4,769 -11% 7,000 18,000 Y
Weifang Weizhou School 2017 2,318 2,195 -5% 2,200 2,200 Y
Guang'an, Sichuan 2018 159 598 276% 1,000 9,280 Y
Zhang Pu Longcheng Schools 2018 2,900 2,894 0% 3,000 3,500 Y
Bazhong Guangzheng Preparatory School 2019 na 488 na 1,500 10,000 Y
Yunfu Guangming Foreign Language School 2019 na 445 na 1,500 10,680 Y
Shunde Guangzheng Preparatory School 2019 na 45 na na 9,210 Y
Total 54,420 60,116 10% 70,000 127,370

Source: Company data, CMBIS estimates

Figure 6: New projects provide at least 15,500 student capacity
Expected

year of
Location opening

Dongguan/Foshan (light asset projects) Sep-20

Chaozhou, Guangdong Sep-21 8,000
Jiangmen, Guangdong Sep-21 7,500
Guangzhou, Guangdong TBC TBC
Zhaoging, Guandong TBC TBC
Total 15,500

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Figure 7: 11% CAGR of student enrolment from FY20E to FY22E

School year 2016/17  2017/18  2018/19  2019/20 2020/21E 2021/22E 2-yr CAGR
Dongguan Guangming Secondary and Primary Schools 16,483 16,477 17,358 17,623 17,697 17,747 0%
Dongguan Guangzheng Preparatory School 9,094 10,620 12,645 14,773 14,843 16,476 6%
Huizhou Guangzheng Preparatory School 3,903 6,011 8,413 9,694 13,640 13,840 19%
Panjin Guangzheng Preparatory School 1,590 2,170 3,119 4,070 4,300 4,700 %
Weifang Guangzheng Preparatory School 718 1,401 2,133 2,522 2,975 3,375 16%
Jieyang School 4,501 5,375 4,769 4,439 4,589 -2%
Weifang Weizhou School 2,050 2,318 2,195 2,125 2,125 -2%
Guang'an Guangzheng Preparatory School 159 598 1,128 1,678 68%
Zhang Pu Longcheng Scholls 2,900 2,894 3,440 3,440 9%
Yunfu School 445 1,115 1,815 102%
Foshan School 45 430 850 335%
Bazhong School 488 1,030 1,600 81%
Kaiping School 700 na
Chaozhou School 700 na
Total 31,788 43,230 54,420 60,116 67,162 73,635 11%

Source: Company data, CMBIS estimates
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Source: Bloomberg, Company data, CMBIS estimates
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Figure 9: Key assumptions

Year-end Aug 31 (RMB mn) FY18 FY19 FY20E FY21E FY22E
Total revenue 1,247 1,682 1,799 2,358 2,749

growth % 27.3%  34.9% 7.0% 31.1%  16.5%
Tuition and boarding fees 841 1,145 1,308 1,668 1,969

growth % 253% 36.2% 142% 27.6%  18.0%
Others 406 536 492 690 780

growth % 31.7% 32.1% -8.3%  40.5%  13.0%
Gross profit margin 43.7%  44.1%  44.8% 47.0%  47.2%
Selling expenses ratio 1.6% 1.5% 1.2% 1.1% 1.1%
Administrative expenses ratio 17.7% 15.0% 14.8% 14.1% 14.1%
Operating profit margin 289% 295% 35.1% 33.6%  33.6%
Effective tax rate 11.1% 13.6% 16.0% 14.0% 14.0%
Net profit 310 359 466 616 728
growth % 55.0% 158% 29.5% 32.3% 18.1%
Payout ratio 43.5%  39.4%  40.0%  40.0%  40.0%
Average tuition and boarding fee (RMB 19,893 21,049 21,754 24,837 26,735
growth % -5.8% 8.2% 3.4%  14.2% 7.6%
Student enroliment 43,230 54,420 60,116 67,162 73,635
growth % 36.0% 25.9% 105% 11.7% 9.6%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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Financial Summary

Income statement

Cash flow summary

YE 31 Aug (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Aug (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 1,247 1,682 1,799 2,358 2,749 Profit before tax 346 409 536 719 886
Tuition & boarding fees 841 1,145 1,308 1,668 1,969 Depreciation and amortization 106 149 171 176 193
Ancillary services 406 536 492 690 780 Change in working capital 191 (1) 267 245 282
Cost of sales (702)  (940) (992) (1,249) (1,451) Others (29) 19 (49) 3 (41)
Gross profit 545 742 807 1,109 1,298 Net cash from operating 623 577 926 1,143 1,320
Other income 54 33 60 30 30 Capex & investments (743) (904) (750) (750) (750)
Other gains and losses 2 (1) 52 10 15 Acquisitions (267)  (70) 0 0 0
Selling expenses (19) (26) (22) (26) (30) Others (338) (32) 160 19 (81)
Administrative expenses (221) (253) (266) (332) (388) Net cash from investing (1,349) (1,006) (590) (731) (831)
EBIT 360 496 631 792 924
Equity raised 3 3 481 0 0
Finance costs, net (11) (87) (95) (98) (104) change of borrowings 1,485 462  (305) 100 100
Listing expenses 0 0 0 0 0 Dividend paid (122) (155) (174) (219) (283)
FV change of inv. prop. 3) 1 0 0 0 Others (118) (141) (128) (133) (138)
Pre-tax profit 346 409 536 693 821 Net cash from financing 1,248 169 (125) (251) (321)
Income tax (38) (56) (86) 97) (115)
Less: Minority interests 3) (6) (15) (20) (22) Net change in cash 522  (260) 210 161 168
Net profit 310 359 466 616 728 Cash at the beginning of the year 378 911 662 873 1,033
Exchange difference 11 11 0 0 0
Cash at the end of the year 911 662 873 1,033 1,201
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 4,003 4,676 5,648 6,222 6,779 Sales mix (%)
PPE 2,492 3,036 3,658 4,266 4,853 Tuition & boarding fees 67.5 68.1 72.7 71.3 72.1
Prepaid lease payments 502 781 0 0 0  Ancillary services 325 319 273 287 279
Deposits 520 631 631 631 631 Total 100.0 100.0 100.0 100.0 100.0
Others 489 228 182 176 172
P&L ratios (%)
Current assets 1,468 1,595 1,217 1,412 1,708  Gross profit margin 43.7 441 448 477 479
Cash 911 662 391 551 718 EBIT margin 28.9 295 35.1 34.3 34.8
Pledged deposit 282 499 499 499 499 Effective tax rate 111 136 16.0 140 140
Prepayments 162 97 104 137 164 Net profit margin 249 214 259 268 275
Others 113 337 224 225 327 Payout ratio 43.5 39.4 40.0 40.0 40.0
Current liabilities 1,643 2,480 2,300 2,592 2,891 Balance sheet ratios
Borrowings 282 1,108 629 629 629 Current ratio (x) 0.9 0.6 0.7 0.7 0.8
Contract liabilities 617 751 982 1,182 1,411  Assetturnover (X) 0.2 0.3 0.2 0.3 0.3
Trade and other payables 616 503 546 627 709 Net gearing ratio (%) 47 66 39 32 25
Others 128 118 118 129 118
Returns (%)
Non-current liabilities 1,851 1,545 2,035 2,110 2,186 ROAE 170 177 202 239 250
Borrowings 1,847 1,540 1,740 1,840 1,940 ROAA 7.0 6.0 6.6 8.0 8.9
Deferred revenue 0 0 0 0 0
Others 4 4 4 4 4 Per share
EPS (RMB) 0.15 0.17 0.23 0.29 0.36
Total net assets 1,977 2,247 2,530 2,932 3,410 DPS (HK$) 0.08 0.10 0.10 0.13 0.16
Shareholders' equity 1,911 2,161 2,460 2,882 3,382 BVPS (RMB) 0.94 1.06 1.13 1.32 1.55
Minority Interest 66 86 71 51 29

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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