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Hope Education (1765 HK)

Strong 1HFY20; multiple growth drivers

The Company reported its first interim results after changing year-end to Aug.
1HFY20 adj. NP +55% to RMB356mn (vs +69% YoY in 2HFY19 year-ended Dec), 5%
above our expectation. We think MOE’s accelerating conversion of independent
colleges is a re-rating catalyst of higher education sector. We lifted our TP from
HK$2.31 to HK$2.80, based on 28.7x FY20E P/E or 1x PEG. Such PEG valuation is
not demanding compared to China Education (839 HK) (1.4x PEG) and Yuhua (6169
HK) (1.2x PEG). Hope Education remains our sector top pick. Maintain Buy.

B Strong 1HFY20 results. Revenue jumped 46% to RMB871mn, led by 21%
organic revenue growth and three schools acquired in Sep 2020. GPM widened
1.6ppt to 52.5% led by cost control. We estimate GPM of original businesses
+4.6ppt to 55.5% while GPM of the acquired schools was around 38%. Adj. NP
margin still expanded 2.4ppt to 40.8% though the Company made income tax
provision for Sichuan schools in 1HFY?20.

B Organic and M&A growth drivers. As at end of Feb 2020, the Company had
cash of RMB2.3bn and seeks acquisition opportunities of universities. In addition,
it has organic growth drivers: (1) self-built schools: it plans to open three vocational
colleges in Sep 2021; (2) increase of admission quota: nationwide increase of
diploma-to-degree quota and continuing growth of quota. Management said that it
had a university being granted 30% growth of degree quota; (3) cost control: the
Company will continue to adopt lean management and cost control.

B Opportunities of unpeg of independent colleges. MOE has speeded up
conversion of independent colleges into universities this year (Figure 3). This
would provide further growth opportunities for higher education sector in two
ways: (1) more M&A opportunities: private sponsors of independent colleges
could be forced to sell if they do not have enough resources to meet conversion
requirements; (2) enhance profitability: public universities sponsors of
independent colleges could accelerate the negotiation with private sponsors
about the “termination fees”. The Company has four independent colleges
paying around RMB150mn management fees to public universities a year.
Management hopes to settle the conversion within RMB500mn “termination
fees”, equivalent to ~4x P/E acquisition.

B Maintain Buy. We forecast the Company to deliver 28.7% EPS CAGR from
FY20-22E after switching to year-ended Aug, stronger than sector’s average of
19%. Catalysts: (1) M&A; (2) unpeg of independent colleges; (3) 2020/21 total
student enroliment beat; (4) removal of policy overhang. Risk: surge of teachers’
costs.

Earnings Summary
(YE 31 Dec/Aug)

FY18A FY19A FY20E FY21E FY22E

Revenue (RMB mn) 1,030 1,331 1,607 2,190 2,735
YoY growth (%) 37 29 na 36 25
Net profit (RMB mn) 168 490 528 707 893
Adj. net profit (RMB mn) 320 474 585 783 969
Adj. EPS (RMB) 0.056 0.071 0.088 0.117 0.145
YoY growth (%) na 26 na 34 24
Consensus EPS (RMB) na na na na na
Adj. P/E (x) 25.2 20.8 22.1 16.5 13.3
Yield (%) 11 15 1.3 17 2.2
Yield (%) 13.3 10.9 13.1 16.0 17.7
Net cash (RMB mn) 907 255 1,147 802 1,136
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Stock Data

Mkt Cap (HK$ mn) 14,411
Avg 3 mths t/o (HK$ mn) 25.18
52w High/Low (HK$) 2.23/1.00
Total Issued Shares (mn) 6,666.7

Source: Bloomberg

Shareholding Structure
Hope Education Investment 62.75%

Source: Bloomberg, Company data, CMBIS estimates, *FY18/19A with YE 31 Dec
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Figure 1: 1HFY20 results review

2H19 2H18

change (YIE (YIE change
Y/E Aug (RMB mn) 1HFY20 1HFY19 (%) Remarks Dec) Dec) ()
Revenue 871 596 46% Organic portion +21% 737 502 47%
Cost of sales (413) (293) 41% teachers' costs +38% (organic portion +12%) (378)  (295) 28%
Gross profit 457 303 51% Organic portion jumped 33% 359 207 73%
Other income 107 na na 142 60 135%
Selling expenses (30) na na (33) (12) 187%
Administrative expenses (116) na na (103)  (155) -33%
Other expenses (11) na na (13) 27) -52%
Operating profit 408 na na 351 73 379%
Finance income 65 na na 38 45 -16%
Finance costs (102) na na (96) (94) 3%
Non-recurring items na 0 0 na
Share profit of associates 8 na na 5 0 na
Profit before tax 378 na na 297 25 1112%
Tax expense (44) na na Colleges in Sichuan made 15% income tax provision  (51) 10 -615%
Profit after tax 334 151 122% 247 34 616%
Non-controlling interests 0 na na (0) 0 -141%
Net profit 334 151 122% 247 34 617%
Adj. net profit 356 229 55% 217 128 69%
Margin & Ratio (%)
Gross margin 52.5 50.9 1.6 Organic portion +4.6ppt 48.7 41.3 7.4
Adj. net margin 40.8 38.4 24 29.5 25.6 3.9
Effective tax rate 11.7 na na 17.1 (40.3) 575

Source: Company data, CMBIS estimates

Figure 2. Peers valuation table

Mkt Cap Year PIE (x) Adj. net profit growth (%) Adj. EPS growth (%)PEG (x) Revenue growth (%)

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

China Education 839 HK NR 3,403  13.06 Aug-19 259 220 185 29 20 17 24 18 18 142 36 15 12
Yuhua Education 6169 HK NR 3,360 7.80 Aug-19 247 193 172 49 16 13 18 28 12 124 45 9 8
Hope Education 1765HK Buy 1,859 216 280 Aug-19 221 165 133 na 34 24 na 34 24 0.77 na 36 25
Kepei Education 1890 HK NR 1,275 494 Dec-19 15.0 124 10.9 33 20 17 31 21 14 086 27 22 14
New Higher Education 2001 HK NR 809 4.07 Dec-19 108 9.4 81 34 19 17 34 15 16 070 27 15 14
Edvantage 382HK NR 690 5.25 Aug-19 157 128 105 42 22 21 1 23 21 071 18 19 17
Minsheng Education 1569 HK  NR 669 1.29 Dec-19 105 9.1 84 14 15 8 14 15 9 089 21 14 7
Xinhua Education 2779 HK  Buy 515 248 285 Dec-19 112 100 9.2 8 11 9 8 11 9 111 14 11 9
Huali University 1756 HK 503 3.25 Aug-19 114 9.0 7.2 17 35 23 23 27 24 045 18 18 17
Average 164 134 115 28 21 17 19 21 16 091 26 18 14

Source: Bloomberg estimates, CMBIS estimates
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Figure 3: Number of independent colleges approved to convert into universities
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Figure 4. P/E band chart
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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 2,190 2,735 Profit before tax 159 556 528 707 893
Tuition fees 854 1,093 1,358 1,812 2,309 Depreciation and amortization 161 218 294 357 413
Boarding fees 85 103 97 148 171 Change in working capital 249 (47) 42 319 317
Others 90 136 151 229 254 Others 233 (29) 12 104 71
Cost of sales (562) (657) (798) (1,041) (1,274) Net cash from operating 802 697 876 1,486 1,695
Gross profit 467 675 808 1,148 1,461
Capex & investments (624) (279) (500) (500) (500)
Other income 101 130 156 166 199 Acquisitions (15) (447) (56) (936) (401)
Selling expenses (21) (45) (59) (101) (137) Others (130) (1,139) 1,055 (18) (26)
Administrative expenses (111) (152) (220) (324) (424) Net cash from investing (769) (1,865) 499 (1,454) (927)
Other expenses 5) (16) (20) (10) 12)
EBIT 431 501 675 880 1,087 Equity raised 2,705 - 5 - -
Change of borrowings 259 313 299 - -
Finance income 79 94 98 88 88 Dividend paid - (105) (150) (169) (226)
Finance costs (201) (171) (200) (193) (193) Others (595) (272) 124 (208) (208)
Share of JV @) 5 13 17 20 Net cash from financing 2,369 (65) 278 (377) (434)
Non-operating items (148) 36 13 10 10
Pre-tax profit 159 556 599 802 1,013 Net changein cash 2,402 (1,232) 1,652 (345) 334
Income tax 8 (66) (71) (95) (120) cash at the beginning of the year 181 3,039 829 2,482 2,136
Less: Minority interests 1) 0 0 0 0 Exchange difference 2,584 1,806 2,482 2,136 2,470
Net profit 168 490 528 707 893 Cash at the end of theyear 3,039 1,690 2,482 2,136 2,470
Adjusted net profit 320 474 585 783 969
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 8,922 Sales mix (%)
PPE 3,448 4,564 4,903 5,664 5,838 Tuition & boarding fees 83.0 82.1 84.5 82.8 84.4
Prepaid lease payments 590 1,163 1,122 1,055 984  Ancillary services 8.3 7.7 6.1 6.8 6.3
Jv - 196 210 227 247 Others 8.7 10.2 9.4 10.4 9.3
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 3,889 3,575 3,943 P&L ratios (%)
Cash 3,039 1,690 2,482 2,136 2,470 Gross profit margin 45.4  50.7 50.3 524 534
Prepayments 129 252 310 341 376 EBIT margin 41.9 444 420 40.2 39.8
Others 4 1565 1,097 1,097 1,097  Effective tax rate 3.1 356 118 11.8 118
Adj. net profit margin (49 118 364 358 354
Current liabilities 1,851 3,143 4,013 4,274 4,164 Payout ratio 31.3 317 320 320 320
Contract liabilities 591 806 1,758 2,046 2,306
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 0.9
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 1,147 802 1,136
Non-current liabilities 2,280 3,149 3,031 2,957 2,876 Returns (%)
Deferred income 658 1,073 1,051 1,005 951 Adj. ROAE 13.3 10.9 131 16.0 17.7
Borrowings 1,605 1,594 1,515 1,515 1,515 Adj. ROAA 4.6 4.9 5.3 6.5 7.7
Others 17 482 466 438 410
Per share data
Total net assets 4,160 4,565 4,620 5,158 5,825 Adj. EPS (RMB) 0.056 0.071 0.088 0.117 0.145
Shareholders' equity 4,157 4,562 4,616 5,154 5,821 DPS (RMB) 0.015 0.023 0.025 0.034 0.043
Minority Interest 3 3 3 4 4 BVPS (RMB) 0.624 0.684 0.692 0.773 0.873

Source: Company data, CMBIS estimates

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

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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