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China Education Sector
Policy risk on private higher education eased

Background:

Ministry of Education of PRC officially unveiled “Implementation of the Law for
Promoting Private Education of the PRC (R E{E&EEEIEA])"(“the New
Law” ) (the Document) on 14 May 21 that will come to effect from Sep 21.

Our Comment:

No big surprise/shock to the market. In a nutshell, the New Law follows the
rationale behind the draft of review by the Ministry of Justice (R G (E#EEE
HEfEf] (BETEZ ) (i£%F5) 7) in Aug 18. Under this latest version, while China
removes regulatory overhang for private investment in higher education, it
holds clearer and more restrictive stance on compulsory education (“K9”).

Name Stock codeRating TP(HK$) In addition, it also encourages more private sector engagement in vocational
Edvantage 382 HK BUY 11.20 education.
China Edu Group839 HK BUY  21.80

New Higher Edu 2001 HK BUY 7. : . . . _
ew Higher Edu 200 v 80 The New Law eased investors’ worries on private higher education. The

Source: OP Research

New Law does not explicitly prohibit private higher education operators to: (1)
acquire new schools, (2) become an education group with multiple schools, and
(3) control schools via VIE structure. In addition, the New Law gives a nod on
private higher education in the sense that: (1) removal of minimum capital
requirement to establish a higher school, (2) more flexibility to retain net profit for
development fund and (3) concessionary policies in terms of land and taxation.

Negative outlook for private K12 education. Under the New Law, K9 must be
non-profit and is prohibited for M&A and related party transactions. Private K-12
education group may have to dispose K9 business unless exemptions from local
governments. They may have to adopt new business models, such as to become
3 party education service provider, to maintain their presence in K12 education.

Private higher education groups could enjoy a re-rating. We are positive over
the outlook of private higher education segment. We think M&A and campus
expansions will still be the main theme for the sub-sector. China Edu Group (839
HK), Yuhua Edu (6169 HK), New Higher Edu (2001 HK), Edvantage Group (382
HK) are our top picks. Meanwhile, we advise investors to stay away from private
K-12 operators amid uncertain outlook.
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Exhibit 1: Q&A for “the implementation of the Law for Promoting Private

Education of the PRC”
Level of Education

Question . Section
Higher Edu K12 referred
Can oversea listed Yes Entities controlled by 5
companies control . . foreigner cannot establish,
: (Foreign investors could e
private schools? S . participate and control
participate under Foreign private school for K9
Investment Laws)
Can oversea listed Yes. The Law clearly No for M&A 12,13
companies control stated procedures to No entity is allowed to
more than one change ownership of Y
private school and private school. coil p.rlvate N SC.hOOI J
M&A? non-profit preschool in any
Also, regulators should way such as M&A, VIE and
process the application etc.
for the change of
ownership within a
specified time frame.
Can private schools Yes, but it should be on No for K9 45
involved in related fair and reasonable
party transaction(s)? pricing. Also, decision
must be regulated
Can private school Yes They have some discretion 29
adopt tailor-made on the basis of China’s
teaching curriculum? teaching curriculum, of
which K9 is not allowed to
use overseas textbooks
Is there are any No Yes. 31

geographical
restrictions for
student
recruitment?

For K9, they can only
recruit students within the
district where the school
located

For high-school(K10-12),
they can recruit students
outside the city if it meets
requirements of the local
education authority

Source: MOE, OP research
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Exhibit 2: Comparisons between the “the implementation of the Law for Promoting Private Education of the PRC”
and the draft of review issued by Ministry of Justice

Aspect Related The implementation of the Law for The draft of reviewissued Compared to MOJ’s
section Promoting Private Education of the by Ministry of Justice draft, will the New Law
in the PRC(May 21)[New] (“MOJ”) (Aug 18)[OId] more in favour of...
New La the Document the Document .

w Law  (the Document) (the Document) e K12
School
Basically the same to the MOJ’s draft. Entities controlled by
forei i hibited t
(Based on China’s 2020 new negative list eosrgglri];z Izgrrt(i)cilpalltg anod
for foreign_ inves_tme_nt, foreign investor_s control pr’ivate school for
can participate in private pre-school, high K9
Ownership 5 school and higher school. However, the } .
majority of board member and key For other level of
personnel of the school must be Chinese education, the owner must
citizens) comply with regulation
related to foreign
investment
Private sector can invest and/or cooperate - J
with public vocational school
Vocational education 7,9 ) o ] (for
Encourages private participants in vocational
vocational education school)
In addition to the MOJ’s draft. Education group is
- . rohibited to control
(1) It removed description that “Education gon-profit school(s) in any
group((2E{L#EER) is prohibited to control way such as M&A, VIE and
non-profit school(s). etc. '
M&A 12,13 (2) It added the following descriptions J 8

Minimum capital
requirement to establish 21
a private school

Board member 25,26
Teaching materials 29
Related party 45
transaction(“RPT”)

Minimum net profit that

must be contributed to the 46

development fund
(For-profit school only)

a. Owner of non-profit school is not
allowed to pocket earnings of the school

b. No entity is allowed to control private
K9 school / non-profit preschool in any
way such as M&A and VIE contracts

No strict requirement

In addition to the MOJ’s draft, the section
stated that board members/ members in
executive unit/ key personnel in K9
must be Chinese citizens and there must
have representative from the regulatory
authority in the board/executive units

In addition to the MOJ’s draft, K9 is not
allowed to use overseas textbook

It specified RPT in K9 is prohibited

In addition to fair and no harm of interest,
it also specified RPT (1) must be at
reasonable price and (2) decision making
process must be regulated

10%

Higher school: RMB
200mn

Others:RMB10mn

The representative of
board member/ executive
unit must be (1) Chinese
citizen ,(2) live in China, (3)
have full political and civil
rights,(4) good credit
record, (5)no criminal
records and, (6) no
misconduct in education
sector

N/A

For K12, the teaching
curriculum must be on the
basis of China’s teaching
curriculum

N/A

RPT must be fair, no harm
to the interest of the
country, school and
student

- pX4

25%

4

(No for K9)

Source: MOE, MOJ ,OP research
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Exhibit 3: Peer Group Comparison

3-mth 3-Yr EV/ EV/ Net  Gross Net
Mkt cap avg t/o PER PER PER EPS FY1 EPS FY2 EPS P/B Hist P/B FY1 Ebitda Ebitda gearing margin margin ROE ROE  Sh px Sh px
Company Ticker Price (US$m) (US$m) Hist(x) FY1(x) FY2(x) YoY% YoY% Cagr(%) PEG (x) (x) (x) Hist  Cur Yr Hist (%) Hist (%) Hist (%) Hist (%) FY1 (%) 1-mth % 3-mth %
Higher Education Group
China Edu Group 839 HK 19.86 5,813 15.0 52.6 25.9 21.3 103.3 217 42.2 0.6 3.5 3.5 37.4 20.1 10.7 59.8 23.6 11.0 14.7 12.1 20.8
China Yuhua Educ 6169 HK 8.19 3,539 1.1 113.1 17.4 15.0 551.7 16.1 102.9 0.2 5.6 5.2 334 12.9 0.0 61.0 8.5 26.7 319 14.9 15.4
Hope Education G 1765 HK 2,51 2,579 26.0 33.0 19.6 15.8 68.0 245 37.8 0.5 2.7 2.3 N/A 13.5 6.4 49.6 29.1 11.2 12.7 (18.2) (23.2)
China Kepei Educ 1890 HK 6.01 1,560 1.6 17.7 13.1 10.7 35.1 22.3 25.2 0.5 3.2 2.6 14.3 10.4 0.0 69.9 65.1 18.9 20.7 2.7 2.0
China New Higher 2001 HK 6.40 1,307 4.0 20.4 14.3 10.8 42.7 318 31.6 0.5 3.3 3.0 14.2 10.8 40.7 49.8 355 17.5 21.0 257 24.0
Edvantage Group 382 HK 8.47 1,169 3.3 245 16.5 11.9 48.6 38.3 37.2 0.4 3.2 3.0 21.3 14.8 0.0 49.5 36.4 15.2 19.4 1.9) (8.3)
Jh Educational T 1935 HK 4.72 973 0.7 235 20.6 18.6 14.4 10.5 N/A N/A 3.5 2.8 15.0 12.9 0.0 59.6 47.4 15.5 14.4 29.7 5.4
Minsheng Educati 1569 HK 1.38 750 0.6 36.0 7.9 6.7 352.8 18.8 85.5 0.1 1.2 1.0 12.2 4.9 0.0 51.2 11.9 3.4 13.8 3.8 (22.9)
China Xinhua Edu 2779 HK 2.30 476 0.1 9.4 8.0 6.4 17.7 25.2 20.1 0.4 11 0.9 7.2 5.6 0.0 65.0 67.9 12.0 12.3 0.0 1.8
China Chunlai Ed 1969 HK 1.45 224 0.1 10.0 N/A N/A N/A N/A N/A N/A 0.9 N/A 8.0 N/A 110.2 52.6 20.1 15.7 N/A 0.0 10.7
K-12 Education Group
Tianli Education 1773 HK 5.03 1,403 10.9 225 17.2 11.9 30.9 44.0 38.7 0.4 2.7 2.4 17.0 11.6 0.0 43.3 29.2 13.2 14.1 (37.1) (49.1)
Wisdom Education 6068 HK 2.47 693 25 8.2 6.8 6.0 20.0 14.0 16.7 0.4 1.4 13 8.7 7.9 58.8 48.4 28.6 20.7 20.3 (40.3) (36.3)
Mapleleaf Edu 1317 HK 1.65 636 4.4 8.0 6.9 5.8 17.0 17.6 16.1 0.4 0.9 0.8 10.6 8.8 54.2 46.7 33.1 10.3 12.3 (23.6) (29.5)

* Qutliners and "N/A" entries are in red and excl. from the calculation of averages
Source: Bloomberg, OP Research, Closing price are as of 18/5/2021
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Our recent reports

Date Company / Sector Stock Code Title Rating Analyst
17/05/2021 AAC Tech 2018 Acoustic and optics led strong rebound in 21Q1 BUY John Siah
12/05/2021 HKTV 1137 Convincing long term prospect despite sluggish near term GMV BUY Kevin Tam
30/04/2021 China Edu Group 839 Ready for more M&A BUY John Siah
22/04/2021 New Higher Edu 2001 More visible growth path BUY John Siah
22/04/2001 Edvantage Group 382 Fascinating growth story set to take off BUY John Siah
21/04/2021 Innovent Bio 1801 More convincing pipeline development BUY Kevin Tam
15/04/2021 AAC Tech 2018 Optical segment beginning to shine BUY John Siah
31/03/2021 HKTV 1137 FY20 bottom line fell short on fulfillment cost BUY Kevin Tam
29/03/2021 361 Degrees 1361 Encouraging recovery in 2H20, visible growth for FY21E BUY Kevin Tam
25/03/2021 Greentown Mgmt 9979 Pure cash cow with surprise on dividend BUY John Siah
23/03/2021 Yeahka 9923 Payment driven growth thesis remains compelling BUY Kevin Tam
17/03/2021 Yidu Tech 2158 Digging the healthcare big data goldmine BUY Kevin Tam
22/02/2021 Razer 1337 Avyear of harvest NR John Siah
04/02/2021 HKTV 1137 Flat Jan GMYV, but still upbeat on growth prospect BUY Kevin Tam
19/01/2021 Yeahka 9923 More conviction on marketing services driven growth BUY Kevin Tam
18/01/2021  Xtep Intl 1368 Channel inventory improvement on track BUY Megan Jin
15/01/2021 New Higher Edu 2001 More visible and stellar growth BUY John Siah
15/01/2021 Anta Sports 2020 More positive Anta brand FY21E outlook HOLD Megan Jin
06/01/2021 HKTV 1137 E commerce solution business moving forward BUY Kevin Tam/Megan Jin
30/12/2020 New Oriental Edu 9901 Tutoring elephant continues to fly BUY Kevin Tam
23/12/2020 Anta Sports 2020 Precor disposal in plan of Amer brands restructuring HOLD Megan Jin
21/12/2020 Scholar Edu 1769 Extraordinary growth expected to continue NR John Siah
14/12/2020 CG Services 6098 Placement for strategic deployment BUY Megan Jin
09/12/2020 Edvantage Group 382 Expansion begins BUY Megan Jin
08/12/2020 HKTV 1137 Satisfactory November GMV BUY Kevin Tam/Megan Jin
26/11/2020 China Edu Group 839 Robust growth outlook on surging new students BUY John Siah
20/11/2020 China Edu Group 839 Afast rising education giant grabbing ample opportunities in BUY John Siah

China education market
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