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Edvantage Group (382 HK) Company Report
Acquisitions boost geographical and Dec 23, 2020
growth profile Rating: BUY
TP: HK$ 12.1

= Acquisition of the two schools in Sichuan will help expand geographical footprint beyond
Guangdong and provide additional growth drivers

= Conversion of the Huashang College to a standalone university would help reduce costs;
commencement of the Jiangmen Campus in Sep 2021 would boost growth

= Expect revenue CAGR of 34.8% in FY19A-22E; 14ppts of the CAGR growth can be
attributed to the acquisition

« Maintain BUY: current TP implies 22.83x/15.70x 21E/22E PIE, or 4.55x/3.53x 21E/22E KA AMKERtia
e Tel: (852) 2147 8829

Email: paulpan@abci.com.hk

Acquisition of schools in Sichuan boost growth and expand footprint. The Group

announced it would spend RMB 750mn to acquire a 51% equity interest of a Group holding Share price (HK$) 8.68
two schools, Sichuan Vocational College and Sichuan Technician College, in Sichuan. The 52WK HIL (HK$) 8.72/3.4
two schools currently have a combined enrollment of ~24k, which represents 63% of the Est. share price return 39.87%
Group’s enroliment of Huashang College and Huashang Vocational College in the 20/21 Est. dividend yield 2.18%
school year. We believe the acquisition would expand the Group’s geographical profile Est. total returns 42.05%
beyond Guangdong. Combined enrolliment of the two schools is expected to be 34k in the Previous report date Jun 10, 2020
next two academic years and the average tuition fee of Sichuan Vocational College would Previous rating/TP BUY / HK$ 6.96
increase to RMB 16.8k in the next two years. Source(s): Bloomberg, ABCI Securities estimates

More intrinsic growth to materialize. The Group’s FY20 revenue/enroliment growth was ey data
13.6%/7.3% YoY, showing resilience amid the COVID-19 pandemic. We believe additional |ssyed shares (mn) 1,018.36
growth drivers will soon emerge: (1) conversion of the Group’s Huashang College from an

; X S . X , Mkt cap (HK$ mn) 8,839.38
independent college to a standalone university will help improve margins as the proportion of
", . . . . . ) . 3-month ADT(HK$mn) 23.60
tuition paid to its sponsor school, Guangdong University of Finance and Economics (~13% in R
FY18), will decrease gradually; (2) new campus in Jiangmen will commence operation in Sep Srarehelding 06)
. N . L . Debo Education Investment HLD 73.65
2021, which would bring in additional income. i )
Ariana Capital Investment 7.27
Expect revenue CAGR of 34.8% in FY20-23E. Full consolidation of the two newly acquired Other public investors 19.08

schools would be effective in Jan 2021, meaning the full impact of the two acquired schools Source(s): Bloomberg, the Group
would be reflected in the Group’s results in FY22. In our current estimates, 14ppts of the
FY20-23E revenue CAGR growth can be attributed to the two new schools; student

enroliment and avg. revenue per student are expected to grow at 32.3% and 1.9% CAGRs in Price performance (%)

FY20-23E. Absolute Relative*

1-mth 7.69 8.19
Maintain BUY; TP at HK$ 12.1. Maintain BUY. We revised up TP mainly on the expanded 2_2; 22 3? 2; 4213
geographical profile, elevated growth, and enhanced margins. Current TP represents — - ~———" - '
22.83x/15.70x 21E/22E P/E, or 4.55x/3.53x 21E/22E P/B. Source(s):Bloomberg

Risk factors: 1) Growth risk; 2) Acquisition risk; 3) Education quality risk; 4) Regulatory risk; 1-year price performance (HK$)
5) Prolonged pandemic risk; 6) Risk of maintaining the favorable effective tax rate; 7)

) . 10.0 30,000
Increasing leverage risk 90 29,000
8.0 28,000
. 27,000
Results and Valuation 7.0 1 26.000
FY ended Aug 31 FY19A FY20A FY21E FY22E FY23E 6.0 1 25.000
Revenue (RMB mn) 704 800 1,230 1,669 1,958 5.0 1 24,000
Change (YoY %) 10.7 136 537 357 173 gg 1 23,000
Net Profit — to owners of the Company 217 291 457 664 823 T 21,000
) S RREREEEREER
Change (YoY %) 34.1 34.5 56.7 45.4 23.9 SEREEEEEEEEE
Basic EPS (RMB cent) 27.68 28.66 44.84 6521  80.79 Price (LHS) HS! Index (RHS)
Change (YoY %) 28.4 3.5 56.5 45.4 23.9
P/E (X) 26.44 25.54 16.32 11.22 9.06 Source(s):Bloomberg, ABCI Securities
BVPS (RMB cent) 157.67 180.18 225.03 290.24 371.03
P/B (X) 4.64 4.06 3.25 2.52 1.97 Note: Market data as of Dec 23, 2020
Dividend (HK Cent) 1.0 9.8 18.9 27.5 34.1 RMB/HKD=1.1858
Dividend yield 0.12 1.13 2.18 3.17 3.93
ROAA (%) 8.1 8.8 10.6 12.3 12.6
ROAE (%) 19.4 18.9 22.1 25.3 24.4

Source(s): The Company, ABCI Securities estimates
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Exhibit 1: Changes in assumptions and valuations
Current report

FY ends at Dec 31 FY21E FY22E
Assumptions

GPM (%) 51.0 53.1
Pretax margin (%) 403 43.2
NPM (to shareholders of the Company) (%) 37.1 39.8
D/E (%) 37.3 33.3
D/A (%) 16.8 17.1
Tax rate (%) 7.9 7.9
Revenue growth (YoY %) 53.7 35.7
Valuations

TP (HK$) 121

P/E (x) 22.83 15.70
P/B (x) 4.55 3.53

Edvantage Group Holdings Limited (382 HK) [BUY]
China Education Sector

Previous report

FY21E  FY22E Rationale
51.2 51.8 Lower margin projections due to the impact
45.8 26.8 of the acquisition of two schools; higher GPM
' ' in FY22 mainly due to the projected savings
42.2 43.2 from conversion of Huashang College
17.3 16.3 .
10.2 97 Adjusted based on FY20 results
7.9 7.9 N/A
19.6 221 Upward adjustment due to acquisition
6.96 ) . -
Higher TP due to increased operational scale
15.48 12.40 -
from school acquisitions
2.75 2.69

Note: Previous report was published on Jun 10, 2020
Source(s): The Group, ABCI Securities estimates

Exhibit 2: Changes in major forecasts

Current report

Previous report Change (%)

FY ends at Dec 31 FY21E FY22E FY21E FY22E FY21E FY22E
Revenue (RMB mn) 1,230 1,669 992 1,211 23.97 37.80
Net profit (to owners of the Company) 457 664 218 502 925 27,23
(RMB mn)

EPS (RMB cent) 44.84 65.21 41.09 51.31 9.13 27.10

Source(s): ABCI Securities estimates
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Financial statement of the Group

Consolidated income statement
FY ends at Aug 31 (RMB mn)
Revenue
- Tuition fees
- Boarding fees & other services
Cost of sales
Gross profit
Selling expenses
Admin expenses
Others
Finance costs
Pretax profit
Tax
Net profit (continuing operation)
- Owners
- Mi
Net profit/losses from discontinued operations
- Owners
- Mi
Total net profit
- Owners
- Mi
Dividend (HK$ k)

EPS (RMB cent)
- Basic
- Diluted

DPS (HK cent)

Edvantage Group Holdings Limited (382 HK) [BUY]
China Education Sector

FY19A FY20A FY21E FY22E FY23E

704 800 1,230 1,669 1,958
647 763 1,116 1,513 1,773
57 37 114 156 185
(362) (404) (602) (783) (878)
342 396 628 885 1,080
(7) (8) (12) (16) (19)
(82) (110) (146) (197) (232)
17 46 46 68 84
(28) (16) (20) (20) (20)
243 308 496 721 894
(28) (16) (39) (57) (71)
215 291 457 664 823
209 291 457 664 823
6 0 0 0 0

7 0 0 0 0

7 0 0 0 0

0) 0 0 0 0
223 291 457 664 823
217 291 457 664 823
6 0 0 0 0

10,184 95,551 156,725 227,926 282,345

27.68 28.66 44.84 65.21 80.79
27.68 28.62 44.84 65.21 80.79
1.00 9.80 17.61 25.60 31.72

Source(s): The Group, ABCI Securities estimates

Consolidated balance sheet

FY ends at Aug 31 (RMB mn)

Bank balances and cash

Financial assets at fair value through profit or loss

Trade receivables, deposits, prepayments and other receivables

Others
Current assets

PP&E

Prepaid lease payments
Others

Non-current assets

Total assets

Contracted liabilities
ST Borrowing
Others

Current liabilities

Deferred tax liabilities
LT Borrowing

LT lease liabilities
Non-current liabilities

Shareholders' equity
Mi
Equity

Total liabilities and equity

FY19A FY20A FY21E FY22E FY23E

1,352 1,186 891 854 1,358
253 88 93 99 105
32 58 82 106 115

58 4 1 1 1

1,695 1,336 1,067 1,061 1,579

1,180 1,660 3,120 3,677 4,541
199 0 0 0 0
53 533 894 1,010 1,192
1,432 2,193 4,014 4,687 5,734
3,127 3,528 5,081 5,747 7,313
682 623 1,345 1,136 1,645
166 290 248 290 314
171 178 320 369 452
1,019 1,092 1,913 1,795 2,410
113 119 220 245 297
390 457 607 694 756

0 26 49 57 71

502 601 876 997 1,124
1,606 1,835 2,292 2,956 3,778
0 0 0 0 0
1,606 1,835 2,292 2,956 3,778
3,127 3,528 5,081 5,747 7,313

Source(s): The Group, ABCI Securities estimates
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Consolidated cash flow statement

FY ends at Aug 31 (RMB mn

Profit for the period

Depreciation and amortization
Change in working capital

Others

Cash flow from operating activities

Change in PP&E
Others
Cash flow from investing activities

Change in borrowing
Others
Cash flow from financing activities

Net change in cash

Cash and cash equivalent - beg
ForEx impact

Cash and cash equivalent - end

Edvantage Group Holdings Limited (382 HK) [BUY]
China Education Sector

FY19A FY20A FY21E FY22E FY23E

223 291 457 664 823
64 58 85 98 106
130 (83) 828 (232) 587
6 38 44 56 66
423 305 1,414 586 1,582
(102) (321) (950) (485) (609)
534 (220) (744) 7 7
433 (541)  (1,693) (479) (603)
(227) 191 108 130 85
559 (114) (124) (273) (563)
332 78 (16) (144) (478)
1,188 (158) (295) (36) 502
149 1,352 1,186 891 854
16 (8) 0 0) 2
1,352 1,186 891 854 1,358

Source(s): The Group, ABCI Securities estimates

Key operating and financial ratios
FY ends at Aug 31
Growth (YoY %)
Revenue
- Tuition fees
- Boarding fees
Gross profit
Pretax profit
Total net profit (to shareholders of the company)

Profitability ratios (%)

GPM

Pretax profit

Total NPM (to shareholders of the company)

Return ratios (%)
ROAA
ROAE

Liquidity ratio (x)
Current ratio
Cash ratio

Leverage ratios (%)
Total debt to Equity
Total debt to Total assets
Net debt to Equity

Net debt to Total assets

FY19A FY20A FY21E FY22E FY23E

10.7 13.6 53.7 35.7 17.3
11.6 17.8 46.3 35.6 17.2
0.8 (34.5) 205.0 36.9 18.3
17.9 15.7 58.4 411 22.0
8.2 26.6 60.9 45.4 24.0
34.1 345 56.7 45.4 23.9
48.6 495 51.0 53.1 55.2
345 38.5 40.3 43.2 45.6
30.8 36.4 37.1 39.8 420
8.1 8.8 10.6 12.3 12.6
19.4 18.9 22.1 25.3 24.4
1.7 1.2 0.6 0.6 0.7
1.3 1.1 0.5 0.5 0.6
34.6 40.7 37.3 33.3 28.3
17.8 21.2 16.8 17.1 14.6
(49.6) (23.9) (1.6) 44 (7.6)
(25.5) (12.4) (0.7) 2.3 (3.9)

Source(s): The Group, ABCI Securities estimates
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Disclosures

Analyst Certification

I, PAN Hongxing, Paul, being the person primarily responsible for the content of this research report, in whole or in part,
hereby certify that all of the views expressed in this report accurately reflect my personal view about the subject company or
companies and its or their securities. | also certify that no part of my compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed in this report. | and/or my associates have no financial
interests in relation to the listed company (ies) covered in this report, and | and/or my associates do not serve as officer(s)
of the listed company (ies) covered in this report.

Definition of equity rating

Rating Definition

Buy Stock return rate= Market return rate (10%)

Hold - Market return rate (-10%) < Stock return rate < Market return rate (+10%)
Sell Stock return < - Market return (-10%)

Stock return rate: expected percentage change of share price plus gross dividend yield over the next 12 months
Market return rate: average market return rate since 2008 (HSI total return index 2008-19 CAGR at 10%)

Time horizon of share price target: 12-month

Stock rating, however, may vary from the stated framework due to factors including but not limited to: corporate governance,
market capitalization, historical price volatility relative to corresponding benchmark index, average daily turnover of the
stock relative to market capitalization of the stock, competitive advantages in corresponding industry, etc.

Disclosures of Interests
ABCI Securities Company Limited and/or its affiliates may pursue financial interests to the companies mentioned in the
report.

Disclaimers

This report is for our clients only and is for distribution only under such circumstances as may be permitted by applicable
law. It has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. It
is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any
securities or related financial instruments. No representation or warranty, either expresses or implied, is provided in relation
to the accuracy, completeness or reliability of the information contained herein. This report should not be regarded by
recipients as a substitute for the exercise of their own judgment. Any opinions expressed in this report are subject to
change without notice and may differ or be contrary to opinions expressed by other business areas as a result of using
different assumptions and criteria. The analysis contained herein is based on numerous assumptions. Different
assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may
interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing
and interpreting market information. ABCI Securities Company Limited is under no obligation to update or keep current the
information contained herein. ABCI Securities Company Limited relies on information barriers to control the flow of
information contained in one or more areas within ABCI Securities Company Limited, into other areas, units, groups or
affiliates of ABCI Securities Company Limited. The compensation of the analyst who prepared this report is determined
exclusively by research management and senior management (not including investment banking). Analyst compensation is
not based on investment banking revenues, however, compensation may relate to the revenues of ABCI Securities
Company Limited as a whole, of which investment banking, sales and trading are a part. The securities described herein
may not be eligible for sale in all jurisdictions or to certain categories of investors. The price and value of the investments
referred to in this research and the income from them may fluctuate. Past performance is not necessarily indicative of future
results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or related
instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their
local sales representative. Neither ABCI Securities Company Limited nor any of its affiliates, directors, employees or agents
accepts any liability for any loss or damage arising out of the use of all or any part of this report. Additional information will
be made available upon request.
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