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Accelerating expansion faces margin pressure
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Date 2018.11.13
e (USD) FY 2017A 2018E 2019E 2020E
Closing Price (USD 8.05 Revenue (Mn/HKD) 241919 262913 277823 297533
Total shares (100 millions) 65.2 Yo (%) 51.4% 8.7% 5.7% 7.1%
Market Cap (billions RMB) 1.31 Net Profit (Mn/HKD) 17284 21435 23955 27067
ol s YoY (%) 17.7% 24.0% 11.8% 13.0%
Net Asset (billions RMB : Gross Margin (%) 25.4% 27.9% 28.1% 29.0%
Total Asset (billions RMB) ~ 4.18 Net Profit Margin (%) 7.1% 8.2% 8.6% 9.1%
Net asset per share(RMB) 0,17 ROE (%) 23.4% 24.8% 22.3% 20.7%
EPS (HKD) 2.61 3.23 3.61 4.08
OCFPS (HKD) 3.69 421 2.76 3.97
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- ®  FY2018 annual revenue increased rapidly, profit indicated outstanding although less than
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expected: In FY2018, the company’s revenue reached 2.86 billion RMB and increased by
39.1% YoY; Non-GAAP operating income reached 376 million RMB and increased by 14%
YoY; Non-GAAP operating margin reached 13.1% and decreased 290bps YoY; Non-GAAP

Contact net income attributable to Jingrui Education reached 392 million RMB and increased by
Joan SONG 38.3% Yoy, slightly less than Bloomberg’s consensus forecast 410 million RMB, Non-GAAP
songjingru@xyzg.com.cn net income attributable to Jingrui Education margin reached 13.7% and decreased by
SAC: S0190118010135 90bps YoV.

®  Learning centers keep expanding rapidly, maintain the position in the fast track of expansion
in the next three years: In FY2018, capacity growth of learning centers reached 34.8% and
realized 315 learning centers. Shanghai is still the company’s major development market,
annual revenue in Shanghai in FY2018 increased by 49%, EBIT margin still maintained
above 40%. In FY2019, the company plans to set up 140 learning centers. Among them,
Onesmart VIP, Happy Math and FasTract plans to set up 60, 30 and 30 learning centers
respectively.

®  Expansion period faces margin pressure, specific rectification benefits company’s
integration progress: In FY2019, the company expects that operating margin will decrease
by 100bps due to influence produced by period expense but gross margin is expected to
maintain above 50%. At present, 60%-70% of the company's teachers have teacher
certification, which is higher than the industry average level. Spending on teachers is not
expected to increase much. The whole industry enters the integration progress under
specific rectification and the progress of acquisition will fall under positive side. The
company’s future plan will expand market share excluding Shanghai step by step and
enhance the market share of online education and non-small class.

[ J Risk tips: 1). Intense competition in Chinese Education industry; 2). less than expected

expansion and utilization rate of learning centers 3). Chinese Education policy change
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FY2018 annual revenue increased rapidly, profit indicated outstanding although
less than expected: In FY2018, the company’s revenue reached 2.86 billion RMB
and increased by 39.1% YoY; Non-GAAP operating income reached 376 million
RMB and increased by 14% YoY; Non-GAAP operating margin reached 13.1% and
decreased 290bps YoY; Non-GAAP net income attributable to Jingrui Education
reached 392 million RMB and increased by 38.3% YoY, slightly less than
Bloomberg’s consensus forecast 410 million RMB, Non-GAAP net income
attributable to Jingrui Education margin reached 13.7% and decreased by 90bps
YoY.

G1. Revenue growth rapidly in FY2018 G2. Gross margin declined, but still above 50%
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G3.

Expansion period faces margin stress, specific rectification benefits company’s
integration progress: In FY2019, the company expects that operating margin will
decrease by 100bps due to influence produced by period expense but gross
margin is expected to maintain above 50%. At present, 60%-70% of the
company's teachers have teacher certification, which is higher than the industry
average level. Spending on teachers is not expected to increase much. The whole
industry enters the integration progress under specific rectification and the
progress of acquisition will fall under positive side. The company’s future plan
will expand market share excluding Shanghai step by step and enhance the

market share of online education and non-small class.
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Completed the acquisition of Huaying Education and investment of Juren
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Education, annual revenue growth rate is expected to be 40%-45% in FY2019: The
company completed the acquisition of 100% equity of Huaying Education and
100% equity of Juren Education with the third party and shared minority
shareholder’s interest, which benefit the company to achieve the expansion in
Beijing, Tianjin and other areas. Huaying Education is expected to contribute
3%-3.5% of revenue in FY2019 and the company will strengthen the expansion
progress in the North area with Juren Education’s brand advantages in Beijing,
which implements collectively development of inclusion and extension.

® Learning centers keep expanding rapidly, maintain the position in the fast track of
expansion in the next three years: In FY2018, capacity growth of learning centers
reached 34.8% and realized 315 learning centers. Shanghai is still the company’s
major development market, annual revenue in Shanghai in FY2018 increased by
49%, EBIT margin still maintained above 40%. In FY2019, the company plans to
set up 140 learning centers. Among them, Onesmart VIP, Happy Math and

FasTract plans to set up 60, 30 and 30 learning centers respectively.

G5. Deferred revenue growth rapidly, filled with cash G6. Monthly enroliment expanding
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®  Risk tips: 1). Intense competition in Chinese Education industry; 2). less than
expected expansion and utilization rate of learning centers 3). Chinese Education

policy change
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Introduction of Share Investment Rating

Industry Investment Rating

When measuring the difference between the markup of the industry index and that of the market’s benchmarks (Shanghai Composite Index/Shenzhen Component Index)
within twelve months after the release of the report, we define the terms as follows:

> Overweight: Industry performs better than that of the whole market;

> Neutral: Industry performs about the same as that of the whole market;

> Underweight: Industry performs worse than that of the whole market

Company Investment Rating

When measuring the difference between the markup of the company stock price and that of the market’s benchmarks (Shanghai Composite Index/Shenzhen Component
Index) within twelve months after the release of this report, we define the terms as follows:

> Buy: With a markup more than 15% better than that of the market;

> Outperform: With a markup 5% to 15% better than that of the market;

> Neutral:  With a markup less than 5% better or worse than that of the market;

> Underperform:  With a markup more than 5% worse than that of the market.

Information Disclosure

The Industrial Securities Co., Ltd. fulfills its duty of disclosure within its sphere of knowledge. The clients may visit the column of Insider Trading Prevention and Control at
www.xyzg.com.cn for the arrangement of the quiet period and the affiliates’ shareholdings.

Important statement

The information contained in this report is derived from public information. We do not warrant the accuracy and completeness of such information, nor do we guarantee that
the information and recommendations contained will never change. We have tried our best to be objective and fair about the content of this report. The opinions,
conclusions and recommendations in the article do not constitute any bid or offer price for the target securities. Our company and the author are not responsible for any
investment decision made by the investor.

Analyst Certification

We are conferred the Professional Quality of Securities Investment Consultant Industry by the Securities Association of China and have registered as the Securities Analysts.
We hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only legitimate information is used in this
report. We hereby certify that the views expressed in this report accurately reflect our personal views about any or all of the subject securities or issuers referred to herein.
We have never been, are not, and will not be compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Disclaimer

Industrial Securities Co., Ltd. (hereinafter referred to as the ‘Company’) is a qualified securities investment consulting institute approved by the China Securities Regulatory
Commission.

The report is distributed in Hong Kong by China Industrial Securities International Brokerage Ltd., which is regulated by the Hong Kong Securities and Futures Commission
(HKSFC CE No. AYE823). Queries concerning the report from readers in Hong Kong should be directed to our Hong Kong sales managers.

The report is to be used solely by the clients of the Company. The Company will not treat unauthorized receivers of this report as its clients. The clients understand that the
text message reminder and telephone recommendation are no more than a brief communication of research opinions, which are subject to the complete report released on
the Company’s website (http://www.xyzg.com.cn). The clients may ask for follow-up explanations if they so wish.

Based on different assumptions or standards and with different analytical approaches, the Company’s salespersons, traders and other professionals may express views,
written or oral, towards market trend and securities trading which are inconsistent with opinions and recommendations contained herein. The views in this report are subject
to change, and the

Company has no obligation to update its information with all receivers of the report.

The Company’s asset management department, proprietary business department and other investment-related departments may make independent investment decisions
based on investment that are inconsistent with opinions and recommendations contained herein.

The report is not delivered to investors, including but not limited to US residents, who may mislead the Company to violate local laws and regulations of any counties, regions
or jurisdictional areas (except for the “major U.S. institutional investors” specified in Rule 15a-6 under the Securities Exchange Act of 1934).

The report may contain hyperlinks to external websites. The Company has not referred to and will not be responsible for the contents on the external websites. The hyperlinks
are only provided for the convenience and reference for the receivers. The contents on the external websites do not constitute a component of the report or implying any
recommendation of securities. The receivers should treat them cautiously and solely at their own risk.

The report is based on public information; however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The materials contained
herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the sale or purchase of any securities. The clients should make investment
decisions independently and solely at their own risks.

Under the legal framework, the Company may take positions in and trade stocks of the companies referred to herein, which may receive investment banking services from the
Company. The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on the report.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this report
where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report and reserves all rights related to this report. Unless otherwise indicated in writing, all the copyrights of all the materials
herein belong to the Company. In the absence of any prior authorization by the Company in writing, no part of this report shall be copied, photocopied, replicated or
redistributed to any other person in any form by any means, or be used in any other ways which will infringe upon the copyrights of the Company. No one shall have the right

to redistribute the report at any circumstances without the prior consent of the Company.



