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IHuman Inc. (IH US)

Let children learn with fun

iHuman is a leading childhood edutainment company in terms of paying users
and MAUSs. Its online APPs adopt 3D, Al, gamification and interacting features
that would differentiate them from competitors. We forecast the Company to
post 92% revenue CAGR in FY20-22E, greater than peers’ average of 57%. We
initiate coverage of iHuman with Buy rating and TP of US$26.08.

Leading childhood edutainment player. iHuman provides self-directed
learning APPs and learning materials to children aged between 3 and 8. It is
one of the most reputable brands in childhood education sector. Its brand
recoanition can be traced back to 1996 when it introduced Genesis ("7 X #%
#."), one of the earliest computer-focused educational software in China.
The Company was No.1 player in terms of paying users and MAUs among
online childhood edutainment providers in China in 1H20 according to F&S.

Proven and differentiated innovation capabilities. The Company has in-
depth know-how in content development and application of technologies. It
can create products with 3D, Al, gamification and interacting features, which
could help it to stand out among peers which mainly offer Al-cartoon based
online products. The studio model, a content development team comprised
gamification designers and teachers, can share content, technology, design
and know-how from the central platform. This allows the Company to
replicate its success at product level at scale with consistent high quality.

Fast-growing childhood edutainment sector. Edutainment products
provide interactive entertainment features to drive children’s learning
interests. COVID-19 pandemic accelerated student migration to online. The
sector is estimated to grow at a CAGR of 28.7% from 2019 to 2024. Online
childhood edutainment sector is highly fragmented (CR5: 7.6% market share
in 2019), which provides room for the Company to gain market share.

Visionary and dedicated management. Mr. Yunfeng Chi, founder of
iHuman and Perfect World (002624CH), is a pioneer and business veteran
with 25 years of education experience. He has strong track record of
entrepreneurial success in innovation, education and gaming industry.

Initiate at Buy. We forecast revenue to grow at 92% CAGR in FY20-22E led
by growth of online APP and launch of online courses. Such growth rate is
stronger than online education peers’ average of 57%. We set our TP at
US$26.08, based on 8.5x FY21E P/S, at 30% premium on peers’ weighted
average of 6.5x. Key risks: (1) paying users below expectation; (2) ramp-up
of new business behind expectation; (3) fierce competition.

Earnings Summary

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E
Revenue (RMBmn) 132 219 511 1,063 1,890
YoY growth (%) NA 66 134 108 78
Net profit (RMBmn) (18) (276) (65) 7 ®3)
Adj. NP (RMBmn) (18) 5) 15 28 35
Adj. EPADS (RMB) NA NA 0.288 0.530 0.643
YoY growth (%) NA NA NA 84 21
Cons. EPADS (RMB) NA NA (1.37) (0.16) (0.20)
P/S (x) 57.8 35.6 15.1 6.9 3.9
Adj. P/E (x) NA NA 502.4 259.2 213.8
P/B (x) NA NA 11.9 11.0 10.6
Net cash (RMB mn) 6 105 780 1,499 1,814

Source: Company data, Bloomberg, CMBIS estimates
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Focus Charts

Figure 1: China's childhood edutainment products
market to grow at 28.7% CAGR from 2019-2024E

Figure 2: Paying users of China's online childhood
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Figure 3: 92% revenue CAGR in FY20-22E led by APP
and online courses

Source: F&S, CMBIS

Figure 4: Maintaining
strong revenue growth
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Figure 5: The Company’s 92% revenue CAGR in
FY20-22E is the strongest among peers

Source: Company data, CMBIS estimates

Figure 6: The Company’s GPM in FY20E is ranked
second among peers
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Company Overview

The Company is a leading childhood edutainment company in China, with core expertise
in providing integrated and innovative products and services catering to the education
demands for children mainly aged between three and eight. According to the Frost &
Sullivan Report (F&S), the Company was ranked No.1 across each of the following
metrics in the first half of 2020:

« No.1 in terms of paying users among online childhood edutainment providers in
China; and
+ No.1 in terms of MAUs among online childhood edutainment providers in China.

The Company has built a trusted and well recognized brand, as well as a massive and
loyal following among families and educators throughout China. Its learning apps have
attracted a user base of 10.3mn average total MAUs in the second quarter of 2020.

The Company’s line-up of highly effective edutainment products and services include (i)
interactive and self-directed learning apps, and (ii) learning materials and smart learning
devices.

Figure 7: The integrated suite of childhood edutainment products and services
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Interactive and self-directed learning Apps

The Company offers the following interactive learning apps catering to the education
needs of children mainly aged between three and eight in China. It provides an engaging
and effective learning experience to children by integrating solid pedagogy, attractive
gamification features and systematic assessment tools into educational content.

1) iHuman Chinese (# &% %)

iHuman Chinese, launched in Dec 2016, combines interactive games and activities with
Chinese language and literature to help children learn, comprehend and master basic
Chinese characters, and has been the Company’s most popular learning app. In 1H20,
iHuman Chinese was ranked top 1 of the bestselling education apps category of the
Apple App Store in China for 181 days among iPad users, and for 79 days among iPhone
users. It contributed near 70% of paying users of the Company in 3Q20.

Figure 8: iHuman Chinese app and key features
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iHuman Chinese accounted for over 80% of the total learning services revenues in 2018,
2019 and the six months ended 30 Jun 2020 due to its earlier launch in 2016 and
commercialization in 2018. The Company has since expanded its online product portfolio
to six learning apps that cover various subject matters, and plans to continue to introduce
new online products to diversify monetization channels and drive business growth.

2) iHuman English World (i 8 L& 3#%4%)

iHuman English World creates an immersive 3D English learning environment for young
children. It offers a step-by-step English curriculum with 100 learning units designed and
organized by level of difficulty. For each learning unit, the app offers a systematic six-step
learning cycle, which includes learn, listen, speak, read, spell, and review. The
gamification designers have developed over 800 3D learning scenarios. The curriculum is
designed by experienced English language teaching experts in the childhood education
industry.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 9: iHuman English World app and key features
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Children can practice their English speaking with Al-based animation characters in a
specific section of the app, Dialogue City. The app utilizes Al-driven voice assessment
engine tailored to the phonetics of young children to correct their pronunciations. iHuman
English World also provides automated learning reports to keep parents informed of their
children's learning progress.

3) iHuman Pinyin (3t B3& ¥ %)

iHuman Pinyin provides an interactive environment for children to learn Pinyin, the
phonetic system for Chinese characters, and teaches children all 63 elements and over
400 common combinations of such elements. iHuman Pinyin offers over 100 interactive
games. The interactive games drive children's engagement and enable them to conduct
self-directed learning in an efficient manner.

Figure 10: iHuman Pinyin app and key features
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iHuman Pinyin offers over 100 interactive games. The interactive games drive children's
engagement and enable them to conduct self-directed learning in an efficient manner.
The Company uses proprietary voice assessment engine to help children learn and
practice the correct Pinyin pronunciation effectively. Al technology is deployed in our
voice recognition engine tailored to recognize the phonetics of young children and help
correct their pronunciations

4) iHuman Magic Math (i & # %)
iHuman Magic Math cultivates and improves young children's mathematical thinking skills
through a gamified learning process immersed in a magical environment.

Figure 11: iHuman Magic Math app and key features
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The Company has experienced mathematics teachers in the childhood education industry
developing a comprehensive age-based curriculum that covers lessons on numbers and
quantity, arithmetic, geometry and space, and mathematical thinking. Children may
choose to follow a systematic learning path of study, play, drill, assessment and testing.

The gamification designers have designed a virtual mathematics classroom enhanced
with gamified magical features, the Wizard's Workshop, that provides over 100 interactive
lessons curated to improve young children's mathematical thinking and skills.

5) iHuman Books (3t & X354 4)
iHuman Books offers story books for children in English and Chinese with original high-
quality illustrations. iHuman Books selects modern and classic stories based on
pedagogical principals. iHuman Books offers leveled reading materials to improve
children’'s literacy and reading skills.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 12: iHuman Books app and key features
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Leveraging the Company’s advanced animation technologies, iHuman Books provides
high-quality illustrations through interactive animations, creating an innovative AR reading
experience for children which enhances their reading interests.

6) iHuman Stories (B # ¥F)

iHuman Stories has a carefully curated selection of classic and popular bedtime stories
for young children. The stories are narrated in both Chinese and English to offer a
bilingual environment to young children. iHuman Stories employs advanced data analysis
technologies to recommend stories based on children's age and preferences.

Figure 13: iHuman Stories app and key features
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Learning materials and smart learning devices

The Company develops learning materials, including books, digital media, and teaching
tools for children. Its learning materials cover diverse subjects including literacy and
reading, English, STEM, Chinese learning, music, painting and physical education.

The Company offers smart learning devices including smart reading pens, building blocks
and learning consoles. The smart reading pens are designed to be used with the
Company's reading materials for children. When the reading pen is placed on a specific
sentence in the book, it will automatically read out the sentence.

Figure 14: Smart reading pen
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Source: Company data, CMBIS

The Company offers various sets of building blocks embedded with processing chips for
children to build robotic toys that help children to understand basic science concepts. The
building blocks stimulate children's hands-on capabilities and inspire their interests in
science through a playful learning experience.

The Company also provides learning consoles, such as learning cards for various
subjects. For example, learning cards illustrating Chinese characters and their use in
sentences and phrases for children to fully comprehend newly learnt characters.

Users and customers

The Company’s users are primarily children aged between three and eight, with parents
who seek quality childhood educational resources for their children. These parents are
generally of the young generation born in 1980s and 1990s, who are more tech savvy.

The Company’s average total MAUs grew from 1.4mn in 2018 to 3.7mn in 2019 and from
3.2mn in 1H19 to 9.3mn in 1H20. The number of paying users who paid subscriptions for
the premium content on the Company’s apps increased from 0.5mn in 2018 to 1.3mn in
2019, and increased from 0.6mn in 1H19 to 2.1mn in 1H20.

The Company intends to expand the demographic coverage of its learning apps to elder
children groups, particularly those aged between eight and twelve, in order to increase
user lifetime value.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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As of June 30, 2020, the Company has sold its learning materials and smart learning
devices to kindergartens and other education organizations covering approximately 380
cities in 30 provinces or municipalities in China.

Monetization

The Company mainly generates revenues from the subscription fees that users paid for
the premium content of its online learning apps, as well as the sales of learning materials
and smart learning devices to both individual users and education organizations.

The Company attracts users with free content on its learning apps and convert them into
paying users. For all learning apps, users can use beginner-level content for free but
would need to pay subscription fees to use premium content. The Company offers time-
based subscription packages for the premium content that range from one month to
twelve months for various learning apps.

For apps offered in China, one-month subscription packages are priced between RMB 18
and RMB 48, three-month subscription packages are priced between RMB 48 and RMB
68, and twelve-month subscription packages are priced between RMB 108 and RMB 348.
For apps offered overseas, the prices of subscription packages are generally higher.

The Company also offers content-based subscription packages on some of its products
such as iHuman Chinese and iHuman Books. Through such subscription, users can
select specific packages comprising premium content for an indefinite term, without
subscribing for time-based packages. The content-based subscription fees range from
RMB128 to RMB388.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10
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Competitive Advantages

Leading childhood edutainment company in China

According to F&S, the Company is a leading childhood edutainment company in China,
across each of the following metrics in the first half of 2020: 1) No. 1 in terms of paying
users among online childhood edutainment providers in China; and 2) No. 1 in terms of
MAUs among online childhood edutainment providers in China.

iHuman (" .2") is one of the most reputable brands in the childhood education industry
in China. Since the introduction of its first product Genesis (" 77 X k& #."), which was one of

the earliest computer-focused educational software in China, in 1996, Hongen Education
has enjoyed wide and long-lasting brand recognition among families and educators. The
brand has become the go-to choice for parents seeking quality childhood educational
resources.

The Company’s products have won accolades from leading mobile app stores, such as
Apple, Huawei and Tencent. In 2018, its apps were named as one of the Best Apps of the
Year ("4 & #5114 App") by the Apple App Store, and, in 2019, its apps were named as the

Premium Education App of the Year ("4 E# %2 % & JA") from Huawei AppGallery and
as the Best New App ("#7 4t f] %) by Tencent Appstore.

Proven product and content innovation capabilities

The Company’s business model is product-centric and innovation-driven. Compared with
the sales-driven business model, it takes pride in its long-standing focus on and
excellence in innovative product development and original content creation.

The Company has a proven track record of pioneering innovative and high-quality
product and service offerings. Its products cover literacy and reading, English,
mathematics and critical thinking, Chinese learning, music and painting. Individual users
and education organizations can access educational content through online learning apps,
teaching materials and courses (both physical and digital), teaching tools, audio books
and smart reading pens.

The Company’s industry-leading product innovation capabilities stem from its in-depth
know-how in content development and expertise in applying advanced technologies. It
currently has a talented R&D team of over 400 professionals.

The Company infuses its content with solid pedagogy and elements of fun. Its product
development personnel are organized into studios that function as creative hubs. Each
hub is staffed with dedicated teams of gamification designers and professional teachers.
This studio model allows the Company to replicate its success at scale, with consistent
high quality. The Company also selectively collaborates with leading global learning
content providers to jointly develop educational materials.

The Company also empowers its content with application of advanced technologies such
as game technologies, Al technologies, and big data analysis.

Game technologies. According to F&S, the Company was among the first in the
education sector in China to apply sophisticated game engines to the design of online
education products. Its proprietary game technologies enable its products to offer a
uniguely interactive and entertaining experience, inspiring children's learning interests
and driving their engagement. According to F&S, the Company is among the first movers

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 11
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in China to heavily apply 3D technology in the design of online learning apps, to deliver
more vivid images, better learning experience and cultivate the aesthetic sense of young
children.

Al technologies. Al technologies power various teaching and voice assessment tools
featured in the Company’s learning apps, which significantly improve learning
effectiveness for children. For example, it developed its Al-driven voice assessment
technology that is tailored to the phonetics of young children and that can tone up
incorrect pronunciations, which demands a significantly higher level of accuracy than the
voice recognition tools embedded in learning products commonly available on the market.

Big data analysis. Leveraging advanced big data algorithms and massive user base, the
Company is able to consistently and effectively upgrade its products and improve its

intelligent content recommendation for users, thus continually enhancing user experience.

Integrated suite of online and offline products and services

The Company offers users an integrated suite of childhood edutainment products and
services that cover children's educational needs in both online and offline scenarios and
capture both block and fragmented use time, thereby maximizing monetization potential.

The integrated nature of its product and service creates significant synergies across
various aspects of the Company’s business operations. In terms of content development,
such strategy allows overall product planning and resources allocation for both online and
offline businesses. The integrated product strategy also allows packaged products for
similar group of users. In terms of sales and marketing, such strategy organically directs
user traffic between online and offline businesses, whereby effectively leverages offline
sales network to promote online products.

Scalable business model with highly popular product and service
offerings

The Company's business model has effectively lowered its marginal R&D costs, allowing
it to invest in new content, technology and products in a scalable manner. The extensive
user traffic further deepens its data insights, improving operational efficiencies and user
experience.

The Company has amassed a large user base mainly through word-of-mouth referrals
among users. In 2019, it received the recognitions of being the Best Solution Provider in
the China Service Industry ("4 & ¥ B Jk %47 b & 4E & 2 7 %£"), according to the China
Association of Trade in Services, and of being the Star in Information Industry Innovative
Development ("4 F 4% & = L 4] # £ & 8A "), according to the China Information Industry
Trade Association. In the first half of 2020, iHuman Chinese was ranked top 1 of the
bestselling education apps category of the Apple App Store in China for 181 days among
iPad users, and for 79 days among iPhone users.

The Company adopted an integrated approach in growing and managing its product and
service offerings, which results in significant economies of scale and maximizing its
monetization potential. Such integrated approach has effectively lowered marginal R&D
costs, allowing the Company to invest in new edutainment content, technology and
products in a scalable manner.

The Company’s core technology and content development capabilities support the full
range of its product and service offerings, and the extensive user traffic further deepens
its data insights, improving operational efficiencies and user experience.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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The Company has built a powerful and centralized reservoir of know-how spanning
across fields such as gamification, Al technology, art design and product development
that can be widely applied to the rapid development of new products and services.

The Company’s various studios can easily overlay their pedagogic insights, subject
matter knowledge and creative process onto central platform to create new units of
learning content that can be deployed and replicated at scale.

Visionary and experienced management team

The Company has a visionary management team with a proven track record of
entrepreneurial success, as well as decades-long passion for education and innovation.

Mr. Michael Yufeng Chi, the founder and chairman as well as the founder and chairman
of the Perfect World Group, is a pioneer and renowned businessman with over 25 years
of experience and profound industry insights. Mr. Chi also established the Perfect World
Group in 2004, a leading global entertainment company focusing on content creation and
technology.

Mr. Peng Dai, the Company’s CEO, has extensive experience in technology, operations
and strategy, having served in leadership positions of both multinational conglomerate
and international management consulting firm, such as Lenovo and Boston Consulting
Group. Other members of senior management team also have rich and complementary
experiences.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 13
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Industry Overview

China's childhood education market

According to F&S, China's childhood education market refers to education provided to
children aged between 0 and 12 years old. The market consists of formal childhood
education and non-formal childhood education, also known as complementary childhood
education.

Formal childhood education refers to education at kindergartens and primary schools.
Complementary childhood education consists of both classroom-based education
provided by offline pre-kindergartens and after-school learning centers, as well as
content-based education delivered through online courses, online learning products,
offline learning products and smart learning devices.

Figure 15. China's childhood education market Figure 16: Revenue of C

hina's complementary
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Driven by large and stable children population, higher disposable income and increasing
focus on education, and fierce competition for admission into top schools, total revenue of
China's complementary childhood education market has grown rapidly from RMB
420.6bn in 2015 to RMB 780.2bn in 2019, representing a CAGR of 16.7%, and is
expected to further increase to RMB 1,337.7bn in 2024, representing a CAGR of 11.4%.

Total revenue of China's complementary childhood education market is expected to
decrease to RMB 592.5bn in 2020, primarily due to the COVID-19 outbreak, which
caused many after-school learning centers to remain closed for an extended period.
Growth is expected to resume in 2021.

China's content-based complementary childhood education market

China's content-based complementary childhood education, which delivers childhood
education via online courses, online learning products, offline learning products and
smart learning devices, has emerged as an increasingly popular approach to address the
demand for flexible and interactive learning experience for childhood education.

The consumption of content-based complementary childhood education generally has the
characteristics of high intensity, high frequency and diversified needs in terms of
channels, content and formats.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 17: Revenue of China's content-based
complementary childhood education market to grow at
32.8% CAGR from 2019 to 2024
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Driven by continuous economic development and urbanization, fierce competition to gain
admission into top schools, prevalence of mobile internet, technological advancements
improving learning experience, and favorable government policies, total revenue of
China's content-based complementary childhood education market has grown rapidly
from RMB 25.4bn in 2015 to RMB 111.4bn in 2019, representing a CAGR of 44.7%, and
is expected to increase to RMB 460.9bn in 2024, representing a CAGR of 32.8%.

Due to the impact of the COVID-19 pandemic, kindergartens, primary schools and offline
learning centers in China were closed for most of the first half of 2020, which led to a
rapid increase in the demand for content-based complementary childhood education,
especially online courses and products. As students further migrate from offline to online,
it is expected that the penetration rate of China's content-based complementary
childhood education will continue to increase from 14.3% in 2019 to 34.5% in 2024.

China's childhood edutainment products market

Childhood edutainment products refer to educational products providing content with
interactive entertainment features, which inspire children's learning interests and drive
their engagement. The products primarily consist of:

Online edutainment products: are edutainment resources enabled by Al-oriented
content or mobile apps, mini programs, or software that integrate cartoons, games, songs,
and other features with education.

Offline edutainment products: are edutainment materials such as story books, picture
books, drawing books, audio books and knowledge cards.

Smart edutainment devices: are learning devices designed for edutainment purpose,
such as reading pens, storytellers.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 15
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Figure 18: China's childhood edutainment products Figure 19: Paying users of China's online childhood
market to grow at 28.7% CAGR from 2019 to 2024 edutainment products market to grow at 19.6%
CAGR from 2019 to 2024
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Total revenue of China's childhood edutainment products market has grown from RMB
9.9bn in 2015 to RMB 36.9bn in 2019, representing a CAGR of 38.9%, and is expected to
further increase to RMB 130.1bn in 2024, representing a CAGR of 28.7%. The
penetration rate has also increased from 48.2% in 2015 to 69.1% in 2019, and is
expected to further increase to 80.8% in 2024.

Number of paying users of China's online childhood edutainment products market has
increased rapidly from 6.0mn in 2015 to 45.0mn in 2019, representing a CAGR of 65.4%,
and is expected to further increase to 110.3mn in 2024, representing a CAGR of 19.6%.

China's integrated online-and-offline childhood edutainment products market is highly
fragmented, with the top three players having only 1.6% of the market share in 2019.
China'’s online childhood edutainment products market is also highly fragmented, with the
top five players having 7.6% market share in 2019. Major online childhood edutainment
products providers primarily offer interactive learning apps, most of which are Al-cartoon
based online products.

Figure 20: Competitive landscape of China's childhood edutainment products

Key products

market

Company World Pinyin and 3D function | Alfunction |Gamification | Interactivity
recognition : spelling
v v v v v v v v High High

“ihuman §

Company A X X X v X X X v Low Low
Company B v v X X v v X X Medium Low
Company C X X X X X v X v High High
Company D v v X X v v X X High High
Company E v v X X X v X X High Medium

Source: F&S, Company data, CMBIS
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Financial analysis

3Q20 results highlight

Total revenue jumped 141% YoY to RMB157mn in 3Q20, led by 309% growth of learning
services revenue to RMB121mn. In 3Q20, average total MAU increased 187% to YoY
11.1mn. Number of paying users surged 164% YoY to 1.37mn. Learning services
revenue reported 27% QoQ growth in 3Q20, led by price hikes in APPs and 1% QoQ
growth of paying users.

GPM widened 4.6ppt to 68.5% led by increased revenue mix of learning services, which
have higher GPM than learning materials. EBIT margin expanded 4.9ppt to 8.6%. While
R&D expenses ratio narrowed 4.9ppt to 35.6%, selling expenses ratio and administrative
expenses ratio increased 2.8ppt and 1.8ppt to 14.5% and 9.8%, respectively. The
Company strengthened marketing efforts to push user growth and increased spending in
professional fees. NP soared 303% to RMB11mn.

Figure 21: 27% QoQ learning services - APP revenue
growth in 3Q20
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Figure 22: 3Q20 YoY revenue growth led by APP Figure 23: Paying users of APP jumped 174% YoY in

revenue 30Q20
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Figure 24: Operating expenses jumped as the

Company is expanding its businesses

Figure 25: R&D expense ratio declined YoY in
3Q20 on operating leverage
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Revenue to grow by 92% CAGR from FY20E to FY22E

We think there are four growth drivers of revenue in FY20-22E: (1) Online APP:
Continuing growth of paying users and higher ARPU from price hike and product
upgrades; (2) a new APP regarding cooperation with a renowned global publisher to be
launched in 1H21E; (3) online education courses to be launched in 1H21E; and (4)
continuing growth of learning materials and devices segment.

Though we forecast a strong growth of revenue, we expect the Company to increase
investment in selling expenses to promote its APPs and new businesses to gain market
share in the fragmented market. We estimate adj. NP to increase at 51% CAGR from
RMB15mn in FY20E to RMB35mn in FY22E.

Figure 26: 92% revenue CAGR in FY20-22E led by Figure 27: Maintaining profitable while achieving

APP and online courses

strong revenue growth
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Figure 22: Most of increased gross profit will be
spent on growing the business
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Figure 23: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
FY21E FY20E FY21E FY21E
Revenue 511 1,063 1,890 482 1,133 1,973 6% -6% -4%
Gross Profit 349 699 1,238 na na na na na na
Operating Profit (58) 15 6 (78) (40) (41) -26% -139% -114%
Adj. Net Profit 15 28 35 24 31 37 -35% -9% -4%
Gross Margin 68.4% 65.7% 65.5% na na na na na na
Operating Margin -11.3% 1.4% 0.3% -16.2% -3.5% -2.1% +4.9ppt +4.9ppt +2.4ppt
Adj. Net Margin 3.0% 2.7% 1.9% 4.9% 2.8% 1.8% -1.9ppt -0.1ppt +0.1ppt
Source: Bloomberg estimates, CMBIS estimates
19
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Valuation
Initiate at Buy with TP of US$26.08

We compare the Company to other online education companies such as TAL, Koolearn,
GSX and Youdao to derive its valuation, because its closest online APP peers like Kaishu,
Maitian, Wukong etc are unlisted companies.

TAL, GSX and Koolearn are K12 after school tutoring services providers. TAL is the
largest player with both online and offline exposure. GSX and Koolearn focus on online
courses. Youdao provides learning content, applications and solutions to users of all ages.
Its K12 online course has become the fastest growth driver and the major business
segment in 2020.

Driven by strong growth of online APP segment and the launch of online course in 1H21E,
we estimate the Company to deliver 92% revenue CAGR from FY20-22E. Such growth
rate is stronger than peers’ average of 57%.

In terms of revenue, TAL is the biggest among online peers with its RMB28.4bn revenue
in financial year ended 28 Feb 2021E. GSX ranks second followed by Youdao. Koolearn
is estimated to record 63% revenue growth to RMB1.7bn in financial year ended 31 May
2021E. iHuman is the smallest one but it could achieve 134% revenue growth in FY20E.

Figure 30: The Company’s revenue is the least among Figure 31: The Company’s 92% revenue CAGR in

peers in FY20E FY20-22E is the strongest among peers
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In terms of GPM, GSX is the highest among online peers with 77% in FY20E due to its
large scale online large class business. iHuman ranked second because of its high GPM
online APP business (74.0% in FY20E). TAL’s 54% GPM ranks the third and is higher
than Youdao’s 46%. Youdao’s online marketing business contributed 35% of revenue in
FY19 and this segment's GPM was low at 31%. Koolearn has the lowest GPM because
its online K12 education segment was still at gross loss in the previous financial year.

In terms of adjusted NPM, TAL is estimated to achieve 7.7% NPM in financial year ended
28 Feb 2021. We estimate iHuman to have 3.0% NPM in FY20E. GSX, Koolearn and
Youdao will have net loss because of intensifying competition (advertisement in drawing
traffic) in online K12 education segment.
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Figure 32: The Company’s GPM in FY20E is ranked Figure 33: We expect the Company could be

second among peers profitable in FY20E
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The sector trades at 6.5x weighted average FY21E P/S. The Company is a leader in fast-
growing online edutainment segment, which is less competitive than online K12
education. Its adjusted NPM ranks second among peers. Given its strong revenue growth
outlook (92% CAGR in FY20-22E vs peers’ average of 57%), we think the Company is
deserved to trade at a premium P/S valuation to peers. We set our TP at US$26.08,
based on 8.5x FY21E P/S, which is at 30% premium on peers’ weighted average of 6.5x.

Figure 34: Peers valuation table

Mkt Cap P/E (x) P/S (x) ] owth (%) Revenue growth (%) Revenue
Ticker Rating (US$ m) FY2 FY3 FY2 FY3 FY2 FY3 FY1 FY2 FY3 FY1-3 CAGR

Online education services providers

iHuman iHUS Buy 1,127 21.15 Dec-19 502.4 259.2 213.8 15.1 6.9 3.9 na 84 21 134 108 78 92%
TAL Education TALUS NR 41,357 68.89 Feb-20 128.3 61.7 35.2 9.5 6.6 4.8 5,270 108 75 29 44 38 41%
Koolearn 1797 HK  NR 3,256 26.85 May-20 na na na 12.8 7.5 4.8 8 (31) (71) 63 60 57 59%
GSX GSXUS NR 12,663 53.06 Dec-19 na na 333.3 124 6.5 4.4 (148) (34) (139) 233 79 47 62%
Youdao DAO US NR 2,888 2584 Dec-19 na na na 63 32 21 (68 (10) (53) 141 84 52 67%
Average 128.3 61.7 184.3 10.3 6.0 4.0 1,266 8 47) 117 67 49 57%
Weighted average 128.3 61.7 105.1 10.1 6.5 4.6

K12 after school tutoring services providers

New Oriental Education EDUUS NR 28,711 170.00 May-20 46.0 32.9 249 6.9 5.2 4.1 22 40 32 17 32 26 29%
New Oriental Education 9901 HK NR 28,931 1328.00 May-20 48.2 36.4 28.6 6.6 5.0 4.1 31 32 27 22 32 23 27%
Koolearn 1797 HK  NR 3,256 26.85 May-20 na na na 128 7.5 4.8 8 @31 (71 63 60 57 59%
TAL Education TALUS NR 41,357 68.89 Feb-20 128.3 61.7 352 9.5 6.6 48 5,270 108 75 29 44 38 41%
GSX GSXUS NR 12,663 53.06 Dec-19 na na 3333 124 65 4.4 (148) (34) (139) 233 79 47 62%
Onesmart Education ONE US NR 586 3.64 Aug-19 na 17.9 9.7 1.2 0.8 0.7 (246) na 84 (15) 38 20 29%
Scholar Education 1769 HK NR 950 13.26 Dec-19 36.7 249 183 7.1 4.7 3.4 11 48 36 29 43 37 40%
Beststudy Education 3978 HK  Buy 309 2.82 Dec-19 14.9 9.6 7.7 1.2 0.9 0.7 (14) 55 25 (2) 30 20 25%
Average 54.8 30.6 654 7.2 4.7 3.4 617 31 9 47 45 33 39%
Weighted average 80.4 404 638 85 5.8 4.4

Non-formal vocational education services provider

China East Education 667 HK  Buy 4,703 16.62 Dec-19 56.3 274 229 9.1 6.4 55 (36) 106 19 9) 35 15 24%
K12 education services providers

Tianli Education 1773 HK NR 2,074 7.75 Dec-19 354 259 186 11.7 7.8 5.8 47 37 40 34 41 34 37%
Wisdom Education 6068 HK  Buy 1,101 3.92 Aug-19 13.8 120 10.3 4.3 3.0 2.6 46 16 16 7 31 16 23%
Maple Leaf 1317 HK NR 796 2.06 Aug-19 8.4 7.3 6.6 3.6 2.4 2.2 (6) 15 10 3) 39 11 24%
Virscend Education 1565 HK NR 932 2.34 Dec-19 16.5 11.8 9.0 3.6 2.7 2.2 ) 39 32 21 25 21 23%
Bright Scholar BEDU US NR 722 6.00 Aug-19 145 11.8 9.1 1.5 1.2 1.0 (13) 52 29 31 15 17 16%
Average 17.7 13.7 10.7 4.9 3.4 2.8 13 32 25 18 30 20 25%
Weighted average 215 164 125 6.4 4.4 3.5

Higher Education services providers

China Education 839 HK NR 4,183 15.08 Aug-19 28.1 20.8 169 10.8 7.3 6.1 32 26 23 37 39 19 29%
Yuhua Education 6169 HK NR 2,925 6.79 Aug-19 21.6 15.0 13.0 8.4 6.9 6.2 28 22 15 41 14 10 12%
Hope Education 1765 HK  Buy 2,006 2.15 Aug-19 233 16.0 12.2 8.9 5.3 4.2 na 46 31 na 57 25 40%
Kepei Education 1890 HK  NR 1,308 5.03 Dec-19 14.0 11.0 9.5 10.0 6.9 6.0 33 27 16 26 37 16 26%
Cahtay Media 1981 HK NR 1,199 5.60 Dec-19 25.7 17.3 13.8 104 6.9 5.6 ) 49 25 7 42 22 32%
Edvantage 382 HK NR 1,109 8.44 Aug-19 245 17.7 13.0 9.6 6.5 5.0 0] 32 36 14 39 30 34%
New Higher Education 2001 HK NR 978 478 Dec-19 na 10.6 7.8 na na na na na 37 na na na na
Minsheng Education 1569 HK  NR 582 1.07 Dec-19 10.8 7.4 6.7 3.5 2.8 2.6 (14) 46 9 16 14 10 12%
Xinhua Education 2779 HK  Buy 506 2.44 Dec-19 10.3 9.2 8.5 7.0 5.7 5.2 13 12 9 14 16 9 13%
Huali University 1756 HK  NR 429 2.77 Aug-19 9.2 6.7 5.5 3.9 3.0 2.6 41 17 23 13 21 18 19%
Neusoft Education 9616 HK  NR 418 4.86 Dec-19 15.7 11.8 9.3 2.2 1.7 1.4 na 33 26 21 23 19 21%
Average 17.6 13.1 10.6 7.5 5.3 4.5 16 31 23 21 30 18 24%
Weighted average 222 157 127 9.0 6.3 5.3

Source: Bloomberg estimates, CMBIS estimates
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E
Revenue 132 219 511 1,063 1,890 Pprofit before tax (18)  (276) (65) 7 3
Learning services 22 107 421 928 1,730 Share-based compensation 0 271 80 21 38
Learning materials 110 111 90 135 160 D&A 0 1 7 6 7
Cost of sales (66) (84)  (162)  (364)  (652) cChange in working capital 13 47 18 694 282
Gross profit 66 134 349 699 1,238 Others 0 0 (6) (6) (7
Net cash fr. operating act. (5) 43 34 722 317
R&D expenses (52)  (170)  (199)  (330)  (472)
Selling expenses (22) (54) (79)  (255)  (614) capex 1) (@3] 4) (3) (3)
Administrative expenses (14)  (189)  (129) (99)  (146) Interest received 0 0 1 5 7
EBIT (22)  (279) (58) 15 6 Net cash fr. investing act. 1) 2 2 2 4
Finance income, net 0 0 (3) 1 3 Equity raised 0 123 648 0 0
Other income, net 6 5 1 1 1 Interest paid 0 0 4) 4 4)
Profit before tax (16)  (274) (59) 17 9 Distribution to Hongen (11) (3) 0 0 0
Income tax 2 (1) (5) (10) (12) others 21 (62) (2 ) (2
Net profit (18)  (276) (65) 7 (3) Net cash fr. financing act. 10 59 643 (5) (5)
Adj. net profit (18) (5) 15 28 35
Net change in cash 99 675 719 316
Cash at the beginning of the year 6 105 780 1,499

Exchange difference
Cash at the end of the year

o O u
o
o
o
o

105 780 1,499 1,814

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 1 5 29 33 34 sales mix (%)
PPE 1 2 5 7 8  Leaming services 167 491 824 873 915
ROU assets 0 0 13 15 15 Learning materials 83.3 50.9 17.6 12.7 8.5
Intangible assets 0 0 8 8 8 Total 100.0 100.0 100.0 100.0  100.0
Other non-current assets 0 3 3 3 3
P&L ratios (%)
Current assets 57 163 883 1,703 2,162  Gross margin 50.1 61.5 68.4 65.7 65.5
Inventories 30 21 17 25 30 EBIT margin (16.7) (127.5) (11.3) 14 0.3
Account receivables 14 20 47 98 174 Net margin (13.3) (126.0) (12.7) 0.7 (0.1)
Prepayments 8 17 39 81 144 Adj. net margin (13.3) (2.3) 3.0 2.7 1.9
Cash 6 105 780 1,499 1,814
Balance sheet ratios
Current liabilities 122 183 256 1,050 1,474 Current ratio (x) 0.5 0.9 3.4 1.6 1.5
Account payables 13 10 20 45 80  Quick ratio (x) 0.2 0.8 34 1.6 1.4
Deferred revenue 28 72 142 850 1,119 A/C receivables days NA 28 24 25 26
Other payables 81 101 89 150 270 AIC payables days NA 51 34 32 35
Others 0 0 5 5 5 Inventory turnover days NA 109 42 21 15
Net cash (RMB mn) 6 105 780 1,499 1,814
Non-current liabilities 0 0 6 8 9
Operating leases 0 0 6 8 9 Returns (%)
Adj. ROAE NA NA 4.8 4.3 5.0
Total net assets (64) (14) 649 678 713 Adj. ROAA NA (4.5) 2.8 2.2 1.8
Shareholders' equity (64) (14) 649 678 713
Per share
Adj. EPADS (RMB) NA NA 0.29 0.53 0.64
DPADS (RMB) 0.00 0.00 0.00 0.00 0.00
BVPADS (RMB) NA NA 12.18 12.52 12.98

Source: Company data, CMBIS estimates
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