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China East Education announced positive profit alert for 2025: The adjusted net profit attributable to the company
in 2025 is expected to be no less than 46% but no higher than 51%, meaning the adjusted net profit will range
between RMB 767 million and RMB 793 million. In 2025, the company’s new student enroliments increased by 6%
year-on-year, driving revenue growth to accelerate to 12%, reaching RMB 4.61 billion. The positive profit alert is in
line with our expectations.

Booming vocational skills training sector spurs enrollment growth: The mismatch between the slow expansion
of university admissions and the rapid expansion of high school admissions has led to a continuous increase in the
number of students who fail the college entrance examination. We anticipate that the vocational skills training market
for high school graduates will continue booming. Driven by the sustained expansion of high school admissions from
2021 to 2024, the number of high school graduates increased by 2.6 million during this period, with total graduates
rising from 11.96 million in 2021 to 14.55 million in 2024. However, university admissions stagnated during the same
period, increasing by only 320,000 over the four years (from 10.36 million in 2021 to 10.69 million in 2024). We
expect the number of students who fail the college entrance examination to increase from 1.19 million in 2021 to
3.86 million in 2024. The growing number of high school graduates entering the labor market will boost the vocational
skills training sector. The company has seized this trend by launching long-term courses of approximately 15 months,
driving new enrollments in its 1-2 year programs to approximately 25,800, a year-on-year increase of over 81.1%,
thereby pushing the total new enroliment growth rate up to 6%, an improvement of 12.1 percentage points compared
to 2024. Currently, over 25,800 new students trained by China East Education is still far below the nearly 4 million
students who fail the college entrance examination, indicating significant growth potential for eligible enroliments.
The company’s spring enroliment for 2026 is expected to continue showing strong growth momentum both in new
enrollments and tuition revenue.

Operation efficiency gains continued: We expect the company to continue its operation efficiency improvement
since 2024 by coordinating enroliments across schools to improve capacity utilization. At the same time, it will
optimize marketing expense. The company currently has no plans to expand the number of schools for majors other
than Omanti Beauty. It aims to increase campus utilization through enrolliment growth. Driven by these measures,
we expect the company’s gross profit margin in 2025 to increase by 5.2 percentage points year-on-year to 56.5%.
Given the large number of high school graduates needs vocational training, student recruitment costs is expected
to decline, helping the company to optimize marketing expenses. The marketing expense ratio is projected to
decrease by 2.5 percentage points year-on-year to 21.2% in 2025, continuing the downward trend from last year.
The company is also optimizing management efficiency, with the management expense ratio expected to be 11.2%
in 2025, down 1.1 percentage points year-on-year. As a result, the adjusted net profit margin is expected to increase
by 4.4 percentage points year-on-year to 17.2%.

Slowdown of capital expenditure improve the visibility of dividend yield: After its listing, the company initiated
a vocational education center construction plan, building campuses in key regions to consolidate multiple training
categories in one location and enhance operating leverage. Currently, five out of six vocational education centers
were completed between 2023 and 2025, with only the Nanchang, Jiangxi center set to begin construction in 2026.
We expect capital expenditure in 2025 to be approximately RMB 660 million, a year-on-year decrease of 33.6%.
Given the company’s historical high dividend payout ratio, we believe that after the capital expenditure declines, if
the dividend payout ratio from 2024 is maintained (the company paid total dividend of RMB464 million in 2024, with
a payout ratio of 88%), the dividend yield could reach 5.6%.

Maintain Buy rating. Benefiting from sustained growth in enroliments, continued improvement in capacity utilization,
and operational efficiency, we raise our revenue forecasts for 2025-2027 to RMB 4.61 billion, RMB 5.24 billion, and
RMB 6.01 billion (previously forecasted as RMB 4.51 billion, RMB 4.96 billion, and RMB 5.65 billion) and adjusted
net profit to RMB 793 million, RMB 1 billion, and RMB 1.24 billion (previously forecasted as RMB 792 million, RMB
976 million, and RMB 1.211 billion). We have raised the target price to HKD 12.89 and maintain a Buy rating for the
company.

Risks. Student enrolliment falls short of expectations; application for degree-granting accreditation fails to meet
expectations.
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