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. BUY
Rating (Reiterate)
Current price Rmb 21.40
Total equity 6,167mn
Shares o/s 667mn
52W high/low  Rmb 23.15/10.88
LTM absolute gain 79.53%

We estimate the Company’s diluted EPS in 2020-22E will be
Rmb0.40/0.53/0.66. As a leader in vocational education, OFFCN EDU will
fully benefit from the rapid growth of the industry, based on its
accumulated advantage. We reiterate the “BUY” rating and expected
solid growth of the Company.

I Economies of scale achieved; steady R&D investment
In 2019, the Company achieved revenue of Rmb9.18 bn /+47.1% YoY (same
below), gross profit margin of 58.5% /-0.6pct, and attributable net profit of Rmb
1.8 bn /+56.5%. The rapid growth of revenue was supported by fast expansion
in multiple businesses and the strong economies of scale: In 2019, G&A
expense ratio was 12%/-2pcts, and sales expense ratio was 16.2%/-1.5pcts.
Its R&D expense ratio was 7.6% in 2019, a slight increase from 7.3% a year
ago. The number of R&D personnel reached 2,051/+51.9%, which verified the
underlying logic of its enhanced involvement in the teaching and research
background, informational operation and intelligence level.

I Abundant cash, strong growth of advances from customers and high
dividend ratio
By the end of 2019, OFFCN EDU had cash of Rmb 2.72bn and tradable
financial assets of Rmb 1.75bn (mostly wealth management products).
Advances from customers were up to Rmb 2.63bn /+37%. Considering the
end of a year is usually the peak season for national examination, we estimate
that most of advances from customers were tuitions of national examination
training, which provides reference for the growth trend of trainings related to
national examination. A cash dividend of Rmb2.40 will be distributed for every
10 shares to all shareholders, with a total of Rbm1.48bn.

I Growth of public recruitment test training exceeded expectation and
online training also expanded rapidly
In 2019, the revenue from face-to-face training was Rmb 8.08bn, with 1.51
million student orders and unit price increasing by 9.5%. Revenue from online
training was Rmb 1.03bn /+133%, with 1.779 million student orders and unit
price increasing by 46%. In terms of specific business line, revenue from civil
servant test training was Rmb 4.17bn /+30% with student orders increasing by
27.09%, which was beyond market expectation, and unit price increased by
2.3%; Revenue from public institution test training was Rmb 1.4bn /+58% with
student orders increasing 43.6% and unit price increased by 10.3%; Revenue
from teachers’ recruitment test training was Rmb 1.93bn /+60.9% with student
orders increasing by 52.9% and unit price increasing by 5.2%; Revenue from
other public service training was Rmb 1.61bn /+74.9% and revenue growth
rate of graduate school entrance examination and IT training were 100% and
300% respectively. We believe that fast growth of each business was brought
by sound operation of offline branches and penetration to the low-tier regional
market. By the end of 2019, OFFCN operated in more than 1,000 branches
across the country, covering more than 300 prefecture cities, and is rapidly
expanding into counties and universities. Expansion based on precise target

_ customers will deepen its penetration and help it realize sustainable growth.
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I Potential risks
Change of policy in recruitment examinations of civil servants, institutions and
teachers; decreasing demand for civil servants, institutions and teachers; increasing
competition among the industry; and stagnation in short-term teaching activities
caused by the coronavirus outbreak.

I Investment recommendation
We slightly adjust our diluted EPS estimates in 2020-21E to Rmb 0.40/0.53, from
the previous Rmb 0.39/0.49 and add diluted EPS estimate of Rmb 0.66 in 2022E.
The vocational education industry has received remarkable growth and OFFCN
EDU will fully benefit as an industrial leader, so we expect solid growth of the
Company and reiterate the “BUY” rating.

Item/Year 2018 2019 2020E 2021E 2022E
Operating revenue (Rmb mn) 6237 9176 12842 17187 22579
Operating revenue growth -6.4 47.1 39.9 33.8 314
Net profit (Rmb mn) 1153 1805 2456 3258 4045
Net profit growth 1469.4 56.5 36.1 32,6 24.2
Basic EPS (Rmb) 0.19 0.29 0.40 0.53 0.66
Gross profit margin 59.1 58.5 58.7 57.9 57.0
ROE 39.0 52.6 57.9 62.4 62.9
PE (X) 114 73 54 41 33
Source: Wind, CITICS Research forecast Note: Closing price as of 9 March 2020
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Income Statement (Rmb mn) Balance Sheet (Rmb mn)
Indicator 2018 2019 2020E 2021E 2022E Indicator 2018 2019  2020E 2021E 2022E
Operating revenue 6,237 9176 12842 17,187 22,579 ggj\‘, aalfejgtg%h 649 2724 3412 3568 5626
Operating cost 2552 3813 5303 7,241 9707 | ventories 0 0 0 0 0
Gross profit margin 59.08% 58.45% 58.70% 57.87% 57.01% accounts receivable 7 3 12 1 1
Business taxes & surcharges 27 57 0 0 0 Other current assets 2414 2100 980 1,004 1078
Selling expenses 1102 1483 2119 2836 3726 (yrentassets 3070 4836 4405 4608 6725
Operating expense ratio 1767% 16.16% 16.50% 16.50% 16.50% Fixeqd assets 699 672 1194 169 2177
Administrative expenses 1328 1796 2,633 3,523 4742 |ong-term equity 0 0 0 0 0
Adminisirative expense ratio 2130% 19.58% 2050% 2050% 2100% :”VeS‘f”T”ts
Financial expenses 3 204 10 45 38 (;l:ngib e atssets 204 198 198 198 198
o . er long-term
Financial expense ratio 0.04% 223% 085% 026% 0.7% assets 3220 4255 4% 4212 4279
Investment income 110 259 218 292 384  Non-current assets 4132 5,124 5,655 6,165 6,653
Operating profit 1,340 2091 2896 3,834 4750 Totalassets 7,202 9,961 10,060 10,772 137378
Operating profit margin 21.48% 22.78% 2255% 2231% 21.04% Eg‘ﬁg‘m}fr{g‘s 1607 2867 1500 0 0
Non-operating revenue 1 0 8 1 13 Accounts payable 0 236 0 0 0
Non-operating expenses 1 1 14 12 5  Other current 2544 3319 4.209 5444 6.836
) liabilities ' ’ ’ ’ '

Total profit 1,339 2,089 2890 3,833 4,759 _—

Current liabilities 4,151 6,422 5,709 5,444 6,836
Income tax 187 285 433 575 714

Long-term 0 0 0 0 0
Income tax rate 13.94% 1363% 15.00% 15.00% 15.00% borrowings
Minority shareholders’ profit 0 0 0 0 0 %L‘i?i;igng"efm 97 107 107 107 107
fhotproft ttoutable o shareholders of 4 153 105 2456 3258 4045 Noncurentlabiites o7 107 107 107 107
Net profit margin 18.48% 19.67% 19.13% 18.96% 17.929 IotalLiabilities 4248 6529 5816 5551 6943

Share capital 104 104 104 104 104

Capital reserve 1,145 1,199 1,199 1,199 1,199

Total equity 2954 3432 4244 5202 6435

attributable to owners

of the parent

Minority interests 0 0 0 0 0

Totalliabilitiesand 7507 9961 10060 10772 13378

shareholders' equity
Cash Flow Statement (Rmb mn)
Indicator 2018 2019 2020E 2021E 2022E Major financial indicators
Depreciation & amortization 84 162 79 101 122 0 :

perating revenue

Change in working capital 169 620 609 1,187 1332 growth 64 471 399 338 314
Other cash flow from operating Operating profit
actiiica 30 -3 210 270 384 ol 12471 560 385 324 239
Total cash flow from operating activites 1,408 2,474 2,935 4,276 5116  Net profit growth 1469.4 56.5 36.1 32,6 24.2
Capex 871 720 -610 -610 610 ,

Gross profit margin 1 . 7 7. 7.
Investment income 4 259 218 292 384 P ) k % %85 %8 379 370
Asset Sale 601 0 0 0 0 EBIT Margin 19.7 221 21.7 20.9 19.5
Other cash flow from investing activities -2,094 330 1,000 0 0 EBITDA Margin 210 239 223 215 20.0
Total cash flow from investing activities -2,360 -131 608 -318 226 Net profit margin 185 19.7 19.1 19.0 179
Stock issuance 0 0 0 0 0 ROE 390 56 579 604 629
Change in liabilities 0 1260 -1,367 -1,500 0 ' ' ’ ' ’
Dividend paid 0 152 -1480 -2281 -2832 ROA 16.0 18.1 244 302 302
Other cash flow from financing activities 1,412 -2 -8 22 0 Debt-to-asset ratio 59.0 655 578 515 519
Total cash flow from financing activites 1,412 -267  -2855  -3803  -2.832  |ome tax rate 13.9 136 15.0 15.0 15.0
Net increase in cash and cash 460 2,076 688 156 2,058 _ ' ' ' ' '
equivalents Dividend payoutratio 0.0 0.0 60.3 70.0 70.0
Source: Company announcement, CITICS Research forecast
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Rating standard for Investment Recommendations Ratings Description
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are divided into stock rating and sector rating (unless stated otherwise).

Rating standard is based on the performance relative to the marketin 6to .\ | OVERWEIGHT Increase relative to market representative index between 5% and 20%
12 months from the report distribution date, i.e. Performance of company _

stock price (or sector index) over the 6-to-12-month period from distribution ratings HOLD Increase relative to market representative index between -10% and 5%
date is benchmarked against the change in market representative index
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market making) is the benchmark index for the NEEQ board; MSCI-China i .
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Index or Standard & Poor’s 500 Index serves as the benchmark index for ratings
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the benchmark index for South Korea market.

Other Disclosures

This research report has been prepared by CITIC Securities Company Limited (“CS”) or an affiliate thereof. CS, its affiliates, branches and associates (excluding
CLSA group of companies for the purpose of this research report disclaimer) are herein referred to as “CITIC Securities”.

Legal Entities Disclosures

This material is issued and distributed in the People’s Republic of China (excluding Hong Kong, Macau and Taiwan) through CS (Securities Business License
Number Z20374000) which is regulated by the China Securities and Regulatory Commission. This material is distributed on behalf of CITIC Securities in China Hong
Kong by CLSA Limited; in China Taiwan by CL Securities Taiwan Co., Ltd; in Australia by CLSA Australia Pty Ltd; in United States by CLSA group of companies
(excluding CLSA Americas, LLC (“CLSA Americas”));in Singapore by CLSA Singapore Pte Ltd.(Company Registration No.: 198703750W);in the EU and United
Kingdom by CLSA Europe BV or CLSA (UK);in India by CLSA India Private Limited, (Address: 8/F, Dalamal House, Nariman Point, Mumbai 400021. Tel No:
+91-22-66505050. Fax No: +91-22-22840271; CIN: U67120MH1994PLC083118; SEBI Registration No: INZ000001735 as Stock Broker, INM000010619 as
Merchant Banker and INHO00001113 as Research Analyst);in Indonesia by PT CLSA Sekuritas Indonesia; in Japan by CLSA Securities Japan Co., Ltd; in South
Korea by CLSA Securities Korea Ltd; in Malaysia by CLSA Securities Malaysia Sdn Bhd; in the Philippines by CLSA Philippines Inc. (a member of Philippine Stock
Exchange and Securities Investors Protection Fund); in Thailand by CLSA Securities (Thailand) Limited.

Jurisdiction Specific Disclosures

China: Business scope of CS includes securities investment advisory service, according to the securities business license issued by China Securities Regulatory
Commission.

United States: This research report has been produced in its entirety by CITIC Securities. This research report is distributed in the United States by CLSA group of
companies (excluding CLSA Americas) solely to persons who qualify as “major U.S. institutional investors” as defined in Rule 15a-6 under the Securities and
Exchange Act of 1934 and deal with CLSA Americas. However, the delivery of this research report to any person in the United States shall not be deemed a
recommendation to effect any transactions in the securities discussed herein or an endorsement of any opinion contained herein. Any recipient of this research report
from CITIC Securities and CLSA group of companies in the United States wishing to effect a transaction in any security mentioned herein should do so by contacting
CLSA Americas.

Singapore: This material is distributed in Singapore by CLSA Singapore Pte Ltd., a Capital Markets Services license holder to deal in securities and an exempt
financial adviser, solely to Institutional Investors, Accredited Investors or Expert Investors, as defined in s.4A(1) of the Securities and Futures Act. Pursuant to
Paragraphs 33, 34 and 35 of the Financial Advisers (Amendment) Regulations 2005 of the Financial Advisers Act (Cap 110) with regards to an institutional investor,
accredited investor, expert investor or Overseas Investor, sections 25, 27 and 36 of the Financial Adviser Act (Cap 110) shall not apply to CLSA Singapore Pte Ltd.
Please contact CLSA Singapore Pte Ltd.(telephone No.: +65 6416 7888) in connection with queries on the report. MCI (P) 086/12/2019.
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