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C1Q19:Regulation headwind past…BUY TAL and EDU 

● We expect tutoring demand to shift to TAL and EDU due to the shutdown of 
small institutions. We believe regulations are helping TAL and EDU by 
increasing the entrance barrier for K12 tutoring business;  

● We see EDU’s expansion strategy begin to have payoff as it continues to fill 
up learning centers. On the other hand, as TAL slows down its capacity 
expansion last year, we expect its non-GAAP operating margin will recover 
better than consensus expects this quarter; 

● Raise TAL and EDU’s TP from US$32 and US$82 to US$40 and US$100, 
respectively. Reiterate our BUY rating on TAL and EDU. 

Regulation is helping TAL and EDU 

As our publication on December 28, 2018, “Regulation nearing its end… BUY 
TAL and EDU” points out, regulations have paved the ground for big after school 
tutoring (AST) and both TAL and EDU will benefit from the regulations. Recent 
AST policy development in Sichuan province further confirmed our view. Sichuan 
government will start to control the number of teaching licenses, which make it 
more difficult for new AST institutions to enter this market.  

We expect TAL and EDU to post strong numbers  

Our F4Q19 and F3Q19 top line, operating profit, and net income estimates are 
1.6%, 6.7% and 4.5%; and 2.5%, 6.0% and 5.0%, respectively, versus the 
consensus for TAL and EDU. We expect TAL and EDU to issue F4Q19 and F3Q19 
top line guidance 1.9% and 1.6% higher than consensus. 

Slow expansion improves TAL’s margin 

As TAL slowed its learning center expansion in C2018, we expect its utilization to 
continue to increase, which leads to a margin recover. We estimate TAL will has a 
F4Q19 non-GAAP operating margin 0.8ppt higher than consensus due to this 
utilization improvement. 

Regulation impacted EDU less than our expectation 

We expect margin dragged down due to regulation is ~1%, less than ~1.5% we 
previously estimated. Therefore, we expect EDU will have a better non-GAAP 
operating margin performance in this quarter. We estimate EDU will have a F3Q19 
non-GAAP operating margin 0.4ppt higher than consensus. 

Key financial of stock mentioned    

 Revenues Non-GAAP op.profit Non-GAAP NI    

(US$mn) F2018A F2019E F2020E F2018A F2019E F2020E F2018A F2019E F2020E 
   

TAL 1,715   2,528 3,620 256 401 601 249 433 544 
   

EDU 2,319 3,089 4,391 304 354 483 337 403 506 
   

Source: Bloomberg, Blue Lotus (as of April 15, 2019)    
 

 

 

What has changed  

 To  From  

TAL Education US$40 US$32 

New Oriental Education US$100 US$82 

Source: Blue Lotus (as of April 15, 2019) 
 

 

Stocks mentioned 

Name  
BBG 
code Rating TP 

Curr. 
price 

Next yr 
PE 

TAL Education  TAL BUY US$40 37.0 42 

New Oriental 
Education  

EDU BUY US$100 90.1 29 

Source: Blue Lotus (as of April 15, 2019) 

 

Price performance and volume data 

 
Source: Bloomberg (as of April 15, 2019) 
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All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. 
Data is sourced from Bloomberg, Blue Lotus Capital Advisors Limited and subject companies. Consensus forward estimates are used in analysis. Past performance is not indicative of 
future results. Investors should consider this report as only a single factor in making their investment decision.  

http://data.blue-lotus.cn/sector%20update/Regulation%20nearing%20its%20end…BUY%20TAL%20and%20EDU.pdf
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TAL Education Group: Financial Summary 
Fiscal year ends-28-Feb 

Exhibit 1. Income statement 

USD (mn) FY2018A FY2019E FY2020E 
Company Description 

TAL, founded in 2003, is a leading K-12 after-school tutoring education 
company. Through F2Q19, it has covered 42 cities in China, with 594 
learning centers. Net revenue reached US$ 1.72bn in FY2018.We expect 
revenue to be US$ 2.53bn in FY2019. 

 

Industry View 

We expect China private in-school-teaching (IST) market to grow 26%, 
25%, and 23%, respectively, in 2018-2020, with private as total IST rising 
from 13.4% to 15.8%. We expect China’s after-school-tutoring (AST) 
market to grow 4%, 3.9% and 3.9%, and after-school-activities (ASA) 
market to grow 23%, 21%, and 19%, respectively, in 2018-2020, with 
ASA as total after-school sector rising from 16.7% to 21.6%. We estimate 
total IST sector to be Rmb3.1tn and ASA sector be Rmb1.1tn in 2018.  

 

Net Revenues 1,715  2,528  3,620  

Cost of Revenues (882) (1,177) (1,671) 

Gross profit 833  1,351  1,949  

Selling and Marketing (242) (480) (694) 

General and Administrative (386) (557) (796) 

SBC (47) (81) (136) 

Government Subsidies 5  7  7  

Income from operation 209  320  466  

Non-GAAP operating income 256  401  601  

Interest Income/Expense 23  47  38  

Other Income/expense 17  107  0  

Impairment Loss on LT Investment 1  (51) 0  

Earnings before Taxes 250  424  504  

Provision for Income Tax (45) (60) (84) 

Loss from Equity Method Inv. (8) (14) (14) 

Earnings of Discontinued Operations 0  0  0  

Minority Interest (After Tax) 4  2  3  

Net Income to TAL 202  352  409  

Non-GAAP Diluted EPADS 0.43  0.72  0.88  

Source: TAL Education Group, Blue Lotus (as of April 15, 2019)  

 

Exhibit 2. Balance sheet Exhibit 3. Cash flow statement 

USD (mn) FY2018A FY2019E FY2020E  USD (mn) FY2018A FY2019E FY2020E 

Current Assets 1,662  1,790  2,081   Net Income 202  352  409  

 Cash and Cash Equivalents 712  1,145  1,783  Depreciation & Amort. 51  51  78  

 Short-term Investments 787  787  787   Amort. of Goodwill and Intangibles 8  2  0  

 Other Current Assets 155  321  341   Stock-Based Compensation 47  81  136  

Non-Current Assets 1,393  1,496  1,685   Change in working capital    

 Property and Equipment, net 247  370  522    -Inventories (2.5) (0.3) (4.3) 

 Long-term Investments 598  598  598    -Acc. Payable 31  (8) 53  

 Deferred Tax Asset, Non-current 17  17  17    -Unearned Rev. 323  280 330 

 Goodwill and Intangible 291  291  291    -Inc. Taxes (116) (5) 1  

 Other Non-Current Assets 239  219  256    -Def. Taxes 5  0  0  

Total Assets 3,055  3,757  4,610    -Other Net Operating Assets 120  (185) 132  

Current Liabilities 1,133  970  906   Cash from Operation 669  135  497  

 Accounts Payable 58  49  103       

 Deferred Revenue-current 824  672  363   Capital Expenditure (126) (174) (230) 

 Income Tax Payable  14  8  9   Other Investing Activities (713) 0  0  

 Other Current Liabilities 238  241  432   Cash from Investing (840) (174) (230) 

Non-Current Liabilities 281  281  281       

 Long-term Debts 225  225  225   Cash from Financing 428  0  0  

 Bond Payable 11  11  11   Foreign Exchange Rate Adj. (32) 0  0  

 Other Non-Current Liabilities 45  45  45   Cash beginning 487  712  1,145  

Total Shareholders’ Equity 1,621  2,485  3,388   Cash End 712  1,145  1,783  

 Minority Interest 20  22  25       

Total Liabilities & Shareholders’ Equity 3,055  3,757  4,610       

Source: TAL Education Group, Blue Lotus (as of April 15, 2019) Source: TAL Education Group, Blue Lotus (as of April 15, 2019) 
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New Oriental Education: Financial Summary 
Fiscal year ends-31-May 

Exhibit 4. Income statement 

RMB(mn) F2018A F2019E F2020E 
Company Description 

New Oriental, founded in 1993, is a leading education company in China. 
EDU provides a wide range of educational programs, services and 
products, including English and other foreign language training, overseas 
and domestic test preparation courses, all-subjects after school tutoring, 
primary and secondary school education as well as online education. 

 

Industry View 

We expect China private in-school-teaching (IST) market to grow 26%, 
25%, and 23%, respectively, in 2018-2020, with private as total IST rising 
from 13.4% to 15.8%. We expect China’s after-school-tutoring (AST) 
market to grow 4%, 3.9% and 3.9%, and after-school-activities (ASA) 
market to grow 23%, 21%, and 19%, respectively, in 2018-2020, with 
ASA as total after-school sector rising from 16.7% to 21.6%. We estimate 
total IST sector to be Rmb3.1tn and ASA sector be Rmb1.1tn in 2018. 

 

Revenues 15,841  21,098  29,992  
Cost of revenues (6,899) (9,366) (13,313) 
Gross profit 8,942  11,732  16,679  
Gross margin 56.4% 55.6% 55.6% 
Sales & marketing (2,098) (2,677) (3,901) 
G&A (5,134) (7,084) (10,078) 
Share based compensation (368) (445) (600) 
Profit from operations, non-GAAP 2,078  2,416  3,299  
Profit from operations, GAAP 1,710  1,971  2,699  
Other income 610  770  600  
Profit before taxation, GAAP 2,320  2,741  3,299  
Taxation (385) (433) (443) 
Profit for the year, pro forma 2,302  2,754  3,457  
Profit for the year, GAAP 1,935  2,309  2,857  
EPADS, pro forma, diluted 14.52  17.33  21.84  
    
    
    
    

    

Source: New Oriental Education, Blue Lotus (as of April 15, 2019)  

Exhibit 5. Balance sheet Exhibit 6. Cash flow statement 

RMB(mn) F2018A F2019E F2020E  RMB(mn) F2018A F2019E F2020E 

Cash and cash equivalents   6,785   8,989   11,227   Net income 1,935  2,309  2,857  

Short-term Investments   11,204   11,204   11,204   Depreciation and Amortization 532  710  991  

Account Receivable    22   29   42   Stock-based compensation expense 396  445  600  

Term Deposits   743   743   743       

Inventory   277   376   535   Inventories (40) (99) (159) 

Prepaid expenses   1,256   1,706   2,425   Account receivable 5  (7) (12) 

Other current assets   11   11   11   Tax payable 107  0  0  

Total current assets   20,299   23,059   26,187   Account payable 95  98  157  

Property, plant and equipment   3,102   4,171   5,885   Deferred revenue 2,307  2,000  1,000 

Intangibles and goodwill   59   69   65   Other operating activities 53  406  728  

Long-term Investments   2,990   2,990   2,990   Cash generated from operations 5,390  5,862  6,162  

Other non-current assets   996   996   996   Capital expenditure (1,478) (1,927) (2,679) 

Total non-current assets   7,147   8,226   9,935   Sale of PPE 68  0  0  

Total assets   27,446   31,285   36,122   Cash acquisition (7) (50) (50) 

Account payable   275   374   531   Divestitures 20  20  20  

Accrued expense and other current liabilities   2,577   3,433   4,880   Sale (Purchase) of Intangible assets 0  0  0  

Income tax payable   464   464   464   Invest. in Marketable & Equity Securt. (384) 0  0  

Deferred revenue   8,764   9,063   8,848   Net (Inc.) Dec. in Loans Originated/Sold 0  0  0  

Other current liabilities   0   0   0   Other Investing Activities (1,025) 0  0  

Total current liabilities   12,081   13,334   14,723   Cash from investing (2,806) (1,957) (2,709) 

Long-term debt  84   84   84   Cash from financing (1,033) 0  0  

Total liabilities   12,165   13,417   14,807   Foreign Exchange Rate Adj. 295  0  0  

Total equity   13,742   16,304   19,737   Cash and cash equivalents, begin 4,370  6,785  8,989  

Total liabilities and equity   27,446   31,285   36,122   Cash and cash equivalents, end 6,785  8,989  11,227  

Source: New Oriental Education, Blue Lotus (as of April 15, 2019) Source: New Oriental Education, Blue Lotus (as of April 15, 2019) 
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Exhibit 7. TAL F4Q19 Preview Table 

(US$ mn) F4Q19E F4Q19C F3Q19A QoQ F4Q18 YoY F1Q20E F1Q20C 

Revenues 691  681 586  18%  504  37%  727  725 

Cost of revenues (318) 
 

(268) 19%  (247) 
 

(340)    

Gross profit 373  
 

318  17%  257  45%  387  
 

Gross margin 53.9% 53.6% 54.3% (0.4ppt) 51.1% 2.9ppt  53.2% 
 

Operating costs & expenses 
        

- Sales and marketing (139) 
 

(102) 37%  (78) 78%  (113) 
 

- G&A (154) 
 

(146) 5%  (112) 37%  (162) 
 

-Government Subsidies 0.1  
 

0.4  (63%) 0.1  -  5.1  
 

Among which: Share-based 
compensation 

(26) 
 

(22) 18%  (13) 105%  (27) 
 

Operating profit, pre SBC 105  98 93  14%  79  33%  144  
 

Operating margin,pre SBC 15.3%  14.5%  15.9%  (0.6ppt) 15.8%  (0.5ppt) 19.8%  
 

Operating profit, GAAP 80  75  71  12%  67  19%  117  
 

Operating margin,GAAP 11.5%  10.9%  12.1%  (0.6ppt) 13.3%  (1.8ppt) 16.1%  
 

Other income 4  
 

67  (93%) 13 (65%) 9 
 

Pretax profit, GAAP 84 
 

138 (39%) 80 5%  126 
 

Income tax (14) 
 

(10) 38%  (9) 65%  (21) 
 

Minority Interest (After Tax) 0.6  
 

0.2  248%  1.1  (45%) 0.7  
 

Net income, GAAP 70 67 128 (45%) 72 (3%) 106 
 

Net margin 10.2%  9.9%  21.8%  3.8ppt 14.3%  (8.8ppt) 14.6%  
 

EPADS, non-GAAP, diluted  0.15 0.15 0.24 (36%) 0.14 11%  0.21 
 

EPADS, GAAP, diluted 0.11 0.12 0.21 (46%) 0.12 (5%) 0.17 
 

Source: TAL, Bloomberg, Blue Lotus (as of April 15, 2019) 

 
Exhibit 8. EDU F2Q19 Preview Table 

(RMB mn) F3Q19E F3Q19C F2Q19A QoQ F3Q18A YoY F4Q19E F4Q19C 

Revenues 5,377  5,248 4,121  30%  3,894  38%  5,867  5,776 

Cost of revenues (2,339) 
 

(2,071) 13%  (1,694) 
 

(2,506) 
 

Gross profit 3,038  
 

2,050  48%  2,200  38%  3,361  
 

Gross margin 56.5% 56.3% 49.7% 7ppt  56.5% -  57.3% 57.4% 

Operating costs & expenses 
        

- Sales and marketing (604) 
 

(632) (4%) (486) 24%  (778) 
 

- G&A (1,859) 
 

(1,626) 14%  (1,346) 38%  (2,041) 
 

Among which: Share-based 
compensation 

(123)   (95) 30%  (144) (14%) (135)   

Operating profit, pre SBC 698  659 (114) N.M. 511  37%  676 646 

Operating margin,pre SBC 13.0%  12.6%  (2.8%) 16ppt  13.1%  (0ppt) 11.5%  
 

Operating profit, GAAP 575  
 

(208) N.M. 368  56%  541  
 

Operating margin,GAAP 10.7%  
 

(5.1%) 16ppt  9.4%  1ppt  9.2%  
 

Other income 150 
 

258 (42%) 136 10%  150 
 

Pretax profit, GAAP 725 
 

49 N.M.  504 44%  691 
 

Income tax (122)   (0) N.M. (84) 44%  (140)   

Net income, GAAP 604 575 49 N.M.  420 44%  551 629 

Net margin 11.2%  11.0%  1.2%  10ppt  10.8%  0ppt  9.4%  
 

EPADS, non-GAAP, diluted (RMB) 4.60 4.59 0.93 396%  3.62 27%  4.34 4.37 

EPADS, GAAP, diluted (RMB) 3.82 3.57 0.33 1049%  2.71 41%  3.50 3.94 

Source: EDU, Bloomberg, Blue Lotus (as of April 15, 2019) 
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Important Information 
 

This publication has been produced by Blue Lotus Capital Advisors Limited (Blue Lotus), which is authorized and regulated by The Securities 
and Futures Commission (SFC), registered institution under the Securities and Futures Ordinance (SFO) (Chapter 571 of the Laws of Hong 
Kong SAR) to carry on Type 4 (advising on securities) regulated activities with Central Entity number BFT 876. This document must not be 
issued, circulated or distributed in Hong Kong other than to ‘professional investors’ as defined in the SFO. The contents of this publication 
have not been reviewed by any regulatory authority. Information on financial instruments and issuers is updated irregularly or in response to 
important events.  
 

Analyst certification  
The following analysts hereby certify that views about the companies discussed in this report accurately reflect their personal view about the 
companies and securities. They further certify that no part of their compensation was, is, or will be directly or indirectly linked to the specific 
recommendations or views in this report: 
Tianli Wen, is employed by Blue Lotus Capital Advisors Limited, which is authorized and regulated by the The Securities and Futures 
Commission (SFC). 
 

Equity rating allocation as of 12 April , 2019 
Buy  50% Hold 37% Sell 13% 

 

Blue Lotus rating system:  
Buy :  The stock is expected to have an absolute return of more than 15-20% within 12 months  
Hold:  The stock is expected to have an absolute return of between 0-15% within 12 months 
Sell:   The stock is expected to have negative absolute return within 12 months  
 
Blue Lotus equity research rating system is a relative system indicating expected performance against a specific benchmark identified for each 
individual stock. 

 

Disclaimer 

General: The information and opinions expressed in this publication were produced as of the date of writing and are subject to change without 
notice. This publication is intended for information purposes only and does not constitute an offer or an invitation by, or on behalf of, Blue 
Lotus to buy or sell any securities or related financial instruments or to participate in any particular trading strategy in any jurisdiction. 
Opinions and comments of the authors reflect their cur-rent views, but not necessarily of other Blue Lotus entities or any other third party. 
Other Blue Lotus entities may have issued, and may in the future issue, other publications that are inconsistent with, and reach different 
conclusions from, the information presented in this publication. Blue Lotus assumes no obligation to ensure that such other publications are 
brought to the attention of any recipient of this publication.  
 

Suitability: Investments in the asset classes mentioned in this publication may not be suitable for all recipients. This publication has been 
prepared without taking account of the objectives, financial situation or needs of any particular investor. Before entering into any transaction, 
investors should consider the suitability of the transaction to individual circumstances and objectives. Any investment or trading or other 
decision should only be made by the client after a thorough reading of the relevant product term sheet, subscription agreement, information 
memorandum, prospectus or other offering document relating to the issue of the securities or other financial instruments. This publication 
should not be read in isolation without reference to the full research report (if available) which may be provided upon request. Nothing in this 
publication constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate 
to individual circumstances, or otherwise constitutes a personal recommendation to any specific investor. Blue Lotus recommends that 
investors independently assess with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting 
consequences.  
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Information / forecasts referred to: Although the information and data herein are obtained from sources believed to be reliable, no 
representation is made that the information is accurate or complete. In particular, the information provided in this publication may not cover 
all material information on the financial instruments or issuers of such instruments. Blue Lotus, its subsidiaries and affiliated companies do 
not accept liability for any loss arising from the use of this publication. Important sources for the production of this publication are e.g. national 
and international media, information services, publicly available databases, economic journals and newspapers, publicly available company 
information, publications of rating agencies. Ratings and appraisals contained in this publication are clearly marked as such. All information 
and data used for this publication relate to past or present circumstances and may change at any time without prior notice. Statements contained 
in this publication regarding financial instruments or issuers of financial instruments relate to the time of the production of this publication. 
Such statements are based on a multitude of factors which are subject to continuous change. A statement contained in this publication may, 
thus, become inaccurate without this being published. Potential risk regarding statements and expectations expressed in this publication may 
result from issuer specific and general developments.  
 

Risk: The price and value of, and income from investments in any asset class mentioned in this publication may fall as well as rise and 
investors may not get back the amount invested. Risks involved in any asset class mentioned in this publication may include but are not 
necessarily limited to market risks, credit risks, currency risks, political risks and economic risks. Past performance is not a reliable indicator 
of future results. Performance forecasts are not a reliable indicator of future performance. Particular risks in connection with specific 
investments featured in this publication are disclosed prominently hereinabove in the text of this publication. Any investment should only be 
made after a thorough reading of the current prospectuses and/or other documentation/information available.  
  

Miscellaneous: Blue Lotus has the right to terminate or change the contents, product or service provided by this report, requiring no separate 
notice. Blue Lotus and its staffs, analysts or directors may provide investment, consultancy, or other services to the companies mentioned in 
the contents, or trade (no matter whether he/ she is on be behalf of trustees) or possess the securities of the mentioned companies. Any person, 
who read the information in this report, has their own responsibility to comply with their applicable laws and regulations of their jurisdiction 
area. If investors have any questions on the contents of this report, please consult their lawyers, accountants or other professional consultants.  
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