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~30% growth in FY09F . We are forecasting Raffles Education Corporation
(Raffles) to grow its bottomline at a clip of 28% in FY09F. While long-time
investors have been used to higher growth trajectories, we think that Raffles
will be using this year to refine its operations in its schools. The difficult
credit and equity situation will not present them cheap financing
opportunities as it had in the past. As such, we think Raffles is unlikely to
undergo another bout of major acquisitions that will boost its financials.
On a quarterly basis for FY09F, Raffles could face resistance to growth
due to slower student recruitment and very minor fee hikes (in the light of
the difficult economic situation).

Prime asset overlooked . While the market looks at Oriental University
City (OUC) as an outsized investment, we are of the view that it is Raffles'
prime asset that will drive growth in the next few years, if run properly. The
land bank and its possible plot sales, setting up of more private colleges
on campus and ready pool of current students to recruit into its own
programs hold tremendous potential.

Reduce dividends?  We think more investors may opt out of the scrip
dividend scheme. Although Raffles has not indicated so, we anticipate
that Raffles could reduce its dividends to 0.75 S cents/quarter (vs current
1 S cent/quarter) to preserve more cash. We are assuming that the scrip
program will continue indefinitely with a 50% subscription rate. This will
translate to about 4-5% dilution every year.

Attractive valuation, initiate with BUY . We are using a PER-type
valuation for Raffles as we think that earnings growth will drive its share
price. Raffles has traded in a wide spectrum, ranging from ~34-78x in 2007
to its recent 52-week low of ~8x PER during the Oriental Century scandal.
Concomitant with the volatile equity market conditions, we think recent
lows have primarily factored in the funding needs for its expansion (especially
OUC's RMB2b price tag), cloudy sentiments of S-chips, its slowing growth
in student numbers and ability to operationally execute well with an enlarged
geographical footprint. As such, we peg our valuation to a blended 12x
FY09/10F PER, closer to its lower trading band. Our fair value is S$0.60
(46% upside). Initiate with BUY. Dividend yield for FY09F is attractive at
~8% despite our 0.75 S cent/quarter assumptions. Sustained margins
that trump our estimates and continued ability to grow student population
beyond our forecasts will incentivise us to edge our valuation upwards.

Kelly Chia
(65) 6531 9817
e-mail: kelly@ocbc-research.com

Year to Turnover Operating PATMI* Core Ops EPS EPS PER   D iv 
31-Dec Profit PATMI Growth Yield

(S$m) (S$m) (S$m) (S$m) (cents) (%) (x) (%)

FY 07 124.1 53.9 49.3 NA 2.3 48.2 17.5 9.8
FY 08 190.0 85.7 98.8 79.6 4.3 85.3 9.5 10.4
FY 09F 236.5 143.3 126.1 98.9 5.2 16.4 7.9 8.5
FY 10F 292.7 144.9 128.7 128.7 5.1 -2.8 8.1 7.3
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Section A: Company and Financial Analysis

Company overview

Raffles Education Corp (Raffles) is one of the largest private education
groups in Asia. Since establishing its first college in Singapore in 1990,
the group has grown to operate three universities and 24 colleges across
10 countries in the Asia-Pacific region: Singapore, China, India, Indonesia,
Vietnam, Malaysia, Thailand, Mongolia, Australia and New Zealand. The
group also owns the Oriental University City (OUC) in Langfang, Hebei
Province, China. OUC is a self-contained campus and spans 3.31m square
metre. Within this campus, there are 14 colleges with about 35,000 students.

Raffles initially focused on offering the usual spectrum from diplomas to
post graduate degrees but has recently embarked on expanding its post
secondary vocational training programs. This is the main differentiating
factor for Raffles against other educational providers.

Key Growth S trategy - V ocational T raining

Spotting the gap in vocational training. The strong government support
from China's 11th Five Year Plan (2006 - 2010) is helping the development
of the private educational sector. In this plan, a directive is being issued to
accelerate the reform and development of China's vocational education
market. The private education industry (in particular vocational education)
is still a sunrise industry as vocational education was only recognized in
1996 through the Vocational Education Act. The gap between supply and
demand continues to be evident as the industries in China are still
complaining about shortages in qualified talents. In today's economic
downturn, we are also expecting many to return to school to upgrade their
skills.

Expanding program scope . Raffles has been steadily expanding its
course scope from its Arts and Design specialisation to other disciplines.
This was primarily achieved through its acquisitions, starting with Hartford
Institute in 2004 then PATH in 2006 which gave it access to Business
Management and Psychology disciplines, respectively. Raffles continued
its program breath expansion into Hospitality, Accounting, Physical Sciences
and Engineering. As it develops these programs, Raffles is also deepening
its courses to avail degree and post graduate certifications.

Focus on vocational training.  We think that the rate and extent of program
scope expansion will be a factor of market needs and PRC government
mandates to the institutes of higher learning. This means that Raffles may
have to constantly realign its programs to cater to the PRC government's
quota limits for the various specialisations. However, management has
alluded that the drive for vocational education is gaining momentum as the
PRC government recognises the gap between the market place vs. the
skill sets that are imparted to students in the government-run National
Education Schools (NES).
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Converting into private vocational institutes . In the near term, we do
not expect Raffles to be able to reap benefits to its margins as its most
recent OUC acquisition consists primarily of lower-margin NES. However,
we are hopeful as these schools present a strong base of valuable assets
that Raffles will be able to convert into partial private institutes in the future.
While the market could be sceptical about these conversions, PRC
government's drive to turn OUC into a success story after its languid past
makes us optimistic that privatisation would be an inevitable trend in the
longer term. Privatised schools will attract more well-heeled students and
drive the economics of developing the sprawling land area of OUC with
other commercial amenities.

Growing geographic footprint.  While expansion into other geographies
might spread management thin, we are of the view that it is an effort to
diversify from its core China operations. If developed successfully, this could
be the second wind in Raffles' growth story after its China operations are
spun off when equity markets improve.

Resilience? Time will tell . While the rest of the developed world typically
experience a boom in the education business during times of recession,
China may not follow the same measure of growth, primarily due to the spill
on effects of its one-child policy that was implemented 30 years ago in
1979. Data continues to remain sketchy but we are hopeful that while the
absolute growth numbers might be teetering off, vocational re-training would
outpace post graduate education in terms of better growth in this segment.

Acquisitions

Acquisitions fuelled growth.  Raffles has grown by leaps and bounds in
the past with an aggressive acquisition appetite, assimilating schools in
every year since 2004 (except 2005). This was largely funded by its strong
operating cash flow along with four equity offerings between Sep 04 and Jul
07 that raised about S$230m.
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Exhibit 1: Raffles Education Student Numbers
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Exhibit 2: Raffles Education Acquisitions Relative to Share Price Reaction

Source: Bloomberg
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Exhibit 3: Raffles Education Past Acquisitions
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Source: Company

Organic growth for now … However, with the tight credit market and a
weak share price, Raffles will have to settle for growing its business
organically for now as it digests the RMB2b OUC acquisition.

Opportunities abound with weak valuations.  While Raffles hunkers
down and keeps a lid on costs, we think that opportunities will likely be
plentiful for it to start acquiring again in 12-18 months' time should the
credit situation starts to thaw and equity markets improve.

Oriental Century (ORIC) Scandal

Cooking of books : A recent hobby . In a shocking revelation announced
on 12 Mar 09, 29.9%-owned Oriental Century (ORIC) revealed that its CEO
and Chairman, Mr Wang Yuen, has "cooked the books" by misappropriating
ORIC's cash. He is said to have also inflated sales and cash balances over
the years and diverted unspecified sums to an interested party.

Limited imp act.  Despite being its largest shareholder, Raffles strangely
has no management control and board seat of ORIC. Thankfully, the profit
impact is minimal, estimated at ~2% of consensus forecasts. We have
factored in the worst-case scenario where the investment of $34.6m or 1.5
S cents/share is fully written off to clear any overhang.

Other acquisitions are better governed . Management has confirmed
that it has management control of its earlier acquisitions Oriental University
City, Shanghai Zhongfa, Tianjin Boustead, Shaanxi Electronic Information
Institute and Wanbo College. Due diligence was performed and payments
have been appropriately staggered according to pre-set milestones. The
overall management and cash control for these schools also falls directly
under Raffles' management. As such, we believe the risks to be relatively
better mitigated.
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More optimist s than detractors…  so far. Evident from the recovery of the
share price, we think that the optimists outweigh the detractors. On the 6
Mar 09, Raffles' share price took a dive from 43.5 Scents to a historical low
of 25.5 Scents on 12 Mar 09 before recovering to 34 Scents on the same
day (12 Mar 09). Over the next five trading days, the share price rebounded
by over 65%. It has managed to stave off any heavy sell offs since then.

Walking the t alk . Undoubtedly, the issue with S-chips are not rock bottom
valuations or profitability. Even the supposed strength of its balance sheets
and prudent cash management now come under a cautious scrutiny. We
believe it is a factor of confidence because financial statements - as evident
in recent times - can be fudged despite undergoing audits. For Raffles,
detractors will think that it has expanded too quickly through acquisitions.
Optimists will see this ORIC issue as a confined incident and believe that
Raffles has trusted management in its overseas operations. In tandem
with the shaky equity markets, we think the only way out for Raffles will be
for it to demonstrate finesse in operational execution in the next few quarters
to calm investor nerves.

Financial Overview

Recent results overview.  Raffles reported its 1H09 results (year end in
June) with topline growing 37% YoY to S$107.3m while the net profit
attributable to shareholders took a greater leap of 89% YoY to S$58.5m.
The stronger bottomline performance was largely due to the progressive
sale of two out of four plots of land for about S$12.5m for 1H09. In total, the
four plots (last two to be sold one each in next two quarters) should yield
about S$29m in income for the group.

~30% growth in FY09F . We are forecasting Raffles to grow its bottomline
at a clip of about 28% YoY in FY09F (core operations slightly lower at
about 24%). While 1H09 registered strong growth as alluded above, we
note that it compares with a relatively lower base in 1H08. Moving ahead,
2H09 compares with a stronger 2H08 performance and thus would yield
slower YoY growth.

Get used to more sust ainable growth…  for now. While long-time investors
have been used to higher growth trajectories, we think that Raffles will be
using this year to refine its operations and controls in its schools. The
difficult credit environment and dismal equity market will not present the
company with cheap financing opportunities as it had in the past. As such,
we think Raffles is unlikely to undergo another bout of major acquisitions
that will boost its financials. On a quarterly basis for FY09F, Raffles could
face resistance to growth due to slower student recruitment and very minor
fee hikes (in the light of the difficult economic situation).
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Exhibit 4: Raffles Education financials
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Exhibit 5: Raffles Education Quarterly Performance
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Margins to remain stable.  With the S$29m in land sales, FY09F's
operating margins will be artificially bumped up. However, our FY09F PATMI
(including land sales) margins are relatively flat as higher interest expenses
from its OUC purchase and gradually rising tax rates offset its land sales
in FY09F. Unless Raffles registers more land sales in FY10F, operating
margins will likely fall back to more sustainable levels (high 40s). We are
expecting the core PATMI margins to slowly edge up as it reaps economies
of scales with more efficient student-to-teacher ratios.

Exhibit 6: Raffles Education margin trends
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Quick cash through land sales . Raffles continues to maintain that it will
focus on the education business and we think may opt to sell off some land
in the sprawling 3.31m m2 OUC (equivalent to ~305 soccer fields). Efforts
to develop OUC into a premier self-contained University Town would
encompass introducing other facilities like commercial amenities (shopping
centres) and even small hotels to attract more students. Partnerships with
large property developers on significantly large projects could induce a
catalyst for the share price as it helps Raffles de-leverage its balance sheet
while enhancing its prized asset. While there are no such plans as yet, we
think that it would be an inevitable development to the success of the only
privately run University Town in China.

Recent S$30m equity exercise . Raffles recently announced on 25 Mar
09 that a private equity raising exercise was "comfortably oversubscribed".
The 80m shares were placed out at a price of S$0.381/share (about 10%
discount to the prior day's share price). Raffles has indicated that it would
be using the cash to repay loans and use as working capital as a continued
effort to reduce its gearing. This introduces a 3% dilution after we factored
this into our estimates.

Exhibit 7: Raffles Education Equity offerings Relative to Share Price Reaction

Source: Bloomberg
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Scrip dividend scheme . Management has disclosed that despite the
share price falling below the scrip dividend price of S$0.47, the scheme
received a take-up rate of >50%. The primary aim is to reduce borrowings
with cash saved from this scheme. We estimate this to introduce ~5%
dilution this year.

Reduce dividends?  However, with the share price languishing at current
levels and an uncertain equity environment, we think more investors may
opt out of the scrip scheme. While Raffles has not indicated so, we anticipate
that Raffles could reduce its dividends to 0.75 S cents/quarter (vs current 1
S cent/quarter) to preserve cash. We are assuming that the scrip program
will continue indefinitely with a 50% subscription rate. This will translate to
about 4-5% dilution every year.
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Section B: Peer Comp arisons and V aluations

Banking on a fragmented market.  Data about China's vocational
educational institutes remain scrappy and varied from different sources but
China's Ministry of Education put the number at about 17,000 in 2001. We
believe the number might be smaller but even taking a 20% discount, the
count still reaches north of 13,500 schools with no particular school
commanding overwhelming popularity (unlike well known Universities like
Tsinghua and Beijing). As such, we think that there exists ample opportunity
for Raffles to build up its branding with its expansion in China.

High barrier to entry for private players . Raffles has developed its
presence in China for more than a decade. In establishing its foothold in
key cities like Shanghai and Beijing, Raffles has developed visibility for
itself especially with regard to the regulators. Besides having a long gestation
period to warm up to regulators, private players will also need time to establish
a brand name and develop programs that will have a strong probability of
job placements. A ramp up of teaching staff as well as investment in physical
structure also takes a relatively protracted timeline.

No major acquisitions this yea r. Our estimates are conservative and do
not take into account any major acquisitions in the light of the tight credit
situation and relatively high gearing that Raffles is under due to the OUC
purchase.

Prime asset overlooked . While the market looks at OUC as an outsized
investment, we are of the view that it is Raffles' prime asset that will drive
growth in the next few years, if run properly. The land bank, possibility of
setting up more private colleges, land sales and ready pool of current students
to recruit into its own programs hold tremendous potential.

No clear direct peer . Raffles' US counter parts continue to command
strong PER valuations that are in the twenties despite having weaker
margins. Although its Asian peers have valuations that are not as rich as
the US based companies, they are still attracting PER valuations that are
in the mid-high teens.
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Exhibit 8: Peer Comparisons

Source: Bloomberg

Attractive valuation, initiate with BUY . We are using a PER-type valuation
for Raffles as we think that earnings growth will drive its share price. Raffles
has traded in a wide spectrum, ranging from ~34-78x in 2007 to its recent
52-week low of ~8x PER during the ORIC scandal. The PER ratio highs
were achieved on the back of eight consecutive quarters of >30% YoY
PATMI growth and consistent cash dividend payouts. Concomitant with
the difficult equity market conditions, we think recent lows have primarily
factored in the funding needs for its expansion (especially OUC's RMB2b
price tag), cloudy sentiments of S-chips, its slowing growth in student
numbers and ability to operationally execute well with a larger geographical
footprint. As such, we peg our valuation to a blended 12x FY09/10F PER,
closer to its lower trading band. Our fair value is S$0.60 (46% upside).
Initiate with BUY. Dividend yield for FY09F is attractive at ~8% despite our
0.75 S cent/quarter assumptions. Sustained margins that beat our
estimates, continued ability to grow student population beyond our forecasts
will incentivise us to edge our valuation upwards.
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Exhibit 9: Raffles Education PER chart

Source: Bloomberg

Risks

Skeletons in the closet.  The latest ORIC scandal will continue to cast a
pall over all S-chips. Even with Raffles' experienced management and a
close grasp of the China education business, the lapse in audit caused
significant trauma to Raffles' share price. Further revelations of more S-
chips scandals will likely cause a downward knee-jerk reaction to Raffles
share price.

OUC turns out to be a dud . We believe OUC is one of the greatest risks
to our view towards the long term growth of Raffles. Specifically, OUC risks
would include 1) performing poorly with weak student recruitments; 2) high
attrition rate of current students in view of inadequate curriculum or weak
economy (unable to afford school fees); 3) not obtaining licenses to set up
privately run colleges in a timely manner or ; 4) failing to attract developers
to accrete value to the asset over the next 2-3 years. We have not factored
in these scenarios in view of our long-sighted horizon for this asset but
subtle indications in the next 4-6 quarters could continue to be a drag for
Raffles' share price and earnings forecasts.

Sustainable fee structures. While we continue to be optimistic on the
high standing that Raffles is enjoying due to successful job placements
and visibility of its graduates in the industry (especially in Design), we are
cautious about its ability to raise fees significantly over the next few years.
At a range of RMB70-80k/year for its private degree programs, we find that
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its fees are at the toppish end among other design institutes.

Operational finesse with larger operations base.  Raffles now has a
significantly larger footprint, not just in China but across the Asia Pacific
region. Scott Chew, Raffles' deputy CEO, has traditionally been a steady
pillar in China but with expansions to India, Australia and other APAC
countries, Raffles will need to develop its current stable of leaders to grow
these markets. Failure to do so could lead to a variety of difficulties at its
schools.

Regulatory risks.  Particularly in China, we are concerned that changes in
regulation could throw spanners in the works for Raffles. Working with the
regulators for the granting of licenses in the various segments of education
(nursing, hospitality, business etc) may pose challenges in starting
programs or schools in a timely manner.

Valuation risks from any spin offs . We believe that the proposal to spin
all its China assets off (excluding OUC) is still on the table but is put on a
back burner in view of the dismal equity landscape. However, we concur
with management that this will invoke better valuations for its assets in a
HK listing and provide much-needed funding for expansion. Even after this
separate listing, OUC would have developed to a stage where Raffles could
also consider it for another separate listing. In this aspect, Raffles would
effectively be a holding company left with its Singapore operations and
other smaller APAC schools. Valuation parameters might change to SOTP
model and the full extraction of value could pose a challenge for the mother
share listed in Singapore due to the usual holding company discount.
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Section C: Oriental University City (OUC): Diamond in the rough

Skeptics say it is a Hope diamond.  The Hope diamond is a large 45.52
carat diamond that is currently housed in the Smithsonian Natural History
museum in Washington, DC. Although it is highly valuable, it is reputed to
bring bad fortune to its owners. In a somewhat similar light, OUC has been
cast as a "valuable jewel" that could bring Raffles considerable difficulties.
OUC was valued and purchased at RMB2b (S$392m) by Raffles in Oct
2007. The company's original intention was to pay for the acquisition by
spinning off its China businesses (excluding OUC itself) through a separate
listing in the light of the strong equity market then.

Prime location for future development.  OUC is a self-contained 3.3m
sqm campus located in Langfang Development Zone in Langfang City (Hebei
Province). Its close proximity to Beijing and Tianjin (40 and 60km
respectively) via the Jing-Jin-Tang Expressway and the Beijing-Tianjin high
speed Intercity Rail puts OUC in a prime spot for future development.

Raffles chosen for its expertise . Set up in 2000, OUC is the only privately-
owned university in China. Under heavy debt from developing its property
and campus facilities, the previous owner's interest payment of RMB70m/
year put it under significant financial stress. Raffles won the rights to develop
OUC in view of its ability as an education provider with proven success,
NOT as a property developer.

Rough diamonds cut both ways . However, Raffles' original intent to spin
off its China business to partly pay for OUC has come to nought in today's
challenging equity market. As such, the company is now debt laden with
OUC's remaining payment of ~S$300m and has geared up to fund this
endeavour. Management has recently updated that it was able to postpone
the next milestone repayment of ~S$100m till the next FY, without interest
payments. Below are some of our thoughts on its debt situation.

- Taking over previous owner's debt.  When Raffles took over the
rights to develop the University City, it took on the obligations of the
previous owner/developer that was co-owned by a company called
FESCO and a PRC government-linked company. The previous owner
was reported to have difficulties even financing the interest payments
of RMB70m/year. The loans from the banks to develop the University
has thus not been serviced and reportedly been written off as bad
debt.

- Recovery of bad debt vs. interest payments . Raffles has come
on board as an experienced education developer with strong cash
flows. While it has current issues with milestone repayments for
OUC, the company's own operations are sturdy and have the
capability of repayment in the longer term. As such, we think that
the banks have allowed for this "interest free" delayed instalment on
the basis of being able to recover a significant debt that was previously
written off.
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- Is ZERO interest possible in China?  Management has yet to
update on whether the subsequent payments will have a rolled over
interest effect. While it may be a possibility, in view of the commercial
nature of the transaction, we maintain our assumptions that Raffles
will be able to skip this one instalment of interest payment but
resume normal repayment schedule for its subsequent instalments.
This is based on the hypothesis that the local provincial government
will want to resurrect OUC as a success story while the lenders are
willing to forfeit one instalment of interest payments in view of writing
back its bad debts.

Asset heavy model . With the purchase of OUC, Raffles has transited
away from an asset-light model (leasing space). Traces of this asset-heavy
strategy could be seen from its previous acquisitions of the Shanghai
Zhongfa and Tianjin Boustead schools. As OUC has been classified as an
"investment property" by auditors, the depreciation costs will not be factored
into Raffles' financials. However, with the larger campus, we are expecting
higher utility charges and requirements for constant renovations to provide
a conducive learning environment.

Tweaks to original agreement

Original profit guarantee lapses … OUC has not managed to fulfil its
first milestone of profit guarantee stipulated in the original agreement (Exhibit
10 on page 18). SGX had queried the plausibility of the profit guarantee as
OUC was in a loss-making position in the previous year. Raffles was
confident of turning OUC around with the gradual repayment of the loans
and would alleviate the heavy interest payments coupled with ~RMB20m/
year savings in view of better operational efficiency in running the campus.
Raffles was also confident in gradually raising fees and believed that net
effect of all the above could increase revenue by RMB81m/year.

… but Raffles may act out of diplomacy . In the event that the profit
guarantee for any year is not met, Raffles would have been entitled to
deduct the shortfall from the subsequent installments of the RMB2b. While
Raffles is legally entitled to enforce its rights, we believe that it is now a
give-and-take situation in view of its interest-free postponement of its next
installment.

Forecast OUC earnings . The original deal for OUC called for a topline and
pre-tax guarantee for both FY08 and FY09 (Exhibit 10 on page 18). We are
forecasting a revenue contribution of about S$26m for FY09.
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Exhibit 10: Original Disclosed OUC Guarantees

Source: Company, OIR estimates

Working OUC into a jewel

Smoothening out the rough edge s. OUC's previous business model
was primarily via rental whereby revenue is generated from renting out its
facilities on a revenue per-student basis. Additional income was also collected
from dormitory fees. Raffles will retain its "go-to" man, Mr Liu Yan Wei, who
was critical in brokering the OUC deal for Raffles. With Mr Liu's real estate
experience and Raffles' proven education model, we believe OUC can be
better monetised. We outline some of the strategies below:

1) Competitive rental income . OUC currently charges the colleges
on a per student per year basis. As we know it, tuition and dormitory
rental fees are about RMB2,100 and RMB1,500/student/year
respectively. Raffles has ironed out actual enrolment numbers with
the colleges and has permission to roll out a higher charge per
student per year for the newly enrolled. This is because the previous
rates have reported been pegged at below prevailing rates. Raffles
will also use gradual renovations to improve the campus as a basis
to raise the fees. However, we expect that the renovations will be
less aggressive as it will be fuelled by OUC's own cash flow.

2) License to set up private schools.  Raffles has plans to set up
schools offering Raffles University curriculum through a private college
and two sino-foreign cooperative schools. This will enhance revenue
from OUC.

3) Taking over existing operations.  Raffles has taken over two
schools and is contemplating taking more of the 19 colleges through
direct acquisition or a JV type partnership.

We think it is a crown jewel . Overall, we think that Raffles will be able to
grind through the next couple of difficult years with its steadfast China CEO
in Scott Chew to create a polished jewel. OUC remains a fertile ground for
harvesting more future students as we expect property developments to
start when sentiments improve. These will feedback into the allure of the
University Town thus appreciating its value.

6��� 8��3�4�
	 �����7��	 8��3�4�
	

5�7�4�� 5�7�4�� ��� ��(	������

���������)� ��	 $7*���= E$7*���= $7*���=

�����	���)� ��
 $7*�	�= �F���=��:,$��+�� $7*���=



Page 19 7 April 2009

Raffles Education Corp

Section D: Education trends

Banking on education's counter cycle.  It is a tough call on how the
education sector will play out for China as it is going through one of its
worst growth contractions since it opened its doors to the markets. Xinhua
reported in Feb 09 that more than 7m college graduates will enter the job
market in 2009 and about 9m urban unemployed could find it difficult to
land a job. Fortunately, CEIC data continues to show a steady increase in
students enrolled in Institutes of Higher Learning but we are hopeful that
2009 and 2010 will maintain this increase as people head back to school
to get upgraded for vocational jobs.

Exhibit 1 1: Enrolment trends of Institutes of higher learning

Source: CEIC, compiled by OIR
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1998-2008: 19% CAGR

Rural areas to get boost . In rural areas, teachers are reputedly paid
badly relative to first-tier cities. Recently, the PRC government has indicated
that it would invest more into rural area education which focuses on
vocational skill-sets. This presents an opportunity for private operators like
Raffles to partner the government. While margins might be relatively thinner,
we believe that the "brownie points" earned would go a long way in obtaining
more licenses for private set ups.

Education fairs bring visibility . Mega-sized education fairs are on the
books for China with the first being kick started in Beijing (17-18 Oct) prior
to moving to Wuhan, Shanghai, Chengdu and finally Guangzhou on a 2-
week tour. Xinhua reported that in 2009, colleges across the country plan
to enroll a total of 6.29m students, up 4% YoY. English-based education is
also taking the nation by storm with a record-breaking 260,000-plus
candidates taking the International English Language Testing System
(IELTS) in China last year. Raffles' English-based curriculum would appeal
to students that may not be able to afford overseas studies.
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Section E: Private Equity Activity and Asia-based Peers

Some activity but not substantial . We find some activity in the region
with a few Korean and China based deals. However, with Private Equity
(PE) firms not being able to depend on leverage for a buy out or purchase
for significant control, we think PE activity in this space might be muted for
the time being. Moreover, the economic situation in Asia continues to be
murky and we think PE firms will stay their hand from any buy out, aggressive
or friendly.

Actis 1

Ambow Education (China) - US$103m.
Ambow primarily caters to middle school students in China.

The Riverside Co 2.

Wiz - Korea (Korea) - 20b Korean Won (Aug 2008)
Pre-school tutoring institution in Korea. The Riverside Co is a major
shareholder.

Carlyle Group 3

Topia Education Tutoring (Korea) - US$20m (May 2007)
Largest Korean after school private education institutes in scale and
curriculum.

Carlyle Group 4

Hao Yue Education Group (China) - US$50m (Nov 2008)
Prominent private higher education service provider.

Peers.  The peers described below are some of the larger Asian based
education providers. Their areas of focus are slightly different and are not in
the same thrust of vocational training like Raffles.

New Orient al Education and T echnology Group 5

The company, located in Beijing, China, is a provider of private educational
services in China.

Under its New Oriental band, the company offers a range of educational
programs, services and products conducted primarily in English and other
foreign languages, test preparation courses for admissions and assessment
test in the US, PRC and Commonwealth Countries, primary and secondary
school education, development and distribution of educational content,
software and other technology, and online education.

The company competes with Global IELTS School, The Princeton Review
Inc and Kaplan Inc.

1   http://www.act.is/518,27/actis-invests-in-ambow,-china's-leading-education-service-provider
2  http://www.riversidecompany.com/news/n_p_WizKorea.php
3  http://www.carlyle.com/Media%20Room/News%20Archive/2007/item6997.html

4   http://www.carlyle.com/Media%20Room/News%20Archive/2008/item10599.html
5  http://www.reuters.com/finance/stocks/companyProfile?symbol=EDU.N&rpc=66
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Woongjin Thinking 6  7

The company is located in Seoul, South Korea.

The company mainly provides home tutoring service for students from infants
to elementary school. It is also a publisher of educational books8  and
operates a book club to provide book rental services. It recently completed
its merger with plusacademy, a Korea-based English academy, on 2 Nov
08.

6   http://www.google.com/finance?q=SEO:095720
7  http://www.irthinkbig.com/
8  For example: Economic books, educational comic book, picture books among others.
9   http://about.credu.com/
10  http://investing.businessweek.com/research/stocks/snapshot/snapshot.asp?capid=20356643
11   www.megastudy.net
12  http://www.educomp.com/Companyprofile.aspx

Credu Corporation  9

The company is located in Seoul, South Korea. Credu was spun off from
the Cyber Learning team of Samsun Human Resource Development Centre.

It provides education services and related software to government
organizations and corporations.

Mega Study Co Lt d.10   11

The company is a headquartered in Seoul, South Korea.

The company is a high school online education company which provides
lectures for university entrance exams via the Internet. It operates seven
institutes which act as a production base for the online business, serve as
locations to recruit talented lecturers and enables the company to research
customer needs.

It has built an online test preparation school for college entrance exams
and offers videotaped lectures online.

Educomp Solution Ltd. 12

The company is headquartered in New Delhi, India.

The company envisions themselves to be among the top five k-12 education
company. Currently it operates in 27 worldwide offices which include 20 in
India, Canada, US, Singapore and Sri Lanka. In addition, it also operates
through its subsidiaries such as Learning.com in US, AsknLearn in
Singapore etc.

Apart from this, it also provides services such as Smart class (which is a
build own operate transfer system for content management), QuEST (to
upgrade the effectiveness of teachers), etc.

It also works with the local state government to implement ICT projects for
educational purposes.
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13  http://www.niit.com/Pages/DefaultGLOBAL.aspx

NIIT Limited 13

The company is located in India.

The company's main business service is in talent development offering
learning solutions to individuals, enterprises and institutions. It offers training
solutions in IT to Executive Management Education and Communication
and Professional Life Skills.
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Raffles Education's Key Financial Data

EARNINGS FORECAST
Year Ended 31 Dec (S$ m) FY07 FY08 FY09F FY10F

Revenue 124.1          190.0          236.5          292.7          

Other operating income 2.2              10.2            39.6            10.6            

Staff costs (31.4)          (37.4)          (44.9)          (54.1)          

Other operating costs (36.8)          (64.5)          (75.7)          (90.7)          

EBITDA 58.1            98.3            155.5          158.4          

Depreciation (4.2)            (12.6)          (12.2)          (13.5)          

Operating profit 53.9            85.7            143.3          144.9          

Other expenses/income (0.7)            (3.2)            (6.4)            (3.8)            

Share of associate 0.9              2.5              -             -             

Exceptional Items (EI) -             20.4            -             -             

Pre-tax profit 54.0            105.4          136.9          141.2          

Tax (3.3)            (5.9)            (8.2)            (9.9)            

Net profit 50.8            99.4            128.7          131.3          

Minority Interests (1.4)            (0.6)            (2.6)            (2.6)            

PATMI 49.3            98.8            126.1          128.7          

Core ops PATMI NA 79.6            98.9            128.7          

Earnings per share (S$cents) 2.3 4.3 5.2 5.1

Fully diluted earnings per share (S$cents) 2.3 4.3 5.0 4.9

FD EPS growth 48.2% 85.3% 16.4% -2.8%

Segmented revenue (S$m)

Raffles Education China 77.7            118.7          144.2          186.6          

Raffles Education APAC 46.3            49.3            66.1            77.7            

OUC -             22.1            26.2            28.3            

Profitability ratios (%)

EBITDA margin 46.8            51.7            65.8            54.1            

Operating profit margin 43.4            45.1            60.6            49.5            

Net profit margin 40.9            52.3            54.4            44.9            

Growth rates (%)

Revenue 37.7            53.2            24.4            23.8            

Operating profit 53.7            59.2            67.1            1.1              

Core ops net profit 52.9            61.4            24.2            30.1            
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BALANCE SHEET
As at 31 Dec (S$ m) FY07 FY08 FY09F FY10F

Cash and equivalents 104.3 68.5 50.8 26.6

Other current assets 34.8 76.9 78.5 97.2

Fixed assets 78.7 133.1 127.8 123.3

Other long term assets 86.0 637.2 655.4 720.0

Total assets 303.7 915.7 912.6 967.1

ST and LT debt 80.3 344.8 255.0 220.0

Short term liabilities 42.7 188.1 155.6 156.3

Other long term liabilities 0.1 144.3 2.1 2.1

Total liabilities 123.1 534.2 412.7 378.3

Shareholders equity (incl reserves + MI) 180.6 381.5 499.9 588.8

Total equity and liabilities 303.7 915.7 912.6 967.1

NTA per share (S$ cents) 4.7 7.0 11.0 14.0

NAV per share (S$ cents) 7.9 16.3 20.1 22.6

CASH FLOW
Year Ended 31 Dec (S$ m) FY07 FY08 FY09F FY10F

Profit/(Loss) before working cap. changes 57.1 97.0 146.4 159.8

Working capital changes -21.2 -46.2 -19.2 -34.1

Net cash from operations 35.9 50.8 127.2 125.6

Capex -15.2 -8.4 -7.0 -9.0

Other investing flows (incl OUC repayments) -80.0 -216.7 -32.8 -82.6

Total investing cash flow -95.3 -225.1 -39.8 -91.6

Net change in debt 69.8 80.1 -92.6 -20.0

Change in equity 113.1 114.5 30.0 0.0

Other financing activities (incl div) -35.9 -55.7 -42.5 -38.2

Total financing cash flow 147.0 138.8 -105.0 -58.2

Net cash flow 89.1 -35.8 -17.7 -24.2

Cash at beginning of year 15.2 104.3 68.5 50.8

Cash at end of year (incl FD pledged) 104.3 68.5 50.8 26.6

Key Ratios

PER (x) 17.5 9.5 7.9 8.1

Price/NTA (x) 8.7 5.9 3.7 2.9

Dividend yield (%) 9.8 10.4 8.5 7.3

ROA (%) 16.7 10.9 14.1 13.6

ROE (%) 28.1 26.1 25.7 22.3

Net gearing (x) Net Cash 0.3 0.6 0.5

PE growth (x) 0.4 0.1 0.4 -2.9

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:
OCBC Investment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.
- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.
- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT
This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained in this report is subject to change without notice. We have not given any consideration
to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment objectives, financial situation or particular needs, before making a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.
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