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IDP Education (IEL)

Stiff competition

IRCC approval of other English tests for the SDS in Canada

Immigration, Refugees and Citizenship Canada (IRCC) has announced the approval of
several other English language tests (CAEL, PTE Academic, TOEFL iBT and CELPIP
General) for the Student Direct Stream (SDS) visa program starting from 10 August
2023. Previously, only IELTS was accepted. SDS is an expedited study permit process
for students applying to study in Canada from ~14 countries. In 2022 IRCC finalised
~739k study permit applications. We estimate that ~45% of these are via the SDS and
the test is taken ~1.7x on average equating to ~500-600k IELTS exams p.a.

Changes to forecasts

We revise our forecasts for this announcement, noting that our English language
testing volumes were already conservative factoring in lost IELTS market share in both
India and Canada. We assume market share losses of ~30% in this market or ~110k
tests and an additional ~50k in other markets. The net result is flat IELTS volume
growth in FY24e and 5% growth in FY25e. IDP has stated that the IRCC’s decision is
not expected to have a material impact on the Company’s FY23 revenue or earnings
so there is no change to our FY23e IELTS volumes. We have also slightly increased
our opex in FY24 to account for higher expected marketing spend. The net result was
EPS downgrades of -7.0% and -7.4% in FY24-25e. We have also modestly reduced
our DPS forecasts by ~-4.3% in FY24e and FY25e.

Investment view: PT -8.7% to $27.40, Upgrade to Buy

We have updated each valuation used in the determination of our price target for the
forecast changes as well as market movements and time creep. There are no changes
to the multiple we apply in our EV/EBIT valuation of 29.1x or WACC of 8.0% in our
DCF valuation. The net result is a -8.7% decrease in our PT to $27.40 which is a >15%
premium to the current share price so we upgrade our recommendation to a Buy.
Whilst this is not positive news for the Company, we had already factored in some
market share losses and still anticipate strong growth in the student placement
business driven by structural tailwinds and product innovation.

Earnings Forecast

$35.0 June Year End 2022 2023e 2024e 2025e
$30.0 Sales (A$m) 793.3 991.7 1,121.8 1,253.9
$25.0 m EBITDA (A$m) 197.1 271.4 319.7 388.7
5200 [ { NPAT (A$m) 102.6 150.5 181.0 226.2
§15.0 EPS (cps) 36.9 54.1 65.0 81.3
$10.0 EPS growth (%) 159% 47% 20% 25%
$5.0 P/E (x) 58.9x 40.1x 33.4x 26.7x
0.0 ' ' ' ' EV/EBIT 38.1x 27.1x 22.6x 18.2x
May Aug22 Nov22 Feb23 May EV/EBITDA (x) 30.7x 22.3x 18.9x 15.6x
L e300 Rebased Dividend (¢ps) 27.0 420 46.2 5.4
Yield (%) 1.2% 1.9% 2.1% 2.6%
ROE (%) 37.1% 53.7% 64.5% 80.7%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
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Earnings and valuation changes

Accepted English tests for SDS in Canada

We have conducted a comparison of the four key English language tests accepted for SDS
into Canada below. We note that according to Pearson, a PTE Academic score of 60 is
equivalent to an IELTS 6.5-7.0 suggesting that IELTS is the easier option for students and
may act as a competitive advantage. IELTS also has the largest testing centre network.

Figure 1 — Comparison of key accepted English tests for SDS in Canada

English language test

Score requirement
No. of testing centres
Tests taken p.a.

Organisation recognition

IELTS CAEL TOEFL iBT PTE Academic
International English Language Canadian Academic English Test of English as a Pearson Test of English
Systems exam Language Test Foreign Language (Academic)
6 60 83 60
4000 40+ ~3000 400
~4m N/A N/ABPe ~1m 827k
11000 N/A 11,500+ 3000+

SOURCE: COMPANY DATA

Changes to forecasts

We revise our forecasts for this announcement, noting that our English language testing
volumes were already conservative factoring in lost IELTS market share in both India and
Canada. In 2022 IRCC finalised ~739k study permit applications. We estimate that ~45%
of these are via the SDS and the test is taken ~1.7x on average equating to ~550k IELTS
exams p.a. We further estimate that ~65% of these are delivered by IDP noting that they
are the sole distributor of the test in India which account for ~40% of international students
in Canada. We assume market share losses of ~30% in this market or ~110k tests and an
additional ~50k in other markets. The net result is flat IELTS volume growth in FY24e and
5% growth in FY25e. IDP has stated that the IRCC’s decision is not expected to have a
material impact on the Company’s FY23 revenue or earnings so there is no change to our
FY23e IELTS volumes which already assume a weaker 2H23. Our average fee forecasts
remain unchanged.

We have also slightly increased our opex in FY24 to account for higher expected marketing
spend as the Company focus on defending market share against newly accepted tests.
The net result was EPS downgrades of -7.0% and -7.4% in FY24-25e. We have also
modestly reduced our DPS forecasts by ~-4.3% in FY24e and FY25e. The other changes
to our key forecasts are shown below.

Figure 2 — Changes to forecasts

Year end 30 June 2023e 2024e 2025e

Old New Change Old New Change Old New Change
Total revenue (A$m) 991.7 991.7 0.0% 1,168.2 1,121.8 -4.0% 1,336.4 1,253.9 -6.2%
Reported EBITDA 2714 2714 0.0% 338.8 319.7 -5.6% 414.3 388.7 -6.2%
Reported NPAT 150.5 150.5 0.0% 1945 181.0 -7.0% 244.3 226.2 -7.4%
EPS (c) 54.1 54.1 0.0% 69.9 65.0 -7.0% 87.8 81.3 -7.4%
DPS 42.0 42.0 0.0% 48.3 46.2 -4.3% 58.0 55.4 -4.4%

SOURCE: BELL POTTER SECURITIES ESTIMATES

PT -8.7% to $27.40, Upgrade to Buy

We have updated each valuation used in the determination of our price target for the
forecast changes as well as market movements and time creep. There are no changes to
the multiple we apply in our EV/EBIT valuation of 29.1x or WACC of 8.0% in our DCF
valuation. The net result is a -8.7% decrease in our PT to $27.40 which is a >15% premium
to the current share price so we upgrade our recommendation to a Buy.

BELL POTTER
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IDP Education

Company description

Founded in 1969, IDP Education (IDP) (ASX:IEL) is one of the largest education services
providers globally. The Company facilitates the placement of international students into
education institutions across six English-speaking destination countries and co-owns and
distributes one of one of the most well-renowned and accepted English language
proficiency tests, ‘IELTS’. IDP also own and operate English language schools in South
East Asia and provide digital marketing and event services.

Investment thesis
We upgrade our recommendation on IDP to a Buy. Our investment thesis is based on:

e Valuation: Our valuation for IDP is $27.40 which is a >15% premium to the current
share price. The valuation is generated from a blend of two methodologies we apply to
the company: EV/ EBIT and DCF.

e Structural growth tailwinds: Improving global mobility supported by the reopening of
international borders, supportive government policies as well as the rising middle class
in emerging economies and the increasing demand for an international education in
English speaking countries remain key structural drivers of the Company’s growth.

e Brand and scale benefits: As an industry leader IDP reaps the benefits of having
significant scale and brand recognition globally across digital and physical platforms.
With regard to SP, this allows for a lower cost of student acquisition and has
contributed to the credibility of IELTS amongst organisations and Governments.

e Proven cash generation ability: The Company has historically experienced strong
levels of cash conversion (~100% in FY22), as the business model requires relatively
low capital expenditure and working capital intensity.

e Trading at a premium to education services peers: IDP is trading at a premium to
the average EV/EBIT of education services peers in FY24e at 22.6x. However, we
believe this is justified due to the Company’s significantly larger scale and maturity.

Key risks
Key downside risks to our estimates and valuation include (but are not limited to):

e Regulatory risk: To the extent that any IDP destination country alters immigration
policies, regulation or visa requirements that reduce the number of student or migration
visas that they grant, this will have a direct impact on IDP’s student placement and/or
IELTS test volumes.

e Competition risk IDP operates in highly competitive markets across all of its
geographies and products. In particular, IELTS competes with a number of alternative
high-stakes English language tests. The acceptance of alternative tests in key IELTS
markets would pose a threat to IDP’s market share.

e Geopolitical risk: Political events and tension, unfavourable press and negative
international relations may reduce the attractiveness of destination countries and/or
ability of students and migrants to pursue international study or immigration.

e Foreign currency risk: IDP earns revenues and incurs expenses in ~45 currencies
and as a result is exposed to movements in foreign exchange rates.

BELL POTTER
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IDP Education
as at 30 May 2023

Table 1 - Financial summary

Profit & Loss (A$m)

IDP Education (IEL)

Year end 30 June 2021 2022 2023e 2024e 2025e
Revenue 528.7 7933 991.7 11218 12539  Shareprice: $21.71 Target price: $27.40
Growth (%) -10% 50% 25% 13% 12% No. of issued shares: 278.3m Market cap: $6,042.7m
Costofsales 2309  -3339 3793 4160  -4505
Gross profit 2078 4595 6124 7058 8034
Gross margin (%) 56% 58% 62% 63% 64% Year end 30 June 2021 2022 2023e  2024e  2025e
Total costs 44263 5951 7203  -8021  -8652  NPAT(A$m) 397 102.6 150.5 181.0 226.2
EBITDA 101.7 197.1 2714 3197 388.7  EPS(cps) 14.3 36.9 54.1 65.0 813
Depreciation and amortisation -37.6 -38.2 -A47.7 -51.9 -56.6 Change % NM 159% 47% 20% 25%
EBIT 64.1 158.9 2236 2678 3321  PlEratio(x) 152.3x 58.9x 40.1x 33.4x 26.7x
Net interest (expense)lrevenue 5.3 6.7 -12.3 129 -135  OCFPS(cps) 419 50.4 715 82.1 101.8
Pre-tax profit 58.9 152.1 2114 254.9 3186  Price/ OCF () 51.8x 43.1x 30.4x 26.4x 21.3x
Net tax expense -194 -49.3 -60.7 -739 924 DPS(cps) 8.0 210 420 462 554
NPAT (underlying) 395 102.8 150.6 181.0 2262  Yield 0.4% 1.2% 1.9% 2.1% 2.6%
Non-controlling interests 0.2 0.2 0.1 - - Franking 0.0% 11.5% 25.0% 25.0% 25.0%
Reported NPAT 39.7 102.6 150.5 181.0 226.2 EVIRevenue (x) 11.4x 7.6x 6.1x 5.4x 4.8x
EV/EBITDA () 59.5x 30.7x 22.3x 18.9x 15.6x
Cash How (A$m) EVIEBIT (x) 94.3x 38.1x 27.1x 22.6x 18.2x
Year end 30 June 2021 2022 2023e 2024e 2025e
Gross cash flow 1314 1931 2689 3154 3893
Netinterest expense 29 5.3 -10.8 -129 -135 Year end 30 June 2021 2022 2023e 2024e 2025e
Tax paid -11.6 -47.2 -59.3 -73.9 924 EBITDA margin 19% 25% 21% 29% 31%
Operating cash flow 116.9 140.6 198.9 2286 2834 EBIT margin 12% 20% 23% 24% 26%
Net payments for acquisitions - -260.4 811 252 - ROA 6% 11% 13% 15% 18%
Payments for investmentin -0.2 0.2 -85 -8.5 -85  ROE 14% 37% 54% 65% 81%
Payments for PPE, intangible -20.1 -29.6 -37.3 -39.2 -41.1 Payoutratio 56.1% 73.2% 77.7% 71.1% 68.2%
Investing cash flow -19.6 -290.3 -126.9 729 -49.6  Effective taxrate -330%  -324%  -29.0%  -29.0% 29.0%
Proceeds from borrowings -4.8 100.0 62.4 - -
Proceeds from treastry shaes 96 56 - - -
Repayments of lease liabilities -175 -194 231 241 247 Year end 30 June 2021 2022 2023e  2024e  2025e
Dividends paid -64.3 -376 960  -1227  -1415  Netdebt/(cash) (ASm) -250.2 -40.2 8.6 03 -68.0
Financing cash flow -95.7 375 56.7 -146.8 -166.1  Netdebtlequity NM NM 0.0x NM NM
Net change in cash 15 1121 153 8.9 67.7  Gearing NM NM 2% NM NM
Cash at start of period 307.1 306.9 196.6 2104 2193 Netdebt/EBITDA(X) NM NM 0.0x NM NM
Effect of exchange rate changes -7 18 -15 - -
Cash at end of period 306.9 196.6 2104 2193 2870  EEbuEEEEm]
Year end 30 June 2021 2022 2023e 2024e 2025e
Balance Sheet (A$m) Student placement 1433 2154 340.6 4415 514.3
Year end 30 June 2021 2022 2023e 2024e 2025e  English language testing (IELTS) 325.6 5114 563.4 580.3 627.6
Cash 306.9 196.6 2104 2193 2870  English language teaching 20.2 20.6 349 42.2 487
Trade and other receivables 724 93.2 117.6 121.6 135.6  Digital marketing and events 364 433 49.8 54.8 60.2
Contract assets 342 52.4 735 82.9 924 Other 32 2.7 29 29 29
Investment in associates 49 39 125 210 296  Total Revenue 528.7 793.3 9917 11218 12539
PPE 22.3 264 28.0 242 19.3
ROU assets 79.4 90.8 95.9 70.0 417 Interims (A$m)
Intangible assets 1258 437.3 530.1 5724 590.1  Yearend30June 1H22 2H22 1H23  2H23e
Deferred taxassets 15.0 182 19.1 191 191 Revenue 396.8 396.6 501.8 489.9
Other assets 345 56.0 59.5 59.5 59.5 Growth % 47% 53% 26% 24%
Total Assets 695.4 9748 11466 11899 12741
Trade and other payables 93.0 125.0 147.0 154.7 1725  Costofsales 1777 -156.2 -190.7 -188.6
Lease liabilities 86.4 100.0 105.5 814 56.8  Gross profit 219.1 240.3 3111 3013
Contract liabilities 418 51.9 53.9 55.3 616  Gross margin 55% 61% 62% 62%
Provisions 20.1 250 28.6 28.6 28.6
Borrowings 56.7 156.5 2189 2189 2189  Operating expenses -299.7 -295.5 -357.8 -362.5
Other liabilities 46 129 36.8 36.8 368  EBITDA 96.6 100.5 1440 1274
Deferred tax liabilities 49 48.2 48.9 48.9 489
Total liabilities 3074 5194 639.6 624.7 624.2
Net Assets 388.0 4554 507.0 565.2 650.0
Issued capital 2781 2769 2804 2804 2804
Reserves -12.9 95 -16.0 -16.0 -16.0
Retained earnings/(losses) 1233 188.3 242.8 301.0 385.7
Shareholders equity 388.5 4557 507.2 565.4 650.1
SOURCE: BELL POTTER SECURITIES ESTIMATES
—V
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Research Coverage & Policies

For Bell Potter Securities’ Research Coverage Decision Making Process and Research Independence Policy please refer to our company
website: https://bellpotter.com.au/research-independence-policy/.

Authoring Research Analyst’s Certification

The Authoring Research Analyst is responsible for the content of this Research Report, and, certifies that with respect to each security that
the Analyst covered in this Report (1) all the views expressed accurately reflect the Analyst’s personal views about those securities and
were prepared in an independent manner and (2) no part of the Analyst's compensation was, is or will be, directly or indirectly, related to
specific recommendations or views expressed by that Research Analyst in the Research Report.

Research Analyst’s Compensation

Research Analyst’'s compensation is determined by Bell Potter Securities Research Management and Bell Potter Securities’ Senior
Management and is based upon activities and services intended to benefit the investor clients of Bell Potter Securities Ltd. Compensation
is not linked to specific transactions or recommendations. Like all Company employees Research Analysts receive compensation that is
impacted by overall Company profitability.

Prices

The Price appearing in the Recommendation panel on page 1 of the Research Report is the Closing Price on the Date of the Research
Report (appearing in the top right hand corner of page 1 of the Research Report), unless a before midday (am) time appears below the
Date of the Research Report in which case the Price appearing in the Recommendation panel will be the Closing Price on the business day
prior to the Date of the Research Report.

Availability

The completion and first dissemination of a Recommendation made within a Research Report are shortly after the close of the Market on
the Date of the Research Report, unless a before midday (am) time appears below the Date of the Research Report in which case the
Research Report will be completed and first disseminated shortly after that am time

Dissemination

Bell Potter generally disseminates its Research to the Company’s Institutional and Private Clients via both proprietary and non-proprietary
electronic distribution platforms. Certain Research may be disseminated only via the Company’s proprietary distribution platforms; however
such Research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the Author’s previously published Research. Certain Research is made available only to institutional investors to satisfy
regulatory requirements. Individual Bell Potter Research Analysts may also opt to circulate published Research to one or more Clients by
email; such email distribution is discretionary and is done only after the Research has been disseminated. The level and types of service
provided by Bell Potter Research Analysts to Clients may vary depending on various factors such as the Client’s individual preferences as
to frequency and manner of receiving communications from Analysts, the Client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific long term and short term etc.) the size and scope of the overall Client relationship with the Company and legal
and regulatory constraints.
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Disclaimers

This Research Report is a private communication to Clients and is not intended for public circulation or for the use of any third party,
without the prior written approval of Bell Potter Securities Limited.

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security.
Any decision to purchase securities mentioned in the Report must take into account existing public information on such security or any
registered prospectus.

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report has been
prepared without consideration of any specific client’s financial situation, particular needs and investment objectives (‘relevant personal
circumstances’), a Bell Potter Securities Limited Broker (or the financial services licensee, or the representative of such licensee, who has
provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant personal
circumstances and consulted before any investment decision is made on the basis of this Research Report.

While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not
verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and
consultants do not represent, warrant or guarantee expressly or impliedly, that the information contained in this Research Report is
complete or accurate.

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in
this Research Report or for correcting any error or omission which may have become apparent after the Research Report has been issued.

Bell Potter Securities Research Department has received assistance from the Company referred to in this Research Report including but
not limited to discussions with management of the Company. Bell Potter Securities Policy prohibits Research Analysts sending draft
Recommendations, Valuations and Price Targets to subject companies. However, it should be presumed that the Author of the Research
Report has had discussions with the subject Company to ensure factual accuracy prior to publication.

All opinions, projections and estimates constitute the judgement of the Author as of the Date of the Research Report and these, plus any
other information contained in the Research Report, are subject to change without notice. Prices and availability of financial instruments
also are subject to change without notice.

Notwithstanding other departments within Bell Potter Securities Limited advising the subject Company, information obtained in such role is
not used in the preparation of the Research Report.

Although Bell Potter Research does not set a predetermined frequency for publication, if the Research Report is a fundamental equity
research report it is the intention of Bell Potter Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental Research Reports, Bell Potter Research may not provide regular updates to the views,
recommendations and facts included in the reports.

Notwithstanding that Bell Potter maintains coverage on, makes recommendations concerning or discusses issuers, Bell Potter Research
may be periodically restricted from referencing certain Issuers due to legal or policy reasons. Where the component of a published trade
idea is subject to a restriction, the trade idea will be removed from any list of open trade ideas included in the Research Report. Upon lifting
of the restriction, the trade idea will either be re-instated in the open trade ideas list if the Analyst continues to support it or it will be officially
closed.

Bell Potter Research may provide different research products and services to different classes of clients (for example based upon long-
term or short term investment horizons) that may lead to differing conclusions or recommendations that could impact the price of a security
contrary to the recommendations in the alternative Research Report, provided each is consistent with the rating system for each respective
Research Report.

Except in so far as liability under any statute cannot be excluded, Bell Potter Securities Limited and its directors, employees and
consultants do not accept any liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission in the
document or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) suffered by the recipient of the
document or any other person.

In the USA and the UK this Research Report is only for institutional investors. It is not for release, publication or distribution in whole or in
part in the two specified countries. In Hong Kong this Research Report is being distributed by Bell Potter Securities (HK) Limited which is
licensed and regulated by the Securities and Futures Commission, Hong Kong. In the United States this Research Report is being
distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any person receiving this
Research Report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter
Securities (US) LLC.

Bell Potter Securities Limited Bell Potter Securities (HK) Bell Potter Securities (US) LLC  Bell Potter Securities (UK) Limited
ABN 25 006 390 772 Limited Floor 39 16 Berkeley Street London, England
Level 29, 101 Collins Street Room 1701, 16/F 444 Madison Avenue, New York ~ W1J 8DZ, United Kingdom
Melbourne, Victoria, 3000 Prosperity Tower, 39 Queens NY 10022, U.S.A Telephone +44 7734 2929
Telephone +61 3 9256 8700 Road Central, Hong Kong, 0000  Telephone +1 917 819 1410
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