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Leoch is a vertically integrated enterprise, headquartered in China, 
primarily engaged in the development, sale and manufacture of lead-
acid batteries. It is one of the leading manufacturers and exporters of 
lead-acid batteries in the PRC. The company has a strong 
international presence and in FY2015, it generated about 50% of its 
revenue from countries other than the PRC. With strong R&D 
capabilities, Leoch is one of the few companies that possess the third 
generation pure lead battery and the fourth generation start-stop 
battery technologies. The company operates eight production 
facilities which include four wholly-owned facilities in the PRC, a 
wholly-owned facility in Sri Lanka, two joint-venture facilities in 
Malaysia and a newly established joint-venture facility in India, with 
a total site area of approximately 940,000 square meters. As of 1H 
2016, the company had a production capacity of 40,000 tons with an 
average utilization rate of about 77%.  
 
The company has grown rapidly and has more than doubled its 
revenue in the last 5 years from RMB 2.1 billion in FY2010 to more 
than RMB 4.3 billion in FY2015. During 1H 2016, the company 
registered a solid 44% revenue growth from RMB 1.97 billion in 1H 
2015 to RMB 2.83 billion in 1H 2016 with all the three segments 
registering a healthy growth rate of more than 40%. Going forward, 
we expect the company to continue its upward growth trajectory, 
driven by numerous catalysts like its ability to capture the 
tremendous start-stop opportunity in China, improving margins and 
continued growth in reserve power market. Management has plans 
to become a RMB 10 billion revenue company by FY2019 by 
aggressively expanding its production and manufacturing 
capacities in both China and overseas as well as by inorganic 
growth through acquisitions. 
 

Conclusion 
We believe the stock is cheap right now trading at 5.4x FY2016 EPS 
estimate of RMB 0.16. Our 12-month price target on the stock is 
HKD 1.90 per share, which represents an upside of about 100% 
over the current stock price. Our price target is based on DCF and 
P/E methodologies. Our DCF based price is HKD 1.83 per share which 
assumes 8.8% WACC and 2% terminal growth rate. We apply a 
conservative 10x multiple on our FY2017 EPS estimate of RMB 0.19, 
this gives us a price of HKD 2.08 based on P/E. On EV/EBITDA, our 
price target represents 4.4x 2017E EBITDA of RMB 737.2 million. See 
DCF details further in the report. 
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Company Description 
Leoch is one of the leading manufacturers and exporters of lead-acid batteries in the PRC. The company 
operates eight production facilities with a total site area of approximately 940,000 square meters. As of 1H 
2016, the company had a production capacity of 40,000 tons. China is the company’s largest market, accounting 
for about 50% of its revenue in FY2015. This is followed by the USA and the European Union accounting for 
16% each, Asia at 13% and other countries at 5%. 
 
 

 
 
 

Growth Ratios %       FY 12/2014 FY 12/2015 FY 12/2016E FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E 

Revenue 
   

16.5% 1.9% 28.6% 22.5% 17.2% 12.7% 9.8% 

EBITDA 
   

60.0% 40.1% 31.4% 17.2% 17.5% 13.3% 11.1% 

Operating Income 
   

194.4% 89.5% 36.0% 15.1% 19.7% 15.5% 13.7% 

Net income adjusted 
   

-167.4% 2664.3% 49.0% 18.3% 22.2% 17.1% 15.9% 

Diluted EPS adjusted 
   

-166.9% 2647.4% 48.9% 18.3% 22.2% 17.1% 15.9% 

           
Margins (%) 

          
Gross Margin 

   
16.9% 17.8% 16.6% 16.6% 16.7% 16.8% 17.0% 

Operating Margin 
   

3.2% 6.0% 6.4% 6.0% 6.1% 6.2% 6.5% 

EBITDA Margin 
   

8.0% 11.0% 11.3% 10.8% 10.8% 10.9% 11.0% 

Pre-Tax Margin (adjusted) 
   

0.8% 3.9% 4.7% 4.6% 4.8% 5.0% 5.3% 

Net Income Margin (adjusted) 
   

0.1% 3.3% 3.8% 3.7% 3.8% 4.0% 4.2% 

           
DuPont ROE (%) 

   
0.2% 5.8% 8.1% 8.8% 9.9% 10.5% 11.1% 

Return on Capital Employed 
   

5.6% 10.1% 11.3% 11.8% 12.3% 12.9% 13.3% 

Return on Invested Capital 
   

2.8% 5.1% 6.6% 7.1% 7.6% 8.1% 8.6% 

Return on Assets 
   

0.1% 2.5% 3.3% 3.5% 3.9% 4.2% 4.5% 

           
P/B 

   
0.67 0.35 0.47 0.44 0.41 0.37 0.34 

P/E 
   

292.74 5.50 5.40 4.57 3.74 3.19 2.75 
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Attractive 4.6x P/E and 2.9x EV/EBITDA Multiples 
The stock is currently trading at 4.6x P/E and 2.9x EV/EBITDA based 
on our FY2017 EPS estimate of RMB 0.19 and EBITDA estimate of 
RMB 737.2 million vs. peers that are trading at an average 13x P/E 
and 8x EV/EBITDA based on FY2017 consensus estimates. While the 
stock has appreciated 38% YTD, at such cheap valuations, we believe 
that it offers an attractive entry point for investors. With multiple 
catalysts in place such as double digit revenue and EPS growth, 
improving margins, sector consolidation, etc, the stock is likely to be 
further positively rerated by the Street, in our view. 
 
Improving ROE, 0.5x P/B 
The company’s ROE has been constantly improving over the last few 
years from a negative -0.3% in FY2013 to 5.8% in FY2015. With 
improving operating margins and higher capacity utilization, we 
expect ROE to increase to more than 10% by FY2019 and almost 
11% in FY2020. This increase in ROE should be a big positive for the 
stock. At the same time, the stock is currently trading at a P/B ratio of 
0.5x which is the cheapest amongst its peers which are trading at an 
average of 2.5x P/B.  At such a low P/B multiple, investors have a 
strong downside protection as well. 
 

 

Target to Double Revenue by 2019 
Pursuing aggressive growth plans, management is targeting to grow 
revenue at 20%-25% over the next 3 years, thereby doubling it to 
more than RMB 10 billion by FY2019 compared to RMB 5.6 billion 
expected in FY2016. The company plans to ramp up its capacity from 
the current 40,000 tons to more than 65,000 tons over the next 3 
years. By the end of FY2017, management expects to have a 
production capacity between 50,000-55,000 tons. Furthermore, the 
company is also actively looking for acquisitions in the PRC as well as 
overseas. Inorganic growth could easily boost the capacity to more 
than 70,000 tons. Recently, the company acquired a lead recycling 
facility in the PRC which should add RMB 20 to 25 million per year to 
the company’s net income. With this backdrop, we expect Leoch to 
become a much more prominent player in the rechargeable battery 
business in the years to come.  
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Improving Profitability 
The company has managed to improve its profitability over the last 
couple of years driving an increase in the adjusted net income margin 
from -0.2% in FY2013 to 3.3% in FY2015 and 4.0% in 1H 2016. 
Operating margin has increased from 1.3% in FY2013 to 6.0% in 
FY2015. The company is decreasing its overhead costs by controlling 
its administrative expenses and other office expenses. As a result of 
this effort, administrative expenses have been continuously declining 
over the last few years from 7.1% of sales in FY2012 to 5.0% in 
FY2015. In the first half of FY2016, administrative expenses 
amounted to around 3.2% of sales as compared to 4.8% during the 
corresponding period last year.  
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Leadership Position in China Reserve Power Market 
The major application areas for reserve power batteries include 
telecommunications, uninterrupted power supply [UPS] systems, 
renewable energy storage and consumer products. Telecom is the 
dominant application area with 41% of the reserve power batteries 
being used in this sector, followed by UPS which accounts for 38% of 
the total. Leoch, which generates more than 70% of its revenue from 
the reserve power segment, is one of the leading manufacturers of 
reserve power batteries in China. More than 50% of this revenue 
comes from the sale of telecommunication application batteries 
in the PRC. Leoch is the market leader in this business with 30% 
of the share and management targets to increase this to at least 
40% over the next 1-2 years. This will be a big positive for the 
company providing it with lower costs due to economies of scale. 
Development of the 5G network will provide additional boost to the 
demand for telecommunications batteries over the next few years. 
With the rapid development of IT technologies such as cloud 
computing, big data, ecommerce and various types of data centers 
and servers, we expect to see continued strong growth in the market 
for reserve power batteries. The research firm, Grandview Research 
expects the stationary lead-acid battery market in China to grow at a 
rate of more than 7% over the next decade from around $2.4 billion 
in 2015 to more than $4.5 billion by 2024. We believe that Leoch will 
continue to benefit from the growth in the reserve power market and 
will maintain its market share by leveraging its competitive 
advantage achieved through its technological leadership and strong 
customer relationships. 
 
On an important note, we believe that Leoch’s reserve power 
business in China remains fairly insulated from any existing or future 
overcapacity situations in the industry. Excess capacity gets built up 
in the SLI segment as more than two-thirds of the sales occur in the 
aftermarket category in which the buyers are generally very small 
and fragmented and cost considerations mean more than quality. By 
way of design, excess capacity is difficult to get built up in the reserve 
power business. In telecommunication batteries for example, the 
buyers generally are the large telecom companies that choose their 
suppliers very discriminately and are much more quality conscious. 
Thus, proven track record of quality, timely delivery, ability to handle 
large order size etc. along with strong relationships are essential 
here, making it quite difficult for new or small companies to easily 
compete in this space. To reiterate, as reserve power accounts for 
70%+ of the company’s total revenue, Leoch’s business remains 
and will continue to remain much more secure and stable vs. 
other lead-acid battery companies that are more entrenched in 
the SLI business. 
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Source: Grandview Research 

 

Source: Shanghai Metals Market 

SLI Growth in China 
SLI [Starting, Lighting and Ignition] batteries are used in automobiles 
to power the starter motor, lights and the ignition system of the 
vehicle’s engine. It is the most important application area for lead-
acid batteries with about 40-50% of the total batteries produced 
worldwide being used for SLI applications. Leoch achieved very 
strong sales during 2H 2016 and during our discussion management 
mentioned that the company’s facilities have been running at 100% 
capacity during the period. 
 
As per Johnson Controls Inc [JCI_US], China will be the largest market  
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for SLI batteries by 2020 accounting for about 50% of the total SLI 
sales in that year. As per the chart below, the demand for SLI 
batteries in China will grow at a CAGR of 8.7% over the next 5 years. 
The majority of this increase will come from the aftermarket segment 
which should grow at a 10% CAGR over this period. This increase in 
the aftermarket demand will come mainly as a result of the ageing of 
the vehicle fleet in the country. As the vehicles continue to age, the 
demand for batteries in the aftermarket will increase as owners will 
need to replace the existing batteries. By 2020, about 77% of the 
vehicles in China will be over 3 years old, the average age at which 
the battery needs to be replaced, as compared to 66% in 2015. 
Furthermore, the vehicle fleet in China is expected to increase from 
124 million in 2015 to about 216 million in 2020. With more than 90 
million new vehicles expected to be added over the next 5 years, the 
demand from OEMs should also remain robust.  
 

 
Source: Johnson Controls  

 
Huge Opportunity in Start-Stop Batteries 
Start-stop batteries are SLI batteries that direct a car’s electrical 
systems to draw power from a lead-acid battery instead of the engine 
when the vehicle is idle. Thus, by shutting off the engine when the car 
is idling, start-stop batteries help to reduce fuel consumption of the 
vehicle thereby providing up to 5%-8% fuel efficiency and reduced 
CO2 emissions. With governments all over the world tightening the 
regulations for CO2 emissions, start-stop batteries provide the best 
solution to help automakers comply with these regulations. In 
Europe, already more than 50% of the new vehicles manufactured 
today are equipped with a start-stop battery. This number is 
expected to go up to more than 80% by 2020. Globally, around 24% 
of the new vehicles manufactured in 2015 had start-stop batteries. 
However, by 2025 this number is expected to more than double to 
50%-60%. 
 
With the China Passenger Vehicle Fuel Consumption Standard IV, 
which requires the average fuel consumption of all new vehicles sold 
in 2020 to be 5.0L/100 km as compared to the current level of 6.9 
L/100 km, being put into effect from the beginning of 2016, the  
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demand for start-stop batteries in China is poised for a strong 
growth. In 2015, only 6% of the new vehicles produced in China 
were equipped with start-stop batteries. However, by 2020 
about 50% of the new vehicles are expected to be fitted with 
these batteries. Thus, around 15.5 million of the 31 million new 
vehicles expected to be produced in the country in 2020 will be 
equipped with these batteries as compared to the less than 1.5 
million vehicles produced in 2015, representing a CAGR of almost 
60% over the period. 
 

 
 Source: Best Magazine 

 
SLI batteries form a smaller portion [20% of total sales in 2015] of 
Leoch’s sales. However, after years of investing in research and 
development of start-stop batteries and working with automakers to 
understand their needs, Leoch has become one of the few companies 
in the world that currently has the start-stop technology. Given the 
enormous amount of time needed for developing technology, 
verification etc, add to that another 1 or 2 years to become a qualified 
supplier for automakers, Leoch has a strong head start over majority 
of its competitors and is well positioned to exploit the growth in 
start-stop, in our view. The company has already acquired tenders to 
become a qualified supplier for 2-3 automakers and will continue to 
pursue more automakers in the future. Management plans to further 
increase the production capacity for start-stop batteries in FY2017 
and we expect sales of 1.5 times the FY2016 levels in FY2017. Given 
this, we expect SLI to become a more important part of the 
company’s business and expect it to account for 25%-30% of its 
sales by FY2019. Moreover, with higher expected gross margins 
than traditional SLI batteries, start-stop batteries will also lead to an 
improvement in the company’s margins. Also, since Leoch currently 
is not a major player in the SLI segment, start-stop represents a new 
market opportunity for the company compared to major players in 
the SLI category whose old products will be cannibalized by the start-
stop batteries. 
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Lower Risk from Commodity Prices and Currency  
Lead is the most important raw material used in the manufacture of 
lead-acid batteries accounting for 50%-60% of the total cost of 
battery construction. In order to cope with the potential risk of 
fluctuations in lead price, the company has adopted a price linking 
mechanism, passing on raw material price fluctuations to its 
customers. The price linking mechanism not only protects the 
company from fluctuations in the raw material prices but also from 
currency risk as it transfers the currency price fluctuation for 
product sales outside China to its customers.  
 
Ongoing Consolidation in China 
In 2011, China initiated a clean-up of the lead-acid battery industry 
after it was identified as one of the major polluters in the country 
while its 12th Five-Year Plan was being drawn up. The government 
issued the Lead-Acid Battery Industry Entrance Requirements during 
2011-2015, which sets thresholds for entry into the industry. Under 
the entrance requirements, the minimum annual capacity for existing 
lead-acid battery producers was set to 200,000 KVAh and for new 
producers it was set to 500,000 KVAh. This resulted in a considerable 
reduction in the number of producers in the country from more than 
2,500 in 2010 to less than 300 currently as a large number of smaller 
producers got wiped out. In spite of the Chinese government shutting 
down most of the lead-acid battery factories, this did not lead to a 
decrease in output as the existing producers increased their 
production scale in order to capture a higher market share. As it can 
be seen from the graph [next page], the lead-acid battery production 
in China grew at an 18% CAGR from an annual output of 30 million 
KVAh in 2002 to more than 180 million KVAh in 2013. Additionally, 
since the top 300 enterprises already accounted for around 80% of 
the lead-acid battery output in China, the closure of the smaller 
enterprises did not have much of an impact on the output. 
 
Furthermore, in 2015, the Chinese government decided to impose a 
4% consumption tax on lead-acid batteries, produced for both 
domestic use as well as for exports, which became effective from 1st 
January, 2016. By levying this tax, the government wants to further 
reduce the excess lead-acid battery production in the country. Many 
more enterprises will find it difficult to operate profitably as a result 
of this tax and will either shut down or be assimilated by the larger 
companies. This should result in a further consolidation and an 
eventual reduction in the overcapacity in the sector. This, in our 
view, will be a positive for the larger and more established 
players like Leoch and will ultimately help them to increase 
their capacity utilization as well as their margins and return on 
capital. 
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Source: Shanghai Metals Market 

 

 
Source: Bentham Open 

 
Strong International Presence 
The company has a strong international presence and it markets 
and distributes its products to more than 100 countries across the 
world. On a consolidated basis, China is the company’s largest 
market, accounting for about 50% of its revenue in 2015. This is 
followed by the USA and the European Union accounting for 16% 
each, Asia at 13% and other countries at 5%. The geographical 
diversification shields the company from local regulatory and 
economic risks. The company operates eight production 
facilities which include four wholly-owned facilities in the 
PRC, a wholly-owned facility in Sri Lanka, two joint venture 
facilities in Malaysia and a newly established joint venture 
facility in India, with a total site area of approximately 
940,000 square meters. As of 1H 2016, the company had a 
maximum production capacity of 18.9 million KVAh. In future, the 
company will continue to expand its production and 
manufacturing capacities overseas in order to further expand in 
those markets.  
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World-Class R&D Capabilities and Technical Know-How 
Leoch is a leader in R&D and in the application of lead-acid 
technologies in China. Over the last 3 years, the company has spent a 
total of RMB 364 million on R&D averaging to around 3% of the 
company’s total sales during the period. As per management, over the 
next 3 years annual R&D expenditure will not be less than 4% of total 
gross sales. Management also mentioned that  the R&D budget for 
FY2017, FY2018 and FY2019 will be approximately RMB 300 million, 
RMB 400 million and RMB 500 million, respectively. Thus, the total 
R&D expense over the 2017-2019 period could be around RMB 1,200 
million, more than 3 times the total expenditure over the 2013-2015 
period. Working closely with various international and domestic 
battery experts and research institutions, the company has 
developed various new proprietary technologies and currently holds 
925 patents with 37 more in the process of application. Leoch is one 
of the few companies in the world that possess the third generation 
pure lead battery and the fourth generation start-stop battery 
technologies. Leveraging its R&D capabilities, the company offers one 
of the broadest product lines of lead-acid batteries selling more than 
2,000 different models. We believe that Leoch’s strong technical 
know-how along with a robust R&D budget make it difficult for 
competitors, especially the smaller ones, to match the company’s 
innovation capabilities thereby providing the company with a strong 
competitive advantage. 
 
Threat from Lithium-ion Overblown 
Lithium-ion [Li-ion] batteries, which were first introduced in the 
market by Sony in the early 1990’s, have seen tremendous success in 
the consumer and electro-mobile applications replacing the Ni-Cd 
technology. With the successful introduction of these batteries in the 
Battery Electric Vehicle [BEV] and Plug-in Hybrid Electric Vehicle 
[PHEV] market, many are expecting Li-Ion technology to eat away a 
significant share of Lead-acid’s market in automotive applications. 
 
 However, we do not share that view mainly for two reasons: 

1) Electric vehicles [EVs] and plug-in hybrids are expected to 
continue to be a small part of the market over the next 10 
years. Even some of its biggest proponents say that EVs and 
plug-in hybrids will account for only 4% to 6% of the overall 
automobile market in 2025. 

2) Industry experts believe that the lead-acid batteries will 
continue to remain the best way to implement the SLI 
function in automobiles for years to come, especially with the 
start-stop technology gaining ground. Thus even if EVs 
manage to capture a higher share of the automobile market, 
most of them will still use a lead-acid battery for their SLI 
function. Even the best selling HEVs such as the Nissan Leaf 
and Chevrolet Bolt, powered by Li-ion batteries, are using 
lead-acid batteries for the SLI function. 
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Another important advantage of the lead-acid battery is its 
sustainability as almost 99% of these batteries can be completely 
recycled. Of course, lithium-ion and other advanced chemistries will 
continue to capture a small market share but the impact will be 
minimal and lead-acid battery will continue to enjoy a huge share of 
the rechargeable battery market going forward as well. As per 
forecasts by Johnson Controls Inc [JCI_US], 94% of the batteries used 
in automobiles in the year 2025 will still be lead-acid vs. 96-97% 
currently. 
 
In the reserve power battery market too, lead-acid enjoys various 
advantages such as durability, dependability, low maintenance costs, 
and high discharge rate which are expected to increase its preference 
over Li-ion and other chemistries. According to Michael Schiemann of 
BAE Batteries, in the traditional standby applications with moderate 
cycle requirements such as UPS and telecommunications, lead-acid 
batteries remain a very cost effective solution owing to its various 
advantages such as lower initial installation costs, better 
performance in low temperatures, etc.  
 

 
Source: Johnson Controls 
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Increase in Lead Prices Provide Strong Tailwind 
London Metal Exchange [LME] prices of lead, the most important raw 
material used in the manufacture of lead-acid batteries, have shot up 
30-35% over the past few months from about $1,700 per MT at the 
end of June to $2,310 per MT currently, trading  very close to its 5 
year high. Leoch, through a price linking arrangement, is able to 
transfer substantially all the increase in lead price to its customers 
with a lag of about 2-3 months in the PRC and a bit more than that 
overseas. Thus, an increase in lead price alone could account for 
20%+ increase in revenue over the coming period. Looking at Leoch’s 
historical inventory levels, we can see that the company on average 
maintains about 2-3 months worth of inventory. At the end of 1H 
2016, it held almost RMB 1 billion of inventory [approximately 65 
days]. With this in mind, we believe that the company will be able to 
secure higher gross margin during 1H 2017 as it will be able to sell 
higher ASP batteries made from lower priced lead inventory. Of 
course, if the trend of lead price reverses in the future, gross profit 
margin will see a similar reversal. At higher lead prices in the 
medium term, gross profit margin will take a small hit as it will be 
difficult to pass on the entire price increase to the customer. 
However, it will lead to higher revenue which will result in an 
increase in absolute value of gross profit and an increase in EPS. 
 

 
 
Chinese Crackdown on E-bikes 
In April this year, the Chinese authorities started a crackdown on e-
bikes in the major cities in China including Beijing and Shenzhen. 
This crackdown came as a result of increasing road accidents due to 
e-bikes over the past few years as the users of these bikes continued 
to ignore traffic rules and threatened public safety by mounting kerbs 
and colliding with pedestrians.  According to statistics, there are 
around 200 million e-bikes in China, which is about 1 in every 7 
citizens. Almost all of these e-bikes are powered by lead-acid 
batteries, the demand for which will be hit substantially due to this 
crackdown.  
 
However, we do not expect this to have a major impact on Leoch‘s 
sales as the company derives only 3% of its revenue from its motive 
power segment which makes the batteries for e-bikes.  Moreover,  
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most of the motive power segment sales are from batteries used for 
forklifts, golf carts, electric tricycles etc. and e-bike batteries 
constitute a negligible portion of the segment sales, thus further 
insulating the company from the negative impact of this crackdown. 
However, it is possible that with reduced sales from the e-bike 
segment, we might see a lot of the manufacturers entering the market 
for batteries for forklifts, golf carts etc. which might lead to an 
increase in competition in those segments. According to forecasts by 
the research firm TechNavio, the global market for lead-acid batteries 
for forklift truck applications will grow at a CAGR of about 8% till 
2020. However, with increased competition, Leoch might find it 
harder to capitalize on this growth opportunity. 
 

Catalysts                                                                                                      
 
Strong Growth, Increasing ROE 
Management is targeting to grow revenue at 20%-25% over the next 
3 years, thereby doubling it to more than RMB 10 billion by FY2019 
compared to RMB 5.6 billion expected in FY2016. The company plans 
to ramp up its capacity from the current 40,000 tons to 50,000-
55,000 tons in FY2017 and more than 65,000 tons by FY2019. Based 
on our forecasts, revenue should increase to RMB 9 billion and EPS to 
RMB 0.26 by FY2019 as compared to FY2016E numbers of RMB 5.6 
billion and RMB 0.16, respectively. We expect this growth to be value 
accretive and should result in an increase in ROE from 5.8% in 
FY2015 to 8% in FY2016 and almost 11% by FY2020.  In our view, 
such an impressive growth along with improving ROE could result in 
a positive rerating of the stock over the next 12-18 months. 
 
Leadership in Telecommunications Batteries in the PRC 
In China, increasing mobile phone penetration and continuous 
migration to the 4G network along with construction of the 5G 
network will prompt telecom operators to install more towers over 
the next few years which will continue to boost the demand for 
batteries. Leoch is the leading supplier of telecommunication 
batteries in the country with about 30% market share. Management 
plans to further consolidate its strong position and is targeting to 
increase its market share to at least 40% over the next couple of 
years. Thus, we believe that an increase in both the total available 
market as well as market share will help Leoch achieve high growth 
in the coming years. 
 
Ability to Capture Start-Stop Batteries Growth 
With stricter environmental regulations being enforced by 
governments all over the world, about 50%-60% of the new vehicles 
that will be manufactured globally in 2025 are expected to have start-
stop batteries as compared to 24% in 2015. In China, the growth is 
expected to be even more rapid with the number of new vehicles 
with start-stop expected to be around 50% in 2020 as compared to 
just 6% in 2015. Leoch is one of the few companies that possess the  
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start-stop technology. Working closely with automakers over the last 
2 years, the company has already acquired tender to become a 
qualified supplier for 2-3 automakers and will continue to pursue 
more automakers in the future. At the same time, the company also 
plans to increase its capacity and sales for start-stop batteries in 
FY2017. All these things should help the company to establish itself 
as an important player in the start-stop market over the next 2-3 
years. 
 
JV Consolidation, Possible Acquisitions 
The consolidation of its JV in China in FY2017 along with the new 
facility in India which became operational this period will boost the 
company’s revenue as well as profits. Furthermore, the company is 
also open for acquisitions and during our discussion, management 
mentioned that it will be looking to make more acquisitions over the 
next 3 years in order to fast track its growth. 
 
Further Industry Consolidation can Boost Margins 
The entrance requirements for lead-acid battery manufacturing, put 
in place by the Chinese government in 2011, have resulted in an 
elimination of 90% of the manufacturers in the country. Despite this 
reduction in the number of players, it did not lead to a decrease in 
production capacity as the surviving companies increased their 
capacity to capture higher market share.  However, with the 
introduction of a 4% consumption tax on lead-acid batteries from 
2016 onwards as well the crackdown on e-bikes, we believe that 
there will be further consolidation in the industry which will 
ultimately help drive down the overcapacity. This, in our view, will be 
a positive for the larger and more established players like Leoch and 
will help them to improve their margins and returns. 
 
Strong Tailwinds Due to Increasing Lead Prices 
Lead prices are up 30%-35% over the last few months from about 
$1,700 per MT at the end of June to $2,310 per MT currently. Leoch, 
through its price linking mechanism, is able to transfer substantially 
all the increase in lead price to its customers with a lag of about 2-3 
months in the PRC and a bit more than that overseas. Thus, an 
increase in lead price alone could account for 20%+ increase in 
revenue during FY2017. Historically, the company has maintained 2-
3 months of inventory. At the end of 1H 2016, it held almost RMB 1 
billion of inventory [approximately 65 days]. Thus, the company will 
be able to sell higher ASP batteries made from lower priced lead 
inventory. This will provide strong tailwinds and help the company 
to secure higher sales as well as gross margins in the short run. 
 
Strong Growth in Motive Power and Renewable Energy  
Motive power is the smallest segment of the company accounting for 
about 3% of its FY2015 revenue. However, the segment showed 
strong growth of 41% during 1H 2016. With continued strong 
demand for batteries for golf carts and forklifts in the PRC, 
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management believes that this segment could grow at a CAGR of 
more than 50% over the next 2-3 years from the current level of $25 
million to $50-$60 million by FY2018. Similarly, batteries for 
renewable energy applications [reserve power segment] accounted 
for about 2% of total sales in FY2015. But, with increasing demand 
for storage of renewable energy in the PRC, management believes 
that YoY sales could increase by as much as 100% for the next couple 
of years from $15 million currently to about $60 million by FY2018. 
Thus, these two areas alone could account for 3-5% of growth in the 
company’s gross revenue during the next 2 years. 
 
Risks                                                                                                             
 
Decline in the Use of Lead-acid Batteries 
Substantially all of the company’s revenue is derived from the sale of 
batteries using the lead-acid technology. If the lead-acid battery 
market does not grow at the expected rate, or if the lead-acid 
technology is replaced by another technology like lithium-ion, the 
business, profitability and future prospects of the company may be 
materially and adversely affected. 
 
Intense Industry Competition 
The rechargeable battery industry is fragmented in nature and the 
company competes with a number of major international 
manufacturers and distributors, as well as a large number of smaller, 
regional competitors. The manufacturers in these markets compete 
on price, quality, technical innovation, service and warranty. If the 
company is unable to remain competitive and maintain market share 
in the regions and markets in which it serves, its business, financial 
condition and results of operations may be adversely affected. Due to 
excess capacity in some sectors of the industry and consolidation 
among industrial battery purchasers, the company has been 
subjected to significant pricing pressures which may continue to 
impact its margins in the future. 
 
Economic and Political Uncertainty 
The company sells its products in more than 100 countries all over 
the world. Any global economic downturn or changes in the 
economic, political and social conditions in the PRC may have an 
adverse effect on the company’s business, financial condition, results 
of operations and prospects. 
 
Risk of Regulation  
Governments around the world are enforcing stricter environmental 
regulation standards. In the manufacture of its products throughout 
the world, the company, stores, disposes of and otherwise uses large 
amounts of hazardous materials, especially lead and acid. As a result, 
the company is subject to extensive and changing environmental, 
health and safety laws and regulations. China itself has enforced 
various regulations for the lead-acid industry over the last few years 
such as the Industry Entrance Requirements in 2011 and the recent  
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4% consumption tax on lead-acid batteries. 
 
Risk of Technological Obsolescence 
If the company is unable to successfully develop new technology or 
new products, its business, results of operations and prospects may 
be adversely affected.  
 
Loss of Major Customers 
The Company derives a significant portion of its income from its 
major customers, particularly UPS and telecommunications 
customers. Furthermore, the company has no long term sales 
contracts with its customers. The company derived 30% of its 
FY2014 and 26% of its FY2015 revenue from its top 5 customers. 
Thus, the company’s results of operations could be adversely affected 
if it loses these customers. 
 
Raw Material Price Risk 
Lead is a major component of lead-acid batteries, accounting for 50-
60% of the company’s COGS, and the price of lead may be highly 
volatile. Fluctuations in the prices of lead and other raw materials, 
could materially and adversely affect the company’s results of 
operations. Although, the company has hedged this risk to some 
extend by adopting price linking mechanisms, thereby passing over 
raw material price fluctuations to its customers. In addition, the 
company relies on its major suppliers for its primary raw materials 
with the top 5 suppliers accounting for 48% and 51% of its purchases 
in FY2014 and FY2015, respectively. Thus, the company’s operations 
could be affected if its major suppliers are not able to supply raw 
materials as scheduled. 
 
Foreign Exchange Risk 
For the Group’s companies in the PRC, their principle activities are 
transacted in RMB. For other companies outside of the PRC, their 
principle activities are transacted in U.S. dollars. However, as a result 
of the Group’s revenue being denominated in RMB, the conversion 
into foreign currencies in connection with payments is subject to PRC 
regulatory restrictions on currency conversion. The value of the RMB 
against the U.S. dollar and other currencies may fluctuate and is 
affected by, among other things, changes in PRC’s political and 
economic conditions. The Group’s product sales adopted a price 
mechanism by which the currency fluctuation is basically transferred 
to the customers, but the Group’s foreign currency trade receivables 
may still be exposed to risk in the credit period. The Group 
commenced using forward currency contracts since the year 2012 to 
eliminate the foreign currency exposures arising from sales 
denominated in U.S. dollar.  
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Recent Results                                                                                          
 
For the six months ended 30 June 2016, the company reported a strong set 
of results, with revenue of RMB 2.83 billion, representing a 43.5% increase 
compared to the same period in FY2015 and EPS of RMB 0.08 as compared 
to RMB -0.01 during 1H 2015. With the new JV production base in India 
becoming operational during the period, the company’s production capacity 
has increased from 18.2 million KVAh at the end of FY2015 to 18.9 million 
KVAh in 1H 2016.  
 
As for revenue, 85% of the increase came from China whereas the rest came 
from overseas. For the sales in China, around 80% was due to the increase 
in sales of reserve power batteries for telecommunication applications 
following the strategic restructuring among the major telecommunication 
providers in the country. The major contributor to overseas sales was the 
substantial increase in sales of automobile battery and renewable energy 
battery in Africa while America and Europe delivered negative sales growth 
of -7.2% and -3.5%, respectively due to the highly  competitive environment 
in those regions. 
 
During the period, gross margin declined slightly to 16.1% as compared to 
16.3% during the same period last year. However, net income margin was 
higher at 4.0% as compared to -0.8% in 1H 2015. This was a result of some 
one-time charges during 1H 2015 due to a fire accident at one of the 
company’s warehouses as well as a decrease in selling, distribution and 
administrative expenses from 10.3% of sales in 1H 2015 to 7.5% in 1H 
2016. During the period, gross debt increased slightly from RMB 1,556 
million at the end of FY2015 to RMB 1,677 million while tangible CAPX was 
RMB 123.7 million vs. RMB 116.1 million in 1H 2015. Going forward, as the 
company continues on its aggressive growth plans, we expect debt and 
CAPX to increase further. 
 
 1H 2016 1H 2015 

Product Category Revenue [million 
RMB] 

% 
increase 

% of 
Total 

Revenue [million 
RMB] 

% of 
Total 

Reserve Power Batteries 2,099.5 47% 74.3% 1423.6 72.3% 

SLI Batteries 534.9 37% 18.9% 391 19.9% 

Motive Power Batteries 94.6 41% 3.3% 67.2 3.4% 

Other 97.3 11% 3.4% 87.3 4.4% 

Total 2,826.3 44% 100.0% 1969.1 100.0% 

 
 1H 2016 1H 2015 

Region Revenue [million 
RMB] 

% 
increase 

% of 
Total 

Revenue [million 
RMB] 

% of 
Total 

Mainland China 1694.8 78% 60% 949.8 48% 

European Union 327.5 -4% 12% 339.4 17% 

USA  308.5 -7% 11% 332.3 17% 

Other Asian Countries/ areas 292.7 9% 10% 268.8 14% 

Other Countries 202.9 158% 7% 78.7 4% 

Total 2,826.4 44% 100% 1,969.0 100% 
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Company Background                                                                                        
 
Leoch is a vertically integrated enterprise, headquartered in China, 
primarily engaged in the development, sale and manufacture of lead-
acid batteries. It is one of the leading manufacturers and exporters of 
lead-acid batteries in the PRC. The company sells reserve power 
batteries for UPS systems, telecommunication towers, etc, SLI 
[Starting, Lighting and Ignition] batteries for automotive vehicles and 
motive power batteries for forklifts, golf carts, electric tricycles, etc. 
The company has a strong international presence and in FY2015 it 
generated about 50% of its revenue from countries other than the 
PRC. With strong R&D capabilities, Leoch is one of the few companies 
that possess the third generation pure lead battery and the fourth 
generation start-stop battery technologies. The company operates 
eight production facilities which include four wholly-owned facilities 
in the PRC, a wholly-owned facility in Sri Lanka, two joint-venture 
facilities in Malaysia and a newly established joint venture facility in 
India, with a total site area of approximately 940,000 square meters. 
As of 1H 2016, the company had a production capacity of 40,000 
tons. 
 

Operating Segments 
The company derives its revenue from three operating segments: 
reserve power batteries, SLI batteries and motive power batteries. 
 

1) Reserve power batteries 
Reserve power batteries are the major revenue contributor of the 
company accounting for 74% of its revenue in 1H 2016. Reserve 
power battery products have four major application areas: UPS, 
telecommunications, other consumer products and renewable 
energy. Leoch is the market leader in the PRC for batteries for 
telecommunications applications having 30% of the market share 
currently with management targeting to increase it to more than 
40% over the next couple of years. During the first half of FY2016, 
revenue from this segment amounted to RMB 2.1 billion, 
representing an increase of 47.5% as compared to the same period 
last year driven mainly by the strong market demand of 
telecommunication batteries following the strategic restructuring 
among major telecommunication providers in the PRC.  
 
While the current wave of telecom restructuring in the PRC has 
passed, the company will continue to register solid growth in this 
category due to an increase in demand for UPS applications and 
exponential growth in batteries for renewable energy applications. 
Demand from telecommunications will also rise with the 
construction of the 5G network over the next few years. Based on 
this, we forecast the revenue from this segment to grow at a CAGR of 
12.4% from FY2017 to FY2020. 
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2) SLI Batteries 
SLI [Starting, Lighting and Ignition] batteries are used mainly in starting automobiles 
and motorcycles. In 1H 2016, the segment recorded revenue of RMB 534.9 million, 
representing an increase of 36.8% as compared to the same period last year. The 
increase in sales was due to a general increase in demand and an increase in the 
customer base of automobile and motorcycle batteries.  
 
In 1H 2016, the segment accounted for only 19% of the company’s sales. However, with 
the continuously growing market for these batteries in China, India and other 
developing and emerging economies along with the company’s aggressive push in the 
market for start-stop SLI batteries, we expect this segment to become a larger part of 
the company and account for 25%-30% of its total revenue over the next few years. We 
forecast the revenue from this segment to grow at a CAGR of 25.3% over the FY2017 to 
FY2020 period. 
 

3) Motive Power Batteries 
Motive power batteries are mainly used to provide power for electric vehicles such as 
forklifts, golf carts and electric bicycles and other portable devices.  This segment 
accounts for about 3% of the company’s total revenue with almost all the sales coming 
from the PRC. In 1H 2016, the segment recorded sales of RMB 94.6 million, representing 
an increase of 40.7% as compared to the same period last year propelled by an increase 
in the sales of batteries for forklifts and golf carts.  The company is putting substantial 
amount of resources in growing this segment and expects revenue to grow at 50% 
CAGR over the next 2-3 years. This growth will come from increasing demand for low-
speed electric vehicles and forklifts driven by the growth in industrial automation. 
 

Revenue [mn RMB] 2014 2015 2016E 2017E 2018E 2019E 2020E CAGR [2017-2020] 

Reserve Power Batteries 3,089 3,160 4,109 4,930 5,571 6,073 6,558 12% 

YoY growth rate 12% 2% 30% 20% 13% 9% 8% 
 

% of total revenue 73% 73% 74% 72% 70% 67% 66% 
 

SLI Batteries 835 852 1,090 1,439 1,885 2,338 2,688 25% 

YoY growth rate 20% 2% 28% 32% 31% 24% 15% 
 

% of total revenue 20% 20% 20% 21% 24% 26% 27% 
 

Motive Power Batteries 136 137 185 259 336 386 425 23% 

YoY growth rate -8% 1% 35% 40% 30% 15% 10% 
 

% of total revenue 3% 3% 3% 4% 4% 4% 4% 
 

Other 188 182 187 195 202 210 217 4% 

YoY growth rate 425% -3% 3% 4% 4% 4% 3% 
 

% of total revenue 4% 4% 3% 3% 3% 2% 2% 
 

Total 4,248 4,331 5,571 6,823 7,995 9,006 9,889 15% 

YoY growth rate 16% 2% 29% 22% 17% 13% 10% 
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Geographical Segments 
Geographically, the company derives its revenue from the PRC, the 
United States of America, the European Union and other Asian 
countries. China is the most important market, accounting for about 
50% of its FY2015 revenue. This is followed by the USA and the 
European Union accounting for 16% each, Asia at 13% and other 
countries at 5%. Going forward, we expect China and other Asian 
countries to continue to register solid growth whereas the growth in 
the more mature markets of Europe and America will be somewhat 
muted. 
  

 
FY 2012 FY 2013 FY 2014 FY 2015 

PRC 1,464 1,708 1,954 2,145 

YoY growth rate -6% 17% 14% 10% 

% of total revenue 45% 47% 46% 50% 

European Union 630 612 763 673 

YoY growth rate 21% -3% 25% -12% 

% of total revenue 19% 17% 18% 16% 

USA 509 515 669 697 

YoY growth rate 4% 1% 30% 4% 

% of total revenue 16% 14% 16% 16% 

Other Asian countries/areas 457 550 609 583 

YoY growth rate -6% 20% 11% -4% 

% of total revenue 14% 15% 14% 13% 

Other countries 189 263 253 234 

YoY growth rate 66% 39% -4% -8% 

% of total revenue 6% 7% 6% 5% 

Total 3,248 3,647 4,248 4,331 

YoY growth rate 3% 12% 16% 2% 
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Model Estimates                                                                                     
 
Management has set ambitious growth target of becoming a RMB 10 
billion revenue company by FY2019 by achieving 20%-25% annual 
growth over the next 3 years. While we are optimistic about 
management’s ability to deliver on its targets, we remain a bit 
conservative in our forecasts and model an 18.0% revenue growth 
CAGR from 2016-2020. In terms of product category, we model a 
strong growth in the SLI segment and expect it to account for 25%-
30%+ of the company’s revenue by FY2020 as against 20% currently. 
Geography wise, we expect China to be the major growth contributor 
driven by strong demand for start-stop, telecommunications and UPS 
batteries. We expect gross profit margin to remain near the 16.5%-
17% range. Operating profit will increase slightly to 6.4% of sales 
taking into account higher research costs and amortization of 
development expenses going forward offset by a reduction in selling, 
distribution and administrative expenses as the company benefits 
from economies of scale.  
 
Net income margin is expected to increase from 3.8% in FY2016 to 
4.2% in FY2020 due to a slight increase in operating margin and 
reduction in the financial leverage ratio. In order to achieve its 
targeted revenue growth, we expect the company to continue spending 
heavily on capital investments and forecast CAPX to remain between 
7%-8% of sales over the next few years. High CAPX will also result in 
an increase in the company’s debt and in our model; we expect net 
debt to increase from RMB 955 million in 1H 2016 to about RMB 1.60 
billion by FY2020. 
 

Management Bio                                                                                     
 
DONG Li- Executive Director and Chairman 
Mr. DONG Li, aged 50, is an executive director, chairman of the Board 
and nomination committee and founder of the Company. Mr. Dong has 
been appointed as executive director since April 2010, the date of the 
incorporation of the Company. Mr. Dong is a controlling shareholder of 
the Company and held 74% of the outstanding shares as of December 
12, 2016. He is also one of the authorized representatives of the 
Company and serving as director for various subsidiaries of the Group. 
Mr. Dong graduated from Northwest Textile University of Science and 
Technology, the predecessor of Xi’an Polytechnic University, in 1988 
with a Bachelor’s degree in Engineering and Xi’an International Studies 
College, the predecessor of Xi’an International Studies University, in 
1990 with a Bachelor of Arts degree. Mr. Dong obtained an EMBA 
degree from National University of Singapore in 2015. Contributing to 
his business experience and social participation, he received various 
recognitions and honors in the past including Outstanding China Non-
governmental Entrepreneur, Rising Star Entrepreneur of Shenzhen, 
Honorary Citizen of Zhaoqing City in China and Texas in the United 
States. Mr. Dong also holds social positions including Council 
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Member of China Overseas Exchange Association, overseas member 
of All-China Federation of Returned Overseas Chinese, Honorary 
Chairman of Shenzhen Federation of Returned Overseas Chinese, 
Vice Chairman of Anhui Province Overseas Exchange Association, 
Vice Chairman of Guangdong High-Tech Industry Chamber, Council 
Member of Harmony Club of Shenzhen, Honorary Chairman of the 
Chinese CEO Organization and Honorary Chairman of Chinese 
American Federation. 
 
Zhao Huan- CEO 
Ms. Zhao Huan, aged 40, is an executive director and chief executive 
officer of the Company. Ms. Zhao has been appointed as executive 
director since June 2010.  Ms. Zhao graduated from Guangdong 
Economics Management Cadre College specializing in Finance in 
1996 and from the University of Hertfordshire in the UK in 2004 with 
a Master of Arts degree in International Business.  Ms. Zhao is 
experienced in international sales and management. Ms. Zhao first 
joined the Group in 2004 as a foreign trade officer. She was 
subsequently promoted to foreign trade manager, deputy general 
manager of foreign trade department, vice president and finally to 
her current position, in which her responsibilities focus more on the 
overall management and strategic development of the Group.   
 
Chow Kam Keung Albert-CFO 
Mr. Chow, aged 53, joined the Company as chief financial officer and 
company secretary in     November, 2015. Mr. Chow has over 28 years 
of experience in accounting, auditing, tax, information system, 
corporate finance and management. Prior to joining the Company, he 
had held various senior positions with public companies listed in 
Hong Kong which mostly are manufacturing enterprises. Mr. Chow 
obtained a Bachelor’s degree in Business Administration with double 
majors in Accounting and Management Information Systems in 1986 
and a Master’s degree in Accounting in 1987 from the University of 
Hawaii in the United States. He is a member of The Hong Kong 
Institute of Certified Public Accountants, a CFA charter holder and a 
member of the Chinese Institute of Certified Public Accountants.  
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Industry Analysis                                                                                   
 
Rechargeable Batteries 
Rechargeable batteries are used in various applications including 
automobile starters, portable consumer devices, light vehicles, golf 
carts, electric bicycles, UPS systems, battery storage power stations 
and electric cars. 
 
The chart below shows the types of rechargeable batteries which 
include Lead-acid batteries, Nickel-Cadmium batteries and Lithium-
ion batteries. Lead-acid batteries can be further divided into two 
distinct categories: flooded and sealed/valve regulated lead-acid 
[SLA or VRLA]. The main difference between the two is that the 
electrolyte in the VRLA batteries is immobilized whereas in the 
flooded batteries the electrodes are immersed in the liquid 
electrolyte. VRLA batteries can be further divided into AGM 
[absorbed glass mat] and gel based on how the electrolyte 
immobilization is achieved. 
 

 
Source: Altenergymag 

 
According to Christophe Pillot of consulting firm Avicenne Energy, 
the global market for rechargeable batteries was around $65 billion 
in 2015. According to battery type, lead acid batteries accounted for 
nearly 55% of the total market at around $37 billion, lithium-ion at 
$23 billion, Ni-MH at $2 billion and Ni-Cd at $1 billion.  
 
Classifying according to end-use, a major chunk of sales was 
attributable to SLI batteries for motorized vehicles accounting for 
one-third of the total sales at $22 billion, followed by industrial 
batteries [US$ 15 billion] and portable batteries [US$ 11 billion]. 
Automotive batteries for the worldwide e-mobility sector were worth 
US$ 9 billion while e-bikes made a US$ 3 billion contribution. 
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Lead-Acid Batteries 
The $37 billion lead-acid battery is a mature industry which has been 
around for more than 150 years and showing no signs of being 
supplanted by newer technologies, such as lithium-ion, any time 
soon. Johnson Controls Inc. [JCI_US] forecasts that lead-acid batteries 
will continue their dominance with 94% of the automobile batteries 
used in 2025 still being lead-acid. On the other hand, lead-acid 
chemistry is finding increasing importance in new and rapidly 
growing applications such as renewable energy storage.  An easy 
manufacturing process coupled with the requirement of low-cost 
equipment will continue to drive demand in the future. Increasing 
demand for lead acid batteries as they provide high surge currents 
and energy densities will spur industry growth. Moreover, its 
advantages such as durability, dependability, low maintenance costs, 
and high discharge rate are expected to increase its preference over 
Li-ion and Ni-Cd batteries. 
 
The applications are divided into SLI [60%] batteries for automotive 
vehicles, batteries for industrial purposes such as telecom, UPS 
systems, forklifts, etc and for ESS [35%], and other applications [5%]. 
In the $13 billion industrial battery market, batteries for forklifts 
command a dominant share of 40%, followed by telecommunication 
at 24%, UPS at 22%, other motive applications at 12% and other 
stationery and ESS [energy storage systems] at 2%. 
 

 
Source: Avicenne Energy 
 

 
Source: Avicenne Energy 
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Source: Johnson Controls 

 
Over the last 10 years, the lead-acid battery industry has grown at a 
CAGR of more than 5% from about $22 billion in 2005 to more than 
$37 billion by 2015. Going forward, start-stop batteries will drive the 
demand for automotive batteries. Increasing penetration of mobile 
communication devices in developing and emerging markets and the 
building of 5G network will drive the growth of telecommunication 
batteries. New applications such as renewable energy storage will 
further boost the demand. Overall, the market for these batteries is 
expected to see robust growth for the next 10 years and based on 
research by Avicenne Energy, it is expected to grow at about 4% 
during the period to more than $52 billion by 2025. 
 

 
Source: Avicenne Energy 
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Competitive Landscape 
Lead-acid battery manufacturing is a labor-intensive, small profit margin, strong 
environmental impact industry. It is an extremely competitive industry with a large number of 
local as well as global players. Lead-acid batteries have a low value/weight ratio and hence 
being close to the customer is a key source of competitive advantage. Given the capital 
requirements and regulatory approvals needed to build new battery manufacturing facilities 
and distribution centers, building a successful global enterprise is an expensive and lengthy 
endeavor. Thus, it is difficult for any new company to replicate the business of the existing 
global players. However, over the years a lot of local and regional players have entered the 
industry leading to situations of overcapacity and intense price wars resulting in lower 
margins for everyone involved. The presence of a large number of companies supplying a 
similar product results in a low pricing power for the battery producers. However, some 
companies are able to distinguish themselves on the basis of quality, technology and warranty.  
We believe that the rapidly changing technology landscape and the strict environmental 
regulations enforced by the governments all over the world will be a positive for the larger and 
more established firms with state-of-the-art R&D facilities and well managed supply chains. 
Strong customer relationships are yet another source of competitive advantage. For example, 
in the automotive battery segment, the automakers use the batteries of the same company in 
multiyear production runs of the same model as well as in their new models. 
 
Companies 
US-based Johnson Controls Inc [JCI_US] is the global leader in the lead-acid battery market 
with about 17% of the global market share. The other major global players include GS Yuasa 
[6674_JP], Fiamm and Exide Technologies. In China, Chaowei Power Holdings [951_HK] and 
Tianneng Power International [819_HK] are the top two players with Leoch being the fifth 
largest in terms of market share.  
 
 Company Name Revenue (in millions USD) Operating Margin Net Margin:TTM 

 TTM 2015 2014 TTM 2015 2014 TTM 2015 2014 

Chaowei Power Holdings 3,097 3,003 2,952 4.2% 3.7% 1.4% 2.5% 1.8% 1.7% 

Tianneng Power Intl 3,009 2,834 2,279 5.9% 5.2% -1.5% 4.2% 3.7% 1.0% 

Zhejiang Narada Power Source 990 814 613 4.3% 3.8% 5.1% 4.8% 4.0% 3.5% 

Camel Group Co. 879 851 834 10.0% 11.3% 14.6% 9.7% 11.4% 10.2% 

Leoch International Tech 806 689 690 7.2% 6.2% 4.9% 4.1% 3.3% -3.0% 

Coslight Technology Intl 755 653 573 6.4% 3.6% -2.0% 2.3% 0.1% 4.9% 

Shandong Sacred Sun Power 226 218 201 3.3% 2.4% 2.7% 3.1% 2.4% 1.5% 

Dynavolt Renewable Power 167 87 79 1.5% 0.2% 3.8% 0.4% 0.5% -3.4% 
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Automobile Lead-acid Battery Market Share % 
Global 2010 2011 2012 2013 2014 2015 

Johnson Controls 29 30 31 31 30 30 

Exide Technologies 21 21 22 23 23 22 

GS Yuasa 12 13 12 12 13 14 

Fiamm 4 6 7 7 7 7 

East Penn 3 3 3 3 3 3 

Others 31 27 25 24 24 24 

Battery - North America 2010 2011 2012 2013 2014 2015 

Johnson Controls 38 40 39 39 40 40 

Exide Technologies 31 33 34 35 35 36 

East Penn 7 7 7 6 6 7 

Others 24 20 20 20 19 17 

Battery - Asia Pacific 2010 2011 2012 2013 2014 2015 

Johnson Controls 18 18 19 18 18 18 

Exide Technologies 15 16 17 18 18 18 

GS Yuasa 14 15 17 17 18 19 

Shin Kobe 8 8 8 7 7 7 

Others 45 43 39 40 39 38 

Battery - Europe 2010 2011 2012 2013 2014 2015 

Johnson Controls 30 30 31 31 30 30 

Exide Technologies 22 23 22 22 22 21 

Fiamm 7 8 9 10 11 11 

Banner 7 7 8 9 9 9 

Moll 5 5 5 4 4 4 

Others 29 27 25 24 24 25 
Source: Bloomberg 

 
Lead 
Lead-based batteries account for more than 80% of present day 
worldwide lead usage. Lead is the most important raw material used 
in the manufacture of lead-acid batteries accounting for 50%-60% of 
COGS. Thus, lead price volatility can have a major impact on a 
company’s gross margins. However, some battery manufacturers try 
to hedge their exposure to lead price risk by entering into price 
linking arrangements with their customers thereby passing over the 
fluctuations in the raw material price to their customers.  
 
Lead is one of the most effectively recycled materials in the world 
and today more lead is produced by recycling than is mined. 
Recycling lead is relatively simple and in most of the applications 
where lead is used, such as lead-acid batteries, it is possible to 
recover it for use over and over again. In fact, the quality of recycled 
lead is often similar to that of metal obtained from mining.   
 
The majority of primary lead is effectively used only to ‘top up’ the 
lead that is already circulating efficiently in the economy. As a result, 
lead is likely to be readily available as a sustainable resource in the 
future for as long as can be reasonably forecast. According to the ILA 
[International Lead Association], in 2013, global secondary lead 
production was 6.1 million tons, or 54% of total production. 
Secondary production accounted for all the lead produced in the USA 
and 74% of lead produced in Europe. 
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Lead Demand by End Use [Global] FY2015 Lead Demand by End Use [China] FY2015 

 Starter Batteries - Replacement  47% Automobile Batteries 28% 

 Starter Batteries - OEM 12% Electric Bicycles 29% 

Industrial Batteries - Mobile Application  10% Motorcycle 5% 

Industrial Batteries - Stationary 11% Communication and UPS 13% 

Batteries -Total 80% Batteries-Total 75% 

Others 20% Others 25% 

Total 100.0% Total 100.0% 

Source: Bloomberg 

 
 

Peer Valuation Ticker  Mkt Cap [USD mn] EV/EBITDA 2016E EV/EBITDA 2017E P/E 2016E P/E 2017E P/B Dvd yld TTM (%) 

LEOCH INTERNATIONAL 842_HK                       163.2 3.4 2.9 5.4 4.6 0.5 2.5 

SHANDONG SACRED SUN 002580_CH                      604.3  35.6 30.0 63.3 41.1 3.6 0.3 

CHAOWEI POWER  951_HK                    1,000.0  7.8 6.6 10.2 8.5 2.3 1.6 

EXIDE INDUSTRIES  EXID_IN                    2,224.4  11.1 9.8 19.1 16.9 3.5 1.4 

BALLARD POWER SYSTEMS  BLD_CN                       330.2  - - - - 2.6 - 

ENERSYS ENS_US                    3,476.1  10.4 9.8 17.3 16.3 3.2 0.9 

GS YUASA CORP 6674_JP                   1,735.5  7.0 6.4 15.4 13.9 1.4 2.1 

TIANNENG POWER  819_HK                   1,047.7  5.5 4.7 8.5 6.8 2.1 4.4 

ZHEJIANG NARADA POWER  300068_CH                   2,290.5  23.3 18.5 40.2 28.7 2.7 - 

JOHNSON CONTROLS  JCI_US                 41,309.3  12.2 10.8 16.4 13.8 1.7 2.0 

AMARA RAJA BATTERIES AMRJ_IN                   2,326.0  - - - - 7.5 0.5 

CAMEL GROUP  601311_CH                   2,270.5  16.3 12.5 21.5 16.1 3.4 1.2 

COSLIGHT TECHNOLOGY  1043_HK                       263.4  5.7 4.7 7.8 5.7 0.9 - 

DYNAVOLT RENEWABLE POWER  002684_CH                   1,570.5  - - 101.1 32.7 7.2 - 

Adjusted Average 
  

8.8 8.1 16.2 13.1 2.5 1.7 
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5-Year Price Chart 

 

 
Source: Bloomberg 
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Income Statement ( millions RMB ) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E CAGR (2016-2020) 

Revenue     3,164.1      3,248.0      3,646.9       4,248.4       4,330.9       5,570.8       6,822.7       7,994.7       9,006.3       9,888.6  18.0% 

y/y 49.5% 2.7% 12.3% 16.5% 1.9% 28.6% 22.5% 17.2% 12.7% 9.8% 
 Cost of Revenue -2,510.3 -2,655.8 -3,040.9 -3,531.7 -3,561.2 -4,646.1 -5,690.2 -6,659.6 -7,493.2 -8,212.5 
 Gross Profit 653.7 592.2 606.0 716.7 769.7 924.8 1,132.6 1,335.1 1,513.1 1,676.1 
 Gross margin (%) 20.7% 18.2% 16.6% 16.9% 17.8% 16.6% 16.6% 16.7% 16.8% 17.0% 
 Other Operating Revenue           9.0            5.7          11.1           11.5           11.1           11.4           11.6           11.8           12.1           12.3  
 as a % of sales 0.3% 0.2% 0.3% 0.3% 0.3% 0.2% 0.2% 0.1% 0.1% 0.1% 
 Selling, General & Admin Expense -293.8 -483.4 -556.9 -576.8 -518.1 -579.1 -733.1 -855.2 -957.1 -1,042.7 
 as a % of sales 9.3% 14.9% 15.3% 13.6% 12.0% 10.4% 10.7% 10.7% 10.6% 10.5% 
 Other Operating expenses -67.9 -11.7 -13.5 -14.1 -2.5 -3.2 -3.9 -4.6 -5.2 -5.7 
 as a % of sales 2.1% 0.4% 0.4% 0.3% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 
 Operating Income 301.0 102.7 46.6 137.3 260.2 353.8 407.1 487.2 562.8 640.0 19.7% 

y/y -1.1% -65.9% -54.6% 194.4% 89.5% 36.0% 15.1% 19.7% 15.5% 13.7% 
 Operating margin (%) 9.5% 3.2% 1.3% 3.2% 6.0% 6.4% 6.0% 6.1% 6.2% 6.5% 
 Interest Expense -29.1 -62.9 -98.8 -108.5 -104.7 -109.9 -117.4 -129.3 -141.2 -148.0 
 Interest income 18.0 21.4 25.5 14.1 15.9 16.5 17.9 14.3 14.4 12.8 
 Equity in (losses)income of affiliates 0.1 -0.3 0.4 -3.9 -7.4 -5.2 -3.0 2.0 3.4 5.8 
 Other recurring (expenses)/income 43.9 14.1 27.1 -3.7 6.1 8.5 8.7 8.8 9.0 9.2 
 Amortization of intangibles 0.0 0.0 0.0 0.0 

       Goodwill impairment 0.0 0.0 0.0 0.0 
       Other non recurring (expenses) income -5.6 1.5 -121.6 76.6 -35.7 

      Pretax Income (reported) 328.3 76.5 -120.9 111.9 134.6 263.7 313.3 383.1 448.4 519.8 31.0% 

y/y 9.5% -76.7% -258.0% -192.5% 20.3% 96.0% 18.8% 22.3% 17.1% 15.9% 
 Pretax Income (adjusted) 333.9 75.1 0.8 35.2 170.2 263.7 313.3 383.1 448.4 519.8 25.0% 

y/y 11.5% -77.5% -99.0% 4564.8% 383.3% 54.9% 18.8% 22.3% 17.1% 15.9% 
   - Income Tax Expense -44.6 -4.9 -8.4 -30.1 -28.3 -52.7 -62.7 -76.6 -89.7 -104.0 
 Effective tax rate (%) 13.6% 6.3% -6.9% 26.9% 21.0% 20.0% 20.0% 20.0% 20.0% 20.0% 
   - Minority Interests 0.0 0.0 0.0 0.0 0.3 1.0 0.0 -0.3 -0.4 -0.4 
 Income Before XO Items 283.6 71.7 -129.3 81.8 106.6 211.9 250.6 306.2 358.4 415.4 31.3% 

y/y 10.1% -74.7% -280.4% -163.3% 30.3% 98.8% 18.3% 22.2% 17.1% 15.9% 
   - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0 
 Net Income (reported) 283.6 71.7 -129.3 81.8 106.6 211.9 250.6 306.2 358.4 416.4 31.3% 

y/y 10.1% -74.7% -280.4% -163.3% 30.3% 98.8% 18.3% 22.2% 17.1% 16.2% 
 Exceptional (L)G 0.00 0.00 0.00 0.00 

       Net Income (adjusted) 289.2 70.2 -7.6 5.1 142.3 211.9 250.6 306.2 358.4 415.4 23.9% 

y/y 12.5% -75.7% -110.9% -167.4% 2664.3% 49.0% 18.3% 22.2% 17.1% 15.9% 
 Basic EPS (reported) 0.21 0.05 -0.10 0.06 0.08 0.16 0.19 0.23 0.26 0.31 
 Basic EPS (adjusted) 0.22 0.05 -0.01 0.00 0.11 0.16 0.19 0.23 0.26 0.31 
 

            Basic Weighted Avg Shares 1,333 1,335 1,336 1,345 1,353 1,353 1,353 1,353 1,353 1,353 
 

            Diluted EPS (reported) 0.21 0.05 -0.10 0.06 0.08 0.16 0.19 0.23 0.26 0.31 31.3% 

y/y -14.0% -74.8% -280.3% -162.9% 29.5% 98.8% 18.3% 22.2% 17.1% 16.2% 
 Diluted EPS (adjusted) 0.22 0.05 -0.01 0.00 0.11 0.16 0.19 0.23 0.26 0.31 23.9% 

y/y -12.1% -75.8% -110.9% -166.9% 2647.4% 48.9% 18.3% 22.2% 17.1% 15.9% 
 Diluted Weighted Avg Shares (mn)  1,333 1,335 1,336 1,345 1,353 1,353 1,353 1,353 1,353 1,353 
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Reference Items FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E 
 EBITDA       363.4        205.4         213.4         341.4         478.4          628.9          737.2          866.3          981.4       1,090.3  
 Dividends per Share 0.392 0.040 0.000 0.018 0.021 0.021 0.028 0.034 0.040 0.046 
 Dividend payout ratio 181% 76% 0% 470% 20% 13% 15% 15% 15% 15% 
 Depr. & Amor. 62.4 102.7 166.7 204.1 218.2 275.1 330.1 379.1 418.5 450.3 
 as a % of sales 2.0% 3.2% 4.6% 4.8% 5.0% 4.9% 4.8% 4.7% 4.6% 4.6% 
 

            Balance Sheet (millions RMB) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E 
 Assets   

            + Cash & Near Cash Items 348.2 848.3 822.4 761.4 788.0 855.6 684.3 686.4 612.8 598.5 
   + Short-Term Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
   + Accounts & Notes Receivable 804.1 957.9 1,092.5 1,358.3 1,548.9 1,813.6 2,154.6 2,448.9 2,676.0 2,871.7 
   + Inventories 991.0 847.1 722.3 796.1 889.0 1,099.2 1,346.2 1,575.6 1,772.8 1,943.0 
   + Other Current Assets 261.3 246.9 176.1 134.2 209.4 213.6 217.9 222.2 226.7 231.2 
 Total Current Assets 2,404.6 2,900.2 2,813.2 3,050.0 3,435.3 3,982.0 4,402.9 4,933.1 5,288.3 5,644.5 
   + Long-Term Investments 0.0 0.0 10.5 23.3 54.3 49.9 49.9 49.9 49.9 49.9 
     + Gross Fixed Assets 1,439.7 2,123.7 2,434.6 2,472.0      2,591.9  2,981.8 3,527.6 4,147.2 4,822.7 5,539.6 
     - Accumulated Depreciation -210.0 -306.4 -505.1 -593.9 -772.866 -1,047.9 -1,378.1 -1,757.2 -2,175.7 -2,626.0 
   + Net Fixed Assets 1,229.7 1,817.3 1,929.5 1,878.1 1,819.0 1,933.9 2,149.6 2,390.1 2,647.0 2,913.6 
   + Other Long-Term Assets 588.2 319.1 161.2 212.2 243.6 253.3 263.5 274.0 285.0 296.4 
   + Goodwill & other Intangible Assets 29.1 61.0 91.6 97.0 181.4 211.4 259.4 301.4 340.4 371.4 
 Total Long-Term Assets 1,847.0 2,197.5 2,192.8 2,210.7 2,298.2 2,448.5 2,722.3 3,015.3 3,322.2 3,631.2 
 Total Assets 4,251.6 5,097.7 5,006.0 5,260.7 5,733.5 6,430.5 7,125.3 7,948.4 8,610.6 9,275.7 
 

 
      

        Liabilities & Shareholders' Equity       
          + Accounts Payable 547.9 1,006.9 1,067.7 1,216.4 1,220.1 1,589.4 1,946.5 2,232.6 2,461.8 2,644.2 

   + Short-Term Borrowings 740.9 1,208.1 1,183.1 1,139.5 1,471.0 1,225.8 1,225.8 1,225.8 1,225.8 1,225.8 
   + Other Short-Term Liabilities 297.6 315.3 466.1 465.8 464.7 488.0 512.4 538.0 564.9 593.1 
 Total Current Liabilities 1,586.4 2,530.3 2,716.9 2,821.7 3,155.9 3,303.1 3,684.7 3,996.4 4,252.5 4,463.1 
   + Long-Term Borrowings 330.7 186.4 39.4 62.2 84.8 450.8 550.0 800.0 900.0 1,000.0 
   + Other Long-Term Liabilities 4.2 36.7 39.4 46.1 47.2 48.2 49.1 50.1 51.1 52.1 
 Total Liabilities 1,921.3 2,753.4 2,795.7 2,930.0 3,287.9 3,802.1 4,283.8 4,846.5 5,203.6 5,515.2 
   + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
   + Share Capital & APIC 114.3 114.5 114.6 115.7 115.8 115.8 115.8 115.8 115.8 115.8 
   + Retained Earnings & Other Equity 2,215.9 2,229.8 2,095.8 2,214.9 2,323.7 2,507.5 2,720.6 2,980.8 3,285.5 3,638.6 
 Total Shareholders' Equity 2,330.2 2,344.3 2,210.3 2,330.7 2,439.6 2,623.4 2,836.4 3,096.7 3,401.3 3,754.4 
   + Minority Interest 0.0 0.0 0.0 0.0 6.0 5.0 5.0 5.3 5.6 6.0 
 Total Liabilities & Equity 4,251.6 5,097.7 5,006.0 5,260.7 5,733.5 6,430.5 7,125.3 7,948.4 8,610.6 9,275.7 
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Cash Flow (millions RMB) FY 2011 FY 2012 FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E 

  + Net Income 283.6 71.7 -129.3 81.8 106.6 211.9 250.6 306.2 358.4 415.4 

  + Depreciation & Amortization 62.4 102.7 166.7 204.1 218.2 275.1 330.1 379.1 418.5 450.3 

  + Other Non-Cash Adjustments -46.4 43.6 193.3 99.4 178.91 0.0 1.0 1.2 1.4 1.4 

  + Changes in Non-Cash Capital -312.6 484.2 141.5 -200.2 -360.9 -86.6 -210.7 -216.4 -172.6 -159.8 

Cash From Operating Activities -13.1 702.2 372.2 185.0 142.8 400.3 371.1 470.1 605.7 707.4 

  + Disposal of Fixed Assets 0.8 2.7 27.6 29.1 9.5 
       + Capital Expenditures -816.5 -646.3 -369.0 -122.7 -311.3 -390.0 -545.8 -619.6 -675.5 -716.9 

  + Increase in Investments -25.2 -9.7 -16.9 -71.0 -63.3 -5.4 -10.1 -10.5 -11.0 -11.4 

  + Decrease in Investments 692.6 28.5 29.8 0.0 1.0 
       + Other Investing Activities 10.5 21.4 25.5 14.1 16.0 -30.0 -48.0 -42.0 -39.0 -31.0 

Cash From Investing Activities -137.9 -603.4 -303.0 -150.6 -348.1 -425.4 -604.0 -672.1 -725.4 -759.3 

  + Dividends Paid -36.0 -71.6 0.0 0.0 -24.0 -28.1 -37.6 -45.9 -53.8 -62.3 

  + Change in Short-Term Borrowings 0.0 0.0 0.0 0.0 0.0 -245.2 0.0 0.0 0.0 0.0 

  + Increase in Long-Term Borrowing 1,573.0 1,705.8 1,631.3 1,382.9 2,427.4 366.0 99.2 250.0 100.0 100.0 

  + Decrease in Long-term Borrowing -918.0 -1,382.9 -1,803.4 -1,404.8 -2,081.2 
       + Increase in Capital Stocks 0.0 0.8 0.5 1.3 0.5 
       + Decrease in Capital Stocks 0.0 0.0 0.0 0.0 0.0 
       + Other Financing Activities -564.6 -340.9 165.0 -27.3 -56.3 
     Cash from Financing Activities 54.5 -88.7 -6.6 -47.9 266.4 92.6 61.6 204.1 46.2 37.7 

Net Changes in Cash -96.5 10.0 62.7 -13.5 61.1 67.5 -171.3 2.1 -73.5 -14.3 

 

Ratio Analysis FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016E FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E 

           Growth Ratios % 
          Revenue 49.5% 2.7% 12.3% 16.5% 1.9% 28.6% 22.5% 17.2% 12.7% 9.8% 

EBITDA 4.8% -43.5% 3.9% 60.0% 40.1% 31.4% 17.2% 17.5% 13.3% 11.1% 

Operating Income -1.1% -65.9% -54.6% 194.4% 89.5% 36.0% 15.1% 19.7% 15.5% 13.7% 

Net income reported 10.1% -74.7% -280.4% -163.3% 30.3% 98.8% 18.3% 22.2% 17.1% 16.2% 

Net income adjusted 12.5% -75.7% -110.9% -167.4% 2664.3% 49.0% 18.3% 22.2% 17.1% 15.9% 

Diluted EPS reported -14.0% -74.8% -280.3% -162.9% 29.5% 98.8% 18.3% 22.2% 17.1% 16.2% 

Diluted EPS adjusted -12.1% -75.8% -110.9% -166.9% 2647.4% 48.9% 18.3% 22.2% 17.1% 15.9% 

Dividend per share 
 

-90% -100% - 16% 0% 34% 22% 17% 16% 

           Accounts Receivables 37% 19% 14% 24% 14% 17% 19% 14% 9% 7% 

Inventory 44% -15% -15% 10% 12% 24% 22% 17% 13% 10% 

Fixed Assets 136% 48% 6% -3% -3% 6% 11% 11% 11% 10% 

Total Assets 38% 20% -2% 5% 9% 12% 11% 12% 8% 8% 

Working Capital 36% -40% -37% 33% 59% 9% 20% 17% 12% 10% 

Accounts Payable 59% 84% 6% 14% 0% 30% 22% 15% 10% 7% 

Short Term Debt 78% 63% -2% -4% 29% -17% 0% 0% 0% 0% 

Long Term Debt 
 

-44% -79% 58% 36% 431% 22% 45% 13% 11% 

Total Equity 12% 1% -6% 5% 5% 8% 8% 9% 10% 10% 

           Cash From Operations -97% -5473% -47% -50% -23% 180% -7% 27% 29% 17% 

Capital Expenditure 262% -21% -43% -67% 154% 25% 40% 14% 9% 6% 

Free Cash Flow 37% -107% -94% 1823% -371% -106% -1786% -14% -53% -86% 
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Per Share Data (RMB) FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016E FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E 

Basic EPS (adjusted) 0.22 0.05 -0.01 0.00 0.11 0.16 0.19 0.23 0.26 0.31 

Diluted EPS (adjusted) 0.22 0.05 -0.01 0.00 0.11 0.16 0.19 0.23 0.26 0.31 

Dividend per share (DPS) 0.392 0.040 0.000 0.018 0.021 0.021 0.028 0.034 0.040 0.046 

Book Value per share (BVPS) 1.7 1.7 1.6 1.7 1.7 1.8 1.9 2.1 2.3 2.5 

           Margins (%) 
          Gross Margin 20.7% 18.2% 16.6% 16.9% 17.8% 16.6% 16.6% 16.7% 16.8% 17.0% 

Operating Margin 9.5% 3.2% 1.3% 3.2% 6.0% 6.4% 6.0% 6.1% 6.2% 6.5% 

EBITDA Margin 11.5% 6.3% 5.9% 8.0% 11.0% 11.3% 10.8% 10.8% 10.9% 11.0% 

Pre-Tax Margin (adjusted) 10.6% 2.3% 0.0% 0.8% 3.9% 4.7% 4.6% 4.8% 5.0% 5.3% 

Net Income Margin (adjusted) 9.1% 2.2% -0.2% 0.1% 3.3% 3.8% 3.7% 3.8% 4.0% 4.2% 

           Dupont ROE (%) 12.4% 3.0% -0.3% 0.2% 5.8% 8.1% 8.8% 9.9% 10.5% 11.1% 

Margin (%) 9.1% 2.2% -0.2% 0.1% 3.3% 3.8% 3.7% 3.8% 4.0% 4.2% 

Turnover (x) 0.7 0.6 0.7 0.8 0.8 0.9 1.0 1.0 1.0 1.1 

Leverage (x) 1.8 2.2 2.3 2.3 2.4 2.5 2.5 2.6 2.5 2.5 

           Return on Assets 6.8% 1.4% -0.2% 0.1% 2.5% 3.3% 3.5% 3.9% 4.2% 4.5% 

Return on Capital Employed 11.3% 4.0% 2.0% 5.6% 10.1% 11.3% 11.8% 12.3% 12.9% 13.3% 

Return on Invested Capital 7.6% 2.6% 1.5% 2.8% 5.1% 6.6% 7.1% 7.6% 8.1% 8.6% 

           FCF Calculation 
          Op. cash  -13.1 702.2 372.2 185.0 142.8 400.3 371.1 470.1 605.7 707.4 

capex -816.5 -646.3 -369.0 -122.7 -311.3 -390.0 -545.8 -619.6 -675.5 -716.9 

FCF (S$ million) -829.6 55.9 3.2 62.3 -168.5 10.4 -174.7 -149.5 -69.8 -9.6 

FCF margin (%) -26.2% 1.7% 0.1% 1.5% -3.9% 0.2% -2.6% -1.9% -0.8% -0.1% 

FCF per share -0.62 0.04 0.00 0.05 -0.12 0.01 -0.13 -0.11 -0.05 -0.01 

Price/FCF per share -2.5 23.2 274.4 24.2 -4.6 110.4 -6.5 -7.7 -16.4 -119.7 

           Net Cash calculation 
          Cash + short term investments 348.2 848.3 822.4 761.4 788.0 855.6 684.3 686.4 612.8 598.5 

Less: long term debt -1,071.6 -1,394.5 -1,222.5 -1,201.7 -1,555.9 -1,676.6 -1,775.8 -2,025.8 -2,125.8 -2,225.8 

Net Cash -723.4 -546.2 -400.2 -440.2 -767.9 -821.1 -1,091.5 -1,339.5 -1,513.0 -1,627.3 

           Net cash per share -0.5 -0.4 -0.3 -0.3 -0.6 -0.6 -0.8 -1.0 -1.1 -1.2 

           

   
          

   Valuation ratio's 
          P/B 0.90 0.57 0.42 0.67 0.35 0.47 0.44 0.41 0.37 0.34 

P/E 7.17 18.50 -116.36 292.74 5.50 5.40 4.57 3.74 3.19 2.75 

P/S 0.66 0.27 0.41 0.18 0.26 0.21 0.17 0.14 0.13 0.12 

EV/sales 0.83 0.64 0.39 0.47 0.38 0.38 0.31 0.26 0.23 0.21 

EV/EBITDA 7.22 10.15 6.65 5.90 3.45 3.35 2.85 2.43 2.14 1.93 

EV/EBIT 8.72 20.30 30.40 14.66 6.34 5.95 5.17 4.32 3.74 3.29 

EV/FCF -3.16 37.32 437.65 32.31 -9.78 203.00 -12.04 -14.08 -30.14 -220.11 

Dividend Yield (%) 46.35% 4.73% 0.00% 2.13% 2.46% 2.46% 3.28% 4.01% 4.70% 5.44% 
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Working Capital Ratios FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 FY 12/2016E FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E 

Receivable days 80 99 103 105 123 119 115 112 108 106 

Inventory days 122 126 94 78 86 86 86 86 86 86 

payables days 65 107 125 118 125 125 125 122 120 118 

Current ratio 1.5 1.1 1.0 1.1 1.1 1.2 1.2 1.2 1.2 1.3 

Quick ratio 0.9 0.8 0.8 0.8 0.8 0.9 0.8 0.8 0.8 0.8 

Working capital 1210.8 729.7 457.1 606.4 962.5 1049.1 1259.8 1476.2 1648.8 1808.6 

Cash conversion cycle 137.2 118.5 72.3 65.7 84.0 80.3 76.8 75.8 74.9 74.8 

           
Leverage Ratios 

          
Debt / equity 46% 59% 55% 52% 64% 64% 63% 65% 62% 59% 

Net cash (debt) / equity -31% -23% -18% -19% -31% -31% -38% -43% -44% -43% 

Net cash (debt) / mkt cap -35% -42% -45% -29% -98% -72% -95% -117% -132% -142% 

Net cash (debt) / capital -21% -15% -12% -12% -19% -19% -24% -26% -27% -27% 

           Coverage Ratios 
          Interest coverage [EBIT] 27.0 2.5 0.6 1.5 2.9 3.8 4.1 4.2 4.4 4.7 

Interest coverage [Opt. CF] -1.2 16.9 5.1 2.0 1.6 4.3 3.7 4.1 4.8 5.2 

           
Earnings Quality Ratios 

          
Net operating assets/liab [NOA] 3053.6 2890.5 2610.5 2770.9 3213.5 3449.4 3933.0 4441.4 4919.9 5387.7 

Average NOA 
 

2972.1 2750.5 2690.7 2992.2 3331.4 3691.2 4187.2 4680.7 5153.8 

B/S accrual ratio 
 

-0.05 -0.10 0.06 0.15 0.07 0.13 0.12 0.10 0.09 

CF accrual ratio 
 

0.15 -0.01 -0.03 -0.01 0.10 0.06 0.12 0.11 0.09 

           Enterprise Value Calculation FY 12/2011 FY 12/2012 FY 12/2013 FY 12/2014 FY 12/2015 Current 
   Market Cap. 2,075 1,299 889 1,506 782 1,144 
    + Minority Interest 0 0 0 0 6 5 
    +Total Debt (ST & LT Debt) 1,072 1,395 1,223 1,202 1,556 1,677 
    - Cash & Equivalents 521 608 694 695 695 722 
    

Enterprise Value 2,625 2,086 1,418 2,013 1,649 2,104 
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DCF model 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 

(in RMB million)                               

EBIT 301 103 47 137 260 354 407 487 563 640 679 707 729 746 751 

% growth -1% -66% -55% 194% 90% 36% 15% 20% 16% 14% 6% 4% 3% 2% 1% 

                                

Taxes @ 14% 6% -7% 27% 21% 20% 20% 20% 20% 20% 20% 21% 21% 22% 22% 

                                

EBIAT 260 96 50 100 206 283 326 390 450 512 540 560 574 583 583 

% growth -1% -63% -48% 101% 105% 38% 15% 20% 16% 14% 6% 4% 3% 2% 0% 

                                

+ D&A 62 103 167 204 218 275 330 379 419 450 481 503 517 532 548 

- Capital expenditures -817 -646 -369 -123 -311 -390 -546 -620 -675 -717 -726 -722 -719 -711 -702 

- Change in net WC -313 484 142 -200 -361 -87 -211 -216 -173 -160 -141 -113 -99 -86 -90 

Free Cash Flow to Firm -807 37 -11 -19 -248 82 -101 -67 21 86 154 227 272 319 339 

FCY y/y growth   -105% -129% 70% 1241% -133% -223% -33% -131% 314% 79% 48% 20% 17% 6% 

 

Value per Share                     

      Cost of capital       WACC     8.8% 

Terminal Growth 6.8% 7.8% 8.8% 9.8% 10.8%   PV of Free Cash Flow   662 

1.5% 2.95 2.21 1.67 1.28 0.97   PV of Terminal Value   2,499 

1.8% 3.14 2.34 1.76 1.34 1.01   Add: Net Cash   -955 

2.0% 3.29 2.43 1.83 1.39 1.05   Less: Minority Interest     -5 

2.3% 3.53 2.58 1.93 1.46 1.10   Total Equity Value   2,201 

2.5% 3.71 2.69 2.00 1.51 1.14   Shares outstanding   1,353  

              DCF value     1.83  

              All values in RMB except DCF value which is in HKD 
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Disclaimer 
Evaluate Research provides institutional equity research on global public 

mid-cap companies. All information used in the publication of this report has 

been compiled from publicly available sources that are believed to be reliable; 

and we do not seek insider information for writing this report. Opinions, 

estimates and projections in this report constitute the current judgment of the 

analyst(s) as on the date of this report.  It is not guaranteed as to accuracy, 

nor is it a complete statement, of the financial products, securities, or markets 

referred to. Opinions are subject to change without notice. To the extent 

permitted by law, Evaluate does not accept any liability arising from the use 

of information in this report.   

 

This document is provided for information purposes only, and is not a 

solicitation or inducement to buy, sell, subscribe, or underwrite securities or 

units. Evaluate does not make individually tailored investment 

recommendations. Any valuation given in a research note is the theoretical 

result of a study of a range of possible outcomes, and not a forecast of a likely 

share price. The securities, issuances or investment strategies discussed in 

this report may not be suitable for all investors. Investments involve many 

risk and potential loss of capital. Past performance is not necessarily 

indicative of future results. Evaluate may publish further update notes on 

these securities/companies but has no scheduled commitment and may cease 

to follow these securities/companies as may be decided by the research 

management. 

 

The companies or funds covered in this research may pay us a fee in order for 

this research to be made available. Any fees are paid upfront without 

recourse. Evaluate and its analysts are free to issue any opinion on the 

security or issuance. Evaluate seeks to comply with the CFA Institute 

Standards as well as NIRI Guidelines (National Investor Relations Institute, 

USA) for all conduct, research and dissemination of research, particularly 

governing independence in issuer commissioned research. 

 

Forward-looking information or statements in this report contain information 

that is based on assumptions, forecasts and estimates of future results, and 

therefore involve known and unknown risks or uncertainties which may cause 

the actual results, performance or achievements of their subject matter to be 

materially different from the current expectations. 

 

Evaluate makes an effort to use reliable, comprehensive information, but 

makes no representation that this information is accurate or complete. 

Evaluate is under no obligation to update or keep current the information 

contained herein. The compensation of the analyst who prepares any Evaluate 

research report is determined exclusively by Evaluate’s research and senior 

management. 

 

Evaluate Research Ltd. does not conduct any investment banking, stock 

brokerage or money management business and accordingly does not itself hold 

any positions in the securities mentioned in this report. However, Evaluate’s 

directors, affiliates, and employees may have a position in any or related 

securities mentioned in this report at an appropriate time period after the 

report has already been disseminated, and in compliance with all CFA 

Institute Standards. 

 

No part of this report may be reproduced or published without the prior 

written consent from Evaluate Research Ltd. Please cite the source when 

quoting. 
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