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Mixed Results; Significant Cost Controls Achieved  
Ozner Water International reported mixed results for the second half 
and year ended December 2018.  For 2H2018, the company reported 
revenue of RMB846.6mn, representing a decline of 13.7% on a YoY 
basis.  The decline in revenue resulted primarily from a change in the 
ÃÏÍÐÁÎÙȭÓ ÓÔÒÁÔÅÇÙ ÔÏ ÆÏÃus its attention on the leasing model for 
commercial users of its water purifiers, versus the direct sales/buy-out 
model for household users.  Adjusted earnings/EPS, after removing all 
one-time items such as gains on disposal of a subsidiary in FY2017 and 
fair value derivative gains and losses, were essentially flat in 2H2018 at 
RMB43.4mn/RMB1.86 cents vs. the 2H2017 adjusted earnings/EPS of 
RMB43.1mn/RMB1.90 cents.  The earnings remained flat as the positive 
impact of a 3.6% increase in gross profits and a 11.7% decrease in SGA 
expenses was offset by a lower revenue and a 46.7% increase in interest 
expenses.  The interest expenses increased from RMB66.4mn in 2H2017 
to RMB97.4mn in 2H2018 as the company increased its total debt from 
RMB1,436mn at the end of FY2017 to RMB1,966mn  at the end of 
FY2018. 
 
For the entire year FY2018, the company reported revenue of 
RMB1,644.9mn, representing an increase of 6.2% on a YoY basis.  Gross 
profit for the period came in at RMB760.6mn, representing a 6.3% YoY 
increase while adjusted EPS came in at RMB6.62 cents, representing an 
increase of 16.5% over the FY2017 adjusted EPS of RMB5.68 
cents.  During the year, the company repurchased 3.65 mn shares 
[approximately 1.8% of its outstanding shares] at an average price of 
HK$1.77 per share. The company also announced an annual dividend of 
RMB1.09 cents per share [FY2017:RMB2.25 cents] continuing with its 
ÌÁÓÔ ÙÅÁÒȭÓ ÄÉÖÉÄÅÎÄ ÐÁÙ-out ratio of 20%. 
 
Strategy Change to Focus on Commercial Leasing Model of Water 
Purifiers  
During the year, the company installed 373,000 units of new water 
purification machines.  As a result, the accumulated total of water 
purification machines installed by the company stood at approximately 
2,034,000 units at FY2018 end, up 19% from approximately 1,709,000 
units as of December 2017.  Of the total new machines installed, leased 
machines accounted for the majority with 232,000 new machines being 

leased to be used at customer premises.  During our conversations with 
management, they mentioned to us that the company has taken a  

www.evaluateresearch.com  

Target P rice        HK$ 3.00  

Current Price                 HK$ 1.26  

Upsi de Potential                138 % 

 

Market Cap.  
HK$ 2,772 mn 

US$ 360 mn 

Shares Outstanding  2,132 mn 

Free Float (FF %)  HK$ 817  mn / 38% 

52 Week Range (HK$ ) 2.34 / 1.12 

Avg. Daily Value  HK$ 1.7  mn 

HANG SENG Index 

Level  29,036 

Insider  Holding %  62% 

 
 

 

P/E                   10.8x (FY/2019E) 

EV/EBITDA     5.3x (FY/2019E) 

P/B                   0.92 (FY/2018)               

 

 
Risk: Above Average  

 

Analyst s: 

Ajeya Patil  

ajeya@evaluateresearch.com 

 

Ketan Chaphalkar  

ketan@evaluateresearch.com  

 

Sandy Mehta, CFA  

sandy@evaluateresearch.com 

 

 



2 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

strategic decision to focus more on the sale of the commercial leasing 
model which accounted for over 192,000 of the total new machines 
installed during the year vs. the household buy-out model.   
 
The rationale behind this decision was two-fold.  First, as compared to 
the buy -out model, the commercial leasing model which has 
consistently had a 95%+ renewal rate provides a more sustainable 
source of recurring income.  Second, this also helps the company to 
achieve substantial cost savings by cut ting down the higher 
resources required by the commercial buy -out model both in terms 
of selling and advertising expenses as well as employee costs.   The 
cost saving can be seen from a 12% decline in SGA costs from 
RMB434.1mn in FY2017 to RMB382.8mn in FY2018 and a 27.5% 
reduction in employee strength from 4,241 in FY2017 to 3,078 in 
FY2018.  The change in strategy also helped to increase the gross profit 
margin for the Water Purification Services segment from 50.8% in 
FY2017 to 54.2% in FY2018 as the margins of the leasing model are 
higher than those of the buy-out model.   
 
As the change in strategy caused a significant decline in the sales of the 
buy-out model, it has resulted in a short-term slowdown in the revenue 
growth of the company.  However, we believe that Ozner will benefit 
in the long -term as it will help the company to achieve a steady 
stream of recurring income due to the high renewal rate and lower 
cost structure of the commercial leasing model.  
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Co-establishment of a RMB3.0 bn Indu ÓÔÒÙ &ÕÎÄ ×ÉÔÈ 8ÉÁÎÙÁÎÇ 0ÅÏÐÌÅȭÓ 
Government  
In September 2018, Ozner entered into a strategic cooperation framework 
ÁÇÒÅÅÍÅÎÔ ×ÉÔÈ ÔÈÅ 8ÉÁÎÙÁÎÇȭÓ 0ÅÏÐÌÅȭÓ 'ÏÖÅÒÎÍÅÎÔ ÔÏ ÅÓÔÁÂÌÉÓÈ Á 2-"σȢπÂÎ 
fund.  By establishing the industry fund, further investment will be made in 
2Ǫ$ ÁÎÄ ÍÁÎÕÆÁÃÔÕÒÉÎÇ ÏÆ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ×ÁÔÅÒ ÐÕÒÉÆÉÃÁÔÉÏÎ ÍÁÃÈÉÎÅÓȟ ÁÉÒ 
sanitisation machines, dishwashers and other intelligent products.  As per the 
agreement, Ozner will have full control on the investment direction and 
operation of the fund.   The establishment of the fund and intelligence 
industrial clusters will help Ozner further solidify its leadership in the water 
ÐÕÒÉÆÉÃÁÔÉÏÎ ÉÎÄÕÓÔÒÙ ÁÓ ×ÅÌÌ ÁÓ ÃÏÎÔÒÉÂÕÔÅ ÔÏ ÔÈÅ ȬȬ"ÅÌÔ ÁÎÄ 2ÏÁÄȭȭ )ÎÉÔÉÁÔÉÖÅȢ 
 

 
 
Expanding Coverage and Distribution Netwo rk  
During the year, the company continued to focus on enhancing its service 
quality as well as increasing its area under coverage.  In FY2018, Ozner added 
806 new distributors, bringing the total number of distributors to over 
7,202.  Similarly, the company also added Tibet Autonomous Region to its 
distribution coverage thereby achieving a full coverage in Mainland China, 
bringing its total coverage to 303 cities and 1,882 counties at the end of 
FY2018. 
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Focus on R&D and New Products 
During the year, the company applied for 165 new patents and at the end of 
FY2018 had obtained a total of 421 patents.  The research laboratory of the 
company has also obtained the accreditation of qualification from the CNAS 
[China National Accreditation Service] national independent laboratory.  This 
ÈÁÓ ÆÕÒÔÈÅÒ ÓÔÒÅÎÇÔÈÅÎÅÄ /ÚÎÅÒȭÓ 2Ǫ$ ÃÁÐÁÂÉÌÉÔÉÅÓ ÁÎÄ ÈÁÓ ÁÃÃÅÌÅÒÁÔÅÄ ÔÈÅ 
introduction of its new products and technologies to the market.  The 
company also continued its research on big data and IoT [Internet of Things], 
wit h a target to web-enabling over 80% of its products. 
 

 
 
Strong Growth at Foshan Lepuda and Guangdong Bili  
Ozner had acquired a 51% stake in Foshan Lepuda [Lepu], a micro motor 
manufacturing company, in June 2017 at a consideration of RMB 160mn as 
part of its vertical integration strategy.  )Î ςπρψȟ ,ÅÐÕȭÓ ÒÅÖÅÎÕÅ ÉÎÃÒÅÁÓÅÄ ÂÙ 
18.4% YoY from RMB353mn in 2017 to RMB418mn while net profit declined 
7.7% from RMB26mn in 2017 to RMB24mn in 2018.  During the year, Lepu 
also entered into a collaboration with Hanshan county government in relation 
to the investment for the construction of a motor manufacturing 
plant.  Furthermore, in October 2018, Lepu and Korean based Haijian Motors 
signed a strategic cooperation agreement to establish a joint venture.  The 
company ÁÌÓÏ ÒÅÃÅÉÖÅÄ ÔÈÅ Ȱςπρψ "ÅÓÔ 3ÕÐÐÌÉÅÒ !×ÁÒÄ ÆÏÒ 3ÁÍÓÕÎÇ 'ÒÏÕÐȱȢ 
 
Ozner had also acquired a 51% stake in Guangdong Bili in May 2017 for 
RMB173mn in order to broaden its customer reach and increase its service 
channels.  Bili focuses on providing water dispensers to educational 
institutions in China, an area where Ozner wants to make further progress in 
the number of channels it services. Ozner leveraged its unique business 
model, technological R&D and advantageous service system while capitalizing 
on GuangdoÎÇ "ÉÌÉȭÓ ÓÔÒÏÎÇ ÎÅÔ×ÏÒË ÏÆ channels in the public water 
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puri fication market of campuses to drive strong results in FY2018.  In the 
ÙÅÁÒȟ "ÉÌÉȭÓ ÒÅÖÅÎÕÅ ÉÎÃÒÅÁÓÅÄ ÂÙ τπȢχϷ 9Ï9 ÆÒÏÍ 2-"ρφχÍÎ ÉÎ &9ςπρχ ÔÏ 
RMB235mn in FY2018 while net profit rose sharply by 250% from RMB10mn 
in FY2017 to RMB35mn in FY2018.  
 
Strong Outlook: 30 % CAGR Earnings Growth Expected 
The Chinese water purification market has grown at solid double-digit rates 
over the last few years.  According to a report by Frost & Sullivan, the 
penetration of water purifiers in China increased from 13.4% in 2013 to 
21.7% in 2017, but still remains at a much lower level than developed 
countries which have a penetration of more than 70%.   Given the low 
penetration and the desire of consumers for a healthy lifestyle, the water 
purifier industry in China has a long runway for growth and is expected to 
grow at a significant rate over the next few years.  Ozner is the largest 
manufacturer of water purifiers in China in the commercial sector with 
8% market share which is higher than the combined market share of the 
2nd  to 5th ranked companies.   With acquisitions of Bili and Lepuda, the 
company is further consolidating its position in the industry by pursuing 
vertical and horizontal integration.  As such, the company remains on a solid 
growth trajectory and we expect earnings to grow at a 20%+ CAGR over the 
next 3 years. 
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Revise PT to HK$3.00; 138% Upside  
We revise our 12-month price target on the stock from HK$3.70 to HK$3.00 
in view of the near-ÔÅÒÍ ÄÅÃÌÉÎÅ ÉÎ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÇÒÏ×ÔÈ ÒÁÔÅȢ  While the 
recent change ÉÎ /ÚÎÅÒȭÓ ÓÔÒÁÔÅÇÙ ÈÁÓ ÓÌÏ×ÅÄ ÄÏ×Î ÉÔÓ ÓÈÏÒÔ-term revenue 
and earnings growth, we believe it will benefit the company in the long-
term.  4ÈÅ ÇÒÏ×ÉÎÇ ×ÁÔÅÒ ÐÕÒÉÆÉÃÁÔÉÏÎ ÍÁÒËÅÔ ÉÎ #ÈÉÎÁȟ /ÚÎÅÒȭÓ ÍÁÒËÅÔ ÌÅÁÄÉÎÇ 
position and unique business model further strengthened by its acquisitions 
of Bili and Lepuda and the recent establishment of a RMB3.0bn fund in 
cooperation with the Chinese government, are all long-term positives for the 
stock.  The stock currently trades at 5.0x EV/EBITDA on our FY2019 EBITDA 
estimate and 10.8x P/E on our FY2019 earnings estimate.  Our 12-month DCF-
based price target on the stock is HKD3.00 per share, which represents an 
upside of about 138% over the current stock price. Our price target represents 
a multiple of 9.0x/7.8x on our FY2019/FY2020 EBITDA estimates, in-line with 
the valuation of its peers. 
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5 Year Price Chart  

 

 

 

 

 

 

 

 

 

 

 


