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Ozner is one of the leading water purifier companies in the PRC. The 
company operates two business lines: water purification [93% of FY2016 
revenue] and air purification [6% of FY2016 revenue]. Different from the 
traditional one-time sales model, Ozner has adopted a leasing business 
model, which provides water purification service while charging annual 
rental, providing a unique advantage in the market. In the second half of 
2015, the company also started operating the traditional buy-out [direct 
sales] model for its household customers. Recently, the company has also 
acquired 51% interest in each of the three companies – Bili, Lepu and 
Diamond for a total consideration of RMB631.4 mn. The acquisitions will 
help the company to expand downstream in micro motor manufacturing 
[Lepu], horizontally in campus drinking water [Bili] and internationally in 
Malaysia, Singapore and Hong Kong [Diamond].  
 
With a vast network of 5,760 distributors spread over 1,600 cities 
throughout the PRC, the company has grown quite well over the last few 
years with revenues growing from RMB402mn in FY2013 to RMB921mn in 
FY2016. The total installed base of its water purifiers has grown from 
463,000 in FY2013 to 1,466,000 in 1H2017. Given the company’s strong 
distribution and service capabilities, the increasing demand for the 
company’s buy-out type model, etc., we forecast the total installation base to 
grow to about 2.9 million by 2020 at a CARG of 21%. With GPM stabilizing 
and operating leverage kicking in, we expect Ozner’s operating profits to 
increase from RMB212 mn in FY2016 to RMB675 mn in FY2020 at a 
CAGR of 34% and EPS to increase from RMB8.56 cents in FY2016 to 
RMB20.04 cents in FY2020 at a CAGR of 24%. 
 
Conclusion 
The stock currently trades at 14.7x P/E and 5.0x EV/EBITDA on our FY2018 
estimates, representing more than 30% discount to its peers. Our 12-
month DCF-based price target on the stock is HKD 3.70 per share, 
which represents an upside of about 60% over the current stock price. 
Our price target represents a multiple of 23.1x/19.3x on our 
FY2018/FY2019 earnings estimates which is broadly in-line with its 
Chinese and global peers.  On an EV/EBITDA basis, our price target 
represents 7.8x/6.7x on our FY2018/FY2019 EBITDA estimates, a 
significant discount to its peers. Ozner’s closest peer Coway [021240_KS], 
the Korean home appliance company, is trading at 19.0x P/E and 10.2x 
EV/EBITDA on FY2018 Bloomberg consensus estimates. Given its higher 
growth potential and increasing market share in the highly underpenetrated 
Chinese water purifier industry, we believe that Ozner deserves a higher 
multiple than Coway. 
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Company Description 
 
Ozner operates two business lines: water purification [93% of FY2016 revenue] and air purification [6% of 
FY2016 revenue]. Different from the traditional one-time sales model, Ozner has adopted a leasing business 
model, which provides water purification service while charging annual rental, providing a unique advantage in 
the market. The company provides water purification services to both corporate and household end users 
through the lease of its water purifying machines. In the second half of 2015, the company also started 
operating the traditional buy-out [direct sales] model for its household customers. The Group's self-operated 
services system covers over 1,600 cities in the PRC. The company has also constructed relevant logistics and 
warehousing facilities to ensure efficient service to its customers. The company engages an extensive network 
of third party distributors [5,760 as of 1H2017].  
 
The main function of the distributors is only to source and retain end users for the company and in return they 
get to keep a significant portion of the company’s lease rental revenue. The distributors do not have to maintain 
any inventory or provide after-sales service. The company uses the "cloud water purification technology", 
which enables it to remotely manage the water purifiers by mobile phone network. The technology reminds 
customers and the after-sale staff the issues of purifier's filter expiration and purifier failure. In addition, the 
Company uses CRM system in its customer service center at its headquarters to maintain customer relationship 
and convey customers' need in a timely manner. As of 1H2017, Ozner’s total installation base of water purifiers 
stood at 1,466,000. The company also provides air sanitization services for corporate clients through EPC 
arrangements.  
 
Growth Ratios % FY 12/2014 FY 12/2015 FY 12/2016 FY 12/2017E FY 12/2018E FY 12/2019E FY 12/2020E 

Revenue 27.2% 45.7% 23.5% 45.7% 60.6% 10.8% 8.8% 

EBITDA 2.3% 9.3% 50.5% 35.3% 46.3% 17.2% 16.2% 

Operating Income -17.3% -31.9% 105.6% 29.9% 76.0% 17.8% 18.1% 

Net income adjusted -19.0% -29.9% 93.5% 12.2% 59.2% 19.8% 24.6% 

Diluted EPS adjusted -32.8% -39.7% 74.7% -1.5% 59.2% 19.8% 24.6% 

        
Margins (%) 

       
Gross Margin 65.4% 58.9% 54.5% 48.2% 46.6% 46.6% 47.4% 

Operating Margin 29.6% 13.9% 23.1% 20.5% 22.5% 23.9% 26.0% 

EBITDA Margin 50.4% 37.8% 46.0% 42.7% 38.9% 41.2% 44.0% 

Pre-Tax Margin (adjusted) 31.5% 14.3% 18.4% 15.9% 19.6% 21.4% 24.5% 

Net Income Margin (adjusted) 24.2% 11.7% 18.3% 14.1% 13.9% 15.1% 17.3% 

        DuPont ROE (%) 6.5% 4.5% 7.6% 6.4% 9.2% 9.9% 11.0% 

Return on Capital Employed 8.0% 4.6% 7.6% 7.1% 10.7% 12.0% 13.2% 

Return on Invested Capital 6.1% 2.4% 6.1% 5.3% 8.2% 9.3% 10.8% 

Return on Assets 5.1% 2.6% 4.6% 3.7% 5.1% 5.8% 7.1% 

        
P/B 2.12 1.84 1.43 1.65 1.59 1.41 1.23 

P/E 30.83 39.44 18.16 23.31 14.65 12.22 9.81 
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14.7x P/E, 0.62 PEG and 5.0x EV/EBITDA on FY2018 Estimates 
Ozner’s stock is trading at much lower multiples vs. Coway [021240_KS], 
the Korean home appliance company which we believe to be Ozner’s 
closest peer. Ozner is currently trading at 14.7x P/E and 5.0x EV/EBITDA 
on our FY2018 estimates vs. Coway which is trading at 19.0x P/E and 10.2x 
EV/EBITDA on FY2018 Bloomberg consensus estimates. The 
undervaluation is even higher if we consider Ozner’s growth. Over the next 
three years, we forecast Ozner’s EPS to grow at a CAGR of almost 24% 
while Coway’s EPS is estimated to grow at a CAGR of 17% over the same 
period based on Bloomberg consensus. To account for growth, we 
calculated the PEG ratio for both the companies based on a 3-year earnings 
growth CAGR which comes to 0.62x for Ozner and 1.1x for Coway. When 
compared to other global and Chinese water purifier and home appliance 
companies such as A.O. Smith [AOS_US; 26.1x 2018E P/E, 15.8x 2018E 
EV/EBITDA], Pentair [PNR_US; 17.5x 2018E P/E, 13.5x 2018E 
EV/EBITDA], Zhejiang Supra Cookware [002032_CH; 20.9x 2018E P/E, 
16.1x 2018E EV/EBITDA], Beijing Origin [300070_CH; 16.6x 2018E P/E, 
13.2x 2018E EV/EBITDA] as well, Ozner’s stock appears quite 
undervalued. As such, we believe that Ozner provides a good opportunity 
to invest in a high quality growth stock at reasonable valuations. 
 
1.5x P/B; Improving ROE 
Based on our model forecasts, Ozner’s operating profits should increase 
from RMB212 mn in FY2016 to RMB675 mn in FY2020 at a CAGR of almost 
34% while EPS should increase from RMB8.56 cents in FY2016 to 
RMB20.04 cents in FY2020 at a CAGR of 24%. Thus, with increasing 
operating margins and EPS, we expect Ozner’s ROE to increase from about 
7% currently to between 11%-12% over the next 3 to 4 years. 
Furthermore, the stock is currently trading at just 1.5x P/B while Coway is 
at 7.4x P/B, A.O Smith at 6.4x, Midea at 4.7x and Pentair at 2.5x. The 
industry average P/B is 3.4x. Thus, Ozner appears quite undervalued 
relative to its peers even on a P/B basis providing a strong downside 
protection to the stock price.     
 
Distinct Business Model 
Ozner operates a differentiated lease and service business model rather 
than a direct sales model like most other manufacturers. The company 
employs a vast network of distributors, across 1,600 cities throughout 
China, whose sole function is to source customers while Ozner’s own local 
service team provides installation and after-sales maintenance and filter 
replacement services.  Thus, by encouraging distributors to focus solely on 
acquiring new customers, Ozner can grow its customer base more 
aggressively than its competitors. The model incentivizes distributors to 
work for Ozner as they get to share a significant portion of the company’s 
recurring revenues [Ozner shares 50% of its corporate model revenue and 
35% of its household model revenue with its distributors] without having 
to take any inventory risk.  
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This business model also attracts customers by giving them the flexibility 
to first experience the product and services provided by the company at 
lower prices without committing a high sum of capital beforehand while 
providing Ozner a recurring stream of cash flow and helping it to secure a 
long-term relationship with its customers. The value added to customers 
as well as to distributors helps the company to gain market share 
over other competitors that solely operate the direct sales model. 
Furthermore, by maintaining direct relationship with its customers, 
Ozner is able to ensure a high service quality resulting in higher 
customer retention/renewal rate which has consistently been above 
95% since the company’s incorporation. Its close relationship with 
customers also helps Ozner to obtain valuable information regarding water 
quality, usage rate, etc. The risk of losing customers due to loss of 
distributors is also mitigated. 
 
New Buy-out Model for Household Customers Provides Tremendous 
Growth Opportunity 
In the beginning of the second half of FY2015, Ozner introduced its new 
buy-out/direct sales model of water purifiers for its household customers. 
Since its introduction, the installed base of this model has grown rapidly to 
381,000 units in 1H2017, representing approximately 26% of Ozner’s total 
installed base of water purifiers. The renewal rate has been high at 78% in 
2016 and 71% in 1H2017. It is important to note that the renewal rate for 
buy-out model is the percentage of customers who replace the filter after 
holding the machine for more than one year. Thus, a renewal rate of 71% 
does not mean that 29% of the customers stop using the machine after one 
year or are unsatisfied with the product; rather it simply means that these 
customers wait longer than one year to replace the filter. Given the low 
penetration of water purifiers in China and the huge opportunity to cross 
sell its water purifiers to employees of corporate customers [B2B2C], we 
expect this business to continue to perform well in the coming years. In 
our model, we forecast the installation base of the buy-out model to 
grow from 381,000 in 1H2017 to 1,184,000 by the end of FY2020 at a 
CAGR of 38% over the period. 
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Strong Network of Distributors and Service Team 
Ozner has a strong network of distributors and sub-distributors who 
enable the company to acquire new customers at a faster rate. The 
company has two tiers of distributorship, as it allows a selected number of 
principal distributors to recruit sub-distributors in order to deepen its 
market reach. The company has expanded its distributor network 
tremendously from 1,702 in FY2013 to 5,760 at the end of 1H2017. Unlike 
conventional home appliance companies, Ozner’s distributors are only 
involved in sourcing new clients and retaining them for contract renewal. 
Thus, the distributors are more like external sales agents, while the 
installation and after-sales service functions are carried out by the 
company’s own service team. Furthermore, the distributors do not have to 
carry any inventory and also get to share a significant portion of the initial 
installation revenue as well as the recurring lease revenue. This creates a 
big incentive for the distributors to work for Ozner and to acquire new 
customers. 
 
 The company also maintains its own in-house service staff which carries 
out all the installation and after-sales service functions. Ozner’s extensive 
focus on providing high quality after-sales service is one of the most 
important factors that differentiates the company from its competitors. 
The bifurcation of responsibilities between the external distributors and 
internal service team allows the company to aggressively grow in new 
markets while ensuring that the service quality provided to its customers 
is not compromised since it is able to have full control over its service 
which it provides directly without having to depend on any external agent. 
As a result of this, the company has managed to expand its coverage from 
125 cities in FY2013 to 1,600 cities in 1H2017 and its installation base 
from 463,000 in FY2013 to 1,466,000 in 1H2017. 
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Water Purifier Revenues to Grow on New Installations and Acquisitions 
The water purifier segment [93% of revenue in FY2016] has grown 
tremendously in the last few years. The installed base of water purifiers has 
increased from 308,000 in FY2012 to 1,466,000 at the end of 1H2017 at a 
CAGR of 41% over the period. Similarly, segment revenues have grown from 
RMB198 mn in FY2012 to RMB854 mn in FY2016 at a CAGR of 44%. The 
tremendous demand for water purifiers in China, the company’s strong 
distribution and service capabilities, the increasing demand for the 
company’s buy-out type model, etc. should help Ozner to continue to grow in 
the coming years. In our model, we forecast the total installation base to 
grow to about 2.9 million by 2020 at a CARG of 21%. This growth will be 
driven mainly by the sale of buy-out model of water purifiers which we 
forecast to grow from a total installation base of 381,000 in 1H2017 to 
1,184,000 in FY2020 at a CAGR of 38% for the period. Driven by the increase 
in installation base, we forecast the segment’s organic revenue to grow from 
RMB854 mn in FY2016 to RMB1,515 mn in FY2020 at a CAGR of 15.4%. The 
lower revenue growth as compared to the installation base is due to the fact 
that new installations account for only 45%-55% of annual revenues while 
the rest is from lease renewals which command lower revenue per unit as 
compared to new installations.   
 
Including the inorganic growth from the recent acquisitions of Lepu, Bili and 
Diamond, we forecast the total consolidated revenue of the company to 
increase to RMB2,600 mn by FY2020 at a CAGR of approximately  30% for 
the period. 
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Stabilization of GPM and Reduction in SGA to Drive EPS Expansion 
Despite a tremendous increase in revenues, Ozner’s EPS has not grown 
much over the last few years. This was mainly due to two reasons. First, a 
decline in GPM from 68% in FY2013 to 54% in FY2016, a natural effect of 
the lease and service business model which produces higher GPM in the 
first year of lease than in subsequent years. Second, an increase in SGA as 
Ozner hired more sales and service staff and incurred more advertising 
and marketing expenditure to expand its customer reach and city 
coverage. The chart below shows the division of Ozner’s employees 
department-wise. 
 

 
 
However, going forward since a much higher percentage of revenue will 
consist of lease renewals than new installations, we expect GPM to bottom 
out and stabilize at about 46%-48% of sales. We also expect SGA as a % of 
sales to decline from 29.2% in FY2016 to about 20.7% in FY2020. As the 
company has already covered more than 1,600 cities in China, we expect 
the company’s hiring activities to slow down. With increasing revenues, 
operating leverage should kick in resulting in lower advertising, 
administrative and other expenses as a % of sales in the coming years. 
Overall, we forecast operating profits to increase from RMB212 mn in 
FY2016 to RMB675mn in FY2020 at a CAGR of almost 34% and EPS to 
increase from RMB8.56 cents in FY2016 to RMB20.04 cents in FY2020 at a 
CAGR of 24%. 
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Free Cash Flow to Turn Positive in 2018 
Ozner’s free cash flow has been negative till now mainly due to the high 
upfront costs incurred by its “lease and service” business model and its 
explosive growth which required high level of investment in fixed assets. 
However, we expect FCF to turn positive in FY2018 due to the following 
reasons: 
 

 “Lease and service” business model: Ozner operates a unique lease 
and service business model under which the company leases water 
purification machines to its customers for a one-year period. Thus, 
while the machine has a 10-year useful life, the customer pays only 
1-year lease fee on initial installation. This results in negative cash 
flows in the initial years. However, the subsequent years of lease 
result in a high recurring cash flow without any new 
investment/expenditure from the company [except a small 
expense of RMB100 for annual filter replacement]. The chart below 
shows an example of the typical cash flow schedule for the 
company’s household water purifier model.  
 

 
*Cash flow from year 2 onwards is net of filter replacement cost to Ozner of RMB100 

 
 High existing installed base relative to new installations: In the 

initial high growth years of the company, a large proportion of the 
total installed base [leasing model] was new machines resulting in 
negative cash flows. However, as installed base grows, the 
proportion of newly installed machines to total installation base 
reduces. This increase in the proportion of machines which are 
more than a year old results in positive cash flows. It takes about 3 
years for a single machine’s cash flows to turn positive and by 2018 
more than 75% of the company’s machines installed under the 
leasing model will be more than 3 years old and will be cash flow 
positive.  
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 No Capacity addition plan over the next 3 years: The Company has 
almost tripled its capacity over the last 3 years from 170,000 units 
to 500,000 units annually. This increase in capacity was another 
reason for the negative FCF in the preceding few years. Building a 
new plant of capacity of about 200,000 units annually requires an 
investment of between RMB200 mn and RMB250 mn. During our 
conversation with management, they mentioned that the company 
does not plan to add any new capacity over the next 3 years as the 
existing installed capacity can easily handle its growth 
requirements over that period. This will tremendously reduce the 
CAPX requirements in the coming period. 
 

 Share of buy-out model is increasing: Ozner started selling its buy-
out model of water purifiers to its household customers in the 
second half of 2015. In a short period of time, the company has sold 
381,000 units of this model [26% of the total installation base at 
present]. This traditional sales-based model is capable of 
generating positive FCF in the first year of operation. Thus, an 
increase in the sales of this model results in an increase in the 
company’s cash flows. It is important to note that, like the lease 
and service model, even the buy-out model generates high 
recurring cash flows in the subsequent years as the company 
charges RMB680 for annual filter replacement to its customers 
[cost of filter to the company is RMB100]. The chart below shows 
the proportion of buy-out model in the total installation base of the 
company. 

 

 
 
 New Acquisitions are already cash flow positive: The Company’s 

recent acquisitions [Lepu, Diamond, Bili] are established 
companies which have been in operations for more than 15 years. 
These companies mainly operate the traditional sales based model 
and are already FCF positive, as per management. Thus, 
consolidation of the results of these companies from FY2018 will 
further boost Ozner’s FCF. 
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As a result of all these factors, we expect Ozner’s FCF to turn positive by 
FY2018. We derive FCF of RMB148 mn [3.7% yield on the current stock 
price] for FY2018 and RMB177 mn for FY2019 [yield of 4.4%]. 
 

 
 
Leading Player in a Highly Fragmented and Underpenetrated Chinese 
Market 
The water purifier industry in China is highly attractive and has a huge 
growth potential due to the extremely low penetration of water purifiers 
in the country relative to developed countries and increasing consumer 
awareness regarding drinking water safety. According to CMM [China 
Market Monitor], China’s water purification market size in 2016 was $3.05 
billion, an increase of 40.6% YoY. It is estimated that in 2017 the sales 
would be up to $4.06 billion, an increase of 33.2% YoY. The industry is 
expected to comfortably grow at double digit growth rates over the next 
few years. The high growth rate coupled with low entry barriers has 
attracted many start-ups resulting in a highly fragmented industry with 
more than 3,000 manufacturers. Most of these manufacturers are “mom 
and pop” type companies lacking in any kind of sophisticated technology 
and service capabilities. Ozner, due to its unique lease and service business 
model, intense focus on after-sales service and advanced proprietary 
technology, has managed to differentiate itself from other manufacturers 
and has created a strong brand name for itself. The company is one of the 
top 10 water purifier companies in the PRC and continues to gain market 
share. While a lack of industry standards continues to hamper industry 
development, we believe that over time as consumers become more 
sophisticated, companies like Ozner with advanced technology and well-
developed sales channels and service capabilities will gain greater market 
share and the industry will become more consolidated as a lot of the “mom 
and pop” type manufacturers close shop. The increasing popularity of 
smart homes and cloud based home management solutions will further 
help Ozner which has implemented various such sophisticated 
technologies in its water purifiers.   
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Why Ozner’s Business Model is Difficult to Copy 
We believe that Ozner’s unique lease and service business model is difficult 
for existing as well as new players to copy. Existing industry players who 
are currently operating the direct sales model will have to significantly 
restructure their operations and revamp their existing sales channels to 
switch to the lease and service business model. The considerable amount 
of initial cash outlay required to set-up the production base, warehouse, 
etc. and the long time needed to establish the sales channels, distribution 
network, etc. create a significant entry barrier for new entrants in the 
leasing business. The company’s extensive focus on providing high quality 
after-sales service without relying on any external agents is an important 
factor that differentiates Ozner from its competitors. These factors, along 
with Ozner’s superior proprietary technology that produces high quality 
purified water purifiers make it difficult for other companies to compete 
with Ozner and should help the company to increase its market share in 
the fragmented Chinese market. Compared with traditional RO technology, 
Ozner’s independently developed ORO [Ozner Reverse Osmosis] 
technology has a high water purification rate of up to 95%, while the 
traditional RO is just at 20%-50% [as of 2014]. 
 
Expansion through Acquisitions 
Ozner has made a series of highly accretive and valuable acquisitions in the 
last few months. The company has acquired 51% interest in each of the 
three companies – Bili, Lepu and Diamond for a total consideration of 
RMB631.4 mn. The acquisitions are an important part of Ozner’s growth 
strategy as they will help the company to expand downstream in micro 
motor manufacturing [Lepu], horizontally in campus drinking water [Bili] 
and internationally in Malaysia, Singapore and Hong Kong [Diamond]. As 
per the “Performance Guarantee Agreements” signed with each of these 
three companies, the “Guaranteed Net Profit” of the three companies 
combined during the 12-month Performance Guarantee Period of 1-year 
from the date of acquisition is RMB131 mn [Ozner’s share: RMB66.80mn].   
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Vertical Integration – Lepu acquisition 
In June this year, Ozner acquired 51% interest in Foshan Lepuda [Lepu]. 
During our conversation with management, they mentioned that the 
transaction has been completed and the effect of the acquisition will be 
seen in 2H2017. With 51% interest, Lepu will be consolidated on Ozner’s 
financial statements as a non wholly-owned subsidiary. Founded in 2001, 
Lepu is a well renowned technology company in the Pearl River Delta 
specializing in the R & D, manufacture and sale of various types of micro 
motors that are widely used in various home appliances and high-tech 
enterprises with industrial related equipment. In FY2016, Lepu reported 
net profit of RMB12.3 mn. As a result of its technical capabilities and 
consistent product quality, Lepu has established long-term and stable 
collaborative relationships with major household appliance companies 
both in the Chinese and the international market. Some of the company’s 
major customers include global and well recognized brand names in the 
household electrical and electronic equipment space such as Samsung, 
Haier, Midea [Ozner’s competitor] and TCL. Apart from China, the company 
also has an extensive sales network in overseas markets mainly consisting 
of US, Russia, Italy and Belgium.  
 
We believe that the acquisition will add tremendous value to Ozner as it 
will enable the company to integrate downstream and manage its costs 
more efficiently while ensuring high product quality. It will also support 
the company in the development of new products and provide an exposure 
to international markets. The micro-motor market offers a huge growth 
opportunity globally and especially in China where per capita motor 
consumption is just one-fourth of the developed countries. The rapid 
development of the household appliance industry and the automotive 
industry in China is expected to boost the demand for micro-motors 
further.   
 
The total acquisition consideration is RMB 160.7 mn out of which 
RMB128.5 mn is to be paid in cash while the remaining RMB32.1 mn will 
be paid by the issuance of 20.65 mn Ozner shares, resulting in an increase 
of approximately 1% in Ozner’s total shares outstanding, at an issue price 
of HK$1.778. As per the “Performance Guarantee” agreement signed 
between the two parties, Lepu must generate “Actual Cash Flow Income” of 
at least RMB350 mn and “Actual After-Tax Net Profit”of at least RMB45 mn 
during the Performance Guarantee Period of one year from July 1, 2017 to 
June 30, 2018. Based on these numbers, we believe that the acquisition will 
be highly accretive to Ozner’s EPS.  
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Increasing Market Depth and Penetration – Bili Acquisition 
In May, Ozner acquired 51% interest in Guangdong Bili [Bili] and the effect 
of the acquisition will be seen on Ozner’s financial statements, where it will 
be consolidated as a non wholly-owned subsidiary, in the second half of the 
year. Founded in 2001, Bili specializes in the provision of drinking water 
machines to the educational sector in the PRC and is a “Guangdong High 
and New Technology Enterprise”.  It has invented lukewarm energy-saving 
drinking water machines for campus usage in the PRC. Its products which 
focus on energy-saving, safety and high volume are widely used in public 
places with high demand for water supply, particularly educational 
institutes such as kindergartens, primary schools and secondary schools. It 
also has an extensive distribution network with more than 2,000 dealer 
channels across the PRC and owns a number of patents.  
 
Bili is a good strategic fit to Ozner’s existing business as it will help the 
company to increase its product offerings and diversify into public water 
purification, specifically educational institutes. Bili’s existing network of 
distribution channels, sales team, etc. will enable Ozner to expand its 
customer reach and further consolidate its position as one of the leading 
provider of water purifiers in the PRC.  
 
The total acquisition consideration is RMB 173.9 mn out of which 
RMB130.4 mn is to be paid in cash while the remaining RMB43.5 mn will 
be paid by the issuance of 25.07 mn Ozner shares, resulting in an increase 
of approximately 1.23% in Ozner’s total shares outstanding, at an issue 
price of HK$1.9660. As per the “Performance Guarantee” agreement signed 
between the two parties, Bili must generate “Actual Cash Flow Income” of 
at least RMB250 mn and “Actual After-Tax Net Profit”of at least RMB31 mn 
during the Performance Guarantee Period of one year from January 1, 
2018 to December 31, 2018.  
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Geographical Expansion- NEP Holdings [Diamond] Acquisition 
In July, Ozner announced that it will acquire 51% interest in NEP holdings in 
Malaysia which manufactures and sells its proprietary water purification 
systems under its Diamond brand. Management expects the deal to close 
later this year or by early next year. The company which operates both “sale 
& service” and “lease & service” models mostly sells high-end water 
purification products including master filter systems, water bar and 
purification systems, shower filtration systems and other lifestyle products 
for residential as well as commercial use. Diamond is a leading brand in the 
water purification products business in South-East Asia with presence in 5 
countries. Diamond has a market share of 12%, 29% and 15% in Malaysia, 
Singapore and Hong Kong, respectively and is now focusing on increasing its 
presence in China and Taiwan. The company has sold more than 1 million 
units of water purifiers to more than 600,000 customers till date. It also has 
extensive sales and service capabilities with upwards of 1,200 distributors 
in its network.  Moreover, Diamond’s superior patented and proprietary 
technology is certified by world renowned authorities on water quality such 
as Water Quality Association [WQA] and the National Science Foundation 
[NSF] of the US. Diamond’s products are endorsed by various famous 
celebrities in Hong Kong, Malaysia, etc. 
 
The acquisition of such a prestigious brand name will be beneficial to Ozner 
to establish its presence in foreign markets. Diamond’s brand name will also 
help Ozner to accelerate its expansion in the household market in the PRC 
and will enable further diversification of Ozner’s product portfolio. Overall, 
we believe that the acquisition of a leading and well established brand like 
Diamond at just 17x P/E on FY2016 earnings [Diamond’s FY2016 earnings: 
RMB17.5 mn] is a very valuable addition to Ozner’s portfolio and should be 
highly accretive to the company’s earnings in the coming years. 
 
The total consideration for the acquisition is RMB296.8 mn which will be 
paid entirely in cash. As per the “Performance Guarantee” agreement, 
Diamond must generate “Guarnteed Net Profit”of at least RMB55 mn during 
the Performance Guarantee Period of one year from January 1, 2018 to 
December 31, 2018. 
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Superior Proprietary Technology 
Ozner spends a substantial amount of resources on R&D. As a result, the 
company has developed various proprietary technologies. Ozner has 
implemented a cloud based technology through which it can remotely 
monitor the performance of water purifying machines installed enabling it 
to provide repair and maintenance services immediately when malfunction 
is detected. Its unique APO+ [Absorption, Purification and Ozonation] 
technology is more advanced than its competitors. APO+ applies an 
efficient patented air-water mixing technology. Through the 
microcomputer control, ozone [O3] is automatically added into water 
every day according to the water quality, increasing the amount of oxygen 
dissolved in water to kill bacteria and viruses, and thus preventing 
secondary pollution. Compared to traditional RO technology, Ozner’s 
independently developed ORO [Ozner Reverse Osmosis] technology has a 
high water purification rate of up to 95%, while the traditional RO is just at 
20%-50% [as of 2014]. Ozner has also developed a unique anti-counterfeit 
technology as every purifier is embedded with a uniquely coded water chip 
to distinguish authorized product and sales channel. If a counterfeit 
purifier is found, it can be located by Ozner’s cloud system. 
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The company’s distributor database is linked with its machine database 
and end user database. It issues two cards namely, the installation card and 
the service renewal card to each distributor. The installation card helps it 
to track distributor performance and prevent competition for existing end 
users among distributors, and the service renewal card helps it to monitor 
payments from distributors. The company’s machine database maintains 
information on each installed machine regarding model, activation date, 
installation location and filter lifetime. The software in the machines keeps 
track of the location of the machine using GPS, performs self-diagnosis and 
provides information on water quality. In case of water quality 
deterioration, the software displays a warning on the display panel 
notifying the end user to contact Ozner’s service hotline. The software also 
automatically sends a warning to the central server helping the company 
to quickly provide repair services.  
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Catalysts                                                                                                                                                             
 
 

New Buy-out Model for Household Customers Provides Tremendous 
Growth Opportunity 
In the beginning of the second half of FY2015, Ozner introduced its new 
buy-out/ direct sales model of water purifiers for its household customers. 
Since its introduction, the installed base of this model has grown rapidly to 
381,000 units in 1H2017, representing approximately 26% of Ozner’s total 
installed base of water purifiers. The renewal rate has been high at 78% in 
2016 and 71% in 1H2017. Given the low penetration of water purifiers in 
China and the huge opportunity to cross sell its water purifiers to 
employees of corporate customers [B2B2C], we expect this business to 
continue to perform well in the coming years. In our model, we forecast the 
installation base of buy-out model to grow from 381,000 in 1H2017 to 
1,184,000 by the end of FY2020 at a CAGR of 37% over the period. 
 
Free Cash Flow to Turn Positive in FY2018 
Ozner’s free cash flow has been negative till now mainly due to the high 
upfront costs incurred by its “lease and service” business model and its 
explosive growth which required high level of investment in fixed assets. 
However, we expect FCF to turn positive in FY2018 mainly as the existing 
installed base under the leasing model of almost 1.1 mn machines will 
provide a large stream of recurring cash flow in the coming years with 
minimal investment. With no new capacity addition planned for the next 
few years, we also expect CAPX to go down. The increasing share of buy-
out model which can generate positive FCF in the first year of operation 
will also increase Ozner’s cash flow. Finally, the new acquisitions made in 
FY2017 which are already FCF positive will further amplify Ozner’s cash 
generating ability.  Overall, we derive FCF of RMB148 mn [3.7% yield on 
the current stock price] for FY2018 and RMB177 mn for FY2019 [yield of 
4.4%]. 
 
Expansion through Acquisitions 
Ozner has made a series of highly accretive and valuable acquisitions in the 
last few months. The company has acquired 51% interest in each of the 
three companies – Bili, Lepu and Diamond for a total consideration of 
RMB631.4 mn. The acquisitions are an important part of Ozner’s growth 
strategy as they will help the company to expand downstream in micro 
motor manufacturing [Lepu], horizontally in campus drinking water [Bili] 
and geographically in Malaysia, Singapore and Hong Kong [Diamond]. As 
per the “Performance Guarantee Agreements” signed with each of these 
three companies, the “Guaranteed Net Profit” of the three companies 
combined during the 12-month Performance Guarantee Period of 1-year 
from the date of acquisition is RMB131 mn [Ozner’s share: RMB66.80mn].  
For FY2018, we forecast these acquisitions to add about RMB62 mn or 
26% to Ozner’s forecast ex-acquisition net profit of RMB238 mn.    
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Improving ROE 
Based on our model forecasts, Ozner’s operating profits should increase 
from RMB212 mn in FY2016 to RMB675 mn in FY2020 at a CAGR of almost 
34% while EPS should increase from RMB8.56 cents in FY2016 to 
RMB20.83 cents in FY2020 at a CAGR of 25%. Thus, with increasing 
operating margins and EPS, we expect Ozner’s ROE to increase from about 
7% currently to between 11%-12% over the next 3 to 4 years. 
 
Water Purifier Revenues to Grow on New Installations and 
Acquisitions 
The water purifier segment [93% of revenue in FY2016] has grown 
tremendously in the last few years. The installed base of water purifiers 
has increased from 308,000 in FY2012 to 1,466,000 at the end of 1H2017 
increasing at a CAGR of 41% over the period. Similarly, segment revenues 
have grown from RMB198 mn in FY2012 to RMB854 mn in FY2016 at a 
CAGR of 44.1%. The tremendous demand for water purifiers in China, the 
company’s strong distribution and service capabilities, the increasing 
demand for the company’s buy-out type model, etc. should help Ozner to 
continue to grow in the coming years. In our model, we forecast the total 
installation base to grow to 2,863,000 by 2020 at a CARG of 21.1%. This 
growth will be driven mainly by the sale of buy-out model of water 
purifiers which we forecast to grow from a total installation base of 
381,000 in 1H2017 to 1,184,000 in FY2020 at a CAGR of 38%. Driven by 
the increase in installation base, we forecast the segment’s organic revenue 
to grow from RMB854 mn in FY2016 to RMB1,515 mn in FY2020 at a 
CAGR of 15.4%. Including the inorganic growth from the recent 
acquisitions of Lepu, Bili and Diamond, we forecast the total consolidated 
revenue of the company to increase to RMB2,598 mn by FY2020 at a CAGR 
of approximately 30% over the period. 
 
Stabilization of GPM and Reduction in SGA to Drive EPS Expansion 
Despite a tremendous increase in revenues, Ozner’s EPS has not grown 
much over the last few years. This was mainly due to two reasons. First, a 
decline in GPM from 68% in FY2013 to 54% in FY2016, a natural effect of 
the lease and service business model which produces higher GPM in the 
first year of lease than in subsequent years. Second, an increase in SGA as 
Ozner hired more service staff and incurred more advertising and 
marketing expenditure to expand its customer reach and city coverage. 
However, going forward since a much higher percentage of revenue will 
consist of lease renewals than new installations, we expect GPM to bottom 
out and stabilize at about 46%-48% of sales. We also expect SGA as a % of 
sales to decline from 29.2% in FY2016 to about 20.7% in FY2020. As the 
company has already covered more than 1,600 cities in China, we expect 
the company’s hiring activities to slow down. With increasing revenue, 
operating leverage should kick in resulting in lower advertising, 
administrative and other expenses as a % of sales in the coming years. 
Overall, we forecast operating profits to increase from RMB212 mn in 
FY2016 to RMB675 mn in FY2020 at a CAGR of almost 34% and EPS to 
increase from RMB8.56 cents in FY2016 to RMB20.04 cents in FY2020 at a 
CAGR of 24%. 
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Chinese Water Purifier Market Remains Extremely Attractive 
The water purifier industry in China is highly attractive and has a 
huge growth potential due to the extremely low penetration of water 
purifiers in the country relative to developed countries and 
increasing consumer awareness regarding drinking water safety. 
According to CMM [China Market Monitor], China’s water purification 
market size in 2016 was $3.05 billion, an increase of 40.6% YoY. It is 
estimated that in 2017 the sales would be up to $4.06 billion, an 
increase of 33.2% YoY. The industry is expected to comfortably grow 
at double digit growth rates over the next few years. While the 
industry is fragmented with many small players, Ozner has managed 
to differentiate itself from other manufacturers and has created a 
strong brand name for itself due to its unique lease and service 
business model, intense focus on after-sales service and advanced 
proprietary technology. The company is one of the top 10 water 
purifier companies in the PRC and continues to gain market share. 
While a lack of industry standards continues to hamper industry 
development, we believe that over time as consumers become more 
sophisticated, companies like Ozner with advanced technology and 
well-developed sales channels and service capabilities will gain 
greater market share and the industry will become more 
consolidated. 
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Risks                                                                                                                                                                    
 
Business Model Risk 
The success of Ozner’s water purification business depends to a large 
extent on end users’ acceptance of its lease and service business model. 
This business model is relatively new in the industry and different from 
conventional barreled water delivery services and sales of water 
purification machines. The company relies on its third party distributors to 
educate potential end users about the benefits of its lease and service 
business model. To that end, they provide periodic training to their 
distributors, but there is no assurance that the distributors will be effective 
in their promotion of the business model when they contact potential end 
users. Lack of acceptance of its business model by end users in the future 
can have a material adverse impact of Ozner’s business. 
 
Competition Risk 
China’s water purifier industry lacks well developed industry standards 
but has significant growth potential. These factors along with low entry 
barriers have resulted in the mushrooming of a large number of players in 
the market. Furthermore, a lot of well recognized domestic and 
international companies such as Midea, Qinyuan and A. O. Smith also have 
a strong presence in this market. With the existence of such players, Ozner 
faces strong competition in the market which could potentially reduce its 
market share and/or margins. If Ozner is unable to differentiate itself with 
respect to technology, service, business model and other factors, the 
company might have a difficult time surviving in this market.  
 
Customer and Supplier Concentration  
In FY2016, sales to the company’s five largest customers accounted for 
34.4% of the total sales for the year which included sales to the largest 
customer which amounted to 11.3%. Purchases from the company’s five 
largest suppliers accounted for 51.9% of the total purchases for the year 
which included the purchases from the largest supplier which amounted to 
17.0%. The loss of any of the top customers or suppliers can have a 
material adverse impact on the company’s operations. The loss of any of 
the largest customers might be hard to replace and can cause a significant 
reduction in the revenues and earnings of the company. 
 
Lease Renewal Rates Might Drop 
The lease terms for water purification services are typically one year and 
end users may not renew their service orders upon expiration. Upon 
expiration of a lease term, end users can renew their orders by notifying 
their distributors. It is critical that the company’s existing end users renew 
its services which enable it to accumulate end user base and expand its 
operational scale. There is no assurance that the end users will continue to 
place service orders with the company, or, especially in terms of corporate 
end users, that their future orders will be at a comparable level or on 
similar terms as in prior years. Should any of its end users cease to place 
orders or reduce their order size and the company is unable to obtain 
other orders at a comparable level, Ozner’s business and profitability could 
be materially and adversely affected. 
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Gross Profit Margins Might Decline Further 
For the company’s leasing model, the lease rates generally tend to be 
higher in the first year of lease as compared to the subsequent years. 
However, since depreciation is recorded on a straight line basis, gross 
profit margins tend to be higher in the first year and decrease in the 
subsequent years. Thus, if the new installation growth slows down, 
the company’s gross profit margin might decline. The GPM has 
already declined from about 68% of sales in FY2013 to 54% in 
FY2016. However, going forward we expect this risk to be minimal. 
Since, a much higher percentage of revenues will consist of lease 
renewals than new installations, we expect GPM to bottom out and 
stabilize at about 46%-48% of sales in the future. 
 
Regulatory Risks 
The company generates all of its revenues in the PRC. Changes in 
government regulations, including environmental laws, rules and 
regulations may have a material adverse impact on Ozner’s business, 
financial conditions and results of operations. Historically, 
environmental legislation in the PRC has, in many cases, been less 
stringently enforced. However, more stringent standards may be 
introduced, stricter interpretations of existing laws may occur or 
enforcement may become more stringent in the PRC. Changes in the 
regulatory framework may result in an increase in Ozner’s actual 
operating costs and liabilities for which the company has not 
provided. 
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Recent Results                                                                                                                                                                         
 
For the first half of FY2017, Ozner reported revenues of RMB568.4 mn, 
increasing by 34.4% YoY. Revenue from water purification services 
increased by 39.5% YoY from RMB382.2 million in 1H2016 to RMB533.1 
mn in 1H 2017 primarily due to the increase in the cumulative number of 
installations increased from approximately 1,265,000 units at the end of 
FY2016 to approximately 1,466,000 units in 1H2017. Revenue generated 
from air sanitization and financing services decreased by 13.3% from 
RMB40.6 mn in  1H2016 to RMB35.2 mn in 1H2017. The decrease was 
primarily due to the focus on water purification services business. The 
company continued to expand its distribution and service network, which 
now covers more than 1,600 cities/ towns in China with the number of 
high-value distributors increasing from 4,980 as at 31 December 2016 to 
5,760 as at 30 June 2017. 
 
 
Gross profit margin for the period decreased from 59.8% in 1H2016 to 
54.8% in 1H2017 mainly due to the decrease in the GPM for the water 
purification business from 63.2% in1H2016 to 55.0% in 1H2017. The 
decrease in gross profit margin was a result of sales of water purification 
machines and increase of proportion of renewal of the water purification 
machines, the gross profit margin of which were lower than that of the new 
leasing of water purification machines. The gross profit margin of water 
purification machines of leasing service decreased from 65.9% in 1H2016 
to 57.6% in 1H2017. SGA increased by 38.2% YoY in 1H2017 to RMB192 
mn mainly due to an increase of headcount of sales and marketing 
department for the promotion and capturing of business growth in 
household market. Finance costs increased by 131.3% to RMB40.7 mn due 
to increase in financing from sales and leaseback arrangements. 
 
As a result, profit for the period increased by 6.8% from RMB86.1 mn in 
1H2016 to RMB91.9 mn in 1H2017, and net profit margin for the period 
decreased from approximately 20.4% in 1H2016 to approximately 15.9% 
in 1H2017.  
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Company Background                                                                                                                                                    
 
Ozner operates two business lines: water purification [93% of FY2016 revenue] 
and air purification [6% of FY2016 revenue]. Different from the traditional one-
time sales model, Ozner has adopted a leasing business model, which provides 
water purification service while charging annual rental, providing a unique 
advantage in the market. The company provides water purification services to 
both corporate and household end users through the lease of its water purifying 
machines. In the second half of 2015, the company also started operating the 
traditional buy-out [direct sales] model for its household customers. The Group's 
self-operated services system covers over 1,600 cities in the PRC. The company 
has also constructed relevant logistics and warehousing facilities to ensure 
efficient service to its customers. The company engages an extensive network of 
third party distributors [5,760 as of 1H2017].  The main function of the 
distributors is only to source and retain end users for the company and in return 
they get to keep a significant portion of the company’s lease rental revenue. The 
distributors do not have to maintain any inventory or provide after-sales service. 
The company uses the "cloud water purification technology", which enables it to 
remotely manage the water purifiers by mobile phone network. The technology 
reminds customers and the after-sale staff the issues of purifier's filter expiration 
and purifier failure. In addition, the Company uses CRM system in its customer 
service center at its headquarters to maintain customer relationship and convey 
customers' need in a timely manner. As of 1H2017, Ozner’s total installation base 
of water purifiers stood at 1,466,000. The company also provides air sanitization 
services for corporate clients through EPC arrangements.  
 
Water Purification - Lease and Service Business Model 
Ozner operates a differentiated lease and service business model rather than a 
direct sales model like most other manufacturers [The company also launched its 
direct sales model for households in 2H2015]. Under its lease and service 
business model, the company provides water purification service to its 
customers through its water purifying machines and retains ownership [the 
lease is accounted as operating lease on Ozner’s financial statements] of the 
machines during the lease term. The machines are given to the customers for 
one-year lease period which can be renewed before the end of each term. Ozner 
also provides all repair and maintenance services on the water purifying 
machines directly to end users, with the help of its in-house service team spread 
across 1,600 cities in the PRC, to ensure high service quality and end user 
satisfaction.  
 
The company engages an extensive network of distributors to source end users. 
Once a distributor is recruited, Ozner receives an initial payment from them 
mainly consisting of service fee prepayment and training fees. In return, the 
distributor receives a considerable amount of the recurring cash flow generated 
over the leased life of the machines. Revenue sharing between Ozner and its 
distributors is 50%:50% for corporate clients and 65%:35% for household 
clients. The sole function of the distributor is to source end users for the 
company after which Ozner’s own service team provides installation and 
maintenance services during the lease period. The distributor does not have to 
take any inventory. Ozner also allows a selected number of its principal 
distributors to recruit sub-distributors who then share the revenue generated 
from end user with the principal distributor. 
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When a new machine is installed on the client’s premises or an existing 
lease contract is renewed for another year, Ozner receives the full one-year 
lease service fee from its distributor. However, the entire fee received from 
the distributor might not be booked as revenue in the same year as the 
leasing revenues are booked on a monthly basis. For example, if a contract 
for RMB2,000 is signed in October, then only three months’ leasing fee  of 
RMB500 will be booked as revenue in the current year’s income statement 
and the remaining RMB1,500 will be added to the balance sheet as 
deferred revenue which will be booked in the next year.  Since 
revenue/cash flow is generated throughout the 10-year useful life of the 
machine while the cost of manufacturing is incurred upfront, this business 
model requires heavy initial investment in exchange for recurring cash 
flows in the subsequent years of the machine’s life. The main COGS item on 
the income statement is depreciation as the leased machines are accounted 
for as operating leases and are reported on the balance sheet as ‘Revenue 
Generating Assets’ which are then depreciated over their 10-year useful 
life. The lease rate generally tends to be higher in the first year of lease as 
compared to the subsequent years. However, since depreciation is 
recorded on a straight line basis, gross profit margins tend to be higher in 
the first year and decrease in the subsequent years. 
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Model Estimates                                                                                                                                                 
 
We forecast Ozner’s total installation base of water purifiers to 
increase from about 1.47 mn currently to about 2.86 mn by FY2020, 
growing at a CAGR of 21%. This increase comes mainly from the sale 
of its buy-out model of water purifiers for household customers. We 
forecast the installed base of this model to grow from 381,000 to 1.18 
mn in FY2020 at a CAGR of 38%. We forecast the three acquisitions of 
Lepu, Bili and Diamond to contribute about RMB864 mn in 
revenue/RMB63 mn in net profit, accounting for over 40% of Ozner’s 
consolidated revenue and 21% of net income for the period. Overall, 
we forecast Ozner’s revenue to increase from RMB920 mn in FY2016 
to RMB2,155 mn in FY2018 and RMB2,599 mn in FY2020. 
 
With majority of the future water purifier revenues coming from 
lease renewal and filter replacement as compared to new sales, we 
forecast Ozner’s gross profit margin to bottom out and stabilize at 
about 46%-48% of sales. Similarly, we expect SGA to decrease from 
29.2% of sales in FY2016 to 20.7% of sales in FY2020 as hiring of 
sales and service personnel slows down and operating leverage kicks 
in resulting in lower advertising, administrative and other expenses.  
Overall, we forecast operating profits to increase from RMB212 mn in 
FY2016 to RMB675mn in FY2020 at a CAGR of almost 34% and EPS 
to increase from RMB8.56 cents in FY2016 to RMB20.04 cents in 
FY2020 at a CAGR of 24%. 
 
We expect CAPX to reduce going forward since the company does not 
plan to add any new capacity over the next 3 years as the existing 
installed capacity can easily handle its growth requirements over that 
period. We forecast gross debt to increase from about RMB1,030 mn 
currently to about RMB1,310 mn in FY2018. However, going forward 
we expect debt to go down mainly as the company becomes FCF 
positive in FY2018 on account of lower CAPX requirements and 
recurring cash inflows from the leasing business.  
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Management Bio                                                                                                                                                                 
 
Mr. XIAO Shu – Chairman and CEO 
Mr. Xiao Shu is the Chairman of the Board, an executive Director and 
Ozner’s chief executive officer. He is also the president and chief engineer 
of Shanghai Haoze Water Purification Technology Development Co. Ltd. 
and the president of Shanghai Ozner Comfort Environment & Service Co. 
Ltd. He was appointed as the Director on 19 November, 2013 and is 
primarily responsible for formulating the overall development strategies 
and business plans of the Group. Mr. Xiao has more than 15 years of 
experience in technology development, sales and marketing and strategic 
management. Mr. Xiao founded the company’s business when he 
established Shanghai Comfort, a company which Ozner acquired in 2012, 
in October 2005 and has remained as the management of Shanghai 
Comfort since then until he joined Shanghai Haoze Environmental 
Technology Co. Ltd. in January 2011. Mr. Xiao is the inventor of several 
patented water and air purification technologies owned by the company. 
Prior to establishing Ozner’s business via the establishment of Shanghai 
Comfort, Mr. Xiao worked at Sinorate Enterprises Limited, a company 
specializing in the production of electronic goods and components, 
between April 1993 and April 1999 where he sequentially served as 
product engineer, quality control manager and director of the production 
department. Between June 2001 and June 2002, he worked at Shanghai 
Oasun Environment High Technology Company Limited, a company 
engaged in the business of providing water purification solutions, and was 
in charge of research and development and production management. Mr. 
Xiao received a bachelor’s degree in agriculture [soilless cultivation] from 
Northwest A&F University [Shaanxi, PRC], in July 1992. Mr. Xiao is also 
accredited as an Internal Quality Auditor.  
 
Mr. ZHOU Guanxuan  
Mr. ZHOU Guanxuan is an executive Director. He was appointed to Ozner’s 
Board as an independent non-executive Director on 26 May, 2014 and has 
been re-designated as an executive Director on 28 March 2017. After the 
re-designation, Mr. Zhou has been responsible for the management of the 
Group’s supply chain. Mr. Zhou has more than 30 years of experience in 
household appliances manufacturing and operations management. From 
1975 to September 1999, Mr. Zhou worked at the Midea Group Co. Ltd 
[SZE: 000333] which engages in the business of manufacturing of 
household electrical appliances, and assumed office in the technology and 
production department before he was promoted as the general manager of 
Midea Redian Group Co. Ltd., an affiliate of Midea Group Co. Ltd. From 
2000 to 2007, Mr. Zhou was the president of Foshan Shunde District 
Beijiao Town Weigao Electronics Industry Company Limited, a company 
engaged in the business of research and development, manufacturing and 
sale of electronic appliances. From 2011 to 2013, he was the director and 
general manager of Jiangxi Jingdezhen Saide Ceramics Co. Ltd., a company 
engaging in the business of manufacturing, development and sale of 
ceramics decoration materials. 
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Mr. TAN Jibin  
Mr. TAN Jibin is an executive Director. He joined the company on 6 April, 
2011 as the financial controller and vice president of Shanghai Haoze 
Water Purification Technology and was appointed as the Director on 19 
November, 2013. Mr. Tan is primarily responsible for overseeing the 
overall financial and administrative affairs of the Group. Mr. Tan has about 
10 years of experience in accounting and finance. Prior to joining the 
Group, Mr. Tan served as a senior auditor in Deloitte Touche Tohmatsu, an 
accounting firm, from July 2004 to April 2009 and as an associate finance 
manager in China Aoyuan Property Group Limited [HKSE: 3883], a Chinese 
property company listed on the Stock Exchange, from May 2009 to March 
2011. He obtained a bachelor’s degree in international finance from 
Guangdong University of Foreign Studies [Guangdong, PRC] in June 2004. 
 
Mr. LI Honggao  
Mr. LI Honggao has been appointed as an executive Director of the 
company with effect from 28 March, 2017. Mr. Li joined the Group on 1 
June, 2006 and currently serves as senior vice president of the Group and 
president of the public water purification business group of the company. 
Mr. Li is primarily responsible for the sales, management and operation of 
the public and commercial water purification business of the Group. Mr. Li 
has over 10 years of sales and marketing experience in the water 
purification business. Mr. Li has also served as sales director, marketing 
and operation director and general manager of the business department of 
the Group consecutively prior to his current position. Mr. Li is currently a 
master of business administration candidate at Fudan University in the 
PRC.  
 
Mr. WANG Yonghui  
Mr. WANG Yonghui has been appointed as an executive Director of the 
Company with effect from 28 March, 2017. He joined the Group on 15 
September, 2014 and currently serves as vice president and investment 
director of the Group. Mr. Wang is responsible for capital markets related 
work and investments of the Group. Mr. Wang has extensive financial and 
capital markets related work experience. Before joining the Group, Mr. 
Wang has served various positions at the headquarters of Bank of China, 
the investment banking division of Bank of America Securities [now 
merged into Bank of America Merrill Lynch], and SOHO China Limited. Mr. 
Wang obtained a bachelor’s degree in economics from the University of 
International Business and Economics in the PRC, in July 1999 and his 
master of business administration degree from Emory University in the 
United States of America in May 2006. 
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Industry Analysis                                                                                                                                                 
 
Penetration of Water Purifier: The Gap between China and Developed 
Markets 
China is emerging as a growing market for water purifiers, driven mainly 
by the increasing water pollution levels in the country. This is driving the 
adoption of water purifiers in residential as well as commercial segments 
to provide potable water for drinking and other applications. According to 
data published by the Chinese Center for Disease Control and Prevention, 
in 2011, only 61% of the water from major Chinese rivers was in category I 
to III, the desired level for safe drinking water. As a result, consumers are 
inclining towards advanced water purification equipment such as RO 
[Reverse Osmosis], UV [Ultraviolet] filtration or UF [ultra-filtration] based 
water purifiers. Though China has the largest consumer base across the 
globe, the penetration rate of water purifiers is less than 5% mainly due to 
the lack of industry standards and consumer awareness of drinking water 
safety. The total market size is also smaller than other kitchen appliances. 
While, in Europe and the US, more than 90% of the families have water 
purifying equipment installed at home. However, with rising consumer 
awareness, the penetration rate of water purifiers is expected to grow, 
particularly in urban regions like south, central and eastern provinces. 
With major health concerns associated with consumption of contaminated 
water, the sales of water purifiers is expected to increase even among rural 
households in the country. 
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Sales Volume Increasing Steadily – Mostly Online 
In recent years, with the trend of consumer upgrades, the sales volume of 
water purifiers has increased substantially. According to CMM [China 
Market Monitor], by 2015, China’s water purification market had expanded 
by more than 64%. In 2016, the total market size was $3.05 billion, an 
increase of 40.6% YoY. And it is estimated that in 2017 the sales would be 
up to $4.06 billion, an increase of 33.2% YoY. 
 
At present, online has become a major purchasing channel for water 
purifiers. As per some reports, in 2012 online accounted for only about 
3.9% of the total sales, yet in 2016 the share has increased to 35% of the 
total market. In the online channel, water purification systems accounted 
for about 50.3% of total sales, followed by the filtering system at 43.2%, 
and then the pipeline machine at 1.4% as well as the direct drinking 
machine at 5.1%. As for the offline channel, water purification accounted 
for 73.1%, the filtering system was about 13.7%, the pipeline machine 
1.4% and the direct drinking machine is about 11.8%. In the recent two 
years, water purifiers with large water output, intelligence, & easy 
installation have become mainstream. 
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Current Issues: Low Entry Barriers Driving Increasing Number of 
Manufacturers 
The Number of water purifier manufacturers in the PRC has grown rapidly 
since 2000. In particular, 2013-2014 saw an explosive growth momentum. 
At present, China’s water purifier industry has grown to more than 3,000 
manufacturers with hundreds of brands and models in the market and the 
annual growth rate still remains quite high. According to industry sources, 
the entry barrier and capital investment requirement is relatively low, 
which attracts many start-ups. There is no sophisticated technology 
involved in manufacturing either, hence there exist many “mon-and pop” 
type of small manufacturers. While a lack of industry standards continues 
to hamper industry development, over time as consumers become more 
sophisticated, companies with advanced technology and well-developed 
sales channels and service capabilities will gain greater market share and 
the industry will become more consolidated as a lot of the “mom and pop” 
type manufacturers close shop. 
 
Inevitable Trend: Transformation and Upgrading 
Lack of industry standards has become the main barrier to the further 
development of the market. While new national standards regarding air 
purification products have been published, there are still no unified test 
standards in the water purification industry to solve issues like false 
advertising and poor product quality. Another main challenge is after-sales 
customer service. Many companies focus much on the products, yet less on 
customer service and drinking water safety, which hurts the credibility of 
the industry. Since the beginning of 2017, factors like intensified market 
competition, rising raw material price, and strict supervision from the 
government have all been pushing hard on the transformation. The pursuit 
of the AI enabled, smart home has also become a new trend in the water 
purification industry. 
 
Opportunities: Ample Emerging Market Potential 
Despite many challenges, the entire ecosystem of the water purification 
industry has become more mature since the beginning of this century. In 
recent years, the popularity of smart home has also contributed to the 
growth of the industry. It is estimated by CMM that, by 2020, the water 
purifier market would grow by another $1.91 billion. Other sources like 
ABI seem relatively conservative, proposing a 20%-30% growth rate in the 
future two to three years. 
 
On the whole, the emerging market potential is still huge. On the one hand, 
the capacity of the market is far from saturation given the booming service 
market of over billions fueled by the needs for after-sales services and 
filter replacement. On the other hand, the consumption power of Chinese 
consumers keeps increasing. With consumption upgrade and rising public 
awareness of health and environment, the water purifier market will 
maintain substantial growth in the coming years. 
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There are three major technology approaches for water purifier 
companies. These are reverse osmosis, activated carbon and water 
softening technologies. Reverse osmosis technology is the most widely 
used technology, as studies indicate that it can filter 99% of the pollutants 
from tap water. 
 
 

 
 
 
 
 

 
Sources: Cathaya Research, China Market Monitor [CMM], Techsci Research, A.O Smith 
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Valuation                                                                                                                                                                             
  

We value the stock using DCF valuation methodology in order to capture the future growth potential of 
the company and the reasonable visibility of future free cash flows, especially from the leasing model. Our 
12-month price target on the stock is HKD 3.70 per share, which represents an upside of about 
60% over the current stock price. In our DCF model, we assume beta of 1, WACC of 9.9% and terminal 
growth rate of 3%. 
 
Our DCF-based price target is backed by a sum of the parts [SOTP] valuation. In SOTP, we value the water 
purifier leasing business [includes both corporate leasing model and household leasing model] using DCF 
which comes to HKD2.27 per share. Given its high growth potential, we value the household buy-out 
business at about 25x FY2019 earnings estimate at about HKD 0.95 per share. We also expect the new 
acquisitions to be accretive to earnings and value those at about HKD0.65 per share. Together, our SOTP 
valuation comes to around HK$3.87 per share.  
 
Our price target represents a multiple of 23.1x/19.3x on our FY2018/FY2019 earnings estimates which is 
broadly in-line with its Chinese and global peers.  On an EV/EBITDA basis, our price target represents 
7.8x/6.7x on our FY2018/FY2019 EBITDA estimates, a significant discount to its peers. Ozner’s closest 
peer Coway [021240_KS], the Korean home appliance company is trading at 19.0x P/E and 10.2x 
EV/EBITDA on FY2018 Bloomberg consensus estimates. We believe that Ozner deserves a higher multiple 
than Coway given its higher growth potential in the highly underpenetrated Chinese water purifier market 
and increasing FCF and ROE. 
 
We would like to highlight that our valuation is conservative since we have factored in lower valuation 
numbers for the acquisitions as we would like to see the execution on these acquisitions before factoring 
in higher numbers. With good execution and greater synergies, we believe that the stock can have further 
upside potential from our target price. 
 
Peer Valuation Ticker  Mkt Cap [USD mn]  EV [USD mn] EV/EBITDA 2017E EV/EBITDA 2018E P/E 2017E P/E 2018E P/B 

OZNER WATER INTERNATIONAL  2014_HK                        613.4             648.7  7.4 5.0 23.4 14.7 1.5 

COWAY CO LTD 021240_KS                     6,950.9          7,426.0  11.0 10.2 21.0 19.0 7.4 

MIDEA GROUP CO LTD 000333_CH                   50,471.7         55,422.2  15.7 13.0 19.5 15.9 4.7 

ZHEJIANG SUPOR COOKWARE CO 002032_CH                     5,057.8          4,777.9  19.1 16.1 25.3 20.9 6.7 

BEIJING ORIGINWATER TECHNO 300070_CH                     8,203.6          8,909.7  17.7 13.2 21.2 16.6 3.3 

SMITH (A.O.) CORP AOS_US                   10,704.3         10,386.1  17.5 15.8 29.2 26.1 6.4 

PENTAIR PLC PNR_US                   12,588.3         13,983.2  14.2 13.5 19.6 17.5 2.5 

JOYOUNG CO LTD  002242 _CH                     2,111.6          2,001.9  14.6 13.3 18.8 16.5 3.5 

HANGZHOU ROBAM APPLIANCES 002508_CH                     6,399.4          6,116.0  22.4 17.6 26.0 20.1 8.9 

NIHON TRIM CO LTD 6788_JP                        421.4             328.1  17.1 12.6 36.1 24.4 2.5 

KURITA WATER INDUSTRIES LTD 6370_JP                    3,635.8          3,054.5  10.1 9.9 27.4 25.2 1.7 

Adjusted Average       15.2 12.7 24.3 19.7 3.4 
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Appendix                                                                                                                                                                                           

 

3-Year Price Chart 

 

 
Source: Bloomberg 
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Segment Revenue (in 1,000s RMB) 2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 

Water purification services: 313,960 411,267 679,388 854,202 1,076,804 1,233,266 1,374,978 1,515,266 1,651,969 

Rental income 305,495 390,801 534,179 557,943 632,281 726,029 822,772 939,907 1,042,921 

Training services 8,380 19,453 31,870 103,186 82,549 66,039 52,831 42,265 33,812 

Sales of goods 85 1,013 113,339 193,073 361,974 441,198 499,375 533,094 575,236 

          
Air sanitization services: 88,374 100,444 63,626 54,553 46,370 39,415 45,327 52,126 59,945 

Others - - 2,385 12,011 18,617 18,989 19,369 19,757 20,152 

Total 402,334 511,711 745,399 920,766 1,141,791 1,291,670 1,439,674 1,587,148 1,732,065 
*These numbers do not include revenues from acquisitions 
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Water purification services Segment 

Total Installation base (in 1,000s) 2011 2012 2013 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 

At the beginning of the year 
                

-                     107                   308                   463                   657                    925                 1,265                 1,664                 2,086                 2,490                 2,863  

New installations net of write offs 
             

107                   201                   155                   194                   268                    340                     399                     422                     404                     373                     352  

At the end of the year 
             

107                   308                   463                   657                   925                1,265                 1,664                 2,086                 2,490                 2,863                 3,215  

            
 Buy-out type   

                
-                         -                         -                         -                        85                    241                     506                     759                     987                 1,184                 1,362  

y/y 
     

184% 110% 50% 30% 20% 15% 

 Lease type  
             

107                   308                   463                   657                   840                1,024                 1,158                 1,327                 1,503                 1,679                 1,853  

y/y 
 

188% 50% 42% 28% 22% 13% 15% 13% 12% 10% 

 Total  
             

107                   308                   463                   657                   925                1,265                 1,664                 2,086                 2,490                 2,863                 3,215  

y/y 
 

188% 50% 42% 41% 37% 32% 25% 19% 15% 12% 

 

Corporate model  2017E 2018E 2019E 2020E 2021E 
Installation Base (in 1,000s units) 
At the beginning of the year 720 778 871 965 1,059 
New installations net of write offs 58 93 94 94 93 
Total at the end of the year 778 871 965 1,059 1,152 
New installation growth rate 8% 12% 11% 10% 9% 
Renewal rate 95% 95% 95% 95% 95% 

      Year 1 lease rate 1,800 1,850 1,850 1,850 1,900 
Year 2-10 lease rate 1,250 1,300 1,300 1,325 1,350 
Ozner's share of revenue 50% 50% 50% 50% 50% 
factor for yr 1 lease recorded in the same year 0.42 0.44 0.46 0.49 0.50 
factor for yr 1 lease recorded in the next year 0.58 0.56 0.54 0.51 0.50 

      Revenue (in 1,000 RMB) 
     New contract sales in the current FY 52,200 86,025 86,950 86,950 88,350 

Rental income to be recognized next FY 30,276 48,088 46,688 44,675 44,105 
Rental income recognized in the current FY 21,924 37,937 40,262 42,275 44,245 
Rental income from last FY 59,400 30,276 48,088 46,688 44,675 
Rental income from machines older than 1 year 389,619 460,394 507,007 576,950 648,993 
Total rental income in current FY 470,943 528,607 595,357 665,913 737,912 
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Household model 
     Household leasing model 2017E 2018E 2019E 2020E 2021E 

Installation Base (in 1,000s units) 
     At the beginning of the year 304 380 456 538 620 

New installations net of write offs 76 76 82.08 82 81 
Total at the end of the year 380 456 538 620 701 
New installation base growth rate 25% 20% 18% 15% 13% 
Renewal rate 97% 96% 96% 95% 95% 

      Year 1 lease rate 1,600 1,650 1,650 1,700 1,725 
Year 2-10 lease rate 500 550 550 600 600 
Ozner's share of revenue 65% 65% 65% 65% 65% 
factor for yr 1 lease recorded in the same year 0.46 0.46 0.47 0.47 0.48 
factor for yr 1 lease recorded in the next year 0.55 0.54 0.54 0.53 0.53 

      Revenue (in 1,000 RMB) 
     New contract sales in the current FY 79,040 81,510 88,031 90,970 90,467 

Rental income to be recognized next FY 43,077 44,015 47,096 48,214 47,495 
Rental income recognized in the current FY 35,963 37,495 40,934 42,756 42,972 
Rental income from last FY 42,328 43,077 44,015 47,096 48,214 
Rental income from machines older than 1 year 83,047 116,850 142,465 184,141 213,823 
Total rental income in current FY 161,339 197,422 227,415 273,994 305,009 
Total Leasing Revenue (Corporate + Buyout) 632,281 726,029 822,772 939,907 1,042,921 

       

Household buy-out model 2017E 2018E 2019E 2020E 2021E 
Installation Base (in 1,000s units) 

     At the beginning of the year 241 506 759 987 1184 
New installations net of write offs 265 253 228 197 178 
Total at the end of the year 506 759 987 1184 1362 
New installations growth rate 110% 50% 30% 20% 15% 
Renewal rate 73% 72% 72% 71% 70% 

      Average selling price 1650 1700 1750 1750 1800 
Filter replacement price 680 680 680 680 680 
Ozner's share  65% 65% 65% 65% 65% 

      Revenue from new sales 284,213 279,565 259,350 224,088 208,260 
Filter replacement revenue 77,761 161,633 240,025 309,007 366,976 
Household model buyout revenue 361,974 441,198 499,375 533,094 575,236 
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Income Statement ( millions RMB ) FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E CAGR (2016-2021) 
Revenue        402.3         511.7             745.4          920.8       1,341.8       2,155.4       2,388.9       2,598.7       2,801.4  24.9% 
y/y 

 
27.2% 45.7% 23.5% 45.7% 60.6% 10.8% 8.8% 7.8% 

 Cost of Revenue -129.5 -177.0 -306.5 -418.7 -695.6 -1,150.6 -1,276.3 -1,366.6 -1,466.8 
 Gross Profit 272.8 334.7 438.9 502.1 646.2 1,004.8 1,112.6 1,232.1 1,334.6 
 Gross margin (%) 67.8% 65.4% 58.9% 54.5% 48.2% 46.6% 46.6% 47.4% 47.6% 
 Other Operating Revenue         18.6           23.5               12.3           12.7           13.9           15.3           16.9           18.6           20.4  
 as a % of sales 4.6% 4.6% 1.6% 1.4% 1.0% 0.7% 0.7% 0.7% 0.7% 
 Selling, General & Admin Expense -101.6 -192.5 -309.5 -269.1 -350.3 -496.7 -521.8 -538.5 -550.6 
 as a % of sales 25.3% 37.6% 41.5% 29.2% 26.1% 23.0% 21.8% 20.7% 19.7% 
 Other Operating expenses -6.5 -14.2 -38.5 -33.4 -34.1 -38.3 -36.1 -37.3 -38.2 
 as a % of sales 1.6% 2.8% 5.2% 3.6% 2.5% 1.8% 1.5% 1.4% 1.4% 
 Operating Income 183.2 151.6 103.2 212.3 275.7 485.1 571.6 674.8 766.3 29.3% 

y/y 
 

-17.3% -31.9% 105.6% 29.9% 76.0% 17.8% 18.1% 13.6% 
 Operating margin (%) 45.5% 29.6% 13.9% 23.1% 20.5% 22.5% 23.9% 26.0% 27.4% 
 Interest Expense -1.8 -0.7 -4.9 -50.2 -77.9 -97.7 -97.7 -76.1 -51.0 
 Interest income 2.2 10.4 8.0 7.8 18.5 32.3 33.8 32.7 28.8 
 Equity in (losses)income of affiliates 0.0 0.0 0.0 0.0 -3.0 2.0 3.4 5.8 9.8 
 Other recurring (expenses)/income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Amortization of intangibles 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Goodwill impairment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Other non recurring (expenses) income 0.0 0.0 -54.0 96.1 0.0 0.0 0.0 0.0 0.0 
 Pretax Income (reported) 183.6 161.2 52.4 266.0 213.3 421.7 511.1 637.1 753.9 23.2% 

y/y 
 

-12.2% -67.5% 407.2% -19.8% 97.7% 21.2% 24.7% 18.3% 
 Pretax Income (adjusted) 183.6 161.2 106.4 169.8 213.3 421.7 511.1 637.1 753.9 34.7% 

y/y 
 

-12.2% -34.0% 59.6% 25.6% 97.7% 21.2% 24.7% 18.3% 
   - Income Tax Expense -30.7 -37.3 -24.4 -37.3 -46.9 -94.6 -117.0 -148.7 -179.5 
 Effective tax rate (%) 16.7% 23.2% 46.5% 14.0% 22.0% 22.4% 22.9% 23.3% 23.8% 
   - Minority Interests 0.0 0.0 0.0 -0.5 12.8 61.9 69.4 75.1 80.4 
 Income Before XO Items 152.9 123.9 28.1 229.2 153.6 265.2 324.7 413.3 494.0 16.6% 

y/y 
 

-19.0% -77.4% 716.8% -33.0% 72.7% 22.4% 27.3% 19.5% 
   - Extraordinary (gain) Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
 Net Income (reported) 152.9 123.9 28.1 229.2 153.6 265.2 324.7 413.3 494.0 16.6% 

y/y 
 

-19.0% -77.4% 716.8% -33.0% 72.7% 22.4% 27.3% 19.5% 
 Exceptional (L)G 0.00 0.00 54.0 -96.1 0.0 0.0 0.0 0.0 0.0 
 Add back: interest expense on convertible bonds 

  
4.9 35.1 35.1 35.1 35.1 35.1 35.1 

 Net Income (adjusted) 152.9 123.9 86.9 168.2 188.6 300.2 359.7 448.3 529.1 25.8% 
y/y 

 
-19.0% -29.9% 93.5% 12.2% 59.2% 19.8% 24.6% 18.0% 

 Basic EPS (reported) 0.1208 0.0812 0.0161 0.1331 0.0743 0.1268 0.1552 0.1976 0.2362 
 Basic EPS (adjusted) 0.1208 0.0812 0.0499 0.0976 0.0913 0.1435 0.1720 0.2143 0.2529 
 

           Basic Weighted Avg Shares 1,266 1,526 1,743 1,723 2,067 2,092 2,092 2,092 2,092 
 

           Diluted EPS (reported) 0.1208 0.0812 0.0158 0.1166 0.0686 0.1185 0.1451 0.1847 0.2208 13.6% 
y/y 

 
-32.8% -80.5% 637.5% -41.2% 72.7% 22.4% 27.3% 19.5% 

 Diluted EPS (adjusted) 0.1208 0.0812 0.0490 0.0856 0.0843 0.1342 0.1608 0.2004 0.2365 22.5% 
y/y 

 
-32.8% -39.7% 74.7% -1.5% 59.2% 19.8% 24.6% 18.0% 

 Diluted Weighted Avg Shares (mn)  1,266 1,526 1,774 1,965 2,237 2,237 2,237 2,237 2,237 
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Reference Items FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

EBITDA        251.9         257.7             281.7          424.0          573.5          839.1          983.2       1,142.9       1,290.2  

Dividends per Share 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

Dividend payout ratio 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Dep & Amor. 68.7 106.1 178.5 211.7 297.8 354.0 411.6 468.1 523.9 

as a % of sales 17.1% 20.7% 23.9% 23.0% 22.1% 21.2% 20.3% 19.5% 18.7% 

          Balance Sheet (millions RMB) FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

Assets 
           + Cash & Near Cash Items 221.4 309.8 518.4 529.3 921.5 965.2 933.6 823.1 1,016.9 

  + Short-Term Investments 0.0 300.0 0.3 0.3 75.0 75.0 75.0 75.0 75.0 

  + Accounts & Notes Receivable 50.6 43.5 71.4 44.0 83.3 133.8 148.3 161.3 173.9 

  + Inventories 36.9 90.5 191.5 164.2 295.6 488.9 542.2 580.6 623.2 

  + Other Current Assets 49.4 56.7 192.3 413.9 538.1 565.0 593.3 622.9 654.1 

Total Current Assets 358.3 800.6 973.9 1,151.8 1,913.5 2,227.8 2,292.3 2,263.0 2,543.0 

  + Long-Term Investments 0.0 0.0 0.0 0.0 49.9 49.9 49.9 49.9 49.9 

    + Gross Fixed Assets 260.3 532.3            917.3  952.4 1,282.4 1,610.4 1,835.4 2,082.9 2,262.9 

    - Accumulated Depreciation -28.3 -59.2 -112.9 -176.3 -252.1 -350.1 -467.0 -599.8 -747.1 

  + Net Fixed Assets 232.0 473.1 804.3 776.1 1,030.4 1,260.3 1,368.5 1,483.1 1,515.8 

 +Gross Revenue Generating Assets 672 1,113 1,552.5 1,968.8 2,248.7 2,602.6 2,977.5 3,360.0 3,744.6 

 - Accumulated Depreciation -86 -171 -307.1 -484.4 -695.3 -937.8 -1,216.8 -1,533.7 -1,888.9 

 +Net Revenue Generating Assets 585.3 941.7 1,245.4 1,484.4 1,553.4 1,664.8 1,760.6 1,826.3 1,855.6 

  + Other Long-Term Assets 39.1 141.1 196.1 190.7 198.3 206.3 214.5 223.1 232.0 

  + Goodwill & other Intangible Assets 94.9 93.6 89.9 85.8 301.7 484.7 493.2 501.4 509.3 

Total Long-Term Assets 951.4 1,649.5 2,335.7 2,537.0 3,133.7 3,666.0 3,886.7 4,083.8 4,162.7 

Total Assets 1,310 2,450 3,310 3,689 5,047 5,894 6,179 6,347 6,706 

 
  

        Liabilities & Shareholders' Equity   
          + Accounts Payable 57.8 129.2 155.7 128.4 233.6 382.5 420.1 445.3 473.2 

  + Short-Term Borrowings 212.7 0.0 0.0 196.3 346.3 346.3 346.3 146.3 46.3 

  + Other Short-Term Liabilities 699.1 418.6 889.6 567.0 595.3 613.2 631.6 650.5 670.1 

Total Current Liabilities 969.6 547.7 1,045.2 891.7 1,175.2 1,342.0 1,398.0 1,242.1 1,189.5 

  + Long-Term Borrowings 0.0 0.0 305.9 567.0 767.0 967.0 767.0 567.0 367.0 

  + Other Long-Term Liabilities 6.6 6.5 6.5 6.2 6.3 6.5 6.6 6.7 6.9 

Total Liabilities 976.2 554.2 1,357.6 1,464.9 1,948.6 2,315.5 2,171.5 1,815.9 1,563.4 

  + Equity component of convertible bonds 0.0 0.0 0.0 52.3 52.3 52.3 52.3 52.3 52.3 

  + Share Capital & APIC 0.0 988.8 953.3 938.3 1,489.0 1,489.0 1,489.0 1,489.0 1,489.0 

  + Retained Earnings & Other Equity 333.5 907.0 998.4 1,228.7 1,417.3 1,717.6 2,077.3 2,525.6 3,054.7 

Total Shareholders' Equity 333.5 1,895.8 1,951.8 2,219.3 2,958.6 3,258.9 3,618.6 4,066.9 4,596.0 

  + Minority Interest 0.0 0.0 0.0 4.4 139.7 319.2 388.6 463.7 544.1 

Total Liabilities & Equity 1,310 2,450 3,309 3,689 5,047 5,894 6,179 6,347 6,706 
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Cash Flow (millions RMB) FY 2013 FY 2014 FY 2015 FY 2016 FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

  + Profit after tax 180.6 155.8 43.4 247.2 188.6 300.2 359.7 448.3 529.1 

 + Depreciation of Revenue Generating Assets 54.4 84.7 136.3 172.9 210.9 242.6 279.0 316.9 355.2 

  + Depreciation & Amortization of PPE and other assets 14.3 21.5 42.2 38.8 86.9 111.4 132.6 151.2 168.7 

  + Other Non-Cash Adjustments 47.7 97.3 75.85 -242.6 12.9 62.0 69.5 75.3 80.5 

  + Changes in Non-Cash Capital 9.3 24.8 -109.8 27.8 -161.2 -103.9 -40.2 -36.9 -38.9 

Cash From Operating Activities 306.4 384.0 187.9 244.1 338.2 612.3 800.7 954.8 1,094.6 

  + Disposal of Fixed Assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0 

 + Capital Expenditures (Revenue Generating Assets) -244.8 -419.8 -411.6 -367.1 -279.9 -353.9 -374.8 -382.6 -384.6 

  + Capital Expenditures (PPE and Intangibles) -202.7 -282.9 -270.0 -191.2 -100.0 -110.0 -249.2 -274.1 -209.3 

  + Increase in Investments 0.0 -300.0 0 0.0 -132.2 -7.9 -8.3 -8.6 -8.9 

  + Decrease in Investments 0.0 0.0 300.0 0.0 0.0 0.0 0.0 0.0 1.0 

  + Other Investing Activities 0.1 -68.2 -85.1 37.1 -334.6 -296.8 0.0 0.0 0.0 

Cash From Investing Activities -447.4 -1,070.9 -466.7 -521.2 -846.7 -768.7 -632.3 -665.3 -600.8 

  + Dividends Paid 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Change in Short-Term Borrowings 0.0 0.0 0.0 0.0 150.0 0.0 0.0 -200.0 -100.0 

  + Increase in Long-Term Borrowing 214.5 0.0 379.6 437.3 200.0 200.0 -200.0 -200.0 -200.0 

  + Decrease in Long-term Borrowing 0.0 -214.9 0.0 -16.0 0.0 0.0 0.0 0.0 0.0 

  + Increase in Capital Stocks 0.0 988.8 0.0 0.0 550.7 0.0 0.0 0.0 0.0 

  + Decrease in Capital Stocks 0.0 0.0 -35.4 -15.1 0.0 0.0 0.0 0.0 0.0 

  + Other Financing Activities -88.2 59.0 -5.1 -30.6 0.0 0.0 0.0 0.0 0.0 

Cash from Financing Activities 126.3 832.8 339.1 375.6 900.7 200.0 -200.0 -400.0 -300.0 

Net Changes in Cash -14.7 146.0 60.2 98.5 392.2 43.6 -31.6 -110.4 193.8 

Effect of Foreign Exchange Rate Changes, Net -0.2 -6.2 27.0 7.4 
     

Opening cash 
    

529.3 921.5 965.2 933.6 823.1 

Closing cash 
    

921.5 965.2 933.6 823.1 1,016.9 
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Ratio Analysis FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

          Per Share Data (RMB) 
         Basic EPS (adjusted) 0.12 0.08 0.05 0.10 0.09 0.14 0.17 0.21 0.25 

Diluted EPS (adjusted) 0.12 0.08 0.05 0.09 0.08 0.13 0.16 0.20 0.24 

Dividend per share (DPS) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

Book Value per share (BVPS) 0.2 1.2 1.0 1.1 1.2 1.2 1.4 1.6 1.8 

          Margins (%) 
         Gross Margin 67.8% 65.4% 58.9% 54.5% 48.2% 46.6% 46.6% 47.4% 47.6% 

Operating Margin 45.5% 29.6% 13.9% 23.1% 20.5% 22.5% 23.9% 26.0% 27.4% 

EBITDA Margin 62.6% 50.4% 37.8% 46.0% 42.7% 38.9% 41.2% 44.0% 46.1% 

Pre-Tax Margin (adjusted) 45.6% 31.5% 14.3% 18.4% 15.9% 19.6% 21.4% 24.5% 26.9% 

Net Income Margin (adjusted) 38.0% 24.2% 11.7% 18.3% 14.1% 13.9% 15.1% 17.3% 18.9% 

          Growth (%) 
         Sales growth 0.0% 27.2% 45.7% 23.5% 45.7% 60.6% 10.8% 8.8% 7.8% 

EBIT growth 0.0% -17.3% -31.9% 105.6% 29.9% 76.0% 17.8% 18.1% 13.6% 

Net Income (adjusted) growth 0.0% -19.0% -29.9% 93.5% 12.2% 59.2% 19.8% 24.6% 18.0% 

EPS (adjusted) growth 0.0% -32.8% -39.7% 74.7% -1.5% 59.2% 19.8% 24.6% 18.0% 

          Return Ratios 
         DuPont ROE (%) 45.8% 6.5% 4.5% 7.6% 6.4% 9.2% 9.9% 11.0% 11.5% 

Margin (%) 38.0% 24.2% 11.7% 18.3% 14.1% 13.9% 15.1% 17.3% 18.9% 

Turnover (x) 0.3 0.2 0.2 0.2 0.3 0.4 0.4 0.4 0.4 

Leverage (x) 3.9 1.3 1.7 1.7 1.7 1.8 1.7 1.6 1.5 

          ROA 11.7% 5.1% 2.6% 4.6% 3.7% 5.1% 5.8% 7.1% 7.9% 

Return on Capital Employed 53.9% 8.0% 4.6% 7.6% 7.1% 10.7% 12.0% 13.2% 13.9% 

Return on Invested Capital 28.0% 6.5% 3.8% 5.6% 4.6% 6.6% 7.6% 9.4% 10.6% 

Net cash / equity 2.6% 32.2% 10.9% -10.5% -3.9% -8.4% -2.9% 4.5% 14.8% 
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FCF Calculation FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

Op. cash  306.4 384.0 187.9 244.1 338.2 612.3 800.7 954.8 1,094.6 

capex -447.5 -702.7 -681.7 -558.3 -379.9 -463.9 -624.0 -656.7 -593.8 

FCF (RMB million) -141.1 -318.7 -493.8 -314.2 -41.7 148.4 176.6 298.1 500.7 

FCF margin (%) -35.1% -62.3% -66.2% -34.1% -3.1% 6.9% 7.4% 11.5% 17.9% 

FCF per share -0.11 -0.21 -0.28 -0.16 -0.02 0.07 0.08 0.13 0.22 

Price/FCF per share 
 

-12.0 -6.9 -9.7 -105.4 29.6 24.9 14.7 8.8 

          Net Cash calculation FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

Cash + short term investments 221.4 609.8 518.7 529.6 996.5 1,040.2 1,008.6 898.1 1,091.9 

Less: long term debt -212.7 0.0 -305.9 -763.3 -1,113.3 -1,313.3 -1,113.3 -713.3 -413.3 

Net Cash (Debt) 8.6 609.8 212.8 -233.7 -116.8 -273.1 -104.7 184.8 678.6 

          Net cash per share 0.0 0.4 0.12 -0.1 -0.1 -0.1 0.0 0.1 0.3 

          

 
          

    Valuation ratio's FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E FY 2018E FY 2019E FY 2020E FY 2021E 

P/B 
 

2.12 1.84 1.43 1.65 1.59 1.41 1.23 1.08 

P/E 
 

30.83 39.44 18.16 23.31 14.65 12.22 9.81 8.31 

P/S 
 

7.46 4.52 2.91 3.00 1.87 1.68 1.55 1.44 

EV/sales 
 

6.27 4.23 3.17 3.14 1.96 1.76 1.62 1.50 

EV/EBITDA 
 

12.45 11.20 6.88 7.35 5.02 4.29 3.69 3.27 

EV/EBIT 
 

21.17 30.56 13.73 15.29 8.69 7.38 6.25 5.50 

EV/FCF 
 

-10.07 -6.39 -9.28 -101.09 28.41 23.87 14.14 8.42 

Dividend Yield (%) 
 

0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Div payout on FCF 
 

0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

          Receivable days 23 34 28 23 23 23 23 23 23 

Inventory days 52 131 168 155 155 155 155 155 155 

payables days 81 193 170 124 123 121 120 119 118 

Current ratio 0.4 1.5 0.9 1.3 1.6 1.7 1.6 1.8 2.1 

          

          Enterprise Value Calculation 
 

FY 2014 FY 2015 FY 2016 Current 
    Market Cap. [in RMB] 

 
3,819 3,368 2,677 4,022 

    + Minority Interest 
 

0 0 4 4 
    +Total Debt (ST & LT Debt) 

 
0 306 763 1030 

    - Cash & Equivalents 
 

610 519 530 840 
    Enterprise Value 

 
3,210 3,155 2,915 4,216 
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Consolidated company- DCF                                                                                                                                                                                                                 
DCF model 2014 2015 2016 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 

(in RMB million)                         

EBIT 152 103 212 276 485 572 675 766 827 890 954 1,020 

% growth -17% -32% 106% 30% 76% 18% 18% 14% 8% 8% 7% 7% 

                          

Taxes @ 23% 46% 14% 22% 22% 23% 23% 24% 24% 24% 24% 24% 

                          

EBIAT 116 55 182 215 376 441 517 584 630 678 727 777 

% growth -24% -53% 230% 18% 75% 17% 17% 13% 8% 8% 7% 7% 

                          

+ D&A 106 178 212 298 354 412 468 524 560 596 633 670 

- Capital expenditures -703 -682 -558 -380 -464 -624 -657 -594 -625 -656 -686 -715 

- Change in net WC 25 -110 28 -161 -104 -40 -37 -39 -23 -23 -24 -24 

Free Cash Flow to Firm -455 -558 -136 -28 162 188 292 475 542 595 651 708 

FCY y/y growth 110% 23% -76% -79% -675% 16% 55% 63% 14% 10% 9% 9% 

 

Value per Share                     

      Cost of capital       WACC     9.9% 

Terminal Growth 7.9% 8.9% 9.9% 10.9% 11.9%   PV of Free Cash Flow   1,971 

2.5%                                   5.16              4.21               3.51              2.99              2.59    PV of Terminal Value   4,528 

2.8%                                   5.41              4.37               3.63              3.07              2.65    Add: Net Cash   -126 

3.0%                                   5.59              4.48               3.70              3.13              2.69    Less: Minority Interest     -4 

3.3%                                   5.89              4.67               3.83              3.22              2.75    Total Equity Value   6,370 

3.5%                                   6.11              4.81               3.92              3.28              2.80    Shares outstanding   2,046  

              DCF value     3.70  

              All values in RMB except DCF value which is in HKD 
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DCF for Leasing Business Only                                                                                                                                                                                                           
DCF model - Leasing business 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 

(in RMB million)                   

EBIT 273 306 335 384 425 468 507 548 589 

% growth   12% 10% 15% 11% 8% 8% 8% 8% 

                    

Taxes @ 22% 22% 23% 23% 24% 24% 24% 24% 24% 

                    

EBIAT 213 237 258 295 324 356 386 417 449 

% growth   11% 9% 14% 10% 10% 8% 8% 8% 

                    

+ D&A 211 243 279 317 355 387 419 453 487 

- Capital expenditures -324 -399 -483 -499 -468 -484 -498 -511 -522 

- Change in net WC -97 -62 -24 -22 -23 -16 -14 -12 -7 

Free Cash Flow to Firm 3 19 30 91 188 244 294 347 407 

FCY y/y growth   500% 59% 206% 108% 29% 21% 18% 17% 

 

WACC     9.9% 

PV of Free Cash Flow   891 

PV of Terminal Value   3,150 

Add: Net Cash   -126 

Less: Minority Interest     -4 

Total Equity Value   3,911 

Shares outstanding   2,046  

DCF value     2.27  

All values in RMB except DCF value which is in HKD 

 

 

 

 

 

 

 



48 Evaluateresearch.com 

 

 

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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