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Strategic Rationale for Investment By Haier Electronics 
The proposed strategic investment in Ozner Water International Holding 
Ltd. by Haier Electronics [1169_HK; US$8.3 billion market cap] is driven 
by the immense growth opportunity in the Chinese water purification 
market. In 2019, Haier Electronics completed the acquisition of a 51% 
equity interest in privately-owned Qingdao Haishi, a prominent 
participant in the PRC residential water purification market. This 
acquisition was the first step for Haier Electronics in its proposed 
development into a global market leader in the water purification 
industry. As demonstrated by its investment in Qingdao Haishi, Haier 
Electronics has a strong interest in the continuous growth of the water 
purification market in the PRC, and believes that, among the various 
industry participants, Ozner is a significant participant in the market of 
commercial water filtration and purification in the PRC with quality 
products, services and management. 
 
Ozner is the largest manufacturer of water purifiers in China in the 
commercial sector with 8% market share which is higher than the 
combined market share of the 2nd to 5th ranked companies.  Ozner will 
be positioned as the flagship commercial water purification business 
platform within the Haier Group and enjoy a wide range of resources 
available to Haier Group companies. In particular, Ozner will specialize 
in the commercial water purification space. It is expected that Haier 
Electronics and Ozner will collaborate closely in various areas including 
product development, research and development, distribution, supply 
chain management (including but not limited to manufacturing and 
procurement), services and investment management. Given the 
potential synergy between the two groups the stake purchase by Haier 
will bring favorable development opportunities in relation to the 
commercial water purification business. The cooperation between Haier 
and Ozner would enable both parties to benefit from each other’s 
respective competitive advantages. 
 
Maintain PT to HK$3.00; 134% Upside  
We maintain our 12-month price target at HK$3.00 in view of the 
strategic stake purchase by Haier Electronics. By leveraging the 
brand value of Haier Electronics, Ozner will be in a position to 
exhibit robust growth in revenues and profitability for a long time 
to come. The reduction in debt due to the fresh issue of capital 
combined with an expected increase in gross and net profit margins 
is an added advantage from the strategic investment by Haier 
Electronics. We will be meeting the management at their 
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headquarters in Shanghai in 10 days’ time and will update our 
revenue and earnings estimates after a detailed discussion with 
them. 
 
The stock currently trades at 3.5x EV/EBITDA on our FY2021 
EBITDA estimate and 8x P/E on our FY2021 earnings estimate.  Our 
12-month DCF-based price target on the stock is HK$3.00 per share, 
which represents an upside of about 134% over the current stock 
price.  Our price target represents a multiple of 8x/6x on our 
FY2020/FY2021 EBITDA estimates, in-line with the valuation of its 
peers. 
 
The growing water purification market in China, Ozner’s market leading 
position and unique business model further strengthened by strategic 
investment by Haier Electronics are all long-term positives for the stock.  
 
Haier Electronics to Acquire Stake in Ozner 
Ozner has entered into an agreement with Haier Electronics to allot and 
issue 1.6 bn new Ozner Shares at a price of HK$1.03 per share with an 
aggregate nominal value of HK$1.6 bn. The price was determined after 
an arm’s length negotiation between Ozner and Haier Electronics with 
reference to the financial performance of Ozner, the prevailing market 
price of the Ozner shares, the recent market conditions and the benefits 
of introducing Haier Electronics as Ozner’s strategic investor.  
 
Proposed Scheme 
The new capital to be issued represents approximately 75% of the issued 
share capital of Ozner and approximately 42.9% of the issued share 
capital post allotment. The price of HK$1.03 per share represents a 
discount of approximately 42.6% to the book value of Ozner of 
approximately HK$1.80 per share as at 30 June 2019 (based on the 
number of issued Ozner shares as at 30 June 2019 and an exchange rate 
of HK$1 = RMB0.87966 as published by the People’s Bank of China on 28 
June 2019). The acquisition of 30% or more of the voting rights in Ozner 
by Haier Electronics would trigger an obligation for Haier Electronics to 
make a mandatory general offer for all the issued shares and securities 
of Ozner. 
 
Strategic and Structural Benefits to Ozner 
 
Potential Enhancement in Market Leadership and Scale 
By leveraging the ‘‘Haier’’ brand and distribution channels of both 
parties, and being positioned as the flagship commercial water 
purification business platform within the Haier Group, Ozner may be 
able to reach a broader customer base and further grow its market share 
in the commercial water purification sector, which may potentially 
increase Ozner’s revenue. Ozner is the largest manufacturer of water 
purifiers in China in the commercial sector with 8% market share which 
is higher than the combined market share of the 2nd to 5th ranked 
companies.   
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Potential Savings in Manufacturing Cost and Product Line Expansion 
Through cooperation in production and manufacturing between Ozner and 
Haier Electronics, potential benefits of economies of scale and higher 
production efficiency may be achieved, which may potentially generate 
savings in manufacturing and operational costs. Haier Electronics may allow 
Ozner to sell through its network certain of Haier Electronics’ products such 
as water jugs, water heaters or other home or office use products, which may 
result in greater utilization of Ozner’s extensive distribution channel and 
additional sources of revenue. 
 
Potential Savings in Financing Cost and Improved Liquidity 
The fresh issue of capital to Haier Electronics will immediately improve 
Ozner’s liquidity, allowing the proceeds to be used for debt repayment and 
general working capital. Through cooperation in financing between Ozner and 
Haier Electronics, Ozner may be able to gain Haier Electronics’ support in 
reducing debt and lowering financing costs. As mentioned in the 
announcement 60% of the net proceeds would be used to gradually pay off 
debt and reduce the long-term debt to negligible levels if necessary. The 
remaining 40% of the net proceeds would be used to efficiently manage 
working capital and fund future growth. 
 
Use of Proceeds 
The gross proceeds from the issue will amount to approximately HK$1.65 bn. 
The net proceeds to be raised will approximately be HK$1.62 bn. The net 
subscription price per share will be approximately HK$1.01 and the company 
intends to use the net proceeds to approximately pay 60% for debt repayment 
and 40% for general working capital purposes. It is also expected that the 
funds will enhance the general working capital of the Ozner Group without 
incurring additional interest cost. 
 
Ozner Description 
The Ozner Group is principally engaged in the provision of water purification 
services and air sanitization services. Ozner, through its unique ‘‘lease + 
service’’ business model and positioning as a ‘‘round-the-clock safe drinking 
water solution provider’’, has established a leading position in the commercial 
water purification market. According to the Frost & Sullivan Report, the 
market size of Ozner based on retail sales value was approximately 8.0% in 
2017, higher than the combined market size for the 2nd through the 5th 
runners-up. Ozner has developed an extensive and effective distribution 
network of more than 7,300 distributors and its proprietary service network, 
a key competitive advantage, covers more than 2,300 cities and counties in all 
provinces of Mainland China as on 30 June 2019. Ozner has been committed 
to bringing high quality products and services to end users through state-of-
the-art purification and Internet of Things technologies. Its water purification 
manufacturing facility is also one of the largest in China. 
 
 
 
 
 
 
About Haier Electronics 
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Haier Corp is one of the most well-known companies in China and one of the 
world’s leading consumer appliance companies. According to data published 
by Euromonitor International in January 2019, Haier Electronics has once 
again been named as the number one major appliances brand in the world. 
The Haier brand has also topped the global white goods brand rankings for 
the tenth consecutive year. Haier is a sizeable company with a US$ 8.3 bn 
market cap valuation, revenues of CNY 84 bn [US$ 13 bn], and net profits of 
CNY 4.0 bn [US$ 546 mn]. It is primarily engaged in the retail and sale of 
washing machines and water heaters in China. Given these strong attributes, 
business model and relatively strong balance sheet, management can 
implement an inorganic growth strategy.  
 
In 2019, Haier Electronics completed the acquisition of a 51% equity interest 
in Qingdao Haishi, a prominent participant in the PRC residential water 
purification market. This acquisition was the first step for Haier Electronics in 
its proposed development into a global market leader in the water 
purification industry.  In the first half of 2019, Qingdao Haishi was ranked 
third in terms of market share based on its sales of household water 
purification products. It is believed that the transaction will bring in 
complementary benefits to both Qingdao Haishi and Ozner, and strong 
synergies between the two businesses may be achieved to further enlarge the 
offering of Haier Electronics’ water purification business. 
 
Management will continue to review acquisition targets in the water purifier 
space domestically and overseas given the Strauss JV. Strauss Water, a 
subsidiary of Israeli food and beverage company Strauss Group, has its joint 
venture in China with the Haier Group by including technology for water 
purification products that was owned by Haier. Strauss has a strong brand and 
technology but still lacks manufacturing capability and capacity. One more 
reason for Haier to continue searching for expansions, besides their sizeable 
financial position and favorable market prospects detailed in the next section, 
are attractive non-household growth opportunities such as in commercial 
markets. 
 
Haier is the world’s largest producer of major appliances, with over 10% of 
global market share. In 2017, Haier was considered the world’s leading home 
appliance and consumer electronics brand, having secured this prestigious 
recognition 8 years running since the year of 2009. This shows how well-
established the brand is as a major player, not just locally in the China and 
Asia, but internationally securing brand recognition and retail visibility on a 
global scale.  

 
Their exports have been on a positive trajectory, and the company has been 
exporting ever since 1997, when it had previously acquired seven companies 
in a two years period. According the company website, statistics show that the 
export of Chinese household appliances occupies only 2.46% of the total 
overseas market share, 82% of which comes from Haier. More amazingly, 
coming from the company website again, Haier has entered the top ten chain 
channels in Europe and USA with its markets across over 100 countries and 
regions. Every minute on average 125 overseas consumers are becoming 



5 Evaluateresearch.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Haier customers. This is again a testament to the company’s long-term vision 
of making their products well known world over. 
 
Chinese Water Purification Market: An Opportunity 
The Chinese water purification market is currently in its early development 
stage and is expected to grow at a very fast pace and reach about 233.2 bn 
yuan (US$33.19 bn) in 2022, according to a Frost & Sullivan report. The report 
also shows that the retail sales value attributable to water purifiers at 
commercial premises will increase to 44.0 bn yuan (US$6.26 bn) in 2022 from 
18.6 bn yuan (US$2.65 bn) in 2017, driven by China’s increasing awareness of 
water pollution, attention to living quality improvement and disposable 
income. The penetration of water purifiers in China increased from 13.4% in 
2013 to 21.7% in 2017, but still remains at a much lower level than developed 
countries which have a penetration of more than 70%. The Chinese water 
purification market has grown at solid double-digit rates over the last few 
years.   
 
Given the low penetration and the desire of consumers for a healthy lifestyle, 
the water purifier industry in China has a long runway for growth and is 
expected to grow at a significant rate over the next few years.  Ozner is the 
largest manufacturer of water purifiers in China in the commercial sector with 
8% market share which is higher than the combined market share of the 2nd 
to 5th ranked companies.  The acquisitions of Bili and Lepuda have helped the 
company in further consolidating its position in the industry by pursuing 
vertical and horizontal integration.  As such, the company remains on a solid 
growth trajectory and we expect earnings to grow at a 20%+ CAGR over the 
next 3 years. 
 
According to TechSci Research report, “China Water Purifiers Market By 
Technology, By Sales Channel, Competition Forecast and Opportunities, 2011-
2025’’, the water purifiers market in China is forecast to grow at a CAGR of 
more than 18% during 2016-2025, on account of strong growth in 
manufacturing sector, unmonitored waste discharge in water sources, rapid 
industrialization and rising urbanization. 
 
The revenue and net income CAGR of Haier Electronics over the past 5-year 
period has been a positive 7.6% and 15.1% respectively, showing positive 
signs of continuing growth into the future. The market of water purifiers from 
a B2B perspective was US$2.4 bn in China in the year of 2018 and is projected 
to grow at a CAGR of more than 18% to reach US$4.9 bn by 2024. This growth 
is exacerbated by the rising instances of waterborne diseases being caused by 
the presence of metals, toxic compounds, and other contaminants in water 
bodies. This could possibly be attributed to China’s rapid growth rate in GDP 
numbers over time; a reflection of the rising urbanization fueled by 
industrialization and factory-based growth leading to pollution and worrying 
environmental concerns. In China, around 3,500 NGOs are involved in 
increasing public awareness about environmental pollution, which is also 
anticipated to fuel the adoption of water purifiers in the country.  
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Water purification is therefore seeing an unprecedented rise in the past few 
years as more of the population turns to these types of products for health 
reasons, and this trend is more so or likely to continue going forward. All of 
this has made this industry very attractive and prosperous for Haier in the 
near-term and this is why it has chosen to make a sizeable investment into 
water purification to expand its portfolio of water-related products. Given 
that Haier has already forayed into the market at the start of this 2019, the 
company sees strong potential and is firm on the belief that water purification 
services will continue to be a growth market going forward.  
 
This chart shows how the consumer electronics market value in China has 
fared. It has been declining recently, but this could be attributable to the trade 
war, a minor hiccup that can easily be reversed in the times to come. Haier 
Electronics 1H2019 sales also were impacted not due to structural changes in 
the economy, rather it was because of the trade war and delayed spending on 
part of the consumer. The company nonetheless remains very optimistic 
about future prospects. 
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Income Statement ( millions RMB ) FY 2013 FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 FY 2019E FY 2020E FY 2021E CAGR (2018-2021) 
Revenue          402.3             511.7                 745.4             920.8          1,549.0          1,644.9          1,807.5          2,118.3          2,417.7  13.7% 
y/y  27.2% 45.7% 23.5% 68.2% 6.2% 9.9% 17.2% 14.1%  
Cost of Revenue -129.5 -177.0 -306.5 -418.7 -833.3 -884.3 -979.1 -1,134.9 -1,235.4  
Gross Profit 272.8 334.7 438.9 502.1 715.7 760.6 828.4 983.4 1,182.3  
Gross margin (%) 67.8% 65.4% 58.9% 54.5% 46.2% 46.2% 45.8% 46.4% 48.9%  
Other Operating Revenue            18.6              23.5                   12.3               12.7               42.9               23.3             116.6               23.3               25.7   
as a % of sales 4.6% 4.6% 1.6% 1.4% 2.8% 1.4% 6.5% 1.1% 1.1%  
Selling, General & Admin Expense -101.6 -192.5 -309.5 -269.1 -434.1 -382.8 -395.4 -444.8 -487.4  
as a % of sales 25.3% 37.6% 41.5% 29.2% 28.0% 23.3% 21.9% 21.0% 20.2%  
Other Operating expenses -6.5 -14.2 -38.5 -33.4 -86.7 -62.9 -34.5 -38.4 -41.7  
as a % of sales 1.6% 2.8% 5.2% 3.6% 5.6% 3.8% 1.9% 1.8% 1.7%  
Operating Income 183.2 151.6 103.2 212.3 237.8 338.3 515.1 523.5 678.9 26.1% 
y/y  -17.3% -31.9% 105.6% 12.0% 42.3% 52.2% 1.6% 29.7%  
Operating margin (%) 45.5% 29.6% 13.9% 23.1% 15.3% 20.6% 28.5% 24.7% 28.1%  
Interest Expense -1.8 -0.7 -4.9 -50.2 -107.1 -170.0 -188.2 -124.9 -59.1  
Interest income 2.2 10.4 8.0 7.8 16.5 31.7 11.6 15.9 33.7  
Equity in (losses)income of affiliates 0.0 0.0 0.0 0.0 0.0 -24.2 0.0 0.0 0.0  
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 96.1 138.9 20.3 0.0 0.0 0.0  
Pretax Income (reported) 183.6 161.2 52.4 266.0 286.1 196.0 338.5 414.5 653.5 49.4% 
y/y  -12.2% -67.5% 407.2% 7.6% -31.5% 72.7% 22.5% 57.7%  
Pretax Income (adjusted) 183.6 161.2 106.4 169.8 147.2 175.8 338.5 414.5 653.5 54.9% 
y/y  -12.2% -34.0% 59.6% -13.3% 19.4% 92.6% 22.5% 57.7%  
  - Income Tax Expense -30.7 -37.3 -24.4 -37.3 -45.2 -61.7 -67.7 -82.9 -130.7  
effective tax rate (%) 16.7% 23.2% 46.5% 14.0% 15.8% 31.5% 20.0% 20.0% 20.0%  
  - Minority Interests 0.0 0.0 0.0 -0.5 10.1 21.3 27.7 36.0 46.8  
Income Before XO Items 152.9 123.9 28.1 229.2 230.8 113.0 243.1 295.6 476.0 61.5% 
y/y  -19.0% -77.4% 716.8% 0.7% -51.0% 115.2% 21.6% 61.0%  
  - 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 28.1 229.2 230.8 113.0 243.1 295.6 476.0 61.5% 
y/y  -19.0% -77.4% 716.8% 0.7% -51.0% 115.2% 21.6% 61.0%  
Exceptional (L)G 0.00 0.00 54.0 -96.1 -138.9 0.0 0.0 0.0 0.0  
Add back: interest expense on convertible bonds   4.9 35.1 36.6 41.2 50.5 50.5 50.5  
Net Income (adjusted) 152.9 123.9 86.9 168.1 128.5 154.2 293.6 346.1 526.5 50.6% 
y/y  -19.0% -29.9% 93.5% -23.6% 19.9% 90.4% 17.9% 52.1%  
Basic EPS (reported) 0.1208 0.0812 0.0161 0.1331 0.1143 0.0545 0.1163 0.0801 0.1290  
Basic EPS (adjusted) 0.1208 0.0812 0.0499 0.0976 0.0637 0.0743 0.1404 0.0938 0.1427  
           
Basic Weighted Avg Shares 1,266 1,526 1,743 1,723 2,018 2,074 2,090 3,689 3,689  
           
Diluted EPS (reported) 0.1208 0.0812 0.0158 0.1166 0.1020 0.0485 0.1073 0.0792 0.1276 38.0% 
y/y  -32.8% -80.5% 637.5% -12.5% -52.5% 121.3% -26.2% 61.0%  
Diluted EPS (adjusted) 0.1208 0.0812 0.0490 0.0856 0.0568 0.0662 0.1296 0.0927 0.1411 28.7% 
y/y  -32.8% -39.7% 74.7% -33.6% 16.5% 95.8% -28.4% 52.1%  
Diluted Weighted Avg Shares (mn)  1,266 1,526 1,774 1,965 2,262 2,329 2,265 3,732 3,732  
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Disclaimer 
Evaluate Research provides institutional equity research on global public mid-

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

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

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

and projections in this report constitute the current judgment of the analyst(s) 

as on the date of this report.  It is not guaranteed as to accuracy, nor is it a 

complete statement, of the financial products, securities, or markets referred 

to. Opinions are subject to change without notice. To the extent permitted by 

law, Evaluate does not accept any liability arising from the use of information 

in this report.   

 

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

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

units. Evaluate does not make individually tailored investment 

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

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

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

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

potential loss of capital. Past performance is not necessarily indicative of future 

results. Evaluate may publish further update notes on these 

securities/companies but has no scheduled commitment and may cease to follow 

these securities/companies as may be decided by the research management. 

 

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

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

Evaluate and its analysts are free to issue any opinion on the security or 

issuance. Evaluate seeks to comply with the CFA Institute Standards as well 

as NIRI Guidelines (National Investor Relations Institute, USA) for all conduct, 

research and dissemination of research, particularly governing independence 

in issuer commissioned research. 

 

Forward-looking information or statements in this report contain information 

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

therefore involve known and unknown risks or uncertainties which may cause 

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

materially different from the current expectations. 

 

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

makes no representation that this information is accurate or complete. 

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

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

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

management. 

 

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

brokerage or money management business and accordingly does not itself hold 

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

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

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

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

Standards. 

 

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

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