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Steady Development of Business and Considerable Growth of 
Performance 

 

Longma Environmental Sanitation Equipment Co., Ltd is a professional supplier of sanitation 
equipment and service. The company has maintained compound annual growth rates of 20-
25% for the last few years. In 2016 it recorded a revenue of RMB2.218 billion, increasing by 
44.8% year-on-year. Its net profit attributable to shareholders of parent company amounted 
to RMB211 million, up by 40.2% year-on-year, and the basic EPS was RMB79 (+31.67%), with 
the performance expected to grow. The company also maintained broadly steady 
profitability, with a gross profit margin of 30.88% (-0.32%) and a net profit margin of 9.82% 
(-0.15%) in 2016. With the run-in period coming to an end, the overall profitability of the 
company will be further promoted. The first quarter of 2017 saw a strong continued growth 
of the company`s performance. It recorded a revenue of RMB666 billion, increasing by 
51.1% year-on-year, and its net profit attributable to shareholders of parent company 
reached RMB64,466,600, up by nearly 30% year-on-year. The annual growth of performance 
in 2017 is expected to exceed expectations. 
 
Substantial Room for Further Improvement in Sanitation Equipment 

 

The major business of Longma is the manufacturing of sanitation equipment, which 
contributed an income of RMB1.875 billion in 2016, up by 29% year-on-year and accounting 
for 86.6% of the total, with a slight increase in gross profit margin to 31.8%. (1) The 
sanitation equipment industry resumed a rapid growth, with an increased proportion of 
medium- and high-end products. In 2016 the sanitation equipment manufacturing industry 
saw a reverse in the downturn, with the production of 86.7 thousand sanitation vehicles, up 
by 30.56% year-on-year. In particular, the proportion of medium- and high-end products 
rose to 40.67%, up by 3.47 ppts over 2015.  Longma is positioned to produce medium- and 
high-end products. The company`s market share reached 14.88% in the medium- and high-
end markets in 2016, and the company is expected to benefit from the reorientation of the 
sanitation equipment market towards a higher end. (2) There is a large room for 
improvement in the mechanization of sanitation equipment.  The average sanitation 
mechanization cleaning rate of cities in China is approximately 60%, while that of the county 
is as low as 30%. There is a rather large room for improvement before the goal of all-
rounded and fully-mechanized sanitation (80%) is reached. (3) The participants of sanitation 
equipment market usually have small scale and are decentralized. Currently, there are only 
three companies that produce more than 6000 sanitation vehicles/suits every year. Longma 
produced 8,544 sanitation vehicles/suits in 2016, increasing by 38.69% year-on-year, with 
the market share rising to 7.35% compared to 6.83% in 2015. The company continues to 
consolidate its leading position in the industry.  
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Source: Phillip Securities (HK) Research 
 
KEY FINANCIALS 
RMBmn FY15 FY16 FY17E FY18E 
Revenue 1532 2218 3139 4206 
Net Profit 151 211 281 390 
P/E,x     
EPS, RMB 

57.3 
0.6 

43.5 
0.8 

33.3 
1.0 

24.0 
1.44 

P/B, x 8.8 7.8 6.6 5.4 
BVPS, RMB 3.9 4.4 5.2 6.3 
ROE, %  14.5 17.7 19.9 22.7 
Source: Company reports, Phillip Securities Est. 
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Blue Ocean Market of Sanitation Service Market with a Promising 
Prospect 

 

Sanitation service is the second major business of Longma, which has developed 
considerably since the company established its co-developing strategy of "sanitation 
equipment manufacturing + sanitation service" in 2015. The business recorded a 
revenue of RMB292 million in 2016, up by 704% year-on-year, occupying a higher 
proportion of 13.4% in the total revenue, and the net profit margin was 25.77%. It is 
growing to become a significant source of the company`s profit.  (1) Currently, 
public service in the city has entered the development stage of marketization. 
Government`s financial funds are tight, which promotes the marketization of 
sanitation service. Policies and market environment provide the industry of sanitation 
with a great opportunity. A market with the scale of more than RMB1 billion has been 
opened, and rapid growth is sure to be expected. (2) Small and decentralized, the 
current market of sanitation service needs to be integrated. The new sanitation 
service contracts nationwide in 2016 amounted to RMB86.1 billion. And there were 
only three companies with new contracts that were worth more than RMB5 billion, 
among which Longma ranked the third. In addition, Longma is accelerating the 
duplication of its successful projects in various locations. It has won the bid for the 
sanitation projects in Haikou, Shenyang, Nanchang, Fuzhou, etc., among which the 
project in Haikou and Shenyang are of great exemplary significance as well as brand 
value. We believe that under such conditions as sanitation + PPP, with the company 
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accelerating its expansion to other parts of the country, Longma holds great first-
mover advantages, and is expected to increase its market share continuously due to 
the forthcoming integration of the industry.  
 
Valuation and Rating 

 

1) Regarding the business of sanitation equipment, Longma has an edge over its 
competitors, and the company is expected to grow steadily due to the overall 
improvement of sanitation equipment. 2) There is a blue ocean market for sanitation 
service, where Longma holds great first-mover advantages, and its future growth is 
highly resilient. Therefore, it is expected that the company will record a revenue of 
RMB 3,139 million and RMB 4,206 million, net profit of RMB 281 million and RMB 390 
million, EPS of RMB1.03 and RMB1.44 in 2017 and 2018, respectively. Based on the 
information, the target price of RMB 41.2 is given, and the company is rated 
Accumulate. (Closing price as at 4 July 2017) 
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TICKER COMPANY MV(CNY:MN) PE-TTM PE-2017E PE-2018E PB
000157.SZ Zoomlion 32,757 - 44.46 27.51 0.93
000826.SZ Tus-sound 30,002 27.37 22.60 17.8 3.19
601200.SH SHANGHAI ENVI 18,750 35.98 28.82 23.44 3.72
603686.SH LONGMA 9,368 41.43 33.38 24.82 7.42
000035.SZ China Tianyin 8,719 43.96 25.53 19.83 4.18  
Source: Wind, Phillip Secutities(HK)Research 
 
Risk Warnings 

 

The marketization of sanitation falls short of expectations; 
Project expansion falls short of expectations; 
Market competition has increased. 
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Financials 
FYE FY14 FY15 FY16 FY17E FY18E

Valuation Ratios

P/E 26.43 57.27 43.49 33.29 23.94

P/B 19.35 8.80 7.81 6.61 5.43

Dividend Yield -- 0.5% 0.7% 0.9% 1.3%

Per share data(RMB)

EPS,Adj+ 1.30 0.60 0.79 1.03 1.44

BVPS 1.78 3.90 4.40 5.20 6.32

Dividend Per Share -- 0.18 0.24 0.31 0.43

Growth & Margins(%)

Growth 

Revenue 34.4% 29.6% 44.8% 41.5% 34.0%

Operating income 36.1% 12.6% 52.6% 28.1% 41.7%

Net profit 35.0% 16.3% 40.2% 32.8% 39.1%

Margins

Gross profit margin 32.8% 31.2% 30.9% 30.0% 30.5%

Operating profit margin 12.4% 10.8% 11.3% 10.3% 10.9%

Net income margin 11.0% 9.8% 9.5% 8.9% 9.3%

Key Ratios

ROE(%) 26.8% 14.5% 17.7% 19.9% 22.7%

ROA(%) 13.8% 10.3% 9.4% 10.3% 12.2%

Income Statement(RMB mn) FY14 FY15 FY16 FY17E FY18E

Revenue 1,182 1,532 2,218 3,139 4,206

   - Cost of Goods Sold 794 1,054 1,533 2,197 2,923

Gross Income 388 478 685 942 1,283

    - Operating Expenses 225 288 400 560 753

Operating Income 146 165 252 322 457

 - Net Non-Operating Losses (Gains) (4) (13) (11) (11) (11)

Pretax Income 150 178 263 333 468

     - Income Tax Expense 20 25 45 47 66

Net profit 130 151 211 281 390  
Source: Company, Phillip Securities (HK) Research Estimates 
(Financial figures as at 4 July 2017) 
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS 

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a 
stock`s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative 
undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief 
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, 
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not 
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will 
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made 
available, even if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time 
without prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The 
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product 
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication 
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all 
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein 
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in 
this report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% 
or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2017 Phillip Securities (Hong Kong) Limited 
 

Contact Information (Regional Member Companies) 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price  
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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