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ABSTRACT 

 

This thesis studies the development and application of the “PE + Listed Company” Buyout 

model in China. It starts with a literature review on the relationship between private equity 

and listed companies, and on the “PE + Listed Company” Buyout model. It goes on to 

review the historic development of this model and offer an explanation for its uniqueness 

in Chinese market. In the next part, the study uses a framework inspired by previous 

researches and relevant concepts to study the application of this model through the case 

of Aier Eye Hospital.  The framework analyzes the case through the motives of company’s 

acquisitions and use of the model, the process and integration approach, and the effects 

of the model.  

The study finds that Aier’s adoption of the model is motivated by the favorable industry 

trends and the characteristics of its own business model. Through the application of the 

“PE + Listed Company” Buyout model, Aier addresses its challenges to achieve growth 

while maintaining financial health. 
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RESUMO 

 

Esta tese estuda o desenvolvimento e a aplicação do modelo "PE + Empresa Cotada" 

na China. Ela começa com uma revisão bibliográfica sobre a relação entre private equity 

e empresas listadas, e sobre o modelo "PE + Empresa Cotada". Em seguida, revisa o 

desenvolvimento histórico deste modelo e explica por que ele está apenas no mercado 

chinês. Na parte seguinte, o estudo utiliza uma estrutura conceitual para estudar como o 

Aier Eye Hospital utiliza seu modelo.  A estrutura analisa os motivos das aquisições da 

empresa, o processo e a abordagem, e os efeitos do modelo.  

O estudo conclui que a adoção do modelo pela Aier é motivada pelas tendências 

favoráveis da indústria e por seu próprio modelo de negócios. Através da aplicação do 

modelo "PE + Empresa Cotada", a Aier aborda seus desafios para alcançar o 

crescimento, mantendo a saúde financeira. 

 

Palavras-chave: Private Equity; Empresa Pública; Mercado Chinês 
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Introduction 

"PE+listed company" buyout model refers to a structure where a public listed company 

set up a buyout fund jointly with a private equity firm to acquire companies in its 

industry. The fund engages in the deal screening, due diligence, acquisition and post-

acquisition growth. The listed company will eventually purchase the company with a 

reasonable valuation when the target enters a stable and profitable period. Through this 

model, the listed company achieves its growth strategy by leveraging the expertise and 

capital raising ability of private equity firm. And the private equity firm benefits from 

listed company’s industry know-how and certainty of the exit opportunity. It is a model 

unique to China due to its economy and capital market conditions. And it has become 

an important strategy for both Chinese listed companies and PE firms.  

With the increase of healthcare market driven by the aging population and the 

healthcare reforms in China, healthcare has become one of the most important fields for 

investments. Private hospital industry is a notable example, seeing a large number of 

M&A activities in recent years.  

This research intends to further and deepen the knowledge of "PE+listed company" 

buyout model, studying the reasoning and development behind this model and the 

application of this model in hospital industry with a single case study on Aier Eye 

Hospital.  
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Literature review 

On relationship between private equity, buyout fund and listed company 

Private equity’s involvement in companies evolves through time. Originally private 

equity firms focused on early stage technology startup investments. With the increasing 

intensity of global M&A activities, private equity firms started to establish buyout practice 

started mainly in the form of leveraged buyouts or management buyouts (Scholes, 

2009). Private equity firms also sometimes adopt the strategy to make investments in 

tranches, solve the agency problem and reduce information asymmetry between 

portfolio companies and the private equity investor to certain extent (Tian, 2011). Data 

from Private investments in public equity (PIPEs) events showed that  for listed 

companies, access to private equity finance has an important effect on the key input 

that drives innovation at the firm- and economy-wide levels (Brown & Floros, 2012). 

Private equity and buyout funds apply three kinds of changes to the firms they invest: 

financial engineering, operational engineering, and governance engineering. Financial 

engineering mainly includes high leverage which induces the firm's managers to focus 

their efforts on cash generating activities and cut inefficient investments to meet higher 

interest payments. Operations engineering involves improving operations of the 

companies, for which some funds have operating partners who specialize in this area in 

the specific industries. Governance engineering refers to the improvements in corporate 

governance including smaller but more active boards and incentives for management 

(Kaplan & Strömberg, 2008). Private equity firms not only provide capital to the invested 

enterprises, but also brings resources and provides various services to them, leading to 
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development of the invested companies and private equity firms therefore get higher 

return on investment (Thompson,1993). Brav & Gompers (1997) found that listed 

companies with private equity participation in their investments are more likely to 

generate higher return yields in the period following the IPO than those without private 

equity participation. Tyvova and Mannheim (2004) studied the impact of private equity 

investment on firm performance through a sample of German listed firms and concluded 

that companies with private equity investments perform better after IPO than those 

without private equity investments. 

Pang (2018) used data from the Chinese stock market to study the factors behind the 

listed companies’ decision of setting up buyout funds, and found that the likelihood of 

setting up a buyout fund has a positive relation with the company size, revenue growth, 

and cash held by the company.  Further research showed that the stock market 

response to the establishment of buyout funds is positive in the short term, but negative 

in the long term. 

Feng (2016) studied the impact of the involvement of private equity institutions on the 

governance status of invested listed companies, and the study showed that listed 

companies with private equity participation perform better in terms of investor protection 

and corporate governance, indicating that PE has a positive effect on corporate 

governance. 

 

On “PE + Listed company” buyout model in China 
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Zhang (2014) studied “PE + Listed company” buyout model and found that the main 

motives for listed companies to adopt this model is to obtain accessible financing, draw 

on the experience and expertise of private equity firms, grasp the right timing of 

acquisitions and to reduce acquisitions risk. The major risks they face are conflict of 

interest with PE firms, the increasing costs of acquisitions, and quid pro quos. In 

general, this new buyout model opens up a new channel for listed companies to 

conduct acquisitions, and at the same time, a more effective incentive mechanism 

should be designed to address the problems of the model. 

Zhao (2014) took the acquisition of Tianmu Mountain Pharmaceuticals by GWG as an 

example to study the motivation and value creation of buyout fund. The study concluded 

that undervaluation, the urgent need for transformation of the target company, and the 

policy supports are the main motives for buyout deals. It also found that the buyout 

failed to create value for shareholders or improve company’s performance. Shi (2017) 

studied the very first case of "PE+listed company" buyout model, "Heaven-sent (the PE 

firm) + Dakang (the listed company)" buyout fund, and found that the cooperation of 

Heaven-sent Capital and Dakang was largely motived  by the need for transformation of 

private equity firm.  

 

Summary  

Past research on relationship between private equity and listed companies mainly focus 

on the cases where private equity acts as the investor of the company instead of, in our 

case, as the partner with the listed company in a joint buyout fund. There is literature 
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that studied the “PE + listed company” model in China, assessing its structures, motives 

and effects. But most of them are on the earlier versions of the model and are from the 

perspective of private equity instead of the company, as private equity firms were the 

pioneers of this innovation. Few studied this model from the listed company’s 

perspective, and even fewer study specific case in the context of a company. 

This research will first review the development of the “PE + Listed company” buyout 

model in China. It will look at its historic background, and the reasons behind this 

unique practice only found in China. It will also assess the values of this model from 

perspectives of both participants (the listed company and the PE firm). It will then look 

at the case of Aier Eye Hospital Group, a private ophthalmology hospital company that 

applies this model in its development. It uses a single case study (Yin, 2014) to focus on 

the company and industry (private ophthalmology hospital industry) level and assess, 

from the company’s perspective, how this model is applied and its effects. 

 

Research Methodology and Framework 

This thesis will employ secondary research and single case study (Yin, 2014), using 

sources from academic publications, press, industry reports, company filings, financial 

database, to study the development and characteristics of the “PE + Listed company” 

buyout model in China and the application of this model. 

In terms of the research framework of M&A single case study similar to our case, 

Ehrlich (2000) studied the process and outcome of hospital M&A using a single case 

study. The study focused on the relationship of the M&A process and outcome. The 
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conceptual framework used in the research examined the M&A strategy motive, 

Implementation approaches and Firm performance. Phalippou (2014) studied the 

performance of buyout funds in specific industries through comparing the leverage ratio, 

profit margin and return on investment post-acquisition and found out that buyout funds 

can increase performance and create value. Ren (2014) studied the data relate to 

profitability and leverage of the listed companies and found the operation efficiency 

raised and synergies (in terms of operations, management and financial) achieved 

through acquisition. Li (2017) studied the performance and effects on the company of 

buyout funds set up by Hugeleaf Group, using data from its financial statements after 

the acquisitions as well as the short-term stock price reactions. Wei (2020) studied the 

case of investment funds set up by Boya Bio-pharmaceutical Group, assessing the 

effects through operational, financial and managerial synergies. In a study on an early 

(and not successful) case of similar model, the “Heaven-sent + Dakang” fund, Duan 

(2016) used the financial performance during the four years after the set up of the 

buyout funds. 

Inspired by the above papers, this research uses a framework including three parts: 

Motives, Implementation process and Effect assessment, to studies the case of Aier 

Eye Hospital’s application of “PE + Listed company” buyout model. For the Motive for 

such M&A strategy, this research look at both industry and firm level factors. For the 

Implementation process, this research examines both the investment process/buyout 

fund structure and Aier’s strategy for integration. For the Effects, this research looks at 

how the application of the “PE + Listed company” buyout model addresses the 

challenges Aier faces, achieve its objective, and the financial performance. Analysis on 
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the stock price performance is insufficient to determine the real effect of acquisitions, as 

it’s hard to distinguish the market inefficiency and reactions from actual value created. 

(Pazarskis, 2016), so this paper will use financial ratio to assess performance, an 

approach applied by similar researches mentioned above. 

 

 

Figure 1 - Case framework 

Source: Author 

 

Development of buyout funds in China 

The history of buyout fund development in China 

In China, due to the immaturity of financial development, Buyout funds have only 

become a main product of the private capital in recent years. In the early stage, the 
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main approaches of private equity investments were angel investment and venture 

capital. At the time, IPO was the main exit route, which was subject to China's stock 

market conditions and needed approval from the regulator, China Securities Regulatory 

Commission (CSRC). Until after 2011, with the regulators slowing down the pace of IPO 

listing (during which even several suspensions of IPO approval process took place), 

resulting in a “block” for companies looking for IPOs. Meanwhile, the private equity 

investors behind these companies are in need of liquidity and alternative exits, giving 

the rise of the buyout funds in China (PwC, 2013). 

In 2003, Hony Capital, a subsidiary of Lenovo Group, was established, signaling the 

start of buyout funds with local characteristics in China. The Chinese government's 

reform campaign to restructure state-owned enterprises in the late 1990s forced the 

sale of control of a large number of companies, providing the private market with 

abundant source of investment targets. On the other hand, the enactment of the Law of 

the People's Republic of China on Foreign-funded Enterprises also lifted the restrictions 

on investment from foreign entities in China, creating opportunities for the private equity 

firms with foreign background to enter the Chinese market.                      These foreign 

PE firms gained the opportunities to invest in Chinese companies (with stake under 

50% of equity as foreign investors according to regulations). Morgan Stanley Asia-

Pacific’s investment in Mengniu Dairy Co. was one of such examples (WSJ, 2004). And 

the emergence of Hony Capital represented that domestic buyout funds were starting to 

participate in M&A deals just like their foreign counterparts. However, at this point, 

buyout funds was only a small portion of the overall PE markets and Chinese buyout 

funds mainly participate in state-owned enterprise reform deals. 
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After 2004, buyout funds were given the opportunity to develop significantly in China. 

The landmark deal was the acquisition of a 17.89% stake in Shenzhen Development 

Bank by Newbridge Investment, a subsidiary of the buyout fund Texas Pacific Group 

(TPG), for over CNY 1.2 billion, making it the largest shareholder. This was the first 

large M&A deal conducted by a foreign fund in China. Then in October 2005, the Carlyle 

Group announced that it would acquire 85% of XCMG Machinery, a leading machinery 

and equipment company in China, for $37.5 million. However, the deal failed to obtain 

approval from the Chinese regulators even after Carlyle reduced the deal size twice 

during three years.  

In 2007, given the booming Chinese stock market and the expected opening of China's 

Growth Enterprise Board (the ChiNext), private equity market entered the period of 

development, which also led to the development of domestic buyout funds. In 

December 2007, Fenglei Fang, the founder of CICC (China International Capital 

Corporation), the first joint venture investment bank in China, created Hopu Capital and 

started to raise buyout funds targeting M&A deals of domestic enterprises. The fund 

eventually raised 2.5 billion USD, setting a new record for domestic PE funds. With the 

outbreak of the global financial crisis in 2008, buyout fund raising entered a brief 

downturn, but by then, according to market estimates, the size of buyout fund raising 

completed had exceeded $20 billion (Qingke, 2019). At this stage, the buyout market 

was dominated by funds established by Chinese investors with experience in foreign 

institutions or foreign investment funds. 

After 2010, due to policy support and improving market liquidity, buyout funds become 

active, while still exploring the development model most suitable for the Chinese 
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market. At the Central Economic Work Conference of the Chinese government in 

December 2009, the state made "economic restructuring" an important goal for the next 

year's economic plan, and mergers and acquisition an important tool for economic 

restructuring. The policy tailwind brought a new opportunity for buyout funds. Driven by 

the macroeconomic and political situations, some companies started to adopt the idea 

of being acquired by another entity. The trend made it less difficult than ever for buyout 

funds to acquire controlling interest of companies.  

On the other hand, buyout funds with a purely domestic backgrounds have also started 

to rise. With the loosening regulations on direct investment subsidiaries of securities 

companies (investment banks), these companies started to set up buyout funds and 

engaged in mergers and acquisitions deals. With association to the investment banks, 

these funds benefits from their deal execution experience and established relationship 

with industry clients. In June 2012, CITIC Buyout Fund Management Co., Ltd. was 

established, which was formed by CITIC Jinshi Investment, a direct investment 

subsidiary of CITIC Securities, a large investment bank in China. It was also the first 

domestic buyout fund affiliated to investment bank approved by the China Securities 

Regulatory Commission.  

 

Recent trends of Private Equity and Buyout funds in China 
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Figure 2 - Private Capital Asset under management in Greater China, billion USD 

Source: McKinsey 

The Chinese private equity (PE) industry has been on a growth trajectory. Driven by a 

strongly developing economy (China's economy accounted for 9% of global GDP in 

2010, a share of 16% by 2019), investor demand for PE is also strong, making China's 

PE market grow to be the third largest in the world with approximately $60 billion in new 

investments in 2019. 

However, there are also a number of factors constraining the growth of the PE industry 

in China. State-owned companies have traditionally dominated the market, actively 

acquiring assets. Private companies are often reluctant to sell their businesses, 

preferring to keep them in the family name. Corporate buyers have been strong 

competitors in acquisition deals, resulting in a limited number of attractive deals. These 
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factors resulted in the Chinese PE market accounting for only 0.5% of GDP in 2019. 

Even after adjusting for the larger weight of SOEs in the sector, China's PE to GDP ratio 

still lags far behind more developed PE markets such as the UK (2.6%) and the US 

(2.2% last year). This gap suggests that there is still room for growth in the Chinese PE 

market and that change may be on the horizon. Clearly, investors remain optimistic that 

new opportunities will continue to emerge in the Chinese market going forward. 

Between 2009 and 2019, PE firms operating in China raised capital at a compound 

annual growth rate of 29%, leading all major asset classes in growth. At the same time, 

there are other signs of change in the market: the average size of Chinese funds has 

quadrupled since 2014, and deal complexity has increased significantly with the addition 

of new co-investors (Mckinsey, 2020). 

As investment in China has grown, so has the size of PE deals in China. the average 

deal size has increased to $75 million in 2019, well up from $36 million in 2009. And 

there has been an increase in large-scale deals: the share and number of deals above 

$500 million in size have increased over the past 10 years. in 2009, there were only four 

such mega-deals (1% of the total), compared to 40 (4% of the total) in 2019. Funds 

operating in China are expected to increasingly seek out buyout deals. Such deals allow 

investors to directly control capital allocation within the company, talent and exit 

strategies. It has proven difficult for investors to fully influence portfolio companies in 

transactions that acquire only minority stakes. Currently, buyout funds are growing 

faster than growth funds. From 2009 to 2019, buyout funds have grown at a compound 

annual growth rate of 105%, while growth funds have grown at a compound annual 

growth rate of only 16% over the same period. The contrast has been particularly 
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pronounced since 2015: growth funds have seen a 19% average annual decline in 

fundraising, while that of buyout funds has grown 12% annually. 2019 saw an all-time 

high of $20 billion in total buyout fund value, accounting for 58% of total fundraising 

(Preqin, 2020).  

 

 

Figure 3 - Private Equity fund focused on Greater China area (excl. Funds led by government), 

billion USD  

Source: McKinsey 

 

Rise of the “PE + Listed company” buyout model in China 

After 2011, China's buyout fund industry enters a new stage which sets it apart from its 

western counterpart. A new practice commonly called “PE + Listed company” buyout 

model, where private equity firms cooperate with listed companies, became popular as 

many buyout investors use it to address challenges they face in the Chinese market. 



24 
 

 

 

 

Figure 4 - “PE + Listed company” buyout funds in China 

Source: CVSource 

 

Introduction of the model 

Through disclosed information of the "PE + listed company" buyout fund cases 

available, we can summarize their typical operations as follows. 

The fund usually adopts the structure of a limited partnership, like most private equity 

funds. The private equity firms act as general partners and managing partners 

(managers) of limited partnerships, with a small contribution to the overall capital. Listed 

companies or related parties of listed companies generally contribute 10%-30%, as 

limited partners. 

Listed companies and private equity firms cooperate in the management of the buyout 

funds. The investment committee serves as the highest governing body in the fund and 

oversees the investment strategy. The committee is made up of people from the private 
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equity firm and the listed company. The listed company, as the limited partner, often 

have limited participation in the management. In terms of structure, sometimes the listed 

companies have only a few or even no seats on the committee. However, given its 

status as the potential strategic buyer, the company still have influence on the buyout 

fund’s investments. 

In the process of the buyout fund operation, private equity firm and listed companies 

each have their own strengths and complementary advantages. Private equity is mainly 

responsible for the daily operation and management, investment research and analysis, 

and compliance management of the fund due to its expertise in the investment process. 

Listed companies have professional capabilities and resources in the industry, and can 

help with recommendations and selection of projects, operate and grow the invested 

companies. 

The buyout funds usually rely on listed companies as the strategic buyers of the 

investment, as its exit strategy. And the listed company usually has priority rights to 

purchase the company. Therefore, the model of "PE + listed company" buyout fund 

generally involves two acquisitions, the first being the sale of the enterprise by the 

original shareholders to the buyout fund, the second being the sale of the enterprise by 

the buyout fund to the listed company. 
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Figure 5 - Process of "PE + listed company" buyout fund 

Source: Author 

 

Reasons behind its rise in China: 

IPO regulations 

Black & Gilson (1996) studied data before 1994 in US and Germany and concluded the 

success of the private equity and venture capital industry relies heavily on a mature 

stock market and IPO mechanism. It was also argued that Private equity and venture 

capital investors are very sensitive to IPO regulations (Wonglimpiyarat, 2009). The stock 

market regulation and IPO process can provide some explanations to the uniqueness of 

the private equity model in China. IPO as an exit is much harder to achieve in China, as 

the IPO process is largely at the regulators’ discretion. The approval of a Public Offering 

Review Committee assembled by the regulators is required before a company can go 

public (Shanghai Stock Exchange, 2019).  And the control over IPO procedure can also 

be noticed through the fact that IPO process has been suspended multiple times by the 

authority in the history of Chinese market. 
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Suspension period Length of suspension 

1994.7–1994.12 5 months 

1995.1-1995.6 5 months 

1995.7-1996.1 6 months 

2001.7-2001.11 3 months 

2004.8-2005.1 5 months 

2005.5-2006.6 12 months 

2008.12-2009.6 8 months 

2012.10-2014.1 15 months 

2015.7-2015.11 4 months 

Table 1 - IPO Suspension periods in China 

Source: Author 

The uncertainties of the IPOs in Chinese markets give private equity firms incentives to 

find alternative exit routes. 

 

Lack of financing tools 

Axelson et al. (2009) studied the buyout deals globally and found that most buyout 

deals are leveraged, which improves efficiency, and buyout investment becomes highly 

sensitive to aggregate credit conditions. Indeed, from the view of foreign (outside of 

China) buyout funds, debt financing is a critical part of the deal. A mature CLO market is 

critical for US buyout fund. The LBO boom of 2001-2006 in U.S. was fueled by a large 

amount of syndicated debt. Of the $233 billion in U.S. LBOs, $125 billion was financed 

by bank loans. A large number of syndicated loans were traded on the secondary 

market or packaged into structured products, including CLOs. pools of loans bundled 
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into CLOs were then sold to investors at various risk tranches. While European buyout 

funds have different market conditions, with a lending market dominated by banks, the 

CLO market there are growing fast and becoming increasingly important in financing 

buyout deals (Deva, 2010).  

 

 

 

Figure 6 - Structure of CLOs 

Source: Harvard business case, 2018 

 

The issuance of buyout loans see a continued growth in the past years, (the drop in 

2019 is deemed as Brexit related) (White & Case LLC, 2020). And the CLOs issuance 

in Europe is 5 times more than that of US, (Permira, 2020), providing sufficient debt 

facilities for LBOs. Some of the recent noticeable deals are Blackstone’s buyout of 

Spanish company Cirsa Gaming with €1.56 loan issuance backing the deal and CVC’s 

majority take- private of the Italian pharmaceutical group Recordati with €1.3 billion 

bond issued. 
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Figure 7 - Buyout loan issuance in Europe 

Source: White & Case LLC, 2020 

The financing story is different in China. For bank loan, although the Guideline issued 

by the CBRC (Banking and Insurance Regulatory Commission) allows eligible 

commercial banks to grant loans to buyouts, due to the high threshold and the complex 

risk assessment required, it’s hard for acquirers to actually use bank loan for leverage. 

In terms of the capital market, bond issuing are also strictly regulated in China, e.g., the 

Corporate Bond Law stipulates that the bond balance cannot exceed 40% of the latest 

net assets and requires certain guarantees, it is not possible to issue unsecured high-

yield bonds for financing as in overseas leveraged buyouts (Yu, 2014). This leads to 

buyout funds in China needing to find alternative to the large leveraged buyout and 

large deal. 

 

Macroeconomic conditions 
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The revenue growth of listed companies has weakened as economic growth slowdown. 

After the global financial crisis, since 2009, the business growth of listed companies is 

weak, previously high growth rate is hard to maintain relying on current business base 

and market. With the exception in 2010 due to 4 trillion CNY stimulus plan, the revenue 

growth of A share companies has been down since 2009, then in 2012, 2013, 2014 

revenue growth fell to 6.9%, 8.75% and 3.54% respectively. Inefficiency in the industry 

creates opportunities for integration as listed company looking for new source of growth. 

In this context, growth through merger and acquisitions become an important strategy 

and companies are looking for the best approach. 

 

Figure 8 - Revenue growth of A-share listed companies 

Source: Zhongtai Research, 2021 
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Limitations with the previous cooperation models 

What’s more, the traditional PE and listed company cooperation model in China doesn’t 

work for listed companies. Usually there are three ways for listed companies to 

participate in the buyout funds:  

Traditional Approaches  Examples in China Drawbacks 

Simply become the limited 
partner of a PE fund, as the 
investor      

Listed companies as LPs 
of large private equity 
firms including CITIC 
Private Equity and CHD 
Investment 

No involvement in the 
management of the fund 

As purely financial investor, 
company can’t use the 
investment for its integration 

Set up strategic investment 
department within the 
company 

Youngor Group 
(SH.600177)  

Tempus Global 
(SZ.300178) 

Needs a team of investment 
professionals 

Requires large amount of 
capital 

Set up a PE buyout fund and 
become the general partner, 
as the manager 

New Hope Group 
(SZ.000876) 

Needs a team of investment 
professionals 

Needs to raise capital from 
outside LPs 

Table 2 - Alternatives for listed companies to participate in the buyout funds in China 

Source: Author 

The traditional models above generally fail to fully satisfy the interests of all parties 

involved. Either the listed company can only receive the investment return as financial 

investors in the buyout fund without access to the fund’s portfolio eco-system and 

therefore cannot use the fund as a tool for industry integration; or they are expected to 

process large amount of capital and expertise and connections in M&A field, which is 

not usually the case. In reality, very few listed companies have such resources.  
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The emergence of “PE + Listed company” buyout model provides a new solution for the 

cooperation between listed companies and private equity funds, which has certain 

universal applicability, and meet the demands for both parties. 

 

Benefits of the “PE + Listed company” buyout model: 

Benefits from the PE firm’s perspective 

The PE firms get Certainty in exit of the investment . “PE + listed company” model has 

an expected exit since acquisition, which is the target will be acquired by the listed 

company in a few years, thus avoiding the likely policy change in IPO regulations. The 

cooperation with listed companies reduces the risk of the investment. 

A Higher exit multiple can be achieved. Strategic buyers usually pay in higher valuation 

compared with financial buyers due to potential synergies and different payment 

approaches (WestLaw, 2019). The fact that a listed company will purchase the target 

provides the private equity firms a more favorable exit. 

The private equity firms also gain access to the industrial and managerial expertise of 

the company. With the listed company as the ultimate acquirer, the buyout funds 

benefits in both the investment and the post-acquisition management. With a clear exit 

route and the knowledge in the industry from the listed company, these funds have 

advantages in the competitive bidding process. And the resource of the listed company 

can help the fund better manage the target after the transaction is completed. 
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Benefits from the listed company’s perspective 

The listed company gains access to capital with PE’s capital raising capability. When 

listed companies carry out mergers and acquisitions, the means of paying 

considerations are generally two ways: stock and cash. If the company pays by issuing 

shares, it needs to be reviewed by the regulator, which takes a long time and causes 

uncertainties (CSRC, 2014); if it pays by cash, it may take up the working capital of the 

company and affect the liquidity of the company. With the buyout model, the listed 

company generally only uses a small amount of capital for the transaction, and the 

remaining funds can be raised externally to complete the transaction, effectively utilizing 

the financing ability of the listed company. 

For the listed company, one of the most important risks in acquisition is the information 

asymmetry. Within the “PE + Listed company” buyout model, the private equity firms 

and the buyout fund will conduct the risk assessment and help reduce information 

asymmetry the company acquire the target at a later stage. 

Compared with the companies, private equity firms have more experience in deal 

screening, due diligence, and transactions. With the help of private equity firms, 

company can improve the process of its investments. And within the common setup of 

the “PE + listed company” model, the listed company has the veto rights to ensure the 

investments are aligned with its overall strategy.  
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Criticisms  

As the “PE + Listed company” buyout model became increasingly popular, criticisms 

arise. Mao(2020) called it “a patient discussing diseases with another patient”, as 

neither of the parties that adopt this model has the critical resources to achieve a good 

deal. Researchers collected data on 473 such funds set up and found that 293 (63%) of 

them never resulted in any deals in the next two years (Lu, 2019). Some criticized that 

listed companies use the announcements of such funds to imply acquisitions that never 

materializes to raise their stock price and the private equity firms use this to increase 

their asset under management, and thus management fees. Other criticisms include 

that such structure creates room for corruption where the management of the company 

can use capital to purchase overvalued assets from their private equity partners, hurting 

shareholders’ value (Yue, 2020).  To better understand the effectiveness of this model, 

a case study in more specific context is needed.  
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Case Study on Aier Eye Hospital Group 

Aier Eye Hospital Group Introduction 

Aier Eye Hospital Group is the largest ophthalmic chain medical service company and 

the first publicly listed medical service provider in China. Founded on January 24, 2003, 

it was formerly known as Changsha Aier Eye Hospital Co. The company was listed on 

the Shenzhen Stock Exchange on October 30, 2009. It mainly provides patients with 

ophthalmic medical services such as diagnosis and treatment of various ophthalmic 

diseases and medical optometry, with business covering five major segments: refractive 

surgery, cataract surgery, anterior and posterior segment surgery and optometric 

services. Among them, refractive surgery, cataract surgery, optometric services and eye 

diseases (anterior and posterior segments) are the most important business segments 

of the company. 

 

Figure 9 - Aier’s revenue by segment from 2013 to 2018 
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Source: Tianfeng Research, company filings 

Bang Chen, Li Li and Hongwei Guo, the three founders of Aier, together hold 65.26% of 

the shares in the company. As Chairman of Aier Eye Hospital, Mr Bang Chen holds 

32.64% through Aier Healthcare Investment Company and the remaining 16.98% 

directly. 

 

Figure 10 - Shareholding structure of Aier Eye Hospital Group 

Source: Company filings, Author 

 

Motives 

Industry analysis 

Chinese healthcare market 

China's total health consumption in 2013 was 3.2 trillion CNY, 4.2 times higher than in 

2004, with a compound annual growth rate of 17.2%. Despite the rapid growth of health 

consumption, its share in total GDP is only 5.6%, which is lower than the level of high-
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income and middle-income countries (NHC, 2014). The growing market and complexity 

of healthcare in China is driven by many factors. 

 

The aging population 

According to the statistics yearbook published by the government, the gorwth of aging 

population to the total population in China has been increasing year by year, from 7.6% 

in 2004 to 9.7% in 2013, reaching 130 million people. The elderly have a high morbidity 

rate, a long treatment course and often have co-morbidities, and they also suffer from 

chronic diseases that require long-term care and medication, making them a high 

consumer of medical services. The aging of the population is inevitably accompanied by 

a higher demand for medical services (Li, 2012). 

 

Urbanization 

With the adjustment of economic structure and the promotion of national policies, 

China's urbanization rate is increasing, with the urban population ratio rising from 41.7% 

in 2004 to 53.7% in 2013. Urbanization will pull the residents' income to turn to increase 

the consumption demand for medical services. According to 2013 data from the 

National Bureau of Statistics, urban residents' consumption expenditure on healthcare is 

1.8 times higher than that of rural residents. In addition, urbanization arises with the 

change of residents' lifestyles. There will be an increase in diseases mainly among 

urban populations, which will also drive the demand for specialized areas of medical 

care. 
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Adoption of basic medical insurance system 

The basic medical care system has been continuously improved, and the depth of 

coverage has been gradually increased. According to the National Health Commission 

of the PRC, in H1 2014, the participation rate of the three basic medical insurance 

schemes for urban workers' medical insurance, urban residents' medical insurance and 

the “new rural” medical insurance remained stable at over 95%, the government subsidy 

for these medical insurance was raised to RMB 280 per person per year, and the 

payment ratio for hospitalization expenses within the policy reached over 70% and 

about 75% respectively. In February 2014, the healthcare ministry stated that provinces 

that have not yet launched pilot major medical insurance for urban and rural residents 

should start the pilot work by the end of June 2014. The gradual advancement of the 

basic medical insurance system will continue to improve the people's ability to pay and 

pull the demand for medical services (NHC, 2014). 

 

Mismatch of supply and demand 

The growth from the supply side, however, has been slow relative to the rapidly growing 

demand for healthcare services. Compared with in 2004, in 2013 the number of health 

facilities grew1.2 times, number of health personnel grew 1.5 times, and the number of 

sickbeds 1.9 times (Deloitte, 2016). 
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Figure 11 - Healthcare consumption in China (00 million CNY) 

 

Figure 12 -Healthcare consumption as % of GDP 

Source: World Bank, Deloitte 

 

Policies 

Tiered system of medical services 

China's medical resources are unevenly distributed and concentrated in large hospitals 

in big cities, of which the result is the patients prefer to be treated in large hospitals 
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regardless of the severity of their illnesses and distrust health service providers in small 

towns. While large hospitals are overburdened, the urban community hospitals, rural 

hospitals and health clinics are unattended. The government expects that by 

establishing a primary (meaning focus on the “lower” tier cities) health care service 

system covering both urban and rural areas, patients will be guided to seek medical 

treatment at the lower level, leading to rational allocation of medical resources. The 

main measures are threefold: First, by increasing investment in lower tier hospitals, 

establishing the rural health service network with county hospitals as the leader and 

township health centers and village health offices as the foundation. The second is to 

establish medical “consortia” and referral mechanisms to promote the flow of medical 

resources; the third is to strengthen the local level talent, by training general 

practitioners and allowing grass-roots doctors to receive training in large hospitals to 

improve the capacity and level of medical services in lower level hospitals. From 2007 

to 2013, the number of “primary” health care facilities increased by nearly 37,000. 

 The government proposed that the standard rate of primary health care 

institutions to reach more than 95% and the rate of treatment within the county to 

achieve 90% in 2015 (NHC, 2013). 

 

The universal medical insurance system 

The construction of the medical insurance system involves two aspects. The first is the 

establishment of a multi-level medical insurance system covering urban and rural 

residents to solve the problem of paying for people's basic medical needs. The basic 
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medical insurance system includes basic medical insurance for urban employees, basic 

medical insurance for urban residents, new rural cooperative medical insurance and 

urban and rural medical assistance to cover the urban employed and non-employed 

population, the rural population and the urban and rural people in need. On the basis of 

ensuring that basic medical needs are met, the development of diversified commercial 

insurance is encouraged to meet the diverse health needs of the population. The 

advancement of the health insurance system in terms of coverage and depth of 

coverage, as well as the development of commercial insurance, will help improve the 

people's ability to pay and enhance the demand for medical services. On the other 

hand, the reform of the health insurance payment system, combined with the 

implementation of clinical pathways for diseases, will restrain the increase of medical 

costs; tilt to the grassroots, guide people to seek medical treatment at the grassroots 

level, promote the formation of a hierarchical diagnosis and treatment system and 

extend the supervision of medical personnel in non-public institutions through the 

inclusion of non-public medical institutions. The reform of medical insurance payment 

methods will promote the transformation of the profit model of medical insurance 

designated hospitals, and hospitals will pay more attention to cost control and efficiency 

improvement under the constraints of medical insurance costs. 

 

Private capital involvement 

Private capital is introduced by government to supplement medical services and meet 

the demand. The participation of private capital can not only increase supply but also 
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activate market competition to force public hospitals to improve their efficiency and 

service quality. Since 2009, the state has issued several policies to support private 

capital in medical services, and the efforts have been strengthened. In the government 

document Key Tasks Of The Reform Of The Medical And Health System In 2014, the 

government once again made deployments to relax the access conditions, optimize the 

policy environment for running medicine and promote movability of physicians’ practice. 

For example, Beijing not only abolished the cap on the number of locations for physician 

multi-point practice, but also eliminated the need for hospital approval in the application 

process (NHC, 2014). 
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Figure 13 - Supportive policies regarding private capital in healthcare industry 

Source: Deloitte, Author 

As a result of the favorable industry and policy tailwind, private institutions and 

companies become an increasingly important part of the healthcare industry. And 

according to BCG (2020), the past ten year saw a shift from financial investors to 

strategic investors as the main buyers in the hospital industry mergers and acquisitions 

while these activities become more active. 
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Figure 14 - M&A deal trends in Chinese hospital industry since 2009 

Source: BCG 

 

Ophthalmology Hospital Market 

In recent years, the number of ophthalmic disease cases in China has gradually 

increased due to various factors, including increases in the ageing population and 

increased use of digital products especially by the youth. Myopia, presbyopia and 

cataract are the three most common ophthalmic diseases in China, with patients 

increasing each year and already over 100 million for each since 2014. The ophthalmic 

services market in China increased from CNY 73 billion in 2015 to CNY 127.5 billion in 

2019, with a compound annual growth rate of 15.0%, and is expected to reach CNY 

223.1 billion in 2024. 

The share of private hospital in the ophthalmic services market in China increased from 

CNY 14.6 billion in 2015 to CNY 31.4 billion in 2019, with a compound annual growth 

rate of 21.1%, and is expected to reach CNY 70.7 billion in 2024. During the same 
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period, the share of public hospital in China's ophthalmic services market increased 

from CNY 58.4 billion to CNY 96.1 billion, with a compound annual growth rate of 

13.3%, and is expected to reach CNY 152.4 billion in 2024 (Frost & Sullivan, 2020). 

 

Figure 15 - Market Size of Ophthalmic Medical Services in China, 2015-2024E 

Source: Frost & Sullivan 

 

Public and Private Ophthalmology Hospitals 

The main players in the ophthalmic medical services market include ophthalmology 

department at general hospital, public specialized eye hospitals, private eye hospital 

chains and local private hospitals. 

Ophthalmology is a marginal department in public hospitals. According to statistics, the 

contribution of ophthalmology to revenue of public hospitals is lower than 10%. 

Ophthalmologists rank low in all departments in terms of income, only slightly higher 

than pediatricians and otolaryngologists (Badian, 2020). The marginalization of 

ophthalmology in public hospitals means these hospitals will put less resources in 
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ophthalmology and private hospitals have the opportunity to gain advantage in 

competition.  

Private eye hospitals are more appealing to the doctors. The rapid expansion of private 

ophthalmology provides a lot of room for ophthalmologists at all levels to move up the 

ladder; private eye hospitals offer doctors much higher salaries than public hospitals. In 

addition to a 50% to 100% increase in salary, they can also enjoy the dividends of the 

rapid growth of the hospital they work for (Everbright Research, 2018). private 

ophthalmology hospitals provide access to most updated equipment, which is difficult to 

achieve in public hospitals where ophthalmology is marginalized. Better equipment also 

brings more clients and surgeries to private hospitals, and doctors will have more 

opportunities to improve their skills and gain experience for their professional 

development.  

Private eye hospitals also have advantages in terms of capital. Due to the high cost of 

large equipment in ophthalmology initial investment, it is very difficult for 

ophthalmologists to start their own business or for other new enters to step in. In 

addition, private ophthalmology has a strong incentive to expand with the more 

supportive policy environment. Public hospitals are constrained by the public status and 

financial requirement, so it is difficult to open branches  and the expansion of public 

hospitals are subject to strict audit and control. While because the current policy 

encourages private capital to enter healthcare industry, private hospital is under less 

rigorous regulations in terms of expansion.  
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The operating efficiency of private ophthalmology chain is much higher than that of 

public hospitals. Due to the competition and need for financial discipline, private 

hospitals are under pressure to increase efficiency. In general, private eye hospitals can 

achieve lower prices than public hospitals, to provide consumers with better equipment 

and better service (Everbright Research, 2018). 

 

Types of hospitals Advantages Disadvantages 

Public 
institutions 

Ophthalmology 
department at 
general 
hospitals 

Endorsement from the reputation 
of the public hospital system 

Easy access to a large number of 
patients 

Ophthalmology is not a 
focus in the general 
hospital as a whole 

Retainment of the 
talent is challenged by 
private institutions 

Public 
specialized eye 
hospitals 

Endorsement from the reputation 
of the public hospital system 

More resources and capital focus 
compared with general hospitals 

Limited capacity 
makes it a suboptimal 
choice for patients 
looking for basic 
surgeries   

Private 
institutions 

Private eye 
hospital chains 

More access to capital and more 
appealing to doctors 

Incentive to invest in marketing 
and expansion  

Lack the reputation 
and need to gain trust 
in new customers 

Local private 
hospitals 

Good reputation and 
competitiveness in local areas 

Limited access to 
capital and ability to 
deal with outside 
competition 

Table 3 - Analysis of public and private eye hospitals 

Source: Author, Everbright Securities 

 

Company analysis 
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Strategy 

Aier’s 3 level chain strategy 

Due to the limited patient reach of each eye hospital facility, expansion of the facilities is 

critical to the expansion of the eye hospital group.  Aier classified its facilities by 3 

levels: Flagship hospitals and technology centers in Tier 1 cities, Provincial capital 

hospitals and other hospitals in prefectural cities and below. 

 

Figure 16 - Aier’s 3 level chain strategy 

Source: Author, company filings 

In the “3 Level” model, the Level 1 facility is positioned as an advanced medical center 

for difficult diseases, responsible for the brand and technical support; the Level 2 facility 

is a provincial center, mainly located in major provincial capitals, and is the main source 

of profit for the company; The Level 3 hospitals are located in the region, mainly at the 

local and municipal cities. This model is structured based on the fact that Aier’s target of 

ophthalmology patients are dispersal over the nation while concentrated in regions. 
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Under this business model, ophthalmology patients can be referred to other eye hospital 

facilities under Aier’s management from their local ones. And the company's medical 

and technical resources can be shared among these facilities and provide supports 

when needed, allowing each facility to take advantage of both the brand and overall 

resources of the Aier Group when compete locally. And patients can access the 

treatment beyond what’s limited by their locations, leading to higher brand recognition 

for Aier. 

The "3 Level" model helps Aier establish competitiveness in areas with high medical 

standards, such as Beijing, Shanghai and Guangzhou, where the company's main 

competition comes from the Ophthalmology department of public hospitals, which rarely 

operate as a chain.  Through that, Aier can gain advantages by reaching patients 

beyond geographical limitations. At the same time, within this model, the lower level of 

hospitals can send patients with difficult diseases to the higher levels with more 

capacity, so the Level 3 facilities can still leverage the talents and technical support of 

the higher level hospitals to enhance their competitiveness in the local area.  

The characteristics of Aier’s 3 Level model, especially the “lower level” facilities are 

suitable for buyout funds acquisition model. The lower level hospital is the key to 

expansion because the patients usually only go to local facilities (GTJA Investment, 

2014). If a difficult case beyond the capacity of the local facility is presented, they will be 

then transferred to a higher level hospital for treatment. And these facilities are relatively 

replicable, require large capital expenditure at start and take a few years before 

becoming profitable. 
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Financial constraint 

In Aier’s IPO in 2009, around 8800 million CNY was raised from the capital market, the 

usage was to mainly to build, acquire and relocate new facilities. Aier hasn’t raised 

capital from the public markets until 2014, at which point all of the fund raised in its IPO 

has been invested.  

According to industry reports and Aier’s corporate filings, the average investment 

amount required to establish a hospital in tier 2 or 3 cities ranges from 30 to 40 million 

CNY (Xinye Research, 2019). 

Within Aier’s expansion plan, it expected to establish over 200 hospitals in 2 or 3 cities. 

By estimation, that alone will require an investment that is higher than the total asset of 

Aier, while its cash reserve is declining throughout the year, at 620 million CNY. And the 

net cash from investing activities (negative) is higher than the net profit each year 

throughout the period. Therefore, it’s apparent that Aier’s internal capital resource is not 

sufficient for its expansion strategy.  

 

 2009 2010 2011 2012 2013 

Balance Sheet Items      

Total Assets 1,412.0 1,612.8 1,721.8 1,929.8 2,118.8 

Total Liabilities 178.1 304.2 308.6 360.9 380.0 

Total Current Assets 1,041.1 979.8 871.6 881.9 1,015.8 
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Cash And Equivalents 921.7 774.1 636.0 556.5 619.7 

      
Income Statement Items      

Revenue 606.5 864.8 1,310.4 1,639.7 1,983.2 

Operating Income 127.8 166.3 233.9 254.1 325.8 

Net Income to Company 89.9 124.2 171.7 182.1 219.3 

      
Cash Flow Items      

Cash from Ops. 169.1 240.0 257.1 301.8 412.7 

Cash from Investing (157.4) (345.2) (358.5) (310.9) (309.5) 

Cash from Financing 881.9 (48.8) (49.5) (80.0) (11.2) 

Net Change in Cash 893.7 (154.0) (150.9) (89.1) 92.0 

 

 

Figure 17 - Financial situation of Aier from 2009 to 2013 

Source: Author, company filings 
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Need for stable earnings 

As a public listed company, Aier is under pressure to deliver earning targets and is 

motivated to ensure the stability of its revenue and profit growth to maintain the 

confidence of investors. And acquisitions with the scale planned puts uncertainties on 

its financial performance. Historical data from Aier showed that facilities built by the 

company generally go through a 7-8 month construction preparation period before they 

can open for business. After opening, a longer period of promotion and customer 

accumulation is required. The unprofitable period also differs with the locations. It takes 

4 years for hospitals in North China to become profitable, 3 years for provincial and 

prefecture level hospitals to become profitable, and 2 years for county level hospitals to 

become profitable. And there is a clear difference in the level of net margin after 

stabilization in different cities. Due to the high cost of labor and rent, the level of net 

margin after stabilization is about 10% in high tier cities (Beijing, Shanghai and 

Guangzhou), while that of provincial cities or lower can reach 20%. From the financial 

point of view, the profitability cycle of the facilities has a very important impact on the 

performance of the listed company. Only when the facilities become profitable, they 

start to contribute to the company’s profit. If Aier invests in the facilities without the help 

of buyout funds, the depreciation from by the construction will show on the financial 

statements in the following 2-3 fiscal years, causing turbulence in the company’s 

earnings.  
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Approach & process 

Aier’s buyout funds 

Aier announced on March 17, 2014 that it plans to use CNY 20 million of its own capital 

to establish a buyout fund “Shenzhen Qianhai Orient Aier Medical Industry Buyout 

Partnership” with Shenzhen Qianhai Orient Financial, as an investment platform 

specializing in the integration of ophthalmic medical services industry. This marked the 

start of Aier’s adoption of “PE + Listed Company” Buyout model. After that, Aier set up a 

series of buyout funds in cooperation with private equity firms. 

From the corporate filings, Aier has acted as a Limited Partner (LP) in these buyout 

funds, with an capital share of 10% to 20%, while the private equity firms act as the 

General Partner (GP), with a smaller contribution ratio. The rest of the capital of the 

buyout funds are raised by the GP from other LPs. The roles of management are 

assigned in the agreement. All partners entrusted the private equity firms with the 

management and operation responsibilities, including the target screening, investment 

and post-investment activities. 

Fund names Set up time 
AUM (CNY, 

million) 

Share of the total 

capital by Aier 

Shenzhen Qianhai Orient Aier 

Medical Industry Buyout 

Partnership (Limited Partnership) 

2014/3/17 200 10% 

Hunan Aier Zhongyu 

Ophthalmology Medical Industry 

2014/12/1 1000 9.8% 
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Investment Partnership (Limited 

Partnership) 

Nanjing Aier Anxing Ophthalmic 

Medical Industry Investment 

Center (Limited Partnership) 

2016/6/1 1000 19% 

Hunan Bright Vision Jiaoyin 

Ophthalmic Medical Partnership 

(Limited Partnership) 

2016/12/1 2000 19.5% 

Hunan Bright Vision Chang Yin 

Medical Industry Investment Fund 

Partnership (Limited Partnership) 

2018/1/8 1000 19% 

Hunan Bright Vision Changxing 

Medical Industry Management 

Partnership Partnership (Limited 

Partnership) 

2018/10/26 1000 19% 

Wuhu Yuanxiang Tianyou 

Investment Management Center 

(Limited Partnership) 

2019/7/11 800 20% 

Hunan Bright Vision Morning Star 

Medical Industry Management 

Partnership (Limited Partnership) 

2019/8/22 1000 19% 

Wuhu Yuanche Xufeng Equity 

Investment Partnership (Limited 

Partnership) 

2020/8/28 620 19% 

Table 4 - “PE + Listed company” buyout funds set up by Aier 
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Source: Company filings, Author 

 

Acquisitions process 

To understand the buyout process, this paper takes two of the funds, Shenzhen Qianhai 

Orient Aier Medical Industry Buyout Partnership and Hunan Aier Zhongyu 

Ophthalmology Medical Industry Investment Partnership, as example.  

Aier set up Shenzhen Qianhai Orient fund in cooperation with Orient Capital 

Management in early 2014. The fund raised CNY 200 million in total. As the general 

partner (GP) of the investment fund, Orient Capital Management contributes CNY 6.67 

million, accounting for 3.33% of the total investment fund contribution. Aier invested 

CNY 20 million with a 10% share as a limited partner (LP). The remaining 86.67% of the 

investment fund's contribution is raised by Orient Capital Management from other 

investors. Other contributors of the investment fund act as limited partners. The duration 

set for the investment fund is 3+1 years. The partners may propose in writing an 

extension of the fund for 1 year before year 2.5. 

Aier set up the fund in cooperation with Zhongyu Investment at the end of 2014. The 

fund raised CNY 1 billion in total. As the general partner (GP) of the investment fund, 

Zhongyu Investment contributes CNY 2 million, accounting for 0.20% of the total 

investment fund contribution. Aier invested CNY 98 million with a 9.8% share as a 

limited partner (LP). The remaining 90% of the investment fund's contribution is raised 

by Zhongyu Investment from other investors. Other contributors of the investment fund 

act as limited partners. The duration set for the investment fund is 5+2 years. The 



57 
 

 

partners may propose in writing an extension of the fund for 1 or 2 years before the 4.75 

year point, and if all partners of the investment fund agree, the duration of the fund may 

be extended for 1 or 2 years. 

On December 8, 2016, Aier released an announcement to raise a total of no more than 

CNY 242,662.7 million from a non-public offering of shares. No more than CNY 5.8 

billion raised from the offering will be used to acquire the share of 7 hospitals held by 

Shenzhen Qianhai Orient Aier Medical Industry Buyout Partnership and 2 hospitals held 

by Hunan Aier Zhongyu Ophthalmology Medical Industry Investment Partnership. 

Through this process, Aier purchased the matured assets from the funds. 

 

Integration process 

Standardized operations  

In order for the target hospitals invested by the buyout funds to achieve good and stable 

development, Aier’s medical management center and other departments provide prior 

training and help with the management to the target hospitals. The hospitals under the 

buyout funds are not only named with the word "Aier", but also have a standardized 

management system in terms of location selection, staffing, service quality control and 

operations.  

In terms of hospital site selection, Aier Eye focuses on choosing cost-effective and 

densely populated central areas. Public information shows that there are many 

conditions for the hospital address to be chosen by Aier. The hospitals are located in 

areas close to public transportation and are easily accessible by many bus routes. 
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Areas with high public transportation are often The proximity to large residential areas 

can bring a significant boost to Aier Eye's business.  

In terms of staffing, Aier Eye Care focuses on stabilizing the structure for each type of 

staff. The standardization of staffing is an important part of Aier’s management process, 

creating more efficient management and operations. The new hospital's staffing include 

clinical, medical, nursing, admin &service, and optometry. 

According to the data of the four new hospitals disclosed by Aier Eye Care, the 

proportion of these five parts is relatively fixed: clinical staff is about 20%, medical staff 

is about 13.5%, nursing staff is about 29%, admin and service staff is about 26%, and 

optometry staff is about 12%. Meanwhile, the CEOs, operations directors and financial 

directors of the new hospitals are appointed by the company. The systematic staffing 

can ensure that each new hospital can quickly carry out its business with reference to 

the operation mode of mature hospitals and help the new hospitals better align with the 

company's management and operation system.  

Staff type Kunming Aier Xiangtan Aier 

Yongzhou 

Aier Yichang Aier 

Clinical 24(18.75%) 12(21.82%) 13(20.00%) 15(20.00%) 

Medical 16(12.50%) 8(14.55%) 9(13.85%) 10(13.33%) 

Nursing 38(29.69%) 16(29.09%) 18(27.69%) 21(28.00%) 

Admin and 

service 35(27.34%) 13(23.64%) 17(26.15%) 20(26.67%) 
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Optometry 15(11.72%) 6(10.91%) 8(12.31%) 9(12.00.%) 

Total 128 55 65 75 

Table 5 - The staff allocation of the newly established hospitals from Aier’s filing 

Source: Company filings, Guoshen Research 

Partnership incentive program 

Doctors are the core assets of the hospitals and are the links between hospitals and 

patients as “good” doctors are essential to acquiring new clients. In view of this, Aier 

Eye has developed the "Partnership Program " to further build a successful integration.  

In the program, the core medical and management talents who meet certain 

qualifications can co-invest in the new facilities as “partners”. After the new hospital 

reaches the profitable stage, the Aier group will acquire the equity interests held by the 

partners at a fair price by issuing shares, paying cash or a combination of both, in 

accordance with relevant securities laws and regulations. 

 

Figure 18 - Partnership program holding structure 

Source: The author, company filings 
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The program can be broadly divided into three phases: the establishment phase, the 

incubation phase and the capital appreciation phase. In the establishment phase, the 

“partners” invest as limited partners of the funds, which is managed by PE firms and 

screened for investment in new hospitals. In the incubation phase, Aier Eye Group will 

evaluate the performance of “partners”. The “partners” receive in the shareholder 

dividends in addition to their own salaries. In the capital appreciation stage, once the 

subject hospital becomes profitable, Aier Eye can then merge the subject hospital into 

the listed company at the right time, through acquisition. At that point, the partners can 

either cash out or hold shares of Aier Group for long-term gains (company filings). 

To estimate the incentives of the Partnership Program, the return on investment can be 

calculated, using information from January 2017, when Aier acquired nine hospitals 

under the buyout funds. Through the company filings of Aier, the actual capital 

contribution of partners’ investment in acquiring shares of the new hospital can be 

calculated. The calculation shows that the partners’ co-investment yields lucrative 

returns, with internal rates of return of 132.6%, 32.32%, 69.96%, 10.54%, 30.51% and 

27.2%, respectively. 

Company 

names 

Partners’ 

investment 

time 

Price paid by 

partners (CNY, 

million) 

Acquiring 

price of Aier 

(CNY, 

million) 

Equity value 

owned by the 

partners 

(CNY, million) 

IRR 

Dongguan 

Aier 
2015.03.20 

725 

(25%) 

9847.5 

(75%) 

3282.50 132.6% 
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Qingyuan 

Aier 
2015.03.18 

400 

(20%) 

2644.80 

(80%) 

661.20 32.32% 

Taian Aier 2015.1.30 

950 

(41.3%) 

3013.66 

(58.7%) 

2120.34 69.96% 

Lubin Aier 2015.12.15 

2686 

(10%) 

20 884.50 

(70%) 

2983.50 10.54% 

Chaoyang 

Aier 
2015.10.18 

982 

(20%) 

3724.60 

(55%) 

1354.40 30.51% 

Jiujiang 

Aier 
2015.05.18 

988 

(32%) 

3106.24 

(68%) 

1461.76 27.20% 

Table 6 - Aier’s Partnership program plan 

Source: The author, company filings 

The implementation of the "Partnership Program" can accelerate the integration of the 

target hospitals invested by the buyout funds. First, it can effectively create incentives 

for the core talents, aligning their interests with the company. Second, it helps achieve 

inter-hospital resource sharing, forming a win-win partnership culture, accelerating the 

target hospitals’ process to the profitable status, and thus providing a strong engine for 

the company to carry out innovative strategies and create value.  

 

Effects  

Achieving expansion  
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Prior to the adoption of the “PE + Listed company” buyout model in 2014, Aier mainly 

used its own funds or capital raised from public markets to build or acquire new 

hospitals. From 2009 to 2013, an average of 7-8 new hospitals were added each year. 

Since 2014, Aier has leveraged its new model to achieve large expansion through both 

organic growth and external growth. Aier has been rapidly expanding its hospital 

network through the buyout funds and filled a large part of untapped market in its 

strategic enhanced its brand recognition and market power nationally. It has also 

significantly improved the efficiency of the company's capital use. The hospital facilities 

owned by Aier increased by a large amount with even more hospital under the control of 

the buyout funds.  

 

Figure 19 - Number of Aier facilities, by ownership 

Source: Company filings, Author 
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As a result, Aier’s market share also saw a huge increase. According to national 

statistics and Aier’s financial report, Aier’s market share in the eye hospital market grew 

rapidly from 3.83% in 2014 to 6.05% in 2017.  

 

Figure 20 - Eye hospital market size in China and Aier’s market share 

Source: Corporate filings, NHC 

Leverage of capital  

From the above summary of fund information, Aier has raised over CNY 9,000 million in 

buyout funds, through recent years. In these funds, Aier usually invests in less than 

20%, which leverage more than five times the fund. Compared with traditional financing 

approach like project debt financing and M&A debt financing (Lu, 2018). Besides, 

compared with debt financing, Aier doesn’t have interest payment obligation with the 

structure of the funds and the investment doesn’t have a large impact on its leverage 

ratio. 

Stability of the earnings  
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According to the “Accounting Standards for Enterprises No. 33 – Consolidated Financial 

Statements” issued by the treasury department, the “control” of the company in terms of 

the consolidated financial statements is defined as having variable return from the 

operation of the “controlled party” and the ability to affect the operations of the 

controlled party and its own variable return through such impact. If the company 

purchases the assets or hospital directly, or if it purchases these assets through a 

buyout fund set up by themselves as general partner, according the No.33, they need to 

include the financials of the acquired company in the consolidated financial statements. 

As it often takes a few years before these targets become profitable, they will cause 

negative impacts on the acquirer’s statements. 

Through the “PE + Listed company” buyout model, Aier can lock down the facilities 

which won’t be profitable for a few years without incorporating them in its own balance 

sheet, through buyout funds, where the company is the LP. At this point, these facilities 

show up on Aier’s balance sheet as available-for-sale securities (AFS securities), in 

accordance to only the minority share that Aier has in them and don’t affect Aier’s 

revenue. When the facilities become mature and profitable, Aier can buy the share from 

the buyout fund. This process reduced the risks of earning turbulence from acquiring 

early stage assets.  

As a result of the “PE + Listed Company” Buyout model, Aier achieves significant 

growth without turbulence and noticeable deterioration of other financial ratios. And 

according to Aier’s stock price, which consistently performs better than the market 

average especially after the acquisitions in 2017, market reacted well to Aier’s 

development.   
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Figure 21 - Aier’s stock price performance 

Source: Capital IQ 

Financial performance 

Growth 

Growth ratios indicate to the ability of the company to grow. Four indicators are selected 

to measure the growth of Aier Eye hospital: the total assets growth rate, non-current 

assets growth rate, net profit growth rate and operating income growth rate, all four 

indicators are positive indicators, meaning the larger the value, the greater the 

company's growth. 

The growth rate of total assets grew from 20.37% in 2014 to 110.32% in 2017. The 

increase was mainly due to the successful injection of hospitals under buyout funds into 

Aier, and the establishment of new companies such as Aier Eye International (Europe) 

Ltd. in the same year. In terms of non-current assets growth rate, it was only 1.26% in 



66 
 

 

2014 and increased to 47.11% in 2017, also benefiting from the buyout funds and new 

operations. 

The growth rate of revenue rose from 21.01% in 2014 to 49.06% in 2017. And the 

growth of net income remained relatively stable above 30%. The probable reason is the 

injected new hospitals were profitable unlike the newly setup ones that will go through a 

period of loss. It can be seen that after the implementation of the “PE + Listed company” 

model, Aier’s growth has increased. 

 

 

 

Figure 22 – Aier’s growth metrics 

 



67 
 

 

Source: Company filings, Author 

Another consequence of the acquisition is the rapidly growing goodwill. In 2017, Aier’s 

goodwill has risen to CNY 21,000 million, from the purchase of the facilities. If the 

transactions were not valued correctly, or if these hospital’s future operation and 

performance fall short of the prediction, the company will take goodwill impairment. 

Significant goodwill impairments has major impact on Chinese listed companies in 

recently (Wang, Li, Wang, & Liu, 2021). This presents a key risk to the acquisition 

strategy. 

 

Figure 23 – Aier’s goodwill metrics 

Source: Company filings, Author 

Solvency  

Solvency ratios indicates to the company's ability to manage its debt. Four indicators: 

current ratio, quick ratio, gearing ratio and interest coverage ratio are selected to 

measure the company's solvency. Debt can be divided into short-term debt and long-
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term debt according to the maturity time, and the analysis is thus divided into short-term 

and long-term. 

From the perspective of short-term solvency, the values of current ratio were 2.79 in 

2014, and 2.54 in 2015, respectively, both greater than 2. This indicated that the 

proportion of inventory, which has poor liquidity among the current assets, is less than 

half of the total current assets, and the company has good short-term solvency. It was 

1.7 and 1.74 in 2016 and 2017 respectively, indicating that the short-term solvency has 

decreased. In terms of quick ratio, it was 1.48 in 2016 and 1.61 in 2017, and this 

indicator has improved after the merger. 

Long-term solveny. In terms of the liabilities to assets ratio, it was lower than 30% in 

2014-2016 as the company's debt ratio was low. After the acquisition, the company's 

debt ratio increased to 41.24%, which is still lower than 50 percent, indicating that the 

company is still at a low level of debt. The interest coverage multiple was 127.66% in 

2016 and 25.07% in 2017, indicating that the company has sufficient capacity to repay 

the interest on long-term debt. 

Overall, Aier’s long-term and short-term solvency decreased following the acquisition 

but were still in a healthy level compared with industry average.  
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Figure 24 – Aier’s solvency metrics 

Source: Company filings, Author 

Operating 

Operating ratios show the efficiency of a company's management of its assets. Four 

indicators, receivables turnover, inventory turnover, total asset turnover and current 

asset turnover, are selected to measure the efficiency. The receivables turnover ratio 

gradually decreased over the years. Inventory turnover increased from 10.27 in 2014 to 
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13.33 in 2017. The total asset turnover decreased after the acquisition. The current 

asset turnover was relatively stable with a small decrease. 

In general, the receivable turnover, total asset turnover and current asset turnover were 

slightly lower after the acquisition mainly due to the increase of the revenue and that 

new hospitals have higher receivables ratios in the early days. The improving level of 

inventory turnover shows that Aier overall has maintained good inventory management 

throughout the acquisition. 

 

 

Figure 25– Aier’s operating metrics 

Source: Company filings, Author 

Profitability  

The goal of a listed company is to create profits for the company's shareholders, and 

the company's profitability is crucial. Here we examine four indicators: net margin, return 

on asset, return on equity and earnings per share, to measure the profitability of the 

company. 
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Net margin measures the profitability of the company's revenue, it was 13. 03% in 2014 

and increased 13.29% in 2017. The change is small after the use of the buyout model, 

showing that the level of net margin is at a mature and stable level. The return on asset 

was 13. 15% in 2016 and 11.85% in 2017. This is because the new hospitals 

incorporated into Aier through buyout funds are less profitable as they are still in an 

early stage.   

In terms of return on equity, there was little change before and after the acquisition, with 

21.84% in 2016 and 21.74% in 2017. In terms of earnings per share, it’s been stable 

during the period, increasing slightly from 0.47 in 2014 to 0.49 in 2017. 

In general, the four indicators of profitability of Aier are relatively stable. A slight 

negative impact on net margin, return on assets and return on equity, and a slight 

positive impact on earnings per share, were shown. The reason is that the newly 

acquired hospitals have not yet entered the maturity period, have low market 

penetration and are less profitable. 
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Figure 26 – Aier’s profitability metrics 

Source: Company filings, Author 

 

Conclusions 

The aim of this research is to provide further understanding of the development and 

characteristics of the “PE + Listed Company” Buyout model, and how they are applied 

by in reality by listed companies. The development and characteristics of buyout private 

equity funds in China are deeply influenced by its historical and market conditions. As 

large international private equity powerhouses entered China for the access to the huge 

market potential, their Chinese counterparts are looking for ways to keep up with the 

competitions. Due to the rigorous and sometimes uncertain IPO regulations and lack of 

debt financing tools on the market, the buyout model needed another approach in 

China. In addition to this, listed companies in China are in need for partnership from 

professional investors to conduct M&A strategies to deal with the economic growth slow 

down, grasp industry integration opportunities and find alternative growth.  The “PE + 
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Listed company” buyout model arises within this context as a private equity strategy that 

benefits both parties involved. Yet, many early cases of the PE + Listed company 

cooperation didn’t lead to deals. Many criticize that this model doesn’t deliver actual 

result. 

To study the process of how “PE + Listed company” buyout model works, we used a 3-

part framework derived from relevant literature to analyze Aier Eye Hospital’s 

application of the model and the case study methodology is applied. We first look at the 

motive for acquisitions with “PE + Listed company” buyout model by examining the 

industry it operates in and its own corporate context. The healthcare and private 

hospital industry in China has grown remarkably with China’s economic growth and 

presents huge potentials given the demographic change and policy tailwinds. Private 

institutions have become an important part of the healthcare system. As a result, 

hospital industry saw a huge wave of merger and acquisition activities. As a leading 

player in private eye hospital industry, Aier needs to expand its footprints around the 

country to maintain and advance its market share. Its need for expansion and its 

business model fits the characteristics of the how “PE + Listed company” buyout model  

and it adopted it as such. 

Aier set up a series of buyout funds in cooperation with private equity firms, with only 

minor shareholding. After the assets become mature and profitable, Aier bought them 

from the private equity firms. To incorporate the new facilities, Aier use standardized 

operations to ensure smooth integration and partnership program to incentivize the 

managers who run them. 
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The research found that Aier has achieved significant growth, expanded its footprint and 

efficiently leverage capital through the use of the “PE + Listed Company” buyout model. 

During the process, Aier was also able to maintain its operating and solvency ratio at a 

stable level. 

Despite that the “PE + Listed Company” was invented and pioneered by private equity 

firm, Aier’s case showed that listed company can utilize and benefit from the model. 

We are aware of the limitations of this research. The research is conducted mainly by 

publicly available information, which, although abundant, is not enough to present the 

full picture of the acquisitions and post-acquisition operations. Further study could 

benefit from more qualitative research on how integration happened, and organization 

behavior changed. Other methodology such as surveys on patients and employees 

could be helpful as well. And the research didn’t dive in on how the buyout funds select 

targets and complete transaction, because the information on operating of private equity 

partners of Aier is mostly not public. Should this information be available, we can learn 

more about whether private equity partners can help with the company’s acquisition 

strategy. Moreover, with more “PE + Listed Company” models by other companies 

come to fruition, further research can take a broader view, and look at the similarity and 

difference of “PE + Listed Company” buyout model’s application industrywide. 
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