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Nine Dragons Paper (Holdings) Limited [2689.HK; HK$16.40; Not Rated] -

Key takeaway from FY17 results presentation

Market Cap: US$9,818m; Free Float: 32.7%; 3-month Average Daily Turnover: US$25.1m

Analyst: Mark Po

Company background. Nine Dragons Paper (NDP) manufactures and sells
paperboard packaging products and unbleached kraft paper.

Recap of FY17 results: NDP’s FY17 net profit was RMB4,383.7m, up
290.7% YoY from RMB1,121.7m. Excluding the impact of foreign exchange-
related losses, the Company’s adjusted net profit was up 68.1% YoY, reach-
ing a record high of RMB4,765.3m. The adjusted net profit per tonne in-
creased 68.7% YoY to RMB366 (1H FY17: RMB282 per tonne, 2H FY17:
RMB467 per tonne). The Company’s net gearing ratio decreased from 81.4%
in FY16 to 74.6% in FY17. A final dividend of RMBO0.25 per share was de-
clared. The Company’s total sales volume was down 0.4% YoY, from 13.07m
tonnes in FY16 to 13.02m tonnes in FY17, and the ASP was up 23.2% YoY.
The drop in sales volume was a result of selling less in Mar and Apr 2017 at
the time when the industry ASP was low. NDP gained back pricing power,
given an improved supply/demand situation. Stronger pricing power led to an
improved margin and spread. NDP’s gross profit per tonne, operating profit
per tonne and net profit per tonne increased by 36.8% YoY, 47.6% YoY and
68.7% YoY, reaching RMB613, RMB469 and RMB366, respectively.

Management remains positive on the Company’s outlook. During the
FY17 results presentation, management struck a positive tone on the outlook
for the Company, as it was optimistic about the paper industry supply/
demand dynamics. Management estimated that paper capacity addition for
the whole industry would be lower than the 5m-6m tonnes estimated by the
market due to the environmental protection issue. Management reiterated
that it is getting more difficult to install new paper production capacity be-
cause of more stringent environmental protection controls. China remains
one of the fastest-growing markets for packaging paper in the world. NDP
guided FY18 sales volume of 13.0-13.3m tonnes, due to ramping up new
production facilities in Vietnam by the end of 2017. NDP’s sales volume will
be largely flat YoY at around 6.8m tonnes in 1H FY18, while 2H FY18 sales
volume could mildly increase YoY to about 6.5m tonnes, up from 5.9m
tonnes in 2H FY17. NDP’s 2m tonne expansion plan is on track to commence
production by the end of 2018. The net profit per tonne in Jul-Aug was better
than the level in Apr-Jun 2017, which was the lowest level in 1H 2017. We
believe that the Company’s net profit per tonne will report a YoY increase in
FY18, given the price hike and continued improvement in efficiency.

We have seen a series of major price hikes by Chinese paper makers since
Aug 2017, which is mainly due to: a) capacity shut down amid pollution con-
trols, and b) tight waste paper supply, partly due to the recent suspension of
imports of unsorted waste paper. Management mentioned that the Xingtai
local government had requested a 50% production cut by paper makers from
1 to 14th Nov and a 100% cut from 15 Nov to 31 Dec and said this could
extend to other regions. The impact of increasing environmental protection
measures is expected to have an impact on the overall paper supply in China
in Q4 2017. NDP management also highlighted that the Company was work-
ing with the Tianjin government to generate power using both coal and natu-
ral gas to improve overall emissions, which indicates that the leading players
are the major beneficiaries of increasing environmental protection standards
in China. The recent suspension of imports of unsorted waste paper and the
delay in releasing dispatching licenses for imported waste paper have
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(in RMB m) FY16 FY17 FY18E FY19E
YE 30 Jun
Revenue 32,092.8 39,154.8 45,620.6 50,246.5
Gross Profit 5,861.3 7,976.3 n.a. n.a.
Gross Margin % 18.3 20.4 211 21.4
Net Profit 1,121.7 4,383.7 5,298.2 5,800.5
Net Margin % 3.5 11.2 11.6 11.5
EPS (Basic) 0.24 0.94 1.06 1.26
ROE (%) 4.4 15.7 171 16.7
Dividend Yield (%) 0.70 2.21 2.44 2.80
PER (x) 59.35 14.50 13.07 11.02
PBR (x) 2.55 2.20 2.00 1.79
Capex (m) (1,838.1) 3,075.0 (4,833.2) (2,369.7)
Free cash flow (m) 4,801.8 1,116.8 951.9 5,051.8
Net cash/(net debt) (mn) (21,568.8) (22,465.5) n.a. n.a.

Source: Bloomberg, Company Data, CGIS Research

triggered a sharp rise in waste paper prices in China. Given the cur-
rent environment, management believes that the industry ASP is un-
likely to come down going forward as the current industry environment
enables Chinese paper makers to raise prices and the trend might
continue in Q4 2017. Management highlighted that packaging paper
accounts for a small portion of end product selling prices, so custom-
ers can fully absorb the recent increase in packaging paper prices.

Our views. Despite limited sales volume growth, NDP’s net profit
growth in the coming years will be supported by better pricing, im-
provements in efficiency and a reduction in interest expenses. Shares
of NDP have performed well YTD, and we still believe that the industry
environment remains favourable for Chinese paper makers, including
NDP. NDP is looking for vertical integration expansion opportunities to
drive medium- to long-term growth. Based on market consensus,
NDP is now trading at 13.1X FY18 PER, which is below the average of
its globally listed peers. It seems that the market has underestimated
the growth potential of NDP. We believe that the earnings forecasts for
NDP will be revised upward after its FY17 results announcement. Any
post-results share price correction due to profit taking would provide a
good re-visit opportunity.

Catalysts. Paper price hike, more discipline on the supply side, and
softening coal and waste paper prices.
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Figure 1: Peer Comparison

Ticker Company PE EV/EBITDA PIB ROE ROA Div yield Share Price Performance

Price  MarketCap  2017F  2016F  2019F  2017F  2018F  2019F 2016 2017F 2016  2017F 2016 W1TF M6 WF M M oM 1M YD

Ley US$m X X X X X X X X % % % % % % % % % % %
2689 HK*  Nine Dragons Paper Holdings 16.40 9817.8 131 110 86 9.0 8.0 70 22 20 1557 11 6.6 14 22 23 325 69.1 814 1214 1333
2314HK  Lee & Man Paper Manufacturing 104 6016.0 107 101 93 9.8 93 84 25 23 168 244 100 117 27 33 29 50.1 69.4 49.2 n8
1812HK  Shandong Chenming Paper-H 150 4682.2 78 71 5.1 25 18 107 16 14 112 170 32 33 47 45 296 623 529 98.4 815
2002 HK China Sunshine Paper Hidgs 32 325.8 na. na. na. na. na. na. 12 na. 79 na. 29 na. 23 na. 593 933 108.6 107.2 1281
2068 HK Youyuan Intemational Holdin 36 5709 na. na. na. na. na. na. 12 na. 121 na. 85 na. 0.0 na. 371 644 62.8 830 793
2320 HK Hop Fung Group Holdings Ltd 13 1327 na. na. na. na. na. na. 0.7 na. 5.2 na. 57 na. 12 na. 111 300 217 119.7 382
3366HK  Overseas Chinese Town Asia 34 2799 na. na. na. na. na. na. 06 na. 121 na 10 na. 51 na. 17 255 109 136 117
3331 HK Vinda International Holdings 14.48 2,215 236 202 181 121 10.7 99 21 23 111 100 40 47 12 12 0.8 78 45 39 01
1044HK  Hengan Intl Group Co Ltd 6955 107326 188 178 170 127 120 115 46 44 24 43 112 11.0 35 35 109 145 159 6.1 01
Average 152 138 124 118 110 101 18 26 126 189 58 11 26 31 24 415 830 59.2 54.9
000488 CH ~ Shandong Chenming Paper-A 1872 4682.2 109 94 8.0 24 114 1200 23 15 112 157 32 42 na. 42 149 58.6 543 1125 80.7
002078 CH ~ Shandong Sun Paper Industr-A 9.36 3602.0 39 11 93 85 15 6.6 27 26 141 187 12 16 na. 08 15.1 318 293 50.7 401
600966 CH  Shandong Bohui Paper Indu-A 6.57 13329 109 97 11 79 15 6.6 19 18 50 172 43 50 na. 05 102 35.7 36.0 88.8 5.7
600308 CH  Shandong Huatai Paper Co -A 750 13289 41 116 99 58 53 50 13 12 28 86 26 na. na. na. 6.5 418 213 49.7 319
600963 CH  Yueyang Forest & Paper Co-A 855 18136 346 214 158 na. na. na. 16 16 05 48 0.6 22 na. 0.7 33 152 35 36 47
600103CH  Fujian Qingshan Paper Inds-A 484 13028 na na. na. na na. na. 26 na. 21 na. 26 na. 0.0 na. 14 28 -18 317 143
600567 CH  Anhui Shanying Paper Ind-A 534 3688.2 158 137 15 102 92 18 27 23 49 158 48 6.4 na. 18 11.0 543 479 5.7 415
002067 CH  Zhejiang Jingxing Paper -A 6.81 1166.2 155 117 102 na. na. na. 22 20 103 138 6.5 na. na. na. 8.1 207 44 5.0 19
000815 CH  Mec Meili Cloud Computing -A 1511 15943 2159 244 156 954 169 108 54 50 04 21 17 na. na. na. 233 16.1 -17.6 335 -26.5
002511 CH ~ C&S Paper Co Ltd-A 12.80 14722 73 24 160 154 129 103 34 32 102 18 68 6.6 na. 0.6 5.0 18 92 47 35
Average 399 149 115 22 101 82 26 24 6.1 11 40 53 0.0 14 8.0 305 16.1 315 204
1904 TT Cheng Loong Corp 19.15 7035 139 140 na. na. na. na. 11 na. 6.6 na. 23 na. na. na. 9.7 349 235 65.8 479
IPUS International Paper Co 5129 236559 166 135 125 88 18 15 52 49 20 296 25 45 32 32 6.6 15 120 196 80
WRKUS  Westrock Co 5761 146330 21 157 141 9.0 74 72 14 14 37 71 17 35 27 28 5.1 13 98 19.1 135
STERVFH  Stora Enso Oyj-R Shs 1173 111026 148 135 125 84 19 16 16 15 83 102 41 56 na. 34 18 03 8.1 49 149
UPM FH Upm-Kymmene Oyj 266 145049 B4 1S 132 82 83 83 15 14 109 109 6.7 15 na. 44 06 97 02 2.2 29
3863 JP Nippon Paper Industries Co L 212400 22055 200 150 141 115 108 103 0.6 0.6 05 29 08 na. na. 28 20 5.1 21 127 13
3880 JP Daio Paper Corp 134500 17942 157 137 13 83 19 14 11 09 92 111 18 35 na. 08 08 -125 57 9.0 87
Average 166 141 131 9.0 84 8.1 18 18 11 120 28 49 30 29 34 15 11 21.0 139
HSlindex  Hang Seng Index 18 86 146 174 26.7
HSCE Index  Hang Seng China Ent Indx 15 6.8 63 123 183
SHCOMP Inde Shanghai Se Composite 19 6.5 33 10.2 8.0

MXCN Index  Msci China 48 163 211 310 453
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