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 Financial summary and valuation 
 2016  2017  2018E 2019E 2020E 

Revenue (HKD million) 18,342 25,837 25,872 30,124 30,789 
YOY (%) 4.1  40.9  0.1  16.4  2.2  
Net income (HKD million) 2,863 5,040 5,548 6,208 6,398 
YOY (%) 22.8  76.1  10.1  11.9  3.1  
EPS (HKD) 0.61 1.10 1.21 1.36 1.40 
Diluted EPS (HKD) 0.63 1.10 1.21 1.36 1.40 
ROE (%) 17.0  23.0  21.6  20.8  18.8  
Debt/asset (%) 52.5  50.0  50.1  54.2  59.1  
Dividend Yield (%) 2.3  3.1  4.4  4.9  5.1  
P/E (x) 14.5  8.2  7.5  6.7  6.5  
P/B (x) 2.5  1.9  1.6  1.4  1.2  
EV/EBITDA (x) 12.0  7.3  6.2  5.6  5.5  
Note: Diluted EPS is calculated as if all outstanding convertible securities, such as convertible preferred shares, convertible 

debentures, stock options and warrants, were exercised.  
 

 
Lee & Man Paper Manufacturing announced 2017 net profit of HK$5.0bn (+76% YoY) and EPS of 
HK$1.10, in line with the company’s guidance of 75% net profit growth. We remain optimistic on the 
company’s long-term outlook, given its solid fundamentals and structural improvements in the paper 
industry. We maintain our EPS forecasts of HK$1.21 in 18E (+10.0% YoY) and HK$1.36 in 19E (+12.4% 
YoY), and introduce our 20E forecast of HK$1.40 (+2.9% YoY). Our target price is unchanged at 
HK$10.50. With 17% upside, we maintain our Outperform recommendation. 

Margin expansion in 2H17. The company’s total sales volume reached 2.75mt in 2H17 (vs 2.77mt in 
1H17 and 2.96mt in 2H16), with an average selling price (ASP) of HK$5,233/t (+HK$1,104/t HoH; 
+HK$1,864/t YoY). Its unit cost arrived at HK$3,622/t in 2H17 (+HK$603/t HoH; +HK$974/t YoY), 
resulting in a unit gross margin of HK$1,612/t (+HK$501/t HoH; +HK$890/t YoY). The strong margin 
expansion during the peak season reaffirms our view of a positive long-term structural change in the 
containerboard industry. We expect the margin expansion trend to continue in 2018. 

Deleveraging. The company’s net debt arrived at HK$12.8bn in 2H17 (vs HK$13.2bn in 1H17 and 
HK$12.3bn in 2H16). Its gearing decreased from 71% in 1H17 to 59% at present. We note both Lee & 
Man and Nine Dragons Paper (2689:HK – BUY) are deleveraging, indicating that market leaders are 
strengthening their balance sheet. 
 
Promising outlook for 2018. We expect the firm to record steady improvement in orders as the 
government introduces more stringent environmental regulations, such as environmental taxes, to 
crack down on outdated capacity, and making approvals for new capacity more difficult to obtain. 
We believe the new regulation on old corrugated cardboard (OCC) imports will decrease total OCC 
usage from 28mt in 17E to c.20mt in 18E, while the top-three paper producers, Nine Dragons Paper, 
Anhui Shanying Paper Industry (600567:CH – BUY), and Lee & Man Paper, account for 77% of total 
OCC imports. Meanwhile, we expect containerboard prices to bottom out as demand recovers in 
2018. We note domestic containerboard prices rose by Rmb300/t this week, underpinned by demand 
recovery and low downstream inventories. We forecast Lee & Man’s tissue paper capacity to increase 
from 0.5mt to 0.8mt in 2018E, amid management’s positive profitability guidance. 

Maintain Outperform. As the structure of the paper industry continues to improve, we remain bullish 
on Lee & Man’s long-term outlook. We maintain our EPS forecasts of HK$1.21 in 18E (+10.0% YoY) 
and HK$1.36 in 19E (+12.4% YoY), and introduce our 20E forecast of HK$1.40 (+2.9% YoY). Our target 
price is unchanged at HK$10.50, representing 2x 18E PB and 9x 18E PE. With 17% upside, we maintain 
our Outperform recommendation. 

 

The company does not hold any equities or 

derivatives of the listed company 

mentioned in this report (“target”), but then 

we shall provide financial advisory services 

subject to the relevant laws and 

regulations. Any affiliates of the company 

may hold equities of the target, which may 

exceed 1 percent of issued shares subject 

to the relevant laws and regulations. The 

company may also provide investment 

banking services to the target. The 

Company fulfills its duty of disclosure within 

its sphere of knowledge. The clients may 

contact compliance@swsresearch.com for 

relevant disclosure materials or log into 

www.swsresearch.com under disclosure 

column for further information. The clients 

shall have a comprehensive understanding 

of the disclosure and disclaimer upon the 
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投资摘要 

理文造纸公布 2017年利润为港币 5040百万元，对应每股净利润 1.10

元（同比增长 76%），与公司之前不低于 75%的增长目标一致。 

2017 年下半年实现吨毛利扩张 在 17 年下半年，理文总销量将达到

275万吨，相较于 17年上半年的 277万吨，16年下半年的 296万吨。

吨售价将达到港币 5233 元，环比增加港币 1104 元，同比增加港币

1864 元。吨成本达到港币 3622 元，环比增加港币 603 元，同比增加

港币 974元，因此 17年下半年的吨毛利为港币 1612元，环比增加港

币 501 元，同比增加港币 8910 元。旺季的吨毛利大幅度扩张肯定了

我们长期看好箱板纸行业的结构性变化，并且我们认为吨毛利上涨将

持续反映在即将到来的 2018年。 
 

杠杆大幅下降 理文净债务水平在 17年年底到达港币 128.3亿元，对

比 1H17的港币 132.2亿元和 2H16的 122.7亿元。杠杆率也已经由上

半年的 71%下降到目前的 59%。纸业巨头在这轮造纸牛市中大幅下降

杠杆巩固了自身的资产负债表 

 

2018 新年肇始，前景可期 随着环保政策逐步趋严，如环保税的颁布、

削减过剩产能以及产能批复更难获得的现状，我们认为理文造纸将持

续受益并实现业绩的稳定上升。我们预测进口废纸新规将导致 2018年

的外废使用总量从 2017 年的 2800 万吨下降至 2000 万吨。同时，前

四轮进口废纸审批列表显示，三家造纸企业龙头（玖龙、理文和山鹰）

已占总外废进口量的 71%，这意味着小型厂商将不能再进口废纸并加

速退出市场。华东地区的国废价格已从人民币 2000元/吨回弹至人民

币 2200 元/吨。我们预计箱板纸的价格暂时居于地位，并在 2018 年

需求复苏后开始价格回升。理文造纸的卫生用纸产能将在 2018 年从

50 万吨上升至 80 万吨，同时在理文领导层认为卫生用纸将收获高利

润率。 

 

维持增持。由于造纸行业的结构性改善，我们长期看涨理文造纸。我

们保持 17年的每股收益港币 1.12 元（同比增长 78%），同时保持 18

年港币 1.21元（同比增长 9%）。我们维持目标价港币 10.5元，对应

18年市净率 2倍和市盈率 9倍。基于 17%的上浮，我们维持增持评级。 

。 
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Appendix 
 

Fig 1: 2H17 performance forecast 

Unit data, 
HKD/T 

1H2014 2H2014 1H2015 2H2015 1H2016 2H2016 1H2017 2H2017 2017  

                    
Volume, 
'000 

2,400  2,663  2,680  2,760  2,670  2,960  2,770  2,751  5,521  

ASP 3,510  3,301  3,245  3,232  3,134  3,369  4,130  5,233  4,680  
ACP 2,853  2,697  2,575  2,585  2,406  2,648  3,018  3,622  3,319  
GP 657  605  669  647  728  722  1,111  1,612  1,361  

               
Other 
Income 

64  90  55  106  116  87  124  138  131  

SG&A 192  217  217  193  196  204  296  329  313  
-SG 65  65  62  55  43  47  110  47  79  
-Admin 127  152  155  138  153  158  186  282  234  
EBIT/T 480  477  507  560  649  604  939  1,420  1,179  
Finance 
cost 

47  38  27  26  33  27  29  38  34  

% of NP 12.5% 10.1% 6.3% 5.9% 6.1% 5.6% 3.7% 3.7% 3.7% 
Tax 52  67  63  91  80  93  154  311  232  
Effective 
tax % 

12% 15% 13% 15% 13% 16% 16% 23% 20% 

NP/T 380  372  418  439  536  484  792  1,035  913  
NP, M HKD 913  992  1,120  1,212  1,430  1,432  2,194  2,847  5,040  

 

Source: Company, SWS Research 

 
 
 
 

Fig 2: Lee & Man Paper forward PB band 

 

Source: Bloomberg, SWS Research 
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Table 1: Consolidated Income Statement 

 
 

Table 2: Consolidated Cash Flow Statement 
(HK$m) 2016  2017  2018E 2019E 2020E 

Profit before taxation 3,354 6,323 6,527 7,303 7,527 

Plus：Depr. and amortisation 948 950 952 953 955 

Finance cost 167 185 176 211 222 

Losses from investments 0 0 0 0 0 

Change in working capital -369 -397 -426 -458 -493 

Others -491 -1,283 -979 -1,095 -1,129 

CF from operating activities 4,654 5,534 6,712 7,346 7,572 

CAPEX -1,200 -800 -800 -800 -800 

Other CF from investing activities -160 -61 20 -201 1,123 

CF from investing activities -1,360 -861 -780 -1,001 323 

Equity financing 0 0 0 0 0 

Net change in liabilities -186 3,186 4,158 5,491 6,403 

Dividend and interest paid -934 -1,265 -1,831 -2,049 -2,111 

Other CF from financing activities -8 -7 -6 -5 -4 

CF from financing activities -934 -1,265 -1,831 -2,049 -2,111 

Net cash flow 2,360 3,408 4,102 4,296 5,784 

Source: SWS Research  

 
 

Table 3: Consolidated Balance Sheet 
(HK$m) 2016  2017  2018E 2019E 2020E 

Current Assets 9,193 14,063 26,260 32,665 38,805 

    Bank balances and cash 1,274 2,249 13,642 17,938 23,722 

    Trade and other receivables 4,960 6,776 8,446 9,834 10,051 

    Inventories 2,914 4,954 4,123 4,844 4,951 

    Long-term investment 96 97 86 86 86 

    PP&E 24,312 27,459 23,473 23,334 23,194 

    Intangible and other assets 1,072 1,173 1,137 1,215 1,334 

(HK$m) 2016  2017  2018E 2019E 2020E 

Revenue 18,342 25,837 25,872 30,124 30,789 

Cost of Sales 14,261 18,324 18,522 21,760 22,240 

Gross Profit 4,081 7,513 7,350 8,364 8,549 

Other Income 546 792 529 612 695 

Distribution expenses 252 435 353 442 452 

Administrative expenses 875 1,292 823 1,020 1,043 

EBITDA 4,469 7,459 7,655 8,467 8,704 

EBIT 3,521 6,508 6,703 7,514 7,749 

Finance Costs 167 185 176 211 222 

Profit before tax 3,354 6,323 6,527 7,303 7,527 

Income tax expense 491 1,283 979 1,095 1,129 

Minority interests 0 0 0 0 0 

Profit for the year 2,863 5,040 5,548 6,208 6,398 

Source: SWS Research 
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Total Assets 34,629 42,708 50,907 57,252 63,338 

Current Liabilities 7,960 11,025 18,072 23,127 29,027 

    Borrowings 1,151 1,152 1,153 1,154 1,155 

    Trade and other payables 3,549 4,672 4,163 4,890 4,998 

    Other current liabilities 170 327 267 298 307 

    Long-term liabilities 10,213 10,334 7,445 7,881 8,384 

Total Liabilities 18,173 21,359 25,517 31,008 37,411 

Minority Interests 0 0 0 0 0 

Shareholder Equity 16,823 21,916 25,633 29,792 34,079 

    Share Capital 114 113 113 113 113 

    Reserves 16,709 21,803 25,520 29,680 33,966 

Total Liabilities and equity 34,629 42,708 50,907 57,252 63,338 

Source: SWS Research 

 
Table 4: Key Financial Ratios 
   2016  2017  2018E 2019E 2020E 

Ratios per share (HK$)      

Earnings per share 0.61 1.10 1.21 1.36 1.40 

Diluted EPS 0.61 1.10 1.21 1.36 1.40 

Operating CF per share 1.02 1.21 1.47 1.61 1.66 

Dividend per share 0.20 0.28 0.40 0.45 0.46 

Net assets per share 3.62 4.71 5.51 6.41 7.33 

Key Operating Ratios (%)      

ROIC 5.6  9.6  12.1  13.5  13.9  

ROE 17.0  23.0  21.6  20.8  18.8  

Gross profit margin 22.2  29.1  28.4  27.8  27.8  

EBITDA Margin 24.4  28.9  29.6  28.1  28.3  

EBIT  Margin 22.0  23.0  24.0  24.0  25.0  

Growth rate of Revenue (YoY) 4.1  40.9  0.1  16.4  2.2  

Growth rate of Profit (YoY) 22.8  76.1  10.1  11.9  3.1  

Debt-to-asset ratio 52.5  50.0  50.1  54.2  59.1  

Turnover rate of net assets 1.1  1.2  1.0  1.1  1.2  

Turnover rate of total assets 0.5  0.6  0.5  0.5  0.5  

Effective tax rate (%) 14.6  20.3  15.0  15.0  15.0  

Dividend yield (%) 2.3  3.1  4.4  4.9  5.1  

Valuation Ratios (X)      

P/E 14.5  8.2  7.5  6.7  6.5  

P/B 2.5  1.9  1.6  1.4  1.2  

EV/Sales 2.9  2.1  1.8  1.6  1.5  

EV/EBITDA 12.0  7.3  6.2  5.6  5.5  

Source: SWS Research 
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Information Disclosure： 
The views expressed in this report accurately reflect the personal views of the analyst.  The analyst declares that neither he/she nor his/her associate serves 
as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst.  None of the listed corporations reviewed or any 
third party has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the 
group company(ies).  A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making 
activities for any of the listed corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the 
Company serving as an officer of any of the listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation 
reviewed or (iv) do not, presently or within the last 12 months, have any investment banking relationship with the listed corporation reviewed. 
 
Undertakings of the Analyst 
I (We) am (are) conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China and have registered 
as the Securities Analyst. I hereby issue this report independently and objectively with due diligence, professional and prudent research methods and only 
legitimate information is used in this report. I am also responsible for the content and opinions of this report. I have never been, am not, and will not be 
compensated directly or indirectly in any form for the specific recommendations or opinions herein.  
Disclosure with respect to the Company 
The company is a subsidiary of Shenwan Hongyuan Securities.  The company is a qualified securities investment consulting institute approved by China 
Securities Regulatory Commission with the code number ZX0065. 
Releasing securities research reports is the basic form of the securities investment consulting services. The company may analyze the values or market 
trends of securities and related products or other relevant affecting factors, provide investment analysis advice on securities valuation/ investment rating, 
etc. by issuing securities research reports solely to its clients. 
The Company fulfills its duty of disclosure within its sphere of knowledge.  The clients may contact compliance@swsresearch.com for the relevant 
disclosure materials or log into www.swsresearch.com for the analysts' qualifications，the arrangement of the quiet period and the affiliates’ shareholdings. 
 
Introduction of Share Investment Rating 
Security Investment Rating： 
When measuring the difference between the markup of the security and that of the market’s benchmark within six months after the release of this report, 
we define the terms as follows:  
Trading BUY: Share price performance is expected to generate more than 20% upside over a 6-month period. 
BUY: Share price performance is expected to generate more than 20% upside over a 12-month period. 
Outperform: Share price performance is expected to generate between 10-20% upside over a 12-month period. 
Hold: Share price performance is expected to generate between 10% downside to 10% upside over a 12-month period. 
Underperform: Share price performance is expected to generate between 10-20% downside over a 12-month period. 
SELL: Share price performance is expected to generate more than 20% downside over a 12-month period. 
Industry Investment Rating: 
When measuring the difference between the markup of the industry index and that of the market’s benchmark within six months after the release of the 
report, we define the terms as follows:  
Overweight：Industry performs better than that of the whole market； 

Equal weight： Industry performs about the same as that of the whole market； 

Underweight：Industry performs worse than that of the whole market. 
 
We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative 
rating method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, 
such as their portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and 
information and shall not rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The 
industry classification is available at our sales personnel if you are interested. 
HSCEI is the benchmark employed in this report. 

 

Disclaimer： 
This report is to be used solely by the clients of SWS Research Co., Ltd. ( subsidiary of Shenwan Hongyuan Securities, hereinafter referred to as the 
“Company”). The Company will not deem any other person as its client notwithstanding his receipt of this report. 
This report is based on public information, however, the authenticity, accuracy or completeness of such information is not warranted by the Company. The 
materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or deemed as an invitation for the 
sale or purchase of any security or other investment instruments.  
The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions, 
which are subject to the complete report released on the Company’s website (http://www.swsresearch.com).  The clients may ask for follow-up 
explanations if they so wish. 
The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released.  The prices, values and 
investment returns of the securities or investment instruments referred to herein may fluctuate.  At different periods, the Company may release reports 
which are inconsistent with the materials, opinions and estimates contained herein.  
Save and except as otherwise stipulated in this report, the contactor upon the first page of the report only acts as the liaison who shall not provide any 
consulting services.  
The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment 
decisions solely on this report. The clients should make investment decisions independently and solely at your own risk. Please be reminded that in any 
event, the company will not share gains or losses of any securities investment with the clients. Whether written or oral, any commitment to share gains or 
losses of securities investment is invalid. The investment and services referred to herein may not be suitable for certain clients and shall not constitute 
personal advice for individual clients.  The Company does not ensure that this report fully takes into consideration of the particular investment objectives, 
financial situations or needs of individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions 
herein are suitable for the clients’ particular situations; and to consult an independent investment consultant if necessary. 
Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under 
no circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone. Please be particularly cautious to 
the risks and exposures of the market via investment. 
Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation 
for this report where the receiver of this report is not a client of the Company. 
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The Company possesses all copyrights of this report which shall be treated as non-public information. The Company reserves all rights related to this report. 
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