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Key changes in this note

» FY19F and FY20F net profit decreased by
27.1 and 22.7% respectively.

» FY19F and FY20F turnover decreased by
18.7% and 13.8% respectively. .
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Lee & Man Paper

Weak 1H 2019 results. Wait for a re-rating catalyst

m Lee & Man Paper (LMP) reported weak 1H 2019 results, which were in line with a
profit warning released last month.

m During the results presentation, LMP management highlighted that market demand
was weak in 1H 2019, but it expected a better 2H, the traditional peak season.

m The Company is seeking opportunities overseas to diversify its geographical reach. At
this stage, overseas markets offer higher profitability than the Chinese market.

m The trade war is the major reason for weak downstream demand.

m There is still uncertainty about the outlook for LMP, but the valuation doesn’t look
expensive, and we maintain our ADD rating with a lower target price of HK$5.11
(about 7x 2019E PER).

1H 2019 results highlights

LMP’s turnover decreased by 20.9% YoY to HK$12.95bn in 1H 2019, down from
HK$16.37bn in 1H 2018. Net profit dropped by 43.6% YoY, from HK$3.0bn in 1H 2018 to
HK$1.7bn in 1H 2019. The Company’s results were in in line with profit warning issued
last month. Packaging paper reported a YoY turnover decline of 24.5%, and tissue paper
reported flat YoY turnover growth in 1H 2019. Sales volume was 2.8m tonnes in 1H
2019, including 2.5m tonnes of packaging paper and 302,000 tonnes of tissue paper.
Packaging paper remained a major profit contributor, accounting for 85.9% of total
segment profit in 1H 2019, in line with 86.8% in 2018. LMP declared an interim dividend
of HK$0.13 per share vs. HK$0.20 a year ago. LMP’s net profit per tonne for
containerboard was HK$600 in 1H 2019, down from 785 in 2018 and HK$1,003 in 1H
2018. Net profit per tonne for tissue paper was HK$577 per tonne in 1H 2019, down from
HK$1,198 in 2018 and HK$1,072 in 1H 2018.

Weak market demand due to the trade war

Market demand for containerboard fell in 1H 2019 due to trade war-related issues, but
management highlighted that 2H 2019 is expected to be better (volume and profitability),
since 2H is the high season. However, we don't expect a very strong market
environment, given the current macro environment unless there is a trade agreement. We
still expect there to be a delay in new industry capacity, given weak market demand. The
negatives, such as RMB weakness, waste paper import quotas, and coal-to-gas
conversion, will also impact other paper manufacturers. The major players are expected
to benefit from potential industry consolidation.

Tissue paper remains a growth driver

The performance of LMP’s tissue paper business was weaker in 1H 2019 in terms of
average selling prices and profitability. According to management, the Company
sacrificed near-term profitability to expand nationwide coverage. LMP will add tissue
paper capacity of 100,000 tonnes in 2019, so total tissue paper capacity will reach
895,000 tonnes by the end of 2019. LMP will become one of the major players in the
tissue paper industry in terms of capacity.

Concerns about the containerboard paper segment cap share price
performance

We believe that containerboard prices are unlikely to move significantly and that market
concerns about the supply/demand situation are unlikely to clear up in the near term. An
increase in new capacity has been constrained by the import quota for waste paper
imposed by the Chinese government. Management is looking for capacity expansion
overseas, but the Company will make an announcement only when the expansion plan is
ready.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (HK$m) 25,837 32,208 27,088 30,019
Operating EBITDA (HK$m) 6,882 6,677 4,584 5,064
Net Profit (HK$m) 5,040 4,880 3,200 3,588
Core EPS (HK$) 1.12 1.09 0.73 0.82
Core EPS Growth 80.6% (2.5%) (33.3%) 12.3%
FD Core P/E (x) 3.57 3.67 5.49 4.89
DPS (HK$) 0.37 0.35 0.26 0.29
Dividend Yield 9.23% 8.73% 6.48% 7.13%
EV/EBITDA (x) 451 4.44 6.42 5.80
P/IFCFE (x) 0.85 0.90 4.10 8.47
Net Gearing 58.5% 50.9% 48.3% 44.9%
P/BV (x) 0.82 0.76 0.72 0.67
ROE 26.3% 21.6% 13.4% 14.1%

% Change In Core EPS Estimates
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Figure 1: Interim results highlights
Interim Results Highlights (HKD m) 1H 2015 2H 2015 1H 2016 2H 2016 1H2017 2H2017 1H 2018 2H 2018 1H 2019 2H 2019F
Revenue 8,695 8,920 8,369 9,973 11,440 14,397 16,369 15,839 12,947 14,141
Cost of sales and services (6,902) (7,136) (6,424)  (7,837)  (8,361)  (9,963) (12,247) (12,453) (10,610) (11,549)
Gross profit 1,794 1,785 1,944 2,136 3,079 4,434 4,122 3,386 2,337 2,592
Other income and other gains and losses 148 293 310 258 344 378 524 513 519 511
Distribution and selling expenses (166) (152) (114) (138) (205) (230) (268) (312) (272) (292)
Administrative expenses (417) (380) (408) (467) (515) (776) (685) (833) (459) (682)
Finance costs (71) (84) (87) (80) (81) (104) (115) (205) (154) (274)
JV & Associates 0 0 0 0 0 0 0 0 0 0
Profit before tax 1,288 1,462 1,645 1,709 2,621 3,703 3,578 2,549 1,971 1,854
Income tax expense (168) (251) (215) (276) (427) (856) (598) (650) (291) (335)
Mi 0 0 0 0 0 0 0 0 0 0
Owners of the Company 1,120 1,212 1,430 1,432 2,194 2,847 2,980 1,900 1,680 1,520
Gross margin (%) 20.6 20.0 23.2 21.4 26.9 30.8 25.2 21.4 18.1 18.3
Operating margin (%) 15.6 17.3 20.7 17.9 23.6 26.4 22.6 17.4 16.4 15.1
Net Margin (%) 12.9 13.6 17.1 14.4 19.2 19.8 18.2 12.0 13.0 10.7
SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG

Figure 2: Assumptions

2012 2013 2014 2015* 2016 2017 2018 2019F 2020F
Turnover (HKD m)
Linerboard 9,418.0 13,166.0 13,237.0 13,576.0 14,334.0 20,120.0 23,128.0 17,838.2 17,838.2
Medium 1,073.0 1,356.0 1,547.0 1,547.0 1,240.0 1,407.0 2,297.0 1,912.2 2,514.8
Whiteboard 601.9 1,800.9 1,531.0 1,394.0 1,463.0 1,575.0 1,731.0 1,501.6 2,702.0
Pulp 331.1 647.4 710.0 674.9 303.0 16.0 4.1 o o
Tissue Paper o o 74.1 423.8 1,001.7 2,718.9 5,048.0 5,836.1 6,964.4
Total 11,424.0 16,970.4 17,099.1 17,615.6 18,341.7 25,836.9 32,208.1 27,088.1 30,019.4
YoY Change (%)
Linerboard 39.8 0.5 2.6 5.6 40.4 15.0 (22.9) o
Medium 26.4 14.1 o (19.8) 13.5 63.3 (16.8) 31.5
Whiteboard 199.2 (15.0) (8.9) 4.9 7.7 9.9 (13.3) 79.9
Pulp 95.5 9.7 (4.9) (55.1) 94.7) (74.4) (100.0) n.a.
Tissue Paper 136.4 171.4 85.7 15.6 19.3
Total 48.6 0.8 3.0 4.1 40.9 24.7 (15.9) 10.8
Gross margin (%) 17.1 17.0 18.0 20.3 22.2 29.1 23.3 18.2 18.3
Linerboard 17.5 17.5 18.6 20.8 22.3 29.5 23.0 17.0 17.0
Medium 13.0 13.0 13.0 15.0 17.3 24.5 18.1 12.1 12.1
Whiteboard 17.0 17.0 17.0 20.0 22.3 29.4 23.4 17.4 17.4
Pulp 18.0 15.4 17.4 19.4 19.4 22.4 16.4 10.4 10.4
Tissue Paper o o 25.0 25.0 28.0 28.0 27.0 24.0 24.0
Net margin (%) 11.6 11.5 11.1 13.2 15.6 19.5 15.2 11.8 12.0
Cost (HKD m)
Cost of Sales (9,473) (14,084) (14,028) (14,037) (14,261) (18,324) (24,700) (22,159) (24,538)
S,G&A (660.2) (934.0) (1,038.9) (1,114.2) (1,127.3) (1,726.6) (2,098.8) (1,705.8) (1,860.4)
Financial Expenses (70.1) (148.9) (214.6) (154.9) (167.2) (185.3) (319.6) (428.0) (403.8)
YoY Change (%0)
Cost of Sales 48.7 0.4) 0.1 1.6 28.5 34.8 (10.3) 10.7
R&D 41.5 11.2 7.2 1.2 53.2 21.6 18.7) 9.1
Financial Expenses 112.4 44.2 (27.9) 8.0 10.8 72.5 33.9 5.7
CAPEX (HKD m) 1,600.0 2,242.5 2,093.3 2,849.5 3,800.0 3,483.0 1,978.3 2,800.0 2,500.0
Net Gearing (%0) 57.7 62.7 62.0 65.6 73.0 58.5 50.9 48.4 44.9
Shipment (000 tonnes)
Linerboard 2,658 3,861 3,945 4,316 4,565 4,460 4,674 4,440 4,440
Medium 326 431 508 509 397 271 476 476 626
Whiteboard 176 519 437 425 454 376 369 369 664
Tissue Paper o o 10 48 141 352 601 750 895
Shipment YoY Change (%)
Linerboard 45 2 9 6 @) 5 o) o
Medium 32 18 o (22) (32) 76 o 32
Whiteboard 195 (ae) 3) 7 a7z) (&) o 80
Tissue Paper 194 150 71 25 19
ASP (HKS$)
Linerboard 3,543.3 3,410.0 3,355.4 3,145.5 3,140.0 4,511.2 4,948.2 4,017.3 4,017.3
Medium 3,291.4 3,146.2 3,045.3 3,039.3 3,123.4 5,191.9 4,825.6 3,841.3 3,841.3
Whiteboard 3,419.8 3,470.0 3,503.4 3,280.0 3,222.5 4,188.8 4,691.1 4,069.3 4,069.3
Tissue Paper o o 7,413.4 8,828.7 7,104.1 7,724.1 8,399.3 7,781.5 7,781.5
ASP YoY Change (%0)
Linerboard (3.8) (1.6) (6.3) (0.2) 43.7 9.7 (18.8) o
Medium 4.4) (3.2) (0.2) 2.8 66.2 (7.1) (20.4) o
Whiteboard 1.5 1.0 (6.4) (1.8) 30.0 12.0 (13.3) o
Tissue Paper (19.5) 8.7 8.7 (7.4) o

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
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Profit & Loss
(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 25,837 32,208 27,088 30,019
Gross Profit 8,609 8,775 6,290 6,925
Operating EBITDA 6,882 6,677 4,584 5,064
Depreciation And Amortisation (1,096) (1,267) (1,360) (1,444)
Operating EBIT 5,786 5,410 3,223 3,621
Financial Income/(Expense) 606 695 602 669
Pretax Income/(Loss) from Assoc. 0 0 0 0
Non-Operating Income/(Expense) 0 0 0 0
Profit Before Tax (pre-El) 6,393 6,105 3,825 4,290
Exceptional Items (69) 22 0 0
Pre-tax Profit 6,323 6,127 3,825 4,290
Taxation (1,283) (1,247) (626) (702)
Exceptional Income - post-tax
Profit After Tax 5,040 4,880 3,200 3,588
Minority Interests
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 5,040 4,880 3,200 3,588
Recurring Net Profit 5,096 4,863 3,200 3,588
Fully Diluted Recurring Net Profit 5,096 4,863 3,200 3,588
Cash Flow
(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 6,882 6,677 4,584 5,064
Cash Flow from Invt. & Assoc.
Change In Working Capital (1,536) 958 61 (775)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow (266) (36) 47 @)
Net Interest (Paid)/Received (185) (320) (428) (404)
Tax Paid
Cashflow From Operations 4,895 7,279 4,170 3,878
Capex (3,483) (1,978) (2,800) (2,500)
Disposals Of FAs/subsidiaries 0 0 0 0
Acq. Of Subsidiaries/investments 73 39 0 0
Other Investing Cashflow 262 (340) 304 397
Cash Flow From Investing (3,148) (2,280) (2,496) (2,103)
Debt Raised/(repaid) 19,785 14,744 2,620 300
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid (1,265) (1,776) (1,228) (1,196)
Preferred Dividends
Other Financing Cashflow (1,092) (2,088) (492) (555)
Cash Flow From Financing 17,429 10,880 900 (1,450)
Total Cash Generated 19,176 15,880 2,573 325
Free Cashflow To Equity 21,532 19,744 4,293 2,075
Free Cashflow To Firm 1,932 5,319 2,101 2,179
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BY THE NUMBERS... cont’'d

Balance Sheet
(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 2,249 2,012 4,585 4,910
Total Debtors 6,776 5,957 5,606 6,212
Inventories 4,954 4,886 4,598 5,096
Total Other Current Assets 84 425 364 403
Total Current Assets 14,063 13,280 15,153 16,620
Fixed Assets 27,459 27,444 28,884 29,940
Total Investments 831 1,116 1,116 1,116
Intangible Assets 0 0 0 0
Total Other Non-Current Assets 937 937 937 937
Total Non-current Assets 29,227 29,497 30,936 31,993
Short-term Debt 6,026 5,825 5,825 5,825
Current Portion of Long-Term Debt
Total Creditors 4,672 3,671 3,087 3,421
Other Current Liabilities 342 725 689 755
Total Current Liabilities 11,040 10,222 9,601 10,002
Total Long-term Debt 9,052 7,965 10,585 10,885
Hybrid Debt - Debt Component 0 0
Total Other Non-Current Liabilities 1,282 1,444 1,444 1,444
Total Non-current Liabilities 10,334 9,409 12,029 12,329
Total Provisions 0 0 0 0
Total Liabilities 21,374 19,631 21,631 22,331
Shareholders' Equity 21,916 23,143 24,456 26,279
Minority Interests 3 3 3
Total Equity 21,916 23,146 24,459 26,282
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 40.9% 24.7% (15.9%) 10.8%
Operating EBITDA Growth 77.4% (3.0%) (31.3%) 10.5%
Operating EBITDA Margin 26.6% 20.7% 16.9% 16.9%
Net Cash Per Share (HK$) (2.85) (2.68) (2.70) (2.69)
BVPS (HK$) 4.86 5.27 5.58 6.00
Gross Interest Cover 31.22 16.93 7.53 8.97
Effective Tax Rate 20.3% 20.4% 16.4% 16.4%
Net Dividend Payout Ratio 32.6% 31.6% 35.6% 34.9%
Accounts Receivables Days 82.90 72.15 77.90 72.04
Inventory Days 83.35 76.64 83.22 76.81
Accounts Payables Days 87.09 64.98 59.30 51.58
ROIC (%) 19.7% 15.4% 9.1% 9.9%
ROCE (%) 17.2% 14.7% 8.4% 8.8%
Return On Awerage Assets 11.5% 9.7% 5.8% 6.2%
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