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Lee & Man Paper

Weaker-than-expected 2018 results. Not expensive,
but wait for a re-rating catalyst

m Lee & Man Paper’s (LMP) weaker-than-expected 2018 results were due to higher
imported waste paper costs and weaker end demand.

m During the results presentation, LMP management said that end demand for
packaging paper remains somewhat weak.

m Management reiterated the view that the trade war was the major reason (taxes for
imports of OCC and weaker-than-expected end demand) for the weaker-than-
expected results, so any agreement between China and US will be positive for LMP.

m Shares of LMP may continue to come under pressure after the post-results downward
earnings revisions. However, LMP doesn’t look expensive, and we maintain our buy
rating with a lower target price of HK$7.99.

2018 results highlights

LMP’s turnover increased by 24.7% YoY to HK$32.21bn in 2018, up from HK$25.8bn.
Net profit dropped by 3.2% YoY, from HK$5.0bn in 2017 to HK$4.9bn in 2018. The
Company’s results were below our and market expectations. Both packaging paper and
tissue paper reported YoY turnover growth in 2018, increasing 17.5% and 85.7% YoY,
respectively. Sales volume was 6.12m tonnes in 2018, including 5.52m tonnes of
packaging paper and 601,000 tonnes of tissue paper. Packaging paper remained a major
profit contributor, accounting for 86.8% of total segment profit in 2018, down from 90% in
1H 2018, partly due to a higher contribution from the tissue paper division. LMP declared
a final dividend of HK$0.17 per share vs. HK$0.20 a year ago, implying a payout ratio of
about 32% in 2018. LMP’s net profit per tonne for containerboard was HK$785 in 2018
vs. HK$1,003 in 1H 2018. Net profit per tonne for tissue paper was HK$1,198 in 2018,
higher than HK$1,072 per tonne in 1H 2018. LMP had total annual tissue paper capacity
of 795,000 tonnes as at the end of 2018.

Tissue paper remains a growth driver

The performance of LMP’s tissue paper business remained steady, and the profitability
also remained stable because of LMP’s economies of scale. Management said the
Company will continue to adopt effective marketing strategies to grow its tissue paper
business: a) selling its own-brand products, and b) promoting via online channels. 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 has a good track record of growing its
tissue paper business without a major squeeze in margins. LMP has a three-year
operating history in tissue paper manufacturing, which in our view, offers the Company
the option of spinning off its tissue paper division. We still maintain the view that the
tissue paper division is a medium- to long-term growth driver for LMP.

Concerns about the containerboard paper segment cap share price

performance

LMP management’s tone was somewhat cautious in our view, as management
mentioned that end demand remains somewhat weak, and paper prices have fallen
recently. Management believes that the trade war between China and the US is the major
reason for downward pressure on the profitability of the China paper market. 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. The import
qguota for waste paper released by the Chinese government has also constrained an
increase in new capacity. Management is looking for capacity expansion, but the
Company will only make an announcement when the expansion plan is ready.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (HK$m) 25,837 32,208 33,324 34,832
Operating EBITDA (HK$m) 6,882 6,592 6,266 6,582
Net Profit (HK$m) 5,040 4,880 4,386 4,644
Core EPS (HK$) 1.12 1.09 1.00 1.06
Core EPS Growth 80.6% (2.5%) (8.6%) 5.9%
FD Core P/E (x) 6.17 6.33 6.93 6.54
DPS (HK$) 0.37 0.35 0.34 0.39
Dividend Yield 5.35% 5.06% 4.86% 5.58%
EV/EBITDA (x) 6.43 6.45 6.45 5.85
P/FCFE (x) 1.46 8.76 6.90 6.46
Net Gearing 58.5% 50.9% 39.6% 29.4%
P/BV (x) 1.42 1.31 1.20 1.09
ROE 26.3% 21.6% 18.1% 17.5%
% Change In Core EPS Estimates

CIMB/consensus EPS (x) 0.96 1.04
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Profit & Loss

(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 25,837 32,208 33,324 34,832
Gross Profit 8,609 8,691 8,497 8,880
Operating EBITDA 6,882 6,592 6,266 6,582
Depreciation And Amortisation (1,096) (1,183) (1,233) (1,283)
Operating EBIT 5,786 5,410 5,033 5,300
Financial Income/(Expense) 606 695 473 531
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 5,506 5,831
Exceptional ltems (69) 22 0 0
Pre-tax Profit 6,323 6,127 5,506 5,831
Taxation (1,283) (1,247) (1,121) (1,187)
Exceptional Income - post-tax

Profit After Tax 5,040 4,880 4,386 4,644

Minority Interests

Preferred Dividends

FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 5,040 4,880 4,386 4,644
Recurring Net Profit 5,096 4,863 4,386 4,644
Fully Diluted Recurring Net Profit 5,096 4,863 4,386 4,644
Cash Flow

(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 6,882 6,592 6,266 6,582
Cash Flow from Invt. & Assoc.

Change In Working Capital (1,536) (130) (254) (338)

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow (266) 995 885 930
Net Interest (Paid)/Received (185) (320) (453) (463)
Tax Paid

Cashflow From Operations 4,895 7,137 6,443 6,711
Capex (3,600) (2,600) (1,500) (1,500)
Disposals Of FAs/subsidiaries 0 0 0 0
Acg. Of Subsidiaries/investments 73 0 0 0
Other Investing Cashflow 379 263 (839) (810)
Cash Flow From Investing (3,148) (2,337) (2,339) (2,310)
Debt Raised/(repaid) 19,785 (1,287) 300 300

Proceeds From Issue Of Shares
Shares Repurchased

Dividends Paid (1,265) (1,779) (1,501) (1,601)
Preferred Dividends

Other Financing Cashflow (1,092) (1,971) (880) 912)
Cash Flow From Financing 17,429 (5,037) (2,081) (2,213)
Total Cash Generated 19,176 (237) 2,023 2,188
Free Cashflow To Equity 21,532 3,513 4,404 4,701

Free Cashflow To Firm 1,932 5,120 4,557 4,864
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Balance Sheet
(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 2,249 2,012 4,035 6,223
Total Debtors 6,776 5,957 6,163 6,442
Inventories 4,954 4,886 5,056 5,284
Total Other Current Assets 84 425 441 461
Total Current Assets 14,063 13,280 15,695 18,411
Fixed Assets 27,459 27,444 27,711 27,929
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 29,764 29,982
Short-term Debt 6,026 5,825 5,825 5,825
Current Portion of Long-Term Debt
Total Creditors 4,672 3,671 3,798 3,970
Other Current Liabilities 342 725 754 805
Total Current Liabilities 11,040 10,222 10,378 10,601
Total Long-term Debt 9,052 7,965 8,265 8,565
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 1,282 1,444 1,444 1,444
Total Non-current Liabilities 10,334 9,409 9,709 10,009
Total Provisions 0 0 0 0
Total Liabilities 21,374 19,631 20,087 20,610
Shareholders' Equity 21,916 23,143 25,369 27,780
Minority Interests
Total Equity 21,916 23,143 25,369 27,780
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 40.9% 24.7% 3.5% 4.5%
Operating EBITDA Growth 77.4% (4.2%) (5.0%) 5.1%
Operating EBITDA Margin 26.6% 20.5% 18.8% 18.9%
Net Cash Per Share (HK$) (2.85) (2.68) (2.29) (1.86)
BVPS (HK$) 4.86 5.27 5.78 6.33
Gross Interest Cover 31.22 16.93 11.11 11.46
Effective Tax Rate 20.3% 20.4% 20.4% 20.4%
Net Dividend Payout Ratio 32.6% 31.6% 33.6% 36.5%
Accounts Receivables Days 82.90 72.15 66.38 66.23
Inventory Days 83.35 76.37 73.08 72.91
Accounts Payables Days 87.09 64.75 54.90 54.78
ROIC (%) 19.7% 15.4% 14.3% 14.8%
ROCE (%) 17.2% 14.7% 13.3% 13.1%
Return On Awerage Assets 11.5% 9.7% 8.9% 8.8%
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