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Lee & Man Paper Manufacturing (02314.1k)

1H2022 results in line with consensus
China | Basic Materials

Company Profile

Established in 1994, Lee & Man Paper Manufacturing (“LMP”) was listed on the Main Board
of the Hong Kong Stock Exchange on September 2003. LMP manufactures linerboards of
various grades and corrugating medium of different specifications used for different
industrial packaging purposes. Over the years, in addition to boosting production scale, LMP
has been relentless in pushing to form a vertically integrated operation that covers pulp
making and recovered paper collection so as to assure it has stable raw material supply.

LMP currently has 5 paper mills, 3 tissue mills and 1 pulp factory in China. They are
distributed in Zhongtang Town and Hongmei Town of Dongguan City, Guangdong Province,
Changshu City, Chongging Yongchuan District, Ruichang City, Jiangxi Province, etc. In
addition, LMP also has production bases in Vietnam, Malaysia and Indonesia. As of the end
of December 2021, the Company had an annual production capacity of over 8.695 million
tons (~6.88 million tons of paper, ~180,000 tons of pulp, ~640,000 tons of pulp board and
~995,000 tons of tissue paper) .

1H2022 results in line with consensus

LMP total revenue for the six months ended 30 June 2022 (1H2022) increased by 0.6% YoY
to HKS$15.3bn. Net profit attributable to shareholders decreased by 58.8% to HKS797mn,
which is consistent with the results announced in July. The EPS was HK18.46 cents (1H2021:
HK44.54 cents). Interim dividend of HK6.50 cents per share (1H2021: HK15 cents), decreased
by 56.7% YoY.

During the period, mainland paper manufacturers’ profitability has been under pressure as a
result of rising prices of raw materials such as wood pulp, energy, and high logistics and
transportation costs, plus lockdown of cities amid the pandemic leading to weakened
demand. The aggregate sales amounted decreased by 3.9% YoY to 2.96 million tons, with
net profit per ton decreased by HK$358 to HK$292. The overall gross profit plunged 50.4%
to $1.656bn, while the overall gross profit margin fell 11.1ppt to 10.8% due to the significant
increase in raw material prices. In terms of expenses, 1H2022 distribution and selling
expenses were HKS446mn, down 11.5% YoY, accounting for 2.9% of total revenue; General
and administrative expenses were HK$598mn, down 17.4% YoY, accounting for 3.9% of total
revenue.

By segments, the packaging paper segment's profit dropped 72.4% YoY to HK$610mn, while
segment's revenue rose slightly by 0.6% YoY to HK$13.051bn, accounting for 85.4% of the
total revenue. The tissue paper business segment's profit increased 24.8% YoY to HKS286mn,
while segment's revenue declined 0.3% to HK$2003mn, accounting for 13.2% of total
revenue. The pulp segment's profit rose 19.9 times YoY to HKS$60.22mn and segment's
revenue rose 16.1% to HK$216mn, accounting for 1.4% of total revenue.

PhillipCapital

11 November 2022

Buy
CMP HKD2.55
(Closing price as of 8 November)

Target HKD 3.70 (+45.1%)

COMPANY DATA
0/S SHARES (MN) : 4,309.565
MARKET CAP (HKD MN) : 11075.6
52 - WK HI/LO (HKD): 5.785/2.320
SHARE HOLDING PATTERN, %
Lee Man Chun 31.37%
Lee Man Bun 31.37%
Lee Wan Keung 10.07%
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KEY FINANCIALS
EUR mn FY20 FY21 FY22E FY23E
Revenue 25,868 32,511 33,011 33,812
Net profit 3,524 3,123 1,627 2,402
Reported EPS 0.81 0.72 0.38 0.55
P/E ratio, x 3.1 3.5 6.8 4.6

Dividend Yield, % 11.8%  10.2% 5.4% 8.0%

Source: Company reports, Phillip Securities Est.
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Investment Thesis

Looking ahead, China continues to tighten control over plastic packaging, giving room
for using paper packaging as a substitute, while consumption behavior has changed
amid the pandemic with more people shopping online, and correspondingly the
demand for packaging paper has climbed. LMP continued to consolidate upstream
resources and develop a vertical business model covering pulp-making and waste
paper recycling, and plans to add pulp production lines at its plants in Jiangxi province
and Chongging, so as to enhance raw materials supply (the new production lines are
expected to start operation in 2023). Regarding tissue paper business, LMP plans to
establish a new plant in Guangxi province and expects to add new production line
with annual capacity of 300,000 tons of bleached pulp by the end of next year at the
earliest (total production capacity is around 1,000,000 tons). LMP is actively
expanding its recycled pulp business and enhancing raw material deployment, which
should be expected to mitigate the impact of rising raw material costs on profits in
the long run. With the gradual easing of the pandemic in June, overall domestic
consumer confidence is sluggish and we remain cautious about the degree of
business recovery in the second half of the year (Q4 will be the traditional peak
demand season), but the low valuation level to some extent reflects the company's
weak fundamentals. LMP has its eye on the Southeast Asian market and has already
established production capacity in countries such as Vietnam and Malaysia, that
would enhance the revenue and production efficiency. Thus, LMP’s profitability
would expected some improvement in next year. We expect FY2023E-FY2024E EPS to
be HKS$0.38 and HKS0.55 respectively, with FY2023E PT of HKD3.70, implies a
FY2023E P/E of 6.6x (~5-yrs historical average minus 1 std. deviation). Our investment
rating is “Buy”.

Risk factors

1) Significant fluctuations in raw material prices; 2) escalating trade tensions between
the U.S. and China further dampening downstream demand; 3) faster than expected
increase in industry capacity leading to price wars; and 4) FX rate risk.
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Current Price as of: 8 November 2022

Financial
Ci lidated of Profit or Loss Ce lidated of Fit ial Position
Dec Y/E, HKD mn FY1s Fr20 FY21 FY22E FY23E Dec Y/E, HKD mn FY19 FY20 Fr21 FY22E FY23E
Revenue 27,144 25,868 32,511 33,011 33,812 Non Current Asset
coGs (22,051)  (20,120)  (26,808) (29,162}  (28,957) PPE 28,177 31,891 33,905 36054 38191
Gross Profit 5,093 5,748 5,703 3,849 4,855 Others 2,830 2,907 3,546 4,536 5,435
Selling expenses (612) (718)  (1,009) (970) (917) Total Non Current Assets 31,007 34798 37,451 40,590 43,626
General & Admin exp (1,163) (1,164)  (1,564) (1,545}  (1,577) Current Asset
Impair. losses on receivables, net (55) 60 (16) (19) (21) Inventory 3,571 4,350 5,705 6,256 6,235
Operating Profit 3,263 3,927 3,114 1,315 2,341 Trade and other receivables 5,356 6,004 7,219 7,771 7,728
Others 1,082 " 574" 757 803 915 Bank balance and cash 2,919 1,185 1,909 1,623 452
Finance costs, net (325) (171) (75) (144) (247) Gthers 644 403 169 169 169
Share of result of a IV - (8.8) (1.2) (1.2) (1.2) Total Current Assets 12,491 12,003 15,003 15,819 14,585
Profit before tax 4,020 4,321 3,794 2,063 3,008 Total Assets 43,487 46,800 52,454 56,409 58,210
Income tax (720) (669) (543) (307) (478) Non Current Liabilities
Shareholders Net profit 3,236 3,524 3,123 1,627 2,402 Long-term debt 7,461 6,072 5,386 6,073 5,899
Reported EPS, Diluted 0.74 0.81 0.72 0.38 0.55 Other Non-current Liabilities 1,493 1,394 1,474 1,474 1,474
DPS 0.26 0.30 0.26 0.14 0.20 Total Non-current Liabilities 8,955 7,465 6,860 7,547 7,373
Payout ratio 35% 37% 369% 37% 37% Current Liabilities
Shares outstanding 4,375 4,351 4,345 4,340 4,328 Interest-bearing Borrowings 4,874 5,255 8,675 10,736 10,214
Trade payables 2,833 2,631 3,110 3,819 4,510
Key Financial Data Qthers 753 699 406 406 406
Dec Y/E FY19 Fr20 FY21 FY22E FY23E Total Current Liabilities 8,460 8,585 12,190 14,961 15,130
Valuation Ratio Equity
P/S ratio, x 0.4 0.4 0.3 0.3 0.3 Shareholders’ equity 26,082 30,743 33,395 33,893 35,698
P/E ratio, x 3.4 3.1 3.5 6.8 4.6 Nan-controlling interests o 8 8 8 8
Dividend Yield, % 10.2% 11.8% 10.2% 5.4% 8.0% Total equity 26,083 30,750 33,403 33,901 35,707
Total Liabilities and Equity 43,437 46,800 52,454 56,409 58,210
Per share data (HKD)
EPS 0.74 0.81 0.72 0.38 0.55
BVPS 5.96 7.07 7.69 7.81 8.25 Consolidated Statement of Cash Flow
DPS (HKD) 0.26 0.30 0.26 0.14 0.20 Dec Y/E, HKD mn FY19 FY20 Fy21 FY22E FY23E
CFO
Growth & Margin Profit before income tax 4,020 4,321 3,794 2,063 3,008
Growth D&A add-back Toa” 3127 288 174 187
Revenue Growth -15.7% -4.7% 25.7% 1.5% 2.4% Others (L161)  (1,103) (777) (307) (a78)
Gross Profit Growth -32.2% 12.9% -0.8% -32.5% 26.1% Net (inc)/dec working capital To1658 " 30927 (514) (393) 755
Operating Profit Growth -38.9% 20.3% -20.7% -57.8% 78.1% Net cash flow from operating activities 4,956 3,923 2,792 1,537 3,472
Net Profit Growth -34.4% 7.5% -12.2% -45.6% 45.8% CFl
Margin Purchase of PP&E (2,326)  (2,332) (2,313) (2322) (2,324)
Gross Profit Margin 18.8% 22.2% 17.5% 11.7% 14.4% Others (1,195) (989)  (1,194) (990) (899)
Operating Profit Margin 12.0% 15.2% 9.6% 4.0% 6.9% Net cash flow from investing activities (3,521) (3,321) (3,507) (3,312)  (3,223)
Net Profit Margin 11.9% 13.6% 9.6% 4.9% 71% CFF
Dividends paid (1,226)  (1,087) (1,434)  (1,130) (596)
Key Ratios Qthers 696  (1,247) 2,869 2,620 (824)
ROE 13.1% 12.4% 9.7% 4.8% 6.9% Net cash flows from financing activities (530) (2,334) 1,434 1,490 (1,420)
ROA 7.5% 7.8% 6.3% 3.0% 4.2% Net Change in Cash 905 (1,732) 719 (286) (1,171)
Cash and CE at Y/E 2,918 1,185 1,909 1,623 452
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Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis,
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate,
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made
available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time
without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person,
before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research
should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in
this report

Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any
loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of

different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2022 Phillip Securities (Hong Kong) Limited
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