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Sitting pretty on solid growth (002511 CH)

Strong momentum. C&S Paper, one of the “Big Four” tissue paper

manufacturers in China, has been enjoying brisk growth since 2015, with Rating Buy
operating revenue/net profit gaining 17.34%/30.66%, 28.74%/195.27%
and 19.85%/47.81% in 2015, 2016 and 1H17, respectively. Issuing analyst:

. . . L . Steven Liu, CFA, PhD (CE No.: AM0971)
China tissue paper market. Tissue paper consumption in China grew at a

robust CAGR of 10.53% from 390,000 tons in 1985 to 8.68mn tons in Stevenliu@csci.hk  +852 3465 5652
2016, with the percentage of toilet paper shrinking from above 90% to
around 60% while facial tissue quickly picking up the slack. The Chinese
tissue paper market is currently worth around RMB90bn, and looks set
to grow at a pace of 8%-10% going forward, with non-toilet tissue beating .

- - ) Share price performance
the broader industry advancing at an estimated 15%-20%. 5
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Looking ahead, C&S Paper’s sustainable growth hinges on four aspects.
(1) Profitability. The company has raised the proportion of its high gross
margin non-toilet tissue products to 53.54%, with its deluxe “Natural
Wood” series selling at a premium of 30-40%. (2) Capacity. On top of a
current capacity of over 500,000 tons, some capacity expansion projects
are to kick off in the near future targeting the high-end segment. (3)
Marketing. A more than 1,000-strong marketing team (many of them
poached from its rival GHY Paper) alongside over 1,700 dealers reach out
to nearly 2,000 Chinese cities. (4) Incentives. Stock incentive plans are
put in place to boost business performance.
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Peer comparison. C&S Paper focuses on tissue paper, targeting different
consumer groups with different offerings. The company has created a
retail fortress through strategic partnerships with supermarket chains
such as Walmart, Carrefour and PARKNSHOP. Hengan (1044 HK) is
pursuing a flattened operational model featuring full delegation and
decision-making autonomy. Vinda (3331 HK) is branching out into new
areas such as paper diapers and sanitary towels. GHY Paper, a subsidiary
of APP, one of the world’s largest pulp and paper companies, enjoys
stable raw material supply and strong sales channels throughout 160
countries and regions on the back of its parent’s support.

Investment guidance. C&S Paper provided a guidance of RMB217mn-
272mn for net profit attributable to the parent for the first three quarters
of 2017. We project the company to net a profit of RMB353mn/465mn
for 2017/2018, up 35.6%/31.7% YoY, corresponding to EPS of
RMBO0.47/0.61 and 30x/23x PER. The company currently has a valuation
of RMB10.6bn. Maintain Buy.

Risk factors. Pulp price uptrend might carry forward while industry
competition remains intense.

Please read the disclaimer on the last page.
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1. C&S Paper at a glance

1.1 Shareholding structure

C&S Paper Co., Ltd. (“C&S Paper”), one of the “Big Four” tissue paper producers in China, owns household brands such
as C&S and SUN.

As of mid-2017, C&S Paper had a total share capital of RMB758mn, with Deng Yingzhong, Deng Guanbiao and Deng
Guanjie holding a combined stake of 50.66% in the company. The Deng family has an indirect holding of 29.16% and
20.68% in C&S Paper through Zhongshun Group and C&S Hong Kong Co Limited, respectively.

Figure 1: C&S Paper’s shareholding structure
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Source: Wind; company announcement; Research Dept, CSCI

1.2 Company history

C&S Paper floated on Shenzhen Stock Exchange in Nov. 2010, was the first of its kind to go public in China.

The company has set up production subsidiaries in Guangdong, Sichuan, Zhejiang, Hubei and Hebei, and has deepened
and broadened its overseas procurement and financing pipeline by establishing C&S Hong Kong Co Limited.

Please read the disclaimer on the last page.
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Figure 2: C&S Paper’s key milestones
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Source: company announcement; Research Dept, CSCI

1.3 Robust performance

C&S Paper had an operating revenue of RMB3.809bn in 2016—up 28.74% YoY, growing at a CAGR of 12.97% from
RMB2.339bn in 2012—alongside RMB260mn of net profit attributable to the parent, up 195.27% YoY with a CAGR of
13.08% from RMB159mn in 2012. The company posted RMB2.123bn in operating revenue and RMB156mn in net profit
attributable to the parent in 1H17, up 19.85% and 47.81% YoY, respectively.

According to the company’s estimates, net profit attributable to the parent for the first three quarters of 2017 falls within
a range of RMB217mn-272mn, demonstrating solid growth momentum.

Figure 3: C&S Paper’s operating revenue and net profit attributable to the parent, hundred million yuan, 2012-1H17
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Source: Research Dept, CSCI

C&S Paper’s gross margin steadily climbed from 31.25% in 2012 to 35.92% in 2016, up 3.89 pct YoY, and continued the
uptrend into 1H17, up 1.52 pct YoY to 36.16%.

Affected by higher period expenses, the company’s net profit margins encountered a drop from 2013 to 2014, before
bouncing to 2.98% in 2015, up 0.3 pct YoY, followed by a 3.86 pct leap to 6.84% in 2016 and a 1.40 pct rise to 7.37% in
1H17.

Please read the disclaimer on the last page.
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Figure 4: C&S Paper’s gross margin/net profit margin, 2012-1H17
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Source: Research Dept, CSCI

C&S Paper had a selling/administrative/financial expense ratio of 14.71%/5.73%/0.98% in 2012, gaining 2.76/0.96/2.57
pctto 17.47%/6.69%/3.55% in 2015, with administrative/financial expense ratio falling after 2015, while selling expense
ratio still on the up due to marketing spend increases.

Period expense ratio was 25.87% in 2016, down 1.83 pct from 27.70% in 2015, with selling expense ratio up 1.46 pct YoY
to 18.93% due to higher marketing and promotion spending, administrative expense ratio down 1.31 pct YoY to 5.39%,
and financial expense ratio down 1.98 pct YoY to 1.55%—thanks mainly to a reduction in borrowing and exchange losses.

Period expense ratio rose 0.63 pct YoY to 26.73% in 1H17, mainly attributable to greater input in e-commerce sales and
logistics, with selling expense ratio up 1.85 pct YoY to 19.93%, administrative expense ratio down 0.21 pct YoY to 5.66%,

and financial expense ratio down 1.02 pct YoY to 1.14%, largely because of reduced borrowing.

Figure 5: C&S Paper’s period expense ratios 2012-1H17
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Source: company announcement; Research Dept, CSCI

Non-toilet tissue paper generated a revenue of RMB2.04bn in 2016, a surge of RMB489mn or 31.50% from RMB1.551bn
in 2015, accounting for 53.54% of C&S Paper’s 2016 revenue, up 1.12 pct from 52.42% in 2015, while toilet paper sales
revenue was RMB1.648bn in 2016, up 23.68% from RMB1.332bn in 2015, accounting for 43.26% of 2016 revenue, down
1.77 pct YoY. This suggests an enhanced product mix.

Toilet and non-toilet tissue paper respectively had a gross margin of 30.90% and 41.91% in 2016, up 4.2 pct/3.99 pct Yoy,
respectively, with toilet/non-toilet tissue paper costs down 16.59%/23.06% YoY, which, alongside an increased
proportion of non-toilet tissue paper sales, have helped push up overall gross margin.

Please read the disclaimer on the last page.
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Table 1: C&S Paper’s gross margin by product category, hundred million yuan

2012 2013 2014 2015 2016 2017H1

ERZEVION 23.39 25.02 25.22 29.59 38.09 21.23

[A] LE (%) 26.03 6.94 0.80 17.34 28.74 19.85

FFIZE (%) 31.25 30.25 30.04 32.03 35.92 36.16
LB (O ABARAREES A 23.17 24.81 24.51 28.83 36.88 20.70

[A] LE (%) 25.92 7.07 -1.21 17.65 27.89 21.28

i Lt(%) 99.04 99.16 97.18 97.45 96.80 97.51

FFIZE (%) 31.62 30.48 30.81 32.74 36.99 36.95

Lot 12.70 12.76 11.79 13.32 16.48

[A] LE (%) 19.59 0.49 -7.58 12.98 23.68

i b (%) 54.28 51.01 46.77 45.03 43.26

FFIZE (%) 26.47 23.85 24.40 26.70 30.90

E|Eeies 10.47 12.05 12.71 15.51 20.40

[A] LE (%) 34.56 15.05 7.63 21.99 31.50

i b (%) 44.76 48.16 50.42 52.42 53.54

FFIZE (%) 37.86 37.50 36.76 37.92 41.91

b 0.55 0.49 0.78 0.16

[A] LE (%) 134.70 -10.23 57.36 -66.37

i b (%) 2.19 1.67 2.04 0.74

FFIZE (%) 3.79 3.78 2.73 8.16

Source: Wind; Research Dept, CSCI

2. Global pulp market and China tissue paper industry

2.1 Global pulp supply/demand dynamics

Producing 1 ton of tissue paper will consume 0.9-1 ton of pulp.

Wood pulp now makes up 54.80% of domestic pulp demand in tissue paper production, followed by straw pulp, bagass
pulp and bamboo pulp, which respectively account for 15.30%, 10.20% and 8.90%.

As it stands, China’s “Big Four” tissue paper producers (C&S Paper, Hengan, GHY Paper and Vinda) all offer tissue paper
made of 100% virgin wood pulp, with C&S Paper boasting to rely on import for literally all of its pulp consumption, which
constitutes 50%-60% of its production costs.

Pulp prices have been surging since the beginning of 2017, hitting an average RMB6,503 per ton in September, 17.62%
higher than RMB5,529 per ton for August, driving up average tissue paper price to RMB8,203 per ton in September, up
14.31% from RMB7,176 per ton a month earlier.

Please read the disclaimer on the last page.




@Iﬂ} R {5 3 1 Bl B
Gl Scris mraon

Listed company in-depth

Figure 6: Most of tissue paper made in China is made of wood pulp

Source: GHY Paper’s announcement; Research Dept, CSCI

The world produced 180.934mn tons of pulp in 2015, 0.23% less than that in 2014. The US had the largest pulp output
of 48.504mn tons, down 1.22% YoY, accounting for 26.81% of global total, trailed by Brazil (17.226mn tons, up 4.62%,
accounting for 9.52%), Canada (17mn tons, up 2.46%, accounting for 9.4%), China (16.833mn tons, down 4.05%,
accounting for 9.3%) and Sweden (11.087mn tons, up 0.87%, accounting for 6.13%).

Global output of  chemical/mechanical/semi-chemical/miscellaneous fiber pulp in 2015 was
134.452mn/25.342mn/8.995mn/12.145mn tons, up 0.27%, up 0.4%, down 0.94% and down 6.22% YoY, respectively,
accounting for 74.31%/14.01%/4.97%/6.71% of total output.

Figure 7: Pulp output by country (0,000 tons) Figure 8: Pulp output by category (0,000 tons)

Source: Research Dept, CSCI Source: Research Dept, CSCI

53.823mn tons of pulp were exported globally in 2015, down 0.12% YoY, with Latin America, North America and Europe
respectively exporting 16.972mn/16.414mn/14.366mn tons—Ilargely unchanged, up 1.44% and down 1.91% from
2014—accounting for 31.53%/30.49%/26.69% of global total. Asia/China was the largest pulp importing region/country
in 2015, with an import volume of 26.265mn/19.83mn tons, up 0.34% and 10.35% YoY, accounting for 49.65%/37.49%
of global total.

In 2016, China produced 10.05mn tons of pulp (hardwood: 5.45mn tons; softwood: 30,000 tons; unbleached: 300,000
tons; mechanical: 4.27mn tons; non-wood: 5.91mn tons, -13.08% YoY), up 4.03% YoY, and imported 18.81mn tons of
pulp (hardwood: 8.34mn tons, up 5.44% YoY; softwood: 8.04mn tons, up 9.99% YoY; unbleached: 650,000 tons, up 16.71%
YoY; mechanical: 1.73mn tons, unchanged), up 6.2% YoY.

Please read the disclaimer on the last page.
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Consumption of different pulp types derived from respective output and import figures is as follows: hardwood—
13.79mn tons; softwood—8.07mn tons; mechanical-6mn tons; unbleached-950,000 tons; non-wood—5.91mn tons.

Figure 9: China’s pulp import (0,000 tons), 2013-2016 Figure 10: China’s pulp import (0,000 tons), by category,
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Source: sci99.com; Research Dept, CSCI Source: sci99.com; Research Dept, CSCI

Global chemical pulp production capacity grew at a 2006-2013 CAGR of 2.4% to roughly 25mn/30mn tons of
softwood/hardwood pulp in 2013, a capacity increase of 2.215mn tons. From 2014 to 2015, Uruguay and China saw an
estimated net growth of 3.5mn tons in chemical pulp production capacity, with global chemical pulp production capacity
standing at around 58.5mn tons in 2015.

Hardwood pulp has been responsible for a majority of pulp production capacity increases since 2013, adding 1.975mn
tons in 2013, compared with a same-year reduction of 510,000 tons for softwood pulp. So far this year, all newly added
pulp production capacity is of hardwood pulp, with 1.75mn tons coming from Brazil's Fibria that probably won’t hit the
Chinese market until the end of this year, and an estimated 1.4mn tons from OKI of Indonesia’s APP, with a mere 20,000
tons per month bound for the Chinese market. And as CMPC’s No.2 paper machine in Brazil is being discontinued for
four months for repair, supply will be cut back by about 400,000 tons accordingly. Around 2.75mn tons of the capacity
increase will have an impact on pulp supply for China in 2017.

Table 2: Global chemical pulp production capacity increases in 2017
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Source: sci99.com; Research Dept, CSCI

According to the Pulp and Paper Products Council (PPPC), global chemical pulp shipments grew at a CAGR of 2%-4% from
2011 to 2016. Demands from China is a major driver of global pulp demand increases in recent years, jumping 14.71%
YoY to account for 19.569mn tonnes of global chemical pulp shipment volume of 48.989mn tonnes in 2016.

Please read the disclaimer on the last page.
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Figure 11: Global chemical pulp shipment growing at 2%-4% Figure 12: Chemical pulp demand from China and its growth

in recent years rate
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Data show that in 2016, offset paper/dual coated paper/tissue paper/ivory board paper/cardboard paper respectively
accounted for 31%/29%/24%/11%/5% of total pulp consumption in China.

Figure 13: China’s pulp consumption by category 2014-2016
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Wood pulp price has been on the uptrend since Oct. 2016, soaring all the way from RMB4,951.5 per ton on Dec. 31,
2016 (up 11% YoY) to peak at RMB5,247.50 per ton in Feb. 2017, then easing back to RMB4,975.5 per ton on Jul. 17
before bouncing to RMB6,280 per ton as of Aug. 31. The average wood pulp price for 1H17 was RMB5,063.43 per ton,
up 18.18% from RMB4,284.33 per ton the same period last year.

China’s wood pulp inventory has been through high volatility since 2014, once hitting a high of 560,000 tons but starting
to plunge entering June, with Qingdao Port recording a four-year low of 285,000 tons as of Aug. 31 while Baoding Port
having an inventory of merely 22,300 tons—its lowest in nearly one year and second lowest in approximately four years.

Please read the disclaimer on the last page.
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Figure 14: Wood pulp price soaring in China (yuan per ton)
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Figure 15: Wood pulp inventory at a historic low in China (0,000 tons)
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Globally, the average level of wood pulp inventory came in at 36 days in July, up two days from the previous month and
down three days than the same period last year, with softwood/hardwood pulp respectively registering a shipment
volume/days of inventory of 1.97mn tons (1.989mn tons for June)/32 days and 1.882mn tons (2.35mn tons for June)/39

days.

Figure 16: Days of wood pulp inventory dwindling worldwide
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2.2 China tissue paper industry: capacity growth slows as non-toilet tissue
consumption rises

In 2015, tissue paper production capacity increase in China stood at 845,000 tons, down 23.9% YoY. A capacity of
510,000/655,000 tons failed to hit the domestic tissue paper market as scheduled in 2014/2015.

In 2016, China’s tissue paper industry saw production capacity increase 11.70% YoY to 11.6mn tons, capacity utilization
rate drop 5.90 pct YoY to 79.31%, output jump 3.95% YoY to 9.2mn tons, and a consumption of 8.68mn tons, up 3.96%
YoY. Domestic tissue paper output and consumption respectively grew at a CAGR of 9.81% and 10.06% from 2010 to
2016.

Figure 17: Tissue paper production capacity additions Figure 18: Tissue paper production capacity and output
(0,000 tons) 2009-2015 (0,000 tons) 2010-2016
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Source: China Paper Association; sci99.com; Research Dept, CSCI Source: sci99.com; Research Dept, CSCI

Table 3: Production capacity added/deferred by major tissue paper manufacturers in recent years (0,000 tons per year)

2014 it 2015 Fri 2016 Fri 2017 #1314 A BT=RE FERARTE= B
Al 42.0 18.0 127.0 6.0
15 % 6.0 6.0 18.0 17.0 126.02 24.0
Yk 13.0 6.0 6.4 104.0 3.0
PP 12.0 6.0 6.0 17.5 50.5 0.0
RN 3.6 14.0 - - 42.0 6.0
KFER 5.0 2.5 17.5 2.5
G AR 2.5 12.0 24.0 35.5 0.0
KBRARY. - 6.0 - - 12 -
R AR - - 10
WL - 6.0 7.2 -

Source: cnhpia.org; GHY Paper’s announcement; Research Dept, CSCI

Domestic tissue paper consumption has been maintaining a 7%-8% growth rate since 2010, except for a negative growth
in 2011 and an acceleration in 2013 due to overcapacity. In 2016, China imported 28,000 tons of tissue paper, almost
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the same as a year earlier, and exported 692,000 tons, down 2.81% YoY, with a consumption of 7.876mn tons, up 10.50%
YoY.

Figure 19: Tissue paper demand growth steady in China Figure 20: China self-sufficient in tissue paper
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North Europe and North America have the highest annual tissue paper consumption per capita in the world, with
Sweden leading at 24 kg and the US follows at 21.9 kg. South Korea, Japan and Taiwan are the three largest tissue paper
consuming regions in Asia, consuming 19.7 kg, 13.8 kg and 10.1 kg per capita per annum, respectively, while the average
Chinese only consumed 6.27 kg or RMB69 of tissue paper in 2016. According to RISI, global tissue paper consumption
grew at an annual rate of under 4% from 2011 to 2015, compared with at least 6.6% for China, suggesting huge growth
potential in the Chinese market.

Figure 21: Annual per capita consumption of tissue paper in China
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Source: China Paper Association; China Statistical Yearbook; Research Dept, CSC/

Tissue paper consumption in China grew at a CAGR of 10.53% from 390,000 tons in 1985 to 8.68mn tons in 2016, with
the proportion of toilet paper falling from over 90% to around 60% while facial tissue quickly picking up the slack. The
Chinese tissue paper market is worth around RMB90bn at the moment, and is expected to maintain a growth rate of
8%-10% going forward, with non-toilet tissue paper estimated to beat the wider tissue paper market with a growth rate
of 15%-20%.

Please read the disclaimer on the last page.
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Figure 22: China tissue paper consumption composition Figure 23: China tissue paper consumption composition 2016
2010
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Source: Wind; Research Dept, CSCI Source: Wind; Research Dept, CSCI

China’s tissue paper industry still faces a supply glut, with a capacity utilization rate of 83% in 2016, pulling down tissue
paper prices. However, there has been a price uptick since July, topping RMB8,500 per ton recently.

Figure 24: China’s tissue paper production capacity Figure 25: Tissue paper prices on the up recently
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3. C&S Paper: moving upscale and ramping up capacity

3.1 Profitability improves on higher gross margin products

In 2016, toilet paper had a gross margin of 30.9%, representing 43.26% of C&S Paper’s total revenue, while non-toilet
tissue had a gross margin of 41.91%, accounting for 53.54% of the total revenue, up 1.25 pct YoY, suggesting an
enhancement in the company’s product lineup as it keeps launching higher margin products catering to upmarket needs.

Statistics show that C&S Paper’s B2C facial tissue/toilet paper sales value reached RMB53mn/RMB29mn in August,
accounting for 10.4%/9.8% of total market sales, up from 9.3%/8.8% in 1Q17.

Please read the disclaimer on the last page.
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Figure 26: C&S Paper keeps on optimizing its product portfolio
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Source: C&S Paper’s website; Research Dept, CSCI

Yuan has been climbing against the dollar during the first nine months of 2017, with the USD/CNY exchange rate reaching
6.57 on Sep. 1, up 5.60% from the beginning of the year, welcome news for C&S Paper’s pulp procurement despite a
price uptick. Meanwhile, the company has established a global network of large pulp suppliers to ensure steady pulp
supply.

Figure 27: USD/CNY exchange rate movements
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Source: Wind; Research Dept, CSCI

3.2 Riding the unbleached tissue paper trend

As one of the “Big Four”, C&S Paper has been relentlessly investing in product innovation to cement its leading position
in the industry.

Please read the disclaimer on the last page.
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Table 4: C&S Paper’s patented products
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Source: C&S Paper’s website; Tmall; Research Dept, CSCI

Recent years have seen unbleached tissue paper rising in the tissue paper industry, accounting for 1.6% of the tissue
paper market in Feb. 2017, up a notable 166.67%. According to our grassroots survey, unbleached tissue paper is
expected to capture a market share of around 10% going forward, representing a market size of RMB9-10bn in the
context of a RMB90bn tissue paper market.

To better respond to this market trend, C&S Paper has launched a “Natural Wood” series made of 100% imported virgin
wood pulp, well received by consumers.

Table 5: C&S Paper’s new offerings
EITEA i Bl o He At e

' T 100% R A, FRIBERT, ABiD,

HAAARZRS 7 . N
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60%1 20

Source: C&S Paper’s website; Tmall; Suning; Research Dept, CSCI
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Table 6: C&S Paper’s product lineup
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The 18-pack “Natural Wood” series sells at RMB70, 30-40% pricier than the traditional C&S and Face series, thus
providing higher gross margin. C&S Paper now looks to such high value-added products to weather the headwinds from
intensified competition in the tissue paper market.

Table 7: The “Natural Wood” series sells at a premium of 30-40%
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[RiEEH] FERMEAMEABNEREHRIE120iMEHF 180
e, SO HE0RE
VEZ face R4 BRr _
= Face 76 [ = R iE =3
— o ¥49.90

Source: Tmall; Research Dept, CSCI

3.3 Stepping up marketing and e-commerce

C&S Paper has a marketing team of more than 1,000 people, many of them poached from GHY Paper. Its sales network
covers nearly 2,000 Chinese cities, still extending reach to more counties through its direct sales channels and to towns
through dealership.

Table 8: C&S Paper’s sales channels

E4 LEwEE B HERHE
2015 4 1000 £ 5 2000 M T 24N, HESY, W, B
2016 4 1000 £ 5 2000 M T PR, ELE SR, EBERY, W, B
2017 4 1700 £ 2000 M T PR, ELE SR, EBERY, M, B

Source: company announcement; Research Dept, CSCI

To better navigate the online shopping frenzy, C&S Paper has poured more money into e-commerce platforms such as
Yihaodian and Tmall. It is worth noting that the company’s overall period expense ratio for 1H17 was 26.73%, a mere
0.63 pct increase YoY.

Please read the disclaimer on the last page.
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Figure 28: C&S Paper’s e-commerce presence
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Source: C&S Paper’s website; Research Dept, CSCI

3.4 Ramping up production capacity

In 2009, C&S Paper had a tissue paper production capacity of 186,000 tons, including 41,000 tons in Zhongshan
(Guangdong), 47,000 tons in Jiangmen (Guangdong), 28,000 tons in Jiaxing (Zhejiang), 25,000 tons in Xiaogan (Hubei)
and 45,000 tons in Chengdu (Sichuan). As the company seeks to expand business foothold across China, more capacity
has been added—including an increase of 25,000 tons in Tangshan (Hebei), a scale-up to 167,000 tons in Jiangmen, a

ramp-up to 130,000 tons in Chengdu, and an addition of 120,000 tons in Yunfu (Guangdong)—taking its total annual
production capacity to 505,000 tons.

Figure 29: C&S Paper’s seven major production bases in China
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Source: C&S Paper’s website; Research Dept, CSCI
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To preempt a demand gap amid robust sales growth, C&S Paper is eying further capacity expansion—including 120,000
tons in Yunfu and 25,000 tons in Tangshan—both targeting the high-end segment.

Table 9: C&S Paper’s production capacity

By, Jmg 2009 “E7=fE 2016 %728 2017-2018E /=8 KRB A RS
JRILI] 8.8 16.7 16.7
I REB 12 24
WITLFE M 2.8 3.8 38
il =3 2.5 25 2.5 20
P9)1] B 45 13 13
WL LW 2.5 5 5
4t 18.6 50.5 65

Source: C&S Paper’s website; Research Dept, CSCI

3.5 Stock incentives

In Oct. 2015, C&S Paper launched a restricted stock incentive plan to grant 19mn restricted shares in three tranches
(30%/30%/40% after 12/24/36 months of the first granting), accounting for 3.90% of the company’s share capital as of
the date the plan was announced, on the precondition that operating revenue/net profit for 2016/2017/2018 should
reach the target of RMB3.456bn/156mn, RMB4.037bn/238mn and RMB4.618bn/308mn, respectively.

Table 10: C&S Paper’s restricted stock incentive plan

WRD B bR #2014 FEWBAREE (%) %2014 FHFNEEWK (%) 8 LEEWRARE (%) B LERFERE (%)

2016 “Fiih H i MET 37 MET 129 16.8 77
2016 4R35 BR5E L 51.06 285.80 28.74 195.27
2017 “F3URh H A AMET 60 AT 249 16.8 52.4
2018 “Fiih H i KT 83 MET 352 14.4 29.5

Source: company announcement; Research Dept, CSCI

With performance target beaten, C&S Paper issued 17.133mn/1.867mn restricted shares to 242/68 persons in Jan/Feb
2016 at RMB4.25/4.80 apiece, accounting for 3.52%/0.38% of the company’s share capital as of the date the incentive
plan was announced, and unlocked the first tranche of 5.51286mn restricted shares in 1H17, accounting for 1.09% of
the company’s current share capital.

In August, C&S Paper unveiled its first ESOP, covering nine of its core employees. As of Sep. 29, 2017, the ESOP had

accumulated 14.77mn shares bought from the secondary market at RMB13.6503 apiece with a total value of RMB201mn,
accounting for 1.95% of the company’s share capital.

Table 11: C&S Paper’s stock incentives

P HEA R SERRNERE it SRR B
1 X5 % REH, RIEHRK 1400 Eel

2 MIFRRS HEH, FlMLH 700 187-997-‘;4

3 X445 i 1600 26.51;

4 JA & RIS 700 8.97%

5 HARZ0ET AR - 3400 43.60%

Source: company announcement; Research Dept, CSCI
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4. C&S Paper vs. Hengan vs. Vinda vs. GHY Paper

4.1 Headline performance comparison

C&S Paper’s operating revenue stood at RMB3.809bn in 2016, growing at a rate of 0.79% in 2014 (the lowest among the
Big Four), 28.74% in 2016 (closing in on Vinda), and 19.85% in 1H17 (outperforming Vinda). The company has maintained
a CAGR of 15.04% since 2013.

Hengan has been outdoing the other Big Four in terms of operating revenue (RMB19.306bn in 2016), but with much less
impressive growth of -5.82% YoY in renminbi terms in 2016 and 1.53% in 1H17. The company has maintained a CAGR of
5.03% since 2013.

Vinda has been in second or third place among the Big Four by measure of operating revenue, with the fastest growth
rate for the 2014-2016 period and the second fastest in 1H17 at 11.58% after C&S Paper. The company reported an
operating revenue of RMB10.79bn in 2016, growing at a CAGR of 26.36% since 2013.

GHY Paper had an operating revenue of RMB9.786bn in 2016, about half that of Hengan, growing at a muted 2.61%/5.31%
YoY in 2016/1H17, outpaced by C&S Paper. The company has maintained a CAGR of 11.55% since 2013.

Figure 30: Operating revenue comparison (hundred Figure 31: Operating revenue growth rate comparison (%)
million yuan)

ERERF &&EBFE PR =S4 mVER ERER fEER -TRER =& gRLER
250 40
205.00 35 2.13
200 18810 193.06 20 28.99 28.74
25
150 - 20
95.37 107.9 97.86 99.92 15
100 8126 8129 H
63.02 5189 5000 10—
50 o sql-—— | TV M °
25.22 - 2123 0
0 5
2014 2015 2016 2017HL -10 582
2014 2015 2016 2017H1
Source: Wind; Research Dept, CSCI Source: Wind; Research Dept, CSC/
Figure 32: Tissue paper sales revenue comparison Figure 33: Tissue paper sales revenue growth rate comparison
(hundred million yuan) (%)
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In terms of overall gross margin, Hengan benefited from its diversified product portfolio, seizing the first spot at 48.64%
in 1H17, up 2.53 pct on 2014, followed by C&S Paper (36.16%), Vinda (30.53%) and GHY Paper (25.28%).

With regards to gross margin for tissue paper products, C&S Paper led the Big Four with a gross margin of 36.73% in
1H17, up 6.51 pct on 2014, trailed by Hengan, which was the champion for the 2014-2016 period thanks mainly to its
high-end positioning.

As to net profit margin, Hengan again is the clear winner, up 1.89 pct to 18.56% in 1H17 from 2014, while C&S Paper
made the greatest progress, jumping 4.69 pct to 7.37% in 1H17 from 2014, compared with a slide from 7.43% in 2014
to 5.07% in 1H17 for Vinda and a mere 2.27% in 1H17 for GHY Paper.

Figure 34: Overall gross margin comparison (%) Figure 35: Hengan’s gross margin by business unit (%)
— B =i E S EANG i i —PAEmE —grhl% Pid 73 R
55 80
50 70 i
a—
-
45
60
40
50
35
e 40
30 - —
25 30
20 20
2014 2015 2016 2017H1 2014 2015 2016 2017H1
Source: Wind; Research Dept, CSCI Source: Wind; Research Dept, CSCI
Figure 36: Gross margin comparison (%), tissue paper Figure 37: Net profit margin comparison (%),
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In 2016, C&S Paper crossed the RMB100mn mark to post RMB260mn in net profit attributable to the parent, soaring a
whopping 195.45% YoY albeit still shy of half that of Vinda. The company has maintained a CAGR of 16.13% since 2013.

Hengan posted RMB3.597bn in net profit attributable to the parent in 2016, 6/10/12 times that of Vinda/GHY Paper/C&S
Paper, up 5.98% YoY, further growing 13.39% YoY in 1H17. The company maintained a CAGR of 7.12% for 2013-2016.

Vinda reported a net profit attributable to the parent of RMB585mn in 2016, surging 122.43% following a 43.80% drop
in 2015. The company recorded a CAGR of 11.06% for 2013-2016.

GHY Paper’s 2013-2016 CAGR for net profit attributable to the parent was 49.00%, the highest of the Big Four.

Please read the disclaimer on the last page.
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Figure 38: Net profit attributable to the parent comparison Figure 39: Comparison of growth rate of net profit attributable
(hundred million yuan) to the parent (%)
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4.2 Revenue breakdown comparison

C&S Paper gets the bulk of its revenue from tissue paper, with toilet/non-toilet paper and semi-finished products
accounting for 43.26%/53.54% and 2.04% of its offerings in 2016, making improvements in profitability on the back of
ever increasing proportion of high gross margin products.

Likewise, Vinda drew 83.13% of its operating revenue from tissue paper in 2016, with toilet paper, facial tissue and paper
handkerchiefs respectively responsible for 50.00%, 26.00% and 12.00% of its 2015 revenue.

Hengan mainly sells tissue paper, sanitary towels and paper diapers, which respectively accounted for 47.03%, 34.08%
and 11.15% of the company’s operating revenue for 2016.

GHY Paper derives more than 98% of its operating revenue from tissue paper, with finished products making up more
than 80% of its major offerings.

Figure 40: Hengan’s revenue breakdown 2016 Figure 41: Vinda’s revenue breakdown 2015
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Figure 42: C&S Paper’s revenue breakdown 2016 Figure 43: GHY Paper’s revenue breakdown 2016
B e Y S oY i R O T 128 SRAC m AT R
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Source: Wind; company announcement; Research Dept, CSCI Source: Wind; Research Dept, CSCI

4.3 Capacity comparison

C&S Paper has been steadily stepping up capacity on top of its seven production subsidiaries located in Eastern, Western,
Northern, Southern and Central China.

Hengan beefed up its production capacity from 900,000 tons in 2012 to an estimated 1.5mn tons in 2015, alongside 40
plus production subsidiaries across 15 provinces/cities/municipalities in China, enabling the company to quickly respond
to market demands.

Vinda has scaled up its tissue paper production capacity from 620,000 tons in 2012 to 1.1mn tons in 2017, with its 14
production bases located in China, Taiwan, Malaysia and Australia, laying a solid foundation for the company’s rising
sales outside China.

GHY Paper saw its production capacity leap from 456,000 tons in 2011 to 1.32mn tons in 2016, and is eying a capacity
boost in 2018 once its Suzhou-based TM13/14 comes on steam. The company has production bases in Tianjin, Shenyang,

Chengdu, Wuhan, Fuzhou, Guangdong, Hainan and Qingdao.

Table 12: Production capacity comparison

2013 ¢ 2014 4 2015 4¢ 2016 £F 2017E
(ERES] 90 96 102 114 143
Yeik [H br 70 89 95 104 110
r I 2 33 44.5 47 47 50
SLnt 85.6 117 127 132 132

Source: Wind; Research Dept, CSCI
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Figure 44: Hengan’s capacity distribution
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Figure 45: Vinda’s capacity distribution (in China)
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Figure 46: C&S Paper’s capacity distribution Figure 47: GHY Paper’s capacity distribution
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Source: C&S Paper’s prospectus; Research Dept, CSCI

4.4 Strategy comparison

Source: GHY Paper’s website; Research Dept, CSCI

C&S Paper targets different consumer groups with different products, and has created a retail fortress through its
strategic partnerships with supermarket chains such as Walmart, Carrefour and PARKnSHOP.

Hengan is pursuing a flattened and platform-based operating model featuring full delegation and decision-making
autonomy. The transformation has started to pay off, as seen by rising revenue and profit growth rate.
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Vinda has branched out into areas such as paper diapers and sanitary towels. Its HKD1.144bn purchase of SCA's
operations in mainland China, Hong Kong and Macau helped extend its product portfolio to adult, baby and feminine
care. The company is diverging from being a tissue paper pure-play to securing a leadership position in all of its product
categories.

GHY Paper—operating as a subsidiary of APP, one of the world’s largest pulp and paper companies—enjoys stable raw
material supply and strong sales channels throughout 160 countries and regions on the back of APP’s support. The
company mainly produces tissue paper, kitchen towel and wet paper towel occupying all price segments, with Breeze
its main cash cow contributing more than 80% of its gross margin in recent years.

Table 13: Financial benchmarking

AT 1822 Hfr EAN EirE BER
2015 2016  2017H1 2015 2016 2017H1 2015 2016 2017H1 2015 2016  2017H1
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B (270 205  193.06  99.92 95.37 97.86 50 81.29  107.9 54.89 29.59  38.09 21.23
L (%) 8.98 -5.82 1.53 17.33 2.61 5.31 2899 3237 11.58 17.34  28.74 19.85
i)kd?ﬁ Hdr: AEFEAHA (2o 90.48  90.66 45.7 91.16 96.39 - 78.39 89.66 44.03 29.33  37.65 20.86
[EL (%) 5.64 0.20 0.04 15.03 5.74 - 26.27 14.38 4.66 17.00  28.44 19.00
bt (%) 19.90  20.10 - 17.00 17.00 - 14.30 14.20 - 6.80 7.80 -
ZEEEBME (%) 47.61  48.78 48.64 26.74 28.37 25.28 30.51 31.66 30.53 3203 3592 36.16
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LR TEETE WO 1.91 1.79 2.35 3.52 3.95 4.98 1.11 1.37 1.52 3.54 1.55 1.14
VERSE I NN ATl 33.94 3597 18.54 1.64 3.61 1.11 2.63 5.85 2.78 0.88 2.6 1.56
Lt (%) 9.87 5.98 13.39 8.13 120.11 29.55 -43.8 122.43 -0.2 29.41  195.45 47.81
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Source: Wind; Research Dept, CSCI

5. Investment guidance

C&S Paper provides a guidance of RMB217mn-272mn for net profit attributable to the parent for the first three quarters
of 2017.

We project the company to net a profit of RMB353mn/465mn for 2017/2018, up 35.6%/31.7% YoY, corresponding to
EPS of RMB0.47/0.61 and 30x/23x PER. The company currently has a valuation of RMB10.6bn. Maintain Buy.

Risk factor: Pulp price uptrend might carry forward while industry competition remains intense.

Please read the disclaimer on the last page.
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Company Rating Definition

The Benchmark: Hong Kong Hang Seng Index; Time Horizon: 12 months

Buy 12-month absolute total return: >=10%
Hold 12-month absolute total return: >-10% but <10%
Sell 12-month absolute total return: <=-10%
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