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. . . NOT RATED
Improvement of pipe sales + upside on new business

Current Price HK$7.55

We see several positive drivers on China Lesso: (1) the potential recovery of
infrastructure spending and favourable weather should drive higher sales volume
growth of plastic pipe in 2H19E; (2) increasing pricing power should continue to

. ; China Industrial
enhance gross margin; (3) on-track new business development should offer

growth driver over the medium term. While share price gained >100% YTD Wayne Fung, CFA
(mainly driven by significant margin expansion in 1H19), it is still trading at only (852) 3900 0826
7.4x/6.5x 2019E/20E consensus earnings. waynefung@cmbi.com.hk
B Plastic pipe business: capacity growth and upgrade to drive growth.
China Lesso doubled its annual sales volume of plastic pipe between 2012 S0 S [DEIE
X o Mkt Cap (HK$ mn) 23,423
and 2018. As at end-Jun 2019, the annual capacity of plastic pipe was 2.69mn i
. . ! ! g 3 mths t/o (HK$ mn) 47.5
tonnes. Going forward, China Lesso plans to expand its capacity by 150-200k 52w High/Low (HK$) 7.84/3.68
tonnes annually. Besides, the Company is on-track to upgrade its existing Total Issued Shares (mn) 3,102
capacity to achieve automation in order to increase the yield rate and reduce ST R S
labour cost. For overseas market, China Lesso Ieas'ed a piece of land in Shareholding Structure
Indonesia to build capacity. We expect Southeast Asia will become another Wong Luen Hei 68.49%
growth driver for the Company’s plastic pipe business. Others 31.51%

Source: HKEx
B Potential pickup of construction activities; limited impact on property

weakness. China Lesso expects the sales volume growth to improve given SlEre PECNTENTE

. . s . . Absolute Relative
the pickup of construction activities following weakness in summer due to 1-mth +3.6% +2.2%
heavy rainfall. On the other hand, the potential weakness of property market 3-mth +23.1% +33.4%
will not have significant impact on the Company as the customers are the large 6-mth +64.0% +79.9%

. . Source: Bloomberg
property developers that are gaining market share. We expect China Lesso to
deliver high single digit growth for the full year, versus 6.6% in 1H19. 12-mth Price Performance
B Resilient margin to continue on strong pricing power. The economies of g(:',m) ——2128HK  — HSI (rebased)

scale, nationwide distribution network and well diversified customer portfolio 50

(largest customer accounts for only 2% of total revenue) are the keys to enable 60

China Lesso to maintain strong pricing power. Gross margin was stable at 24- o

27% in 2010-2018, and further expanded to 28.7% in 1H19. Going forward, >0

we expect the gross margin to remain resilient as the non-PVC product margin 10

0.0 +
9/2018 12/2018 3/2019 6/2019 9/2019

continues to improve on better competitive landscape.

. Source: Bloomberg
Earnings Summary

(YE 31 Dec) FY16A FY17A FY18A Al [Eatiusl 2 Vel
Revenue (RMB mn) 17,221 20,360 23,734
YoY growth (%) 12.8 18.2 16.6
Net income (RMB mn) 1,922 2,293 2,492
EPS (RMB) 0.62 0.74 0.80
YoY growth (%) 18.8 19.4 8.7
EV / EBITDA (x) 8.6 7.0 6.3
P/E (x) 10.3 8.5 8.3
P/B (X) 1.8 1.4 1.4
Yield (%) 0.8 0.0 0.0
ROE (%) 18.3 18.6 17.6
Net debt / equity (%) 7.0 28.1 35.0

Source: Company data, CMBIS estimates
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B Environmental protection business is small but growing fast. China Lesso has
continued to expand its environmental protection business. After the acquisition of 70%
equity interest in Jiangsu Yongbao (mainly engaged in the provision of hazardous waste
treatment services) in Oct 2018, China Lesso plans to leverage the technology to its
other existing projects. The revenue contribution in 1H19 was RMB151mn, accounting
for 80% of its full year revenue of RMB188mn in 2018.

B Lesso Home. China Lesso grew its land bank in the overseas (including the US,
Canada, Australia and some Southeast Asian countries) over the past few years. China
Lesso plans to promote Lesso Home as the “one-stop specialized market for home
furnishing products in the overseas market by helping the Chinese building material and
home furnishing maker in building a cross-border platform for exhibition and promotion
of their products. Rental income is the major source of revenue for Chine Lesso. As at
end-Jun 2019, the investment properties amounted to RMB5.86bn. In 1H19, revenue
was RMB137mn. We expect the revenue contribution will be much higher in a few years.

B Company background. China Lesso is a large-scale industrial group that
manufactures building materials and interior decoration products in China. The
Company offers >10,000 types of products, including plastic piping system (made of
PVC, PE, PP-R and other plastic resins), sanitary ware products and sanitary materials
etc. They are widely applied to fields such as interior decoration, water supply, drainage,
power supply and telecommunications, gas transmission, agriculture, aquaculture, floor
heating and fire services.

Figure 1. Revenue breakdown by region Figure 2: Sales volume of plastic pipe
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Figure 3: Revenue breakdown by product Figure 4: China Lesso’s plastic pipe gross margin
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Figure 5: China PVC price Figure 6: China high-density polyethylene (HDPE)
10,000 price
9,000 14,000
8,000
12,000
7,000
o 0000 W
5,000 8,000
4,000 6,000
3,000
4,000
2,000
1,000 2,000
0 0

@ A 5 B I L G I I I

Source: Wind, CMBIS Source: Wind, CMBIS

Figure 7: China Lesso land bank (as at end-2018

Region Site area / GFA (Sq ft) Type Lease term Interest (%)
Thailand 3,557,955 Complex land Freehold 75
us 3,347,896 Complex land Freehold 100
us 4,755,918 Complex land Freehold 100
us 723,302 Commercial building Freehold 100
Canada 1,994,351 Industrial land Freehold 100
Canada 1,750,241 Commercial land Freehold 100
Canada 139,046 Commercial building Freehold 100
Australia 2,320,699 Industrial land Freehold 100
Australia 298,191 Industrial building Freehold 100
China 1,392,982 Commerical land Leasehold 100
China 221,825 Commerical land Leasehold 100

20,502,406
Source: Company data, CMBIS
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covered in this report.
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BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months
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