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Brand and cash value ignored

Nippecraft is trading at 0.4x P/B and 0.6x net cash of
S$0.069/share. FY20 was marginally profitable. ROIC of
3.3% is a turnaround from 2 years of negative returns, due to
reduced losses from stationery and higher share from the
profitable pulp trading. It booked US$0.6m in job support.

Balance sheet has net cash of US$18m that helps to secure
trade finance credit needed for the trading business. Due to
the cash holdings, EV is negative US$6.6m.

Stationery sales, under its brands Collins and Debden,
fell by an average 11.9% over the last 5 years, and the
business has been in the red. In FY20, it fell by a smaller
6.6% to US$14.7m, and incurred a smaller EBIT loss of
US$1.4m, or EBIT margin of -9.5%. The challenges include:
1) a structural shift in demand. Digital devices are taking over
pen and paper; and 2) increasing share of e-commerce,
further exacerbated by Covid.

Trading in pulp products forms the bulk of revenue
(~90%) and held up the bottomline. The customers are
pulp producers, traders and paper product manufacturers.
The contracts are back-to-back, and Nippecraft does not
hold open position on price or quantity. EBIT margin was
1.5% in FY20. ~50% of trades are booked with related
companies under APP group.

The potential earnings catalysts are: 1) It plans to launch
new lifestyle products under its established brands and to
expand its e-commerce footprints. It has also refined its
purchasing process to lower costs; 2) The rise in e-
commerce is fueling demand for corrugated carton boxes
and packaging materials. Due to environmental concerns,
China has reduced the import and recycling of scrap paper,
lifting pulp demand.

YE 31 Dec (US$m) FY16A
Revenue 114.6
EBIT @.7)
Net profit (2.0)
EPS (US cents) (0.6)
DPS (US cents) -
Net cash / (debt) 16.4
Valuation

EBIT margin (%) (1.5)
ROIC (%) (11.0)
EV/EBITDA (x) 41
P/E (x) -

Dividend yield (%) -

FY17A FY18A FY19A FY20A
125.8 115.0 120.6 143.0
0.5 (0.3) (0.1) 0.5
0.0 (0.6) (0.9) 0.1
0.0 (0.2) 0.2) 0.0
11.6 15.0 14.1 18.2
0.4 0.2) (0.1) 0.4
1.8 0.7) 1.2) 3.3
(0.0) (13.9) (4.9) (8.5)
726.6 - - 197.0
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Investment Summary

Nippecraft was marginally profitable at US$0.06m in FY20. ROIC of 3.3% was a
turnaround from two years of negative return. This was attributed to reduced losses
at stationery sales and a higher share of the profitable pulp trading operations. That
said, it also enjoyed US$0.6m in Covid-related job support from the government.

Balance sheet has net cash of US$18m that facilitates the trading business through
its ability to secure trade finance lines. Accounts receivable days have risen to 81
days (FY19: 75 days) but is still manageable at 22% of sales. Due to the cash
holdings, EV is negative US$7.9m.

Stationery

Nippecraft develops and markets writing materials and lifestyle products under its
brands Collins and Debden. Collins is a leading stationery brand in the UK and
Australia that dates back to early 1800’s in the UK. Debden was introduced into
Australia and New Zealand in 1978. The products are sold through a network of
distributors and wholesalers, B2B channel serving corporate clients and e-commerce
sites. The key markets are UK and Australia. Sale of diaries and planners to
corporate clients and retail channels is a key component of revenue.

Pulp Trading

Trading in pulp products forms the bulk of revenue (~90%). The customers are pulp
producers, traders and paper product manufacturers. The contracts are back-to-back,
and Nippecraft does not hold open position on price or quantity. Net cash of US$18m
in its balance sheet enables it to secure trade finance credit for the trading business.
About 50% of trades are booked with related companies under the Asia Pulp & Paper
Group. As these contracts are lumpy, one third-party Malaysian customer accounted
for 23% and another HK customer 12.7% of turnover in FY20.

Revenue (USSm) EBIT (in US$m)

6.00
5.00
4.00
3.00
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Operational performance

Stationery sales fell by an average 11.9% over the last 5 years, and the business has
been in the red. In FY20, it fell by a smaller 6.6% to US$14.7m, and incurred a
smaller EBIT loss of US$1.4m, or EBIT margin of -9.5%. The pulp trading earns an
EBIT margin of 1.5% and have been profitable.

Core stationery business faces challenges from 1) a structural shift in demand.
Digital devices are taking over pen and paper. Consumers are pivoting to online
applications for record keeping, diaries and planners, which are Nippecraft's bread
and butter product; and 2) increasing share of online transactions. Online e-
commerce platforms are gaining share from mall owners, brick and mortar retailers
and bookshops, which are Nippecraft's traditional sales channels.



Investment Summary

Other global players are facing similar shifts in consumption trends. Moleskine, the
global brand for notebooks and journals held under listed D’leteren Group, reported
37.6% decline in FY20 sales to €102.3m, due to closure of own and customers’ retail
branches and lower corporate spending, partially offset by growth in e-commerce and
online wholesale channels. Adjusted operating loss was €1.5m (FY19: profit €18.9m).

To address these, Nippecraft intends to expand its e-commerce footprint on its
websites and those of third parties. It also plans to expand product portfolio to include
lifestyle products and marketed under its brands.

UK has begun its reopening progressively after a prolonged lockdown that has hurt
consumer spending. Although the end of restrictions is postponed by four weeks,
initially planned for 21 Jun, the economy is expected to rebound from Q2. Australia’s
business conditions have improved with jobless rates down to a 17-month low of 5.1%
in May. The economic recovery will underpin demand for consumer discretionary.

On the cost front, management is refining its procurement strategy. The current
practice is to place bulk orders with suppliers one year ahead of delivery so as to enjoy
lower prices. The quantity ordered are based on internal estimates of the expected
demand. Actual orders from customers and retailers are only received about 3 to 6
months before delivery. Nippecraft therefore faces the risk of over- or under-ordering,
especially for diaries and planners.

To mitigate this, the company intends to place smaller and more frequent orders with
greater visibility of customers’ demand. It will also shorten the delivery lead-time from
production to delivery to the sales channel. While this might raise the cost of
production, increased demand certainty will cut down on inventory obsolescence.
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The rise in e-commerce has fuelled demand for corrugated carton boxes and
packaging materials. Due to environmental concerns, China has reduced the import
and recycling of scrap paper, further lifting demand for pulp.

Producer price index: Wood Pulp
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DISCLAIMERS AND DISCLOSURES

This report has been prepared and distributed by SAC Capital Private Limited (“SAC Capital”) which is a holder of a capital
markets services licence and an exempt financial adviser in Singapore.

This report has been prepared for the purpose of general circulation, we have not had regard to the specific investment
objectives, financial situation, tax position or unique needs and constraints of any individual person or any specific group of
persons and does not purport to be comprehensive or contain all necessary information which a prospective investor may
require in arriving at an investment decision. Any prospective purchaser should make his own investigation of the securities
and all information provided. Advice should be sought from a financial adviser regarding suitability, taking into account the
specific investment objectives, financial situation or particular needs of the person in receipt of the recommendation, before a
commitment to purchase is entered into.

This report does not constitute or form part of any offer or solicitation of any offer to buy or sell any securities. This report is
confidential and the information in this report shall not be copied or reproduced in part or in whole, and save for the recipient of
this report, shall not be disclosed to any other person without the prior written consent of SAC Capital. The distribution of this
report outside the jurisdiction of Singapore is also strictly prohibited.

Whereas SAC Capital has not independently verified all the information set out in this report, all reasonable care and effort has
been taken to ensure that the facts stated herein are accurate, this report might contain certain forward looking statements and
forward looking financial information which are based on certain assumptions and involve known and unknown risks,
uncertainties and other factors which may cause the actual results or performance of the subject company to be materially
different from those expressed herein. Predictions, projections or forecasts of the economy or market trends are not indicative
of the future performance of the subject company. The inclusion of such statements and information should not be regarded as
a representation, warranty or prediction with respect to the accuracy of the underlying assumptions of the subject company or
that the forecast results will or are likely to be achieved.

Our opinion and facts set out in this report are based on the market, economic, industry and other applicable conditions
prevailing as at the date of the preparation of this report. Such conditions may change significantly over a relatively short
period of time and we assume no responsibility to update, revise or reaffirm our opinion in light of any development
subsequent to the publication of this report, that may or may not have affected our opinion contained herein.

This report contains forward-looking statement which are based on assumptions or forecasts and are subject to uncertainties
which may result in the actual result or performance to be materially different from the opinion or facts set out herein. Caution
should be exercised in placing undue reliance on such statements. such assumptions or forecasts may change over a
relatively short period of time and we assume no responsibility to update, revise or reaffirm our opinion in light of any
development subsequent to the publication of this report.

No representation or warranty, expressed or implied, is made and no responsibility is accepted by the company, SAC Capital,
or any of their affiliates, advisers or representatives as to the fairness, accuracy, completeness or adequacy of such
information or facts, in this report or any other written or oral information made available to any interested party or its advisers
and any liability therefore is hereby expressly disclaimed.

SAC Capital and its associates, directors, and/or employees may have positions in the securities covered in the report and
may also perform or seek to perform other corporate finance and/or capital markets related services for the company whose
securities are covered in the report. SAC Capital and its related companies may from time to time perform advisory services or
solicit such advisory services from the entity mentioned in this report (“Other Services”). This report is therefore classified as a
non-independent report. However, the research professionals involved in the preparation of this report are independent of
those possible or actual business relationships as they have not and will not participate in the solicitation or provision of such
business.

As at the date of this report, SAC Capital does not have proprietary positions or interests in the subject company, except for:

Party Quantum of position

Nil Nil

As at the date of this report, SAC Capital, has had business relations with the subject company within the past 12 months, as
disclosed hereunder:

Nature of Business Relation Date of Business Relation

Continuing Sponsorship Ongoing relation
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As at the date of this report, none of the analysts who covered the securities in this report have any proprietary position or
material interest in the subject companies covered here in, except for:

Analyst name Quantum of position

Nil Nil

ANALYST CERTIFICATION/REGULATION AC

As noted above, research analyst(s) of SAC Capital who produced this report hereby certify that

(i) The views expressed in this report accurately reflect his/her personal views about the subject corporation(s);
(i) The report was produced independently by him/her;

(i) He/she does not on behalf of SAC Capital or any other person carry out Other Services involving any of the subject
corporation(s) or securities referred to in this report; and

(iv) He/she has not received and will not receive any compensation directly or indirectly related to the recommendations or
views expressed in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect
of the securities in this report. He/she has not and will not receive any compensation directly or indirectly linked to the
performance of the securities of the subject corporation(s) from the time of the publication of this report either.



