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Table 1 : Investment Statistics (Daibochi; Code: 8125) Bloomberg: DPP MK 
 FYE Dec Turnover Net 

Profit 
EPS Chg PER C.EPS* P/BV Net 

gearing 
ROE Gross Div  

 
(RMm) (RMm) (sen) (%) (x) (sen) (x) (x) (%) Yld. (%) 

2010a 267.7 18.2  24.0 -20.1 10.9 - 3.2 0.1 13.8  6.0 
2011f 290.4 20.5  27.0 12.5 9.6 28.0 2.8 0.1 14.4  6.5 
2012f 311.2 24.6  32.5 20.4 8.0 35.0 2.4 0.1 15.9  7.8 
2013f 345.9 27.8  36.6 12.7 7.1 39.0 2.2 net cash 16.5  8.8 

Main Market Listing / Trustee Stock                                                                                             * Consensus Based On IBES Estimates  

♦ Raw material prices to stabilise? Despite the global economic 
uncertainty, Daibochi is positive on the outlook for the packaging industry. 
This is on the back of potential new packaging contracts and positive 
developments in the electronics packaging project. In terms of raw material 
costs, the company has seen prices ease following the spike in the 1HFY11. 
We understand this was helped by the resumption of supply from Japan for 
solvent and ink (which account for 8% and 11% of total raw material 
costs). In addition, Daibochi indicated that raw material costs could fall 
around 2-5% in the coming quarters. We believe this is due to the fact that 
crude oil prices have tapered off to below US$80/barrel (from the high of 
US$114.8/barrel). This could potentially benefit Daibochi as resins account 
for 51% of total raw material costs and hence translate into margin 
expansion going forward. 

♦ Overseas gaining traction. Daibochi expects stronger contribution from 
the overseas markets in particular, Australia and Thailand. Note that 
currently 40% of revenue is derived from exports (Thailand, Philippines and 
Australia). We understand existing customers i.e. Purina (pet food) and 
Fonterra (dairy products) have increased volume orders. In addition, 
Daibochi is in the midst of securing new packaging contracts with an MNC in 
the food and beverage segment which could commence distribution by end 
of 2011. Daibochi is positive on the Australian market which it expects to 
account for 30% of total revenue within the next two years from 15% 
currently. Going forward, we believe this will put Daibochi on a stronger 
footing in growing contract volume as well as securing new customers.  

♦ Risks. The risks include: 1) sharp spike in raw material prices; 2) product 
contamination; 3) loss of contracts from major customers; 4) shutdown / 
plant accidents; and 5) heavy reliance on one / more customers.   

♦ Forecasts. We are raising our FY11-13 net profit forecasts by 1.2%, 3.1% 
and 5% respectively having adjusted our raw material costs assumptions. 

♦ Investment case. Post-earnings adjustment, our fair value estimate is 
raised slight to RM3.08/share (from RM3.00) based on 9.5x FY12 EPS. 
While management appears to be positive on the outlook for the packaging 
industry, there may be concerns about earnings visibility given the weaker-
than-expected global economic recovery. Our forecasts have reflected 
conservative earnings projection. Therefore, we reiterate our Market 
Perform call on the stock. 
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Please read important disclosures at the end of this report. 

 
 

Issued Capital (m shares)  75.9 
Market Cap (RMm)  197.3 

Daily Trading Vol (m shs) 0.1 

52wk Price Range (RM) 2.32-3.24 

Major Shareholders: (%) 
Low Chan Tian 11.6 

Datuk Wong Soon Lim  6.5 
 
 

FYE Dec FY11 FY12 FY13 
EPS chg (%) +1.2 +3.1 +5.0 

Var to Cons (%) -3.7 -7.3 -6.2 
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Salient points from the analyst briefing 

♦ Raw material prices to stabilise? Despite the global economic uncertainty, Daibochi is positive on the outlook 
for the packaging industry. This is on the back of potential new packaging contracts and positive developments 
in the electronics packaging project. In terms of raw material costs, the company has seen prices ease following 
the spike in the 1HFY11. We understand this was helped by the resumption of supply from Japan for solvent and 
ink (which account for 8% and 11% of total raw material costs). In addition, Daibochi indicated that raw 
material costs could fall around 2-5% in the coming quarters. We believe this is due to the fact that crude oil 
prices have tapered off to below US$80/barrel (from the high of US$114.8/barrel). This could potentially benefit 
Daibochi as resins account for 51% of total raw material costs and hence translate into margin expansion going 
forward. 

♦ More customers undergoing technical specifications for Tribosafe. We understand Daibochi has started to 
supply to electrostatic discharge (ESD) projects for NSK Global (precision machinery producer based in Japan) 
although these are still in low volumes. This is Daibochi’s second customer after Advanced Semiconductor 
Engineering (ASE). Furthermore, Daibochi will look to engage with several major electronics companies to 
undergo technical qualifications for the products. Already, Daibochi has been approved to undergo technical 
qualifications with Infineon, Western Digital, Seagate, and Skyworks. Daibochi hopes to leverage on Lubrizol 
given its existing presence with the electronic packaging market. Nonetheless, given the high degree of technical 
requirements, the whole process could take up to 9 to 12 months and hence we believe any significant volume 
would only commence in FY12 onwards. Note that we have not imputed any contribution in our forecasts. 

♦ Overseas gaining traction. Daibochi expects stronger contribution from the overseas markets, in particular 
Australia and Thailand. Note that currently 40% of revenue is derived from exports (Thailand, Philippines and 
Australia). We understand existing customers i.e. Purina (pet food) and Fonterra (dairy products) have increased 
volume orders. In addition, Daibochi is in the midst of securing new packaging contracts with an MNC in the food 
and beverage segment which could commence distribution by end of 2011. Daibochi is positive on the Australian 
market which it expects to account for 30% of total revenue within the next two years from 15% currently. 
Going forward, we believe this will put Daibochi on a stronger footing in growing contract volume as well as 
securing new customers.  

 

Forecasts 

♦ Forecasts. We are raising our FY11-13 net profit forecast by 1.2%, 3.1% and 5% respectively having adjusted 
our raw material costs assumptions. 

 

Risk 

♦ Risks to our view. The risks include: 1) sharp spike in raw material prices; 2) product contamination; 3) loss of 
contracts from major customers; 4) shutdown / plant accidents; and 5) heavy reliance on one / more 
customers.   

 

Valuations and Recommendation 

♦ Investment case. Post-earnings adjustment, our fair value estimate is raised slight to RM3.08/share (from 
RM3.00) based on 9.5x FY12 EPS. While management appears to be positive on the outlook for the packaging 
industry, there may be concerns about earnings visibility given the weaker-than-expected global economic 
recovery. Our forecasts have reflected conservative earnings projection. Therefore, we reiterate our Market 
Perform call on the stock. 
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Table 2. Earnings Forecasts  Table 3. Forecast Assumptions 
FYE Dec (RMm) FY10 FY11F FY12F FY13F   FY11F FY12F FY13F 

      Capacity ('m kg) 23.0 23.0 23.0 

Turnover 267.7 290.4 311.2 345.9  Utilisation (%) 70 72 75 

Turnover growth 
(%) 

20.7 8.5 7.2 11.2      

          

Cost of Sales (229.2) (249.4) (263.6) (292.6)      

Gross Profit 38.5 41.1 47.7 53.4      

          

EBITDA 32.6 36.7 42.7 46.8      

EBITDA margin (%) 12.2  12.6  13.7  13.5       

          

Depr&Amor (8.0) (9.3) (9.8) (10.1)      

Net Interest (0.9) (1.0) (1.0) (0.9)  
    

          

Pretax Profit 23.8 26.5 32.0 36.0      

Tax   (5.1) (5.3) (6.4) (7.2)      

Minorities 0.5  0.8  1.0  1.0       

Net Profit 18.2 20.5 24.6 27.8      

Source: Company data, RHBRI estimates  
 

 
IMPORTANT DISCLOSURES 
 
This report has been prepared by RHB Research Institute Sdn Bhd (RHBRI) and is for private circulation only to clients of RHBRI and RHB Investment Bank (previously known as 
RHB Sakura Merchant Bankers).  It is for distribution only under such circumstances as may be permitted by applicable law.  The opinions and information contained herein are 
based on generally available data believed to be reliable and are subject to change without notice, and may differ or be contrary to opinions expressed by other business units 
within the RHB Group as a result of using different assumptions and criteria.  This report is not to be construed as an offer, invitation or solicitation to buy or sell the securities 
covered herein. RHBRI does not warrant the accuracy of anything stated herein in any manner whatsoever and no reliance upon such statement by anyone shall give rise to any 
claim whatsoever against RHBRI. RHBRI and/or its associated persons may from time to time have an interest in the securities mentioned by this report. 
  
This report does not provide individually tailored investment advice.  It has been prepared without regard to the individual financial circumstances and objectives of persons who 
receive it.  The securities discussed in this report may not be suitable for all investors.  RHBRI recommends that investors independently evaluate particular investments and 
strategies, and encourages investors to seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will depend on an investor’s individual 
circumstances and objectives.  Neither RHBRI, RHB Group nor any of its affiliates, employees or agents accepts any liability for any loss or damage arising out of the use of all or 
any part of this report. 
  
RHBRI and the Connected Persons (the “RHB Group”) are engaged in securities trading, securities brokerage, banking and financing activities as well as providing investment 
banking and financial advisory services.  In the ordinary course of its trading, brokerage, banking and financing activities, any member of the RHB Group may at any time hold 
positions, and may trade or otherwise effect transactions, for its own account or the accounts of customers, in debt or equity securities or loans of any company that may be 
involved in this transaction. 
 
“Connected Persons” means any holding company of RHBRI, the subsidiaries and subsidiary undertaking of such a holding company and the respective directors, officers, 
employees and agents of each of them.  Investors should assume that the “Connected Persons” are seeking or will seek investment banking or other services from the 
companies in which the securities have been discussed/covered by RHBRI in this report or in RHBRI’s previous reports. 
 
This report has been prepared by the research personnel of RHBRI.  Facts and views presented in this report have not been reviewed by, and may not reflect information known 
to, professionals in other business areas of the “Connected Persons,” including investment banking personnel. 
 
The research analysts, economists or research associates principally responsible for the preparation of this research report have received compensation based upon various 
factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues. 
 
The recommendation framework for stocks and sectors are as follows : - 
 
 
Stock Ratings 
 
Outperform = The stock return is expected to exceed the FBM KLCI benchmark by greater than five percentage points over the next 6-12 months. 
 
Trading Buy = Short-term positive development on the stock that could lead to a re-rating in the share price and translate into an absolute return of 15% or more over a period 
of three months, but fundamentals are not strong enough to warrant an Outperform call.  It is generally for investors who are willing to take on higher risks.  
 
Market Perform = The stock return is expected to be in line with the FBM KLCI benchmark (+/- five percentage points) over the next 6-12 months. 
 
Underperform = The stock return is expected to underperform the FBM KLCI benchmark by more than five percentage points over the next 6-12 months. 
 
Industry/Sector Ratings 
 
Overweight = Industry expected to outperform the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months. 
 
Neutral = Industry expected to perform in line with the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months. 
 
Underweight = Industry expected to underperform the FBM KLCI benchmark, weighted by market capitalisation, over the next 6-12 months. 
 
RHBRI is a participant of the CMDF-Bursa Research Scheme and will receive compensation for the participation.  Additional information on recommended securities, subject to 
the duties of confidentiality, will be made available upon request. 
 
This report may not be reproduced or redistributed, in whole or in part, without the written permission of RHBRI and RHBRI accepts no liability whatsoever for the actions of third 
parties in this respect. 

 
 


