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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 NDY  

 (RMm) (RMm) (sen) (%) (x) (sen) (x) (x) (%) (%) 

2011 284.2 20.1  26.4 10.4 12.4 - 3.7 0.1 14.2  4.1 

2012f 305.9 22.2  29.3 10.6 11.2 31.0 3.0 net cash 14.5  4.4 

2013f 338.5 25.7  33.9 15.7 9.7 35.0 2.8 net cash 15.5  5.1 

2014f 359.3 29.2  38.4 13.5 8.6 40.0 2.5 net cash 16.2  5.8 

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

♦ Operating margins to remain sustainable. Management expects margins 
to remain sustainable going forward. Even if raw material prices were to rise, 
management highlighted that margins could remain sustainable (EBIT 
margins of 11-12%) helped by efficient waste management as well as better 
contribution from higher-margin products (which utilise metalising film). 
Also, the metaliser is also expected to provide Daibochi with cost savings 
given that the metaliser will be produced in-house as oppose to sourcing it 
from suppliers previously.  

♦ Australia is a ‘tough nut to crack’. Management highlighted that Australia 
is a difficult market to penetrate. Although it has existing customers, we 
understand that gaining new local customers remains a challenge. The 
difficulty lies mainly in the perception that products outside of Australia are 
of lower quality. Nevertheless, management highlighted that some F&B 
players have begun to open up for negotiations. Already, we understand 
Daibochi has assisted in developing ultra-high speed films for sealing for an 
Australian company and this could have a commercial potential. Thus, 
management is optimistic that Daibochi will be able to gain traction in the 
Australian market.  

♦ Risks. These 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 or more customers.   

♦ Forecasts. Maintained. 

♦ Investment case. Despite the anticipation of rising raw material prices 
(albeit moderately), we are comforted by Daibochi’s higher-margin 
packaging and cost-cutting measures to help sustain its margins. 
Furthermore, even in the face of macroeconomic uncertainty, Daibochi 
continues to emphasis on product innovation to drive market share and 
topline growth. Therefore, we are raising our target PER to 10x (in line with 
its 2-year forward mean PER) from 9x. Subsequently, our fair value is raised 
to RM3.39/share (from RM3.05) based on 10x FY13. We maintain 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)  249.7 

 Daily Trading Vol (m shs) 0.0 

52wk Price Range (RM) 2.97-3.30 

Major Shareholders: (%) 
Low Chan Tian 8.8 

Datuk Wong Soon Lim  6.7 
 
 

FYE Dec FY12 FY13 FY14 
EPS chg (%) 0.0 0.0 0.0 

Var to Cons (%) -5.6 -3.3 -4.0 
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Salient points from the analyst briefing 

♦ Operating margins to remain sustainable. Management expects margins to remain sustainable going 
forward. Note that in 1HFY12, EBIT margins improved by 2.5%-pts yoy to 11.9%. Even if raw material prices 
were to rise, management highlighted that margins could remain sustainable (EBIT margins of 11-12%) helped 
by efficient waste management as well as better contribution from higher-margin metaliser films. Its metaliser 
equipment, which was purchased in FY11, is finally being used to its full capacity (beginning 2Q12). Also, the 
metaliser is also expected to provide Daibochi with cost savings given that the metaliser will be produced in-
house as oppose to sourcing it from suppliers previously. Already, we understand that Daibochi is developing 
new flexible packaging (which incorporates metalising process) for milk powder packaging and coffee beans. We 
believe these developments will counter the rising raw material prices. Note that metalising is a process where a 
plastic film is layered with aluminium to create an aluminium-like barrier for food packaging. We are maintaining 
our EBIT margins of 11-12% for FY12-14.  

♦ Australia is a ‘tough nut to crack’. Management highlighted that Australia is a difficult market to penetrate. 
Although it has existing customers i.e. Purina (pet food) and Fonterra (dairy products), we understand that 
gaining new local customers remains a challenge. The difficulty lies mainly in the perception that products 
outside of Australia are of lower quality. Nevertheless, management highlighted that some F&B players have 
begun to open up for negotiations. Already, we understand Daibochi has assisted in developing ultra-high speed 
films for sealing for an Australian company and this could have a commercial potential. Thus, management is 
optimistic that Daibochi will be able to gain traction in the Australian market. Note that as of 6MFY12, exports to 
Australia account for 15% of its total revenue.  

♦ Upgrading facilities. Daibochi had begun to upgrade its capacity for further product development. The 
upgrading of facilities includes a new bagging area with high degree of cleanliness, extended clean room, new 
dry laminator and new flexographic printing machine. With this upgrade, it will enable it to innovate new 
products and improve current projects such as the medical global packaging and electrostatic discharge (ESD) 
projects. Management highlighted that there are “no breakthroughs” yet with these products which are still 
undergoing technical qualifications and commercial supply and would take up 9 to 12 months to complete. 
Nonetheless, management is upbeat that this would be a main driver for earnings in the longer term given the 
positive feedback from customers and the progress so far. Management is positive that these products would be 
adopted by customers given that the electronic products are becoming denser which are more likely to be 
sensitive. 

Forecasts 

♦ Forecasts. Maintained for now. 

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. Despite the anticipation of moderately higher raw material prices, we are comforted by 
Daibochi’s higher-margin packaging and cost-cutting measures. Furthermore, even in the face of macroeconomic 
uncertainty, Daibochi continues to emphasis on product innovation to drive market share and topline growth. 
Therefore, we are raising our target PER to 10x (in line with its 2-year forward mean PER) from 9x. 
Subsequently, our fair value is raised to RM3.39/share (from RM3.05) based on 10x FY13. We maintain our 
Market Perform call on the stock. 
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Table 3. Earnings Forecasts  Table 4: Forecast Assumptions 

FYE Dec (RMm) FY11 FY12F FY13F FY14F  FYE Dec FY12F FY13F FY14F 

      Capacity ('m kg) 23.0 23.0 23.0 

Turnover 284.2 305.9 338.5 359.3  Utilisation (%) 70 73 75 

Turnover growth (%) 6.2 7.6 10.7 6.1      

      Source: RHBRI estimates 

EBITDA 34.8 40.6 44.6 48.6      

EBITDA margin (%) 12.2  13.3  13.2  13.5       

          

Depr&Amor (8.3) (9.5) (9.0) (8.5)      

Net Interest (1.2) (1.0) (0.9) (1.0)      

          

Pretax Profit 25.3 30.1 34.7 39.2      

Tax   (4.5) (6.9) (8.0) (9.0)      

Minorities 0.7  1.0  1.0  1.0       

Net Profit 20.1 22.2 25.7 29.2      

          

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. 

 
 


