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 • Starting coverage with OUTPERFORM and RM4.50 target. We are initiating 
coverage on Daibochi with an OUTPERFORM recommendation and a target price of 
RM4.50. We tag to the stock a CY11 P/E of 12x, which factors in a 20% discount to 
our 15x target P/E for the market. The stock deserves to trade at a premium to its 
peers as it is the largest player in the industry. Factors that could catalyse the stock 
include i) further margin expansion over the next few quarters, ii) secure new 
contracts from major non-F&B companies and, iii) investors’ awareness of its 
attractive dividend yields.       

• Country’s largest plastic flexible packaging player. Daibochi is the country’s 
largest plastic flexible packaging (PFP) producer, with an estimated market share of 
30%. The stock boasts defensive qualities as more than 90% of its customers are 
from the resilient F&B sector. Also, 70% of the group’s revenue comes from the 
MNCs, implying low receivables risk. Its balance sheet is strong and the group is 
expected to be in a net cash position by end-10. 

• Better times ahead. After many years of margin pressure from steep raw material 
price increases, the situation turned around in 2009 when Daibochi’s pretax margin 
finally recovered above the 10% level. This was due to structural change in the 
industry favouring PFP producers. The margin recovery is expected to continue in 
2010. Further, over the next 1-2 years, management should start reaping the 
rewards of the diversification of its customer base to the non-F&B sector. It was 
recently appointed regional supplier to cigarette giant, BAT.  

  

 Financial summary 

FYE Dec 2007 2008 2009F 2010F 2011F 
Revenue (RM m) 202.4 217.2 220.0 244.2 275.9 
EBITDA (RM m) 17.5 16.7 33.2 39.2 43.1 
EBITDA margins (%) 8.6% 7.7% 15.1% 16.1% 15.6% 
Pretax profit (RM m) 9.2 9.0 27.0 31.0 34.2 
Net profit (RM m)  8.7 8.1 22.5 25.8 28.4 
EPS (sen) 11.5 10.7 29.6 34.0 37.5 
EPS growth (%) (32.4)  (6.9%) 177.5% 14.9% 10.0% 
P/E (x) 25.0 26.8 9.7 8.4 7.6 
Gross DPS (sen) 8.2 8.2 20.3 23.3 25.7 
Dividend yield (%) 2.9% 2.9% 7.1% 8.2% 9.0% 
P/BV (x) 2.0 1.9 1.7 1.6 1.4 
ROE (%) 7.9% 7.1% 18.0% 19.7% 19.6% 
Net gearing (%) 19.2% 23.8% 11.3% N/A N/A 
Net cash per share (RM) N/A N/A N/A 0.02 0.17 
P/FCFE (x) 27.1 1,085.4 8.9 7.6 8.6 
EV/EBITDA (x) 13.7 14.7 7.0 5.5 4.8 
CIMB/Consensus (x)   N/A N/A N/A 

 

      

 Source: Company, CIMB Research , Bloomberg 

   

Price chart  Market capitalisation & share price info 

Market cap RM217m/US$64m Share price perf. (%) 1M 3M 12M 
12-mth price range RM2.95/RM0.49 Relative 26.1 37.6 270.1 
3-mth avg daily volume 0.3m Absolute 29.4 41.6 450.0 
# of shares (m) 76 Major shareholders % held 
Est. free float (%) 50.0 Low Chan Tian 11.6 
Conv. secs (m) None Datuk Wong Soon Lim 6.5 
Conv. price ( ) -   
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Background  
  

 Country’s largest flexible packaging player. Established in 1972, Daibochi has 
over the years expanded its plant in Melaka in phases. It was listed on the now-
defunct second board of Bursa Malaysia in 1990 and was promoted to the main board 
in 2003. Today, Daibochi is Malaysia’s largest plastic flexible packaging (PFP) 
producer with an estimated 30% market share. It has been a regional supplier to 
Nestle since 2002. 

  

 Figure 1: Milestones for Daibochi 

 

1972 Established 100,000sf plant in Melaka

1984 Started in-house printing cylinder making

1987 Acquired polypropylene film making machine to produce in-house films

1990 Acquired metalliser to produce in-house metallised film

Listed on the second board

1994 Acquired fastest extrusion laminator in Asean

1996 Moved to current premises with 325,000sf built-up area

1999 Became supplier to Nestle M'sia

2002 Acquired metalliser with Plasma Tech to produce high barrier films

Regional supplier to Nestle in Asean

2003 Transfer to main board, accredited with HACCP

2004 Aquired country's first 5-layer blown film machine to produce transparent barrier film

2007 Received Australia Gold award Colorapak Packaging Export Award

2008 Acquired wide web polypropylene film making machine

2009 Acquired ninth printing machine, regional supplier to BAT  
 Source: Daibochi 

  

 Marketing arm in Australia. Daibochi has a marketing arm in Australia, 51%-owned 
subsidiary, Daibochi Australia. The group has been in the Australian market for 10 
years but only started making major inroads into this market in 2009. It recently 
secured some major orders and could see more contracts from down under in the 
coming quarters. Australia could be a very important market for Daibochi over the 
next few years.  

  

 Figure 2: Daibochi’s corporate structure 

 

Daibochi Plastic &

Packaging Industry

100% Daibochi Land (property development)

36%

Skyline Resources S/B

Property development

51% Daibochi Australia Pty Ltd

Marketing packaging materials

 
 Source: Dacbochi 
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Figure 3:  Some of Daibochi’s major customers  
 

 Food customers   Beverage customers  

  
 

 

 FMCG customers   Specialty customers  

 

 

 

Source: Daibochi 
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 Largest shareholders. Daibochi’s largest shareholders are its executive director, 
Low Chan Tian (11.6%) and Datuk Wong Soon Lim (6.5%). Its free float is more than 
50%.  

Driven by professional management. Management and direction of the group is 
driven by Managing Director Thomas Lim, a professional who joined the group in 
1995. He played a key role in building Daibochi’s MNC customer base. Supporting 
him in management is Executive Director Colin Yong who has been instrumental In 
transforming Daibochi into a regional PFP player.     

A string of MNC clients. In 1999, Daibochi started supplying to Nestle and is now 
one of the regional suppliers to this MNC. Other MNCs that Daibochi services include 
Cadbury, Kraft, Danone, Unilever, Kimberly-Clark and Tesco. Daibochi was recently 
appointed a regional supplier to cigarette giant, British American Tobacco (BAT).   

MNCs make up largest customer base. Some 70% of the group’s revenue comes 
from the MNCs. This implies low receivables risks for Daibochi. In Malaysia, more 
than 90% of the MNCs’ PFP needs are met by Daibochi and Tomypak Holdings. 60% 
of Daibochi’s revenue comes from the domestic market. This percentage has been 
stable for the past four years, indicating that domestic and export revenue have been 
growing at the same pace over the past few years.   

  

Figure 4:  Daibochi’s major products 
 

 Food   Cookies  

  
 

 

 Beverage   Snacks  

  
 

Source: Daibochi 
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 Figure 5:  2009 estimated revenue breakdown   

 

MNC
69%

Other
31%

 

 Source: Daibochi & CIMB/CIMB-GK 

  

 Customers in resilient business. More than 90% of Daibochi’s customers are from 
the food and beverage (F&B) sector. This sector is generally resilient even in tough 
economic conditions.  

  

 Figure 6:  2009 customer breakdown   

 

F&B
95%

FMCG
5%

 
 

 Source: Daibochi 

  

 Figure 7:  Daibochi’s plant in Melaka 

 

 

 Source: Daibochi 

  

 Plant in Melaka. Daibochi’s plants are all located on 14 acres of industrial land in 
Ayer Keroh, Melaka. Around 20% of the industrial land is yet to be developed. The 
built-up area is 0.33m sf. The group has a 550-strong workforce, of whom a quarter 
are foreigners. Today, Daibochi has a fully vertically integrated facility that provides a 
range of services. 
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 Figure 8:  Daibochi’s services  

 Full lab & testing facilities 

 Roto-gravure printing 

 Dry & extrusion lamination 

 In-house CPP films with co-extrusion 

 In-house blown films with co-extrusion 

 In-house metallising 

 In-house cylinder making  

 Source: Daibochi 

  

 Nine printing lines. Daibochi is one of the two PFP producers in the country that 
have machinery with metallised capabilities. The company has nine printing lines, 
which are currently operating around 65% utilisation. This means that Daibochi will be 
able to take on new orders without having to undertake major capex in the next few 
quarters.   

  

 Figure 9:  Daibochi’s machinery 

 Process Features

Cylinder  Mechanical engravers, filmless output 

Printing  Max 8 colours, 2-sided printing 

Extrusion lamination Co-extrude capability 

Dry lamination Both solvent-based & solvent-free 

CPP film Co-extrude capability 

Blown film Up to 5 layers co-extrusion capability 

Metalliser  Engineered for high barrier 

Slitting & bagging Various pouch formats including stand-up pouch (Doypack)

and stabilio pouch  

 Source: Daibochi 

  

 
Outlook  

  

 Better times ahead.  Prospects look upbeat for Daibochi over the next few quarters. 
Its pretax margin recovered strongly in 1Q09 and the trend is expected to continue in 
2010.  

  

 Figure 10: Daibochi’s quarterly revenue and pretax margin 
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 Source:  CIMB/CIMB-GK Research 

  

 Margins under pressure since 2003. Daibochi’s profit margin came under pressure 
from 2003 onwards, mainly due to the sharp rise in raw material prices. The situation 
turned around in 2009 when pretax margin finally recovered above the 10% level.       

  

Strong margin recovery from 1Q09 onwards 
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 Figure 11:  Average crude oil (US$/barrel) and Daibochi’s pretax margin (%) 
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 2009 best year ever. We believe that 2009 was a record year for Daibochi. We 
estimate that the company recorded around RM27m pretax profit, its highest ever. 
The earnings uptrend should continue in 2010, with the non F&B sector playing a 
more important role in the next 1-2 years.  

  

 Figure 12:  Daibochi revenue and pretax profit 1995-2009F (RMm) 
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 Source: CIMb/CIMb-GK Research 

 

 Surprise could come from non F&B sector. Over the next 1-2 years, management 
should start reaping the rewards of the diversification of its customer base to the non-
F&B sector. It was recently appointed regional supplier to cigarette giant, BAT.  

Although orders from BAT are currently not significant, it could surprise on the upside 
over the next few quarters. Daibochi has also secured orders to supply PFP for a 
major pet food brand in Australia, starting in 2Q10. Earnings from this contract should 
be evident in Daibochi’s 2H10 results. We expect the group to get more contracts 
from Australia over the next 1-2 years, from both the F&B and non-F&B sectors. Other 
than Asean, Australia could be a major market for the group in the long term.  

Other market segments. Daibochi is also looking to venture into the healthcare and 
consumer electronics PFP market. Most of the major non F&B companies import their 
PFP needs. When they realise that domestic FPF producers like Daibochi can do the 
job at much more competitive rates, this could open up a huge lucrative market for the 
company.  

Conservative earnings forecasts. Our earnings forecasts for Daibochi are 
conservative. We think there is potential for surprise from the non F&B sector, which 
we have conservatively projected to contribute marginally to earnings over the next 1-
2 years.  
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 SWOT analysis 
Our SWOT analysis for Daibochi shows that the company is in a strong position to ride 
on the growing trend for PFP. While the F&B sector provides a strong revenue base for 
the group, the non-F&B sector offers attractive long-term growth and higher profit 
margins. Management’s focus on building the non F&B sector should pay off in the 
next 1-2 years. Its balance sheet is strong and we expect it to be in a net cash position 
by end-10. Competition in the PFP industry is not that stiff as operating conditions were 
tough in the past decade and the industry did not attract new players.        

 

Figure 13:  SWOT analysis 
 

 Strengths Opportunities  
    

 • Country’s largest flexible packaging solution player. Enjoys economies 
of scale 

• Relationship with MNCs allows for latest technology transfer 
• Experienced and conservative management 
• Strong balance sheet with only 0.1x net gearing 
• Stable resilient business, mainly from F&B sector 
• High barriers to entry. Takes a long time to penetrate MNC market 
without a long-term track record 

  

• Non F&B sector offers long-term growth opportunities 
• Regional business as MNCs source supply on a regional basis 
• Economic crisis has opened up new markets. Australia could be a 
major market for the group as it has made inroads into this market 

• PFP gaining popularity due to its convenience and cost 
competitiveness 

 

 

    

    

 Weaknesses Threats  
    

 • Still small relative to major players worldwide 
• Short of technically knowledgeable staff 
• Does not have strong global and regional brand 

  

• Competition from regional players 
• Rising raw material costs 
• Substitutes for plastic packaging 

 

 

Source: CIMB Research 

 

  Risks  
  

 Product failure. This is the biggest concern for management as it could lose 
customers if it is not able to deliver or if it produces faulty packaging. The loss of its 
major MNC customers could have a major negative impact on its operations and its 
profitability. Management is aware of the consequences and continues to focus on 
constantly offering quality and value-added product and services. Food safety is of 
utmost importance to its F&B customers.  

Rising raw material costs. Inability to pass on rising raw material costs to its 
customers is a risk. However, the group appears to be able to pass on cost increases 
to its customers, going by its strong margins amid volatile crude oil prices over the past 
three quarters.     

 

  Financials  
  

 Debt free by end-10. Daibochi’s strong earnings recovery in 2009 has enabled the 
company to pare down its borrowings. By end-10, it should be in a net cash position. 
The group’s strong operational cash flows have also enabled it to pay high dividends 
over the past few quarters. From Aug to Dec 09, it announced interim tax-exempt DPS 
totalling 9 sen. Investors can expect the announcement of a final DPS when it releases 
its 4Q09 results next month.  

Funding of capex not a problem. Daibochi’s funding of future capex should no longer 
be a concern as it should be able to finance it internally. We are projecting RM10m 
capex in FY10, which will boost capacity by 10%. Capex could be higher if the group 
secures some major contracts over the next few quarters. We expect the company to 
maintain its profit margin in 2010. In fact, it could even surprise on the upside as 
earnings from new markets start to flow in from 2H10 onwards.  

Dupont analysis 
The ROE recovery in 2009 was mainly driven by margin expansion. In 2010, further 
margin recovery should push the ROE towards the 20% level. Asset utilisation should 
improve over the next 1-2 years as Daibochi’s revenue base grows. The equity 
multiplier is expected to stabilise around current levels as this is not a capital-intensive 
business.    
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Figure 14:  Dupont analysis  

FYE Dec 2007 2008 2009F 2010F 2011F Comments 
ROE (%) 7.9 7.1 18.0 19.7 19.6 Recovery driven mainly by margin expansion 
Tax & MI retention (x) 0.95 0.90 0.83 0.83 0.83 Higher taxes due to less tax incentives available 
Interest burden (x) 0.95 1.01 1.08 1.01 0.99 Likely to be debt free by end-10 
EBIT margin (%) 4.8 4.1 11.4 12.6 12.5 Margin expansion should continue in 2010 
Asset turnover (x) 1.13 1.12 1.08 1.15 1.20 Additional revenue growth expected from non-F&B sector 
Equity multiplier (x) 1.63 1.70 1.63 1.62 1.59 Should stabilise around 1.5x, not a capital-intensive business 
      

 Notes:  
Tax retention = Net profit/Pretax  
Interest burden = Pretax/EBIT  
Asset utilisation = Sales/Average assets  
Equity multiplier = Avg assets/Avg equity  
  

Source: Company, CIMB Research 

  

 Valuation and recommendation  
  

 Cautious about small-cap stocks. We are generally cautious about small-cap stocks 
at this stage of the market. Our strategist is recommending investors to look for a 
balance between growth and yield. Our focus remains on small-mid cap stocks that 
offer defensive earnings growth at attractive valuations. Daibochi is one such stock.  

Defensive earnings. Even in tough economic times, Daibochi’s business is resilient as 
more than 90% of its customers are from the defensive F&B sector. However, 
management is not ignoring the non-F&B sector. Its strategy of developing this sector 
should pay off in the next 1-2 years as the non F&B business could provide the biggest 
surprise in the next few quarters. 

Beginning coverage with OUTPERFORM. We are initiating coverage on Daibochi 
with an OUTPERFORM recommendation. Our target price is RM4.50, based on 12x 
CY11 P/E, which factors in a 20% discount to our 15x target P/E for the market.  The 
stock deserves to trade at a premium to its peers as it is the largest player in the 
industry.   

Forecasts are conservative. Our earnings forecasts for Daibochi are conservative. 
Over the next few quarters, its earnings could surprise on the upside if its non-F&B 
business takes off in a big way. Daibochi has already made major inroads into the non-
F&B sector. It is now a regional supplier of PFP to cigarette giant, BAT.  If the group is 
able to secure 1-2 new major non-F&B contracts this year, there could be 10-15% 
additional growth for FY10-11 EPS.     

Attractive yields. Another plus is its high dividend yields of about 8% gross. Its official 
policy is to pay out at least 50% of its net earnings annually. It has been paying more 
than 50% of its net earnings over the past few years 

Re-rating catalysts. Factors that could catalyse the stock include i) further margin 
expansion over the next few quarters, ii) contracts from major non-F&B companies 
and, iii) investors’ awareness of its attractive dividend yields.  

  

 Figure 15:  Daibochi’s dividend and payout ratio (%) 

 

55.9

52.4

55.8

50

40

45

50

55

60

2006 2007 2008 2009F

0

2

4

6

8

10

12
Net dividend (RMm)-RHS Payout ratio (%)-LHS

 

 Source: CIMb/CIMb-GK Research 

 
 

 

  



[  24  ] 
 

Figure 16: Sector comparisons  
       

 
   

     

Target  Core 3-yr EPS P/BV ROE Div  
 

Bloomberg  Price price Mkt cap P/E (x) CAGR (x) (%) yield (%) 
 

ticker Recom. (Local) (Local) (US$ m) CY2010 CY2011 (%) CY2010 CY2010 CY2010 
Daibochi DPP MK O 2.86 4.50 64 8.4 7.6 51.9 1.6 19.7 8.2 
Tomypak TOMY MK O 2.28 4.55 

 
28 4.6 4.2 43.0 1.1 25.8 7.3 

Simple average 
   

  6.5 5.9 47.5 1.4 22.8 7.8 
            

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB Research 
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Financial tables 
   
PROFIT & LOSS  KEY RATIOS 

(RM m, FYE Dec) 2007 2008 2009F 2010F 2011F  (FYE Dec) 2007 2008 2009F 2010F 2011F 
Revenue 202 217 220 244 276  Revenue growth (%) N/A 7.3 1.3 11.0 13.0 
Operating expenses (185) (201) (187) (205) (233)  EBITDA growth (%) N/A (4.6) 98.8 18.1 9.9 
EBITDA 18 17 33 39 43  Pretax margins (%) 4.5 4.1 12.3 12.7 12.4 
Depreciation & amortisation (8) (8) (8) (8) (9)  Net profit margins (%) 4.3 3.7 10.2 10.6 10.3 
EBIT 10 9 25 31 35  Interest cover (x) 12.1 N/A N/A N/A N/A 
Net interest & invt income (1) 1 2 1 0  Effective tax rates (%) 2.2 7.8 16.0 16.0 16.0 
Associates’ contribution 0 (1) 0 0 0  Net dividend payout (%) 52.3 56.2 50.0 50.0 50.0 
Exceptional items 0 0 0 0 0  Debtors turnover (days) 73.6 69.6 69.4 64.1 61.9 
Others 0 0 0 0 0  Stock turnover (days) 76.8 69.1 69.4 60.4 55.0 
Pretax profit 9 9 27 31 34  Creditors turnover (days) 55.7 56.3 54.8 52.0 51.6 
Tax 0 (1) (4) (5) (5)        
Minority interests 0 0 0 0 0        
Net profit 9 8 22 26 28        
Adj. wt. shares (m) 76 76 76 76 76        
Unadj. year-end shares (m) 76 76 76 76 76        
     
BALANCE SHEET  KEY DRIVERS (update tomorrow) 

(RM m, end Dec) 2007 2008 2009F 2010F 2011F  (FYE Dec) 2008 2009F 2010F 2011F 

Fixed assets 54 55 52 53 51  Capacity (tonnes p.a.)  20,000 20,000 20,800 22,000 
Intangible assets 0 0 0 0 0  Capacity utilisation (%) 62.0% 65.0% 66.0% 66.0% 
Other long-term assets 30 41 41 41 41                                
Total non-current assets 84 96 93 95 92                                
Cash and equivalents 8 10 23 39 50                                
Stocks 43 41 42 39 44                                
Trade debtors 41 41 42 44 50                                
Other current assets 5 4 4 4 4                                
Total current assets 96 97 111 127 148                                
Trade creditors 31 34 33 37 41                                
Short-term borrowings 24 32 32 32 32                                
Other current liabilities 0 0 0 0 0                                
Total current liabilities 55 66 65 69 74                                
Long-term borrowings 5 6 6 6 6                                
Other long-term liabilities 8 7 7 7 7                                
Total long-term liabilities 13 13 13 13 13                                
Shareholders’ funds 110 114 125 138 152                                
Minority interests 1 1 1 1 2                                
NTA/share (RM) 1.45 1.50 1.65 1.82 2.00                                
     
CASH FLOW  12M - FORWARD FD CORE P/E (X) 

(RM m, FYE Dec) 2007 2008 2009F 2010F 2011F  
Pretax profit 9 9 27 31 34  
Depreciation & non–cash adj.  8 8 8 8 9  
Working capital changes 3 4 (2) 4 (6)  
Cash tax paid (1) (1) (4) (5) (5)  
Others 6 (2) (2) (1) 1  
Cash flow from operations 25 17 27 38 32  
Capex (2) (19) (5) (10) (6)  
Net investments & sale of FA 0 0 0 0 0  
Others 0 0 0 0 (1)  
Cash flow from investing (2) (19) (5) (10) (7)  
Debt raised/(repaid) (14) 2 0 0 0  
Equity raised/(repaid) 0 0 0 0 0  
Dividends paid (3) (5) (11) (13) (14)  
Cash interest & others (1) 1 2 1 0  
Cash flow from financing (18) (2) (9) (12) (14)  
Change in cash 5 (4) 13 16 11  
Change in net cash/(debt) 19 (6) 13 16 11  
Ending net cash/(debt) (21) (27) (14) 2 13  
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Source: Company, CIMB Research, Bloomberg  

 

 

 

 

 


