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 The worst is over?  
  

 There were no major surprises from Daibochi’s 2Q10 briefing. We remain excited 
about its venture into the electronics packaging product and potential major orders 
from Pepsico in the near future. Long term growth prospects looks bullish and 
earnings from these two ventures could be significant for Daibochi from 2011 
onwards. Stable or declining raw material prices since July indicate profit margin 
recovery from 3Q onwards. It looks like the worst is over for Daibochi. We continue to 
rate Daibochi an OUTPERFORM and is our top pick in the packaging sector. Target 
price is unchanged at RM4.60, based on 12x CY11 earnings or a 20% discount to our 
15x target P/E for the market. Factors that could catalyse the stock include i) margin 
recovery over the next few quarters, ii) contracts from major non-F&B companies and, 
iii) investors’ increasing awareness of its attractive gross dividend yield of 7%.  

  

 Briefing highlights 
  

 Yesterday’s analyst briefing on its 2Q10 results was attended by 50 analysts and fund 
managers. Meeting was chaired by Daibochi’s MD Tom Lim while David Moyes, 
Senior Manager Strategic Development presented some updates on Daibochi’s new 
electronic packaging solutions. There were no major surprises from the presentation. 
Management remain excited about its venture into packaging for the electrical & 
electronics (E&E) packaging industry in view of the huge potential.   

 Initial feedback is positive. In June, Daibochi secured the final certification from the 
US certification body for its anti-static packaging product, also known as inherently 
dissipative polymer (IDP) film. This was developed through a partnership with 
Lubrizol. Daibochi has been working with Lubrizol on this IDP film for close to a year. 
The product is currently being tested and we understand the initial feedback from the 
Taiwanese suppliers has been very positive. Newsflow for this product should be very 
exciting in the coming months. We have not assumed any earnings from this venture 
yet but suspect this product could be a huge revenue generator for Daibochi over the 
next few years.  

Trial with Pepsico done. On Pepsico Thailand, Daibochi has already completed the 
trial for its high speed film and we understand Daibochi’s high speed film has passed 
the test, improving Pepsico’s production output between 15%-50%. The company is 
currently on commercial negotiations with Pepsico. We believe a commercial deal 
could happen before the year-end.  

Potential order size from Pepsico could be as high as RM5m monthly. However, it is 
more likely Daibochi to undertake small orders from Pepsico initially and order size to 
increase as both parties grow in confidence with each other. We have not factored in 
any revenue contribution from Pepsico.     

No response from medical gloves yet. Daibochi has also targeted the medical 
gloves market but so far, the company has yet to finalise any orders from this market 
segment. We understand the company was in the final stages of testing with a major 
medical gloves producer but this was put on hold as the customer was busy with its 
operations.   
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The worst is over? Daibochi’s pretax profit margin has been under pressure the past 
few months. This was mainly due to rising trend of raw material prices since end of 
last year, particularly polyester prices. Given that selling prices to the MNCs are only 
reviewed every quarter, there is likely to be a gap of 1-2 months before selling prices 
are raised. . 

Raw materials contribute 70% of Daibochi’s production costs and the three main raw 
materials are polyethylene, polyester and polypropylene, which amounts to 80% of 
raw material costs. While polyester price is expected to be up 3-5% this quarter, other 
raw material prices are expected to fall between 5-10%. If this trend continues, this 
should lead to overall lower raw material prices in 3Q, leading to strong margin 
recovery in 3Q10.  

  

 Figure 1:  Daibochi’s quarterly revenue and pretax margin (%) 
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 Small orders from cigarette sector for now. Orders from cigarette giant, BAT are 

currently small for Daibochi, at less than RM1m. Daibochi is one of the few regional 
suppliers of flexible packaging to BAT. The company has completed trial packs for the 
six-stick cigarettes in Vietnam and if all goes well, Daibochi could start producing for 
BAT Vietnam. The order size could be quite significant, according to Daibochi. We 
have yet to assume any revenue from BAT’s operations. 

Lower 2010 capex guidance. Daibochi indicated that 2010 total capex should be 
around RM6m and not RM10m as earlier indicated. Construction of the RM3m new 
warehouse, which will free up space for expansion at its existing factory is only 
expected to start year-end. Daibochi is going ahead with a new dry laminator line by 
Sep, raising its total dry laminator lines to four. The cost of a dry laminator line is 
around RM3m.  

  
 

Valuation and recommendation  
  

 Maintain earnings forecasts. We maintain our earnings forecasts but we highlight it 
may raise it if the electronic “anti-static” packaging product takes off in a big way in 
2H10 or if Daibochi gets major orders from Pepsico.  

Target price unchanged at RM4.60, maintain OUTPERFORM. The stock remains 
an OUTPERFORM and is our top pick in the packaging sector. We maintain our target 
price of RM4.60, based on an unchanged 12x CY11 P/E target, which factors in a 
20% discount to our 15x target P/E for the market. Factors that could catalyse the 
stock include i) margin recovery over the next few quarters, ii) contracts from major 
non-F&B companies and, iii) investors’ increasing awareness of its attractive gross 
dividend yield of 7%.  
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 Figure 2:  Daibochi’s declared gross DPS (sen)  
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 Financial summary  

 

 

 

 

 

 

 

Price chart  
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FYE Dec 2008 2009 2010F 2011F 2012F 

Revenue (RM m) 217.2 221.8 245.8 272.8 300.1 

EBITDA (RM m) 16.7 33.1 39.2 47.1 52.4 

EBITDA margins (%) 7.7% 14.9% 16.0% 17.3% 17.5% 

Pretax profit (RM m) 9.0 27.1 31.0 38.2 43.9 

Net profit (RM m)  8.1 22.7 23.7 29.1 33.3 

EPS (sen) 10.7 29.9 31.2 38.4 43.9 

EPS growth (%) (6.9%) 180.2% 4.3% 23.0% 14.5% 

P/E (x) 28.9 10.3 9.9 8.0 7.0 

Gross DPS (sen) 8.2 21.2 21.4 26.3 30.1 

Dividend yield (%) 2.7% 6.9% 6.9% 8.5% 9.8% 

P/BV (x) 2.1 1.9 1.6 1.5 1.3 

ROE (%) 7.1% 18.4% 17.7% 19.2% 20.0% 

Net gearing (%) 23.8% 11.8% 1.5% N/A N/A 

Net cash per share (RM) N/A N/A N/A 0.13 0.33 

P/FCFE (x) 1,168.9 9.7 9.7 8.7 7.4 

EV/EBITDA (x) 15.7 7.5 6.1 4.8 4.0 

% change in EPS estimates                   - - -  

CIMB/Consensus (x)   0.92 0.98 1.00  
 

      

Source: Bloomberg  Source: Company, CIMB Research, Bloomberg 

 

Figure 3: 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 3.08 4.60 74 9.9 8.0 13.6 1.6 17.7 6.9 

Tomypak TOMY MK O 3.24 4.96 
 

45 6.1 5.5 8.9 1.5 26.6 5.8 

Simple average 
   

  7.8 6.7 11.3 1.5 22.2 6.5 
    

 
       

O = Outperform, N = Neutral, U = Underperform, TB = Trading Buy and TS =  Trading Sell 
Source: Company, CIMB Research 

 

 Figure 4:  Daibochi’s 1-year forward P/E chart 

 

1.0

3.0

5.0

7.0

9.0

11.0

Aug-07 Dec-07 Apr-08 Aug-08 Dec-08 Apr-09 Aug-09 Dec-09 Apr-10 Aug-10  

 Source: CIMB Research 



[  4  ] 

 
 

 
Appendix - Technical outlook  

Daibochi Plastics – Still in consolidation 

Still in consolidation phase. Daibochi’s share price has been consolidating since it hit 

a peak in Mar 10. The weekly chart shows no signs of an end to the consolidation. This 
view is supported by the recent breakdown of the support trend line formed since end-
May. The immediate resistance is RM3.17, which is the 50-day SMA while the medium 
term support is at the 200-day SMA at RM2.93. Longer-term support is between 
RM2.14 and RM2.54. 

  

 Figure 1: Daibochi’s weekly price chart (RM3.07) 

 

  

 Source: Bloomberg, CIMB/CIMB Research 
  

 Figure 2 : Daibochi’s daily price chart (RM3.07)  

 

  

 Source: Bloomberg, CIMB Research 
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RECOMMENDATION FRAMEWORK #1* 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 

OUTPERFORM: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 12 
months. 

NEUTRAL: The stock's total return is expected to be within +/-5% of a relevant 
benchmark's total return. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, is 
expected to perform in line with the relevant primary market index over the next 
12 months. 

UNDERPERFORM: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 12 
months. 

TRADING BUY: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 3 
months. 

TRADING SELL: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 3 
months. 

 

 

* This framework only applies to stocks listed on the Singapore Stock Exchange, Bursa Malaysia, Stock Exchange of Thailand and Jakarta Stock Exchange. Occasionally, it is permitted for the total expected returns to be 
temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.   

 
CIMB Research Pte Ltd  (Co. Reg. No. 198701620M)  
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RECOMMENDATION FRAMEWORK #2 ** 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 

OUTPERFORM: Expected positive total returns of 15% or more over the next 
12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next 12 months. 

NEUTRAL: Expected total returns of between -15% and +15% over the next 
12 months. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, has 
either (i) an equal number of stocks that are expected to have total returns of 
+15% (or better) or -15% (or worse), or (ii) stocks that are predominantly 
expected to have total returns that will range from +15% to -15%; both over the 
next 12 months. 

UNDERPERFORM: Expected negative total returns of 15% or more over the 
next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next 12 months. 

TRADING BUY: Expected positive total returns of 15% or more over the next 3 
months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next 3 months. 

TRADING SELL: Expected negative total returns of 15% or more over the next 
3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next 3 months. 

 

 

** This framework only applies to stocks listed on the Hong Kong Stock Exchange and China listings on the Singapore Stock Exchange. Occasionally, it is permitted for the total expected returns to be temporarily outside the 
prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.   

 
 
 
 

 


