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Daibochi Plastic and Packaging Industry Bhd

Producers of flexible packaging materials for FMCG players

Investment Highlights

Price (RM) 1.53
Stock code 8125 Increased Net Profit Margin. Daibochi reported a
Bloomberg Ticker DPP MK 100% increase in net profit for 1H09 as compared
Listing Main to 1HO08. This substantial increase is mainly
Market attributed to lower crude oil prices as most of
Share Cap (RM mn) 75.9 Daibochi’s raw materials are derivatives of crude oil.
Market Cap (RM mn) 116.13 The company also stated that its main packaging
E;fv‘v’ilﬁfg(hR(l\él)w) ?’22 material, aluminum, is slowly giving way to a
52-wk low (RM) 0.40 process called metallizing. Metallizing involves the

Major shareholders:- insertion of tiny strips of aluminum into the plastic

Chan Tian Low 11.4% used for packaging and substantially decreases the
Soon Lim Wong 6.5% usage of aluminum. This would further increase
Kim Hong Teh 3.7% margins for the future as the company’s raw
material costs will be lower.
12 month trailing PER (x) 7.97 F&B companies are willing to pay a premium
BV per share (RM) 1.50 for food safety. Daibochi revealed that since the
P/BV (x) 1.02 Melamine scare which originated from China last
ROE (%) 7.28 year, Food & Beverage companies such as Nestle
Beta (x) 0.90 are willing to pay an extra premium for higher
Altman Z Score 2.63 quality flexible packaging materials. The higher
Dividend yield (%) 6.54 premium paid by the clients also contributed to the

high net profit margins experienced by Daibochi.

We see this requirement for higher quality flexible

1-month 75.69 packaging materials as the new standard that will
3-month 79.42 be practiced by many Food & Beverage MNCs in the
6-month 145.52 future.

12-month 199.67

YTD 144.81 First interim dividends. For the first time in their

history, the company has recently announced an
interim dividend of 4 cents a share, and aims to
continue doing that every year, granted they are
able to sustain their current profit margins. The
company has consistently delivered a 40% final
dividend payout since 2004.
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In business with BAT. Daibochi also announced that they have arrived at an
agreement with British American Tobacco to supply the outer plastic for BAT
cigarettes. However, no solid plans have been revealed as their deal is still in the
early stages. We were assured by Daibochi’'s MD that the two companies would
definitely do business as it is already agreed. The only thing pending is the finer
details of the agreement. We like that Daibochi is expanding their product mix to
include cigarette packaging, even more so that they will be providing it for BAT, the
largest cigarette manufacturer in Malaysia. BAT is definitely a good addition to their
list of MNC clients, which also include Cadbury and Nestle.

Doing things down under adds to their bottom line. Daibochi is also handling
clients packaging solutions from other countries around the region. The company has
in 2001 incorporated an Australian subsidiary and has provided flexible packaging
solutions to various Australian companies. Since Daibochi can produce flexible
packaging at a much more efficient price compared to local Australian packaging
companies, we are predicting a massive income potential from the country, as they
secure more clients from the land down under. The company is currently generating
38% of their RM113.4 million from overseas clients. We expect this number to shoot
up as Daibochi’s Australian arm secures more packaging contracts.

Industry Outlook. Currently the flexible packaging market in the region is
estimated to be worth around USD1.41 billion and is expected to grow to USD2.22
billion by 2015. The industry is driven by the need for more flexible packaging as the
urban population favors packaged food. With rising demands for food exports as the
global economy is recovering, higher concerns will be focused on food safety and
higher quality packaging to protect the food products. As opposed to conventional
rigid packaging, the flexible packaging industry is growing and is more preferred
compared to the standard box packaging as it gives more advantages and cost
savings to FMCG players.

Share Performance
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