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MPP merger likely to boost Daibochi's capacity

Daibochi Bhd
(May 6, RM2.19)
Downgrade to sell from accept

offer with an unchanged tar-

get price (TP) of RM1.60. The
acquisition of 4.5 million Mega
Printing and Packaging Sdn Bhd
(MPP) shares will be satisfied fully
in cash, which will be funded by
internally generated funds and/
or bank borrowings. This may.in-
crease Daibochi’s gearing level
from 0.38 times to up to 0.92 times

upon completion of the acquisi-

tion. MPP prints and manufactures
flexible plastic packaging material
mainly for the food and beverage
- industry. Set up in 1997, the Mela-
ka-based company has a produc-
tion capacity of 264 million metres
per annum and a utilisation rate
of 68.3% in 2018. According to its
financial year 2018 (FY18) finan-
cial statement, 87% of its sales were
- from the domestic market and 13%
from export markets. Based on its
website, its clients include Nestle
(Malaysia) Bhd, Mondelez Interna-
tional Inc, Munchy Food Industries

Sdn Bhd, Oriental Food Industries

Holding Bhd, Industri Makanan
Snek Ku Sdn Bhd, Mamee Dou-

Daibochi Bhd

FYEDEC(RMMIL) 6A  207A  2018A . 209E  2020F
Revenue 3712 3887 4308 469.9 507.4
Gross profit | 492 399 317 388 419
Profitbeforetax . 300 357 206 288 317
Income tax expense -54 . 8.7 ..-38. 1 43 . - -4.8
Negpiolift 245 271 168 244 269
Patmi ~ | a5 - 260 152 230 253
EF6tge;y =~ - 75 79 . . 46 /. 7.7
EPSgrowth(%) -83 60 -413 507 101
Net d""dend (sen) 545234 ............................. gl v 4.5
Dividendyield (%) 25 YA 15 o - 19 . 21
Gross profitmargin(%) 133 103 - B | 83 - 83
Profit before taxmargin (%) 81 92 O 61 6.2
Netprofitmargin(%) 66 - 70 -- 38 - 49 50

Sources: Company, MIDF Research

ble-Decker Sdn Bhd, Power Root
Bhd, Dole Food Company and the
3M Company.

Daibochi’s expansion is hap-
pening sooner than expected since
becoming a subsidiary of Scien-
tex Bhd on Feb 19. Daibochi and
MPP are in similar business and
both will be able to enjoy econ-

omies of scale once merged. Ac-

cording to Daibochi, its capacity

will increase by 33.3% to 1.06 bil-
lion metres per year with the ad-
dition of MPP. Moreover, MPP is
in a net cash position of RM12.2
million. The deal values MPP at
16 times its FY17 price-earnings
ratio (PER) and 17.9 times its FY18

- PER, which is a slight discount to

the price tag valued on Daibochi

"of 20 times FY17 PER. We deem

this as fair given MPP’s smaller
production capacity.

Based on MPP’s historical earn-
ings, we estimate that the acquisi-
tion will contribute between 7% and
15% to Daibochi’s earnings upon
completion depending on the fi-
nancing cost and potential syner-
gies between the two entities. We
leave our estimates unchanged at
this juncture as details of the fund-
ing and earnings prospects of the
combined entity are sketchy. The
acquisition is subject to sharehold-
ers’ approval at a later date to be
announced while the completion is
slated by the third quarter of 2019.
- The stock is a “sell” now due to
its recent share price rally. Daibo-
chi shares have shot up about 26%
after the conclusion of Scientex’s
mandatory general offer while its

‘dividend yield is unappealing at
1.3%. Our TP of RM1.60 based on

the dividend discount model-de-
rived model (terminal growth of
3.2%) is unchanged for now until
the upcoming earnings review. —
MIDF Research, May 6



