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Plastics and Packaging OVERWEIGHT 
All Eyes on Consumer Packaging ↔ 
By Ooi Mong Huey l monghuey@kenanga.com.my 
 
We reiterate our OVERWEIGHT call on the Plastics an d Packaging sector as: (i) the  gradual 
decline in raw materials prices will lead to margin  expansion for plastic players, (ii) 
strengthening USD/MYR exchange will benefit exporte rs (which form the majority of the 
domestic players), and (iii) plastic players face m inimal impact from GST implementation. 
Within the plastics and packaging space, we foresee  industry packaging manufacturers to 
show flat earnings growth in 2015 as they are affec ted by lower industrial packaging demand 
with the slowdown in the world economy. However, st able earnings growth is expected for 
consumer packaging players as prospects are highly correlated to F&B and FMCG companies, 
which are relatively resilient to economy downturn.  Within our coverage, we prefer TGUAN 
(OP; TP: RM3.28) for: (i) its 2-year CAGR earnings growth of 10.7%, (ii) undemanding FY14-
15E Fwd PER of 6.7x-5.6x, and (iii) decent FY14-15E  net dividend yields of 4.5%-5.3%. 
However, within the consumer packaging space, we li ke DAIBOCI (NOT RATED) for its client 
base (mostly F&B related).  
 
 

A slow quarter for industrial packaging players.  Both companies under our coverage came 
in below our expectations.  SCIENTX’s  (UP; TP: RM5.49)  1Q15 net profit fell 38% QoQ largely 
due to: (i) the adoption of market penetration strategy for the consumer packaging PE film 
which caused EBIT margin compression for its the manufacturing segment and (ii) foreign 
exchange loss of c.RM5.0m from USD borrowings. TGUAN’s (OP; TP: RM3.28)  3Q14 net profit 
contracted by 39% QoQ mainly due to lower contributions from its China and Sabah-based 
subsidiaries as both were besetted with higher operating costs. We expect the industry 
packaging manufacturers to continue showcasing flat  QoQ earnings growth in the 
coming 4QCY14 reporting season on lower industrial packaging demand with the slowdown 
in the world economy. However, we expect constant growth for consumer packaging (ie 
DAIBOCI and SLP) as it is highly correlated to F&B and FMCG companies, which are relatively 
more resilient to economy downturn. 

Lower resin costs = better profit margins? Our analysis suggests that the relationship between crude oil prices and resin prices is 
positively correlated (more than 90% correlation over a 10-year period). About 60-70% of the sector‘s operating costs are in raw 
materials such as LLDPE, LDPE and HDPE. Thus, a drop in resin prices should lead to margin improvement. However, there is 
evidence from historical data that there is a 3-6 months lag effect for plastics and packaging companies to enjoy EBIT margin expansion 
when resin prices fall. Moreover, rises/declines in raw materials price will have minimal effect on margins for players that have shorter 
contract lead time (i.e. film makers like SCIENTX, TGUAN and BPPLAS that adjust the selling prices of their products every 1-2 
months); but will have a positive effect on the players that have longer contract lead time (especially for players like DAIBOCI and SLP). 
We believe that crude oil prices will stabilise at USD70/bbl-levels in 2015. Thus, we foresee resin price trend to also stay flat or drop 
further in the medium-term; contributing to margin improvement for plastic and packaging companies in the upcoming quarter. From our 
sensitivity analysis, a 5% drop in resin prices would lead to 3.6% - 9.0% improvement in TGUAN and SCIENTX net profit, respectively.    

Shielded from GST-implementation and beneficiaries of the strengthening USD/MYR. A majority of the Malaysian plastic 
packaging companies are net exporters, hence GST implementation will not have a significant impact on costs (as export goods are 
zero rated status); whilst the strengthening USD/MYR (most of the sales are denominated in USD) will lead to forex gains. Our in-house 
average FY15E USD/MYR forecast is MYR3.43/USD, hence, we believe that plastic packagers’ prospects will continue to showcase 
firmer forex gains. For instance, the recent sharp rally in the USD/MYR rate has seen SCIENTX recording c.RM5.0m in unrealised forex 
losses due to its mostly USD borrowings (77.0% of 1Q15 borrowings are denominated in USD) which make it more costly to repay. Most 
of TGUAN’s trade and receivables are denominated in USD; for 9M14, TGUAN recorded a net foreign exchange gain of RM0.2m .  

OVERWEIGHT call on the sector.  Overall we are positive on the sector as we believe plastic players are natural winners given the: (i) 
lower raw material prices and; (ii) strengthening USD/MYR exchange rates environment. Beyond that, as exporters, they will have 
minimal impact from GST implementation which most of the Malaysian companies are besieged by while M&A activities may put local 
plastics players in a better position to compete regionally on the back of stronger manufacturing capability and higher economies of 
scale in the long run.  Within the industrial packaging space, we favour TGUAN (OP; TP: RM3.28)  for: (i) its 2-year CAGR earnings 
growth of 10.7% backed by capacity expansion in the PVC food wrap segment, (ii) undemanding FY14-15 Fwd PER of 6.7x-5.6x (note 
that conversion of ICULS will only take place after two years, hence, there is no immediate dilution in the short-term), and (iii) decent 
FY14-15E net dividend yield of 4.5%-5.3%. Within the consumer packaging space, we believe DAIBOCI (NOT RATED) is a compelling 
proposition for investors looking for defensive earnings growth (given resiliency in consumer product demand even in economic 
downturns). 
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Better raw material pricing 

Positive correlation for raw materials and crude oi l price.  About 60-70% of the sector‘s operating costs are in raw materials such as 
LLDPE, LDPE and HDPE. Our analysis suggests that the relationship between crude oil prices and resin prices are positively correlated 
(more than 90% correlation over a 10-year period), and this is fairly evident from the QoQ trends for crude oil and resin prices (as shown 
in the chart belows).  

10 years resin price vs Brent price  10 years resin price vs WTI price  
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Source: Bloomberg    
 
6 months resin price vs Brent price 6 months resin price vs Brent price  
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Source: Bloomberg    

Lag effect in showing margin expansion.  Historical data shows that there is a 3-6 months lag effect for plastics and packaging 
companies to show EBIT margin expansion when resin prices fall. In addition, a rises/declines in raw materials price will have minimal 
effect on margins for players that have shorter contract lead time (ie film makers like SCIENTX, TGUAN and BPPLAS that adjust the 
selling price of their products every 1-2 months according to latest raw material prices); however a drop in resin price will have a positive 
effect on the players that have longer contract lead time (especially for players like DAIBOCI and SLP). We believe that crude oil prices 
will stabilise at USD70/bbl-levels in 2015. Thus, we foresee resin price trends to also stay flat or drop further in the medium term; 
contributing to margin improvement for plastic and packaging companies (particularly consumer packaging company like DAIBOCI, SLP 
and SCGM) in the upcoming quarter.   

Historical LLDPE price vs plastics and packaging co mpanies’ EBIT margin  

 
Source: Kenanga Research 
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Sensitivity analysis. A 5% drops in resin price would lead to 3.6% - 9.0% improvement in TGUAN and SCIENTX’s net profit, 
respectively.  

Sensitivity Analysis – Scientex Berhad  
Percent Change in Resin 

Price  FY15E Revenue  FY15E Core Net Profit Percent Change in Core Net 
Profit 

    
5% 1809.9 119.3 -9.00% 
1% 1778.8 128.8 -1.75% 

Base 1771.0 131.1 0.00% 
-1% 1763.2 133.5 1.83% 
-5% 1732.2 142.9 9.00% 

 

Source: Kenanga Research 
 
Sensitivity Analysis – Thong Guan  

Percent Change in Resin 
Price  FY15E Revenue  FY15E Core Net Profit Percent Change in Core Net 

Profit 
    

5% 836.4 33.3 -3.57% 
1% 808.8 34.3 -0.71% 

Base 801.9 34.5 0.00% 
-1% 795.0 34.8 0.71% 
-5% 767.5 35.8 3.57% 

 

Source: Kenanga Research 

Trimming TGUAN’s earnings growth. We are trimming TGUAN’s FY14-15E forecasts by 4.8% and 11.2% to RM29.0m and RM34.5m, 
respectively, after cutting: (i) average resin prices forecasts (FY14: from average RM5,037/MT to average RM4,975/MT; FY15: from 
average RM4,868/MT to average RM4,535/MT) and (ii) utilization rate of industrial packaging segment (from average 85% to average 
80%). Thus, TP is adjusted to RM3.28 (from RM3.70). Our valuation methodology is based on a targeted PER of 10.0x on FY15E basic 
EPS of 32.8 sen (note that conversion of ICULS will only take place after two years, hence, there is no immediate dilution in the short-
term). Our targeted PER of 10x is based on par to current FBM Small Cap Fwd. PER valuation of 10x and at only 10% discount to its 
closest peer SCIENTEX with ascribed PER of 10x for its manufacturing segment. The discount is applied due to its relatively smaller 
market cap and liquidity issue. 

Summary Earnings Table – Thong Guan  
 

FY Dec (RM‘m) 2013A 2014E 2015E 
Turnover 720.3 797.2 801.9 
EBIT 32.0 33.1 40.8 
Pretax profit 31.8 32.4 38.6 
Net Profit 28.2 29.0 34.5 
Core Net Profit 28.2 29.0 34.5 
Earning Revision (%)  -4.8 -11.2 
EPS (sen) 26.8 27.6 32.8 
EPS growth (%) 3.5 3.0 19.0 
Net DPS (sen) 8.0 8.3 9.8 
BV (RM) 2.8 2.9 3.1 
NTA/share (RM) 2.8 2.9 3.1 
PER (x) 6.9 6.7 5.6 
PBV (x) 0.7 0.6 0.6 
P/NTA (x) 0.7 0.6 0.6 
Gearing (%) Net Cash Net Cash Net Cash 
Div. Yield (%) 4.3 4.5 5.3 

Source: Kenanga Research 
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Peer Comparison  

Company Name 
Price (19 -
Dec-2014) 

 

Mkt 
Cap Core PER (x) 

Est. 
Div. 
Yld. 

Historical 
ROE P/BV Core Net Profit (RMm) 

This 
Year 

Growth 

Next 
Year 

Growth 

Target 
Price Rating 

 (RM) (RMm) CY13A CY14F CY15F (%) (%) (x) CY13A CY14F CY15F (%) (%) (RM)  

CORE COVERAGE                

Scientex 7.08 1,596.6 12.7 11.3 11.6 2.6 19.0 2.4 126.2 141.3 137.8 11.9 -2.4 5.49 UNDERPERFORM 

Thong Guan 1.85 194.6 6.9 6.7 5.6 4.5 9.7 0.7 28.2 29.0 34.5 2.9 19.0 3.28 OUTPERFORM 

                

NON-CORE COVERAGE                

Daibochi 4.26 482.9 16.3 19.6 13.4 1.0 18.2 3.0 29.6 24.6 36.0 -16.8 46.1 NR NR 

SLP 0.55 136.0 12.1 11.6 8.3 3.6 12.6 1.5 11.2 11.7 16.4 4.2 40.2 NR NR 
 

Source: Bloomberg, Kenanga Research 
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Stock Ratings are defined as follows:  
 
Stock Recommendations 
 
OUTPERFORM  : A particular stock’s Expected Total Return is MORE than 10% (an approximation to the  
       5-year annualised Total Return of FBMKLCI of 10.2%). 
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of 3% to 10%. 
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than 3% (an approximation to the  
      12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate). 
 
 
Sector Recommendations***   
 
OVERWEIGHT  : A particular sector’s Expected Total Return is MORE than 10% (an approximation to the  
       5-year annualised Total Return of FBMKLCI of 10.2%). 
NEUTRAL  : A particular sector’s Expected Total Return is WITHIN the range of 3% to 10%. 
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than 3% (an approximation to the   

  12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate). 
 
***Sector recommendations are defined based on market capitalisation weighted average expected total 
return for stocks under our coverage. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not 
make any representations as to its accuracy or completeness.   Any recommendation contained in this document does not have regard to 
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This 
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. 
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document 
or any solicitations of an offer to buy or sell any securities.  Kenanga Investment Bank Berhad and its associates, their directors, and/or 
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or 
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. 
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