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EPB Group Berhad

Cooking Up Overseas Success

Valuation / Recommendation

We have a SUBSCRIBE call on EPB Group (EPB) with RM0.75 FV based
on 16x FY25F EPS, which suggests a potential upside of 34% to the IPO
price. Our target PE is slightly lower than comparable global peers’
average PE of 17.1x, taking into account EPB’s much smaller market
capitalisation but mitigated by its stronger earnings growth. We like the
stock for its strategic exposure to high-grow markets like the Philippines
and Indonesia, as well as solid balance sheet with net cash position.

Investment Highlights

Strategic overseas exposure. Approximately 70% of EPB’s FY23 sales
came from overseas, with a strategic focus on two of Asia's fastest-
growing markets: the Philippines and Indonesia. Revenue from overseas
(mainly from these two countries) has increased significantly, more than
doubling from RM35.7m in FY20 to RM85.1m in FY23. These countries
are not just large in population but also growing rapidly in terms of
economic growth and consumer spending. The governments of these
nations are also prioritising the food processing sector, making it an
opportune time for EPB to expand. EPB’s overseas exposure is not limited
to just these two countries; the group also has sales to customers in the
USA, Myanmar, and Algeria, which contributed 7-10% of its sales.

Adding new floor space. EPB is suffering bottlenecks at its current Plant
1 facility due to the increasing scale and complexity of its machinery
solutions, which require more floor space to construct. To address this, the
group plans to use 61% of the RM40.0m IPO proceeds to buy industrial
land and build new facilities, including a 52,000 sq ft factory, an 18,000 sq
ft corporate office, a warehouse, and a showroom. This expansion will
improve production flow, boost capacity, and allow the showroom to
showcase machinery to clients, enhancing engagement and driving sales.

Steady margins. EPB has maintained a stable gross margin of 33-34%
over the past four years, attributed to effective cost management, a smart
pricing strategy, and high customisation of its food processing machinery
solutions. After the COVID-19 pandemic, EPB experienced a surge in
machinery sales in FY21-22, but without a substantial increase in selling
and distribution expenses. This, coupled with a lower effective tax rate, led
to higher PAT margins in FY21-22. Looking ahead, amid higher taxation,
we expect EPB’s PAT margins to stabilise around 11-12% for FY24-26F.

Risk factors for EPB include (1) Dependency on key suppliers, (2)
Fluctuations in raw materials prices, and (3) Forex risk.

FY Dec FY22 FY23 FY24F FY25F FY26F
Revenue (RM m) 89.1 122.1 125.6 149.1 1711
EBITDA (RM m) 17.5 21.2 20.6 25.7 29.4
PAT (RM m) 12.3 14.3 14.2 17.5 20.0
PAT Margin (%) 13.8 11.7 11.3 11.7 11.7
EPS (sen) 4.1 4.7 3.8 4.7 5.4
EPS Growth (%) 3.6 16.1 (19.6) 22.9 143
BV Per Share (sen) 14.1 18.2 28.3 31.9 35.9
PE (x) 17.0 14.6 14.7 11.9 10.4
Net Gearing (%) Cash Cash Cash Cash Cash

ROE (%) 28.9 26.1 135 14.7 14.9
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Business Overview

EPB Group Berhad provides food processing and packaging
machinery solutions, as well as cellulose casings and flexible
packaging materials.

Listing Details

Listing date 23 Aug 2024
New shares (m) 71.6
Offer for sale (m) 40.0
Funds raised (RM m) 40.1

Ordinary shares (m) 372.0
Market cap (RM m) 208.3
Free float (%) 30.0
P/E (FY24F) 14.7

Top 3 Shareholders

Yeoh Chee Min 39.0%
Liew Meng Hooi 13.2%
Ooi Kim Kew 15.0%
Acquisition of Land 13.0 -
Construction of Factory 10.5
Working Capital 8.5
Estimated Listing Expenses 4.0
Repayment of Bank Borrowings 3.0

Purchase of Machinery 1.1

2.7%

7.5%

10.0%

21.2%

26.2%
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Financial Highlights and Valuation

Healthy sales growth. EPB has achieved an impressive 3-year CAGR of 25.6%, with revenue
doubling from RM61.7m in FY20 to RM 122.1m in FY23. This growth was driven primarily by increased
sales of food processing and packaging machinery, which accounted for 82% of the group's total

revenue.
Figure 1: EPB’s revenue trend (in RM m) Figure 2: EPB’s revenue breakdown (%)
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Overseas expansion. EPB largely derives its sales from overseas markets, with two of the largest
F&B countries in Asia—the Philippines and Indonesia. This strategy highlights the company’s focus on
expanding beyond the Malaysian market to tap into international opportunities. Interestingly, EPB also
has deals with other countries like the USA, Myanmar, and Algeria, with around 7-10% of its FY23
sales coming from these countries.

From FY20 to FY23, EPB overseas revenue (predominantly from the Philippines and Indonesia) has
surged by more than twofold, rising from RM35.7m to RM85.1m. This remarkable growth is
underpinned by several factors especially specific to the two countries, which are 1) Large populations,
2) Increasing consumer spending power, 3) Robust GDP growth, and 4) Government initiatives
prioritising the food processing sector for attracting foreign investment.

Figure 3: Revenue by geographical location (in RM m) Figure 4: Geographical location breakdown (%)
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New facility to de-bottleneck and showcase offerings. EPB is experiencing production bottlenecks
at their 28,335 sq ft Plant 1 facility due to the increasing scale and complexity of their integrated and
automated food processing and packaging lines. To solve this issue, the company plans to use 61%
of the RM40.0m IPO proceeds to purchase industrial land and construct new facilities. This will include
a 52,000 sq ft factory, an 18,000 sq ft corporate office, a warehouse, and a showroom. The
consolidation of their operations into a single headquarters will optimise production flow and increase
capacity. The new showroom will also play a critical role in demonstrating machinery to clients, thereby
enhancing customer engagement and driving sales.

Steady margins. EPB has maintained a stable gross margin of 33-34% over the past four years,
attributed to effective cost management, a smart pricing strategy, and high customisation of its food
processing machinery solutions. With business disruptions easing following the aftermath of the
COVID-19 pandemic, there was pent-up demand for EPB's machinery, leading to a surge in FY21-22
sales but without a substantial increase in selling and distribution expenses. Coupled with the lower
effective tax rate, this contributed to the higher PAT margins in FY21-22. Looking ahead, amid higher
taxation, we expect EPB’s PAT margins to stabilise around 11-12% for FY24-26F.

Figure 5: Gross margin and PAT margin (%)
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Healthy balance sheet to support dividend policy: EPB has a strong balance sheet with net cash
position of RM31.1m. This would help to support its formal dividend policy post-listing, which EPB
intends to target a payout of up to 25% of earnings.

RMO0.75 FV based on 16x FY25F EPS. EPB does not have direct comparable peers listed in Bursa
Malaysia. Nonetheless, we have identified two listed peers in Germany whose business models (i.e.
F&B machinery solutions provider) closely resemble EPB. Valuation-wise, we peg a target PE valuation
of 16x for EPB, slightly lower than comparable peers’ average of approximately 17.1x. While EPB’s
market capitalisation is much smaller than that of its global peers, we believe this is more than
adequately compensated by its relatively stronger earnings growth. Applying this to FY25 EPS of
4.7sen, we arrive at our fair value of RMO0.75.

Peer Comparison — Trailing 12-month basis (as of 25 Jul 2024)

Share price Mkt Cap Earnings
Company Country (LC) (in USD) Growth (%) P/E (x) P/B (x)
GEA Group AG Germany 39.78 7,429.8 (2.3) 16.7 2.7
Krones AG Germany 125.60 4,300.6 7.8 17.5 2.2
Simple Average 2.8 17.1 25
EPB Group 0.56 44.6 22.9 11.9 1.7

Source: Bloomberg, Mercury Securities
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Company Background

One-stop provider of machinery solutions. EPB is a one-stop provider of food processing and
packaging machinery solutions. The group is primarily involved in the design, customisation,
fabrication, integration and automation of production lines for food manufacturing and processing
companies, tailored based on customers’ needs. Beyond machinery, EPB is also involved in the trading
of cellulose casings and the manufacturing and trading of flexible packaging materials.

Focusing on food processing & packaging machinery. According to the FY23 financials, EPB's
main source of revenue is its food processing and packaging machinery solutions, which make up 82%
of its revenue. The rest of the revenue comes from trading cellulose casings (12%) and manufacturing
and trading flexible packaging materials (6%). The company's machinery is designed to produce
affordable and convenient foods such as nuggets, sausages, meatballs, and ham, and it has
experienced strong demand, especially from customers in Indonesia, the Philippines, and Malaysia.

Indonesia and the Philippines are key markets. EPB has shown a strong focus on expanding its
international business, with overseas deals representing 69.7% of its FY23 revenue. The company’s
major clients are in the Philippines and Indonesia, contributing 43.5% and 16.9% of revenue,
respectively. Additional markets, including the USA, Myanmar, and Algeria, add another 7.3%.

Figure 6: Business Overview

One-stop provider of food processing and packaging machinery solutions
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Figure 7: Sausage processing and packaging solutions Figure 8: Mooncake processing and packaging solutions

Source: Company, Mercury Securities Source: Company, Mercury Securities

Figure 9: Cendol processing and packaging Figure 10: Coffee and tea processing and packaging
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Figure 11: Three-side seal bag Figure 12: Stand-up bag
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Figure 13: Key Management Team

Name and Designation Age Profile
Yeoh Chee Min 59 e Responsible for formulating and implementing the overall business strategy and corporate
Managing Director development of the Group as well as overseeing EP Machinery and EP Machinery KL.

e More than 30 years of experience in the food processing machinery industry.
e Year 12 of the South Australian Certificate of Education (SACE) in Australia.

Liew Meng Hooi 59 e Manages the daily operations of BW Engineering, BW Perkasa Labuan, and BW Perkasa
Deputy Managing Director UAE, mainly in the areas of business strategy, sales, and operations.

e 26 years of experience in the food processing machinery industry

e From 5 education at SMK Tunku Abdul Rahman in Alor Setar, Kedah.

Ooi Kim Kew 60 e Oversees the entire operations of EP Manufacturing, mainly in the areas of procurement and
Executive Director production.
e Established Momizi Boutique in Kedah in 1988 and disposed in 2000.
e Technician Diploma in Architectural Draughtsmanship from the Federal Institute of
Technology, Kuala Lumpur.

Source: Company

Figure 14: Group Structure Post Listing
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Future Plans & Business Strategies

Factory expansion in Penang. EPB intends to construct a new corporate office, a factory building
with a warehouse and a showroom — with a total built-up area of approximately 70,000 sq ft. The new
three-storey corporate office will centralise backroom operations under one roof. Additionally, a new
factory is also set to be built to accommodate the production of food processing and packaging
machinery, together with a warehouse and a showroom. The showroom will display machinery
solutions, enhancing customer experiences.

From the IPO proceeds, RM13.0m will be used to purchase industrial land, while RM10.5m will cover
the construction of the new corporate office and factory building with a warehouse and showroom.
RM1.1m will be allocated to purchase new machinery and equipment, including two vertical machining
centres, a CNC turning centre, and a CNC press brake/cutting machine, intended for the production of
food processing and packaging machinery and equipment.

Increasing robotic footprint in food processing and packaging machinery solutions. EPB
successfully launched a food packaging machinery solution with robotic arms in 2022. This machinery
can feed sausages at a rate of up to 500 pieces per minute. In the future, the company plans to leverage
the Industrial Revolution 4.0 trend by further integrating robotic technology into its food processing and
packaging machinery solutions. There is a significant opportunity for more robotic technology in the
industry due to the strict hygiene requirements for handling food and the challenges faced by food
manufacturers in hiring factory workers.

To tackle these challenges and reduce human intervention, the company plans to seek collaboration
with technology partners specialised in robotics technology. Additionally, it will work on developing
software internally to control robots integrated into its machinery solutions. This strategy will be
implemented at Plant 1.

Key Risks

Dependency on key suppliers. EPB relies heavily on one major supplier, Shandong Vicel of China,
for cellulose casings, which account for 13-18% of its total purchase value over the years. Based on
the latest distribution agreement, EPB will be the distributor of Vicel Speedy Peel Cellulose Casings in
Indonesia for another two years, starting from January 1, 2024. Nevertheless, there is no assurance
that Shandong Vicel will continue to grant EPB distributorship after the current agreement expires or
renew the agreement on similar terms.

Fluctuation in raw material prices. EPB’s profitability is exposed to fluctuations in raw material prices,
particularly for stainless steel and aluminium products required in its fabrication activities. Any price
hikes in raw materials, driven by shortages beyond their control, could result in increased costs. This
could hinder profitability, especially if they cannot immediately or fully pass these increased costs onto
the customers.

Fluctuations in foreign exchange. As of FY23, 65.3% and 57.1% of EPB’s sales and purchases are
transacted in foreign currencies (majority USD). The group currently does not have a formal policy
regarding its foreign exchange transactions. It also does not use any financial instruments to hedge its
exposure to fluctuations in foreign currency exchange rates.

IPO Note
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IPO Details

Offer for Sale (m) Public Issue (m) Total (m)

Retail Offering
Malaysian Public - 19.6 19.6 k3]

Pink Form Allocations - 21.2 21.2 5.7

Institutional Offering

Bumiputera investor approved by MITI 15.7 30.8 46.5 12.5
Selected investors 243 - 243 6.5
Total 40.0 71.6 111.6 30.0

Source: Company
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Disclaimer & Disclosure of Conflict of Interest

The information contained in this report is based on data obtained from data and sources believed to be reliable at the time of issue of this report. However,
the data and/or sources have not been independently verified and as such, no representation, express or implied, is made as to the accuracy, adequacy,
completeness or reliability of the information or opinions in this report.

Ca "o

This report may contain forward-looking statements which are often but not always identified by the use of words such as “believe”, “estimate”, “intend” and
“expect” and statements that an event or result “may”, “will” or “might” occur or be achieved and other similar expressions. Such forward-looking statements
are based on assumptions made and information currently available to Mercury Securities Sdn Bhd. (“Mercury Securities”) and are subject to known and
unknown risks, uncertainties and other factors which may cause the actual results, performance or achievement to be materially different from any future
results, performance or achievement, expressed or implied by such forward-looking statements. Caution should be taken concerning such statements and
recipients of this report should not place undue reliance on any such forward-looking statements. Mercury Securities expressly disclaims any obligation to
update or revise any forward-looking statements, whether as a result of new information, future events or circumstances after the date of this publication or to

reflect the occurrence of unanticipated events.

Accordingly, neither Mercury Securities nor any of its holding company, related companies, directors, employees, agents and/or associates nor person
connected to it accept any liability whatsoever for any direct, indirect, or consequential losses (including loss of profits) or damages that may arise from the
use or reliance on the information or opinions in this publication. Any information, opinions or recommendations contained herein are subject to change at any
time without prior notice. Mercury Securities has no obligation to update its opinion or the information in this report.

This report does not have regard to the specific investment objectives, financial situation and particular needs of any specific person. Accordingly, investors
are advised to make their own independent evaluation of the information contained in this report and seek advice from, amongst others, tax, accounting,
financial planner, legal or other business professionals regarding the appropriateness of investing in any securities or the investment strategies discussed or
recommended in this report. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy
is suitable or appropriate to your individual circumstances or otherwise represents a personal recommendation to you. This report is not intended, and should
not under no circumstances be considered as an offer to sell or a solicitation of any offer or a solicitation or expression of views to influence any one to buy or
sell the securities referred to herein or any related financial instruments.

Mercury Securities and its holding company, related companies, directors, employees, agents, associates and/or person connected with it may, from time to
time, hold any positions in the securities and/or capital market products (including but not limited to shares, warrants and/or derivatives), trade or otherwise
effect transactions for its own account or the account of its customers or be materially interested in any securities mentioned herein or any securities related
thereto, and may further act as market maker or have assumed underwriting commitment or deal with such securities and provide advisory, investment, share
margin facility or other services for or do business with any companies or entities mentioned in this report. In reviewing the report, investors should be aware
that any or all of the foregoing among other things, may give rise to real or potential conflict of interests and should exercise their own judgement before
making any investment decisions.

This research report is being supplied to you on a strictly confidential basis solely for your information and is made strictly on the basis that it will remain
confidential. All materials presented in this report, unless specifically indicated otherwise, are under copyright to Mercury Securities. This research report and
its contents may not be reproduced, stored in a retrieval system, redistributed, transmitted, or passed on, directly or indirectly, to any person or published in
whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Mercury Securities takes no responsibility for the content contained therein. Such
addresses or hyperlinks (including addresses or hyperlinks to Mercury Securities own website material) are provided solely for your convenience. The
information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or
Mercury Securities’ website shall be at your own risk.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to the laws of the
jurisdiction in which you are located.

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part
of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.
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Recommendation Rating

Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without notice. Hence, the recommendation
rating only applicable to stocks under the list. Stocks out of the coverage list will not carry recommendation rating as the analyst may not follow the stocks

adequately.

Mercury Securities has the following recommendation rating:

BUY Stock’s total return is expected to be +10% or better over the next 12 months (including dividend yield)
HOLD Stock’s total return is expected to be within +10% or -10% over the next 12 months (including dividend yield)
SELL Stock’s total return is expected to be -10% or worse over the next 12 months (including dividend yield)
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