
DNL is guiding for net earnings of 10%-15% this year to Php3.5bn to 
Php3.7bn after making Php3.2bn last year, up 10% and in line with 
consensus estimates. 

Results were pushed  higher by record 4Q18 gross profit margin 
(GPM) of 22%. Full year GPM stood at 19.1%, better than 17% in 
2017. Net profit margin improved to 12% from 11.5% in 2017. 

Strategy of emphasis on high margin specialty products (HMSP) paid 
off as its share to total revenues reached a high of 63% from 58% 
in 2017, the highest in five years. This was a core strategy and at 
the same time defensive versus the cyclical weakness of overall 
volume, down 1% in 2018, pulled lower by the 14% shrinkage in food 
ingredients (mainly straight oils in commodity category). 

It should not be a concern though as the P&L is driven in large part 
not by historical sales volume but more by margin behaviour. 

Overall, sales volume was down 8% due to the combined drops in 
the sales volume of oils, fats, and biodiesel which was down by 
-10%. Lower volume of commodities sales is not an issue as it was 
a deliberate strategy to counter the cyclical margin headwinds of 
the coconut oil business that had seen margin come down to as low 
as 2% two years ago, recovering to last year’s 5%. 

On the other hand, DNL’s high margin products comprised specialty 
plastics, special food ingredients and oleochemicals, specialty plas-
tics and aerosols which saw GPM hit a high of 26% in 4Q18, the likely 
new norm for DNL given the high level of product customisation for 
clients, giving it the pricing power in its chosen markets. 

Key to customisation is Research and Development spend which 
doubled in four years to Php224m last year and will rise to fur-
ther fuel the margin and volume growth of its high margin special 
products (Hmsp), especially exports which have grown to a quarter 
of its php27bn topline. Ventura foods, Yazaki Torres and Sumitomo 
Electric are DNL’s key export clients.

Return on equity was steady at 19%, while cost of debt was lower at 
5.4% from 6% in 3Q18, huge drop as debts were mostly short term 
working capital funding. Capital Expenditure budget was smaller at 
Php 1.8bn only to fund part of the Batangas plant development. Net 
gearing was sharply lower at 10% from 25% in 2017. Forward PE is 
22x, midpoint of the Philippines consumer counter. p
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Figure 1: YTD Price performance (Factor=100)
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Table 1: Stock Summary
Consensus Target Price (Php)   12.37  
Currrent Price (Php)  11.30 
52-Wk range (Php)  9.55-12.24 
Year-to-date change 2.91
Mkt Cap (Php bn)  80.71 
6-mos Average Daily Turnover (Php mn)  34.75 
Forward 2019 P/E  21.90 

DNL= 2.91%

PSEi = 2.74%

Table 3: FY18 Performance (Php millions)
4Q18 Growth FY18 Growth

Revenues  6,371 -18.8%  26,543 -4.4%
Gross profit  1,407 6.3%  5,079 8.8%
EBITDA  1,103 2.8%  4,437 8.0%
Net profit  785 0.1%  3,187 9.7%
Margins
Gross profit 22.1% 5.2% 19.1% 2.3%
EBITDA 17.3% 3.6% 16.7% 1.9%
Net income 12.3% 2.3% 12.0% 1.5%

Table 2: Consensus estimates (Php millions)
2018 2019E 2020E

Total Revenue  26,543.0  29,197.3  31,533.1 
  Growth YoY -4.4% 10.0% 8.0%
Gross Profit  5,079.0  5,462.8  5,899.8 
  Margin % 19.1% 18.7% 18.7%
EBITDA  4,437.0  4,880.7  5,271.2 
  Margin %  16.7%  16.7%  16.7% 
EBIT  3,944.0  4,184.2  4,494.5 
  Margin %  14.9%  14.3%  14.3% 
Net Income  3,187.0  3,521.6  3,961.0 
  Margin %  12.0%  12.1%  12.6% 
Diluted EPS  0.45  0.49  0.56 
  Growth YoY 9.6% 10.7% 12.5%


