
URC’s reported net income was down 12.3% to Php3.0bn from Php3.4bn but 
core earnings (without foreign exchange gains amounting to Php759mn) was 
down 25% to Php2.9bn. Core net income, as a result, ended at Php2.2bn from 
Php3.0bn, down 26.7%, below consensus estimates.

Tough 1Q18 for URC on Weak Domestic Business.
Topline was up by only +1.6% mostly driven by non-branded consumer food 
group (NONBCF), up by +3.2% while branded consumer food group (BCF) was 
slightly flat at +1.3% as domestic market remained weak. Gross profit (GPM) 
and operating margins contracted by 90bps and 210bps to 31.2% and 11.1%, re-
spectively, on cost pressures from higher inflation, peso devaluation and weak 
demand. 

Total branded consumer food group (BCF), accounting for 81.8% of total sales, 
was up 1% to Php25.1bn driven by Vietnam recovery.  International revenues 
were up by +9.6%, contributing 39% to total BCF segment. But that was not 
enough to cushion the -4.6% decline in domestic BCF (DBCF). Domestic business 
was weak: sales for snacks were down by -3% (coming from a high base in 1Q17 
which grew +16%) while core beverages sales were down by -9%. 

Salty snacks category declined by -6% as Php1-2 snacks segment (where URC is 
not in yet) and larger >90g packs gain traction. Confectionery was also down 
-1% as both candies and chocolates declined but bakery and joint ventures with 
Nissin and Vitasoy were both up by +3% and +7%, respectively. Core beverage 
category slumped as coffee segment (down -20%), about 40% of DBCF, saw a 
decline in demand due to inflation and increased competition. Market share 
on total coffee category fell to 26% from 29% last year. Ready-to-drink (RTD) 
segment also performed poorly as volumes declined 1-7% qoq and  -2% yoy. De-
mand was weaker on the back of excise tax. Price increase of about 22% in the 
category buoyed sales value, up by +18%. Further, higher input costs and peso 
devaluation caused a contraction in DBCF EBIT margin, down by 3.1% to 13.2% 
from 16.3%. Management mentioned plans to increase prices by another 2% to 
4.5% throughout the year to further lift margins. 

Non BCF sales (about 18.2% of total URC sales) were up +3% driven by agro 
industrial segment (+11.2%) due to higher volume of feeds and shift to value-
added products of farms. Slightly offsetting this was the -2.6% decline in com-
modity foods as sugar declined by -5.2% yoy on lower average selling prices. 

International Business Picked up as Vietnam Recovers
On a positive note, international branded business (about 34.5% of total sales) 
grew +10% yoy to Php10.8bn while EBIT increased by +73.4% to Php to 926mn 
on continued recovery from Vietnam. Volumes were almost back to around 70% 
of pre-recall level, thus, Vietnam sales were up by +28% (local currency terms). 
International BCF EBIT margin also improved to 8.6% versus 1Q17’s 5.4% 

Positive Guidance but Looks Far from Recovery in 2018
Management still expects challenges such as inflation, weaker peso, intense 
competition and volatility in commodity prices to persist but guides for a mid-
high single digit topline growth with EBIT slightly higher. But the company also 
admits achieving guidance entails the following: 1) 6-8% revenue growth for PH 
domestic business should be achieved (coming from -5% in 1Q18, this may be 
a bit too optimistic) 2) Activities in Vietnam to continue their momentum- a 
wait-and-see given that increase was partially affected by higher selling prices 
3) Strengthening sugar prices as a result of shift from high fructose corn syrup 
to refined sugar. 

The company also shared the appointment of Irwin Lee as President and CEO, 
an experienced Procter and Gamble executive with stints in UK, Ireland, North-
ern Europe as well as China, Japan and US. Along with the reshuffling  of man-
agement, the company also aims at profitability through a focused approach on 
its strong brands, portfolio review (remember the spin off of Hunts) and scaling 
up profitable joint ventures with Danone, Vitasoy and Swiss Miss.

Recommendation. We remain cautious on URC’s growth prospects as pressures 
on both demand and supply sides persist: weakening demand due to increasing 
competition, inflation and peso devaluation. The company is currently trading 
at 27x PE, just below historical average of 30x but above regional peers at 26x. 
Using price-to-earnings ratio of 28x and EPS of Php5.19 per share, the derived 
price at Php145 provides a 3% upside to current. Hold.
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Table 1: URC Stock Data

Consensus Target Price (Php)  145.55 

Currrent Price (Php)  141.00 

Upside Potential (%) 3.2

52-Wk range (Php)  129.693-183.451 

Year-to-date change -5.68

Mkt Cap (Php bn)  310.79 

Free Float 44%

6-mos Average Daily Turnover (Php mn)  206.36 

Forward 2018 P/E  27.22 
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Table 2. URC Income Statement (in Php mn)

1Q17 1Q18 % YoY 
Change

Sales  30,689  31,189 1.6%

Cost of Sales  20,838  21,461 3.0%

Gross Profit 9,851  9,728 -1.2%

GPM 32.1% 31.2% -0.9%

Operating Income  (5,821)  (6,272) 7.8%

Operating Income 4,030  3,456 -14.2%

Operating Margin 13.1% 11.1% -2.1%

Other Profit (Charges)  218  189 -13.6%

Foreign exchange gain - net 338.9 758.6 123.9%

Finance costs -337.9 -363.5 7.6%

Finance revenue 55.7 73.5 32.0%

Equity in net losses of JV -48.9 -16.6 -66.0%

Market valuation gain on
financial instruments at FVTPL

9.7 -26.5 -373.3%

Other income (expense) - net 200.8 -237.1 -218.0%

Pretax Profit 4,249  3,645 -14.2%

Tax Expenses 803.5 624.8 -22.2%

Net Income 3,445  3,020 -12.3%

Net Margin 11.2% 9.7% -1.5%

Net Income to Equity holders 3,371  2,952 -12.4%

Fig.1: YTD Price Performance vs PSEi (12/29/2017 = 100)


