
For full year 2018, management expects net income to grow between 
10%-13% to Php3-3.2bn on the back of further improvements in margins. 
Margins are seen to pick up especially for the commodity business giv-
en easing commodity prices, an upside to DNL. Price of palm oil, which 
makes up 28% of raw materials (or 24% of total cost and expenses), has 
decreased by 9% year-on-year (yoy) and is expected to continue trending 
downwards in the next quarter. From $617/mt at spot price, Bloomberg 
median forecast in Q2 and Q3 are at $604/mt and $617/mt. There’s an ex-
pected slight uptick to $629 in Q4 but will continue its downward path in 
Q1 2019 at $612/mt. Meanwhile, coconut oil price which similarly makes 
up 24% of total costs of DNL saw a 25% decline in prices yoy (1Q18). World 
Bank estimates coconut oil prices to drop 20% this year.

Recommendation. We like DNL for its research and development prowess 
and product innovation, stable and diversified business, and improving out-
look. Revenue mix is improving at 64% high margin products on the back of 
increasing volumes. The company also has the power to pass raw material 
costs and foreign exchange effects to clients which makes it in a better po-
sition versus other consumer companies amidst inflation and peso devalua-
tion. Another plus is the improvement seen in commodity margin from lows 
in 2017 (+3.5ppts to 6.5% in 1Q18, about double from 1Q17). Full-year 2018 
earnings are expected to grow by 12% to Php3.3bn which translate to earn-
ings per share of Php0.46. The company is currently trading at forward P/E 
of 24.5x, just within regional peers’ average. At current price of Php11.10, 
there’s a 6.8% upside to derived target price of Php11.8. Wait for pullback.  

Double digit growth on the back of better revenue mix and margins
D & L industries net income was up 12.3% yoy in the first quarter of 2018 
to Php744mn, in line with consensus estimates. This was driven by high 
margin specialty products (HMSP), up by 12% yoy to Php4.1bn, as volumes 
increased 13% yoy (versus 4% growth in full-year 2017). But commodity 
segment offset growth in HMSP as sales decreased 12% yoy to Php2.3bn on 
the back of an 18% decline in volumes. As a result, top line was slightly 
up by 2%. Gross profit was up 9%, thanks to the expansion of gross profit 
margin (GPM) by +1.2ppts to 17.9% on favorable revenue mix of 64% HMSP 
versus 58% in 2017 and better commodity GPM at 6.5% (back to 2016 level 
and better than the 4.1% recorded in 2017).

Shift to higher margin categories
Sales from food ingredients (50% of total revenues) was 11% lower to 
Php3.2bn as the company sold less of the commodity business. Revenues 
from refined vegetable oils (39% of category revenues) were down 30%  
although GPM was up 1.0%. Cushioning the drop in commodity business 
was strong high margin segment. The three other higher margin categories 
which accounted for 61% of the category recorded higher revenue growth: 
speciality fats and oils (+8%), specialty ingredients (+8%) and food safety 
products (+89%). As a result, category net income ended flat to Php245m 
(33% of net income).

Offsetting the lackluster food ingredients business was robust sales from 
oleochemicals (+18% to Php2.2bn) , specialty plastics (+23% to Php839m) 
and aerosols (+15% to Php215m). Thanks to healthy volumes: Chemrez vol-
ume was up by 10% while speciality plastics and aerosols were also up by 
9% and 11%, respectively. Consequently, net income from these categories  
increased: oleochemicals up by 30% to Php240m, specialty plastics up by 
15% to Php202m and aerosols up by 5% to Php43mn. In total, these seg-
ments contribute 65% to net income.

Slightly weaker exports business
DNL’s export revenue, however, dipped 5% to Php1.4bn as coconut oil pric-
es were lower in 1Q18. As a result, revenue contribution to total sales was 
lower at 22% versus 24% in 1Q17 and 25% in FY2017. The decline was at-
tributed to the normalization from high growth last year (+68% yoy for the 
whole 2017). Management expects exports to pick up throughout the rest 
of the year despite the weak 1Q18.
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Table 1: DNL Stock Data

Consensus Target Price (Php)  11.85 

Currrent Price (Php)  11.10 

Upside Potential (%) 6.8%

52-Wk range (Php)  9.98-12.788 

Year-to-date change 0.36

Mkt Cap (Php bn)  79.29 

Free Float 33%

6-mos Average Daily Turnover (Php mn)  39.25 

Forward 2018 P/E  24.45 

Table 2. DNL Income Statement (in Php mn)

1Q17 1Q18 % YoY 
Change

Sales  6,255  6,383 2%

Management service fee  11  13 20%

Revenues  6,266  6,396 2%

Cost of sales  (5,129)  (5,154) 0%

Cost of services  (89)  (94) 6%

Gross profit  1,049  1,148 9%

Selling and marketing expenses  (142)  (154) 8%

Administrative expenses  (75)  (91) 21%

Other operating income, net  17  46 172%

Operating profit  848  949 12%

Finance costs  (34)  (45) 30%

Foreign Exchange  -    -   

Profit before income tax  814  904 11%

Income Tax Expense -151 -160 6%

Net Profit 663 744 12%

Gross Profit Margin 16.7% 17.9% 1.2ppts

EBIT Margin 13.5% 14.8% 1.3ppts

Net Profit Margin 10.6% 11.6% 1.1ppts
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Fig.1: YTD Price Performance vs PSEi (12/29/2017 = 100)


