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Let there be light… and water
By Roxanne S.C. Olanday

Since last year, there have been talks about a looming power crisis in the summer months of 2015. 
Energy officials announced that Luzon and Visayas would experience a power shortage by as much as 
800-megawatts (MW) from the forthcoming El Niño. 

Last April 14 at around 11:00 AM, actual power demand and supply readings of Luzon from the National Grid Corporation of the 
Philippines (NGCP) showed that the peak demand at 8,195-MW was met by the available capacity of 9,653- MW with some energy 
reserve to spare at 1,130-MW. This is consistent with the October 2014 outlook report of the Department of Energy (DOE) that there 
would be enough capacity, or even a ‘gross reserve’ from March to June this year. However, the DOE noted regulating reserves 
were thin and continue to see this persisting until 2020, as shown in Figure 1. The difference between the peak demand and the 
reserve is very slim; suggesting that a shutdown from any one of the power plants would eat up the reserves. In fact, looking just 
one day ahead at the daily power outlook of the NGCP, Luzon and Visayas reserves for the morning of April 15 were only at 65-MW 
cumulatively, without any allocation to Mindanao. 

Figure 1: Luzon Supply Demand Outlook 2014-2020

Source: DOE

The projected shortfall stemmed from the one-month maintenance shutdown of the Malampaya Deep Water Gas-to-Power project 
in Palawan from March15-April13 for the installation of a platform, meant to maintain the fuel stock to the power plants supplying 
half of Luzon’s energy demand. While this is not the only power plant to go offline, the Malampaya facility supplies approximately 
40% of Luzon’s grid power requirements. The natural gas facility is run by the Shell Philippines Exploration B.V (SPEX) and it fuels 
three power plants: the 1,000-MW Sta. Rita plant and the 500-MW San Lorenzo facility owned by First Gen. Corp, and lastly the 
1,200-MW Ilijan owned by Kepco Philippines, Corp. 

Looking into Luzon’s power supply situation, there were 84 forced outages in the grid last year due to insufficient power plant 
capacity, reserves and unfavorable weather conditions, among others. Over the next 5 years however, a surplus in capacity may 
arise intermittently if all the committed new plants start operations as scheduled.

Figure 2: Generation Volume By Grid (in GWH)
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Historically, as shown in Figure 2, power is still concentrated towards the Luzon grid though 
generation capacity expanded the quickest in Visayas. The bulk of power is now generated by 
mostly privately owned and operated plants, or those not under the National Power Corporation 
(NPC), whereas consumption is dominated by the residential sector as seen in Figure 3. 
Growth, on the other hand, is led by the commercial sector at a 4.5% compounded annual 
growth rate over a 10-year period.

Figure 3: Power Consumption by Sector (in Gwh)
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To help meet the demand from the main Luzon energy grid and prevent any shortages in 
power, the Department of Energy (DOE) came up with the “Interruptible Load Program” 
(ILP). Voluntary in nature, the ILP would have the ‘heavy’ electricity users such as malls 
and condominiums run on their own generation sets between peak periods (i.e. 11AM-2PM) 
when power supply is weak. As of early April this year, there were  around 307 potential 
and registered ILP participants who could contribute a deloading capacity of 968.57-MW. 
These participants included SM Prime Holdings Inc., Robinsons Land Corp., and Waltermart 
Malls. The first dry run of Meralco for the ILP implementation early this year showed that ILP 
participants amounted to 65% efficiency for a confirmed capacity of 398.4-MW and signed up 
capacity of 617-MW.

Note that participants would be compensated for utilizing their own power, though 
compensation figures have yet to be determined, pending Congress and Senate decision. 
The program applies to all distribution utilities (DUs) and their respective participating captive 
users, those with a tripartite agreement with a retail electricity supplier (RES) and their joining 
contestable users, as well as the NGCP in an ILP deal with directly connected consumers. 

One of the key challenges in this sector is developing a framework for continued capacity 
creation. A study by the KPMG Global Energy Institute shows that only 1,800-MW of additional 
capacity has been committed out of the necessary 13,000-MW until 2030. Another challenge 
is grid connectivity. As of 2013, Mindanao has not been connected with the Luzon-Visayas 
grid, which could attribute to the massive brownouts experienced in the region. Lastly, there 
is the issue against the full implementation of the retail competition and open access (RCOA) 
system. There is a pending case filed by the Retail Electricity Suppliers Association of the 
Philippines, Inc. (RESA) challenging the rules enforced against the RES.

Under the RCOA targeted to be mandatory by end-2015, electricity consumers utilizing an 
average of at least one megawatt a month will change from being ‘captive customers’ of DUs 
such as Manila Electric Company (Meralco) to ‘contestable customers’ (CCs). As CCs, they 
can opt out of their local DUs and choose a different supplier from among those registered 
in the Wholesale Electricity Spot Market (WESM) as suppliers would then provide tailor-fit 
packages to consumers.

Water: Source of life but a risky business
According to UN-Water, approximately 783 million people do not have access to clean water 
globally and  a staggering 2.5 billion do not have access to adequate sanitation. In the 
Philippines, data from the Environmental Management Bureau showed that of 127 freshwater 
bodies sampled, only 47% were found to have ‘good’ water quality, 40% of ‘fair’ water quality 
and 13% with ‘poor’ quality. Furthermore, 50 of the 421 rivers in the country are already 
considered “biologically dead.” Locally, four regions were noted to have unsatisfactory ratings 
for water quality: National Capital Region (NCR), Southern Tagalog (Region IV), Central Luzon 
(Region III), and the Central Visayas (Region VII). 
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In order to properly address these concerns, the government has sought the help of private 
companies and their investment capabilities. As of June last year, the Davao Bulk Water 
Supply Project, a Public-Private-Partnership (PPP) Project, was awarded to the Aboitiz Equity 
Ventures Inc. and J.V. Angeles Construction Corp. joint venture. This project would be the first 
bulk water system with a treatment facility fueled by renewable energy. It will also supply 300 
million liters per day of potable water in the Davao region.  For the bigger urban municipalities 
in Luzon, the government rolled out two other PPP’s, with ongoing bid submissions this year: 
The PhP24.4 billion Bulacan Bulk Water Supply Project, which will supply water requirements 
of 22 municipalities in Bulacan and the PhP 18.72 billion New Centennial Water Source 
(Kaliwa Dam) Project, which will increase raw water supply and reduce dependence on the 
Angat Dam Reservoir.

At present, the biggest issues for the privatization of Metro Manila’s water system remain 
to be high regulatory risks, especially with recent arbitration cases between Metropolitan 
Waterworks and Sewerage System and Manila Water Company, Inc. (Manila Water) and the 
Maynilad Water Services, Inc (Maynilad). Rate increases have been contested by regulators 
claiming the rate hike makes consumers pay more than necessary. 

Both cases involve whether or not the two companies are public utilities’ and whether or not 
they may pass on their corporate income tax (CIT) to consumers. Back in 2013, the MWSS 
decided to cut the concessionaires’ tariffs, for Maynilad by PhP1.46 per cu.m and Manila Water 
by PhP7.24 per cu.m under the rate rebasing review for 2013-2017. Inconsistencies in the 
applications of regulations involving utilities make foreign investors hesitant to invest, with the 
vice president of external affairs for the European Chamber of Commerce of the Philippines 
even claiming that the situation is ‘bad for business’.

Conservation is the solution; regulation still a complication
Present power and water conditions appear manageable in the near term. However, energy 
and utility officials urge consumers to be vigilant and to conserve whenever possible in order 
to mitigate shortages in the future, as they continue to monitor the power and water situation in 
the country. They claim the next critical period is in May, generally the hottest recorded month 
of the year. 

In the meantime, electricity rates have been rising since February and are seen to rise until 
May. In April, electricity rates rose PhP0.27 to PhP10.68 per kilowatt-hour on the back of the 
Malampaya shutdown causing power plants to switch to more expensive liquid fuel. While this 
is lower than the electricity rate in the same period last year, a 2013 report by the National 
Statistical Coordination Board (NCSB) shows rates in the Philippines are the highest among 
its Asian peers. However, electricity is not subsidized in the country, like in Indonesia, Thailand 
and Malaysia. Prevalent pleas for cheaper utility rates also pressure the government to reduce 
distribution rates for both power and water, possibly compromising the financial returns 
that were promised when the concession agreements were signed and incremental capital 
expenditure commitments moving forward. Conversely, the 2018-2019 outlook for power 
shows a higher probability of overcapacity once ongoing and committed projects go online. 
This may drive down selling prices in Luzon, which may in turn hurt firms with high fuel costs. 
Such concerns color the investment environment in these sectors with high regulatory and 
investment risks.
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EQUITY RESEARCH
Equity Valuation
Comparative 
Valuation

Market Cap 
(Php bn)

Share 
Price (Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Dividend 
Yield (%)

MER 295.75 262.40 3.47 16.02 22.20 4.68
AP 318.26 43.25 3.15 17.03 18.74 3.49
EDC 149.25 7.96 2.89 12.96 24.62 2.61
FGEN 103.60 28.30 1.62 12.22 12.37 1.57
MWC 53.63 26.60 1.44 9.19 16.34 3.23

Source: Bloomberg; Note: MER – Manila Electric Co, AP – Aboitiz Power, EDC – Energy Development Corp., 
FGEN – First Gen Corp

u	Fairly valued on modest earnings growth prospects... AP’s current share price reflects 
its fundamental value of 17x P/E and 3.2x P/B, tracking its superior ROE of 18.7% and 
dividend yield of 3.5%. Market has priced in the company’s modest earnings growth 
prospects after AP posted income declines for the past 2 years.

u	…as AP contracts lower power rates. The power firm recorded lower earnings last 
year despite a 3% increase in attributable net generation to 11,272 GWh, because of the 
full-year impact of lower contracted prices for its Tiwi-Makban plants, limited operations of 
Magat plant due to low water levels, and the expiration of the Pagbilao and Magat plant’s 
income tax holiday. The large hydros were also hurt by lower average prices for both its 
spot and ancillary sales. The distribution segment meanwhile, posted lower margins due to 
incremental costs of having to run their embedded plants in Davao and Cotabato to cover 
for the energy shortfall in the Mindanao grid.

Financial Highlights (Php millions)
2012 2013 Var. % 2014 Var. %

Revenues

Generation 46,031 39,436 -14.3% 36,877 -6.5%

Distribution 15,850 28,067 77.1% 39,979 42.4%

Others 272 4,552 1572% 9,906 118%

Total 62,153 72,055 15.9% 86,762 20.4%

Net Income

Generation 23,195 15,607 -32.7% 13,954 -10.6%

Distribution 2,576 3,451 34.0% 3,708 7.5%

Others (855) 353 -141.3% 344 -2.6%

Total 24,916 19,411 -22.1% 18,006 -7.2%

Net Income Margin

Generation 50.4% 39.6% 37.8%

Distribution 16.3% 12.3% 9.3%

Overall 40.1% 26.9%  20.8%  

Source: AP

Our View and Recommendation: 
Short-term (less than 2 years): Based on valuations of 18x P/E and 3.2x P/B, AP has a target 
price of Php44.74 in the next 12 to 15 months assuming the company is able to grow its earnings 
and book value by 12% and 6% next year. AP however, is already trading at Php43.25 and offers 
little price upside of 4.3%. As such, the company will probably underperform relative to the local 
index. Underperform.*  

Medium-term (beyond 2 years): Assuming the power firm can sustain an annual earnings 
growth of at least 6% through 2017, and pushes forward with Php21 billion to Php23 billion of new 
investments per annum, then AP’s stock is projected to hit Php50.15 by 2017, for an estimated 
annualized total return of 8.3% (not guaranteed) for long-term investors inclusive of dividends. 
Such returns will again likely lag the expected yield of the PSEi. Over time, AP also faces declining 
margins and ROEs, as new power plants are contracted with more competitive power rates in 
support of the country’s call for cheaper electricity. Underperform.* 
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Company Background
Aboitiz Power Corporation (AP) operates as the 
power unit of the Aboitiz group. As a publicly listed 
firm, it is considered to be one of the leading local 
players in the power industry with interests in various 
privately owned power generation companies and 
distribution utilities throughout the country. 

For 2014, AP’s power generation business accounts 
for most of the company’s earnings, producing 81% 
of its total income.

AP operates 39 generation facilities across the 
Philippines with an aggregate capacity of over 2,300 
MW. Likewise, it operates 8 distribution companies 
(including the second and third largest in the 
country), which services over 840,000 customers.

Between 2015 and 2019, AP has lined up Greenfield 
and Brownfield projects across the country that will 
expand its generation capacity by over 2,000 MW.

AP is targeting the commissioning of its 14 MW 
Sabangan hydro plant and 260 MW (net) Davao coal 
plant around the first half of 2015. Combined with the 
40 MW strip from Unified Leyte that was awarded 
earlier by Power Sector Assets and Liabilities 
Management Corporation (PSALM) to a subsidiary, 
AP’s net attributable sellable capacity will increase 
by 14% from 2,210 MW to 2,524 MW in 2015.

Share Data
PSEi Code AP

Rating Underperform

52-wk range (Php) 35.60-47.00

Current Price (Php) 43.25

Target Price (Php) 44.74

Price Upside (%) 4.30

Dividend Yield (%) 3.77

Total Return (%) 8.07

Price Performance

AP         PCOMP  

Source: Bloomberg

Review of Share Price Performance
Last year, we gave an Outperform 
recommendation for AP with a target price 
of Php37.65. The company’s share price 
outperformed the PSEi and peaked at  Php47 
last March, on the back of a generous dividend 
declaration of Php1.66 per share (translating to a 
dividend yield of 3.7% based on its share price 
at that time), and plans of almost doubling its 
generating capacity by the year 2019. AP’s share 
price however, settled back to the Php43 level 
following reports that the operations of unit 2 of 
its Therma South coal plant in Davao has been 
delayed by 10 months due to damages sustained 
during Mindanao’s blackout last April 5.

*Underperform   These are stocks whose share prices are going to underperform or lag the return of the PSEi as a benchmark 
over a 12-month period.
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FIXED INCOME RESEARCH
Financial Highlights (Php millions):

2012 2013 2014 2015F 2016F 2017F

Cash 30,678 31,384 40,232 36,036 26,438 22,993

Receivables - net 8,115 13,038 12,333 12,842 13,650 14,233

Total Assets 163,104 193,939 216,761 227,685 236,045 249,000

Current Liabilities 15,850 17,078 16,886 17,224 17,910 18,232

Long Term Liabilities 64,796 85,610 103,795 108,242 108,831 114,152

Total Liabilities 80,646 102,688 120,681 125,466 126,740 132,384

Total Equity 82,458 91,251 96,080 102,219 109,305 116,615

Short-term Debt 5,645 1,654 3,504 3,420 3,624 3,398

Long-term Debt 61,505 77,101 94,099 97,070 97,137 102,189

Total Debt 67,150 78,755 97,603 100,490 100,760 105,586

Debt to Equity (%) 81.4% 86.3% 101.6% 98.3% 92.2% 90.5%

Net Debt to Equity (%) 44.2% 51.9% 59.7% 63.1% 68.0% 70.8%

Debt to Assets (%) 41.2% 40.6% 45.0% 44.1% 42.7% 42.4%

Net Interest Expense 2,778 6,872 7,947 10,077 10,812 11,555

EBITDA 35,030 30,886 32,343 37,659 39,914 42,123

EBITDA % Increase 7% -12% 5% 16% 6% 6%

Source: AP; F – BDO Private Bank Research

u	New borrowings and internal cashflows to finance power portfolio expansion. 
AP ended 2014 with a higher debt level of Php97.6 billion, as it sought new borrowings 
to help fund the ongoing construction of its new coal plants in Davao and Quezon. With 
more upcoming plants in the pipeline, the company also appropriated Php20.9 billion of 
its unrestricted earnings. As such, we expect minimal new borrowings in the short-term 
unless it decides to take on a huge power project on its own. AP however, intends to pursue 
developments of additional power capacities via strategic partnerships.  

Our View and Recommendation
Balanced funding mix… AP has been employing a relatively balanced funding mix, having 
a D/E ratio of 101.6% as of end 2014. We expect the company to maintain its current leverage 
position as increasing income flows supplement its equity capital through retained earnings.    

…and sizeable EBITDA flows support credit. AP’s estimated EBITDA of over Php35 billion 
annually provides funding support for new power investments and maintain adequate working 
capital for AP. The company’s earnings are expected to benefit from the country’s increasing 
need for reliable and efficient power sources, but overall income growth may be tempered by 
competitive pricing of upcoming new plants and the expiring income tax holidays of several of 
its established plants over the next few years.

Analyst Attributed Estimates
Internal 2015E 2016E 2017E

Net Inc. (Php’mn) 18,709 19,167 19,860 

ROE % 19.75% 19.02% 18.50%

Div / Sh 1.66 1.63 1.74 

Div Yd % 3.84% 3.77% 4.03%

BV / Sh 13.25 14.13 15.04 

EPS 2.54 2.60 2.70 

P/B (x) 3.26 3.06 2.88 

P/E (x) 17.01 16.60 16.03 

Source: BDO Private Bank Research

Major Shareholders
Holders % of total

ABOITIZ EQUITY VENTURES 76.88

ABOITIZ & COMPANY INC 2.13

BLACKROCK 0.68

ABOITIZ ERRAMON I 0.66

VANGUARD GROUP INC 0.64

SOMERSET CAPITAL MGT 0.56

NORGES BANK INVESTMENT 0.31

MORAZA ANTONIO R 0.28

ABOITIZ SABIN M 0.23

ABOITIZ MIKEL A 0.18

OTHERS 17.45

Total 100.00

Source: Bloomberg

Debt Capacity Chart (Php millions)

Short-Term Debt Long-Term Debt

Cash Balance EBITDA

0

20,000

40,000

60,000

80,000

100,000

120,000

2012 2013 2014 2015F 2016F 2017F

Source: Bloomberg, BDOPB Research

Overall, the power firm retained its investment-
grade credit rating of BBB, supported by: 
1) robust annual operating cash flows of over 
Php35 billion, which can support capital spending 
of Php22 billion on average, and cover for 
interest and dividend payouts by 1.6x over; 2) 
an extended debt maturity profile with minimal 
principal payments due in the next 5 years; 
and 3) a balanced leverage position. AP’s debt 
liabilities are also mostly peso-denominated and 
are subject to fixed interest rates, which minimizes 
its exposure to expectations of a weakening peso 
and rising interest rates over the medium-term. 
As of end-2014, foreign currency denominated 
borrowings account for 30% of AP’s consolidated 
debt. A 1% depreciation of the peso is thus 
estimated to reduce the company’s income by 
Php267 million.

*BBB (Medium Grade)   Neither highly protected nor poorly secured. Interest payments and principal security appear adequate 
for the present but certain protective elements may be lacking or may be characteristically unreliable over any great length of 
time. Such issues lack outstanding investment characteristics and in fact have speculative characteristics as well.
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EQUITY RESEARCH
Equity Valuation

Comparative 
Valuation

Market Cap 
(Php bn)

Share 
Price (Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

2015 Div 
Yield (%)

Free Float 
(%)

MER 295.75 262.40 3.47 16.02 22.20 4.68 13.64
AP 318.26 43.25 3.15 17.03 18.74 3.49 19.68
EDC 149.25 7.96 2.89 12.96 24.62 2.61 49.52
FGEN 103.60 28.30 1.62 12.22 12.37 1.57 32.51
MWC 53.63 26.60 1.44 9.19 16.34 3.23 58.48

Source: Bloomberg 
Note: MER – Manila Electric Co.; AP – Aboitiz Power Corp.; FGEN – First Gen Corp.; MWC – Manila Water 
Co., Inc.

u	Recovery, expansion of operations drive growth.  Energy Development Corporation’s 
(EDC) 2014 recurring net income increased by 25.2% to Php9.335 billion, primarily due 
to higher consolidated revenues (+20.3% YoY to Php30.9 billion) following the early 
rehabilitation of the Leyte plants (post-Yolanda), and the re-commissioning of the Bacon-
Manito and Nasulo (formerly Northern Negros) operations.  The successful commissioning 
of the Burgos Wind project also added revenues amounting to Php0.2 billion.  Higher 
electricity sales was also reported for Mindanao, mainly due to the absence of any shortfall 
adjustments.

u	One-offs boost reported ’14 net profit.  Inclusive of non-recurring items from the 
recovery of loss on impairment for the Northern Negros Power Plant (Php2.1 billion) and 
insurance claims (Php539 million), consolidated attributable net income reached Php11.7 
billion (+147% YoY).

u	Power contracts re-priced.  Last month, EDC announced a downward re-pricing of 
subsidiary Green Core Geothermal’s power contracts in response to competition from 
coal-fired plants.  The company estimates that revenues will be negatively impacted by 
approximately Php800 million annually.  Nonetheless, we expect attributable recurring 
income to improve to Php10.9 billion in 2015 on improved capacity utilization of its other 
plants, in response to a steady increase in power demand. 

Earnings Results Full Year 2014
2013 (Php 

Mn)
2014 (Php 

Mn) Chg (%)
FY’14 Est 
(Php Mn)

% of FY 
Estimate

Revenues 25,656 30,867 20.3% 29,902 103.23%
Net Income, reported 5,628 11,818 110.0%   
Attributable Net Income 4,740 11,681 146.5% 9,898 118.02%

Recurring Income 7,454 9,335 25.2%   
Attributable Recurring Income 6,565 9,197 40.1%   

Sources: EDC; E – Bloomberg consensus estimates

Our View and Recommendation: 
Short-term (less than 2 years): Our 12-month fair value estimate for EDC is at Php9.72 per share, 
based on the following metrics: an ROE (return on equity)-linked P/E (price-to-earnings) and a P/B 
(price-to-book) of 3.0x.  If this target is hit, potential total return can reach 20.2%, with probable 
price upside at 17.1% and dividend yield at 3.1%.  Outperformance may also be supported by 
EDC’s current cheap valuations relative to its peers.  Outperform.* 

Medium-term (beyond 2 years): Over the medium term, we expect EDC’s share price to 
reach Php10.42 per share by 2017, supported by an average annual recurring net income 
growth of 9.6%.  This provides investors an estimated annualized price return of 8.8%.  
Estimated dividend yield of 3.75% can raise potential total return to 12.51%, which is better 
than our expected medium-term growth for the PSEi of 5%. Outperform.*

Company Background
Energy Development Corporation (EDC) has 
evolved as a premier pure renewable energy play, 
with interests in geothermal and hydro power.  It is 
the largest producer of geothermal energy in the 
country with a total installed capacity of over 1,400-
MW. It operates 2 hydro power plants in Nueva Ecija 
with an aggregate installed capacity of 132-MW 
through subsidiary FG Hydro. It also provides 
geothermal drilling and consultancy services to third 
party clients.  

In November 2014, EDC completed the construction 
of its 150-MW Burgos Wind Energy Project in 
Ilocos Norte and started to generate electricity 
which was sold to the WESM.  In April 2015, the 
Energy Regulatory Commission (ERC) granted the 
Certificate of Compliance entitling Burgos Wind 
the Feed-In Tariff (FIT) rate of Php 8.53, subject to 
adjustments as may be approved by the ERC, from 
11 November 2014 to 10 November 2034.  

EDC is actively pursuing growth opportunities 
in markets with attractive resources and stable 
business-friendly regimes such as in Chile, Peru and 
Indonesia.

Share Data
PSEi Code EDC

Rating Outperform

52-wk range (Php) 5.43 – 9.13

Current Price (Php) 7.96

12-month Target Price (Php) 9.72

Price Yield (%) 17.1

Dividend Yield (%) 3.1

Total Return (%) 20.2

Price Performance

EDC         PCOMP  

Source: Bloomberg

Review of Share Price Performance
In our January 2014 Money Talks issue, we 
expected EDC to Underperform the PSEi for 
most of 2014 (fair value at Php5.41 per share) 
and rebound in 2015 (to Php6.76 per share), 
assuming a worst-case scenario of a 3Q 2014 re-
commissioning of the company’s Leyte plants in 
the aftermath of super-typhoon Yolanda (Haiyan).  
However, with EDC’s feat of restoring majority of 
the damaged plants as early as 1Q 2014 coupled 
with the re-commissioning of BacMan plants, the 
stock (+48.51% to Php7.96 per share as of Apr 
15, 2015) outperformed the PSEi’s 32.7% growth 
since Jan 15, 2014.  
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*Outperform   These are stocks whose share prices are going to outperform or beat the return of the Philippine Stock Exchange 
Index over a 12-month period.



7 u April 2015 BDO MONEY TALKS

FIXED INCOME RESEARCH
Financial Highlights (Php millions):

2012 2013 2014 2015F 2016F 2017F

Cash 11,419 16,042 14,009 7,074 8,925 14,823

Receivables – net 4,116 3,611 6,888 5,677 6,279 7,235

Total Assets 94,354 105,005 124,499 128,820 138,425 151,248

Current Liabilities 10,250 8,908 18,251 14,094 10,660 12,846

Long Term Liabilities 48,620 59,853 62,629 65,511 72,664 77,057

Total Liabilities 58,869 68,761 80,879 79,605 83,324 89,903

Total Equity 34,708 36,245 43,620 49,215 55,101 61,345

Short-term Debt 2,394 1,872 10,500 6,702 3,053 4,811

Long-term Debt 46,656 56,677 58,963 61,914 68,992 73,285

Total Debt 49,050 58,549 69,462 68,616 72,045 78,096

Debt to Equity (%) 141.3% 161.5% 159.2% 139.4% 130.8% 127.3%

Net Debt to Equity (%) 108.4% 117.3% 127.1% 125.0% 114.6% 103.1%

Debt to Assets (%) 52.0% 55.8% 55.8% 53.3% 52.0% 51.6%

Net Interest Expense 3,339 3,090 3,569 3,469 3,098 2,950

EBITDA 17,158 15,801 18,918 20,265 21,251 22,335

EBITDA % Increase 31.2% -7.9% 19.7% 7.1% 4.9% 5.1%

Sources: EDC; F – BDO Private Bank Research

u	Burgos Wind Project financing.  On Oct 17, 2014, EDC signed a 15-year, US$315 million 
(~Php12.6 billion) financing agreement consisting of US dollar and Philippine peso tranches, 
with a group of foreign and local banks.  Proceeds from the said facility is primarily for 
development and construction of the Burgos Wind Project.  This project was completed the 
following month, with actual capital spending at Php12.3 billion for the year.  

u	Cash balance lower, but still acceptable.  EDC closed 2014 with a cash balance of Php14 
billion (-12.7% YoY), after settling about Php12.4 billion in debt, additional capex (capital 
expenditure) of Php8.7 billion for Nasulo plus other projects and dividend payments totaling 
Php4.4 billion.  

u	2015 capex plan.  For 2015, EDC’s total budget for capital expenditures amounts to 
Php16.0 billion broken down as follows:  (i) Php3.4 billion (21.25%) for local geothermal 
expansion, principally for Bac-Man growth projects; (ii) Php8.8 billion (55%) for maintenance 
requirements of all project sites; and (iii)  Php3.8 billion (23.75%) for Latin America projects 
and information technology & engineering initiatives.

Our View and Recommendation
Short-term (less than 2 years): Over the next two years (2015-16), we expect EDC to borrow 
additional debt of Php10 billion annually to refinance maturing debt of roughly the same 
amount.  Meanwhile, yearly capex (Php16 billion planned for 2015) can be covered by annual 
estimated operating cash flows or EBITDA (earnings before interest, taxes, depreciation and 
amortization) of over Php20 billion. 

Medium-term (beyond 2 years): With healthy EBITDA flows and longer tenors (7 to 15 years) 
on new and refinanced debt, EDC’s cash flow will continue to improve from 2015’s relatively 
tight situation.  

Analyst Attributed Estimates
Internal 2015F 2016F 2017F

Attributable Net 
Inc. (Php’mn) 10,893 11,548 12,069

ROE % 24.28% 22.88% 21.40%

Div / Sh 0.245 0.294 0.312

Div Yd % 2.95% 3.54% 3.75%

EPS 0.58 0.62 0.64 

BV / Sh 2.62 2.94 3.27 

P/E (x) 14.29 13.48 12.89 

P/B (x) 3.16 2.82 2.54 

Source: BDO Private Bank Research

Major Shareholders
Holders % Stake

Red Vulcan Holdings 40.00

First Gen Corp. 10.50

GIC Private Limited 4.99

Invesco Ltd. 2.47

BlackRock 1.24

Vanguard Group, Inc. 1.14

Norges Bank Investment Management 0.88

Bank of New York Mellon Corp. 0.74

FMR LLC 0.73

HSBC Holdings PLC 0.40

Others 36.91

Total 100.00

Source: Bloomberg

Debt Capacity Chart (Php millions)
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We maintain our overall credit rating for 
EDC at “BBB” (investment grade), supported 
by:  1) strong cash flows or EBITDA; 
2) adequate operating and accounting 
leverage; 3) comfortable maturity profile; and 
4) manageable liquidity.

As of end-2014, about 43% of EDC’s debt 
is US dollar-denominated, and about a third 
have floating interest rates.  This exposes 
the company to both currency and interest 
risks.  A 2.25% (or Php1.00) depreciation in 
the Philippine currency can negatively impact 
net earnings by close to 6%, while a 100 bps 
(basis points) increase in interest rates can 
affect the bottom line by about 2.1%.

*BBB (Medium Grade)   Neither highly protected nor poorly secured. Interest payments and principal security appear adequate 
for the present but certain protective elements may be lacking or may be characteristically unreliable over any great length of 
time. Such issues lack outstanding investment characteristics and in fact have speculative characteristics as well.
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EQUITY RESEARCH
Equity Valuation
Comparative 
Valuation

Market Cap 
(Php bn)

Share 
Price (Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Dividend 
Yield (%)

MER 295.75 262.40 3.47 16.02 22.20 4.68
AP 318.26 43.25 3.15 17.03 18.74 3.49
EDC 149.25 7.96 2.89 12.96 24.62 2.61
FGEN 103.60 28.30 1.62 12.22 12.37 1.57
MWC 53.63 26.60 1.44 9.19 16.34 3.23

Source: Bloomberg; Note: AP – Aboitiz Power Corp, EDC – Energy Development Corp, FGEN – First Gen 
Corp., MWC – Manila Water Company

u	Distribution business restrained by regulatory issues… MER’s energy sales inched 
up by 3% to 34,084 GWh in 2014 but offset by a 3% drop in average distribution rate 
from Php1.65/kWh to Php1.60/kWh. This year, the power utility’s distribution business will 
continue to be held back by lower distribution rates after the regulator reduced its maximum 
average price to Php1.5562/kWh for the 2014-2015 regulatory year covering the months July 
2014 – June 2015. Considering the public clamor for cheaper electricity, we also assume 
that regulators will likely cut distribution rates prospectively by about 1% to 2% every year, 
although this could be offset by growing energy sales volume of around 3.3% per annum. 
And to support earnings growth over the medium-term, MER plans to expand its distribution 
business outside its main franchise area, and participate in the power generation business.

u	…as MER slowly develops power generation portfolio. Despite flattish distribution 
revenues, MER managed to book steady core income growth of 6% to Php18.1 billion, aided 
by improved contributions from subsidiaries and affiliates and better operating efficiencies. 
The company’s investment in GBPC continues to provide income and cash accretion to 
MER to the extent of its share in earnings and dividend payouts. Development activities 
also continue for fuel-efficient base-load and mid-merit power plants.  

Earnings Results: Full year 2014
Php Mns 2012 2013 Chg (%) 2014 Chg (%)

Distribution & other revenues 53,171 59,892 13% 60,969 2%

Pass-through revenues 232,099 238,744 3% 205,367 -14%

Total revenues 285,270 298,636 5% 266,336 -11%

Core Income 16,265 17,023 5% 18,123 6%

Net Income 17,117 17,211 1% 18,053 5%

Source: MER

Our View and Recommendation: 
Short-term (less than 2 years): MER’s 8% drop in the past 2 months, has made valuations 
attractive at 16x P/E and 3.5x P/B for the utility given its high ROE of 22.2% and dividend yield of 
4.7%. We believe the stock can be re-rated to higher valuation metrics of 18x P/E and 4x P/B for a 
target price of Php297.30, possibly offering a double-digit price upside of 13.3% for investors in the 
next 12 months. Hence, the utility will probably outperform most stocks in the local index. However, 
MER’s price advance may also be capped by negative regulatory developments or reports of 
delays in the commissioning of its power plants. Outperform.*

Medium-term (beyond 2 years): Assuming the same valuation benchmarks and working 
within its current distribution and generation portfolio, MER’s stock is projected to reach 
Php321 by 2017, for a possible total annual return of 13% inclusive of dividends. Hence, the 
utility will likely slightly outperform most stocks in the PSEi, with earnings support coming from 
its power generation investments. Outperform.*

Company Background
Manila Electric Company (MER) is the largest 
power distribution utility in the Philippines, serving 
around 5.6 million residential, commercial and 
industrial customers. MER distributes 74% of total 
electricity consumed in Luzon, equivalent to about 
55% of the country’s total. Most of the power plants 
in Luzon however, were built before the year 2000, 
making them susceptible to maintenance 
shutdowns and vulnerable to outages.

Hence, MER set up Meralco PowerGen Corporation or 
MGen back in 2010 for its re-entry into power generation 
as the company sees the need to ensure availability of 
reliable and efficient power supply at the least cost. 
MER plans to meet this need in collaboration with 
reputable partners via joint venture arrangements, 
which will also spread the risk and lessen the amount 
of investments involved by each party. Over time, 
MER plans to install a total of 3,000 MW in new 
generation capacity between now and 2020.

MER acquired a 28% effective ownership stake in 
operating a 2 x 400MW combined cycle LNG plant in 
Singapore, and also raised its stake to 22% (from 20%) 
in Global Business Power Corp. (GBPC), the largest IPP 
in Visayas with 627MW of gross capacity and another 
150MW under construction. 

Share Data
PSEi Code MER

Rating Outperform

52-wk range (Php) 250.20-285.60

Current Price (Php) 262.40

Target Price (Php) 297.30

Price Upside (%) 13.3

Dividend Yield (%) 4.9

Total Return (%) 18.2

Price Performance

MER         PCOMP  

Source: Bloomberg

Review of Share Price Performance
In our April report last year, we gave an 
Underperform recommendation for MER since 
the stock was just 5% away from our target price 
of Php296 (based on a P/E of 18x and a P/B of 4x), 
having already gained 8% early in the year after 
announcing a steady core income growth of 5% 
for 2013. MER however, just peaked at Php285.60 
and fluctuated for the most part on continuing 
concerns as to the country’s uncertain regulatory 
framework after water companies were denied 
their proposed tariff increases and are now in the 
midst of arbitration. MER itself was given a lower 
distribution rate for the regulatory period covering 
July 2014 – June 2015, and is likely to obtain 
gradually lower rates for subsequent years as the 
government aims to reduce electricity costs in 
the country in order to become more competitive 
versus its ASEAN peers.

*Outperform   These are stocks whose share prices are going to outperform or beat the return of the Philippine Stock Exchange 
Index over a 12-month period.
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FIXED INCOME RESEARCH
Financial Highlights (Php millions):

2012 2013 2014 2015F 2016F 2017F

Cash 60,500 59,851 69,469 64,832 74,667 70,249

Receivables - net 28,077 32,718 30,629 30,974 31,582 32,943

Total Assets 216,891 264,004 269,053 274,755 294,875 304,570

Current Liabilities 59,518 94,626 83,528 84,695 91,101 91,152

Long Term Liabilities 89,223 94,043 106,051 106,625 115,258 119,915

Total Liabilities 148,741 188,669 189,579 191,320 206,359 211,067

Total Equity 68,150 75,335 79,474 83,435 88,517 93,503

Short-term Debt 4,147 12,835 2,299 1,965 2,914 2,914

Long-term Debt 20,466 20,756 27,743 28,120 27,214 27,257

Total Debt 24,613 33,591 30,042 30,085 30,128 30,171

Debt to Equity (%) 36.1% 44.6% 37.8% 36.1% 34.0% 32.3%

Net Debt to Equity (%) -52.7% -34.9% -49.6% -41.6% -50.3% -42.9%

Debt to Assets (%) 11.3% 12.7% 11.2% 10.9% 10.2% 9.9%

Net Interest Expense 708 2,930 1,324 720 617 318

EBITDA 27,690 30,682 32,919 32,922 34,195 35,086

EBITDA % Increase 12% 11% 7% 0% 4% 3%

Net Income 17,117 17,211 18,053 18,129 18,900 19,559 

ROE % 26.32% 24.06% 23.40% 22.35% 22.07% 21.58%

Source: MER; F – BDO Private Bank Research

u	Refinancing debt to reduce borrowing costs...Last year, MER prepaid the last tranche of 
its higher-cost fixed-rate debt (coupon of over 6%) amounting to Php4.9 billion, and availed 
of a Php7.2 billion fixed-rate 10-year amortizing debt facility at around 5%. After which, total 
interest bearing debt stood at Php30 billion as of end 2014, of which Php2.3 billion is due 
within 1 year.

u	…and prepare funds for power generation projects. The refinancing exercise also 
reduced its debt service obligations, allowing MER to focus resources into building up 
its power generation portfolio. Its San Buenaventura Power Project (a JV with EGCO of 
Thailand) is in the advanced stages of development for a 455MW coal plant in Manuban, 
Quezon that is slated to begin commercial operations in the second half of 2018. The 
Redondo Peninsula Energy (RP Energy) Project (also a JV with Aboitiz Power Corp. and 
Taiwan Cogeneration International Corp.) meanwhile, has resolved its environmental case 
and is expected to commence construction of a 600MW coal plant in Subic this year. MER 
is also evaluating a potential 1,200MW coal plant in Atimonan, Quezon, with the company 
talking to a number of potential partners as it is estimated to cost at least US$2 billion. MER 
is also in talks with Osaka Gas (Japan’s second largest natural gas supplier) for a possible 
1,500MW LNG facility in Luzon.

Our View and Recommendation
Short-term (less than 2 years): MER is expected to maintain a net cash position with cash 
levels continuing to exceed total debt, given steadily growing EBITDA or operating cash flows. 
Estimated annual EBITDA of Php34 billion to Php35 billion can support projected capital 
investments of Php15 billion to Php17 billion, dividend payouts of Php14.5 billion, and interest 
charges of Php1.4 billion. Ample cash reserves of over Php60 billion also support liquidity with 
working capital ratios ranging between 1.13x-1.17x.

Medium-term (beyond 2 years): Considering MER’s robust cash flows, we do not expect 
the company to incur additional debt in the next 3 to 5 years, unless opportunities for huge 
investments arise. And with earnings continuing to supplement equity, we anticipate MER’s 
D/E ratio to gradually decline to 32% by 2017 (from about 38% as of end 2014).

Analyst Attributed Estimates
Internal 2015E 2016E 2017E

Net Inc. (Php’mn) 18,129 18,900 19,559 

ROE % 22.35% 22.07% 21.58%

Div / Sh 12.87 12.92 13.47 

Div Yd % 4.90% 4.93% 5.13%

BV / Sh 73.73 78.23 82.63 

EPS 16.09 16.77 17.36 

P/B (x) 3.56 3.35 3.18 

P/E (x) 16.31 15.65 15.12 

Source: BDO Private Bank Research

Debt Capacity Chart (Php millions)
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Source: Bloomberg, BDOPB Research

Overall, MER maintained an investment grade 
rating of BBB+ on the back of: 1) hefty EBITDA 
flows of over Php30 billion; 2) conservative 
gearing with estimated debt-to-equity ratios 
(D/E) of 36% and below; and 3) extended 
debt maturity profile, with principal payments 
stretched over 7 to 12 years.

However, the power firm will have to constantly 
manage the risks of: 1) regulated rate and cost 
recoveries; 2) ongoing industry restructuring; and 
3) electricity supply reliability amid concerns of a 
supply shortfall with the scheduled maintenance 
shutdowns of several major plants this year, 
along with threats of a potential prolonged dry 
spell from El Nino. Most of the company’s debt 
are still fixed rates and are denominated in the 
local currency, which thus limits MER’s exposure 
to interest rate and foreign exchange risks. 

*BBB (Medium Grade)   Neither highly protected nor poorly secured. Interest payments and principal security appear adequate 
for the present but certain protective elements may be lacking or may be characteristically unreliable over any great length of 
time. Such issues lack outstanding investment characteristics and in fact have speculative characteristics as well.

Company Ownership
Holders % of total

Beacon Electric 34.96

JG Summit Holdings 27.12

Metro Pacific Corp 15.00

Land Bank of Philippines 3.97

First Philippine Holdings 3.94

Government Service Insurance 1.12

Bank of New York Mellon 0.80

Vanguard Group Inc 0.74

Norges Bank Investment 0.38

Lopez Manuel M 0.22

Others 11.75

Total 100.00

Source: Bloomberg
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EQUITY RESEARCH
Equity Valuation

Comparative 
Valuation

Market Cap 
(Php bn)

Share 
Price (Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

2015 Div 
Yield (%)

Free Float 
(%)

AP 309.06 42 3.08 16.61 18.762 3.72 19.68
MER 298.46 264.8 3.51 16.17 22.195 4.63 13.64
EDC 146.81 7.83 2.85 12.82 24.514 2.64 49.52
FGEN 101.77 27.8 1.6 12.09 12.372 1.59 32.51
MWC 52.93 26.25 1.42 9.07 16.341 3.27 58.48

Sources: Bloomberg; *Philippine Stock Exchange 
Note: AP – Aboitiz Power, MER – Manila Electric Co, EDC – Energy Dev’t Corp., FGEN – First Gen Corp.

u	Flat revenue, income growths in line with expectations.  Despite the unresolved 
tariff adjustment in the East Zone, Manila Water Company, Inc. (MWC) managed to grow 
consolidated operating revenues by 3% to Php16.357 billion on higher billed volume (+8.3% 
YoY) across domestic operations.  Contribution from the domestic operating subsidiaries of 
Php1.450 billion (+48% YoY), helped offset the decline in revenues due to the completion of 
the leakage reduction project in Zone 1 of Ho Chi Minh City in 2014.  However, consolidated 
net income rose at a slower pace (+1% to Php5.813 billion) as costs and expenses (+5.4% 
YoY to Php7.532 billion) outpaced revenues and other income (net of expense) declined by 
22% to Php291 million mainly due to higher transaction costs incurred for a loan.  MWC 
management noted that if a favorable accounting one-time charge in 2013 (due to a clean-
up of the Trust Liability account) were removed, 2014 net income growth would have been 
higher at 8.6%.  The results are in line with consensus forecasts.  

u	Appeals Panel decision.  In a disclosure to the Philippine Stock Exchange today, MWC 
revealed that the Appeals Panel decision on the Manila Water arbitration with the MWSS 
include the setting of the rate rebasing adjustment for the period 2013 to 2017 at a decrease 
of Php2.77 per cubic meter (/m3) to be implemented as follows: (i) Php1.66/m3 in 2015; (ii) 
Php0.55/m3 in 2016 and (iii) Php0.55/m3 in 2017.  At the same time however, an upward 
CPI adjustment equivalent to Php1.08/m3 will be applied for 2015, effectively reducing the 
net rate decrease to Php0.58/m3 for 2015.  Thus, we expect this year’s attributable net 
income to decline by almost 9% to Php5.296 billion.

Earnings Results: Full Year 2014
2013  

(Php Mn)
2014  

(Php Mn)
Chg  
(%)

FY ‘14 Est 
(Php Mn)

% of FY 
Estimate

Revenues 15,926 16,357 2.71% 16,595 98.57%
Net Income 5,781 5,830 0.85% 5,719 101.94%

Attributable Net Inc. 5,752 5,813 1.06% 5,678 102.38%
Recurring Income 5,171 5,615 8.59%

Sources: MWC; E – Bloomberg consensus estimates

Our View and Recommendation: 
Short-term (less than 2 years): With a 2015 consensus P/E (price-to-earnings) and P/B 
(price-to-book) multiples of under 10x and 1.44x, respectively, MWC is grossly discounted and 
undervalued (relative to its utility peers and our return on equity or ROE forecast of 12.7%) 
at Php26.25.  Despite a negative adjustment in base rates, our 12-month fair value estimate 
for MWC is at Php31.03 per share (potential price upside of 18.2%) based on a P/E and P/B 
blended metric of 12.0x and 1.75x, respectively.  Outperform.*

Medium-term (beyond 2 years): As CPI- and foreign currency-related rate adjustments for 
the East Zone (EZ), and operations in areas outside this zone support profit growth, we expect 
MWC’s share price to reach Php33.30 by 2017, yielding a potential estimated annual total 
return of 12.7% (inclusive of dividend yield of 3.5%).  MWC aims to increase the contribution 
of its non-EZ businesses from 11% to 40% in the next 4 to 5 years, complemented by new 
products (e.g., packaged water) and services (e.g., integrated used water services; after-the-
meter pipe laying).  Outperform.*

Company Background
Manila Water Company, Inc. (MWC) is the water 
distribution utility of the Ayala group, which holds 
the East Zone concession for Metro Manila.  The 
company also manages the sewerage system of 
the service area, and provides sanitation services, 
including desludging of septic tanks, for its 
customers.

In 2009, MWSS approved a 15-year extension of 
MWC’s concession agreement up to the year 2037.  
Hence, the company is expected to make more 
investments and temper rate increases since it now 
has a longer recovery period. MWC has committed 
to increase its total investments from Php187 billion 
until 2022 to Php450 billion until 2037.

Manila Water has also expanded its services outside 
of the East Zone through operating subsidiaries, 
Laguna AAA Water Corporation (LWC), Boracay 
Island Water Company, Inc. (BIWC) and the 
acquisition of Clark Water Corporation (CWC) in the 
last quarter of 2011.  Manila Water also widened 
its coverage in Vietnam with the purchase of 49% 
ownership of Thu Duc Water B.O.O Corporation 
(TDW BOO), the largest private bulk water supplier 
in Ho Chi Minh City in 2011, Kenh Dong Water 
Holdings Pte. Ltd. (KDWH) in 2012, and Saigon 
Water Infrastructure Corporation (SWIC) in 2013.  

On January 5, 2015, its subsidiary Manila Water 
Consortium, which provides bulk water in the 
province of Cebu, commenced operations.

Share Data
PSEi Code MWC
Rating Outperform
52-wk range (Php) 25.00 – 33.90
Current Price (Php) 26.25
12-month Target Price (Php) 31.03
Price Yield (%) 18.2
Dividend Yield (%) 3.7
Total Return (%) 21.9

Price Performance

VLL         PCOMP  

Source: Bloomberg

Review of Share Price Performance
In our April 2014 Money Talks issue, we gave MWC 
an Outperform rating with a fair value estimate of 
Php32.53 per share. From Php25.55 per share 
on Apr 16, 2014, the stock hit a high of Php33.90 
(+32.7%) on Jan 28, 2015 before it nosedived to 
around Php25 in early March on news that the 
arbitration panel removed corporate income tax 
from the cash flows used in determining tariffs. The 
stock’s price consolidated under Php30 since. As 
the arbitration decision was made public today, 
MWC closed at Php26.25, up by only 2.74% from 
Apr 16, 2014 compared with the PSEi’s 17.62% 
comparative surge. 

*Outperform   These are stocks whose share prices are going to outperform or beat the return of the Philippine Stock Exchange 
Index over a 12-month period.
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FIXED INCOME RESEARCH
Financial Highlights (Php millions):

2012 2013 2014 2015F 2016F 2017F

Cash 5,540 6,874 6,453 10,698 5,251 5,352

Receivables – net 1,452 1,394 1,694 1,770 1,792 1,819

Total Assets 67,126 72,858 74,860 86,577 88,407 95,505

Current Liabilities 9,899 8,073 7,858 12,166 6,897 6,724

Long Term Liabilities 30,474 33,731 31,900 35,707 39,094 42,962

Total Liabilities 40,373 41,803 39,758 47,873 45,991 49,685

Total Equity 26,753 31,054 35,102 38,703 42,416 45,819

Short-term Debt 5,105 3,181 3,515 7,485 2,350 1,889

Long-term Debt 27,314 31,504 29,957 33,521 36,744 40,411

Total Debt 32,420 34,685 33,472 41,006 39,094 42,300

Debt to Equity (%) 121.2% 111.7% 95.4% 105.9% 92.2% 92.3%

Net Debt to Equity (%) 100.5% 89.6% 77.0% 78.3% 79.8% 80.6%

Debt to Assets (%) 48.3% 47.6% 44.7% 47.4% 44.2% 44.3%

Net Interest Expense 1,299 1,561 1,451 2,050 2,091 2,279

EBITDA 10,497 11,577 11,454 11,410 11,963 12,235

EBITDA % Increase 22.6% 10.3% -1.1% -0.4% 4.8% 2.3%

Sources: MWC; F – BDO Private Bank Research

u	Regulatory cliffhanger. Due largely to the absence of an approved business plan pending 
the resolution of Manila Water’s arbitration case, the company’s 2014 capital expenditures 
(capex) for the East Zone fell short of the Php5.6 billion target at only Php4.135 billion.  
This is also lower than 2013’s actual spending of Php4.682 billion.  For its other domestic 
subsidiaries, capex totaled a little over Php1 billion, with about 75% accounted for by 
Laguna Water.

u	Planned capex likely reduced. In the company’s original business plan, MWC targeted a 
5-year capex of Php60 billion (Php12 billion annually) for the East Zone alone.  However, 
this will likely be reduced following the appeals’ panel decision.  In its recent stockholders’ 
meeting, MWC management disclosed that once the arbitration case was resolved, MWC 
plans to normalize spending levels at over Php10 billion annually beginning 2016.  We 
estimate that MWC will need to borrow at least Php5 billion annually over the next few years 
to support this expansion.

Our View and Recommendation
Short-term (less than 2 years): Annual EBITDA (earnings before interest, tax, depreciation 
and amortization) of over Php11 billion can cover maturing debt totaling about the same 
amount for the years 2015-16, allowing for acceptable projected cash levels by year-end.

Medium-term (beyond 2 years): Growing EBITDA flows supported by continued expansion 
in its East Zone coverage and beyond will support future revenue growth and enable MWC to 
meet its medium term debt obligations.  

Analyst Attributed Estimates
Internal 2015F 2016F 2017F

Attrib. Net Inc. (Php’mn) 5,296 5,438 5,255

ROE % 12.7% 11.9% 10.6%

Div / Sh (Php) 0.98 0.90 0.92

Div Yd % 3.70% 3.37% 3.45%

EPS (Php) 2.37 2.44 2.35

BV / Sh (Php) 18.58 20.38 22.04

P/E (x) 11.24 10.94 11.38

P/B (x) 1.43 1.30 1.21

Source: BDO Private Bank Research

Major Shareholders
Holders % Stake

Ayala Corporation 39.28

Commonwealth Bank of Australia 7.44

Aberdeen 5.01

Capital World Investors 4.03

Pictet Funds 2.81

Mitsubishi Corp. 1.44

Others 39.99

Total 100.00

Source: Bloomberg

With its acceptable accounting and operating 
leverage, well-managed debt schedule and 
adequate liquidity, we maintain our “BBB” rating 
for MWC.

Nonetheless, the company has mild exposure to 
foreign exchange and interest rate risks.  As of 
end-2014, about 1/5th of MWC long-term debt is 
in US dollars (USD), and another 8% is 
denominated in Japanese Yen (JPY).  A Php1.00 
change (+2.25) in the USD/PHP and JPY/PHP 
rate can impact net income by about 2% and 1%, 
respectively.  Meanwhile, debt with floating 
interest rates comprise a fourth of total long-term 
debt.  A 100 basis point change in interest rates 
will affect net profit by close to +1%.

Debt Capacity Chart (Php millions)
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*BBB (Medium Grade)   Neither highly protected nor poorly secured. Interest payments and principal security appear adequate 
for the present but certain protective elements may be lacking or may be characteristically unreliable over any great length of 
time. Such issues lack outstanding investment characteristics and in fact have speculative characteristics as well.
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‘I’ve got the power’
By Marian Rose C. Ang

We often see it in the news: power crisis; rotating blackouts. 
Scheduled maintenance of major power plants, delayed 
commission of committed power plants, random natural 
disasters, and growing demand from both residential and 
industrial users have raised concerns over the imminent 
supply shortage of electricity. 

While there are committed capacities from the private sector 
that are meant to address this issue, it typically takes 3-5 years 
to build a power plant. As such, worries arise that these 
capacities won’t be on stream in time to meet the expected 
surge in demand, especially during the summer months. To 
avoid blackouts from occurring, the Secretary of the 
Department of Energy endorsed the declaration of the state of 
emergency and recommended to invoke Section 71 of the 
Electric Power Industry Reform Act of 2001. This means that 
emergency powers may be granted in favor of the President in 
order to address electricity and supply shortage issues. 

SECTION 71 (Electric Power Crisis Provision) states that upon 
the determination by the President of the Philippines of an 
imminent shortage of the supply of electricity, Congress may 
authorize, through a joint resolution, the establishment of 
additional generating capacity under such terms and conditions 
as it may approve.

President Aquino asked the House of Representatives to 
approve House Joint Resolution 21 so that the executive can 
acquire additional power generating capacities during the 
power shortage starting March 2015 to July 2015. This will give 
the President five-month emergency powers to deal with the 
projected supply shortfall. In December 2014, the House of 
Representatives approved the final reading of the President’s 
request for special powers to address the threatening power 
crisis this year. Joint House Resolution 21 authorizes the 
President to establish additional generating capacity for the 
Luzon grid through the Interruptible Load Program (ILP), fast 
tracking of committed projects and plants for interconnection 
and rehabilitation, and the implementation of energy efficient 
measures. In February 2015, the Senate approved the second 
reading of the Joint Resolution granting the President 
emergency powers. 

If the emergency power is meant to address this supply issue, 
why then is there such concern in granting this power to the 

President and is there really a need to do it? Groups opposed 
to this view are wary that granting emergency powers is a 
temporary solution that will ultimately lead to higher prices of 
electricity without really effectively solving the problem. This 
does not come unwarranted as during the Ramos 
administration, power rates skyrocketed after emergency 
powers were granted to the President. Even at present rates, 
the Philippines is already cited to have the highest and least 
competitive electricity prices in Asia.

Electricity Rates of Selected Asian Countries (US cents per KWh)
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To continue attracting foreign direct investments in the 
country, we must be able to address the unstable supply and 
high cost of generating power, otherwise we risk losing 
investments to other countries that have more reliable and 
lower-priced electricity. While emergency powers may seem 
like a quick fix and while the need may not be as immediate, it 
may be something that will help appease investors. Granted, 
we risk giving powers that may be taken advantage of but 
there are ways to avoid this, such as having the Congress set 
guidelines and strict limits as to the extent of these 
emergency powers. 

In the end, it’s like choosing between a rock and a hard place 
given two undesirable situations - risk granting emergency 
powers to the President in the hopes that this will lower the 
possibility of blackouts from happening but raise power costs to 
astronomical levels in the future, or leave things as they are and 
risk losing domestic and foreign investors whose operations 
and productivity could be  hampered by the erratic or shortage 
in power supply. 
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