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S Power crunch time again?
By Thomas Earll A. Huang

 

The Philippines is still reeling under the effects of El Niño and it is 

expected to persist over the next few months. Traditionally, soaring heat 

induced by the El Niño phenomenon translates to a higher consumption 

of electricity and water – to stem the uncomfortable situation people find 

themselves in. While this may imply a windfall period for power and water 

utility companies, this is only true if there is enough electricity and water 

to dispatch to those that demand it. Are we heading for a power and water 

supply crunch?

Power to the people? 

Though the committed capacity increases of power generators suggest that we will 

have adequate power for the electricity grids, the industry usually suffers from delays 

and unforeseen events that push-back when a power plant is commissioned or if 

existing power plants can operate. The last few years saw both Semirara (SCC) and 

Aboitiz Power (AP) suffer maintenance problems translating to plant downtime; Energy 

Development Corp’s (EDC) unstable power supply from its BacMan power complex; 

and, First Gen’s (FGEN) Avion plant has suffered repeated setbacks from its initial 

expected commissioning last year. 

Source: DOE
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Source: PAGASA

Of bigger concern is the country’s 
energy reliance on hydro-generated 
power. More than 15% of the 
Philippine’s dependable power 
generation comes from hydro power, 
equivalent to more than 3,000 MWs.  
Luzon’s grid-exposure to this type of 
power is 18%, Visayas’ is substantially 
small at 0.5%, while Mindanao’s is 
a whopping 41%. With temperatures 
above historical norms for this March 
and rainfall lower for both March and 
April, energy supply from hydro power 
plants could dwindle if the drought 
conditions persist.

Unforeseen events such as tripping 
of major power plants could further 
exacerbate the potential power 
shortage situation in the coming 
months. The Philippines fell short 
of its target reserve requirement set 
forth by the Department of Energy 
(DOE) for almost the entirety of 2014 
through to August 2015. We currently 
find ourselves in a situation where an 
unplanned outage from a single power 
complex –  the bigger ones generating 
more than 500MWs –  may cause 
blackouts to occur.

Source: DOE
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The threat of blackouts is more pressing given the ageing state of power plants in the 
country. More than 35% of all power complexes in the Philippines are 20 years and 
older, accounting for almost 40% of the Philippine’s dependable capacity in MWs. 
As power plants get older, they are usually more prone to equipment failures or run 
less efficiently.

As such, there is a pressing concern to gradually replace the old and inefficient 
power plants with new and efficient facilities. So far, major power players are 
planning to commission over 3,500 MWs of new capacity through 2020, which 
should boost power generation capacity by 20% versus current levels.  While a 
temporary over-supply situation may arise in 2016 as over 2,000 MWs are expected 
to come on stream, the country’s growing economy and demand for power will 
eventually narrow and balance-out a potential supply gap over the long-term. 

Turning to Water Requirements… 
Though the heat may compel us to avail of Manila Water Co.’s (MWC) and Maynilad’s 
services more than usual, these two companies are still primarily reliant on one 
resource – the Angat Dam. If water levels in the Angat Dam fall to critical levels 
given the drought conditions, these companies will have to rely on their contingency 
sources of water supply to meet rising demand. MWC can tap its La Mesa 
Watershed Facility, while Maynilad utilizes a vast array of storage tanks in times of a 
shortage – both stopgap measures. 

The Angat Reservoir’s statistics in 2016 are currently tracking 2015’s trend, a year 
where the reservoir’s water level dropped below the minimum operating water 
level. If the water level in the Angat Reservoir drops below 180M, rationing of water 
may occur - first impacting households, then irrigation, then river maintenance. In 
recent history, the water level reached its lowest in 2010 (157M) – wherein service 
interruptions occurred for households.

Planning for Future Requirements of Power, Water
Needless to say, this coming election season will be critical in setting the stage for 
the Philippines’ future growth – growth that will need a solid infrastructure base to be 
achieved. The current administration has set a goal of spending on infrastructure to 
the tune of  around 5% of GDP (versus only 1.8% in 2010).  However, it will largely be 
up to the next administration to execute and maintain this level of investment. 

Daily water level in Angat Reservoir

Source:NWRB
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While the current focus on infrastructure has been directed on transportation 
networks (roads, toll roads, airports), the next administration needs to balance out 
these requirements to extend to power and water services. For their part, FGEN, 
EDC, SCC, AP, MWC, and Maynilad plan to spend more than Php70B in 2016 on 
capital expenditures for power and water assets.  It is not only critical that supply of 
these resources remains abundant, but affordable as well, if we want to encourage 
more investments in the manufacturing sector. Retail services such as wholesale 
and retail trading are also reliant on power and water. 2016 is setting up to be a 
critical year for power and water, and for the country as a whole.
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Share Price 

(Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
2016Div 

Yield (%)
Free Float* 

(%)

MER 371.94 330.00 4.49 20.20 22.38 4.41 18.74
AP 326.35 44.35 3.19 17.41 18.02 3.77 19.28
SCC 135.73 127.00 4.11 13.27 34.00 3.15 27.06
EDC 110.93 5.92 2.04 11.04 19.31 3.09 49.26
FGEN 79.08 21.60 0.98 10.19 12.16 2.56 32.67

Sources: Bloomberg; *PSE  
Note: MER – Manila Electric Co, SCC – Semirara Mining and Power Corp., EDC – Energy Dev’t Corp., FGEN 
– First Gen Corp

u	Current valuation has discounted expansion program... AP currently trades at reasonable 
P/E multiples of 17.4x given its decent ROE of 18% and dividend yield of almost 3.8%.  The 
stock has been up 6% so far this year from its 2015 close, as AP disclosed the completion of 
the 14MW Sabangan run-of-river hydroelectric and the 260MW (net) Davao coal plants, which 
increased the power firm’s net attributable sellable capacity by 12% to 2,532MW. 

u	…amid stiffening competition. However, as other rival power firms add new capacities, and 
fuel commodity costs (i.e. coal, oil) remain low, AP’s average selling price continued to drop 
to Php3.70/kWh for 2015 from Php4.94/kWh in 2014 as a power supply overhang looms in the 
short-term. Nonetheless, better capacity utilizations (hydros’ 78% from 64%, coal plants’ 97% 
from 93%) lifted overall income margin to 43.3% (from 37.8%) for the generation business and 
pushed its income contribution up by almost 4% to Php14.5 billion. The distribution business 
also grew its income contribution by 16.1% to Php4.3 billion on higher volumes (+6% to 
4,759GWh), and full year contribution from Lima Enerzone (acquired last year). 

Financial Results:  Full Year 2015
Php millions 2013 2014 % chg 2015 % chg
Revenues
Generation 39,436 36,877 -6.5% 33,369 -9.5
Distribution 28,067 39,979 42.4% 41,379 3.5
Others 4,552 9,906 118% 10,426 5
Total 72,055 86,762 20.4% 85,174 -1.8
Net Income
Generation 15,607 13,954 -10.6% 14,465 3.7
Distribution 3,451 3,708 7.5% 4,305 16.1
Others 353 344 -2.6% 183 -46.9
Total 19,411 18,006 -7.2% 18,953 5.3
Net Income Margin
Generation 39.6% 37.8% 43.3%
Distribution 12.3% 9.3% 10.4%

Overall 26.9% 20.8%  22.3%

Source: AP

Our View and Recommendation: 
Short-term (less than 2 years): Having risen by 6% to Php44.35 so far this year, we see limited 
upside potential in AP’s share (~2.8%) in the next 12 months given our target price of Php45.61 
based on blended multiples of 18x P/E and 3x P/B, and an estimated EPS growth of 9% this year 
(as additional coal and solar capacities are somewhat offset by reduced hydro output amid the 
ongoing El Nino phenomenon). The stock however, still offers a decent dividend yield of 3.8% that 
could up the total return to 6.6% for equity investors. As such, AP is becoming more a fixed income 
play with outstanding dividends but limited capital appreciation as the power sector prepares to 
absorb more supply from more players in the next 3-5 years. Underperform.*

Medium-term (beyond 2 years): Over time, we expect AP to sustain an EPS growth of 8.7% as 
more of its new power plants come on line and rising demand for power draws and narrows excess 
power capacities. Using the same price multiples, we get a target price of Php52.74 by 2018, for 
a likely annualized return of 10.6% inclusive of dividends, which may be within range with most 
stocks in the PSEIi. Timely commissioning of its power plants as scheduled will provide support to 
AP over the medium-term. However, the global regulatory overhang on the potential gradual cut 
in emissions from coal plants, which accounted for about 52% of AP’s 2015 sales volume, could 
dampen prospects. Neutral.** 
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Company Background
Incorporated in 1998, Aboitiz Power 
Corporation (AP) operates as the power unit of 
the Aboitiz group. AP, as a publicly listed firm, 
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 the year 2015, AP’s power generation 
business accounted for most of the company’s 
earnings, at 79% of total income.

AP, along with its partners, currently has 44 
generation facilities across the Philippines 
with an attributable net sellable capacity of 
over 2,400 MW. The company also operates 
8 distribution firms (including the second and 
third largest in the country), which services 
over 880,000 customers.

Between 2016 and 2020, AP has lined up 
Greenfield and Brownfield projects across the 
country that will expand its generation capacity 
to approximately 4,000 MW.

Share Data
PSEi Code AP

Rating Underperform

52-wk range (Php) 38.40-45.95

Current Price (Php) 44.35

Target Price (Php) 45.61

Price Upside (%) 2.84%

Dividend Yield (%) 3.77%

Total Return (%) 6.61%

AP vs PSEi

PSEi (Gray); AP (Blue)

Source: Bloomberg

Review of Share Price Performance
Last April, we gave an underperform rating on 
AP with a target price of Php44.74, which offers 
little upside from its trading price of Php43.25 
then. AP however, rose and peaked at Php45.95 
in June 2015, and managed to subsequently 
outperform the PSEi, as the power stock remains 
up 6% YTD for 2016 from its Php41.70 close 
in 2015. Market players will closely monitor 
progress updates on AP’s various ongoing plant 
construction in lieu of its long-term expansion 
plan to eventually hit over 4,000 MW in generating 
capacity. Any project delays however, may 
intermittently impact on its share price. 

*Underperform  These are stocks which share prices are going to underperform or lag the return of the PSEi as a benchmark over 
a 12-month period. 
**Neutral  These are stocks which share prices are going to move in tandem or within the PSEi movement as a benchmark over 
a 12-month period.
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FIXED INCOME RESEARCH
Financial Highlights (Php millions)

2013 2014 2015 2016F 2017F 2018F

Cash 31,384 40,232 51,098 48,754 46,520 45,056

Receivables – net 13,038 12,333 13,692 14,171 15,089 16,309

Total Assets 193,939 216,761 242,489 257,932 271,906 288,115

Current Liabilities 17,078 16,886 22,553 22,835 24,177 25,166

Long Term Liabilities 85,610 103,795 118,322 124,273 129,081 133,599

Total Liabilities 102,688 120,681 140,876 147,108 153,258 158,765

Total Equity 91,251 96,080 101,614 110,824 118,648 129,350

Short-term Debt 1,654 3,504 7,560 7,215 7,221 7,203

Long-term Debt 77,101 94,099 107,299 112,137 116,409 120,364

Total Debt * 78,755 97,603 114,859 119,352 123,631 127,567

Debt to Equity (%) 81.4% 86.3% 101.6% 107.7% 104.2% 98.6%

Net Debt to Equity (%) 44.2% 51.9% 59.7% 63.7% 65.0% 63.8%

Debt to Assets (%) 41.2% 40.6% 45.0% 46.3% 45.5% 44.3%

Net Interest Payments 6,872 7,947 8,873 11,643 12,204 12,776

EBITDA 30,872 31,780 33,788 38,415 40,877 45,708

EBITDA % Increase -12% 3% 6% 14% 6% 12%

Net Income 18,577 16,705 17,604 19,142 19,833 22,610 

ROE % 22.05% 18.60% 18.58% 18.80% 18.09% 19.14%

Source: ALI; F – BDO Private Bank Research; *inclusive of finance lease obligations

u	Capacity expansion financed by borrowings… AP aims to double its asset base to about 
Php288 billion in 2018 from Php194 billion in 2013.  Asset expansion is being funded by new 
borrowings as total debt (inclusive of finance lease obligations) has also risen to Php115 
billion in 2015 from Php79 billion in 2013, and to a forecast of Php128 billion in 2018.

u	…and increasing cash flows. Meanwhile, AP’s sizeable operating cash flows or EBITDA 
have also helped finance its new power plant additions and reduced the need for more 
leverage. Of its funding requirements, we estimate about 45% will be sourced internally 
while 55% will come from borrowings. Steady EBITDA of about Php33 billion on average 
over the past 2 years, were largely sufficient to support Php15 billion in yearly capex, and 
still cover for its net interest and dividend obligations of about Php21 billion in aggregate on 
an annual basis. 

Our View and Recommendation:
Leverage may peak this year… With several ongoing power projects in the pipeline, we expect 
AP to tap at least Php10 billion of new borrowings each year, which will also partly refinance 
maturing debt of Php7 billion. As such, we estimate its leverage to peak this year with a debt-to-
equity ratio of 108% (from 102% last year), which is still within acceptable credit standards.

…but capitalization will rebalance on retained earnings accrual. Nonetheless, we expect 
AP to reduce  its debt-to-equity ratio to below 100% by 2018, as equity capital is boosted by 
accumulating retained earnings with EBITDA flows projected to range between Php38 billion to 
Php45 billion between 2016-2018. The power firm’s expanding earnings base will also improve its 
capacity to repay debt as it comes due. Projected 2016 cash flows of Php38 billion for example, 
can theoretically pay off AP’s estimated net debt of Php71 billion in about 2 years’ time.

Major Shareholders % of total

Aboitiz Equity Ventures 76.88

Aboitiz & Company, Inc 1.99

Erramon I. Aboitiz 0.91

BlackRock 0.81

Somerset Capital Mgt 0.71

Vanguard Group Inc 0.66

Antonio R. Moraza 0.28

Grantham Mayo Van Otterloo 0.21

Jon Ramon M. Aboitiz 0.21

Mikel A. Aboitiz 0.18

Others 17.16

Total 100.00

Source: Bloomberg

*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.

Analyst Attributed Estimates
Internal 2016F 2017F 2018F

Attributable Net 
Income(Php’mn) 19,142 19,833 22,610 

ROE % 18.80 18.09 19.14

Div / Sh (Php) 1.47 1.67 1.74 

Div Yd % 3.32 3.77 3.93

BV / Sh (Php) 14.41 15.39 16.73 

EPS (Php) 2.60 2.70 3.07 

P/B (x) 3.08 2.88 2.65 

P/E (x) 17.05 16.45 14.43 

Source: BDO Private Bank Research

Debt Capacity Chart (Php millions)
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Overall, AP maintained a credit rating of 
BBB, supported by: (1) sustainable EBITDA 
growth; (2) manageable leverage with D/E 
ratios between 99%-108%; and (3) extended 
debt maturity profile. The company’s fairly 
stable operations year on year with consistently 
good EBITDA flows of Php31 billion to Php35 
billion for the past 5 years, also underscores 
its solid track record. Meanwhile, AP’s debt 
mostly carries fixed rates, which thus limits its 
exposure to rising benchmark rates. However, 
about a quarter of total debt (under its finance 
lease obligation) is denominated in US dollars, 
which somehow exposes AP to forex risk. AP 
for example, booked Php949 million in forex 
losses in 2015, which eroded its operating 
income by 3.8%. 
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Share Price 

(Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
2016Div 

Yield (%)
Free Float* 

(%)

MER 371.94 330.00 4.49 20.20 22.38 4.41 18.74
AP 326.35 44.35 3.19 17.41 18.02 3.77 19.28
SCC 135.73 127.00 4.11 13.27 34.00 3.15 27.06
EDC 110.93 5.92 2.04 11.04 19.31 3.09 49.26
FGEN 79.08 21.60 0.98 10.19 12.16 2.56 32.67

Sources: Bloomberg; *PSE  
Note: MER – Manila Electric Co, SCC – Semirara Mining and Power Corp., EDC – Energy Dev’t Corp., FGEN 
– First Gen Corp

u	Revenues up, but short of target on intermittent plant outages.  Despite lower power 
contract rates of subsidiary Green Core Geothermal in response to competition from 
coal plants, Energy Development Corporation’s (EDC) 2015 revenues grew by 11.3% 
y/y to Php34.36 billion as the Bac-Man plants reached over 90% capacity utilization on 
completion of its retrofit program, Nasulo attained its first full year of operations and the 
Burgos Wind Project started collecting FIT (feed-in tariff) allowance in May.  However, 
topline growth could have reached 17% y/y if not for unscheduled outages in Leyte, 
Tongonan and Palinpinon plus the curtailment of Burgos Wind output due to third-party 
transmission line congestion.

u	Non-recurring items drag net profit.  Reported net income dropped by 33.5% y/y 
to Php7.859 billion because: 1) 2014 results included a Php2.1 billion reversal on the 
Northern Negros (now Nasulo) plant impairment; and 2) foreign exchange loss increased 
by over twelve times to Php1.366 billion.  Excluding one-offs, attributable net income 
declined by only 4.3% y/y to Php8.799 billion, primarily due to lower operating margins 
following contract price reductions.

Earnings Results:  Full Year 2015
Php Mn 2013 2014 Chg (%) 2015 Chg (%)
Revenues 25,656 30,867 20.3 34,360 11.3
Net Income, reported 5,628 11,818 110.0 7,859 -33.5
Attributable Net Income 4,740 11,681 146.5 7,642 -34.6
Recurring Income 7,454 9,335 25.2 9,027 -3.3
Attributable Recurring Income 6,565 9,197 40.1 8,799 -4.3

Sources: EDC; E – Bloomberg consensus estimates

Our View and Recommendation: 
Short-term (less than 2 years): Save for EDC and SCC, other utilities companies in our selection 
have P/E (price to earnings) ratios close to their respective ROEs (return on equity).  With a 
consensus ROE of 19.31%, EDC looks undervalued at only 11x P/E.  The undervaluation may be 
due to downside risks involving the “forces of nature” – given the location of its geothermal plants 
– that have negatively affected the company’s bottomline in recent years.  Late last month, a forest 
fire in Mt. Apo (where its Mindanao plants emerged unscathed) highlighted EDC’s vulnerability 
to such events.  For 2016, we expect the firm’s reported attributable net income to improve by 
32.1% y/y to Php10.099 billion on lower forex losses and interest expense.  Our 12-month fair value 
estimate for EDC is at Php8.06 per share, based on ROE-linked P/E and a P/B (price-to-book) of 
2.5x.  Due to the huge price drop (-35.2%) from its 2015 peak (which is not commensurate with the 
4.3% decline in recurring revenues), the stock’s potential total return can reach 39.8%, inclusive of 
dividend yield of 3.8%. Outperform.*

Medium-term (beyond 2 years): If commodities prices remain weak over the medium term, 
we expect EDC’s recurring net income growth to be flat as the company said that it will focus on 
equipment reliability of existing plants and selectively postpone growth initiatives until targeted 
project returns are achieved.  Soft oil or coal prices mean competition for EDC’s uncontracted 
capacity (about 20% to 27% by 2018 through 2020).  We estimate EDC’s medium-term fair value 
at Php8.49 per share, translating to an annualized price growth of 14.2% from the current price of 
Php5.92 per share.  Potential dividend yield of 4.25% can raise forecast total return to 18.5% versus 
the PSEi’s expected medium-term growth of 10% to12%. Outperform.* 
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Company Background
Energy Development Corporation (EDC) has 
evolved as a premier pure renewable energy 
play, with interests in geothermal, hydro, wind 
and solar power.  It is the largest producer 
of geothermal energy in the Philippines with 
a total installed capacity of over 1,400-MW.  
EDC operates 2 hydro power plants in Nueva 
Ecija with an aggregate installed capacity of 
132-MW through subsidiary FG Hydro.  The 
company 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 Php8.53, subject to adjustments as may be 
approved by the ERC, from 11 November 2014 to 
10 November 2034.  

In March 2015, EDC started commercial operations 
of Phase 1 (4.16 MW) of its Burgos Solar Project, 
while Phase 2 (2.66 MW) commenced in January 
this year. 

Moreover, 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) 5.14 – 8.40
Current Price (Php) 5.92
12-month Target Price (Php) 8.06
Price Yield (%) 36.08
Dividend Yield (%) 3.76
Total Return (%) 39.84

EDC vs PSEi

PSEi (Gray); EDC (Gold)

Source: Bloomberg

Review of Share Price Performance
In our April 2015 Money Talks issue, we expected 
EDC to outperform the PSEi, with a target price of 
Php9.72 per share, given its low valuation relative 
to its ROE, and on expectation that volume sales 
will offset price reductions.  EDC reached its 2015 
peak at Php9.13 per share on March 3, 2015 in 
anticipation of better 2014 earnings versus 2013’s, 
but declined steadily through 2015 due to a string 
of negative news: 1) downward contract re-pricings; 
2) unresolved issues with a Bac-Man contractor; and 
3) unplanned outages in major plants.  As of Apr 15, 
2016, EDC’s price is down by over 25% from a year 
ago, underperforming the benchmark PSEi’s 7.4% 
y/y decline.

*Outperform   These are stocks which 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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CREDIT RESEARCH
Financial Highlights (Php millions)

2013 2014 2015 2016F 2017F 2018F

Cash 16,042 14,009 17,613 14,689 16,036 18,124

Receivables – net 3,611 6,888 5,346 6,231 7,001 6,640

Total Assets 105,580 124,499 136,040 139,086 147,353 153,657

Current Liabilities 8,908 18,251 17,987 13,188 14,875 11,353

Long Term Liabilities 59,853 62,629 70,825 72,254 72,728 76,500

Total Liabilities 68,761 80,879 88,811 85,442 87,602 87,853

Total Equity 36,245 43,620 47,230 53,644 59,750 65,804

Short-term Debt 1,872 10,500 7,861 3,863 4,839 1,349

Long-term Debt 56,677 58,963 66,651 68,168 68,274 71,849

Total Debt 58,549 69,462 74,512 72,031 73,114 73,198

Debt to Equity (%) 161.5% 159.2% 157.8% 134.3% 122.4% 111.2%

Net Debt to Equity (%) 117.3% 127.1% 120.5% 106.9% 95.5% 83.7%

Debt to Assets (%) 55.5% 55.8% 54.8% 51.8% 49.6% 47.6%

Net Interest Expense 3,090 3,569 4,264 2,840 2,741 2,543

EBITDA 15,838 18,916 20,134 19,968 20,682 20,890

EBITDA % Increase -7.7% 19.4% 6.4% -0.8% 3.6% 1.0%

Sources: EDC; F – BDO Private Bank Research

u	Growth projects tempered.  EDC’s actual capital expenditures (capex) for 2015 totaled 
Php10.213 billion, 36.2% lower than the Php16 billion planned for the year.  The 2015 
budget included Php3.8 billion for Latin America projects, but EDC decided to postpone 
the drilling schedule in Mariposa due to lower tariff forecasts in Chile.  For 2016, EDC’s 
capex budget is Php15.7 billion: 1) around Php13.8 billion (87.9%) will be for operations and 
maintenance requirements of Leyte, Negros Island, Bacon-Manito and Mt. Apo geothermal 
units, primarily maintenance drilling operations and power plant reliability improvement; and 
2) the balance of Php1.9 billion (12.1%) for investments in Latin America, local geothermal 
expansion and technical (e.g., information technology, engineering) initiatives.

u	Maturing loans refinanced.  Peso public bonds (Series 1) worth Php8.5 billion that 
matured in Jun 2015, was effectively refinanced by a term loan of the same amount (2022 
maturity) in Mar 2015 at a lower fixed interest rate (5.25% vs. 8.64%).  With another Php3.5 
billion (Peso public bonds, Series 2) due in Dec this year, EDC secured another term loan 
worth Php5 billion (2025 maturity) in Sep 2015.  We expect the company to raise another 
Php5 billion towards the end of this year to match maturing debt in Jun 2017.

Our View and Recommendation:
Liquidity well-managed…  Average yearly estimated operating cash flows or EBITDA (earnings 
before interest, taxes, depreciation and amortization) of over Php20 billion, can adequately cover 
maintenance capex of about Php10.7 billion per year.  With tempered expansion plans due to low 
commodities prices, we expect new borrowings to decline from over Php10 billion to Php5 billion 
annually.

…and remain adequate, barring force majeure events.  Contracted capacity of over 70% 
beyond 2018 facilitates healthy EBITDA flows over the medium term.  Coupled with stretched 
maturities via refinancing, EDC’s cash flow situation will likely remain even, under normal 
circumstances.  

Major Shareholders % Stake

Red Vulcan Holdings 40.02

First Gen Corp. 10.56

Invesco Ltd. 2.93

Prudential 2.33

Vanguard Group, Inc. 1.14

Bank of New York Mellon Corp. 1.04

BlackRock 1.02

Dimensional Fund Advisors LP 0.58

Norges Bank Investment 
Management 0.40

HSBC Holdings PLC 0.33

Others 39.65

Total 100.00

Source: Bloomberg

*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.

Analyst Attributed Estimates
Internal 2016F 2017F 2018F

Attrib. Net Inc. 
(Php’mn) 10,099 10,247 10,251

ROE % 20.73 18.72 16.90

Div / Sh (Php) 0.210 0.242 0.245

Div Yd % 3.55 4.08 4.14

EPS (Php) 0.54 0.55 0.55 

BV / Sh (Php) 2.86 3.19 3.52 

P/E (x) 10.99 10.83 10.83 

P/B (x) 2.07 1.85 1.68 

Source: BDO Private Bank Research

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 from operations; 2) 
acceptable leverage; 3) comfortable maturity 
profile; and 4) liquid operations, with current 
ratios at over 1.0x through 2018. Meanwhile, 
EDC is exposed to some forex and interest 
rate risks. The company has US dollar-
denominated and floating-rate debt at 41% 
and 34% of the total, respectively.  A 2.25% 
(or Php1.00) depreciation in the Philippine 
currency can reduce profit by close to 6%, 
while a 100 bps (basis points) increase in 
interest rates can slice earnings by about 2%.
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Share Price 

(Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
2016Div 

Yield (%)
Free Float* 

(%)

MER 371.94 330.00 4.49 20.20 22.38 4.41 18.74
AP 326.35 44.35 3.19 17.41 18.02 3.77 19.28
SCC 135.73 127.00 4.11 13.27 34.00 3.15 27.06
EDC 110.93 5.92 2.04 11.04 19.31 3.09 49.26
FGEN 79.08 21.60 0.98 10.19 12.16 2.56 32.67

Sources: Bloomberg; * PSE
Note: MER – Manila Electric Co.; AP – Aboitiz Power Corp.; SCC – Semirara Mining and Power Corp.; EDC 
– Energy Dev’t Corp.

u	Depressed gas prices weigh on revenues in 2015...  Consolidated revenues decreased 
by 3.5% y/y to US$1.836 billion mainly due to lower fuel revenues – a result of lower gas 
prices in 2015 (average of US$9.1/MMBtu** versus US$12.4/MMBtu in 2014).  However, 
higher dispatch of the Santa Rita and San Lorenzo gas plants (average net capacity factor 
of 80.5% compared to 70.4% in 2014) and increased revenue contributions from EDC and 
its subsidiaries partially offset the impact of weak gas prices.

 ** Million British Thermal Units – a measure of energy content in fuel

u	…but recurring income still up.  Attributable net income for 2015 decreased by 13.4% 
y/y to US$167.3 million primarily because of lower net income contribution of EDC and its 
subsidiaries (-33.4% y/y) on higher costs and expenses and non-recurring charges versus 
income in 2014.  Excluding extraordinary items however, FGEN’s recurring attributable net 
income was up by 6.6% y/y to US$163 million.

u	Additional capacities to boost earnings and share value.  This year, FGEN is targeting 
a second quarter start for its 97MW Avion (open-cycle natural gas-fired plant, originally 
Phase 1 of San Gabriel project) and 414MW San Gabriel combined-cycle natural gas-fired 
(Phase 2) power plants in Batangas.  Another 800MW of capacity (Phase 3) is also planned 
for a 2018 operation.  FGEN will also develop an LNG (liquefied natural gas) import terminal 
within the plant site, with initial capacity of 1.5 million tons per annum and target start date 
of operations by 2018 or 2019.

Financial Results:  Full Year 2015
US$ Million 2013 2014 % Chg 2015 % Chg

Revenues 1,905 1,903 -0.1 1,836 -3.5

Net Income 168 318 89.8 245 -22.9

Attributable Net Income 118 193 63.6 167 -13.4

Recurring Attrib. Net Inc. 151 153 1.2 163 6.6

Sources: FGEN; E – Bloomberg consensus estimates

Our View and Recommendation: 
Short-term (less than 2 years): Compared with selected utilities, FGEN is the only one trading 
below book value, though the gap between its P/E (price-to-earnings) ratio and ROE (return on 
equity) is roughly at par with MER and AP.  Given the current power demand-supply situation 
however, the probability of an earnings (and consequently, valuation) upgrade for FGEN is high, 
assuming additional capacity comes on stream according to plan.  Our 12-month fair value 
estimate for FGEN is at Php29.63 per share based on weighted metrics of 12x P/E and 1x P/B 
(price-to-book), for a potential price upside of 37.2%.  Outperform.*

Medium-term (beyond 2 years): Over the medium term, we expect new plant capacities of over 
800 MW to support fair valuation of Php34.51 by 2018, for an annualized price yield of 19.2%. 
Outperform.* 

Company Background
First Gen Corporation (FGEN) was incorporated 
in December 1998 to become the primary 
holding company for the power generation and 
energy-related businesses of the Lopez Group.  

First Gen has a portfolio of 15 power generation 
plants that are predominantly contracted 
for sale under long-term power purchase 
agreements or other energy sales agreements. 
First Gen’s power generation portfolio utilizes 
indigenous fuels such as natural gas, water and 
geothermal steam.

The company is presently the leading clean and 
renewable energy company in the Philippines 
with an installed capacity of 2,957 megawatts 
(MW) as of end-2015.  It accounts for about 
17% of the country’s total installed capacity 
today.

Share Data
PSEi Code FGEN

Rating Outperform

52-wk range (Php) 17.60 – 29.00

Current Price (Php) 21.60

12-month Target Price (Php) 29.63

Price Yield (%) 37.19

Dividend Yield (%) 2.31

Total Return (%) 39.51

FGEN vs PSEi

PSEi (Gray); FGEN (Green)

Source: Bloomberg

Review of Share Price Performance
Over the past year, FGEN (-23.7% y/y) has 
underperformed the PSEi (-7.4% y/y), dragged by 
a series of unfortunate events suffered by subsidiary 
EDC as well as delays in its own expansion plans.  
At its current price of Php21.60 per share, FGEN is 
down by 25.5% from its 52-week high of Php29.00 
per share (posted on April 15, 2015), as investors 
naturally transferred to other issues with more 
positive stories to fuel upward price momentum.

*Outperform   These are stocks which share prices are going to outperform or beat the return of the PSEI over a 12-month period.
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CREDIT RESEARCH
Financial Highlights (US$ millions)

2013 2014 2015 2016F 2017F 2018F

Cash 870 674 730 492 527 648

Other Liquid Assets 335 387 317 339 411 424

Total Assets 4,914 5,287 5,519 5,683 6,267 6,748

Current Liabilities 559 729 699 528 616 515

Long Term Liab 2,626 2,646 2,814 2,773 2,980 3,285

Total Liabilities 3,184 3,375 3,513 3,300 3,595 3,801

Total Equity 1,730 1,913 2,005 2,383 2,672 2,948

Short-term Debt 178 332 286 196 200 94

Long-term Debt 2,492 2,513 2,677 2,638 2,834 3,136

Total Debt 2,670 2,845 2,963 2,833 3,034 3,230

Debt to Equity (%) 154.4 148.8 147.7 118.9 113.6 109.6

Net Debt to Equity (%) 104.1 113.5 111.3 98.2 93.9 87.6

Debt to Assets (%) 54.3% 53.8% 53.7% 49.9% 48.4% 47.9%

Net Interest Exp 140 161 157 151 165 182

EBITDA 597 672 695 717 865 894

EBITDA % Inc -10.1 12.5 3.5 3.2 20.6 3.4

Sources: FGEN; F – BDO Private Bank Research

u	Private placement augments debt proceeds.  In 2015, FGEN raised: 1) US$200 million 
in new debt at the parent level; and another US$166.5 million (Php7.4 billion) from the 
issuance of new shares and sale of treasury stock totaling about 297 million common 
shares via private placement at Php25.25 per share.  Parent company First Philippine 
Holdings Corporation (FPH) subscribed to its pro-rata share in the equity transaction, 
thereby maintaining its 66.2% stake in FGEN.  Proceeds were meant primarily for Avion and 
San Gabriel capital expenditures (capex).

u	…as more borrowings seen for Phase 3 expansion.  The third phase of the San Gabriel 
project (renamed Santa Maria) involves an 800MW combined-cycle base load plant worth 
US$900 million.  Moreover, the planned LNG import terminal is estimated to cost US$1 
billion.  Thus, we expect FGEN (parent level) to borrow at least US$200 million annually 
moving forward, to meet cash requirements for expansion and operations.

Our View and Recommendation:
Short-term debt, immediate capex requirements sufficiently covered...  End-2015 cash 
level of US$730 million is more than enough match to maturing loans of about US$481 million 
within two years.  Meanwhile, projected consolidated EBITDA (earnings before interest, taxes, 
depreciation and amortization) flows averaging US$791 million for 2016-17 are adequate to 
cover group capex of under US$700 million annually.  

… but elevated capex spending for the medium-term translates to minimal dividends.  
FGEN has a dividend policy of 30% of the prior year’s net income, subject to certain conditions.  
However, with the company’s planned expansion through the end of this decade, dividend 
payout will likely stay under 30% over the medium term.

Major Shareholders % Stake

First Phil. Holdings Corp. 66.24 

Eastspring Investments Singapore 1.06 

Bank of New York Mellon 0.77 

Dimensional Fund Advisors 0.70 

Invesco Ltd 0.63 

HSBC Holdings Plc 0.61 

Vanguard Group Inc 0.58 

BlackRock Fund Advisors 0.33 

Others 29.08 

Total 100.00

Source: Bloomberg

*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.

Analyst Attributed Estimates
Internal 2016F 2017F 2018F

Attrib. Net Inc. 
(US$ Mn) 188 247 238

ROE % 12.56 14.34 12.44 

EPS (US$) 0.052 0.069 0.067

BV / Sh (US$) 0.527 0.576 0.622

Div / Sh (US$) 0.01 0.01 0.01

Div Yd % 2.3% 2.3% 2.3%

P/E (x) 8.64 6.50 6.68

P/B (x) 0.86 0.78 0.71

Source: BDO Private Bank Research

Debt Capacity Chart (US$ millions)
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We maintain FGEN’s medium-term credit 
rating at “BBB”, supported by:  1) growing 
EBITDA flows of over US$700 million 
through 2018; 2) well-managed maturity 
schedule; and 3) fluid liquidity, with current 
assets at over 1.5x current liabilities within 
our forecast period.

FGEN’s end-2015 debt profile composition 
showed that about 41% had floating interest 
rates and 27% were denominated in 
Philippine peso, owed by subsidiary EDC 
(FGEN’s functional currency is the US$).  
A +100 bps change in interest rates will 
affect net income by about 4%; while a US 
dollar appreciation will negatively impact 
earnings by under 8% through EDC, which 
uses the Philippine Peso as its functional 
currency.
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Company Background
Semirara Mining and Power Corporation 
(SCC) was incorporated on February 26, 
1980 and initially engaged in the exploration, 
development and mining of coal resources 
in Semirara Island in Caluya, Antique. It is 
a majority-owned subsidiary of publicly-
listed DMCI Holdings, Inc. (DMC), its 
parent company.

On August 18, 2014 the company changed 
their name from Semirara Mining Corporation 
to reflect their forward integration to power 
generation from just being purely a coal miner 
and supplier.

It is the only large-scale coal producer in the 
Philippines, with an estimated maximum annual 
coal production of 7.5 Million metric tons (MT) 
and coal reserve of about 150 Million MTs. It is 
engaged in surface open-pit mining of thermal 
coal in its mine site as well as production and 
sale of sub-bituminous coal (medium grade 
coal). It serves the power generation sector, 
cement and other industries, and also exports 
coal products.

EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Share Price 

(Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
2016Div 

Yield (%)
Free Float* 

(%)

MER 371.94 330.00 4.49 20.20 22.38 4.41 18.74
AP 326.35 44.35 3.19 17.41 18.02 3.77 19.28
SCC 135.73 127.00 4.11 13.27 34.00 3.15 27.06

EDC 110.93 5.92 2.04 11.04 19.31 3.09 49.26
FGEN 79.08 21.60 0.98 10.19 12.16 2.56 32.67

Sources: Bloomberg; * PSE
Note: MER – Manila Electric Co.; AP – Aboitiz Power Corp.; SCC – Semirara Mining and Power Corp.; EDC 
– Energy Dev’t Corp.

u	Modest valuations versus peers. SCC’s higher ROE of 34% justifies its higher P/B 
valuation of 4x, while its relatively low P/E of 13x reflects the cyclical earnings of its 
business drivers – mining and power. 

u	Upward re-rating to be driven by power generation business. SCC’s valuation metrics 
however, could be re-rated higher as we expect revenue and income drivers to be driven 
more by its power generation business in the next 3 to 5 years. Net income grew 23.7% to 
Php8.5 billion in 2015 from Php6.9 billion in 2014 as its 2 x 300 MW coal plants generated 
39% more energy at 3,959 GWH in 2015 from 2,840 GWH in 2014 reducing the need 
to source energy from the higher-priced spot market. Power revenues increased 5% to 
Php12.9 billion in 2015 from Php12.3 billion in 2014 as SCC sold 11% more energy but at 
a lower average price. Meanwhile, coal revenue fell 28% to Php11.8 billion in 2015 from 
Php16.3 billion in 2014 due to a combination of decline in coal sales volume by 5.5% to 
8.4 million MTs and continued slide of benchmark coal prices in the world market.

Financial Results and Revenue Mix
In Php Millions 2014 2015 Chg (%) Mix (%) 2014 2015

Coal Sales (Mn MTs)  8.89  8.40 -5.5

Power Sales (GWH) 3,383  3,754 11.0

Coal Revenues 16,277 11,782 -27.6  Coal 56.9 47.7

Power Revenues 12,308 12,898 4.8  Power 43.1 52.3

Total Revenues 28,585 24,680 -13.7 Total 100 100

Net Income  6,861  8,487 23.7

Source: SCC

Our View and Recommendation: 
Short-term (less than 2 years): SCC’s power segment is expected to expand faster and continue 
accounting for the larger share of overall business. The full year operation of its new 2 x 150 MW 
power plant and planned increase in coal output will allow EPS to grow at an annualized pace of 
11.7% over the next two (2) years. Based on price multiples of 15x P/E and 4.5x P/B, our 12-month 
target price of Php151.27 and dividend yield of 3.1%, offers a potential total return of 28.5%.   
Outperform.*

Medium-term (beyond 2 years): Over the medium term, we project annualized EPS growth to 
improve to 14.6% through 2018 as additional capacity from their planned 1 x 350 MW coal plant 
provide a boost to earnings. Given our price target of Php191.44 by 2018, SCC offers a three-year 
annualized price appreciation of 16.6% and if we include the 3.1% dividend yield, potential total 
return could reach 19.7%. Revenues from its power/energy operations will contribute 65% to total 
by 2018.  Outperform.* 

Share Data
PSEi Code SCC

Rating Outperform

52-wk range (Php) 110.80 – 169.00

Current Price (Php) 127.00

Target Price (Php) 151.27

Price Upside (%) 25.4

Dividend Yield (%) 3.1

Total Return (%) 28.5

SCC vs PSEi

PSEi (Gray); SCC (Orange)

Source: Bloomberg

Review of Share Price Performance
SCC’s stock price staged a recovery rising 27% 
through October 6, 2015 to Php140.60 from 
Php111.10 on July 22, 2015, after the Department 
of Energy (DOE) lifted the mining suspension order 
on SCC last September 17, 2015. It fell 16% to 
Php117.90 on January 26, 2016 with  the conclusion 
of the United Nations Climate Change Conference 
last December 12, 2015 where the Philippines made 
a self-imposed contribution to cut greenhouse 
gas emissions by 70% come 2030, tightening 
regulations on coal-fired plants by setting higher 
standards for emissions and fossil fuel quality used 
in power generation. The price rose again by 17% 
to Php138.00 by March 17, 2016 after SCC reported 
a 24% increase in its net earnings for 2015. After 
which, the stock price consolidated to its current 
price of Php127.00.

*Outperform   These are stocks which share prices are going to outperform or beat the return of the PSEI over a 12-month period.
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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.

FIXED INCOME RESEARCH
Financial Highlights (Php millions)

2013 2014 2015 2016F 2017F 2018F

Cash    4,819  3,683  4,746  4,951  5,578  6,419 

Receivables – net     4,032  4,128  2,781  3,651  3,716  4,844 

Total Assets   44,727  51,901  57,157  68,494  81,625  92,291 

Current Liabilities     9,991  12,138  15,556  14,218  15,902  18,035 

Long Term Liabilities   14,609  17,057  14,700  20,679  25,808  25,855 

Total Liabilities   24,600  29,195  30,256  34,897  41,710  43,891 

Total Equity   20,128  22,706  26,901  33,597  39,915  48,400 

Short-term Debt     3,806  3,333  8,184  5,188  5,983  5,613 

Long-term Debt   13,657  16,089  11,360  17,218  22,196  22,060 

Total Debt   17,464  19,421  19,544  22,406  28,179  27,673 

Debt to Equity (%) 86.8% 85.5% 72.6% 66.7% 70.6% 57.2%

Net Debt to Equity (%) 62.8% 69.3% 55.0% 52.0% 56.6% 43.9%

Debt to Assets (%) 39.0% 37.4% 34.2% 32.7% 34.5% 30.0%

Net Interest Expense  354  282  221  269  442  607 

EBITDA  11,658  8,574  11,632  15,120  15,225  18,354 

EBITDA % Increase 20.4% -26.4% 35.7% 30.0% 0.7% 20.6%

Source: SCC; F – BDO Private Bank Research

u	Cash flows from power business to improve leverage. Although SCC is expected to 
borrow to partially finance the construction of its US$525 million (Php25 billion) 1 x 350 
MW coal-fired plant by 2018, any additional leverage will be offset by its healthy operating 
cash flow that is projected to grow an annualized pace of 16.4% over the next three years 
to Php18.4 billion by 2018. The full year earnings contribution of its 2 x 150 MW Phase 1 
expansion and the projected commissioning of its 1 x 350 MW power plant in 2018 will help 
accumulate retained earnings to increase equity and reduce D/E ratio to 57% in 2018 from 
73% in 2015.

Our View and Recommendation:
EBITDA sufficient to service financial obligations…. With operating cash flows averaging 
Php16.2 billion through 2018, EBITDA could easily cover more than 3x the annual average 
net interest expense and dividend payment totaling Php4.7 billion. Yearly maturing obligation 
of around Php5.6 billion that comprise just 22% of total debt is merely a third of operating 
cash flows. 

…and partially support capex, reducing the need for more borrowings. Meanwhile, its 
EBITDA can also partially fund the projected increase in annual capital expenditures (capex) to 
Php11 billion over the next three (3) years from Php4.5 billion in 2015 as the company pursues 
Phase 2 expansion of their coal plants. This would further help temper D/E ratios and keep it 
at conservative levels averaging 65% for the 2016-18 period. Robust EBITDA of Php16.2 billion 
can theoretically repay SCC’s net debt of Php20.4 billion in less than 1.5 years. 

Major Shareholders % Stake

DMCI Holdings Inc 56.3

Dacon Corporation 12.5

National Development Corp 3.2

Grantham Mayo Van Otterloo 1.3

Vanguard Group 0.8

Others 25.9

Total 100.00

Source: List of Top 100 Stockholders  
(As of April 15, 2016)

Debt Capacity Chart (Php millions)
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Overall, SCC maintained its medium 
investment grade credit rating of “BBB-” on 
manageable amortization payments given 
its long maturity profile and rising EBITDA 
flows that will: 1) improve its capital base 
and  strengthen it over time; 2) supplement 
the funds needed to construct the 1 x 350 
MW coal-fired plant through 2018; and 
3) adequately cover yearly interests and 
dividend commitments..

Analyst Attributed Estimates
Internal 2016F 2017F 2018F

Net Inc. (Php Mn)  10,971  10,593  12,761 

ROE (%) 36.3% 28.8% 28.9%

Div / Sh (%) 4.00 4.00 4.00

Div Yd (%) 3.15% 3.15% 3.15%

BV / Sh 31.44 37.35 45.29 

EPS 10.27 9.91 11.94 

P/B (x) 12.37 12.81 10.64 

P/E (x) 4.04 3.40 2.80 

Source: BDO Private Bank Research
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According to the National Power Corporation (NAPOCOR), there are two types of energy 
sources in the Philippines: renewable energy and non-renewable energy.

Renewable energy sources are those that are practically limitless in quantity 
because they can be renewed regularly and rapidly. In the Philippines, we use solar, 
wind, hydroelectric (water), bio-mass and geothermal power. On the other hand, 
non-renewable energy sources, as the name suggests, are limited. We have access 
to mostly coal, oil, and natural gas.

The latest data from the Department of Energy (DOE) show that total power 
generation in the Philippines in 2014 reached 77,261 gigawatt-hour (GWh), and 
was skewed toward coal at 42.8% of the total generation, followed by natural gas 
at 24.2% and geothermal at 13%. In terms of capacity mix, coal has the largest 
share with installed capacity at 5,893 megawatts (MW) or 31.52%, and dependable 
capacity at 5,632 MW or 34.2%. However, oil-based and hydroelectric energy 
overtake natural gas and geothermal at installed capacities of 3,619 MW and 3,600 
MW (at 19.30% share each). Meanwhile, programmed additional capacities over 
the next 5 years show that power generating firms continue to favor coal, with an 
anticipated 3,757 MW increase. This represents 77% of the expected extra capacity.

Why do firms prefer coal-fired power-generating plants compared to other energy 
sources? Arguably, cheaper cost of generating power is a significant factor in 
why power generating firms favor coal as a source of energy. Generation cost is a 
large component of the electricity bill charged to end users. While the generation 
rate appears uniformly charged on the electricity bill from MERALCO, it is in fact a 
‘blended rate’ or the weighted average of the price from the many power producers. 
To shed light on what the generation costs of these different energy sources are, 
we can use the benchmark generation cost per fuel type of the United States of 
America’s Energy Information Agency (EIA) as a guideline.

Does coal then have the lowest generation cost? Based on data from the EIA’s 
projected power cost of power plants entering service in 2020, the lowest generation 
cost for non-renewable energy sources is not coal but natural gas at Php3.46/kwh, 
followed by coal at Php4.37/kwh. Meanwhile, among the renewable sources, the 
lowest cost goes to geothermal energy at Php2.20 per kilowatt hour (kWh). Wind 
follows suit at Php3.39/kwh while hydroelectric, solar and biomass come out as the 
more expensive sources of energy. 

In terms of average investment cost per megawatt, coal is in the middle-tier among 
the energy sources. The average cost per megawatt for a coal-powered plant is 
around US$2 million, slightly lower than solar energy at an estimate of US$2.6 
million per megawatt. Surprisingly, geothermal and hydroelectric power plants 
appear to cost more per megawatt at US$4 million and US$5.1 million, respectively. 
This is based on the DOE’s report on the committed power projects as of January 
this year.

Meanwhile, coal energy is deemed one of the most reliable sources since coal plants 
operate at consistently high capacity of over 90%, as opposed to other renewable 
sources of energy. Geothermal plants for example, normally run at 75%-80% 
depending on steam flows, while hydro plants operate at wide capacity factors of 
between 40%-80% depending on water levels. Hence, investors typically prefer to 
put up a power plant that gives them better utilization rates and consequently higher 
profit margins relative to their investments.

The country also has ample supply reserves for coal. There are 78 coal operating 
contracts in 17 reserve areas. In the first half of 2015, about 4.5 million metric tons 
of coal was produced.  Overall, availability of supply, higher capacity utilization rate, 
and better return on investment for coal plants have encouraged more investments 

“Yes, it’s coal outside”
By Roxanne SC Olanday
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towards coal. This tends to contradict the Philippines’ commitment to curb carbon 
dioxide and other greenhouse gas (GHG) emissions in compliance  with the 
landmark Paris Agreement signed by member UN nations to address the adverse 
effects of climate change just this April 22, Earth Day. The preference for coal as a 
source of energy is expected to further increase its share to 40% in the next 5 years 
from the current share of 32%.  Policymakers have to take a clear and stronger stand 
over the country’s commitment to curb harmful gas emissions.  It is only through a 
long-term and orderly planning of our energy requirements that we can both address 
meeting our energy requirements and being in compliance with the Paris agreement.

Energy Source
Ave. Gen. Cost 

(Php/kwh)*
2015 Capacity Mix 

(MW) Percent Share (%)
Installed Dependable Installed Dependable

Coal 4.37 5,893.00 5,632.00 31.52% 34.20%
Oil Based 13.00 3,610.00 2,734.00 19.30% 16.60%
Hydro 3.84 3,600.00 3,073.00 10.30% 9.70%
Natural Gas 3.46 2,862.00 2,759.00 15.30% 16.80%
Geothermal 2.20 1,917.00 1,601.00 19.30% 18.70%
Wind 3.39 427.00 379.00 2.30% 2.30%
Solar 5.76 221.00 146.00 0.90% 0.80%
Biomass 4.62 165.00 125.00 1.20% 0.90%
Ave. cost 5.08
Total 18,695.00 16,449.00
Source: USA ES, DOE, NSCB, BDO estimate
*Note: Conversion rate used: US$1 = Php46.00

Prospective Additional Capacities (in MW)
Energy Source 2015 2016 2017 2018 2019 2020 Total

Coal 617.00 1,375.00 735.00 540.00 490.00 - 3,757.00

Oil Based 25.80 3.90 - - - - 29.70

Natural Gas 100.00 450.00 - - - - 550.00

Hydro 8.00 25.00 15.50 30.00 139.60 3.90 222.00

Geothermal - 20.00 30.00 - - - 50.00

Wind 14.00 - - - - - 14.00

Solar 38.00 162.50 - - - - 200.50

Biomass 58.25 16.85 10.80 - - - 85.90

Total 861.05 2,053.25 791.30 570.00 629.60 3.90 4,909.10

Source: DOE Demand-Supply Outlook 2015-2020 (as of January 31, 2016)

Installed Generating Capacity in MW

Energy Source 2010 2011 2012 2013 2014 2015
5yr CAGR 

(%)
2015 VS. 
2014 (%)

Coal  4,867  4,917 5,568  5,568  5,708 5,893 3.9 2.5

Hydro  3,400  3,491 3,521  3,521  3,543 2,862 -3.4 0.6

Oil Based  3,193  2,994 3,074  3,353  3,476 1,917 -9.7 3.7

Nat. Gas  2,861  2,861 2,862  2,862  2,862 3,600 4.7 0.0

Geothermal  1,966  1,783 1,848  1,868  1,918 3,610 12.9 2.7

Others  73  117  153  153  437  813 61.9 185.6

Total 16,360 16,163 7,026 17,325 17,944 8,695 2.7 3.6

Source: DOE Philippine Power Statistics

Power Generation in GWH

Energy Source 2009 2010 2011 2012 2013 2014
5yr CAGR 

(%)

Coal 16,476 23,301 25,342 28,265 32,081 33,054 14.3

Natural Gas 19,886 19,518 20,591 19,642 18,791 18,690 -1.1

Geothermal 10,324 9,929 9,942 10,250 9,605 10,308 -1.4

Hydro 9,788 7,803 9,698 10,252 10,019 9,137 0.5

Oil Based 5,381 7,101 3,398 4,254 4,491 5,708 -3.6

Other Renewable (Wind, 
Solar, Biomass) 79 90 205 259 279 364 28.7

Total 61,934 67,742 69,176 72,922 75,266 77,261 4.0

Source: DOE Philippine Power Statistics


