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S Courtesy of PH conglomerates

Massive investments for broader growth
By Abi L. Chiw

Record capital expenditures program for 2015
Many of the top Philippine conglomerates have announced record-high capital expenditure (capex) budgets this year 
after posting encouraging operating results in 2014 on the back of the country’s sustained economic growth. Philippine’s 
real GDP growth of 6.1% last year is still one of the fastest in Asia, and prospects remain bright for the medium-term as 
the country develops its infrastructure and capability to pursue inclusive growth across market sectors. 
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This also opens up opportunities for holding firms to diversify and widen drivers of revenues and earnings, as 
they venture into new business segments other than their core operations. Such were the case when Ayala Corp, 
San Miguel, and JG Summit all expanded into power and infrastructure.   

List of Select Conglomerates’ Capex Budgets

Debt / Equity 
% (3Q’14)

2015 CAPEX 
Est (Php’Bn)

Real 
Estate

Power & 
Energy Utilities

Infrastructure & 
Transportation

Food & 
Beverage Retail Manufacturing Banking

Ayala Corporation 99.08 185 x x x x x x x

SM Investments 83.84 80 x x x

San Miguel Corp 168.38 60-120 x x x x x

Aboitiz Equity 
Ventures

88.07 60 x x x x x x

GT Capital Holdings 67.05 50 x x x x x

Metro Pacific 
Investments

48.41 45 x x x

JG Summit / 
Gokongwei Group

63.44 40-45 x x x x x x x x

Alliance Global 
Group

33.94 50* x x

Filinvest Dev’t Corp 80.41 35* x x x

DMCI Holdings 63.21 20* x x x x

Source: Company Disclosures; * BDOPB Research Estimates; D/E from Bloomberg

From an average GDP growth of 5.3% over the past 7 years, the medium-term trend supports a 6%-8% growth for 
the Philippine economy, largely driven by consumer spending, exports and if infrastructure bottlenecks are quickly 
addressed. This year, analysts also expect an added economic boost from pre-election spending, and as more 
government-sponsored infrastructure PPP projects gain traction. These factors will complement our healthy base 
of growing consumer demand, which is fueled by resilient OFW remittances (est. US$24B/year or 10% of domestic 
economy), BPO revenues (approx. US$16B/year or 7% of domestic economy), and tourism activities that brings in about 
US$4 billion/year (or 1.6% of domestic economy).
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Real estate is a favorite investment destination
Thanks to the continuing dollar inflows from overseas Filipino workers (OFWs), business 
process outsourcing (BPOs), and renewed interest for Philippine tourism, real estate players 
have identified new growth centers across the archipelago (i.e. Pangasinan, Tarlac, Zambales, 
Pampanga, Lucena, Naga, Iloilo, Cagayan de Oro, etc.) and have committed billions of pesos 
to develop more master-planned communities to host a dynamic mix of residential, office, 
commercial, industrial and leisure facilities. Ayala Land, Inc. for example, announced an 
unprecedented capital spending budget of Php100 billion for 2015 after spending Php70 billion 
in 2014. SM Prime Holdings also intends to allot an annual budget of over Php60 billion in the 
next 3 years, while Robinsons Land Corp has hiked its capex budget to Php17 billion this year 
from Php14 billion last year. The upcoming new property districts are expected to gradually 
urbanize the countryside, with thriving enterprises sustaining the local economy. However, as 
more of these developments get established, the supporting investments for power, utilities 
and infrastructure must also be made to accommodate increasing demand and traffic.

Power generation/distribution exposure also getting to be popular
Aboitiz Power (AP) has a 2015 capex budget of Php52 billion, as it aims to almost double its 
capacity to 4,000 MW by 2017 from the current 2,300 MW. The Lopez group (FGEN/EDC) 
meanwhile, is estimated to spend Php20-30 billion per annum for 2015-2017 to increase 
capacity to 3,700 MW by 2017 from the current 2,900 MW. Ayala Corp. on the other hand, 
is aiming to dispatch 1,000 MW of attributable capacity by 2017, with equity investments 
worth US$700 million (or Php32 billion) as it collaborates with other groups such as Trans-
Asia. Meralco is also pressing ahead with a US$7 billion (Php315 billion) plan to build its own 
plants with a combined capacity of 3,000 MW (in partnership w/ other groups such as AP and 
GTCAP) over the next 5 years. San Miguel is building coal plants in Mindanao, which will be 
supported by its coal mining business. SMC chief Ramon Ang said SMC Global Power plans 
to install a total of 3,000 MW over the long-term that will utilize clean coal technology. Filinvest 
Development Corp (FDC) also intends to double its energy portfolio by breaching the 1,000 
MW mark by 2019 from its current operating capacity of 545 MW.

…while water distribution in the greater Metro Manila area is dominated by 
2 conglomerates
Meanwhile, water utilities Manila Water and Maynilad of the Ayala and Metro Pacific groups, 
are also tasked to undertake the necessary investments under their respective concession 
agreements with the government. Maynilad is programmed to spend Php67 billion for business 
years 2013-2017 under its revised proposal that recently passed the arbitration panel’s 
scrutiny, allowing Maynilad to start hiking distribution rates this year. Manila Water on the other 
hand, also has a capital expenditure program totaling around Php63 billion in the next 5 years. 
These outlined spending still does not include the additional investments to develop alternative 
sources of water for Metro Manila, and new service territories outside Metro Manila. Aside from 
water supply security, roads and logistical conditions must also be improved to facilitate trade 
activity and enhance our competitiveness against our ASEAN (Association of Southeast Asian) 
neighbors.

Interconnectivity is one of the priority programs of the government
The World Bank has identified various airport, rail, port and road projects in the Philippines 
worth close to Php500 billion as essential infrastructures to realize the Master Plan for 
ASEAN Connectivity. The list includes 8 airport projects including the operation, maintenance 
and redevelopment of the Puerto Princesa (Php5.81 billion), Iloilo (Php30.4 billion), Davao 
(Php40.57 billion), Bacolod (Php20.26 billion), New Bohol (Php2.34 billion), Laguindingan 
(Php14.62 billion), and the Ninoy Aquino International Airport as well as the upgrading of the 
San Fernando Airport (Php8.1 billion). It also includes the Davao Sasa Port modernization 
(Php18.99 billion). Road projects such as the Php151.78-billion Plaridel Bypass Toll Road; 
the Php15.77-billion North Luzon Expressway (NLEX) East Expressway; the Php7.64-billion 
Central Luzon Link Expressway-Phase II as well as the Php2.34 billion improvement, operation 
and maintenance of Kennon Road and Marcos Highway were included in the list issued by 
the multilateral lending agency. The WB unit also listed the Php177.22-billion North-South 
Commuter Railway (South line) as well as operation and maintenance of the Light Rail Transit 
line 2 (LRT-2). To date, 8 PPP projects were awarded and signed by the government amounting 
to Php127 billion. At least 12 projects are currently under the procurement stage and 9 
more are expected to be rolled-out within the year. As such, conglomerates with interests in 
infrastructure (such as Ayala, Metro Pacific, San Miguel, Aboitiz, JG Summit) will all be busy 
with project bids and their corresponding execution.

Philippine GDP Growth Trend
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…with ASEAN integration as a catalyst
The advent of ASEAN integration has also pushed consumer-related industries to look for 
new ventures abroad to expand scale and market reach. Alliance Global Group’s Emperador 
for example, recently acquired Whyte & Mackay Group Ltd., the 5th largest maker of 
Scotch whisky in the world, for £430 million (Php31 billion). The transaction further boosts 
Emperador’s global footprint, having purchased Bodega San Bruno S.A., which holds over 500 
hectares of prime vineyard in Toledo, Spain, back in 2013. JG Summit’s food unit Universal 
Robina Corporation (URC) on the other hand, announced that its joint venture company with 
French beverage maker Danone Asia Holdings Private Ltd. has begun commercial operations 
with the introduction of a water-based drink called “B’lue”, while another joint venture with 
Japan’s largest snack manufacturer Calbee, Inc. will follow with the grand launch of the 
potato-based products by mid-March. URC also completed the NZ$700 million (Php26 billion) 
takeover of Griffin’s Foods, New Zealand’s no. 1 biscuit and snack food maker, in November 
last year, which was funded by a 5-year bullet loan arrangement with a consortium of 14 banks.        

Tighter lending conditions now favor fund-raising through the capital markets route
Indeed, immense investments do entail the consequent amount of capital funding. Hence, a 
flurry of capital raising has been observed by the market, headed by blue-chip companies. 
Equity placements have so far been reported by Ayala Land (Php16.6B), JG Summit 
(Php8.8B), Aboitiz Equity Ventures, First Gen (Php7.5B), GT Capital (Php9.8B) and Metro 
Pacific Investments (Php8.9B) for the first 2 months of 2015. Usually, firms raise equity capital 
to ensure that its leverage position stays within prescribed credit standards. A higher debt-
to-equity ratio generally means a company has been aggressive in financing its growth, and 
increasing interest costs could result in weaker or volatile earnings, especially if the debt is 
subject to foreign exchange revaluations and floating interest rates. The cost of debt financing 
may also outweigh the return that the company generates on the debt through investment and 
business activities. As such, companies would normally want to maintain an optimal mix of 
capital that would balance the request for better returns by shareholders, and prudent leverage 
by creditors. 

Meanwhile, leading players in the local banking industry have also been active in raising 
capital in lieu of stricter regulations by the Banko Sentral ng Pilipinas (BSP) for Basel III, which 
seeks to better prepare banks in times of financial crisis. This is timely as many companies 
have been increasing leverage as they take on more debt to help their finance bold expansion 
programs. Robust liquidity from local capital markets and foreign funds also accelerated 
access to financing, aided by the low interest rate environment. 

Last year, banks have started to beef up capital by issuing Basel III-compliant Tier 2 notes, 
with the likes of BDO (Php10B), RCBC (Php10B), Security Bank (Php10B) and Metrobank 
(Php22.5B), along with a rights issue by Chinabank (Php8B). This year, Metrobank is planning 
another rights offering worth Php32 billion. As such, more local banks are expected to follow 
suit in boosting their respective equity bases. Some banks however, may also take the M&A 
route to strengthen capital and competitiveness. More M&As meanwhile, typically breeds more 
conglomerates or make them bigger.  Indeed, the huge capital expenditures being planned 
by the country’s largest conglomerates are a testament to the confidence of business leaders 
about the prospects of the Philippine economy. Hopefully, these investments go a long way 
also in achieving inclusive growth.
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EQUITY RESEARCH
Equity Valuation
Comparative 
Valuation

Market Cap
(Php Bns)

Price 
(Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Dividend 
Yield (%)

SM 728.81 913.0 2.77 21.84 12.50 1.45
JGS 477.05 66.60 2.19 25.52 9.06 0.54
AC 451.88 729.5 2.64 22.49 11.54 0.62
AEV 320.42 57.80 2.54 14.59 15.96 2.93
AGI 243.91 23.75 1.86 13.49 13.10 2.00
GTCAP 210.03 1,205.0 2.32 16.96 13.66 0.25
MPI 144.05 5.17 1.22 14.01 9.11 0.97

Source: Bloomberg; Note: SM – SM Investments; JGS – JG Sumit; AEV – Aboitiz Equity Ventures; AGI – 
Alliance Global Group, Inc.; GTCAP – GT Capital; MPI – Metro Pacific Investments

u	Bolder investments into core & new businesses... AC has earmarked Php185 billion 
in capital expenditures across the group this year, as the conglomerate: 1) continues to 
support massive expansion plans of its core real estate, telecoms and water businesses; 
and 2) ramps up investments in power and infrastructure projects. Bulk or Php100 billion of 
the capex budget is allotted to Ayala Land, in line with its goal of posting an average income 
growth of 20% annually. Globe Telecoms gets Php37 billion, primarily for data-related 
initiatives and LTE network infrastructure upgrades. AC will also deploy Php21 billion to 
support its power and infrastructure ventures.

u	…sustaining share’s premium valuation. The group targets to surpass Php20 billion in 
income by 2016, and improve its ROE to mid-teens level from 10% in 2013. Double-digit 
growth from its principal operating units (banking, real estate and telecommunications) would 
be complemented by new income streams from its power and infrastructure thrust. So far, AC 
has committed US$500M of equity with the aim of generating a power portfolio of 1,000 MW. 
The holding firm has also committed over US$100M of equity in transport infrastructure after 
winning the Daang Hari Connector Road and Automated Fare Collection System contracts, 
and bagging the LRT Line 1 concession together with the Metro Pacific Group. 

Equity in Net Earnings
Php Millions 2012 2013 % chg 9M’13 9M’14 % chg
ALI 4,650 5,547 19% 4,218 5,153 22%
BPI 5,716 8,301 45% 6,939 6,317 -9%
GLO 2,111 1,580 -25% 1,143 3,209 181%
MWC 2,176 2,264 4% 1,703 2,031 19%
Others (371) (115) (49) 2,106 
Total 14,282 17,577 23% 13,954 18,816 35%

Source: AC

Our View and Recommendation: 
Short-term (less than 2 years): Given AC’s robust growth outlook, market currently values its 
stock at Php729.5 per share, for a premium P/E of 22.5x.  Considering its new revenue streams 
however, we believe AC could support higher valuations of 25x P/E and 2.8x P/B for a target price 
of Php770.4 over the next 12 months. This offers a potential price upside of 6%, and will likely track 
the returns of most firms included in the PSEi. However, higher-than-expected quarterly earnings 
and additional infra project deals or collaborations could push AC’s valuation higher in the interim. 
Neutral*.  

Medium-term (beyond 2 years): Moving forward, we expect AC to sustain an EPS growth 
of at least 10% as the group’s power and infra investments gather momentum. Thus, we 
estimate its fair valuation to reach Php936 by 2017, for an annualized price yield of 8.7% 
versus the benchmark PSEi’s 6% to 8%. As such, AC is seen to slightly outperform most listed 
companies, as it takes advantage of the country’s resilient domestic consumption patterns and 
commitment for increased government spending. Outperform**.
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Company Background
Ayala Corporation (AC) is one of the oldest, 
largest and most diverse conglomerates 
in the Philippines. It was founded in 1834 
and has business interests in real estate, 
financial services, telecommunications, 
water distribution, electronics manufacturing 
services, automotive dealership, and business 
process outsourcing. 

Recently, the conglomerate has ventured into 
power projects in collaboration with various 
groups and is eyeing further diversification 
into the infrastructure sector under the Private 
Public Partnership (PPP) program of the 
government.

Share Data
PSEi Code AC

Rating Neutral

52-wk range (Php) 538-747
Current Price (Php) 729.5
Target Price (Php) 770.4
Price Upside (%) 5.6%
Dividend Yield (%) 1.3%
Total Return (%) 6.9%

Price Performance

AC         PCOMP  

Source: Bloomberg

Earnings Results: Interim 2014
Php Mns 9M’13 9M’14 % chg

Revenues 115,377 134,457 16.5
Net Income 18,795 24,297 29.3
Net Income % 16.3 18.1
Source: AC

Review of Share Price Performance
Last May, we gave a neutral view for AC since 
the stock was already trading at fair valuations 
of 24x P/E, and was just 10% away from our 
target price of Php720. AC however, was 
able to hit a high of Php747 last September 
on reports of bagging the LRT 1 rail project 
(together w/ MPI), before consolidating to its 
current level of Php730. Moving forward, AC 
is poised to test new highs with investments in 
new ventures moving to execution phase and 
as its power business begins contributing to 
earnings.

*Neutral   These are stocks whose share prices are going to move in tandem or within the PSEi movement as a benchmark over a 
12-month period.

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

2012 2013 2014F 2015F 2016F 2017F

Cash 80,286 65,655 83,712 145,341 124,017 115,587

Receivables – net 42,845 56,460 62,421 72,084 72,590 79,959

Total Assets 510,904 599,664 713,904 863,144 912,429 968,537

Current Liabilities 122,558 145,208 150,665 215,226 207,492 215,498

Long Term Liabilities 181,906 218,986 275,994 332,565 356,881 369,500

Total Liabilities 304,463 364,194 426,659 547,791 564,372 584,998

Total Equity 206,440 235,471 287,244 315,352 348,056 383,539

Short-term Debt 31,365 27,654 19,837 62,637 36,487 28,674

Long-term Debt 143,720 178,027 232,407 285,582 304,906 312,044

Total Debt 175,085 205,681 252,245 348,218 341,393 340,717

Debt to Equity (%) 84.8% 87.3% 87.8% 110.4% 98.1% 88.8%

Net Debt to Equity (%) 45.9% 59.5% 58.7% 64.3% 62.5% 58.7%

Debt to Assets (%) 34.3% 34.3% 35.3% 40.3% 37.4% 35.2%

Net Interest Expense 3,218 3,523 7,075 10,371 12,860 12,337

EBITDA 34,284 45,869 58,054 65,356 73,630 80,254

EBITDA % Increase 15% 34% 27% 13% 13% 9%

Net Income 10,504 12,778 17,689 19,128 22,544 24,322 

ROE % 9.1% 9.6% 11.5% 10.8% 11.7% 11.6%

Source: AC; F – BDO Private Bank Research

u	New borrowings support asset expansion… From a debt level of Php111 billion back in 
2011, AC’s debt has almost doubled to Php205 billion last year, and is projected to triple 
to Php348 billion by 2015 as the group accelerates expansion across the real estate, 
telecommunications, banking, water utility, power and infrastructure sectors. As a result, the 
group’s consolidated assets likewise, are tracking to almost double from Php369 billion in 
2011 to maybe Php714 billion last year, and possibly triple to Php968 billion by 2017.

u	…and earnings progress. The conglomerate’s assets build-up (as it develops new master-
planned mixed-use communities, additional water concessions both locally and abroad, 
underserved banking markets, various power plant facilities, and public infrastructure 
projects) will eventually generate incremental income as it aims to sustain double-digit 
growth.

Our View and Recommendation
Short-term (less than 2 years): With more ongoing large-scale property projects, deepening 
further of its banking, telecommunications and water distribution services, as well as the 
operational start-up of 2 coal-fueled power plants this year, we estimate an EBITDA growth 
of about 9%-13% in the next 2 years for AC. As such, EBITDA flows of about Php65 billion to 
Php74 billion are seen to support operational liquidity, with an estimated interest & dividend 
cover of over 3x, and working capital ratios of about 1x on average.

Medium-term (beyond 2 years): Increasing incomes also strengthen and boost the 
company’s equity via retained earnings, and somehow promote a sustainable capital mix as 
AC taps new borrowings. As such, we expect the conglomerate to maintain manageable debt-
to-equity ratios of 85%-110%, with EBITDA flows projected to exceed Php70 billion by 2016. 
Still, we expect the conglomerate to refinance maturing debt of around Php48 billion in the 
same year, as it follows through with capital spending needs of recently formed businesses.

Analyst Attributed Estimates
Internal 2014E 2015E 2016E

Attributable Net 
Income (Php’mn) 17,689 19,128 22,544 

ROE % 11.5% 10.8% 11.7%
Div / Sh 7.06 6.60 8.14 
Div Yd % 1.14% 1.07% 1.32%
BV / Sh 256.87 279.80 306.68 
EPS 27.66 28.87 34.40 
P/B (x) 2.70 2.61 2.38 
P/E (x) 25.09 25.27 21.21 

Source: BDO Private Bank Research

Major Shareholders
Holders % of total

MERMAC INC 49.03
MITSUBISHI CORP 10.18
ABERDEEN 2.52
COMMONWEALTH 

BANK OF AUSTR 2.42
VANGUARD GROUP INC 1.08
BLACKROCK 0.85
INVESCO LTD 0.47
NORGES BANK INVESTMENT 0.37
NORDEA BANK AB 0.32
BDO TRUST & INVESTMENTS 0.25
OTHERS 32.51
Total 100.00

Source: Bloomberg

Debt Capacity Chart (Php millions)
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Overall, AC maintained an investment-
grade rating of BBB*, supported by: (1) 
double-digit EBITDA growth; (2) manageable 
leverage with D/E ratios between 85%-110%; 
and (3) extended debt maturity profile. The 
company’s diversified business portfolio mix, 
also has helps AC cope with the various risks 
that could stem from: regulatory concerns (i.e. 
rate rebasing for water, bureaucratic delays for 
infrastructure, stricter Basel III rules for banks, 
etc.), tougher competitive environment with 
the ASEAN integration, and potential business 
down-cycles in some sectors, among others.

*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)

Closing 
Price (Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Dividend 
Yield (%)

Free Float 
(%)*

SM 728.81 913.00 2.77 21.84 12.50 1.45 45.72
JGS 477.05 66.60 2.19 25.52 9.06 0.54 34.82
AC 451.88 729.50 2.64 22.49 11.54 0.62 40.10
AEV 320.42 57.80 2.54 14.59 15.96 2.93 43.69
AGI 243.91 23.75 1.86 13.49 13.10 2.00 43.47
GTCAP 210.03 1205.00 2.32 16.96 13.66 0.25 40.35
MPI 144.05 5.17 1.22 14.01 9.11 0.97 44.14

Source: Bloomberg; * Philippine Stock Exchange
Note: SM – SM Investments Corp.; JGS – JG Summit; AC – Ayala Corp.; AEV – Aboitiz Equity Ventures; 
GTCAP – GT Capital; MPI – Metro Pacific Investments Corp.

u	Revenues within expectations…  AGI’s 9-month revenues slid by 4.2% y/y primarily due 
to the inclusion of a Php2.9 billion gain from the sale of a portion of its EMP shares in 2013 
recorded under Finance and other income.  Also, while revenues from sale of goods* went 
up by 3%, rendering of services ** slid by 2%, primarily due to a 14% contraction in gaming 
revenues.  Nonetheless, the topline figure is fairly in line with consensus estimates.
* real estate, alcoholic beverages and snack products; ** gaming, hotel, quick-service restaurants, rentals

u	…but the bottom line trailed.  Increased tax provision (+35% y/y to Php5.2 billion) due to: 
(i) higher taxable income; and (ii) provisioning for the corporate income tax to be imposed 
by the Bureau of Internal Revenue on PAGCOR licensees resulted in a bigger decline in net 
income to Php17.17 billion (-10.3% y/y).  Following the dilution of AGI’s interests in EMP and 
RWM after separate public offerings late in 2013, attributable net income posted a bigger 
decline of 20.2% to Php11.431 billion. 

Earnings Results: Nine Months 2014

Php Mns 9M’13 9M’14 Chg (%) FY 2014E
% of FY 

Estimate
Revenues 93,434 89,523 -4% 121,290 74%
Attributable Net Income 14,334 11,431 -20% 16,400 70%

Attributable Net Income Contribution Contribution Mix
Php Mns 9M’13 9M’14 Chg (%) 9M’13 9M’14
MEG 3,580 4,833 35% 25% 42%
EMP 4,262 3,998 -6% 30% 35%
RWM 1,787 1,799 1% 12% 16%
GADC 250 199 -20% 2% 2%
GERI 147 0 -100% 1% 0%
Others 4,308 602 -86% 30% 5%
Total 14,334 11,431 -20% 100% 100%

Sources: AGI; E – Bloomberg consensus estimates
Note: MEG – Megaworld; EMP – Emperador; RWM – Travellers; GADC – Golden Arches, GERI – Global 
Estate Resorts

Our View and Recommendation: 
Short-term (less than 2 years): We estimate AGI’s 2015 fair value at Php27.01 per share based 
on valuation metrics of 15x P/E and 2x P/B, and as we project its attributable earnings to grow by 
10.9% y/y to Php16.57 billion.  Earnings drivers will include: (i) increased domestic consumption as 
the country moves towards another election year; (ii) additional contribution from Whyte & Mackay’s 
international market; and (iii) stable real estate sales and rental income from MEG.   Please note 
however, that we have not factored in the full impact of the consolidation of Whyte & Mackay in 
EMP, with audited financials expected to be available by mid-April.  Outperform*.  

Medium-term (beyond 2 years): For the medium term, we project AGI’s share price to reach 
Php32.50 by 2017 for an estimated annualized price upside of 11.5%.  Inclusive of about 2% in 
dividend yield, total returns may reach 13.8%, which is better than the PSEi’s expected return 
of only 5%. Outperform*.

Company Background
Alliance Global Group, Inc. is a listed 
conglomerate in the Philippine Stock Exchange 
with business interests in real estate (MEG, 
GERI), tourism-entertainment and gaming 
(Travellers International or RWM), food and 
beverage (Emperador, Inc. or EMP), and quick 
service restaurants (McDonalds).

AGI recently completed the consolidation of 
its real estate assets under Megaworld.  AGI 
sold its 49.2% stake in GERI to Megaworld, 
which effectively gave MEG 74.96% ownership 
in GERI.  On gaming, RWM is expanding and 
improving facilities to compete with similar 
developments of Bloomberry and Belle 
Corp.  Meanwhile, EMP has bought Whyte 
and Mackay, the 5th largest Scotch whisky 
manufacturer in the world, from India’s United 
Spirits in May 2014.  United Spirts was forced 
to sell the brand on antitrust issues.

Share Data
PSEi Code AGI

Rating Outperform

52-wk range (Php) 20.85-31.85

Current Price (Php) 23.75
2015 Target Price (Php) 27.01
Annualized Price Yield (%) 15.9%
Dividend Yield (%) 1.91%
Total Return (%) 17.8%

Price Performance

AGI         PCOMP  

Source: Bloomberg

Review of Share Price Performance
In our July 2014 Money Talks issue, 
we expected AGI to underperform the 
benchmark PSEi due mainly to the dilution 
of its stakes in EMP and RWM. From Jul 15, 
2014, AGI’s share price declined by 15.5% to 
Php23.75 as of Feb 13, 2015, versus the PSEi’s 
13.7% gain for the same period. 
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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.
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FIXED INCOME RESEARCH
Financial Highlights (Php millions):

2012 2013 2014F 2015F 2016F 2017F

Cash 67,965 94,977 72,915 75,952 94,380 67,179 

Receivables – net 22,624 30,075 32,975 36,947 40,031 43,464 

Total Assets 272,211 332,400 374,400 410,081 458,669 465,187 

Current Liabilities 45,196 50,585 54,559 58,600 99,831 76,274 

Long Term Liabilities 83,259 91,594 98,231 104,467 90,201 95,063 

Total Liabilities 128,455 142,179 152,790 163,067 190,031 171,337 

Total Equity 143,756 190,222 221,610 247,014 268,637 293,850 

Short-term Debt 4,641 3,796 5,080 2,224 38,152 8,888 

Long-term Debt 61,169 67,494 66,405 69,181 52,029 53,141 

Total Debt 65,809 71,290 71,485 71,405 90,181 62,029 

Debt to Equity (%) 45.8% 37.5% 32.3% 28.9% 33.6% 21.1%

Net Debt to Equity (%) -1.5% -12.5% -0.6% -1.8% -1.6% -1.8%

Debt to Assets (%) 24.2% 21.4% 19.1% 17.4% 19.7% 13.3%

Net Interest Expense 982 (143) 1,117 1,474 1,847 677 

EBITDA 25,496 27,567 31,878 36,065 38,328 42,244 

EBITDA % Increase 86.9% 8.1% 15.6% 13.1% 6.3% 10.2%

Sources: AGI; F – BDO Private Bank Research

u	Strong Balance Sheet maintained. AGI earmarked Php56 to 59 billion in budgeted capital 
expenditures (capex) for 2014, but EMP’s acquisition of Whyte & Mackay may have raised 
actual capex closer to Php70 billion.  Nonetheless, public offerings of subsidiaries and 
other capital-raising activities back in 2013 gave the group enough muscle for expansion.  
Moreover, in November 2014, the private equity arm of GIC (Singapore’s sovereign wealth 
fund) entered into a Php17.6 billion purchase agreement with EMP for new EMP shares and 
equity-linked convertible securities plus an option to invest Php4.4 billion over a 13-month 
period.  The transaction will help delay the need to raise cash at the parent level, assuming 
moderate EBITDA (earnings before interest, taxes, depreciation and amortization) growth 
moving forward.

Our View and Recommendation
Short-term (less than 2 years): We forecast AGI to post net cash positions within the next 
two years as strong annual EBITDA inflows of over Php30 billion (supported by election-related 
spending on consumer items) can cover maturing debt of about Php7.3 billion for the same 
period.  While AGI has yet to disclose budgeted capex for 2015, projected end-2014 cash 
balance of close to Php73 billion can continue to support investments of around Php50 billion.

Medium-term (beyond 2 years): Barring any black swan event, the general macroeconomic 
environment should stay healthy.  Stability will also help sustain growth in local household 
spending. Incremental income streams are also expected from assets abroad as EMP 
develops its operations in Scotland and Spain. We expect AGI’s EBITDA to grow at a CAGR 
(compounded annual growth rate) of 9.8% fromPhp31.9 billion in 2014 to Php43.1 billion by 
2017.  However, as of end-Sep 2014, 75% of AGI’s total borrowings is dollar-denominated, 
making the group sensitive to foreign exchange volatility.  According to our estimates, a Php1 
depreciation of the Peso can negatively impact AGI’s bottom line by 4.5% to 4.7%.

Analyst Attributed Estimates
Internal 2014F 2015F 2016F

Attributable Net 
Inc. (Php’mn) 14,942 16,573 17,322

ROE % 12.50% 11.83% 11.11%
EPS 1.48 1.64 1.71
BV / Sh 12.98 14.72 16.11
Div / Sh 0.38 0.45 0.51
Div Yd % 1.68% 1.91% 2.13%
P/E (x) 15.26 14.49 13.87
P/B (x) 1.74 1.61 1.47

Source: BDO Private Bank Research

Major Shareholders
Holders % of total

Andresons Group Inc. 38.78
Yorkshire Holdings 15.42
FMR LLC 4.66
Capital Research Global Investor 3.32
Fidelity International 2.19
Vanguard Group Inc. 1.84
Pacific Life Insurance Co. 1.22
Cali Orchard Growers Inv 1.17
Eastwood Property Holdings Inc. 1.10
Schroder Investment Mgmt. Ltd. 0.84
Others 30.30
TOTAL 100.00

Source: Bloomberg

Debt Capacity Chart (Php millions)
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Based on our criteria, AGI continues to merit 
a credit rating of “A*”, supported by: (i) stable 
to strong earnings of subsidiaries; (ii) rich cash 
reserves; (iii) conservative gearing (iv) healthy 
maturity profile; and (v) liquid operations.

*A (Upper Medium Grade)   With favorable investment attributes and are considered upper-medium grade obligations. Factors 
giving security to principal and interest are considered adequate but elements may be present which suggest a susceptibility to 
impairment sometime in the future.
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Company Background
GTCAP is the primary vehicle for the holding and 
management of the diversified business interests of 
the Ty family in the Philippines. The current portfolio 
comprises directly held interests in the following 
GTCAP companies: 25.1% in MBT (Financial 
Institution), 100% in FED LAND (Real Estate), 51% in 
GBPC (Power), 51% in TMP (Automotive), and 25.3% 
in AXA Philippines (Insurance).

MBT is the 2nd largest bank in the country in terms of 
assets totaling about Phg1.5 trillion as of September 2014 
with over 1,000 local and international branches.

FED LAND is one of the fastest growing real estate 
companies in the country with 40 years of experience in 
the industry developing prime residential and commercial 
developments.

GBPC is the leading independent power provider in the 
Visayas region with total installed capacity of 709 MW as 
of September 2014.

TMP is the biggest automotive company and the market 
leader (39% market share) in the country, with the widest 
vehicle line-up of 18 models and a sales distribution and 
service network composed of 43 outlets nationwide as of 
February 2014.

AXA Philippines is an affiliate of MBT with diverse interests 
in the banking, insurance, real estate and automotive 
industries among others.
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EQUITY RESEARCH
Equity Valuation
Comparative 
Valuation

Market Cap
(Php Bns)

Price 
(Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Dividend 
Yield (%)

SM 728.81 913.00 2.77 21.84 12.50 1.45
JGS 477.05 66.60 2.19 25.52 9.06 0.54
AC 451.88 729.50 2.64 22.49 11.54 0.62
AEV 320.42 57.80 2.54 14.59 15.96 2.93
AGI 243.91 23.75 1.86 13.49 13.10 2.00
GTCAP 210.03 1,205.00 2.32 16.96 13.66 0.25
MPI 144.05 5.17 1.22 14.01 9.11 0.97

Source: Bloomberg; Note: SM – SM Investments; JGS – JG Sumit; AC – Ayala Corp.; AEV – Aboitiz Equity 
Ventures; AGI – Alliance Global Group, Inc.; GTCAP – GT Capital.

u	Justified P/E on attractive ROE... Based on its last closing price of Php1,205, GTCAP’s 
P/E is relatively cheap at almost 17x versus the 22 – 25x valuation range of SM, JGS, and 
AC, considering its better ROE of about 13.7%. Meanwhile, its P/B of 2.3x is within range of 
peers given its leading market position in automotive and banking, and developing portfolio 
of property and power assets.

u	…with profits to be driven by automotives and power. GTCAP’s 9-month net income 
slightly fell by -0.2% weighed down by Metropolitan Bank & Trust Company's (MBT) 
earnings which had fewer trading gains of Php1.5 billion (lower by 89.5% y/y) coupled with 
declines in net income of their insurance businesses, AXA Life Philippines (-19%) and 
Charter Ping An Insurance (-34%), due to lower gross premiums and higher claims and 
losses (+26%) due to Typhoons Agaton, Glenda, and Mario. For 2015 however, we expect 
the conglomerate’s earnings to rebound to Php19.9 billion (+28.5% y/y), supported by a 
Php50 billion capex budget to sustain organic growth with increased contribution to profits 
by its car and power businesses. Toyota Motor Philippines (TMP) will be investing Php2.5 
billion to improve car assembly operations and accommodate full-model change of locally-
built units. Global Business Power Corp (GBPC) also seeks to expand its energy portfolio 
to 1,000 MW in five (5) years or by 2020 while venturing into renewable energy sources 
(biomass and geothermal). 

Earnings Segmentation
Php Millions 2012A 2013A %chg 9M’13 9M’14 %chg
Real Estate 1,988 1,011 -49.1% 865 1,084 25.3%
Financial Institution 3,045 3,093 1.6% 3,655 2,498 -31.7%
Automotive 631 4,052 542.0% 3,058 4,975 62.7%
Power 3,421 3,159 -7.7% 2,472 2,706 9.5%
Others (438) 1,216 -377.2% 568 (668) -217.6%
Total 8,647 12,531 44.9% 10,618 10,595 -0.2%

Source: GTCAP

Our View and Recommendation: 
Short-term (less than 2 years): GTCAP sustained its price uptrend in 2015 appreciating 17% 
for the first 2 months as it seeks to internally grow its businesses, diversify into transportation and 
infrastructure sector, and generate more revenues from TMP, GBPC, and Federal Land (FED 
LAND). The price further rose after they successfully sold about Php9.8 billion worth of secondary 
shares to fund their participation in MBT’s upcoming Php32 billion Stock Rights Offer (SRO). 
Based on a blended metric of 20x P/E and 2.25x P/B, our target price of Php1,385.84 offers a 
possible price upside of 15% over the next 12 – 18 months vs PSEi’s estimated return of 6%-8%. 
Outperform*.

Medium-term (beyond 2 years): Assuming GTCAP can deliver an annual EPS growth of 
23.4% over the next three (3) years, the share price could reach Php1,870.29 by end-2017.  
Over the medium-term, we project long-term investors may probably realize a total annual 
return of about 16%, including dividends. There’s a possibility that the share price could further 
rise if they hike their stake on associates, further diversify revenue sources, and rebalance 
earnings mix. Outperform*.

Share Data
PSEi Code GTCAP

Rating Outperform

52-wk range (Php) 750.00 – 1,226.00
Current Price (Php) 1,205.00
Target Price (Php) 1,385.84
Price Upside (%) 15.0
Dividend Yield (%) 0.3
Total Return (%) 15.3

Price Performance

GTCAP         PCOMP  

Source: Bloomberg

Review of Share Price Performance
In our June 2014 Corporate Research, we 
projected GTCAP to underperform versus the 
PSEi given it was already expensive at Php850 
with P/E of 19x. Valuations seemed stretched 
after the company expanded its business 
portfolio through a series of consolidation. 
Nonetheless, the market pushed the stock 
higher, finishing 2014 at Php1,032 for a full year 
return of 33.7% amid promising prospects for its 
auto, property, banking and power businesses. 
Vehicle unit sales are targeted to reach 200,000 
by 2020 from 106,000 in 2014. The earnings 
contribution of FED LAND (13.2%) and GBPC 
(10.9%) are expected to increase to 15% each as 
the former takes-on horizontal land development 
while the latter recovers from low dispatch 
caused by typhoon damages and completes its 
power plant rehabilitation.

*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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Earnings Results: Interim 2014
Php Mns 9M’13 9M’14 % chg

Revenues 76,788 104,922 36.6%
Net Income 10,618 10,595 -0.2%
Net Margin 13.8% 10.1%
Source: GTCAP

FIXED INCOME RESEARCH
Financial Highlights (Php millions):

2012 2013 2014F 2015F 2016F 2017F
Cash 11,553 27,167 25,847 30,037 22,114 20,842
Receivables – net 6,505 12,451 16,133 19,877 22,968 26,506
Total Assets 136,985 192,360 219,615 239,081 252,859 276,209
Current Liabilities 28,452 39,193 40,041 41,521 47,030 53,166
Long Term Liabilities 43,479 60,603 75,064 71,989 65,387 65,173
Total Liabilities 71,931 99,796 115,105 113,510 112,418 118,339
Total Equity 65,054 92,564 104,509 125,572 140,441 157,870
Short-term Debt 16,565 5,891 5,922 6,123 6,510 7,076
Long-term Debt 41,768 54,005 68,473 67,313 60,251 59,685
Total Debt 58,334 59,896 74,395 73,436 66,761 66,761
Debt to Equity (%) 90% 65% 71% 58% 48% 42%
Net Debt to Equity (%) 72% 35% 46% 35% 32% 29%
Debt to Assets (%) 43% 31% 34% 31% 26% 24%
Net Interest Expense 1,146 2,571 3,702 3,735 3,373 2,954
EBITDA 12,314 20,654 24,405 28,219 33,431 38,991
EBITDA % Increase 164% 68% 18% 16% 18% 17%
Net Income 8,647 12,531 15,504 19,922 24,446 29,122
ROE % 13.5% 13.3% 12.3% 13.1% 13.4% 13.9%

Source: GTCAP; F – BDO Private Bank Research

u	Raising equity to increase stake in associates… Since its debut in 2Q 2012 as a publicly 
listed company, GTCAP used the proceeds from their initial public offering (IPO) and follow-on 
issuance to finance the stock purchases of their associates namely, GBPC, TMP, and Charter 
Ping An Insurance. Just last February 3, 2015, they also raised Php9.85 billion after Grand Titan 
Capital Holdings and Ty family members sold 8.715 million of secondary shares to the public, 
about 5% of the conglomerates capital stock, in anticipation of MBT’s upcoming SRO, among 
others. 

u	Keeps capital budget unchanged. For 2015, GTCAP decided to set aside Php50 
billion in capital spending with the aim of spurring inherent growth within their component 
companies and setting aside any acquisitions for now. Additional spending for its growing 
power portfolio will also be moderated given its recent collaboration with Manila Electric 
Co. (MER), which bought a 22% stake in GBPC. Over time, the conglomerate intends to 
redistribute the profit contribution of its business portfolio increasing FED LAND and GBPC 
to 15% each from 13.2% and 10.9%, respectively, last September 30, 2014. FED LAND 
bought property worth Php4.4 billion in 2014 to explore possible development of horizontal 
real estate projects for 2015.

Our View and Recommendation
Short-term (less than 2 years): For the next two (2) years, we expect a decline in long-term 
debt by Php8.2 billion to Php60.3 billion in 2016 allowing it to improve its accounting leverage 
to 0.80 from an estimated 1.10 in 2014. GTCAP’s operating cash flows is projected to be more 
than enough to cover its short-term liabilities as EBITDA growth is seen at 17% annually. 
Working capital will remain healthy averaging above 1.0 over the next two (2) years.

Medium-term (beyond 2 years): Over the medium-term, GTCAP credit standing is well 
supported by a projected general improvement in their gearing ratios with D/E falling to 42% by 
2017 from an estimated 71% in 2014 as additional energy revenues allow EBITDA to steadily 
grow 17% annually. The Php2.5 billion investment of TMP in local operations will allow it 
to maintain its dominant market position in the auto industry while taking advantage of the 
growing per capita income of consumers. GBPC is also expected to benefit from the shortage 
in power supply as it aims to increase its energy portfolio to 1,000 MW within five (5) years.

Analyst Attributed Estimates
Internal 2014E 2015E 2016E

Net Inc.(Php Mn) 15,504 19,922 24,446
ROE (%) 12.3% 13.1% 13.4%
Div / Sh (%) - - -
Div Yd (%) 0.0% 0.0% 0.0%
BV / Sh 464.26 585.10 669.71
EPS 53.37 68.58 84.15
P/B (x) 2.22 2.06 1.80
P/E (x) 19.34 17.57 14.32

Source: BDO Private Bank Research

Major Shareholders
Holders % of total

Grand Titan Capital Holdings, Inc 54.31
PCD Nominee (Foreign) 33.73
PCD Nominee (Filipino) 11.61
Ty, George Siao Kian 0.12
Others 0.23
TOTAL 100.00

Source: PSE Disclosure (As of December 31, 2014)

Debt Capacity Chart (Php millions)
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Overall, GTCAP has retained its BBB* rating, 
or the lowest investment grade rating for debt 
papers. 

*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 Bns)

Price 
(Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Dividend 
Yield (%)

SM 728.81 913.0 2.77 21.84 12.50 1.45
JGS 477.05 66.60 2.19 25.52 9.06 0.54
AC 451.88 729.5 2.64 22.49 11.54 0.62
AEV 320.42 57.80 2.54 14.59 15.96 2.93
AGI 243.91 23.75 1.86 13.49 13.10 2.00
GTCAP 210.03 1,205.0 2.32 16.96 13.66 0.25
MPI 144.05 5.17 1.22 14.01 9.11 0.97

Source: Bloomberg; Note: SM – SM Investments; JGS – JG Sumit; AC – Ayala Corp.; AEV – Aboitiz Equity 
Ventures; AGI – Alliance Global Group, Inc.; GTCAP – GT Capital.

u	Price uplift on Maynilad rate resolution... MPI has finally resolved its appeal to hike water 
distribution rates after an international arbitration panel ruled in favor of Maynilad, which 
would result in a 9.8% increase in 2013 average basic water charge of Php31.28/cu.m. 
Maynilad intends to implement the effective Php3.06/cu.m. increase on a staggered basis 
of Php1.03/cu.m. per year, after getting clearance from regulators.   Along with a projected 
4.5% jump in billed volumes this year, we expect Maynilad to post a revenue growth of 8% 
to Php19.7 billion for 2015.

u	…SCTEX turnover and LRT1 awarding. The infrastructure firm will also gain additional 
revenues of around Php1.2 billion this year with the formal awarding of SCTEX, which has 
an estimated daily traffic of 34,000. The target turnover of LRT1 operations by October this 
year, also has the potential to add annual revenues of about Php3.6 billion given its daily 
ridership estimate of over 500,000.     

Core Income Segmentation (Php millions):

Php Millions 2012 2013 % chg 9M’13 9M’14 % chg

Maynilad 3,548 3,789 6.8% 2,943 3,177 8.0%

MPTC 1,571 1,874 19.3% 1,362 1,588 16.6%

Meralco 2,212 2,333 5.5% 2,026 2,478 22.3%

Hospitals 507 581 14.6% 436 400 -8.3%

Others / Eliminations (1,273) (1,348) 5.9% (1,153) (1,181) 2.4%

Total 6,565 7,229 10.1% 5,614 6,462 15.1%

Source: MPI

Our View and Recommendation: 
Short-term (less than 2 years): MPI is tracking to exceed its 2014 core earnings target of 
Php8 billion with decent 15% growth in core earnings as of September. This year, we project 
the company to expand earnings by 11% to Php9.1 billion, supported by the aforementioned 
new revenue streams. As a result, MPI is expected to trade up to Php6.22 in the next 12 to 18 
months, based on valuation metrics of 16x P/E and 1.6x P/B. Thus, MPI possibly offers a 20% 
price upside, which is deemed better than most stocks in the PSEi. Outperform*. 

Medium-term (beyond 2 years): Using the same valuation metrics, MPI’s stock is projected 
to hit Php7.38 by 2017, which translates to an annualized total return of 13.5% for long-term 
investors inclusive of dividends, better than the 6%-8% return we are forecasting for the PSEi. 
Outperform*. 

However, our forecasts still exclude potential upside risks from income contributions of new toll 
roads, hospitals and power plants that could start operations between 2015 and 2017. Progress 
in existing and announcements of additional infrastructure projects (i.e. airports, railways, etc.) 
could also provide motivation for MPI’s share price to appreciate faster in the medium-term. 
BUT, a bigger-than-anticipated reduction in Meralco’s electricity distribution rate rebasing, 
could also provide headwinds.   

Company Background
Metro Pacific Investments Corporation (MPI) 
was incorporated in March 2006 to serve as 
a holding company for infrastructure projects. 
Within the same year, MPI listed with the 
Philippine Stock Exchange.

Today, MPI holds a 52.8% stake in Maynilad 
Water, a 99.9% stake in Metro Pacific Tollways 
Corp., a 27.5% interest in Meralco, and significant 
interests in various hospitals (i.e. Makati Medical, 
Cardinal Santos, Lourdes Hospital, Asian 
Hospital, Riverside Medical, Davao Doctors, 
De Los Santos, Central Luzon Doctors Hospital).

The company is majority owned by Metro 
Pacific Holdings, Inc., a Philippine corporation 
whose major stockholders are Enterprise 
Investment Holdings, Inc. (EIH) with a 60% 
share, Intalink B.V. with a 26.7% stake and 
First Pacific International Limited (FPIL) 
holding 13.3%. EIH, Intalink, and FPIL are 
affiliated companies of First Pacific Company 
Limited, a Hong Kong based investment 
and management company with business 
interests in Asia spanning telecommunications, 
infrastructure, consumer food products and 
natural resources.  

Share Data
PSEi Code MPI
Rating Outperform
52-wk range (Php) 4.22-5.40
Current Price (Php) 5.17
Target Price (Php) 6.22
Upside (%) 20.4%

Price Performance

MPI         PCOMP  

Source: Bloomberg

Earnings Results: Interim 2014
Php Mns 9M’13 9M’14 % chg
Share of operating 

income
6,767 7,628 13%

Core income 5,614 6,462 15%
Reported income 5,237 5,987 14%
Source: MPI

Review of Share Price Performance
Last year, we gave an outperform 
recommendation for MPI with a target price of 
Php5.54, on the promise of its infrastructure 
growth story. The company did went on to peak 
at Php5.40 last June, and has mostly ranged 
between the Php4.80-5.20 levels, hounded 
by regulatory uncertainties with regard to its 
utility and tollroad units. But with key resolutions 
on Maynilad and SCTEX, investors are likely 
to renew interest on the company’s thrust to 
provide basic infrastructure and utility services 
to an emerging Philippine economy.

*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 2014E 2015F 2016F 2017F

Cash 9,118 15,263 22,610 24,681 25,577 27,880

Receivables - net 3,608 3,749 3,586 3,847 4,143 4,121

Total Assets 173,480 200,584 237,753 252,156 269,165 286,630

Current Liabilities 24,897 22,621 37,147 29,534 30,645 32,534

Long Term Liabilities 54,194 64,683 72,138 72,964 74,364 75,276

Total Liabilities 79,090 87,304 109,286 102,497 105,009 107,810

Total Equity 94,389 113,280 128,467 149,658 164,156 178,819

Short-term Debt 6,205 8,792 12,311 13,653 13,045 14,241

Long-term Debt 50,744 60,909 67,717 67,752 68,158 68,534

Total Debt 56,949 69,701 80,028 81,405 81,204 82,775

Debt to Equity (%) 60.3% 61.5% 62.3% 54.4% 49.5% 46.3%

Net Debt to Equity (%) 50.7% 48.1% 44.7% 37.9% 33.9% 30.7%

Debt to Assets (%) 32.8% 34.7% 33.7% 32.3% 30.2% 28.9%

Net Interest Expense 2,498 4,538 3,838 3,521 3,327 3,306

EBITDA 17,212 19,677 21,194 23,691 26,857 28,746

EBITDA % Increase 24% 14% 8% 12% 13% 7%

Net Income 5,907 7,209 8,223 9,134 10,756 11,558 

ROE 10.2% 11.1% 10.8% 10.9% 11.4% 11.2%

Source: MPI; F – BDO Private Bank Research

u	Prudent mix of debt and equity capital to fund new infra ventures. MPI’s total asset 
base is estimated to reach Php238 billion as of end 2014 and top the Php250 billion-mark 
this year with the group’s ongoing expansion across its utilities and infrastructure-related 
businesses. Its asset growth however, is largely supported by hefty operating cash flows 
of its water and electricity distribution businesses, thereby requiring minimal external 
funding from new borrowings. As such, we expect MPI to maintain a prudent mix of debt 
and equity capital, with new borrowings mostly tapped to refinance existing liabilities, and 
as it consciously supplements equity capital when needed. The group just raised Php8.9 
billion in fresh equity from a top-up placement early this month, by issuing 1.81 billion 
common shares at Php4.90 per share (for a 2.75% discount to its 30-day volume-weighted 
average). MPI said proceeds from the deal, would be used primarily to reduce the “relatively 
expensive” debt of affiliate Beacon Electric Asset Holdings Inc. (Php5.1 billion), invest in the 
rail business (Php2 billion) and expand its toll business (Php1.6 billion) 

Our View and Recommendation
Rising debt but still proportionate to equity buildup…MPI’s total debt levels are estimated 
to exceed Php80 billion, with the group mobilizing resources for its newly awarded projects. 
The increase in liability however, will probably remain proportionate to its equity build-up on 
account of growing retained earnings and additional capital infusions by shareholders as 
deemed necessary. The company is also open to divesting a minority stake in its tollroad unit 
to help fund new infra projects and manage its leverage.

…as earnings flows from existing assets support new investments. MPI’s existing 
portfolio of water, electricity, toll road and hospital operations produce stable operating cash 
flows with annual EBITDA estimated to gradually increase from Php21 billion to Php28 billion in 
the next 3 years. 

Analyst Attributed Estimates
Internal 2013 2014E 2015F

Attributable Net 
Income(Php’mn) 7,209 8,223 9,134 

ROE % 11.1% 10.8% 10.9%
Div / Sh 0.04 0.09 0.04 
Div Yd % 0.82% 2.01% 0.86%
BV / Sh 3.64 3.98 4.34 
EPS 0.28 0.32 0.33 
P/B (x) 1.19 1.15 1.19 
P/E (x) 15.54 14.57 15.77 

Source: BDO Private Bank Research

Major Shareholders
Holders % of total

METRO PACIFIC HOLDINGS 52.13
CARTICA MANAGEMENT LLC 4.69
MORGAN STANLEY 4.59
NORGES BANK INVESTMENT 1.40
BLACKROCK 1.03
PICTET FUNDS 0.69
INVESCO LTD 0.65
FIDELITY INTERNATIONAL 0.56
BAMCO INC 0.41
VANGUARD GROUP INC 0.39
OTHERS 33.46
Total 100.00

Source: Bloomberg

Overall, MPI retained a lower medium-grade 
rating of BBB*, supported by: 1) resilient 
EBITDA growth with cash flows projected to 
breach Php20 billion this year; 2) cautious 
debt-to-equity ratios (D/E) hovering at 50%; 
and 3) manageable debt maturity profile, with 
principal payments spread over the next 10 
years. Also, most of the company’s debts are 
peso-denominated and fixed-rates thereby 
limiting MPI’s exposure to foreign exchange 
and interest rate risks. Around Php33 billion of 
the company’s debt however, is subject to 
re-pricing by 2018 (during the 5th anniversary 
year) and thus could raise borrowing costs.

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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Fair Competition Bill: Will it limit PH conglomerates’ expansion drive?
By Jose Noel M. Mendoza

Local conglomerates on frenzied 
expansion drive
Over the past decade, dominant and 
emerging local conglomerates have been on 
a frenzied expansion drive, investing huge 
capital not only in their core businesses but 
also diversifying into other sectors, 
particularly in areas where infrastructure 
projects demand a lot of investments and 
where foreign investments have been lacking 
or deficient. Local conglomerates have made 
significant inroads in improving infrastructure 
in the development of toll roads (SMC’s 
Tarlac-Pangasinan Expressway, Manila 
North Tollways’ North Luzon Expressway), 
telecommunications (Globe and PLDT), air 
transportation (Philippine Airlines, Cebu Air), 
water (Maynilad Water and Manila Water 
Company), power (Energy Development 
Corp, First Gen, Aboitiz Power, Manila 
Electric Company, etc), port operations 
(International Container Terminal Services, 
Inc.). No doubt, huge investments in these 
sectors by local conglomerates have eased 
supply constraints boosting not only 
employment but also helping drive the 
economy to sustainable level of growth.

… leading to oligopolistic behavior at the 
expense of the public?
Despite the significant micro and macro-
economic contributions made by these local 
conglomerates, there are headwinds that 
could stymie their efforts to continue 
investing heavily in infrastructure-related 
projects that government could have made in 
the past.  First, there are increasing calls to 
amend the economic provisions of the 1987 
Philippine Constitution to allow more foreign 
investment participation in select industries 
considered to be of national interest. BDO 
Private Bank Research believes that this is 
forthcoming, it’s just a question of when it is 
going to happen. As such, local 
conglomerates would have stiffer competition 
from foreign investors in bidding for these 
projects. On the other hand, foreign investors 
could also partner with local conglomerates 
given the ability of the latter to navigate the 
business given local environment and 
regulatory conditions. Second, the high cost 
of doing business in the country relative to its 
peers or neighboring countries has moved 
Philippine Congress to pass a law covering 
fair competition (this is popularly known in 
other countries as Anti-Trust Law). There has 
been growing clamor from the public to enact 
a law regulating Philippine companies from 
using their monopolistic or oligopolistic 
positions (few major players with minor 
competition) by taking advantage of their 
pricing power to the detriment of the public or 
consumers. Several bills that would have 

addressed this issue have languished in 
Philippine Congress since 1987. Lately, 
House Speaker Feliciano Belmonte, Jr. 
pledged to pass the Fair Competition bill in 
the House of Representatives in March 2015. 
To cut the story short, if the House Speaker 
delivers on his promise and the Senate 
through the bilateral committee agrees on a 
unified version, a Fair Competition bill could 
be enacted into law and signed by President 
Benigno S. C. Aquino III by the end of 2015.

What are the salient features of the Fair 
Competition bill?
The pending bill entitled Philippine Fair 
Competition Act of 2014 seeks to enshrine 
the constitutional mandate that the State 
shall regulate or prohibit monopolies when 
the public interest so requires and that no 
combinations in restraint or trade or unfair 
competition shall be allowed, the State shall: 
a) promote and enhance economic efficiency 
and free, full and fair competition in trade, 
industry and all commercial economic 
activities; b) prevent the concentration of 
economic power in a few persons who 
threaten to control the production, trade or 
industry in order to stifle competition, distort, 
manipulate or constrict the discipline of free 
markets, increase market prices in the 
Philippines; and 3) penalize all forms on 
anti-competitive agreements, abuse of 
dominant position, and anti-competitive 
mergers, with the objectives of protecting 
consumer welfare and advancing domestic 
and international trade and economic 
development. The bill also defined “control” 
to at least twenty percent (20%) ownership, 
directly or indirectly, of a firm or a group of 
firms by another firm. “Dominant position” 
refers to a situation where a firm, either by 
itself or acting in collusion with other firms, 
is in a position to control a relevant market 
for the sale of a particular good or service by 
fixing its prices, excluding competitor firm, 
or controlling the market in a specific 
geographical area.

What are prohibited acts?
Under the pending bill, it defined anti-
competitive agreements as acts of firms 
engaging in horizontal and vertical 
agreements that prevent, distort or restrict 
competition. “Horizontal agreement” means 
an agreement entered into between two or 
more enterprises operating at the same level 
in the market. “Vertical agreement” means an 
agreement entered into between two or more 
enterprises, each of which operates, for the 
purposes of the agreement, at different levels 
of production or distribution chain, and 
relating to the conditions under which the 
parties may purchase, sell or resell certain 

goods or services.  Other prohibited acts 
include price fixing, bid rigging.  Abuse of 
dominant position considers agreements that 
are predatory behavior towards competitors; 
limitation and control of markets; market 
allocation, arrangements to share markets 
or sources of supply, price discrimination, 
exclusive arrangements, tie-in arrangements, 
boycott. 

Who will implement the law?
Congress allows the creation of the 
independent commission to be known as 
the Philippine Fair Competition Commission 
(PFCC) which will be under the Office of the 
President. The Commission will be 
composed of a Chairperson and four (4) 
Associate Commissioners with specific terms 
of office.  Under the PFCC, three (3) 
members of the Commission shall constitute 
a quorum and the affirmative vote of three 
members (3) shall be necessary for the 
adoption of any rule, order, resolution, 
decision, or other acts of the Commission en 
banc. The Commission shall have original 
and exclusive jurisdiction to enforce and 
implement the administrative provisions of 
the Act, its implementing rules and 
regulations and all other competition laws.

What are the fines and penalties?
The pending bill imposes both administrative 
and criminal penalties for violators. Violations 
under administrative penalties cover failure 
to comply with an order of the Commission, 
supply of incorrect or misleading information 
and involve monetary compensation only.  
Criminal penalties include not only monetary 
compensation but also prison terms.

Yes, local conglomerates’ capacity to 
expand will be curtailed.
The emerging Fair Competition bill in 
Philippine Congress if enacted into law 
serves to limit the capacity of local 
conglomerates to expand in sectors/
industries since it covers both horizontal 
and vertical integration. In addition, the 
strict definition of control referred to at least 
20 percent ownership, whether directly or 
indirectly of a firm or a group of firms by 
another firm could also force local 
conglomerates to divest existing investments 
in these businesses in the future since these 
investments could violate these provisions of 
the impending law.
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