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S It’s a conglo, conglo world
By Roxanne S.C. Olanday

‘Tis the season of domestic corporate earnings results as investors eagerly await news 
of the 2015 full-year performance of firms, particularly the leading and best benchmark 
for the different sectors of the Philippines: the conglomerates.

We can define a conglomerate as a corporation that is composed of various businesses that would at first glance appear 

unrelated. Typically, one company (also known as the parent company) in the group owns majority interest in the other 

companies or businesses (also known as subsidiaries) that operate independently. Though these subsidiaries conduct 

their respective businesses separately, their managers report to the management of the parent company. The bigger 

conglomerates are involved in diverse markets in order to spread or reduce business risk, but there are still others that 

choose to focus on a particular industry or sector.

Generally, the benefits of conglomerates having a family-holding structure (parent and subsidiaries) are diversifying 

earnings and risks and reducing costs as the group share common resources. For one, better performing companies and 

industries can offset the negative effect of poorly performing ones on the consolidated earnings of the conglomerate. By 

being involved in different industries, conglomerates reduce their business risk usually found in operating in just one market. 

For another, costs are lessened through operational synergies and economies of scale; a holding-member company also 

has better access to capital funds that can support expansion plans. 

Conglomerates however, may expand so aggressively into new markets and/or segments that efficiency is compromised. 

And inefficient management of a conglomerate could destroy its overall value. In the case of listed companies, the sum of 

the value of the companies held by a conglomerate tends to be greater than the value of the conglomerate stock itself. Such 

is the phenomenon called conglomerate discount, and the discount could range anywhere between 13% to 15%.

PH conglomerates: Expanding and diversifying to capital-intensive businesses
The volatility and uncertainties that clouded the environment of global financial markets last year hardly made a dent in 

Philippine conglomerates’ earnings and growth results for the nine months ending September 2015. The top conglomerates’ 

business prospects remained resilient, much like the broader Philippine economy given its sounds macro fundamentals. 

In fact, these conglomerates plan on sustaining their 2016 spending budgets (i.e. capital expenditure or capex) to support 

the growth of their core businesses and expand and diversify to other capital-intensive opportunities. For instance, holding 

firm GT Capital Holdings, Inc. announced a capex budget of Php60 billion for this year, an amount higher than the previous 

year’s Php50 billion, with bulk to be used to bankroll the expansion projects of its real estate and energy subsidiaries. 

Meanwhile, Aboitiz Equity Ventures, Inc. set aside Php58.4 billion for 2016, slightly smaller than its capex last year, but with 

majority (around 89%) allotted to its power unit. Nonetheless, this focus on energy, which makes up 75% of its business, 

aims to increase its generation capacity to 4,000 megawatts by 2020. 

In 2015, Ayala Corp. (AC) raised it capex by 16% to Php170 billion from 2014’s Php150 billion budget to fund the growth of 

its core businesses and its investments in power generation and transport infrastructure. The lion’s share, at Php85 billion, 

was given to its property arm Ayala Land, Inc. while about 11% was programmed for power generation and infrastructure 

projects. AC intends to build on its power portfolio, having bagged 2 projects under the government’s Public-Private 

Partnership Program: the Daang Hari connector road and the Automated Fare Collection system, in partnership with the 

First Pacific group.

Similarly, Metro Pacific Investment Corp. (MPI) earmarked Php478 billion in capex from 2015 to 2020, with majority (Php401 

billion) to go to existing projects with the breakdown as follows: Php170 billion for power, Php106 billion for water, Php65 

billion for roads, Php44 billion for rail projects and Php16 billion for hospitals; and Php78 billion for new ones divided into 

Php67 billion for roads and Php11 billion for water.
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PH conglomerates, capex budgets and core business segments

Est. 2016 
Capital 

Expenditure 
(PhpBn)

Banking & 
Financial 
Services

Real 
Estate/ 

Property Retail
Food & 

Beverage
Power & 
Energy

Water/
Utilities Telecom.

IT & BPO 
Services

Intrastructure & 
Transportation Manufacturing

Mining/ 
Oil

SM Investments, Corp. 80-100 û û û
JG Summit Holdings, Inc. 35-38 û û û û
Ayala Corporation 170 û û û û û û û
Aboitiz Equity Ventures, Inc. 58.4 û û û û û û
GT Capital Holdings, Inc. 60 û û û û û
LT Group, Inc. 10* û û
San Miguel Corp. 60-120* û û û û
Metro Pacific Investments, Corp 50 û û û
DMC Holdings, Inc. 20* û û û û
Alliance Global, Inc. 96.7 û û
Source: Bloomberg, company disclosures. 
*Note: Some capex figures are 2015 figures.

PH conglomerates suffer a valuation discount to regional peers
However, in comparison with its regional peers, Philippine conglomerates fare at the lower 
end of the scale, with its deflated return-on-equity (ROE) at 10.81%, behind the regional 
average of 13.79%. Looking ahead, 2016 still shows ROE in the lower bracket. This could be 
attributed to the local conglomerates’ capital-intensive spending where revenues and profits 
are only expected to be fully realized over a longer gestation period. And when these ventures 
do begin to bear fruit, it is expected that the ROE and other profit and growth multiples of 
Philippine conglomerates would match up with the rest of the region. In the meantime, local 
conglomerates must deal with less attractive multiples and key indicators— like the enterprise-
value to earnings before income, tax, and depreciation and amortization (EV/EBITDA), 
dividend yield and even price-to-book ratio— than their regional peers.

Comparison of forecasted valuation multiples in the region

Country
2015 ROE% 
(Last Filing)

2016F 
ROE%

2016F 
EV/EBITDA

2016F 
P/B

2016F 
Div. Yield (%)

Philippines 10.81 12.88 10.65 1.89 1.56

Indonesia 17.78 16.80 10.21 2.50 1.36

Malaysia 11.23 10.68 11.46 1.76 3.49

Thailand 17.72 16.80 9.80 1.87 2.91

Vietnam 11.42 15.20 9.59 2.65 NA

Average 13.79 13.91 10.53 1.97 2.31

Source: Bloomberg best estimates

What lies ahead in 2016: Key industries for conglomerates
Elections boost to retail and food and beverage 
This year looks to be another exciting one with the highly anticipated 2016 national elections to 
culminate in the middle of the second quarter. A wave of election-related spending is expected 
to not only boost industries like advertising and media but also flood into local economies 
due to campaign-related activities. In a broad sense, these activities, like campaign rallies, 
would create job opportunities—albeit temporary ones—for people who would be setting up 
and supporting the rallies with campaign materials such as t-shirts and different candidate 
memorabilia. From here alone we already see election spending trickling into the retail 
industry. Likewise, more jobs translate to more spending power, which would also prop up 
consumer spending in industries like food and beverage. 

Real estate and property to still floursih from rising BPO and OFW cash remittance
Take note that, consumer expenditure remains one of the Philippine economy’s driving forces, 
growing at an average of 6.2% year-on-year in 2015, and consistently contributing roughly 70% 
of the economic performance of the country. It is mainly fueled by the ballooning revenues 
and employees of the business process outsourcing (BPO) industry and unrelenting cash 
remittances of overseas Filipino workers (OFW). BPO employees were estimated to have 
grown over 1.2 million people in December last year as OFW cash remittances reached a 
record US$25.77 billion (+4.6% YoY) for 2015.The steady growth of these factors provides 
continuous revenue streams for real estate developers from increased demand for housing, 
office and retail space. BPO employees seek accommodations nearer their place of work 

Selected conglomerates and key indicators 

Conglomerate

Market 
Capitalization 

(PhP Bn,  
as of Feb. 
17, 2016)

ROE% 
(3Q15)

EBITDA 
Growth 

–9M 
(YoY%)

Debt-to-
Equity 

(Trailing 
12

Months)

SM Investments, Corp. 616.57 11.68 10 61.4

JG Summit 
Holdings, Inc.

488.51 8.69 31.8 41.1

Ayala Corporation 433.42 11.89 17 52.9

Aboitiz Equity 
Ventures, Inc.

321.31 14.87 1 67.6

GT Capital 
Holdings, Inc.

211.78 13.68 27 53.7

San Miguel Corp. 172.44 0.47 34 132

Metro Pacific 
Investments, Corp

158.4 8.81 14.5 42

DMC Holdings, Inc. 158 22.59  47 32.2

Alliance Global, Inc. 148.71 10.06 7 13.2

Source: Bloomberg, company disclosures, BDO estimates
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in the city, due to their unusual working hours; BPO centers require more office space from 
growing their employee base; OFW beneficiaries, now able to spend more, look for better 
housing environment and community beyond the provinces. And eventually, retailers see the 
opportunity for more commercial and retail developments.

On the other hand, the continued weakness in oil prices and the resulting drop in construction 
activity in the Middle East, pose a threat to the flow of dollar remittances from that side of the 
globe. Data showed remittances from the Middle East accounted for 22% of total in 2014 and in 
2015. Money sent home by Filipinos from Saudi Arabia and the United Arab Emirates account 
for almost 17.5% of total remittances. Nonetheless, the resilient expansion of BPO revenues—
seen to rise by 15% to 18%— may offset the anticipated slack in remittances. At this point, it 
seems only time will tell whether or not the sluggish growth of OFW remittance flows will affect 
the housing sector and overall consumer spending. 

Eyes still on power 
Power remains an encouraging industry for conglomerates. AC’s Ayala Energy Holdings, 
Inc. recently signed a loan agreement with at least five banks to bankroll the US$1-billion 
expansion of its 660-megawatt (MW) power plant in Mariveles, Bataan. For 2016, it intends 
to generate 1,000 MW of its own capacity from plants both under construction and currently 
operational, having already pooled together 700MW of capacity in conventional and renewable 
power generating assets— tantamount to US$ 700 million in equity commitment in the industry. 

The Aboitiz Group also continues to add generation capacity with the start of commercial 
operations early this month of its second 150-MW unit Davao baseload power plant, 5 months 
after the commercial operation of the first 150-MW unit last September 2015, thereby helping 
Mindanao cope with its power shortage problem. And to further support the Philippine’s 
growing demand for power, the company would spend an estimated US$4.5 billion to add 
1,600 MW of capacity and help meet its target of a 4,000-MW portfolio spread across the 
country by 2020.

Meanwhile, MPI’s Manila Electric Company (MER), the Philippines’ leading power distribution 
company, increased its five year capex by close to 80% to Php154 billion for this year till 2020, 
to grow its energy generation and distribution businesses. Bulk or 59% will be set aside for 
distribution with the aim of creating new power distribution infrastructure and tech, and the rest 
for improving efficiencies in generation. 

The infrastructure and construction spotlight 
Aside from supporting the media, retail, and food and beverage industries, tthis year’s 
elections is anticipated to also lift construction, particularly for infrastructure. Since 2010, the 
current administration has put much focus on infrastructure developments, having created the 
PPP (Public-Private-Partnership) Center to facilitate and monitor the partnership of the private 
and public sectors in various, and much needed infrastructure projects. At present, the Aquino 
administration has awarded 12 of 37 PPP projects in the pipeline and seen the completion of 
three: the Muntinlupa-Cavite Expressway, the Automated Fare Collection system and the PPP 
for school infrastructure phase one. With only a few months left until the next administration 
takes over, it is expected that the government will ramp up public consumption or spending, 
having notably already pushed it 17.0% YoY over the past two quarters.

This year, the government expects to utilize Php562.3 billion or 4.0% of the Philippines’ gross 
domestic product (GDP) in infrastructure spending and investments, in order to bring the 
country closer to the global benchmark of 5% of GDP. 

The largest PPP project to date, the Php171 billion South Line of the North-South Railway 
Project (NSRP) has already drawn the interest of five private firms, of which three are major 
conglomerates: Ayala Corp., Metro Pacific Investments Corp. and San Miguel Corp. All 
three already have been involved with other PPP projects and even teamed up with other 
conglomerates such as the “Team Trident” consortium of AC’s real estate arm Ayala Land 
Inc., AEV, AGI’s Megaworld Corporation and SM’s SM Prime Holdings, which is bidding for the 
Php123 billion Laguna Lakeshore Expressway and Dike project.

Looking ahead: Conglomerates’ prospects are tied to the Philippine 
economy
Philippine conglomerates’ expansion drive will doubly benefit and mirror the Philippines’ 
healthy macro-economic fundamentals. Real estate, retail and food and beverage remain key 
industries that could see a boost from election-related spending in national elections in May 
in the short-term. However, Philippine conglomerates’ drive toward more capital-intensive 
and infrastructure-related businesses (tollroads, water distribution, power generation, etc.) 
should further sustain both revenues and profits if Philippine policymakers are able to achieve 
inclusive growth over the long-term. 
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Closing 

Price (Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
Dividend 
Yield (%)

Free Float 
(%)*

SM 646.46 805.00 2.11 18.58 11.84 1.58 46.17
JGS 469.17 65.50 1.88 17.69 12.02 0.36 39.01
AC 428.15 691.00 1.98 17.94 11.26 0.70 40.21

AEV 321.59 57.90 2.49 15.43 16.16 2.63 45.86
GTCAP 215.09 1234.00 2.11 15.38 14.52 0.24 45.42
MPI 158.95 5.70 1.23 15.75 7.81 1.25 47.72
DMC 158.00 11.90 2.12 11.02 20.35 3.76 27.62
AGI 146.24 14.24 0.98 9.46 10.88 2.44 42.04

Sources: Bloomberg; * Philippine Stock Exchange
Note: SM – SM Investments; JGS – JG Sumit; AEV – Aboitiz Equity Ventures; GTCAP – GT Capital; MPI – 
Metro Pacific Investments; DMC – DMCI Holdings;  AGI – Alliance Global Group, Inc.

u	Undemanding valuations on healthy prospects for property, banking & telco sectors... 
AC is trading at fair valuations of 18x P/E and 2x P/B, still at the upper bracket of its blue-chip 
peers given stronger-than-expected earnings results (+23% growth in core income).  ALI, BPI, 
and GLO continue to provide higher income contributions, as the group benefited from: 1) the 
sustained growth in residential (+10%),  office sales (+57%), and commercial leasing segments 
(12%); 2) double digit (+11%) increase in its lending business; 3) strong growth in telco service 
revenues (+15%) as GLO continues to improve market share and cater to rising demand for data 
services; and 4) consistent cost discipline with margin improvements across businesses. The 
increasing share of recurrent and “more stable” income flows from property rentals, and income 
flows from lending and telecom services also enhances AC’s earnings quality. 

u	…and emerging power and infra businesses. AC’s foray into the energy sector has also 
started to generate earnings with an income contribution of Php1.6 billion as of September.  
Over time, the group expects the power segment to contribute 10% of consolidated earnings 
by 2020.  Additional income streams from its power and infrastructure thrust is expected 
to support price appreciation in AC stock for the medium-term.  The company, together 
with its partners, has so far assembled 839MW in total generation capacity, inaugurated 
the Muntinlupa Cavite Expressway (MCX), launched the automated fare collection system 
(Beep card) for the metro’s light rail systems, and took over the LRT-1 operations last year. 

Equity in Net Earnings

In Php Millions 2013 2014 % chg 9M’14 9M’15 % chg

ALI 5,547 7,112 28% 5,153 6,029 17%

BPI 8,301 8,568 3% 6,317 6,822 8%

GLO 1,580 4,007 154% 3,209 4,236 32%

MWC 2,264 2,578 14% 2,031 2,030 0%

Others (115) 2,617 2,106 2,333 11%

Total 17,577 24,882 42% 18,816 21,450 14%

Source: AC

Our View and Recommendation: 
Short-term (less than 2 years): AC is tracking to surpass Php20B in net income for 2015, a year 
ahead of its 2016 target.  And given its prospective revenue streams, we believe AC could support 
higher valuations of 20x P/E and 2.5x P/B for a target price of Php798.50 over the next 12 months.  
This offers a potential price upside of 15.6%, better than the returns of most firms included in the 
PSEi.  However, additional infra project deals or new business collaborations could push AC’s 
valuation higher in the interim as the conglomerate remains keen to take part in the government’s 
continuing infrastructure development program that will support the country’s economic growth 
beyond 6%.  Outperform.*

Medium-term (beyond 2 years): Moving forward, we expect AC to sustain an EPS growth of 
around 5% as operating income growth is partially offset by rising interest expense from new 
borrowings.  As such, we estimate its fair valuation to reach Php915 by 2018, for an annualized 
price yield of 10% that could be at par with the PSEi’s return.  Neutral.** 
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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 (47% 
stake in ALI), financial services (32.6% stake 
in BPI), telecommunications (30.4% stake in 
GLO), water distribution (48% stake in MWC), 
electronics manufacturing services (50.9% 
stake in IMI), automotive dealership (Honda 
and Isuzu), 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 Outperform

52-wk range (Php) 600-823.50

Current Price (Php) 691.00

Target Price (Php) 798.50

Price Upside (%) 15.6%

Dividend Yield (%) 1.5%

Total Return (%) 17.1%

Earnings Results: Interim 2015
Php Mns 9M’14 9M’15 % chg 

Equity in Net 
Earnings 18,816 21,450 14%

Core income 13,000 16,000 23%

Attributable 
net income 14,053 17,703 26%

AC vs PSEi

PSEi (Gray); AC (Blue)

Source: Bloomberg

Review of Share Price Performance
Last year, we gave a neutral view for AC since the 
stock was already trading at fair valuations of 23x 
P/E, and was just 6% away from our target price 
of Php770.  AC however, was able to hit a peak 
of Php823.50 last May on reports of consistently 
good earnings results, and positive updates on its 
growing power and infra portfolio.  However, AC 
(along with the local index) has since come down 
from its peak levels on concerns over the adverse 
impacts of: 1) declining OFW remittances (with oil 
producing countries grappling with plunging oil 
prices); 2) rising interest rates (if the US continues 
with its original plan of gradual rate hikes); and 
3) a weakening peso (as emerging countries are 
held back by a slowing Chinese 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. 
**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.



5 u February 2016 BDO MONEY TALKS

FIXED INCOME RESEARCH
Financial Highlights (Php millions)

2013 2014 2015F 2016F 2017F 2018F

Cash 65,655 90,770 125,734 103,182 102,268 107,962

Receivables – net 56,460 73,813 93,290 90,083 88,049 93,439

Total Assets 599,664 726,048 842,045 875,642 923,135 991,827

Current Liabilities 145,208 169,760 233,681 190,532 188,449 232,939

Long Term Liabilities 218,986 269,422 289,952 332,180 345,722 331,370

Total Liabilities 364,194 439,181 523,633 522,712 534,171 564,309

Total Equity 235,471 286,866 318,412 352,930 388,965 427,518

Short-term Debt 27,654 31,846 82,893 42,176 31,408 66,175

Long-term Debt 178,027 226,999 244,932 283,840 293,516 278,426

Total Debt 205,681 258,845 327,824 326,016 324,924 344,601

Debt to Equity (%) 87.3% 90.2% 103.0% 92.4% 83.5% 80.6%

Net Debt to Equity (%) 59.5% 58.6% 63.5% 63.1% 57.2% 55.4%

Debt to Assets (%) 34.3% 35.7% 38.9% 37.2% 35.2% 34.7%

Net Interest Expense 3,523 7,439 6,440 9,885 11,466 12,953

EBITDA 45,869 53,180 67,316 73,948 78,769 83,054

EBITDA % Increase 34% 15% 27% 10% 7% 5%

Net Income 12,778 18,609 23,296 25,126 26,110 27,670 

ROE % 9.6% 12.1% 12.7% 12.6% 11.9% 11.5%

Sources: BLOOM; F – BDO Private Bank Research

u	Business expansion funded by a mix of new borrowings… AC’s total assets are 
projected to expand by 65% from Php600 billion in 2013 to Php992 billion by 2018, as 
the group completes more property, power and infrastructure facilities.  As such, the 
conglomerate is likely to tap more borrowings with total debt estimated to hit Php345 billion 
by 2018 (for a comparable 67% increase during the 5-year period).

u	…and a growing equity base. 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 also eventually generate incremental income and augment AC’s 
retained earnings in the coming years.  Thus, we believe its equity base will grow at a faster 
pace of over 80% from 2013 to 2018 to a potential level of Php427 billion, as we anticipate 
the company to maintain a small dividend payout ratio of less than 30%, and retain most of 
its earnings to support expansion. 

Our View and Recommendation:
Robust & diversified income flows sustain operational liquidity… AC’s sound credit 
standing is backed by the sustained earnings growth outlook of its diversified portfolio of large-
scale mixed-use property projects, and industry-leading banking, telecommunications and water 
distribution services.  Along with the operational start-up of more power and infra projects, we 
estimate an EBITDA growth of 5%-10% in the next 3 years for AC.  As such, EBITDA flows of 
about Php74 billion to Php83 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.

…and a healthy capital mix. 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.  Thus, we expect the conglomerate to maintain manageable debt-to-equity ratios 
of 80%-105%, with EBITDA flows projected to exceed Php80 billion by 2018.  Also, most of the 
company’s debts are peso-denominated and with fixed-rates thereby limiting AC’s exposure to 
foreign exchange and interest rate risks.

Major Shareholders % of total

MERMAC INC 49.01

MITSUBISHI CORP 10.18

COMMONWEALTH BANK 
OF AUSTRALIA 3.15

ABERDEEN 1.68

VANGUARD GROUP INC 1.15

FIDELITY INTERNATIONAL 0.67

BLACKROCK 0.66

NORGES BANK INVESTMENT 0.65

NORDEA BANK AB 0.40

JPMORGAN CHASE & CO 0.38

OTHERS 32.07

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 2015F 2016F 2017F

Attributable Net 
Income(Php’mn) 23,296 25,126 26,110 

ROE % 12.7% 12.6% 11.9%

Div / Sh 8.48 9.31 9.76 

Div Yd % 1.37% 1.51% 1.51%

BV / Sh 290.94 322.57 355.32 

EPS 35.62 38.58 40.17 

P/B (x) 2.60 2.14 1.94 

P/E (x) 21.23 17.91 17.20 

Source: BDO Private Bank Research

Debt Capacity Chart (Php millions)

Short-Term Debt Long-Term Debt

Cash Balance EBITDA

360,000

40,000

2012 2013 2014 2015F 2016F 2017F 2018F

80,000
120,000

160,000

200,000

240,000

280,000

320,000

0

Overall, AC maintained an investment-
grade rating of BBB, supported by: (1) 
resilient EBITDA growth; (2) manageable 
leverage with D/E ratios between 80%-105%; 
and (3) extended debt maturity profile.  The 
company’s diversified business portfolio 
mix (with an increasing share of recurrent 
income flows from rentals, lending and 
utilities), also helps AC cope with various risks 
that could stem from regulatory concerns 
(i.e. 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. 
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Closing 

Price (Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
Dividend 
Yield (%)

Free Float 
(%)*

SM 646.46 805.00 2.11 18.58 11.84 1.58 46.17
JGS 469.17 65.50 1.88 17.69 12.02 0.36 39.01
AC 428.15 691.00 1.98 17.94 11.26 0.70 40.21
AEV 321.59 57.90 2.49 15.43 16.16 2.63 45.86
GTCAP 215.09 1234.00 2.11 15.38 14.52 0.24 45.42
MPI 158.95 5.70 1.23 15.75 7.81 1.25 47.72
DMC 158.00 11.90 2.12 11.02 20.35 3.76 27.62
AGI 146.24 14.24 0.98 9.46 10.88 2.44 42.04

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.; DMC – DMCI Holdings, Inc.

u	Topline growth across segments at double-digit rates, save for gaming. The AGI 
Group ended the Jan-Sep 2015 period with revenues of Php99.59 billion (+11.83% y/y; net 
of Php468 million non-recurring gain) as topline growth in Megaworld (MEG, +10.4% y/y), 
Emperador (EMP, +45.3%), and Golden Arches (GADC, +10.5%) outweighed Traveller’s 
(RWM, -12.1% y/y) dismal performance.  The surge in EMP’s revenues is largely due to the 
inclusion of Whyte & Mackay’s (W&M) operations for the period in review versus zero for 
2014’s comparative period, since EMP consolidated W&M only in Nov 2014.  Meanwhile, 
RWM’s VIP gaming revenues was hit by competition as well as the Chinese government’s 
campaign against corruption, which reduced attention-calling overseas gambling by its 
citizens.

u	…but attributable profit is down. However, attributable net income slid by 7.2% y/y to 
Php10.61 billion as total operating expenses (+14.7% y/y to Php74.535 billion) outpaced 
revenues and finance costs went up by 33.23% due to forex losses (non-cash) booked by 
MEG and RWM because of a weaker peso plus a Php413 million interest expense recorded 
by EMP in 2015 compared with none for the same period in 2014.  Moreover, AGI’s interest 
in EMP was reduced to 81% (from 88%) after a sovereign wealth fund acquired a 7% stake 
in Dec 2014.

Attributable Net Income Segmentation

In Php Millions 2013 2014 % chg 9M’14 9M’15 % chg 

MEG 5,254 5,941 13% 4,833 5,439 13%

EMP 5,271 5,072 -4% 3,998 3,833 -4%

RWM 1,178 2,596 120% 1,799 1,256 -30%

GADC 387 389 1% 199 251 26%

Others 1,475 -967 -166% 602 -169 -128%

Total 13,565 13,031 -4% 11,431 10,610 -7%

Source: AGI
Note: MEG – Megaworld; EMP – Emperador; RWM – Travellers; GADC – Golden Arches

Our View and Recommendation: 
Short-term (less than 2 years): Based on revised valuation metrics of 11x P/E in line with its 
lower projected ROE (from 15.2% average for 2009-2013) moving forward – a result of equity 
dilution from public offerings of subsidiaries – and 1.2x P/B, we estimate AGI’s 12-month fair value 
at Php17.45 per share.  With the steep drop in AGI’s market price versus the PSEi, potential price 
upside seems attractive at 22.5%.  For the short-term, we expect revenues and profit to be boosted 
by the addition of Fundador to EMP’s business and rental income from MEG. Outperform.*

Medium-term (beyond 2 years): Assuming slower but steady global economic growth, we 
anticipate AGI’s bottom line to grow at single-digit rates over the medium term.  This could 
support an annualized upside of 13.2% in AGI’s share price to Php20.33 by 2018, which is 
slightly better than the PSEi’s expected return of 12%.  Inclusive of about 3.7% in dividend 
yield, total return may reach 16.9%. Outperform.*

Company Background
Alliance Global Group, Inc. is a listed conglomerate in 
the Philippine Stock Exchange with business interests in 
real estate development and leasing (Megaworld group 
or MEG), tourism‑entertainment and gaming (Travellers 
International or RWM), distilled spirits (Emperador, Inc. 
or EMP), and quick service restaurants (McDonalds).

In 2014, AGI 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 continues 
to expand and improve facilities to compete with similar 
developments of Bloomberry and Belle Corp.  

Meanwhile, EMP 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.  In Dec 
2015, EMP announced that it has reached a definitive 
agreement with Beam Suntory Inc. to purchase its 
Spanish brandy and sherry business in Jerez de la 
Frontera, including the iconic brands of Fundador 
(Philippines’ best‑selling premium imported brandy), 
Terry Centenario (no. 1 brandy in Spain), Tres Cepas 
(no. 1 brandy in Equatorial Guinea), and Harveys 
(no. 1 sherry wine in the United Kingdom).

AGI vs PSEi

PSEi (Gray); AGI (Blue)

Source: Bloomberg

Review of Share Price Performance
In our February 2015 Money Talks issue, we expected 
AGI (TP of Php27.01)to outperform  the benchmark 
PSEi on expectations of a strong consumer sector, 
particularly on the domestic front, moving towards an 
election year.  While AGI peaked at Php27.30 on Mar 
25, 2015, weaker‑than‑expected interim results from 
RWM and EMP amidst a volatile market dragged share 
price afterwards.  RWM was negatively impacted 
by competition and China’s anti‑corruption drive, 
while EMP’s income contribution to AGI was reduced 
primarily by equity dilution, and lower margins from 
international operations.  Thus, from Feb 15, 2015, 
AGI’s share price dropped by 40.0% to Php14.24 as 
of Feb 11, 2016, versus the PSEi’s 14.3% decline for 
the same period.  Yet, we note that investors may have 
overreacted, considering that the decline in AGI’s 
interim attributable net income is just 7.2% y/y.
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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. 

Share Data
PSEi Code AGI
Rating Outperform
52-wk range (Php) 12.70-27.30
Current Price (Php) 14.24
Target Price (Php) 17.45
Price Upside (%) 22.5
Dividend Yield (%) 3.0
Total Return (%) 25.5

Earnings Results: Interim 2015
Php Mns 9M’14 9M’15 % chg 
Revenues 89,523 99,587 11%
Attributable 

Net Income 11,431 10,610 -7%
Net Margin 12.8% 10.7%
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FIXED INCOME RESEARCH
Financial Highlights (Php millions)

2013 2014 2015F 2016F 2017F 2018F

Cash 94,977 82,058 33,329 46,460 24,858 29,127 

Other Liquid Assets 33,601 57,995 70,748 79,889 84,860 89,840 

Total Assets 332,400 409,619 420,459 483,408 496,473 533,655 

Current Liabilities 50,585 92,541 66,906 118,455 96,840 91,890 

Long Term Liabilities 91,594 99,595 121,437 112,168 124,831 143,285 

Total Liabilities 142,179 192,136 188,343 230,623 221,671 235,174 

Total Equity 190,222 217,483 232,116 252,784 274,802 298,480 

Short-term Debt 3,796 31,661 1,981 46,132 18,677 8,347 

Long-term Debt 67,494 61,581 78,907 66,413 74,735 88,889 

Total Debt 71,290 93,241 80,889 112,545 93,413 97,235 

Debt to Equity (%) 37.5% 42.9% 34.8% 44.5% 34.0% 32.6%

Net Debt to Equity (%) -12.5% 5.1% 20.5% 26.1% 24.9% 22.8%

Debt to Assets (%) 21.4% 22.8% 19.2% 23.3% 18.8% 18.2%

Net Interest Expense (143) 1,949 2,197 4,040 3,296 2,632 

EBITDA 27,567 30,668 32,201 38,341 40,407 43,837 

EBITDA % Increase 8.1% 11.2% 5.0% 19.1% 5.4% 8.5%

Sources: AGI; F – BDO Private Bank Research

u	Trend reversed to net debt from net cash position...  AGI closed 2014 with a net debt 
position of Php11.183 billion, reversing a net cash trend over the previous 6 years, as total 
capital expenditures (capex) reached close to Php81 billion (versus Php56 to 59 billion 
budgeted for 2014), with the acquisition of Whyte & Mackay.  Nonetheless, cash balance 
remained substantial at Php82.058 billion, primarily due to capital raised from public 
offerings of RWM and EMP in late 2013.  Also, EMP raised Php17.6 billion from the sale 
of a 7% stake to Arran Investment Pte. Ltd., the private equity arm of GIC (Singapore’s 
sovereign wealth fund) in Nov 2014.  

u	…but Balance Sheet remains sound. In 2015, AGI announced planned capex of Php200 
billion over a period of 3 years (roughly Php67 billion annually from 2015 to 2017).  Following 
a substantial acquisition in 2014, and another to be finalized within the year (i.e., €275 
million for Fundador), we expect the group to tap existing debt facilities moving forward.  
Still, estimated D/E (debt to equity) ratios remain sound at under 50%.

Our View and Recommendation:
Election spending may boost EBITDA…  Projected annual EBITDA inflows of over Php30 
billion (boosted by election-related spending in the short-term) can substantially cover maturing 
debt of about Php48.1 billion for 2016-17.  

…and sustained by stable economic growth over the medium term.  We expect AGI’s 
EBITDA to grow at a CAGR (compounded annual growth rate) of 9.3% from Php30.0 billion in 
2014 to Php43.8 billion by 2018, supported by a relatively stable macroeconomic environment 
and broadening income streams as EMP improves operations of recent acquisitions.  

*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.

Holders % of total

Andresons Group Inc. 39.22

Yorkshire Holdings 15.42

Capital Group Companies, Inc. 3.85

Fidelity International 3.05

Fidelity Management & Research 3.05

Pacific Life Insurance Co. 1.97

Vanguard Group 1.88

Cali Orchard Growers Inv 1.17

Schroder Investment Mgmt. Ltd. 1.11

Eastwood Property Holdings Inc. 1.10

Others 29.28

TOTAL 100.00

Source: Bloomberg

Analyst Attributed Estimates
Internal 2015F 2016F 2017F

Attributable Net 
Inc. (Php’mn) 12,997 15,568 16,930

ROE % 9.94% 11.00% 10.93%

EPS 1.28 1.53 1.67

BV / Sh 13.30 14.58 15.94

Div / Sh 0.42 0.41 0.49

Div Yd % 2.58% 2.87% 3.43%

P/E (x) 12.57 9.28 8.53

P/B (x) 1.21 0.98 0.89

Source: BDO Private Bank Research

Debt Capacity Chart (Php millions)
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With cash reserves substantially reduced by 
new investments, we have downgraded our 
credit rating for AGI by 2 notches to BBB+ 
from A.  The rating remains investment‑grade, 
however, supported by: (i) stable earnings of 
subsidiaries; (ii) manageable gearing at less 
than 50%; (iii) reasonable maturity profile; 
and (iv) fairly liquid operations, with current 
liabilities adequately covered by current 
assets.  

However, AGI is exposed to forex risk as 71% 
of its total borrowings is dollar‑denominated 
as of end‑Sep 2015.  We estimate that a Php1 
depreciation of the Peso can negatively impact 
AGI’s bottom line by 5.4%.
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Closing 

Price (Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
Dividend 
Yield (%)

Free Float 
(%)*

SM 646.46 805.00 2.11 18.58 11.84 1.58 46.17
JGS 469.17 65.50 1.88 17.69 12.02 0.36 39.01
AC 428.15 691.00 1.98 17.94 11.26 0.70 40.21
AEV 321.59 57.90 2.49 15.43 16.16 2.63 45.86
GTCAP 215.09 1,234.00 2.11 15.38 14.52 0.24 45.42

MPI 158.95 5.70 1.23 15.75 7.81 1.25 47.72
DMC 158.00 11.90 2.12 11.02 20.35 3.76 27.62
AGI 146.24 14.24 0.98 9.46 10.88 2.44 42.04

Sources: Bloomberg; * Philippine Stock Exchange
Note: SM – SM Investments; JGS – JG Summit; AC – Ayala Corp.; AEV – Aboitiz Equity Ventures; MPI – Metro 
Pacific Investments Corp.; DMC – DMCI Holdings Inc; AGI – Alliance Global Group, Inc. 

u	Decent ROE but fairly valued... At 15.4x P/E and 2.1x P/B, GTCAP appears fairly valued 
given its multiples lie at the middle of the range of its peers of 0.98x – 2.5x P/B and 9.5x 
– 18.6x P/E.  Its ROE however, lies at the upper bracket compared with peers at 14.5%. 
Dividend yield though, is the lowest within its group at 0.24%.

u	…with automotive sector contributing about half of net income. GTCAP’s 9M 2015 
earnings surged 34% to Php14.2 billion with its automotive operations contributing the 
largest share in net income.  Toyota Motor Philippines (TMP) sold 89,107 units (+16.3% y/y), 
which helped it maintain industry leadership with 38.5% market share.  With this, TMP’s net 
income contribution rose 57% to Php7.8 billion, causing GTCAP’s attributable net income 
to rise 32.5% y/y to Php8.4 billion.  Meanwhile, GTCAP increased capex budget by 10% 
to Php60 billion this year allotting Php10 billion for Metrobank, Php15 billion for GBPC, 
Php16 billion for Federal Land (FED LAND), Php10 billion for Property Company of Friends 
(PROF), Php3 billion for Toyota and the rest for other units. As such, the development of the 
power and property segments could provide a more balanced earnings mix in the next 3 – 5 
years as the holding firm expands generation capacity, and builds more BPO office spaces 
and residential developments.

Attributable Net Income Segmentation

In Php Millions 2013 2014 % chg 9M’14 9M’15 % chg 

Real Estate  1,011  1,496 48.0%  1,084  1,137 4.9%

Financial Institution  3,092  3,709 20.0%  2,498  3,683 47.4%

Automotive  4,053  7,333 80.9%  4,975  7,816 57.1%

Power  3,160  3,584 13.4%  2,706  2,908 7.5%

Others  1,215  (971) -179.9%  (668) (1,365) -104.3%

Total  12,531  15,151 20.9%  10,595  14,179 33.8%

Source: GTCAP

Our View and Recommendation: 
Short-term (less than 2 years): Based on our adjusted multiples of 18x P/E and 2.2x P/B, our 
12-month target price of Php1,355.85 gives GTCAP a 12% potential price appreciation, which is at 
par with PSEi index’s return potential of 11%.  We estimate two-year annualized EPS growth to be 
14% as  TMP aims to sell 150,000 vehicles this year (+20%) and GBPC commissions its 150 MW 
power plant in Iloilo by July 2016 and 40 MW biomass project by 2017. Neutral.*

Medium-term (beyond 2 years):): Over the medium term, EPS growth is seen to slow down 
to below 11% in 2018 as GTCAP’s auto business plateaus to 200,000 annual vehicle sales 
by 2020. Given our price target of Php1,690.87 by 2018, it offers a possible annualized price 
appreciation of 11.8%, which is close to our expected return for the benchmark index. Inclusive 
of a 0.2% dividend yield, total return would be 12%. Its price target may warrant an upgrade 
if it: 1) capitalizes on its affordable housing venture with PROF and increases its stake to 50% 
from 22.7%; 2) expands power business outside Visayas and develop a coal‑fired plant in 
Luzon; 3) takes advantage of the tax incentive of the government’s Comprehensive Automotive 
Resurgence Strategy (CARS) Program for its automotive business. Neutral.*

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 Metrobank or MBT (Financial 
Institution), 100% in FED LAND (Real Estate), 51% in 
GBPC (Power), 51% in TMP (Automotive), 25.3% in 
AXA Philippines (Insurance), and 22.7% in Property 
Company of Friends (PROF).

MBT is the 2nd largest bank in the country in terms of 
assets, totaling about Php1.66 trillion as of September 
2015 with a network of about 2,000 local and 
international branches.

FED LAND is one of the fastest growing real estate 
companies in the country with 40 years of experience 
developing prime residential and commercial areas. 
Some of their notable developments are the 47‑storey 
GT Tower and the Grand Hyatt Manila Residences. 

GBPC is the leading independent power provider in the 
Visayas region with total installed capacity of 709 MW 
as of September 2015. It is the Umbrella Company of 
GBH Power Resources, Inc. (GBHPRI), Toledo Power 
Company (TPC), Panay Power Corporation (PPC), 
Panay Energy Development Corporation (PEDC), and 
Cebu Energy Development Corporation (CEDC).

TMP is the biggest automotive company and the 
market leader (38.5% market share) in the country, 
with the widest vehicle line‑up of 18 models and 48 
dealerships nationwide as of September 2015.

GTCAP vs PSEi

PSEi (Gray); GTCAP (Blue)
Source: Bloomberg

Review of Share Price Performance
Since February last year, GTCAP’s stock price 
rose 20% to its peak of Php1,446 last May 20, 2015 
breaking past our estimated 12‑month target price 
of Php1,385.84 as the company continued to report 
favorable earnings with stronger‑than‑expected 
performances from its banking and automotive units 
. It then went on a general down trend as the US 
Federal Reserve signaled that it would begin raising 
interest rates before end‑2015 and on fears of a 
possible hard landing for China’s slowing economy.

*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.

Share Data
PSEi Code GTCAP
Rating Neutral
52-wk range (Php) 1,120.00 – 1,455.00

Current Price (Php) 1,234.00
Target Price (Php) 1,355.85
Price Upside (%) 12.0
Dividend Yield (%) 0.2
Total Return (%) 12.2

Earnings Results: Interim 2015
Php Mns 9M’14 9M’15 % chg
Revenues 104,922 115,119 9.7%
Net Income  10,595  14,179 33.8%
Net Margin 10.1% 12.3%
Source: GTCAP
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FIXED INCOME RESEARCH
Financial Highlights (Php millions)

2012 2013 2014 2015F 2016F 2017F

Cash  27,167  29,702  30,612  20,869  19,581  21,699 

Receivables – net  12,451  16,223  28,103  30,274  31,835  33,473 

Total Assets 192,360 218,263 301,847 311,713 328,670 349,649 

Current Liabilities  39,193  37,253  54,809  46,543  48,082  51,630 

Long Term Liabilities  60,603  75,069 104,491 106,904 104,421 101,950 

Total Liabilities  99,796 112,321 159,300 153,446 152,503 153,580 

Total Equity  92,564 105,942 142,547 158,267 176,167 196,069 

Short-term Debt  5,891  6,191  22,035  8,395  6,213  6,213 

Long-term Debt  54,005  66,621  87,763  95,486  92,434  89,369 

Total Debt  59,896  72,812 109,798 103,881  98,647  95,582 

Debt to Equity (%) 65% 69% 77% 66% 56% 49%

Net Debt to Equity (%) 35% 41% 56% 52% 45% 38%

Debt to Assets (%) 31% 33% 36% 33% 30% 27%

Net Interest Expense  2,537  1,413  4,005  4,632  4,149  3,817 

EBITDA  20,654  24,305  30,503  34,999  38,234  41,464 

EBITDA % Increase 68% 18% 25% 15% 9% 8%

Net Income  12,531  15,151  19,101  21,832  24,762  27,452 

ROE % 13.3% 12.2% 13.5% 13.6% 13.5% 13.2%

Sources: GTCAP; F – BDO Private Bank Research

u	Internal cash flows will reduce borrowing needs. The consistent 10% annualized growth 
in forecasted internally generated funds from Php35 billion this 2016 to Php41.5 billion in 
2018 is expected to reduce borrowing requirements, effectively causing total debt to decline 
from Php109.8 billion in 2015 to Php95.6 billion by 2018. As a result, overall we project net 
interest expense to drop to Php3.8 billion in 2018 from Php4.6 billion in 2016, and leverage, 
or its gearing ratio as measured by D/E, will ease gradually to 49%from 66%.

Our View and Recommendation:
Hefty cash flows support capex… Over the short-term, GTCAP’s healthy average operating 
cash flow of nearly Php38.2 billion from 2016 to 2018 can easily finance their average annual 
capital expenditures of Php12.2 billion (excluding cost of real estate) over the next three years. 
EBITDA is also more than sufficient to cover average dividend payments of Php6.8 billion and 
net interest expense of Php4.2 billion from 2016 to 2018 with an estimated cover ratio of about 
3.5x on average.

…and strengthens credit profile over time.  Over the medium-term, the conglomerate’s 
credit score is supported by an improving D/E ratio that is seen to slide from 66% in 2016 to 
49% in 2018 with rising retained earnings augmenting its equity base. The combination of 
growing EBITDA and consequential reduction in borrowing needs will help shorten theoretical 
repayment years to retire net debt from 2.4 years this 2016 to just under 1.8 years by 2018.

*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 2015F 2016F 2017F

Net Inc.(Php Mn)  19,101  21,832  24,762 

ROE (%) 13.5 13.6 13.5

Div / Sh  3.00  3.00  3.00 

Div Yd (%) 0.23 0.24 0.24

BV / Sh  518.08  590.23  672.47 

EPS  65.75  75.15  85.24 

P/B (x)  2.4  2.1  1.9 

P/E (x)  18.8  15.5  13.3 

Source: BDO Private Bank Research

Debt Capacity Chart (Php millions)
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Overall, GTCAP has retained its medium 
investment grade rating of “BBB” as 
improving leverage ratios provide leeway to 
accommodate additional debt with growing 
cash flows that can internally fund capex 
needs and provide sufficient interest and 
dividend coverage ratios of 3.5x. 

Major Shareholders % Stake

Grand Titan Capital Holdings, Inc 54.3

T Rowe Price Associates 5.6

Matthews International Capital 2.4

Capital Research Global Investor 2.0

Schroders PLC 1.9

Pacific Life Insurance Co 1.8

Norges Bank Investment Mgt 1.3

Vanguard Group 1.1

Others 29.6

TOTAL 100.00

Source: Bloomberg
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Closing 

Price (Php)
2016 

P/B (x)
2016 

P/E (x)
2016 

ROE (%)
Dividend 
Yield (%)

Free Float 
(%)*

SM 646.46 805.00 2.11 18.58 11.84 1.58 46.17
JGS 469.17 65.50 1.88 17.69 12.02 0.36 39.01
AC 428.15 691.00 1.98 17.94 11.26 0.70 40.21
AEV 321.59 57.90 2.49 15.43 16.16 2.63 45.86
GTCAP 215.09 1,234.00 2.11 15.38 14.52 0.24 45.42
MPI 158.95 5.70 1.23 15.75 7.81 1.25 47.72

DMC 158.00 11.90 2.12 11.02 20.35 3.76 27.62
AGI 146.24 14.24 0.98 9.46 10.88 2.44 42.04

Sources: Bloomberg; * Philippine Stock Exchange
Note: SM – SM Investments; JGS – JG Summit; AC – Ayala Corp.; AEV – Aboitiz Equity Ventures; GTCAP – 
GT Capital; DMC – DM Consunji, Inc.; AGI – Alliance Global Group, Inc.

u	Upbeat price outlook on expanding business and profits... Despite regulatory 
constraints on tariff adjustments, MPI managed to post encouraging quarterly results 
in 2015, driven by growing volumes across its utilities and infrastructure units.  Meralco 
now accounts for 40% of MPI’s operating income as its earnings contribution surged 58% 
on increased shareholding (from 27.5% to 32.5%) and energy volume sales (+5% y/y).  
Maynilad is the second biggest earnings contributor (36% of total) with income growth 
sustained at low double-digits on higher billed volumes (+4% y/y), better collection and 
lower personnel cost.  The Tollroads unit is the third earnings producer with income boosted 
by higher vehicle traffic and stake in MNTC (from 71% to 75.6%) and contribution from 
tollroad investments in Thailand and Vietnam (i.e. 30% DMT stake and 45% CII stake).

u	…and new projects build-up.  Meanwhile, MPI’s revenues will be further enhanced with 
the formal awarding of SCTEX (with estimated daily traffic of 34,000 vehicles) and turnover 
of LRT1 operations (with daily ridership estimate of over 500,000) last year.  The holding 
firm also has a busy pipeline of projects (i.e. ongoing NLEX & CAVITEX expansion, CALAX 
construction, as well as new water distribution, power generation and hospital ventures) that 
is expected to sustain robust earnings expansion for the medium-term.

Operating Income Segmentation

In Php Millions 2013 2014 % chg 9M’14 9M’15 % chg 

Maynilad 3,789 4,376 15.5% 3,177 3,563 12.1%

MPTC / DMT 1,874 2,239 19.5% 1,588 2,145 35.1%

Meralco 2,333 3,027 29.7% 2,478 3,905 57.6%

Hospitals 581 465 -20.0% 400 319 -20.3%

Rail (28) (15) (73)

Total 8,577 10,079 17.5% 7,628 9,859 29.2%

Source: MPI

Our View and Recommendation: 
Short-term (less than 2 years): MPI is again tracking to beat its 2015 core earnings target of 
Php10 billion given a strong 28% growth in core earnings to Php8.2 billion as of September.  This 
year, we expect the company to post an earnings growth of 24% to Php12.4 billion, supported by 
the above-mentioned new revenue streams.  Hence, MPI is expected to trade up to Php6.91 in the 
next 12 months, based on valuation metrics of 15x P/E and 1.5x P/B.  Thus, MPI possibly offers a 
21% price upside, 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 Php7.88 by 2018, which translates to an annualized total return of 14.0% for long‑term 
investors inclusive of dividends, still better than the 11% return we anticipate for the PSEi. 
However, 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, and a higher‑than‑expected rehabilitation costs for the LRT‑1, could 
also provide headwinds. Outperform.*

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 
32.5% 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.  

MPI vs PSEi

PSEi (Gray); MPI (Blue)
Source: Bloomberg

Review of Share Price Performance
Last year, we gave an outperform recommendation 
for MPI with a target price of Php6.22, considering its 
compelling infrastructure growth story.  The company 
however, underperformed the index for the most 
part of last year due to delays in the implementation 
of tariff adjustments for Maynilad and the tollroads 
business.  But as MPI managed to eke out strong 
earnings quarter on quarter, underpinned by steady 
volume growth across its units, along with a slew of 
positive news (i.e. official turnover of SCTEX, awarding 
of Cebu‑Cordova bridge project, new tollroad 
investments abroad) investors started to renew interest 
on the company’s developing infrastructure thrust. 
The stock has already advanced 10% so far this year, 
when the local index is down 4%. 

*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. 

Share Data
PSEi Code MPI

Rating Outperform

52-wk range (Php) 4.20-5.82

Current Price (Php) 5.70

Target Price (Php) 6.91

Price Upside (%) 21.2%

Dividend Yield (%) 1.8%

Total Return (%) 23.0%

Earnings Results: Interim 2015
Php Mns 9M’14 9M’15 % chg
Share of operating 

income 7,628 9,859 29%
Core income 6,462 8,246 28%
Reported income 5,987 7,794 30%
Source: MPI
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FIXED INCOME RESEARCH
Financial Highlights (Php millions)

2012 2013 2014 2015F 2016F 2017F

Cash 15,263 25,758 34,237 35,040 37,210 35,093

Receivables - net 3,749 3,676 3,964 4,591 4,614 4,633

Total Assets 200,584 234,012 302,387 321,463 340,714 355,627

Current Liabilities 22,621 29,200 34,059 38,539 41,030 43,146

Long Term Liabilities 64,683 75,240 119,883 119,085 120,662 117,814

Total Liabilities 87,304 104,440 153,941 157,624 161,692 160,960

Total Equity 113,280 129,572 148,446 163,839 179,022 194,667

Short-term Debt 8,792 9,618 11,044 12,785 14,285 15,441

Long-term Debt 60,909 71,012 114,998 112,776 113,687 110,356

Total Debt 69,701 80,630 126,041 125,561 127,972 125,798

Debt to Equity (%) 61.5% 62.2% 84.9% 76.6% 71.5% 64.6%

Net Debt to Equity (%) 48.1% 42.3% 61.8% 55.3% 50.7% 46.6%

Debt to Assets (%) 34.7% 34.5% 41.7% 39.1% 37.6% 35.4%

Net Interest Expense 4,538 2,612 4,955 6,042 5,952 5,819

EBITDA 19,677 21,254 25,270 31,352 33,698 35,522

EBITDA % Increase 14% 8% 19% 24% 7% 5%

Net Income 7,209 7,940 9,697 12,385 13,540 14,312 

ROE 11.1% 10.4% 10.6% 12.0% 12.0% 11.6%

Sources: MPI; F – BDO Private Bank Research

u	Additional Meralco stake purchase and new tollroad projects hiked leverage.  MPI’s 
total debt levels are estimated to increase by Php45 billion to Php126 billion by end 2015, 
as the conglomerate tapped new borrowings to fund its 5% stake increase in Meralco and 
finance the expansion of its tollway operations (i.e. new NLEX segments, investment in 
Vietnam).  As a result, MPI’s leverage rose, with its D/E seen increasing to 85% for 2015 
from 62% in 2014.  And as more new infrastructure projects are slated into MPI’s portfolio 
(ex. the Php28 billion Cebu-Cordova Bridge project), more debt is forthcoming but will likely 
be complemented by 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.

Our View and Recommendation:
Growing earnings flows can support debt service…. 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 Php31 billion to Php36 billion in the next 3 years.  
Such cash flows can sufficiently cover the company’s interest and dividend obligations 3x over, 
and can theoretically repay its net debt within 3 years. 

…and partially fund capex.  Hefty annual cashflows of Meralco (Php36.0B) and Maynilad 
(Php13.5B) can largely finance its own capex needs.  As such, MPI can focus on managing the 
funding needs of its expanding infrastructure business.

*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 2015F 2016F 2017F

Attributable Net 
Income(Php’mn) 9,697 12,385 13,540 

ROE % 10.6% 12.0% 12.0%

Div / Sh 0.09 0.10 0.13 

Div Yd % 1.64% 1.83% 2.34%

BV / Sh 4.27 4.64 5.01 

EPS 0.35 0.44 0.49 

P/B (x) 1.22 1.23 1.14 

P/E (x) 14.95 12.83 11.74 

Source: BDO Private Bank Research

Debt Capacity Chart (Php millions)
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Overall, MPI retained a lower medium-grade 
rating of BBB, supported by: 1) steady 
EBITDA growth with cash flows projected to 
exceed Php30 billion this year; 2) manageable 
debt‑to‑equity ratios (D/E) ranging between 
65%‑85%; and 3) comfortable debt maturity 
profile, with principal payments spread over 
the next 10 years.  Also, most of the company’s 
debts are peso‑denominated and with fixed‑
rates thereby limiting MPI’s exposure to foreign 
exchange and interest rate risks. 

Major Shareholders % of total

METRO PACIFIC HOLDINGS 52.08

MORGAN STANLEY 4.59

NORGES BANK INVESTMENT 2.34

FIDELITY MGT & RESEARCH 0.88

INVESCO LTD 0.86

BLACKROCK 0.78

PICTET FUNDS 0.72

VANGUARD GROUP INC 0.60

PHILAM ASSET MGT 0.46

BAMCO INC 0.45

OTHERS 36.24

TOTAL 100.00

Source: Bloomberg
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Headwinds ahead?
In this environment of slowing global growth, currency volatility,and interest rate movements, 
one must ask one’s self: should we be worried about our listed Philippine conglomerates? 
After all, our country’s top conglomerates are market leaders in financial services, food/
beverage manufacturing,retailing, power generation and other utilities, and real estate/
construction/infrastructure development. 

Aptly positioned
Whether one believes that the overall Philippine growth story will continue or taper, indications 
point to most blue-chip conglomerates having adequate buffers to weather a potential storm. 
The interest coverage ratios enjoyed by these companies afford the leeway needed if demand 
ultimately slows or if interest rates rise. Conversely, if prospects abound for these companies, 
there remains ample room to fund growth due to their manageable leverage ratios.

Look inwards
With the biggest conglomerates diversified abroad, there will be some exposure if foreign 
markets suffer from slowing growth – the exact magnitude of which is hard to identify. However, 
the lion’s share of performance is still currently domestically driven with more than 70% of 
average Philippine conglomerate topline performance contingent on domestic demand. With 
our view on the Philippines, we believe that these conglomerates can turn inwards in order to 
continue their growth trajectories even if the peso fluctuates vs other currencies.

Supportive Homeland:

Philippine Statistics: 2010A 2011A 2012A 2013A 2014A 2015A 2016F 2017F

GDP (annual variation, %) 7.6 3.7 6.7 7.1 6.1 5.8 6.6 7.0

GDP per Capita (US$, 
at current prices)

2,155 2,364 2,591 2,769 2,851 2,875 3,231 3,457

Headline Inflation Rate 
(average-of-period, %)

3.8 4.6 3.2 3.0 4.1 1.4 2.5 3.0

Sources: Philippine Statistics Authority (PSA); Bangko Sentral ng Pilipinas (BSP); BDO

Diversification, expansion programs to bear fruit
The healthy macro-economic fundamentals, coupled with the country’s need to invest more in 
infrastructure to achieve inclusive growth, have opened opportunities for local conglomerates 
to diversify and expand their businesses from core operations to power and toll roads.  The 
huge capital expenditures undertaken over the past 3 to 5 years have resulted in steadily 
rising cash flows as measured by Earnings Before Interest and Taxes (EBIT). Though some 
conglomerates are forecasted to outperform others, an average 3-year CAGR of 18.9% is still 
expected through 2017. We have highlighted EBIT growth specifically since it should already 
take into account input price fluctuations.

Low leverage
Conglomerates in the Philippines have been disciplined in managing their debt profile over 
the last five years. Of the conglomerates in our list, none have exceeded a net debt-to-equity 
of 75% (except SMC) from 2010 to their last 12 months of statistics. Whether or not these 
companies take on more debt to fund future growth remains to be seen, but the option is 
plausible when looking at their balance sheets. 

If loan rates increase over the coming years, local companies have sufficient elbow room to 
meet interest payments given their robust cash flows. The average interest coverage ratio at 
the end of FY14 was 6.1x, implying that these companies can accommodate a significant rise 
in effective interest rates (or a drop in operational performance). 

Conclusion: Rising leverage is not a concern yet
The major expansion drive of local conglomerates resulting in rising leverage of their balance 
sheet is not a concern yet given the healthy cash flows being generated by these projects. 
Furthermore, as the economy sustains at least 6% annual growth in GDP, rising production 
capacity in major sectors (power and toll roads) can easily be absorbed by pent-up demand.

Philippine conglomerates
By Thomas Earll A. Huang

Growth intact
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Disciplined balance sheet
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