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S Food and beverage sector

Food for thought
By Marian Rose C. Ang

Based on the Household Final Consumption Expenditure data, food and non-alcoholic 
consumption grew by a slower 4.63% in 2014 (from 5.58% in 2013) but slightly faster 
than the per capita Gross Domestic Product (GDP) growth of 3% (from 6.87% in 
2013). In terms of percentage contribution of food and non-alcoholic beverage to total 
household final consumption, it barely changed over the last five years, hovering around 
41-42% in spite of the increase in per capita GDP. This may be attributable to the fact 
that the Philippines’ poverty levels have stagnated much over the years. Generally, 
spending on food as share of total income drops as incomes rise. In our country’s case, 
majority of Filipinos’ income is still not high enough to encourage them to allot a bigger 
portion of their budget on non-essentials or what others call discretionary spending 
such as entertainment, travel, etc. Food and beverage remains a priority but as income 
increases, there is a shift in demand from cheaper to more expensive and better quality 
products. Food and beverage continues to account for a bigger bulk of expenditure in the 
country and this trend is likely to persist in the near-term. 

Household Final Consumption Expenditure 

(Percent Contribution) 2010 2011 2012 2013 2014

Food and Non-alcoholic Beverages 41.88 42.06 41.86 41.84 41.53

Alcoholic Beverage, Tobacco 1.49 1.42 1.43 1.35 1.42

Clothing and Footwear 1.77 1.73 1.68 1.61 1.61

Housing, water, electricity, gas and other fuels 11.30 10.68 10.94 11.07 10.96

Furnishings, household equipment 
and household maintenance 5.67 5.74 5.52 5.32 5.29

Health 2.17 2.19 2.32 2.33 2.49

Transport 8.48 8.18 8.21 8.21 8.62

Communication 5.33 5.15 5.31 5.36 5.25

Recreation and Culture 2.28 2.27 2.30 2.31 2.30

Education 3.23 3.28 3.11 3.09 3.08

Restaurants and Hotels 4.04 4.10 4.13 4.16 4.21

Miscellaneous goods and services 12.36 13.20 13.19 13.34 13.24

Household Final Consumption Expenditure 100.00 100.00 100.00 100.00 100.00

Per Capita GDP (in USD) 2155 2364 2591 2769 2851

Poverty Incidence (%) No data available No data available 25.20 24.90* 25.80*

Source: NSCB, BSP

*First half base

While spending on clothing and footwear, furnishings and household equipment, recreation and culture, 

and restaurants and hotels continue to grow, their portion of total consumption likewise remain pretty 

much unchanged at around 1.60%, 5.3% and 4%, respectively. 

Food Trends

A Bloomberg Study says that Asia-Pacific food sales growth will most likely outpace global growth due 

to the region’s economic expansion, rising incomes and growing population. The fastest-growing food 

categories are dairy products, meat (beef, chicken and pork), oil and fats and baby food. 
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What may be a boon or a bane to local food manufacturers is the entry of 

American and European products in the country. As packaged-food sales 

in North America and Europe are seen to have a dismal compound annual 

growth rate (CAGR) of 1.1% and 0.5% through 2019, their entry into the 

Asian market will allow them to gain a share of the estimated 4.5% CAGR 

of food sales in the region. This poses a threat as this could lead to margin 

erosion and market share losses for local players. In the Philippines, we 

have seen food manufacturers entering into joint venture with foreign firms. 

Such is the case of Universal Robina Corporation which has teamed up with 

Japan’s Calbee, Inc. to establish a local manufacturing plant. 

The Filipinos’ increasing disposable income has been a boon to the fast 

food industry as it was able to sustain its momentum with value sales rising 

by 10% to Php 135 billion in 2013. Fast food benefits from the expansion of 

the BPO companies not only in Metro Manila but also in other fast-growing 

cities in provincial areas. As more people are employed and as wages 

increase, the quality of life improves and there is tendency for people to 

eat out instead of cooking at home. Fast food remains a practical and an 

economical choice for middle-income consumers. 

Perhaps a threat to the growth of the fast food industry is the increase in 

number of convenience stores in the country which has evolved from simply 

offering packaged food and other personal items to offering coffee, donuts 

and other ready-made meals. Ministop, 7-Eleven and FamilyMart have 

been increasing its presence in the country, all offering ready-to-eat food 

that competes with the likes of Jollibee and McDonald’s. Some branches 

also offer free wi-fi connection to attract consumers. The Philippines has 

caught the eye of international retailers due to its growth and the increase in 

consumer spending. Alfamart and Lawson are two more convenience stores 

which are playing catch-up with the others. This is in addition to local firms 

which continue to expand their operations in the country. 

Another trend or fad- are healthy food delivery services providers which 

have mushroomed in Metro Manila and now with fast food chains and other 

restaurants. These providers aim to address the increasing preference 

for healthier lifestyles and at the same time offer convenience to their 

clients by delivering the food right at their doorsteps. Food manufacturers 

have likewise addressed the health-conscious segment of the market by 

introducing low-calorie, all-natural products. 

Outlook

In the Philippines, domestic private consumption accounts for about 70% 

of total GDP. The Economist Intelligence Unit (EIU) estimates consumer 

spending per capita to grow by a CAGR of 6.8% from 2013 to 2016. 
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Meanwhile, per capita disposable income is expected to expand to a CAGR 

of 5.4% from 2012 to 2017. As of 2012, the percentage of middle-income 

households was at 53% and this is seen to expand to 64% by 2017. Given 

these, the outlook for the consumer sector in the Philippines remains bright.  

Key demand drivers are improved job creation, rising income, increasing 

population and manageable inflation levels. The rising affluence is 

well supported by the robust Overseas Filipino remittances and strong 

performance of the Business Process Outsourcing industry. A bigger 

portion of growth will probably come from areas outside Metro Manila. 

In addition, the upcoming presidential elections will play a big factor in 

domestic consumption towards the end of 2015 until mid 2016.  

Furthermore, inflation rate has been quite manageable, with oil prices 

having retreated significantly. This means that consumers have stronger 

purchasing power and food manufacturers/ producers will have lower input 

cost hence, higher margins. 

Consumer/retail companies will directly benefit from the country’s economic 

expansion. While valuations for the sector are quite expensive already, there 

is still potential upside for some of these food companies as they continue 

to take a proactive stance by expanding either through organic growth 

and/or through acquisitions of local or regional companies given stiffer 

competition and in light of changing patterns in consumer behavior and 

spending habits. t

Growing income a driver of consumption

Filipinos have high propensity to consume
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3,000

2,500

2,000

1,604 1,558

1,500

U
S$

1,000

500

2009 2010 2011 2012 2013 2014 2015 2016

2,598 2,518

0

Consumer expenditure per capita

Source: Euromonitor



BDO MONEY TALKS4 u June 2015

EQUITY RESEARCH
Equity Valuation

Comparative Valuation

Closing 
Price 
(US$)

Mkt Cap 
(US$ bn)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Div Yield 
(%)

Free Float 
(%)

Jiangsu Yanghe Brewery 18.05 19.43 7.89 34.71 22.17 1.31 26.55

Thai Beverage PCL 0.57 14.27 4.29 19.66 22.85 3.33 79.06

United Spirits Ltd * 56.13 8.16 15.38 95.46 25.83 0.10 41.15

Yantai Changyu Pioneer 4.68 5.12 2.58 18.07 14.97 1.52 83.36

EMP 0.21 3.31 3.18 23.33 14.42 1.90 18.54

Source: Bloomberg
*Note:  United Spirits (USL) valuations based on FY 2016 estimates; USL posted a loss in FY 2015

u	Lower volume, margins drag 1Q’15 bottom line. Emperador, Inc.’s (EMP) net profit for the 
first three months of the year slid by 18.4% y/y to Php1.40 billion even as the consolidation 
of Whyte and Mackay group (WMG) brought a 15.6% y/y increase in revenues to Php8.89 
billion.  Topline growth was undermined by: (i) lower domestic volume sales of Emperador 
brandy due to trade loading in Mar and Dec 2014 in anticipation of price increases in Apr 
2014 and Jan 2015, respectively; (ii) a decline in gross profit margin to 29.1% from 37.2% in 
1Q’14 due to additional excise tax and lower margin from Scotch whisky products; and (iii) 
interest expense incurred this year from the WMG acquisition bridge financing versus none 
in 1Q’14.  Moving forward, EMP management expects WMG to improve its margins once an 
ongoing process of organizational restructuring is concluded.

u	WMG contribution. While first quarter results look disappointing, consumer-driven 
companies normally perform strongest during the last quarter of the year because of gift-
giving and various festivities that accompany the holidays.  We also note that the major 
drag came from domestic operations.  With WMG’s international market, EMP may be able 
to benefit from improving US and European economies, and may thus help lift profits at 
double-digit rates over the next two years.

Earnings Results: First Quarter 2015

Php Mn 2013 2014 Chg (%) 1Q'14 1Q'15 Chg (%) FY 2015E % of FY Est

Revenues 29,865 32,009 7.2% 7,694 8,895 15.6% 39,045 22.8%

Net Income 5,831 6,204 6.4% 1,717 1,401 -18.4% 6,804 20.6%

Sources: EMP; E – Bloomberg consensus estimates

Our View and Recommendation: 
Short-term (less than 2 years): At Php9.27 (US$0.21) per share, EMP’s consensus 2015 P/E 
(price-to-earnings) multiple of 23.33x is at a reasonable premium over its ROE (return on equity) 
of 14.42x when compared to selected regional peers.  While we believe that valuation should be 
based on weighted P/E and P/B ratios of 20x and 3.0x, respectively (not far from current levels), 
our slightly higher net income forecast for EMP versus the consensus generates a 12-month 
price target of Php9.92 per share.  This offers investors a potential price upside of 7.0% (total of 
8.8%, if estimated dividend yield of 1.8% is included), which is just a tad higher than our expected 
short-term annual return of 5% to 6% for the PSEi. Outperform.* 

Medium-term (beyond 2 years): We project EMP’s net income growth to normalize at mid-
single digits by 2017, assuming: (i) no additional major acquisitions; and (ii) average household 
consumption will grow at a nominal rate of 8.5%.  Steady growth can help fair valuation to improve 
to Php11.42 per share, providing price upside of 8.9% and dividend yield of 2.3%, for a possible 
total return of 11.2%.  In comparison, we expect the PSEi to grow at 6% over the medium-term. 
Outperform.* 
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Company Background
Emperador Inc. (EMP) was originally incorporated 
as Touch Solutions, Inc. (TSI) in Nov 2001 and listed 
on the Philippine Stock Exchange in Dec 2011.  
From a company that offered information technology 
services and products, EMP’s primary purpose 
was changed to that of a holding company, and its 
current name acquired in 2013 following the entry 
of Alliance Global Group, Inc. (AGI).   EMP, AGI and 
Emperador Distillers, Inc. (EDI), a direct subsidiary 
of AGI then, entered into a series of transactions 
whereby AGI acquired 88% ownership interest 
in EMP while EMP concurrently acquired 100% 
ownership in EDI from AGI.  In 2014, Singapore 
sovereign wealth fund GIC Private Ltd., through 
its private equity arm, Arran Investment Pte. Ltd. 
acquired about 7% ownership interest in EMP and 
AGI’s 88% was diluted to 81.5%.

EMP operates an integrated business of 
manufacturing, bottling and distributing distilled spirits 
and other alcoholic beverages.  Subsidiary EDI has 
a product portfolio that consists of its own brands 
as well as licensed products such as “Emperador”, 
“Generoso”, “The BaR”, “Emperador Deluxe”, and 
“Emperador Light”.  Through the recently acquired 
Whyte and Mackay Group Limited (WMG) of United 
Kingdom, EMP has entered the global Scotch whisky 
business. WMG is the fifth largest Scotch whisky 
manufacturer in the world, and its products are 
distributed in over 50 countries.

Share Data
PSEi Code EMP

Rating Outperform

52-wk range (Php) 9.27-11.90

Closing Price (Php) 9.27

12-mo. Tgt Price (Php) 9.92

Price Yield (%) 7.0

Dividend Yield (%) 1.8

Total Return (%) 8.8

Price Performance

EMP         PCOMP  

Source: Bloomberg

Review of Share Price Performance
(Initial Coverage)
From its follow-on offering price of Php8.98 per 
share, EMP hit a high of Php12.98 on May 14, 2014 
on news that United Spirits agreed to sell White & 
Mackay (WMG) to EMP.  Most investors sold on news, 
considering the lack of details on the purchase’s 
impact on EMP’s valuation.  Even with a private 
placement that valued EMP at Php11 per share in 
Nov, the stock’s price continued to drift lower through 
end-Jan 2015 on lack of fresh leads.  Speculations 
on another international spirits brand bidding and 
expectations of WMG contribution to 2015 operations 
fueled market interest beginning Feb 2015, but 
disappointing 1Q’15 results released in May tipped 
share price direction back downwards.

*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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CREDIT RESEARCH 
Financial Highlights (Php millions):

2012 2013 2014 2015F 2016F 2017F

Cash 4,656 24,040 35,235 11,297 15,407 16,361 

Receivables – net 1,991 3,026 13,903 8,312 11,502 11,219 

Total Assets 12,833 35,225 99,559 72,667 83,411 87,982 

Current Liabilities 4,296 4,249 44,280 13,395 18,024 16,569 

Long Term Liabilities 54 88 9,376 8,695 8,855 9,160 

Total Liabilities 4,350 4,337 53,657 22,090 26,879 25,730 

Total Equity 8,483 30,889 45,902 50,577 56,532 62,253 

Short-term Debt 0 39 24,061 0 0 0 

Long-term Debt 0 0 0 0 0 0 

Total Debt 0 39 24,061 0 0 0 

Debt to Equity (%) 0.0% 0.1% 52.4% 0.0% 0.0% 0.0%

Net Debt to Equity (%) -54.9% -77.7% -24.3% -22.3% -27.3% -26.3%

Debt to Assets (%) 0.0% 0.1% 24.2% 0.0% 0.0% 0.0%

Net Interest Expense (61) (130) (144) (236) (174) (103)

EBITDA 6,796 8,407 8,456 10,335 12,622 13,253 

EBITDA % Increase 102.1% 23.7% 0.6% 22.2% 22.1% 5.0%

Sources: EMP; F – BDO Private Bank Research

u	Strong balance sheet… EMP fortified its equity base with: (i) the entry of the AGI group 
and a follow-on offering in 2013; and (ii) a Php17.6 billion investment by Singapore’s private 
equity arm in Dec 2014 – split into 70%-equity and 30%-equity-linked securities (ELS) debt.  
The ELS debt is convertible to equity between 2 to 7 years, plus an option to acquire more 
EMP shares.  Thus, from Php8.483 billion in 2012, EMP’s total equity increased by more 
than five-fold to Php45.902 billion in 2014.

u	…support strategic acquisitions. In addition to the acquisition of various vineyards in 
Spain over the last two years, EMP completed the purchase of Whyte and Mackay Group 
(WMG) from United Spirits Limited (USL) in Oct 2014, at an enterprise value of £430 million 
(Php30.273 billion).  USL of India (the world's largest spirits company by volume) was forced 
to put WMG up on sale because of UK anti-trust issues, when London-based Diageo Plc 
(the world's leading premium drinks manufacturer) gained controlling interest in USL. 

Our View and Recommendation:
Short-term (less than 2 years): EMP obtained short-term loans totaling Php24 billion in 
2014 to bridge financing of the WMG acquisition.  Since these loans will be settled by the 
company within 2015, EMP will most likely be debt-free by the end of the year.  Strong annual 
projected operating cash flows or EBITDA (earnings before interest, taxes, depreciation 
and amortization) at over Php10 billion facilitate liquid operations, with working capital ratios 
consistently above 1.0x. 

Medium-term (beyond 2 years): At present, EMP does not have any long-term debt. 
However, the company may resort to the debt market for funding of future acquisitions. 
EMP disclosed last May that it has submitted a bid to acquire 100% of French cognac maker 
Louis Royer SAS.  While the Philippine distiller cannot give details due to a non-disclosure 
agreement, management shared that the cost will be lower than that of WMG.

Analyst Attributed Estimates
Internal 2015F 2016F 2017F

Net Inc. (Php’mn) 7,029 8,639 9,045

ROE % 14.57 16.13 15.23

EPS 0.44 0.54 0.56

BV / Sh 3.14 3.51 3.86

Div / Sh 0.15 0.17 0.21

Div Yd % 1.66% 1.88% 2.31%

P/E (x) 21.26 17.30 16.52

P/B (x) 2.95 2.64 2.40

Source: BDO Private Bank Research

Major Shareholders
Holders % Stake

Alliance Global Group, Inc. 81.50

GIC Private Limited 6.95

Capital Research Global Investor 0.73

Vanguard Group 0.32

Wasatch Advisors, Inc. 0.26

Schroders PLC 0.21

Union Bank of the Philippines 0.18

Matthews International Capital 0.17

Legg Mason Int’l Equities 0.11

Jo Hambro Capital Mgt 0.10

Others 9.47

Total 100.00

Source: Bloomberg

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

The absence of long-term debt coupled with 
robust EBITDA translate to net cash positions, 
low operating and accounting leverage, healthy 
dividend cover (more than 4.0x on the average) 
and fluid operations (current ratio above 1.0x) 
for EMP through 2017.  Thus, based on our 
criteria, EMP garnered a medium-term credit 
rating of “AA-*”.

*AA (High Quality)   Margins of protection may not be as large as in Aaa issues. Fluctuations of protective elements may be of 
greater amplitude or there may be other elements present which make the long-term risk appear somewhat larger for Aaa-rated 
securities.
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Price 
(Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Div Yd 
(%)

Float  
(%)

URC 392.67 180.00 6.51 28.83 23.15 1.78 43.52
DNL 67.64 18.94 6.00 27.81 22.83 1.38 32.77
CNPF 41.23 18.48 4.97 21.92 26.57 1.30 21.29
PF 29.58 177.50 1.32 8.55 17.90 2.68 14.58

RFM 15.26 4.36 n.a. 16.15 10.20 1.61 58.36

Source: Bloomberg; Note: URC – Universal Robina Corp; CNPF – Century Pacific Food;  
DNL – D&L Industries; RFM – RFM Corp.

u	Ignored consumer food stock... Compared to peers, PF is trading at a huge discount with an 
estimated 2015 P/E of 8.6x, despite having a decent dividend yield of 2.7%. The consumer food 
stock remains overlooked by the market given “tentative” plans of parent SMC to potentially 
reduce its interest in the food unit (due to its “less attractive” margins and growth opportunities), 
and redeploy funds to other more lucrative ventures such as power and infrastructure. Another 
reason for the steep discount to valuation is its limited public float of 15%.

u	...with small margins, market capitalization and liquidity. PF has one of the lowest ROE in its 
market segment as its operating income margins persist at the single-digit range of 5%-6%, when 
other food consumer stocks have higher double-digit operating margins (ex. URC at 13%-15%, 
DNL at about 15%, RFM at 9%-10%). PF’s profits have also been relatively flat at Php4.0 billion 
since 2010 while competitors have increased their profits by many fold, taking advantage of the 
rising purchasing power of Filipino consumers by expanding production locally and overseas 
through acquisitions. As such, investors may perceive PF as an underachiever with less efficient 
food manufacturing operations.  

Operating Income by Segment:
Php millions 2013 2014 % chg 1Q’14 1Q’15 % chg

Agro-industrial 1,956 2,579 31.9% 513 485 -5.5%

Value-added meats 990 964 -2.6% 117 120 2.1%

Milling 2,021 2,338 15.7% 587 648 10.5%

Dairy / Others 543 582 7.2% 117 215 83.3%

Total 5,510 6,463 17.3% 1,335 1,468 10.0%

Income mix

Agro-industrial 35.5% 39.9%  38.5% 33.0%

Value-added meats 18.0% 14.9%  8.8% 8.2%

Milling 36.7% 36.2%  44.0% 44.2%

Dairy / Others 9.9% 9.0%  8.8% 14.6%

Operating margins

Agro-industrial 3.0% 3.8%  3.1% 2.9%

Value-added meats 6.7% 6.4%  4.1% 3.6%

Milling 23.2% 26.4%  25.7% 26.5%

Dairy / Others 4.6% 5.3%  4.5% 9.1%

Overall 5.5% 6.3%  5.5% 5.8%

Source: PF

Our View and Recommendation: 
Short-term (less than 2 years): For the years 2015-2016, PF is expected to grow net income by 7% and 
14% respectively to Php4.1 billion and Php4.7 billion, aided by the anticipated election spending boost 
to revenues.  As such, we derive a target price of Php201.5 based on valuation benchmarks of 12x P/E 
and 2x P/B, and net of a 25% illiquidity discount due to its small public float, for a potential price upside of 
13.5%. Its fair valuation however, is restrained by its thin market trading volume and uncertainties as to 
the fate or role of PF given SMC’s unceasing appetite for new ventures. Outperform.*

Medium-term (beyond 2 years): Through time, PF has the potential for an EPS growth of 15%, 
driven by the naturally increasing demand for quality food products from a growing population 
with improving incomes. As such, we estimate its fair valuation to reach Php251.1 by 2017 (using 
the same price multiples and illiquidity discount), for an annualized price yield of 12%. PF may 
continue to outperform the local stock market benchmark index, especially if the company is able to 
demonstrate a clearer vision of how it intends to grow and compete against major ASEAN players. 
Outperform.*

Company Background
San Miguel Pure Foods Company, Inc. (PF) 
was incorporated in 1956 as a manufacturer 
and marketer of processed meat products. 
Through various subsidiaries, the company 
later diversified into poultry and livestock 
operations, feeds and flour milling, dairy and 
coffee operations, and franchising (Smokey’s). 
It owns several leading brands in the Philippine 
food industry, such as Magnolia, Purefoods, 
Monterey, B-Meg, Star, Dari Crème, JellyAce 
and San Mig Coffee.

The Company has a 60/40 joint venture with 
Hormel Netherlands BV for processed meats, 
which accounts for Php15B or 15% of PF’s 2014 
revenues. The segment’s most popular product 
is its hotdogs, which hold 64% market share 
according to an AC Nielsen survey.

PF is controlled by diversifying conglomerate 
San Miguel Corporation (SMC), which owns an 
85% stake in the company.

Share Data
PSEi Code PF

Rating Outperform

52-wk range (Php) 177.0-239.6

Current Price (Php) 177.50

Target Price (Php) 201.50

Price Upside (%) 13.5%

Dividend Yield (%) 2.7%

Total Return (%) 16.2%

Price Performance

PF         PCOMP  

Source: Bloomberg

Review of Share Price Performance
PF has been on a general downtrend for the past 
12 months, with its price down 15% to Php177.50 
from its 2014 closing of Php208. Market players 
seem wary of the food company’s prospects, 
after PF reported a lower net income last year 
after divesting its Meralco stake. The company 
also noted challenges in the form of: 1) supply 
disruptions from typhoon Glenda; and 2) higher 
logistics costs given Manila’s port congestion 
problem. This year, PF continues to post low 
single-digit sales growth of 3.6% for the first 
quarter (lower than the 3.7% average growth 
for the past 2 years), when most consumer food 
stocks post double-digit revenue expansions. 
The potential negative impact of El Nino could 
also weigh on the company’s operations, as it is 
more sensitive to commodity price fluctuations 
(i.e. feeds, flour, etc.) given its narrow margins. 
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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 2014 2015F 2016F 2017F

Cash 4,280 7,031 14,216 12,438 12,090 12,088

Other Liquid Assets 11,144 25,663 10,827 11,630 12,581 13,276

Total Assets 68,572 72,742 66,655 74,791 86,120 97,890

Current Liabilities 22,234 24,971 29,782 27,239 29,654 31,639

Long Term Liab 20,144 20,240 15,740 24,220 30,071 36,146

Total Liabilities 42,378 45,212 45,521 51,458 59,725 67,785

Total Equity 26,193 27,531 21,134 23,333 26,395 30,105

Short-term Debt 7,351 8,648 13,245 8,526 9,423 9,994

Long-term Debt * 19,304 19,312 14,829 23,225 29,000 35,000

Total Debt * 26,655 27,960 28,074 31,751 38,423 44,994

Debt to Equity (%) 101.8% 101.6% 132.8% 136.1% 145.6% 149.5%

Net Debt to Equity (%) 85.4% 76.0% 65.6% 82.8% 99.8% 109.3%

Debt to Assets (%) 38.9% 38.4% 42.1% 42.5% 44.6% 46.0%

Net Interest Exp 426 491 284 337 645 1,059

Dividend Payouts 2,400 2,599 10,196 1,649 1,649 1,649 

EBITDA 7,688 8,125 9,309 8,878 10,146 11,595

EBITDA % Inc -5% 6% 15% -5% 14% 14%

Source: PF; F – BDO Private Bank Research; *Includes Preferred Shares

u	Eying overseas acquisitions funded by debt... PF disclosed a probable total capital 
expenditure (capex) budget of Php10 billion this year, comprised of its regular annual capex 
of Php2 billion and potential acquisition outlays of Php8 billion. The company has been 
scouting for food manufacturing operations in Indonesia, Vietnam and Malaysia, which may 
be sealed within the year. 

u	 …possibly raising leverage profile. In the event a major acquisition does materialize, 
then we expect PF to tap new debt for funding. As a result, the food firm may see its 
leverage level rise, with its debt-to-equity ratio likely hitting 136% (from 133% last year) if 
total borrowings hit Php32 billion by yearend. More acquisitions however, will entail further 
debt and may stretch or weaken PF’s credit profile below investment grade, especially if its 
D/E ratio breaches the 150% mark.

Our View and Recommendation:
More than able to meet interest and dividend obligations. For now, PF has more than 
enough cash to settle its upcoming debt maturity of Php4.5 billion in 2015 as cash level stood 
at Php11.1 billion as of end-March 2015. Annual operating cash flows or EBITDA range of Php9 
billion and Php10 billion also translates to comfortable interest and dividend coverage of over 
4x. This is aided by the company’s issuance of new preferred shares last March, which pay a 
lower dividend yield of 5.6569% that refinanced the old preferred shares that pay a higher rate 
of 8%.  

Organic earnings growth support credit.  Increasing incomes also augment the company’s 
equity via retained earnings, and somehow promote a reasonable capital mix in case PF 
requires additional debt. The company’s strong brand recall and dominant market position in 
most of its product segments are seen to continue producing steady revenue flows that support 
earnings.

Analyst Attributed Estimates
Internal 2015E 2016E 2017E

Net Inc. (Php’mn) 4,141 4,752 5,402 

ROE % 16.0% 16.8% 17.1%

Div / Sh 4.8 4.8 4.8 

Div Yd % 2.7% 2.7% 2.7%

BV / Sh 129.8 148.4 170.9 

EPS 19.8 23.4 27.3 

P/B (x) 1.4 1.2 1.0 

P/E (x) 9.0 7.6 6.5 

Source: BDO Private Bank Research

Overall, PF retained its investment-grade 
rating of BBB-*, supported by: 1) sufficient 
cash balance to repay Php4.5 billion of maturing 
loans this year; 2) growing EBITDA flows that 
are projected to exceed Php10 billion by 2016, 
which can in theory repay overall debt in 4 years 
time; and 3) a manageable leverage position 
with D/E ratios ranging between 130%-150%. 
Any additional debt to finance prospective 
acquisitions or expansions however, should 
have the commensurate earnings increment to 
maintain the company’s good credit standing.  
Meanwhile, the company’s peso-denominated 
debt is skewed towards floaters thereby 
exposing PF to rising interest rates in the future. 
A 100 bps increase in benchmark rates for 
example, will result in additional interest charges 
of over Php100 million and hurt its income by 3% 
using 2014 estimated figures.

*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.

Major Shareholders
% of total

San Miguel Corp 85.37

Union Bank of the Phils 0.85

Charlemagne Capital UK 0.43

Janus Capital Mgt 0.17

Ashmore Investment Mgt 0.14

Dimensional Fund Advisors 0.10

Schafer Cullen Capital Mgt 0.08

Mitsubishi UFJ Asset Mgt 0.07

Nomura Asset Mgt 0.07

Philip Capital Mgt 0.04

Others 12.68

Total 100.0

Source: Bloomberg

Debt Capacity Chart (Php millions)
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Closing 

Price
2015 

P/B (x)
2015 

P/E (x)
2015 

ROE (%)
Dividend 
Yield (%)

Free Float  
(%)

URC 392.67 180.00 6.51 28.83 23.15 1.78 43.52
DNL 67.64 18.94 6.00 27.81 22.83 1.38 32.77
CNPF 41.23 18.48 4.97 21.92 26.57 1.30 21.29
PF 29.58 177.50 1.32 8.55 17.90 2.68 14.58
RFM 15.26 4.36 1.53* 16.15 10.20 1.61 58.36

Sources: Bloomberg; * BDO PB Research 
Note: URC – Universal Robina Corp.; DNL – D&L Industries, Inc.; CNPF – Century Pacific Food, Inc.;  
PF – San Miguel Pure Foods Co.

u	Moderate growth despite lingering effects of external shocks. RFM Corporation 
posted a net income of Php179.4 million (+7.2% y/y) in 1Q 2015, on revenues of Php2.6 
billion (+15% y/y).  For a usually lean quarter, sales came in strong compared with 1Q 2014 
performance (revenues, +0.81% y/y to Php2.238 billion) especially for Selecta ice cream, 
Fiesta and the new Royal pasta*.  The company also saw encouraging volume growth from 
White King cake mixes and Selecta Milk.  Meanwhile, the slower growth in net income 
versus 1Q 2014’s (+8.4% y/y to Php167 million) is due mainly to lower margins brought about 
by higher warehousing and trucking costs – lingering effects of a truck ban implemented by 
the City of Manila from Feb 24 to Sep 13, 2014.  Moving forward, RFM management expects 
costs to decline further as they rationalize their supply and distribution system.

* RFM bought the brand in Jan 2014; but its contribution to topline began only in Feb 2014

Earnings Results: First Quarter 2015

(Php Mn) 2013 2014 Chg (%) 1Q '14 1Q '15 Chg (%) FY 2015E % of FY Est.

Revenues 10,240 11,010 7.52% 2,238 2,571 14.88% 13,200 19.48%

Net Income 786 835 6.20% 167 179 7.19% 1,169 15.31%

Attrib Net Inc 788 838 6.40% 166 178 7.23%

Sources: RFM; E – Bloomberg consensus estimates

Our View and Recommendation: 
Short-term (less than 2 years): With a consensus 2015 P/E (price-to-earnings) multiple of just 
16.2x, RFM appears cheap compared to its low-leveraged peers (URC, DNL, CNPF).  In our view 
though, the market’s lower valuation for RFM is justified by its low projected ROE (return on equity) 
of close to 10%.  New shares issued by RFM in 2014 resulted in a reduction in ROE to 9.63% from 
11.27% in 2013 and an ownership dilution of under 10%.  Nonetheless, based on weighted P/E and 
P/B (price-to-book) ratios of 12x and 2.0x, respectively, our 12-month fair value estimate for RFM 
is at Php4.76 per share – at par with its 2013 private placement price.  This translates to a total 
potential return of 10.75% (inclusive of 1.50% dividend yield), which is better than our expected 
short-term annual return of 5% to 6% for the benchmark PSEi.  Outperform.*

Medium-term (beyond 2 years): Like most consumer-driven businesses, we expect RFM 
to benefit from steady economic growth over the next few years, and thus post double-digit 
growth through 2017.  We estimate RFM’s value to reach Php5.36 per share by 2017, offering 
price upside of 8.79% and a possible total return of 10.58% with dividend yield of 1.8%.  
Thus, we also expect RFM to outperform the PSEi’s 6% estimated medium-term growth.  
Outperform.*

Company Background
RFM Corporation is a major player in the food 
and beverage industry in the Philippines.  
The company is mainly involved in the 
manufacturing, processing and selling of 
wheat, flour and flour products, pasta, milk, 
juices, margarine, ice cream, bottled mineral 
water and other food and beverage products.

In 2014, RFM purchased the Royal trademark 
and inventory stocks from Unilever Philippines.  
Together with the Fiesta brand, RFM became 
the dominant market leader in Pasta with total 
volume share at 34% and value share at 36%.

RFM also operates non-food businesses, 
which include barging services (Rizal 
Lighterage Corporation), insurance brokerage 
(RFM Insurance Brokers, Inc.) and leasing of 
commercial and office spaces (Invest Asia 
Corporation). 

Share Data
PSEi Code RFM

Rating Outperform

52-wk range (Php) 4.02-6.46

12-mo. Tgt Price (Php) 4.76

Price Yield (%) 9.25

Dividend Yield (%) 1.50

Total Return (%) 10.75

Price Performance

RFM         PCOMP  

Source: Bloomberg

Review of Share Price Performance
With an average net income growth of 24% 
from 2007-2013, along with expectations of 
strong domestic growth led by the consumer 
sector, RFM seemed poised to outperform the 
PSEi in 2014.  However, Manila’s truck ban in 
Feb 2014, which affected distribution from the 
city’s port, proved costly for manufacturers 
based in the Philippines’ capital.  Ultimately, 
the port congestion affected RFM’s margins 
and stifled sales and income growths.  Equity 
dilution from the issuance of new shares in 
2014 likewise weighed on investor sentiment.  
For 2015, the possible negative impact of the 
El Niño phenomenon on Australian wheat (a 
major import of RFM’s) casts a gray outlook for 
the firm.

*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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CREDIT RESEARCH
Financial Highlights (Php millions):

2012 2013 2014 2015F 2016F 2017F

Cash 1,474 2,885 724 1,058 1,432 2,124

Receivables – net 2,588 2,208 2,513 2,367 2,718 2,863

Total Assets 11,350 13,482 13,959 14,502 15,517 16,448

Current Liabilities 4,309 3,853 4,050 4,093 4,406 4,482

Long Term Liabilities 1,493 1,205 942 706 578 558

Total Liabilities 5,802 5,058 4,992 4,799 4,984 5,040

Total Equity 5,548 8,424 8,967 9,703 10,533 11,408

Short-term Debt 1,442 991 1,216 1,053 987 857

Long-term Debt 1,267 652 363 156 18 0

Total Debt 2,709 1,643 1,579 1,209 1,004 857

Debt to Equity (%) 48.8% 19.5% 17.6% 12.5% 9.5% 7.5%

Net Debt to Equity (%) 22.3% -14.7% 9.5% 1.6% -4.1% -11.1%

Debt to Assets (%) 23.9% 12.2% 11.3% 8.3% 6.5% 5.2%

Net Interest Expense 83 76 27 28 23 12

EBITDA 1,249 1,363 1,384 1,587 1,794 1,905

EBITDA % Increase 30% 9% 2% 15% 13% 6%

Sources: GLO; F – BDO Private Bank Research

u	Private placement expands equity...  In 2013, RFM Corp. raised about Php1.6 billion 
(net of transaction costs) from a private equity placement (initially booked as stock 
subscriptions) for 340 million new common shares at Php4.77 apiece, expanding equity to 
Php8.424 billion that year and improving overall liquidity.  Upon obtaining related regulatory 
approvals from the Securities and Exchange Commission in 2014, the new shares were 
issued and the related subscription applied accordingly, resulting in a dilution of less 
than 10%.  

u	…aiding trademark acquisition. Proceeds from the private placement were used to 
partially fund the company’s acquisition of the Royal brand from Unilever Philippines for 
Php2.081 billion in 2014 – a move to strengthen RFM’s market leadership in the pasta 
category.  With this recent major investment, we expect RFM’s capital expenditure (capex) 
to stay under Php1 billion over the next two years at least, based on the company’s 
spending pattern. 

Our View and Recommendation
Short-term (less than 2 years): Projected annual cash flows from operations or EBITDA 
(earnings before interest, tax, depreciation and amortization) of over Php1.5 billion will enable 
RFM to meet its debt obligations totaling Php2.269 billion over the next 2 years.  Cover for 
maintenance capex and interest payments is more than adequate at close to 3.0x.  Working 
capital ratios at close to 1.0x remain manageable. 

Medium-term (beyond 2 years): So far, RFM has not availed of new long-term debt following 
the private equity placement it conducted in 2013.  Assuming no major capital investments that 
would warrant additional debt, we estimate that the company can repay all of its existing debt 
by 2018. 

Analyst Attributed Estimates
Internal 2015F 2016F 2017F

Net Inc. (Php’mn) 950 1,071 1,147

ROE % 10.16 10.56 10.43

EPS 0.28 0.31 0.34

BV / Sh 2.85 3.09 3.35

Div / Sh 0.061 0.069 0.078

Div Yd % 1.40% 1.59% 1.79%

P/E (x) 15.67 13.90 12.98

P/B (x) 1.53 1.41 1.30

Source: BDO Private Bank Research

Overall, RFM merited a strong medium-
term credit rating of “A-*”, supported by: (i) 
strong operating cash flows of over Php1.5 
billion annually, which can support average 
annual capex of under Php1 billion; (ii) 
substantial interest and dividend cover of 
over 6x; (iii) conservative leverage with a D/E 
(debt-to-equity) ratio of under 15%; and (iv) 
manageable debt payment schedule.

As of end-2014, the company’s debt are all 
peso-denominated (zero foreign exchange risk 
on borrowings) and at floating rates.  Despite 
the heavy exposure to interest rate risk, a 100 
basis points change in interest rates will impact 
interest expense by less than Php4 million only 
(0.8% of net income).

*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.

Major Shareholders
Holders* % Stake

Triple Eight Holdings, Inc.* 19.10

Horizons Realty, Inc.* 14.57

BJS Development Corporation* 7.43

Matthews International Capital 2.71

Columbia Wanger Asset Mgmt 1.61

Wasatch Advisors Incorporated 1.33

Schroder Investment Mgmt Ltd 0.83

Grandeur Peak Global Adv LL 0.72

Dimensional Fund Advisors LP 0.43

Others 51.27

Total 100.00

Source: Bloomberg
*  majority-owned/controlled by Concepcion family

Debt Capacity Chart (Php millions)
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EQUITY RESEARCH
Equity Valuation

Comparative Valuation
Market Cap 

(Php bn)
Price 
(Php)

2015 
P/B (x)

2015 
P/E (x)

2015 
ROE (%)

Div Yd 
(%)

Float  
(%)

URC 392.67 180.00 6.51 28.83 23.15 1.78 43.52

DNL 67.64 18.94 6.00 27.81 22.83 1.38 32.77
CNPF 41.23 18.48 4.97 21.92 26.57 1.30 21.29
PF 29.58 177.50 1.32 8.55 17.90 2.68 14.58
RFM 15.26 4.36 n.a. 16.15 10.20 1.61 58.36

Source: Bloomberg; Note: PF –San Miguel Pure Foods; CNPF – Century Pacific Food; DNL – D&L 
Industries; RFM – RFM Corp.

u	Premium valuation is justified... URC’s current market price of Php180 per share 
translates to steep P/E and P/B multiples of 29x and 6.5x respectively, much higher than 
its P/E and P/B averages of 26x and 4.7x over the past 4 years. URC’s price premium 
compared to peers is supported by its large capitalization, ample market liquidity (w/ free 
float of 43.5%) and robust ROE.

u	... on ASEAN expansion prospects. URC’s share price may have also priced in the 
prospective income contributions of new markets presented by the addition of the Calbee, 
Danone and Griffin’s brands in its business portfolio. Company chief executive Lance Y. 
Gokongwei however, cautioned that these new ventures will still take time to develop and 
will probably achieve profitability by 2018. Nonetheless, for the first 6 months of its fiscal 
year ending September 2015, the company posted a 26% hike in operating income to 
Php8.9 billion, driven mostly by its solid Branded Consumer Food (BCF) segment that saw 
revenues expand by 23% and margins improve to 15.6% from 14% in the same period last 
year. Note that URC derives most (75%-80%) of its earnings from the BCF segment.

Operating Income by Segment:
Php millions 2013 2014 % chg 6M’14 6M’15 % chg

Branded Consumer Food 7,487 11,098 48% 5,296 7,236 37%
Agro-Industrial 657 1,067 62% 517 509 -1%
Commodity Food 3,119 3,092 -1% 1,715 1,778 4%
Corporate Business (983) (1,138) 16% (519) (672) 29%
Total EBIT 10,279 14,119 37% 7,009 8,851 26%

EBIT Margins 12.7% 15.3% 15.3% 15.9%
Branded Consumer Food 11.4% 14.4% 14.0% 15.6%
Agro-Industrial 8.9% 13.0% 12.6% 11.5%
Commodity Food 38.0% 44.6% 45.0% 37.0%
Earnings Mix      
Branded Consumer Food 72.8% 78.6% 75.6% 81.8%
Commodity Food 30.3% 21.9%  24.5% 20.1%  
Source: URC

Our View and Recommendation: 
Short-term (less than 2 years): URC’s share price has corrected to Php180 (from its 2014 
close of Php196), and may be a good entry point for prospective investors wanting exposure 
to the local food consumer market. The stock may hit our target price of Php212.74 (based on 
valuations of 32x P/E and 7x P/B) for a possible price upside of 8.54% in the next 12 months, 
on the premise that revenue growth is sustained at 20% with the support of election-related 
spending and EBIT margins stays above 14%. As such, URC will likely outpace the PSEi’s 
expected return of 5%-6% during the same period. Outperform.*

Medium-term (beyond 2 years): Assuming a steady EPS growth of 15% year on year, URC 
may be valued at Php258 by 2017 using the same valuation benchmarks of 32x P/E and 7x 
P/B. This translates to double-digit annualized price appreciation of 15.5%. Hence, URC 
will probably continue outperforming against most stocks in the PSEi, especially as its new 
international brands start posting considerable earnings for the company. Outperform.*

Company Background
Universal Robina Corporation (URC) is one of the 
largest branded food product companies in the 
Philippines and earned the distinction of becoming 
the country’s first Philippine multinational with 
a growing presence in other Asian markets 
(i.e. Vietnam, Thailand, Indonesia, Malaysia / 
Singapore, China / Hong Kong). Its international 
operations contribute about 29% of the company’s 
total revenues for the current fiscal year.

The Company is involved in a wide range 
of food-related businesses, including the 
manufacture and distribution of branded 
consumer foods, production of hogs and day-
old chicks, manufacture of animal and fish feeds, 
glucose and veterinary compounds, flour milling, 
and sugar milling and refining. The Company is 
a dominant player with leading market shares 
in savory snacks, candies and chocolates, and 
is a significant player in biscuits, with leading 
positions in cookies and pretzels. URC is also 
the largest player in the RTD (ready-to-drink) tea 
and cup noodles markets, as well as 2nd in the 
coffee business.

Share Data
PSEi Code URC
Rating Outperform
52-wk range (Php) 150.50-234.00

Current Price (Php) 180.00

Target Price (Php) 212.74

Price Upside (%) 8.54%

Dividend Yield (%) 1.72%

Total Return (%) 10.26%

Price Performance

URC         PCOMP  

Source: Bloomberg

Review of Share Price Performance
URC peaked at Php234 last April following 
a string of announced tie-ups with major 
international brands and steady quarterly 
earnings results. The stock however, has since 
slid to Php180, tracking the pull back by the 
local stock market on concerns of: 1) relatively 
high valuations by the PSEi compared to other 
regional markets; 2) the advent of rising interest 
rates, which will increase the discount factor for 
equities; 3) repercussions of a potential debt 
default by Greece; and 4) how ASEAN countries 
may be affected or hurt by a decelerating 
Chinese economy. Market players may have 
also been discouraged by the Philippine’s 
disappointing first quarter GDP of 5.2%, and 
further economic headwinds in the form of 
infrastructure bottlenecks (i.e. port congestion) 
and a possible lingering dry spell or El Nino 
weather phenomenon.

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

2012 2013 2014 2015F 2016F 2017F

Cash 5,346 12,033 10,076 10,624 9,201 9,639

Receivables - net 23,071 8,958 9,817 15,351 21,449 28,717

Total Assets 70,095 66,545 77,922 115,105 126,688 141,061

Current Liabilities 20,068 14,719 21,168 26,200 29,101 33,055

Long Term Liabilities 3,663 996 727 25,827 26,115 26,551

Total Liabilities 23,731 15,715 21,895 52,027 55,216 59,606

Total Equity 46,365 50,830 56,027 63,079 71,472 81,455

Short-term Debt 8,589 1,945 4,328 5,912 5,729 5,376

Long-term Debt 2,990 0 0 24,380 24,380 24,380

Total Debt 11,579 1,946 4,328 30,293 30,110 29,756

Debt to Equity (%) 25.0% 3.8% 7.7% 48.0% 42.1% 36.5%

Net Debt to Equity (%) 13.4% -19.8% -10.3% 31.2% 29.3% 24.7%

Debt to Assets (%) 16.5% 2.9% 5.6% 26.3% 23.8% 21.1%

Net Interest Expense -413 -462 -107 755 1,501 1,476

EBITDA 10,546 13,696 17,968 23,449 26,970 31,154

EBITDA % Increase 5.5% 29.9% 31.2% 30.5% 15.0% 15.5%

Source: URC; F – BDO Private Bank Research

u	Low leverage despite Php24B in new borrowings... URC tapped a 5-year term loan 
facility amounting to NZ$742 million (Php24.4 billion) to finance the acquisition of New 
Zealand Snack Food Holdings Ltd. (NZFHL) -- the holding company of Griffin’s Foods Ltd., 
which is New Zealand’s no. 1 snack food maker with market presence in 20 countries. 
Despite this added debt however, URC still has a low leverage position with an estimated 
D/E ratio of 49% this year as the company came from a zero long-term debt balance last 
year.

u	…as URC ventures into new markets. Aside from its purchase of Griffin’s, URC has also 
formed 2 new joint ventures with Japan’s largest snack firm Calbee and French beverage 
maker Danone, which will help build up a premium product portfolio that will cater to the 
rising middle class population of the ASEAN region. The development costs of these new 
segments however, are expected to result in losses for the JVs during the initial years, with 
profitability probably achieved by the year 2018.

Our View and Recommendation:
Robust operating cash flows... Meanwhile, URC’s existing line-up of branded and non-
branded food products are projected to continue driving its operating cash flow or EBITDA 
(earnings before interest, taxes, depreciation and amortization) higher by strong double-digit 
rates on the back of the country’s buoyant consumer market. Forecasted EBITDA flows of 
Php23 billion to Php27 billion provide ample liquidity with healthy interest and dividend cover 
ratios of 3.3x on average. URC has a dividend policy of paying out at least 50% of its in prior 
year’s income.    

…and conservative leverage profile.  The company also has a conservative leverage 
profile with an estimated D/E of only 48% by yearend. Hence, URC still has ample capacity to 
take on additional debt if required as the company remains open and keen on expanding its 
international presence either through acquisitions or strategic partnerships.

Overall, URC retained an investment-grade 
BBB* rating. Credit is supported by its: 1) strong 
earnings outlook with hefty EBITDA flows 
growing from Php23 billion to Php31 billion in the 
next 3 years; 2) adequate liquidity with working 
capital ratios of 1.1x on average; and 3) 
conservative leverage position with D/E ratios 
below 50%. Nevertheless, the company has to 
manage risks of: 1) volatile commodity costs and 
fluctuating foreign exchange rates for its import 
requirements; and 2) a rising interest rate 
environment since its borrowings are subject to 
floating interest rates. A 50bps increase in 
benchmark rates for its long-term debt for 
example, would translate to Php122 million in 
additional interest cost, and shave about 1% of 
its estimated income for 2015.

*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 2015E 2016E 2017E

Net Inc. (Php’mn) 13,517 15,139 17,426 

ROE % 21.6% 21.4% 21.6%

Div / Sh 3.00 3.10 3.47 

Div Yd % 1.67% 1.72% 1.93%

BV / Sh 28.85 32.66 37.20 

EPS 6.20 6.94 7.99 

P/B (x) 6.24 5.51 4.84 

P/E (x) 29.05 25.94 22.53 

Source: BDO Private Bank Research

Major Shareholders
% of total

JG Summit Holdings 55.71

Fidelity International 1.22

Vanguard Group Inc 1.21

T Row Price Associates 1.00

Blackrock 0.98

Gokongwei Jr John L 0.65

William Blair & Company LLC 0.58

Dimensional Fund Advisors LP 0.54

Ameriprise Fin Group 0.48

Bank of New York Mellon Corp 0.41

Others 37.22

Total 100.00

Source: Bloomberg
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The el niño effect
By Roxanne Marie Felice S.C. Olanday

According to the United Nations’ Food & Agriculture Organization (FAO), 
the El Niño phenomenon that currently plagues the globe may extend 
until the end of the year. In the same way, Australia’s Bureau of 
Meteorology (BOM) does not expect it to fade until early next year. Even 
locally, the Philippine Atmospheric, Geophysical and Astronomical 
Services Administration (PAGASA) agrees with this stretch.

It was early in May when Australia’s BOM declared that there were signs 
of the El Niño returning for the first time in five years. PAGASA describes 
this weather phenomenon as uncharacteristically warm ocean surface 
temperature in the Pacific waters. Its name means “The Little Boy” or 
“Christ Child” in Spanish, as it was initially observed in the 15th century 
by fishermen off the coast of South America, around December, when 
the event tends to occur. It has been observed to recur every two to 
seven years.

Oftentimes a La Niña — “Little Girl” in Spanish— has been observed to 
succeed an El Niño. The La Niña represents uncommon cool ocean 
surface temperatures in the central and eastern tropical Pacific. The El 
Niño and La Niña are sometimes referred to as the respective hot and 
cold phases of the El Niño-Southern Oscillation (ENSO) cycle. While both 
events are seen to take place between three to five years, the warmer 
phase is more frequently felt.

Based on studies by the U.S. National Oceanic and Atmospheric 
Administration (NOAA), typical El Niño episodes could go for as long as 
nine to 12 months or even longer. They generally begin around June to 
August, peak in December and April, and die down from May to July the 
next year. However, the weather pattern seen this year is noted to have 
moved much slower than normal, leading to expectations of it extending 
to 2016.

In the Philippines in particular, PAGASA officials note that the present El 
Niño remains weak but has the potential to strengthen. The agency 
announced that after studying a rainfall assessment from December 2014 
to April 2015, the prevailing El Niño has induced drought to 60% of the 
country. 

The El Niño is said to have moved back the start of the rainy season in 
the country by one to two weeks. The agency expects that for the last five 
months of the year, the country would experience less rainfall than it is 
used to during the rainy season though the number of tropical cyclones is 
not expected to lessen.

The period from July to September is more often than not a ‘lean season’ 
for grains or “palay.” However, a more persistent hot climate brought by 
the El Niño may dissuade farmers from planting rice in the last three 
months of the year. The Department of Agriculture has already noted that 
the economic damage to rice, corn and other high-value crops have 
reached at PhP2.2 billion due to the present El Niño.

The last time an El Niño struck the globe was in 2009. That year, global 
rough-rice output fell 1.88% to approximately 656 million metric tons. 
We can expect agricultural or food output to decline for this year. 

As shown in Figure 2, agricultural output more often than not falls during 
years experiencing El Niño, whether severe or moderate episodes. The 
U.N.’s FAO asserts that a moderate-to-severe El Niño occurrence will 
most likely harm grain produce and drive down world wheat output for 
2015-2016 by as much 1.4% as global crop reserves may dive 4.6% to 
168.2 million tons in 2015-2016. In fact, as a counter to the impending 
reduction in agricultural output, the country’s National Food Authority has 
already approved a quarter of a million tons of additional imports of rice 
from July, and may double the purchases if output significantly declines. 

In light of this, a reduced supply in the commodities market would raise 
prices of food crops as demand remains the same. Furthermore, the El 
Niño draws concerns to water reservoirs, especially after water levels at 
the Angat dam fell below 179.22 meters over the last month. This is lower 
than the minimum operational level of 180 meters. Though not 
considered critical, particularly since the rainy season is expected soon, 
1,310 millimeters of rain is needed for water levels to return to optimal 
levels of approximately 212 meters. However, should the dry spell linger, 
and even grow stronger-than-expected, then lower water levels would 
also cripple the operations of hydropower plants in the country. 
Hydropower plants comprise about 42% of Mindanao’s installed capacity, 
and 1% of Visaya’s power supply. The reduced supply from cheaper 
electricity will also result in higher prices for manufactured goods and 
raise inflation.

Figure 2: The Philippines During El Niño Years

Source: Bloomberg, NSCB

As can be seen in Figure 2, inflation typically rose on El Niño periods. 
Higher inflation would persuade monetary authorities to hike up interest 
rates to counter rising prices (inflation), as is the case with our very own 
Bangko Sentral ng Pilipinas considering all factors that may drive it to 
tighten monetary policy, similar to the U.S. Federal Reserve’s highly 
anticipated hiking of interest rates later in the year. Hence, local interest 
rates can be expected to bottom out this year and continue to rise in the 
next. For the business environment however, high interest rates would 
keep investors at bay as the cost of business becomes more expensive, 
while higher inflation normally results in higher input costs that could hurt 
margins. As such, the El Nino phenomenon has the overall effect of 
depressing economic growth for the affected country.
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Table 1: Provinces in the Philippines Affected by Drought or Dry Spell as of May 2015

REGION DROUGHT DRYSPELL

Luzon Abra, Apayao Mountain Province, Ilocos Norte, Ilocos Sur, La Union, Bataan, 
Pampanga, Cavite, Palawan and Masbate Abra

Bulacan, Nueva Ecija, Batangas, Quezon, Romblon, Albay 
and Sorsogon

Visayas Bohol, Negros Oriental, Siquijor, Biliran, Leyte, Western Samar and Southern Capiz, Guimaras, Iloilo, Cebu and Eastern Samar

Mindanao Ilocos Norte Zamboanga del Norte, Camiguin, Lanao del Norte, Misamis 
Occidental, South Cotabato, Sarangani, Agusan del Norte, Surigao del Norte, 
Basilan, Lanao del Sur, Sulu and Tawi-tawi

Compostela Valley, Agusan del Sur, Surigao del Sur and 
Maguindanao

Source: PAGASA


