
Investment idea.
We have a HOLD recommendation for Megawide Construction Corporation (MWIDE PM), target price of 
Php17.7/sh, 13.2% lower than our previous target due to the following reasons. 

(1) Philippine interest rates have risen and we now have a higher risk-free rate, 6.0% from 4.75% previously. 

(2) Negative cashflow impact of  Mactan Cebu International Airport’s (MCIA) depreciation method (D&A) 
switch from straight-line to passenger-driven units of production. The impact is lower D&A charges and 
consequently, 20%/13.7%/11.4% lower EBITDA in 2018/19/20 than previously estimated; 

(3) Lower fixed Php12bn yearly order book growth assumption from percentage of order book a year before; 
realistic and in line with management guidance. 

Mitigating factors are as follows: 

(1) Increased international passenger fee (PSC) from Php750 to Php850, flat domestic passenger fee, and 
increase in MWIDE share in both fees to 52% and 74%, respectively, from 51% and 62%, per concession agree-
ment; 

(2) 23% higher office leasing rate in Paranaque Integrated Terminal Exchange (PITX).

Earnings (attributable to common equity) this year will drop by 5% to Php1.4bn from Php1.5bn, slightly bet-
ter than the company’s guidance of a 10% drop to Php1.35bn. We are more sanguine due to our inclusion of 
airport merchandising income of Php89mn. 

Next year, net income will be further down by 27% to Php1.04bn due to the abovementioned D&A charges 
and interest expenses, altogether amounting to ~Php2.5-2.6bn of the MCIA Terminal 2 expansion. This is de-
spite a robust 2019 outlook in passenger growth (+13% vs long-run CAGR of 9%) and aircraft (+13%). MWIDE’s 
Php4bn preferred shares with coupon of 7.025% means a deduction of dividends of Php281mn.

MWIDE’s valuation is lofty. Our 2019E income (attributable to common equity) estimate implies a forward 
P/E of 35.4x and an EV/EBITDA of 10.6x, both a premium to peers. The 2019E P/E of 18.6x is above the 
conglomerate average of 16.0x, infrastructure-centered conglos (MPI, DMC, etc) average of 10.0x, and 
construction company average of 9.5x. It is already at a consensus 2019E EV/EBITDA of 9.5x, higher than 
MPI’s 8.0x, DMC’s 4.0x, and EEI’s 8.0x. Even its airport operations is trading at a premium 2019E EV/EBITDA 
25.5x compared to the regional average of 16x. 

Unsolicited MCIA project win needed for full potential.
Growth prospects are good. The unsolicited Php208bn MCIA expansion project up for NEDA’s approval (ex-
pected before year-end) shows MWIDE’s full potential. If approved, the project will be up for Swiss chal-
lenge since MWIDE has original proponent status. The upside: MWIDE could eventually take the entire 
portion of PSCs. The contract win will raise our 2019/20 consolidated earnings by 57.4%/57.6%, EBITDA by 
21%/19.3%, and valuation by 35% to Php23.9/sh (from the PSC increase alone).

Table 7 shows MWIDE’s Php70bn required funding (over a ten-year period, assuming 30% equity and 50% 
equity share in the NAIA rehabilitation), almost twice the market cap. Its 260mn treasury shares (~12% of 
outstanding) creates a funding vehicle. Forward 2019E P/E multiple would stay at 25x. However, we are 
cautious not to factor in yet the full impact of the airport expansion on our valuation.  

We derive our price target using a DCF-based sum-of-the-parts methodology (see Table 4): 
1) for MCIA, we assumed an after-tax cost of debt of 4.6%, a cost of equity of 11.3%, and a debt:equity split 
of 60%:40% which implied a WACC of 7.3%, valued until the end of the concession at 2039. We calculated a 
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Table 1. Stock data

Source: Bloomberg
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Table 2. Forecast Summary

Price (Php) 16.70

Target Price (Php) 17.70

     upside (%) 6.0%

52-wk High-Low (Php) 25.0-14.9

Outstanding shares (mn) 2,139

Market Cap (Php bn) 37.2

2018E P/E (x) 25.0

2018E EPS 0.7

2018E ROE 10.3%

2018E Div yield %* 0.2%

2016 2017 2018E 2019E 2020E

Construction  15,786  16,713  18,342  19,268  15,608 

Airport*  1,872  2,446  3,165  3,905  4,706 

PITX 182 759 792

Total Revenues  17,658  19,159  21,688  23,932  21,105 

Gross profit  3,871  4,614  4,935  5,193  5,328 

Operating 
Income

 2,779  3,423  3,489  3,512  3,637 

Pre-tax income  2,368  2,827  2,583  1,856  1,918 

Net Income  1,920  2,248  1,967  1,267  1,401 

Minority  361  467  265 -52  110 

Pref. dividends  281  281 281 281 281

NIAT to 
Common Eqty

 1,278  1,500  1,421  1,038  1,010 

      % growth 17% -5% -27% -3%

P/E  28.8  24.5  25.9  35.4  36.4 

EPS  0.60  0.70  0.66  0.49  0.47 

Div yield % 10% 0.22% 0.22% 0.21%

EV/EBITDA 16.49  14.86  12.92  10.64  10.29 
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terminal value with a growth rate of 2%, half of the estimated free cashflow CAGR by the 
end of the concession period.

2) for the construction business, we assumed an after-tax cost of debt of 4%, a cost of equity 
of 10.3%, and a debt:equity split of 50%:50% valued until 2029, when we then calculated 
a terminal value using a growth rate of 2% and a WACC of 7.2%. The resulting target price 
implies a 2019E P/E of 10x, which is more in line with peer average.

3) for the PITX, the WACC of 7.0% imputes an after-tax cost of debt of 4.2%, a cost of equity 
of 11.3%, a debt:equity split of 60%:40%. We did not incorporate a terminal value.

Headline 1H18 net income up 10% YoY to Php1.3bn.
MWIDE’s consolidated net income for the first half of 2018 rose by 10% to Php1.26bn as the 
increase in stand-alone of MCIA (+34% to Php739) was offset by the slowdown in the con-
struction business (-25% Php444mn) due to delayed timing of new projects. However, after 
minorities, income attributable to equity holders was flat at Php928mn, 73% of our full-year 
estimate,68% of management guidance, and 57% of consensus. 

The construction business added Php14.2bn worth of contracts in the first half, 59% of its 
full-year target of Php24bn and brought its order book total to Php40bn. Management noted 
that the lower revenue recognition was due to the timing of its projects, which led to 11% 
lower revenue recognized in the first half to Php7.4bn, just 40% of its full-year forecast. 
Residential contracts made up 58% of the order book, down from 73% in the previous year, 
as office/commercial and infra projects increased to 28% and 14%, respectively, from 21% 
and 6%.

The airport segment’s revenues rose by 14% on the back of a 12% increase in passenger vol-
ume (17% international, 10% domestic) and 13% increase in air traffic volume (12% domestic, 
15% international). Airport merchandising revenues more than quadrupled to Php273mn and 
contributed Php79mn to bottomline, already higher than its full-year income last year of 
Php71mn.

Cebu airport poised for full swing.
MCIA’s terminal 2 started commercial operations last July which will increase the airport’s 
capacity from 4.5mn to 12.5mn and leasable space from 2,800sqm to 5,800sqm. The facility 
is already expected to serve 11.3mn passengers this year and can easily surpass its capacity 
next year. The expansion will allow MWIDE to ramp up its non-aero revenues as leasable 
space more than doubles in size and as passenger spending is expected to increase. Aver-
age spending steadily increased from $2 when MWIDE took over the airport to $8 in 2017. 
Management expects spending to eventually move closer to similar airports in the region, 
like Thailand, which has an average spending of $20.

The target is a 50:50 revenue split between non-aero and aero (including passenger service 
charge) with no specific timeline. Non-aero revenues is currently 32% of consolidated rev-
enues (passenger service charges at 56%, other aero-related services at 12%). Our earnings 
forecast project EBITDA to grow by 20%/42%/20% in 2018/19/20. However, the impact of 
amortization of the concession asset and interest expense will temporarily depress income 
until non-aero revenue grows significantly.

We expect passenger volume to grow significantly in the near- to medium-term partly driven 
by the influx of Chinese tourists and more routes. Management is targeting to double the 
number of international airlines in two to three years’ time from about 20 today. In the past 
semester, 15 new international routes were already added (12 of which to China) on top of 
3 new domestic routes. With the congestion in NAIA unlikely to get resolved any time soon, 
we believe MCIA will be a more reasonable hub for tourists visiting areas outside of Metro 
Manila. We estimate air traffic volume to increase by 11%/13%/10% in 2018/19/20 which 
will lead to passenger volume growth of 14%/17%/11%. In the long-term, we think airline 
and passenger growth will revert to their 10-yr historical CAGR of 10% and 9%, respectively.

MWIDE’s share of PSC is adjusted according to inflation every five years at a maximum of 
10%, while adjustments to the PSC were made for the terminal 2 expansion and again in 
2024 for the capacity augmentation. We incorporated these adjustments to our forecast.

For the non-aero segment, we assumed an occupancy rate of 18% of gross sales. We estimate 

Table 3. 1H2018 Performance

Source: Company data, FMIC estimates

Figure 2. Historical and Projected Aircraft Traffic

Source: Company data, FMIC estimates

Figure 3. Historical and Projected Passenger Volume (in ‘000)

(in Php mn) 1H17 1H18 % change % of estimate

Revenues  9,503  8,958 -6% 41%

Construction  8,296  7,363 -11% 40%

Airport Opns  1,156  1,322 14% 43%

Airport Merch  51  273 435% 53%

Direct Costs  7,181  6,460 -10%

Gross income  2,322  2,498 8% 51%

OPEX  (600)  (583) -3%

Operating income  1,721  1,915 11% 56%

Other Income (Exp)  (297)  (351) 18%

Pre-tax income  1,424  1,564 10% 62%

Tax expense  273  301 10%

Net Income  1,152  1,263 10% 66%

Minority  225  335 49%

Preferred Divs  141  141 0%

NIAT attributable to 
common equity

 787  788 0% 57%
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spending to steadily increase from $8 to $9 this year, $10 in 2019, $11 in 2020, and eventually 
top out to $15 by 2024. We think this more gradual increase is reasonable given that NAIA’s 
current average spend is not so far off at $10-$12.

Steady construction business.
MWIDE’s construction business has long been known for its cost-effective EPC proposals, es-
pecially in the residential and office sectors given its pre-cast facility, which will make the 
company attractive to developers in these spaces. MWIDE has also shown that they can do the 
same for infrastructure projects as their bids so far are priced lower than either the govern-
ment’s own initial estimates or against competitors: its latest win of the Clark International Air-
port’s terminal expansion was initially pegged at Php9.4bn versus the government’s Php15.4bn 
estimate. The unsolicited NAIA rehabilitation plan of the 7-company consortium was initially 
pegged at Php350bn for a concession of 35 years versus MWIDE’s Php156bn for 18 years. The 
former’s proposal was eventually cut down to Php105bn for 15 years and was granted OPS. The 
project is now up for a Swiss challenge. The macroeconomic environment also offers a sup-
portive backdrop for the business: an estimated Php7.7tn worth of infrastructure projects are 
slated between 2017-22, ~60% of which are transport-related.

Furthermore, the past year saw more take-ups and fewer launches in the residential segment 
(see Figure 5), draining out inventories to an average of 12 months from highs of 20+ months. 
As inventory levels fall, we expect launches to pick up again. 

On the other hand, there is a possible slowdown in supply of office spaces despite robust 
demand. Colliers recorded a net take up of 641,000sqm, already higher than the entire 2017 
figure of 638,000sqm, with another 413,000sqm in the second half, for a total of 1.06mn sqm 
for the entire year. However, supply for the year slightly edges it out at an estimated 1.1mn 
sqm. From 2019-2021, Colliers expects net absorption of about 740,000sqm annually versus an 
estimated annual addition of 820,000sqm in the same period. Consequently, vacancy rates is 
seen to increase from 5% to 6% by 2021 (see Figure 6).

We estimate 24bn worth of new contracts this year as guided by management and 12bn an-
nually in the years thereafter. We also assumed an annual completion rate of 51%, which we 
think is conservative given that MWIDE has achieved 63% before. Infrastructure projects por-
tion of the order book is also expected to gradually increase from 15% in 2018 to 20% in 2020, 
while the residential sector portion will taper to 65%-63%. We do note that the Php9.4bn Clark 
International Project has different payment terms than MWIDE’s usual EPC contract, which may 
have cashflow effect. Payment is made upon completion of: (1) new building terminal shell, (2) 
landside facilities, and (3) the remainder.

We also note that MWIDE recently came into a settlement with its dispute with Filinvest Land 
(FLI) regarding a possible write-down of Php800mn worth of receivables. Both parties have 
come to an agreement, though the amount of the settlement was not disclosed. Our forecast 
did not take this write-down into account as management has indicated that it will not be 
incurring losses under the agreement.

PITX is small but further cements MWIDE as an infra conglomerate.
PITX’s terminal is set to open sometime in September, while its first office building is expected 
in the fourth quarter. MWIDE will not receive revenues from the transport terminal itself but 
will instead receive an operator’s fee of Php100mn annually from the government throughout 
the concession period. Furthermore, management said that that its office spaces are already 
close to being fully occupied (mostly to POGOs). 

In our forecast, we assumed a base monthly rental rate of Php800/sqm in 2018 (rate as of 2Q18, 
Colliers Research), and an annual growth rate of 5%. We then assumed an EBITDA margin of 
60% (versus management guidance of 61%-65%) throughout the concession period. We did not 
include yet the retail space, which is a potential upside. Despite PITX being small (6% of NAV), 
we think it further cements MWIDE as a credible infrastructure company.

Highlighting risks.
We note the following risks to MWIDE’s share price:
(1) Stronger passenger volume growth: a 5% higher (lower) increase in passenger volume next 
year raises (lowers) our 2019E consolidated income estimate by 3%.
(2) A +/- $1 dollar increase (decrease) in average passenger spending in 2019E raises (lowers) 
our 2019E income by 2%.
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Figure 5. Residential Sector Launches and Takeup
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Figure 6. Office Sector Supply and Takeup
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(3) A Php1bn increase (decrease) in estimated new contracts this year raises (lowers) 
2019E consolidated income by approximately 3.7%. However, we do note that it still de-
pends on the timing of the contact.
(4) Potential wins of the Clark International Airport operations and maintenance and PNR 
East- West Railway construction and concession (unsolicited proposal), both of which we 
think could immediately be earnings accretive and add Php0.2/sh (+1.1%) and Php0.9/
sh (from construction alone, +Php2/sh or 10.4% of target price including the concession) 
to our target price. Meanwhile, its unsolicited proposal to expand MCIA even further for 
Php208bn is estimated to add Php6/sh (+34.6%) to its NAV and extend MWIDE’s concession 
until 2064, but the expansion itself is still very far off. Estimates were calculated using 
project IRRs of 10%-12%, 70% debt financing, and WACC of 7.3%.

Downside risks include execution, regulatory, and adverse macroeconomic conditions. We 
also highlight the competitive risks the company is now facing as bigger conglomerates 
are coming in droves to join the infrastructure foray, notably Metro Pacific (MPI PM), San 
Miguel (SMC), and Ayala Corp (AC) have more experience building and running infrastruc-
ture concessions, though MWIDE is the only experienced airport operator. 

Table 4. Valuation Method Summary

% 
stake

Equity 
value

Attributable 
Equity value /sh % of 

NAV

Construction 100%  12,839  12,839  6.0 34% DCF until 2029 + 
terminal value; 
WACC=7.5%, g=2%

MCIA 60%  44,516  26,710  12.5 70% DCF until 2039 + 
terminal value;
WACC=7.3%, g=2%

PITX 100%  2,372  2,372  1.1 6% DCF until 2050;
WACC=7.0%

Pref shares 
(Less)

(4,000)  (1.9)

Net Asset Value  17.7 

Source: Company data, FMIC estimates

Table 7. Prospective Projects

Structure Project type
Concession 

period 
(yrs)

Implementing 
agency

Project cost 
(Php bn)

% stake 
in 

equity

est. equity 
% project 

cost

Possible 
funding 
needed

Status estimated NAV/sh
accretion

Clark 
International 
Airport

Hybrid PPP O&M 25 DOT/BCDA 5.16 50% 30%  0.77 MWIDE has EPC contract; Bid 
submission: Sept 2., 2018

+0.2 (1.1%)

PNR East-West 
Rail

Unsolicited EPC/O&M 30 PNR 53 60% 30%  9.54 On-going evaluation +2.9 (15.5%)

MCIA Expansion Unsolicited EPC/O&M 25 DOT 208 60% 30%  37.44 MWIDE has OPS; awaiting 
NEDA approval

+6.0 (34.6%)

NAIA 
Rehabilitation

Unsolicited EPC/O&M 18 DOT 150 50% 30%  22.50 NAIA Consortium has OPS; 
project up for Swiss 

challenge

Total 416.16  70.25 +9.1/sh to  Php26.8/sh

Source: Company data, FMIC estimates

Table 5. Key Assumptions

2016 2017 2018E 2019E 2020E

AIRPORT

Air traffic  72,600  86,600  96,325  109,109  119,633 

% growth 12% 19% 11% 13% 10%

Passenger traffic 
(in' 000)  8,900  9,900  11,045  12,477  13,876 

% growth 13% 11% 12% 13% 11%

Passenger spending 
(in $/person) 6 8 9 10 11

% growth 50% 33% 13% 11% 10%

CONSTRUCTION

Order Book (in Php mn)  38,490  32,600  38,258  30,990  27,382 

New Contracts  12,730  10,820  24,000  12,000  12,000 

completion rate 43% 48% 51% 51% 51%

INTEGRATED TRANSPORT

Office leasing rate/sqm 800 840 882

Source: Company data, FMIC estimates
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Table 6. Peer Comparison

2018E 
P/E

2018E EV/
EBITDA

2018E 
Div Yld (%)

ROE
(%)

Ne Debt/
EBITDA

Net 
D/E

MWIDE PM Equity  25.09  12.9  0.2  10.4  5.1  113.0 

Construction avg  14.3  6.6  2.1  9.8  1.9  248.3 

Airport avg  19.8  11.5  3.6  24.8  2.1  267.4 

Infrastructure avg  14.6  10.5  2.7  10.0  4.2  70.0 

Source: Bloomberg, FMIC estimates


