
Tough financing balancing act, but tariff resolution could finally close valuation gap.
A resolution is finally in sight with Metro Pacific’s (MPI) regulatory issues with the partial approval of NLEX’s tariff 
catch-up and Maynilad’s rate rebasing (see Table 3 for the amount and full schedule). There are still pending in-
creases for missed tariff adjustments for SCTEX (2011), CAVITEX (2013, 2014, 2017), and two more years for NLEX 
(2016, 2018), but there is a case for optimism given the tentative schedule for the increases (see Table 4) from the 
management’s discussions with the regulator. We believe that a complete resolution could: (1) abate MPI’s need to 
borrow for its projects. MPI earmarked around Php48bn for investment allocations across its businesses; (2) soften 
the blow of higher financing costs to bottomline; and (3) narrow the discount to MPI’s net asset value (NAV) which 
is currently at 60% due to regulatory overhang.

This year’s tariff hikes and other pending increases may not immediately reflect on the bottomline. MPI drew down 
Php21.4bn in 2018 which we estimate will cost them Php1.2bn annually in interest expense. Management indicated 
that it will also either draw down another Php16bn this year from existing credit lines or sell down its hospital busi-
ness for Php20bn. We think the latter is likelier to happen given MPI’s loan drawdown in 2018 and potential increase 
in cashflow from pending rate increases. We forecast flat earnings this year and the next at Php15bn, but we expect 
EBITDA to grow at a CAGR of 10% until 2022. Buy for long-term core holdings.

First quarter core income flat at Php3.7bn.
Core income for the first quarter of 2019 was flat at Php3.7bn, in-line with our forecast (25%) and consensus esti-
mates (26% of Php14.5bn). Robust earnings contribution growth from its power (+10%) and water (+12%) businesses 
were offset by higher parent interest (+42%) and head office expenses (+31%) (see Table 7 for complete breakdown). 
Strong topline growth in toll roads (+18%) were offset by higher financing costs in its regional investments and other 
non-cash expenses. MPI’s headline net income fell by 7% to Php3.5bn behind refinancing and share issuance costs, 
project expenses, and a weaker peso.

Strong traffic growth offset by interest expenses, non-cash expenses.
Traffic growth continued to be strong in NLEX (+6%), SCTEX (+15%), and CAVITEX (+9%) while traffic in regional 
tollroads fell slightly by 6% due to ongoing construction. Higher financing charges and non-cash expenses from the 
regional businesses further dragged core earnings, which rose by just 1% to Php1.1bn, in line (24%) with our fore-
cast. Recall that MPI raised its stake in PT Nusantara last September 2018 from 48% to 75%.

A tariff increase of Php11.05 (pre-VAT) was approved last March 20 for NLEX and the impact should be visible in 
the 2Q19 results. The increase covered the Harbour Link opening and a tariff catch-up from two (2012 and 2014) 
out of the four period adjustments missed. MPI is awaiting approval and implementation of missed tariff hikes, 
while foregone revenues during the missed periods could be settled through concession extensions. Management is 
optimistic with the resolution of the remaining tariff hikes and expects to resume negotiations after elections to 
avoid arbitration in June. 

Water grows steady amid supply disruption.
Maynilad’s core income grew by 12% to Php1.8bn, in line (24%) with our forecast, driven by 2% volume growth (to 
129MCM), a tad slower than 3% expected, and tariff increases of +2.7% (rate rebasing last October 2018) and +5.7% 
(inflation adjustment last January 2019, see Table 5). Average non-revenue water for the period fell to 28% from 
32.5% in the same period last year. Management explained that the supply disruption experienced by 12% of its 
customers last April 30 was due to a higher-than-expected proliferation of algae in Laguna Lake exacerbated by 
extremely hot temperatures. To remedy this, the Putatan Plant (2505MLD) was de-rated to 50MLD but is now back 
to 125MLD and will be in full capacity by May 14. Management believes it will not incur penalties similar to Manila 
Water given the brevity of the incident.

Hospital business will not go public but will still be sold down.
Hospital income grew by 28% to Php744mn amid the outbreak of measles and flu in the first quarter. Management 
indicated that it no longer plants to IPO its hospital business but still expects to sell down within the year for fund-
ing. Recall that MPI expected to raise at least Php20bn through selling down its 60% stake in its hospital business 
which we value at Php40bn.

MER makes up for GBPC’s shortfall.
MER’s standalone core income rose by 14% to Php5.6bn, in-line with consensus (26%) and our own estimate (24%), 
with flat sales volume (+2.3%) and EBITDA (+1.6%) growth being boosted mainly by reversal of provisions. Global  
Business Power Corp’s (GBPC) core income, on the other hand, fell by 44% to Php398mn due to a scheduled plant 
maintenance which led to an 8% decline in energy sales (to 1,061GWh) and first time impact of Panay Energy De-
velopment Corp’s (PEDC, 150MW, 50% owned) D&A and interest expense (appriox. Php300mn). GBPC’s standalone 
income lagged our forecast at just 18%.

Rail standalone income rose by 35% to Php223mn despite a flattish 1% growth in average ridership due to its income 
tax holiday and advertising income.
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Table 2. Forecast Summary

Price (Php) 4.20

FMIC Target Price (Php) 7.23

Consensus Target Price

52-wk High-Low (Php) 6.91-4.20

Outstanding shares (bn) 31.5

Market Cap (Php bn) 145.6

2019E P/E (x) 9.5

2019E EPS 0.48

2019E ROE 8.6%

2019E Div yield %* 2.7%

2017 2018A 2019E 2020E

Power  9,378  10,823  11,472  11,745 

Tollroads  3,901  4,423  4,531  4,705 

Water  3,733  3,794  4,006  4,732 

Hospitals  685  771  867  970 

Rail  283  394  453  504 

Others  (133)  (642)  (400)  (200)

Total operat-
ing income

 17,847  19,563  20,929  22,455 

Core income  14,104  15,060  15,100  14,939 

 % growth 17% 7% 0% -1%

core EPS 0.45 0.48 0.48 0.47

P/E 15.62  9.7  8.8  8.9 

EV/EBITDA 12.21 10.83 10.1 9.2

Div yield % 1.80% 2.5% 2.7% 2.7%

ROE 9.0% 9.0% 8.5% 7.9%

Net D/E 0.26 0.47 0.50 0.63
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Table 7. 1Q19 Core Earnings Breakdown and Growth

Ownership Attributable 
Value

per 
share

methodology

Toll Roads 
(NLEX, CAVITEX, SCTEX)

 100.0%  75,507  2.40 DCF

        DMT  1,887  0.06 carrying 
cost        CII B&R  3,869  0.12 

        Others  1,375  0.04 

New projects (NLEX-
SLEX Connector, CALAX, 
CCLEX)

 13,758  0.44 DCF

Power (MER, GBPC)  45.5%  185,316  5.88 DCF

        (Beacon debt)  (10,200)  (0.32)

Water  52.8%  51,633  1.64 DCF

Hospitals  60.0%  41,095  1.30 EV/EBITDA

Rail 55%  4,900  0.16 DCF

Others 76%  2,200  0.07 carrying cost

Gross Asset Value  371,341  11.78 

Add: Net Cash/(Debt)  (67,353)  (2.14)

Net Asset Value  303,988  9.65 

Discount (25%)  (75,997)  (2.41)

Target Price  227,991  7.23 

Source: FMIC estimates

Table 8. MPIC Net Asset Value Breakdown

Source: Company data

Cost 
(Php bn)

MPI 
ownership (%)

Length 
(km)

Target 
completion

Status

Road expansion

NLEX Harbour 
Link Phase 2

10.5 75.60% 5.8 2018 Ongoing 
construction

NLEX R10 
Ramp

6.7 75.60% 2.6 2019 Pending toll 
regulatory board 

approval

NLEX Citi Link 8 75.60% 7.5 2024 Ongoing ROW 
acquisition

NLEX Lane 
Widening 
Phase 2

2 75.60% 0 2020 Awaiting notice 
to proceed

CavitEx-C5 
South Link

12.7 100% 7.7 2021 Ongoing construc-
tion of Phase 1

CavitEx 
Segment 4

1.2 100% 1.3 2021 Ongoing ROW 
acquisition

New road and rail projects awarded

Cebu-Cordova 
Link Express-
way (CCLEX)

26.3 100% 8.3 2021 Groundbreaking 
held in March 
2017; ongoing 
construction

Cavite-Laguna 
Expressway 
(CALAx)

16.7 100% 44.6 2021 Groundbreak-
ing held in June 
2017; ongoing 

ROW acquisition

NLEX-SLEX 
Connector 
Road

23.3 75.60% 8 2020 Ongoing ROW 
acquisition; start 
construction in 

4Q18

LRT 1 South 
Extension

48 55% 11.7 2020 Ongoing ROW 
acquisition; start 
construction in 

2018

CII Bridges and 
Roads
(Vietnam)

18.4 45% 61 2019 First 38km 
targeted by 2019; 
remainder under 

development

Table 6. MPI Project Updates  and Proposals
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Table 3. Approved NLEX Tariff Increases
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Table 5. Maynilad’s Approved Rate Rebasing and CPI Adjustment
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