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Philippine Utilities: Earnings Dip
1Q20 Financial Results. Except for Meralco’s earnings gain of 2% to Php5.7bn on the 
back of electricity sales of 5%, Philippine utilities, the so called defensive plays, suffered 
income drops with those in power generation dipping more severely— Aboitiz Power 
Corp.’s -49% to Php2.09bn; Semirara Mining and Power Corp.’s (SCC) -43% to Php1.2bn 
and Manila Water Corp.’s (MWC) -12%. 

Price Performance. MWC, a so-called special situation stock, appeared to have out-
performed the sector, rising 20% from the year’s start. See Figure 1. And that’s due to 
the Administration’s policy shift of late which suggests that an amended water contract 
post expiry year 2022 is imminent, likely achieving two things: (1) redefining the busi-
ness model into a public utility from the current concessionaire and (2) overhauling the 
alleged contract “flaws,” mainly pertaining to tariff rebasing parameters such as post 
or pre-tax guaranteed return and recoverable capex. Also, there seems to be no water 
supply problem with the augmentation of the Cardona plant which is a 100 MLD treat-
ment plant complemented by 45 kilometers of transmission lines plus 61 kilometers of 
distribution lines. AP and SCC slumped due to their weak results, growing earnings risks 
and vulnerabilities to recession.  See Table 1 for year- to-date share gain/loss.  

Outlook and Risks. SCC and AP will continue to battle their weaknesses: slumping spot 
prices in the Wholesale Electricity Spot Market (WESM) and Retail Electricity Supply 
(RES) where both companies are exposed. Energy spot sales volumes have gradually risen 
to a fifth of capacity  for SCC and a third for AP.  Spot prices in WESM averaged lower 
to Php2.50/kwh last March from Php3.50/kwn in the previous month. Also,  there were 
forced outages at AP’s major plants – one unit of Therma South (2x130MW, 100%-owned) 
down since July 2019 and GN Power Mariveles (2x302MW, 70%-owned), down in the 
whole of 1Q20. Dinginin’s deployment (2x668MW, 70%-owned) was further delayed to 
1Q21, (4Q20 previously). Also demand at the largest grid Luzon has fallen 20%-30% due 
to the lockdown to around 7,000MW peak demand. On the other hand, SCC’s coal mining 
business faced four-year lows for coal prices to $49/ton.
 
Forecasts and Recommendations. All these companies will see worse earnings in 2Q20 
as the recession bites. Meralco’s earnings will swing from flat to drop; cashflows will be 
more volatile due to the ECQ-led meter reading delays and deferred payments of the 
March bill in three installments and potential client defaults. Energy sales will contract 
due to the shutdown of industrial and commercial clients. The same goes for AP and 
SCC’s plants, both of which sell to the spot market and retail electricity supply (RES) 
markets, but they will see a slow ramp up of sales volume with the gradual reopening of 
the economy for majority of the regions, except the NCR. On the other hand, unlisted 
AC Energy is in a midst of a corporate restructuring – consolidation of AC’s infrastructure-
related subsidiaries with energy –a move intended to open up opportunities in renewable 
energy, transport and logistics. We predict AP to stage a sharp earnings recovery next 
year by 103%, which is ahead of the outdated consensus forecasts of 28%, the latter 
coming from a conservative flat income forecast this year, which we think will be a 
deeper 68% drop in light of the ECQ and poor 1Q20 results. See Table 4. Remember the 
big base effect of this year’s earnings drop to the recovery we see next year. See Table 
3 of consensus forecast for SCC and MER. Our AP forecast this year and next assumed 
late deployment of the first unit of Dinginin this year and full deployment of the entire 
capacity next year which is predicated on the normalization of the economy to 6% GDP 
growth, uplifting the Luzon grid back to 12,000MW peak demand. See Table 5. A pro-
longed recession is a key risk to our forecast. Recall that the 2019 earnings were likewise 
lower year-on-year by 17% to Php17.3bn. Recommending a buy on AP and Meralco due to 
earnings recovery and deep valuation discounts in Table 2. We’re unable to make a rec-
ommendation on SCC due to some negative surprises (the last one was in October 2019) 
involving regulatory breaches of environmental standards by its coal mining operations. 
This has spooked investors’ sentiment and blurred the income trajectory due to the 
resulting  operations shutdown. This negative element compounds the existing weakness 
of  coal average selling prices. 

Telco Results and Regional Update. As contained in our earlier report, telecom carriers 
such as GLO and TEL both suffered drops in income but mildly though by -4% and -2%, 
respectively, because of ECQ’s disruption of the mobile prepaid segment but growth 
will continue to be led by data – home, corporate and mobile. The outlook for regional 
telco is below. 
 
Regional Telco. Most telco operators in Asia that have released their Q1 results posted 
modest earnings declines as Covid-19 halted economic activities and hurt growth in sub-
scriber acquisition. Profits of China’s top three telco carriers all dipped last quarter, al-
beit at varying degrees, led by China Unicom (-13.9%), China Telecom (-2.2%) and China 
Mobile (-0.8%) as mobile user acquisition struggled amid movement restrictions, albeit it 
was partly offset by surging demand for fixed line broadband as Covid-19 forced people 
to stay and work from home. China’s Ministry of Industry and Information Technology 
reported that telco industry revenue was resilient in Q1, down only by 2.3%. China telco 
operators also racked up 5G subscribers with China Telecom and China Mobile hitting a 
combined 50 million as of Q1 2020 (no data yet from china Unicom), cementing its lead 
among the early 5G launchers such as South Korea (~6 million subscribers) and the US. 
Taiwan posted mixed results with market leader Chungwa earnings down 0.4% as pan-
demic hit the carrier’s enterprise business and international roaming revenues, while 
rival Taiwan Mobile earnings went up 8%, thanks to its booming online retail business.  
Research firm Analysis Mason expects modest contraction in telecom revenues in 2020 
at 3.4% due to global recession from Covid-19 pandemic, but it will be short-lived as 
the industry recovers in  2021 by 0.8% due to pent-up demand in consumer broadband .  
Consumer telco services, which comprised 68% of revenues, is seen to be resilient during 
economic recession and will partially offset business telco decline, driven by  business 
closures and  economic slowdown.   Capex is also expected to rebound quickly in 2021 
as lockdowns  had slowed  capex and opex disbursements this year.

Table 1. Stock Data and Financial Ratios

Source: Bloomberg
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AP   26.3  (23.4)  192,795.4  10.1  146.4  (14.2)  28.1  13.7 

FGEN   18.3  (26.3)  64,042.9  4.8  49.4  (4.3)  4.4  16.1 

ACEPH   2.3  1.8  17,043.6  13.6  26.6  375.9  12.5  (6.3)

SCC   11.9  (46.8)  49,731.4  5.7  33.5  (17.3)  17.1  30.9 

MWC   12.5  20.7  25,810.5  5.0  101.4  (1.8)  16.5  9.6 

MER   264.0  (12.9)  304,316.7  13.8  (35.3)  (6.3)  3.3  28.0 

Table 2. Valuation

EV/EBITDA P/E

Current 5-Year Ave # SD Current 5-Year Ave # SD

MER   7.5x 9.9x -2.2 13.8x 18.1x -2.2x

AP  9.0x 10.5x -1.1 10.1x 13.2x -1.0

MWC   5.5x 6.6x -1.0 5.0x 7.5x -1.2x

SCC   3.7x 7.2x -1.7 5.7x 9.8x -1.5x

Note: SD is standard variation from the mean 5-year average of PE and EV/EBITDA
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Figure 1. Price Performance vs PSEi



AP Meralco SCC

In Millions of PHP FY 2018 FY 2019 FY 2020 Est FY 2021 Est FY 2018 FY 2019 FY 2020 Est FY 2021 Est FY 2018 FY 2019 FY 2020 Est

Revenue, Adj  131,572.08  125,635.16  127,171.46  141,499.30 304,454.0 318,315.0 319,774.8 342,344.6 41,968.5 44,255.0 38,191.6

  Growth %, YoY  10.20  (4.51)  1.22  11.27 7.8 4.6 0.5 7.1 -4.5 5% -9.0

Gross Profit, Adj  59,891.79  54,273.31  55,898.21  62,501.66 72,352.0 77,283.0 73,180.5 73,624.6 21,124.3 24,547.0 17,996.6

  Margin %  45.52  43.20  43.96  44.17 23.8 24.3 22.9 21.5 50.3 16% 47.1

EBITDA, Adj  45,178.09  38,842.14  42,333.55  47,174.70 36,269.0 39,969.0 36,339.7 37,717.4 21,133.0 17,812.0 16,641.9

  Margin %  34.34  30.92  33.29  33.34 11.9 12.6 11.4 11.0 50.4 -16% 43.6

Net Income, Adj  22,541.54  17,296.41  17,253.18  21,799.11 23,017.0 23,285.0 21,753.6 22,480.3 12,026.0 9,644.0 8,156.9

  Margin %  17.13  13.77  13.57  15.41 7.6 7.3 6.8 6.6 28.6 -20% 21.4

EPS, Adj  3.06  2.35  2.35  3.00 20.42 20.66 19.30 19.95 2.82 2.32 1.92

  Growth %, YoY  0.08  (23.27)  (0.23)  28.10 12.9 1.2 -6.6 3.3 -14.8 -18% -17.3

Note: Based on Consensus Forecasts

2020 Income Estimate (Dinginin Unit 1 Running)

Total Capacity  2X668MW  1,336 

AP  Interest 70%

Attributable interest MW 935.2

One plant running MW 467.6

Availability 2h20, half year impact 0.80%

Dispatchable Capacity MW 374

Net income Est. bn Php 1.43

2021 Income Estimate (Dinginin 2 Plants Running)

2 plants running (Attributable cap.) MW 935.2

Availability Full Year 2021 80%

Dispatchable Capacity MW 748.2

Net income Est. bn Php 5.7

Aboitiz Power Corp. 2019A 2020E 2020E 2021E

in bn Php 1QA 2QE 3QE 4QE

Earnings Estimate bn Php 17.29 2.09 0.54 0.67 0.84 5.57 11.30

 Growth QoQ -74% 25% 25% -68% 103%

Note: Based on FMIC Estimates

Table 3. Financial Forecasts

Table 4. AP Earnings Forecasts

Table 5. Dinginin 2020 and 2021 Income Estimates

Source: Bloomberg


