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Aboitiz Power Corporation:
Upgrading to BUY on improving earnings outlook

Raising estimates for Tiwi-Makban on lower than expected steam cost. We are reducing 
our average steam pricing assumption for the Tiwi-Makban by 13.8% to Php2.02/kwh due to 
the continuous weakness in regional coal prices.  This led to a 19.8% reduction in our steam 
cost estimate for the Tiwi-Makban to Php5.8Bil.  In light of the new steam cost estimates, we 
are raising our 2014E and 2015E EBITDA forecast for the Tiwi-Makban by 17.8% to Php6.4Bil.  

New Cebu coal plant to boost NAV by Php1.91/sh.  AP’s management said that it will push 
through with the 300MW Cebu coal plant project.  Assuming a total project cost of US$2Mil/MW, 
capacity factor sold of 80%, and gross margin of Php3.1/kwh, we estimate that this project could 
generate Php2.9Bil in earnings annually, equivalent to 14.4% of AP’s FY13E earnings.  The 
new project would also boost AP’s NAV by Php1.91/sh, representing 4.3% of our current NAV 
estimate.  The new Cebu Coal project, together with other new coal plant projects such as the 
300MW Davao coal plant, and the 400MW Pagbilao coal expansion project, will boost the long 
term earnings growth of AP.

Therma Mobile to boost NAV by Php1.13/sh.  AP won the bid for the 246MW Navotas barges 
(under AP’s wholly owned subsidiary, Therma Mobile) on July 2011.  Half of the 246MW capacity 
began operations in 4Q13 after two years of rehabilitation works, with the remaining half 
scheduled to start operations in 2Q14.    We expect the power barges to generate ~ Php470Mil 
in earnings annually representing 2.3% of AP’s FY13 net income.  Therma Mobile would also 
boost AP’s NAV by Php1.13/sh, representing 2.5% of our current NAV estimate.

We are raising our earnings forecast on AP by 4.3% to Php15.8 Bil in 2014E and by 4.4% to Php20.2 
Bil in 2015E after factoring in the lower than expected steam cost of the Tiwi-Makban plant and the 
first time earnings contribution of the newly won 246MW Therma Mobile diesel plants.  Based on our 
estimates, the Cebu coal plant coupled with the Therma Mobile diesel plants and the savings from 
the lower than expected steam cost will boost AP’s FV estimate by 18.8% to Php44.3/sh, warranting 
an upgrade in our recommendation from a HOLD to a BUY.
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Rating BUY
Ticker AP
Fair Value (Php) 44.30
Current Price 36.60
Upside (%) 21.04

1M 3M YTD
AP -2.79 6.73 8.77
PSEi 2.61 13.94 14.30

Market Cap 269,324.93Mil
Outstanding Shares 7,358.60Mil
52 Wk Range 29.69 - 42.16
3Mo Ave Daily T/O 180.87Mil

George Ching
george.ching@colfinancial.com

SHARE PRICE MOVEMENT

Year to Dec. 31 (in PhpMil) 2010 2011 2012 2013 2014E 2015E
Sales 59,551.5 54,475.6 62,153.2 72,055.2 70,554.9 83,829.5
% change y/y 157.0 (8.5) 14.1 15.9 (2.1) 18.8
EBIT 26,231.6 20,355.4 20,430.0 19,477.3 19,922.7 26,038.6
% change y/y 380.8 (22.4) 0.4 (4.7) 2.3 30.7
EBIT Margin (%) 44.0 37.4 32.9 27.0 28.2 31.1
EBITDA 36,632.0 35,411.0 40,285.1 33,675.0 34,407.5 41,151.9
% change y/y 325.6 (18.9) 1.0 (2.5) 2.6 27.6
EBITDA Margin (%) 61.5 65.0 64.8 46.7 48.8 49.1
Net Profits 25,041.1 21,608.3 24,406.8 18,576.9 15,773.7 20,250.9
% change y/y 342.5 (13.7) 13.0 (23.9) (15.1) 28.4
NPM (%) 42.0 39.7 39.3 25.8 22.4 24.2
EPS (Php) 3.40 2.94 3.32 2.52 2.14 2.75
% change y/y 342.5 (13.7) 13.0 (23.9) (15.1) 28.4

RELATIVE VALUE
P/E(X) 10.7 12.4 10.9 14.4 16.9 13.2
P/BV(X) 4.6 3.8 3.2 2.9 2.7 2.4
ROE(%) 43.4 30.8 29.5 20.4 16.2 18.5
Dividend yield (%) 0.8 3.6 2.5 4.7 3.6 3.0
*Source: COL est imates
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Raising FV estimate to Php44.30/sh on new projects and lower than expected cost

We are raising our earnings forecast on AP by 4.3% to Php15.8 Bil in 2014E and by 4.4% to Php20.2 
Bil in 2014E after factoring in the lower than expected steam cost of the Tiwi-Makban plant and 
the first time earnings contribution of the newly won 246MW Therma Mobile diesel plants. AP also 
disclosed plans to push through with the 300MW Cebu coal plant. Although this will not have any 
impact on profitability in the next two years, potential earnings contribution starting 2017 will be 
substantial at Php2.9 Bil or 14.4% of 2013 profits. Based on our estimates, the Cebu coal plant 
coupled with the Therma Mobile diesel plants and the savings from the lower than expected steam 
cost will boost AP’s NAV by Php7.0.sh.  This in turn led to an 18.8% increase in our FV estimate to 
Php44.30/sh, warranting an upgrade in our recommendation from a HOLD to a BUY. At AP’s current 
price of Php36.30/sh, upside to our revised FV estimate is attractive at 22.0%.   

Admittedly, AP’s earnings are still expected to decline this year given the expiration of the Pagbilao’s 
income tax holiday and lower ancillary service revenues from its hydroelectric plants. However, the 
decline will be less than expected at (21.6% vs. our original forecast of 24.8%) due to the first full year 
earnings contribution of Therma Mobile and higher earnings contribution from Tiwi-Makban.   

Furthermore, we believe that the weaker earnings outlook this year is already been priced in as AP’s 
share price has underperformed the market, rising by only 6.8% for the year to date period vs. the 
PSEi which has increased by 13.5%.  

 

Raising estimates for Tiwi-Makban on lower than expected steam cost

In FY13, the average steam cost of the 400MW Tiwi-Makban geothermal plant increased by only 2% 
to Php1.56/kwh despite the shift to Geothermal Resource Supply Contract (GRSC) steam pricing 
beginning May of 2013.  This was 8.9% below our estimates, as regional coal prices, on which the 
GRSC is based, declined significantly.  We are reducing our average steam pricing assumption for 
the Tiwi-Makban by 13.8% to Php2.02/kwh due to the continuous weakness in regional coal prices.  
This led to a 19.8% reduction in our steam cost estimate for the Tiwi-Makban to Php5.8Bil.  In light 
of the new steam cost estimates, we are raising our 2014E and 2015E EBITDA forecast for the Tiwi-
Makban by 17.8% to Php6.4Bil.  

Exhibit 1: Changes in forecast

in PhpMil Old New % Change Old New % Change
EBITDA contribution:

Tiwi-Makban EBITDA 5,440 6,406 17.8 5,440 6,406 17.8
Therma Mobile EBITDA - 816 - - 816 -

AP net income 15,128 15,774 4.3 19,394 20,251 4.4
Source: COL est imates

2014E 2015E
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Exhibit 2: Indonesian coal price index

 
*Source: Bloomberg

New Cebu coal plant to boost NAV by Php1.91/sh

AP’s management said that it will push through with the 300MW Cebu coal plant project.  AP currently 
owns 100% of the project, but management said it is willing to sell ~ 20% stake to strategy partners.  
The engineering, procurement and construction contract (EPC) will be awarded in May of this year 
and the plant will begin operations in 2017. There should be minimal risk to proceed with the project 
given that all the necessary permits for the projects have been obtained.   Assuming a total project 
cost of US$2Mil/MW, capacity factor sold of 80%, and gross margin of Php3.1/kwh, we estimate 
that this project could generate Php2.9Bil in earnings annually, equivalent to 14.4% of AP’s FY13E 
earnings.  The new project would also boost AP’s NAV by Php1.91/sh, representing 4.3% of our 
current NAV estimate.  The new Cebu Coal project, together with other new coal plant projects such 
as the 300MW Davao coal plant, and the 400MW Pagbilao coal expansion project, will boost the long 
term earnings growth of AP.

Therma Mobile to boost NAV by Php1.13/sh

AP also won the bid for the 246MW Navotas barges (under AP’s wholly owned subsidiary, Therma 
Mobile) on July 2011.  Half of the 246MW capacity began operations in 4Q13 after two years of 
rehabilitation works, with the remaining half scheduled to start operations in 2Q14.  Management 
said that bulk of the capacity of Therma Mobile will be used as peaking plants similar to AP’s 200MW 
power barges (Therma Marine) in Mindanao, and will generate revenues by receiving capacity fees.  
We expect the power barges to generate ~ Php470Mil in earnings annually representing 2.3% of 
AP’s FY13 net income.  Therma Mobile would also boost AP’s NAV by Php1.13/sh, representing 
2.5% of our current NAV estimate.
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Investment Rating Definitions

Stocks that have a BUY rating have attractive 
fundamentals and valuations, based on 
our analysis. We expect the share price 

to outperform the market in the next six to 
twelve months.

Stocks that have a HOLD rating have either 
1.) attractive fundamentals but expensive 

valuations; 2.) attractive valuations but 
near term earnings outlook might be poor 
or vulnerable to numerous risks. Given the 

said factors, the share price of the stock may 
perform merely inline or underperform the 
market in the next six to twelve months.

We dislike both the valuations and 
fundamentals of stocks with a SELL rating. 

We expect the share price to underperform in 
the next six to twelve months.

Securities recommended, offered or sold by COL Financial Group, Inc.are subject to investment risks, including the possible loss of the principal amount 
invested. Although information has been obtained from and is based upon sources we believe to be reliable, we do not guarantee its accuracy and it may 
be incomplete or condensed. All opinions and estimates constitute the judgment of COL’s Equity Research Department as of the date of the report and are 
subject to change without notice. This report is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a 
security. COL Financial ans/or its employees not involved in the preparation of this report may have investments in securities or derivatives of securities of 
securities of the companies mentioned in this report, and may trade them in ways different from those discussed in this report.

Important Disclaimers

2401-B East Tower, Philippine Stock Exchange Centre, Exchange Road, Ortigas Center, Pasig City, 1605 Philippines
Tel: +632 636-5411    Fax: +632 635-4632    Website: http://www.colfinancial.com

BUY HOLD SELL


