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Philippine Long Distance Telephone Co.

Business Risk: STRONG

Vulnerable Excellent

Financial Risk: MODEST

Highly leveraged Minimal

a
a-

bbb+

Anchor Modifiers Group/Gov't

CORPORATE CREDIT RATING

BBB+/Stable/--

ASEAN Regional Scale

axA+/--/--

Rationale

Business Risk: Strong Financial Risk: Modest

• Dominant player in the Philippines with sound

business diversity across wireless and fixed-line

services.

• Solid growth potential for data and broadband

services.

• Bulk of revenue is from the matured home market.

• Operations in a competitive cellular telecom market.

• Robust recurring free operating cash flows.

• Limited tolerance for debt.

• Potential acquisitions.

• Sizable recurring returns to shareholders.
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Outlook: Stable

The stable outlook on Philippine Long Distance Telephone Co. (PLDT) for the next 12 months reflects our view

that the growth in the company's broadband and data businesses would continue to offset gradually eroding

revenue from traditional voice and short message service (SMS) operations. The outlook also factors in our

expectation that PLDT will continue to generate free operating cash flows over the next two years in spite of heavy

capital expenditures, and that the company's acquisitions appetite will remain moderate.

Downside scenario

We could lower the rating if PLDT's capital structure weakens, with a ratio of debt to EBITDA close to and above

2.5x over the next 12 months. This could happen if PLDT's capital spending is higher than we anticipated, or if the

company's competitive position or operating performance deteriorates materially due to aggressive competition.

Upside scenario

The rating on PLDT is capped by the 'BBB+' transfer and convertibility (T&C) assessment for the Philippines

(BBB/Stable/A-2; axA/axA-2). As a consequence, a positive rating action on the sovereign is a prerequisite for an

upgrade of PLDT.

S&P Global Ratings Base-Case Scenario
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Assumptions Key Metrics

• PLDT's revenue will grow 1%-3% in both 2016 and

2017, based on our expectation that the company's

subscriber base will stabilize at 72 million-75 million

in spite of a gradual and accelerating attrition in the

number of cellular subscribers. Erosion in voice and

SMS-related average revenue per user (ARPU) due

to competitive pressure is likely to temper healthy

growth in data and broadband services.

• PLDT's capital expenditure will be about Philippine

peso (PHP) 43 billion in 2016 (as per the company's

guidance) and 2017, i.e. about 25% of the company's

services revenues.

• The company could make some opportunistic

acquisitions in the digital space, but the pace and

amount of the potential transactions remain difficult

to assess. Our base case includes PHP10 billion in

external growth spending per year. Recent

impairment on past acquisitions could tame the

company's appetite for external ventures in the next

12-24 months, in our view.

• Dividend payout will be a minimum of 75% of core

earnings, which include recurring profits and

exclude exceptional items. We do not anticipate any

special dividend, given the company's high

investments.

2015A 2016E 2017E

EBITDA margin (%)* 53.7 50.0-51.0 50.0-52.0

Debt/EBITDA (x)* 1.7 Around 2.0 Around 2.0

Free operating cash flow/Debt (%)* 24.1 14.0-16.0 14.0-17.0

*Fully adjusted. A--Actual. E--Estimate.

Company Description

PLDT is the largest telecommunication services provider in the Philippines, with total revenues of PHP171 billion in

2015. The company was established in 1928 and offers both wireless (67% of 2015 services revenues) and fixed-line

(33%) services. As of March 31, 2016, PLDT serves 72 million subscribers, with 64.4 million cellular, 2.3 million

fixed-line, and 5.3 million broadband clients.

Business Risk: Strong

PLDT benefits from its entrenched competitive position in the Philippines. In the duopolistic wireless market shared

with Globe Telecom Inc. (Globe), the company had a 55% subscriber and 53% cellular revenue market share in 2015.

PLDT also controls about 67% of the fixed-line market by subscribers and 75% by revenues. Compared to a number of

communication services providers, PLDT benefits from a balanced contribution across fixed-line (30% of revenues)

and wireless (70%) operations.
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We expect solid growth in fixed and wireless data and broadband segments in the Philippines' consumer and

enterprise markets. This is due to the high adoption of social media among a relatively young population, as well as

healthy economic growth in the robust business process outsourcing (BPO) industry. Data and broadband segments

include fixed broadband, wireless broadband (access using dongles, pocket wi-fi devices), mobile Internet

(smartphones), and corporates (including data centers). Data and broadband subscribers in the Philippines have grown

annually by close to 20% over the past four years to approximately 9.6 million subscribers at the end of 2015, split

between PLDT (55%) and Globe (45%). For PLDT, consolidated data and broadband revenues in 2015 grew by 16%

and accounted for nearly 30% of total service revenues. However, this rise was not enough to offset a 6% decline in

revenues from SMS and cellular domestic voice and a 20% decrease in international and national long distance

revenues.

PLDT's exclusive focus on the Philippines tempers these positives, in our view. The maturing cellular market has

limited potential for subscriber growth, in our opinion. The country's cellular penetration is 117% as of Dec. 31, 2015

(with 117.4 million subscribers), compared with about 130% for Indonesia and 150% for Malaysia, for instance.

In addition, competition in the domestic market is fierce. PLDT's market position has eroded over the past three years

as Globe Telecom increased handset subsidies and penetrated rural areas. PLDT's market share (measured by net

service revenues) has steadily decreased from 65% in 2013 to 59% in 2015, with its total subscribers down by slightly

over 4 million from a year ago. Competition could increase with Philippines-based conglomerate San Miguel Corp.'s

proposed entry into the telecom space. However, we currently view the likelihood of San Miguel's foray as limited.

S&P Global Ratings Base-Case Operating Scenario

• PLDT will maintain its market-leadership despite the pressure on the company's margins and volumes in its

legacy business as it undertakes to reposition itself in the multimedia and data segments.

• Data will remain the growth driver for PLDT. The company has 5.3 million broadband subscribers and about

45% of Smart/Sun (company's brands) subscribers own smartphones at the end of March 2016.

• PLDT's revenue will grow 1%-3% annually over the next two years because of a combination of robust

data-related business and declining voice (including international inbound long distance) and SMS income.

• PLDT's postpaid wireless business, which accounted for nearly 25% of total cellular service revenues and 5% of

total cellular subscribers at the end of 2015, will show robust growth.

• For prepaid, ARPUs could continue to fall due to price competition and shift of SMS/voice usage to

over-the-top services in spite of greater smartphone ownership and adoption of mobile data usage.

• Structural changes in PLDT's revenue mix--from high-margin legacy activities to lower-margin data and

broadband businesses--will progressively weaken the company's profitability until the data-related operations

achieve adequate scale.

Peer comparison
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Table 1

Philippine Long Distance Telephone Co. -- Peer Comparison

Industry Sector: Telecom

Philippine Long

Distance Telephone

Co.

Advanced Info

Service Public Co.

Ltd.

Axiata

Group Bhd.

Bharti

Airtel Ltd.

Singapore

Telecommunications Ltd.

(Mil. $) --Average of past three fiscal years--

Revenues 3,751.1 4,484.1 5,192.8 14,533.6 13,636.7

EBITDA 2,012.3 2,018.4 2,081.1 5,760.3 5,261.4

Funds from operations

(FFO)

1,613.7 1,725.1 1,705.4 4,132.5 4,497.1

Net income from

continuing operations

660.7 1,097.0 682.7 706.6 2,829.7

Cash flow from operations 1,684.0 1,742.9 1,722.7 4,307.7 4,425.5

Capital expenditures 772.7 917.0 1,128.1 2,345.5 1,653.9

Free operating cash flow 911.3 825.9 594.7 1,962.2 2,771.6

Discretionary cash flow 99.6 (217.3) 34.9 1,733.6 731.0

Cash and short-term

investments

788.2 387.2 1,555.3 2,054.8 546.6

Debt 2,918.9 1,469.8 3,224.2 17,934.4 8,082.6

Equity 2,834.1 1,391.2 6,318.1 10,676.4 18,798.0

Adjusted ratios

EBITDA margin (%) 53.6 45.0 40.1 39.6 38.6

Return on capital (%) 17.8 54.8 12.0 10.1 13.6

EBITDA interest coverage

(x)

12.0 38.8 9.0 5.9 13.8

FFO cash interest

coverage (x)

14.9 47.8 10.0 8.6 19.6

Debt/EBITDA (x) 1.5 0.7 1.5 3.1 1.5

FFO/debt (%) 55.3 117.4 52.9 23.0 55.6

Cash flow from

operations/debt (%)

57.7 118.6 53.4 24.0 54.8

Free operating cash

flow/debt (%)

31.2 56.2 18.4 10.9 34.3

Discretionary cash

flow/debt (%)

3.4 (14.8) 1.1 9.7 9.0

Financial Risk: Modest

PLDT's high margins and stable operations translate into robust recurring free operating cash flow, well exceeding

20% of revenue (25% over 2013-2015). This is despite PLDT's sizable capital outlays, which lowered the ratio from

30% in 2011. We expect the company's ratio of free operating cash flow to revenues to remain in the mid-teens, as the

company ramps up capital expenditure and marketing spend.

Management has publically stated its intent to keep the ratio of net debt to EBITDA below 2.0x. It recently

demonstrated its willingness to trim dividends to conserve cash.
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Consistent with the company's "digital pivot" strategy, we expect PLDT to continue to invest in the multimedia and

internet space as it seeks to strengthen is ability to deliver digital content through its networks and grow its

e-commerce business. While we do not expect the company to make an outsized investment such as that in Rocket

Internet AG in the next two to three years, we expect it to invest up to PHP10 billion in this area annually. We

understand that PLDT's proposed acquisitions will be opportunistic and likely limited to minority, equity-accounted

stakes as the company seeks strategic, rather than controlling, stakes.

PLDT's stated policy to return at least 75% of its core earnings to shareholders constrains any improvement in its

financial strength, in our view.

S&P Global Ratings Base-Case Cash Flow And Capital Structure Scenario

• PLDT's ongoing capital expenditure will be close to 25% of services revenue. Investments will include (1)

expansion and improvement of the 3G/4G network footprint; (2) expansion of the fiber optic network, which

now spans more than 100,000 kilometers (at end 2015), and of fiber-to-the-home lines, with increasing capacity;

and (3) modernization and fortification of the fixed-line network, including burying aerial cables to the

underground conduit system for more reliability and resiliency during typhoons.

• PLDT will make some acquisitions, given its ambition to showcase its technological capabilities and leverage its

client base of 72 million subscribers as of March 31, 2016. We have included PHP10 billion in spending

annually.

• PLDT will continue distributing about 75% of its core earnings as dividends.

• Discretionary cash flow will be negative by about PHP10 billion annually.

• Credit measures could slightly erode in 2016 and 2017, depending on the size of acquisitions.

Financial summary
Table 2

Philippine Long Distance Telephone Co. -- Financial Summary

--Fiscal year ended Dec. 31--

(Mil. PHP) 2015 2014 2013 2012 2011

Revenues 171,103.0 170,962.0 168,331.0 163,484.0 156,603.0

EBITDA 91,874.0 90,508.5 90,871.5 90,045.5 86,074.0

Funds from operations (FFO) 74,612.2 72,383.4 72,114.7 75,461.3 67,124.4

Net income from continuing operations 22,065.0 34,091.0 33,351.0 34,794.0 31,697.0

Cash flow from operations 80,509.2 72,958.4 75,327.7 80,114.3 79,755.4

Capital expenditures 42,805.0 34,317.0 28,417.0 35,482.0 30,559.0

Free operating cash flow 37,704.2 38,641.4 46,910.7 44,632.3 49,196.4

Discretionary cash flow 5,172.2 (1,258.6) 9,106.7 7,698.3 7,598.4

Cash and short-term investments 47,884.0 27,302.0 32,623.0 37,885.0 46,973.0

Debt 156,165.5 138,416.6 103,863.3 105,496.7 107,801.1

Equity 113,548.5 134,310.1 136,966.0 144,294.2 149,820.2

Adjusted ratios

EBITDA margin (%) 53.7 52.9 54.0 55.1 55.0
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Table 2

Philippine Long Distance Telephone Co. -- Financial Summary (cont.)

--Fiscal year ended Dec. 31--

(Mil. PHP) 2015 2014 2013 2012 2011

Return on capital (%) 14.1 19.7 21.0 20.1 22.5

EBITDA interest coverage (x) 11.2 12.8 12.1 10.8 10.3

FFO cash interest coverage (x) 14.3 15.3 14.8 13.4 12.6

Debt/EBITDA (x) 1.7 1.5 1.1 1.2 1.3

FFO/debt (%) 47.8 52.3 69.4 71.5 62.3

Cash flow from operations/debt (%) 51.6 52.7 72.5 75.9 74.0

Free operating cash flow/debt (%) 24.1 27.9 45.2 42.3 45.6

Discretionary cash flow/debt (%) 3.3 (0.9) 8.8 7.3 7.0

PHP--Philippine peso.

Liquidity: Adequate

We assess PLDT's liquidity as adequate because the company's sources of liquidity are likely to exceed its uses by 20%

in the 12 months to March 31, 2017, and cover uses even if EBITDA falls 15%. Our assessment is based on our view

that PLDT could significantly scale down spending if fresh funding is scarce or uneconomical. The company's strong

standing in the local and international loan and bond markets supports its funding undertakings.

Principal Liquidity Sources Principal Liquidity Uses

• Cash and cash equivalents of PHP45 billion as of

March 31, 2016.

• Funds from operations that we estimate at about

PHP58 billion annually.

• Short-term debt of PHP20 billion.

• Limited working capital needs.

• Minimum capital expenditure of about PHP20

billion.

• Equity infusions in digital and Internet companies

that we estimate will not exceed PHP10 billion

annually.

• Continued and sizable returns to shareholders

amounting to up to PHP30 billion annually.

Debt maturities

• 2016: US$296 million

• 2017: US$662 million

• 2018: US$283 million

• 2019: US$395 million

• 2020: US$369 million

• 2021: US$446 million

• Thereafter: US$1,069 million

As on March 31, 2016.
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Covenant Analysis

Compliance Expectations Requirements

We expect the cushion under PLDT's bank loan

covenants to remain adequate if the company proceeds

with its capital spending plan for 2016 and 2017.

Beyond operating underperformance, a marked

depreciation of the Philippine peso relative to the U.S.

dollar could put PLDT's compliance with its covenants

in jeopardy. That said, the company's foreign currency

risk exposure is manageable, in our view. As of Dec.

31, 2015, 42% of the company's total consolidated debt

is denominated in U.S. dollar. Taking into account U.S.

dollar-denominated cash holdings and hedges, 17% of

the total debt is unhedged. 17% of revenue and 25% of

EBITDA are denominated in U.S. dollar, providing a

natural hedge against currency fluctuations, in our

view.

Covenant: Debt-to-equity ratio of no more than 3x. We

estimate the ratio is below 1.0x as of March 31, 2016.

Covenant: EBITDA interest coverage of at least 1.8x.

We estimate the ratio is about 10.0x as of March 31,

2016.

Covenant: Debt-to-EBITDA of no more than 3x. We

estimate the ratio is about 2.0x as of March 31, 2016.

Other Credit Considerations

High competition in the wireless segment and declining revenues in the international inbound and SMS businesses

have taken their toll on PLDT's profitability. For the first quarter ended March 31, 2016, the company's operating profit

for the wireless segment fell 37.7% year-on-year to PHP5.4 billion. Revenues were lower and expenses increased,

demonstrating the direct impact of the loss of market share to Globe in recent quarters, particularly in the cellular

space, and PLDT's more aggressive marketing and handset subsidies to regain market share. Such structural pressure

on margins underpin our choice of the 'a' anchor.

We expect PLDT's adjusted leverage will stay at 2.0x over the next 12-24 months. We believe this ratio leaves limited

financial headroom for the company's current stand-alone credit profile. We reflect this factor in our negative

comparable rating analysis score. However, we appreciate that the company could monetize some noncore assets to

reduce leverage if necessary.

Rating Above The Sovereign

In our view, PLDT has the financial flexibility to withstand a prolonged period of sovereign stress and still have enough

liquidity to honor all its obligations in a timely manner. The company is moderately sensitive to potential changes in

legal and regulatory conditions in the event of a sovereign distress, given its very fragmented customer base and no
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dependence on public spending. Our stress test includes continued weakness in economic conditions in the

Philippines, a 100% depreciation of the Philippine peso, and a 20% fall in PLDT's EBITDA.

However, we believe that the company is unlikely to be able to repay debt accelerated due to cross default with

foreign currency debt and other debt maturities using cash and bank balance and operating cash flow generated under

sovereign stress over two to three months. Consequently, the rating on PLDT is constrained by the T&C risk

assessment for Philippines.

Ratings Score Snapshot

Corporate Credit Rating

BBB+/Stable/--

Business risk: Strong

• Country risk: Moderately high

• Industry risk: Intermediate

• Competitive position: Strong

Financial risk: Modest

• Cash flow/Leverage: Modest

Anchor: a

Modifiers

• Diversification/Portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Financial policy: Neutral (no impact)

• Liquidity: Adequate (no impact)

• Management and governance: Satisfactory (no impact)

• Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile : a-

• Related government rating: BBB

• Rating above the sovereign: (-1 notch from SACP)

Reconciliation
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Table 3

Reconciliation Of Philippine Long Distance Telephone Co. Reported Amounts With Standard & Poor's
Adjusted Amounts (Mil. PHP)

--Fiscal year ended Dec. 31, 2015--

Philippine Long Distance Telephone Co. reported amounts

Debt

Shareholders'

equity EBITDA

Operating

income

Interest

expense EBITDA

Cash flow

from

operations

Capital

expenditures

Reported 160,893.0 113,608.0 74,120.0 26,669.0 6,153.0 74,120.0 69,744.0 43,175.0

Standard & Poor's adjustments

Interest expense

(reported)

-- -- -- -- -- (6,153.0) -- --

Interest income

(reported)

-- -- -- -- -- 799.0 -- --

Current tax expense

(reported)

-- -- -- -- -- (9,273.0) -- --

Operating leases 15,751.5 -- 9,944.0 1,075.7 1,075.7 8,868.3 8,868.3 --

Debt-like hybrids 360.0 (360.0) -- -- 59.0 (59.0) -- --

Postretirement benefit

obligations/deferred

compensation

7,114.1 10.5 502.0 502.0 531.0 (603.8) 1,341.2 --

Surplus cash (35,913.0) -- -- -- -- -- -- --

Capitalized interest -- -- -- -- 370.0 (370.0) (370.0) (370.0)

Dividends received

from equity

investments

-- -- 5,544.0 -- -- 5,544.0 -- --

Asset retirement

obligations

1,005.9 -- -- -- (3.0) (24.3) (24.3) --

Non-operating income

(expense)

-- -- -- 8,735.0 -- -- -- --

Reclassification of

interest and dividend

cash flows

-- -- -- -- -- -- 1,076.0 --

Non-controlling

Interest/Minority

interest

-- 290.0 -- -- -- -- -- --

Debt - Accrued interest

not included in reported

debt

1,284.0 -- -- -- -- -- -- --

Debt - Foreign currency

hedges

5,670.0 -- -- -- -- -- -- --

EBITDA - Other -- -- 1,764.0 1,764.0 -- 1,764.0 -- --

Working capital - Other -- -- -- -- -- -- (126.0) --

Total adjustments (4,727.5) (59.5) 17,754.0 12,076.7 2,032.7 492.2 10,765.2 (370.0)

Standard & Poor's adjusted amounts

Debt Equity EBITDA EBIT

Interest

expense

Funds from

operations

Cash flow

from

operations

Capital

expenditures

Adjusted 156,165.5 113,548.5 91,874.0 38,745.7 8,185.7 74,612.2 80,509.2 42,805.0

PHP--Philippine peso.
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Business And Financial Risk Matrix

Business Risk Profile

Financial Risk Profile

Minimal Modest Intermediate Significant Aggressive Highly leveraged

Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+

Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+

Fair bbb/bbb- bbb- bb+ bb bb- b

Weak bb+ bb+ bb bb- b+ b/b-

Vulnerable bb- bb- bb-/b+ b+ b b-

Ratings Detail (As Of May 13, 2016)

Philippine Long Distance Telephone Co.

Corporate Credit Rating BBB+/Stable/--

ASEAN Regional Scale axA+/--/--

Senior Unsecured BBB+

Corporate Credit Ratings History

09-May-2014 Foreign Currency BBB+/Stable/--

02-May-2013 BBB/Stable/--

20-Dec-2012 BBB-/Positive/--

05-Jul-2012 BBB-/Stable/--

16-Dec-2011 BB+/Positive/--

09-May-2014 Local Currency BBB+/Stable/--

20-Dec-2013 BBB/Stable/--

09-May-2014 ASEAN Regional Scale axA+/--/--

20-Dec-2013 axA/--/--
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Ratings Detail (As Of May 13, 2016) (cont.)

26-Nov-2013 axA/Watch Pos/--

02-May-2013 axA/--/--

05-Jul-2012 axA-/--/--

*Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor's credit ratings on the global scale are comparable

across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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