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08 Mar 2012: 4,956.19 + 34.83

Value T/O, net Php 3,523 million
52-week High 5,030.58
Low 3,705.18
Foreign Buying: Php 3,073 million
Foreign Selling: Php 2,603 million
Dow Jones  12,907.90 +70.61

FTSE 100 5,859.73 +68.32

NIKKEI 225 9,768.96  +192.90

SM Investments Corp. H EAD LI N ES

Ayala Land Inc. US stocks rise on Greek optimism

Universal Robina Corp.
Alliance Global Inc. » US stocks rose yesterday (Mar 08) as Greece moves closer to securing a bond swap with

Energy Dev't Corp. private creditors. All three major indices posted gains with the Dow gaining 0.55%; the S&P
, 0.98%; and the Nasdaq, 1.18%. The indices erased most of their losses incurred earlier in
the week. Greece said yesterday that voluntary take-up of its bond swap offer to private
Universal Robina Corp. creditors was strong, paring down worries that deal will fail altogether. Stocks which tend to

Alliance Global Inc.

) move higher on a good economy, such as material stocks, led yesterday’s advance. S&P’s
Robinsons Land Corp.

Semirara Mining Corp. basic materials stocks index rose 1.6% while the Reuters/Jefferies CRB commodities index
Energy Dev't Corp. rose 0.6%. The financial sector was also among yesterday’s winners with the S&P financial
Sector gaining 0.1%. In other company news, Coach reached a record high of US$78.22
after it presented upbeat outlooks on a Bank of America conference. McDonald’s Corp. fell

Ayala Land Inc. 3.2% after reporting smaller than expected rise of sales in February. Apple shares
Cebu Air Inc.
PLDT

Philex Mining Smart to increase market share as it partners with Vodafone

DMCI Holdings Inc.

meanwhile jumped 2.1% on optimism on its newly unveiled 4G enabled iPad.

» Smart Enterprise group vice-president Juan Victor |. Hernandez said in a briefing yesterday
that Smart is looking to expand its portfolio of services from its partnership with Vodafone
Global Enterprise Ltd. Smart is also looking to increase its market share by 5% in the next
two years with the tie-up. The partnership with Vodafone will allow Smart access to

ABC, PNB SSM technologies such as Spend Manager, Central Ordering and Telecoms Management.

EDC Results Briefing

PNX ASM

AC Results Briefing
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San Miguel puts plans to construct an ethanol processing facility on hold

» San Miguel Corp. president Ramon Ang reported told reporters that the company is

putting its plans to setup an ethanol-production facility on hold. Ang however declined UsS, Dollar
Japan, Yen
UK, Pound

to provide additional details on the decision.

Foreign Buying-Selling : 12-month period

EU, Euro

Bahrain, Dinar

Hong Kong, Dollar

Saudi Arabia, Rial

China, Yuan

As of 3/08/2012

NYMEX
Crude
Futures

NY Gold
Spot ($/t 0z.)
Silver Comex
($/t 0z.)
London
Copper Spot

As of 3/08/2012

Source: PSE
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106.58

1,698.20
33.82

8,331.00

42.987
0.5297
67.6873
5.5375
56.5408
114.063
11.4635
6.8126




Semirara Mining Corporation (SCC)

Initiate Coverage with Buy

Company Snapshot

Price (P) 229.00 -
Price Target (P) 264.40 i " ' .
Shares O/S (million) 357 S i N e
Market Cap (P million) 81,753 ‘ ' -
52-week High (P) 244.00
Low (P) 161.10 I~
12-mo Avg. Value T/O (P'm) 98.05 |-
Shareholders =
DMCI Holdings 56.3% TR R N S PR [P A PUY PP
Free float 28.0% e e e 0

Price Performance

im 6m 12m
SCC +1.4% +10.2% +6.9%
PSEi +3.1% +13.8% +27.1%

Low on downside, high on upside

» Changing perspective. SCC has transcended from a pure coal play to
a vertically integrated power generation company. On earnings, this
changes the perspective and outlook completely — from one that is
erratic and cyclical to one that is stable and consistent. Risk of
sustainability brought about by depleting reserves is a cause for
concern, in our view. But recent findings suggest that this will be soon
addressed and mine life would double from the estimated <6 years. The
supply deal with Meralco should stabilize earnings in the coming years.
We even see this segment as the larger contributor to bottom line once
the planned 300MW coal plant comes on stream by 2015.

» Conservative valuation. We ran valuation tests on SCC and valued
the company on a variety of criteria. Our conservative estimate points to
a fair value of P264 over the next 12 months. This translates to a decent
15% upside. We believe there’s more room for upside, as PER remains
far from being stretched at our target price. We initiate coverage with a
BUY rating on SCC.

Financial and Valuation Highlights

in P'million 2009A 2010A 2011A 2012E 2013E
Revenues 11,944 22,898 25,810 29,917 35,828
EBITDA 3,148 7,588 9,704 11,515 14,454
Net Income 1,846 3,953 6,028 6,952 9,305
EPS (P) 6.64 12.10 16.93 19.53 26.14
EPS Growth +131% +82.3% +39.8% +15.4% +33.8%
ROE 20.6% 35.6% 45.5% 44.7% 47.8%
P/E (X) 34.5 18.9 13.5 11.7 8.8
P/B (x) 6.4 6.6 5.8 4.8 3.7
Dividend yield 2.6% 2.2% 5.2% 5.2% 5.2% T: 634.5038 local 8164

Source: Wealth Securities estimate, company data E: bernardawnante@wealthsec.com

A = Actual calendar/fiscal year results; C = Bloomberg consensus; | = Annualized interim results; E = Wealth
Securities estimates

03




9 March 2012

Power

Semirara Mining Corp.

WEALTH SECURITIES, INC

> Risk on coal sustainability. Semirara is the largest coal producer in

the country. Its output accounts for more than 90% of total domestic
production. The company sources its coal supply from the Panian site in
Semirara island. The level of production, however, was on a steady
decline and in recent years, the output was limited to about 7 million
metric tons (MMT) per annum to preserve sustainability. With an
estimated balance of 40mMT (proven reserves), depletion risk could
pose serious threat to future operations. This could potentially extend to
the power generation business which sources some 1.5 to 2 mMT of coal
per annum.

Alternative source. One long-term alternative source is the Himalian
site, with estimates ranging between 80-120mMT. The site is 1.5x much
larger although significantly farther than the present pit. While the site is
not JORC-certified, the scale could potentially add 14 years, addressing
sustainability issue. Another option that management is keenly looking
at is the continuation of the Panian pit. This recent discovery, situated
east of Panian, stretches to about 1.5 km with 44 holes drilled. Initial
estimates show that the site can add another seven years, assuming
current throughput is maintained. Combined with the balance, SCC will
still have >12 years of uninterrupted coal supply potentially doubling the
mine life.

Semirara Coal & other Reserves

Power generation to power the future. The company secured a
long-term power supply contract with Meralco. Initially, the 7-year deal
covers 210MW and would step up to 420MW once the rehab of unit 1 is
completed by the end of 2Q12. There is also a provision to extend the
contract for three more years. This allows SCC, via SEM-Calaca, to lock
in base load capacity at an equitable price. Of the 500MW dependable
capacity post-rehab, the company would have contracted 84%. In
addition, it has the flexibility to contract the balance of 50MW-80MW for
more earnings upside. In all, we think this is a favorable scenario
considering the company’s cost of investment of about US$920k per
megawatt, leaving huge upside on a replacement cost basis.
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Semirara Mining Corp.

WEALTH SECURITIES, INC

Diagram of 300MW Expansion in Calaca » 300MW expansion. The company is looking at adding a 2x150MW coall
plant, thus increasing capacity by 60%. Planned capex is about P20
billion, funded by 57:43 debt-to-equity mix. Management is projecting
this thermal plant to come online by 2H15, taking into consideration the
possible implementation of Open Access.

» Earnings outlook. We estimate SCC to post FY12 net income of P7
billion, higher by a modest 15%. On the power generation side, we
assumed a lower average selling price of P4.50/kWh. Nevertheless, we

| I | see a big jump next year as volume grows larger (up 33%) with the

increase in off-take with Meralco. Forward PER is compellingly low at
8.8x and 7.0x for FY12 and FY13, respectively. Longer term, it is highly
possible that earnings contribution from the power generation could
accelerate faster such that it will be a bigger contributor than the coal

unit, perhaps by 2015.

» Cushioned by yields. Considering our vibrant outlook for both coal and
power generation units, we believe downside risk for SCC is limited
especially after taking into account the attractive dividend yield. The
company was declaring more than 80% of past years’ earnings as cash
dividends. With an EPS of P16.93 in 2011 (+40% YoY), it is highly likely
that the company could exceed its prior year's declaration of P10.00.
This presents buying opportunity as the company historically declares
dividends during the 2Q.

Dividend Payout Simulation

2012 2012 2012
2010 2011 (Low) (Mid) (High)
DPS 6.00 10.00 10.00 11.86 13.55
Payout (1-yr trail) 90% 83% 59% 70% 80%
Yield 3.2% 4.5% 4.5% 5.3% 6.0%
Valuation Method > Decent upside potential. In arriving at a target price for SCC, we
Target Weight ‘12 TP performed three metrics: (1) Replacement cost, (2) Dividend yield, and
Replacement cost 259.9 30% 78.0 (3) EV/EBITDA. We believe these methods capture SCC’s fair value as
Yield @ 4.5% 263.6 40% 105.4 they factor in market value, downside risk, and cashflows. While it would

be apt to include a DCF model, the lack of data on its contract with
Meralco limited our valuation. We would be aggressively bullish if we use
the market’s prevailing PE multiple as basis for our target. (We reserve

10x EV/EBITDA 270.0 30% 81.0
100% P264.4

that as an upside surprise.) Based on the said valuation parameters, we
arrive at a P264.40 price target for SCC with an upside potential of 15%.
We initiate coverage on SCC with a BUY.
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Earnings Projections
As of 09 March 2012
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Please Read!

The information and opinions in this report were prepared by Wealth Securities, Inc.
The information herein is believed to be reliable and has been obtained from public

sources believed to be reliable. Wealth Securities makes no representation as to the
accuracy or completeness of such information.

Wealth Securities may engage in securities transactions, on a proprietary basis or
otherwise, in a manner inconsistent with the view taken in this research report. In
addition, others within Wealth Securities, including traders and sales staff, may take
a view that is inconsistent with that taken in this research report.

Opinions, estimates and projections in this report constitute the current judgment of
the author as of the date of this report. They do not necessarily reflect the opinions
of Wealth Securities and are subject to change without notice. Wealth Securities has
no obligation to update, modify or amend this report or to otherwise notify a
recipient thereof in the event that any opinion, forecast or estimate set forth herein,
changes or subsequently becomes inaccurate. Prices and availability of financial
instruments are subject to change without notice. This report is provided for
informational purposes only. It is not an offer or a solicitation of an offer to buy or
sell any financial instruments or to participate in any particular trading strategy.
Target prices are inherently imprecise and a product of the analyst judgment.

RATINGS DEFINITION

* Over the next six to

twelve months, Wealth
Securities expect the
share price to increase

by 12% or more

* Over the next six to

twelve months, Wealth
Securities expect the
share price move within

arange of +/-12%
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