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US stocks gain on strong jobs and manufacturing data

» US stocks gained yesterday (Mar 15) as strong jobs and manufacturing data spurred
buying. All three major indices posted sizeable gains with the Dow rising 0.44%; the S&P,
0.60%; and the Nasdaq, 0.51%. The S&P closed above the 1,400 level for the first time
since June 2008. The labor department reported yesterday that new claims for
unemployment benefits unexpectedly declined last week, supporting claims of a
strengthening economy. Manufacturing data in New York and the mid-Atlantic region also
strengthened, adding more to the positive sentiments. Semiconductors were among
yesterday’'s best performers with AMD gaining 6.3%. Apple meanwhile pulled back 0.7%
after reaching new highs recently.

Foreign portfolio investments post net outflow in February

» The Bangko Sentral ng Pilipinas reported that foreign portfolio investments or hot money
yielded net outflows of US$305M in February 2012. This is a reverse from a net inflow of
US$589M the previous month and US$534M a year ago. In gross terms, inflows increased
2% to US$1.494B in February compared to last year, while outflows increased 92% to
US$1.799B. The BSP said that the surge in net outflows was a result of profit taking in the
Philippine Stock Exchange.

Smart Communications Inc. secures P5.5B loan from lenders

» Smart Communications, Inc. announced that it had secured a P5.5B five-year fixed rate
loan facility from 18 lenders. Proceeds from the said note facility will be used to refinance
old debts. First Metro Investments Corp. was appointed as lead arranger and sole book
runner for the transaction. Smart said that strong demand for the notes led to a 1.3 times

oversubscription. Issue date is on March 19.
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OF remittances jump 5.4% in Janury

» The Bangko Sentral ng Pilipinas said that remittances from overseas Filipinos rose at

an annual rate of 5.4% in January 2012 to US$1.6B. Remittances from both sea-based
and land-based workers grew 19.8% and 1.6% respectively. The BSP said that strong
demand for professional and skilled Filipino workers abroad continued to sustain the
steady inflow of remittances in the country. Data from the POEA sowed that total
processed job orders for the first two months of the year alone reached 22,688. For
2012 however, the BSP expects only a 5% growth in remittances due to

enhancements of recruitment systems of host countries.

Foreign Buying-Selling : 12-month period
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NYMEX
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London
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Puregold Price Club. (PGOLD)

Initiating Coverage with a Buy

Company Snapshot

Price (P) 20.30 —— —
Price Target (P) 24.00 N
Shares O/S (million) 2,000 -
Market Cap (P million) 40,600 =
52-week High (P) 23.60 i
Low (P) 17.78 |-
12-mo Avg. Value T/O (P'm) 101.58 I
Shareholders -
Majority 65.5% s e e
Free float 34.5%

Price Performance

im 6m 12m
PGOLD -5.36% +62.40% N/A
PSEi +5.43% +17.25% +28.40%

Pure Retail Play

» Pure retail play. We view Puregold as the best proxy in the retail
space which is highly reflective of the robust consumption in the
country. Key factors that should sustain the company’s earnings growth
in the short to medium term include improving consumer confidence,
rising workforce particularly in the BPO scene, and resilient inflow of
OFW remittances.

> Reaping economies of scale. The strong interest in Puregold is not
surprising given its robust growth rates in 2011 — total revenues of
P38.9 billion (+33.9% YoY) and net income of P1.5 billion (+203% YoY).
Worth noting are improvements in gross profit margins of 207 bps to
14.20% and net profit margin increase of 221 bps to 3.96%, due to
continuous improvements in lowering cost of sales through stronger
support from suppliers in terms of discount and rebates as well as
successful implementation of the rollout of new stores. Operating
expenses stayed flat at 11% of sales in the past four years while store
count grew from 30 to 100.

Financial and Valuation Highlights

in P'million 2009A 2010A 2011A 2012E 2013E

Net Sales 24,112 29,108 38,988 52,426 64,580

EBITDA 755 1,264 2,673 3,761 4,765

Net Income 131 510 1,545 2,178 2,601

EPS (P) 0.11 0.40 0.97 1.09 1.30

EPS Growth 0.0% 263.6% 142.5% 12.3% 19.4%

Gross Margin 9.2% 12.1% 14.2% 14.0% 14.0%

EBITDA Margin 3.13% 4.34% 6.86% 7.17% 7.07%

Net Margin 0.54% 1.75% 3.96% 4.15% 4.03%

P/E (x) 184.55 50.75 20.93 18.62 15.61

P/S (X) 1.68 1.39 1.04 0.77 0.63

Nikki Yu

Source: Wealth Securities estimate, company data T: 689.8000 local 8150
A = Actual calendar/fiscal year results; C = Bloomberg consensus; | = Annualized interim results; E = Wealth E: nikki.yu@wealthsec.com

Securities estimates

Bernard C. Avifante
T: 634.5038 local 8164
E: bernardavinante@wealthsec.com
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15 March 2012 Consumer Puregold Price Club

WEALTH SECURITIES. INC

» Expansion pipeline internally financed. Management has already
secured all sites for their planned expansion of 25 store openings by
yearend, the majority of which will be rolled out in the latter half of this
year. Capex stands at P3 billion for FY2012 funded by internally generated
funds in addition to the balance from the IPO proceeds. Balance sheet is
very healthy as the company has zero debt.

> Medium-term expansion towards Vis-Min region. Puregold is one of
the fastest growing retail chains in the Philippines. With 61 hypermarkets,
28 supermarkets, and 11 discounters in 2011 entirely represented in the
denser and more affluent Luzon area (53 in Metro Manila, 16 in North
Luzon, 31 in South Luzon), the company is ready to expand its geographic
coverage towards Visayas and Mindanao by 2013 with a goal of 200 stores
by 2015. This represents a roll-out of 25 stores annually over the next four
years. Puregold Price Club plans to reach out to consumers by providing
more product choices at lower prices, especially in communities that had
only local retail monopolies prior to the chain’s arrival.
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Source: Company data, Wealth estimates

» Beneficiary of robust consumption. OFW remittances reached a

$MN o Remitiances (ihs) P/$ record $20.1 billion in 2011. This represents a 9.5% CAGR from 2006-

25,000 — 45 2011. The steady influx of remittance money augurs well for an economy

FX rate (rhs) 1 40 underplnned_ by domestic consumptlo_n. Re_talle_rs are direct beneficiaries of

a consumption boom. The Puregold invasion is, in fact, a product of the

economy’s vibrant consumption-led growth. We expect this trend to
sustain and for Puregold to continue riding the growth momentum.
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» The pie is large enough. SM’s more dominant chain of retail stores
poses a significant threat to Puregold. While this may be true, we believe
that the pie is large enough for all the players. According to Planet Retail,
the Philippine industry’s retail sales and grocery sales are expected to
grow by 11.3% and 11% respectively from 2010-2012. In 2010,
Puregold’s grocery sales represented only 1.03% share in the total
industry’s grocery sales estimates ($661 million vs. $64.2 billion), thus
showing greater potential for expansion without cannibalization.
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Source: Bangko Sentral ng Pilipinas
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Puregold Price Club
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Key Developments: S&R Acquisition. Puregold management is
reviewing the potential acquisition of the S&R Price Club shopping
business. S&R Price Club is a high-end, membership-based hypermarket
wholly owned by the Co family, the same controlling shareholder of
Puregold. It is comprised of six stores, mostly situated in highly urbanized
areas within Mega Manila.

S&R Shopping Club Operating Stores’ Locations
Bonifacio Global City, Taguig City

Alabang, Muntinlupa

San Fernando, Pampanga

Congressional Ave., Quezon City

Aseana, Baclaran

Mandaue City, Cebu

oahwhpE

Value of S&R acquisition - Trump Card. We think that the S&R
acquisition would be value enhancing to PGOLD. Assuming annual
spending of P200,000 per member or an average net ticket price of
P675/day (on 10k members), we believe our forecasted net income can
increase from P2.2 billion to P2.7 billion assuming a 4% net profit margin
on P12 billion incremental sales from S&R. The P0.24 EPS accretion
increases our valuation by P4.80 after assigning a multiple of 20x P/E
considering the steady growth of the company’s stores until 2015. We
believe ascribing 20x P/E is justified considering peer valuations. We
believe P200,000 is a conservative estimate as most of the S&R shoppers
belong to the A&B segments who, theoretically, have higher disposable
incomes than the average Filipino consumer. Further, PGOLD’s average
net ticket price for its hypermarkets is just lower by 5% compared to our
assumed spending for S&R.

Growth at a Reasonable Price. We performed a discounted FCF model
and a P/E based multiple in arriving at our target price for PGOLD. We
believe these two methods capture the company’s fair value as they
factor in market value, downside risks, growth rates, and cash flows.
Based on the said valuation parameters, we arrive at a P24.00 price
target for PGOLD, translating into a forward P/E of 22X. In our FCF
model, we assumed 11% cost of equity and 5% terminal growth rate.
We believe assigning a 22x P/E target is warranted, as this factors in a
10% discount to average forward P/Es of regional peers such as
Thailand’s Siam Makro and Big C Supermart. Both companies possess
similar high revenue growth trajectories and mirror-image net margins.
We initiate coverage with a Buy.

Regional Comparable Peers

Rev

Growth Fwd Net
Name ayn P/E Margin
Puregold 33.94% 18.62 3.96%
Siam Makro 12.38% 24.08 2.63%
Big C Supercenter 47.92% 25.89 4.78%
China Resources Enterprise 35.24% 28.91 2.95%
Zhongbai Holdings 16.79% 175 1.75%
Wumart Stores 19.60% 28.57 4.71%
Average 27.65% 23.93 3.46%

Source: Bloomberg




Earnings Projections
As of 17 February 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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