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HEADLINES

US stocks decline on signs Europe and China’s economy is slowing
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» US stocks declined yesterday (Mar 22) as signs that China’s economy is slowing worried
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Metro Pacific
Investments

Bank of the Phil. Islands
Megaworld

Aboitiz Equity Ventures
Aboitiz Power

SM Prime Holdings
DMCI Holdings
Manila Water Company

Jollibee Foods Corp.

Semirara Mining Corp.

TA ASM

TEL, EG SSM

manufacturing index from HSBC declined from 49.6 in February to 48.1 in March. Figures
below 50 suggest that the manufacturing sector in the region is contracting. Contractions in
China’s manufacturing sector is worrisome not just because the sector had played a key
role in keeping the world economy afloat since the 2008 financial crisis, but also because
China is the world’s largest consumer of raw materials. Stocks which are tied to this
demand were among yesterday's biggest losers with US Steel Corp., and Freeport-
McMoRan Copper Gold declining 5.82% and 3.7% respectively. Meanwhile in Europe,

another index suggested a slower growth in the region, adding to the negative sentiments.

Gold Fields Ltd. exercises option to acquire 40% of the Far Southeast Project

» South African Miner Gold Fields Limited disclosed yesterday that it had exercised the

option to acquire a 40% stake in the Far Southeast Project in Benguet. Gold Fields made a
US$110M down payment this week and had retained the option to acquire an additional
20% in the said gold-copper project. Marionne Ruiz, media relations officer for the Far
Southeast Project reportedly commented that Gold Fields will make an additional payment
of US$110M for the remaining 20% once an FTAA is granted by the Philippine government.

Lepanto Consolidated Mining Co. filed an application for an FTAA for the Far Southeast

Q4°11 Balance of Payments project last November 2011. The 40% stake acquired by Gold Fields was from Liberty

Monetary Policy Issues

Express Assets, a private holding company of the Felipe Yap group, while the remaining
Highlights report (BSP)

20%, if exercised, will be acquired from Lepanto Consolidated Mining Co. 01




BPI loan growth faster than expected; declares cash dividends

» The Bank of the Philippine Islands confirmed reports that its president Aurelio
Montinola Ill commented that its loan growth for the first two months of the year is
trending towards a 16% growth on a year on year basis. This is faster than the bank’s
target of 12-15% for the whole year of 2012. For the coming years, the bank is
projecting a loan growth of 12%.

» In a disclosure to the PSE, BPI announced that its Board approved the declaration of
regular cash dividends amounting to P0.90 per share, and special cash dividends
amounting to P0.50 per share. Record date and payment date for the said dividends
are yet to be announced.

Ayala Land to spend P60B on Makati City redevelopment plan

» Ayala Land, Inc. said yesterday that it is earmarking P60B in the next five years to
develop six districts in Makati City. The amount will be spread among its units and will
be spend for residential, retail, office, hotel developments and other infrastructure
projects within the city. ALl earlier disclosed that it is allotting P37B as capital
expenditures this year, P10B of which will be financed through the sale of bonds.

SMDC to raise P4B through notes issuance

» SM Development Corp. announced that it plans to raise P4B through the issuance of
fixed-rate corporate notes. BDO Capital and Investment Corporation, and Standard
Chartered Bank were appointed as Joint Lead Managers for the said notes issuance.
Asked for comments, SMDC vice president for business development and corporate
information, Jose T. Gabioza, told BusinessWorld that the funds raised will be for
general purposes and land banking.

BDO declares stock dividends

» The Board of BDO Unibank yesterday approved the declaration of stock dividends
equivalent to 3% of the BDO'’s outstanding capital stock. Record date and payment

date for the stock dividends will be set after the approval of the BSP.

Foreign Buying-Selling : 12-month period

Source: PSE
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Lepanto Consolidated Mining (LC/B)
Not Rated

Company Snapshot
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Golden Option Exercised

> What went on before. For nearly 4 months, LC has been in
consolidation mode. The lack of news flow did not help trading volumes
either, as these continued to decrease since December. A month ago,
Gold Fields announced that it will be delaying the final tranche of
payment until LC is able to secure a Financial or Technical Assistance
Agreement (FTAA) for the Far Southeast deposit, which is the subject of
the option agreement. Without the FTAA, Gold Fields and LC will not be
able to operate the mine in question.

» Gold Fields now owns 40% of FSE. In a “surprise” announcement

yesterday, Gold Fields disclosed that it will partially exercise the option

by buying Liberty’s remaining 20% stake in the FSE deposit for $110

million, leaving only Gold Fields and Lepanto as the shareholders of FSE.

With this payment, a total of $220 million had been paid to Liberty for its In September 2011, Gold Fields

entire stake. partially exercised the option and
bought half of Liberty’s 40% stake
for $110M. This payment completes
the buyout of Liberty’s stake in the
Far Southeast deposit.

Pre- Partial exercise Full Payment | Remaining
Ownership exercise (March 22) exercise to date Balance
Lepanto 60% 60% 40% S10M S110M
Liberty 40% 0% $220M
Gold Fields 0% 40% 60%

Source: Wealth Securities, company data

> Overhang removed. Although LC will only receive the payment once
the FTAA is approved, which is expected in the 2" half of the year, this
removes any doubt as to whether Gold Fields is pushing through with the
project. The market has been rife with rumors that Gold Fields would not
exercise the option because of complications arising from the new

mining law, which in turn made it more difficult to get an FTAA. Miguel A. Agarao
T: 634.5038 local 8164

E: bernardavinante@wealthsec.com
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» LC and LCB spread expected to widen again. The spread between
the two exceeded 20 centavos at one point as prices surged. Since LCB
was the only avenue for foreign buying, it rose higher than LC in the
past year. However, negative rumors caused them to drop and the
spread consequently narrowed. With spreads currently at 11 centavos,
we expect that this may widen as a result of Gold Fields’ announcement.

> Trading opportunity. While we have maintained that Gold Fields will
exercise the option, the market has been pricing LC as if the option will
not be exercised in the near future, if at all. With LC trading about 20%
away from its high, we think that there are still some profits to be had
as the market realizes that the option is still as golden as it was before.
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Rizal Commercial Banking Corp. (RCB)

Company Snapshot
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Shifting Gears

» Time for Growth. Over the last few years, RCB has been focused on
cleaning-up its Balance Sheet via provisioning, significantly reducing its
NPL Ratio and increasing its NPL Cover. Because of this, we believe that
provisioning will be less of a drag to RCB’s profitability, moving forward.
This would allow RCB to deliver loan growth of ~15.0% for 2012 and
2013 and ROE (Return of Equity) of ~14.0% in 2012 and 2013. The
recent capital infusions of IFC (International Finance Corporation) and
CVC Capital Partners serve as votes of confidence in RCB’s clean-up
efforts and growth story. The capital infusion provides RCB with the
necessary ammunition to allow it to shift gears from clean-up to growth.

The End of a Painful Clean-up. RCB spent most of the past decade
cleaning-up its Balance Sheet. RCB did this by allotting a significant
portion of its PPOP (Pre-Provision Operating Profits) as Provisions for
Losses. In 2004-2010, Provisions for Losses were, on the average, 37%
of PPOP. While this served the purpose of cleaning-up the bad assets in
RCB’s Balance Sheet, the high amounts of Provisions for Losses also
proved to be a drag to RCB’s Net Income and ROE (Return on Equity).

Amounts in million pesos
Sources: Company data, Wealth Securities estimates

Financial and Valuation Highlights

in P'million 2009A 2010A 2011A 2012E 2013E
Net Revenues 16,154 19,294 20,512 22,204 24,970
Operating Expenses 9,831 10,895 11,421 13,369 15,143
PPOP 6,323 8,399 9,091 8,835 9,827
Net Income 3,335 4,258 5,020 5,868 6,661
ROE 11.5% 13.5% 13.7% 13.8% 14.4%
ROA 1.2% 1.4% 1.5% 1.5% 1.5%
EPS 2.6 3.3 3.4 3.9 4.6
BVPS 27.4 29.1 31.4 34.5 38.2
PE 6.8 8.7 8.8 10.5 8.9
P/BV 0.6 1.0 1.0 1.2 1.1

Sources: Company data, Wealth Securities estimates

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

ND Fernandez
T: 634.5038 local 8152
E: nd.fernandez@wealthsec.com
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> Because of RCB’s clean-up efforts, it was able to reduce its Net NPL Ratio

from 11.3% in 2004 to 3.1% in 2010. When RCB disclosed its FY2011
results, it also announced that it had reduced its Net NPL Ratio to 1.5%
while increasing Net NPL Cover to 103.4%.

Sources: Company Data, Wealth Securities

Considering that NPLs are at a manageable level and that NPL Cover is
more than adequate, we believe that provisioning will be at a more
moderate pace moving forward. This will allow the bank to focus on
growing its assets and loans while consistently delivering a high level of
profitability.

Erasing a Stain. RCB’s Deferred Charges, which are a result of its
previous NPA disposals, are amortized via direct charge to Equity instead
of passing thru the bank’s Income Statement (via Provisions for Losses).
This accounting treatment has merited a qualified opinion on RCB’s
financial statements. This has proven to be a stain on RCB’s otherwise
solid financial condition.

Amounts in million pesos
Sources: Company Data, Wealth Securities

Needless to say, the Amortization of Deferred Charges has also muted
the growth of RCB’s BVPS (Book Value per Share), as the amortization
from 2009 to 2011 amounted to —P3.8B. On the flipside, we estimate
that RCB’s Deferred Charges would be reduced to ~P4.1B by YE 2012, or
half of what it was in YE 2008. Further, the capital infusion of IFC and
CVC Capital Partners, which totaled P7.1B, more than offsets the
remaining Deferred Charges on RCB’s books. We believe that, if needed,
RCB can initiate a one-time write-off of the remaining Deferred Charges
to complete its Balance Sheet clean-up and again merit an unqualified
opinion on its financial statements.

Vote of Confidence, Fuel for Growth. The investment of IFC and CVC
Capital Partners represents a vote of confidence on RCB from reputable
foreign institutions. IFC is the investment banking arm of World Bank
while CVC Capital Partners is a known private equity and investment
advisory firm. IFC bought 73.5M shares of RCB, while CVC Capital
Partners subscribed to 171.0M RCB Shares. Both placements were priced
at P29.0 per share. The significant investment of the two foreign
entities, which equates to a combined 21.4% of RCB’s expanded share
base, signifies their confidence in RCB’s clean-up efforts and growth
initiatives. This raised RCB’s CAR (Capital Adequacy Ratio) to 19.3% and
Tier 1 Ratio to 14.6% as of YE2011. This will provide RCB with enough
fuel for growth, moving forward.

Ready to Rumble. RCB started to show signs of stronger growth when
it expanded its loan portfolio to P184.7B, up 32.2% YOY. If sustained,
we expect this to drive RCB’s earnings growth moving forward. Based on
assumptions of 15% loan growth for 2012 and 2013, we expect RCB to
sustain its earnings growth of 16.9% and 13.5% for 2012 and 2013
respectively, primarily driven by strong growth in Net Interest Income.
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» BUY RCB. We initiate coverage of RCB with a BUY, with target price of
P46.60. This translates to 2012E P/BV of 1.35x and 2013E P/BV of
1.22x. Though our target price only implies an upside of 12.4% from
current price levels, we note the following possible upside surprises that
may cause RCB's stock price to exceed our target price:

e Accelerated write-off of Deferred Charges
e Faster loan growth

e Faster Balance Sheet expansion

e Higher than expected Trading Income



Earnings Projections
As of 23 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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