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Fitch Ratings-Singapore-28 August 2018: Fitch Ratings has downgraded PLDT Inc.'s Long-Term Foreign- and 

Local-Currency Issuer Default Rating (IDR) to 'BBB' from 'BBB+'. The agency has simultaneously affirmed the 

Philippine telco's National Long-Term Rating at 'AAA(phl)'. The Outlook is Stable. 

 

The rating action reflects our expectations of PLDT's weakening credit metrics as a result of its more aggressive 

capex strategy over the next three years. The company is also likely to rely on further debt financing, given the 

anticipated slow recovery in EBITDA. This is despite its stated intention to fund the additional capex through asset 

sales. Consequently, we expect FFO adjusted net leverage for 2018-2020 to remain above 2.5x (2018: 2.6x) - a 

leverage profile consistent with a 'BBB' rating.  

 

KEY RATING DRIVERS 

 

Capex Drives Leverage: Fitch forecasts capex/revenue ratio to increase to 35%-36% in 2018-2020 (2017: 23%), 

following PLDT's plans to raise capex for the next three years to address network issues and fend off new 

competition. The company intends to increase capex to PHP58 billion in 2018 (2017: PHP37 billion), and expects 

2019-2020's figures to average nearly PHP60 billion, bringing its total five-year capex programme since 2016 to 

PHP260 billion. The revised budget is significantly higher than the yearly average of PHP40 billion in the past 

three years, driven by the government's call to raise competition and improve broadband speed.  

 

Aggressive Fibre Rollout: PLDT's higher capex spend should help it retain its network strength, ahead of a third 

telecom operator's entry. The aggressive expansion in fixed-line infrastructure underscores PLDT's fibre strategy 

to capture growth in the home broadband and enterprise segment. Approximately 46% of the capex in 2018 will 

be allocated for fixed-line infrastructure (2017: 33%), and the remaining 54% for wireless to support demand for 

rising data usage and the under-served fixed broadband market. PLDT is on track to fulfil its commitment to cover 

90% of the country's cities and municipalities, and to expand its fibre reach to 5.1 million homes by 2018 (at end-

June 2018: 5 million).  

 

Partial Funding Through Asset Sales: PLDT raised PHP23 billion through asset sales in 1H18, amongst which 

were the PHP10 billion divestment of its stake in German internet company Rocket Internet, PHP7 billion through 



the sale of receivables from Metro Pacific Investments Corp. (MPIC), and PHP4 billion of staggered proceeds 

from MPIC. The receivables were part of the balance proceeds from the sale of shares in Beacon Electric Asset 

Holdings Inc. to MPIC that were payable through instalments up to 2021. There was still PHP4.3 billion of 

outstanding receivables from MPIC at end-June 2018.  

 

The pace of deleveraging could be more rapid should PLDT decide to undertake more asset sales to support 

debt-reduction efforts, or in the event of a stronger-than-expected EBITDA recovery. However, we have not taken 

these into consideration in our cash-flow assumptions. 

 

Negative FCF, Slow EBITDA Recovery: Our rating case projections assume free cash flow would remain negative 

for the next three years, given the high capex and continuing dividend commitments. We expect progressive 

EBITDA improvements from growth in home and enterprise revenues to offset weakness in the wireless segment. 

PLDT expects to return to growth in both revenues and profitability in 2018. Consolidated service revenue and 

EBITDA grew by a respective 1.3% and 3.7% in 1H18, driven by the double-digit growth in the home and 

enterprise segments.  

 

New Competition: The government's push for a third telecom operator is credit negative for PLDT and the second-

largest telecom operator, Globe Telecom, Inc. (BBB-/Stable), as it is ultimately likely to intensify competition and 

dilute the market share of incumbent operators. The regulator is drafting policies to allocate spectrum frequencies 

to a new entrant, and expects to officially announce the third telecom operator in December 2018. The threat of a 

new entrant is likely to temper revenue growth, which is already experiencing industry-wide structural declines in 

legacy revenues - including SMS, international and mobile voice. 

 

Robust Market Position: PLDT's ratings reflect its robust position in both fixed and wireless markets in the 

Philippines, strengthening its status as an integrated telecom operator. It had a subscriber market share of over 

70% in fixed-line and a 45% revenue market share in mobile at end-June 2018. PLDT's EBITDA contributions 

from the fixed segment increased to 49% in 1H18 (2017: 45%), while the remaining 51% was from the wireless 

segment (2017: 55%). 

 

DERIVATION SUMMARY 

 

PLDT is rated higher than its closest peer, Globe, due to its lower net leverage, better liquidity profile and robust 

position in both fixed and wireless markets. Globe has gained revenue share in the mobile segment over the last 



few years at the expense of PLDT. Globe's mobile revenue share increased to 56% in 1H18 (1H17: 53%), but it 

still trails PLDT at 47% of total telecoms revenue share. PLDT is also rated a notch higher than India's Bharti 

Airtel Limited (BBB-/Stable), despite the latter's better revenue diversity. This is because the intense competition 

in India justify a tighter leverage threshold of 2.5x for Bharti at a 'BBB-' rating.  

 

Fixed-broadband operator Telekom Malaysia Berhad (TM, A-/Negative, Standalone: BBB+) has similar leverage 

profile than PLDT, but is better positioned given its strong market dominance and benign competition in 

Malaysia's fixed broadband market. However, cost pressure from TM's new mobile business and the risk of 

broadband tariff cuts are likely to trim the EBITDA margin of 30%, cap EBITDA growth and delay deleveraging. 

Thailand's largest mobile operator, Advanced Info Service Public Company Limited (AIS, BBB+/Stable), has a 

more conservative balance sheet of below 2.0x, offsetting its lack of product diversification.  

 

PLDT's ratings also reflect the moderate impact of a weaker operating environment on its credit profile, leading to 

a tighter downgrade guideline of 3.0x relative to the larger 'BBB' rated European telecom peers such as BT Group 

plc's (BBB/Stable) 3.2x and Royal KPN N.V.'s (BBB/Stable) 3.5x. Fitch's 'bb' assessment of the operating 

environment takes into account the moderate economic environment and issuer's funding characteristics, as well 

as the weak systemic governance of the Philippines. No country-ceiling and parent/subsidiary aspects have an 

impact on the rating.  

 

KEY ASSUMPTIONS 

 

Fitch's Key Assumptions Within Our Rating Case for the Issuer 

- Low-single-digit group revenue growth in 2018-2020, as the expanding home broadband and enterprise 

segments offset weakness in mobile revenues, consisting primarily of legacy voice and SMS services. 

- Operating EBITDA margin to decline to around 40% in 2018-2019 due to a shift to lower-margin fixed line and 

data services, and intense competition 

- Capex/revenue ratio of around 35%-36% in 2018-2020 

- Remaining PHP4.3 billion proceeds from MPIC from the sale of Beacon shares 

- Dividend payout of 60% based on previous year's core income, as per the company's stated policy.  

- No M&A or further divestment of assets. 

 

 



RATING SENSITIVITIES 
 
Developments that May, Individually or Collectively, Lead to Positive Rating Action 
- FFO adjusted net leverage falls below 2.5x on a sustained basis.  
 
Developments that May, Individually or Collectively, Lead to Negative Rating Action 
- FFO adjusted net leverage rises above 3.0x for a sustained period. 
 
LIQUIDITY 
 
Strong Liquidity: PLDT's unrestricted cash balance of PHP57 billion as of end-June 2018 was sufficient to fully 
cover its short-term maturities of PHP11 billion. The company's liquidity is also supported by strong access to 
capital markets and banks. Potential divestment of its remaining 2.1% stake in Rocket Internet and future 
repayment of advances due from PLDT's digital business Voyager could provide additional financial flexibility, 
should these materialise. PLDT announced in August 2018 that it is in talks with a foreign investor to divest a 
majority stake in Voyager.  
 
Well-Laddered Debt Maturity: PLDT's total on-balance-sheet debt of PHP184 billion as of end-June 2018 is well 
spread out, with 74% of debt due after 2020. Approximately 16% of borrowings were US dollar-denominated 
(2017: 20%), of which the unhedged portion of its US dollar-denominated debt net of its dollar cash balance was 
7% (2017: 8%). Dollar-linked revenue - consisting of international long-distance, international leased lines and 
mobile virtual operator businesses - provide a natural hedge at 15% of PLDT's consolidated service revenue 
(2017: 23%). 
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