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the Priciest

Strong Finish. BDO had a very strong finish in 2018. It only made Php21.6bn in 
net profits as of 9mos 2018 and in the fourth quarter the full year number was 
a higher Php32.7bn, up 17% and beating the Php31bn profit guidance set early 
in the year. It’s an additional net income of Php11.2bn in 4Q18 alone, coming 
from a weak start this year of 1Q, 2Q and 3Q net profits of Php5.9bn, Php7.3bn 
and Php8.4bn, respectively; far from the guidance of Php31bn. 

To attribute much of BDO’s strong finish to the reduced provisions which some 
analysts say was a 62% cut to Php806m in 4Q18 from Php2bn in 4Q17 that gave 
the bank a boost of Php1.3bn in income in the fourth quarter of 2018 is to miss 
much of BDO’s accomplishments versus goals. For one, the decline in provi-
sions for bad loans was in the face of improving NPL ratio to 1.1% from 1.2% in 
2017 and a smaller year-on-year drop in actual provisions of just Php200m for 
the whole year to Php6.3bn. The point of contention was the closely monitored 
credit cost ratio that has dropped to 30 bps from the historical norm of 40 bps 
of the loan book that the bank guided will revert back to 40 bps, meaning more 
provisions are likely to be booked this year. 
 
The core lending business produced strong results. Loans and deposit growth 
rates were aligned and on par with industry, up 15% and 14% (higher than 
BPI’s 13% and 3%, respectively) for the whole year, respectively, producing 
20% growth in net interest income to Php98.3bn in 2018, PHP26.8bn of which 
was booked in 4Q18 or 27% of the full year. Shoring it up was the net interest 
margin (NIM) expansion to 3.64% in the whole of 2018 from 3.48% in 2017 on 
the back of a larger share of casa ratio of 70%, buttressed by 1,200 branches.

The non-interest income portion (fees, insurance premium from BDO Life and 
trading gains) grew a bit by 5.2% to Php 49.7bn by yearend but much of growth 
happened in 4Q18 when a Php14bn increase (28% of the full year ) was booked. 
See table 2 in second page. 

The biggest chunk was from BDO Life which contributed Php11.8bn in insur-
ance premium the whole year round, above the target of Php10bn for 2018 
and 20% above 2017. That’s an increasing share of the gross operating income 
of the bank at 7.9% in 2018, higher than 7.6% share in 2017 and 7.5% in 2016. 
 
Together with the non-interest income, the core business produced gross op-
erating income growth (before operating expenses) of 15% to Php148bn. That’s 
Php41bn of additional gross income in the fourth quarter from the 9M18 level 
Php107.3bn.

Excluding all the debate on the provisions, the bank’s pre-provisions profits 
(lending and non-interest income before provisions but after opex) should in 
the final analysis show how strongly the bank delivered, it’s up 15% in 2018 to 
Php50bn, from Php44.1bn in 2017. That may be lower than 2017’s 18% growth, 
but that’s a feat in a difficult year like 2018 and much higher than in 2016 and 
2015 growth rates of 10% and 5%, respectively. And the nice part was that BDO 

Table 1: Stock Summary

Target Price (Php)  141.07 

Currrent Price (Php)  133.50 

52-Wk range (Php)  106.6-154.8 

Year-to-date change 2.06

Mkt Cap (Php bn)  584.01 

Free Float 45%

6-mos Average Daily Turnover (Php mn)  329.87 

Forward 2019 P/B  1.66x 

Figure 1: YTD Price performance (Factor=100)
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“beat” despite one big shortcoming. It’s CET ratio is a thin 12.1%.

BDO eyes 13% ROE this year, an improvement from 10.4% last year and key to 
that is the lack of a dilutive capital raising this year despite a thin capital ratio of 
12.1% as of yearend and also the strongly growing core lending franchise. 

Catch-Up in Loan Repricing. BDO loans yields are just beginning to catch up 
(starting in 4Q18) with the higher cost of funds after the BSP raises benchmark 
rates by 175 bps last year. Half of BDO’s loan book is yet to reprice 75% of the 
rate hike last year and this will be more than enough to provide for the guided 
normalisation in credit costs (higher provisions) back to the 40 bps, 10 bps higher 
than last year. The drop in the NPL ratio of the bank last year to 1.1% means 
that the better quality of the loan book suggest not just sustainable net interest 
income growth but higher as well.

The bank’s recent bond float seems sufficient to meet the bank’s augmented loan 
book, seen to grow further by 15% this year, helped by deposit growth also seen 
to grow at same pace and supported by branch expansion, aggressive at 50 more 
this year and cognisant of the still low penetration rate of 30%.BDO is not doing 
a recapitalisation this year as the bank continues to be profitable and therefore 
capital accretive. 

There’s no profit guidance yet for 2019 but after the full year php32.7bn earnings 
in 2018, on the back of a 15% loan growth the bank sees no urgent need for a 
recapitalisation in light of the deceleration in industry loan growth to 15% in 4Q18 
from 18% early in the year.

Consensus opinion estimates this year’s net income to reach Php37bn, up 13.2%. 
This is equivalent to a ROE of 11.1% or a 40bps improvement from 2018’s ROE 
of 10.7%. BDO’s likely 13% ROE this year will require 22% net income growth to 
Php39.9bn based on 2018’s average ROE and a loftier 31.3% net income growth to 
Php42.9bn based on forward ROE this year.

We note some of the industry risks and challenges:

Return of destructive competition which is happening now as some loan offerings 
in the market are on negative spread; 

Industry loan book quality deterioration not because of economic growth slow-
down (Philippines growth still strong) but due to wild swings in interest rates that 
may raise middle market and SME delinquencies.

Still high intermediation cost of the banking industry

High capital regime of the banking industry in the sense that the regulator’s 
derisk parameters such as credit risk, market and operational risk that mostly 
pertain to the same risk assets, including the new and additional countercylical 
buffer capital. 

There’s also mandatory lending: agri -agra loans with nil compliance and out-
dated with the lapse of agrarian reform.
 
Recommendation. BDO’s earnings picture is clouded by the provisions issues 
raised by analysts. There’s also a recapitalisation overhang. The balance sheet 
looks very much stretched from a capital standpoint and much of the accom-
plishments of last year were very much priced in. Forward P/B and P/E are the 
industry’s highest at 1.66x and 15.8x, respectively. Take profits. 

Table 3: Peer comparison

Name Price
Market cap 
(Php mn)

Consensus 
TP

YTD Price 
Change (%)

52-Week P/B P/E ROE

High Low 2019E 2020E 2019E 2020E 2019E 2020E

BDO  133.50  584.01  141.07  2.06  154.80  106.60  1.66  1.52  15.80  14.06  11.10  11.34 

BPI  88.20  397.51  102.72  (6.17)  116.70  78.90  1.49  1.37  14.47  12.34  10.67  11.37 

MBT  79.80  317.61  90.32  (1.42)  93.07  64.00  1.03  0.95  11.78  10.28  9.29  9.90 

SECB  169.90  128.03  187.66  9.61  252.52  131.62  1.08  1.00  12.97  11.26  8.77  9.39 

Figure 3: Operating income mix

Table 2: Financial statement summary


