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ABSTRACT 
 
 

 
LEJOS, J. R., Capital Structure and the Value of the Firm in the 

Philippine Telecommunications Industry.  Master in Business Administration, De 
La Salle University-Dasmariñas, Cavite, February 2009. Adviser: Mr. Don S. 
Malabanan. 

 
The purpose of this study is to examine the relationship of capital structure to 

the value of the firm in the Philippine telecommunications industry for the period of 

1997 to 2007.  Highly capital intensive industries, like the Philippine 

telecommunications sector, need to be more cautious on their capital structure 

decisions but at the same time maximize their firm value to optimize shareholder 

returns.  In their continued thrust to keep up with competition, support growth 

opportunities, and meet the demands for basic telecommunications as well as 

innovative technologies, the telecommunications companies expand their sources of 

funding by accessing capital markets through the issuance of debt securities and by 

increasing their capitalization in the equity market.  Evidently, the dominant 

telecommunications companies maximized the financing facility available in the 

Philippine stock exchange.  

Other than the firm-level decisions controlled by the telecommunications 

companies, the performance of the country’s economy affect the financial position 

and the valuation of the telecommunications companies in the Philippines.  Debt 

policies differ, also, among the telecommunications companies with DGTL being 

more aggressive than GLO and TEL.  Meanwhile, current capital structure affects the 

value of the firm for DGTL and GLO, but behaves independently for TEL.  This may 
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have been caused by TEL’s corporate financial policy on adhering to a hierarchy of 

financing sources instead of targeting an optimal capital structure. 

Notably, even when the stock price and the theoretical value of the business 

are largely dispersed, it shows that the marginal investors have other considerations in 

managing their investment portfolio.  Perceived growth, cost leadership, and 

corporate strategies may influence the investors’ selection of stocks to acquire.  

Expected returns, likewise, is influenced by the country’s prevailing risk-free interest 

rates and movements in the market.    

In this regard, further collective study in other industries can still provide 

more information to better understand the amount and degree of association between 

the value of the firm and the capital structure decisions.  Moreover, availability of 

data and disclosure of more financial information may be improved to expand the 

knowledge on business valuation and increase confidence in the financial scorecard 

reported by the companies in the Philippines. 

 

 

 

 

 

 

 
 
 
 



 

 ix

TABLE OF CONTENTS 

                                                                                                               

                   Page 

TITLE PAGE. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  i 

DEED OF DECLARATION. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ii 

APPROVAL SHEET. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . iii 

BIOGRAPHICAL SKETCH . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . iv 

ACKNOWLEDGMENT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . v 

ABSTRACT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  vii 

TABLE OF CONTENTS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ix 

LIST OF TABLES . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . xi 

LIST OF FIGURES. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  xiv 

LIST OF APPENDIXES. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  xv 

INTRODUCTION. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 

Background of the Study. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

Statement of the Problem. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 

Objectives of the Study. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 

Hypotheses of the Study . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6 

Significance of the Study. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7 

Scope and Limitations of the Study  . . . . . . . . . . . . . . . . . . . . . . . . 8 

Definition of Terms . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8 

REVIEW OF RELATED LITERATURE  . . . . . . . . . . . . .. . . . . . . . . . . . . . . 13 

CONCEPTUAL FRAMEWORK. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32 



 

 x

METHODOLOGY. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 

Research Design. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 

Sources of Data. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36 

Collection of Data. . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37 

Methods of Analysis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37 

RESULTS AND DISCUSSION  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 51 

Philippine Telecommunications Industry. . . . . . . . . . . . . . . . . . . . . 51 

Capital Structure and Value of the Firm 
                 in the Telecommunications Industry. . . . . . . . . . . . . . . . . . . . . . . . 

 
88 

Value of the Firm, Theoretical Value and Optimal Value,  
                and the Cost of Capital in the Telecommunications Industry. . . . .  
       

91 

SUMMARY, CONCLUSIONS, AND RECOMMENDATIONS . . . . . . . . .  113 

Summary. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 113 

Conclusions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  114 

Recommendations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  116 

REFERENCES. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 119 

APPENDIXES. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  124 

 

 

 

 

 
 
 



 

 xi

  LIST OF TABLES  

     

Table   Page 

1 

  

Growth in Wireline Telephone Service and  
Telephone Density Index, 1989-1996. . . . . . . . . . . . . . . . .  
 

53 

2 

 

Growth in Wireless Telephone Service and  
Mobile Telephone Density Index, Philippines,  
1999-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
 

54 

3 

 

Growth in Wireless Telephone Service and  
Mobile Telephone Density Index, Philippines,  
2000-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 

55 

4 

 

Wireless Subscribers per Service Provider,  
Market Share, 1999-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . 
 

59 

5 
 

Wireline Subscribers per Service Provider, 2006. . . . . . . .  62 

6 

 

Philippine Telecommunications Key  
Operational Metrics, 2007. . . . . . . . . . . . . . . . . . . . . . . . . . 
 

63 

7 

 

Par Value, Book Value, Market Value, and  
Earnings per Share in the Telecommunications  
Industry per Company, Philippines, 1997-2007. . . . . . . . .  
 

66 

Basic Valuation of Telecommunications Industry  
per Company, Philippines, 1997-2007. . . . . . . . . . . . . . . . . 68 8 

 
  

9 

 

Summary of Telecommunications Dividends  
per Company, Philippines, 1997-2007. . . . . . . . . . . . . . . . . 
 

69 

10 

 

Summary of Telecommunications Industry’s  
Liquidity Ratio, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . 
 

70 

11 

 

Summary of Telecommunications Industry’s  
Asset and Equity Returns, in percent, 1997-2007. . . . . . . .  
 

71 

 
 

  



 

 xii

LIST OF TABLES 
 

    

Table   Page 

12 

 

Asset Efficiency and Investment Summary of 
Telecommunication Industry, 1997-2007. . . . . . . . . . . . . .  
 

72 

13 

 

Telecommunications Industry Summary of  
Growth Rates, in percent, Philippines, 1997-2007. . . . . . .  
 

81 

14 

 

Summary of Telecommunication Industry’s  
Leverage Ratio, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . 
 

82 

15 

 

Summary of Telecommunications Industry’s  
Profitability Ratio, in percent, 1997-2007. . . . . . . . . . . . . .  
 

86 

16 
 

Summary Table of the Granger Causality Test. . . . . . . . . .  89 
17 

 

Summary of Longterm-Capital Allocation of the  
Telecommunications Industry per Company,  
Philippines, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
 

93 

18 

 

Summary of Component and Weighted Average  
Cost of Capital of DGTL, in percent, 1997-2007. . . . . . . .  
 

97 

19 

 

Summary of Component and Weighted Average  
Cost of Capital of GLO, in percent, 1997-2007. . . . . . . . . . 
  

99 

20 

 

Summary of Component and Weighted Average  
Cost of Capital of TEL, in percent, 1997-2007. . . . . . . . . .  
 

100 

21 

 

FCFF, WACC and Theoretical Value per Share  
of DGTL, in PhP, 1997-2007. . . . . . . . . . . . . . . . . . . . . . .  
 

103 

22 

 

Market, Theoretical, and Optimal Value per Share  
of DGTL, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 

105 

23 

 

FCFF, WACC, and Theoretical Value per Share  
of GLO, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
 

106 

 
 

  



 

 xiii

LIST OF TABLES 
 

 
 

  

Table 
 

 Page 

24 

 

Market, Theoretical, and Optimal Value per Share  
of GLO, in PhP, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . 
 

107 

25 

 

FCFF, WACC, and Theoretical Value per Share  
of TEL, 1997-2007 . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . 
 

109 

26 

 

Market, Theoretical, and Optimal Value per Share  
of TEL , in PhP, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . .  
 

110 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 xiv

  LIST OF FIGURES  

    

Figure   Page 

1 

 

A model on the relationship of capital structure 
and firm value in the telecommunications industry. . . . . . .  
 

33 

2 

 

Wireless subscriber growth per service provider vs.  
population of the Philippines, 1999-2007. . . . . . . . . . . . . .  56 

3 
 

Wireless subscription market share, Philippines, 2007. . . .  
60 

4 

 

Telecommunications industry debt ratio  
per company, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . 
 

84 

5 

 

Telecommunications industry debt to equity ratio 
per company, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . . 
 

85 

6 
 

Longterm-capital allocation per company, 1997-2007. . . .  95 

7 
 

Optimal capital structure simulation of GLO, 2007. . . . . .  108 

8 
 

Optimal capital structure simulation of TEL, 2007. . . . . . .  111 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 xv

  LIST OF APPENDIXES  

    

Appendix   Page 

A 

 

Wireless Subscribers per Service Provider,  
in hundreds, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . .. .  
 

125 

B 

 

Organizational Profile of the Telecommunications  
Companies, Philippines, 2007. . . . . . . . . . . . . . . . . . . . . . . . 
  

126 

C 

 

Summary of Major Products and Services offered in the 
Telecommunication Industry. . . . . . . . . . . . . . . . . . . . . . . . . 
 

127 

D 

 

Annual Risk-free and Risk Premium Rates,  
Philippines, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 
 

128 

E 

 

Daily 2-Year Beta of Telecommunications Industry per 
Company, Philippines, 1997-2007. . . . . . . . . . . . . . . . . . . .. 
 

128 

F 

 

Summary of Inputs on Free Cash Flow to the Firm 
of DGTL, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . .. . … 
 

129 

G 

 

Summary of Inputs on Free Cash Flow to the Firm  
of GLO, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . .. 
 

130 

H 

 

Summary of Inputs on Free Cash flow to the Firm  
of TEL, 1997-2007. . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . 
 

131 

I 
 

Optimal Capital Structure Simulation of DGTL, 1997. . . . . 132 

J 
 

Optimal Capital Structure Simulation of DGTL, 1998. . . . . 132 

K 
 

Optimal Capital Structure Simulation of DGTL, 1999. . . . . 133 

L 
 

Optimal Capital Structure Simulation of DGTL, 2000. . . . . 133 

M 
 

Optimal Capital Structure Simulation of DGTL, 2001. . . . . 134 

N 
 

Optimal Capital Structure Simulation of DGTL, 2002. . . . . 134 

O 
 

Optimal Capital Structure Simulation of DGTL, 2003. . . . . 135 

 
 

  



 

 xvi

LIST OF APPENDIXES 

 
 

  

Appendix 
 

 Page 

P 
 

Optimal Capital Structure Simulation of DGTL, 2004. . . . . 135 

Q 
 

Optimal Capital Structure Simulation of DGTL, 2005. . . . . 136 

R 
 

Optimal Capital Structure Simulation of DGTL, 2006. . . . . 136 

S 
 

Optimal Capital Structure Simulation of DGTL, 2007. . . . . 137 

T 
 

Optimal Capital Structure Simulation of GLO, 1997. . . . . .  137 

U 
 

Optimal Capital Structure Simulation of GLO, 1998. . . . . .  138 

V 
 

Optimal Capital Structure Simulation of GLO, 1999. . . . . .  138 

W 
 

Optimal Capital Structure Simulation of GLO, 2000. . . . . .  139 

X 
 

Optimal Capital Structure Simulation of GLO, 2001. . . . . .. 139 

Y 
 

Optimal Capital Structure Simulation of GLO, 2002. . . . . .  140 

Z 
 

Optimal Capital Structure Simulation of GLO, 2003. . . . . .  140 

AA 
 

Optimal Capital Structure Simulation of GLO, 2004. . . . . .  141 

AB 
 

Optimal Capital Structure Simulation of GLO, 2005. . . . . .  141 

AC 
 

Optimal Capital Structure Simulation of GLO, 2006. . . . . .  142 

AD 
 

Optimal Capital Structure Simulation of GLO, 2007. . . . . .  142 

AE 
 

Optimal Capital Structure Simulation of TEL, 1997. . . . . . . 143 

AF 
 

Optimal Capital Structure Simulation of TEL, 1998. . . . . . . 143 

AG 
 

Optimal Capital Structure Simulation of TEL, 1999. . . . . . . 144 

AH 
 

Optimal Capital Structure Simulation of TEL, 2000. . . . . . . 144 

AI 
 

Optimal Capital Structure Simulation of TEL, 2001. . . . . . . 145 

 
 

  



 

 xvii

LIST OF APPENDIXES 

 
 

  

Appendix 
 

 Page 

AJ 
 

Optimal Capital Structure Simulation of TEL, 2002. . . . . . . 145 

AK 
 

Optimal Capital Structure Simulation of TEL, 2003. . . . . . . 146 

AL 
 

Optimal Capital Structure Simulation of TEL, 2004. . . . . . . 146 

AM 
 

Optimal Capital Structure Simulation of TEL, 2005. . . . . . . 147 

AN 
 

Optimal Capital Structure Simulation of TEL, 2006. . . . . . . 147 

AO 
 

Optimal Capital Structure Simulation of TEL, 2007. . . . . . . 148 

 
 
 
 
 
 
 




