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Business As Usual under RP2
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We hold the view that terms stipulated under the Regulatory
Period 2 (RP2) will have neutral impact on PETGAS as a lower
WACC is cushioned by a growing regulated asset base, while the
yearly adjustments on forex fluctuation and gas prices will reduce
earnings volatility. As such, PETGAS’s earnings will remain stable
with >90% being safeguarded by the Incentive-Based Regulation
(IBR) framework, anchoring a consistent and generous dividend
payout. We keep our forecasts relatively unchanged, tweak our TP
marginally up to RM17.13 (from RM17.00) and maintain our
MARKET PERFORM call.
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The key takeaways from PETGAS conference call last Friday 7 @™ o P @ P T
pertaining to the RP2 are as follows:
KLCI 1,497.55
1. Future earnings to remain neutral given a high asset base to YTD KLCI chg 0.1%
mitigate a lower WACC. There was no disclosure of regulated YTD stock price chg -0.7%
asset base (RAB) by the company but it has guided for RM2b
increment of RAB over the 3-year RP2 period, i.e., 2023 to 2025. _Stock Information
Similarly, the quantum of WACC was not disclosed as well but we =~ Shariah Compliant Yes
believe to be at the highest range of 7%. The company expects —Bloomberg Ticker PTG MK Equity
insignificant cut in WACC in the future which we believe could also ~ Market Cap (RM m) 33,638.4
indicate that the new rate is in line with other utilities players in the ~ Shares Outstanding 1,978.7
region. 52-week range (H) 17.70
52-week range (L) 15.92
2. A new component Tariff C of RM0.553/GJ for high-pressure gas = 3-mth avg daily vol: 554,489
via Peninsular Gas Utilisation (PGU) Il Sector 3, on top of the Free Float 15%
Tariff T of RM1.063/GJ for RP2 via existing PGU network, from Beta 0.7
RM1.129/GJ in RP1. This Tariff C is for gas export to Singapore
with reserved capacity of 200MMSCFD (total charges Tariff T plus _Major Shareholders
Tariff C). To also note that Tariff T in 2023 is RM1.061/GJ. This Petroliam Nasional Bhd 51.0%
additional tariff also helps to lower WACC as well as lower Employees Provident Fund 14.5%
revenue expected in 2023 on the yearly forex adjustment from the = Kumpulan Wang Persaraan 10.0%
strong USD in 2022. Meanwhile, the new Tariff T of RM1.063/GJ .
came slightly higher than our assumption of RM1.045/GJ. = I BRI Vel e
FY Dec (RM m) 2021A 2022F 2023F
3. Besides the yearly forex adjustment, the authority has also Turnover 5649 5891 5763
approved 100% cost pass-through on gas price (yearly EBIT 2660 2543 2523
adjustment) to shippers which will mitigate risk on opex PBT 2642 2490 2482
fluctuations. To refresh, PETGAS’s earnings were hit by higher Net Profit (NP) 1989 1784 1897
internal gas consumption (IGC) costs in FY22 given the escalating Core Net Profit 2025 1784 1897
gas prices. With these two adjustments in place, PETGAS's Consensus (NP) 1794 1889
earnings will remain stable. Earnings Revision (%) - +0.5
Core EPS (sen) 102.3 90.1 95.8
4. The approved tariff of RM3.455/GJ for regasification terminal Sg. = CNP growth (%) 1.2 -11.9 6.3
Udang (RGTSU), which is the same as our assumption, remains ~ NDPS (sen) 82.0 76.6 81.5
unchanged from RP1 but the approved tariff for regasification —BV/Share (RM) 6.62 7.38 7.52
terminal Pengerang (RGTP) is reduced to RM3.165/GJ from NTA/Share (RM) 6.62 7.38 7.52
RM3.485/GJ in RP1. We had expected tariff for RGTP to remain at  €ore PER (x) 16.8 18.9 17.7
RM3.485/GJ. PBV (x) 2.60 2.30 2.26
Price/NTA (x) 2.60 2.26 2.22
Neutral on earnings. As expected, the RP2 has neutral impact given = Gearing (%) N Cash N Cash N Cash
that the expected lower WACC will be negated by higher RAB while the = Dividend Yield (%) 4.8 4.5 4.8

gas price and forex pass-through help to stabilise earnings. We see
mildly positive impact from the new tariff as Tariff T of PGU came
slightly higher than our expectations. To align with the new tariffs
coupled with new component of Tariff C from 2023, we upgraded
FY23F earnings slightly by 0.5% while keeping FY22F’s unchanged.
Accordingly, FY23F NDPS is also increased proportionally based on

unchanged payout of 85%.
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We continue to like PETGAS for its earnings stability of which >90% is safeguarded by the IBR framework, and the RP2 has
reinforced its earnings stability, anchoring decent dividend yields of 4-5%. However, its valuation is already rich at current levels.
Having reflected the terms under the RP2, we raise our SoP-based TP slightly to RM17.13 (see Page 4) from RM17.00. There is
no adjustment to our TP based on ESG given a 3-star rating as appraised by us (see Page 6).

Risks to our recommendation include: (i) regulatory risk, and (ii) a global recession hurting demand for power, steam and
industrial gases.

Key Highlights of RP2
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RM m RM/Share Basis
Gas Business 26,382.3 13.33 DCF @ 8.1% WACC, g = 2%
Melaka RGT 1,288.0 0.65 DCF @ 8.1% WACC
Kimanis IPP 663.2 0.34 DCF @ 4.0% WACC
Pengerang RGT 1,974.7 1.00 DCF @ 6.0% WACC
Gas Malaysia 633.5 0.32 TP: RM3.43 @ 14.8% equity stake
Net Cash/(Debt) 2,960.9 1.50 Adjusted FY23F at group level
33,902.7 17.13
Source: Kenanga Research
Income Statement Financial Data & Ratios
FY Dec (RM m) 2019A 2020A 2021A  2022F  2023F FY Dec 2019A 2020A 2021A 2022F 2023F
Revenue 5458 5592 5649 5891 5763 Growth (%)
EBITDA 3694 3687 3643 3591 3594 Revenue -0.7 2.5 1.0 4.3 2.2
Depreciation -1138 -1017 -983 -1047 -1071 EBITDA -04 02 -12 -1.4 0.1
EBIT 2556 2670 2660 2543 2523 Operating Income -0.6 45 04 4.4 -0.8
Interest Expense -230 -220 -175 -183 -172 Pre-tax Income 55 6.0 1.2 -5.7 -0.3
Associate 137 160 157 130 132 Net Income 7.9 38 -1.0 -10.3 6.3
Exceptional/FV 0 0 0 0 0 Core Net Income 4.2 6.2 1.2 -11.9 6.3
PBT 2463 2610 2642 2490 2482
Taxation -479 -528 -530 -623 -496 Profitability (%)
Minority Interest -49 -73 -122 -84 -89 EBITDA Margin 67.7 659 645 61.0 62.4
Net Profit 1935 2010 1989 1784 1897 Operating Margin 46.8 477 471 43.2 43.8
Core Net Profit 1884 2001 2025 1784 1897 PBT Margin 451 467 46.8 423 43.1
Net Margin 355 359 352 30.3 32.9
Balance Sheet Core Net Margin 345 35.8 35.9 30.3 32.9
FY Dec (RM m) 2019A  2020A 2021A  2022F  2023F Effective Tax Rate 19.4 202 201 25.0 20.0
Fixed Assets 13247 13216 13272 12925 12554 ROA 9.2 9.7 10.0 10.0 10.2
Associate 138 142 152 158 155 ROE 148 155 155 13.6 12.9
Jointly Cont.Entity 547 631 705 735 719
Other FA 537 426 339 353 346 DuPont Analysis
Inventories 78 45 46 57 53 Net margin (%) 345 358 359 30.3 32.9
Receivables 955 744 890 807 790 Assets Turnover (x) 0.3 0.3 0.3 0.3 0.3
Other CA 60 0 0 0 0 Leverage Factor (x) 15 15 15 1.4 1.4
Cash 4022 3139 3782 5277 5746 ROE (%) 142 158 155 12.2 12.7
Total Assets 19584 18345 19186 20312 20362
Leverage
Payables 883 839 1069 1115 1091 Debt/Asset (x) 0.20 0.8 0.18 0.15 0.14
ST Borrowings 107 145 168 175 175 Debt/Equity (x) 029 026 0.26 0.20 0.19
Other ST Liability 0 15 58 61 60 Net Debt/(Cash) 123 -141 335 2317 2961
LT Borrowings 3792 3134 3279 2785 2610 Net Debt/Equity (x)  -0.01 0.01 -0.03 -0.16  -0.20
Other LT Liability 1237 1243 1272 1326 1298
Minority Int. 320 334 241 251 246 Valuations
Net Assets 13245 12635 13099 14599 14883 Core EPS (sen) 952 101.1 102.3 90.1 95.8
NDPS (sen) 82.0 127.0 82.0 76.6 81.5
Share Capital 3165 3165 3165 3165 3165 BV/share (RM) 6.69 6.39 6.62 7.38 7.52
Reserves 10080 9470 9933 11434 11718 NTA/share (RM) 6.69 6.39 6.62 7.38 7.52
Equity 13245 12635 13099 14599 14883 Core PER (x) 175 170 16.8 18.9 17.7
Net Div. Yield (%) 4.8 7.5 4.8 4.5 4.8
Cashflow Statement PBV (x) 2.48 2.69 2.60 2.30 2.26
FY Jun (RM m) 2019A  2020A 2021A  2022F  2023F P/NTA (x) 248 269 260 2.26 2.22
Operating CF 3386 3341 3297 3885 2956 EV/EBITDA (x) 8.9 9.3 9.2 8.7 8.5
Investing CF -1126 -956 -990 -700 -700
Financing CF -1850 -3268 -1663 -1691 -1787
Change In Cash 410 -883 644 1494 469
Free CF 2260 2385 2306 3185 2256

Source: Kenanga Research
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Peer Table Comparison

o Net Div
PER (x) - Core )
Last Price Upside Market Cap Shariah Current (SRl 275 (2C0) (Sl 2255 (Sl Earnings X 22}3

Rating o \ :
QB (%) (R Compphan R 1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-vr. 2-Yr. . : 1-Yr.
Fwd. Fwd. Fwd. Fwd. Fwd. Fwd. . . Fwd.

Stocks Under Coverage

GAS MALAYSIA BHD MP 3.27 3.54 8.26% 4,198.7 Y 12/2022 30.2 27.1 54.0% -10.1% 10.8 12.1 3.6 33.7% 27.1 8.3%
MALAKOFF CORP BHD OoP 0.685 0.940 37.23% 3,347.6 Y 12/2022 6.3 6.5 -2.2% 3.6% 10.9 10.5 0.6 5.7% 5.0 7.3%
PETRONAS GAS BHD MP 17.00 17.13 0.76% 33,638.4 Y 12/2022 90.1 95.4 -11.9% 5.8% 18.9 17.8 2.3 12.9% 76.6 4.5%
SAMAIDEN GROUP BHD OP 0.815 0.860 5.52% 313.8 Y 06/2023 4.7 5.5 16.9% 15.9% 17.3 14.9 2.5 15.5% 0.0 0.0%
TENAGA NASIONAL BHD OoP 9.55 10.17 6.49% 54,941.9 Y 12/2022 76.0 91.5 -9.5% 20.5% 12.6 10.4 0.9 7.5% 38.0 4.0%
YTL POWER INTERNATIONAL BHD OP 0.730 1.04 42.47% 5,914.6 N 06/2023 6.5 7.0 103.7% 9.0% 11.3 10.4 0.5 4.1% 5.0 6.8%

102,354.9 -3.9% 13.8% 13.9 12.2 17 13.2% 5.2%

Simple Average

Source: Kenanga Research

conanga N

Page 5 of 6



Petronas Gas Bhd Company Update

30 January 2023 |

Stock ESG Ratings:

I T

Earnings Sustainability & Quality * * * *
< Community Investment *x Kk K
% Workers Safety & Wellbeing * * *
= Corporate Governance * * *
L(B Anti-Corruption Policy * * *
Emissions Management * * *
Transition to Renewables * * *
O Reliable Energy & Fair Tariff * * *
% Effluent/Waste Management * * *
i Ethical Practices *x Kk K ¥¢ denotes half-star
%  Supply Chain Management *x Kk % * -10% discount to TP
Customer Satisfaction * * * * % -5% discount to TP
% %% TP unchanged
OVERALL *x kK * %k k +5% premium to TP
%k kKk*k +10% premium to TP
Stock Ratings are defined as follows:
Stock Recommendations
OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%
Sector Recommendations***
OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’'s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.

Published by:
KENANGA INVESTMENT BANK BERHAD (15678-H)

Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my
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