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Utilities NEUTRAL
Upside Exhausted, Hold for Yields >

By Teh Kian Yeong | tehky@kenanga.com.my

We remain NEUTRAL on the sector. The sector offers earnings defensiveness backed by
regulated assets, offering dividend yields of 3% to 6%. However, most key stocks are fully
valued after the recent run-up in their share prices. TENAGA (MP; TP: RM11.50) guided for
electricity demand growth of 2.5% to 3.0% in CY24, driven by additional demand from new
data centres. Meanwhile, stabilising coal prices mean that negative fuel margin, which blew a
big hole in power producers’ earnings in CY23, is unlikely to recur in CY24, while normalising
gas prices will have a mixed impact on gas utilities. Our top sector pick is YTLPOWR (OP; TP:
RM4.20) for its PowerSeraya’s earnings bonanza and long-term growth driven by its data
centre and digital banking ventures.

A data centre play. TENAGA guided for electricity demand growth of 2.5% to 3.0% in Peninsular Malaysia in CY24, vs. 3.6%
achieved in CY23 (which was partly driven by the economy reopening). The key driver for CY24 electricity demand growth is the
onboarding of data centres completed in CY23 with a combined capacity of c.635MW. In addition, nine more data centre projects
with a combined capacity of c.700MW are expected to be completed this year. TENAGA projects a total potential demand
of >5,000MW of electricity annually from data centres by CY35.

In terms of energy sources, TENAGA s transitioning to green energy with a pipeline of green energy project with a combined
capacity of ¢.7,700MW comprising hydro plants, hybrid hydro-floating solar PV, hydrogen-ready combined cycle power plant,
corporate green power program and large-scale solar parks. In FY24, the energy transition capex is budgeted at RM3.33b.
Meanwhile, it also needs to upgrade the transmission and distribution (T&D) system including power grid to meet the demand from
the growing renewable energy (RE) assets. It also means that a higher T&D capex will increase TENAGA's regulated asset base
(RAB), resulting in higher absolute earnings based on a return pegged to WACC of 7.3% under the Regulatory Period 3 (RP3).
TENAGA has set aside RM7b capex in FY24 for its regulated business and RM5b-RM6b for non-regulated power generation
business such as solar farms and hydropower plants.

Stable fuel prices. Fuel prices for coal and gas have been fairly benign in the past six months as opposed to sharp surge in
2HCY22 and sudden collapse in 1IHCY23. As a result, TENAGA'’s receivables, including Imbalance Cost Pass-through (ICPT)
receivables were reduced substantially by 56% to RM9.7b in 4QFY23 from the peak of RM22.0b in 4QFY22. The shrinking ICPT
receivables will result in lower working capital requirements and hence lower interest expenses and better earnings going forward for
TENAGA. On the other hand, stabilising coal prices mean that negative fuel margin which blew a hole in power producers’ earnings
in CY23 is unlikely to recur in CY24. To recap, the total negative fuel margin cost for TENAGA and MALAKOF (MP; TP: RMO0.68) in
FY23 were RM618.7m and RM828.2m, respectively.

Mixed impact on gas utilities. While the movement of gas prices has neutral impact in the longer run given the regulated
framework, the current declining gas price trend has a positive impact on PETGAS (MP; TP: RM17.87) in the immediate term as low
gas price leads to lower internal gas consumption (input cost) for its regulated business as well as non-regulated utilities segment.
The utilities segment uses gas as fuel to generate and supply power, stream and industrial gasses to industries. However, weaker
gas prices work against GASMSIA’s (MP; TP: RM3.33) non-regulated retail margins, which are calculated based on a fixed
percentage on the gas selling price. On the other hand, YTLPOWR’s solid earnings from PowerSeraya is expected to sustain at
least in the next two years, underpinned by favourable retail prices against gas input cost locked in at low cost (during the early days
during the pandemic) while it expects a maiden earnings contribution from data centre in 4QFY24 (FYE: Jun).

We raise our FY24-25F net profit forecasts for TENAGA by 1% each to bring ourselves more in line with its guidance for electricity
demand growth. We now assume electricity demand growth of assumption of 2.5% in FY24-25 (vs. 1.8% previously) and lift our TP
to RM11.50 (from RM11.40).

We remain NEUTRAL on the sector. The sector offers earnings defensiveness backed by regulated assets, offering dividend yields
of 3% to 6%. However, most key stocks are fully valued after the recent run-up in their share prices. Our sector top pick is
YTLPOWR for: (i) its earnings stability backed by various regulated assets globally, (ii) the strong near-term earnings prospects of
PowerSeraya backed by gas inventory locked in at low prices, and (iii) its longer-term growth potential from its data centre and digital
banking ventures.
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Peer Table Comparison

PER (x) - Core
Earnings
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Last Price Market Cap Shariah  Current CarelERS|(Gen) COTEERSICloWh)

Rating (RM) (RMm) Compliant FYE

Stocks Under Coverage

GAS MALAYSIA BHD MP 3.52 3.33 -5.4% 4,519.7 Y 12/2024 25.7 24.4 -13.8% -5.2% 13.7 14.4 3.1 23.4% 20.6 5.9%
MALAKOFF CORP BHD MP 0.645 0.680 5.4% 3,152.1 Y 12/2024 4.7 5.8 -71.9% 24.1% 13.7 111 0.7 5.2% 3.8 5.8%
PETRONAS GAS BHD MP 18.02 17.87 -0.8% 35,656.7 Y 12/2024 98.4 100.7 5.2% 2.4% 18.3 17.9 2.6 14.2% 72.0 4.0%
SAMAIDEN GROUP BHD opP 1.36 1.51 11.0% 564.7 Y 06/2024 3.7 5.3 33.6% 43.7% 37.0 25.7 5.4 15.7% 0.0 0.0%
SOLARVEST HOLDINGS BHD opP 1.56 1.88 20.5% 1,045.7 Y 03/2024 4.1 6.9 52.8% 67.4% 37.6 22.5 4.8 13.8% 0.0 0.0%
TENAGA NASIONAL BHD MP 11.52 11.50 -0.2% 66,670.1 Y 12/2024 73.7 79.5 37.4% 7.9% 15.6 14.5 1.1 7.0% 36.5 3.2%
YTL POWER INTERNATIONAL BHD opP 4.01 4.10 2.2% 32,497.3 N 06/2024 353 28.1 45.9% -20.5% 11.4 143 1.8 16.5% 6.0 1.5%
Sector Aggregate 144,106.3 49.2% -1.5% 14.9 15.1 2.8 13.7% 2.9%

Source: Kenanga Research
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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. Kenanga Investment
Bank Berhad being a full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider
with respect to a security that may also fall under its research coverage.
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