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Not Missing Out on Energy Transition >
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We maintain our OVERWEIGHT rating on the utilities sector for its earnings defensiveness
backed by regulated assets or long-term offtake agreements and decent dividend yields of
4%-6%. We project an electricity demand growth rate in Peninsular Malaysia of 1.8% annually
in CY23 and CY24, but the growth rate is poised to accelerate in CY25 driven by additional
demand from five new data centres. Also, opportunities are aplenty in the renewable energy
(RE) space pursuant to the National Energy Transition Roadmap (NETR) under which the
government has set a goal of RE making up 70% of total generation mix by 2050. Our sector
top sector picks are: (i) TENAGA (OP; TP: RM11.30) given its dominance in power generation,
transmission and distribution in Malaysia, and (ii) YTLPOWR (OP; TP: RM2.50) given
PowerSeraya’s earnings bonanza and the excitement in its data centre and digital banking
ventures.

Data centres drive electricity demand. We project an annual electricity demand growth rate of 1.8% in Peninsular Malaysia in
CY23 and CY24, largely driven by the recovery in the industrial sector, which is slightly higher than the guided growth of 1.7%
under the Regulatory Period 3 (RP3) parameter. However, the number could accelerate under the upcoming Regulatory Period 4
(RP4) over 2025-2027 driven by five new data centres that will come online over the next 12 months. These data centres will
consume about 2,000MW of electricity (against TENAGA’s current domestic installed capacity of 18,183MW) on which TENAGA is
well-positioned to capitalise on given its reserved margin of 40%. Also, a higher transmission and distribution capex for the
transmission and distribution of RE will increase TENAGA’s regulated asset base (RAB), resulting in higher absolute earnings
based on a return pegged to WACC (7.3% WACC for RP3).

Energy transition set in motion. The recently-announced NETR lays down the pathway for Malaysia’s net zero goal by 2050. A
key initiative is the transition to RE with a target of RE making up 70% of total generation mix by 2050. To meet the target, we
estimate that at least 20GW of RE will need to be added to the system by 2050, of which >90% is expected to come from solar.
Meanwhile, the lifting of the export ban on RE and the establishment of a centralised electricity exchange operated by a single-
market aggregator to ensure pricing transparency will provide further growth impetus to the local RE sector. TENAGA will benefit
from; (i) RE generation, particularly solar as well as re-powering of Paka and Kapar power plants into hydrogen-fired plants, and (ii)
investment in grid infrastructure for the transmission and distribution of RE that fetches a regulated return.

Benign fuel prices positive to TENAGA. TENAGA’s Imbalance Cost Pass-Through (ICPT) receivables fell sharply by 47% to
RM8.9b as of Jun 2023, off the peak from the all-time-high of RM16.9b as at Dec 2022. Given the persistent downtrend in the fuel
price, TENAGA guided for its ICPT receivable to fall to RM7b in 1HFY24. The shrinking ICPT receivables will result in lower
working capital requirements and hence lower interest expenses and better earnings going forward.

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: RM17.45) 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 industries gasses to industries.
However, weaker gas prices work against GASMSIA’s (MP; TP: RM3.30) non-regulated retail margin which is calculated based on
a fixed percentage on gas selling price. On the other hand, YTLPOWR’s solid earnings from PowerSeraya is expected to be
sustained at least in the next 2-3 years underpinned by: (I) favourable retail prices but gas input locked in at low prices (during the
early part of the pandemic), and (ii) the absence of major capex.

Weak fuel cost good news for most. Given the declining trend of fuel prices, we expect earnings of players to end the year on a
high note, with the exception of GASMSIA as the weakening of gas price would result in a weaker retail margin as mentioned
above. PETGAS should benefit from lower input cost as gas price weakens. Meanwhile, we raise our FY24-25F earnings for
YTLPOWR by 15%-16% to RM2.17b and RM2.06b, respectively, to reflect its sustained low input cost.

In-house risk-free rate assumption cut to 4% from 4.5%. We accordingly upgrade our TP for YTLPOWR by 17% to RM2.50
(from RM2.14), having also reflected the upwards earnings revisions as mentioned. We also raise TP of TENAGA by 1.3% to
RM11.30 (from RM11.15), PETGAS by 1.3% to RM17.45 (from RM17.22), MALAKOF by 1.6% to RMO0.63 (from RMO0.62) and
GASMSIA by 0.9% to RM3.30 (from RM3.27).
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We maintain our OVERWEIGHT rating on the utilities sector. We continue to like the sector for its earnings defensiveness,
particularly due to their regulated asset base model, and hence recurring decent dividend yield of 4%-6% for yield seekers. Our
sector top picks are:

TENAGA for: (i) its dominance in power generation, transmission and distribution in Malaysia, (i) its defensive earnings
backed a resilient domestic economy and assets that are largely regulated, and (iii) its heavyweight index-linked stock
status.

YTLPOWR for: (i) the robust near-term earnings prospects of PowerSeraya, and (ii) its longer-term growth prospects
driven by its data centre and digital banking ventures.

TENAGA'’s Energy Transition Plan

Accelerate generation
decarbonisation

‘

, Decarbonise coal plants while ensuring
=L/ security of supply

Depioy RE at scale (e g_. hydropower plants,
floating solar) - Developn o W

Expand RE generation focus markets (€ 9.,
APAC region. asset development)

Develop flexible and
cross-border grid

Empower cross-sector
electrification and prosumers

) Electrify mobility through grid upgrades.
— arging station busld

jement solutions for
op PV, EE)

Source: Company

TENAGA: Share Price vs. Foreign Shareholding
—— Forei ing (LH5) ice (RHS)

Correl: 0.78

5% 18.00

16.00
0%

14.00
5%

12.00
W% 10.00
15% 8.00

6.00
10%

400
5%

200
® 0.00
Sep-10  Decll  Marl3  Jinld  SepdS  Decd6  Marl8 19 Sep20  Dec2l  MarZ3

Indonesia Coal Benchmark Price
350

300
250
200
150
100

50

0

Sep-12 Jan-14 May-15 Sep-16 Jan-18 May-19 Sep-20 Jan-22 May-23

Source: Company/Bloomberg

TENAGA: Trade & Other Receivables
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Peer Table Comparison

Net. Net Div
Div. Yid
(sen) (%)
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Fwd. Fwd. Fwd. Fwd. Fwd. Fwd. . Fwd. Fwd.

PER (x) - Core

Core EPS (sen) Core EPS Growth .
Earnings

Last Price Upside Market Cap Shariah  Current

Rating (RM) (%) (RMm) Compliant FYE

Stocks Under Coverage

GAS MALAYSIA BHD MP 3.02 3.30 9.3% 3,877.7 Y 12/2023 27.1 25.2 -11.5% -6.8% 111 12.0 2.8 26.2% 19.0 6.3%
MALAKOFF CORP BHD MP 0.605 0.630 4.1% 2,956.6 Y 12/2023 (6.9) 5.4 -182.4% -21.9% N.A. 11.2 0.6 -6.5% 3.0 5.0%
PETRONAS GAS BHD MP 17.14 17.45 1.8% 33,915.5 Y 12/2023 95.8 97.2 9.8% 1.4% 17.9 17.6 2.5 14.3% 81.5 4.8%
SAMAIDEN GROUP BHD opP 1.23 1.51 22.8% 501.0 Y 06/2024 4.5 5.3 45.6% 17.6% 27.2 23.1 4.3 17.0% 0.0 0.0%
TENAGA NASIONAL BHD opP 10.02 11.30 12.8% 57,989.1 Y 12/2023 71.6 84.4 6.8% 17.8% 14.0 11.9 1.0 6.9% 35.8 3.6%
YTL POWER INTERNATIONAL BHD OoP 2.04 2.50 22.5% 16,528.4 N 06/2024 26.5 25.3 9.7% -4.9% 7.7 8.1 1.0 12.7% 6.0 2.9%
Sector Aggregate 115,768.2 -2.2% 15.2% 14.1 123 2.0 11.7% 3.8%

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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