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» Recommendation:
Outperform
TARGET Price: RM15.55
by Public Investment Bank

DESPITE recording a 4.2%
increase in sales of electricity,
Tenaga Nasional Bhd (TNB)
reported a slight drop in its
1HFY16 revenue (-2.2% YoY)
due to recognition of an imbal-
ance cost pass-through (ICPT)
over-recovery, amounting to
RM1.3b versus non-recognition
of ICPT adjustment in the previ-
ous corresponding period.
Imputation of the ICPT into
TNB'’s financial records only
commenced in 3QFY15. Iis
1HFY16 revenue was RM21.2b
compared to RM21.6b in
1HFY15, which is in line with
our and consensus estimates at

about 46% and 47% of full-year
forecasts, respectively.
Stripping out foreign-
exchange (forex) losses, core
net profit of RM3.5b met our
expectations at 51%, but
slightly exceeds consensus
forecast at 54%. Though
reported net profit declined by
26.9% YoY, adjusted net profit
increased by 2.3% YoY. The
group declared an interim div-
idend of 10 sen for the quarter.
We raise our TP to RM15.55,

from RM14.97 previously after
lowering our risk premiumin
view of the group’s earnirgs
visibility and stability. Cur

recognition. Despite recordiing
better overall electricity saless of
4.6% Yoy, its 2QFY16 reverwue
dropped marginally by 1.1%
YoY due to ICPT over-recovery
amounting to RM663.4m recog-
nised in the current quarter ver-

sus non recognition of ICPT in
2QFY15. The computation of
ICPT adjustments into TNB’s

" financial statements only started

in 3QFY15. Overall, 1THFY16 rev-
enue declined by 2.2% YoY, even
as electricity sales rose 4.2%.
Steady electricity demand.
Total unit demand for electri-
city remained steady at 4%
compared to 2.3% in 2QFY15
driven by higher demand from
commercial and domestic sec-
tors which grew by 6.1% and

12% respectively, compared to
31% and 2.1% in the same
period last year. Nevertheless,
demand for the industrial sec-
tor contracted by 1.4% versus
1.6% growth in 2QFY15.
Higher fuel costs despite
better generation mix. For
1HFY16, overall fuel costs
increased by 1.6% YoY to RM7.5b
due to higher piped gas and coal

prices. Average piped gas price

was RM17.20 in 1HFY16 com-

pared to RM15.20 in 1HFY15.
Normalised net profit for a

Bhd (April 28) ‘Outperform’ call on TNB1s fair comparison. Lower reve-
reaffirmed. nue and higher operating
Highlights Lower revenue due to ICPT expenses dragged reported net

profit 38.7% lower to RM1.3b in
2QFY16 compared to RM2.2b
in 2QFY15. After excluding
forex transaction and ICPT
amount for a fair comparison,
2QFY16 normalised net profit
dropped by 12.1% YoY. Never-

theless, 1THFY16 normalised
net profit increased by 2.3%
YoY to RM4.9b from RM4.8b.

Maintain ‘Outperform’
with a higher TP of RM15.55.
We raise our DCF-derived TP
to RM15.55, from RM14.97 pre-
viously after lowering our
market risk premium, translat-
ing to a lower WACC of 8.1%.

We believe TNB deserves a
lower risk premium due to its
earnings visibility and stabi-
lity. Overall electricity demand
growth is expected to remain
stable at 2.2%.

In addition, any fluctuations
in fueland generation costs will
be reflected under ICPT and
does not affect TNB's earnings.

We continue to like TNB for
its defensive nature and unde-
manding valuation, which is
trading at a forward PE of 11.3x
at current levels.

» TENAGA NASIONAL BHD

FYE AUG 2015A 20'16F 2017F 2018F
REVENUE (RM mil) 43,286.8 46,0169 47,0277 48,065.0 I
NET PROFIT (RM mil) 6,1184 6,9 2

| EPS {S‘EH) 1084 1239 1278 1298
PE (x) 13.3 ] 1
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