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Reforms panning out

well for TNB

Maintain buy at RM10.82 with a
target price of RM13: TNB, the En-
ergy Commission (EC)and MyPower
Corp held a briefing for investors on

TENAGA
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Dec 20 on the recently announced BERHAD
hike in electricity tariffs in Peninsu-
lar Malaysia. .
Earlier this month, the Cabinet Tenaga Nasional Bhd
approved a 14.89% tariff hike that
will take effect in January 2014. EYEAgATiER W) s B P 20 1bF ADICE:
The tariff hike has four compo- Revenue 35848 37,131 41918 45368 47,042
nents: (i) 1.52% for the reduction Ebitda 9,270 10,459 11,481 13416 14,043
in gas SUbeiSiieS; gi)dlg-”‘z*’if(&r thte Ebit 5002 5880 6442 8140 8543
purchase of imported liquefied nat- : .
ural gas (LNG); (iif) 0.51% for the Pre-tax profit 4,395 5,253 5,790 7,441 7,804
adjustment of coal prices; and (iv) Reported net profit 4411 4614 4,340 5,573 5,844
2.69% base tariff hike. Core net profit 2,984 4,012 4,340 5,573 5,844
The EC said the base tariff hike EPS (sen) 78.2 81.8 76.9 98.7 1035
is valid tl:_?lr the r}ex;four %ears.t’[h}fsf Core EPS (sen) 52.9 71.1 769 987 1035
means there will be no base tari :
hike at least until January 2018. RN
On the fuel cost pass thl‘ough Core EPS growth (%) 157.4 344 8.2 28.4 49
(FCPT) mechanism, the EC has pro- PER 20.5 15.2 14.1 11.0 10.4
posed that the fuel price (that is, EV/Ebitda (9 8.1 7.1 6.5 5.6 5.3
pipeline gas, LNG and coal) bere-  gog 126 131 1.4 133 127
viewed every six months and elec- A Bt -
tricityt iffs adjusted accordingly. Net gearing (%) i 389 40.5 35.6 0.0
Itwas mentioned that Petroliam ~ NetOPS () s U9 it 26 3”
Nasional Bhd (Petronas), which sup- Net dividend yield (%) 1.8 2.3 21 3 2.9
plies pipeline gas Fo.the power sector BV/share (M) 6.18 6.22 6.76 7.45 818
{RM15.20 per million British ther- P/BV (0 17 17 16 15 13

mal unit [mmBtu] effective Janu-
ary 2014), has requested for a RM3
per mmBtu rise in gas price every
six months until prices converge
to market rates (estimated at RM40
per mmBtu).

Based on the FCPT timeline, the
next tariff review is due on July 1,
2014. However, any decision on tariff
adjustments will still be subject to
the Cabinet’s approval.

With the general election over,
we sense there is now more polit-
ical willpower for the FCPT to be
implemented.

The FCPT is also a crucial element
for TNB's proposed Incentive Based
Regulation (IBR) to take off. Imple-
mentation of the IBR will provide
pre-defined operating measures to
assess TNB's performance, making
it easier to assess the quantum of the
next base tariff hike when it is due.

Asfor the stabilisation fund, it will

Source: Alliance Research, Bloomberg

not be used at the moment as tariff
rates are still regarded as manage-
able with 70% of households said
to be unaffected by the hike. The
stabilisation fund will only kick in
once tariff rates hit a higher level,
although the exact quantum was
not specified. The stabilisation fund
was established to cushion the im-
pact of tariff hikes as gas subsidies
are gradually removed.

Savings from lower capacity pay-
ments following the first-generation
power purchase agreement renew-
als are currently channelled into a
special account, managed by TNB.
It has not been decided what these
savings will be used for. The original
plan was for the savings to be allo-
cated towards the stabilisation fund.

No change to our estimates as

our forecast has already captured
the impact of the tariff hike, lower
pipeline gas subsidies and higher
LNG price.

We maintain our “buy” rating on
TNB with an unchanged target price
(TP) of RM13 based on free cash flow
to the firm (FCFF) valuation method,
which applies 8% weighted average
cost of capital and 2.5% terminal
growth. Our TP implies financial
year 2014 ending Aug 31 (FY14) and
FY15 price-earnings ratio of 16.9
times and 13.2 times respectively
(calendar year 2014: 15.7 times).

We sense that sector reforms are
panning out well and this shouid set
TNB on a structural rerating path.
'The stock remains our top pick with-
in the utilities space. — Alliance IB
Research, Dec 23
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