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COMPANY UPDATE

Tenaga Nasional (TNB MK)

Focus On Operational Efficiency As TNB Enters Mid-regulatory Cycle

TNB has received RM9b (out of RM10b) in imbalance cost pass-through to date. With
this, together with declining coal prices and the government’s commitment towards
targeted subsidies, TNB is set to benefit from improving cashflow and balance sheet
position. As TNB enters its second year of the regulatory period, the key focus is on
operational efficiency. We understand that there is lower forced outage in 2Q23 for TNB
Genco. Maintain BUY. Target price: RM10.40.

WHAT’S NEW

¢ Easing working capital requirement bodes well for TNB. To date, the company has
received RM9.13b (out of RM10.4b) from the government as compensation for higher 1H23
fuel costs. The balance of RM1.28b is likely to be paid within the next few weeks. Together
with: a) declining global coal prices, and b) the government’s commitment towards targeted
subsidies, we expect Tenaga Nasional Berhad's (TNB) trade receivables to improve from
here on. This is in line with a decline in trade receivables owed by the government which is
expected to ease from RM13.8b (Mar 23) to RM10b (Jun 23).

The government remains committed to targeted subsidies. The government announced
2H23 electricity tariffs that were well within expectations. This includes a 10 sen/kwh
surcharge (20% increase) to consumers with usage above 1,500 kwh/month. The average
commercial and industrial user will experience a 17 sen/kwh surcharge for 2H23 — a drop
from the 20 sen/kwh surcharge in 1H23. We are positive on this as it implies the
government's commitment towards the incentive-based regulation (IBR) framework. This
paves the way for a healthy balance sheet and sustainable dividend yield of ¢.5% for TNB.

Second year of RP3. 2023 is the mid-point for TNB’s Regulatory Period 3 (RP3) (2023-24)
and the main focus is on execution in terms of capex planning and operational excellence.
The regulatory returns for RP3 are stable at 7.3%. Importantly, TNB has been able to
demonstrate world-class network performance (see overleaf performance indicator for
1Q23). We understand that TNB Genco is also faring well in 2Q23, as there is lower forced
outage in the quarter. We expect plant availability to improve qoq as 1Q23 equivalent plant
availability factor (EAF) is only at 84.41%.

KEY FINANCIALS

Year to 31 Dec (RMm) 2021 2022 2023F 2024F 2025F
Net turnover 52,630 73,183 56,607 57,505 58,413
EBITDA 19,412 19,141 21,453 21,669 20,818
Operating profit 8,721 7,738 9,769 10,235 9,796
Net profit (rep./act.) 3,662 3,463 4,864 5,080 5,314
Net profit (adj.) 5,141 4,703 4,864 5,080 5,314
EPS (sen) 90.4 82.7 85.5 89.3 93.4
PE (x) 10.0 10.9 10.6 10.1 9.7
P/B (x) 0.9 0.9 0.9 0.9 0.9
EV/EBITDA (x) 6.1 6.2 5.5 5.4 5.7
Dividend yield (%) 4.4 5.1 5.1 5.4 5.5
Net margin (%) 7.0 4.7 8.6 8.8 9.1
Net debt/(cash) to equity (%) 76.5 100.8 113.2 92.3 7.7
Interest cover (x) 5.6 4.5 5.1 4.9 5.6
ROE (%) 6.5 6.0 8.5 8.9 9.0
Consensus net profit - - 4,707 4,807 4,953
UOBKH/Consensus (x) - - 1.03 1.06 1.07

Source: Tenaga Nasional, Bloomberg, UOB Kay Hian
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BUY

(Maintained)

Share Price RM9.05
Target Price RM10.40
Upside +14.9%

COMPANY DESCRIPTION

Generates and distributes electricity in
Peninsular Malaysia and Sabah.
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STOCK IMPACT

» Higher RE targets... The group has a target of 8.3GW of renewable energy (RE) capacity
to be achieved by 2025. This is dependent on the opportunities available in the market with
Vantage RE (a wholly-owned subsidiary) scouting for projects in both the UK and Europe.
The group is open to both brownfield and greenfield projects.

¢ ... means that TNB’s grid must be ready in RP4 capex budget. The increasing
renewable energy mix (Malaysia targets to increase RE mix from the current 25% to 70% by
2050) suggests there is a need for a nimble gridline. This is because RE is intermittent and
the gridline needs to be able to manage the surge or drop in electricity flow at any point in
time. As such, TNB guided for a smart grid in the RP4 budget. This is a requirement as
Malaysia transitions to a greener energy landscape.

EARNINGS REVISION/RISK

o No change to earnings. We project 2023-24 net profits at RM4,864m and RM5,080m
respectively. This is premised on a 7.3% return on asset for TNB’s transmission and
distribution assets (which account for more than 85% of the group’s net profit).

o Cashflow and dividend management. As the company focuses on operational efficiency,
cashflow is expected to be stable given declining coal prices and easing working capital
constraints. The company remains committed to paying at least 30-60% of its net profit as
dividends. We expect the stock to yield 5% over 2023-25F.

VALUATION/RECOMMENDATION

* Maintain BUY on share price weakness for good earnings visibility and sustainable yield.
Key re-rating catalysts include: a) allowing TNB the autonomy to change electricity prices by
7% without seeking Cabinet approval every six months, b) listing of TNB Genco, and c)
earnings-accretive M&As. Key risks: a) lumpy and unprofitble overseas RE projects, and b)
forex risk to operating cashflow.

¢ TNB Genco listing earliest in 2025. It was previously reported in the media that the
company was planning a US$1b IPO for TNB Genco. While we believe the separate listing
of TNB’s entities is positive for the stock, the listing exercise will only happen sometime in
2025 (ie not in the next 12-18 months). We understand that TNB Genco needs at least three
years of operational history before a submission can be made. In 2022, TNB Genco reported
a 30% yoy jump in net profit to RM861m. This is due to higher fuel margin earned by TNB’s
coal-fired power plants.

ENVIRONMENTAL, SOCIAL, GOVERNANCE (ESG)

¢ Environmental

- Besides targeting to have 8,300MW of RE generation capacity by 2025 (1.5x from
3,398MW in Dec 20), TNB has also made new pledges to reduce emission intensity
by 2035 and achieve zero net emission on top of being coal-free by 2050.
 Social
- TNB has donated: a) around RM4.36m to those affected by COVID-19, b) necessary
medical supplies, such as ventilators, respirators and personal protective equipment
(PPE) to government hospitals, departments, and agencies totalling RM27.5m in
2020, and c) RM1m for lighting up security official posts during MCO enforcement
throughout the nation from Mar-Nov 20.
¢ Governance
- Good company transparency along with an anti-bribery and whistle-blowing policy.
- Succession planning is also in place.
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PROFIT & LOSS

UOBKayHian

BALANCE SHEET
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Year to 31 Dec (RMm) 2022 2023F 2024F 2025F  Year to 31 Dec (RMm) 2022 2023F 2024F 2025F
Net turnover 73,183 56,607 57,505 58,413 Fixed assets 116,577 113,893 111,459 107,437
EBITDA 19,141 21,453 21,669 20,818 Other LT assets 44,289 44,391 44,499 44,612
Deprec. & amort. 11,403 11,684 11,434 11,022 Cash/ST investment 4,893 539 9,868 16,234
EBIT 7,738 9,769 10,235 9,796 Other current assets 40,163 39,247 34,567 34,892
Total other non-operating income 966 940 940 940 Total assets 205922 198,071 200,393 203,174
Associate contributions 98 102 108 113 ST debt 13,262 13,162 13,062 12,962
Net interest income/(expense) (4,213) (4,201) (4,383) (3,733) Other current liabilities 24,335 19,342 19,476 19,893
Pre-tax profit 5,348 6,610 6,899 7,116 LT debt 50,620 50,520 50,420 50,320
Tax (1,791)  (1,653)  (1,725)  (1,708)  Other LT liabilities 56,739 56,739 56,739 56,739
Minorities (94) (94) (94) (94) Shareholders' equity 58,517 55,765 58,058 60,529
Net profit 3,463 4,864 5,080 5,314 Minority interest 2,449 2,543 2,637 2,731
Net profit (adj.) 4,703 4,864 5,080 5314  Total liabilities & equity 205922 198,071 200,393 203,174
CASH FLOW KEY METRICS

Year to 31 Dec (RMm) 2022 2023F 2024F 2025F  Year to 31 Dec (%) 2022 2023F 2024F 2025F
Operating 9,378 7,462 25,699 20,142 Profitability

Pre-tax profit 349 1,610 6,899 7,116 EBITDA margin 26.2 37.9 31.7 35.6
Tax (1,791)  (1,653)  (1,725)  (1,708)  Pre-tax margin 73 11.7 12.0 12.2
Deprec. & amort. 11,403 11,684 11,434 11,022 Net margin 47 8.6 8.8 9.1
Associates (98) (102) (108) (113) ROA 18 24 25 26
Working capital changes (10,680) (4,078) 4814 92 ROE 6.0 8.5 8.9 9.0
Non-cash items 0 0 0 0

Other operating cashflows 10,196 0 4,383 3,733 Growth

Investing (14,553) (9,000) (8,869) (5,936) Turnover 39.1 (22.7) 1.6 1.6
Capex (growth) (8445)  (9,000)  (9,000)  (7,000)  EBITDA (1.4) 12.1 1.0 (3.9)
Investments 3 0 0 0 Pre-tax profit 129 23.6 44 3.1
Others (6,111) 0 131 1,064 Net profit (5.4) 40.4 44 46
Financing 3,896 (2,816) (7,501) (7,840) Net profit (adj.) (8.5) 34 44 46
Dividend payments (2,616) (2,616) (2,787) (2,843) EPS (8.5) 34 44 46
Issue of shares 277 0 0 0

Proceeds from borrowings 13,846 (200) (200) (200) Leverage

Others/interest paid (7,611) 0 (4,514) (4,797) Debt to total capital 51.2 52.2 51.1 50.0
Net cash inflow (outflow) (2,279) (4,354) 9,329 6,366 Debt to equity 109.2 114.2 109.3 104.5
Beginning cash & cash equivalent 6,706 4,893 539 9,868 Net debt/(cash) to equity 100.8 113.2 92.3 717
Changes due to forex impact (533) 0 0 0 Interest cover (x) 45 51 49 5.6
Ending cash & cash equivalent 4,894 539 9,868 16,234

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2023, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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