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Utilities NEUTRAL 
Life After Data Centre Exuberance  ↔ 
By Teh Kian Yeong l tehky@kenanga.com.my 

We remain NEUTRAL on the sector. We believe justice has been done, for instance, to 
TENAGA (MP; TP: RM14.50) with a 40% appreciation in its share price YTD which has added 
RM23b to its market capitalisation on the back of the frenzy on data centre-related stocks. 
Nonetheless, we will still hold utilities stocks for their earnings defensiveness backed by 
regulated assets and a decent dividend yield of 3% to 6%. TENAGA guided for electricity 
demand growth of 2.5% to 3.0% in FY24, driven by electricity demand from new data 
centres. Meanwhile, stabilising coal prices meant 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. 
 

 

New data centres drive electricity demand growth. TENAGA guided for a decent electricity demand growth of 2.5% to 3.0% in 

Peninsular Malaysia in FY24 (from a high base of 3.6% in FY23 on economy reopening) underpinned by data centres completed 

in FY23 (c.635MW) and nine more (c.700MW) to be completed this year, with two of them (535W) already completed in 1QFY24. 

Over a longer time horizon, TENAGA projects a total potential demand of >5,000MW of electricity annually from new data centres 

by CY35. While TENAGA is a good proxy to the energy-intensive new data centres, we believe justice has been done with a 

40% appreciation in its share price YTD, adding RM23b to its market capitalisation. 

TENAGA in significant capex programs. TENAGA is also embarking on the transition to green energy with a pipeline of green 

energy projects with a combined capacity of c.7,300MW comprising hydro plants, hybrid hydro-floating solar PV projects, a 

hydrogen-ready combined cycle power plant, corporate green power program (CGPP) and large-scale solar parks. In FY24, its 

energy transition capex is budgeted at RM3.2b. 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. 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 to 

RM6b for non-regulated power generation business such as solar farms and hydropower plants.   

Stable fuel prices. Meanwhile, prices for coal and gas have been fairly benign in the past six months as opposed to a surge in 

2HCY22, followed by a collapse in 1HCY23. As a result, TENAGA’s receivables, including Imbalance Cost Pass-through (ICPT) 

receivables declined by a sharp 54% to RM10.2b in 1QFY24 from a 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 that blew a hole in power producers’ earnings 

in CY23 is unlikely to recur in CY24. TENAGA reported a smaller negative fuel margin of RM25.8m in 1QFY24 against a 

whopping RM618.7m in FY23 while MALAKOF (MP; TP: RM0.68) posted negative fuel margin of RM37.2m in 1QFY24 as 

opposed to a massive RM828.2m registered in FY23. 

Mixed impact on gas utilities. While the movement of gas prices has neutral earnings impact in the long run under the regulated 

framework, soft gas price is positive on PETGAS (MP; TP: RM17.87) over the short term as it translates 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, weak gas price works against 

GASMSIA’s (MP; TP: RM3.59) non-regulated retail margins, which are calculated based on a fixed percentage on the gas selling 

price. Nonetheless, this will be cushioned by gas sales volume growth of 4% to 5% in FY24, driven largely by strong demand from 

the rubber glove, consumer product and F&B sectors.  

We remain NEUTRAL on the sector. The sector offers earnings defensiveness backed by regulated assets. We downgrade 

TENAGA to MARKET PERFORM from OUTPERFORM following its recent run-up in its share price. Other utilities stocks are fully 

valued as well. Nonetheless, utilities stocks still offer dividend yields of 3% to 6%. We have no top pick for the sector. 
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Indonesia Coal Benchmark Price (USD)  Natural Gas Price Movement 
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TENAGA: Annual Electricity Demand Growth   TENAGA: Monthly Electricity Sales (GWh) 
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Data Centre Prospects  TENAGA: RP4 Milestone 
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Peer Table Comparison  
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Stocks Under Coverage                               

GAS MALAYSIA BHD MP 3.60 3.59 -0.3% 4,622.4   Y  12/2024  28.4   27.5  -4.9% -3.0% 12.7  13.1  3.2  25.8%  22.7  6.3% 
MALAKOFF CORP BHD MP 0.775 0.680 -12.3% 3,787.4   Y  12/2024  4.7   5.8  -71.9% 24.1% 16.5  13.3  0.9  5.2%  3.8  4.9% 
PETRONAS GAS BHD MP 18.34 17.87 -2.6% 36,289.9   Y  12/2024  98.4   100.7  5.2% 2.4% 18.6  18.2  2.6  14.2%  72.0  3.9% 
SAMAIDEN GROUP BHD OP 1.29 1.51 17.1% 539.9   Y  06/2024  3.5   5.3  26.4% 51.9% 37.1  24.4  5.2  14.9%  0.0  0.0% 
SOLARVEST HOLDINGS BHD OP 1.56 1.91 22.4% 1,084.8   Y  03/2025  6.8   8.5  62.5% 24.2% 22.8  18.3  3.9  19.5%  0.0  0.0% 
TENAGA NASIONAL BHD MP 13.72 14.50 5.7% 79,402.2   Y  12/2024  75.2   81.9  40.1% 8.9% 18.3  16.8  1.3  7.1%  37.2  2.7% 
Sector Aggregate          165,720.0          55.8% 3.8% 16.4 15.8 2.7 15.0%   2.7% 

                   
 

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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