CHAPTER FOUR

RESEARCH RESULTS

This chapter presents the results obtained from the analyses based on the
methodology described in Chapter Three. The explanations of the financial
analyses and results are also given in this chapter.

4.1 Phase 1

4.1.1 Profit and Loss (P&L) Account

The mode of privatisation used in Phase 1 is MC. Table 4.1 shows the P&L
Account for Phase 1 from 1993 to 2003. The private operator of Phase 1
(Perangsang Group) did not contribute in the funding of Phase 1 capital cost.
Thus, the capital cost item is taken as being equal to zero. It is observed that the
highest profit (after tax) can be obtained when the contract expires in year 2003.
The CAGR for profit after tax with a value of 1.3% was calculated for Phase 1.

4.1.2 Cash Flow Analysis

Table 4.2 shows the projected cash flow. The analysis shows that the project has
been earning interest income from the beginning until the end of the contract.
The highest interest income with a value of RM 11.3 million was obtained when
the contract expires in year 2003. This is mainly because no capital cost is
involved. Furthermore, the revenue collected is sufficient to cover all the
operating costs through out the years.
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Table 4.1: Profit & L.oss Account - Phase 1

Year 1993, 1994) 1995, 1996, 1997, 1998, 1999, 2000, 2001, 2002, 2003
I | | ! | | | | | |

Capital Cost 0

Revenue:

475 Mid 433 459

950 Mid 97.4 103.2 109.4 116.0 1230 130.3 1382 1465 1552

O&M Cost:

475 Mid -400 -416

950 Mid -86.6 -90.1 -93.7 -974 -101.3 -1054 -1096 -1140 -1185

Depreciation: 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Interest (Expenses)/income: 0.1 0.3 0.7 1.3 21 3.1 4.2 56 7.2 2.1 113

Profit Before Tax 3.4 46 114 14.5 178 216 259 306 358 410 480

Less Tax at 30% 1.0 1.4 34 43 54 6.5 7.8 92 107 125 144

Profit After Tax 24 32 80 101 125 151 181 214 251 291 336

Compounded Average Growth Rate (CAGR) For Profit After Tax = (33.6/2.4)""% = 1.30 %

All figures shown are denoted in RM (million) unless otherwise stated.

Source: Author's Computation
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Table 4.2: Cash Flow Analysis - Phase 1

Year 1993, 1994, 1995, 1996, 1997, 1998, 1999, 2000, 2001, 2002, 2003
| | l ! l I | I | l
Profit Before Tax 3.4 46 114 14.5 178 216 259 306 358 416 480
Depreciation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Operating Cash Flow 34 46 114 14.5 178 216 259 306 358 - 416 480
Less: Tax 1.0 1.4 3.4 4.3 54 6.5 7.8 92 107 - 125 14 4
Capital Expenditure
Additional Cash/Debt 24 3.2 8.0 10.1 125 151 18.1 214 251 29.1 336
Net Cash/Debt at start 0.0 2.4 56 13.6 237 362 513 694 908 1159 1450
Net Cash/Debt at end 24 56 136 23.7 362 513 694 908 1159 1450 1786
Average Cash 1.2 4.0 96 18.6 300 438 604 801 1034 1305 161.8
Interest Income 0.1 0.3 0.7 1.3 2.1 3.1 42 56 7.2 91 1 1._3j

All figures shown are denoted in RM (million) unless otherwise stated.

Source: Author's Computation



4.1.3 Free Cash Flow Analysis

Table 4.3 provides the free cash flow analysis to Phase 1. It is observed that the
net cash flow has been increasing through out the project’s life period. The value
of NPV obtained from this analysis is RM 136.1 million using a profit CAGR
discounted rate of 1.30%. This implies that the project has an overall excess
return of RM 136.1 million according to the entire contract.

4.1.4 Sensitivity Analysis

The resuit of the sensitivity analysis is showed in Table 4.4. The different values
are obtained using different discount rates. For a range of discount rates used
between 5% - 13%, positive value NPVs were obtained. This implies that profits
are made through out the contract period with these discount rates. It also shows
that NPV tends to be higher when lower discount rates are used. This reflects an
inverse relationship between discount rate and NPV. The highest NPV of RM
108.6 million was obtained using 5% discount rate.

4.1.5 Equivalent Annual Annuity (EAA) Analysis

Figure 4.1 shows the value of the EAA, which was calculated using the CAGR of
1.30%, giving a NPV of RM 136.1 million. The EAA obtained in this case is RM
13.36 million and perpetuity value is RM 1027.6 million. This means that Phase 1
will receive an equivalent annual income of RM 13.4 million through out the years
to make up a NPV of RM 136.1 million using the CAGR of 1.34%. Assuming the
MC for Phase 1 is to carry on until infinity, the perpetuity value of the project is
RM 1027.6 million.



Table 4.3 : Free Cash Flow Analysis - Phase 1

Main Parameter : Discount rate = 1.30% 0013

Year 1993, 1994, 995, 1996, 1997, 1998, 1999, 2000, 2001; 2002, 2003
| j I | | I I | l l

Revenue:

475 Mid 43.3 45.9

950 Mid 97 .4 103.2 1094 1160 123.0 130.3 1382 1465 15572

O&M Cost:

475 Mid -400 -416

950 Mid -86.6 -90.1 -93.7 -97.4 -101.3 -1054 -1096 -114.0 -1185

Less Tax at 30% 0.0 1.0 1.4 34 43 54 6.5 7.8 92 10.7 12.8

Cash Flow 33 3.3 94 97 11.4 13.2 15.1 17.2 194 217 242

Capital Cost

Net Cash Flow 3.3 3.3 94 9.7 114 13.2 15.1 17.2 194 217 242

Present value 3.3 3.2 9.2 94 10.8 12.4 14.0 157 17.5 19.3 213

NPV 136.1

All figures shown are denoted in RM (million) unless otherwise stated.
Source: Author's Computation




Table 4.4: Sensitivity Anaiysis -~ Phase 1

Discount Rate Net Present Value

{
}

|

| RM (million) |
| 5% 108.6 :
8% | 102.5
7% | 96.9
8% | 91.6 |
9% | 86.8
0% 823 |
1% 78.2 |
12% | 74.3 |
13% : 70.7 i

Source: Author's Computation

Figure 4.1 Equivalent Annual Annuity (EAA) Analysis — Phase 1

k=1.30%
= 11 years
! | i

|

i 1 :
1993 1994 1995.... ... ..

' RM13.36 million RM13.36 million

PVa4 (——{

PVgs

!
2003

EAA
RM13.36 million

PV <
NPV at '93 = RM 136.1 million
- EAA = RM 13.36 million

| Perpetuity Value = Infinite Horizon NPV = RM 1027.58 million

Source: Author's Computation



42 Phase?2

4.2.1 Profit and Loss (P&L) Account

Table 4.5 shows the P&L Account for Phase 2 from 1996 -~ 2020. The capital
cost of Phase 2 is entirely funded by PNSB over a period of 6 years from 1996 to
2001. It is observed that the project has started to obtain positive profit after tax
only from year 2005. The project highest profit (after tax) with a value of RM
526.9 million can be obtained when the contract expires in year 2020.

4.2.2 Cash Flow Analysis

Table 4.6 shows the project’s cash flow. The analysis shows that the project has
started to earn interest income only from year 2013 onwards. Prior to year 2013,
interest expenses were incurred to cover its capital cost. It shows that the highest
interest income obtained is RM 221.3 million in year 2020.

4.2.3 Free Cash Flow Analysis

Table 4.7 provides the calculation of Puncak Niaga’'s beta. The record of Puncak
Niaga's stock prices and Emas Indexes from 11/8/97 to 12/11/97 were obtained.
A beta value of 1.57 is obtained by carrying out linear regression on their
corresponding rate of returns.

Table 4.8 provides the details of WACC computation. A value of -45% is
obtained for the cost of equity. The after tax cost of debt is equal to 7% per
annum. The WACC of Puncak Niaga is equal to 4.70%. This value will be used
as the discount rate for the Phase 2.



Table 4.5:Profit & Loss Account - Phase 2

Stage1 Stage 2
1996, 1997= 1998}1 1999% 2000i 7‘@%;2002% 2003%200411 2005, 2006§ 2007; 2008, ?009% 2010]1 2011% 2012% 20131 2014i 2015% 291@;,2.9,],7f.,ZQ@I;,,Z_QLQ_‘,&-L
! | t i | i j | | | i ! |

Capital Cost: -2717 -3851 -3851 -113.4 -1134 1134
Revenue:
475 Mid 964 1022 1083
950 Mid 2937 3113 32998 3498 3708 393 4166 4416 4681 496 5259 5575 5900 6264 664 7038 746.1 7908 838 3
O&M Cost:
475 Mid -52.76 -54.87 -57.06
950 Mid 119 123 1284 134 139 -1444 1502 156 -1624 169 176 -183 -190 -i1976 -206 -214 -2223 -231.2 -240
Depreciation: -3706 -37.05 -37.05 669 668 6689 669 669 -66.89 -6689 669 -6689 669 -660 669 -669 -6689 H69 669 -6689 -66.89 -66.9
interest (Expenses) -1241 1428 1527 157 -154 150 -144 135 -1243 1103 -928 -7148 -457 -149 1149 3297 56.86 B335 1126 1459 182 2218
fincome:
Profit Before Tax 0 0 0 -1175 -1325 1385 487 -333 -1527 5601 297 5744 8927 1257 1673 215 2685 3194 367 4188 4749 5358 6028 6747 7527
Less Tax at 30% o} 0 Q 0 4] 0 0 0 ] 0 0 0 4] 0 0 ] 0 958 1101 1256 1425 1607 1808 2024 2258
Profit After Tax 0 0 0 -1175 1325 -1385 487 -333 -1527 5601 297 5744 8927 1257 1673 215 2685 2236 2569 2931 3324 3751 4219 4723 5269

Ali figures shown are denoted in RM (million) unless otherwise stated.
Source: Author's Computation
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Table 4.6:Cash Flow Analysis - Phase 2

Income:

Stage1 Stage 2
1996 1997, 1998, 1999, 2000, 2001, 2002, 2003, 2004, 2005; 2006, 2007, 2008, 2009 2010, 2011, 2012, 2013, 2014, 2015, 2016 2017, 2018, 2019,
PO T T T T T Ty O S 2y 2018 2003 2014y 20ns, 2016, 2017, 9
Profit Before Tax -1176 -1325 -1385 487 -333 -1527 56008 297 5744 8926 1257 1672 215 2685 3194 367 4188 4749 5358 6025 875
Depreciation 37.045 3/045 3705 6689 6689 66888 66888 66.89 6689 6689 6689 6689 669 6889 6689 6689 6689 6689 6689 6689 66.89
OperlungCash Fiow -8046 955 1014 1815 3362 51619 72488 9659 1243 156.1 1926 2341 281 3354 3863 4339 4857 5418 6027 6694 7419
Less Tax 0 0 0 o} 0 o} s] o] o] 0 8] s} ¢] O 958 1099 1256 1418 1605 1808 202
LessCapltalCost -2717 -3851 -3851 -1134 -1134 -113 4
Additional Cash/Debt -271.7 -385.07 -3851 -1939 -955 -101 4 1815 3362 51619 72488 9659 1243 156.1 1926 2341 281 3354 2905 3239 3601 400 4422 4886 5398
Net Cash/Debt at start 0 -27167 6703 -1102 -1381 -1476 -1577 -1569  -1526  -1474 -1402 -1305 -1 181 -1025 832 -598 -318 1901 3095 6335 9936 1394 1836 2324
Net Cash/Debt at end -2717 670.32 -1102 -1381 -1476 -1577 1558 -1526 -1474 -1402 -1305 1181 -1025 -832 -597.9 -316 19.01 3085 6335 9936 1394 1836 2324 2864
Average Cash -1241 1428 -1527 -1568 -1543 -1500 -1438 -1353 -1243 -1103 -928 -7149 -457 -149 1643 4715 8135 1184 1615. 2080 2594
Interest (Expense)/ -124.1 1428 -1527 -157 -154 150 -1438 135 1243 -110.3 928 7149 -457 -149 115 3301 5695 834 113 1456 1816

All figures shown are denoted in RM (million) unless otherwise stated.
Source: Author's Computation

75629

66 .89
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2258
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Table 4.7 Estimation of Beta

!PUNCAK NIAGA's Stock Price EMAS INDEX
|Date Price Line{M$) _Return {%) Date index Return (%) |
8/11/97 3.96 8/11/97 261.64
8/12/97 4 1.010 81297 259.21 0929¢
8/13/87 402 0.500 8/13497 26168 09531
814/97 41 1.990 8/14/97 264 01 08901
8/15/97 412 0.488 8/15/87 26199 0765
8/18/97 4 2813 8/18/97 255.06 -2.645
8/19/97 412 3.000 8/19/97 25572 n 259
8/20/97 418 1 456 820197 2658 3.942]
8/21/97 41 -1.914 8/21/97 26145 -1 637}
8/22/97 41 0.000 8r22/87 259.78 -0.638]
8/25/97 41 0.000 82597 254.95 -1.859
8/26/97 408 -0.488 826/97 248 21 -2644
8/27/97 412 0.880 827197 245 42 1124
8/28/97 a2 22330 8/28/97 223.44 8956
I 8297 297 -7.188 8/29/97 219 48 R
I 4 7i° 14 297 0.000 917 219 48 2.000
92197 3.06 3.030 ar2/97 219.93 0208
9/3/97 299 -2.288 3/3/97 21029 -4 383
Y4/97 285 -4682 /497 20483 -2.549
95197 396 38947 9597 23118 12809
9/8/G7 388 0.505 9/8/97 245 49 7 920
9/9/97 402 1.005 9/9/97 251.16 0.669
9/10/97 398 0995 9/10/07 244 96 -2.469
9/11/97 39 22010 w1197 238.34 2702
912197 408 4103 91297 242.88 1.905
9/15/97 4.04 0.493 9/15/97 240.69 -0.902
8/18/97 408 0.990 9/168/97 235.95 -1 968
917197 4 -1.961 9/17/97 231.18 2022
9/18/97 406 1.500 918/97 22555 -2.435
919/97 414 1970 918/97 26 0.200
9/22/97 404 2415 srz2/97 218.19 -3 456
9/23/97 406 0.495 923197 22378 2
9/24/97 41 0.985 8/24/97 22248 0,581
9/25/97 418 1.951 Q/25/87 224 56 0835
9/26/97 434 3828 928197 226.82 1,006
9/29/87 444 2304 9297 228 42 0.705
9/30/97 4.44 0.000 9/30/97 22957 0503
1001/97 43 -3.153 101197 224 89 -2.039
10/297 424 -1.395 10/2/97 22374 0511
10/3/97 428 0.472 10/3/97 24389 0514
10/8/97 432 1.408 10/6/97 223.38 0671
10797 434 0.463 10/7197 2265 1397
10/8/97 436 0.461 10/8/97 235.18 3832
10/0/97 434 £.459 10/9/97 23159 1526
10/10/97 436 0.481 10/10/97 234.02 1.049
10/13/97 446 2.284) 1011397 233.49 0226
10/14/97 4.42 0897 101497 23218 0561
10/15/97 442 0.000| 101597 227.23 22132
10/16/97 462 4525/  10/16/97 227.51 0123
101707 45 -25087)  1017/97 26.16 0.593}
10/20/87 44 2222\ 1020/97 219.32 -3.024
102197 436 0908 10,2197 218.68 1199
10/22/97 438 0459 10722197 208 .87 -3.563
1012337 44 0457 10/23/97 203.04 -2.838
1072497 438 0485 1072497 199.87 -1.561
10/27/97 4.4 0457  10/27/97 188 97 -0 450
10/28/97 388 -11818{  10/28/97 18479 7427
10/20/97 4 3.083| 10/2097 188.28 1.889
1030/97 4 0000  10/30/97 18826 0.000
10/31/97 394 -1.500f 103197 188.83 0.202
11/3/97 41 4.081 1173197 201 82 6.879
11/4/97 42 2438 11/4/97 20412 1.150
11/5/87 416 0952 11/507 20547 0652
11/6/97 418 0.481 11/8/97 204.72 -0.365
1177157 414 0957 1177187 199.68 2472
111097 402 -2.899] 1111097 154.79 -2.439
11.11/97 402 0000| 1111197 194.94 0.077
111297 402 0000 111297 192,75 1123
Average Market Return Rate t Q.41
Beta estimated by using linear regression method 1.567

Source’ Author's Computation



Table 4.8: WACC of Puncak Niaga

f
!
|

) Cost of Equity, K. using Capital Asset Pricing Model (CAPM)

| Ke = Kgr + (Ku-Kre)*b
Where,
Krr* = Expected Market Rate of Return = 6.8%
K = Risk Free Rate of Return = -0.411%
b =1.57

Thus, K, = 4.5%

()  Cost of Debt, K4

Ks = Interest Rate (1 - Tax)
= 10%*(1-0.3)
=7%
Thus, Ka=7%

()  Weighted Average Cost of Capital, WACC

WACC = w.*K, + ws*Ky

Where,
we = Weight of EQuity =0.2
Ke = Cost of Equity =45%
wg=  Weight of Debt =028
Kqs = Cost of Debt = 7%

Thus, WACC =4.7%

Source: Author’'s Computation



Table 4.9 provides the free cash flow analysis to Phase 2. It is observed that the
value of net cash flow has been increasing through out the project’s life period.
The project has started to obtain positive net cash flow only from year 2002
onwards. The value of NPV obtained from this analysis is RM 1594.8 million
using the WACC discounted rate of 4.7%. This implies that the project obtains an
overall profit of RM 1594.8 million using a discount rate 4.7% The relatively high
NPV obtained may be due to the relatively high bulk supply tariff charged to the
government.

4.2.4 Sensitivity Analysis

Table 4.10 tabulates the results of sensitivity analysis. The different NPVs are
obtained using different discount rates. Similarly, NPV become higher when
lower value of discount rates are used. The highest NPV obtained is RM 1594.8
million using WACC of 4.7% discount rate. A negative NPV with a value of RM -
78.8 million was observed when using 13% discount rate.

4.2.5 Equivalent Annual Annuity (EAA) Analysis

Figure 4.2 shows the value of the EAA, which was calculated using the WACC
discount rate of 4.7% giving a NPV of RM 1594.8 million. The value of EAA
obtained in this case is RM 109.78. This implies the project will receive an
equivalent annual income of RM 109.78 million to make up a NPV of RM 1594.8
million. The perpetuity value of the project is RM 1223.68 million by assuming
that Phase 2 is to be continued into infinity.
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Table 4.9: Free Cash Flow Analysis - Phase 2

Main Parameter Discount rate = 4 7% 0.047

Stagel Stage 2 o T ) T

__1996; 1997, 1998 1999, 2000; 2001, 2002 2003, 2004, 2005, 2006, 2007, 2008, 2009 2010 2011, 201 L0135 20ta 015, 2070 lsy £018) 019 2020

A S e B | [ A A s Ht H B

Revenue:
475 Mid 96418 1022 1083
950 Mid 2937 3113 32998 34478 3708 393 4160 4416 4681 496 5259 DOV 5 5909 ©l64  6b4 /U3B /461 7908 8383
O&M Cost:
475 Mid -5276 -5487 -57 06
950 Mid 119 123 1284 -1335 -139 -144.4 1502 -156 -1624 -169 -176 -183 -190 -1976 -206 -214 -2223 2312 -240
Less Tax at 30% 0 0 4] 0 o] 0 8] 0 0 0 0 0 0 0 Q 0 958 1101 1256 1425 1607 1808 2024
Operating Cash Flow 0 0 0 43662 47336 5127 175 1879 20161 21627 2319 2486 2664 2854 3057 327 3503 3748 3051 3187 3328 3476 363 3788 3954
Capital Cost 2717 -3851 -3851 -1134 -1134 -1134
Free Cash Flow 717 38507 -385.1 -69.74 -66.08 -6213 175 1879 20161 21627 2319 2486 2664 2854 3057 327 3503 3748 3051 3187 3328 3476 363 3788 3954
Present value 2717 -367.76 -351.3 -6076 -54.98 4938 1328 1362 139.62 143.05 1465 150 1535 1571 1607 164 168 1717 1335 1332 1328 1325 1322 1317 1313

NPV

1594.8

Ali figures shown are denoted in RM (million) uniess otherwise stated.
Source: Author's Computation



Table 4.10: Sensitivity Analysis — Phase 2

Discount Rate Net Present Value |
RM (million)

5% 1485 4
6% 1159.2
7% 884 4
8% 652.3
9% 4557
10% 288.7
11% ‘ 146.5
12% 25.1

L 13% -78.8

Source: Author’'s Computation

Figure 4.2: Equivalent Annual Annuity (EAA) Analysis ~ Phase 2

k=47%

‘ n =25 years

i | | |
. T I m
1996 1997 1998... ... . 2020
| EAA EAA. . EAA
{ RM 109.78 milion RM 109.78 million RM 109.78 million
,
PVg7 <—J

 PVay

PVaze «

NPV at '96 = RM 1594.8 million

EAA = RM 109.78 million

| Perpetuity Value = Infinite Horizon NPV = RM 2335.68 million
L

Source: Author’'s Computation



