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OPERATING fromits RMA billion plant in Lumut, Perak, independent power
producer (1PP) Segari Energy Ventures Sdn Bhd (SEV) churns out sone 1, 303
megawatts (MN of electricity annually or about 30%of the current total
out put of privately-generated electricity in Peninsular Ml aysia.

Formerly known as Si kap Energy Venture, Segari is one of the five |IPPs
operational in the peninsula and the |atest to come onstream in January
1997. Brought in to suppl ement Tenaga Nasi onal Bhd's (TNB) generation
capability follow ng the power shortage crisis of the early 1990s, the
| PPs went into business from1995 to end the utility giant's electricity
producti on nonopol y.

However, while this solved one problem that of sufficiency of supply,
it soon created another, that of cost of electricity. The | PPs, seen as
the saviour during the power crisis, are nowcast in the role of villain

At the root of the controversy is the power purchasing agreenment (PPA)
under whi ch Tenaga buys electricity fromIPPs on terms said to cause
Tenaga to incur significant fixed charges.

I ndeed, three tariff increases by Tenaga since 1993, the latest being in
May this year, to boost saggi ng revenue have | ed many quarters to accuse
| PPs of taking Tenaga for a ride by charging exorbitant rates. End users
are lanenting they will have to bear the brunt as Tenaga will al ways pass
on the high cost to them There have even been calls to the government to
review the existing | PP charges.

Statistics appear to support these views. For the year ending Aug 31
1996, Tenaga announced sharply lower results, citing as the nain reason
hi gher cost of buying electricity fromIPPs. According to sources, Tenaga
pai d sone RM2.275 billion to the five IPPs | ast year

Its unaudited group pre-tax profits fell 29%to RML. 163 billion from

RML. 636 billion in the previous year, despite a 19%rise in turnover to
RMB. 145 billion fromRM5.885 billion. In contrast, |IPPs continued to enjoy
hi gh profits.

| PP charges under the PPAs varies from producer to producer. According
to press reports, Port Dickson Power Sdn Bhd charges 13 sen per
kil owatt/hour or unit, while SEV charges 15.5 sen per unit. Powertek's
rate is 13.1 sen per unit, Genting Sanyen's is 13.5 sen per unit and YTL's
two plants sell to Tenaga at 15.54 sen per unit. It is clainmed another |PP
under construction, the Bakun Hydro-El ectric Corporation, expected to
generate sone 2,400MN wll sell power to TNB at 16.5 sen per unit once it
cones onstream

Are the IPP rates justified? Yes, says an industry observer, who argues
that were Tenaga to generate the power that | PPs are now producing, it may
still have to spend about the sane amount for fuel. Carifies Azm
Abdul | ah, Chief Operating Oficer (COO of SEV, "Qur rates are on a
contract basis for 21 years.

We cannot change the tariff until the end of the period. So in rea
terns, the 15.5 sen, 10 or 15 years fromnow, is considered cheap because
if you take into account inflation, the average tariff rates sold by the
| PPs becones relatively | ow.'

He points out the rates charged in Ml aysia are anong the | owest in the
region. Thailand and I ndonesia for exanple are selling at 20 sen per unit.
Tan Sri Francis Yeoh, Managing Director of YTLPI, is of the sane m nd.

“Think of India and I ndonesia, paying a price like 20 sen per unit.



Their per capita incone is |lower than ours. They can hardly afford that
kind of rate and yet they still have to pay it. W are nore devel oped than
they are and we are paying lower tariffs,' he added in a recent report.

Azm al so contends the rates charged to TNB justify the cost of setting
up a power plant. “If we were to build a power plant now, we can sel
power cheaper because the cost of gas turbines or power stations using gas
is at the | onest now.

"Back then (in 1990) we were paying over US$650 per kW Now, a simlar
power plant |ike ours would cost only US$500 per kWat the | owest. But as
that's the rate we paid back then, so this is the rate we have to sel
now. So our rates justify the cost because we are | ooking at a flat rate,
you see, for the next 21 years,' he explains.

What about the argunent by certain quarters that | PPs can al ways ask the
governnent to reviewtheir existing rates, say 10 to 15 years down the
road, if they find costs escal ati ng?

“I'n ny opinion, that question does not arise as all considerations of
future cost increnents have been taken into account in arriving at the
figure of 15.5 sen per unit for the next 21 years,' Azm says.

A Kual a Lunpur-based anal yst agrees, saying if | PPS are going to review
their rates, it will cause thema | ot of hassle. “~They would have to
refinance their | oans, revalue their operations and get the rating
agencies to re-evaluate their companies.'

However, some new devel opnents are taking shape that nmay of fer an answer
to the pricing controversy. According to the International Private Power
Quarterly for the second quarter of 1997, governnent policies on tariff
|l evels paid to IPPs is “apparently changing.'

It says under a recent PPA negotiated between Tenaga and the devel opers
of a 1, 200MN Kedah power plant, the devel oper woul d be paid 4.587 cents
(in US currency) per unit. The rate, it adds, could serve as a new
benchmark for IPP tariffs. It |ooks Iike the governnent and Tenaga are
taki ng a tougher stance in pushing for |ower rates.

Anot her is the suggestion by certain quarters that the governnent adopt
an open bidding systemfor power purchases. The Federation of Ml aysian
Manuf acturers (FMM, in a press statenment, said if the systemis
i npl emented, ~TNB woul d then purchase electricity only fromthe | owest and
nmost efficient | PP bidder. TNB shoul d be allowed to gradually reduce the
quant um of power purchased froml PPs."

Azm wel comes the open biddi ng suggestion with open arns. ~We know about
the deregul ation or the bidding process that's going to happen soon and
the governnment is currently | ooking at the bidding or pooling systemfor
Mal aysi a,' he says.

However, he adds, “~But we cannot really follow other countries because
their structure may not be very sinmilar to ours. W have to have our own
systemand that would be a very healthy nmarket situation. W do not have
any reservations about going with the system'

He explains that until the open bidding systemis inplenmented, |PPs
cannot really be called i ndependent power producers. "Instead, we should
be cal l ed contracted power producers, since we are sub-contractors of
TNB. '

The contract systemwas introduced because the government wanted new
pl ayers produci ng quick and efficient power to ease the demand on Tenaga
whi ch was clearly overburdened as shown by the nati onwi de Septenber power
outage in 1992. And the quickest way of getting power is by using gas as a
fuel source. Gas plants take a shorter tine to build than coal-fired
pl ant s.

In Segari's case, construction of its gas plant took |l ess than three
years, according to Azmi . Though coal is the cheaper fuel, a coal-powered



pl ant of 1, 300MWwoul d take four-and-a-half years to build. Moreover,
having a PPAin the initial stages of an I PP project is an internationa
norm according to him “Wen the tine is right, going the way of
conmpetitive bidding is healthy,' he says.

A restructuring process is also under way in the energy sector that wll
bring nore changes. One is to the source of fuel for producing
electricity. Now that the urgency to get power no |onger exists, the
governnent wants power producers to be nore diversified in their fuel mx,
al though gas will still play a dom nant role in electricity generation
until the year 2000.

According to the Seventh Mal aysia Plan (7MP), gas-fired generation wll
account for 69.2%of the mx at the turn of the century. It will continue
to feature prominently in the TNB system accounting for 71.5%of the fue
mx. Ol's share is expected to decline from9.2%in 1995 to 4%in year
2000, while coal's share would increase from10.7%to 17.3%in the sane

peri od.
For the Sabah Electricity Board (LLS) system due to the limted
availability of gas, oil will still be the main fuel, accounting for 66.3%

of its generation mix in the year 2000. Meanwhile, the m x of the Sarawak
El ectricity Supply Corporation (SESCO systemin the year 2000 wil |
constitute 69.2%gas, 16%coal, 10.6% hydro and the rest, oil

However, the governnment is considering a policy tolint the use of
natural gas for electricity production after year 2000. The gas woul d be
better used for other purposes, such as for export.

Prime M nister Datuk Seri Dr Mahathir Mhanmad, at the | aunching of
Segari's Lurmut power plant, said future generation of power should try
usi ng coal

However, to safeguard the environnent, he called for the use of "clean
coal technology.' Ml aysia has an estimated 8.5 nillion tonnes of coal, as
well as 311 million tonnes of lignite and brown coal reserves.

Anot her alternative is hydropower, of which one project is the Bakun
project. Malaysia's total hydro resources are put at about 29, 000MN with
a potential energy of 123 billion kW annually. About 70% of the resources
are located in Sarawak.

The International Private Power Quarterly says Sarawak has nore than
20, 000MW of unt apped hydro potential that could be devel oped and
transmtted through subrmarine cabl es to Peninsul ar Mal aysia. It says the
governnent is currently studying that possibility.

There is no doubt the entry of IPPs and the deregulation in the
electricity generation industry have irrevocably changed t he power sector.
One maj or change is in the status of TNB.

The M nistry of Energy, Tel ecommunications and Posts announced that the
utility conpany will function solely as a national grid conpany, whereby
TNB wi || buy bul k power froma newly created subsidiary, TN Generati on.

TN Generation will also act as an | PP and has al ready | aunched its first
proj ect via subsidiary conpany, TNB Janamanjung, which is devel oping a
2,000MW coal -fired power plant on a 800-acre piece of reclained island in
Tanj ong Kat ak, Perak. The reclamation exercise is carried out by Ml akof f
Bhd.

Anot her interesting devel opnent, according to the International Private
Power Quarterly, is the licence awarded to Northern Utility Resources Sdn
Bhd (NUR) to generate, distribute and sell electricity, the first of its
kind in Ml aysia. This would effectively undercut TNB's nonopol y of
selling gas directly and is a wi der restructuring process of the power
sector.

Under the recently granted 30-year l|icence, two subsidiaries, Nur
generation Sdn Bhd and Nur Distribution Sdn Bhd, will build a gas-fired,



generating station of up to 450MNin stages, and install distribution
facilities to serve the KulimHi gh-Tech Industrial Park in Kedah.

The publication says other I PP projects in the pipeline include the much
publ i ci sed Bakun hydroel ectric project, whose PPAwith TNBis 30 years. It
is currently under construction and will conme onstreamsoon. O her |PPs
under devel opnent are Automan Sdn Bhd, Teknol ogi Tenaga Perlis Sdn Bhd and
Powertron Resources Sdn Bhd in Kota Ki nabal u.

However, with the huge conbi ned capacity of existing and future |IPPs and
TNB' s installed capacity, there is now concern about excess capacity.
There already seens to be an overcapacity situation.

Ri ght now, TNB clains to have an excess capacity of over 40% The norm
for the reserve margin woul d be around 30% "But that is now, you see,’
says an anal yst. Future devel opment of the country may nmop up the surplus.

El ectricity demand in Malaysia is growing at over 11%annually.

Mal aysi a, Thail and and Si ngapore collectively have a demand growt h of
about 4,000MNa year. It is estimated that by year 2000, Ml aysia would
need 16, 500MV

The 7MP estinmates Peninsular Malaysia's installed capacity at 13, 548MWV
in year 2000. Wth the projected 11%growh in demand, TNB's reserve
margin is expected to decline to 29. 7%

Anyway, export opportunities abound. Al ready supplying to Singapore, TNB
has entered into an agreenent with Electricity Generating Authority of
Thail and to have a 70-nile, 300 kV HVDC i nterconnecti on between the two
countri es.

The devel opnent of the ASEAN Gid, a subsea |ink between Ml aysia and
ot her ASEAN nations, would al so create opportunities for the | ocal power
i ndustry, sonething Segari is aware of. As Azm says, | would love to see
the Lunut plant providing power right up to Canbodia, if not further.'
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