01/ 09/ 1998
Tenaga to seek redress outside purchase pacts

Vendy Lim

TENAGA Nasi onal Bhd (Tenaga) is expected to seek a redress outside the
power purchase agreenents (PPAs) it had signed w th i ndependent power
producers (1 PPs) follow ng recent devel opnents in the electricity

i ndustry.

The national utility is said to be I ooking for "favourable terns”
outside the PPAs and is |ikely to approach the I PPs for another round of
negoti ati ons.

Tenaga' s executive chairman Datuk Dr Ahmad Tajuddin Ali said the conpany
is likely to use "historical circunstances and the |ack of sufficient
data" in its argunment for what has been described as a "suppl enentary
docurment” to the existing PPAs.

"When the respective agreenents were negotiated, the parties invol ved
made certain assunptions as there were i nadequate data for reference.

"These assunptions may no | onger hold at this tinme," Tajuddin told
Busi ness Tines in Kuala Lunpur.

The PPA is based on an 8 per cent gross donestic product growth and
estimat ed doubl e-digit growmh annually for the country.

El ectricity demand, however, has shrunk 12 per cent and Tenaga feels
that its proposal for talks with the IPPs on the nmatter is reasonabl e.

Tenaga' s proposal has been further strengthened by Prine M nister Datuk
Seri Dr Mahat hir Mohanmad who had a week ago indicated that a re-
negotiation of the PPAs is possible if they are unfair to one party.

Tenaga currently spends close to RMLO billion a year for its entire
operations - generation, transm ssion and distribution, rural electricity
needs, research and devel opnent, training and education, including
operating a university.

O this anmount, RVB.5 billion goes to the purchase of 30 per cent of
electricity generated by |PPs.
"Surely, there is something amiss here ... either Tenaga is able to keep

its operational cost extrenmely | ow or we are paying too nuch for the
purchase of power fromthe | PPs," Tajuddin said.

Due to the conplexity of the issue, Tenaga nmay approach the issue
outsi de the provisions of the agreenent and instead propose a
suppl ement ary agr eenent .

Li ke the PPAs which are specific to the I PPs, a supplenentary agreenent
will take into consideration the individual |IPP s financial position.

Sources said Tenaga and the IPPs are in a difficult position. "Changes
are bound to happen, sooner or later ... in the PPAs or in the
suppl enentary agreenent. Tenaga had not been pleased with the PPAs since
they were first signed.

"It is better and beneficial for the industry if this issue is settle
once and for all

"The electricity industry is a growi ng sector and there are bound to be
nore busi nesses conming if a solution is found quickly," the source added.

Taj uddi n said negotiations are under way on a one-on-one basis with | PPs

that are willing to talk on its proposals to ease its short-termcash flow
pr obl ens.

Tenaga had submitted several proposals, including deferred paynent,
easing billing cycle and di scounts which vary between one | PP to anot her

Tenaga has al so engaged | awers to ook into the legal inplications of a
suppl enent docunent to the PPA



Taj uddi n said that Tenaga wants a fair solution which will not adversely
affect the country's credibility.

It is looking at ways to ease its financial problenms wthout
j eor padi si ng i nvestnents made by the | PPs.

The al ready weak nmarket took a bigger dip since the Tenaga voiced its
conpl ai nt on August 10.

Mal akof f Bhd's share price fell 46 per cent fromRM5. 10 to RMB. 30 on
Friday. Mal akoff holds equity in two power stations - 75 per cent in
Segari and 20 per cent in Port Di ckson Power.

Prices of YTL's shares dropped by 22 per cent to RML.69 from RWR. 18,
whi |l e Powertek was down 24 per cent from RW. 32 to RM3.28. The Tanj ong
group, which recently bought over shares in Powertek, also dipped nore
than 20 per cent in tw weeks.

Tenaga shares al so suffered sinmlar fate. The blue-chip share is now
down to RM2.18, less than half of its initial public offering val ue of
RW#. 50.

Sources said until the two parties reached an am cable solution, the
share prices of the IPPs and Tenaga will suffer the same fate - downwards.
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