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California dream ng? Not in Ml aysia, surely

WAS it a really big shock when Prine M nister Datuk Seri Dr Mhathir
Mohamad | ast week sai d bl ackouts in California pronpted the Government to
re-exam ne the power industry's restructuring process?

For many industry observers, it was hardly the case.

Cl ues had been | eaked a few weeks earlier in the Ei ghth Mal aysi a Pl an
(8MP). The document outlined the Governnent's planned target in the next
five years and stated that industry refornms would continue to take place.

However, a gradual approach woul d be adopted i n introducing a market
mechani smin order to attract investnents as well as ensure an adequate
and reliable supply of electricity, it added.

The industry appeared to be on course for major devel opnents foll ow ng
self-initiated noves at Tenaga Nasi onal Bhd (Tenaga) in 1997. It
reorgani sed maj or busi nesses into three distinct divisions - generation
di stribution and transmni ssion.

Subsequent|ly, an asset di sposal programe was initiated. The nessage was
clear; Tenaga woul d reduce its interests in generation activities and
focus on distribution and transmni ssion.

A year later in 1998, the Governnent set up a task force at the Economic
Pl anning Unit to establish an | ndependent Gid System Qperator, a regul ar
feature of mature markets where the power sector is fully opened for
conpetition.

Many had expected the | ocal sector to undergo the sanme transformation
and the creation of a power pool, a nechanismthat can deliver |ow
electricity prices, was anticipated to take place in 2007. Under st andabl y,
many peopl e got excited.

I ndependent power producers (I PPs) were excited about bidding for Tenaga
power plants that were up for sale.

Anal ysts qui ckly crunched the nunbers invol ved, predicting the utility
to make billions fromits sale and tackle its piling debt situation nost
ef fectively. Some even t hought that the 8MP woul d contain details on how
the i ndustry woul d nove forward.

Even financial journalists could not hide their enthusiasmfor the
i ndustry's future. The concept of pooling, where the price of power will
be exposed to the vagaries of supply and demand, was expounded to the
public.

To have a pool, there nust be a seller (power producer), and a buyer
(power supplier). This will be the whol esal e mar ket where a supplier wll
buy el ectricity at the best possible price fromthe producers.

The retail market is where suppliers will sell power to end-users
Exanpl es of the pools success are plentiful in European countries.

But the |atest five-year plan quickly poured cold water on these
expectations and as such, the Prine Mnister's remarks were not
unexpect ed.

The obj ectives of restructuring are clear, sinple and al so very
attractive.

Fostering conpetitionanmong utilitieswill ultimtely benefit consuners
who wi || pay for cheaper electricity. But as common sense stipul ates, it
is easier said than done and California was and still is, a perfect
exanpl e of restructuring gone bad.

The sunshi ne state, which is also home of Silicon Valley, started the
process in 1996 and put into notion laws to split the market into



generation and distribution.

Power generators would own the plants and sell electricity to
distributors or suppliers. Suppliers would then sell the juice to
consumers

The buying and selling of electricity between generators and suppliers
wer e done through the pool that acted |i ke a cl eari ng house. Wol esal e
prices of power traded on the pool was deregul ated, meani ng the price of
power was allowed to fluctuate according to the forces of supply and
demand.

But inthe retail market, suppliers faced a cap on hownuch it could
charge its customers.

The systemwoul d have worked fine if the system possessed excess
capacity or to put in other words, if supply exceeded denand. But
California has not built a new power plant in the |ast 10 years, so supply
was getting tight. Demand eventual | y soared, exacerbated by a hot sunmer
and the price of gas that is used as fuel by generators increased.

Faced with a shortage of supply, whol esal e prices skyrocketed. Suppliers
borrowed | arge anounts of nbney to pay for power on the whol esal e nar ket
but this extra cost could not be passed on to consunmers due to the ceiling
price.

As a result, power suppliers piled on huge debts to carry its busi ness.
Pacific Gas & El ectric has filed for bankruptcy to seek protection from
its creditors while Southern California Edisonintends to sell its
transm ssion assets to the state

Furthernore, rolling bl ackouts have beconme a normal occurrence in
Cali forni a.

Despite the California episode, the Government is still planning to
undert ake a gradual reformaccording to the 8MP. Two nmaj or bl ackouts
during the 1980s will serve as a reninder that although progress is
desirable, the industry has to be restructured w thout any failures.

It isall the nore inportant because Mal aysi a needs conti nuous foreign
direct investnment to help achieve a fully-devel oped nation status in the
next 19 years. One of the nmajor factors that will help achieve this target
is to have a conpetitive power sector.

Thus, the 8MP took note of Californias case of which the first lessonis
to have surplus capacity. That is why one of the Government's objectives
inthe five-year periodis to ensure the adequacy of electricity supply.

In addition, other means of restructuring is al so being pursued by the
authorities.

The nost obvi ous exanpl e is newcapacity that will be comr ssioned in
the next five years. Sone 8, 800 negawatts (MN w |l be conmi ssioned in
that period, the bul k of which, will be undertaken by | PPs, the 8MP said.

Thi s means that Tenaga's share in the generation market will drop in
tandemw th the rise of IPPs' capacity.

Regul atory reforns are al so part of the restructuring process. Inthis
regard, an Energy Commission will be fornmed to repl ace the Departnent of
El ectricity and Gas Supply. The Commi ssion will hel p the Governnment in
pl anning for the industry's future.

Californiawill serve as a stark rem nder to governments that rushing
ahead wi th deregul ation or restructuring can prove fatal for econonic
devel opnent .

But as nenti oned above, there are many success stories of industry
restructuring and this serves as a consol ation for Ml aysia that needs to
I earn as nuch as it can fromothers.

For instance, the grand daddy of all power pools is still alive and
kicking inBritain, which startedits restructuring process nore than 10
years ago. The industry is also said to have achieved its objective as



electricity prices have fallen during the peri od.
Per haps, greater attention can be paid to the British nodel.
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