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I PPs shoul d share i n maintaini ng power reserve: PM

Shahri man Johari

| NDEPENDENT power producers (I PPs) have to recogni se t he cost borne by
Tenaga Nasi onal Bhd to maintain a 30 per cent national reserve capacity,
and price the power supplied to the national utility accordingly.

"I think the contracts to buy power fromprivate conmpani es nust take
into consideration the need to maintain the spare capacity (to allowfor
sudden surges in demand)," said Prinme Mnister Datuk Seri Dr Mahathir
Mohamad.

"W have to do this... probably by reducing the price of power soldto
Tenaga," he told reporters after delivering the keynote address at the
Mal aysi an El ectric Power Forum2001 i n Kual a Lunmpur yest er day.

The Prime M nister's remarks seemto signal to the IPPs that they should
not continue to expect the kind of returns on investment they sawin the
| ast fewyears when the Governnment first opened up the power sector to
nore conpetition.

The Governnent had al so i ssued a nunber of IPP licences in an effort to
i mprove the security of power supply follow ng the nati onwi de bl ackout in
1992.

These first | PP projects raked in returns in excess of 20 per cent due
to the highly lucrative |l ong-termpower contracts signed with Tenaga whi ch
had to buy the electricity at a price higher than its own production cost.

"But that was nerely a tenporary neasure that was necessary to break the
barriers of entry. As the | PP industry matures, costs nust cone down, and
this has been well denobnstrated," Dr Mahathir said in his speech.

Fairer pricing for power would mean that the | PPs have to scal e down
their expectations while striving to be nore efficient operationally.

The Governnent had hinted at this when the Energy Commi ssi on announced
| ast nmonth that | PPs woul d have to conpete for new power plant projects
fromthe year 2007 onwards.

As for Tenaga, the Prinme Mnister's remnder is tinmely as the conpany
has seen costs growing at an alarmng rate, and the situationis
conmpounded by the fact that electricity demand has not expanded as fast as
expect ed.

The purchase of power fromlIPPs is currently Tenaga's single | argest
cost item accounting for about 60 per cent of its operating costs.
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