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" THE CHANG NG STRUCTURE OF THE ELECTRI C POAER
| NDUSTRY: AN UPDATE "

I would like to thank the organisers, the Mnistry of
Ener gy, Conmuni cation and Mil tinedia, Tenaga Nasi ona
Berhad and ASLI for inviting me to deliver this keynote
address before | eaders, experts and executives in the
energy and electric power industry. | join the
organisers to bid a warmwel cone to all the

di stingui shed del egates to this Ml aysian Electric
Power Forum 2001.

2. Mal aysia has enjoyed electricity for nore than

100 years. W have seen the industry transformed from
its hunble beginnings in the formof isolated plants
supplying mning operations into | ocalised district
supply systens supplying the commercial, industrial and
donmestic sectors. This was foll owed by central power
stations making their appearance because of their
econom es of scal e, acconpanied by construction of
transm ssion lines and a national grid supplying the
whol e nation fromend to end. Al things are famliar in
t he devel opnent of electricity use in nbst countries.

But Mal aysia nmade a special effort to supply electricity
to the rural areas including to the poor. The hones of
the poor are frequently separated by mles of forests
and hilly Iand and supplying them costs uneconom ¢ sums
of noney. But we feel they deserve to have electricity
wi thout giving any return on the outlay. It is a social
duty. Today, we have achieved rural electricity coverage
of nmore than 93 per cent in the country. Wth al nost

uni versal coverage in Peninsul ar Ml aysia, our
priorities for the RMB56.6 mllion allocated in the

Ei ghth Mal aysian Plan, will be the rural comunities in
Sabah and Sar awak.

3. The Governnent's active role in the industry has
been one of the key factors leading to the spread of
electricity use. By creating a centralised electricity
board in the mddle of the 20th century, consolidating
all the municipal operations, the transition into an

i nterconnected national network system at mni mal cost
was nmade possible. The single utility also ensured

t hat engi neers and technicians could nove around the
country, building expertise and managi ng projects nore



efficiently and effectively. Efficient and econom ca
thermal power plants could be built to supply, not just
the locality, but also any part of the country. But
nost inmportantly, as a centralised Governnent - owned
utility, it was easier for the industry to seek and
receive the required funding to finance the investnents
either fromthe Governnent or through Gover nment
guar ant ees.

4. However, tines have changed.

5. One of the industries that becanme the target for
privatisation and |iberalisation in many countries
during the 1990s was the electric power industry. Run
for many decades as national nonopolies, the demand for
power increased so rapidly that the Governments becane
unable to build the power plants fast enough. The
Gover nment nmonopol y, usually unprofitable, becane
unwi el dy, inefficient and a drain on Government
coffers. Privatisation of the power industry began to
ook nmore and nore as an attractive alternative. The
probl em was the form of privatisation which would not
result in the social needs beconm ng neglected. The
private enterprises nust |ook for the bottomline in
order to justify investnments of huge sunms in new
plants. This may end up in power being too costly and
the cost of living going up too fast for the good of
the country.

6. In countries that already have investor-owned
electric power utilities - Western Europe and the U S.
for exanmple - Governments enbarked on establishing sone
ki nd of market nechani sns, popularly called the "power
pool " where electric power generators could bid and
sell bulk power to distribution conpanies or |arge
customers. It was believed that this conpetitive

bi ddi ng woul d keep electricity rates |ow

7. Qther countries have tried to custom se their own
initiatives to suit their local conditions. For a tine
the conpetitive bidding by power suppliers was believed
to be the ideal way of managing electricity supply.
Many countries, were adopting or seriously considering
adopti ng the market nechanism Then cane the

persi stent breakdown in power supply in California
where the system had been used for a very |ong period.

8. Apparently what happened was the dismantling of

pl ants by those power suppliers who had failed to win
bids. The plants were idle, and even in idleness nuch
nmoney had to be spent on mai ntenance. Yet there was no
i ncome. The logical thing to do was to cl ose down.

VWhen demand suddenly picked up there was no stand- by
power to fall back on. And building new plants takes a
long tine. In the neantime bl ack-outs and brown-outs
have to be endured by the highly devel oped state of the
US. and its very rich people. In a third-world



country this can be accepted, but not in a highly
devel oped country.

9. The electricity industry is peculiar in that there
nmust always be a fairly big reserve power avail abl e.
Qoviously the reserve capacity will not earn noney.
VWho shoul d be responsible for these stand-by plants?
Surely not the conpani es which had not won in the
supply bid. Even those which won would want to
mnimse their cost by selling all the power they could
generate. In the end the stand-by capacity woul d be
negl ected in favour of |ower bidding prices. The
result is an inability to neet sudden surges in power
demand or when a nmaj or breakdown occurs.

10. Because of the disastrous experience of

California many, including Ml aysia, are nore cautious
in restructuring the electricity industry. It is too

i mportant an industry to be left entirely to market
forces. As | said earlier, in Malaysia, we have built

a systemthat has progressively becone nore and nore
technically sophisticated and reliable. By doing so, we
have al so devel oped our technical and scientific
manpower resources and this is inportant for the
advancenent of our country. W should not risk |osing
this techni cal aspect and our objective should be
towards building a high quality electricity supply
system for the people ained at keeping the Iights on at
reasonable prices. Wth this objective in mnd, the
Governnent has decided that we re-look at the
restructuring in the Iight of recent experiences in
other countries. The power pool and biddings to supply
need not be the best solution to aimfor in the short
or mediumterm

11. The present electric power industry has served the
country well. However, this does not nmean we do not
need any change. Change is still necessary. W stil
subscribe to the concept of conpetition and efficiency
but shoul d mai ntai n adequacy, reliability, quality and
security of supply as the first priorities. W need not
follow blindly nodels that have been adopted in nore
advanced countries that are not really applicable to
us. W do not want to risk entering a situation that
will cost us so nuch nore to undo when things go wong.
It would be better to progress one step at a tine and
wi th enough time to nmeasure the effect of those changes
before proceeding with the next. W have | earned enough
fromthe experience of the Asian financial crisis of
1997, so as not to be over-dependent on market forces
whi ch econoni sts so m stakenly believe as being
"perfect”.

12. The introduction of |ndependent Power Producers or
IPPs in Mal aysia was intended to instill conpetition in
the industry. Unfortunately, sonme have all eged that

| PPs have caused electricity to be nore expensive to



TNB. But this was nerely a short-termtenporary cost
that was necessary to break the barriers of entry. As
the I PP industry matured, costs nust conme down, and
this has been well| denonstrated.

13. What we need now is to evolve and refine this
nodel further. W are ready to introduce a nore
transparent conpetitive biddi ng process as the next

i medi ate step, where | PPs can be expected to conpete
for new power projects. This will generate a nore
conpetitive pricing structure. If the need to have
enough stand-by capacity is always borne in mnd
eventually this should result in the fairest prices to
all. Wnning bids can be used as a basis for |ong-
term power purchase contracts as an alternative to real -
time bidding in power pooling markets, which has
experi enced problens and rai sed doubts el sewhere.

14. Another area that will need change is putting

i ndustry planning in its proper place. In the absence
of the so-called power market, it is apparent that

pl anni ng for adequacy, reliability and future growth in
new generation, transm ssion and distribution
capacities nmust be carried out effectively and

i ndependent of the industry players. This planning is
required to determ ne when, where, what size and what
plants or power facilities will be required and offered
for bidding.

15. As a first step, the Governnent established the
Energy Commission, with effect from1 May 2001, with a
view to increasing the effectiveness of the regul atory
supervision of the energy sector, nore specifically,
the electricity supply industry and the gas supply sub-
sector of the industry. At the noment, these

regul atory functions are the responsibility of the
Departnment of Electricity and Gas Supply, which will
soon be di ssol ved when the anmendnents to the
Electricity Supply Act 1990 is passed by Parliament.

16. One of the principal areas of responsibility for
the Energy Commission will be the planning of capacity
adequacy in the electricity industry. The Conm ssion
will be entrusted with the task of calling for bids for
new pl anting-up programes. Apart fromthe pl anning
function, the Energy Commission will al so be
responsi ble for the pronotion of research and

devel opnent; inproving energy efficiency and the
producti ve val ue of energy consuned; and the pronotion
of new and renewabl e sources of energy. The pronotion
of renewabl e energy and the efficient utilisation of
our energy resources is part of our National Strategy
on Fuel Diversification and is in line with the
sust ai nabl e devel opnent goal s of the country.

17. The CGovernnent fully subscribes to the concept of
sust ai nabl e devel opnent. In our pursuit of growth and



devel opnent, we nust be conscious of the needs,
expect ati ons and hi gher aspirations of our children and
generations to come. W must pursue a growth strategy
that places high priority on protecting and | eaving a
resource-rich environment for the benefit of our
children and grandchildren. That is our nora
obligation. Although progress and economc growh are
i nportant national priorities, we have been careful to
ensure that it is not pursued at the expense of the
environnent. Froma state of over dependence on oi
before the oil crises of the 1970s, Ml aysi a enbar ked
on a fuel diversification strategy that focused on

cl eaner resources |ike natural gas and hydroel ectric
power. In 1980, our power plants recorded 85 percent
oi | consunption and today their dependence on oil has
reduced to a nere 8 percent. Natural gas usage in this
sector, on the other hand, increased froma nere 1
percent in 1980 to nore than 71 percent in the year
2000.

18. Today, under the Third Qutline Perspective Plan

we have now enbarked on a much cleaner fifth fue
strategy that focuses on renewabl e sources of energy
and energy efficiency. A recent study conpleted by the
Governnent has shown that the renewabl e sources of
energy available in the country have a technica
potential of about 36 million tonnes of oil equivalent.
This is a huge resource that would be wasted i f not
adequately tapped. Mdst of these resources are bionmass
wast es generated by our industries that also face

probl enms in disposing themw th mninmal negative inpact
upon our environment.

19. By its nature, electricity is a formof energy

that can hel p neet the objectives for sustainable
growmh. It gives us nultiple choices of primary energy
fuels that include oil, coal, gas, hydro, bionass,

sol ar and various other fornms of renewable energy. It
is for us to establish the nost econom c and opti nal
mx. It also gives the opportunity to generate power

at locations away from areas of high popul ation
concentration enabling greater opportunity for the
environnent to absorb any pollutants resulting fromthe
power stations. In addition, electricity also allows
for easy distribution, and hel ps renove the constraints
of power transport on the transm ssion and distribution
networks. It is this flexibility that nakes

electricity a formof energy that can be noderated
according to our needs and concerns for sustainable
devel opnent .

20. | take this opportunity to congratul ate the
Uilities for their recent initiatives in pronoting
renewabl e sources of energy, efficiency inprovenents
and demand-si de managenent. These efforts shoul d be
intensified for greater economc resilience and to
enhance the nation's conpetitiveness.



21. Electricity peak demand i n Peninsul ar Ml aysi a

al one has grown from 3447 Megawatts in 1990 to 9948
Megawatts this year, and this is projected to grow by
nmore than 117 percent to 21,668 Megawatts in the year
2010. Wth such huge demand growt h expected in the
future, it is inperative that we achi eve greater energy
efficiency. Yet another study conpleted recently by

t he Governnment shows that if we were to encourage our

i ndustrial and comercial sectors to inprove their
energy use efficiency by a mere 10 percent, the
resultant total national benefit will be nore than
RV6.8 billion over five years. However, once efficient
technol ogy and practices are put in place, the benefits
will continue to accrue over the life of the equi pnent
that can range from 10 to 15 years.

22. Until Mal aysia reaches a |l evel of devel opnent
envisioned in Vision 2020, we will continue to push for
rapid growh. It is therefore inperative that we pursue
a strategy that neets the demand for reliable and
quality supply. As stated earlier, in the 1960s and

70s our econony was fueled largely by oil. In the |ast
two decades, we had gradually grown our reliance on
natural gas. And, it is obvious that for sustained
future gromth, we will need to further diversify our
energy resources. For this reason, the CGovernment will
continue to advocate the pronotion of the renewabl e
energy and energy efficiency as the fifth fuel inits
fuel diversification strategy. As a country generating
consi derabl e anounts of bi omass wastes, notably in the
pal moil and wood industries, we have vast potenti al

for substantial recovery of energy fromthese wastes.
Since the energy industry is set to see continued rapid
grow h, greater energy use efficiency will not only
hel p reduce wastage and i nprove the conpetitiveness of
our industrial production, it will also facilitate
sust ai nabl e growt h through the maxi m sation of resource
utilisation.

23. Renewabl e energy and energy efficiency, being new
grow h industries worldw de with growth projections

hi gher than the conventional energy business, offer far
greater potential for entrepreneurial and technol ogi ca
devel opnent. If a successful industry can be nurtured
in the country early, Malaysia can quite easily assune
| eadership positions in the export of new technol ogi es
and consul tancy services in renewabl e energy and energy
ef ficiency.

24. \W shoul d be proud of the achi evenents of our
electricity supply industry. Except for one or two
glitches in the history of the industry, which were
good |l essons in our growh, we have done reasonably
wel | .

25. Let us learn fromour m stakes, and persevere to



i nprove the level of reliability, security and quality
of electricity supply in this country. For a fast
growi ng country like Malaysia, priority should be

pl aced on these criteria rather than conprom sing on
themsinply in the nane of conpetition and

i beralisation.

26. If it is greater efficiency and innovations we
need, | believe that we can achieve this through

nati onal aspirations and stewardship. | hope the
culture of cooperation and coordi nati on anong all the
i ndustry players will continue, and together we shoul d
strive to make the industry nore efficient, cost-

ef fective, and progressive. Mintaining an industry
structure consisting of IPPs based on conpetitive
bidding in the generation sector should instill a
conpetitive spirit in the industry so that we renove
all opportunities for conplacency. This forumis a fine
exanpl e of cooperation and coordi nati on anong pl ayers
in the industry, and | hope your deliberations would
continue to enhance this spirit of exchange and

har noni sati on.

27. On that note, it now gives me great pleasure in
decl aring the Ml aysian El ectric Power Forum 2001
officially open.



	THE MALAYSIAN ELECTRIC POWER FORUM 2001(16/06/2001)

