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More 

The proposed electricity tariff 
hike has sparked strong 
objections from various 

iquarters. We examine the 
issue and discuss how t h r -
ower sector needs to evolve. 
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TENAGA Nasional Bhd's (TNB) 
announcement of a 14.5% 
increase in the base tariff rate 
from 39.95 sen per kilowatt-hour 
(kWh) to 45.62 sen/kWh for 
Peninsular Malaysia for the regu-
latory period 2025-2027 (RP4) has 
received public objections, which 
is only to be expected. 

While the power utility says 
the new rate will not impact 
some 85% of households, this 
segment only accounts for 20% 
of electricity demand, according 
to industry people. 

Eighty per cent of electricity 
generated in the country is used 
by industry and the rise in elec-
tricity costs is bound to have a 
domino effect on the whole sup-
ply chain, albeit in different 
degrees. 

Mall operators, for instance, 
have stated their electricity bills 
have risen by some 50% since the 
ICPT (Imbalance Cost Pass-
Through) tariff they pay surged 
from two sen/kWh to 16 sen/kWh 
in RP3. For a mall the size of half 
a million sq ft, this translates to 
an additional annual electricity 
cost of around RM5mil. 

Mall operators are bound to 
recover that with higher rentals 
which in turn will be passed 
down to the end customer - the 
public. So even though house-
holds' electricity bills may not 
change with the new electricity 
tariff rate, they will likely face 
higher prices for services and 
products. 

"Electricity tariff will have a 
ripple effect and add fuel to infla-
tionary pressures," says 
Malaysian Institute of Economic 
Research executive director 
Anthony Dass. 

Potentially costlier goods and 
services may reduce consumer 
purchasing power, particularly 
for discretionary spending. 

As for the business sector, 
energy-intensive sectors such as 
steel, cement and heavy manu-
facturing will bear a significant 
financial burden. The higher pro-
duction costs could reduce com-
petitiveness in global markets 
unless mitigated by efficiency 
improvements, he adds. 

The final say on the new elec-
tricity tariff rates and tariff struc-
ture under RP4 is with the gov-
ernment, which is expected by 
mid-2025, with current rates and 
tariff structure set to hold till 
then. 

With fuel subsidy rationalisa-

tion also to be announced after 
mid-year, Putrajaya has much to 
consider. 

The proposed electricity tariff 
hike also does not sync with 
many as TNB, which has a 
near-monopoly of the country's 
electricity distribution, posted 
over a billion ringgit in profits in 
the second and third quarters of 
2024. 

But in the wake of the coun-
try's aggressive 70% renewable 
energy (RE) mix target by 2050, 
must we prepare for higher tar-
iffs with the new base rate acting 
as a new floor? 

First some context 
After the Incentive Based 

Regulation (IBR) was implement-
ed beginning January 2014 for 
Peninsular Malaysia, the genera-
tion component became a full-
cost pass through. A single buyer 
was established using the TNB 
planning department platform 
and the operation was separately 
ring-fenced. 

Transmission, distribution and 
retail fall under IBR regulation. 
These costs are audited and reve-
nue and profit are capped. The 
RP was to be reviewed every 
three years and the ICPT mecha-
nism was set at six months pass-
through during every RP to 
ensure efficiency and prevent 
steep tariff changes. 

The previous base tariffs were 
increased by a smaller margin 
and the tariff bands for all cate-
gories of consumers were main-
tained as the revenue stream for 
each band supported the regulat-
ed revenue and profit. 

"Any over-recovery will be 
channelled back to the tariff. This 
is a mechanism under IBR. Thus, 
capex for the regulated opera-
tions under IBR is actually fund-
ed by tariffs. 

In Malaysia, the distribution 
network cost is higher compared 
with other countries because the 
country is almost 100% electri-
fied," Piarapakaran S, president, 
Association of Water and Energy 
Research Malaysia and chief 
executive officer, Centre for 
Water and Energy Research, tells 
StarBiz 7. 

The industry is vertically inte-
grated and has helped to 
improve electricity supply to the 
rural areas and bring economic 
benefit. In an open market, this 
achievement is not possible, he 
says. 

Some analysts say the fuel 
price forecasts in RP3 were off 
the mark and the new high base 
rate in RP4 better reflects exist-
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electricity 
costs is 
bound 
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on the whole 
supply chain 

Potentially 
costlier goods 
and services 
may reduce 
consumer 
purchasing 
power 

As the local 
economy 
industrialises 
and 
urbanises, 
the power 
sector will 
have to evolve 
ahead of it 

Current base tariff is 39.95 sen/kWh 
Item Rate Remark Item 

Sen/kWh % 
Remark 

Generation 26.20 66 about 70% is fuel cost and the 
balance is capaci ty charges 

Single buyer 
operat ion 

0.09 0.2 

Grid sys tem 
operator 0.06 0.2 

Grid 
4.16 10.4 

Distr ibution 
Network 8.28 20.7 

Retail 
1.16 2.9 

ing fundamentals of the coal and 
liquefied natural gas (LNG) mar-
kets. 

The higher rate could translate 
to lower volatility in the ICPT tar-
iff rate as well. 

"The higher average base tariff 
rate could mean the changes in 
ICPT would be lower in the 
future for major consumers. We 
have to see the government deci-
sion on the tariff rates and struc-
ture to know the impact. 

"There are no details on the 
proposed cost increase of each 
tariff component and whether 
the tariff band revenue stream 
be able to support the proposed 
base tariff," an analyst with a 
local brokerage says. 

Hence, the new 45.62 sen/kWh 
base rate under RP4, as TNB 

~JHlStargraphics 

explained recently, is driven by 
expectations of a 24% rise in coal 
price and 34% rise in LNG price. 

The two commodities account-
ed for about 90% of generation 
mix in the peninsula in the third 
quarter of last year based on 
data. And 70% of the base rate 
tariff is due to the fuel cost fac-
tor. 

The high demand from data 
centres and electrification of 
mobility with the growth of elec-
tric vehicles has meant utility 
companies worldwide have con-
tinued to rely on coal fired gener-
ation to meet demand. 

That supported coal prices 
despite the criticism about its 
impact on the climate. 

LNG is less carbon-intensive 
and growing in demand due to 
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climate concerns and supply 
availability. TNB expects to 
replace its coal based generation 
with it over time. Forecasts are 
for LNG price to remain support-
ed underpinned by demand from 
growing markets like China and 
India with some price volatility 
due to geopolitical issues. 

That said, the new base tariff 
rate is scheduled to take effect in 
July, according to TNB's filing 
with Bursa Malaysia. 

For the first six months, any 
difference would be offset 
against the Electricity Industry 
Fund and paid to TNB until the 
government decides on the tariff 
rates and structure by the end of 
June. 

The TNB announcement on the 
base rate change has raised the 
issue of rate-setting transparency 
and the need to address it. 

"For RP1 and RP2, the details of 
forecast costs were published for 
public knowledge. However, RP3 
details were not published. As for 
RP4, we believe proper and 
structured stakeholder engage-
ment must be carried out so that 
all arising matters are addressed. 

"Tariffs are recovered from the 
public and businesses. They, 
therefore, have the right to know 
what they are paying for," says 
Piarapakaran. 

He adds that the Energy 
Commission (EC) should 
announce the details of the tariff 
review and ICPT. A licensee 
should not be doing it and it com-
promises the regulatory frame-
work when the regulator shies 
away from responsibility. 

Coming back to key RP4 
parameters, the total allowed 

capital expenditure (capex) 
increased to RM42.82bil, double 
the amount in RP3. Of this base 
capex is RM26.6bil, which is an 
increase of 29.2% from RP3. 
Another RM16.27bil is to go for 
contingency capex. 

It is unclear what the condi-
tions are for deployment of the 
contingent capex, and how the 
recovery mechanism would 
work and be funded, analysts 
say. 

Citing latest guideline by the 
EC, Apex Research says contin-
gent projects are likely associated 
with unpredictable capex driven 
by unique investment needs. 

"These projects depend on spe-
cific conditions occurring during 
the RP, which may not be certain 
at the outset. We believe they 
could include investments such 
as Battery Energy Storage 
Systems, contingent on the tech-
nology becoming more commer-
cially viable," the research house 
points out in a recent report. 

To be sure, utility companies 
like TNB require large capex to 
maintain the national grid which 
delivers electricity from power 
plants to homes and businesses. 
TNB has also been stepping up 
grid capex to accommodate the 
nation's energy transition. 

It recovers the capital cost 
through regulator-approved rates 
of return and this is maintained 
at 7.3% for RP4 - a stable return 
higher than fixed deposit, which 
makes TNB shares attractive to 
local and foreign funds. 

On its part, TNB has been 
investing more aggressively in 
renewable energy (RE) assets, 
including acquiring companies 
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overseas and aims to be com-
pletely coal-free by 2050. 

Should it be advised to recon-
sider its expansion abroad and 
invest solely in the country as 
such adventures are financed by 
tariffs? There is ample opportu-
nity to see growth domestically. 

There will be a surge in elec-
tricity demand, driven in part by 
the mushrooming of power-hun-
gry data centres. TNB has seen 
demand in applications of up to 
11 gigawatts or 11,000 mega-
watts. More could be on the 

"fluStargmphics 

cards with the electrification of 
mobility and technology. 

The power utility also has 
agreements to sell power to 
neighbours like Singapore, and is 
allowing third-party access to the 
grid although still smallish. 

Piarapakaran also warns that 
the promotion of RE could come 
at higher tariff rates. 

"Every megawatt of RE that is 
connected to the grid poses inter-
mittent risk that is covered by 
fossil fuel power plants on stand-
by. This standby cost is actually a 

hidden cost to tariff. The govern-
ment's gung-ho move towards 
energy transition poses high risks 
to energy security. This is not just 
the cost, it is a nation's energy 
supply security issue. To resolve 
this with the self-inflicted net-
zero commitments, capex to the 
electricity sector will skyrocket as 
the technology and solutions are 
all in a bottleneck situation," he 
warns. 

Another point is TNB's grid in 
the peninsula is fairly resilient 
with few outages. Hence, the gov-
ernment and the regulator may 
want to consider if the capex 
proposed is merely gold-plating it 
or absolutely crucial and if there 
room to manoeuvre to lessen the 
impact on tariffs. 

What is clear is as the local 
economy industrialises and 
urbanises, the power sector will 
have to evolve ahead of it, 
according to experts. 

Around the region, Singapore 
is often cited as the model of how 
electricity reform - from a verti-
cally-integrated govern-
ment-owned monopoly to one 
that is structured to facilitate 
wholesale and retail markets -
can be implemented smoothly. 

Good legislation and a regula-
tory framework, as well as 
well-enforced market rules are 
key to success. 

Challenges surrounding the 
dominance of incumbent utility 
players are not unique to TNB, 
says Nirinder Singh Johl, the 
founder and CEO of Asia 
CarbonX Change. 

"Around the world, the roles 
of monopolistic utilities leverag-
ing their unique position to dom-
inate RE development have come 
under the spotlight," he says. 

He cites Iberdrola in Spain as 
an example. The utility company 
was accused of using its control 
over the grid to prioritise its own 
RE projects, creating bottlenecks 
for smaller competitors. 

Elsewhere, utilities in several 
central and Eastern European 
countries had lobbied to keep 
high grid connection fees for RE 
projects, resulting in high entry 
barriers for independent power 
producers and small-scale 
renewable developers. 

Back home, the electricity sec-
tor is slowly being liberalised. 
However, RE producers and their 
prospective customers have 
voiced their grouses on the high 
grid access fees under third-party 
access for green energy. 

"This complexity is something 
Malaysia needs to manage too. 
The Spanish regulatory authori-
ties, for example, managed 
Iberdrola's dual role (as grid 
operator and energy provider) 
through a combination of 
unbundling requirements, mar-
ket oversight and transparent 
grid access rules," adds 
Nirinder. 
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