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14t Status Report on EPIRA Imple mentation

l. INTRODUCTION

The 14th Status Rport of Electric Power Industry Reform Act(EPIRA Implementation
covers the period November 2008 to April2009. The report highlights continuing
implementation of the reforms as set forth in Republic Act 9136 oEPIRAamidst the
challenges posed by the gbal financial crisis which affected several key reforms
agenda particularly that of privatizing the remaining generating assets and the transfer
of Independent Power Producer (IPP) contracts to independent administrators. The
task aheal for the energy setor is more complicated, howeve, the Department of
Energy (DOE), its attached agencies and the Energy Regulatory Commissi@BRC)
remained steadfast in carrying out their respective and collective mandate towards the
fulfillment of EPIRA objectives.

Major highlights of the 14" EPIRA Implementation Status Report includes:

1 Updates on privatization ofNational Power Corporation NPQ generating assets
and the transfer of the management and control of NPC contracts &P
Administrators (IPPAs),

1 Wholesale Hectricity Spot Market (WESM developments particularly the efforts
on implementing the Visayas Supply AugmentatioAuction Program (VSAAP)to
help address the deficient supply situation in the area;

1 Updates on pertinent preparations for the implementationof open access and

retail competition;

Recent regulatory actions on electricity rates;

The 2008 power supplydemand situation;

Progress of thetotal electrification program;

Continuing efforts of the government to achieve coherence in policy and

regulatory actions; and,

1 Recent legislative actions significantly influening the reform process.

= =4 -4 -9

Il. DEVELOPMENTS IN THE PRIVATIZATION EFFORT

000O0OAT O O1T OAT AGAT O %wo)2! DPOITOEOGETT O 11 DO
and transmission assets including thetransfer of the power supply contracts to
Independent Power Producer Administrators (PPA9, the government gained
considerable achievement to date. Privatization level for the generating assets stands at
57.4 percent while the operation, maintenance andnanagement of the highvoltage
transmission assets were already transferred to theNational Grid Corporation of the
Philippines. The government nearly reached the 70 percent threshold provided for
under Section 31lof the EPIRA, however, in 26 January 200&merald Energy
Corporation (EEC) the winning bidder for the 600 MW Calaca codired plant,
terminated its purchase of the said plant due to, according to EEC, it observed the
deterioration in the condition of the Calaca plant since the bidding date untihe end of
2008. However, other reasons have been cited as contributory to the withdrawal of EEC
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European Chamber of Commerce in the Philippines (ECCP), AES Corpornaaind the
International Finance Corporation (IFC). Nevertheless, with the revised privatization

plan, the government hopes to attain the 70 percent threshold both for the generating
assets and the IPP contracts by end of 2009.

Tablel - Privatization Proceeds

In terms of proceeds, Fh.e government earned e Amount (US9)
total of about US$6.33 billionfrom the successfully :
. . . Generating Plants 2,372,191,971.34
bided out generating and decommissionedpower
plants as well as the Transco concessiodble1). | Decommissioned Plants 5,825,000.00
TransCo Concession 3,950,000,000.00
TOTAL 6,328,016,97134

. . . ) Source: PSALM
A. Privatization of Generating Assets

This sction provides an updae on the privatization of all NPC generating assets to
cover: 1) plants for sale as approved by thdoint Congressional Power Commission
(JCPQ; and 2) turned-over NPCIPP plants. Also included are some updates on the

OAT A T &£ .0#860 AAAT I T EOOETITAA AOOAOOS
1. Generating Assets included in the Privatization Plan Approved by
JCPC

As of April 2009, seventeen (17) generating or operating plantswere
successfully bidded out with a combined capacity of 2,172.3 MW. Fifteen (15) of
the seventeen (17) plants representabout 2,167.20 MW total capacity of
operating NPC/PSALMowned plants in the Luzon and Visayas gridswhich
translates to 57.4percent privatization level. These plants generated a total
proceeds of US$2,372.2 million of which 76 percent were fully paids of end
2008.

a. Panay lll and Bohol Diesel Power Plants

The package sale of the 146MW Panay and 22MW Bohol diesel power

plants was awarded to Salcon Power Corp. (SR@hich gave the highest bid

of US$5,857,553.34 in a public bidding held last 12 N&vi AAO ¢mnmnmy8 30
offer exceeded the reserve price set by the PSALM Board for the two power

plants. Last 25 March 2009, the plants were formally turned over to SPC

which paid the full purchase price to effectively complete the transaction for

the two Visayas-based power plants.

b. Amlan Hydroelectric Plant

PSALM also sold the 0.8 MW Amlan Hydroelectric Power Plant on 10
December 2008 to ICS Renewables Inc. being the highest bidder with an

I £#FAO POEAA 1 £ 53Aconhnnmn ET Thwinkingpl AT O6
bid exceeded the reserve price set by the PSALM Board for the generating

asset.
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ICS Renewables was formally declared the winning biddewhen PSALM
granted the Notice of Award and Certificate of Effectivity (COE) for the Amlan
asset last 08 Jamary 2009. The issuance and receipt of the COE signhe
effectivity of the Asset Purchase Agreement (APA) and the commencement of
the 270-day deadline for PSALM and ICS Renewables to complete their
respective closing deliverables and the conditions presdent for the Amlan
sale. The COE obligates PSALM and ICS Renewables to execute the provisions
stipulated in the APA.

Table?2 - List of Privatized Plants

Rated Winning Bid Pavment
Name of Plant Capacity Winning Bidder Price Pgriod
(MW) (US Ddlar)

Talomo 3.5 | Hydro Electric Development 1,370,000.00 2005*
Corp.

Agusan 1.6 | First Generation Holdings 1,528,000.00 2005*
Corp.

Barit 18| 0AT P1 AGO %l AO 480,000.00 2005*
Inc.

Cawayan 0.4 | Sorsogon Il Electric 410,410.00 2005*
Cooperative, Inc

Loboc 1.2 | Santa Clara International 1,428,000.00 2005*
Corp.

Pantabangan 112 | First Generation Hydro 129,000,000.00 2006-2013

Masiway Corp.

Magat 360 | SN Aboitiz Power 530,000,000.00 2007*

Masinloc 600 | Masinloc Power Partners 930,000,000.00 2008*
Ltd.

Ambuklao-Binga 175 | SNAP Hydro 325,000,000.00 2008*

Tiwi-Makban 747.5 | AP Renewables 446,888,008.00 | Pending Closing

Date of Sale
Panay | & lIFBohol 168.5 | SPC Power Corp. 5,857,553.34 2009*
Amlan 0.8 | ICS Renewables Inc. 230,000.00 | Pending Closing
Date of Sale

Total 2,172.3 2,372,191,971.34

*Fully paid

Source: PSALM

2. Revised Privatization Schedule of NPC Generating Assets

The government hopes to complete by the end of 2009 the privatization of the
remaining generating assets inkded in the Privatization Plan approved by the
Joint Congressional Power Commission. A revised privatization schedule for
these plants is shown in Table 3 while some details for each plant is included in
the following sub-section.

a. Navotas | & Il Gas Turbine Power Plants

Navotas | & Il Gs Turbines (GT) power plantscomprise 3 X 70 MW (Nav I)
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and a 100 MW (Nav II)GTunits located at Navotas, Metro Manila. Both plants

are presently kept under economic shutdown and emergency stand by in the
event of total grid failure or blackout. Though these plants are scheduled for

privatization in June 2009, it is being recommended that their sale be
deferred until the reserve capacity in Luzon has been addressed and tax
issues have been resolved.

b. Batangas CoalFired Thermal Power Plant (BCFTPP or Calaca power
plant)

After bidding out the Calacgpower plant in 2007, the government expected
to reach the 70 percent privatization threshold, however, the sale did not
close as the winning bidder, EEC, (formerly Calaca tdob Inc.) opted on 23
January 2009 not to proceed with the sale on the basis of its allegations that
the plant had deteriorated since it placed its bid in October 2007. One of the
conditions for the transfer of the power plant was that it should be delivezd

01 OEA xETTETC AEAAAO 11 OAO EOh xEAOA
was at the time of the bid. EEC gave its notice of termination of the asset
DOOAEAOA ACOAAT AT O &£ O OEA OAI A To&E OEA
million performance bond for the project paid to PSALM on 9 February 2009
xAO £ OEFRAEOAA8 4EA %%#d30 xEOEAOAxAI
and the Visayas to 57.4 percent.

OAA

Table3 - 2009 Indicative Privatization Schedule of Generating £iss

Plants GRID Fuel Type Rated Capacity Indicative Bid
(MW) Date
Navotas | & Il Luzon Diesel 310 | June 2009
Calaca Luzon Coal 600 | July 2009
Palinpinon Visayas Geothermal 192.5 | August 2009
Tongonan Visayas Geothermal 112.5 | August 2009
Bacman Luzon Gedhermal 150 | No Schedule Yet
Angat Luzon Hydro 246 | September 2009
lligan | & Il Mindanao | Diesel/Bunker 114 | No Schedule Yet
TOTAL 1,725
Total Operating Capacity for Luzon and Visayas
Grids 3,778.23

Note: Plant lineup may change and individual plats may be considered for pairing or grouping asay be
OEAAT Ah AAPATAET ¢ 11 OEA AT 1T & OAT AA IsgEcificEdoAceris
including Operations and Maintenance agreements for multipurpose hydropower plants, fuel su
agreements (e.g. geothermal steam and coal), and larthted issues, as among the major and critical one
The specific timetable for the asset or the asset package is released publicly a few months before the bi
The indicative closing date assum#sat turn-over of the plant will take place within maximum of 270 day
or 9 months after the issuance of Certificate of Effectivity (which is issued 1 month after the bid date).
Source: PSALM

Last 30 April 2009, PSALMconducted preoffer conference forthe 600 MW

Calaca power plant where 11 investor groups participated in the conference
to discuss with PSALM technical working groupthe issues and concerns on
the negotiation procedures for the sale of theaid plant The conference was
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held to ensure thetransparency, integrity, and fairness of the bidding process
for the said plant.

c. Palinpinon - Tongonan Geothermal Power Plants

The packaged sale for the 192:fhegawatt (MW) Palinpinon and 112.5MW
Tongonan geothermal power plants was formally opened lasl1 May 2009
with the publication of the Invitation to Bid (ITB) for both generating assets.

Located in Valencia, Negros Oriental, the Palinpinon Geothermal Power Plant
consists of two power stations? Palinpinon | and Il ? which are
approximately five kilometers apart. Palinpinon I, which was commissioned
in 1983, comprises3 X37.5 MW steam turbines for a total rated capacity of
112.5 MW. Palinpinonll, on the other hand, consists of three modular power
plants: Nasuji, Okoy 5, and Sogongon. The-BON Nasuji was commissioned

in 1993, while the 20MW Okoy 5 was commissioned in 1994. Sogongon,
which consists of the 26MW Sogongon 1 and 20MW Sogongon 2, was
commissioned in 1995.

Situated in Sitio Sambaloran, Barangay Li#Ao, Kananga, Leyte Province in

Easern Visayas, the Tongonan Geothermal Power Plant consists of three
37.5-MW units which were commissioned in 1983. Both plants use steam

supplied by the Energy Development CorporatiogEDC)

d. Bacman Geothermal Power Plant

The Bacman Geothermal Power Plans targeted to be privatizedby 2009,
subject to the formulation of the Geothermal Resource Supply Contract
(GSRC). PSALM and NPC are currently formulating the GSRC, which requires
confirmation by the privatized Energy Development Corporation (formerly
PNGC-EDC)of the contract terms subject toapproval by the JCPC.

e. Angat Hydroelectric Power Plant

PSALM is currently drafting the Operation and Maintenance Agreement
(OMA) for the Angat Dam including the nofpower components of the
complex. The OMA will addess operational issues such as: 1) water protocol
which is the main concern of the other stakeholders of Angat Dam like MWSS
and NIA; and, 2) land issues covered by Presidential Proclamation 555 which
declares the area as reserved for watershed purpose antherefore
inalienable. Several meetings with the Departmentof Environment and
Natural Resources (DENR) andhe National Commission for Indigenous
People (NCIP), both of Region 3, and NPC, which has the jurisdiction over the
watershed as providedunder Proclamation 555, are being conducted for the
formulation of a special agreement for the use of the land by the buyer of the
plant. The plant is scheduled for bidding in the second semester of 2009.
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f. lligan | & Il Diesel Power Plant

PSALM decided to suspenthe bidding process indefinitely for these assets
due to unresolved outstanding issues regarding the plant.

3. Privatization of Decommissioned Assets

Three decommissioned NPC assets were successfully sold by the government
garnering total proceeds of US$8. million. Details for the sale of these plants are

shown in Table 4. For 2009, the government is set to bid out three (3)
decommissioned power plants namely: a) 108 MW Aplaya Diesel located in

Jasaan, Misais Oriental; b) 22.3 MW General Santos Diesel Power Plant located

in General Santos City, South Cotabato; and, c) the 850 MW Sucat Thermal Power

Plant located in Sucat, Muntinlupa City. The DOE is looking at the posstb#ls of

retaining the Sucat plant and have it recommissioned or converted into a

natural gas/EE OAA D1 AT O AO PAOO 1T £ OEA cCci O6AOTI A
event of supply shortage particularly in the Luzon grid.

Table4 z List of Successfully Biddedut Decommissioned Plants

Rated Winning Bidder Winning Bid Price Payment Period
Name of Plant Capacity (UsDollar)
(MW)
Manila Thermal 200 Gagasan Steel Inc. 2,506,000.00 | Fully paid
Cebu Il 54 Taifu Metal 460,000.00 | Pending Closing Date
Exchange Corp of Sale
Bataan Thermal 225 Rubenori Inc. 2,859,000.00 | Pending Closing Date
of Sale
Total 469 5,825,000.00 | Pending Closing Date
of Sale

Source: PSALM
a. Bataan Thermal Power Plant

Two scheduled public biddings for this plant have failed in the past anthe
PSALM Board has approved a Negotiated Sale for the asset. The Negotiated
Sale with Public Notice commenced on 13 October 2008 with the ITB
published on 30, 31 October and 1 November 2008. On 20 February 2009,
the scheduled Bid Date, 1 (one) bidder qudled but did not meet the reserve
price. Submission of revised financial bid by the only qualified bidder was
scheduled on 6 March 2009 but also could not match the reserve price, hence
also failed. The PSALM Board is proposing a negotiated sale with thiner
pre-qualified bidders for approval.

b. Aplaya-General Santos Diesel Power Plant

The PSALM Board approved the declaration of failure of the first round of
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bidding for the Aplaya Diesel Power Plant on 7 November 2008 and
subsequently approved the secondound of bidding for the decommissioned
asset package. The ITB will be published on 18 March 2009 and the bid
date is scheduled on 13 May 2009.

c. Sucat Thermal Power Plant
Sucat Plant Units 34 were previously decommissioned. Plans to re

commission the plant are being considered to address power shortage in
2009. It is now scheduled for privatization in August 2009, pending the

OAOIT 1 OOET 1 i £ OEA EOOBAO 11 1 ATAh OAE
completion schedule.
4. Privatization of Turned Over NP G-IPP Plants

Four IPP plants recently turned over to PSALM are now included in the revised
privatization plan. Shown inTable5 are details on the ongoing activities for the
sale of these plants.

Table5 - Indicative Privatization Schedulg Turned Over IPP Plants

Plants Fuel Type GRID Rated Indicative Sale
Capacity Schedule
(MW)

PB 118 Diesel Mindanao 100.0 March 2010

PB 117 Diesel Mindanao 100.0 March 2010

Limay Diesel/Bunker Luzon 620.0 April 2010

Naga (Cebu) Diesel/Bunker Visayas 55.0 | No Schedule Yet

LGBT1&2

Total 875.0

Source: PSALM
a. Power Barge 117 Diesel Power Plant

The ITB for the privatization of the 100 MW Power Barge 117, located in

Brgy. Sta. Ana, Nasipit, Agusatel Norte, was issued on 1 October 2008. The

bidding date was originally scheduled on 28 January 2009 but was declared a
failure as only one bidder submitted the documentary deliverables. The 2nd

round of bidding is set on 25 April 2009.

b. Power Barge 118 Diesel Power Plant

The ITB for the 100 MW Power Barge 118, located in Barangay San Roque,
Maco, Compostella Valley, was issued on 8 October 2008. However, the first
round of bidding last 25 February 2009 was declared a failure as only one
bidder submitted the documentary deliverables. The second round of bidding
for PB 118 is slated on 28 May 2009 and is expected to sail smoothly as the
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prospective bidders seem bent on acquiring the 10tnegawatt (MW) bunker-
fired diesel power generating station.

c. Limay Block A & B Combined Cycle Power Plant

The 1st round of bidding for the 620 MW Limay Combine€ycle Power Plant
in 2008 was declared a failure after it was left with only one interested
bidder who submitted the Documentary Deliverables on the scheduled
deadline. On 10 December 2008 the second round of bidding was approved
with the bid date scheduled on 4 January 2009, and in case this fails, a
negotiated sale was also approved. The second round of bidding also failed
since only one (1) bidder submitted the doamentary deliverables. A
negotiated sale was then conducted on the same date, to the only qualified
bidder of the second round but also failed since no bid was submitted. A
negotiated sale for the Limay plant will be pursued, pursuant to the PSALM
Board approval on 21 January 2009.

d. Naga Land Based Gas Turbine Power Plant

Located at the Cebu | Power Plant Complex in Barrio Colon, Naga, Cebu
Province, the plant is scheduled for bidding on 22 April 2009. The
privatization of the Naga Plant started with the piblication of an Invitation to

Bid on 7-9 January 2009. There are two interested parties, both Filipino
owned corporations, which are currently undertaking their Due Diligence on
the Naga LGBT power plant. This particular exercise will end on 20 April

N 2 s s oAz -
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B. Transfer of NPC- IPP Contracts to IPP Administrators (IPPA)

After an in-depth and careful study, the government has finally decided on the
scheme that will be adopted in the transfer of comacted outputs of NPC to IPPA.
The final scheme/approach adopted is termed as Ownership Approach with the use
of the backto-back contract between PSALM and the appointed IPPA. The bdok
back contract will mirror the applicable provisions of the original Energy
Conversion Agreements (ECAs) between IPP and NPC. The responsibilities, benefits,
and risks which can be legally and commercially transferred from NPC to the IPPA
are to be reflected in an IPPA agreement now between PSALM and the appointed
IPPA. Tke most crucial of the responsibilities is the transfer of the fuel procurement
activities from NPC to the IPPA. This should bring private sector efficiency in
procurement activities to result in lower fuel costs for the IPP plants.

To date, the first waveof the Appointment of IPPAs will cover the management and
control of the contracted energy of the Sual and Pagbilao Coal Fired Power Plants.
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With a successful bid process for the Sual and Pagbilao contracted capacities, the
next wave of contracted capacies to be tendered are those for the Casecnan, Bakun,
21T NOAGO 01 xAO 0OOAEAOA
structure to be adopted can differ from the one being used for the 1st wave of
tendering (Sual and Pagbilao), considering tit these hydro plants are Build-
Operate Transfer (BOT) projects of other government agencies (other than NPC),
have irrigation requirements, or are already owned by the private sector.

AT A 3AI

| COAAT AT 00

The 3rd wave will involve the contracted capacity of the lljan NaturalGas Plant
which has a take or pay gas obligation with its Gas Suppliers.

The oil-fired IPPs such as the Limay and Malaya Plants hatmergy Conversion
Agreement (ECAS3 and/or Operation and Maintenance Q&M) contracts which
expired or will expire this year and in 2010. These plants will undergo the original
path of privatization adopted for the NPGowned generating power plants.

Table6 - List of NPAPP Contracts for Privatization

_ Contraqted Type of Coope_ration End of_
Plant Name Fuel Type Location Quantity Contract Period Coope_ratlon
(MW) (years) Period
LUZON GRID:
Hedcor Hydro Benguet 31 BOO/PPA 25 Jan2018
Sual CoalFired Coal Sual, Pangasinan 1,000 BOT/ECA 25 Oct2024
Pagbilao CoaFired Coal Quezon 700 BOT/ECA 29 Aug-2025
Bauang Diesel Diesel Bauang, La Union 215 BOT/ECA 15 Jul2010
Malaya Thermal Thermal Pililia, Laguna 630 ROMM/ECA 15 Sep2010
Casecnan MultiPurpose Hydro Nueva Ecija 140 BOT/PPA 20 Apr-2022
Bakun Hydro Hydro Calilim, llocos Sur 70 BOT/PPA 25 Feb-2026
San Manuel,
San Roque MultiPurpose | Hydro Pang. 95 BOT/PPA 25 May-2028
llijan Natural Gas Natural Gas | llijan, Batangas 1,200 BOT/ECA 20 Jun2022
Kalayaan | & Il Hydro Kalayaan, Laguna 685 BROT/PPA 25 Feb-2026
Botocan Hydro Majayjay, Laguna 21 BROT/PPA 25 Feb-2026
Caliraya Hydro Lumban, Laguna 23 BROT/PPA 25 Feb-2026
Total 4,809 MW
70% IPPA Threshold for Open Access 3,366 MW

Source: PSALM

C. Operation and Maintenance Agreement between NPC and PSALM

Continuing their commitment to realize the reforms outlined in the EPIRA, PSALM
and NPC entered into an Operation and Maintenance Agreement (OMAYhe OMA

is a document that defines the responsibility of NPC in operating and maintaining
the generating assets and othedisposable assets of PSALM from the time said
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assets are transferred from NPC to PSALM until its privatization and disposal. It also
provides for the terms and conditions by which NPC shall continue to
operate/administer/manage the NPGIPP contracts in béalf of PSALM.

The OMA proceeds from the mandate under Sec. 49 of the EPIRA for PSALM to take
ownership of all existing generation assets, liabilities, independent power producer
contracts, real estate, and all other disposable assetsNPC except thosepertaining

to the Small Power Utilities Group (SPUG), which will remain witthe NPC

The agreement implements Sec. 5(q), Rule 21 of the EPIRA Implementing Rules and
Regulations (IRR) which provides that PSALM may operate the generation assets
directly or through the NPCprior to the privatization of these assets. The OMA,
moreover, facilitates compliance with Sec. 51 of the EPIRA which requirgke
PSALM to optimize the value and sale prices of the assets transferred to it frid®@C.

The OMA takes advantagé £ . 0#6 0 AGPAOOEOA ET | AT ACEI
plants and related facilities as it is tasked under the OMA to efficiently operate,
maintain, and manage the PSALM assets.

D. Updates on TRANSCO Concession

The government formally turned over last 15 Jauary 2009 the 25year concession

of the National Transmission Corporation (TransCo) to the NGCP. The NGCP
remitted US$987.5 million to PSALM as its upfront payment for the operation of the
transmission system and in compliance with the provisions of theade transaction.
The amount comprises 25ercent of the U$3.950 billion purchase price to acquire
the concession contract.

The Concession Agreement was executed and became effective on 28 February
2008. The Trango Franchise Law (Republic Act No. 9511) as enacted on 01
December 2008 and became effective on 20 December 2008 (15 days after its
publication on 05 December 2008).

Since the transmission assets are still owned by Trafie, a transition task force for
the residual of TransCo was formed to handlethe following responsibilities:

T %l OO0OA . ' #0600 Al ibPIEAT AR xEOE OEA OAOI O
agreement and monitor its compliance with the Philippine Grid Code and other
regulatory laws, rules, and regulations;

1 Handle all existing cases, inading right of way claims and other actions and
claims retained by Tran€o under the concession agreement;

1 Divest remaining subtransmission assets to qualified distribution utilities even
as the operation and maintenance of such assets are already transésl to
NGCP; and
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1 Undertake operation and maintenance, management, consultancy and other
technical services for the power distribution systems underthe Philippine
Economic Zone Authority PEZA.

E. Sale of SubTransmission Assets

Section 8 of the EPIRA mvides for the divestment of subtransmission assets
(STAs)from TransCo toelectric cooperatives EC9 and private distribution utilities
(PDU9. Compliance to the said provision is preparatory to opeaccess. The
acquisition of the said assets will prowile an opportunity for ECs/PDUsto compete
when openaccess has been declared effective.

The STAs for sale include assets like stewwn transformers, substations and

I OAOEAAA Pi xAO 1 ETAO xEEAE OAOOA AO OEA
These assets involve a total of about 6, 500 circekilometers comprising mostly

69kV transmission lines and 1,600 MVA of substation capacity. Estimated caxit

these assets is placed at about PhP 78lion based on 31 December 2007 net book
values. Acquisition of such assets would pave the way for these ECs to improve their
operations and expand their network which could result in serving more customers

in their franchise areas. Table7- STA Sale Contracts Signed Nov 2008Viarch
, 2009
For the period November 1,
2008 to March 31, 2009 eight Distribution Utility Contract Amount
; PhP Million
sale contracts gr_nountlng to Cagayan 1/Cagayan 2 Electric Cod CAGELC(
PhP 262.1 million were | 1/caAGELCO 2) Consortium 82.88
signed asshown in Table7. Camarines Norte Electric Coop. (CANORECQO 25.62
Sorsogon 1 Electric Coop (SORECO 1) 31.16
Meetinas and nedqotiations Bohol Light Co. Inc. (BLCI) 1.16
ith 9 .g ibuti Cagayan Electric Power and Light Co. In 30.24
with some 27 Distribution | cepaLco)
Utilities nationwide iS | Bukidnon Second Electric Cow First 51.45
underway to further push for BUkIdﬂO.n Electric COOp (BUSEO/F|BECC
the sale of STAs includin Consortium
9 [Zambales 1 Electric Coop (ZAMECO 1) 24.25
320 MVA transformers to 54 [ Batangas 2 Electric Cooperative (BATELEC 2 15.32
distribution utilities (DUS) . TOTAL 262.08

Included in the sale packages Scurce: TransCo

are 34 Lease Purchase Agreements with 3ZCs under concessional tems

amounting to about PhP2.16 hillion. The balance of over 918million represents

sales toPDUs Twenty four sale contracts have been approved by tHeERC amounting
to PhP 1.32 ldlion as of 15 March 2009 (per ERC website postingdpetails of status
of STA sales is provided in Amex

The inability of ECs to meet the financial and technical requirements set by ERC is
becoming a growing concern not only by TransCo but by the government as well in
OEAx 1T £ OEA %#06 AADPAAEOU AT A OAAAET AOGO
market. For its part, TransCo, will continue to shoulder maintenance expenses
including the obligation to sustain technical experts until it has fully disposed the

STAs. The failure of TransCo to completely divest tH&TAsis beyond their control
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but it will be a burden to them. In fact, the turnover of TransCo operation to the
private concessionaire is expected to streamline the budget and manpower of the
residual to approximately less thanone (1) percent fom the current.

TransCo to date has only achieved 37pgkrcent sales of the total packages identified.

4EA OI1T x OOOITT OAO EO i1 001U AOGA Oi AOQOUAOG
AET AT AEAT T U O OEAAT A %# 08 $AOPEOA 40AT O#1 6
terms, it still find it difficult to sell the assets as most of the remaining STAs are those

that are situated in areas where the ECs have poor financial conditions. Various

issues were raised in the acquisition of STAs by concerned groups like ECs and
government entities like National Electrifi cation Administration (NEA) and TransCo.
Issuesraised by various groups concerning STAsclude:

a. Recovery of the invested amount used to acquire th&TAs will not be
feasiblefor low load factor DUs
b. High maintenance cost for lines traversing moutainous areas and areas
prone to typhoon damage.
c. A number of ECsare neither financially nor technically qualified or both
AAOGAA 11 w2# ' OEAATETAO 11 OEA 3AI A ATA
d. ECsnon-submission of documentary requirements neededd evaluate the
technical and financial capability for ECs acquisition & TAs

4EA AAIT1T &£ O OAOGEOEIT 1T &£ OEA %2#60 AQEOOEIT
the need to revisit the following provisions:

. Terms and conditions in the lease purchasegaeement;

Eligibility of entities operating within ecozones to purchase STAs;
Eligibility of directly connected end-users to purchase STAs via-vis the
franchised DU,

Cost of rightof-way acquisition;

Asset valuation (third-party appraisal of STAS);

TransCo rates;

Subscription rights; and,

Eligibility of qualified consortiums to apply for a franchise

wn e

©NoagA

4EA %2# EOOOAA 2AO01T1 OOETT .18 ph 3AOEAO 1
Sale and Transfer issued on October 17, 2003 for the disposal of such assets,
providing more lenient payment terms and turnover periods for the ECs. With the
amendments, the guidelines and requirements were relaxed anaccording to the

ERC resolution,t will be easier for the ECs to negotiate with TransCo. Key features

of the amendments include:

1 Provision for the right of a Dstribution Utility (DU) as the only entity
gualified to purchase an STA asset serving a directly connected customer
within its franchise area
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1 More relaxed technical capability criteria such asa) level of inventory of
materials used for repair during emergencies; b) increase in the
Interruption Frequency Rate (IFR) from 5 times to 20 times; and c) a DU
may submit a written explanation and other relevant documents to the
ERC in case it is not in full compliare to the requirements of the
Philippine Grid and Distribution Code.

1 More relaxed financial capability criteria such asa) current ratio of not
less than 0.70:1 or a quick ratio of not less than 0.50:1; b) a debt ratio of
not more than 80 percent and c) average collection period of not more
than ninety (90) days

1 In case the DU still did not meet the criteria, it may submit to the ERC a
letter-guarantee from an entity acceptable tdransCoor a written waiver
from TransCothat it is willing to sell the subject STA despite the DU not
meeting the prescribed financial criteria

1 TransCo shall grant concessional financing to ECssubject to but not
limited to the following conditions: a) maximum payment period of
twenty (20) years but not less than the remaimg life of the STA; b)No
downpayment required; c) provision for a grace period of one yearand
d) applicable interest is less than the market rate.

1 A prescribed timeline of 31 December 2010 for the disposal of the STAs
after which said assets will remainwith TransCo/Concessionaire and will
be included in its Regulatory Asset Bas@&RAB).

1 Revised asset valuation methodology (in reference to Sinclair Knight
Merz) based on a reference date the contract was entered into by TransCo
and the DU

As the most oustanding concern on the divestment of STA is the ECs capability to
Aiiplu xEOE OEA OAO AOEOAOEAh EO EO Al O E
view of providing financial and technical support to ECs to prepare them in the new
environment like open access and WESM. NEA, pursuant to Section 58 of the EPIRA,

is mandated to develop and implement programs which willAQ D OAPAOA OEA
operating and competing under the deregulated electricity market specifically in an
environment of open access r=d retail wheeling; b) strengthen the technical

capability and financial viability of ECsand c) upgrade regulatory policies with a

view to enhancing the viability of ECs.

F. Management of Liabilities and Transfer of Assets

In accordance with EPIRA, tA AET Al OOAT O&EAOC T A& . 0#60 AOC
OET OA OAI AGAA o7 305'q O1 o03!,-80 AITTEO
through the Transfer Deed. Said transfer increased PSALM asséts PhP 8300

billion from PhP 57.0 billion, while liabilities has likewise increased to PhP 8640

billion from PhP 46.0 billion.
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In terms of managing the liabilities of NPC, through prepayments made by PSALM,

o#80 AAAOD

xAO OAAOGAAA Ol TaleB&ymmditek th& 1 1

prepayment of NPC loans that PSALM has undertaken in 2008.

G.

Of the nine islands which already have private investment in power generation, only
Bantayan Island has a private sector which is now providing the required full electricity

Table8 - NPC Loan Prepaymenter Calendar Year 2008

Loans Currency|Date of | PREPAYMENT AMOUNT
Prepayment| original Currency | USD Equivalent
OECF Direct JPY 19-Mar-08 | 16,887,848,963.00| 174,106,022.97
Miyazawa Tranche B JPY 2-Jun08 27,200,000,000.00|262,118,107.06
ROP Relent JPY 20-Jun08 |49,518,736,898.00|458,464,372.72
JBIC JPY26.84BMasinloc | JPY 15-Aug-08 |10,207,019,982.00 92,665,909.00
ADB1398 z Masinloc UsSD 18-Aug-08 |125,967,259.46 125,967,259.46
ADB 1042- Masinloc JPY 16-Sep08 |12,658,794,933.00 117,816,923.40
JBIC JPY18.60BMasinloc|JPY 16-Sep08 7,101,859,061.00 | 66,318,321.58

Total - In USD Equivalent

1,297,456,916.19

Source: PSALM

Privatization of SPUG Areas

supply service.

The DOE, together with NEA, NPC and PSALM, is now conducting an institutional review of

implementation of the Private Sector Participation (PSP) program in power generation in
SPUG areas and at the same is providing customized assistance to each of thoaadslin

order to resolve the issues which are causing the impasse in the transactions, particularly
the commissioning and construction of the power plants.

Although it is currently articulated in the EPIRA and its IRR, the governance arrangement
among theenergy agencies in implementing the PSP program is being strengthened through

the clarification and reiteration of the direction and responsibilities of each of the agencies

related to missionary electrification.

ELECTRICITY RATES

A. NPC Generation Rate Adjustments

This sectioncoversupdates on electricity rates focusing on electricity rate adjustments
approved by the ERC, updates onUniversal Charge, Condonation | A
Mandated Rate Reduction, systems loss adjustments antifeline subsidy.

14

AO
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In its move to sustain its operation, thePSALM andNPC jointly filed for the

recoveries of. 0 # dldvable adjustments relative to its fuel and foreign exchange

rates for the test periods July 2006 to September 2008 as well as the revision of its

basic geneation rates. . 0 # peion to revise its basic generation rate was in
consideraton of p Q@ EiI DPAAO 1T £ OEA OAI Ah OOAT O&EAO Al
assets; 2) update its rate base to uphold thiP@ O 1T PAOAOET T O AT A AA
out its mandate kased on EPIRA; and 3) reflect the true cost of producing power to

include items not recovered in the currently implemented deferred accounting
adjustments for fuel and foreign exchange such as materials and supplies, system
improvements and accruing depret@tion of the plants among others.

Table9 z Summary of NPC Rate Adjustment Filings

Petition for Test Period Status
9th GRAM | July 2006 to The ERC granted Provisional Authority (PA) and eventually finadermanent
and 8th December authority dated November 24, 2008 effective for the billing period November 26
ICERA 2006 - December 25, 2008, with the ff. rates:
(&) GRAM: Luzon:zPhP 0.5611 per kWh; Visayas: P0.0599 per kWwk
Mindanao: PhP 0.4007 per kWh, with a recovery periods of: s{¥)
months for Luzon, 18 months for Visayas and 8/12 months for Mindanao.
(b) ICERA: Luzonz(PhP 0.1820 per kWh, Visayas: PhP 0.0279 per kW|
Mindanao: -PhP 0.0042 per kWh, with recovery periods of: six (6) months
for Luzon; 10/30 months for Visayas &and & (6) months for Mindanao.
10th GRAM | January 2007 | ERC released its grant for PA on December 15, 2008 effective for the month
and 9th to April 2008 December, 2008 (November 2@ecember billing peiod) giving the approved
ICERA rate for refund in the amount of -PhP 0.2358 per kWh for 1@ and 11h GRAM
May 2008 to and zPhP 0.3242 per kWh for 9 & 10t ICERA, specifically for Luzon grid only.
11th GRAM | June 2008
and 10™ The said approvals have a recovery period of twenty four months effectiv
ICERA December 2008 onwards.
12th GRAM | July 2008 to ERC released PA granting reduction of PhP 0.3622 per kWh effective for a peri
and 11th September of 23 months starting December 26, 2008 to January 25, 2009. The E
ICERA 2008 evaluation covers not onlythe period of July 2008 to September 2008, but als
the prior periods where Deferred Accounting Adjustment (DAA) had not beer
fully refunded yet.
The refund under the 12th GRAM amounts to PhP 0.3132 per kWh and the 11
ICERA refund resulted to P0.0490 gr kWh or a total of PhP 0.3622 per kWH
reduction. This will result to a net upward adjustment of PhP 0.1978 per kWi
xEAT AT 1T PAOAA O OEA AOOOAT O OAAODBAQ
kwh.
Revised CY20022004 | ERC dismissd the case/application since the documents submitted by NP
Basic AAT1T1T O AA CEOAT AT U POI AAOEOA OAIl OA
Generation and as far as the CY 2007 data submitted, for being irrelevant and inadmissib
Charge considering the applications arebased on CY2002and 2004 test years.
New Basic | CY2007 On February 16, 2009, ERC released PA granting an upward adjustments on
Generation .0#80 " AOEA ' AT AOGAOGEIT T  #MakiOZ5A2008 Al
Rates period onwards coveiing the test year CY 2007 with the following approved
Application rate: Luzon: PhP 4.3648 per kWh; Visayas: PhP 4.0339 per kWh; Mindanao: H
2.8177 per kwh.
However, on March 23, 2009, the ERC modified its decision on the above stal
PA particularly on the Visayasgrid rate amounting to PhP 3.7255 per kWh
giving an upward adjustment of PhP 0.8376 per kWh instead of PhP 1.1460 p
kWh effective on the March 2009 billing period (February 2éMarch 25, 2009). 15
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Meanwhile, ERC has conducted a series of public consultaisofor the draft Rules for
the Automatic Recovery of Monthly Fuel Purchased Power Cost and Foreign
Exchange Related Cost of the NPC as early as February 2088id rules will modify

the existing Generation Rate Adjustment Mechanism@RAM and the Incremental
Currency Exchange Rate Adjustmen{ICERA mechanisns, to allow the timely
recovery or refund by NPC of any incremental or downward adjustments in its fuel
and purchased power costs, and foreign exchange related costs, so as to minimize
regulatory lags,make NPC's rates more reflective of its true cost of operations, and
avoid the need to impose carrying charges on any oveor under-recoveries by NPC.
The ERC is set to finalize and promulgate the said rules before the second semester

of this year.

B. Transmission Rates

Pursuant to the Transmission Wheeling Rates Guidelines promulgated by the ERC on
29 May 2003, TransCo has filed on 16 October 2008 its petition for the approval of
its proposed Maximum Allowable Revenue (MAR) for the 2009 calendar yean
accordance with the alternative form of rate setting methodology under the
transmission wheeling rate guidelines (TWRG) including over and undeecoveries

for the preceding years.

Docketed as ERC case no. 20056, TransCo prayed for a 2009 MAR of PhP
56,929.6 million, an increase of PhP20,358.6 from the 2008 ERC approved MAR of
PhP36,571.0 million. The significant increase, according to TransCo application, was
due to underrecovery of the previous year. Relatively, th&o2 # ddr@parison of its
calculations vis-a-vis that of TransCoshowed a difference arising from the rounding

off figures and the computation of the related business revenue (RBR) resulting to a
2009 MAR of Php56,766.90 Million.However, the ERC, in its decision dated 15

December 2008,0A O

4 0OA1T O#1 60
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includes the Performance Incentive Scheme(PIS) reward in the amount of
PhP334.32million. Accordingly, the ERCdeemedsaid petition reasonable and was
approvedin the following rate schedule

| z System Operator Charge

Firm (PhP/kW/Month )

Non-Firm (PhP/kW/Month)

22.55

0.7414

Il Z Metering Service Provider Charge

PhP/Meter Point/Month

Common Asset Charge

2,983

PhP/Meter Point/Month

Voltage Level(s) First 2nd up to last

230 kV 33,202 18,617
138/115 kV 22,818 13,782
69 /67 kV 13,139 3,096
34.5/23 kv 7,729 3,096
13.8 kV 5,662 3,096
Below 13.8 kV 3,822 3,096
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Il z Power Delivery Service Rate (P/kW/Month)

2009 Change 2009
2008Average” (without PIS) From92008
Luzon 295.04 309.41 4.87%
Visayas 305.54 282.25 -7.62%
Mindanao 290.53 264.09 -9.10%

Note: *Jan to Oct 2008 PDS Rates

C. Distribution Utilities (DUs) Rates

During the report period, the ERC has decided on five (5) cases including MERALCO
for distribution utilities petition for rate adjustments as listedin Table 10.

Table 10 - List of ERC Decisieron DU's Rate Applications for the Period November 2088ril

2009
Case No. and Description Decision/Order Date and Summary
Date of Filing
2008-004 Various Motion for Reconsideration/Petition to Intervene | April 13, 2009/ERC ordered for the amendment
RC/2008-018 by various groups (Consolidatd Industrial Gases,| of its decision dated 29 May 2008 and reviseq
RC Incorporated (CIGI), National Association of Electricity] - %2 ! , #/ 8 0 OAOA OAEAAOD

Consumers for Reforms, Incorporated (NASECORH
Federation of Village Association (FOVA) and Federatio
I £ G6EITACA 1 001 AEAOQEI I i
approval/decisionon MERA #/ 6 O | AGEI( OI
for the 2nd regulatory year of the 29 regulatory year and
the translation into distribution rates of different
customer classes for the first regulatory year of the ERQ
approved annual revenue requirement for MERALC(
under the performance-based regulation for the
regulatory period 2007-2011

a zero corporate income tax rate and the
removal of rate distortions. ERC likewise
ordered MERALCO to include a separat
distribution rate category for its 69 kV
customers for regulatory year 2011 based on
proper allocation of assets and operations|
involved in serving these customers.

2006-026RC/
2009-009RC/9
February 2009

Approval for the translation into distribution rates of
different customer classes for the first regulatory year of
the ERCGapproved Annual Revenue Requirement for lligan
Light and Power, Inc. (ILPI) under the Performance Base
Regulation(PBR) for the Regulatory Period 2012013

March 30, 2009/ Approved an average total
rate of PhP 0.9729 per kWh for the regulatory
year 2010 starting May 1, 2009 and a reviseq
lifeline structure with Subsidy Rate to Non
Lifeline Customers of PhP0.0878 perkWh
(discussed in Section IIL.I).

2009-006RC/
January 26,
2009

Approval for the translation into distribution rates of
different customer classes for the first regulatory year of
the ERGCapproved Annual Revenue Requirement for
Cotabato Light and Power, Inc. (CLPI) under the
Performance Based Regulation (PBR) for the Regulator
Period 2009-2013

March 30, 2009/ Approved an average total
rate of PhP 1.3189 per kWh for the regulatory|
year 2010 starting May 1, 2009 and a reviseq
lifeline structure with Subsidy Rate to Non
Lifeline Customers of PhP0.0741 per kWHh
(discussed in Section Il1.1).

2009-008RC/

Approval for the translation into distribution rates of

March 30, 2009/ Approved an average total

February 6, different customer classes for the first regulatory year of| rate of PhP0.999 per kWh for the regulatory

2009 the ERGCGapproved Annual Reenue Requirement for | year 2010 starting May 1, 2009 anc revised
Mactan Electric Co., Inc. (MECO) under the Performanq lifeline structure with Subsidy Rate to Nor
Based Regulation (PBR) for the Regulatory Period 2009 Lifeline Customers of PhP0.0963 per kwWh
2013 (discussed in Section IIL.I).

2003-12 - RC/ Approval of a reduction in rate in compliance with Section| December 15, 2008 / PA granted with

Jaunary 6, 2003

60 of RA 9136 & EO 119 with prayer for ®visional
Authority for Oriental Mindoro Electric Cooperative,
Inc.(ORMECO)notion for reconsideration on (1) its

loan amortization on Mini -Hydro amounting to

P12.473M & (2) deferment of the implementation of the

final loan condonation pending reconsider ation of the
Decision of the Commission dated May 23, 2005

modification on the implementation of
recalculated final rate reduction due to loan
condonation and was further directed to file for
an application for the recatulation of its
Distribution, Supply & Metering Charges as wel
as its Generation Charge in view of thg
recalculated Final Rate Reduction due to loar
condonation within 3 months from receipt of

the order.

17
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Based onregular reports submitted by the DUsto the DOE andE O iaGheddagencies

which include PDWs3 Monthly Operations Report (MOR) AT A OEA %# 08 -1
Financial and Statistical Report (MFSR) and their doundled effective average rates,

the DOE analyzed average electricity ratesifohe billing month December2008.

For the said biling month,D5 06 AOAOACA AZEZEAAOEOA OAOAO OA
for Davao Lights to PhP 7.1910/kWh (MERALCO)Among the PDUsand among the
customer classes, MERALCO has the heghaverage effective ratesas shown in
Table118 - AAT xEEI Ah - %21 , #/ &w@ragératd Orl resibeftil
customers consuming 400 kWh and below is shown ifable 12.

A E£EA A

-AAT xEEIT Ah  %# Oé ratd i theOPhillpfinedigkiolintl O1EP6.1266/kWh.
Among the ECs major customer class, on the national average, residential customers
has the highest effective rate at PhP6.9392 while on a per grid basis, Luzon ECs has
the highest at PhP 6.7746/kWh. Othe %# @dtional average effective rates for
December 2008 42 percent comprised generation cost, 25 percent comprised
distribution, supply and metering charges, 16 percent for transmission cost and the
remaining 17 percent are systems loss charges, govermemt taxes and subsidie$
Table14).

Table11 zPDUs Average Effective Rates, December 2008

PDU Residential | Commercial | Industrial Others Average
DECORP 6.1055 55451 | 54522 69148 | 58095
AEC Nda nda Nda nda
SFELAPCO 5.5009 52597 | 47605| 43412| 0915
MERALCO 8.0962 7.3399 |  5.8663 9.2413 |  7.1910
VECO 6.1676 59791 |  4.9251 52137 | 55368
BLCI 4.6279 55137 |  5.5137 50537 | 1175
CEPALCO 5.8873 5.7669 |  4.4275 52210 | 1979
DALIGHT 4.9095 47816 | 41751 44998 | 45104
COLIGHT 5.4451 5.6275 4.1076 49319 | 48928

Note: Based on Monthly Operations Report submitted by Private DUs

Table12z- %2 ! , #/ 8 0 wAEAAOEOA 2AO0EAAT OEAI 51 AOD
0-200 kWh 201-300 kWh 301-400 kWh 401-over kWh
Bill Subgroup
phekwh | PErCeNt | ppppawn | PECEN | ppppawn | PerCentl ooy | Pereent
Share Share Share Share
Generation 4.5793 60 4.5793 58 45793 56 4.5793 52
Transmission 0.9922 13 0.9922 12 0.9922 12 0.9922 11
Distribution * 1.3435 18 1.6471 21 1.9334 23 2.4321 28
System Loss 0.7119 9 0.7119 9 0.7119 9 0.7119 9
Total ** 7.6269 100 7.9305 100 8.2168 100 8.7155 100

* Includes Distribution, Supply and Metering Charges

** Total rates excluding Subsidies and Government Taxes.
Source: MERALCO Website
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Tablel3SGECs & Average Effective Rates,
BILL SUBGROUP LUZON VISAYAS MINDANAO PHILIPPINES
Residential 7.5970 7.2645 5.9561 6.9392
Commercial 6.5815 6.3361 5.3013 6.0730
Small Commercial 6.2549 6.1128 5.2054 5.8577
Large Commercial 6.2975 5.9684 4.9678 5.7446
Industrial 6.5160 6.2296 4.9385 5.8947
Public Building 6.5357 6.1821 5.1921 5.9700
Streetlights 7.7510 6.7931 7.1313 7.2251
Others 6.6630 4.8185 4.4434 5.3083
Effective Average Rates 6.7746 6.2131 5.3920 6.1266

Based on Monthly Financial and Statistical Reports submitted by ECs to NEA

Table14 - EC's Average Effective Residential Electricity Rates, December 2008 (PhP/kWh)

LUZON VISAYAS MINDANAO NATIONAL
Bill Subgoup Percent Percent Percent Percent
PhP/kWh share PhP/kWh share PhP/kWh share PhP/kWh share
Generation 3.2283 43 3.1708 44 2.3642 40 2.9211 42
Transmission 1.1350 15 1.1687 16 1.0541 18 1.1193 16
System Loss 0.7157 9 0.6242 8 0.5343 9 0.6248 9
Distribution * 1.8662 24 1.7190 24 1.5911 27 1.7254 25
Subsidies 0.0173 0.23 0.0403 0.55 (0.0092) (0.15) 0.0161 0.23
Government 0.6345 8 0.5416 8 0.4215 7 0.5325 8
Taxes
Total 7.5970 100 7.2645 100 5.9561 100.00 6.9392 100

* Includes Distribution, Supply and Metering Charges
Based on ECs submission of their unbundled effective rates to NEA

D. Cross-Subsidy Removal

Pursuant to Section 74 of the EPIRA, the ERC approved the removal of Intkrss
cross-subsidies simultaneousy with the Unbundling of rates application filed by the
DUs. As of March 15, 2009, 73ercent of the ECs has already completed the removal
of inter-class cross subsidies and the remaining 2¥ercent are still in the process of
removal in various phases (e. ¥4 removal & 1/3 removal). Fifty six percent of the
ECswill able to complete the removal this year (2009), 43.percent will complete
the removal by 2010 and 0.03ercentwill complete the removal in 2011.

For the FDUs, on the other hand, majority ofthem have already completed the
removal process. The remaining PUs whidhas not yet completed the removal will
be able to complete it by this year (2009).
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E. Mandatory Rate Reduction (MRR)

Pursuant to Section 72 of the EPIRA, NPC has continuously gexhta 30
centavo/kWh or a proportionate reduction on electricity rates of residential end-
usersof DUs who sources power from NPCTotal costs incurred by NPC for the grant

of MRR in 2008 amounted toPhP2,755.9 million while for the first trimester of
2009, total MRR grant was PhP869.5 million. Of the same amount, residential
customers of MERALCO alone shared 25.7 percent and 21.5 percent respectively, for
the same period.During the implementation period (2001 to April 2009), NPC has
already incurred a cumdative total of PhP2,938.7 million.

Table15 - Monthly Amount Incurred by NPC for the Grant of MRR, Jang&®gptember 200&nd CY 2008

Billing Month

MERALCO

REST OF LUZON

TOTAL LUZON

VISAYAS

MINDANAO

TOTAL

CY 2008

707,934,850.72

849,261,554.31

1,557,196,405.03

565,083,230.78

633,620,246.63

2,755,899,882.44

Janr09

47,806,643.10

62,542,055.24

110,348,698.34

47,015,229.93

55,007,710.33

212,371,638.60

Feb-09

42,273,187.20

64,217,843.86

106,491,031.06

50,088,622.44

58,532,264.35

215,111,917.85

Mar-09

44,040,781.71

72,167,723.34

116,208,505.05

40,353,083.65

45,253,008.77

201,814,597.47

Apr-09

53,118,020.70

72,821,969.18

125,939,989.88

54,326,480.12

59,947,414.10

240,213,884.10

Jan-Apr
2009

187,238,632.71

271,749,591.62

458,988224.33

191,783,416.14

218,740,397.54

869,512,038.01

Source: NPC

F. Administration of Universal Charge (UC)

The Universal Charge (UC) is a nenypassable charge, mandated under Section 34
of the EPIRA, to be imposed on all electricity endsers, including self-generation
entities, for the following specific purposes:

1 Payments for stranded debt{SD)and stranded contract costSCC)
1 Missionary electrification (ME);
1 Equalization of taxes and royalties applied to indigenous or renewable

sources of energy is-a-vis imported energy fuels;
1 An environmental charge for watershed rehabilitation and management;

and

1 A charge to account for all forms of crossubsidies

The UC is collected from all endisers every month by theTransCoand distribution
utilities based on the appoval made by the ER@nd remitted to PSALM every 15th
of the following month.

PSALM administers the UC fund collections which are placed in Special Trésind
Accounts (STF) established separately for each of the intended purposes of the, UC
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for disbursement in an open and transparent manner. At present, only the Universal
Charge for Missionary Electrification (UEME) and Universal Charge for

Environment and Watershed Rehabilitation (UGEWR) have been imposed and are
being collected. The ttal UC currently imposed to all customers amounts to Php
0.0398/kWh which is composed of Php 0.0373/kWh for missionary electrification

and Php 0.0025/kWh for environment and watershed rehabilitation.

Total collections/remittances to PSALM as of 28 Februgr 2009 amounted to
PhP10.1 billion, PhPS billion of which was disbursed by PSALM to NPC for
missionary electrification and environment and watershed rehabilitation in
accordance with the provisions of the EPIRA. This leaves the UC fund with a balance
of about PhP455.3 million as of 28 February 2009. For the period October 2008 to
February 2009, PSALM received PhP803.6 million in UC remittances.

Table16 - Collections & Disbursements, As of February 2009 (In P

Particulars CoIIeonns/ Disbursements Balances
Remittances
Missionary 8,747,718,330.10| 8,369,720,590.41| 377,997,739.69
Electrification
Environmental Charge 589,540,444.38 338,928,492.72| 250,611,951.66
Main Trust Account UC 473,085.22 - 473,085.22
Total: 9,337,731,859.70 | 8,708,649,083.13 | 629,082,776.57

Source: PSALM

Total disbursements to NPC as of February 2009 includes PhP1.3 billion for the
recovery of the Deferred Accounting Adjustment (DAA) portin of NPG305' 6 O
ICERA andGRAMpursuant to the ERC Ordersssued on 19 December 2005 and 10
February 2006, respectively. Total amount for recovery is PhP2.0 billion, chargeable
against the UGME fund depending on the level of the fund, until fully recovered. For

the period October 2008 to February 2009, PSALMsbursed to NPCSPUG the total
amount of PhP977.4 million. The disbursement relative to the UMNIE is in

accordance with ERC
Decision dated 28 Tablel7-UC Collections/Remittances for the Period October 2008

February 2006 which February 2009in PhP)
authorized the annual Month UcC- ME UC- EWR Total
release  of  PhP1.3| 5¢0per 2008 156,620,919.68 | 10,493,982.07 |  167,644,067.63
billion to NPG3 0 5 ' [®dkmber 2008 | 158,965,162.34| 10,678,905.29 169,644,067.63
missionary December 2008 | 144,756,096.33| 9,764,805.50 154,520,901.83
PR January 2009 139,054,559.45 |  9,323,787.42 148,378,346.87
electrification from the February 2009 153,667,732.68| 10,293,290.09 163,961,022.77
UGME fund for the Total: 753,064,470.48 | 50,554,770.37 |  803,619,240.85
years 2005 to 2008. Source: PSALM

PSALM is currently preparing for the filing of the UGD for CY 2009 and USCC for
CY 2008 by the second quarter of this year. Pursuant to theuidelines on the
Recovery of Stranded Debtand Stranded ContractCostsportion of the Universal
Charge filing of said petitions chargeable against the UC should be made on or
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However, inasmuch as the certified financial
statements of NPC for CY 2008 will be
available only after 30 March 209, and

before March 15 of each year.

Table 18 z UCME Disbursements as ¢
February 2009 (in PhP)

Month UCz ME considering that it is the basis in calculating
October 2008 138,394,039.34| the UGSD and UESCC, PSALM requested the
Hovemper 2008 21500000000} ERC for an extension in the deadline for filing
January 2009 223,000000.00 the two (2) petitions from 15 March 2009 to
February 2009 401,000,438.15| 30 June 2009. This will also ensure that the
Total 977,394,47749 | rates proposed arefair, just and reasonable to

Source: PSALM . .
all electricity end-users.

G. Government Assumption of Loans of Electric Cooperatives

As of February 2009, PSALM has paid a total of Ph@®&illion worth of financial

obligations of ECs to NEA comprising a@i A 1 w8c DAOAAT O 1T £ %# 06
assumption of PSALM. This leaves a balance of PhP 9.1 billion. Of the total payments

to NEA, about 74.9ercent or PhP6.6 billion was used to pay the rural electrification

I 1T A1 O

and 9.5 percent or PhP 842.38 million was for Dendro Thermal loans. Payments

intended for house wiring services only amounted to PhP6.83 million or 0.08

percent.

Table19 7 Status of lban Condonation as of February 2009 (PhP)

. Actual Payments Balance
Total Assumption
Amount % Amount %
NEA 17,977,951,553.40 | 8,866,052,096.59| 49.32 | 9,111,899,456.81| 50.68
LGU/OGA | 99,614,779.89 80,291,473.88 80.60 | 91,323,306.05 19.40
TOTAL 18,077,566,333.29 | 8,946,343,570.47| 49.49 | 9,131,222,762.82| 50.51
Source: PSALM
-AAT xEEI Ah 03!,-80 AOOOI POEIT 1T A& %#086 11 ¢4

(OGAs) and Local Government Units (LGUs) was estimated PhP246.1 million as of
the report period. Out of this loan amount PSALM has approved for assumption the
total loan amount of MP85.2 million owed by various ECs with OGAs (PhP49.9
million) and LGUs (PhP35.3 million). Out of the amount approved for assumption,
PhP803 million was already paid by PSALM to the OGAsd LGUs. The balance of
PhP4.9 million approved for assumption is being processed and documented for
payment to concerned OGA/LGU.

The remaining amount of PhP160.9 million for assumption represents the estimated
loan of four (4) ECs with respective crditor OGA/LGU, namely: a) Aklan Electric
Cooperative (AKELCO) with the Philippine Tourism Authority (PTA)b) Busuanga
Island Electric Cooperative (BISELCO) with the Province of Palawan) Negros
Occidental Electric Cooperative (NOCECO) with the Provinocé Negros Occidental
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and DOE and d) VMC Rural Electrification Service Cooperative (VRESCO) with 3
creditors: the San Carlos City Government, Province of Negros Occidental, and the
Asset Privatization Trust (APT), now named Privatization Management Office
(PMO).

Pursuant to Section 60 of the Table20-Payments per Type of Loan

%0) 2! h Al 11T xE[l C 03! ,] @&r@untPaid |[ Percentage

AOOOI POEITT I & OEE—AMEQ"#P@@W 1 Afn@pR) & gtTot
. Rural Electrification

ERC is mandated to ensure § qan 6.641,661,57159 75

commensurate reduction in the [

%# 08 OAOAO A0 KAO¥Ree+6T RPN T—

condonation. However, there are Dendro Thermal 842,378,091.00 10

still twelve (12) ECs which have | Housewiring 6,832,929.00 0.1

not yet implemented the final rate

reduction due to loan condonation. | TOTAL 8,866,052,096.59 100

Accordingly, the ERC issued SCQsSource: PSALM
to these ECs to explain why the final rate reduction and refund have not yet been
implemented.

1) Central Pangasinan Electric Cooperative, Inc. (CENPELCO);
2) Quezon Il Electric Cooperative, Inc. (QUEZELCO II);

3) Ticao Island Electric Cooperative, Inc. (TICELCO);

4) Pampanga Il Electric Cooperative, Inc. (PELCO IlI);

5) Oriental Mindoro Electric @operative, Inc. (ORMECO);

6) Zambales Il Electric Cooperative, Inc. (ZAMECO II);

7 First Catanduanes Electric Cooperative, Inc. (FICELCO);

8) Cagayan de Sulu Electric Cooperative, Inc. (CASELCO);

9) Nueva Ecija Il Electric Cooperative, Inc. (NEECO IlI);

10) Pampanga | Electric Cooperative, Inc. (PELCO I);
11) Lanao del Sur Electric Cooperative, Inc. (LASURECO); and
12) Soreco | Electric Cooperative, Inc. (SORECO |).

As of the report period, the ERC has issued decision fimur ECs namely AURELCO,
CENPECQ ORMECGnd PELCO lll. The summary of the cases and decisions is
shown in Annex2.

H. System Loss Cap

The ERC issued a Resolution adopting a new system loss cap for DUs on December 8,

cnny DOOOOAT O O1 2APOAT EA ' AO .i-Pigeragewfoch 1 O
%l AAOOEAEOU AT A 4EAEO 1T &£ % AAOOEA 4 0AT Oi
mandating the then Energy Regulatory Board (ERB) to determine at the end of the

fourth (4th) year for Private Utilities (PUs) and fifth (5th) year for ECs whether tle

caps shall be reduced further, but in no case, be lower thar0%ercent
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The IRR of RA 7832 required PUs, before the end of fourth (4th) year, and ECs,
before the end of the fifth (5th) year, to file with the then ERB an application for
further system loss cap reduction. However, no such application was filed. The said
IRR also allowed an additional actual company use but not to exceed percentof
total kilowatt -hours purchased and generated.

Republic Act No. 9136 (EPIRA) amended Section 10RA 7832 and authorized the
ERC to determine the new cap on the recoverable rate of system loss based on load
density, sales mix, cost of service, delivery voltage and other technical
considerations it may promulgate.

Accordingly, ERC Resolution Nd.7 Sefies of 2008 provided for a new system loss
cap for DUs based on the following:

1. The actual company use (administrative loss) shall be treated as an expense
of the distribution utilities (DUs) in the following manner:

a. For PDUs that are under PBR, it shalbe treated as Operation and
Maintenance (O&M) Expense in its next reset;

b. For PDUs that are yet to enter PBR, it shall be treated as an O&M Expense
in its PBR application; and

c. For ECs, it shall be treated as O&M Expense in the benchmarking
methodology.

2. The maximum rate of system loss (technical and netechnical) that the
utility can pass on to its customers shall be the actual but not to exceed 8.5
percent for PUs and 130 percentfor ECs of the total kWh purchased and
generated.

3. The new caps shall beffective starting January 2010 billing.

I. Transition Supply Contracts

3AAGET T o¢ox T &£ OEA %0)2! DOI OEAAA A O OEA
(TSC) toDUsOOAEAAO O w2# ADPDPOI OAI 8 4EA 43#08
of supplying eledricity and a corresponding schedule of rates including applicable
adjustments.

As of March 15, 2009, the ERC approved a total of 119 contracts as follows: (a) 56
contracts for the Luzon Grid, (b) 31 contracts for the Visayas Grid, and (c) 32
Contracts br the Mindanao Grid, all of which were approved by ERC. The NPC filed
for the renewal of eighteen (18) contracts for the Luzon Grid and eight (8) contracts

0
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for the Visayas Grid on June 13, 2008. The ERC approved the term extension of the

TSCs on Septemlye22, 2008.

)yl OEAx 1T £ OEA Al 1 OEI O1 60 DPOEOAOEUAOETT 1.
surfaced particularly on the assignability of TSC to NPC successor generating
companies (SGCs). As it can be recalled, the earlier privatization efforts was
relAOEOAI U AEAZZEAOI O AOA Oi OAOET 60 EAAOI 0O
absence of ready market for certain plants scheduled for sale. This was aggravated

by the fact that the rates schedule indicated in the TSCs weleAOAA 11 . 0O#38
portfolio which make it below the actual cost of productioncompared to new

entrant rates. This is also in view of the then accumulating lag in the adjustments of

. 0#60 AEEAAOGEOA CAT AOAOEIT OAOA8s , EEAxEOAN
of the features E . 0#6 0 43#0 ODPiI1T OOAT O&ZAO OI 3'#
implementation of basic timeof-use rates, recovery of rate adjustments (GRAM and

ICERA) and implementation of the mandatory 3@entavos rate reduction for

residential customers.

On 15 Decemberc tmtyh OEA %2# EOOOAA 2AO01T1 O6O6ETT .
Adopting Policies to Govern the Transition Supply Contracts Which Have Been

I OOECT AA AT A 40AT OEZAOOAA OF .0# 30AAAOGOIC
resolution was released in view of addressig the various issues governing the

transfer of TSCs to SGCs. In summary, significant provisions of the said resolution

are as follows:

0 The TSCs assigned and transferred to NPC SGCs shall retain their nature
until the expiration of the term originally agreed upon in the contract or
the extension granted by the ERC

o If the TSC is about to expire, the NP€GC and the DU may negotiate and
enter into a bilateral supply contract to be filed with the ERC for approval;
For TSCs which are about to expire in six nmths and without a new
bilateral contract filed with the ERC, the terms and conditions of the TSC
may be allowed for a period of up to six months, subject to mutual
agreement between the SGC and the DU and notification to the ERC

0 The TSC contract period amot be extended unless allowed by the ERC, in
view of the pending approval by the ERC of a bilateral supply contracts
between the SGC and the DU

o0 The applicable rates for the power supplied by the NRSGC to its DU
customer under the TSC shall be the NPIOU rates, which shall also
include GRAM and ICERA adjustments as approved by the ERC,;

0 The NPGSGCs shall be responsible for the GRAM and ICERA adjustments
for test periods after the closing date of their respective NPC plant sale;

o The MRR which will be shaldered by the NPGSGC shall continue to
apply and be enjoyed by the endisers during the original term of the
assigned TSCs;
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o0 The applicable VAT rate shall depend on the nature of the plant acquired
by the NPCSGC.

While the abovementioned ERC Rsolution is intended to provide clarity on the

assumption of NPESGCs of thd SCsassigred, thesemay have adverse impact to the
privatization efforts. Of particular concern ighe imposition of the MRR obligation to
NPGSGCswhich should not be their responsibility sinceEO EO AAOEOAA £O
O A O#&ndié an obligation by NPC as clearly stipulated in the EPIRFhe MRR was

enacted to ensure the residential endisers that the assumption by the National

T OAOTTATO .'Q 1T &£ .0#060 /a1 Idwerbevarirate. Al ECAC
| AAT OAET ¢ O -00#,h OEA .'60 AAOI OPOEIT 1 F
to allow and guarantee the implementation of the MRR. Thus, given that no debts of

SGCs were absorbed by the NG and they did not benefit from the assurmptof NPC

debts, the very rationale of MRR of lowering power rates and the benefit/incentive

that guarantees the financial feasibility of MRR implementation are inexistent. By

requiring SGCs to shoulder MRR, the ERC has totally veered away from the primary

purpose of the TSCs which is to assure investors of a guaranteed market for the
electricity produced from the privatized NPC generating assets.

J. Lifeline Rate Subsidy Program

The provision of lifeline rate subsidy is allowed by Section 73 of the EPIRA0 date,
the lifeline subsidy is enjoyed by residential eneusers falling within the lifeline level
determined based on consumption as approved by the ERC while subsidizing class
are the nonlifeline residential end-users as well as the industrial, commeial and
other customer types. The lifeline level per DU and discounts per lifeline customer
as approved by ERC varies from 20 kwh to 100 kWh and 100 percent to 20 percent,
respectively. As of the

report period, around 54 Figure 1 - Amount of Discounts to Lifeline Customers t
percent of the distribution Lineline Level, 2008

utili ties nationwide have an
approved lifeline level of 20
kwh and below while four
(4) DUs have an approved
lifeline level of up to 100
kwh. The four DUs which
have a 100 kWh lifeline
level are Manila Electric
Company (MERALCO),
Panay Electric Co., Inc.

3,500.00

Million PhP
1,500.00

(500.00)

(PECO) lligan Light and B A
Power, Inc. (ILPI), and below

Davao Light and Power

Company (DLPC).
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Based on preliminary data provided by ERC, total discounts extended to lifeline
customers in 2008 amounted to PhP 3.9 billion of which 77 percent were availed by
lifeline customers of DUs with an approved lifeline level of up 81 to 100 kWH={gure
1). Eighty-three (83) percent of the total lifeline discounts in 2008 went to
customers of private distribution utilities of which 73 percent were enjoyed by
MERALCO customersHgure?2).

For the report period, the ERC has approved revised lifeline program of four (4) DUs
namely MERALCO, lligan Light and Power, Inc. (ILPI), Cotabato Light and Power C
(DLPC) and Mactan Electric Co. (MECO).

The MERALCO lifeline Figure2 - Share of Lifeline Discountsy Type of DU, 2008

program revision was
based on the petition
filed by the Bureau of
Trade Regulation and
Consumer  Protection/
Department of Trade &
Industry (BTRCPDTI).
On 10 November2008,
has ordered MERALCO
to implement a revised
lifeline  program as
shown in Table 21.

10%

MERALCO
73%

Total Discounts to Lifeline Customers: PhP Billion
On the other hand’ the Discounts to Lifeliners in MERALCO Franchise Areas: PhP 2.8 billion
ERC has approved a new

lifeline program for the

three other P50 1| AT OET 1T AA AAT OAh AO Al 1 OAET AA

applications of the saidPDUs who are entering their first regulatory year of the
regulatory period 2009-2013 under PerformanceBased Regulation (PBR).
Accordingly, the decisions provide for a 100 percent discount for customers
consuming 20 kWh and below. Tase decisions were made in reference to the
BTRCP petition on the revised lifeline rate for MERALCO franchise area. A
comparison of the old and new lifeline program for these DUs is provided in Annex
3.

Table 21 z MERALCORevised Ifeline
One of the issues raised in the implementation of Level
lifeline program is whether or not all those who kWh Consumption Discount Level
benefit from it fall under the category of |[2:20kWh 100%
AN AENCAAY & A AT T AANT LAz [,21-5Q kwh X AT A 90% » o A A
O ARDCAT EUAA AT 1 001 AOOG Bej7guihy AAT T AA, T OAA
the bulk of the discounts were availed by 71-100 kwh 20%
customers of DUs having a lilene level of 80
kWh to 100 kWh, which cannot be considered consumption of a marginalized
consumer.
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V.

COMPETITION

A. Wholesale Electricity Spot M arket (WESM) Implementation

After 34 months of WESM commercial operations in Luzon there are already8

generating companies who are directly participating in the WESMight (8) DUs
while there are five (5) registered direct suppliers. The latest direcWESM member
in the distribution sector is the Kalinga Electric Coperative, , Inc. (KAELCOyhich

membership was approved on 26 March 2009.

1. Highlights of Luzon Commercial Operations

For the duration of the covered period, average demand levels werewest in
January 2009, posting only 4,191MW, as demand for electricity declined due to
lesser economic activities during the Christmas and New Year holidays and the
cooler weather which caused the typical seasonal drop in demandfrom
December 2008 to midFebruary 2009.

Table22 - Summary of Market Results

Ave Ave.
Peak Coincident Ave. Ener : Capacity
Billing Month Demand, Energy Demand, Offergsy on
MW Offers, MW MW ’ Outage,
MW
MW
29 Nov 2008 6395 6361 4986 5828 1204
30 Dec 2008 6338 6826 4711 6327 946
31 Jan 2009 6050 6512 4191 5603 1472
32 Feb 2009 6421 6240 4853 5969 1281
33 March 2009 6638 6721 5167 6315 1104
34 April 2009 6810 7220 5068 6374 1383

Maximum demand for the6-month period was registered at6,810 MW in April
2009 while the average energy offers which were offered by the WESM
registered generators were highest inApril 2009 at 7,220 MW. Higher levels of
energy supply may be attributedto high contribution of generation from Sta.
Rita, San Lorenzo and llijan natral gas plantswith the lifting of the gas supply
restrictions upon completion of the maintenance activities of the Malampaya
Gas Field facilities

Average energy offers were lowest in January 200& 5,603 MWas the average
capacity on outage for this month was significantly high at 1,472 MWon
account of scheduled maintenance of gas and cdakd power plants during the
holiday season when demand is expected to be low.
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Effective Buying Prices in the WESM during the covered billing months ranged
from an alktime low of PhP1,244.97/MWh in December 2008 to a maximum of
PhP5,520.95/MWh during the November 2008 billing month

The low offer price in Table 23 - Effective Settlement Prices

December 2008 _Was on Buying Price Selling Price
account of (1) high spot | Biling Month (w/ Surplus), (w/o Surplus),
volume  available; (2) PhP/MWh P/MWh
reduction in demanddue to Nov 2008 5,520.95 4,833.61
cooler weather conditions Dec 2008 1,244.97 786.69
and lesser  economic Jan 2009 1,881.33 1,797.76
activities ~ during  the Feb 2009 3,062.87 2,893.06
holidays; @3) lower price | yarch 2009 3,395.09 2,774.38
offers in the market, with April 2009 4,350.10 3,798.38

average exante Load
Weighted Average Price {(WAP) of only PhP1,224/MWh; @) higher availability

of hydro plants compared to the previous month; andg) low average capacity
on outage.The monthly effective sttlement prices for the report period are

presented inTable 23.

Luzon energy supply covered by bilateral contract quantities (BCQ) posted an
average of 8.0 percentof the total monthly energy consumption for tre said
covered billing months or 2,697 GWh. The average spot transaction for the
same period is 7.0 percentor 567 GWh.

Table24 z Metered Quantities: Energy Consumption

Billing gj;irtﬁg Spot Quanity, | Percent Bila_iteral Percent
Month (Load), MWh MWh Share | Quantity, MWh | Share
Nov 2008 3,447,266.38 535,759.02 16 2,911,507.37 84
Dec 2008 3,151,245.74 545,175.13 17 2,606,070.61 83
Jan 2009 2,906,720.56 604,622.65 21 2,302,097.92 79
Feb 2009 3,358,810.66 766,465.14 23 2,592,345.53 77
March 2009 3,222,969.29 537,701.69 17 2,685,267.60 83
April 2009 3,503,547.55 414,910.72 12 3,088,636.83 88
2. Visayas Trial Operations

The Live Dispatch Operation (DO program is the final phase of the Trial
Operdions Program (TOP) and serves as the final phase of preparation for
commercial operation. It is the actual implementation of the Security
Constrained Dispatch Schedule (SCED) produced by the Market Dispatch
Optimization Model (MDOM) in the Market Manageent System (MMS) without
any financial settlement.
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The LDO is intended to enable the Trading Participants, the System Operator
(SO) and the Market Operator (MO) to perform their respective roles and
responsibilities in preparation for the WESM CommerciaDperation. It is also
intended to finalize testing of all interfaces to the MMS, including WESM
procedures and protocols, as well as to addresarising operational issues that
may impact on the commercial operations of the WESM.

However, on March 24, 200, with permission from the Department of Energy,
the MO has issued a notice of the temporary conclusion of the WESM TOP in
Visayas and suspension of the LDO while preparations and implementation of
the Visayas Supply Augmentation Auctio(VSAA)program is underway.

3. Visayas Supply Augmentation Auction Program (VSAA)

The prevailing electric power supply situation has been determined that it may
not be feasible to start the commercial operations of the WESM in the Visayas.
Thus, there is a need to implemeninterim measures in order to augment the
supply of electric power in the Visayas grid, while awaiting the operation of the
new generation plants and in preparation for the eventual commencement of
the commercial operations of the WESM in the Visayas.

In order to address such situation, the DOE issued Department Circular No.
DC200901-mnimtp O$EOAAOCET C $/ % ! OOAAEAA | CAT AE
to Adopt and Implement Contingency Measures to Ensure Adequate and

Reliable Electric Power Supply in Visaya&rid Particularly in the Islands of

Cebu, Negros and Panay.

The issuance of the Circular was the result of the series of consultations
conducted by the DOE with its attached agencies, other government agencies,
local government units, industry participants and stakeholders, culminating
with the Visayas Power Stakeholders Meetings held on 1B January 2009 in
Cebu City. The Power Stakeholders Meetings were participated in by industry
participants and local government officials in the islands of Cebu, Nexg and
Panay.

The participants in the meeting also entered into a&Covenant whereby they
agreed to:

1 fully cooperate in ensuring that there will be adequate and reliable supply
of eledric power in the Visayas region;

1 assist in resolving power emergencysituation in the Visayas Area and
work out schemes to achieve this purposeand

1 agree on specific timelines and deliverables in implementing the schemes
and programs considered including but not limited to the obligations
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provided in Department Circular DQ009-01-0001 of the Department of
Energy

The Circular provided for the specific responsibilities of the various power
industry agencies in the implementation of contingency measures as wels the
implementation of aVSAA Program as a supply management asire.

The VSAA Program is a voluntary, dayahead market which would allow
embedded generators to sell their norcontracted capacity and gridconnected
customers to sell an interruptible portion of their loads through an auction
process.

The Philippine Electricity Market Corporation PEMQ, together with the SQ

shall implement the VSAA Program through a dayahead auction where the
participants offer their net embedded capacity and interruptible load capacity in
order to provide capacity augmentation diring peak hours.

As participation is voluntary, the grid customers (i.e., distribution utilities or
directly-connected large customers) that will not participate will not share in
the augmentation and will be subject to the usual manual load dropping dn
automatic load dropping allocations implemented by the&sQ

PEMC held aseries of consultation meetings with the stakeholder®n the first
week of February 2009in preparation for the VSAA ProgramSimultaneously,
the PEMC has initiated thdormulation of VSAARules, filing of applications for
regulatory approvals of the methodologies for pricing and cost recovery and for
the collection of administration fees, development and acquisition of auction
systems, preparation of participants through orientatiom and training,
development of internal business processes, coordination with th8Oand other
participants/service providers of the program, and isslance of invitation to
register in the program to participants.

On March 6, 2009, an application was &d with the ERC for approval of the
O0OEAET C AT A #1006 2AAT OAOU - AOGEITAITITT CU
the implementation of the VSAAProgram. The ERC on its Order on Case No.
2009-015RC dated March 23, 2009 issued Provisional Authority to PEMG t
operate the VSAArogram.

To date, the VSAArogramis now in its 5th week of Trial Operations. It started
with a survey among the Distribution Utilities/Electric Cooperatives (DUS/ECs),
Grid-Connected Customers and Grid/Embedded Generators locatedtite Cebu
NegrosPanay (CNP) to solicit information and determine the potential
participants of the program.
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4. WESMOrganization

The governance and operations of the WESM isircently undertaken by the
PEMC Board of Directors (PEM Board) while the various governance
committees serve as the governance arm of the WESMIhe PEMCwas
constituted as the Autonomous Group Market Operator (AGMO) pursuant to
Section 30 of the EPIRAAs an interim provision of the WESM Ruleshé DOE
Secretary senes as the Chairmamf the PEM Board.

One year after the implementation of the WESM, the EPIRA requires that an
Independent Market Operator (IMO) shall be formed and the functions, assets
and liabilities of the AGMO shall be transferred tdhe said IMO upon joint
endorsemert of the DOE and the electric power industry participantsThis has
yet to implemented since tansition to IMO involves moving towards the WESM
final structure and achieving a competitive and credible market, attracting
timely and efficient investment and active private sector participation. It
OANOGEOAO EiIPIATATOETIC A OAO 1T &£ AEAAEO
independence and efficiency. In addressing all these issues, designing adequate
new governance arrangements is critical. For the past two yearsarious
problems and operational issues in the WESM were identified wherein effective
governance is urgently necessary.Likewise, the appointment of the regular
PEM Board will be set to do strictly comply with the required provisions. Under
the WESM Rules(Section 1.4.3.2) all new appointments/reappointments of
Directors and the Chairperson of the Regular PEM Board shall be made once the
IMO assumes the duties, functions and responsibilities of the AGMO.

Appointing an IMO would require in depth study, cosultations and agreement
by the DOE and the electric market participants which include among others
the:

1 Reuvisit of the governance structure as to its consistency with the
provisions under the EPIRA, IRR and WESM Rules in order to ensure
adequate and eféctive electricity market governance; and implement
amendments if necessary;

1 Review of the provisions in the EPIRA, IRR and WESM Rules on the
structure of the Philippine WESM and the IMO;

1 Review and identification of the functions and responsibilities othe IMO
and its corresponding protocols and agreement with relevant entity such
as the system operator, metering services provider and other service
providers;

9 Study on the approach for the selection, formation and appointment of
the IMO;
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1 Development d guidelines and procedures and formulation of
qualifications and criteria for the selection, formation and appointment of
the IMO taking into consideration the requirement under EPIRA IRR Rule
w 3AAOET 1T Rroviged (rhaOthe @BDshall be finamdly and
technically capable, with proven experience and expertise of not less than
two (2) years as a leading independent market operator of similar or larger
size electricity marke8 6 N, AT A

1 Clarification of legal and regulatory framework; and identificiion and
delineation of DOE, ERC and PEM Board roles for policy making, rule
making, regulation and market operations.

The DOEdetermined that market issues in the WESM in the Luzon grid should
be resolved and mitigated first prior to the appointment ofthe IMO which opted
the DOE to defer the implementation of the IMO and the WESM Visayas to ensure
a competitive, efficient, transparent and reliable electricity spot market.

In March 2008, the ODE formed the Special WESM Rules Review Committee
(SWRRCYo review and revisit the WESM Rulesnd address a number of issues
that were experienced in the market. The SWWRC identified issues in the market
AT OEOI AA G001 AT AT O AT A /1 PAOAGET T AT ) OOOAC
and submitted the proposed amendmets to the WESM Rules addressing the
operational issues. On October 08 & 14, 2008, the WESM Rules Change
Committee (RCC) approved the proposed rules changes submitted by the
SWWRC and finally approved by the PEM Board on January 13, 2009. Likewise,
the Market Operator submitted a report to the PEM Board which documented
the actions being undertaken by the PEMC to address and resolve the problems
issues cited by the SWRRC.

The DOEalso reviewed the PEM Board composition to make it more consistent
with the provision of the WESM Rules and to reflect the continuing progress in
the market and ensure fair sectoral representation. Some of the issues
determined in the composition of the Bard were: 1) the NGCP representation
for the transmission sector instead of he TransCo 2) the representation of new
private owners of the privatized government plants for the generation sectqr3)
the inclusion of accredited retail energy suppliers in the supply sectpand 4) the
creation of anAdvisory Board composed of TransCoesidual, NEA, and the DOE
to act as resource persons of the PEM Board with regard to the policy guidelines

In improving the governance and the operation of the WESMne of the major
DOE activities lined up for 2009 is the implementation of the WESKudit. The
WESM audit shall include audit of the systems and procedures on the Market
Operations and Billing and Settlement. The main objective of the audit is to
review and assess the whole operation of the WESM which will provide
reference and guidancdo DOE on the implementation of the IMO.
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5. Approval of the level of the Market Fees for the WESM

PEMC has already filed with the ERC an application for approval of the WESM
market fees for the threeyear period from 2009 to 2011. This is to secure the
approval of the new level of MarketTransaction Fees (Market Fees) for the
calendar years 2009 to 2011 to be imposed on all transaction in the WESM. The
market transaction fees are assessed on generators trading in the WESM to
defray the costs of operating ad administering the WESM.

This present application is different from the applications filed for CY 2006 and
CY 2007 as it shifts towards a three (3) year regulatory period. This is in order
to provide opportunities for a medium to longterm planning andto result in a
budget that will take into account a long term capital requirements and market
developments that may take several years to complete. Further, PEMC proposes
the output-based budget where output components are the services it provides
to meet the objectives of the WESM and produce the outcomes desired by the
participants.

The proposed level of Market Fees for the three year period &juivalent to the
total PEMC projected budgetary requirements for as follows: a) 2009, at
PhP1.089 billion; b) 2010, at FhP998.132 million, and c) 2011, at RP977.614.
The estimated market fees for the three year period will be HP0.025/ kWh for
year 2009; FhP0.022/ kWh for 2010; and fP0.020/ kWh for 2011. If approved,
this would apply only in the Luzon market

6. Reserve Market

The PEMC haseen waiting for the ER® @pproval of the Pricing and Cost

Recovery Mechanism for Reserves in the WESMhich was filed lastJanuary 8,

2007. PEMC has alreadgubmiteA E OO 0O&1 Of Al oéandmddhtionall £ %OE
requirements by the ERC. The operationalization of the reserve market is

critical in ensuring stability of supply given that NPC can no longer sustain its

role in providing for the ancillary requirements. It is intended likewise to
supplement the Ancillary Service CosRecovery Mechanism (ASRM) of the
TransCowhich has been approved provisionally by the ERC in its order dated

October 11, 2006.

It can be recalled that the NGCP, in its effort to comply with its obligation of
ensuring supply reliability , has applied for the approval of the Electronic
Ancillary Services Tendering (EAST) on 19 January 2009 at the ERCcording
to NGCP, they envisionedo provide a systematic and transparent means of
acquiring medium term supply of Ancillary Services(AS). It will serve asa
competitive procurement process for medium term supply of AS thereby
ensuring a more stable price of the services. It is perceived that upon the
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operation of the EAST, the existing contracts for the supply of the said services
of TransCoand its Concesginaire will be replaced.

Further, NGCP stressed thahe EAST is intended to facilitate the procurement
process for all types of ancillary services such as Frequency Regulating Reserve,
Contingency Reserve, Dispatchable Reserve, Reactive Power Suppnt] Back
Start Service that are required in the different grids. The ERC has undergone
jurisdictional hearing, expository presentations, pretrial conferences and
evidentiary hearings for the said application in Luzon, Visayas and Mindanao in
February 2009.

However, the DOE viewed the said application as in violation to the existing
provisions of the EPIRA, its IRR and the WESM Rules heraep5 March 2009,
the Department submitted its position paper regarding the application to the
ERC requesting for & dismissal

The EPIRA states that the power and function to establish the WESM including

the ancillary services market are solely mandates of the DOE. It is also clear that
EPIRA and its IRR have placed upon the DOE the establishment and supervision
of the WESM, including the ancillary services spot market, as specified under

Section 30 of the EPIRA and detailed in Rule 9 of its IRR.

The WESM Rules providegor the efficient manner by which the SO should
acquire ancillary services. Therefore, the introdction of the EAST will
complicate the operation of the Reserve Market as envisioned under the EPIRA
and the WESM Rules as it will create two Spot Market for ancillary service.
Further, it will cause an increase in the electricity rates due to additionalosts
that will be added to the generation cost for additional infrastructure that will
be used in trading in the EAST. ®se costs will eventually be added to the

~ A N s o~ s oA~

Another issue that the DOE raised is on the engagement of ardhparty which
will be called EAST Administrator. As mentioned above, the EAST will definitely
raise the electricity rates due to recovery of costs incurred in its administration.
However, the application did not mention what specific costs oexpenses wil
be included in its recovery of the administration fee.

' TT OEAO COT O1T A AEI O $/ %50 PAOEOCEIT A O AE
on the net income derived from related business engaged by TransCo. Section

20 of the EPIRA states that not exceetj 50 percent of the net income derived

from related businesses of TransCo, a portion should be allocated to reduce
transmission wheeling rates. Since, the EAST Administrator will be a third party,

the said provision in the EPIRA will be defeated and wiliot give benefit to the

electric power consumers.



14t Status Report on EPIRA Imple mentation

B. Open Access and Retail Competition

The fulfillment of the fourth EPIRA imposed precondition to open access and retalil
competition was almost realized with the sale of TiwiMakban closing in the
privatization level to 70 percent. However, the termination bythe Emerald Energy
Corporation on the purchase of Calaca power plant redusdhe privatization level to
only 57.4 percent of the aggregate capacity in Luzon and Visayas. Meanwhile, the
ERC reported hat the establishment of all necessary infrastructures including the
customer switching system is yet to be finalized with the PEMC.

The ERC also reported that they have been preparing the guidelines in preparation
for open access. The drafting of the Bpute Resolution Procedures for Retail
Competition is ongoing. The set of rules provides the prompt resolution of disputes
concerning transaction in the competitive retail market and ensures an opportunity
for unprejudiced dispute resolution. The ERC isKewise in the process of drafting
the Rules on Retail Aggregation in preparation for retail aggregation, which will take
place two (2) years after the initial implementation of retail competition.

With respect to the petition on the interim open access [Bd by the Philippine
Independent Power Producers Association (PIPPA) before the ERC, the ERC has
issued a Decision on November 10, 2008 granting the said request with
modifications and subject to some conditions. In lieu of the Interim Open Access
(IOA), the ERC then modified it to Power Supply Option Program (PSOP) for the
industry. The PSOP shall commence from the transfer of the operation of the Calaca
privatized NPC Generation and shall initially be implemented in Luzon. It shall cease
to be operationd upon commencement of actual open access and retail competition,
and all contracts and transactions related to the scheme shall be automatically
terminated.

However, as the Calaca turover did not materialize, the ERC then issued an Order
directing the Petitioners to file their comment on their intention to maintain the
privatization of the Calaca NPC Generation Assets as a precondition for the
implementation of the PSOP. Masinloc Power Partners Co., Ltd (AES Philippines)
submitted its comment/suggestion for the ERC to consider substituting the
privatization of Calaca with the TiwiMakBan geothermal facilities. According to
them, this will give a better assurance of actual competition as the capacity of the
said plant, at 745 MW, is higher than the 600 MWapacity of the Calaca plant. They
recommended that the implementation of the PSOP commence six (6) months after
the closing of the said plant.

The ERC has already drafted the rules to implement the PSOP which has been
subjected to public consultation. Tie Rules however has yet to be finalized as it will
be subject to a ruling that the ERC will issue concerning the issues raised in a motion
for reconsideration filed by the MERALCO, as well as the transfer of the Calaca
assets.
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The DOE earlier, in the 16 EPIRA Implementation Status Report, has raised policy
and legal concerns on some aspects of the interim open access, among these:

1 The implementation of open access and retail competition should be strictly
subjected to EPIRAset preconditions;

1 The condtions for eligibility proposed in the IOA is anticompetitive and
discriminatory ; and

1 There is no assurance that the IOA will help lower the prices

For additional information, a summary of events for the 10A is included in Annek

C. Market Power Monito ring

Monitoring of market power in the electric power industry is pursuant primarily to
Section 45 (a) of the EPIRA which provides that no company or related group can
own, operate or control not more than 30percent of the installed generating
capacity d a grid and/or 25 percent of the national installed generating capacity.

On 14 December 2005the ERCissued Resolution No. 26, series of 2005, adopting
the Guidelines for the Determination of Installed Generating Capacity in a Grid and
the National Installed Generating Capacity and Enforcement of the Limits on
Concentration of Ownership, Operation or Control of Installed Generating Capacity
under the EPIRA. As provided under Section 3 of the said guidelinethe ERC shall
adjust the installed generatng capacity per grid, the national installed generating
capacity, and the market share limitations every 15th day of March of the succeeding
year and/or as often as may be necessary based on the maximum capacity of the
power plants as submitted by the geneation companies and other entities that are
required by the ERC to submit reports.

The latest adjustment is based on ERC Resolution No. 4, Series of 2009 which will be
enforced until March 2010 which provides for capacity limitations as indicated in
Table 25:

Table 25 - Capacity Limitations, March 2008arch 2010

Installed Generating : l\/_larl_<et Share Installed Generating
. ; Limitations as per o
Grid Capacity Capacity Limit
(KW) RA 9136 (KW)
(in percent)

Luzon 10,664,228.00 30 3,199,268.40
Visayas 1,645,315.40 30 493,594.62
Mindanao 1,729,576.00 30 518,872.80
National 14,039,119.40 25 3,509,779.85
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First Gen Ceoporation has expanded its market share to 19 percent in Luzon and
around 8 percentin the Visayas If viewed on its acquisitionand operation of the
PNOGEDC geothermal assets in the Visayas, namely, ®OMW Tongonan Il & llI
and the 49MW Northern Negros Geothermal Power Plant$irst Gen will comprise
37 percent of the installed capaity in the Visayas and will exceed the grid
ownership limitation. The said facilities are under BuildOperateOwn (BOO)
scheme andheir outputs are under PPA with NPC

Table 26 z Market Share by Utility

LUZON VISAYAS MINDANAO PHILIPPINES
MW Percent MW Percent MW Percent MW Percent
GROUP Share Share Share Share
NPC (Includes 1,106 9.3 456 249 1,117 57.8 2,679 17.1
Calaca)
NPGIPP 6,296 52.8 772 42.2 712 36.9 7,780 49.6
SubTotal 7,402 62.1( 1,228 67.0( 1,829 94.6( 10,459 66.7
NPC/NPGPP
MERALCO 2,316 19.4 144 7.8 2 0.1 2,462 15.7
IPPs
ABOITIZ 1,362 11.4 166 9.0 72 3.7 1,600 10.2
Group
Other-IPPs 836 7.0 295 16.1 30 1.6 1,161 7.4
SubTotal 4,514 379 605 32.9 104 5.4 5,223 33.3
Private IPPs
TOTAL 11,916 100.0 | 1,833 100.0 | 1,933 100.0 | 15,682 100.0

Note:Details may not add up to totaldue to roundingoff.

0 # $hare in Luzon went down to 8 percent in Luzon, 2.9 percentin the Visayas,
while still at 57.8 percent in Mindanao since, the grid is still exempted from the
privatization requirements of the EPIRA specifically on the Agus hydro power
complex. Generally, NPC is now down frotie national share of 31.0 percenprior
to privatization to only 17.1 percentafter the sale of Panay DPP | & Il and the Bohol
DPP in theVisayas.

Summarizedon Table 26 is the share of major generating companies in the country
based on the DOHata of existing power plants.

With regard to other private IPPs, the Aboitiz Groughas increased consderably its
share to 11.4 percent in Luzon after its purchase of major hydro and geothermal
power plants namely Magat Hydro Power Plant, Ambukla@Binga Hydroelectric
Complex and TiwtMakban Geothermal Power Plants.

The DOE noted the need to harmonizeoacepts and definitions in the computation
of markets shares in view of the ERC guidelines and market share limitationA.
comparison of the DOE and ERC datavith regards to the installed generating
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capacity of the power plantswere made but was limitedonly to those plants that are
listed in ERC Resolution No. 4, Series of 2000 difference 0f1,154.6 MWwas noted.

In order to come up with consistent figures based on a widely and generally
accepted definition,the DOE initiated a survey on all power gesrators. The said
survey required the plant owners to provide basic plant information particularly on
installed generating capacity, dependable capacitgnd availablecapacity and rated
capacity. The figures were required to be providedvith details such as seasonal
plant condition specifically for wet and dry season including averages for a year. The
DOE is currently waiting for the submission of other power generators for the
completion of the data and once completed, the DOE will post the survey resalt
the DOE website for public consumption. The said survey will give way for thmlicy
inthe AAOAOI ET AGETT 1T £ OEA PI xAO ET AOOOOU bDHAC
(a) of the EPIRA.

V. ENERGY SUPPLY SECURITY AND RELIABILITY

This section presents theA T OT OOUB6 O PIT xAO O0O0PPI U AT A AAI AT A
2008, and the status of power generation, transmission and distribution projects as of
the period under review.

A. Installed Capacity

4EA AT O1 OOUBO EIT OOAT T AA AADPA&EOer paitsDAT AA
which are largely located in Luzon grid, remain the dominant source with codired
power plants topping at 26.9percent and oitbased power plants following at 214
percent. Other fuels such as hydro, natural gas, geothermal and New REn@vand
solar) have a share of 2D percent, 180 percent, 12.5 percent and 0.2 percent,
respectively. The

installed capacity of renewable energy has increased due to the addition of the 8
MW Northwind Power Phase Il located in Bangui, llocos Norte wiicbecame
operational in September 2008 and the 2.5 MW Sevilla Mini Hydro located in Bohol
which was commissioned in November 2008. Total dependable capacity was 13,049
MW, which is 83.2 percent of thedtal installed capacity(Table 28).

B. Electric Power Generation

Gross power generation in 2008 reached 60,821 gigawattours (GWh), 2.0 percent
higher than 59,612 GWh in 2007. Fossil fuel production decreased by 1.4 percent,
from 40,775 GWh in 2007 to 40,193 GWh in@8. On the other hand, generation
from renewable energy is higher by 9.5 percent at 20,628 GWh 2008 from 18,837
GWh in 2007(Table 27).

Natural gasfired remains the top producer of electricity with a total gneration of S
19,576 GWh, accounting for 3D A OAAT O T £ OEA Al 01 6ous o 01 O
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This marks the fourth consecutive year in which natural gafired had the biggest
share on gross generation since replacing coéited in 2005. The increase of £
percent on natural gasfired generation shows also an increase in its average
capacity factor by 39 percent, from 758 percent in 2007 to 78.9 percent in 2008.

Table27 - Comparative Generation by Resource

PHILIPPINES
Plant Type 2008 2007 Difference
awn | et | awn [ P | own [ g
Fossil Fuel 40,193 66 40,775 68 (582) (1.4)
Coal 15,749 26 16,837 28 (1,088) (6.5)
Oil-based 4,868 8 5,148 9 (280) (5.4)
Natural Gas 19,576 32 18,789 32 786 4.2
Renewable Energy 20,628 34 18,837 32 1,791 9.5
Geothermal 10,723 18 10,215 17 508 5.0
Hydro 9,843 16 8,563 14 1,279 15.0
New RE
(Wind/Solar) 63 0.10 59 0.10 4 6.0
Total Generation 60,821 100 59,612 100 1,209 2.0
Source: D&

Coalfired generation was the second leading contributor to total gross generation
with 26 percent share of the nix. However, its share to the total generation mix
declined by 6.0 percent, from 16,837 GWh in 2007 to 15,749 GWh in 2008. Some
coakfired power plants in Luzon were unavailable to operate due to annual
overhauling (e.g. 300 MW Calaca 2 on November 2007 May 2008 and 300 MW
Masinloc 1 from August 2007 to April 2008) Also, in July 2008 the Luzon
transmission line experienced transformer congestion at San Jose Substation in
Bulacan. The congestion constrained the flow of energy from coal and hydro plants
in Northern Luzon, in which Sual (1,294 MW) and Masinloc (600 MW) plants are

located, and occurred until 14628 - 2008 Installed and Dependable Capacity

6 Octok_)er 2008 with the . PHILIPPINES
completlon of the TYPE Capacity (MW) Percent Share
replacement transformer

_ Installed Dependable | Installed | Dependable
at the San Jose Substation
| Mind alfired Coal 4,213 3,412 27 26
n II’! ana(()j’ co I(;eb Oil Based 3,353 2,702 21 21
generation fecrease Y| NaturalGas | 2,831 2,562 18 20
4.6 p_ercent rom 1,571 Geothermal 1,958 1,388 12 1
GWh in 2007 to 1,499 GWh[", o 3201 2,950 o1 >3
in 2008 due to the [y 33 33 0.21 0.25
|rrl1cor|easled _ utllllzatlon of [solar 1 1 0.01 0.01
ydroe ectric pant' TOTAL 15,681 13,049

. Source: DOE
Gross generation from

geothermal energy recorded an increase 0b6.0 percent, from 10,215 GWh in 2007
to 10,723 GWh in 2008. This was attributed to th increase of energy transferred
from Leyte-Samar to Luzon via Leytd uzon High Voltage Direct Current (HVDC).
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Total energy transfer increased by 55.2 percent from 720 GWh in 2007 to 1,117
GWh in 2008. Also, the unavailability of coal fired plants ibuzon gave way to more
utilization of geothermal, hydro and natural gas. Geothermal generation accounted
for 18 percent of total gross generation in 2008.

Due to frequent rains in the summer months of 2008, generation from hydroelectric
plant increased ly 14.9 percent, from 8,563 GWh in 2007 to 9,843 GWh in 2008. Its
share to total generation mix increased bywo points from 14.0 percent in 2007 to
16.0 percent in 2008.

Oil-based gross generation which accounted foB.0 percent of the total gross
gereration, dwindled by 5.4 percent, from 5,148 GWh in 2007 to 4,868 GWh in 2008.
On a per grid basis, despite the high dispatch of dilased plants during the period
which constrained the flow of coal and hydro plants in San Jose Substation, its share
to total generation in Luzon

grid was only 4.0 percent. Figure3- Power Generation Mix, 2008

Meanwhile, oitbased power

_plants in Visayas grid has_ an Wind/Solar
increased generation 18% 096
equivalent to 1,665 GWh in

2008. This is 12.7 percent

higher than the 2007 Natural Gas
generation level of 1,477 S
GWh. Otibased generatim
in Mindanao decreased by
13.77 percent, from 1,479 5008 Total Generation: 60,821 GWh
GWh in 27 to 1,275 GWh Power self-sufficiency: 67.1%

in 2008 (Table 27).

Oil-based
8%

Generation of New RE such as wind in Luzoand solar in Mindanao increased by
6.0 percent from 59 GWh in 2007 ¢ 63 GWh in 2008. Its share to total gross
generation remained unchanged from 2007 at 0.10 percent(gure3).

As the privatization of N°Gowned plants progresses, the share of NPC power plants
Oi OEA O1 OAT CcAT AOAOQGEIT AU 1 x1 AOOEEDP AiI1T OE
600 MW Masinloc CFTPP to Masinloc Power AES and 175 MW Ambuiaaga to

SN Aboitiz Power Corp.,
the share of N to the Table29-Comparative Generation by Ownership/Utilities

total generation decreased Total 2008 2007 Change
by 16.0 percent. This | PHILIPPINES % %

development in turn GWh | Share GWh Share | GWh %
increased the contribution LNPC 12,743 21| 15,151 25| -2,408 | -159
of non-NPC plants by 10.2 | NPCSPUG 448 1 437 1 11 2.4
percent, from 17,867 GWh NPC IPP 27,972 46 26,156 44 1,816 6.9
in 2007 to 19,658 GWh in | Non-NPC 19,658 32| 17,867 30| 1,790 | 10.0
2008. Gross generation| Total 60,821 59,612 1,209 2.0
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from NPGIPP and NPESSPUG also went up by 6.9 percenand 2.4 percent,
respectively.

Electric power generation from NPGPP contributed the largest share at .0
percent or 27,972 GWh. This was followed by neNPC at 32.3 percent or 19,658
GWh. NPC accounted forl20 percent or 12,743 GWh of the total gemation in 2008
as compared to 25.42 percent or 15,151 GWh in 2007. The share of NBPRUG to
total generation remained unchanged from 2007 at less than one percentgble 29).

C. Electricity Sales And Consumption

2007 to 49,206 GWh in 2008. Out of these total sales, 33,097 GWh or36@ercent
was contributed by PUs while electricity sales from ECsand Nonutilities were

10,992 GWh o 22.0 percent  Figure4 2008 Electricity Consumption
and 5,117 GWh or 1@

H System Loss
percent, respectively. Total 130

sales accounted for 49,206
GWh or 8.0 percent to total

Ai 1T O00I bOET-ODBADOG
power plants and distribution

utilities was pegged at 3,935
GWh or 6.0 percent. Losses
from generator, transmission

and distribution accounted for
7,680 GWh or B.0 percent

(Figure4).

2008Total Consumption: 60,820 GWh

1. Industrial Sector

Electricity sales to the industrial sector accounted for 8.0 percent or 17,031 GWh of
total electricity sales, 31 percent higher than 16,522 GWh in 2007. The increase in
electricity sales to the industrial sector in Luzon was3.0 percent. However, the
increase in electricity sales to the industrial sector in the \¢ayas and Mindanao was
only 0.6 and 0.2 percent, respetively. The minimal increased was attributed to food
manufacturing and beverages industrie$.The effect of the global financial crisis on
the last quarter of 2008 affected the performance of export oriented industries such
as finished electrical machiney, semiconductors and electric microcircuits. They
either closed/shutdown their operations or decreased their loads which resulted in
suppress electricity sales. Kigure5).

2. Residential Sector

1 NSCB 4" Quarter 2008 National Accouindustry, Posted 29 January 200/ NEDA, Statement of Socio
Economic Planning Full Year 2008 National Income Accounts
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Electricity salesto the residential sector amounts to 16,644 GWh or430 percent of
the total electricity sales. Such sales increased by only 1.6 percent from 16,376 GWh
in 2007. Specificdly, Luzon grid posted only 0.9ercent increase,from 12,129 GWh

in 2007 to 12,236 GWh in 2008.

. . . Figure5 - 2008 Electricity Sales by Sector
With rains and typhoons during J Y Y

summer months which resulted gtohers

in lower temperature, the use of
cooling system was reduced | "ouere
throughout the region.
Electricity sales in the Visayas
and Mindanao grid increased by
24 percent and 5.3 percent,
respedively. Highest electricity
sales in the Visayas and
Mindanao grid occurred in the
latter part of the year due to the
Christmas holiday season.

Residential
34%

Commercial

2008Total Sales: 49,206 GWh 29%

3. Commercial Sector

Of the entire sector consuming electricity, commercial sector posted the highest
increase by 4.9 percent. For the past five years, average annual growth rate of
electricity sales to the commercial sector recorded ab.0 percent as compared to
residential and industrial sectors at 1.6 percent and 2.3 percent, respectively.
Electricity sales to tre commercial sector in 2008 increased by 4.9 percent ( Luzon),
4.1 percent (Visayas) and 6.4 percent (Mindanao) compared to previous year . The
growth of personal services such as recreational services, hotels and restaurant and
other services to the Gros Domestic Product (GDP) and the increasing commercial
building due to continuing demand for office space justified the increased of
electricity sales to the commercial sector.

| OEAOO OOAO OOAE AO bDPOAI EA AOEI AET €Oh 060
Al OAxEAOA Al AOOEZAZEAAS AAAOAAOAZO07AdIL 3950 8p DA
GWh in 2008 Figureb).

D. System Peak Demand

Historically, annual peak demand in Luzon occurs in May. However, this trend did
not occur as early rains and typhoon brought down the temperature at an average of
27.96°C during month of May. Lower temperatures may have resulted in reduced
use of cooling systemAs of the this Report, pak demand was recorded in 4 June
2008 at 6,681 MW, where the temperature was higher at 35C. Peak demand in
Luzon grid increased byl.4 percent compared to previous yeai6,590 MW peak for
the past five years the average annual growth rate in Luzon is only7lpercent.
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The peak demand in Visayas gridncreased by 6/ percent in spite of supply
problem being experienced particularly in Negros and Panay sedprid.

Peak demand in Mindanao historically occurs in November or December. With the
global financial crisis in 2008, some large industrial customers in Mindanao
decreased their electricity consumption. Global Steelworks International Inc. which

had an average demand of 38 MW decreased their load to 9.3 MW in November
and 46 MW in December. Maria Table 30 - Comparative Demand by Grid

Christina Chemical Ind., which had an Difforonce

average demand of 7. MW, shutdown GRID 2008 - 2007

) : . (MW) | (MW) | mw %

its operations in the last quarter of

2008. These events decreased the Luzon 6,674 | 6,643 31 0.7

demand in Mindanao grid by 3.0 yisayas 1176 | 1,102 74 6.68

percent, from 1,241 MW in ®07 to Mind 1004 | 1241 38 3.04

1,204 MW in 2008 Table 30). Hndanas 2 L i L
Philippines 9,054 | 8,087 67 0.75

E. Status of Private Sector Initiated Power Gen eration Projects

As of the report period, a total of 1,354 MW private sector initiated projects were
committed and already has secured financing. Of this amount, 600 MW are expected in
Luzon, 653.5 MW in the Visayas and 100.5 MW in Mindanao. Projectshware
considered indicative, meaning in the early stages of development and have not secured
financing are expected to provide around 4,165.0 MYtails and status of these
committed and indicative projects are shown in AnBex

F. Status of Transmission Projects

In the transmission sector in Luzon, Schedule 1V (Calamba Tower 3®Bifian T/L) of
the Batangas Transmission Reinforcement Project (BTRP) was completed.
Particularly, Makban z Biflan Line 2 was
energized on March 28, 2009. The BTRP is
intended to strengthen the existing
OOAT O EOOETT 1T AOx1T OE6O OIl
for the efficient and reliable transmission of
power generation from various Independent
Power Producers in Southern Luzon. This
reinforcement is needed to allow the full
dispatch of ndural gas plants from the
Malampaya gas fields 1,200 MW Sta.Rita
500 MW San Lorenzand 1,200 MW llijan.

Figure 6 -

Northern Panay Transmissic
Backbone Project

In the Visayas, civil works and rightof-way
negotiation are ongoing with regard to the
Northern Panay Backbone Project. This
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project is part of the Panay Power Transmission Backbone Project which is divided
into northern and southern Panay. The Northern Panay Transmission Project
involves the installation/construction of a total of 107 kilometers of 138 kV and 69
kV overhead transmission line utiizing steel tower structures and aims to: (1)
accommodate load growth and address the low voltage problem; (2) improve the
sytem reliability and operational flexibility; and (3) extend service to previously un
electrified areas.

In the Mindanao Grid, ofthe three transmission projects that composes the
Mindanao 230 kV Backbone Transmission, the Maramag (PulanggiBunawan 230
Figure 8 - Mindanao 230 kV Backbo KV T/L is about 80.0 percent completed.
TransmissiorProject The Mindanao 230 kV Backbone
Transmission is aimed to strengthen the
existing transmission system, thereby
ensuring the stability, reliability and
efficiency transmission of power in the
entire Mindanao Grid. The proposed
transmission network, which will be
initially energized at 138 kV level, will
also enhance the transmission integrity
evenat the weakest node of the system,
especially during contingency condition.

G. ERCGApproved Capital Expenditure Projects z Within The Period Under
Review

The Energy Regulatory Commission (ERC) approved nine (9) CAPEX applications of
Distribution Utiliti es (DU) from Visayas and Mindanao for the period November
2008 to April 2009, amounting to P586 Million pesos. These projects include,
replacement of transformers, rehabilitation and repair of distribution lines,
upgrading of feeder protection, procuremat of distribution poles,
construction/upgrading of substations, etc. which are intended to comply with the
standards set by the Philippine Grid Code, improve reliability, reduce system loss
and to meet the growing demand of customers. Likewise, includein their
applications are procurement of service vehicles, digger trucks, utility vehicles,
procurement of kilowatthours meters, electronic handheld meters for meter
readers, computers and office equipment, construction/repair of building, which
aims toimprove operations efficiency and customer service responseProvided in
Annex9 is the list of ERGapproved transmission infrastructure capital expenditure
projects for the period in review.



