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16" Status Report on EPIRA Implementation

l. INTRODUCTION

The 16th Status Report oElectric Power Industry Reform AcEPIRA) Implementabn
highlights major accomplishments ftine periodNovenber 2009 to April 2010. On the
privatization, however, the report included developments as of May 201#.past six
months saw successes in the compliance to the remaining EPIRA seindigons for the
implementation of open access and retail competifMso during ths period, major reforms
were implemented to improve the governance and operations of the Wholesale Electricity
Spot Market to include reconstitution of the Board of Directors governing the Philippine
Electricity Market Corporation and the conduct of operstl, technical, financial and legal
audit to identify areas for improvement in the entire WESM operatindshe preparation as
well to the transfer to an Independent Market Operdtbe period likewise marked near
completion of the 100 percent barapgelectrification target with only 99 barangays
unenergized. On the regulatory aspect, the Energy Regulatory Comm{Esa) has
promulgatednew guidelines in the rate approval procestesddress concerns on rate
approvals.

Challenges in the reform ingmentation however remain particularly the threat to supply
security experienced by the entire country in the light of the ElI Nifio phenomenon that
affected power production of hydroelectric planparticularly in Mindanao and Luzon,
coupled by some opdranal and technical problems in the three major gr@is. positive
developments, it is during the period when the private generating company, Cebu Energy
Development Corporation, commissioned its first unit of the 3 x 82 MW-foedl power

plant in Tolea City, Cebu. The project is expected to augment the power supply problem in
Visayas which has been experiencing rotating browts since the last quarter of 2008.

I. DEVELOPMENTS IN THE PRIVATIZATION EFFORT

The period November 2009 to April 2010 underssosignificant accomplishments in the
government 6s privatization efforts both i
management and control of energy outputs under contract \atibridl Power Corporation
(NPC). The sale of Angat HEPP marked.8 percent privatization levef NPC generation
assets in the Luzon and Visayas grids. Also, with the success of théndgmendent Power
Producer Administrator IPPA) bidding, the government was able to twuwmer the
management and control of nigamo-thirds of energy outputs under contract with NPC

Proceeds earned by the government from tHeblel- Privatization Proceeds

privatization excluding that of the sub Item Amo“”fj'§$m'"'°”
trgnsmission assetSTAs) amounted to US$ X | Generating Plants 339478
Billion (Tablel)' Turnedover IPPs 4451
Decommissioned Plants 7.31
TransCo Concession 3,950.00

A. Privatization of Generating Assets Transfer ~ of  NPGIPP 3,22900

contracts to IPPA
| TOTAL 10,62560

Two significant operating power plants were =51
bidded out for the period in review namely the '

Y
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218MW Angat HEPPand the 15MW BacMan geothermal power planiGPP) As of
May 2010, the government was ablepiavatize twenty five (25) operating/generating
power facilitieswhere twenty comprised th&oint Congressional Power Commission
(JCPQ approved initial list of plants for privatization witin aggregate radl capacity of
3,468.23 MWaccouning for 91.8 percentof thetotal 3,778.23 MW total rated capacity
of NPC generating assets in the Luzon and Visayas grids.

Below are the details of the privatization for AngEPPand BacMarGPPwhile Annex
1 shows the complete list of privatized operating/genergtiagts

1. Angat (HEPP)

Korea Water Resources Development CorpWHter), a new player in the Philippine
electric power sector, was declared the Power Sector Asts and Liabilities
ManagementCorporation(PSALM) as the highest bidder with its $440.88lion
offer for the 218megawatt Angat HEPP in a successful sale held last 28 April 2010.

The Korean firm beat local bidders such as First Gen Northern Energy Corp., San
Miguel Corp., SN Aboitiz PowePangasinan, Inc., Trai#ssia Oil and DMCI Power

Corp. PSALM will verify the accuracy, authenticity, and completeness of the bid
documents that &Vater had submitted before the company can be formally declared
the winning bidder for the Angat HEPP.

Located in San Lorenzo, Norzagaray in Bulacan, the Ang&RHEonsists of four
main units, each with a W capacity. The units were commissioned between 1967
and 1968. To augment its operation, the plant uses five auxiliary units including two
turbines capable of generating a total of 28 MW. These turbineswaredoby the
MWSS and were not part of the bidding.

In successfully bidding out the Angat HEPP, which operates through the Angat Dam,
PSALM stressed that only the power plant component of the dam was privatized.
Angat accounts for 9percentof Metro Manl ads water supply bene
million residents of the big city.

2. BacMan GPP

PSALM successfully bidded out the 250V BacorManito (BacMan)GPPpackage

last 05 May 2010 with BaMan Geothermal Inc. of the Lopez Group emerging as the

highest bilder. BacMan Geot her mal 6s of fer o-basedS$28.
geothermal plants bested the US$17.8 million bid of Therma Power Inc., a subsidiary

of the Aboitiz Group.

PSALM will formally declare BadMan Geothermal as the winning bidder foe th
BacMan plants as soon as it has verified the accuracy, authenticity, and completeness
of the bidding documents that tBacMan Geothermahad submitted.

! Although BacMan was bidded out in 05 May 2010, this was included to provided recent relevant information

3
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Located in the provinces of Albay and Sorsogon, the BacMan plant package consists
of two steam plancomplexes. The BacMan | geothermal facility comprises two 55
MW turbines, which were both commissioned in 1993. BacMan II, on the other hand,
consists of two 20MW units namely, the Cawayan located in Barangay Basud and
the Botong in Osiao, Sorsogon Ciffhe Cawayan unit was commissioned in 1994
and the Botong unit in 1998he Energy Development Corporati(EBDC) supplies

the steam fueling the BacM& PP,

Meanwhile, the remaining plants to be privatized by PSALM in 2010 are th&1810
Navotas Gas Turhe and the 1EW lligan Diesel power plants.

B. Transfer of NPC- IPP to IPPA

Following the successfuitansfer of the management and control of the NBtracted
outputs inSual and Pagbiladghe administrators for theontractedenergy output for the
San Roque, Bakun, and Benguet mini hydroelectric power pkmisllijan Combined
Cycle Power Plantere selectedy PSALM on 15 December 2009 as follows:

1 Strategic Power Devt. Corp (SPD@ho offered US$450 million will administer
the contracted capacitf the 345 MW San RoquaultipurposeHEPP

1 Amlan Power Holdings Corporation (APH@ho gave a bid of U$145 million
will administerthe 70-MW Bakunand 30MW Benguetcontracted energy output
package. Bakun was packaged with the assignment of the EdggtriPower
Supply Agreements of the Benguet plants, for which APHC is to pay US$10,000.

1 San MiguelEnergyCorporation who was declared as the highest bidder last 16
April 2010 with an offer of US$870.0 million won the administration of the
1,200 MW llijan. The llijan power plant is operated by the Korea Electric Power
Corporation (KEPCO), through KEPCO llijan Corporation, under a nplerate
transfer contract that will expire in 2022.

Meanwhile, the next IPP contracts to be tendered may involve thectau capacity of
the 630MW Malaya Thermal Plant and the 588 gawatt Unified Leyte A and B
Geothermal Plants (Luzon portion only). PSALM issued the Invitation tdaBid 4-16
April 2010, and the bidding date is set on 16 June 2010. PSALM will sudxsthytender
the contracted capacity of the 568V Unified Leyte A and B Geothermal Planihe
list of successfully biddedut NPC contracted energy outputs are liste@ahnle?2.

Table2 - List of PrivatizedNPCGIPP Contracts

Rated Winning Bid Turn Over
Name of Plant | Capacity Location Bid Date Winning Bidder Price Date
(MW) (Million US$)
Sual CPPP 1,000 | Pangasinan 28-Aug-09 San Miguel Energy Corp. 1,072 | 1-Oct2009
PagbilacCFPP 700 | Quezon 28-Aug-09 Therma Luzon Inc. 691 | 6-Nov-2009
Province
agr;llioque 345 | Pangasinan 15-Dec09 Strategic Power Development Cor| 450 | 26-Janr2010
Bakun HERP Benquet
and Benguet 100.75 guet, 15-Dec09 Amlan Power Holdings Corp. 145 | 26-Feb2010
S llocos Sur
Mini-Hydros
llijan NGFCPP 1,200.00 Batangas 16-Apr-10 San Miguel Corp. 870 20101/
Total: 3,345.75 3,229

)
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Indicative Turnover Date
Source: PSALM

C. Sale of SubTransmission Assets

The EPIRA provides that th8TAs shall be operated and maintained by TransCo until
their disposal to qualified distribution utilities (DUs) that are in a position to take over the
responsibility for operating, maintaining, upgrading and expanding said assets.

The sal e

0 3TAs Thvolves ss@hee 0181 sale packages covering some 107

interested DUs, mostly electric cooperatiVE€s) In cases where more than one DU is
connected to a transmission line, there is a need for the connected and qualified DUs to

form a consortium to buy and thereafter operate the asset.

The STAsinvolved a toal of about 6,200 circukilometers(ckms.)comprising mostly of
69kV transmission lines and 1,600 MVA of substation capacity. Estimated cost of these
assets is placed at about PhP7.6 Billion based on December 31, 2007 net book values.

For the period Novaber 1, 2009 to April 30, 2010, fiy®) sale contracts amounting to
about PhP185 Million were signéy TransCaasshown inTable3:

Meetings and negotiations with some PRJs/Consortia nationwide is underway to

further push for the sale of
STAs Included in this drive is

Table3- STA Sale Contracts Signdlhvembel0091 April 2010

the negOtiaﬂn for the sale of Distribu tion Utility Contract Amount

about 1,000 kms. of sub PhP Million

transmission lines worth Visayan Electric Co. (VECO) 7.83

PhP0.954 Billion. Manila Electric Company (MERALCO) 85.84
Leyte 4 Electric Cooperative, In 42.21

. (LEYECO 4)

As of 30 April 2010, Tran§C0 Camiguin  Electric  Cooperative, In 38.74

has been able to divest(caMELCO)

PhP3.42 Billion (67 sale Don Orestes Electric Coopeia, Inc. 10.4

packages) worth of STAs | (DORELCO)

including 325 MVA : TOTAL 185.02
Source: TransCo

transformers to 56 DUs.

Included in the sale packages are forty (40) Lease Purchase AgreenignB82 ECs
under concessional terms amounting to about PhP2.46 Billion. The balance of over
PhP960 Million represents sales to PrivatesBibution Uilities (PDUs) Thirty one (31)
sale contracts have been approved byBERE amounting to PR1.49 Billion as of 30

April 2010.

II. ELECTRICITY RATES

The DOE continuously monitors data on electricity ratesiew of the concern of high

electricity rates whiclaffecs t h

sectiono6s

e countryaods

competitiThiseness

C 0 ron reports Submitéed ey thb BRCeaudd on data and information

gathered by the DOE from relevant sources to fully substantiate and providié Rigvith
significant updates to serve as reference in identifying areas that requires legislative actions.

4
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A. NPC BasicGeneration Charges (BGC)

The ERC provisionally authorized the NPC on 16 February 2009 and 23 February 2009,
to increase it8BGC by an average of PhP0.4682/kwWh for Luzon; PhP0.8376/kWh for
Visayas; and PhPO0.714/kWh for Mindanao. According to EfRE provisional relief
granted to NPC and its @applicant, PSALM was intended to immediately alleviate

NPCO6s current financi al di fficulties given
the costs of the discounts that it is mandated to extermbrtain customersio date,
public hearings towards the final resol ut

adjustment of its basic generation charge were suspended upon approval by the ERC of a
motion filed by intervenoPhilippine Chamber of Commereand Industry RCCl) and
Freedom from Debt Coalition (FDC) to suspend the public hearings pending resolution of
the proposed Asset Revaluation Policy Guidelines filed by PSALM and NPC on 09
January 200@nd the ecovery of costs dPPslike NagaSalcon,which was included in

the calculation of the BGC

Rel at i ve teooverylofefuelNoBvzbpsirchase and forex cost components of its
generation charges, it can be recalled that the ERC, on 03 August 2009, has issued and
promulgated Resolution No. 19 which provides for the Rules for the Automatic Recovery

of Monthly Fueland Purchased Power Costs and For&igohange Related Costs by

NPC replacing the then Generation Rate Adjustment Mechanism (GRAM) and the
Incremental Currency Exchange Rate Adjustment (ICERA). However, in view of
PSALMOs moti on f orhtlelERC onfthe cefetencesivendhmarkefat  wi t

fuels, economic and financial
indicators to be used in thdable4- NPC Effective GeneratioGharges(PhP/kWh)

formula for the generation Item Luzon Visayas Mindanao
costs adjustments the ERC .
. Average Basic
amended Resolution No. 19 Tou Rate 4.3648 3.7255 2.8177
through issuance of GRAM (0.0490) -
Resolution 25 on 14| ICERA (0.3132} 0.0278 -
December 2009, FPP&nt it | 82895 A A 0.2517 0.0882
Resoluton Adopting the Rules| _FxA 0.1880 0.330 0.0084
for the Automatic Recovery of _FBHC 0.0245 0.0177 0.0282
Monthly fuel, Purchased i .Total 4.5046 4.055.0' . 2.9425
. Effective for 23 months from January 2009 NPC billing period or until fy

Power, and Foreign| notice whichever comes earlier. Provisional Authority undef IAERA ad
ExchangeReIated Costs by 12" GRAM approval dated January 19 2009.

~ < 2 Effective for 30 months from June 2008 NPC billing period or until further
the NPC ( A Ru |l Thes Sﬁm notice whichever comes earlier. Final Authority und®rI8ERA and 9
resolution provided morel__GRAM approval dated December 15, 2008.

specific benchmarks/indexes.

The Rules took effect last 27 February 2010 oedift (15) days following its publication

on 12 February 2010 in the Philippine Star. Accordingly, the automatic cost adjustment
was implemented by NPC/PSALM starting March 2010 billing month, covering the
period 27 February 25 March Hence, in view of té previous lag in the recovery of its
costs, NPC/PSALM is simultaneouslynplementing the GRAM and ICERA DAA
approved by the ERC which covers the billing period Julgeptember 2008 for the
Luzon grid and Julyi December 2006 for the Visayas grshd theautomatic cost

)
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adjustment for the March billing month covering the period 27 Febriea®b March
2009 Given this, the resulting NPC average effective rate is showahie4.

Meanwhile, NPC/PSALM s stilaiting for the ERC uling on its other GRAM and

ICERA applications coverinthe billing period October 2008 to June 2009 for the Luzon

grid and the period January 2007 to June 2009 for the Mindanao and Visayas grids.
PSALM/NPC however is yet to file with ERC the remaininggplied GRAM and
ICERA covering the test period July to December 2009. The amounts that NPC/PSALM
has yet to recover pursuant to GRAM and ICERA are summarizédlite 5 while the
summaryof applicationsvhich still awaits ERC ruligs are inAnnex 2

Table57 NPC/PSALM DAA Amount for Recovery (PhP)

| LUZON | VISAYAS | MINDANAO | TOTAL

For ERC Resolution
Total GRAM 12,008,454,448 14,113,850,148 825,225,522 26,947,530,118
Total ICERA (3,769,393,886) 2/487,624,103 (1,235,548,493 (2,517,318,276
Sub-total 8,239,060,562 16,601,474,251 (410,322,971) 24,430,211,842

For Filing:

16" GRAM 7,958,363,957 292,610,049 508,507,412 8,759,481,418
15th ICERA 8,093,791477 211,190,830 180,571,840 8,485,554,147
Sub-total 16,052,155,434 503,800,879 689,079,252 17,245,035,565
Grand Total 24,291,215,996 17,105,275,13( 278,756,281 41,675,247,407

Source: PSALM

B. Transmission Rates

Pursuant to the Rules for Setting Transmission Wheeling Rates for 2003 to Around 2027,
as revised and #ssued by the ERC, (ERC Case No. 2008RM, dated July 20, 2009,
hereafter referred to as the O6RTWR&RG t he
Case No. 200960 RC) an application for approval of its Maximum Allowable Revenue
(MAR) for calendar year 2010. A Provisional Authority was granted by the ERC on 19

January 2010 approvi ngMAR GCRH0sIn trepambduntofat i on
PhP4,991million
The ERC al so approved NGCP6s aR9RC|farthe¢ i on

Ancillary Services Procurement Agreement (ASPA) executed between the NGCP and
NPC. In its decision, the ERC approved NPC Ancillary Service rates as shdahl@b.

Table6 - ERGApproved NPC Ancillary Service Charges

GRID Luzon Visayas Mindanao
RegulatingReserve Contingency
Reserveand Ospatchabldreserve
PhP/KW per hour 1.1805 1.7368 1.3044
Reactive Power Support, PhP/mVar/hoi 0.0533 0.0241 0.0295

On November 13, 2009, NGCP filed under ERC Case No.-26B9RC an application
for approval of Connection Charges and ResiduattBarismission Charges for calendar
year 2009 on the excludeservices covering the existi®Y As of the NGCP.The ERC

)
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have conducted hearings in January and February 2010 and the case is still undergoing
evaluation.

Likewise, docketed under ERC Case No. 2062 RC filed on November 16, 2009 is an
application fo approval of Force Majeure (FM) event regulated FM Pass through for
some incidents of sabotage in Mindanao. In the said application, NGCP is seeking
approval to charge its customers for expenditures incurred for the rehabilitation/repair of
transmissionassets in Mindanao caused by the bombing and sabotage by lawless
elements. Hearing was conducted on January 21, 2010 and the case is now for review
and evaluatiomy the ERC

On December 21, 2009, the NGCP filed under ERC Case No-IBIRC an applicatn
for the Approval ofts MAR for the 3% Regulatory Period (2011 to 2015). The case is still
undergoing hearings and evaluation.

On 08 March 2010, the ERC issued a PA authorizing the implementation of the ASPA
between NGCP and Therma Marine Inc., undgRC Case No. 201011 RC.
Accordingly, NGCP can paghrough the costs of ancillary services to be provided by
Therma Marine.

C. Distribution Utilities (DUs) Rates

The ERC started to implemeathew rate methodology for the -@mid ECsunder ERC

Resoluton No. 20 Series of 200Ru | es f or Setting the Electr
Rates(RSEGWR). Since the RSEQVR is not applicable for the offrid ECs,the ERC

lifted themoratoriumf or ECs &6 r at e RBegsqgution Nol® Sewes &f 200h r o u g |
andstarted taaccept ratdilings of off-grid ECs. Meanwhilgsix (6)PDUs has entered the
PerformanceBased Rat¢PBR) methodology while there are three (3) PDUs who are yet

to enter the reset process in September 28itificant increase in the averagéeefive

electricity rates were noted between the period December 2008 and December 2009
which were mainly brought by significant increases in the generation costs components.

1. Average Effective Electricity Rates

The countryods t ot arlcity eatese asaofy @ecemlderf 20@@dsi ve el
estimated at PhP7.2491/kWh, higher than PhP1.4766/kWh compared with the
December 2008verage effective electricity ratasainly as a result of the increase in

basic generation rates in the three grids, notably, the bl generation rates.

Among the three major grid§/isayas has the highest average effective electricity

rates at PhP7.431fdr December 2009 and it also posted the highest incratase
PhP1.661&Wh compared to the December 2008 levidie average efféiwe rates in
Mindanao remains the lowest at PhP5.8445/kWh. The PhPO0.7150/kWh increase in
Mi ndanaods average effective electricity
in NPC generation ratdsom PhP2.1030/kWh to PhP2.8177/kWh, as per ERC Order
dated 16 February 2009, reflecting an upward movement of PhP0.7147/kWh.

e
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Table7 - Average Effective Electricity Ratd3ecember 2009 vs. December 2Q0BBP/kWh)-

Electric Cooperatives Private Distribution Utilities National Average
Grid Decembern December Chanae December | December Chanae December| December Chanae
2008 2009 9 2008 2009 91 2008 2009 9

6.7746 8.11& 1.343% 6.0307 7.3408 1.3101| 6.40265 7.7295 03268

Visayas 6.2131 | 8.0478 | 1.8347 5.3272 6.8148 1.4876| 5.77015 7.4313 1.6612

Mindanao | 53920 | 6.4694 | 1.0774 4.8670 5.2195 0.3525| 5.1295 5.8445 0.7150

Philippines | 6:1266 | 7.5452 | 1.4186 54184 6.9530 1.5346| 5.7725 7.2491 1.4766
Note: ECs Based on NEA submitted Quarterly Unbundled Power Rate Schedules

PDUsi basel on PDUs® submitted Monthly Operations Report

The E C sn@ational average effective electricity ratefor December 2009was
estimated atPhP7.5452/kWh, an increase BhP1.4186/kWhrom the December
2008 level. Generation costs comprised 46.2 percenE Qfs 6
effective electricity rates followed by distribution costs sharing 23.0 percent of the

tot al

The

hi ghest [

ncrease

nat

n

i onal

ECs 6

PhP6.2131/kWh in December 2008 to PhP8.0478/kWh in December 2009.

Table8 - EC's Average Effective Residential Electricity Rates, December 2009 (PhP/kWh)

LUZON VISAYAS MINDANAO NATIONAL
Bill Subgroup Percent Percent Percent Percent
PhP/kWh share PhP/kWh share PhP/kWh share PhP/kWh share

Geneation 3.7494 46.2 3.9158 487 2.7968 43.2 3.4873 46.2

Transmission 1.0779 13.3 1.1966 14.9 1.0055 15.5 1.0933 14.5

System Loss 0.7782 9.6 0.6917 8.6 0.5645 8.7 0.6781 9.0

Distribution * 1.8748 23.1 1.6919 21.0 1.6508 25.5 1.7392 23.0

Subsidies 0.0350 0.4 0.0593 0.7 0.0066 0.1 0.0338 0.4

?Wemme”t 0.6029 7.4 0.4925 6.1 0.4452 6.9 0.5135 6.8
axes

Total 8.1182 100.0 8.0478 100.0 6.4694 100.0 7.5452 100.0

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

The national average effective electricity rates of PDUs increased by PhP1.5346/kWh

from PhP5.4184kWh in December 2008 to PEP530kWh in December 2009. The
highest increase wadso noted in the Visayas grid while the lowest was in Mindanao.

Among the PDUs, MERALCO remains to have the highest average effective rates at
PhP7.38/kwWh for the billing period December 2009. On the other hand, Davao Light

and Company (Dalight) has thmvest average effective rates at PhP5.10/kWh for the

same billing period on account of lower costs for the generation component of

Dal i ght 6s

charges.

-
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For the average effective Table9i PDUs Average Effective Rates, December 2009

residential rates, PDU Residential | Commercial | Industrial Others | Average
MERALCO still has the [pecore 6.5535 6.5866 6.0268| 7.4422| 6.4996
highest at PhP8.47/kWh aec 6.4605 6.5601 7.2585| 5.8310| 6.5163
while Dalight is the | geg apco 6.6364 6.1324 55722| 6.0484| 6.0250
lowest at PhP5.48/kWh{ __ 6.8668 60542|  84209| 57905| 6.8454
Me_ r aII coos MEEAT_C(T; € Cely7hoV € 74700 6.0791| 8.8804[ 7.3845
(rjeifsf:adrirr]lttlal rater}:si(f:gntitgle VECO 75120 77059 6.3307| 6.9602| 6.9901
customer classes rangedc 5.8120 6.0307 - 5.2343| 5.8589
from PhP7.13/kWh tol CEPALCO 6.5887 6.5781 55701| 55900 6.1192
PHP8.21/kWh of which ! paLicuT 5.4773 5.3538 47779| 51181 5.0979
the highest component coLicHT 5.9427 6.3332 4.9562| 5.8095| 5.5620

was generatlon costs a‘tNote: Based on Monthly Operations Report submitted by Privde
PhP4.17/kWh.

Meanwhile, Meralco distribution charges for its different residential customer classes
comprised 21 percent to 32 percent of the total effective residential rates equivalent to
PhP1.50/kWh and PhP2.59/kWh, respectively.

Tablel0-MERALCOG6s Effective Residenti al Unbundl e

0-200 kWh 201-300 kWh 301-400 kWh 401-over kWh

P SRR o | PNt ppp | PSSO | gy | PEICNt] ppyy | Percen
Generation 4.1741 59 4.1741 56 4.1741 54 4.1741 51
Transmission 0.7445 10 0.7445 10 0.7445 10 0.7445 9
Distribution * 1.5017 21 1.8057 24 2.0916 27 2.5903 32
System Loss 0.5983 8 0.5983 8 0.5983 8 0.5983 7
Lifeline
Subsidy** 0.1125 2 0.1125 2 0.1125 1 0.1125 1

Total *** 7.1311 59 7.4351 100 7.7210 100 8.2197 100

* Includes Distribution, Supply and Metering Charges

**  Starts @ 101 kWh consumption

** *Total rates excluding Subsidies and Government Taxes.
Saurce: MERALCO Website

2. RegulatoryActions

The fllowing report onregulatory actions orlectricity ratesare based on ERC
reportandas gathered in the ERC website

For the ECs, the ERC reported that following the effectivity ofRokes for RSEE
WR which was promulgated last 23 September 2008etyfive (95) ongrid ECs
filed their respective rate applicatioaadwere given PA by the ERC on December
15, 20089.

-
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In consideration that the revision of raetting methodology will only be applicable
toongri d ECs, the ERC recogwmngirziedd EtChsed nteoe df
rate adjustment petition/applicatiomsccordingdy, the ERC lifted the moratorium and

accepted ofgr i d ECs O application f oBaseRatee ad)]
Methodology. Summary of these cases and status disbie1l.

Table117 Summaryof Of6r i d ECs 6 Rat e dbgPBRCi cati ons Deci de

EC Case No. Date Filed Per Application Final Approval
Annualized Proposed Proposed Date of Approved Approved
Sales Revenue Average Decision Revenue Average
(kWh) Requirement Rate Requirement Rate
(PhP (PhP/kWh) (PhP) (PhP/kWh)
@) (b) ()= (b/a) (d) e = (d/a)
BANELCO | 2009064 RC | 23 Sep 09| 14,145,242| 31,520,000 2.2283| 29 Nov 09 25,719,547 1.8182
MARELCO | 2009074 RC | 28 Oct09 | 23,398,321| 76,046,578 3.2501| 29 Mar 10 45,723,913 1.9542
CAMELCO | 2010001 RC 5,959,472| 19,141,605 3.2120| 29 Mar10 13,827,960 2.3203
Source: ERC

For the PDUs, the ERBas adpted the Performand®ased Regulation(PBR) and

was implemented on entry point basis with five (5) entry groups, each with a limit of
five (5) PDUs. Entry to the first group was made optional by the ERC and on-a first
come firstin basis. Initially thre€3) PDUs qualified to enter the PBR. Thesethee
Manila Electric Company (MERALCO), Dagupan Electric Corporation (DECORP),
and Cagayan Light and Power Company (CEPALCO) respectiVke grouping for

the PDUSO® entry poi Arnex8. 8ix (6)[PPUsPd&dalready | i st
applied the PBR, while six (6) will enter their first regulatory year under the PBR on
July 2010.

Thereset process for the 4th group PBR will start September 2010. In the meantime,
the asset valuation for 4th Group PBR isgming Parsons Brinckerhoff Associates
(PBA) in partnership with Asian Appraisal Company, Ih@s conducted ocular
inspection for the valuation of assdts the 4" group for the period of January to
April 2010. Draft report will be submitted for comnierby the 4th Group private
utilities PBR and ERC.Summarizedin Annex 4 are the updates on the rates
application filed by the PDUsgnder the PBR.

Since thePDUs under thelth entrygroup areyet to enter PBR in 2011, the PDUs
under this group continue tapply under the Return on Rate Base Methodology. For
the report period, the status of their rate applications are summarizedlei?2.

Table12 i Status of PUs Rate Application to ERC

Date Filed Case No. Name of Private Utility Status
San Fernando Electric Light and Power Company,| Deliberated Dec. 14, 2009 For
8-Sep09 | 2009061 RC | Inc. (SFELAPCO) Resolution by Legal Service
Deliberated April 19, 2010
10-Sep09 | 2009062 RC | PanayElectric Company, Inc. (PECO) For resolution by Legal Service
150ct-09 | 2009067 RC | Clark Electric Distribution Corporation (CEDC) ON GOING

2 performanceBased Regulation (PBR) is the alternative 4sgtting methodology adopted by the ERC pursuant
to Section 43(f) of the EPIRA.
10
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D. Administration of Universal Charge (UC)

The UC is a noibypassable charge, maneldtunder Section 34 of the EPIRA, to be imposed
on all electricity eneusers, including selfjeneration entities, for the following specific
purposes:

Payments for stranded debts and stranded contract costs;

Missionary electrification;

Equalization of tags and royalties applied to indigenous or renewable sources
of energy vis&vis imported energy fuels;

An environmental charge for watershed rehabilitation and management; and
A charge to account for all forms of cremsbsidies

il
il
il

1
1

The UC is collected fromall endusers every month by thidational Grid Corporation of
the Philippines (NGCPandDUs based on the approval made by BRC and remitted to
PSALM every 15th of the following month.

PSALM administers the UC fund collections which are placed ini8jp&aist Accounts

(STF) established separately for each of the intended purposes of the UC, for
disbursement in an open and transparent manner. At present, only the UC for Missionary
Electrification (UGME) in the amount oPhP0.0978/kWh(as provisionallyapproved per

ERC Case No. 200028 RC dated August 17, 2008pd UC for Environment and
Watershed Rehabilitation (UEWR) in the amountof PhP0.0025/kWh have been
imposed and are being collected.

1. Total Collections/Disbursements for UBIE and UGEWR

Total UC collections/remittances to PSALM as of 31 March 2010 amounted toPhP13.26
billion, PhP12.80 billion of which was disbursed by PSALM to NPC for missionary
electrification and environment and watershed rehabilitation which leaves the UC fund with a

balance of about PhP459.03 million. For the period October 20@arch 2010, PSALM
remitted to NPESPUG the total amount of PhP1,986 million in UC Remittan€a®ie13).

Tablel13- Collections & Disbursemnts, As of 31 March 2010 (In PhP)
Particulars CO"e.C“O“S/ Disbursements Balances
Remittances

Missionary Electrification

12,487,734,877.02

12,465,255,578.0

22,479,299.02

Environmental Charge

775,249,304.79

338,928,492.77

436,320,812.04

Main TrustAccount UC

226,080.47

226,080.47

Total:

13,263,210,262.21

12,804,184,070.71

459,026,191.53

Pursuant to the ERC Orders

December 2005 and 10 February 2006,

Source: PSALM

issueah

19

disbursements to NPC as of 31 December 2009
includes PhP2.03 billion, chargealgainst the

UC-ME fund, for therecovery of the Deferre Month PhP |
Accounting Adjustment (DAA) portion of NRC| 2006 198,391,078.9
2007 . o ;o mle o, 48941125778

SPUGOG s

| CERA

andelyGRAM,

Table 14 7 Annual Disbursements for the

Recovery of the NRSPUG
DAA  Portion

As of December 31, 20

20d8CQ|JUCLI

v

215,000,000.00

2009

1,126,474,281.25

For the period October 2009 to March 201070l
PSALM disbursed to NPGPUG the total amount Source: PSALM
of PhP1,907 million For the full year 2009P S AL M& s

2,029,276,618.0(

di s burs3denwas t

.
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PhP1.2 billion.

In terms of utilization, this amount covers only 29 percenthef total

operating subsidy requirements by NBEUG. The remaining subsidy requirements have
significantly contributed to the NPC financial losses.

Table15 - UC Collections/Remittances for the Period October 20(

March 2010

Month uUcC - ME UC - EWR Total
Octobe 165,762,949.34 11,075,380.13 176,838,329.47
November 257,654,670.01 11,079,283.31 268,733,953.38
December 331,909,757.43 9,964,911.78) 341,874,669.21
Januar 379,957,201.1§ 10,661,384.35 390,618,585.5]
Februay 415,059,713.31] 11,376,385.73 426,436,099.04
March 372,087,011.87 9,797,280.74 381,884,292.61

Total 1,922,431,303.18 63,954,626.04 1,986,385,929.22

Source: PSALM

2. UC for Stranded Contract Costs (SCC) and Stranded Debts (SD)
Recovery for the NPC/PSALM6s SCC for fi s
fiscal years 2002029 was filed by PSALM before the ERC for the resrgvunder
t he UC. For the petition on SCC, PSALM s
shortfall incurred in operating the eligible IPPs in the Luzon Grid in the amount of
PhP 22,256 million over a period of five (5) years. On the other hand, in torder
stabilize and mitigate increases in the
approva_ll of a ler\]/ellzed UGIII:) Table1671 Proposed UC for the Recovery of SCC ¢
amounting to PhP470.1  billion SD (PhP/kWh)
which is proposed to be recovergUproposed Luzon Vi ;
over a 1hear period. The| Reeowen U5 T uooy | rom | minsies
H H erio
calg:ulated levelized SDIs th'Yearl .0920 | 0.3049 | 0.3969 0.3049
estimated shortfalbf NPC in paying | vear 2 0920 | 0.3049 | 0.3969 | 0.3049
its financial obligations. The| Year3 .0920 | 0.3049 | 0.3969 0.3049
applicable charges, if approved l*y;earg -83;% 8-2838 8-2323 8-2828
H ear . . . .
the ERC are summarized ifable v, 517 0.3049 | 0.3049 | 0.3049
16. Source: PSALM
Foll owing PSALMG6s filing of the petiti ol
nationwide by the ERC on the SCC and SD rate applications have been attgnded b
PSALM from September 2009 up to the
reportlng perlod Table 17 7 UC-ME Disbursements o
PSALM
L Month Amount (PhP)
On 24 March 2010_, ERC_ _approved_ _th‘?)ctobe 2009 162,052, 401,68
extension of the deadline for filing the petitigMNovember 2009 250,000,000.00
for the recovery of |[De@nE®@g |SCC 30p080000CY 200
: January 2010 400,000,000.04

and the truaup adjustment for SD under th Eobruary 2010 200.000,000-0
uC. March 2010 395,000,000.00

Total 1,907,052,401.64
Hearings for this casare still ongoing. Less:GRAM* 56,052,401.68

Total 1,851,000,000.04

Source: PSALM
*ERC Decision on Case No. 200838 dated 10
February 2010
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E. Assumption of Loans of Electric Cooperatives

As of 31 March2010, PSALM has paid a total of P&P.3 billion worth of financial
obligations of ECs to NEAother government agenci¢®@GA) and local government
units (LGU). This compried around 80 per ¢ e nt cotlettive fb@nhs that was
assumed by PSALMleaving a balance of PhR.8 billion. Total payments madby
PSALM to NEA was PhR0.2 billion while that for LGU/OGA was PhF5.6 million.
(Tablel18)

Table18171 Status of Loan Condonation as of 31 Marci@(PhP)

Total Actual Payments Balance
Assumption Amount % Amount %
NEA 17,977,951,553 10,245,769,952 57.0 | 7,732,181,602 43.0
LGU/OGA 95,889,778 76,566,473 80.0 19,323,306| 20.0
TOTAL 18,073,841,334 10,322,336,424 57.0| 7,751,504,908 43.0

Source: PSALM

Of thetotal payments to NEA, abo4 .8 percentor PhP7.66billion was used to pay the
rural electrfication loansincurred by the ECs, 15Fercentor PhP1.61billion was for
mini-hydro loans, an®.4 percentor PHP966.6 million was for dendrohermal loans.
Payments intended for house wirg

services only amounted to PRA7 million.  _Table19- Payments per Type of Loan

Amount Paid | Percentage
. R . Type of Payment (In PhP) to Total

PSALM assumptionof EC% loans with [Rural Electrification
LGUs/OGA amouns to PhP95.9 million [ Loan 7,658,793,417, 74.8
with PhP52.6million owed to LGUs while | mini-hydro 1,612,699,445 15.7
that for OGA amounts t&®hR13.2 million.
A total of PhP76.6 million was already paid Dendro Therma, HhRbeReT =
by PSALM to theLGUs (PhP49.4 million) [ House wiring 7,719,416 0.1
and OGAs (PhP27.1 million) as of 31 TOTAL |
March 2010. 10,245,769,954  100.00%

Source: PSALM

F. Mandatory Rate Reduction

The grant of PhP0.30/kWh to residential customers through the Mandatory Rate
Reduction as stipulated in the EPIRA is continuously being implemented and shouldered

by NPCfor the term of the Transition Supply CorttéTSC) Re |l ati ve t o TSCO6s
to NPGsuccessor generating companid®C-SGCs) the ERC ruled, through Resolution

No. 13 Series of 200%hatthe NPCSGCs shall continue to implement the MRR until the
expiration of the term of the assigned and timmed TSCssubject to the execution of a

written instrument between NPC and/or PSALM and the MH&Cs containing the
assumption bythe NRS GC6s obl i gati on .tndhe absgmde efmemt t h
instrument, the NPC and/or PSALM shall continue tor llkea cost of implementing the

MRR.

B
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Prior to issuance of the said Resolution, on 23 September 2009, the ERC convened with
several stakeholders to address concemthearrangements for the settlement of MRR
between the DUs and PSALM was agreed th&#SALM shall be directly billed with
corresponding adjustments for any amount tB&Js have advanced for its
implementation. Further, any MRR that accrued after Closing Date and was not extended
by the NPG-SGCs, should be shouldered by PSALM. For the ansothdt theNPCG

SGCs failed to implement, DUs and PSALM shall make arrangements for MRR
payments, which may be allowed to be made in monthly installments but not to exceed
six (6) months.

The clarification was communicated through letters distributed #BLRS NPC, SGCs
and DUs.

For the periodNovember 2009 taMarch 2010, NPC has granted a total of Ph&63
Million for the MRR of which 27 percent accounts for the Luzon residential customers.
Of the same amount, residential customers of MERALCO alonedsBarpercentrom

2001 to March 2010, NPC has already incurred a cumulativecfodiP25.6%illion for

the grant of MRR.

Table20 - Monthly Amount Incurred by NPC for the Grant of MRR, November 2Bi@éch 2010

Billing REST OF TOTAL
Month MERALCO LUZON LUZON VISAYAS MINDANAO TOTAL
Nov-09 31,832,086 19,908,900 51,740,986 37,384,175 60,168,998 149,294,159
Dec09 24,530,890 7,880,404 32,411,294 37,104,752 61,082,278 130,598,323
Janl0 23,572,436 5,680,029 29,252,465 35,947,90 61,143,896 126,343,861
Feb10 16,988,494 7,383,173 24,371,667 35,584,880 57,003,485 116,960,032
Mar-10 30,078,723 7,188,075 37,266,798 32,586,053 44,935,288 114,788,139
TOTAL 127,002,628 48,040,582 175,043,210 178,607,360 284,333,944 637,984,514
Saurce: NPC

G. Lifeline Rate Subsidy Program

As of the report period, the ERC has approved modifications of lifeline level and

discountsfor Marinduque Electric Cooperative (MARELCO) and Bantayan Electric
Cooperative (BANELCO). For MARELCCResidential cusmers with consumption of
kWwh and below shall be given a Lifeline Rate Discount ofp2scentwhile those
consuming 14220 kWh shall be extended a discount gféscent All customers that are
not eligible for Lifeline Rate Discount shall bear the lifelirte subsidy of FP
0.1004/kWh.

For BANELCO,residential customers with consumption of 15 kWwh and below shall be
given a Lifeline rate discount of 3fkercentwhile those consuming 150 kWh shall be
extended a discount Of J&ercent All customers thatra not eligible for discount shall
bearthe Lifeline Rate Subsidy of PAR®751/kWh.

Pursuant to the EPIRA, the lifeline rate shall be implemented for a period of ten years,
unless extended by law.

)
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V. COMPETITION

This Section provides an update on kegaarof competition to include the operation of the
wholesale electricity spot market, preparation dpen accesand retail competition and
monitoring of compliance to Section 45 of the EPIRA. The WESM repavers major
highlights for the report periodere thereforms instituted in the overall operatiohthe spot

market, improvement in the governance and regulatory approvals that affected its operations.
On open access and retail competition, pending compliance to tkreomuigions under
Section 31the DOE closely monitored developments in the ERC preparations. In terms of
compliance to the market share, the DOE provides an analysis and some observations on the
ERC issuance and methodology.

A. Wholesale Electricity Spot Market (WESM) Implementation

At the 46 months of WESM commercial operations in Luzon, 27 registered trading teams
from 18 generating companies are directly participating in the WESM. Of these, two (2)
are from NPC, three (3) from PSALM, two (2) from First Gen Hydro, two (2) from
Aboitiz-controlled AP Renewables, while the rest are from other independent generating
companies. These companies trade about 11,743 MW of capacity from 32 registered
generating plants of different fuel resources. As for customers, there are 14 registered
menbers composed den (L0) ECs, three(3) PDUs and one (1) industrial/commercial
customer. There arfive (5) registered suppliers and are mostly affiliates of registered
generators. To datsjx (6) ECs are indirect WESM members whilene ©) ECs are
apgying for participation.

1. Highlights of Luzon Commercial Operations

For the period covering the November 2009 to April 2010 billing months, peak
demand was recorded at 7,296 MW in 23 April 2101. Average demand for the same
6-month period was highest March 2010 at 5,688IW. The demand for the billing

month of January 2010 was relatively low at an average of 402 the lowest

during the covered period. During the month, the Luzon region experienced cold
fronts, northeast monsoon and several f[mwssure areas which brought a drop in
temperatures. However, the demand levels increased by February 2010 as the effects
of the El Niflo phenomenon started manifesting.

Average energy offers rapje21- summary of Market Results

oulmted DY O g | P [ Cn | aversge [ Rreeee T 2ermee
WESM—reglstered i Month D(;e\/lrr\}s;d Offers D(i/'rr\}s; d Offers Outage
generators were higheg (Mw) (Mw) (MwW)
in November 2009 af wov2009 | 6585 7474 5141 6912 1024
6,912 MW. November | pec2009 | 6564 7195 5070 6720 1176
2009 also posted the ;2010 | 6301 6266 4902 5813 2071
lowest average capacity r, 010 | es77 6783 5435 5592 17D
on ouage for thg 6 | varz010 | 7037 6347 5683 5864 1106
month covered period a

Apr2010 | 7296 7169 5574 6079 1243

1,024 MW. Average
Source: PEMC
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energy offers were lowest in February 2010 with 5,58%. During this month,
forced and planned outages were coupled withaaliwated shutdowns. Fuel
constraints were also experienced by coal rzatdral gas plants, while hydesectric
plants had limited generation capability as water elevations in dams were very low.

The effects of the El Nifio phenomenon were evident in the decreasing percentage of
energy share from the hydebectric plants which contributed 11gdercentin
November 2009 down to 4.percentin April 2010. On the other hand, the

maintenance shutdown f o B o
Table2?2 - Metered Quantities: Energy Mix (in Percent

the Malampaya offshorg—— -

platform gas supply affecteq 2% | Hydro | Geothermal | Coal | NAUE! | DiESel ] ying
the energy ContrlbUtIO Nov 2009 11.4 8.8 30.1 46.8 2.6 0.19
from natural gas plants thdipec2o09| 9.8 8.9 308 | 485 18 | 024
generated 32.Eercent 28.7 Jan 2010 9.6 9.8 30.5 45.9 4.0 0.28
percentand 37.7 percent |n Feb 2010 8.2 8.0 42.7 32.7 8.3 0.10
February 2010 March | Mar2010 6.4 8.6 46.9 28.7 9.3 0.08
2010, and April 2010| Apr2010 | 45 75 43.1 37.7 7.0 0.15

respectively. Source: PEMC

While the hydro and natural gasapts decreased percentages in the energy mix,
shares from coal and dieselfbihsed plants have increased. Coal plants generated
over 40percentof the total energy requirements in February 2010 up to April 2010,
up from normally 30percentshare. Meanhile, contribution from diesel/cibased
plants also increased and was highest in March 2010 gbedcgnt Most of the
diesel/oitbased plants contribution was mainly due to dispatch b\NSQGP as must

run unit to augment the reserve requirements. Enesggumption during the period
was highest in April 2010 at 3,786 GWh.

Luzon energy quantity that has been sourced in therspdtet posted an average of
14 percenturing the covered period and was highest in February 2010psrd&nt
Transactions Wich were covered by bilateral contract quantities (or BCQ) and settled
outside the spot market posted an average gbe86entand ranged from 82 to 87
percent

Table23 - Metered Quantities: Energy Consumption

Billing Metered Spot Bilateral
. uantit uanti Percent uantit Percent
Customer Effective| Month ?MWh)y Q(MWhgy ?MWh)y
Buying Prices of spot

Nov 2009 | 3,575,986.76| 474,059.82 13 3,101,926.94 87

market quantities in th
WESM have been on am Dec 2009 | 3,381,576.00| 447,970.83 13 2,933,605.16 87
uptrend since the start

the coveed billing
monthsand ranged from Feb 2010 | 3,709,258.54| 678,908.20 18 3,030,350.34 82

Jan 2010 | 3,391,691.08| 464,968.76 14 2,926,722.32 86

minimum of | mar2010 | 3,496,8D.27 | 479,469.01| 14 3,017,401.26 86
PhR2,287.51/MWh IN'| Apr2010 | 3,785,877.48| 587,784.31| 16 3,198,093.17 | 84
November 2009 to a

. Source: PEMC
maximum

PhPL3,383.73/MWh in March 2010. After returning 1Qercent of the Net
Settlement Surplus to market participants the buying prices were brought down to

-
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equivaent Effective Selling Prices that ranged fronPP}089.83/MWh m November
2009 to a high of PHR2,253.53/MWh in March 2010.

. . . . Table 24 - Effecti lement Pri
Notably, increasing prices particularly able ective  Settlement - Price

PhP
during in February and Matc 2010 vere —— ( /B'\ﬂyrg)price Seliing Price
experienced with high prices coupled wil 22 ™™ | wiSurplus). | (wio Surplus),
tight supply condition.  Impacts of— 229 228751 2.089.83
congestion prices were mitigated with the—22¢290 3,656.20 3,304.74
implementation of the Price Substitutign—J212010 4,559.03 4/425.10
Mechanism for congestion, which lowergd Feb 2010 11,286.94 10,999.48
the prices on relevant trading intervals. Mar2010 13,383.73 12,253.53
Monthly effective settlement prices aife Apr2010 8,873.98 8,725.72

presented ifable24.

2. VisayasWESM

In anticipation for the launching of WESM in the Visayas, the DOE provided a policy
for the implementation of th¥isayas Supply Augmentation Auction (¥8) asan
interim measure to support in the problematic elegower supply in the Visayas

grid while awaiting thefull operation of new generation plants and also to further
preparations for the eventual commencement of the commercial operation of the
WESM in the areaHowever, the ERC decision on the applicatibed by PEMC for

the approval of the Pricing and Cost Recovery Methodology and the Structure Level
of Administration Fee$or the VSAA wagdifferent from what wasriginally applied

by PEMC. The ERC required the use of WESM Market Dispatgitifization Model
(MDOM) which isbased on fundamentally different rules and proceddies.ERC
decision likewisemadethe VSAA program a mechanism for procurement by the NPC
of power supply to serve its trsition supply contracts as well as the deficit caused by
other generators or independent power producers.

To immediately address this conceREMC on 01 October 2009, filed a motion for
reconsideration with ERC seeking for approval of the methodolsgypraginally
applied for. While waiting for the approval of the motion, PEK&ve continuedks
internal readiness activities and coordination with the Visayas System Operator in
preparation for the implementation of the VSAA.

With the introduction of theVSAA, there have been some discussions on the
possibility of extending or implementing the same program in the Mindanao given
also the scarcity of power supply in the region. Currently, however, this is still being
discussed and further conceptualizataam be done depending on the results of the
implementation of the VSAA.

Meanwhile, the DOE jointly with the PEMC conducted a series of meetings with the
Visayaso electric power 1 ndus-i2 3010pTae t i ci p
objective of thesai d meeti ngs was to determine t
WESM compliance covering network and metering service providers, distribution
utilities/electric cooperatives and power generators. The group presented the-WESM
Visayas requirement checklistyestionnaire and work plan to all participants for their
compliance. To date, the DOE and PEMC are continuously consolidating and

]
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monitoring the submission and compliance of the various participants to the incoming
commercial operation of WESM in the Vises/grid.

3. Reserve Market

Section 30 of the EPIRA provides for the implementation of the WESM Reserve
Market and the formulation and approval of the pricing and cost recovery
methodology for reserves in the WESM. PEMC has formulated the pricing and cost
recovery methodology to be applied for the trading of reserves in the WESM.
Application for approval of the methodology was filed for approval by and is
currently pending consideration by the ERC. Public hearings have been completed
and ERC has requiredlsmission of additional requirements.

With the additional requirements which will take time and resources to implement,
PEMC filed a motion with the ERC to allow phasedimplementation of the
operations of the trading of reserves. This is still pendesglution by the ERC. In
July and August 2009, PEMC conducted Reserve Market trainings for trading
participants as part of the Phasedmplementation plan.

4. Approval of the level of the market fees for the WESM

The market transaction fees are assessagenerators trading in the WESM to defray
the costs of operating and administering the WESM. PEMC formulated and submitted
an application with the ERC for approval the WESM Market Fee Setting Rules.
Pursuant tahe ERC Orderthe PEMC implemented thadreased market fee rate of
PhP0.0169/kWHho cover the 2009 program for the MMS Migration. However, on 10
March 2010, the ERC issued an Order approving an interim marketateeof
PhP0.0084/kWhfor 201Q Accordingly, as it may impact the entire WESM
opestions, PEMC, on 16 April 2010, filed an urgentpmatte motion to hold in
abeyance the effectivity of the said Order. In its motion, PEMC assertethé¢hat
reduced market feesill cause them failure to pagn its TransCo loan obligations,
terminaton of the preparatory activities for the WESM Visayasmmercial
operationsand paralyzeits operations resulting to an even serious failure to ffutil
mandates under the EPIRAs of the report period, PEMC is still waiting for ERC
action on the said p#&on.

5. WESM Governance

Following its reconstitution in June 200Bhilippine Electricity Market Corporation
(PEMC) Board of Directors of (PEM Board) focused its efforts in improving the
market operations through review of the functions and composifidgheovarious
governance committees and units, and the conduct of operational, technical and legal
audit by independent officers. In this regard, the PEM Board has likewise created the
necessary support committees in addition to the regular committessisbthem in
undertaking the review of various issues which has to be addressed prior to the tender
to an independent market operator and the launching of WESM in the Visayas.
Particularly for the improvement of the various PEM Committees, the PEM Board

B
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created the Board Selection Committee (BSC) to assist it in the selection of qualified
members of the PEM Committees and other Board Committees.

One of the significant developments in the WESM governance was the conduct of
Independent Operational Audif the Systems and Procedures on Market Operations.
The audit, which was conducted under the supervision of the DOE, aims to review
and assess the processes of the market management systems, market models,
software, billing and settlement system, emandtiog the submission of generation
offers/bids up to the dispatching, and publication of market information under the
WESM Rules for the period June 2003uly 2009.

The said audit was conducted by an independent auditor, Deloitte Australia, a member
of Deloitte Touche Tohmatsu, servicing clients in the areas of audit, assurance and
advisory, taxation, corporate finance and consulting. Deloitte worked with its local
partner Deloitte PhilippineManabat Delgado Amper and Co., and Intelligent Energy
Systens Pty Ltd (IES), an Australian company that provides advisory services and
software solutions to organization in energy markets.

Part o f the auditds objectives is to co
relation to the audits of the Price SubstdatiMethodology (PSM) as per ERC Order

dated 10 August 2009, and the Net Settlement Surplus (NSS) systems and processes
as per ERC Rules for the Distribution of NSS dated 23 February 2009. In compliance

to the ERC requirements, the final audit report on P&M NSS was directly

provided to the ERC by Deloitte Touche Tohmatsu/Intelligent Energy Systems, as
directed by the PAC, per its letter of endorsement dated 14 April 2010. Particularly,

the submitted audit report covers the compliance assessment andarsoftw
certification for the NSS and PSM.

The final report on the overall result of the market operations audit will be finalized
within the 2nd quarter of 2010. The audit report will cover the compliance
assessment, software certification and broad ideatibn of areas to achieve better
international practice.

Furthermore, on 15 January 2010, the chairman of the PEM Board created a technical
working group (TWG) composed of the DOE and PEMC officials to assist the PEM
Board in the conduct of study onetimatters relating to Market Management System
(MMS). The TWG is currently studying on the MMS migration and enhancement as
well as negotiating vendors for the MMS project.

Likewise, the DOE jointly with PEMC facilitates technical assistance project on
formulation of the structure and mechanism for the selection and appointment of the
Independent Market Operator (IMO). The said project would assist DOE and PEMC
to undertake necessary tasks for the selection and appointment of the IMO in 2010.

.
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6. ElecticCooper ati vebds Participation in t

To date, there are 10 ECs who are direct WESM members, 7 indirect members, while
7 are intending to be members. Among the 43 ECs in Luzon, 19 ar&/B&M
members.

The ECsinability to provide for the prudentiakquirements remains to be one of the
major factors that prevemheir participation in the WESM. In view that the Default
Wholesale Supply Arrangement will be terminated by the Db& PEMC and the

Local Government Unit Guarantee Corporation (LGUGC) aiszudsng for a
possible agreement withGUGC providing guarantee arrangements to support the
prudential requirements of ECs in the WESM. The LGUGC is a private financial
credit guarantee institution with primary goal to make private financial resources
available to creditworthy local government units (LGUSs) through its credit guarantee.
LGUGCO s credit enhancement facilitates
development projects in the capital market. LGUGC extended its guarantee services
to water ditricts, ECg state universities and colleges, and renewable energy
technology projects. Draft guidelines with regards to the PEMC and LGUGC
agreements have already been formulated and are currently undergoing review by
both parties.

B. Open Access and ReibCompetition

As of April 2010, the government was able to comply with the fourtkcpnelition for

the implementation of open access and retail competition, i.e., privatization of 70 percent
of NPC generating assets in Luzon and Visayas, which is no@l.8 percent as
discussed in Section-A. The fifth and lastpre-condition is also expected to be
completed soan

Meanwhile, the DOE is continuously monitoring thetition on the interim open access
filed by the Philippine Independent Power Produckssociation (PIPPA) before the
ERCdue to some policy concerns. Following are the updates on the said petition:

1 On 22 February 201Ghe ERC has issued an Order thiatDecisiondated10
November 2008 and Order dated 14 November 2009 on ERC Case 860280
RC have long become final and executionary and may no longer be disturbed. Th
said Order was in response to tBemCalaca Power CorporationSCPQ
APetiti on f filed5 Febrbaey 201@ seeking perdnission to intervene
in the proceedigs in the said case and praying for a oney€Br extension in the
implementation of the Power Supply Option Program (PSOR9. ERC denied
SCPCO0s petition for | ack of merit. [ n
the ERCOs Rul @wcedufeswheraitperiits the filing df petitions
for intervention not less than five (5) days prior to the time the proceeding is
called for hearing or for good cause shown. In the case of SCPC petition, the
period to intervene had long lapsed theref@ey intervention was no longer
legally permissible.

s
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1 On 25 January 2010, the ERC issued Resolution No. 1, Series of 2010 to adopt the
Rules for the PSOP. The main objectives of the rules are to provide the regulatory
framework for the implementation ¢fie PSOP; and to ensure that the effective
implementation of the PSOP will provide additional choice of supply to qualified
customers. The said rules will apply to the following:

Power Supply Optionr®gram Customers;

Retail Electricity Suppliers;

Eligible Distribution Ultilties;

Generation Companies or Affiliates;

National Grid Corporation of the Philippines;
Independent Power Producers (IPP) Administrators;
Market Operator;and

Other relevant industry participants.

N~ WNE

C. Market Power Monitoring

Monitoring of market power in the electric power industry is pursuant primarily to Section 45 (a)
of the EPIRA which provides that nrFigurel - Market Share of Generating Companies, Nati
company or related group can owl Grid
operate or control not more than 3vu _
percent of the installed generating 2,”;‘?;2'?4%30&'“3' #¥others, 5%
capacity of a grid and/@®5 percent of  kepcepc, 22
the national installed generating
capacity. The  implementing
guidelines for this provision is Migfj
embodied in the ERC Resolution No. =
26, series of 2005, entitled 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 guidelines, the ERC shall adjust the etstgénerating 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
Figure2 - Market Share of Generating Companies, Luza capac_lty of the power plants as

submittedby the generation companies

and other entities that are required by

SEMCalaca, 5% others, 5% the ERC to submit reports.
| | PSALM, 199 .

Pursuant to the abovementioned
guidelines, the ERC issudgesolution
No. 4, Series of 2010 issued on 10
March 2010 andvhich provides for the
capacity limitatios that will be
Lopez  €ffective until March 2011. In the said
Group,20%  Resolution, the ERCruled that no

generation company, nor any other
Aboitiz, 15% entity has violated the market share
limitations per Grid and National Grid

for the year 2010.
21

P

PSALM, 23%

PC, 9%

Lopez

Aboitiz, 14% Group, 17%

NPC, 3%
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Significant changes in the ownerslupgenerating capacity in country were noted during
the period in review as brought by the success in the privatization efforts. A new player in
the power industry, San Miguel Energy Corporation (SMEC), now has largest capacity
portfolio to include the 620AW Limay Combined Cycle Power Plantnd the
administration for the contract for energy output of the 1-J000 Sual coalfired power

plant, 345MW San Roque muklpurpose hydro plant and the 1,294 MW llijjan natural
gas power plant-or the Luzon grid, SME now holds 28.1 percent while for the national
grid, its share is estimated to be around 21.4 percent.

Another significant group of players are the Lopez group of companies with its
subsidiari es/ af 112 MWV RantamrigaMasivayhyd® poiwer plants o f

in Luzon andhe 305MW PalinpinorTongonan geothermal power plants in theayas.
Based on the control of the power plants,
and 21 percent in the Visayas. However, a major concern is theofcabefied Leyte
geothermal power plants owned by the Energy Development Corpof@ai), a Lopez

group subsidiary, which arender contracts with NPC. In terms of market share, the
capacity of such plants are credited to NP@rsuant to the ERC guideés which says

that in the case of NPC and its Independent Power Producers (IPPs), it is the control and
not the OW.nerShlp of .the powelgigure?;- Market Share of Generating Companies, Visayas
plants which determines whc
should be credited with the total Others, 8%
capacity under contract. Thus, as 79,
NPC actually controls he

guantity (dispatch level)
generated from the subject power
plants and the price of electriCityanoitz,
offered to the market, NPC will

be credited the contracted
capacity while the remaining
capacity not under contract will Grtﬁﬁ?ﬁlll
be credited to the owner of the

plart or the entity exercising control over such remaining capacity. However, with EDC
being both the operator and steam supplier for the Unified Leyte plants, it has an inherent
andprominent control of theaidpower plantsAlthough the abity to set prics lies with

NPC, with WESM not yet in placed in théisayas, NPC has no ability to set the prices

for these power plants. It should be noted that NPC to date remains heavily regulated.

SALM, 429

NPC, 3%

Aboitiz grouplikewise gained competitive edge in the three gridéhvits acquisition of

the 747MW Tiwi-Makbangeothermal plant860-MW Magatand 175MW Ambuklac

Binga hydro plants 100MW PB 117 andlOO-MW PB 118 and the administration of

NPC contract in thez64MW Pagbilao coafired power plant With this portfolio,
Aboitiz groupb6bs mar ket share is estimated
Visayas, 15 percent in Mindanao and 14 percent for the national grid.

In the Visayas, Salcon group of companies increased its share to 17.6 percent with its
acquisition of the Panay and Bohol Diesel Power Plants

In the light of recent developments in privatization, the DOE noted that the crediting of
capacities pursuant to ERC Resolution 4 Series of 2010 need to be updated to wit:
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1 Capacity not covered by NPC contrémt Bakun, Casecnan, San Roque, Pagbilao and
Sual are credited to NRIPP. Note that the turaver of the control and management
of these contracts are earlier thae ERC issuance of Resolution 4;

1 Capacity of620MW Limay credited to NPAGPP butwas ateady turneebver to
SMEC last 18 January 2010

1 PalinpinonTongonan  power
plants are credited to NPC but
are already owned by Grﬁfé%
GreenCore Energy, a wholly
owned subsidiary of First
Luzon Geothermal Energy
Corporation, which is wholly
owned by the EDC.Turn-over
date was 23 October 200&nd

1 Naga Land based gas turbine
credited to NPC but are now NPC, 56%
owned by SPGnd was turned
over last 29 January 2010

Figure4 - Market Share of Generating Companies, Mindana

Aboitiz, 15% Others, 1%

PSALM, 279

The determination of market share should not be confined only to control but should
consider operation and owrship as provided under Section 45 (a) of the EPIRA.
Further, how control of the pladsnstalled capacity credited to an entity should be
further examined given the unique arrangement of some of the ,pantited above in

the case of Unified Leyte

The market share is a measure whether the industry is dominated by a few large firms
which are now the case in the Philippine electric power industry although ES8RA
limitations have not been breached to date pursuant to ERC Resolution 4. However, a
more concentrated ownership structure is likely to be susceptible to the exercise of market
power hence, the nedd strengthen the competition policy, if any, and put in place
dynamic competition guideline® avert pgsible exercise of market power and@re
consumer welfare and protection.

V. POWER SUPPLY SECURITY AND RELIABILITY

This section presents the countr yyear20ower S
providing information on the available capacity, actual electricity generation arsj aate

statusof power generation, transmission and distribution proje&tsnajor highlight is a
section on the governmentodés effort to addre:
2009 and the first trimester of 2010 with the onset of theiiitd Whenomenon which affected
particularly the Luzon and Mindanao grids.

A. Capacity

The countryds install ed cap a-redtppwerpfants2 009 t
remain the dominant source with a share of 27.4 percent, closely followed bywitfuro
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a share of 21.1 percent. The capacity offiold power plant was reduced to 3,193 MW

from 3,353 MW in 2008 due to the expiration of contract with NPC of the 15 MW-Panit

an Modular Genset in Capiz and the 116 MW Subic Diesel plant in Olongapo, [Bamba
Other fuels, such as natural gas, geothermal and new RE have a share of 18.1 percent,
12.5 percent and 0.41 percent, respectively.

The installed capacity of new RE has increased due the commissioning of the 1 MW
Methane Land Fill Gas in Luzon, tf#d MW First Farmers Biomass Cogeneration and
the 8.3 MW San Carlos Bioenergy in Visayas.

Total dependable capacity was 13,319 MW, which is 85.3 percent of the total installed
capacity. The changes of the dependable capacity in three major grids weete du
derating of some power plant unigsanex 5showsdata onthe installed and dependable
capacity by source and per grid.

The data for the dependable capacity of each power plant was based on the Monthly
Operations Report submitted to the DOE and wasnter check&d with the Daily
Operation Report of the NGCP. In July 2008, the DOE conducted a survey to gather data
on power plant capacity in accordance with internationally accepted definition for the
purpose of harmonizing data being used for powernata, policy development and
implementation.

B. Electric Power Generation

Gross generation in 2009 reached 61,934 Gwh, 1.8 percent higher than 60,821 GWh in
2008. Generation from fossil fuels (oil, coal and natural gas) went up by 3.9 percent
from 40,18 GWh in 2008 to 41,744 GWh in 2009. On the other hand, generation from
renewable energy went down by 2.1 percent due to the decreased production from hydro
and geothermal energy by 0.6 percent and 3.7 percent, respectively. Energy production
from wind recorded anncreaseof 5.0 percent while solar declined by 4.0 percent.

In 2009, biomass contributed a total of 13.7 GWh from the newly built Biomass power
plant, such as, the 1 MW Land Fill Gas directly supplying MERALCO, the distribution
utility in Luzon; the 21 MW First Farmers Biomass Cogeneration, and the 8.3 MW San
Carlos Bioenergy both located in Negros grid. Ta@ex 6shows the total Philippines
2009 and 2008 comparative generation by plant type.

Natural gadired remains the dominant prodrs of electricity in Luzon grid, accounting

for 44.2 percent of the total gengom in 2009, a slight increasd# 1.6 percent compared

to 2008 level. The natural gas limitation imposed from 16 February to 12 March 2009 due
to the leak encountered in ookthe inlet gas heater of the Malampaya onshore gas plant
affected the generation of the natural-gesd plants during the period. However, this
does not affect the standing of natural gas to have the biggest share in generation since
2005. Generatiofrom coatfired power plant increased by 4.4 percent to 14,091 GWh
compared to 2008 generation. This can be attributed to decreased generation from
geothermal power plant.

=



16" Status Report on EPIRA Implementation

The share of geothermal power generation in Luzon grid declined by 5.7 percent
compared to 2008 generation. The reduction was attributed to the following: 1) shutdown
of Bacman plant (150 MW) since May 2009; 2) Tiwi geothermal plant Unit 1 (59 MW)
was out on the month of January 2009 due to low steam feed supply and some force
outageson the last quarter of 2009, 3 Tiwi geothermal plant Unit 2 (59 MW) was on
outages from September to December 2009 due to cooling tower repairs, and 4) Makban
geothermal plant Unit 4 (63.2 MW) was on annual overhauling from June to August 2009

Hydroekectric energy contributed 5,549 GWh or 12.3 percent share of the mix.

In Visayas grid, gross generation from geothermal energy was recorded at 6,199 GWh, a
decreased of 3.5 percent from the 2008 level. This was due to the outages of Leyte
Geothermal Bwer Plant (LGPP) Unit 1 (37.5 MW) on 25 February to 31 March 2009
and May to August 2009. LGPP Unit 3 (37.5 MW) experienced derated capacity due to
limited steam supply from March to April 2009. @ihsed plant compensated the
declined of generation frongeothermal plant which resulted to an increase of 12.0
percent, to 1,864, GWh in 2009.

Generation from hydroelectric plant in Mindanao declined by 4.7 percent, to 4,196, GWh
in 2009. The sustained fault in Abaggus 2 138 KV line isolated the Agus 1 (BOW)

and Agus 2 Unit 1 (60 MW) to the grid on the month of January 2009. Also, some units
of hydroelectric plant experienced forced outages, such as, Agus 5 Unit 4 (53.7 MW)
from July to August 2009, Pulangi 4 Unit 1 (85 MW) and Unit 3 (85 MW) in May 2009
and November 2009, respectively. Generation fromb@#ed plants compensated the
decrease generation from hydro with energy production recorded at 4,196 GWh or 20.1
percent of the mix

Gross generation of NPC and NP plants declined in 2009 comparedits 2008

level. With the turnegbver of NPC plants 747.5 MW TivwMakban to AP Renewables

last June 2009, 168.5 MW Panay Diesel and Bohol Diesel to SPC Power Corporation, 0.8
MW Amlan HEP to ICS Renewables and the 305 MW Palinpihomgonan geothermal
power plants to Green Core Geothermal Inc., the generation from NPC plants declined by
23.5 percent from 12,743 GWh in 2008 to 9,745 GWh in 2009. Likewise, the transfer of
administration of NPAPP plants, such as the 1,294 MW Sual Goetl plant toSMEC

in October2009 and the 764 MW Pagbilao Cdméd plant to Therma Luzon Inc. in
November 2009 resulted to the declined of NP@ generation by 2.1 percent. This
development in privatization in turn increased the shares ofNNRD plants, from 32.3
percent in 2008 to 39.3 percent in 2009.

C. Electricity Sales and Consumption

The total electricity sales all over the country posted a slight increase of 3.4 percent from
49,206 GWh in 2008 to 50,868 GWh in 2009. These comprised salesPibiyg at
33,853GWh or 66.6 percent and sales frat€s Nonutilities and Other Services at
11,768 GWh or 23.14 percent, 4,935 GWh or 9.7 percent and 311 GWh or 0.61 percent,
respectively. Total sales accounted for 50,868 GWh or 82.1 percent of total consumption.
AOwused of p o we DUspwhsapaggesl at88/2 GWh or 5.69 percent, while

=
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losses from generator, transmission and distribution accounted for 7,542 GWh or 12.18
percent of the total consumptiéigurebs.

On a pergrid basis, VisayasFigures - Electricity Sales by Type of Utility
recorded the highest growth in
electricity sales at 6.3 percent, sysemLoss - ~
Luzon at 3.40 percent and  12%
Mindanao at 1.1 percent.

1. Industrial Sector

Electricity sales to the Other Services
industrial sector comprise 0%
33.6 percent or 17,084

GWh to total electrity sales, a measly 0.31 percent higher than 17,031 GWh in 2008.
Electricity sold to the industrial sector in Luzon registered a low growth of 1.93
percent, while significant increase was observed in the Visayas grid with 6.0 percent.
On the other hand, Mdanao grid which was affected by the recent economic crisis
plunged to negative 10.2 percent.

Reflecting the impact of

external shocks on economiFioure6 - Electridty Sales by Customer Type
growth, a negligible increase
in the electricity sales were
attributed immensely to the
substantial weaning of the  sysem
manufacturing and beverages -5
industries. The effect of the
global financial CriSIS  ownuse
affected the performance of ©%

electrical equipment Oers
manufacturing, such

indicators as  industrial

output growth rate fell substantially. Likewise, for new produotgput growth is
declining and import as well as export volume plummeted. Most of the manufacturing
company industries did not expand. This may be attributed to business losses which
were increasing industry wide and declining profit margins. In additizajority of

the industry have reduced their loads which resulted in repressed electricity sales,
although 2009 posted minimal increment in the latter part as compared to 2008 data
Figure®.

Residential
28%

Commercia
24%

Industrial
28%

2. Residential Sector

Electricity sales to the residential sector resulted to 17,504 GWh or 34.4 percent of the
total electricity sales. Such sales increased by 5.16 percent from 16,644 GWh in 2008.
Specifically, Luzon grid posted 4.6 percent increase, from 12,236 GWh int8008
12,801 GWh in 2009.
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Meanwhile, the twin devastation brought by typhoons Ondoy and Pepeng in the
country during the last quarter of the year also decelerated the growth of electricity
sales in the Capital and Central part of the Luzon grid. Signifitecreases in
electricity sales were observed in the Visayas and Mindanao grid with 4.82 and 7.34
percent growth, respectively. With the effect of global financial crisis to the industrial
sector, electricity sales to residential customers are agairtofheconsumer of
electricity in total Philippines compared to year 2007 and 2008 were the industrial
sector leads in terms of electricity consumption.

The main drag for the growth observed in the residential sector was attributed to the
slight increased iuization of electricity for household activities such as food
preparation, recreation and use of cooling system during summer months.

Meanwhile, on the expenditure side, the insipid growth in Personal Consumption
Expenditure (PCE) as consumer spendiocgkerated slightly in the fourth quarter of
2009 caralso be correlated to the conservative expansion of the electricity sales in the
residential sector.

Notwithstanding the severe impact of the global economic contraction and global
financial uncertaities on the domestic economy, the demand for services of our
OFWs continued to increase as their deployment growth contributed to the huge
growth of Net Factor Income from Abroad (NFIA). The continued inflow of
remittances of t he ceoeudnasticallydcontrilDtedMe the n 2 0
consumer spending power on basic commodities and necessities such as electricity,
water, food, clothing, transport and communication.

3. Commercial Sector

Commercial sector posted an increase dfpkrcent. For the pasix years, average
annual growth rate of electricity sales to the commercial sector recorded at 4.9 percent
as compared to residesitiand industrial sectors at 2@ercent and 2.00 percent,
respectively. Electricity sales to the commercial sector in 2008ased by 3.76
percent in Luzon, 4.82 percent in Visayas and 11.36 percent in Mindanao compared to
the previous year. Commercial sector accelerated slightly since the services sector still
the lead contributor to Gross Domestic Product (GDP).

One of he maj or contributors to the sector
recreational services, which include laundry services, spas, beauty parlors and other
related services; medical and health services; hotels and restaurants; and educational
services. Th continuing demand for such services justified the constant increases of
electricity sales to the commercial sector. This can be correlated to the expansion of
smallscale trade and retail establishments, particularly shopping malls throughout the
country

-
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4, Own Useand System Loss

Total percentage share of system losses continued to decline as it posted a 1.8 percent
drop from 7,680 GWh in 2008 to 7,-6sé2 GWh
for office and housing remained on a downtrend, regmjest doubledigit drop at
10.4 percent from 3,935 GWh in 2008 to 3,524 GWh in 2009.

The generated figures implies substantial improvement in the performance of the
utilities, partly as a result of the efforits recent years to reduce the systersses

which includesD U s losses and ransmission losses such as substation used,
transformation and other unaccounted losses. In addition, the innovative ideas
concerning the system development and the significant strides made in managing the
Ut i | i t-useweré coonsidered to be efficient enough to sustain such operation.

D. System Peak Demand

Peak demand in Luzon was recorded in 26 May at 6,928 MW brought about by hot
weather condition with a temperature reaching 36°C. This was 3.8 percent higher
compaed to the 2008 level of 6,674 MW. MERALCO, which comprised 70 percent of
the total demand in Luzon grid, posted an increase of 2.5 percent, from 4,790 MW in
2008 to 4,910 in 20009.

Table25- Comparative Demand by Grid
The high demand in Luzon was also dte
to the expansion in the operation of th GRID
existing customers in Subic Enerzome

2009 2008 Difference
(MW) | (MW) MW Percent

Development Corporation, i.e. Hanjiptuzon 6,928 6,674 254 3.8
Heavy Industries, and the entry of Texfsisayas 1,204 1,112 92 8.3
Instrument in Clark.  Likewise, the \indanao 1.220| 1,190 30 25

demand coming from  customers

h = [Total Philippines| 9,352| 8,976|  376| 4.8
classified under the Cement, Chemicafyz ot mor

Steels and other Metals industries postedource: DOE
positive growths.

Coincidental peak demand in Visayas grid was recorded at 1,241 MW, an increase of 5.5
percent compared to the 2008 level in spite of the power supply problem being
experienced particularly in Neggoand Panay. The entry of Balamban Enerzone
Corporation in January 2009 with an average demand of 26.5 MW and the increased in
the demand of Carmen Copper Corporation both located in Cebu contributes to the
positive growth of the region. In stgyid level,Cebu as the load center in the Visayas has
the highest demand of 559 MW in 20009.

Electricity demand in Mindanao grid rebound this year at 1,303 MW, posting a
significant increased of 8.3 percent from 2008 level, compared to the 3.0 percent
contractionin 2008 vs. 2007. Demand from most of s in Mindanao have positive
growth in 2009, particularly demand coming from Davao Light and Power Company,
Davao Norte Electric Cooperative, Cotabato Electric Cooperative and South Cotobato II
Electric Cooperatig.
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E. Status of Private Sector Initiated Power

Generation 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, &1 MW in the Visayas and 100.5 MW in Mindanao. Projects which are
considered indicative, meaning in tdédferent stages ofprior to financialclosureare
expected to provide around 93 MW. Details and status of these committed and

indicative projects are shown Annexes7 to Q

F. Status of Transmission Projects

In Luzon, The Concepcie@lark 230 kV Transmission Project is a project endorsed by

the Office of the President, through
Execut i ve DiecttgeAl HéEadst-
Of Department, Bureaus, Office&gencies

And Instrumentalities Of The Governme
To Support The Power Infrastructur,n
Requirements Of Clark Freeport Zone Arg

Support The Investment Of Texg

Instrument In Clark Texas Instrumen

Special Economic Zone And Baguio Cig

Economic Zong , i Septembkr 25N
2007, i n support of
to transform Clark into a competitiv
international service and logistic center X
the South Pacific Region. This project wi
energized last December 2009.
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Figure 7 & ConcepciotClark 230kV Transmissic

Visi

The San Jose Substation, located in $ase Del Monte (Bulacan), is considered a major

energy interchange facility in Luzon Grid. This substation is designed to handle 2,400
_ MegaVolt Ampere (MVA). The substation

Figure 8 - Replacement Program for San J8% - qalivers electric power to consumers in the

500 kV Power Transformer

for San

Meralco franchise area (approximigtetO
percentof Metro Manila power needs). The
Replacement Program

Jose

(O

Backbone Project. This project is part of the Panay Power Transmission Backbone

Substation 500 kV Power Transformer will
replace existing 4600 MVA transformer

banks with 4750 MVA transformer banks
plus 2250 MVA as spare. As of April 2010,
2-750 MVA transformer banks (one

temporary (TO5) and one permanent (T02))

has increased the substation capacity of San

Jose from 2400 MVA to 3300MVA.

In the Visayas, civil works, testing and
commissioning, and correction works are
ontgoing with regard to the Northefanay

on



