Republic of the Philippines
ENERGY REGULATORY COMMISSION
San Miguel Avenue, Pasig City

IN THE MATTER OF THE
APPLICATION TO CONFIRM
THE GENERATION RATE
OVER/UNDER RECOVERY
(GOUR) FOR SPECIAL
PROGRAMS COVERING
THE PERIOD MARCH 2007
TO DECEMBER 2011, AND
FOR AUTHORITY TO
RECOVER CONFIRMED
GOUR, WITH PRAYER FOR
PROVISIONAL AUTHORITY
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" NOTICE OF PUBLIC HEARING

TO ALL INTERESTED PARTIES:

Notice is hereby given that on 29 January 2016, Applicant
Manila Electric Company (MERALCO) filed an Application to
confirm the Generation Rate Over/Under Recovery (GOUR) for
special programs covering the period March 2007 to December 2011,
and for authority to recover confirmed GOUR, with prayer for
provisional authority.

- The Application alleged the following:

1. MERALCO is a private corporation existing under the
laws of the Republic of the Philippines, with principal
office located at Lopez Building, Ortigas Avenue,
Barangay Ugong, Pasig City. It may be served with notices
and other processes of this Honorable Commission at its
principal office address or through its counsel at the
address indicated herein. :
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o. Pursuant to Republic Act No. 9209, MERALCO was
- granted a legislative franchise to operate and maintain a
distribution system in the cities/municipalities of Metro
Manila, Bulacan, Cavit¢ and Rizal and certain
cities/municipalities/barangays in Batangas, Laguna,
Quezon and Pampanga and is authorized to charge all its
customers for their. electric consumption at the rates
approved by the Honorable Commission.

3. Section 25 of Republic Act No. 9136, otherwise known as
the Electric Power Industry Reform Act of 2001 (EPIRA),
allows Distribution Utilities (DUs), such as Applicant, to
charge for the supply-of electricity to its customers based
on the principle of full recovery of prudent and
reasonable economic costs incurred, which includes pass-
through charges like generation rates.

4. On o1 June 2015, the Honorable Commission rendered
separate Decisions for ERC Case No. 2011-010* and ERC
Case No. 2012-039 RC?, which both state that:

~ “[t]he Consolidated Rules pertain only to the
confirmation of pass through charges imposed upon
regular customers but not to customers under special
programs. However, there exists no rule or regulation of
the Commission precluding the confirmation of pass
through charges from special program customers. Thus,
the confirmation of pass through charges imposed on
special program customers shall not be done in the
‘instant application. This is to ensure that there is no
- Cross- sub51dy between regular and special program
customers ’3

5. In this regard, since the confirmation of the pass-through
charges involving generation costs for special program
customers (Customer Choice Program and Ecozone
customers) were excluded in the above-cited cases
previously filed by the Applicant, to ensure that there is
no cross-subsidy between regular and special program
customers, a separate filing to recover the same is in
order.

1 In the Matter of the Application to Confirm the Generation Rate Over/{Jnder Recovery
{GOUR); Transmission Over/Under Recovery (TOUR); System Léss Over/Under Recovery
(SOUR); and Lifeline Subsidy Over/Under. Recovery (LSOUR); and for Authority to
Refund/Recover Confirmed Over/Under Recoveries, with Prayer for Provisional Authority.

2 . In the Matter of the Applicaticn to Confirm the Generation Rate Over/Under Recovery
(GOUR); Transmission Over/Under Recovery (TOUR); System Loss Over/Under Recovery
(SOUR); and Lifeline Subsidy Over/Under Recovery (LSOUR) covering the period January 2011
to December 2011; and for Authority to Refund/Recover Conﬁrmed Over/Under Recoverles thh
Prayer for Provisional Authority. :
3 Decision for ERC Case No. 2011-010, pages 34 and 35; Decision for ERC Case No. 2012-
039 RC, page 18. : .
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In relation to the foregoing, it is well to note that there is
no specific Resolution rendered by the Honorable
Commission that established a systematized confirmation
process for the automatic generation cost adjustments
implemented by the Distribution Utilities (DUs) and the
true-up of approved generation charge for Special
Program Customers (Customer Choice Program and
Ecozone customers) to ensure, among other things,
appropriate recovery thereof in an. efficient and
transparent process.

Considering the above, this Application is aligned with
the provisions of ERC Resolution No. 16, Series of 2009,
issued by  the Honorable Commission, entitled, “A
Resolution Adopting the Rules Governing the Automatic
Cost Adjustment and True-Up Mechanisms and
Corresponding Confirmation Process for Distribution
Utilities” since the said Rules govern the recovery of
allowed pass-through charges of Distribution Utilities.

During the period from March 2007 to December 2011,
Applicant’s net Generation Charge Under Recovery
(GUR) for Special Programs (Customer Choice Program
and Ecozone customers) have reached a significant level
and already affected Applicant’s cash flow. Below is a
summary of said GUR for Special Programs:

GENERATION CHARGES UNDER RECOVERIES
(SPECIAL PROGRAMS)
IN PASS-THROUGH COSTS

Period Amount in
. million PhP
May 2007- 118.83
December 2010
January —December 131.83
2011 : ' :
TOTAL : 250.606

Generation charge over/under recoveries occur as a result
of the lag in the recovery of generation costs from
consumers. Basically, the rate used to compute for the
generation charge in a current billing month is based on
the generation cost incurred during the previous month.
Accordingly, when the actual allowable generation cost of
the current month is compared to the generation
recoveries in the current month, which recoveries were
computed on the basis of previous month’s cost, an over-
or under-recovery arises. '
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10.

11.

12,

13.

1'4.

The bulk of the under recovery was incurred in 2009 to
2011. This was due to the increases in the cost of power
sourced from the National Power Corporation (NPC)
mainly due to the following events:

s In January 2009, a lower GRAM refund of 4.9
centavos per kWh was implemented by NPC. The
refund has reached as high as 18.63 centavos per
kWh in 2007 and 56.11 centavos in 2008.

e In March 2009, an increase in the NPC Basic
Generation Rates was implemented by NPC.

¢ In March 2010, NPC started to implement the
Automatic Cost Adjustment of Fuel and Purchased
Power. Cost (FPPCA) and Foreign Exchange-related
Cost (FxA). '

e NPC Incremental Currency Exchange ' Rate
Adjustment (ICERA) refund ended in March 2011.

In computing the GUR for Special Programs, Applicant
followed the formula contained in Section 2, Article 4 of
ERC Resolution No. 16, Series of 2009 and determined
that net under-recoveries in generation cost is in the total
amount of PhP250,658,295.28 for the period covering
March 2007 to December 2011. The computation details
of the generation net under recovery are shown in the
ANNEX “A” to “A-2” and made integral parts hereof.

Considering the delay in the recovery of the pass-through
costs subject of the instant Application, and to ensure the
revenue-neutral position of herein Applicant, the
following appropriate carrying charges are proposed as
follows: '

Generation Carrving : :
Charge Under Lymng Total Amount

R Charge

ecovery . -l

250,058,295.28 | 64,244,445.81 | 314,902,741.09

The computation details of the carrying charge is attached
hereto as ANNEX “B” and made an integral part hereof.

In support of the computation of the carrying charge,

attached hereto as Annexes “C” and “D” and made
integral parts hereof, are the BSP 91-day T Bill series and
the calculation of interest rates, respectively.

Applicant further proposes to recover the foregoing
amounts in the following manner: -
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Principal Carrying Total Recovery
Rate/ Charge (Rate/ Period
KWh (Rate/kwh} kwWh) (in mos.)
0.0021 0.0005 0.0026 36
15:. Attached hereto as ANNEX “E” is the detailed

16.

17.

18.

WHEREFORE,

computation on how the amounts were translated into
rate per kilowatthour. "

Considering that the Generation Costs are pass-through
costs, Applicant should neither earn any revenue nor
incur losses from the imposition of the same. Thus, it is
incumbent for Applicant to refund and/or recover
whatever costs it incurred above and/or below the valid
pass-through costs.

ALLEGATIONS IN SUPPORT OF THE PRAYER
FOR PROVISIONAL AUTHORITY

The immediate issuance of a Provisional Authority in
favor of the Applicant is warranted in order to prevent
further accumulation of the generation rate wnder
recovery, as well as the corresponding carrying costs, to
the prejudice of the Applicant’s customers, and avert any
prejudice that the same will bring to the Applicant’s
customers in terms of the quality of its service.

In support of the instant Application and Applicant’s
prayer for provisional authority, attached hereto as
ANNEX “F” and made integral part hereof is the Judicial
Affidavit of MS. ARLYN I. DELA CRUZ, Specialist, Rates
and Pricing, Regulatory Management Office (RMO),
MERALCO.

PRAYER

it is respectfully prayed to this Honorable

Commission that, pending hearing of the instant Application, a
Provisional Authority BE ISSUED authorizing Applicant to collect
the following amount and charge the corresponding rate per
kilowatthour representing the under recovery for the generation
charge pass through cost, together with carrying cost: .

Principal Principal Carrying Carrying | - Total Recovery/
Amount (Rate/ Charge Charge (Rate/ Period
(PhP) "kWh) (PhP) (Rate/ kwh) (in mos)
' kwh)
250,658,295.28 0.0021 64,244,445.81 0.0005 0.0026 36
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After trial and hearing, a DECISION be rendered PERMANENTLY
APPROVING the recovery of the proposed principal and carrying
costs, their corresponding charge per kilowatt-hour and the period
of recovery.

Other relief just and equitable under the premises are likewise
prayed for.

~ The Commission has set the said Application for determination
of :compliance with the jurisdictional requirements, expository
presentation, Pre-Trial Conference, and presentation of evidence on
20 June 2016 at two o’clock in the afternoon (2:00 P.M.), at

- the ERC Hearing Room, 15t Floor, Pacific Center Building,

San Miguel Avenue, Pasig City.

L4

All persons who have an interest in the subject matter of the
proceeding may become a party by filing, at least five (5) days prior to
the initial hearing and subject to the requirements in the ERC’s Rules
of Practice and Procedure, a verified petition with the Commission
giving the docket number and title of the proceeding and stating: (1) -
the petitioner’s name and address; (2) the nature of petitioner’s
interest in the subject matter of the proceeding, and the way and
manner in which such interest is affected by the issues involved in the
proceeding; and (3) a statement of the relief desired.

All other persons who may want their views known to the
Commission with respect to the subject matter of the proceeding may
file their opposition to the Application or comment thereon at any
stage of the proceeding before the Applicant conclude the
presentation of its evidence. No particular form of opposition or
comment is required, but the document, letter or writing should
contain the name and address of such person and a concise statement
of the opposition or comment and the grounds relied upon.

All such persons who wish to have a copy of the Application
may request the Applicant, prior to the date of the initial hearing, that
they be furnished with a copy of the Application. The Applicant is
hereby directed to furnish all those making a request with copies of
the Application and its attachments, subject to reimbursement of
reasonable photocopying costs. Any such person may likewise:
examine the Application and other pertinent records filed with the
Commission during the standard office hours.

WITNESS, the Honorable Chairman JOSE VICENTE B.
SALAZAR and the Honorable Commissioners ALFREDO J. NON,
GLORIA VICTORIA C. YAP-TARUC, JOSEFINA PATRICIA -
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A. MAGPALE-ASIRIT, and GERONIMO D. STA. ANA, Energy
Regulatory Commission, this 23rd day of May 2016 in Pasig City.

ATTY. NATHAN J/ MARASIGAN
Chief of Staff
Office of the Chairman and CEO
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