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The Department of Energy (DOE) is moving forward to strengthen its advocacy work for
the vigorous implementation of Republic Act No. 9136 otherwise known as Electric Power
Industry Reform Act (EPIRA) of 2001 or EPIRA. The mandates of the law have been
acted in full scale as manifested in the performance of the coordinating agencies like
Energy Regulatory Commission (ERC), National Power Corporation (NPC), Power Sector
Assets and Liabilities Management Corporation (PSALM), Philippine Electricity Market
Corporation (PEMC), National Transmission Corporation (TransCo), and National
Electrification Administration (NEA).

As highlighted in this report, the following accomplished tasks within the report period are
reached to reflect the mandates of the law ordaining reforms in the electric power
industry.

| - PRIVATIZATION

Pursuant to Section 47 of the EPIRA, PSALM is tasked to privatize the assets of NPC as
mandated by law to manage its outstanding gargantuan liabilities, which is the primordial
consideration for the government’s decision to privatize NPC generating assets.

Likewise, key milestones for the restructuring of the electricity industry are dependent on
PSALM’s ability to successfully privatize as required in the EPIRA. Thus, Open Access
and Retail Competition can only be implemented if PSALM is able to privatize 70% of
NPC generating assets in Luzon and Visayas

A. Privatization of NPC Generating Assets

PSALM'’s latest privatization targets for the NPC plants in Luzon and the Visayas are
shown in Table No. 1. PSALM hopes to bring its level of privatization up to 45%-50%
by the end of this year.

Table No. 1: Privatization Targets for the Generation Assets (As of August 2006)

YEAR CAPACITY (MW) LEVEL OF PRIVATIZATION (%)
2007 1,951-2,168 45-50% privatized
2008 3,035-3,252 70-75% privatized
2009 4,336 100% privatized

Source: PSALM

Meanwhile, Table No. 2 shows the actual privatized power plants in Luzon and
Visayas respectively.

Table No. 2: Generation Assets Sold

Power Plant Rated Date of Bidding Winning Bid Price | Winning Bidder
Capacity (in US$ thousand)
MW

Talomo Hydro 3.5 March 25, 2004 1,370 HEDCOR

Agusan Hydro 1.6 June 4, 2004 1,528 First Gen Holdings

Barit Hydro 1.8 June 25, 2004 480 Atty. Ramon I.
Constancio

Cawayan Hydro 0.4 September 30, 2004 410 SORECO Il

Loboc Hydro 1.2 November 10, 2004 1,420 Sta. Clara Int'l.

Pantabangan- 112 September 7, 2006 129,000 First Gas

Masiway Hydropower
Corporation

Magat 360 December 14, 2006 530,000 SN Aboitiz Power
Corporation

Total 475.4 10.97% US$664,210

Source: PSALM
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Thus, the 70% privatization level to signal the open access and retail competition is
expected to happen by the end of 2008.

NPC POWER PLANTS SOLD AND FOR BIDDING

Magat Hydro Power Plant

On 18 December 2006, PSALM declared SN Aboitiz Power Corporation (SNAP) as
the highest bidder for the 360-MW Magat Hydroelectric Plant with a bid of USD530
million, besting the USD420.9-million bid of First Generation Northern Energy
Corporation. This has brought the level of privatization to about 11%. The Notice of
Award and Certificate of Effectivity, which formally makes SNAP the winning bidder,
was issued on 09 January 2007. The Magat plant was formally turned over to SNAP
on 25 April 2007.

Masinloc Coal-Fired Power Plant

The 600-MW Masinloc coal-fired power plant is scheduled to be bid out in the third
quarter of 2007. The Notice of Invitation to Bid was published in March 2007. The
deadline for submission of Letter of Interest (LOI) was on 12 April 2007. Twenty two
(22) parties, who submitted LOls, were able to comply with the documentation
requirements and avail of the bidding package. The pre-bid conference is scheduled
on 08 May 2007 and target privatization schedule will be on July 2007.

Calaca

Preparations for the third round of bidding for the 600 MW Calaca coal-fired power
plant in Batangas are on-going. It is scheduled to be privatized by the 2™ semester of
2007.

Decommissioned Power Plants

PSALM has decided to move the scheduled 30 March 2007 bidding for the
decommissioned Manila Thermal Power Plant in the last quarter of the year. The
structure of, and process for, this type of asset sale is being reviewed to ensure better
success at disposing them.

As stated earlier, the Manila Thermal plant is scheduled to be bid out in the fourth
quarter of 2007. The following is the privatization schedule of the decommissioned
plant.

Table No. 3: Decommissioned Assets Privatization, 2007-2009

YEAR CAPACITY (MW)
2007 425.00
2008 130.30
2009 904.00

TOTAL 1,459.30

Source: PSALM
B. Privatization of Transmission Assets
On 28 May 2006, PSALM launched the bid for the TransCo business via a 25-year

concession. More so, PSALM held a pre-bid conference for the TransCo privatization
last 20 November 2006 wherein three consortia were pre-qualified.
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On 5 February 2007 by the 12-noon deadline, PSALM declared a failure of the
bidding for the TransCo 25-year concession after only one investor group (Consortium
of Citadel and Terna SpA) submitted a bid.

To ensure that the public has full confidence in the integrity and transparency of the
government’s processes, the PSALM Board decided to conduct a rebid (instead of a
negotiated sale). PSALM intends to relaunch the TransCo privatization this year
without prejudice to other options on the privatization vehicle to be used based on
investors’ feedback.

C. Sale of Sub-Transmission Assets

For the period May to November 2006 to March 2007, two sale contracts were signed
amounting to PhP 80.26 Million. These were sold to llocos Sur Electric Cooperative,
Inc. (ISECO) and Bohol Il Electric Cooperative, Inc. (BOHECO II).

As of 31 March 2007, TransCo was able to sell PhP 2.02 Billion worth of sub-
transmission facilities including 300 MVA transformers to 36 distribution utilities (DUs)
when the implementation of the sub-transmission assets disposal started in January
2004. All of these contracts are subject to final ERC approval.

TransCo has in place lease purchase agreements for the financing of the purchase by
electric cooperatives (ECs) of TransCo sub-transmission assets prescribed in the
EPIRA. To date, 23 Lease Purchase Agreements have been signed with 22 ECs
amounting to about PhP1.31 Billion. TransCo is currently negotiating for the sale of
1,746 circuit kilometers of sub-transmission lines amounting to about PhP 2.36 Billion
to 32 interested DUs.

The table below shows the summary and details of sub-transmission asset disposal
(See Annex “A” for more detalils).

Table No. 4: Summary and details of sub-transmission asset disposal

Total No. of Contracts Signed = 39 Packages

» Total Length (Ckm) = 1,510.54 circuit-kilometers
» Total Transformer (MVA) =300 MVA

» Total Amount Divested (P) = P2.024 Billion

Total No. of Contracts Under Negotiation = 33 Packages

» Total Length (Ckm) = 1,746.44 circuit-kilometers

» Total Amount (Pesos) = P2.357 Billion
Source: TransCo

D. Update on Transfer of NPC-IPPs to IPPAs

PSALM was mandated under the EPIRA to competitively select and appoint qualified
independent entities called Independent Power Producer Administrators (IPPAs) to
administer and manage the contracted energy output of NPC/PSALM IPP contracts.

The WESM commenced operation in June 2006, and since then PSALM has
effectively been acting as the interim IPPA, by bidding the NPC/PSALM IPPs into the
WESM on a day-by-day basis. PSALM initially split the IPPs into four groups, and set
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up four trading teams to manage them, although this has subsequently been reduced
to three teams. The total MW capacity of the portfolios of the remaining three trading
teams has increased, but is still below the 30% of the Luzon Grid capacity threshold
established in the EPIRA.

The IPPA process laid out in the EPIRA is part of a broader plan to privatize both the
generation and transmission assets of NPC, and to bring competition into the supply
market through an ‘Open Access’ mechanism.

The World Bank through PHRD Grant Number: TF055609 has enabled the DOE to
facilitate the Technical Assistance (TA) on the Appointment of IPPAs and Energy
Trading for both PSALM and NPC. The objective of the TA laid out in the Terms of
Reference and further developed by the contract is to advise the IPPA-Technical
Working Group (IPPA-TWG) on the structure, contract terms and process for the
appointment of IPPAs. The IPPA-TWG was created by the DOE with NPC and
PSALM as members.

The selection of Consultants has been completed. The IPPA Advisor has commenced
work on 30 April 2007 and is tasked to review the three (3) options prepared, develop
alternative approaches to the privatization of PSALM/NPC-IPP contracts and make
final recommendations. PSALM intends to conduct an Investor's Forum after the
Bidding Package and Invitation to Apply for Eligibility has been issued on 9 July 2007.

E. Open Access and Retail Competition

PSALM submitted to the ERC two timeline scenarios on the privatization of at least
70% of the total capacity of NPC generating assets in Luzon and Visayas. Under the
optimistic scenario, PSALM projects that 70-75% of NPC’s generating assets in Luzon
and Visayas will be realized by end 2008. The ERC issued Resolution No. 3 Series of
2007 on 24 January 2007 indicating the timeline for retail competition and open
access in Luzon that will provide guidance to the Electric Power Industry Participants
and allow them to make strategic decisions, more particularly, to enable DUs to plan
for their future energy requirements. The ERC is constrained from issuing a definitive
timeline in view of the lack of a specific timeline from PSALM for the privatization of at
least 70% of the total capacity of the generating assets of NPC in Luzon and Visayas
and the transfer of the management and control of at least 70% of the total energy
output of power plants under contract with NPC to the IPP Administrators.

Pursuant to its mandate to promote competition, the ERC resolves to approve and

adopt the “Resolution Prescribing the Timeline for Full Retail Competition and Open

Access as follows:
+ Retail Competition and Open Access shall commence upon the privatization of
at least 70% of the total capacity of the generating assets of NPC in Luzon
and Visayas as defined therein and as set by the transfer of the management
and control of at least 70% of the total energy output of power plants under
contract with NPC to the IPPAs.

« The ERC shall conduct a public hearing in accordance with the IRR, to
determine the completion of the said pre-conditions and the vital requirements.

« Two years after the implementation of Retail Competition and Open Access,
the threshold level for the contestable market in the Luzon grid shall be
reduced to seven hundred fifty kilowatts (750 kW).

« The ERC shall gradually reduce the threshold level until it reaches the
household demand level within a period of seven years.

« The ERC shall separately determine the timetable for Retail Competition and
Open Access in the Visayas and Mindanao grid.
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Il - COMPETITION

A. Implementation of the Wholesale Electricity Spot Market (WESM)

The DOE is mandated under Section 30 of EPIRA to establish the WESM that
would facilitate a transparent, competitive and reliable market for electricity. Based
on Department Circular Number 2006-06-0008, the DOE declared the official
launching of the Wholesale Electricity Spot Market for the entire Luzon grid on
June 23, 2006. Hence, June 26, 2006 is the actual establishment of WESM
because on this date the initial commercial operation started. Currently, it has
been commercially operating for almost a year as electricity is traded and pooled
to independent suppliers who buy and sell it like commodity according to the
needs of their areas of responsibility.

Luzon Commercial Operations

The following tables present the results of the operations of the WESM for the
period from 26 September 2006 to 25 March 2007. This period coincides with the
4™ to 9™ billing or supply months in the WESM.

The energy offers presented in the table refer to the total volume offered by the
participating generators in the WESM. As shown, the volume of offers started to
decline in the 6" billing month (26 November-25 December) and were lowest
during the 7" (26 December-25 January) and 8" (26 January-25 February) billing
months. The tightening of supply can be attributed to rotating outages by large
generators, the shutdown of the Malampaya natural gas supply on 22 November
to 16 December 2006, as well as declining offers from hydro-electric plants due to
lower water levels.

During the last quarter of 2006, the demand went on a downtrend as it normally
does during this time of the year due to a slight drop in temperature and more
holidays. The demand also experienced a sharp decline after series of typhoons
caused some regions to be isolated from the system. During the 1% quarter of
2007, the demand rose steadily as temperatures started to go up.

The WESM was suspended by the ERC which resulted to system blackout. The
market was suspended from September 28 — October 2, 2006.

Table No. 5: Market Offers and Demand

Month Sep 26 Oct 26 Nov 26 Dec 26 Jan 26 Feb
—Oct 25 — Nov — Dec —Jan —Feb 26 -
(4™) 25 25 25 25 Mar
(5th) (Gth) (7th) (8th) 25
(")
Energy Offers, MW
Highest 7,005 7,131 6,758 6,102 6,118 6,794
Lowest 4,437 3,994 4,106 4,153 4,478 3,950
Demand, MW
Highest 5,895 5,894 5,869 5,739 6,021 6,108
Lowest 3,298 3,265 2,617 2,538 2,901 3,525

Source: PEMC
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sector situation, policies, plans and programs of the government and investment
opportunities and clear process to enter in the electric power industry.

A. 2006 Power Situation
Installed Capacity

Total installed capacity in the country as of end-2006 stood at 15, 803 MW, higher
by 1.18 percent from the previous year’'s capacity of 15,619 MW. The increase
was attributed to the commissioning of the 210-MW Mindanao Coal by State
Power Corporation in September (110 MW) and December (110 MW) 2006.

As of end-2006, coal-fired plant remains to be the dominant type of power plant in
the country. Installed capacity of coal-fired power plants accounted for 26.4
percent of the total generating capacities in the country or 4,177 MW. Most of
these power plants are located in Luzon equivalent to 31.2 percent of the total
installed capacity in Luzon. While in Visayas and Mindanao coal accounted for
11.0 percent of their installed capacity. Oil-based power plants comprise 22.7
percent of the capacity mix.

In terms of indigenous energy resources, hydroelectric power has the highest
contribution with a share of 20.6 percent to total capacity. Among the three grids,
Mindanao grid has the highest share of hydropower resources at 52.3 percent of
its capacity mix. Natural gas accounted for 17.5 percent of the total capacity mix
and 229 percent among the Luzon-based power generating facilities.
Geothermal which is dominant in the Visayas contributes 12.5 percent or
1,978MW of the capacity mix. While wind power and solar power was able to
contribute 0.2 percent in the mix.

Dependable Capacity

The dependable capacity is the maximum output that a power plant can provide
under adverse conditions for a specified period of time. The original capability of
the power plants were reduced taking into consideration the age and wear and
tear of the plant. In the case of hydroelectric power plants, its operational
capability is highly dependent on the availability of water, thus dependable
capacity is high during rainy season and low during dry season. Out of the 15,803
MW installed capacity, 13,639 MW or 86 percent of the corresponding installed
capacity reported.

Table No. 10: EXISTING CAPACITY, in MW

PLANT INSTALLED| % SHARE |[DEPENDABLH % SHARE
Coal 4177 26.4 3.638 26.7
Diesel 1.997 12.6 1.549 114
Natural Gas 2.763 17.59 2.703 19.8
Gas Turbine 955 6.0 680 5.0
Geothermal 1.978 12.5 1.684 12.3
Hydro 3.257 20.6 2.726 20.0
Qil Thermal 650 4.1 650 4.8
Wind 25 0.2 9 0.1
Solar 1 0.0 1 0.0
TOTAL 15,803 100.0 13.639 100.0

Source: DOE (As of December 2006)

n
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Figure No. 1: Power Generation
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Source: DOE

Total Philippine electricity generation in 2006 was 56,782 gigawatt-hours (GWh),
only 0.4 percent increased from 2005 generation. Natural gas-fired power plant is
now the dominant fuel starting in 2005 replacing coal which used to be the main
fuel until 2004. Natural gas-fired power plant generated 16,366 GWh or about 29
percent of the total electricity generation. However, this is lower by 2.9 percent
from the 2005 generation of 16,861 GWh due to the 25 days maintenance
scheduled of Malampaya Gas-to-Power project from November 22 to December
14, 2006 which resulted in the interruption of natural gas supply to llijan, Sta Rita
and San Lorenzo power plants.

Meanwhile, coal accounted for 27 percent of the generation mix at 15,294 GWh.
Although electricity generation from coal in Luzon decreased by 3.8 percent due
to maintenance outages of Sual Unit 1 and 2, overall, generation from coal-fired
power plant increased by 0.2 percent which is attributed to the commercial
operation of 210 MW Mindanao coal power plant by Steag on September 2006.

Generation from Geothermal rose to 10,465 GWh in 2006 from 9,902 GWh in
2005, which accounted for 18.4 percent of the total generation mix. The loss in the
natural gas generation was replaced by hydropower generation, thus significant
increase was observed in hydropower generation which went up by 18.5 percent
from 8,387 GWh in 2005 to 9,938 GWh in 2006.

Electricity generation from oil-based power plants dwindled by 24.1 percent, from
6,141 GWh in 2005 to 4,664 GWh in 2006 due to the ongoing program of NPC to
limit the utilization of oil-fired power plant because of high oil price.

The share of renewable energy sources such us wind and solar in the generation
mix was merely 0.1 percent. However, its generation in 2006 (55 GWh) was
187.6 percent higher than the 2005 generation of 19 GWh. Generation from
Northwind was given preferential dispatch during the time that the natural gas-
fired power plants were not available.

Electricity generation from NPC-owned power plants and NPC-IPP totaled 40,470

gigawatt-hours, an increased of 1.13 percent from previous year and accounted
for 71.3 percent of the total electricity generation.

12
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Electricity Sales

Total sales all over the country slightly grew by 1.14 percent from 45,159 GWh in
2005 to 45,672 GWh in 2006 as shown in Table No. 11.

Table No. 11: Electricity Sales, in GWh

2006 2005 % Change
Residential 15.830 16.031 (1.25)
Commercial 12,679 12,245 3.54
Industrial 15,888 15,705 117
Others 1275 1177 827
Total Sales 45.672 45,159 1.14

Source: DOE

Residential sector posted a negative growth of 1.25 percent due to continued
increase in the electricity rate. Consumers practiced electricity conservation in
their households to minimize consumption. On the other hand, substantial
increases were observed in the commercial and industrial sectors at 3.54 and
1.17 percent, respectively due to increase in the number of commercial
establishments and small-scale industries. Meanwhile, “others” which include
public buildings and streetlights, among those not elsewhere classified, rose by
8.27 percent to 1,275 GWh from 1,177 GWh in 2005.

Peak Demand

The country’s highest demand was recorded at 8, 760 MW, 1.5 percent higher
than the 2005 peak demand of 8,629 MW. On a per grid basis, Luzon was slightly
higher by a meager 0.4 percent at 6,466 MW, while Visayas and Mindanao were
up by 2.8 percent at 1,066 MW and 6.9 percent at 1,228 MW, respectively.

Peak in Luzon usually occurs in the month of May when the demand for cooling
system is high while in Visayas and Mindanao peak demand usually happens in
December contributed by the electricity-using Christmas decorations and

celebration.
Table No. 12:PEAK DEMAND, in MW
GRID 2006 2005 1% CHANGE
LUZON 6.46 6.44 0.4
VISAYAS* 1.06 1.03 2.8
MINDANAO 1,22 1.14 6.9
PHILIPPINES 8.760 8.629 1.5

*Including demand of PECO
Source: DOE

Peak demand for the past five (5) years was continuously increasing at an annual

average rate of 3.2 percent. However the rate of increase per year was
decreasing.

1
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Table No. 13: PEAK DEMAND

GRID 2002 2003 2004 2005 2006
LUZON 5,823 6,149 6,323 6,443 6,466
VISAYAS* 903 995 1,025 1,037 1,066
MINDANAO 995 1,131 1177 1,149 1,228
PHILIPPINES 7.721 8.275 8.525 8.629 8.760
*Including demand of PECO
Table No. 14:PEAK DEMAND GROWTH RATES, in Percent
Growth Rates 2002 2003 2004 2005 2006
LUZON 0.00 2.69 1.90 U.56
VISAYAS* 10.19 3.02 1.17 2.80
WHINDANAG 1367 467 (2-38) 6-88
PHILIPPINES 7.18 3.02 1.22 1.52
Source: DOE

System Losses

Total percentage share of losses decreased by 2.6 percent from 11,408 GWh in
2005 to 11,112 GWh in 2006. This includes the utilities own-use power for office
and housing which went down by 7.9 percent. On the contrary, aggregate
distribution losses slightly increased by 1.0 percent from 6,817 GWh to 6,885
GWh which can be attributed to the damaged distribution lines due to typhoon
which hit some part of the country in 2006.

Table No. 15: System Loss

2006 2005 % Change
Generation 56.784 56.568 0.4
Sales 45672 45,159 1.1
Losses 11.112 11.408 (2.6)
Own -Use 4,227 4,591 (7.9)
Power Losses 6.885 6.817 1.0
System Losses, % 12.1 12.1 0.1

Source: DOE
Transmission

In 2006, two Transmission Line Projects were completed, namely, San Roque
Associated Transmission Line Project and Substation; and Panay-Boracay 69 kV
Interconnection Project. The former project is to transport power from San Roque
Hydro Plant to San Manuel Substation. This project involves the construction of
approximately 10 km, 230 kV, 2 x 795 MCM ACSR steel tower, double circuit
transmission line. The latter project is an additional submarine cable with higher
capacity to link Boracay to Panay lIsland. This project is Phase 1 of the Small
Island Submarine Interconnection Development (SISID) Project. It is also
considered as the initial groundwork of the Boracay-Tablas-Romblon-
Interconnection Project, another phase of the SISID Program.

In addition, the Batangas S/S (Upgrade) component of the Batangas
Transmission Reinforcement Projects was also completed in May 2006.

Distribution
The reliability and efficient supply of electricity to the end consumers depends
partly on the performance of the distribution utilities (DUs) including the ECs. As

indicated in EPIRA, the DUs are required to submit a five-year distribution
development plan indicating their energy requirement and corresponding

1
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infrastructure and investment requirement to ensure reliability of power services in
their franchise area. The DOE is mandated to consolidate these plans to be
integrated in the overall Power Development Plan and Philippine Energy Plan.
The DOE has completed the consolidation of the 2006-2014 Distribution
Development Plan, in cooperation of and coordination with the private DUs and
ECs, through NEA.

NEA, in fulfilment of its mandates under EPIRA particularly to strengthen the
technical capability and financial viability of ECs, has undertaken the following:

Integrated Strategic Planning Seminar-Workshops

For 2006, NEA was able to finalize the ICPM/summary of funding and material
requirements and infrastructure projects for 114 ECs (2006-2010).

For the Updated EC 5-year Plan (2007-2011), NEA initiated the conduct of
Integrated Strategic Planning Consultation-Workshops for ECs at Regions IX-XII,
CARAGA and ARMM, which intends to aid the ECs prepare a synchronized long-
term plan that contains all the programs and projects as required by DOE, NEA
and other monitoring agencies. This completes the conduct of the series of ICPM
workshops for all ECs.

System Loss Segregation

In preparation for the Performance-Based Regulation of the DUs, one hundred
fourteen (114) ECs were provided assistance in developing their system data for
the segregation of system loss as required by ERC.

Reduction of Loan Interest Rates from 12% to 10%

NEA'’s interest rate was reduced from 12% to 10% to provide the ECs with a fair
and reasonable loan pricing, competitive with other financial institutions. Loans in
the total amount of P451 M were released to different ECs for the given period
through NEA'’s various financial programs.

Strengthened Institutional Cooperativism

The NEA-ECs combined efforts earned commendation from no less than
President Gloria Macapagal-Arroyo herself and also from the DOE, for
demonstrating the true meaning of cooperativism through Task Force Kapatid. It
was mobilized composing of about 253 NEA and EC engineers and linemen, for
the speedy rehabilitation of damaged lines and immediate resumption of electric
service at the affected areas brought about by subsequent typhoons that hit the
country in 2006.

Meanwhile, the DOE, in coordination with NEA, has introduced the Investment
Management Contract (IMC) Program for ECs through Department Circular No.2004-06-
007 to encourage private sector participation in the management and operation of the
ECs. Through the IMC, ECs will receive capital infusion and management expertise from
the private sector to facilitate the ECs technical and financial turnaround.

In 2006, the Castalia Strategic Advisors, transaction advisor for the IMC, facilitated the
signing of IMC transactions for two ECs namely: (1) a 15 year contract between
Camarines Sur IV Electric Cooperative, Inc. (CASURECO IV) and Salcon Power
Corporation; and (2) a 10 year contract between Pampanga Ill Electric Cooperative, Inc.
(PELCO Ill) and Asiaphil Management Resources, Inc. (AMRI).

15
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These contracts represent a total of PhP63.19 million and PhP130.0 million investments
for CASURECO |V and PELCO Ill, respectively.

The Salcon Power Corporation, through its Management Team, assumed management
and operation of CASURECO IV on 07 December 2006 and subsequently deposited to
the account of CASURECO |V an initial investment amount of PhP5.5 million and an
advance quarterly lease payment of PhP2.2 million. However, there is an on-going
discussion on the implementation of the IMC in CASURECO V.

On the other hand, the actual implementation of the IMC of PELCO III started on 01 April
2007. AMRI reported that since its implementation, AMRI has infused to PELCO Il an
estimated amount of PhP15.0 million in the form of meters/boxes wires, substation
equipment, and pre-operating expenditures.

B. Capacity Assurance

As part of its mandate to ensure adequate, efficient, and reliable supply of electricity
in the country that supports the economic development and stability of the country,
the DOE, in collaboration with its attached agencies, continues to develop
contingency measures to address any potential shortfall on the supply of electricity to
the end-users.

With assistance from the World Bank, the Department is currently implementing
various TAs through the PHRD Grant TF 055609: Preparation of Private Sector
Development Support/Guarantee for Power Reform. Relative to this, a TA on the
Design of Default Mechanism to Ensure Sufficient Reserve Capacity was undertaken
and was completed on 31 May 2007. The main objective of this TA is to develop
market refinements or mechanism that ensures efficient capacity to provide and
maintain a minimum reserve margins. The contingency plan to ensure reserve
capacity and the long term capacity assurance and energy contracts mechanism is
currently in place.

Thus, in fulfillment of the EPIRA, such plan for emergency solutions should be
implemented so that the attainment of generation capacity assurance is intensified.

IV-TOTAL ELECTRIFICATION

Consistent with the declared policy of the State to “ensure and accelerate the total

electrification of the country,” and in support with the Ten- (10) Point Agenda of the

Arroyo Administration, the Expanded Rural (ER) Program was developed to support the

Government’s poverty alleviation efforts through wider access to electricity supply and

services. The ultimate objective of ER Program is to achieve 100% barangay level
electrification by 2008 and 90% household connection by 2017.

Where Are We Now?7

Where Are We How? As of 31 March 2007, the national

electrification level stood at 95.26

PHILIPPINES percent (39,995 out of the 41,945

29958 o barangays). Luzon is the highest

electrified region having achieved

97.20% of its total potential barangays

From 716 arlcid (19,903 out of 20,476 barangays), while

5 remaining unelectrified Visayas is 96.89 percent electrified

o DA 3. - P B (11,087 out of 11,443 barangays).

oz ~ T @ Mindanao, on the other hand, has the

lowest electrification level of 89.42%

Barangay Hectrification Situationer

(Asof 31 March 2007)
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having electrified 8,965 out of 10,026 barangays.

The regional status of barangay electrification as of April 2007 is indicated in Table No.
16.
Table No. 16: Regional Status of Barangay Electrification (As of April 2007)

. . Electrified e Percent
Super Region Potential Barangays Barangays Unelectrified Barangays Level
Northern Luzon Super Region (Northern Luzon Agribusiness Quadrangle)
Region | 3,265 3,260 5 99.85%
Region Il 2,311 2,219 92 96.02%
CAR 1,172 1,118 54 95.39%
Aurora 151 146 5 96.69%
Nueva Ecija 849 849 0 | 100.00%
Zambales 247 245 2 99.19%
Tarlac 510 510 0 | 100.00%
Total 8,505 8,347 158 98.14%
Metro Luzon Super Region (Metro Luzon Urban Beltway)
NCR 1,693 1,693 0 | 100.00%
Bataan 237 237 0 | 100.00%
Bulacan 568 568 0 | 100.00%
Pampanga 537 534 3 99.44%
Region IV-A 4,009 3,942 67 98.33%
Marinduque 218 218 0 | 100.00%
Mindoro Occidental 162 159 3 98.15%
Mindoro Oriental 426 421 5 98.83%
Total 7,850 7,772 78 99.01%
Central Philippines Super Region
Romblon 219 219 0 | 100.00%
Palawan 431 323 108 74.94%
Region V 3,471 3,245 226 93.49%
Region VI 4,050 4,004 46 98.86%
Region VII 3,003 2,999 4 99.87%
Region VIII 4,390 4,091 299 93.19%
Siargao Island 109 109 0 | 100.00%
Dapitan City 50 49 1 98.00%
Camiguin 58 58 0 | 100.00%
Total 15,781 15,097 684 95.67%
Mindanao Super Region
Region IX 1,853 1,658 195 89.48%
Region X 1,962 1,855 107 94.55%
Region XI 1,158 1,152 6 99.48%
Region XIl 1,192 1,095 97 91.86%
ARMM 2,445 1,850 595 75.66%
CARAGA 1,199 1,168 31 97.41%
Total 9,809 8,778 1,031 89.49%
Total (Philippines) 41,945 39,994 1,951 95.35%
Source: DOE

Considering that almost 95% of the remaining unelectrified barangays are situated within
the franchised areas of the ECs, it is but appropriate for the Government to initiate
programs and projects that are aimed at increasing the capacity of the ECs and facilitate
private sector participation, directly and indirectly, in the EC operations.

A. Preparing the Electric Cooperatives (ECs) to Operate and Compete under the
Deregulated Electricity Market

Human Resource Capacitating
The NEA Management Academy, in partnership with the UP-National Engineering

Center, continued the conduct of Electric Power Distribution System Engineering,
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which aims to train and test the distribution utility engineers in the competency areas
of Distribution System Planning, Operation, Design and Utility Economics. A similar
capsulated program was also designed for the ECs’ finance and institutional
counterparts to have a unification of ideas in meeting the industry requirements. To
date, the Academy was able to train some 157 electrical engineers from 82 ECs
nationwide and 13 NEA in-house electrical engineers; for non-engineers, 162 from the
ECs and 43 NEA finance and institutional supervisors. A combined total of 9 schools
on Basic Distribution Engineering were completed for engineers and non-engineers.

Initial Result of Scorecard on Corporate Governance (SCG) for ECs

The SCG is a tool to assess the overall performance or health profile of ECs at all
levels, and identify their strengths and weaknesses in order to improve their ability to
face stiff competition in the restructured power industry. The initial result of the SCG
for ECs is as follows: (i) Two (2) ECs were rated as “Excellent”; (ii) 13 ECs were rated
as “Very Satisfactory”; and (iii) 13 ECs were rated as “Satisfactory.” The SCG is
undertaken on a semestral basis for selected ECs for 2006 and for all ECs on 2007.
(Please see Annex “B” for the listed ECs and their corresponding ratings)

Integrated Strategic Planning Seminar-Workshops

For 2006, NEA was able to finalize the ICPM/summary of funding and material
requirements and infrastructure projects for 114 ECs (2006-2010).

For the Updated EC 5-year Plan (2007-2011), NEA initiated the conduct of Integrated
Strategic Planning Consultation-Workshops for ECs at Regions IX-XIl, CARAGA and
ARMM, which intends to aid the ECs prepare a synchronized long-term plan that
contains all the programs and projects as required by DOE, NEA and other monitoring
agencies. This completes the conduct of the series of ICPM workshops for all ECs.

Reduction of Loan Interest Rates

NEA'’s interest rate was reduced from 12% to 10% to provide the ECs with a fair and
reasonable loan pricing, competitive with other financial institutions. Loans in the total
amount of P451 M were released to different ECs for the given period through NEA’s
various financial programs.

Other Accomplishments

The NEA-ECs combined efforts earned commendation from no less than President
Gloria Macapagal-Arroyo herself and also from the DOE, for demonstrating the true
meaning of cooperativism through Task Force Kapatid. It was mobilized composing
of about 253 NEA and EC engineers and linemen, for the speedy rehabilitation of
damaged lines and immediate resumption of electric service at the affected areas
brought about by subsequent typhoons that hit the country in 2006.
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B. Private Sector Participation Program in Rural/Missionary Electrification

Amidst the various challenges being experienced, the ER Program Team continues to
develop and initiate various innovative solutions involving policy-making, program
integration, and coordination and monitoring of all electrification projects. One of the
innovative solutions that are expected to boost the attainment of the total
electrification of the country is through Private Sector Participation (PSP) in rural
power sector.

PSP in Existing NPC-SPUG Areas

The PSP Program provides for the take over by the private sector, also known as
the New Power Providers' or NPPs, of the generation and the associated
functions of SPUG. The main objectives of the PSP Program are to: (i) ensure
improved efficiency in power supply management; (ii) relieve the Government of
financial burden by eventually removing the continuous cycle of providing heavy
subsidies on rural electrification; and (iii) eventually reduce the level of Universal
Charge for Missionary Electrification (UC-ME).

Through National Power Board Resolution No. 2004-66, fourteen (14) island grids
were identified as the First Wave Areas that will be offered to the private sector.
To date, eight (8) of these island grids have identified their respective NPPs.
These include Tablas Island, Marindugue, Romblon, Oriental Mindoro, Mainland
Palawan, Catanduanes, Bantayan Island and Masbate. The transacted PSP
Programs are expected to install approximately 95 MW of capacity that will boost
power supply in these island grids. For detailed status of the PSP Program in 14
First Wave Areas, see Table No. 17.

Table No. 17: Status of Transactions in the 14 First Wave Areas

New Private Capacity
Islands Provider (NPP) (installed/ to be installed, Status/Remarks
in MW)
(1) Bantayan Island Bantayan Island 6 With ERC-approved PSA
Power Corp. (15 February 2006).
Commercial operation
started in 2006
(2) Oriental Mindoro Power One Corp. 9 (Phase I) Amended PSA will be filed
5.3 (Phase Il) with the ERC.
14 (Phase IlI)
(3) Mainland Palawan | Power One Corp. 2 PSAs PSA will be filed with the
- 10 (Narra, base-load) ERC
- 9 (Puerto Princesa,
peaking and reserve)
(4) Catanduanes Power One Corp. 3.6 (Phase I) PSA will be filed with the
4.9 (Phase II, peaking and | ERC
reserve)
(5) Marinduque 3i Powergen, Inc. 12.28 gross dependence Petition for approval of
capacity (GDC) PSA and TCGR filed with
the ERC in December
2006.

(6) Tablas 3i Powergen, Inc. 6 GDC Petition for approval of
PSA and TCGR filed with
the ERC in December
2006.

! “New Power Provider” or “NPP” refers to an entity deemed technically and financially capable to serve/take over existing
NPC-SPUG areas, resulting from the competitive bidding exercise;
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New Private Capacity
Islands Provider (NPP) (installedi/ntt|)vI l\)ﬁ)installed, Status/Remarks

(7) Romblon 3i Powergen, Inc. 1.8 GDC Petition for approval of
PSA and TCGR filed with
the ERC in December
2006.

(8) Occ. Mindoro None yet 16.8* Consultation with Island
Power Corporation and
OMECO; with legal and
contractual impediment.

(9) Camotes Island None yet 2.248* EC sees no urgency in
getting an NPP.

(10) Masbate DMCI 13.6 GDC Preparation of PSA,
Subsidy Agreement and
other petinent documents
are ongoing.

(11) Siquijor None yet 5.412* EC has exploratory talks
with possible NPPs.

(12) Basilan None yet 8.872* MOA between DOE and
EC on hiring of IFC as
Transaction Advisor was
signed in September 2006.

(13) Jolo, Sulu None yet 6.65* MOA between DOE and
EC on hiring of IFC as
Transaction Advisor was
signed in September 2006.

(14) Bongao, Tawi- None yet 9.32*¢ MOA between DOE and
Tawi EC on hiring of IFC as
Transaction Advisor will be
signed upon the
reconstitution of EC Board
of Directors.

* Existing rated capacity of SPUG power plants
Source: SPUG, IFC

The DOE and NPC will soon paved the way for an “open season” wherein all
areas that are currently being served by NPC-SPUG will be open for any private
sector that technically and financially eligible to assume the functions of NPC-
SPUG at a minimum level of subsidy from the Government.

The Qualified Third Party (QTP) Program

Pursuant to Section 59 of the EPIRA and Rule 14 of the EPIRA-IRR, the provision
of electricity services to areas that the franchised distribution utilities are unable to
serve shall be open to alternative service providers or also known as the QTPs.

The DOE issued two (2) Department Circulars in June 2004 (DC 2004-06-006)
and in December 2005 (DC 2005-012-011) prescribing the qualification criteria
and guidelines for the QTP participation in the electrification of remote areas
consistent with the missionary electrification program of the Government.

An entity may become QTP in any of the following condition:
o Chosen through the DOE Selection Process for Unviable Areas which are

currently unserved or where service is not currently provided in an efficient
and sustainable manner; or
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o Already engaged in the generation and distribution of electricity in Unviable
Areas without undergoing the Selection Process of the DOE.

In order to fully operationalize the QTP Program, ERC had issued Resolution No.
22 Series of 2006 on the rules and regulations for the participation of QTPs
performing missionary electrification in areas declared unviable by DOE.
Currently, the DOE is assisting PowerSource in its application as the QTP for its
Community Energizer Platform (Mini-Grid) Project in Barangay Rio-Tuba,
Bataraza, Palawan. The French Consortium headed by PAMATEC has likewise
expressed its interest to become QTP for the 128 barangays in the Province of
Masbate, which are covered under the Philippine Rural Electrification Service
(PRES) Project. Meanwhile, the Provincial Government of Palawan has
requested the assistance of DOE in offering to the private sector its 14 operated
mini-grid systems.

Programs and Projects

While significant progress has been made since 1998, much remains to be done.
With the unprecedented rapid expansion of distribution networks in the last five
years, many barangays remaining to be electrified are remote and a
disproportionate number are located in the conflict areas of Mindanao. It is clear
that the new target will not be met without the cooperation and support of all
involved in unviable area electrification and a significant increase in the resources
allocated to the effort. Alternative approaches such as mini-/micro-grids, stand-
alone renewable energy systems and other rural electrification solutions shall play
the important role in serving unviable areas not feasible for line extension.

Accordingly, the DOE through the ER Program Team has developed several
programs and projects that are aimed at achieving the country’s total
electrification programs. These programs and projects complement the existing
efforts of NEA, PNOC-Energy Development Corporation, NPC-SPUG. These are
as follows:

DOE’s Rural Power Project

The Rural Power Project (RPP) is a 14-year project co-financed by the World
Bank and Global Environment Facility (GEF). The RPP aims to increase access
to electricity services and transform ECs into more viable commercial entities.
The DOE is currently implementing the first phase of the project which
commenced in June 2004 will end in 2009. Through the RPP, it is expected that a
minimum of 10,000 new household connections will be achieved in an
environment where commercial dessimination of solar homes systems,
sustainability, and entry of new players in rural/missionary electrification. To date,
eight (8) PV companies have been accredited by the DOE, while the number of
participating micro-finance institutions (MFIs) and rural banks is continuously
increasing as a result of the promotions being carried out by the RPP Project
Management Office. The RPP facilitates and develops technical assistance to
support the capacity building of the rural power sector stakeholders including the
regulatory body. Table No. 18 indicates the status of connection realized as of
First Quarter 2007.
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Table No. 18: Status of HH Connections as of 31 March 2007

Midterm Accomplishment
Performance Target Target (as of End Mar. 31, 2007)
1. Loan Disbursement 40% 52% (as reported by DBP)
2. New Customers in rural areas | 4,000 1,808 (48%)
provided with mini-grid electrical PV Sales — 809
connection or individual PV PowerSource - 999
services
3. New RET Suppliers 2 8
accredited by DOE and operating
Participating ECs that have 70%
satisfactory financial performance, as
indicated by debt service ratios
4. CO2 tons avoided per year 6,000 tons

Source: DOE

As the RPP supports the power sector reforms, the DOE has developed several
innovative delivery mechanisms that are aimed at supporting private sector
investments and complement the 100% barangay electrification by 2008 and 90%
household connections by 2017. Among these are: (i) Project ACCESS -
Accelerating Community Electrification using Sustainable Solar, which adopts the
Sustainable Solar Market Package (SSMP) approach; (ii) Incubator Program.

» Project ACCESS introduces a Sustainable Solar Market Packages (SSMP)
approach to the electrification, beginning with 76 barangays in six (6) provinces,
i.e., electrification of more than 3,700 households and other private
establishments, close to 170 community facilities, including barangay halls,
health centers and schools, and more than 170 public streetlights. The SSMP
approach recognizes that to provide solar photovoltaic (PV) electricity services
to remote rural communities in a commercially viable way, the scale of the
business operation must be sufficiently large to overcome the higher transaction
costs of doing business in distant areas, and risks must be manageable.

The SSMP approach utilizes a combination of innovative instruments to achieve
the electrification targets:

o Clustering of barangays into commercially viable packages that are bid out
on a competitive basis;

e FEach SSMP package comprises a base load from community facilities
(e.g., barangay halls, health facilities, schools, public/street lights);

e Performance-based subsidies and financial incentives to improve
affordability and to assist firms to address market barriers; and

e Strong focus on after-sales service and continued marketing.

» The Incubator Program seeks to create a conducive environment for private
company investments in solar PV through greater accessibility of loans/financing
for PV suppliers. The main approach is building and strengthening of
partnerships between PCs and MFls, which, within the period of six (6) months,
will implement institutional development activities resulting in the installation of
100 to 200 PV systems in specific areas.

The AMORE Program

The Alliance for Mindanao Off-Grid Renewable Energy (AMORE) Project is a joint
undertaking of USAID, Mirant Philippines, ARMM, Winrock International and DOE.
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Specifically, the project intends to energize conflict-affected and off-grid areas in
Mindanao particularly those that are located in the Autonomous Region of Muslim
Mindanao (ARMM). To date, the project has energized 227 conflict-affected and
off-grid barangays. These areas are in Sulu, Basilan, Tawi-Tawi, Maguindanao,
Zamboanga Sibugay, Zamboanga del Sur, Sultan Kudarat, Davao City, and
Zamboanga City.

PV systems were installed in six barangays in ARMM thru funding from Davao
Light and Power Company and a UNDP-US based NGO. Demonstrations and
training projects on the productive and social uses of renewable energy systems
(i.e., crop drying, milling of agricultural products, seaweeds processing, drip
irrigation for high value crops) were conducted to ensure sustainability of the
system. Distance and computer-aided education was made available to
beneficiaries thru a partnership with other private companies. Organization and
capacity-building/training was undertaken by the members of A Barangay
Renewable Energy and Community Development Associations (BRECDAS) to
operate and maintain the systems as well as sustain the socio-economic growth
brought about the project.

The SPOTS Phase Il Project

The Solar Power Technology Support Project (SPOTS) Phase Il to Agrarian
Reform Communities (ARCs) is designed to complement existing government
efforts in improving the socio-economic conditions of Agrarian Reform
Beneficiaries (ARBs) in the unenergized and off-grid barangays. The SPOTS
Phase Il Project is a joint undertaking of DOE and Department of Agrarian
Reform.

The SPOTS Project complements with PGMA’s 10-Point Agenda, notably the
electrification of all villages in the country, access to basic services such as clean
water supply, improvements in health and education, and the provision of
sustainable livelihoods. It will be using photovoltaic energy systems as the
enabling technology and entry point in the introduction of other components such
as agricultural and rural enterprise development including capacity building. The
project is now on its second phase following the success and lessons learned of
the initial phase.

Through the project, it is expected that about 1,021.53 kW of solar power capacity
will be installed for various packages such as solar home system, school lighting
and audio video system, agri-water supply system, Level Il potable water supply
system, among other things.

V - ELECTRICITY RATES

A. Universal Charge

Pursuant to Section 34 of the EPIRA, PSALM administers the funds collected from the
Universal Charge (UC). These funds are used for specific purposes and are disbursed
in a transparent manner. The UC is a non-bypassable charge collected from all end-
users every month by the distribution utilities, the TransCo and suppliers as approved
by the ERC.
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Total collection/remittances as of 31 March 2007 amounted to PHP6.47 billion. Of this
amount, PSALM disbursed PHP6.27 billion from the Special Trust Fund (STF) for the
environmental charge of the NPC and the missionary electrification of the Small
Power Utilities Group of National Power (NPC-SPUG) in accordance with the
provisions of the EPIRA. This leaves the UC fund with a balance of about PHP199
million.

Table No. 19: Status of Universal Charge Remittances & Disbursements (in
PHP as of 31 March 2007)

Particulars Remittances Disbursements Balances
Special Trust Fund -
Missionary 6,042,562,486.61 | 6,015,235,884.19 27,326,602.42

Electrification

Special Trust Fund —
Environmental Charge
Main Trust Account
Universal Charge
Total

Source: PSALM
Note: UC collection/remittance for April 2007 will only be available after the end of the month.

407,722,968.48 251,921,041.32 155,801,927.16

15,450,876.81 -
6,465,736,331.90 | 6,267,156,925.51

15,450,876.81
198,579,406.39

For the period November 2006 to March 2007, PSALM received PHP728 million in
UC remittances, as follows:

Table No. 20: PSALM UC Remittances (November 2006-March 2007)

Months Collection/Remittance
(in PHP)

November 2006 151,578,627.40
December 2006 148,299,134.98
January 2007 141,412,973.30
February 2007 148,351,923.56
March 2007 138,264,690.45
Total 727,907,349.69

Source: PSALM

Table No. 21: PSALM UC Disbursements (November 2006-March 2007)

UC for Missionary UC-ME for DAA of
Month Electrification 2" ICERA TOTAL
(in PHP) (in PhP) (in PHP)
November 92,936,656.28 - 92,936,656.28
2006
December - 198,391,078.97 198,391,078.97
2006
January 130,953,366.68 - 130,953,366.68
2007
February 208,023,449.91 208,023,449.91
2007
March 114,555,695.63 114,555,695.63
2007
Total 546,469,168.50 198,391,078.97 744,860,247.47

Source: PSALM

For the period November 2006 to March 2007, PSALM disbursed a total of PHP745
million from the STF for the environmental charge of NPC and the missionary
electrification of NPC-SPUG in accordance with the decision of the ERC, as shown in
Table No. 21.
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With the decision dated 28 February 2006, the ERC authorized the annual release of
PHP1.34 billion to NPC-SPUG’s missionary electrification from the UC-ME fund for
the years 2005-2008. PSALM had fully disbursed the amount of PHP1.34 billion for
the year 2006 on 20 November 2006.

Further, relative to the order issued by ERC on 19 December 2005 and 10 February
2006 for the recovery of the Deferred Accounting Adjustment (DAA) portion of NPC-
SPUG’s Incremental Currency Exchange Rate Adjustment (ICERA) and Generation
Rate Adjustment Mechanism (GRAM), respectively, against the UC-ME fund in the
amount of PHP2.03 billion, PSALM partially disbursed PHP198 million. This conforms
to the order that states that the DAA will be charged against the UC-ME and will be
recovered from the UC-ME, depending on the level of the fund, on a yearly basis until
fully recovered.

The disbursement of funds for the environmental charge (EC) component of the UC
was held in abeyance, pending the resolution by the ERC of the petition filed by NPC.

Meanwhile, PSALM has reported ECs that have not complied to UC collection
remittances violating Section 34 of the EPIRA and Section 5 (a) of Rule 18 of IRR.
These ECs have been referred immediately to the ERC for investigation pursuant to
Section 8 (g), 9 (b) and 10 of the UC Guidelines, Section 46 of the EPIRA, Section 8
of Rule 18 of the IRR, Section 5 of the Guidelines to Govern the Imposition of
Administrative Sanctions, and Section 6 of the Collection Rules. The ECs that have
not complied are the following:

>

First Bay Power Corporation (FBPC)

Public Utilities Department-Olongapo (PUD-Olongapo)
Basilan Electric Cooperative, Inc. (BASELCO)

Camarines Sur | Electric Cooperative (CASURECO 1)
Central Pangasinan Electric Coopeartive, Inc. (CENPELCO)
Don Orestes Electric Cooperative, Inc. (DORELCO)
Eastern Samar Electric Cooperative, Inc (ESAMELCO)

First Laguna Electric Cooperative, Inc. (FLECO)

Kalinga Apayao Electric Cooperative, Inc. (KAELCO)

Lanao Del Norte Electric Cooperative, Inc. (LANELCO)
Masbate Electric Cooperative, Inc. (MASELCO)

Misamis Occidental | Electric Cooperative, Inc. (MOELCI I)
Mountain Province Electric Cooperative, Inc. (MOPRECO)
Northern Samar Electric Cooperative, Inc. (NORSAMELCO)
Nueva Vizcaya Electric Cooperative, Inc. (NUVELCO)
Pampanga Il Electric Cooperative, Inc. (PELCO llI)

Sulu Electric Cooperative, Inc. (SULECO)

Tawi-Tawi Electric Cooperative, Inc. (TAWELCO)
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B. Stranded Debts and Stranded Contract Costs

A technical working group (TWG) was created last 19 January 2007 to facilitate the
documentary requirements for the filing of the recovery of the universal charge for
stranded contract costs and stranded debts (UC-SCC and UC-SD). The TWG is
chaired by the DOE, with representatives from PSALM, NPC and TransCo as
members. Regular meetings are held to update the body on the status of the
calculation as well as to resolve issues. To date, a total of seven (7) inter-agency
meetings were held.
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On 06 February 2007, the ERC issued a resolution adopting the “Rules for Recovery
of NPC Stranded Contract Costs and Stranded Debts Portion of the Universal
Charge.” These rules became effective last 09 March 2007 following their publication
in a newspaper of general circulation. The rules provide the following:

e A methodology in determining the Universal Charge for Stranded Contract
Costs and Stranded Debts (UC-SCC and UC-SD);

o The documentary requirements to support the filing of application; and
The deadline for filing of the petition, which should not be later than 15 March
2007.

Considering the very limited timeframe given for the filing of the petition for the UC-
SCC and UC-SD, as well as the reconciliation and submission of various documents
from NPC and TransCo, it will be very difficult, if not impossible, to comply with the
ERC ruling. Hence, PSALM filed for a Motion of Extension of Time within which to file
the petition. ERC, in its order dated 01 March 2007, granted the 90-day extension
sought by PSALM, thereby moving the deadline for the first filing of the UC-SCC &
UC-SD to 06 June 2007.

C. Condonation of Loans of Electric Cooperatives

PSALM is required under Section 60 of the EPIRA to assume all outstanding financial
obligations of electric cooperatives (ECs) to the NEA and other government agencies
incurred as of the effective date of the EPIRA, or 26 June 2001. The purpose is to
finance the government’s Rural Electrification Program (Rule 31, Section 4, EPIRA
Implementing Rules and Regulations).

As of 31 March 2007, PSALM has paid a total of PHP6.14 billion worth of financial
obligations of ECs to NEA and other government agencies as well as local
government units. The table below shows a summary of PSALM’s outstanding
financial obligations to NEA and other EC creditors.

The balance of loans condoned as of 31 October 2006, as reported in the 9" EPIRA
Status Report, amounted to PHP12,904,094,953.40. As of 31 March 2007, the
outstanding balance is PHP11,915,086,579.44 (as shown in Table No. 22). Thus,
PSALM has made a total payment of PHP 989,008,373.96 within the report period.

There are three (3) ECs whose applications for loan condonation have not yet been
approved as of 31 March 2007. These are the Aklan Electric Cooperative, Inc.
(AKELCO), Busuanga Electric Cooperative, Inc. (BISELCO) and Visayan Rural
Electric Services Cooperative, Inc. (VRESCO).

Table No. 22: Status of Loan Condonation (As of 31 March 2007)

. Percent

Type of (e Total Payment el of
Creditor () (In PHP) RIS loans

(In PHP) (In PHP) paid
NEA 17,977,951,5653.40 | 6,067,781,031.59 11,910,170,521.81 34%
LGU/OGA
Creditor 85,207,531.51 76,566,472.91* 4,916,057.63 90%
TOTAL 18,063,159,084.91 | 6,144,347,504.50 11,915,086,579.44 34%

Source: PSALM
* Includes the discount by Palawan Provincial Government in the amount of PHP3,725,000.97
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The AKELCO (and the Philippine Tourism Authority or PTA) has yet to submit a
Memorandum of Agreement and certification as a precondition to its loan condonation
approval. On the other hand, BISELCO'’s reconciliation of books between parties is
ongoing. PSALM has yet to receive the certification by the Commission on Audit and
both parties. VRESCO, meanwhile, is still waiting for the final resolution by the
provincial government of Negros Occidental of the condonation of interest and
penalties of the loan.

Approval of applications for loan condonation of the three electric cooperatives will be
subject to their compliance with the aforementioned requirements.

Of the PHP6.067-billion total payments to NEA as of March 2007, about 75%, or
PHP4.56 billion, was used to pay the rural electrification loans incurred by the ECs,
15.56% was for the Mini-hydro, and 9.20% was for the Dendro Thermal. Payments
intended for house wiring services only amounted to PHP4.59 million. Below is the
summary of these payments.

Table No. 23: PSALM Payments per Type of Loan (As of 31 March 2007)

Type of Payment Amount Paid (In PHP) Percentage of Payment
Rural Electrification Loan 4,560,814,214.59 75.16%
House wiring 4,594,165.00 0.08%
Dendro Thermal 558,180,622.00 9.20%
Mini-hydro 944,192,030.00 15.56%
TOTAL 6,067,781,031.59 100.00%

Source: PSALM

On 09 March 2007, the PSALM Loan Condonation Committee met with NEA, DOE
and APEC congressmen to finalize the actions to be taken by PSALM and NEA to
effect Executive Order (EO) No. 460, series of 2005. EO No. 460 provides that the
assumption of the rural electrification loans by PSALM will retroact from the effectivity
of the EPIRA. NEA will refund to the electric cooperatives concerned the collections
made from 26 June 2001 until the issuance of the Provisional Authority for rate
reduction by the ERC. PSALM and NEA are also finalizing the amendment in the
Memorandum of Agreement to include the effect of EO No. 460.

D. Review and Renegotiation of IPP Contracts

As reported in the 9" EPIRA Implementation Status Report, there were four (4)
remaining renegotiated contracts that have yet to be finalized and completed namely,
Bauang, Limay A, Limay B and Mindanao Barges (Power Barges 117 and 118). At
that time, PSALM had secured the necessary PSALM (and National Power) Board
approvals for the agreements, and was seeking approval or clearance-on-a—no-
objection basis from the Investment Coordination Committee (ICC) of the National
Economic and Development Authority (NEDA) Board.

On 09 November 2006, PSALM and the NPC were able to secure the clearance on a
no objection basis for the Settlement and Clarification Agreement (SCA) for the Limay
A & Limay B Combined Cycle Power Plant. The SCA is with respect to the Operation,
Maintenance and Repair Agreement between NPC and ABB Power Generation, Ltd,
Switzerland (later on acceded to by Alstom Philippines).



A0 Sais Report on ERIRA Inplemenia

h (fovember 2008 = My 2097%))

In the same month, the NEDA-ICC also rendered final clearance on the Term Sheet
offered by Korea Electric Power Corporation (KEPCO) for its Malaya Rehabilitation,
Operation, Maintenance and Management (ROMM) Agreement and llijan Build-
Operate-Transfer (BOT) and Energy Conversion Agreements (ECA).

In March 2007, the NEDA-ICC granted a clearance on a no objection basis for the
Supplemental Agreement No. 1 to the Electricity Supply, Operation and Maintenance
(ESOM) Agreement for the Mindanao barges, i.e., the 2x100 MW Power Barge 117
and 118, between National Power and the Consortium of Mitsui & Co., Ltd. (MITSUI),
Mitsui Engineering & Shipbuilding, Ltd. (MES) and Burmeister & Wain Scandinavian
Contractor A/S (BWSC).

To date, PSALM and NPC are currently coordinating with the NEDA Secretariat for
the final approval/clearance by the NEDA-ICC of the Proposed General Framework
Agreement (GFA) with respect to the Build Operate and Transfer Agreement between
NPC and First Private Power Corporation (later on acceded to by Bauang Private
Power Corporation) for the 200-MW Bauang Bunker-Fired Diesel Generator Power
Station.

E. Electricity Rates
Luzon

Figure No. 2 shows the electricity rates during the operation of the WESM as well as
the averaged NPC-TOU rates and the MERALCO generation charges for the period
September 2006 to March 2007. For the biling month of September 2006, the
effective settlement price was recorded at P4.226 per kilowatthour, P4.137 on the
following month which was bit higher than the TOU rates of NPC. On the billing month
of December 2006, prices went up as high as P10.150 per kilowatthour. The sharp rise
in the settlement price can be attributed to the shutdown of natural gas pipeline from
the Malampaya Oilfield that supplies one hundred percent of fuel requirement of the
total of 2,700 MW capacity of Natural Gas Plants namely lljan, Sta. Rita and San
Lorenzo. During the said maintenance period, the said plants used alternative fuels like
Condensate Fuel Oil (34.6%) and Diesel Oil (10.3%). The settlement prices went down
to P3.982 per kilowatthour on the succeeding month upon resumption of Malampaya
operation.

Figure No. 2: Electricity Generation Rates
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In the situation that such generation charges continue to increase even in a small
amount, there is still room for the continued increase in significant levels of under-
recoveries of distribution utilities due to regulatory lag.

On 1 September 2006, the ERC ordered MERALCO to stop collecting from its
customers, adjustments in its generation charge authorized under an automatic
mechanism. The order was in compliance with the Supreme Court ruling voiding
MERALCO'’s implementation of its second GRAM. Under the GRAM, MERALCO
added P0.1327 per kilowatt-hour in its blended generation cost in June to August
2004. Under the said ERC Order, the recovery of said adjustments should be
implemented only after its filing of appropriate application before the ERC.

It could be recalled that on 16 August 2006, the Supreme Court declared invalid the 2
June 2004 Order of the ERC on MERALCO’s recovery of the Independent Power
Producer Costs and the Generation Rate Adjustment Mechanism (GRAM) under ERC
Case No. 2004-112. The Supreme Court declared the ERC decision on the GRAM
implementation because it did not pass through public hearings. As a consequence,
the ERC ordered a refund to the consumers.

Prior to the August 16, 2006 Supreme Court ruling, all distribution utilities were
allowed to recover from consumers the generation charge under an automatic
mechanism called GRAM. This mechanism, which formula had undergone public
consultations and hearings, lessened the regulatory lag and facilitates the process of
recovery of generation costs that had been paid in advance to its power generators by
a distribution utility. However, with the Supreme Court ruling, the recovery of said
adjustments can be implemented only after the filing of an appropriate application, in
compliance with Section 4 (e), Rule 3 of the Implementing Rules and Regulation (IRR)
of the EPIRA.

After the said Supreme Court ruling, MERALCO had filed several applications for the
adjustment to its generation and system loss charges before the ERC. So far, five of
these had been given provisional approval but none had obtained final approval.
Further, various factors had pushed up the cost of supply of electricity. Generation
charges under-recoveries had ballooned forcing distribution utilities like MERALCO to
defer payments to its suppliers like NPC and TransCo and delay settlement with the
WESM.

The approval of the Joint Congressional Power Commission (JCPC) of the
amendments to the IRR of the EPIRA specifically on Rule 3, Section 4(e), would
somehow remove subjectivity in the IRR. Providing that Section 4(e) does not apply to
cost adjustment mechanisms, will leave less room for interpretation and more clearly
define the kind of adjustments that would not be subjected to the IRR’s procedural
requirements. With this move, the distribution utilities, suppliers, WESM and TransCo
will now be able to recover what are due to them in a proper time, while the ERC will
be able to easily address its regulatory challenges.

29



A0 Sais Report on ERIRA Inplemenia

h (fovember 2008 = My 2097%))

Figure No 3. Comparative Average Electricity Rates
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Looking at the preliminary data on the average end-use electricity, Mindanao still
enjoys the lowest electricity rates among major grids in the country averaging to about
P5.08 per kilowatthour followed by Visayas which has an average of P5.70 per
kilowatthour. Luzon, in 2006 wherein a shutdown was experienced of major power
plants like the 1,200 MW Sual Coal Fired Power Plant and the 2,700 MW Natural Gas
Fired Power Plants in Batangas, has the highest electricity rates averaging to about
P8.04 per kilowatthour.

VI - DOE POLICY DIRECTIONS

The DOE issued policy directions to the Energy Family which were the results of the
series of discussion/meetings with the respective attached agencies. These policy

directions

aim to accelerate the privatization and promotion of competition in the

Philippine electric power industry, while the government continues in fulfilling its mandate

to ensure

energy supply security and reliability and to attain wider access of quality

electricity services.

A. Privatization of NPC Generating Assets

1. PSALM and NPC need to immediately revisit the latest Genco privatization plan
and consider modifying the present pattern by contemplating the following criteria
for recommendations to DOE:

7
0’0

R

0.0

Economics of doing a semi-portfolio or pairing approach in NPC-Genco sales

TSC allocation may not be necessary for all plants — explore the possibility of
revising the contract into other forms like vesting or off-take contract to
consider measures on the right treatment for Deferred Accounting
Adjustments (DAA) that will be beneficial to the prospective investors, the
Government and consumers. Analyze the right amount of volume (energy) to
be attached depending on the capacity of Gencos to be privatized. A provision
to give confidence to the DUs/ECs/Industry that continuous and efficient
supply of power will be ensured. The contract should be free from any
liabilities like receivables from costumers.

Calaca and Masinloc Privatization will proceed as scheduled taking into
consideration the tender documents have been completed already.

an
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Accordingly, the modified or revised Privatization Plan and the new
privatization strategies and design will only apply prospectively i.e., after
Masinloc and Calaca efforts.

2. Immediate appointment of IPPAs and/or assignment of forward contract for trading

B

of IPP capacities on 12 or 18-month contracts (similar to T-bills):
« Explore interim arrangement

% BCQ allocation issues to be settled among NPC, PSALM, and PEMC.
Resolutions on the following disputes are expected:
- Permanent assignment of BCQ to PSALM traders
- Authorize PEMC to do the BCQ allocation to avoid significant amount of
imbalances in the settlement

NPC and PSALM to immediately finalize Operations and Maintenance,
Management, and Services (OMMSA) and form joint management committees.

NPC and PSALM to formulate proposals on transfer of assets taking into
consideration the: (1) NPC separation of books (NPC, PSALM, TRANSCO): (Il)
study tax consequences, and (lIl) best arrangement and timing of assets transfer.

NPC to separate the books of NPC Main and SPUG areas.

. TransCo Privatization Through Concessionaire

No government policy change; proceed with TransCo privatization as scheduled
(December 2007) but still open for other options.

PEMC to submit suggestions on separation of ISO and Grid owner, to be
circulated for comments of the attached agencies

On the sale of subtransmission assets, TransCo raised the issue on the valuation
done by PSALM/TransCo and that of the consultant, which came out higher than
that of PSALM/TransCo. TransCo is considering adoption of “whichever is higher”.

« TransCo was directed to submit regulatory issues on the sale of the
subtransmission assets, for integration to the summary of regulatory
concerns to be discussed with ERC.

C. Competition

1.

Implement the Independent Market Operator (IMO) consistent with EPIRA
provisions to ensure an independent MO.

Pursue WESM Commercial operation in Visayas subject to DOE’s “go/no go
criteria” (timelines confirmed).

It was cleared that the completion of the TransCo project in the Bicol Area is
critical redundancy in the telecommunications requirements of the market
requirements of the market management system (MMS).

Immediate resolution of BCQ allocation as stated above.
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5.

6.

)

NEA through its representation in the Rule Change Committee (RCC) to
disseminate information on WESM to the ECs, as responsibility/role of the
Industry representative in the RCC.

Continue activities/programs to strengthen the ECs to be able to participate in
WESM

o Technical, financial, institutional strengthening and capacity building of
ECs — facilitate IMC implementation (According to NEA, PELCO 3 already
implemented, CASURECO 4 in discussion)

o NPC and NEA to continue discussion on the restructuring of EC arrears

o NEA to submit position paper on EC cash-flow methodology (allow
incentives, improve credit-rating), other issues such as lending policies and

credit facilities in connection with PGMA directive.

PEMC to submit work program on EC WESM Guide/Roadmap

. Energy Supply Security, Reliability, and Affordability

Reiterate the responsibilities of distribution utilities to secure/contract their power
supply

Promote/Institutionalize Energy Management Program

DOE, in coordination with NPC, PSALM, TransCo and PEMC, to prepare Power
Contingency Plan

Issues for discussion on “affordability”
% NPC/TransCo/DOE to conduct study and review of the Preferential/special
rates mechanism (sort of rationalization), Tradability of TSCs (over
contracted volumes);

« Policy framework on special rates for “distressed” industries e.g. holistic or
individual

. Total Electrification

. The need for the DOE, NPC-SPUG, TransCo to develop and formulate a

Graduation Policy Program i.e., development of criteria for the interconnection of
SPUG areas to the main transmission or distribution grids.

The DOE highlighted that the delays in the preparation and submission of MEDP
was mainly due to the lack of adequate information on the current program being
implemented by SPUG versus what were indicated in the ME Plan. Likewise,
problems in the monitoring of the actual implementation and achievements as
against the planned projects/activities.

To enable the SPUG to be more productive in terms of programming and

implementation, and to mitigate the UC level, there will be conduct of review of the
tariff design for SPUG (as part UC-ME ERC compliance).
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4. Ensure that by 2008, we have achieved 100% barangay electrification such as:

7

%+ NEA to consider implementing off-grid electrification solution;

< NPC will fully remit its outstanding obligations under ER 1-94, as amended
particularly the Electrification Fund to be able the DOE to proactively

program the barangay electrification nationwide.

5. There is a need to formulate and develop criteria for increasing SPUG’s service
hours to 24 hours.

6. DOE can extend technical assistance on capacity building of NEA and ECs on
renewables, off-grid or decentralized electrification technologies.

For further discussion: Possible takeover by NPC-SPUG of ECs with long standing
arrearages.

a
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