Republic of the Philippines
ENERGY REGULATORY COMMISSION
San Miguel Avenue, Pasig City
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Notice is hereby given that on 31 March 2017, Manila Electric
Company (MERALCO) filed an Application seeking the following
actions from the Commission:

1) Confirm MERALCO’s submitted amount representing the
following pass-through charges incurred from January
2014 to December 2016:

a. Generation Rate Over/Under Recovery (GOUR);

b. Transmission Rate Over/Under Recovery (TOUR);

c. System Loss Rate Over/Under Recovery (SLOUR);

d. Lifeline Subsidy Over/Under Recovery (LSOUR); and

e. Senior Citizen Discount and Subsidy Over/Under
Recovery (SRDSOUR).

2) Confirm MERALCO’s submitted amount representing Real
Property Tax payments incurred from June 2014 to
December 2016;

3) Upon confirmation of its submitted amount, grant
MERALCO the authority to refund or recover confirmed
Over/Under Recoveries and Real Property Tax Payments;
and

4) Pending evaluation of the Application, grant MERALCO
provisional authority to refund or recover the submitted
amounts.

On 2 May 2017, the Commission deliberated and granted
MERALCO’s prayer for provisional authority. However, due to
supervening events,! the Commission cannot promulgate the said
Order without undergoing a reconfirmation by the Commission En
Banc. The Commission reconfirmed the Order on 11 May 2017.

The instant Notice of Public Hearing is being issued in light of
the requirement under Section 4 (e), Rule 3 of the Implementing
Rules and Regulations of Republic Act No. 9136, otherwise known as
the Electric Power Industry Reform Act of 2001 (EPIRA IRR), as
further clarified by the Supreme Court in the case of National
Association of Electricity Consumers for Reforms vs. ERC?, for the
Commission to conduct a public hearing not later than thirty (30)
days from its grant of provisional authority.

In its Application, MERALCO alleged the following:

1 The Chairman was placed on preventive suspension as per Order of the Office of the President
{(OP-DC Case No. 17-D-004) dated 2 May 2017 and received on 4 May 2017.
2 G.R. No. 163935, 02 February 2006.
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1. MERALCO is a private corporation duly organized
and 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 through its
undersigned counsel at the address indicated herein.

2, MERALCO has a legislative franchise to construct,
operate and maintain an electric power distribution system for the
conveyance of electric power to the end-users in the cities and
municipalities of Metro Manila, Bulacan, Cavite and Rizal, and
certain cities/municipalities/barangays in Batangas, Laguna,
Quezon and Pampanga, pursuant to Republic Act No. 9209.

3. Republic Act No. 9136, otherwise known as the
Electric Power Industry Reform Act of 2001 (“EPIRA”), allows
Distribution Utilities (DUs), such as MERALCO, to recover just and
reasonable costs to enable them to operate viably.

4. Under Article 5, Section 1 of ERC Resolution No. 16,
Series of 2009, Distribution Utilities (DUs) must file their
consolidated application to confirm their over/under recoveries on
pass-through charges for the period January 2014 to December
2016 on or before 31 March 2017.3

5. This Application includes over/under recoveries of the
following pass-through costs: (a) Generation Rate Over/Under
Recovery (GOUR); (b) Transmission Rate Over/Under Recovery
(TOUR); (c¢) System Loss Rate Over/Under Recovery (SLOUR); (d)
Lifeline Subsidy Over/Under Recovery (LSOUR); (e) Senior Citizen
Discounts and Subsidy Over/Under Recovery (SrDSOUR) for the
period January 2014 to December 2016 and (f) payments on real
property taxes, for the period June 2014 to December 2016.

6. Generation Charge over/under recovery occurs due to
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 billing month, which is the supply month.
Given the recovery lag and the monthly changing generation costs,
over/under recoveries are expected as the generation cost for the
current month is compared to the recoveries of the same month.

7. Using the formula provided in Section 2, Article 4 of
Resolution No. 16, Series of 2009, MERALCO determined that it
has net over recoveries in the Generation Charge in the amount of
PhP4,919,162,892.94 for the period January 2014 until December

3 Article 5, Section1 of ERC Resolution No. 16, Series of 2009 provides:
The period for filing of DUs for true-up adjustments for the period January
2011 to December 2013 is on March 31, 2014. Subsequently, the DUs shall
file their respective consolidated applications every three (3) years
following the sequence of period of filing prescribed above.
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2016. The computation details of the Generation Over Recovery
(GOR) are shown in ANNEX “B”, and made an integral part hereof.

8. The over/under recovery in Transmission Charge
occurs because of the lag in the pass-on of transmission costs.
When the actual transmission cost of the current month is
compared to the transmission recoveries of the current month,
which rates are computed based on previous month’s cost, either an
over or under recovery will result.

9. Using the formula provided in Section 3, Article 4 of
Resolution No. 16, Series of 2009, MERALCO determined that it
has net over recoveries in the Transmission Charge in the amount
of PhP632,210,115.96 for the period January 2014 until December
2016. The computation details of the Transmission Over Recovery
(TOR) are shown in ANNEX “C” and made an integral part hereof.

10.  System Loss over/under recovery mainly occurs due
to the difference between the actual average cost of system loss for a
given year and the sum of the actual monthly system loss billings
for that same year. As MERALCO’s system loss percent (%) is
already below the cap set by this Honorable Commission, the basis
of its allowable cost of system loss is its actual system loss for a
given year. Since the monthly system loss charge rates were
computed using the previous month’s average generation and
transmission costs, and the latest 12 month moving system loss
percentage (%), any difference from the actual annual data will
result either in an over or under recovery in system loss.

11.  Applying the formula contained in Section 4, Article 4
of Resolution No. 21, Series of 2010, MERALCO determined that it
has a System Loss net Over Recovery in the amount of
PhP1,242,760,988.35 covering the period January 2014 until
December 2016. The computation details of the System Loss Over
Recovery (SLOR) are shown in ANNEX “D”, and made an integral
part hereof.

12.  MERALCO incurred a net over recovery in the Lifeline
Subsidy rate, given the lag in the billing of lifeline rate subsidies to
non-lifeline consumers. The lifeline discount of the previous month
is used to compute for the lifeline subsidy charge in the current
billing month. Consequently, when the actual lifeline discount
amount for the current month is compared to the lifeline subsidy
amount for the same month, either an over or under recovery will
result.

13.  Applying the formula specified in Section 5, Article 4
of Resolution 16, Series of 2009, MERALCO determined a Lifeline
Subsidy net over recovery in the amount of PhP130,627,106.04
covering the period January 2014 to December 2016. The
computation details of the Lifeline Subsidy Over Recovery (LSOR)
are shown in ANNEX “E”, and made an integral part hereof.

14.  Relative to the Senior Citizen Subsidy and Discount,
MERALCO incurred a net over recovery thereof due to the lag in the
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billing of senior citizen subsidy to non-senior citizen consumers.
The senior citizen discount for the previous month is used to
compute for the senior citizen subsidy charge in the current billing
month. Consequently, when the actual senior citizen discount
amount of the current month is compared to the senior citizen
subsidy amount for the same month, either an over or under
recovery will result.

15.  Applying the formula provided under Article 7 of
Resolution No. 23, Series of 2010, MERALCO determined a Senior
Citizen Subsidy net over recovery in the amount of
PhP2,325,583.09 covering the period January 2014 to December
2016. The computa‘tion details of the Senior Citizen Over Recovery
(SrDSOR) are shown in ANNEX “F”, and made an integral part
hereof.

16.  The refund/collection of the over/under recoveries
shall be made to both captive and contestable customers in
accordance with ERC Resolution No. 16, Series of 2012.4 Insofar as
contestable customers are concerned, any generation over/under
recoveries for the billing periods when they were still captive
customers, will be refunded to and/or collected from them. These
over/under recoveries shall be part of the DU’s bill, as a separate
line item, through the RES/Local RES/SOLR currently serving the
contestable customers. Considering that the eligible customers
opted for conteslability on different dates starting July 2013, such is
taken into consideration in the determination of the refundable
generation cost to these customers.

17. In MERALCO’s Application for the approval of its
Annual Revenue Requirement (ARR) and Performance Incentive
Scheme (PIS) for the Third Regulatory Period, 5 MERALCO
proposed the forecasted real property tax to be paid during said
period. In its Final Determination dated 6 June 2011, the
Honorable Commission excluded real property tax payments from
the ARR as follows:

“The annual provision for real property tax that relates to
poles and transformers, as shown in Table 4.6 above, is
excluded from the annual revenue requirement. Taxes for
which MERALCO’s liability has not been confirmed should
not be included. In the event of future imposition of additional
real property taxes or should MERALCO become liable for
taxes that are not included in the annual revenue requirement,
Article XTI of the RDWR allows for unexpected tax liabilities
imposed during the Third Regulatory Period be means of a
“Tax Event Pass Through”.

18.  Hence, while the Honorable Commission recognized
the pass-through nature of real property taxes, it directed

4

Entitled “A  Resolution Adopting the Transitory Rules for
Implementation of Open Access and Retail Competition”.
Docketed as ERC Case No. 2010-069 RC.

the
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MERALCO to comply with the Tax Event Pass Through provision of
the Rules for Setting Distribution Wheeling Rates (RDWR).

19. At the time the Final Determination was rendered,
MERALCO’s case relative to real property tax assessment was still
pending before the appellate courts.

20. Thereafter, in 2014, citing the Local Government Code
as basis, the City of Taguig assessed and imposed real property
taxes on MERALCO’s substations. MERALCO paid such
assessment on 30 June 2014. Thereafter, the City of Valenzuela
made a similar imposition on MERALCO’s substation within its
jurisdiction.

21.  Subsequently, MERALCO received a Decision dated 5
August 2015 in G.R. No. 166102, entitled, Manila Electric Company
v. The City Assessor and City Treasurer of Lucena City rendered by
the Supreme Court which ruled that transformers, electric posts,
transmission lines, insulators, and electric meters of MERALCO are
no longer exempted from real property tax and may qualify as
"machinery” subject to real property tax under the Local
Government Code. Nevertheless, the Supreme Court declared null
and void the appraisal and assessment of said properties of
MERALCO by the City Assessor in 1997 for failure to comply with
the requirements of the Local Government Code and, thus, violating
the right of MERALCO to due process. A copy of the Decision dated
5 August 2015 in G.R. No. 166102 is attached hereto as ANNEX “G”,
and made an integral part hereof.

22,  Hence, MERALCO intends to recover the payments it
has made with respect to Real Property Tax (RPT) assessments for
the afore-mentioned substations, and RPT assessments in
accordance with the Supreme Court Decision. Copies of the
assessment and official receipts evidencing payments are attached
hereto as ANNEXES “H and Series”, and made integral parts
hereof. However, MERALCO has no means of recovering said
amount in the absence of the applicable rules to govern recovery.
Thus, MERALCO deems it prudent to incorporate the recovery of
its real property tax payments in the instant Application.

23.  Applicant proposes that: (a) GOR, TOR, SLOR and
LSOR be refunded to the customers for a period of thirty-six (36)
months; (b) StDSOR be refunded to the customers for a period of
one (1) month; and (¢) RPT payments be recovered from customers
for a period of thirty-six (36), or until fully refunded/collected. This
is consistent with previous decisions of the Honorable Commission
wherein the recovery/refund period was equivalent to the period
that the over/under recoveries were accumulated.

24.  The computed total amount of the net over/under
recoveries and proposed refund/recovery rates is summarized
below:

BILL AMOUNT OF PROPOSED AMORTIZATION
COMPONENT (OVER)/UNDER (REFUND)/ PERIOD
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RECOVERY RECOVERY
RATE

(PHP/KWH)*
GOUR (4,919,162,892.94) (0.0502) 36 months
TOUR (632,210,115.96) (0.0051) 36 months
SLOUR (1,242,760,988.35) (0.0099) 36 months
LSOUR (130,627,106.04) (0.0017) 36 months

SrDSOUR (2,325,583.09) (0.0011) 1 month

%fgﬁgﬁi 1,089,707,397.13 0.0087 36 months

25,

Attached hereto as ANNEXES “17, “J” “K”, “L”, “M”

and “N” are the detailed computation on how the amounts were
translated into rates per kilowatt-hour.

26.  In support of the instant Application, attached hereto
as ANNEXES “O” and “P” and made integral parts hereof are the
Judicial Affidavits of MS. ARLYN I. DELA CRUZ, Specialist,
MERALCO’s Purchased Power Pricing - Rates and Pricing,
Regulatory Management Office (RMO) and MR. GERARDO E.
ESPIRIDION, Tlead of MERALCO’s Tax Management and
Reporting Office.

PRAYER

WHEREFORE, it is respectfully prayed to this Honorable
Commission that, the instant Application be APPROVED
authorizing MERALCO to refund/recover to/from its customers, as
applicable, the following amounts which represent the over/under
recoveries for the generation, transmission, system loss, lifeline
subsidy, senior citizen discount and subsidy, and real property tax
payments as pass-through charges at the corresponding rate/kWh
indicated in the table below and the proposed refund/recovery
period.

PROPOSED
BILL «@“ﬁ%}%gﬁlz %ﬁég\fﬁ%ﬁ AMORTIZATION
COMPONENT . N ‘ o PERIOD
RECOVERY RATE
(PHP/KWH)*
GOUR (4,919,162,802.94) (0.0502) 36 months
TOUR (632,210,115.96) (0.0051) 36 months
SLOUR (1,242,760,988.35) (0.0099) 36 months
LSOUR (130,627,106.04) (0.0017) 36 months
SrDSOUR (2,325,583.09) (0.0011) 1 month
Real Property 1 089,70 - 8 _
Tax Payments ,089,707,397.13 0.0087 36 months

Pending hearing, MERALCO prays that a provisional
authority be issued authorizing MERALCO to collect/refund the
over/under recoveries.

MERALCO prays for such other relief just and equitable
under the premises.
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The Commission has set the Application for determination of
compliance with the jurisdictional requirements, expository
presentation, Pre-trial Conference, and presentation of evidence on 2
June 2017 at two o’clock in the afternoon (2:00 P.M.), at the
ERC Hearing Room, 15" Floor, Pacific Center, San Miguel
Avenue, Pasig City.

All persons who have an interest in the subject matter of the
instant case may become a party by filing with the Commission a
verified Petition to Intervene at least five (5) days prior to the initial
hearing and subject to the requirements under Rule 9 of the 2006
Rules of Practice and Procedure, indicating therein the docket
number and title of the case and stating the following:

i. The petitioner’s name and address;
ii. 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

iii. 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 case may file
their Opposition or Comment thereon at any stage of the proceeding
before Applicants rest their case, subject to the requirements under
Rule 9 of the 2006 Rules of Practice and Procedure. No particular
form of Opposition or Comment is required, but the document, letter,
or writing should contain the following:

1) The name and address of such person;

2) A concise statement of the Opposition or Comment; and

3) The grounds relied upon.

All such persons who wish to have a copy of the Application

may request from Applicant that they be furnished with the same,
prior to the date of the initial hearing. Applicant is hereby directed to
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furnish all those making such request with copies of the Application
and its attachments, subject to the 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 Officer-in-Charge of the ERC
ALFREDO J. NON, and Commissioners GLORIA VICTORIA C.
YAP-TARUC and GERONIMO D. STA. ANA, Energy Regulatory
Commission, this 11" day of May 2017 at Pasig City.

FOR AND BY AUTHORITY
OF THE, COMMISSION:

JOSEFINA PATRIGIA A. MAGPALE-ASIRIT
Oversight (pm'missioner for Legal

LS: l“(?}}/ RFM/ APV



