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NOTICE OF PUBLIC HEARING

TO ALL INTERESTED PARTIES:

Notice is hereby given that on 31 January 2017, Manila Electric
Company (MERALCO) filed an Application seeking the Commission’s
approval of the staggered recovery and payment scheme for
MERALCO’s generation charge for the February 2017 supply month,
including therein a prayer for provisional authority.

MERALCO alleged the following in its Application:

1. MERALCO is a private corporation existing under the laws of
the Republic of the Philippines, with principal office located at
Ortigas Avenue, Barangay Ugong, Pasig City. It may be served
with notices and other processes of this Honorable
Commission through its counsel at the address indicated
herein.

2.  MERALCO has a legislative franchise to operate and maintain
a distribution system in the cities/municipalities of Metro
Manila, Bulacan, Cavite and Rizal and certain Ccities,
municipalities and barangays in Batangas, Laguna, Quezon
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and Pampanga, pursuant to Republic Act No. 9209, and is
authorized to charge all its customers for their electric
consumption at the rates approved by this Honorable
Commission.

3. This Application is being filed pursuant to the Guidelines for
the Automatic Adjustment of Generation Rate and System
Loss Rates by Distribution Utilities ("AGRA Rules”).! Article
VIII, Section 1 thereof provides:

“Section 1. Exception Clause. Where good cause
appears, the ERC may allow an exception from any
provisions of these Guidelines, if such exception is found to
be in the public interest and is not contrary to law or any
other related rules and regulations.”

4. From 28 January to 16 February 2017, the Shell Philippines
Exploration B.V. (“SPEX”)}-Malampaya Natural Gas Facility is
scheduled for maintenance shutdown (“SPEX-Malampaya
Outage”), which will affect the supply of natural gas to the
Ilijan, Sta. Rita, San Lorenzo, San Gabriel and Avion plants.
These power plants supply an aggregate capacity of 3,211 MW
to the Luzon Grid, 2,565 MW of which is supplied to
MERALCO’s franchise area.

5. In addition, the SPEX-Malampaya Outage will coincide with
the scheduled maintenance of the power plants of Sem-Calaca
Power Corporation — Unit 1 and Quezon Power (Philippines),
Limited, which plants collectively contribute 585 MW to meet
MERALCO’s requirements.

6. To mitigate the impact of these outages on generation costs to
be passed through to end-users, MERALCO has undertaken
the following measures:

6.1 MERALCO has coordinated with and advised FGP Corp.
and First Gas Power Corporation (“FGPC”) to run San
Lorenzo and Sta. Rita, respectively, on liquid fuel during
the SPEX-Malampaya Outage.

6.2 While Ilijan 1 will likewise be on maintenance shutdown,
MERALCO has coordinated with South Premiere Power
Corp. (“SPPC”) for use of bio-diesel by Ilijan 2, so it could
continue to make available approximately 420 MW to
meet MERALCO’s requirements during the SPEX-
Malampaya outage.

6.3 MERALCO has made necessary preparations for
implementation of its Interruptible Load Program (“ILP”)
should the Luzon Grid be placed on Red Alert during the
SPEX-Malampaya Outage.

' 13 October 2004 Order in ERC Case No. 2004-322, entitled, “In the Matter of the Adoption of
the Guidelines for the Automatic Adjustment of Generation Rates and System Loss Rates by
Distribution Utilities.”
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6.4

6.5

6.6

MERALCO has negotiated with Power Suppliers for the
supply of its peaking requirements during the SPEX-
Malampaya Outage.

a. MERALCO has signed an Interim Power Supply
Agreement (“IPSA”) with Strategic Power Devt.
Corp. (“SPDC”) for the supply of (i) 100 MW per
hour from 0901H to 1000H and 2001H to 2100H
and (ii) 150 MW per hour from 1001H to 2000H
during the SPEX-Malampaya Outage. The IPSA was
implemented starting 28 January 2017.

b. MERALCO and Panay Energy Development
Corporation (“PEDC”) have agreed to increase the
Contract Capacity under their Power Supply
Agreement (“PSA”) dated 26 April 2016 to 70 MW
(instead of 28MW) starting 28 January 2017. In an
Order dated 11 July 2016, the ERC issued a
provisional authority to implement the PSA in ERC
Case No. 2016-114 RC.

¢. MERALCO, Toledo Power Co. (“TPC”) and Panay
Power Corporation (“PPC”) have entered into a
Letter Agreement providing that beginning 28
January 2017, TPC and PPC shall provide
replacement energy at reduced prices compared to
the original ERC-approved tariff under their existing
IPSAs. The parties have filed a Joint Manifestation
in ERC Case No. 2016-009 RC to inform this
Honorable Commission of said agreement.

MERALCO has proposed mitigating measures and
actively participated in coordination meetings with
industry stakeholders, including the Department of
Energy ("DOE”), this Honorable Commission, National
Grid Corporation of the Philippines (“NGCP”), Philippine
Electricity Market Corporation (“PEMC”) and SPEX.

MERALCO has likewise written the DOE and this
Honorable Commission to advise them of the mitigating
measures being undertaken by MERALCO, as well as
other proposed mitigating measures that may be pursued
by other industry stakeholders. Copies of these letters
are attached as Annexes “A” and “B”, and made an
integral part hereof.

7. It should be noted, however, that while the use of alternative

fuels
conti
Mala

allows the San Lorenzo, Sta. Rita and Ilijan plants to
nue running, liquid fuels are more expensive than
mpaya gas. Thus, while the use of these alternative fuels

assures continued supply of power from these plants and
mitigates possible impact of the SPEX-Malampaya Outage on
Wholesale Electricity Spot Market (“WESM™) prices, it is
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10.

11.

12.

13.

14.

15.

16.

expected to increase the Dblended generation rates to
MERALCO’s customers.

The incremental fuel costs due to the use of liquid fuel is
expected to increase the overall rate of MERALCO for the
March 2017 billing by about PhPo.9174 per kWh.

Under Article III, Section 2 of the AGRA Rules, MERALCO is
authorized to automatically reflect the full generation cost in
its March 2017 billing to its customers, as calculated in
accordance with the adjustment formula laid down in Article
IT1, Section 1 of the same Rules.

While MERALCO is prepared to reflect the true cost of
generation in its billing to its customers pertaining to the
period of the upcoming SPEX-Malampaya Outage, it is
cognizant of the financial burden such rate spike will place on
its customers.

To mitigate the effect of an abrupt increase in generation cost
due to the use of liquid fuel, especially considering that the
WESM prices may also increase during this period, MERALCO
proposes that instead of reflecting the full incremental fuel
cost component of the total generation cost in the March 2017
generation charge rate, it be allowed to implement the increase
in three (3) billing months starting March until May 2017.

This would mean that of the estimated incremental fuel cost of
PhP2.4 Billion to be incurred over the period of the SPEX-
Malampaya Outage in the February 2017 supply month, only
one third (*/3), or around PhP791 Million (approximately
PhPo0.30 per kWh) will be included in each of the March and
April 2017 billing months and the remainder to be included in
the May 2017 generation charge rates.

With recovery of the incremental fuel costs for the March 2017
billing to customers pegged at PhPo.30 per kWh, the
estimated generation charge to be deferred, which corresponds
to the incremental fuel costs amounts to PhPo.6174 per kWh.

The foregoing calculations shall be without prejudice to
adjustments that may be necessary as actually reflected in the
power Dbills issued by the power suppliers for the February
2017 supply month.

Should the proposed change in the recovery of the generation
cost for the billing month of March 2017 be approved,
MERALCO is however required, under its power supply
contracts, to pay its suppliers in full.

To ensure MERALCO’s revenue-neutral position with regard
to the pass-through of generation costs, MERALCO also
proposes to defer payment to such power suppliers of the
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17.

18.

respective amounts of generation charge owing to them for the
February 2017 supply month.

It bears emphasis that MERALCO can only pay its power
suppliers for the differential generation costs by recovering
said costs from its customers. Accordingly, MERALCO
proposes to defer payment to such power suppliers of the
respective amounts owing to them for the February 2017
supply month, in accordance with the proposed recovery from
customers of the differential generation costs at the rate of
PhP0.30 per kWh, for each of the March and April 2017
billings, with the remaining balance of incremental fuel costs
to be charged in the May 2017 billing. Additionally, these
proposals are without prejudice to any application that may be
subsequently filed for the recovery of any appropriate carrying
charges.

Considering the pressing nature of the instant Application to
allow MERALCO to stagger recovery of the incremental fuel
costs and the corresponding payment to affected power
suppliers, for a period of three (3) months starting from March
to May 2017 billings, and therefore avoid any consequential
financial prejudice to MERALCO, its suppliers, and most
especially, the consumers, it is therefore urgent that a
provisional authority be immediately issued upon filing and
pending hearing of this Application. In support of this
Application and the prayer for provisional authority, attached
as Annex “C” and made an integral part hereof is the judicial
affidavit of Ryan S. Morales, Officer of Energy Resource
Planning, Energy Sourcing Office of MERALCO.

PRAYER

WHEREFORE, it is most respectfully prayed to this Honorable
Commission that this Application be APPROVED allowing
MERALCO to:

i. impose a differential generation charge of PhP0.30 per
kWh for each of the March and April 2017 billings, with
the remaining balance of incremental fuel costs to be
charged in the May 2017 billing, subject to adjustments
that may be necessary as reflected by the power bills
issued by FGP Corp., FGPC and SPPC for the February
2017 supply month; and

ii. defer payment to such power suppliers of the respective
amounts owing to them for the February 2017 supply
month, in accordance with the proposed recovery from
customers of the differential generation costs at the rate
of PhP0.30 per kWh, for each of the March and April
2017 Dbillings, with the remaining balance of
incremental fuel costs to be charged in the May 2017
billing.
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Pending hearing, it is further prayed that a Provisional
Authority (“PA”) be immediately issued to MERALCO to
implement the foregoing.

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

The Commission has set the Joint Application for
determination of compliance with the jurisdictional requirements,
expository presentation, Pre-trial Conference, and presentation of
evidence on 14 March 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:

L. The petitioner’s name and address;

1. 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.
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All such persons who wish to have a copy of the Application
may request from Applicants that they be furnished with the same,
prior to the date of the initial hearing. Applicants are hereby directed
to 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 Chairman JOSE VICENTE B.
SALAZAR, and the Honorable Commissioners ALFREDO J. NON,
GLORIA VICTORIA C. YAP-TARUC, JOSEFINA PATRICIA A.
MAGPALE-ASIRIT, and GERONIMO D. STA. ANA, Energy
Regulatory Commission, this 8! day of February 2017 at Pasig City.

Office of the Chairman and CEO
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