Republic of the Philippines
ENERGY REGULATORY COMMISSION

Pasig City

IN THE MATTER OF THE
APPLICATION FOR:

(A) CONFIRMATION OF THE
TRUE-UP CALCULATION OF
THE ACTUAL WEIGHTED
AVERAGE TARIFF (AWAT)
VIS-A-VIS ERC-APPROVED
AVERAGE RATE
IMPLEMENTED FOR THE
LAPSED REGULATORY
YEARS; AND

(B) APPROVAL OF THE
FINAL REFUND SCHEME TO
ACCOUNT FOR THE LAPSED
REGULATORY YEARS,

WITH PRAYER FOR
PROVISIONAL AUTHORITY

ERC CASE NO. 2020-043 RC

MANILA ELECTRIC ———

COMPANY (MERALCO), January 11, 2021
Applicant.

X (=== m e X

NOTICE OF VIRTUAL HEARING
TO ALL INTERESTED PARTIES:

Notice is hereby given that on 23 December 2020, Manila
Electric Company (MERALCO) filed an Application dated 18
December 2020 for (1) confirmation of the true-up calculation of the
Actual Weighted Average Tariff (AWAT) vis-a-vis the Commission-
approved Average Rate implemented for the Lapsed Regulatory Years;
and (2) approval of the final refund scheme to account for the Lapsed
Regulatory Years, with prayer for provisional authority.
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The pertinent portions of the said Application are hereunder
quoted as follows:

1.  Applicant 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,
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.  Pursuant to Republic Act No. 9209, 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.

3. MERALCO, along with Cagayan Electric Power and Light
Company (CEPALCO) and Dagupan Electric Corporation
(DECORP) comprise the First Entrants “Group A” of
Distribution Utilities (“DUs”) that entered Performance Based
Regulation (“PBR”). PBR is the rate-setting methodology
adopted by the Honorable Commission to set the distribution
wheeling rates of private DUs.

4. Pursuant to the Rules for Setting Distribution Wheeling Rates
for Privately Owned Electricity Distribution Utilities Operating
under Performance Based Regulation (First Entry Group:
Third Regulatory Period) dated 1 December 2009 (“3RP
RDWR?”), the First Entry Group completed the Regulatory
Reset Process for the Third Regulatory Period (*3RP”) covering
the period from 1 July 2011 to 30 June 2015. As such, in
MERALCO’s Final Determination dated 6 June 2011 in ERC
Case No. 2010-069 RC, the Honorable Commission set out its
final position on the price control arrangements that would
apply to MERALCO for the 3RP.

5. Under the 3RP RDWR, the “Regulatory Reset Process” is
defined as “the actions prior to the start of any Regulatory
Period, through which the price control arrangements are
established that will apply to a Regulated Entity regarding the
provision of Regulated Distribution Services in each Regulated
Distribution System for the next Regulatory Period”. As such,
to commence the Regulatory Reset Process, the Honorable
Commission must publish a Regulatory Reset Issues Paper
within twenty-one (21) months prior to the end of the
Regulatory Period.

6. On 14 October 2013, the Honorable Commission posted the
“Issues Paper on the Implementation of Performance Based
Regulation (PBR) for Privately-Owned Electricity Distribution
Utilities under the Rules for Setting Distribution Wheeling
Rates (RDWR)” for comments of all interested parties. This was
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the starting point so that the Fourth Regulatory Period (“4RP”)
for the First Entry Group could have commenced on 1 July 2015
and to have ended on 30 June 2019. However, the Issues Paper

was not officially released within the timeframe prescribed
under the 3RP RDWR.

7. Thus, as MERALCO would not have a rate to govern the 4RP,
on 15 June 2015, MERALCO filed an application, docketed as
ERC Case No. 2015-112 RC, for the approval of: (a) an interim
average rate; and (b) translation of the interim average rate into
distribution rates for its various customer classes. In an Order
dated 10 July 2015, the Honorable Commission provisionally
approved an Interim Average Rate (IAR) of PhP1.3810/kWh
and the translation into distribution rates. Since then,
Applicant has been implementing the IAR up to this time.

8. At present, the reset for the 4RP for MERALCO and other
private DUs under PBR has not commenced and is not expected
to commence pending issuance by the Honorable Commission
of the relevant rules after due notice and public consultation.

9. As stated above, the IAR was issued through provisional
authority. Under Rule 14, Section 3 of the ERC Rules of
Procedure, in the event that a provisional authority is issued,
the main application should be resolved within twelve (12)
months from the issuance of the provisional authority.

10. The IAR was also approved by the Honorable Commission
based on a specific determination of the applicable rate after
considering a certain set of facts presented by MERALCO. The
IAR was adopted to address the apparent delay in the
process. As a sort of a “rate freeze”, the IAR is supposed to
protect consumers from volatile pricing of electricity during the
transition, or the time when the regulator is modifying the
appropriate PBR for its jurisdiction.! However, due to the
considerable lapse of time, the IAR has already been relied on
not only by MERALCO but also its customers during the
regulatory lag covering the period starting from 1 July 2015 up
to the present. Forward-looking decisions have been made by
MERALCO as well as its customers based on the presumption
that the IAR is a stable and reliable rate determined by the
Honorable Commission.

11. Considering therefore: (a) the non-implementation of a reset
for the 4RP; (b) the lapse of more than twelve (12) months from
the issuance of the provisional authority for the IAR; and (c)
that the IAR is meant to take the place of the actual rates only
for the 4RP, such IAR should already be deemed final
considering the lapse of the period intended to be the 4RP. This
IAR should likewise apply as MERALCO'’s final rates from July
2015 until such time that a new rate is determined by the

t Pinjani, Amit and Trinidad, Ma. Cherrylin, Literature Review: Regulatory Economics and
Performance-Based Ratemaking, London Economics, LLC, p. 82.
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Honorable Commission in accordance with the RDWR, after
due notice and hearing.

To fully resolve these issues, Applicant proposes to true-up its
Actual Weighted Average Tariff (AWAT) as against its approved
IAR for the period from July 2015 to November 2020 (the
“Lapsed Period”). The difference between the AWAT and IAR
will be the amount to be refunded to the customers.

It is submitted that the true-up of the AWAT as against the
approved IAR is the most efficient way for the Honorable
Commission to settle the unresolved issues which plagued and
delayed the 4RP reset. This will allow the Honorable
Commission to commence the next regulatory period
prospectively, under a new set of RDWR to be determined after
due notice and public consultation. This new set of rules can
then be the basis for the determination of the relevant rates for
the next regulatory period, thereby returning MERALCO to the
regular PBR rate-setting methodology as envisioned by the
Honorable Commission, considering that the RDWR cannot
legally be applied retroactively to determine the rates of
MERALCO for the Lapsed Period due to the continued delay in
the reset process. The return of MERALCO to the reset process
will allow electricity consumers to reap the benefits envisioned
under the PBR.

The Honorable Commission is authorized to grant MERALCO’s
instant application. Under Article 4.3.1.a. of the 3RP RDWR
pertaining to the Over/Under Recovery Formula, the AWAT is
calculated based on the actual revenues and actual kWh sales
for the period. The actual revenues come from distribution,
supply and metering charges of MERALCO. Added to this
revenue will be the plowback of 50% of related business net
income, in accordance with the mandate under Section 26 of
the EPIRA, which shall be used to reduce the distribution
wheeling charges.

MERALCO proposes to adopt the calculation in Article 6.2 of
the 3RP RDWR, related to the Annual Verification and
Adjustment of Distribution Tariffs, and the implementation of
the K Factor. However, instead of annual rate setting, the
process is proposed to apply to the Lapsed Period.

Shown in the table below are the details of the Distribution,
Supply and Metering (DSM) revenues, Net Income from
Related Business and Actual Energy Sales for the Lapsed Period
from July 2015 to November 2020:
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Net Income
from
Related DSM + 50% of Actual Energy
Business 50% of RBR RBR Sales
DSM Revenues (RBR) (kwWh)

RY 2016 54,753,443,647 160,112,198 80,056,099 54,833,499,746 38,559,183,670
RY 2017 57,188,787,178 154,160,058 77,080,029 57,265,867,207 40,191,289,159
RY 2018 60,747,692,382 179,095,251 89,547,625 60,837,240,007 42,879,578,323
RY 2019 63,275,585,064 232,465,909 116,232,955 63,391,818,019 44,916,977,776
RY 2020 66,269,602,774 170,170,007 85,085,004 66,354,687,777 44,645,432,502
RY 2021 (July 2020-Nov 2020) 28,427,374,867 191,574,028 95,787,014 28,523,161,881 18,5813,373,084
Lapsed Period 330,662,485,911 1,087,577,451 543,788,725 331,206,274,637 229,775,835,413
(July 2015-Nov 2020)

17.

The table below shows the computation of the AWAT for the
Lapsed period of PhP1.4414/kWh. This was compared to the
Applicant’s last approved rate of PhP1.3810/kWh. MERALCO
proposes to refund the difference between the AWAT and the
IAR in the total amount of Thirteen Billion Eight Hundred
Eighty-five Million Eight Hundred Forty-five Thousand and
Nine Hundred Thirty-one Pesos (PhP13,885,845,931) over a
twenty-four (24)-month period, or until fully refunded, as
follows:

DSM Revenues + 50% of RBR a 331,206,274,637
Actual Energy Sales b 220,775,835,413
AWAT for the Lapsed Period (July 2015 - November

2020) c=a/b 1.4414
Interim Average Rate (IAR) d 1.3810
Difference in Rate (July 2015 - November 2020) e=d-c (0.0604)
Actual Sales of Lapsed Period (July 2015 - November

2020) t 229,775,835,413
Difference in Amount (July 2015 - November 2020) g=e*f | (13,885,845,931)
Forecast Sales* (for 24 months) h 00,900,747,330
Average Refund Rate (for 24 months) 1=g/h (0.1528)

*Based on latest MERALCO sales forecast

18. This average refund rate of PhP0.1528 per kWh is proposed to

19.

be allocated among MERALCO’s customer classes as follows:

Customer Class Refund Rate
(PhP/kWh)
Residential & General Service A 0.2761
General Service B 0.1811
General Power 0.0789
GHMSCI 0.1165
Flat Streetlights 0.2870
Generator — Wheeling 0.0366
TOTAL 0.1528

The refund rate will be reflected as a separate line item in the
bills of customers during the refund period.

The Honorable Commission has the authority to grant the
AWAT and direct the issuance of a refund in favor of
Applicant’s customers. Under Section 4 of Rule 14 of the
Honorable Commission’s Rules of Practice and Procedure, the
interim rate/relief granted by the Honorable Commission shall
be subject to a refund:
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“Section 4. Refund. - The interim relief granted by the
Commission shall be subject to refund if the
Commission finds after the hearing on the application
or petition that the applicant or petitioner was not
entitled thereto or to the full amount of any provisional
rate adjustment allowed and to such other conditions
that the Commission may impose.”

20. Based on the foregoing, the directive to issue a refund makes
the Honorable Commission’s approval of the IAR a final
determination of MERALCQO’s applicable rate for the Lapsed
Period.

21. A regulator’s ability to implement interim rates and impose a
refund are remedies to cure the disruptions caused by a
regulatory lag. At the end of a suspension period or lag, in the
absence of a stipulated extension or waiver as to the interim
rate imposed, the utility’s proposed rates may
immediately become effective subject to conditions,
such as arefund which is dependent upon the
regulator’s final determination. Thus, following the
refund of the difference between MERALCO’s AWAT as against
its TIAR, this will serve as the final determination of the
applicable rate that should have governed during the Lapsed
Period.

Allegations in Support of the Prayver for Provisional Authority

22. Pending final approval of the instant application, the issuance
of a provisional authority will allow MERALCO’s customers to
immediately enjoy the benefits of the refund sought to be
implemented, providing welcome relief to consumers during
this time.

23. In support of the foregoing allegations, MERALCO hereby
submits the Judicial Affidavit of Mr. Roderick Dennison N.

Nacu, Head of Tariff Management, attached hereto as Annex
ECBH.

PRAYER

WHEREFORE, premises considered, Manila Electric
Company (MERALCO) respecttully prays that, after due notice and
hearing, a Decision be rendered:

a. APPROVING MERALCO’s proposed mechanism to
address the issue of the rates governing the Lapsed
Period from July 2015 to November 2020 through the
true-up mechanism between MERALCO’s AWAT and
TAR;

b. CONFIRMING MERALCO’s resulting calculation of the
total amount to be refunded from its customers in the
total amount of Thirteen Billion Eight Hundred Eighty-
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five Million Eight Hundred Forty-five Thousand and
Nine Hundred Thirty-one Pesos (PhP13,885,845,931);

c. APPROVING MERALCO’s proposed refund scheme
and refund period, within twenty-four (24) months or
until fully refunded, to its customers, as follows:

Customer Class Refund
Rate
(PhP/kWh)

Residential & General Service A 0.2761
General Service B 0.1811
General Power 0.0789
GHMSCI 0.1165
Flat Streetlights 0.2870
Generator — Wheeling 0.0366
TOTAL 0.1528

d. DECLARING all issues relating to MERALCQO’s Lapsed
Period (and until a new rate has been determined by the
ERC for the next regulatory period), as resolved, closed
and terminated with prejudice

Pending the hearing on the merits of the case, a Provisional
Authority be issued to immediately implement the refund to
customers.

MERALCO prays for such other relief just and equitable under
the premises.

The Commission has set the instant Application for the
determination of compliance with the jurisdictional requirements,
expository presentations, pre-trial conference, and presentation of
evidence on the following dates and online platform for the conduct
thereof, pursuant to Resolution No. 09, Series of 20202, dated 24
September 2020:

Date Platform Activity
Determination of
16 February 2021 compliance with
(Tuesday) at nine o’clock jurisdictional
in the morning requirements and
(9:00 A.M.) Zoom Expository
Application Presentation
23 February 2021 :
(Tuesday) at nli'ge o’clock Pre-trial Confgrence
tn the Teriing and Pre_sentatlon of
(9:00 A.M.) Eacenoe

2 A Resolution Adopting the Guidelines Governing Electronic Applications, Filings and Virtual
Hearings Before the Energy Regulatory Commission.
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02 March 2021
(Tuesday) at nine o’clock Presentation of
in the morning Evidence
(9:00 A.M.)

Any interested stakeholder may submit its comments and/or
clarifications at least one (1) calendar day prior to the scheduled initial
virtual hearing, via electronic mail (e-mail) at docket@erc.ph and
records@erc.gov.ph, copy furnish the Legal Service through
legal@erc.ph. The Commission shall give priority to the stakeholders
who have duly submitted their respective comments and/or
clarifications, to discuss the same and propound questions during the
course of the expository presentation.

Moreover, all persons who have an interest in the subject matter
of the instant case may become a party by filing with the Commission
via e-mail at docket@erc.ph and records@erc.gov.ph, copy furnish the
Legal Service through legal@erc.ph, a verified Petition to Intervene at
least five (5) calendar days prior to the date of the initial virtual hearing
and subject to the requirements under Rule 9 of the 2006 ERC Rules
of Practice and Procedure, indicating therein the docket number and
title of the case and stating the following:

1) The petitioner’s name, mailing address, and e-mail address;

2) The nature of petitioner’s interest in the subject matter of the
proceeding and the way and manner in which such interest is
affected by the issues involved in the proceeding; and

3) A statement of the relief desired.

Likewise, all other persons who may want their views known to
the Commission with respect to the subject matter of the case may
likewise file through e-mail at docket@erc.ph and records@erc.gov.ph,
copy furnish the Legal Service through legal@erc.ph, their Opposition
or Comment thereon at least five (5) calendar days prior to the
scheduled virtual hearings and subject to the requirements under Rule
9 of the 2006 ERC 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, mailing address, and e-mail address of such
person;

2) A concise statement of the Opposition or Comment; and
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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 virtual hearing. MERALCO is hereby directed to
furnish all those making such request with copies of the Application
and its attachments, through any of the available modes of service,
upon their agreement, 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. In the alternative, those persons who
wish to have an electronic copy of the Application may request the
Commission for the e-mail addresses of the Applicant by sending an e-
mail to docket@erc.ph and records@erc.gov.ph, copy furnish the Legal
Service through legal@erc.ph. Nonetheless, any person may also
access the Application as posted by the Commission in its official
website at www.erc.gov.ph.

Finally, all interested persons may be allowed to join the
scheduled virtual hearings by providing the Commission, thru
legal.virtualhearings@erc.ph, with their respective e-mail addresses
and indicating therein the case number of the instant Application. The
Commission will send the access link/s to the aforementioned hearing
platform within five (5) working days prior to the scheduled hearings.

WITNESS, the Honorable Commissioners ALEXIS M.
LUMBATAN, CATHERINE P. MACEDA, FLORESINDA G.
BALDO-DIGAL, and MARKO ROMEO L. FUENTES, Energy
Regulatory Commission, this 8th day of January 2021 in Pasig City.

—_—
AGNES DEVANADERA
Chairperson and CEO

i g Y

LS: MFD/ARG/MCCG
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